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Národná banka Slovenska has been publishing 
its Financial Stability Report on a regular basis 
since 2004 and twice a year since 2005. The re-
port always includes annexes containing an ar-
ticle on a current topic, or an analytical study on 
a selected issue, relevant to financial stability. 

The objective of the Financial Stability Report 
is to provide timely identification of risks to fi-
nancial stability in Slovakia, and thereby to help 
prevent the emergence in the financial system 
of dysfunctionalities that could impair economic 
performance. The report focuses on risks arising 
in the external environment (in the global econ-
omy and financial markets) and in Slovakia (in 

the real economy, public finances, and financial 
sector). 

Unlike previous reports, which covered periods 
of either half a year or a full year, this latest edi-
tion of the Financial Stability Report is prepared 
as at May 2012 using data from the beginning of 
2011 to May 2012. The assessment of risks in the 
domestic financial sector is based on data avail-
able as at the end of the first quarter of 2012. The 
data used in the report are taken from Národná 
banka Slovenska (NBS), the European Central 
Bank (ECB), the Statistical Office of the Slovak 
Republic (SO SR), Eurostat, and other external 
sources.
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exeCutive summary

Conditions for financial stability in Slovakia de-
teriorated during 2011 due mainly to develop-
ments in the external environment. Against 
a backdrop of various temporary shocks, fore-
casts for global economic growth over the next 
two years were already being revised down in 
the second quarter of 2011. The worsening out-
look for GDP fuelled investor fears about public 
debt sustainability in several advanced coun-
tries. Through the summer and autumn these 
fears were to an increasing extent centred on the 
euro area, where the sovereign debt crisis was 
quite rapidly taking on a systemic character. Its 
escalation caused a further sliding of perform-
ance outlooks for key destination economies for 
Slovak exports. 

Markets became somewhat calmer in the first 
months of 2012 for a combination of reasons: the 
Eurosystem’s extensive non-standard measures; 
a political agreement on strengthening fiscal dis-
cipline in the euro area; and the fact that govern-
ments of the most vulnerable countries carried 
out specific reforms to support competitiveness 
and fiscal consolidation measures. Neverthe-
less, the situation in financial markets remained 
strained and highly uncertain in the context of 
elevated private and public debt as well as the 
weak state of several euro area economies. Since 
such conditions tend to result in a flaring of in-
vestor risk aversion, rather than early stabilisa-
tion, the risk of a further deepening of the euro 
area sovereign debt crisis remains high. This 
was evident in May 2012, when the outcome of 
Greece’s general election resulted in rising fears 
for the integrity of the euro area and in related 
turbulences in financial markets. The risk of an 
escalation in the euro area crisis is therefore one 
of the most significant risks to financial stability 
in Slovakia. This is apparent from an indicator of 
strains in Slovakia’s economic and financial sys-
tem, which implies that these strains being am-
plified mainly by external factors. 

The economic situation in Slovakia was relatively 
sound in the first half of 2011. Conditions in the 
corporate sector were more favourable than 
those in the household sector. There was increas-
ing profitability, particularly at export-oriented 

firms and in sectors with a monopoly character. 
In the second half of 2011, however, the corpo-
rate sector reported decelerating export and 
sales growth as uncertainty mounted in the ex-
ternal environment. Real household income was 
pushed down by higher inflation. As for the rela-
tively positive trends in the labour market, they 
also began to change in the last quarter of 2011. 
On the lending front, a number of households 
improved their financial position by refinancing 
their debts with new lower-interest loans. Mean-
while the consolidation of public finances was 
affected by one-time extra-budgetary effects. In 
the end, however, the situation was better than 
expected. 

The Slovak economy in 2011 proved to be rela-
tively resilient to heightened tensions in the ex-
ternal environment. On the one hand, this was 
related to factors conducive to the country’s 
macro-financial stability (relatively low indebted-
ness of households, firms and the public sector, 
and the sound financial position of the banking 
sector); on the other hand, economic growth was 
driven by manufacturing industry (particularly 
the automotive industry) as external demand 
for Slovak manufactured goods held up despite 
the deteriorating conditions in export destina-
tion markets. The relatively strong resilience of 
the economy was confirmed by better than ex-
pected figures for GDP and employment growth 
in the first half of 2012. 

The most significant risk in the domestic envi-
ronment is that the fiscal consolidation plan is 
not implemented. According to the information 
published to date, the consolidation measures 
planned by the new government are heavily fo-
cused on increasing budget receipts, which as 
a strategy for sustainably meeting consolidation 
targets is more risky than spending cuts. At the 
same time, the risk of not meeting the consoli-
dation targets directly affects conditions for do-
mestic financial stability. 

The situation in the banking sector reflected that 
in the real economy, including the trends men-
tioned above. The profitability of the banking 
sector as measured by ROE increased further in 
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2011, although it remained below pre-crisis lev-
els. The main factors behind these higher profits 
were a decline in provisioning costs and an in-
crease in interest income from operations with 
enterprises. The sector’s focus on households 
continued to increase, as inter-bank competition 
for loans and deposits became more intensive. 
Bank lending to enterprises picked up in 2011 
and this trend continued in the first quarter of 
2012. After growing markedly in 2010, the port-
folio of securities investments remained relative-
ly unchanged in 2011. Then in the first quarter of 
2012 the banking sector significantly reduced its 
investments in bonds issued by foreign govern-
ments. The capital adequacy ratio of the sector 
increased to solid levels. 

Stress testing confirmed that in the event of ex-
ternal risks materialising, the financial stability of 
the sector would be maintained. The resilience 
of banks was further supported by their strong 
capital position and their ability to generate 

interest income even in adverse conditions. Al-
though the banking sector as a whole remains 
exposed principally to corporate credit risk, sev-
eral banks reported a higher exposure to house-
hold credit risk. Market risks – particularly in the 
form of risk premia on government bonds in the 
held-for-trading and available-for-sale portfolios 
– are significant only in certain banks and not in 
the sector as a whole. The main holdings in these 
portfolios are Slovak government bonds. The 
overall direct exposure of the banking sector to 
the lowest-rated EU countries constitutes less 
than 2% of its assets. 

Contributing significantly to the overall stability 
of the sector and to its resilience to the shrink-
ing of balance sheets by crisis-affected euro area 
banks is the fact that most domestic banks fund 
their lending activities out of domestic funds and 
the sector as a whole is not dependent on exter-
nal funds. However, this positive feature of the 
banking sector has been fading for a long time.
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1 external Conditions for finanCial stability

As the euro area sovereign debt crisis escalated 
and took on a systemic character in the second 
half of 2011, it had an adverse effect on conditions 
for domestic financial stability. This had a damp-
ening effect on global economic activity, and as 
world growth slowed in the second half of 2011, 
the assumptions for domestic economic activity 
deteriorated. The related turbulences in financial 
markets adversely affected the financial asset 
portfolios and profitability of domestic financial 
institutions.1 In regions of the world crucial for Slo-
vak exports, we assume that economic and finan-
cial conditions will gradually improve, but remain 
very difficult, over the next one to two years. 

The most significant external risks to domestic fi-
nancial stability over this horizon are the follow-
ing interconnected risks: 

•  an escalation of the euro area sovereign 
debt crisis due to mounting risk aversion 
based on various factors. The outlook for 
economic growth remains critical in this re-
gard;2 

•  the still weak financial position of a large 
part of the EU banking sector, possibly 
exacerbated by subdued economic activ-
ity and a decline in value of banks’ assets;

•  the risk to the real economy from delev-
eraging by EU banks through excessive 
shrinking of their balance sheets, as a re-
sult of structural and cyclical factors. 

1.1  financial stability assumptions 
for slovakia basEd on 
dEvElopmEnts in thE global 
Economy and financial markEts 

The world economy’s performance in 2011 was 
adversely affected by several factors, but the most 
significant was the escalating sovereign debt cri-
sis in the euro area in the second half of 2011. 

Global economic growth slowed markedly in the 
second half of 2011 due mainly to the increasing 
intensity of the euro area sovereign debt crisis, 

1 Profitability nevertheless 
increased year-on-year in all 
financial market segment (see 
Chapter 4 for more details). 

2 A rapid economic recovery is being 
prevented by high levels of public 
and private debt in advanced 
countries, along with inadequate 
coordination of policy at the 
global level. This subject is further 
explored in Annex 1. 

which in the summer began for the first time to 
threaten the financial stability of larger countries 
in the monetary union (Italy and Spain). This raised 
fears about whether the euro area would be able to 
continue in its current form. The crisis subsequent-
ly began to spread from the euro area periphery to 
core countries (Belgium, France, Austria). 

Other causes of mounting uncertainty in the 
world economy and financial markets during 
2011 included armed conflicts in the Middle East 
and North Africa, natural disasters (the earth-
quake in Japan and floods in Thailand) that had 
serious humanitarian and economic repercus-
sions, and the political impasse in the United 
States over fiscal consolidation. Overall, global 
economic activity in 2011 was considerably 
slower than in 2010 (Table 1) .

At the beginning of 2012, as tensions in the euro 
area eased, the outlook for global output and 
trade showed signs of improvement, but in April 
and May this optimism faded. Slovakia is highly 
exposed to the euro area, while the outlook for 
real activity in the euro area is far worse that for 
other regions of the world and it is subject to sig-
nificantly higher downward risks. 

The situation in the euro area was eased to some 
extent when the Italian and Spanish govern-
ments announced plans for fiscal consolidation 
and structural reform and when the ECB unveiled 
new non-standard measures at the beginning 
of December 2011. In addition the effects of the 
adverse events mentioned earlier had almost 
completely faded away. As investor risk appetite 
picked up and economic activity began to grow, 
the outlook for the global economy improved 
(Chart 1). However, the positive sentiments ob-
served from the beginning of 2012 began to fade 
into the background relatively quickly, as new 
fears about the sustainability of economic recov-
ery came to the fore. This turnaround in sentiment 
in April and May 2012 was related to a relapse in 
the euro area‘s situation and to worse than ex-
pected economic data from the United States.

In general, all the economic growth forecasts at 
this time reflected unusually high uncertainty, 
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Table 1 World output and world trade volume (annual percentage changes)

2009 2010 2011 2012 2013

World output -0.6 5.3 3.9 3.5 4.1

advanced economies -3.6 3.2 1.6 1.4 2.0

United States -3.5 3.0 1.7 2.1 2.4

Euro area -4.3 1.9 1.4 -0.3 0.9

Japan -5.5 4.4 -0.7 2.0 1.7

Emerging economies 2.8 7.5 6.2 5.7 6.0

Central and eastern Europe -3.6 4.5 5.3 1.9 2.9

Asia 7.1 9.7 7.8 7.3 7.9

China 9.2 10.4 9.2 8.2 8.8

Latin America -1.6 6.2 4.5 3.7 4.1

World trade volume -10.5 12.9 5.8 4.0 5.6
Source: IMF – World Economic Outlook, April 2012.
Note: Data for 2012 and 2013 are forecasts.

Chart 1 World GDP growth forecasts for 
2012 and 2013 (%)

Source: Consensus Forecasts. 
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Table 2 GDP growth (%)

Quarterly rate of change Annual rate of change

2010 2011 2012 2009 2010 2011 2012 2013

Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

Euro area 0.9 0.4 0.3 0.7 0.1 0.1 -0.3 0.0 -4.3 1.9 1.5 -0.3 1.0

EU 27 0.9 0.4 0.3 0.6 0.2 0.3 -0.3 0.0 -4.3 2.0 1.5 0.0 1.3
Source: Eurostat. 
Note: The figures for 2012 and 2013 are taken from the European Commission’s European Economic Forecast of spring 2012 (released in 
May); seasonally-adjusted data. 

and the risks to these forecasts were predomi-
nantly on the downside. At the same time, the 
forecasts indicated marked differences be-
tween developments in advanced countries and 
emerging countries over the next two years, and 
also differences within the group of advanced 
countries, between Europe and the rest. A nega-
tive aspect of the Slovak economy is that it has 
the greatest exposure to the region that has the 
worst economic outlook and whose outlook is 
subject to largest downside risks.3 

Since Slovakia is a strongly exported-oriented 
economy, positive impulses from regions and 
economies outside the EU/euro area could ben-
efit the domestic economy. 

As the European sovereign debt crisis escalated, 
real activity in the EU declined in the last quarter 
of 2011 (Table 2). In autumn 2011, in order to sta-

3 Slovakia is exposed to the EU/
Eurosystem not only through 
business ties, but also through the 
significant participating interests 
of certain Member States in the 
Slovak financial sector. 
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Chart 2 German export developments 
(index: 2008 = 100)

Source: Deutsche Bundesbank; NBS calculations. 

Chart 3 Equity indices (2005 = 100)

Source: Eurostat.
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bilise what had become an acute crisis, EU gov-
ernments adopted new fiscal policy measures. 
Under the reformed Stability and Growth Pact 
(SGP), a majority of euro area countries are com-
mitted to measures aimed at repairing public 
finances.4 However, the effects of fast and wide-
ranging fiscal consolidation, along with the weak 
financial position of much of the banking sector 
(see part 1.2), will very likely lead to a deepening 
of the recession in the EU countries hardest hit 
by the crisis.5 This was indicated in the GDP fig-
ures for the first quarter of 2012, which showed 
that although the euro area economy as a whole 
remained flat, several countries slid further into 
recession. 

By contrast, export-oriented economies with 
relatively sound macroeconomic fundamentals 
(the Czech Republic, the Netherlands, Germany, 
Austria, Slovakia, and Scandinavian countries) 
could be better placed over the next two years 
to face an economic slump in Europe, mainly 
thanks to steady and relatively strong demand 
in emerging countries and increasing economic 
activity in the United States and Japan (Chart 2). 

The intensification of the euro area debt crisis 
led to a marked deterioration in financial mar-
ket conditions in the second half of 2011. The 
main reasons for the escalation of the crisis were 
a worsening outlook for economic growth, the 

strong interconnection between sovereign credit 
risk and the financial position of banks, and the 
slow adoption of remedial measures. 

Between July and August 2011 market partici-
pants revised down their growth projections for 
several significant economies, largely on the basis 
of worse than expected second-quarter figures 
from the United States. Share prices plummeted, 
especially those of firms in cyclically more sen-
sitive sectors. Risk premia on corporate bonds 
surged and energy prices fell sharply (Charts 3 
and 4). That markets reacted so strongly to the 
deteriorating outlook for economic growth was 
related to the fact that, in the view of investors, 
the scope for stimulus policies had narrowed 
considerably in comparison with previous years.

In summer 2011, amid declining expectations 
for the global economic growth that is essential 
for reducing elevated debt (private and public), 
investor fears about the ability of Greece, Ireland 
and Portugal to stabilise their public debt within 
the target horizon intensified significantly. The 
situation was not eased by the euro area summit 
of 21 July 2011. On the contrary, fears about the 
sustainability of public debt spread at the begin-
ning of August to include the largest countries 
of southern Europe: Italy and Spain. These fears 
were founded on the weak growth in the two 
countries as well as the inadequate capacity of 

4 The new SGP rules require, for 
example, that structural deficits 
be cut to 0.5% of GDP by 2016 and 
that the differential between ex-
cessive public debt and the target 
of 60% of GDP be diminished by 
one-twentieth per year.

5 Four countries plan to improve 
their primary balance by 2013 in 
comparison with 2009: Greece 
by 12 percentage points of GDP, 
Ireland and Portugal by 10 p.p. 
and Spain by 7 p.p. 
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Chart 5 Yields on long-term government 
bonds of selected euro area countries (%)

Source: Eurostat.

Chart 6 Yields on long-term government 
bonds of selected euro area countries (%)

Source: Eurostat.

Chart 4 Implied volatility in equity markets 
measured by the VIX index

Source: CBOE.
Note: The VIX expresses the size of investors’ risk aversion – a value 
of more than 20 indicates a high aversion to risk and a value of 
more than 50 indicates that investors have very serious concerns.
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the European Financial Facility (EFSF) vis-à-vis 
the countries‘ outstanding sovereign debt. 

Growth forecasts for advanced as well as emerg-
ing countries over the next two years continued 
being revised down between August and the 
end of 2011; however, it was investor fears about 

the sustainability of euro area debt levels that 
became the main determinant of asset prices. 
A combination of recession and difficulties in 
meeting fiscal consolidation targets put further 
upward pressure on government bond yields 
of „programme countries“ Greece and Portugal 
(Irish bond yields fell sharply in response to Ire-
land‘s stronger export performance).6 Political 
uncertainty and the downgrading of credit rat-
ings caused Spanish and Italian bond yields to 
rise again (Chart 5).7 This, together with mount-
ing tensions in the bond markets, meant that 
banks found it much more difficult to tap whole-
sale funding. The results of the euro area summit 
of 26 October 2011 boosted equity markets and 
corporate debt markets, but the situation in gov-
ernment bond markets was only partly calmed.

The situation in financial markets took a further 
dramatic turn from 1 November 2011, after the 
unexpected announcement of a Greek referen-
dum on the Government’s austerity measures. 
Although the referendum was soon called off, 
and despite technocratic governments taking 
charge in Greece and Italy, interest rate spreads 
on government bonds began to rise sharply 
again. Yields and spreads climbed in other euro 
area countries too, including those at the core of 
the monetary union which had previously been 
seen as safe havens (Chart 6). Even in Germany, 
on 23 November 2011, there was the unusual oc-

6 A first package of EU/IMF joint 
financial assistance for Greece 
was provided on 2 May 2010, 
and further packages for the 
country were approved on 21 July 
2011 and 26 October. The other 
countries included in the EU/IMF 
assistance programme are Ireland 
(since 28 November 2010) and 
Portugal (since 4 May).   

7 The temporary decline in these 
countries’ bond yields during 
August was largely due to Eurosys-
tem purchases of these bonds. 
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Chart 7 Spreads in the euro area interbank 
market (basis points)

Source: EURIBOR-EBF.
Note: The wider the spread, the greater the perception of counter-
party risk in the interbank market.

Chart 8 Eurosystem monetary policy 
operations (EUR billions) 

Source: ECB.
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currence of an undersubscribed bond auction, 
with only 65% of the offer taken up. The highly 
elevated sovereign risk (counterparty risk) began 
to raise questions about the solvency of banks, 
which further hampered the ability of banks to 
obtain wholesale funding. Several banks from 
southern Europe were shut out of secured mar-
kets and experienced deposit flight, but French 
banks, too, faced considerably tighter access to 
new funding. The functioning of the interbank 
market (Chart 7) was also constrained by the 
ebbing of confidence, and its roles were increas-
ingly assumed by the Eurosystem. Banks’ depos-
its with central banks and their borrowings from 
central banks increased markedly (Chart 8).8 

Financial conditions in the euro area banking 
sector became more relaxed from the beginning 
of December 2011 after central banks took non-
standard measures (non-standard mainly in terms 
of their scope). This supported a decline in sover-
eign risks and a recovery in financial markets.  

Sentiment in financial markets, including Euro-
pean government bond markets, received sig-
nificant support at the end of November 2011 
when, in a coordinated move, the Federal Reserve 
agreed to reduce the cost of its dollar swap line 
with major central banks, including the ECB. An 
even stronger boost for global financial markets 

came on 8 December, when the ECB announced 
it would offer unlimited amounts of collateral-
ised loans to euro area banks through three-year 
longer-term refinancing operations (LTROs) and 
expand the pool of collateral eligible for those 
transactions. In two such LTROs (on 21 Decem-
ber 2011 and 29 February 2012) banks borrowed 
more than €1 billion, which constitutes approxi-
mately 80% of their outstanding debt maturing 
between 2012 and 2014. These measures im-
proved market funding conditions for banks, and 
consequently there was a surge in bank bond is-
suance in the first quarter of 2012 (including in 
unsecured bonds issued by banks from the euro 
area periphery) and a decline in banks’ short-term 
and long-term borrowing costs.  

Euro area sovereigns also saw an improvement 
in funding conditions in the first quarter of 
2012. The decrease in government bond yields 
was partly reflected in a reduction of sovereign 
credit risk, which was further confirmed by a fall 
in CDS premia (Chart 9). The decline in sovereign 
credit risk was a corollary of the improvement in 
banks’ funding conditions, which reduced both 
the risk of banks failing and probably also the 
need to support them with public funds (Chart 
10). As the pressure on bank funding eased, so 
too did fears of aggressive deleveraging and its 
impact on economic growth; this shift was also 

8 More than 50 percent of the 
Eurosystem’s total lending was to 
banks from France, Ireland and 
Italy. 
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Chart 9 Changes in sovereign CDS premia 
(basis points)

Source: IMF – Global Financial Stability Report, April 2012.

Chart 10 Changes in bank CDS premia 
(basis points)

Source: IMF – Global Financial Stability Report, April 2012.
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reflected in government bond prices. Another 
positive impulse for financial markets came from 
the EU Summit of 8 and 9 December 2011 when 
agreement was reached on the strengthening of 
mechanisms to secure fiscal discipline.  

The positive effects of the ECB’s non-standard 
measures were temporary. There is a risk that 
these measures are delaying the adoption of 
more effective solutions to the euro area’s exis-
tential problems.

In April there were signs that the positive effects 
of the non-standard three-year LTROs may be 
weakening. Ten-year Spanish bond yields began 
to rise again at the beginning of March, and they 
were soon followed in this direction by ten-year 
Italian bond yields. Yields continued to climb in 
April, and the cost of Spanish bonds exceeded 
6%. This was probably related to the fact that 
financial market participants had increasingly 
begun to attach importance to the economic 
growth outlook. The countries in question sub-
mitted ambitious plans for fiscal consolidation 
and announced a raft of measures and reforms 
for implementing them. These measures, how-
ever, are adversely affecting the already weak 
economic situation of these countries, which in 
turn is undermining the credibility of their fiscal 
targets. 

Banks in Spain and Italy used new funds from the 
LTROs to significantly increase their holdings of 
government bonds.9 This had the effect of further 
bolstering the interconnection and feedback 
loops between banks’ risks and the sovereign’s 
risks. On the other hand, one of the key measures 
for ensuring the long-term stabilisation of the sit-
uation in the euro area should be the mitigation 
or interruption of these feedback loops through 
the restructuring and recapitalisation of the 
banking sectors in the countries concerned. 

Thus the reappearance of mounting investor 
fears is related to the impacts of fiscal consoli-
dation on economic growth (in countries with 
larger fiscal multipliers) and hence the stability 
of banks, as well as to the feedback loops men-
tioned above.10 

1.2  financial position of thE Euro 
arEa banking sEctor and its 
EffEct on thE domEstic banking 
sEctor

Although the ECB’s non-standard measures con-
tributed significantly to easing the manifesta-
tions of systemic crisis in the euro area banking 
sector, the risks to the stability of much of this 
sector remain elevated.

9 According to the BIS Quarterly 
Review of March 2012, net pur-
chases government of bonds in 
December 2011 and January 2012 
by Spanish banks amounted to 
more than €45 billion and those 
by Italian banks to almost €20 
billion. 

10 May brought further uncertainty 
to European financial markets, 
owing to the presidential election 
in France and, in particular, the 
general election in Greece. The 
outcomes of these elections, as 
well as provincial elections in 
Germany and municipal elections 
in Italy, made clear the rising 
public opposition to government 
austerity measures. 
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Chart 11 Bank leverage (tangible assets to 
Tier 1 capital)

Source: IMF – Global Financial Stability Report, April 2012.

Chart 12 Bank loan-to-deposit ratios (%)

Source: IMF – Global Financial Stability Report, April 2012.
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While the non-standard LTROs helped to avert 
an immediate collapse of a large part of the euro 
area banking sector, the financial position of the 
sector will remain vulnerable. On the one hand, 
this is because banks still have high leverage 
(indebtedness measured at the ratio of asset to 
own funds) in comparison with the past and with 
the current standard abroad, and they are highly 
reliant (again in comparison with external banks) 
on funding from financial markets (Charts 11 and 
12). On the other hand, euro area banks are ex-
posed to elevated financial risks associated with 
the poor state of public finances in certain coun-
tries, the high leverage of the private sector, and 
adverse outlooks for economic growth and the 
real estate market. The negative feedback loops 
between all of these factors are severely compli-
cating the situation in several banking sectors in 
the euro area. 

The adverse conditions in financial markets and 
the economy are making it difficult to put banks 
on a stable footing through funding-side meas-
ures. Banks will have to shrink their assets. 

In order to alleviate pressure on their capital ra-
tios and long-term (structural) liquidity, banks 
may look to shrink their assets. The alternatives 
to large-scale sell-offs of assets are capital in-
creases (typically via equity issuance or retained 
earnings) and increasing the ratio of stable fund-

ing (retail deposits, long-term market funding). 
In the period between 2008 and the beginning 
of 2012, euro area banks increased their capital 
by more than €200 billion. Due to the sovereign 
debt crisis, however, it has been extremely diffi-
cult for them to obtain further funds from capital 
markets. In an adverse economic climate banks 
are also seeing their profits decline owing to de-
terioration in asset quality (and increasing provi-
sions) and lower income. 

Considering the market conditions, as well as 
the regulatory pressure to bolster capital and 
liquidity positions, it is highly probable that fur-
ther strengthening of banks’ financial positions 
will increasingly have to take place on the asset 
side of the balance sheet.11 The IMF estimates 
that a sample of 58 large EU-based banks could 
shrink their combined balance sheet by €2 billion 
(or 7% of total assets) between the beginning of 
2012 and the end of 2013. About a quarter of 
this deleveraging is projected to occur through 
a reduction in lending (by not refinancing matur-
ing loans and/or restricting the provision of new 
loans). The IMF therefore assumes that most of 
the deleveraging will be due to sales of securities 
and non-core assets (for example, insurance and 
asset management arms of banking groups). 

Deleveraging by non-resident banks is not ex-
pected to have a significant direct impact on 

11 Several European banks have 
published restructuring plans that 
include sizeable reductions in 
assets (according to an IMF survey, 
the reductions between 2011 and 
2013 will total around €1.5 billion. 
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Chart 13 Transactions of euro area monetary 
and financial institutions, excluding the 
Eurosystem (flows; not seasonally adjusted; 
EUR billions)

Source: ECB. 

Chart 14 Loan claims of non-residnent 
banks on selected countries of central and 
eastern Europe (all sectors; USD millions)

Source: BIS. 
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the Slovak financial sector and economy, given 
the relatively healthy profits in the sector, the 
very low reliance of resident banks on funding 
from non-resident parent undertakings, and 
the situation of relative macroeconomic stabil-
ity. Nevertheless, this process could indirectly 
have an adverse effect on domestic economic 
activity. 

As regards condition for domestic financial sta-
bility, it matters how the expected asset sales 
affect the domestic economic and banking sec-
tor. In the last quarter of 2011 euro area banks 
shrank their core assets by €120.5 billion, and, 
according to the ECB, most of that decline 
comprised external assets (Chart 13). At the 
same time, banks tightened credit standards 
to a significant extent and continued to do so 
more moderately in the first quarter of 2012. 
The lending activity of euro area banks also de-
clined in the last quarter of 2011, with loans to 
the non-bank private sector falling by around 
0.5%. Their exposure to non-residents fell mark-
edly, by almost 4%. 
 
The developments on the asset side of euro 
area banks‘ balance sheet confirm that banks, 
when compelled to shrink their balance sheets, 
will generally tend to shed external assets first 

12 Austria’s Volksbank sold its 
operations to Russia’s Sberbank, 
although this move was more 
related to the receipt of financial 
assistance from the Austrian gov-
ernment and to EU competition 
rules. 

(partly due to pressure from domestic regulators 
and politicians). The extent to which countries 
are vulnerable to deleveraging by non-resident 
banks will depend mainly on the share of such 
banks in the domestic market, the degree to 
which these banks rely on non-resident funding, 
the nature of such funding in terms of its matu-
rity, and the potential for substituting the activ-
ity of these banks with that of other resident or 
non-resident banks. On that basis it is clear that 
the vulnerability of central and eastern Europe is 
relatively high. We assume, however, that non-
resident bank do not take a blanket approach to 
the region.

Non-resident banks have been reducing their 
exposures to some of the region‘s lower-rated 
countries since back in 2008 (Chart 14). Certain 
banks (for example, Unicredit) have announced 
that they will scale back their activity or com-
pletely withdraw from some (less profitable) mar-
kets in central and eastern Europe.12 We assume 
that non-resident banks, when deciding about 
reducing their exposure to the CEE region, will 
continue to take into account factors on a coun-
try by country basis, such as the extent of macr-
oeconomic imbalances, the reliance of banks on 
external funding, government economic poli-
cies, the business potential of the market, and 
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so on. Therefore deleveraging by non-resident 
banks will affect different countries of the region 
to varying degrees. 

Slovak banks owned by non-resident banking 
groups are well capitalised, report relatively 
strong profits, and have sufficient domestic 
funding (see Chapter 4). Their business model is 
close to that which western European banks are 
being driven to adopt by the new regulatory re-
gime and the market. The Slovak economy, too, 
is proving relatively resilient to adversities in 
the external environment (see Chapters 2 and 
3). We therefore do not expect that the Slovak 
banking sector and economy will be directly af-

13 Popov a Udell (2010), for example, 
have empirically recorded how 
the approach of Slovak small 
and medium-sized enterprises to 
loans has been impaired by the 
sizeable financial losses that the 
parent companies of domestic 
banks incurred at the outset of the 
financial crisis in 2007 and 2008 
from mortgage investments in the 
United States.  

14 This assumption for lending 
growth is included in the IMF fore-
cast for the euro area (Table 1). 

fected to any significant extent by deleveraging 
processes at non-resident parent undertakings, 
although some limited impacts cannot be ruled 
out.13 

The IMF’s baseline scenario for the sample of 
European banks referred to above assumes that 
a higher shrinkage of assets will cause lending 
in the euro area to fall by 1.7% over a two-year 
horizon, with particularly serious repercussions 
for lower-rated euro area countries.14 Through its 
impact on the real euro area economy, delever-
aging by western European banks will also have 
an indirect impact on the performance of the 
Slovak economy. 



2

financial 
stability 

dEvElopmEnts 
in thE slovak 

Economy

C H A P T E R  2



17
NBS

Financial Stability RepoRt
may 2012

C H A P T E R  2

2  finanCial stability developments in the 
slovak eConomy

2.1  ovErall dEvElopmEnt of thE 
slovak Economy

Domestic macroeconomic conditions were quite 
favourable in 2011. Although Slovakia was rela-
tively hardly hit by the economic crisis, the slump 
in economic activity lasted only for a short period 
of time and the economy started to grow again as 
of 2010. Economic grow continued also in 2011, 
though at a slightly slower pace than in 2010. 
The outlook for growth was somewhat weaker, 
however, the economic performance of Slovakia 
remained satisfactory when compared with that 
of the euro area (or of other CEE countries). The 
slowdown in the performance resulted from the 
structure of growth, to which net exports made 
the largest positive contribution while domestic 
demand declined.

Calmer periods followed by periods of mount-
ing uncertainty in the financial markets were re-
flected in changing expectations as to the future 
development of the euro area. Consequently, the 
growth outlook for the Slovak economy in 2012 
is less positive compared to its performance in 
2011.

Non-financial corporate profitability, restored in 
the aftermath of the financial crisis, contributed 
to the recovery in investment demand. In the 
corporate sector, a search for alternative sources 
of financing narrowed during 2011, when bor-
rowing from the domestic financial sector was 
replaced by inter-company lending, market 
funding or the use of internal funds. Most prob-
ably, this was a shorter-term reaction of firms to 
the limited availability of financing during the 
recession, as well as to a temporary fall in de-
mand for corporate loans. In 2011 as a whole, in 
contrast to the developments in the first half of 
the year, financing provided by the domestic fi-
nancial sector was restored and banks increased 
their lending to a wider range of sectors. 

In the period under review, economic growth was 
accompanied by slightly improving conditions in 
the labour market (employment was increasing 

and the rate of unemployment temporarily de-
clined). Households restricted consumption and 
started to accumulate savings due to low growth 
of their nominal income. Expectations as to the 
future developments of consumer demand in 
Slovakia, which markedly worsened towards the 
end of 2011, became more optimistic in the first 
months of 2012.

The consolidation measures implemented in the 
public sector led to a lower budget deficit than 
expected. The temporarily heightened instability 
of the domestic political scene was resolved by 
early elections and a change of the government 
in March 2012. The success of the ambitious fis-
cal measures will depend on the strength of con-
solidation efforts. Compared with consolidation 
efforts on the expenditure side, measures taken 
on the income side seem to be more uncertain 
as to their long-term sustainability.

Despite the crisis of confidence repeatedly oc-
curring in other sovereigns, Slovakia was able 
to retain the confidence of the markets. How-
ever, turbulences observed at the end of 2011 
impaired Slovakia’s ability to raise funds in euro 
markets. Therefore, the debt management strat-
egy has been refocused on currency diversifica-
tion. The reappearing peaks in market volatility 
related to the developments in Spain at the end 
of April 2012 did not adversely hit Slovakia’s fi-
nancing costs.

Nevertheless, the revision of outlooks for the 
euro area members in January and February 
2012 affected Slovakia as well, and its sovereign 
debt rating was lowered by one grade.15 The 
reasons behind this downgrading were insuf-
ficient political measures to tackle problems in 
the euro area and domestic risks, mainly those 
related to delays in the stabilisation of Slova-
kia’s debt.

Gross debt of the institutional sectors expressed 
as a percentage of GDP (Chart 15) shows that 
the position of Slovakia among the euro area 
countries is the most favourable. 

15 Standard & Poor’s in January fol-
lowed by Moody’s in February. 
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Chart 15 Gross sectoral debt (% of GDP)

Source: Eurostat. 
Note: Private sector – households and non-financial corporations, 
non–consolidated.

Chart 16 Debt ratio (%)

Source: AMECO database and Eurostat.
Note: Households: Liabilities/financial assets. 
Non-financial corporations: Debt/financial assets. 
General government: Liabilities/budgetary income. 

Chart 17 GDP (annual percentage changes)

Source: SO SR, Eurostat.
1) NBS and EC forecasts.
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The net debt of Slovakia, expressed as the ratio 
of net financial wealth16 to GDP, slightly declined 
in 2011 (to 54.7% of GDP) as the debtor position 
of non-financial corporations improved and the 
creditor position of households remained un-
changed. This development was adversely af-
fected by the increased debtor position of the 
general government.

Developments in debt ratios of sectors (Chart 
16), which gauge sectors’ ability to deal with 
economic shocks, suggested a slightly deterio-
rated position of the general government sector, 
which is in the euro area still among the lowest. 
A modest increase in indebtedness was also re-
corded in the sectors of households and non-
financial corporations in 2011. 

Slovak economy continued to grow at a slower 
pace, supported mainly by net exports.

Real GDP for 2011 increased by 3.3% year-on-
year. Looking at the structure of growth, net 
exports made the largest positive contribution, 
while domestic demand declined. Net exports 
grew on account of slower imports. Domestic 
demand was only driven by growth in invest-
ments (new production capacities of non-finan-
cial corporations), whereas consumer demand 

stagnated, general government final consump-
tion declined and inventories were reduced. 
Growth in labour productivity was slower com-
pared to the previous year. However, a positive 
aspect is that it was accompanied by rising em-
ployment. 

16 Net borrowing according to the quar-
terly financial accounts statistics.
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Chart 18 Labour productivity and wages 
(annual percentage changes)

Source: SO SR.

Chart 19 Current account deficit coverage 
(EUR billions)

Source: NBS. 
Note: Cumulative 12-month balance.

Chart 20 Current account components 
(EUR billions)

Source: NBS. 2012
Note: 2012Q1 – cumulative 12-month balance.
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Price inflation increased in line with expectations.

In 2011 inflation accelerated due to external 
factors, such as rising prices of food and energy 
commodities and effects of tax changes. Over 
the first months of 2012 the inflation rate gradu-
ally fell (from 4.6% at the end of 2011) to reach 
3.7% in April 2012.17 After a long downward 

17 Year-on-year HICP inflation.

trend, inflation increased also in the manufactur-
ing sector in 2011.

The price competitiveness of Slovak exports, as 
measured by the real effective exchange rate 
index (based on the manufacturing price index) 
increased moderately year-on-year in 2011, al-
though the pace of its growth was slightly lower 
than in 2010. This was supported by a negative 
inflation differential vis-à-vis the relevant foreign 
trading partners, which put a downward pres-
sure on nominal appreciation of the effective 
exchange rate.

The external balance of the Slovak economy im-
proved due to robust export growth. 

The current account of the balance of payments 
recorded a surplus of 0.1% of GDP at the end of 
2011 due mainly to the trade balance surplus with 
imported and exported goods both recording 
growth. A decline in deficits of the balance of serv-
ices and current transfers partly offset the higher 
amount of funds repatriated by foreign investors 
reflected in the income balance. The surplus in 
the trade balance and the declining deficit in the 
services balance continued from the first quarter of 
2012, while developments in other current account 
components resulted in a slightly improved cumu-
lative 12-month balance of the current account.
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Chart 21 General government deficit (% of 
GDP)

Source: Ameco. 
Note: Primary deficit – deficit excluding interest payments on 
government liabilities. 
1) EC forecast.

Chart 22 Debt to revenue ratio (%)

Source: EC forecast 2012, NBS calculations.

Chart 23 Contributions to the change in 
debt ratio (% of GDP)

Source: EC Spring Forecast 2012. 
1)EC forecast.
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Public finance consolidation delivered some 
results.

The general government budget deficit stood at 
4.8% of GDP in 2011.18 The better than expected in-
come resulted mainly from improved tax collection 
as well as from curbs on expenditure. The objective 
has remained to lower deficits so as to be sustaina-
ble below 3% of GDP by 2013,19 which would result 
in the abrogation of excessive deficit procedure 
against Slovakia. Measures on the income side 
seem to be more uncertain when compared with 
economizing measures on the expenditure side. 
A high proportion of mandatory expenditures and 
their expected increase in the future will restrict 
the manoeuvring room for active fiscal policy.

Another risk to the fulfilment of consolidation 
objectives is a lower growth rate, which would 
result in a lower budgetary income. Slovakia’s 
past GDP growth allowed for keeping its debt 
ratio at a stable level and/or for its lowering. As 
the increase in interest rates implied by general 
government debt was lower than nominal GDP 
growth, Slovakia could cash in on the negative 
difference between the interest rates and growth 
in 2011.20 The European Commission’s forecast 
expects this factor to have an opposite effect in 
2012, i.e. to push the debt ratio up.

18 Excluding one-time extrabudgetary 
effects, deficit would be even lower, 
by 0.9% of GDP.

19 The European Commission in its 
spring forecast expects that Slova-
kia‘s deficit will reach 4.9% of GDP 
in 2013, while nominal GDP growth 
will reach 5%.

20 In 2011, with nominal GDP growing 
by of 5%, interest rates implied 
from country‘s debt (from the 
previous period) were 4%. For 2012, 
the Commission anticipates debt 
implicit rates at 4.5% and nominal 
GDP growth of 3.9%.

In the future, budgetary discipline should be sup-
ported by the Fiscal Council based on the con-
stitutional Act on budgetary responsibility (ef-
fective from 1 March 2012). The act specifies an 
array of automatic corrective measures (a debt 
brake) applicable if the public debt reaches 50% 
of GDP.



21
NBS

Financial Stability RepoRt
may 2012

C H A P T E R  2

The outbreak of sovereign debt crisis put up-
ward pressure on costs of long-term public debt 
financing.

Amid the escalating crisis of the most indebted 
euro area countries, the majority of euro area 
members saw their funding costs rise in 2011. 
By the end of the year, yields on Slovak bonds 
climbed above the euro area average (Chart 5). 
Therefore, the debt management strategy has 
been refocused on currency diversification, due 
to the more favourable debt financing condi-
tions outside the euro markets. The reappearing 
peaks in market volatility related to the develop-
ments in Spain at the end of April 2012 did not 
adversely hit Slovakia’s financing costs.

2.2  mEdium-tErm risks rEsulting 
from thE domEstic 
macroEconomic EnvironmEnt 

The first Alert Mechanism Report confirmed that 
the macroeconomic position of Slovakia – com-
pared to other EU countries – was relatively sound. 
The European Commission concluded that the 
Slovak economy has not been facing excessive ex-
ternal and internal imbalances.21 The slowdown in 
growth rates of other EU countries has not signifi-
cantly influenced the performance of the Slovak 
economy at macro level. Slovakia could benefit 
from its intense trade relationships with the grow-
ing countries and lesser orientation towards the 
EU countries hardest hit by the recession.

The main potential risks to financial stability in 
the domestic environment remain those identi-
fied in previous reports. They are associated par-
ticularly with:

21 For the Macroeconomic Imbal-
ances in the Euro Area Economies 
and the Macroeconomic Imbal-
ances Procedure see Annex 2 to the 
Report.

• persisting considerable uncertainty about 
medium term growth,

• limited conditions for the growth of do-
mestic demand and the related impact 
on economic sectors‘ income,

• developments in public finances. 

Risks from the domestic macroeconomic envi-
ronment remain substantial. 

Uncertainty persisting for several years and its 
latest intensification in the external environment 
constituted an obstacle to anchoring of expecta-
tions. As a result, domestic business confidence 
was weakened and longer-term investment 
planning and consumption recovery hindered. 
Although the newest data releases on domestic 
growth in the first quarter of 2012 are encourag-
ing, uncertain future developments will probably 
translate into the domestic economy. 

While the structure of domestic economic 
growth, dependent mostly on net exports, has 
been a source of some pro-growth stimuli in the 
current difficult conditions, the decline in do-
mestic demand puts a downward pressure on 
income generation by domestic businesses. 

In the fiscal sector, the first results of the adopted 
consolidation measures have been positive. For 
the future, however, willingness and capacity 
of the government to continue with consolida-
tion efforts will be of importance. Lower future 
growth may restrict the generation of tax rev-
enues, and a possible loss of the ability to grow 
out of debt would hinder a return of the debt ra-
tio to safer levels.
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Chart 24 Loans (EUR billions)

Source: NBS. Quarterly Financial Accounts.

Chart 25 Interest rates on new loans (%)

Source: Eurostat. 
Note: Households – housing loans. 
Non-financial corporations – other loans than account overdrafts.
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3  non-finanCial Corporate and household 
seCtors

Lending to non-financial corporations and 
households continued to grow, with long-term 
funding prevailing (Chart 24). Following a period 
of stagnation, financing of financial corporations 
in the domestic banking sector increased (see 
Part 4.1 for more details). Concerning new loans 
to households, housing loans, and, to a lesser 
extent, consumer loans prevailed. Some custom-
ers made use of the possibility to replace origi-
nal loans with shorter initial rate fixation period 
by new loans under more favourable conditions 
and put a cup on their costs of debt servicing.

3.1  non-financial corporatE sEctor

In terms of profitability, the financial position of 
enterprises improved. 

The financial position of enterprises reflects their 
profitability. In 2011 overall corporate profits in-
creased by 7.9% to €4,904 million year-on-year, 
driven by results achieved in the energy sec-
tor, industry, trade and the real estate sector. 

Concerning investment and borrowing, the ap-
proach of firms remained cautious. 

Business confidence indicators weakened gradu-
ally in 2011.

The upturn in sentiment observed in most sec-
tors (except in construction) in the first half of 
2011 was not maintained for a longer period of 
time. Towards the end of 2011, business confi-
dence in sectors under review returned to the 
2010 levels. 

Economic activity of firms slowed.

Despite the fact that investment by non-financial 
corporations were predominantly used for build-
ing up of new production capacities in export-
oriented sectors, their contribution to domestic 
growth was slightly lower than in the previous 
year. In the second half of 2011, the export and 
sales growth of the corporate sector slowed in 
line with elevated uncertainty in the external en-
vironment (Chart 28). Industrial production and 



24
NBS

Financial Stability RepoRt
may 2012

C H A P T E R  3

Chart 26 Production, sales and investments 
(same period a year earlier = 100)

Source: SO SR.

Chart 27 Business tendency indicators 
(balance)

Source: Eurostat.
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Chart 28 The year-on-year sales growth in the 
corporate sector (%)

Source: SO SR, NBS.
Notes: The sample includes around 4500 firms covering approxi-
mately 30% of banks‘ corporate customers in terms of the stock of 
loans granted. The sales weighted by exposure to the sectors are 
based on weighting by the amount of bank loans to the respec-
tive sector.
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sales growth slowed in comparison with the pre-
vious year and a fall in industrial new orders was 
recorded at the end of the year. 

Indebtedness of non-financial corporations fur-
ther increased towards the end of the year. 

Non-financial corporations increased their in-
debtedness again mainly due to growth in bor-

rowing at the end of 2011. Looking at the com-
position of financing within the sector, the share 
of loans increased further, mainly those received 
from the domestic financial sector, although 
a rise in financing from abroad was recorded as 
well. Equity financing also slightly increased. As 
for the composition at the sectoral level, financ-
ing from domestic banks increased and inter-
company lending declined. The volume of trade 
credits between firms also rose.

Development trends in the composition of cor-
porate financing noted in the previous Report 
for the whole of 2011 (based on stocks) were 
maintained. Company financing as well as fi-
nancing from the domestic financial sector rose 
further. Increased debt financing translated 
into a further moderate rise in leverage (debt to 
equity), while equity financing had a lower rate 
of growth. 

Debt burden of firms which borrowed from the 
domestic banking sector increased in the first 
half of 2011. 

This rise was a consequence of a sharper in-
crease in interest rates than in sales. Moreover, 
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Chart 29 Financing broken down by 
instrument (EUR millions)

Source: NBS Quarterly Financial Accounts.
Note: Cumulative transactions over four quarters.

Chart 31 Consumer confidence (balance)

Source: SO SR.

Chart 30 Financing broken down by 
sector (EUR millions)

Source: NBS Quarterly Financial Accounts. 
Note: Cumulative transactions over four quarters.
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the growth in rates was accompanied by a rise 
in the amount of loans. The interest rate growth 
halted only at the end of the year, as a result of 
which the debt burden in the business sector 
slightly decreased. At the end of 2011, debt bur-
den in the corporate sector remained far lower 
than before the crisis, although it was slightly 
higher compared to its levels at the end of 2009 

and 2010. The slowdown in sales in a selected 
sample of firms covering approximately 30% 
of banks‘ corporate customers in terms of the 
amount of loans granted represents an increas-
ing risk to the banking sector.22 A positive trend 
is that banks focus more on sectors whose sales 
are less adversely affected by the deteriorated 
economic conditions.

3.2  housEhold sEctor

Slovaks continued to perceive their economic 
conditions as less favourable. 

Even though the Slovak economy has recov-
ered in recent years, consumer confidence is 
relatively low and remains below pre-crisis lev-
els. Future financial situation of households and 
their prospects for major purchases was not 
considered to be positive in 2011, and consum-
er sentiment showed an improvement towards 
more optimistic levels as late as the beginning 
of 2012.

A partial improvement in the labour market con-
ditions was observed. 

The low confidence in the household sector is 
also a result of the strains in the labour mar-
ket. Despite significant differences in individ-

22 The sample of firms reported an 
extremely large growth of sales 
in 2010, and, therefore, a certain 
slowdown was to be expected. 
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Chart 32 Employment (year-on-year changes 
in thousands of employed persons)

Source: SO SR. 
Note: Employed persons cover employees and entrepreneurs.

Chart 33 Savings and investment rate  
(% of GDI) 

Source: SO SR. 
Note: GDI – gross disposable income.

Chart 34 Disposable income (contributions 
to growth, %)

Source: SO SR. 
Note: GDI – gross disposable income.
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ual sectors, overall employment rose in 2011 
(Chart 32). The decline in employment that 
had been registered since the beginning of the 
recession was not offset by the rising number 
of employed as of the end of the first quarter 
of 2012. The relatively favourable trends start-
ed to change in the fourth quarter of 2011, as 
growth in employment slowed and the unem-
ployment rate began to rise again from the 
end of the quarter. 

The sector of households consolidated its finan-
cial position. 

The household savings ratio increased signifi-
cantly and exceeded its pre-crisis levels. Based 
on revised data from the Statistical Office of the 
Slovak Republic, the savings ratio of households 
(including pension savings) rose to reach 12% of 
their gross disposable income. This behaviour of 
households seems to reflect their economic situ-
ation. A slow long-term loan drawing contrib-
uted to flat investment rate.

Nominal income growth of households slowed. 
Due to a higher inflation rate, the income of 
households fell in real terms. As positive can 
be considered the increase of primary income, 
which is an important factor for debt servic-
ing. 

Financial assets accumulation and growth in 
household liabilities were at around the same 
level. Thus, the net financial assets of the house-
hold sector remained flat in 2011 (Chart 33). The 
rise in liabilities exceeding the rise in house-
holds’ income had adverse effects on their debt 
servicing capacity. The ability of households to 
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Chart 35 Increases in household assets 
(EUR billions)

Source: NBS. 
Note: Cumulative transactions over four quarters.

Chart 36 The debt servicing ability of 
households (%)

Source: Eurostat.
1) NBS estimates.

7 

6 

5 

4 

3 

2 

1 

0 

-1 

-2 

-3 

-4 

Currency in circulation
Other deposits
Equities
Insurance
Assets

Deposits
Debt securities
Mutual funds
Others
Net �nancial assets

Q4
2008

Q1 Q2 Q3 Q4
2009 

Q1 Q2 Q1 Q2Q3 Q4
2010 2011 

Q3 Q4

100 

80 

60 

40 

20 

0 

Liabilities/financial assets
Liabilities/disposable income
Liabilities/GDP

2007 2009 20111) 2005 2003 2001 

service their debt (liabilities) in relation to their 
disposable income remained sufficient in ag-
gregate terms. The elevated savings rate has 
a positive impact on the stabilisation of the ra-
tio of households’ debts (liabilities) to assets. 

The loan repayment burden of households rose 
mainly towards the end of the year. 

The current interest rate burden of households 
(defined as the ratio of loan payments to income) 
is significantly affected by the developments in 
nominal income, interest rates and inflation. In 
2009 and 2010, household debt burden was pos-
itively affected by falling interest rates and rising 
nominal wages. The consumer price inflation was 
also offset by a fall in interest rates during that 
period. In 2011, however, developments of these 
variables did not support a reduction in the in-
terest rate burden. Rising interest rates on hous-
ing loans contributed to loan repayment growth 
in the second half of 2011. The annual rate of 
growth in nominal wages slowed throughout 
2011, while in the fourth quarter nominal wages 
almost stagnated (0.5%). The two variables did 
not offset the negative effect of inflation on dis-
posable income in 2011, which pointed to a rise 
in the household debt burden during the period 
under review. 

By contrast, the continued refinancing of old 
loans could also help to ease the debt burden 
by lower interest rates. Interest rates increased 
during the year, however, they remained at 
relatively low levels. The difference between 
interest rates on new loans and those on ex-
isting loans shrank and thus the motivation to 
refinance the existing loans would lower in the 
future.

A positive aspect from the view of household 
credit risk was that the 2010 trend continued 
and a majority of new loans in 2011 had inter-
est rate fixation periods from one to five years. 
This mitigated adverse effects of possible rises 
in the interest rates on household debt bur-
den.

3.3  mEdium-tErm risks in thE non-
financial corporatE and 
housEhold sEctors

The financial position of households in aggre-
gate terms improved somewhat in 2011, with 
the sector recording a moderate rise in net finan-
cial wealth. In the corporate sector, easier access 
to financing stopped the process of moderate 
deleveraging. 
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 The medium-term risks relate mainly to:
•  functioning in an environment of declin-

ing economic activity with waning stimuli 
to boost growth; 

•  low growth in household income which 
determines persisting budgetary strains 
of indebted households, as well as weak 
consumer demand. 

Persisting medium-term risks in the non-finan-
cial corporate and household sectors

Persisting uncertainties about longer-term 
prospects and the highly volatile environment 
have been an obstacle to anchoring of expecta-
tions that prevents firms and households from 
longer-term investment planning and hampers 
consumption pick up. As it seems, the main gain-
ers from domestic economic growth were non-
financial corporations, for they could cash in on 
lower growth in wages and increase their own 
reserve buffers. Profits in the non-financial cor-
porate sector continued to pick up, and profita-
bility grew not only in export-oriented firms also 

in monopoly sectors. Another risk is that slower 
growth in economy‘s production potential may 
increase the ratio of debt burden to expected 
sales. This could lead firms to further deleverag-
ing and could result in lower investments. 

Although household indebtedness rose further, 
the balance sheet of the household sector was 
not considered to be a significant source of risks 
to financial stability. The labour market condi-
tions and unfavourable trends in household in-
come may weigh down on the sector‘s balance 
sheet. A significant increase in savings points 
to households‘ cautiousness and persisting low 
growth in household income may have further 
dampened consumer demand. Households‘ 
debt servicing capacity depends on maintaining 
economic activity and on at least current levels 
of employment and job creation. Financial con-
ditions with lower interest rates for longer fixa-
tion periods helped to stabilise household credit 
risk. Some customers made use of the possibility 
to replace original loans with shorter initial rate 
fixation period by new loans under more favour-
able conditions and put a cup on their costs of 
debt servicing.
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Chart 37 Amount of assets and managed 
assets in the financial sector (EUR billions)

Source: NBS.

Chart 39 Indicator of stress in the economy 
and financial system of Slovakia

Source: Own calculations.
Note: The most recent data available are from March 2012.

Chart 38 Return on equity (ROE) in the 
financial sector (%)

Source: NBS.
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4 finanCial seCtor developments and risks 
The value of assets and managed assets in the 
financial sector of Slovakia was strongly influ-
enced by developments in the external envi-
ronment (Chart 37). Following a certain upturn 
in the activities of domestic financial institu-
tions in the first half of 2011, the second half 
of the year saw a fall in asset values in most of 
the financial market segments. The weaker ac-
tivity in the second half of 2011 led to a slow-
down in profit generation in banks, insurance 
corporations, and supplementary pension asset 
management companies, which thus achieved 
lower profits in this period than in the first half 
of the year. In 2011, profitability rose in all seg-
ments of the financial market in year-on-year 
terms, but still remained below its pre-crisis lev-
els (Chart 38).

Developments in the external environment also 
represented a key factor for the indicator of stress 
in the economy and financial system of Slova-
kia (Chart 39).23 After a relatively calm period in 
2011, the financial stress indicator rose towards 
the end of the year. This rise was caused by grow-
ing concerns about public debt sustainability in 
certain euro area countries and the intensifying 

tension in government bond markets, which was 
temporarily eased by 3-year LTRO operations 
at the beginning of 2012 (for more details see 
Chapter 1).

23 The indicator of stress in the 
economy and financial system 
expresses the accumulation of 
imbalances in the financial system, 
or the economy as a whole. The 
stress indicator was introduced in 
an annex to the Financial Stability 
Report for the First Half of 2011. 

http://www.nbs.sk/_img/Documents/ZAKLNBS/PUBLIK/SFS/protected/SFS2011-1.pdf#page=45
http://www.nbs.sk/_img/Documents/ZAKLNBS/PUBLIK/SFS/protected/SFS2011-1.pdf#page=45
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Chart 40  ROE distribution across the 
banking sector (%)

Source: NBS.

Chart 41 Selected components of the 
banking sector‘s profitability (EUR millions)

Source: NBS.
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4.1  thE banking sEctor

In 2011, the banking sector‘s profitability, ex-
pressed in terms of ROE, increased on a year-on-
year basis, but remained below its pre-crisis levels. 
The sector continued to focus on households, in 
an environment of growing competition among 
banks in both lending and deposit collection. 
Bank lending to enterprises also showed signs of 
revival in 2011. After a period of dynamic growth 
in the volume of securities portfolio during 2010, 
investment in securities was more or less stag-
nant in 2011. Banks held mainly Slovak govern-
ment bonds. The sector‘s core capital adequacy 
ratio increased and was on a sound level. Stress 
testing again confirmed the banking sector‘s re-
silience to financial shocks. The dominant risk in 
the sector as a whole was still corporate credit 
risk, but numerous banks showed increased sen-
sitivity to potential losses from household loans. 

4.1.1 finanCial position of the banking seCtor

The banking sector increased its profitability in 
2011. This was achieved mainly through a reduc-
tion in provisioning costs and an increase in inter-
est income from transactions with enterprises.

In 2011, the banking sector achieved a net profit 
of €674 million, representing a year-on-year in-
crease of 34%.24 Measured in terms of ROE, profit-

ability was rather heterogeneous at the level of 
individual banks. Its median value was well below 
the pre-crisis levels and its spread over the sector 
was still greater than before the crisis (Chart 40). 
These facts are not due exclusively to the crisis; 
they are probably also associated with the euro 
changeover in 2009.25 This implies that the prob-
ability of achieving profits as high as before 2007 
is very low in the case of certain banks. 

Chart 41 indicates that the rise in profitability at 
the end of 2011 was caused largely by a fall in 
provisioning costs, coupled with an increase in 
interest income from transactions with enter-
prises. The fall in provisioning costs reflected the 
falling number of new non-performing loans, 
mainly in the first half of 2011 (Chart 42).26 

Growth in net interest income from transactions 
with enterprises (by 16% year-on-year) was stim-
ulated by a revival in lending to enterprises, while 
the volume of corporate deposits decreased. The 
positive trend in lending to enterprises continued 
throughout the first quarter of 2012. 

The year-on-year rate of growth in lending to en-
terprises slowed in second half of 2011 (by 6.5%), 
compared with the first half of 2011 (7.6%), but 
the growth in the second half-year was not lim-
ited to specific sectors (e.g. water and gas supply 
or commercial real estate). Bank lending in that 

24 The sector‘s profitability was af-
fected by the sale of a subsidiary by 
one of the banks.

25 The possible effects of the euro 
changeover on the Slovak financial 
market are discussed in the NBS 
publication An analysis of how the 
euro introduction will impact the 
Slovak financial market.

26 Provisions for bonds held to 
maturity in the securities portfolio 
recorded a significant increase (to 
€180 million). 

http://www.nbs.sk/_img/Documents/_Dohlad/ORM/Analyzy/ANALEUR.PDF
http://www.nbs.sk/_img/Documents/_Dohlad/ORM/Analyzy/ANALEUR.PDF
http://www.nbs.sk/_img/Documents/_Dohlad/ORM/Analyzy/ANALEUR.PDF
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Chart 42 Loan impairment costs and 
changes in the amount of non-performing 
loans (EUR millions)

Source: NBS.
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Chart 43 Year-on-year changes in the amount 
of corporate loans by sector (EUR billions)

Source: NBS.

Chart 44 Trends in the banking sector‘s 
securities portfolio (EUR billions) 

Source: NBS.
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period also increased in relation to industry and 
retail trade. At the same time, loans in wholesale 
trade and construction continued to decline. 
At the year-end, corporate financing was more 
evenly distributed among banks. Although the 
rate of growth slowed to 3.5%, these favourable 
trends continued in the first quarter of 2012, too 
(Chart 43). 

The banking sector’s profitability was adversely 
affected by the depreciation of part of the secu-
rities portfolio. Investment by banks in securities 
stagnated over the course of 2011. Banks held 
mainly Slovak government bonds.

The financial results of certain banks were rela-
tively significantly reduced by losses from re-
valued debt securities held for trading. The 
deepening debt crisis in the euro area in the 
second half of 2011 was accompanied by cred-
it premium increases in the majority of euro 
area countries. In some of the cases, significant 
changes were recorded. The revaluation of these 
instruments (with net income from interest rate 
hedging taken into account) was reflected in 
net income from interest rate instruments in the 
form of a decrease of €104 million (ca 15% of the 
profit) as at the end of 2011.

After a more pronounced growth of investment 
in securities in 2010, by which banks partially 
compensated for their restricted lending activity 
in relation to enterprises, the total volume of the 
securities portfolio was more or less stagnant in 
2011 (Chart 44). During the first three months of 
2012, the share of foreign government bonds in 
the portfolios of Slovak banks decreased (as a re-
sult of debt restructuring in Greece and the sale 
of Portuguese, Polish, and Czech government 
bonds). Investment in other types of bonds re-
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Chart 45 Structural changes in the banking 
sector‘s profitability (EUR billions)

Source: NBS.
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mained virtually unchanged. This development 
further strengthened the significance of Slovak 
government bonds and Treasury bills in the 
bond portfolios of banks. At the end of March, 
such bonds accounted for more than 85% of the 
total volume of bonds.

The first quarter of 2012 saw a fall in profit-
ability in year-on-year terms. Compared with 
the final quarter of 2011, however, profitability 
increased, but its structure remained virtually 
unchanged.

Net profit for the first quarter of 2012 amount-
ed to €142 million, representing a year-on-
year fall of 19%. Without the bank levy, the fall 
in profit would be much smaller, i.e. approxi-
mately 5%. Compared with the second half 
of 2011, when credit risk expenses increased, 
non-interest income decreased, as well as net 
interest income from the retail sector, the first 
quarter of 2012 witnessed an increase in net 
profits (Chart 45). 

In the first quarter of 2012, there was a year-on-
year fall in interest income from the retail sector. 
This was connected with a gradual decrease in 
the net interest margin in this sector, starting 
from the beginning of 2010. This decrease was 
caused by an increase in the cost of deposits, 
coupled with a fall in returns on loans owing to 

increased competition in the sector. In the final 
quarter of 2011 and the first quarter of 2012, 
lending to households grew at a slower pace 
than deposits from households. This also con-
tributed to the negative pressure on the total 
amount of net interest income from this sector.

In the corporate sector, returns on loans and ex-
penses on deposits remained unchanged over 
the first quarter of 2012, as well as total interest 
income from this sector. In year-on-year terms, 
however, the situation remained positive, simi-
larly as at the end of 2011. 

Credit risk expenses on transactions with cus-
tomers fell in the first quarter of 2012, from their 
increased level at the end of 2011, caused by the 
worsening macroeconomic situation during the 
second half of 2011 (Chart 42). Total credit risk 
costs for the first quarter reached approximate-
ly 0.2% of the volume of claims on customers. 
This figure was below 0.3% in each of the large 
banks. 

The average capital and core capital adequacy 
ratios of the banking sector increased in the first 
quarter of 2012, owing mainly to the positive re-
valuation of bonds for sale and the preliminary 
decision to retain part of the profit.

The average capital adequacy ratio (average for 
the banking sector weighted by the amount of 
risk-weighted assets) rose during the first quarter 
of 2012, from 13.3% to 15.0%. The average core 
capital adequacy ratio stood at 13.6%, which is 
a relatively decent level in the European context 
(for comparison, Chart 46 contains data on Tier 
1 capital as defined by ECB). All banks met the 
recommendation of Národná banka Slovenska, 
according which banks should maintain a core 
capital adequacy ratio of at least 9%.27 The rise 
in this ratio was caused mainly by an increase 
in the amount of own funds (by 9.3%). This can 
be explained by the fact that some of the banks 
recorded, as own funds, part of their profits 
from the previous year, which they intend to 
retain. The sector’s own funds were also influ-
enced positively by a net increase in the valu-
ation differences (3% of the own funds), owing 
to a recovery in bond prices.28 To a lesser extent, 
the rise in overall capital adequacy was also af-
fected by a fall in the required amount of own 
funds (by 2.2%).

27 Recommendation of the Financial 
Market Supervision Unit of NBS of 
16 January 2012 on supporting 
the stability of the Slovak banking 
sector.

28 In November 2011, the capital 
adequacy of certain banks was 
negatively affected by a fall in the 
value of government bonds in their 
portfolios for sale in the majority of 
euro area countries. 
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Chart 46 Capital position of banks by 
country – Tier 1 capital as a share of risk-
weighted assets as at end-2010 (%) 

Source: ECB.
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4.1.2  risks in the banking seCtor

• increased credit risk in the household 
sector as a result of growth in the sector’s 
loan repayment burden and the worsen-
ing labour market situation;

• increased credit risk in the non-financial 
corporations sector as a result of growth 
in the sector’s loan repayment burden 
and the worsening conditions for rev-
enue growth;

• increased risk that the market revaluation 
of debt securities will have a negative im-
pact on the profitability and capital ad-
equacy of banks; 

• deteriorating trend in the banking sec-
tor’s long-term liquidity.

The year 2011, especially its first half, saw posi-
tive developments in the area of loan repayment 
by households. In the second half of the year, 
however, household credit risk increased. This 
was reflected in the worsening payment disci-
pline already in the first quarter of 2012. 

The increase in the outstanding amount of non-
performing household loans in 2011 was almost 
50% smaller than in 2010. The growth in non-

performing loans followed a decelerating trend 
over the first half of 2011, in line with trend from 
the end of 2010. In the second half of 2011, the 
rate of growth showed an accelerating tendency, 
mainly in non-performing consumer loans. Thus, 
the proportion of non-performing loans to total 
household loans ceased to decrease in the sec-
ond half of 2011. In the first quarter of 2012, the 
proportion of non-performing loans remained 
stable, below 5% (Chart 47). 

The growing loan repayment burden of house-
holds during the second half of 2011 and the 
reversal in the relatively favourable trend in the 
labour market, coupled with worsening expec-
tations regarding its further course in the final 
quarter of 2011, indicated a rising trend in house-
hold credit risk. This trend was confirmed by 
problems with payment discipline in the house-
hold sector in the first quarter of 2012, when the 
share of loans with repayment arrears (of up to 
30 days) increased. A modest increase was also 
recorded in the share of loans with penalty inter-
est for delay, for which banks had to create more 
provisions. 

A favourable factor in regard to household credit 
risk in 2011 was the continuing trend of loan 
refinancing at lower interest rates. In 2011, the 
majority of new loans were provided with an in-
terest rate fixed for a period of over one and up 
to five years. Thus, the negative impact of a pos-
sible further rise in interest rates on the loan 
repayment burden of households moderated. 
The difference between interest rates on new 
and existing loans disappeared in the first half of 
2012. This was caused by a rise in interest rates 
on house purchase loans in comparison with the 
end of 2011, which was greatly influenced by an 
increase in household credit risk.29

The share of non-performing corporate loans 
ceased to decrease in the middle of 2011. In the 
first quarter of 2012, the falling trend in loan de-
fault rates also came to an end. 

The share of non-performing loans ceased to 
decrease in the middle of 2011 and then in-
creased slowly until the end of the year.30 Dis-
regarding the relatively big changes in the 
amount of non-performing loans (mainly in 
wholesale trade and services) and the subse-
quent portfolio cleaning, the final quality of 

29 The factors affecting the credit risk 
posed by households are analysed 
in detail in Chapter 3.2.

30 The value of this indicator 
remained well above the pre-crisis 
levels.
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Chart 47 Non-performing household loans

Source: NBS. 
Note: The share of non-performing household loans is the propor-
tion of non-performing loans to total loans provided to house-
holds. 

Chart 48 Non-performing corporate loans 
and default rates 

Source: NBS.
Note: The default rate is calculated as the ratio of the number/
amount of loans shifted from the category of performing loans to 
that of non-performing loans at the beginning of the period. 
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Chart 49 Loan-to-value ratio (%)

Source: NBS.
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the corporate loan portfolio was stable in the 
first quarter of 2012 (Chart 48). An unfavour-
able event was the discontinuation of the fall-
ing trend in loan default rates in the first quarter 
of 2012. Regarding the amount of losses from 
non-performing loans, a positive fact is that the 
coverage of non-performing loans with provi-
sions has not fallen in the recent period, though 
it is still below the pre-crisis levels. 

The negative trends in conditions for corporate 
credit risk from the end of 2011 did not continue 
in the first quarter of 2012. By contrast, the fall 
in interest rates contributed significantly to the 
reduction in the loan repayment burden of en-
terprises and the growth in corporate revenues 
accelerated slightly.31 

Upward pressure on credit risks in the first quar-
ter of 2012 was also exerted by the strong com-
petition in the banking sector.

Owing to the falling demand for house purchase 
loans in the retail sector, some of the banks at-
tempted to increase their market share by eas-
ing their lending standards in the first quarter 
of 2012, too. Certain banks reduced their loan 
collateral requirements to a significant extent. 
This was reflected in a rise in the loan-to-value 

31 The factors affecting the credit risk 
posed by enterprises are analysed 
in detail in Chapter 3.1.

ratio (Chart 49). Increasing the LTV ratio in the 
conditions of falling property prices means that 
the volume of new loans can be increased only 
at the expense of a rise in credit risk. Although 
this is a matter of individual banks, such behav-
iour may have a negative impact on the lending 
standards of other banks, too. 
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Table 3 Investment in debt securities of selected countries as a share of total assets (%)

Greece Hungary Ireland Italy Spain Portugal

Banks
XII.10 1.1 0.6 0.2 0.2 0.1 0.1
XII.11 0.4 0.6 0.3 0.1 0.1

SPMC funds
XII.10 0.1 0.9 0.6 0.8 0.8
XII.11 0.5 0.2 0.9 1.3

PFMC funds
XII.10 0.3 2.1 1.9 0.4
XII.11 0.3 0.1 0.6 0.9

Mutual funds
XII.10 0.2 1.4 0.3 0.5 0.1 0.1
XII.11 0.1 1.4 0.1 0.4 0.1

Insurers
XII.10 0.1 0.1 0.2 2.6 0.2
XII.11 0.2 0.2 2.4

Unit-linked
XII.10 0.3
XII.11 0.1 0.3 1.2

Source: NBS.
Note:  Debt securities issued in the given country or by institutions based in that country, as a share of total assets or NAV. An empty cell means 
that the missing value is zero or negligible. 

The most significant market risk is the risk of 
a credit premia rise for government bonds in the 
portfolios of banks. Exposure to the most risky 
countries decreased, but remained concentrated. 

Since the revaluation of government bonds to 
fair value affects the banking sector’s financial re-
sults and capital adequacy (as described above), 
changes in credit premia for government bonds 
represent a major market risk. This is due to the 
fact that this component of the risk of change in 
bond prices cannot be hedged against effective-
ly using interest rate swaps. 

The portfolio of debt securities revalued to fair 
value against profit / loss accounted for 2% of 
the banking sector’s total assets as at the end of 
2011. In some of the banks, this proportion was 
much higher, and the impact of portfolio revalu-
ation on the financial results also corresponded 
to its size. This portfolio was dominated by Slo-
vak debt securities with a share of ca 75%. 

The portfolio of financial instruments for sale, 
whose possible negative revaluation may re-
duce the own capital of banks, accounted for 8% 
of the sector’s total assets as at the end of 2011. 
At the level of the banking sector, this portfolio 
was dominated by Slovak bonds (85%). In some 
of the banks, the portfolio for sale also contained 
securities the price of which fell significantly in 
2011. The average duration of this portfolio re-
mained virtually unchanged over the second 
half of 2011, at the level of 2.6 years. In the case 
of a parallel increase in credit spreads by 100 ba-
sis points, the value of this portfolio would fall by 

2.6%. This would cause a fall of approximately 0.3 
percentage point in the capital adequacy ratio. 

The overall direct exposure of the banking sector 
to more risky EU countries in the securities portfo-
lio (including securities in the portfolio of financial 
instruments held to maturity) is relatively low (less 
than 2% of the assets). It fell slightly over the course 
of 2011 (Table 3). The higher concentration of such 
securities in individual institutions represents a risk 
for these institutions (their shareholders and credi-
tors), but not for the system as a whole.

The rise in the ratio of loans to deposits acceler-
ated over the course of 2011. The ratio of liquid 
assets was stable. Some of the banks ensure 
short-term liquidity through transactions within 
their own financial group.

The loan-to-deposit ratio remained favourable in 
2011, below 100% (Chart 50). However, it rose 
during the year at a slightly accelerating pace. 
This was caused mainly by a slowdown or de-
cline in corporate deposits towards the end of 
the year, accompanied by an increase in loans to 
non-residents and a decrease in their deposits. 
Unlike in 2009 and 2010, housing loans no longer 
contributed to an increase in the loan-to-deposit 
ratio in the household sector. The continuation 
of this trend in the long term may lead to a short-
age of domestic resources for loan financing and 
may increase the dependence of banks on finan-
cial markets and/or parent banks. 

The liquid assets ratio remained virtually un-
changed over the course of 2011 (Chart 51).32 In 

32 The liquid assets ratio is defined as 
the ratio of liquid assets to volatile 
liabilities over a horizon of one 
month. This ratio value should not 
fall below 100% (or 1).
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Chart 50 Long-term liquidity ratios of the 
banking sector (%)

Source: NBS.

Chart 51 Liquid assets ratio of the banking 
sector

Source: NBS.
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general, retail banks still recorded lower ratios. 
As a result of the crisis, interbank transactions 
are concentrated largely within the own financial 
groups of banks.

4.2 thE insurancE sEctor

The profitability of insurance companies followed 
a favourable trend in 2011. The sector’s profits were 
generated mostly in life and non-life insurance.

In 2011, the insurance sector achieved a total 
profit of €193 million, which was the second high-
est figure ever recorded (the profit in 2007 was 
only €5 million higher). This represented a year-
on-year increase of 44% as at the end of 2011, 
compared with 71% in the middle of the year. 
The main source of increased profitability was the 
technical result achieved in life and non-life insur-
ance. The technical result amounted to €127 mil-
lion (compared with a loss of €75 million in 2010), 
representing a historical high. Thus, the increased 
technical result more than compensated for the 
fall in the sector’s financial result by €106 million. 

The improved technical result was due mainly to 
a lower loss ratio in property insurance, higher 
earned premiums in life insurance, and lower defi-
cit provisions (reduced on the basis of a reserve 
adequacy test).33 A significant contribution to the 

technical result was also made by a reduction in 
provisions for unit-linked products (by €95 million), 
but this was almost fully offset by a fall in the finan-
cial result from assets used for the coverage of unit-
linked products. The fall in the financial result took 
place almost exclusively in unit-linked insurance.

Technical provisions decreased in the sector. 
Technical provisions were covered by assets to 
a sufficient extent. 

The total amount of technical provisions created 
in the insurance sector fell for the first time ever, 
down to €4.64 billion as at the end of 2011. The 
fall was caused by a decrease in provisions for the 
payment of non-life insurance claims (by 9%, i.e. 
€67 million) and a marked decrease in provisions 
for liabilities to the Slovak Insurers’ Association (by 
almost 25%, i.e. €21 million). Assets used for the 
coverage of technical provisions, except those for 
liabilities arising from investment on behalf of the 
insured, stood at €4.3 billion as at the end of 2011, 
and represented a coverage of up to 114.7%.

As for market risks, insurance company assets 
are exposed mainly to interest rate risk and the 
risk of credit premia changes. Unit-linked assets 
are exposed to equity risk to a greater extent. 

Bonds held by insurers in their investment 
portfolios are exposed to general interest rate 

33 The loss ratio in property insurance 
fell from 75% in 2010 to 31.4% 
in 2011, owing to a fall in the 
number of losses reported. Deficit 
provisions, created on the basis 
of a reserve adequacy test, fell by 
€25 million (55%) in year-on-year 
terms. 
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Table 4 Share of equity, foreign-exchange and interest-rate positions in different sectors of the 
financial market (%)

Banks Insurers
PFMC 
funds

SPMC 
funds

 Mutual 
funds

Unit-linked 
assets

Equities and mutual fund 
shares/units

XII.10 0.2 2.7 0.1 20.3 19.1 81.2
XII.11 0.3 3.0 0.0 16.7 15.3 78.6

Foreign-exchange positions
XII.10 0.5 1.5 0.1 12.2 11.2 13.9
XII.11 1.7 0.2 15.3 13.9 13.0

Debt securities
XII.10 26.5 68.2 68.5 66.0 46.3 17.4
XII.11 24.4 71.4 71.2 59.2 45.6 20.1

Duration of debt securities
XII.10 3.0 6.1 0.4 3.2 1.2 5.5
XII.11 3.1 5.9 0.5 2.8 1.2 4.5

Duration of entire portfolio
XII.10 1.0 5.7 0.4 2.1 0.6 1.0
XII.11 0.9 5.3 0.4 1.5 0.6 0.8

Residual maturity of debt 
securities

XII.10 4.1 8.2 0.8 4.2 2.1 5.7
XII.11 4.0 7.9 1.0 4.0 2.0 5.0

Source: NBS.
Note: The values are given as a percentage share of total assets (or NAV) and they represent the asset-weighted average for the given group of 
institutions. Duration and residual maturities are stated in years. Foreign-exchange positions were calculated as the sum of positions in abso-
lute values for the individual institutions. Equity positions do not include participating interests in subsidiaries and affiliates.

Chart 52 Portfolio of debt securities 
revalued to fair value in insurance 
companies, broken down by country of 
issuer 

Source: NBS.
Notes: The proportions are given in relation to the total volume of 
the portfolio of debt securities revalued to fair value as at 31 Decem-
ber 2011. The part ‚other‘ includes debt securities issued in countries 
with a share of less than 1.5% in the total portfolio of debt securities 
revalued to fair value. 
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risk and to counterparty risk. This applies to 
bonds that are revalued to fair value. These two 
risks have various consequences. In the case 
of a rise in a risk-free interest rate, the nega-
tive impact on asset valuation is counterbal-
anced to some extent by a fall in the value of 
provisions, since this value is calculated on the 
basis of a risk-free interest rate used as a dis-
count rate. By contrast, the negative impact is 
not counterbalanced in the case of a fall in the 
value of bonds caused by a rise in counterparty 
risk, which is expressed as an increase in the 
credit premia of their issuers. 

Since up to 97% of the debt securities valued at 
fair value are recorded in the portfolio of financial 
instruments for sale, the share capital of insurers 
may depreciate to a significant extent in such 
cases. In the case of insurers, this risk is higher 
than in the case of other sectors owing to the 
long duration and residual maturity of debt se-
curities (Table 4). The strongest negative impact 
on the revaluation of debt securities valued at 
fair value would be made by an increase in credit 
premia for Slovak bonds (Chart 52). 

Table 4 shows that insurance company assets 
invested on behalf of the insured (unit-linked as-
sets) are exposed to relatively high market risks. 
Such investments are exposed mainly to equity 
risk and interest rate risk. However, it should be 
noted that the average duration of the bond 

portfolio decreased step by step to 4.5, from 5.9 
in 2009. This was caused mainly by a gradual de-
crease in the portfolio’s average residual matu-
rity. 
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Chart 53 Changes in the net asset value of 
mutual funds marketed in Slovakia (EUR 
billions)

Source: NBS, SASS.
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Chart 54 Net sales of domestic mutual 
funds by category (EUR millions)

Source: NBS.
Note: STIFs = short-term investment funds, SREFs = specialised 
real estate funds, SCFs = specialised securities funds, SFPIs = spe-
cialised funds of professional investors.
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Chart 55 Average annual performance of 
mutual funds by category (domestic funds, 
% p.a.)  

Source: NBS.
Note: Average weighted by the net asset value of individual funds.

Dec.  2009 Dec. 2011 

Short-term
 investment

 funds

Money
 market

 funds

Bond
 funds

Equity
 funds

Mixed
 funds

Funds of
 funds

Other funds

Specialised
 real estate

 funds

-10 -5 0 5 10 15 20

Dec. 2010 

25 30

4.3  thE collEctivE invEstmEnt 
sEctor

The net value of assets under management in col-
lective investment funds was negatively affected 
in 2011 by the redemption of fund units, as well 
as by the performance of mutual funds. Among 
domestic funds, only equity and real estate funds 
recorded a marked change in the structure of in-
vestments in 2011. 

In reaction to the collapse of Lehman Broth-
ers and the subsequent concerns about the 
strength and sustainability of the global finan-
cial system, the net asset value of collective 
investment funds fell by €1.58 billion year-
on-year (as at end-2008) as a result of massive 
redemptions. A similar situation, though in 
a smaller scale, occurred in 2011. Confronted 
with news about a deepening debt crisis in the 
euro area and the resulting tensions in equity 
markets, investors started to redeem their col-
lective investment fund units in August 2011. 
These redemptions accounted for 90% of 
the fall in the net asset value by €655 million 
(Charts 53 and 54). The funds obtained from 
the redemption of units (almost exclusively by 
households) were largely converted into fixed-
term bank deposits. 

Net asset value was also affected negatively in 
2011 by the performance of mutual funds (Chart 
55). This was due to the highly volatile and falling 
asset prices in the financial markets. Most affect-
ed were funds exposed to the equity market, i.e. 
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Chart 56 Structure of assets under 
management in domestic mutual funds by 
category (at the year-end; %)

Source: NBS.
Note: STIFs = short-term investment funds, SREFs = specialised 
real estate funds.
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equity funds (-8%) and the funds of funds (-7.9%). 
Much less affected were mixed funds (-3.2%).

In terms of risk, the structure of assets under man-
agement in funds is of great importance (Chart 
56). In 2011, there were only two significant struc-
tural changes in the portfolios of domestic mu-
tual funds: the share of bank deposits in the port-
folios of equity funds tripled to the detriment of 
investments in fund units, while real estate funds 
further increased their exposure to fund-specific 
classes of assets such as investments in equity 
participations in real estate companies. 

The collective investment sector is exposed most-
ly to equity risk (equity funds and the funds of 
funds) and, to a lesser extent, to the risk of a cred-
it premia increase (bond funds). The periods of 
increased turbulence in the financial markets are 
connected with the risk of increased redemptions 
of fund units. 

As mentioned above, the downturn in equity 
markets in the third quarter of 2011 was nega-
tively reflected in the performance of funds with 
a higher share of equities in their portfolios. In 
addition to equity risk, the collective investment 
sector is exposed in large measure to the risk 
of a credit premia increase. This risk – mainly in 

the form of a fall in bond prices in Slovakia and 
other Central European countries (Poland, Slov-
enia, Czech Republic) – is faced mostly by bond 
funds.34 For the sector as a whole, interest rate 
risk is less significant than equity risk, owing 
mainly to the relatively short duration of bond 
portfolios (Table 4). 

Developments in the second half of 2011 again 
confirmed that collective investment funds were 
exposed to increased redemptions, which were 
motivated by high financial market volatility. This 
risk for the NAV of funds was also being pushed 
up by competition among banks in the domestic 
market for retail deposits, where banks offered 
more attractive deposit rates in order to increase 
the share of primary resources. 

4.4  thE pEnsion savings sEctor

pillar ii

The financial market turbulence left the pension 
system unaffected. The volume of assets under 
management continued to grow along a linear 
path. 

In the second half of 2011, pension funds of 
Pillar II of the pension system (pension savings 
sector) were not affected by the intense finan-
cial market turbulence in connection with the 
deepening debt crisis in the euro area. This can 
be explained by the compulsory participation of 
savers, which guarantees stable resources for the 
funds of pension fund management companies 
(PFMCs) and receipts for PFMCs from payments 
for asset management in funds. Another factor 
is the very conservative style of investment used 
in all pension funds (Charts 57 and 58).35 Net as-
set value for 2011 increased by €874 million, 
representing a historical high in the pension 
sector.36 Regular contributions from savers ac-
counted for 97% of this increase. The number of 
savers increased by 8,000, which was somewhat 
more than in 2010. 

The linearly rising trend in the current value 
of pension units remained unchanged. The in-
creased volatility in the European bond markets 
caused only a small downward deviation at the 
end of 2011. The sector’s annual performance 
improved slightly during the year.

34 The fall in the prices of bonds from 
these countries accounted for 90% 
of the total negative revaluation 
of bonds in the portfolios of these 
funds. 

35 The stability of the pension sector 
in 2011 was also supported by 
legislative stability. The law on 
pension savings was amended, but 
the effect of provisions pertaining 
to the system‘s settings has been 
postponed until 1 April 2012. 

36 Assets under management in PFMC 
funds amounted to €4.6 billion as 
at the end of 2011 (Chart 37). 
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Chart 57 Structure of assets under 
management in funds by type of 
investment (%)

Source: NBS.

Chart 58 Structure of debt securities 
portfolios by type of issuer (%)

Source: NBS.
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Table 5 Comparison of annual yields of pension funds as at 31 December 2010 and 31 December 
2011 (%)

Min. Weighted average Max.
2010 2011 2010 2011 2010 2011

Conservative funds 0.8 1.2 1.2 1.5 1.9 2.1

Balanced funds 0.8 1.1 1.2 1.5 1.9 2.1

Growth funds 0.8 1.1 1.2 1.4 1.9 2.1
Source: NBS.  
Note: The average annual yield of pension funds is calculated as the weighted average of year-on-year percentage changes in the daily 
values of pension units in the relevant pension funds.  

Chart 59 Current values of pension units in 
the individual types of funds  

Source: NBS.
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The current values of pension units followed 
a linearly rising trend during 2011, as in the 
previous one and a half years (Chart 59). The in-
creased volatility in the European debt markets 
caused only a small downward deviation from 
this trend at the end of the year. This resulted 
from the negative revaluation of debt securities 
in the portfolios of funds – including Slovak gov-
ernment bonds, representing a significant com-
ponent in the portfolios of all funds (Chart 60). 

As a result of increased investment by funds 
in bank and corporate bonds and rising inter-
est rates on bank deposits, the performance of 
funds increased somewhat in year-on-year terms 
(Table 5).

The highest risk for PFMC funds (though rela-
tively low in comparison with other sectors) is 
the risk of bond portfolio depreciation as a result 
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Chart 60 Portfolio of debt securities held in 
PFMC funds by country of issuer 

Source: NBS.
Notes: The proportions are given in relation to the total volume 
of the debt securities portfolio as at 31 December 2011. The item 
‚other‘ includes debt securities issued in countries with a share of 
less than 1.5% in the overall debt securities portfolio. 
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Chart 61 Structure of assets under 
management by type of investment in 
the individual types of PFMC funds by 
specialisation (%)

Source: NBS.
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of a rise in counterparty risk. However, low-risk 
funds usually pay lower yields to pension savers.

As we have mentioned above in connection with 
the performance of funds, the highest risk inher-
ent in the portfolios of PFMC funds is the risk of 
a credit premium increase. However, this risk is 
low in comparison with other segments of the 
financial market. This can be attributed to the 
permanently short duration and relatively low 
residual maturity of the bond portfolios of these 
funds (Table 4). Table 3 also indicates that the ex-
posure of funds to more risky countries was low 
at the end of 2011. Since the debt crisis in euro 
area countries showed a tendency to grow into 
a systemic event in 2011 (almost all bonds were 
affected), a further escalation of the crisis could 
produce serious losses for the funds. 

The conservative investment strategy pursued 
by the funds, which is identical for all three 
types of funds in terms of their risk-yield pro-
files, is suitable to ensure only a minimum 
nominal appreciation for the pension savings 
of citizens (Table 5).37 Hence, there is a risk that 
pension savers will not have enough savings for 
pension payments when they reach the statu-
tory retirement age.

pillar iii 

The financial market turbulence in the second 
half of 2011 was also reflected in the supplemen-
tary pension system (Pillar III) in the form of slow-
er growth in the volume of assets under manage-
ment and deteriorated fund performance.

The supplementary pension savings sector ex-
panded by €30 million during 2011. As at the 
end of the year, supplementary pension manage-
ment companies (SPMCs) managed assets in the 
amount of almost €1.2 billion. The rate of increase 
in net asset value was three times slower than in 
the previous years, mainly as a result depreciation 
in equities, mutual fund units, and other financial 
instruments in the second half of 2011 in funds 
which were exposed to such securities (Chart 61). 

As at the last day of 2011, the performance of 
contributory funds was lower, at the level of 
-2.8%. The negative trend in pension units in 
the second half-year period followed the falling 
prices of a wide range of assets in the financial 
markets. This was reflected mainly in growth 
funds and balanced funds, of which seven (out 
of eight funds) reported a negative result for the 
calendar year 2011. The worst performer report-
ed almost -12%. Two conservative funds, as well 

37 With effect from 1 April 2012, some 
of the funds have been reclassi-
fied to bond funds, mixed funds or 
equity funds on the basis of the law 
on pension savings as amended in 
2011. The amendment prescribes 
the minimum and maximum 
representation of various financial 
instruments for the individual types 
of funds in line with their differenti-
ated risk-weighted profiles. A new 
passively managed index fund has 
also been set up; its yields are tied 
to a market index. Mixed funds and 
equity funds have lost the guaran-
tee that PFMCs will compensate 
the funds for their losses from their 
own resources. 
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Chart 62 Portfolio of debt securities held in 
SPMC funds by country of issuer

Source: NBS.
Notes: The proportions are given in relation to the total volume 
of the debt securities portfolio as at 31 December 2011. The item 
‚other‘ includes debt securities issued in countries with a share of 
less than 1.5% in the overall debt securities portfolio. 
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as all four payout funds, managed to maintain 
positive performance throughout the period 
under review. However, the year-end average for 
payout funds fell to 0.5%, which was only slightly 
more than one-third of the nominal appreciation 
for the calendar year 2010. 

The funds of SPMCs were, to a significant extent, 
exposed to equity risk and the risk of a credit 
premia increase.

The structure of assets under management 
in funds and the impact on the performance 
of funds of declining equity markets in the 
summer of 2011 and negative developments 
in bond markets in November 2011 indicate 
that the most significant risks in the supple-
mentary pension savings sector were equity 
risk and the risk of a credit premia increase. 
Growth funds and equity funds were in large 
measure exposed to equity risk. These funds 
recorded a fall in the current value of pension 
units (-7% and -11% respectively) during the 
decline in equity prices at the turn of July and 
August. The value of the sector’s bond portfolio 
fell relatively sharply in November, by 2%. This 
fall took place predominantly in Slovak bonds 
(Chart 62). In comparison with the pension sec-

tor (PFMC funds) and the collective investment 
sector, the risk of a credit premium increase in 
the supplementary pension savings sector was 
higher, owing to the substantially longer dura-
tion of the bond portfolio (Table 4). Exposure to 
countries that recorded a significant increase in 
credit premia in 2011 was relatively low (Table 
3), but it was concentrated in two funds of the 
same SPMC.38

4.5  macro strEss tEsting of thE 
financial sEctor39

The banking sector as a whole showed strong 
resilience to negative developments in the real 
economy and in the financial markets. Only 
some of the banks failed to satisfy the capital ad-
equacy requirement at the end of the stress test 
period, depending on the scenario applied. The 
sector’s resilience was supported by its strong 
initial capital position and its ability to gener-
ate net interest income even under unfavourable 
circumstances. Credit risk posed by enterprises 
remained the most significant risk for the sector 
as a whole. 

The banking sector as a whole showed strong 
resilience to negative developments in the real 
economy and in the financial markets as at the 
end of 2011. The sector as a whole managed to 
maintain its capital adequacy ratio above 9% 
throughout the stress test period (Chart 63), 
but some of the banks under certain scenarios 
fell below this level at the end of the period. 
At the end of 2013, the banking sector would 
require additional capital in the amount of €36 
million (0.7% of the sector’s own funds) under 
the baseline scenario (Table 6), which is based 
on the official forecasts of Národná banka Slov-
enska. Under Scenario 1, the additional capital 
requirement would be €105 million (2.2% of the 
sector’s own funds). The more pessimistic Sce-
nario 2 would generate an additional capital re-
quirement for €159 million (3.5% of the sector’s 
own funds). 

The relatively favourable stress testing results 
of the banking sector can be attributed to two 
facts: the favourable capital adequacy ratio at 
the end of 2011 and the sector‘s ability to gen-
erate net interest income even under increased 
stress (Chart 64). 

 

38 These two funds accounted for 11% 
and 16% respectively of the total 
net asset value as at 31 December 
2011; they held predominantly 
Spanish and Italian bonds. 

39 The stress testing results are not to 
be interpreted as a prediction for 
further developments in the Slovak 
financial sector. Stress testing is de-
signed to enable a comparison of 
the tested companies and sectors in 
terms of their resilience to risk. 

 A detailed description of the stress 
testing scenarios, assumptions 
and parameters is available in the 
Analysis of the Slovak Financial 
Sector for 2011. 
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Chart 63 Capital adequacy ratio of the 
banking sector depending on the scenario 
applied (%)

Source: NBS.

Chart 64 Developments in the key factors 
affecting the amount of own funds (EUR 
billions)

Source: NBS.
Notes: The data express estimates as at 31 December 2013. The 
second to fourth columns contain the contributions of individu-
al profitability components to changes (increase / decrease) in 
own funds. Other revenues / expenses are mainly general oper-
ating expenses, which tend to reduce the level of profits. 
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Under the individual scenarios, the highest cu-
mulative losses would arise from corporate cred-
it risk. The significance of household credit risk 

for the banking sector as a whole is somewhat 
lower, but, in several banks, household loan 
losses would exceed the losses on the corporate 
loan portfolio. The relatively smaller amount of 
losses from the revaluation of securities can be 
explained by the fact that subject to revaluation 
to fair value are only debt securities which are 
recorded outside the portfolio of securities held 
to maturity, which is the sector‘s dominant port-
folio. 

The stress scenarios had little impact on PFMC 
funds. For SPMC funds, equity risk proved to be 
the most significant. Stress testing in the collec-
tive investment sector identified a large number 
of less risky funds. Numerous insurers are likely 
to sustain losses in the case of increased insur-
ance risks, combined with a deepening debt 
crisis. 

The stress testing results indicate that PFMC 
funds are not particularly exposed to the risks 
that were tested under the stress scenarios. This 
is due to the conservative investment strategy 
pursued by these funds. 

The funds of SPMCs were adversely affected by 
the stress scenarios to a relatively significant 
extent. The application of stress scenarios con-
firmed the significance of equity risk, i.e. the 
highest losses would be suffered by funds with 
a large share of equity investments. 

Equity risk was also confirmed to be most signifi-
cant risk in the collective investment sector. Over-
all, the impacts of scenarios on individual funds 
were rather heterogeneous: numerous funds of 
different types (mainly money market funds and 
bond funds) would even achieve a profit under 
the stress scenarios. 

Interest yields on debt securities partially offset 
the asset revaluation losses, which were simu-
lated under the stress scenarios for the insur-
ance sector. Losses would be caused mainly 
by the expected systemic impact of the debt 
crisis on the level of credit premia for bonds, 
including bonds issued in less risky countries 
(e.g. Slovakia). Combined with high losses on 
the technical account, this impact represents 
a potential risk for the insurance sector. Under 
the Baseline Scenario, nine insurers would suf-
fer a loss. Under Scenarios 1 and 2, a loss would 
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Table 6 Stress testing parameters and assumptions

Baseline scenario
Scenario 1 

“Economic downturn”
Scenario 2

“Sovereign crisis”
2012 2013 2012 2013 2012 2013

Underlying assumptions External demand (annual change) 4.9% 7.0% -16.2% 1.2% -22.0% -3.4%
USD/EUR1) exchange rate (annual change) 0% 0% -20% 0% -30% 0%
Exchange rates of CHF, JPY, GBP, DKK, CAD, HRK, 
LVL against the EUR1) (annual change)

0% 0% -20% 0% -30% 0%

Exchange rates of other currencies against the 
EUR1 (annual change)

0% 0% 20% 0% 30% 0%

Equity prices2) (annual change) 0% 5% -30% 0% -50% 0%
Key ECB interest rate (annual change) 25 b.p. 25 b.p. 0 b.p. 0 b.p. 0 b.p. 0 b.p.
3-month EURIBOR (annual change) -25 b.p. 27 b.p. -7 b.p. 1 b.p. 22 b.p. -1 b.p.
1-year EUR discount rate (annual change) -6 b.p. 28 b.p. 46 b.p. 2 b.p. 95 b.p. 4 b.p.
2-year EUR discount rate (annual change) 44 b.p. 27 b.p. 63 b.p. 7 b.p. 86 b.p. 11 b.p.
5-year EUR discount rate (annual change) 83 b.p. 35 b.p. 78 b.p. 14 b.p. 75 b.p. 17 b.p.
iTraxx Senior Financials3) (annual change) 0 b.p. 0 b.p. rise of 150% 0 b.p. rise of 200% 0 b.p.

Rise in 5-year credit spreads for GR Partial default
Rise in 5-year credit spreads for PT4) 0 b.p. 0 b.p. 300 b.p. 0 b.p. 500 b.p. 0 b.p.
Rise in 5-year credit spreads for HU, ES, IT, IE4) 0 b.p. 0 b.p. 150 b.p. 0 b.p. 300 b.p. 0 b.p.
Rise in 5-year credit spreads for BE, SK, SI4) 0 b.p. 0 b.p. 110 b.p. 0 b.p. 210 b.p. 0 b.p.
Rise in 5-year credit spreads for PL, CZ4) 0 b.p. 0 b.p. 50 b.p. 0 b.p. 150 b.p. 0 b.p.
Rise in 5-year credit spreads for FR, AT4) 0 b.p. 0 b.p. 0 b.p. 0 b.p. 100 b.p. 0 b.p.
Rise in 5-year credit spreads for DE, FI, NL, GB, 
CH, US, JP4) 0 b.p. 0 b.p. 0 b.p. 0 b.p. 50 b.p. 0 b.p.

Rise in inclination of credit spread curves4.5)

0 b.p. 0 b.p.
rise to max. 
from 2011

0 b.p.
rise to max. 
from 2011

0 b.p.

Macroeconomic variables 
estimated using a model

GDP growth (annual change) 2.3% 3.5% -3.5% -2.8% -5.4% -4.7%
Inflation (HICP) 2.7% 1.5% 4.7% 4.0% 4.6% 3.4%
Unemployment 12.7% 12.0% 13.8% 15.3% 14.1% 16.4%

Insurance risks Non-life insurance
Average 
loss ratio

Average 
loss ratio

Maximum 
loss ratio + 

5 p.p.

Average 
loss ratio

Maximum 
loss ratio + 

5 p.p.

Average 
loss ratio

Life insurance – supplementary insurance
Same as 
in 2011

Same as 
in 2011

Max. loss 
ratio + 10 p.p. 

or market 
average

Same as 
in 2011

Max. loss 
ratio + 10 p.p. 

or market 
average

Same as 
in 2011

Life insurance – risk of death Same as 
in 2011

Same as 
in 2011

Death rate + 
10 %

Death rate 
+ 20 %

Death rate + 
10 %

Death rate 
+ 20%

Variables for credit risk 
estimated using macr-
oeconomic variables

Annual probabil-
ity of default

Insensitive sectors 1.6% 1.4% 2.2% 2.6% 2.4% 2.8%
Moderately sensitive 2.4% 2.4% 3.0% 4.3% 3.1% 5.0%
Sensitive sectors 5.8% 5.5% 6.7% 10.7% 6.7% 11.7%

Ratio of non-performing household loans 5.9% 5.6% 7.2% 8.6% 8.7% 10.3%
Source: NBS.
Notes:
1) The stress scenarios assume that the decline is evenly distributed over the entire year 2012.
2) Scenario 2 assumes a fall of 30% in the first quarter and a further 20% fall in the following three quarters.
3) Scenario 2 assumes an increase in the first quarter.
4) The rise in credit spreads is expected to take place in the first quarter. The rise in credit spreads expresses an additional rise in comparison with the discount rate. 
5) The rise in inclination of the credit spread curve is defined as an increase in the difference between 1-year and 5-year credit spreads. 
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be recorded by sixteen insurers (the loss under 
Scenario 2 would be higher). However, the re-
valuation of insurance company liabilities was 
not taken into account in the calculations, ow-

ing to the lack of data. A potential decrease in 
liabilities as a result of a rise in risk-free rates 
would moderate the impact of the individual 
stress scenarios.
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40 Any views or opinions presented 
in this article are solely those of 
the author and do not necessarily 
represent the official position of 
Národná banka Slovenska.

41 BIS (2011). 
42 A sample of 16 OECD countries, 

including the United States (simple 
averages), according to the BIS 
(2011). 

43 Arguments against this cause of 
decline in global interest rates, 
which is often mentioned in 
literature, are presented by Borio 
and Disyatat (2011, pp. 20). These 
authors emphasise the role of the 
monetary-political and financial 
conditions. 

44 BIS (2011). 

1 indebtedness of advanCed Countries and its 
impaCt on eConomiC growth

tomáš tőzsér40

introduCtion

The overall indebtedness of non-financial sectors 
(households, non-financial corporations, and the 
government sector) in advanced industrial coun-
tries increased to a significant extent. According 
to the calculations of the Bank for International 
Settlements (based on a sample of 18 advanced 
countries), the average aggregate debt of these 
sectors as a percentage of GDP rose gradually, 
from 165% in 1980 to 320% in 2010.41 The pur-
pose of this article is to assess the consequences 
of excessive indebtedness in advanced countries 
for their economic growth, the effectiveness of 
anti-cyclical economic policies, and indirectly for 
the financial stability of Slovakia. 

1.1  possiblE causEs of diffErEncEs 
in dEbt lEvEls bEtWEEn advancEd 
and dEvEloping countriEs  

Private and public debt levels in advanced coun-
tries are high and are still rising. In real terms, the 
debt of non-financial corporations tripled over 
the 30-year period from 1980 to 2010, govern-
ment debt increased 4.5 times, and household 
debt grew 6 times.42 This trend in advanced 
countries was caused by several factors. Access 
to credits and loans was enabled by extensive 
liberalisation in the financial intermediation sec-
tor and by the subsequent financial innovations. 
Household indebtedness started to rise as a re-
sult of various government policies introduced 
in support of private housing construction. In 
the corporate sector, the rising indebtedness was 
also stimulated by the deductibility of interest 
expenses for tax purposes. The stable macroeco-
nomic conditions from the middle of the 80ties 
to the beginning of the current crisis generated 
increased demand for loans in the private sec-
tor. At the same time, banks were willing to lend 
more and more, which improved their prospects 
for revenue growth. This led to a reduction in risk 
premia in the prices of loans. 

The convenient financing of growing debts in ad-
vanced countries was also stimulated by a falling 
trend in long-term interest rates, which started in 
the middle of the 90ties. This fall was attributed to 
structural changes in the global economy, mainly 
to the excess of savings over investments in numer-
ous developing countries,43 and to the low inflation 
expectations owing to increased confidence in 
central banks and the involvement of Asian coun-
tries in global trade. The overall indebtedness of 
certain advanced countries was also supported by 
their weak budgetary discipline: the governments 
of these countries did not utilise the periods of fa-
vourable economic development to consolidate 
their public finances. Thus, public finances soon 
became unsustainable in the conditions of the on-
going crisis and economic recession. 

Indebtedness in developing countries (meas-
ured as the debt of non-financial corporations as 
a share of GDP) followed a different course. Since 
1995, when consistent data on such countries be-
came available, the indebtedness of developing 
countries has remained virtually unchanged and 
relatively low, around the level of 100% of GDP 
(according to a sample of 21 countries).44 The 
relatively low and stable level of indebtedness 
in developing economies can be ascribed to the 
lower tolerance of debt in these countries. This 
is historically connected with the larger share 
of debts denominated in foreign currencies and 
with their shorter maturity period. These debt 
characteristics make developing countries vul-
nerable to external shocks (for example, to a sud-
den rise in risk aversion among investors) and 
substantially reduce the effectiveness of their 
own (fiscal and monetary) stabilisation policies. 

Over the past ten years, however, developing 
countries have made considerable progress and 
become more resilient to external shocks. This 
was also apparent during the last crisis. The struc-
ture of indebtedness has improved (the share of 
debt in local currency increased, as well as the 
average maturity), owing to an improvement in 
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the macroeconomic policies of these countries 
(higher discipline, lower government debt, and 
lower inflation). Numerous countries implement-
ed structural reforms; the reformed institutions 
created conditions for the inflow of stable funds 
from abroad and thus increased the economy’s 
productive potential. Financial stability in devel-
oping countries (mainly in Asia and South Amer-
ica) was also supported by a massive increase in 
foreign exchange reserves and domestic savings, 
which reduced their dependence on financing 
from abroad.45 

1.2  dEbt accumulation: 
contributions and risks

Debt enables an effective allocation of consump-
tion in time. Thanks to debt, economic entities 
with a restricted budget can invest in profitable 
instruments. Thus, debt may have a welfare-im-
proving effect and may increase the country’s 
economic potential. Experience from financial cri-
ses (including the current one), however, suggests 
that debt above a certain level may impair welfare 
and may dampen the rate of economic growth.46 
Every debtor is exposed to the risk of unexpected 
changes in incomes and interest rates. 

It is problematic to determine the sustainable 
level of indebtedness, because the procedure is 
influenced by the input assumptions of the mod-
els applied.47 This is demonstrated by recurrent 
financial crises, which principally arise from the 
underestimation of the financial risks by both the 
debtors and the creditors. According to Minsky’s 
theory (1986), speculative investment bubbles 
and the resulting financial crises are inherent in 
each capitalist economy. Any period of prosperity 
that is related to a speculative increase in indebt-
edness (as an income- and wealth-generating 
tool) inevitably leads to financial instability, be-
cause, after a certain time (the Minsky moment), 
debtors become unable to repay their debt (nei-
ther interest nor principal) from their income. Al-
though it is difficult to calculate the sustainable 
level of indebtedness, it is evident that the debt-
or’s vulnerability to negative shocks will increase 
with the rising level of indebtedness. If the debt-
to-income ratio is high, even a relatively moderate 
shock in the area of incomes and/or interest rates 
may substantially weaken the debtor’s ability (and 
willingness) to repay the debt. 

45 The group of developing countries 
is not homogeneous: some of the 
countries are still struggling with 
structural problems and high 
indebtedness. 

46 Cecchetti, Mohanty and Zampolli 
(2011) examined a sample of 18 
OECD countries in the years 1980 to 
2010 and arrived at the conclusion 
that the debt ceiling should be 85% 
of GDP for government debt, 90% 
of GDP for corporate debt, and 85% 
of GDP for household debt. 

47 The level of sustainable debt can 
also be determined on the basis of 
previous experience (empirically), 
e.g. Reinhart and Rogoff (2010) for 
the public sector, and Juselius and 
Kim (2011) for the private sector. 
Empirical research is useful as a 
basis for policy recommendations. 

48 Koo (2011).
49 Ibid.
50 The determination of the critical 

level of government debt for EU 
countries is discussed in an NBS 
research study report (Hajnovič, 
Zeman, Žilinský, 2011).

Increased indebtedness weakens a country’s po-
tential to react to the current economic cycle or 
balance-sheet recession through stabilisation 
(anti-cyclical) policies. Rapid growth in private sec-
tor debt in relation to income is usually accompa-
nied by a price bubble in (financial or real estate) 
asset markets. The bursting of this price bubble 
(as a result of the weakened ability of debtors to 
repay their liabilities) leads to a fall in asset prices, 
but the value of liabilities remains unchanged. The 
private sector subsequently attempts to correct 
the balance-sheet imbalance by increasing savings 
and reducing the level of debt. This process leads to 
a fall in aggregate demand and to economic reces-
sion (balance-sheet recession).48 Under the given 
circumstances, the effectiveness of monetary ex-
pansion on the part of central banks is greatly re-
stricted, because entities with negative capital are 
unwilling to borrow even at extremely low rates 
of interest. At the same time, banks with balance-
sheet problems are unwilling to lend to entities 
with a weakened balance sheet (such banks restrict 
their lending activity). The only road to economic 
revival is balance-sheet repair in the private sector. 

In the conditions of leverage reduction in the 
private sector, the current aggressive fiscal 
consolidation (forced by the market or volun-
tary) increases the deflationary pressure in the 
economy. The repair of private balance sheets is 
decelerating and may become a long-term mat-
ter as in Japan (‘the lost decade’, i.e. 1996-2006), 
following the bursting of a real estate bubble in 
1990.49 A country that exceeds the critical level of 
indebtedness becomes unable to generate a suf-
ficient income to cover the growing debt service 
costs – the economy enters a debt spiral.50 The 
consolidation of public finances becomes eco-
nomically and/or politically intolerable and usu-
ally leads to the declaration of state bankruptcy. 

1.3  thE currEnt crisis in thE light of 
prEvious financial mEltdoWns

The previous chapter contains a description of 
the risks to economic growth and financial sta-
bility, arising from high private and public sector 
indebtedness, i.e. from the situation that is cur-
rently typical of the advanced economies. 

This is underlined by the long history of financial 
crises, which is well documented in the work of 
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Chart 65 Gross national savings (% of global 
GDP) 

Source: IMF, World Economic Outlook Database, September 2011.
Note: Data for the years 2011 to 2016 are based on forecasts. 
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Reinhart and Rogoff (2009). This work identifies 
the historically identical trends leading to seri-
ous systemic financial crises in advanced coun-
tries after World War II: rising asset prices (equity 
and property prices), growing indebtedness (in 
the private and government sectors), high and 
persistent current account deficits accompanied 
by intense capital inflows, and decelerating eco-
nomic growth. The consequences of the histori-
cally significant financial crises share three char-
acteristics: deep and long-term decline in asset 
markets, sharp decline in production and employ-
ment, and state debt explosion. The authors also 
found that the start and consequences of banking 
crises in advanced and developing countries were 
identical in surprisingly large measure – mainly 
the developments in property prices, equity 
prices, unemployment, public income and debts 
were similar. In the post-war period, there were no 
marked differences in the frequency and duration 
of banking crises in these two groups. 

Lessons from history about financial crises are 
useful for the creation of a framework for con-
siderations about the current phase of financial 
instability and its further course. For example, in-
debtedness was successfully reduced in Sweden 
and Finland after the banking crisis at the begin-
ning of the 90ties. The process took place in two 
phases. In the first phase, financial institutions, 
households, and enterprises substantially reduced 
their indebtedness within a few years. This was 
accompanied by stagnation in the economy and 
rising government debt. In the second phase, the 
economy started to grow and government debt 
fell gradually (for many years). As past experience 
indicates, it takes a long time to reduce the level 
of excessive debt. The process in our case began 
in 2008. In the case of Sweden and Finland, a great 
help was the depreciation of their currencies (it 
supported their exports), the low initial level of 
indebtedness, and the economic boom in other 
countries or regions of the world. 

Compared with the crisis in Sweden and Finland 
and with the post-war financial crises in general, 
which had national (or regional) dimensions, the 
current crisis is global in nature. Now, it is far more 
difficult for the countries involved to ‘grow out’ of 
their excessive debts through increased exports. 
Rapid global economic recovery on a sustainable 
basis is also dampened by the fact that financial 
and economic integration is not accompanied 

by effective global coordination of policies and 
reforms at the national level. The national poli-
cies, which are designed mostly to stimulate eco-
nomic growth, are often in conflict with the need 
for imbalance correction in qualitative terms (in 
countries with a surplus or shortage of savings) 
in the world economy (‘rebalancing’). 

1.4  outlook for Economic groWth 
in advancEd countriEs in rEgard 
to thEir dEbt burdEn – global 
and national factors

According to the IMF, global savings reached 
a historical high in 2007 (24% of global GDP), 
when the financial crisis started. In 2009, they 
fell sharply below 22% of GDP, because countries 
with an external deficit had lost their ability to 
accumulate debt, which led to a decline in glo-
bal demand. Countries with a surplus of savings 
failed to compensate for this decline with an 
increase in consumption and/or investments, 
which led the global economy to recession in 
2009. Economic recovery was stimulated by in-
vestment from public resources and thus global 
savings again reached a record level in 2011. 

Since savings must equal investments according 
to the definition, coordinated fiscal consolidation 
in advanced countries (growth in savings), which is 
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Table 7 Change in total debt as a share of GDP (percentage points)

2000 – 2008 2008 – Q2, 2011

Japan 37 39

United Kingdom 177 20

Spain 145 26

France 89 35

Italy 68 12

South Korea 91 -16

USA 75 -16

Germany 7 1

Australia 77 -14

Canada 39 17

Source: McKinsey Global Institute.
Note: Total debt includes the loans and bonds of households, enterprises, financial institutions, and governments. 

Chart 66 Gross debt of the United States 
broken down by sector (% of GDP) 

Source: Federal Reserve System − flow of funds accounts, US BEA.
Note: The latest data are for the fourth quarter of 2011. 
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a unique achievement in history, must be accom-
panied by growth in global investments. These, 
however, are at a record level (in relation to GDP). 
Capital supply reached a high and economically 
unjustified level in China and Japan.51 In Germany, 
there is no mechanism in place for the support of 
domestic demand. Hence, Dumas (2012) and sev-
eral other economists (unlike the IMF, see Chart 
65) see no reason why investment in economi-
cally advanced countries with a surplus of savings 
should continue growing. The tightening of fiscal 
policies at a global level may lead to a slowdown 
in economic growth, which will postpone the re-
vival of investment in advanced countries. 

Let us examine the problem of outlook for eco-
nomic growth from the view of excessive debt 
reduction, too. The balance-sheet repair process 
has been greatly restricting the rate of growth in 
advanced economies since 2008. Debt reduction 
started in the banking sector, then continued in 
the household and corporate sectors. The public 
sector is also making intense efforts in this re-
spect. However, Table 7 indicates that, except in 
a few countries, the deleveraging process is not 
effective enough. 

united states of ameriCa

The United States is one of the few countries 
which have managed to reduce their total debt 
relative to GDP since 2008 (Table 7). The private 
sector is particularly successful in this area: the 
financial sector’s gross debt as a share of GDP 
returned to the level of 2001 in the fourth quar-

ter of 2011 (it fell from its maximum level by 35 
percentage points), household debt returned to 
the level of 2004 (a fall of 13 percentage points), 
and the debt of non-financial corporations also 
fell somewhat. Public debt in the United States 
continued to grow in the fourth quarter of 2011, 
to almost 70% of the GDP (Chart 66).

It is not easy to determine the sustainable level of 
debt, nor is it possible to predict reliably whether 
or not indebtedness should be reduced still fur-
ther. On the basis of the history of household in-

51 Reading (2012).
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Chart 67 Household debt in the United 
States (% of disposable income)

Source: Federal Reserve System, US BEA, NBS calculations.
Note: The latest data are for the fourth quarter of 2011.

Chart 68 Household debt service costs in 
the United States (% of disposable income)

Source: Federal Reserve System, US BEA, NBS calculations.
Note: The latest data are for the fourth quarter of 2011.

Chart 69 Comparison of banks’ leverage 
(ratio of total assets to shareholders’ equity)

Source: Bank of England: Financial Stability Report, December 
2011.
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debtedness in the United States, it is possible to 
assume that debt reduction should continue for 
some time (Chart 67). Assuming that household 
debt before the 2003 real estate bubble expan-
sion was at a sustainable level, i.e. around 110% 
of the disposable income, we can say that house-
holds could stop reducing their indebtedness at 
the end of 2012, provided the current pace of 

debt reduction is maintained (1% of income per 
quarter, from the maximum level of 130% in the 
third quarter of 2007 to 113% in the fourth quar-
ter of 2011). If we take the currently low debt 
service costs into account, a higher household 
debt ratio can also be regarded as sustainable. 
This is illustrated in Chart 68 – debt service costs 
returned to their previous levels as a result of the 
low rates. This implies that debt reduction can be 
discontinued in the near future. 

Non-financial corporations had a relatively sound 
financial position already before the crisis. De-
spite this, they launched aggressive restructur-
ing, which boosted their profitability. In terms of 
financial flows, such corporations achieved large 
surpluses. The greatest progress in balance-sheet 
recovery was achieved by US banks (Chart 69). 
The accelerating credit growth (Chart 70) indi-
cates that US banks are more ready to lend. This 
implies that the US economy is well on the road 
to recovery through a gradual revival in domes-
tic demand (consumption and investment). 

The revival in economic activity may be jeopard-
ised by too aggressive fiscal consolidation, which 
is expected to accelerate after the presidential 
elections in the autumn of 2012. The situation 
could be stabilised through the adoption of a re-
liable medium-term plan for fiscal consolidation. 
The preparation of such a plan, however, is ham-
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Chart 70 Volume of commercial bank loans in 
the United States (year-on-year changes in %)

Source: Federal Reserve System.
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Table 8 United Kingdom: change in debt as share of GDP (percentage points)

Q4, 2000 – Q4, 2008 Q4, 2008 – Q2, 2011

Government 11 28

Financial institutions 87 11

Non-financial corporations 45 -14

Households 34 -5

Total debt 177 20

Source: McKinsey Global Institute.
Notes: Total debt includes all loans and fixed-income securities, except for asset-backed securities (ABS). 

Chart 71 UK banking sector’s leverage (ratio 
of total assets to shareholders’ equity)

Source: Bank of England: Financial Stability Report, December 2011.
Note: The chart illustrates the path of the median value of lev-
erage for a sample of financial groups providing banking serv-
ices in the UK in 2011, as well as the interquartile range and the 
maximum-minimum range. 
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pered by the inability of the two political parties 
to agree on its contents. The pace of economic re-
vival will be dampened by the persistently weak 
real estate market. The market is burdened with 
a large number of real estate investments the 
value of which is lower than the value of loans 
provided for their financing. Economic recovery 
in the United States is also exposed to external 
risks: the demand side of the economy may be 
adversely affected, through a fall in financial asset 
values, by the potential materialisation of system-
ic risks in the euro area, and, through a fall in real 
incomes, by a steep rise in commodity prices.

united kingdom

The deleveraging process in Europe is much slow-
er than in the United States. The total debt of the 
United Kingdom reached 507% of GDP in the mid-

dle of 2011, representing a rise of 20 percentage 
points compared with the end of 2008 (Table 8). 

After 2008, banks attempted to repair their bal-
ance sheets by raising their own capital and re-
ducing assets (Chart 71), while indebtedness in 
the rest of the financial sector increased (Table 8). 
The sector as a whole was greatly exposed to the 
risk of loan losses in relation to vulnerable euro 
area countries (mainly Ireland and Spain). House-
holds reduced their indebtedness as a share of 
disposable income by approximately 15 percent-
age points (Chart 72). However, household debt 
is still high, which means that households are 
highly vulnerable to any rise in interest rates. The 
Office for Budget Responsibility expects no fur-
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Chart 74 Changes in UK government debt 
and budget deficit (% of GDP)

Source: Eurostat.
Note: The chart shows the general government’s consolidated 
gross debt and budget deficit (inverse right-hand scale) as re-
ported to the EDP. 

Chart 73 UK households’ saving ratios (%)

Source: Office for National Statistics.

Chart 72 UK household debt as a share of 
disposable income (quarterly data, %)

Source: Office for Budget Responsibility: Economic and Fiscal 
Outlook, November 2011.
Note: Data for the years 2011 to 2017 are forecasts from the Of-
fice for Budget Responsibility.
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ther fall in the level of household debt, as a result 
of weaker growth in disposable incomes.52 

Up to now, the fall in households’ debt ratio 
has not been supported by a reduction in the 
amount of debt – this has grown somewhat since 
2008 (according to the OECD’s financial account 
statistics). Nor has the banking sector recorded 
a significant increase in non-performing loans 
– mortgage loan write-offs are at a low level.53 
For comparison, US household debt dropped 
by $584 billion between Q4, 2008 and Q2, 2011, 
largely as a result of debt defaults (88%).54 This 
partly reflects the higher complaisance of UK 
banks towards debtors in arrears (this may be 
a means of hiding solvency problems), but it 
may also be an indication of the positive effect of 
debt distribution within the UK household sector 
on the level of sustainable debt. The difference in 
debt default rate between the US and UK house-
hold sectors may also be the result of legislative 
differences within the United States. This enables 
debtors to stop repaying their mortgages, while 
the creditor bank cannot collect its receivables 
from other assets than the collateral agreed or 
the debtor’s incomes. 

Since 2008, households with increased savings 
(Chart 73) have moved from a net debtor posi-

52 Office for Budget Responsibility 
(2011).

53 Bank of England (2011), page 30, 
Chart 2.27.

54 McKinsey Global Institute (2012), 
page 19. 

tion to a net creditor position vis-à-vis the rest of 
the economy. The resulting deceleration of GDP 
growth (negative in 2009) and the application of 
automatic stabilisers caused a marked increase 
in government deficit and a rise in public debt 
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Chart 75 Net international investment 
position of selected euro area countries  
(% of GDP)

Source: IMF.

Chart 76 Real effective exchange rates of 
selected euro area countries (index, 1999 = 
100)

Source: Eurostat.
Notes: The unit labour costs of 36 trading partners are used as 
deflators. A rise in the index is an indication of weakening com-
petitiveness.
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(Chart 74). The government responded to the 
rapidly worsening fiscal conditions with consoli-
dation efforts (starting from 2010). 

This indicates that the outlook for sustained eco-
nomic recovery in the UK in the next few years 
is not too optimistic, owing to the large debt 
burden. Households are burdened with a large 
amount of debt and with the related risks. There 
is a high degree of uncertainty around their fu-
ture incomes. The banking sector has managed 
to repair its balance sheet to some extent by re-
ducing its financial leverage, but is still exposed to 
increased risks from the euro area, the domestic 
commercial real estate market, and difficult con-
ditions of market-based financing. Fiscal consoli-
dation is expected to have a dampening effect on 
the economy still further. Although the exchange 
rate of the pound sterling has weakened in real 
terms since the start of the crisis, export growth is 
not stimulated by developments in the external 
environment (i.e. the euro area and the US, repre-
senting the most important exports markets). 

The euro area 

In the euro area, there are large structural imbal-
ances between the individual Member States.55 
These imbalances are combined with pronounced 
economic and financial heterogeneity within the 
euro area. On the one hand, there are unsustain-
able private and public sector debts in the periph-
eral countries. The fact that these debts – financed 
in large part by euro area countries with surplus 
resources (Chart 75) – have become unsustain-
able is connected with the unfavourable outlook 
for the determinants of economic growth in pe-
ripheral countries at a pace which would ensure 
the return of investments into the debts of these 
countries. 

Capital inflows in numerous cases were not chan-
nelled into productive investments, which would 
facilitate debt repayment in the future. Outlook for 
economic growth in problematic euro area coun-
tries is also worsened by a long-term fall in their 
relative cost-based competitiveness (Chart 76). 
The combination of slow productivity growth and 
inflexible labour markets in the conditions of mon-
etary union has led to faster growth in unit labour 
costs in comparison with the rest of the euro area. 
This is also demonstrated by the decreasing share 
of these countries in the global export markets. 

55 Interesting arguments about 
financial stability in the euro area 
(monetary union) are presented by 
Giavazzi and Spaventa (2011). 

The lax lending conditions and worsening com-
petitiveness are accompanied by growing cur-
rent accounts deficits in the peripheral countries. 
On the other hand, the highly competitive and 
flexible (in terms of labour market conditions) 
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Chart 78 Government debt (% of GDP)

Source: Eurostat.
Note: The chart shows the consolidated gross debt of general gov-
ernment in selected euro area countries.

Chart 79 Primary balance (% of GDP)

Source: Eurostat.
Notes: The chart shows the primary balance of general govern-
ment in selected euro area countries.

Chart 77 Private sector debt in selected 
euro area countries (% of GDP) 

Source: Eurostat.
Notes: Private sector debt includes loans and securities, except for 
equities. The private sector comprises households, non-financial 
corporations, and non-profit institutions serving households.  
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euro area countries have surpluses in their cur-
rent accounts.

The concerns of investors regarding the sustain-
ability of government debts in the peripheral 
euro area countries are in large part connected 

with the private sector, which is very vulnerable 
in financial terms (Chart 77). The governments 
of problematic countries, except for Greece, had 
recorded relative sound developments in public 
finances before the crisis (Charts 78 and 79). They 
now have no free capacity to take over private 
debts (e.g. the debts of insolvent banks). The 
pressure on fiscal consolidation on the part of 
investors tends to worsen the conditions for eco-
nomic growth and private balance sheet repair 
still further. These conditions for the euro area as 
a whole are further impaired by the ongoing fis-
cal consolidation in ‘core’ euro area countries. 

This is demonstrated by the weak progress 
achieved in the area of debt reduction in the 
private sector. Household debt in the euro area 
relative to disposable income stood at 99.8% in 
the third quarter of 2011. This level of indebt-
edness had been maintained since the end of 
2010 (Chart 80). The debt of non-financial cor-
porations started to fall in the middle of 2009. 
According to the ECB, the ratio of debt to total 
assets reached a record level in the first quarter 
of 2009 (29.5%). The gradual fall in indebtedness 
came to a halt in the third quarter of 2011, when 
the debt-to-assets ratio of non-financial corpora-
tions rose to 27.3% (from 26.7% in the second 
quarter of 2011). Charts 80 and 81 illustrate that 
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Chart 81 Indebtedness of non-financial 
corporations in the euro area (% of net 
income after taxes)

Source: Eurostat.
Note: The chart shows the main financial liabilities of corpora-
tions as a share of net corporate income, excluding income tax 
and property tax.  

Chart 80 Household indebtedness in the 
euro area (% of disposable income)

Source: Eurostat.
Note: The chart shows gross household debt as a share of dispos-
able income. 
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the average values of household and corporate 
debts show considerable heterogeneity within 
the euro area. 

According to the ECB, the euro area banking sec-
tor reduced its financial leverage from roughly 30 
in 2008 (ratio of total assets to shareholders’ eq-
uity) to 20 in 2010. In the case of large and com-
plex banking groups, the leverage ratio stood 
at almost 40 in 2008, then fell gradually to 25 in 
the second quarter of 2011. In the third quarter 
of 2011, the falling trend in the banking sector’s 
leverage ratio came to a halt. Since the financial 
leverage of euro area banks is still relatively high 
(Chart 69), it needs to be reduced still further. The 
IMF (2012) estimates that the assets of euro area 
banks will fall over the next two years by roughly 
€2 billion (7% of the sector’s total assets).

The ECB’s new operations (two 3-year loans un-
limited in volume and eased collateral quality 
requirements for loans from the Eurosystem) are 
not likely to restrict the overall expected fall in 
the sector’s financial leverage; however, they 
may slow it down. The further fall in the leverage 
ratios of euro area banks (and in their total assets) 
may be affected by the following factors: new 
regulatory requirements for liquidity and capi-

tal adequacy (Basel III and EBA requirements),56 
tension in financial markets (more problematic 
access of banks to debt and equity securities), 
and less favourable outlook for profitability. The 
results of Bank Lending Surveys for January 2012 
confirmed that banks had been reducing the 
amount of risk-weighted assets in the previous 
six months with the aim of satisfying the new 
regulatory requirements. In this survey, banks 
also expressed their intention to continue reduc-
ing their risk-weighted assets in the six months 
ahead. 

The further intense debt reduction in the private 
sector (enterprises, households, banks) in the pe-
ripheral euro area countries, as well as in some of 
the core countries, coupled with coordinated fis-
cal consolidation in the euro area as a whole, will, 
in all probability, have a negative impact on the 
rate of economic growth in the euro area over 
the medium-term horizon. 

summary and ConClusion

Debt accumulation up to a certain level has 
a positive influence on economic growth and 
welfare. Above this level, however, indebted-
ness has the opposite effect. An empirical ap-

56 The European Banking Authority's 
requirement (from October 2011) 
to increase the Tier 1 capital 
adequacy ratio to 9% by June 
2012, with the market value of the 
banking sector's entire government 
securities portfolio taken into ac-
count. More detailed information is 
available at:

 http://www.eba.europa.eu/
capitalexercise/2011/2011-EU-
Capital-Exercise.aspx

http://www.eba.europa.eu/capitalexercise/2011/2011-EU-Capital-Exercise.aspx
http://www.eba.europa.eu/capitalexercise/2011/2011-EU-Capital-Exercise.aspx
http://www.eba.europa.eu/capitalexercise/2011/2011-EU-Capital-Exercise.aspx
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proach to the determination of this level can 
provide only approximate results57, which, 
however, are applicable as policy recommenda-
tions. An objective fact, however, is that high 
indebtedness (in relation to income) increases 
the vulnerability of debtors to negative shocks 
to their incomes. 

A characteristic feature of advanced economies 
today is high indebtedness in the private and 
public sectors. Increased debt, combined with 
persistent balance-sheet recession in numerous 
advanced economies since the outbreak of the 
financial crisis in 2007 (depreciated financial and 
real estate investments), may reduce the effec-
tiveness of anti-cyclical policies (fiscal and mon-
etary). To restore the rate of economic growth in 
these countries, the balance sheets of private and 
public entities need to be repaired. In the case 
of non-financial corporations, banks and house-
holds, the main tool for balance sheet repair is 
deleveraging, i.e. debt reduction combined with 
an increase in own funds and/or savings. The 
individual countries are currently consolidating 
their public budgets. In the western world, how-
ever, these processes take a long time; in many 
cases, they are in their initial phase only. 

Apart from the debt ratio, an important differ-
ence today in comparison with the past is the 
closer financial and economic links and inter-
dependence between countries. While financial 
crises in the past were local or regional in nature, 
the current one is a global crisis. This means that, 
unlike in the past, the individual countries today 
cannot simply ‘grow out’ of their debts through 
exports. Another major difference is that, while 
most countries in the 90ties had a floating ex-
change rate, countries today producing roughly 
2/3 of global GDP are part of one of the two large 
monetary blocks, i.e. the euro area or the new 
dollar area (Reading, 2012).58 The consequences 
of these differences are: global imbalances and 
weakened natural repair mechanisms (which 
could stimulate economic growth and reduce 
the level of indebtedness). 

Under the given circumstances, the medium-
term outlook for global economic growth is not 
very encouraging. By contrast, the high private 
and public sector debts in advanced countries 
and the negligible or no progress achieved in 
the area of overall leverage reduction indicate 

57 The determination of the sustain-
able level of debt using methods 
based on financial risk measure-
ment is always influenced by the 
input assumptions and imperfec-
tions of the models applied.

58 The term NDA (new dollar area) 
comes from Brian Reading. The 
economists of Deutsche Bank have 
introduced the term Bretton Woods 
2. This refers to countries whose 
currency is fixed or administratively 
controlled ('dirty float') against 
the US dollar: China, Hong Kong, 
Taiwan, Malaysia, Singapore, South 
Korea, Japan, and Russia. The 
new dollar area, including the US, 
accounts for roughly 50% of global 
GDP.

59 The conditions for financial 
stability in Slovakia in terms of 
macroeconomic imbalances are 
discussed in more detail in Annex 2.

that the outlook for economic recovery is in 
negative territory. Over the medium-term hori-
zon, the rate of growth in advanced economies 
is expected to remain low but positive. In certain 
cases where the supply side of the economy has 
serious structural deficiencies, negative values 
can be expected, too. 

Over the long-term horizon, the most prob-
ably source of global recovery – provided that 
investor confidence strengthens again – will 
be the corporate sector in advanced countries 
that have large financial surpluses (United 
States, UK, Germany, and Northern Europe), 
mainly if these resources will be channelled 
into productive investments. A positive sce-
nario for the renewal of sustainable economic 
growth on a global scale requires structural re-
forms to be implemented in both deficit and 
surplus countries, and more effective econom-
ic policy coordination at a global level. This, 
however, is a complex problem (Rajan, 2011 or 
Borio and Disyatat, 2011). 

Household and corporate indebtedness in Slova-
kia is well below the euro area average (Charts 80 
and 81), but household debt is growing at a very 
fast pace. Banks will have to be more and more 
cautious in lending to these segments in order 
to avoid the accumulation of macroeconomic 
imbalances and related risks in the future.59 The 
banking sector should develop its activities with 
a view to maintaining its favourable position in 
terms of financial leverage and liquidity. Weak 
global economic growth represents a threat for 
the public sector budget in particular. Hence, 
the government should make every effort to 
fulfil the plan of fiscal consolidation. This effort 
should be accompanied by reforms and meas-
ures for the support of economic growth and for 
the maintenance of a sustainable fiscal position 
in the long term. 

References:

Bank of England: Financial Stability Report. www.bankofengland.co.uk, 
December 2011.

BIS: Indebtedness, Risks and Growth. Unpublished material for the 
meeting of central bank governors, November 2011.

Borio, C., Disyatat, P.: Global Imbalances and the Financial Crisis: Link or 
No Link? BIS Working Papers No. 346, May 2011. 

Cecchetti, S. G., Mohanty, M. S., Zampolli, F.: The Real Effects of Debt. 
BIS Working Papers No. 352, September 2011.

www.bankofengland.co.uk


59
NBS

Financial Stability RepoRt
may 2012

A N N E X  1

Dumas, C.: Before the American Phoenix – the Ashes. In: Full storm 
ahead. World economic forum special report. Lombard Street 
Research, January 2012. 

Giavazzi, F., Spaventa, L.: Why the Current Account May Matter in a Mon-
etary Union: Lessons from the Financial Crisis in the Euro Area. In: Be-
blavý, M., Cobham, D., Ódor, Ľ.: The Euro Area and the Financial Crisis. 
Národná banka Slovenska and Cambridge University Press (2011).

Hajnovič, F., Zeman, J. Žilinský, J.: Consolidating Efforts of the Govern-
ment and the Critical Level of Government Debt in the EU and Slova-
kia. Research project of Národná banka Slovenska, MIMEO.

Juselius, M., Kim, M.: Sustainable Financial Obligations and Crisis Cycles. 
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1831262, 
May 2011.

Koo, R. C.: The World in Balance Sheet Recession: Causes, Cure, and 
Politics. Real-World Economic Review No. 58, http://www.paecon.
net/PAEReview/, 2011

International Monetary Fund: Global Financial Stability Report, April 2012. 

McKinsey Global Institute: Debt and Deleveraging: Uneven Progress on 
the Path to Growth. McKinsey and Company, January 2012. 

Office for Budget Responsibility: Economic and Fiscal Outlook. 
http://budgetresponsibility.independent.gov.uk/, November 
2011. 

Perkins, D.: Goldilocks is (Still) Dead. Lombard Street Research, 10 
February 2012.

Rajan, R. G.: Fault lines: How Hidden Fractures Still Threaten the World 
Economy. Princeton University Press, 2010.

Reading, B.: How and Why Will the Global Savings Glut End? Lombard 
Street Research, 8. February 2012.

Reinhart, C. M., Rogoff, K. S.: Growth in a Time of Debt. NBER Working 
Paper Series No. 15639, January 2010. 

Reinhart, C. M., Rogoff, K. S.: This Time is Different. Princeton University 
Press, 2009.

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1831262
http://www.paecon.net/PAEReview/
http://www.paecon.net/PAEReview/
http://budgetresponsibility.independent.gov.uk/


60
NBS

Financial Stability RepoRt
may 2012

A N N E X  2

Chart 82 Net exports and per capita GDP of 
the EU-15 countries (1980-1998)

Source: Eurostat, IMF Direction of Trade, NBS calculations. 
Note: GDP (1995), trade balance (1980-1998).
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2 maCroeConomiC imbalanCes in euro area 
Countries and the position of slovakia

anna strachotová60

60 Any views or opinions presented 
in this article are solely those of 
the author and do not necessarily 
represent the official position of 
Národná banka Slovenska.

61 The convergence achieved in the 
past ten years of the euro euro and 
the persisting disproportions are 
analysed by in an EC report (2008).

The financial and economic crisis has severely 
hit the economies of EU countries and increased 
the risks that macroeconomic imbalances pose 
to financial stability. The functioning of the euro 
area has also been hard hit by the crisis. At the 
aggregate level, the position of the euro area vis-
à-vis abroad may seem to be stable, but there 
are marked differences in positions of individual 
Member States. The monetary union has creat-
ed a framework for convergence only in certain 
areas. The historical differences have remained 
unchanged within the euro area; in certain ar-
eas they have even deepened to a significant 
extent.61

The growing macroeconomic imbalances, which 
cause serious problems in numerous EU coun-
tries and induce negative market reactions, mo-
tivated the European authorities to strengthen 
the supervision of public finances and to de-
velop a new procedure for monitoring the ex-
ternal and internal imbalances of countries and 
preventing further deterioration in this area. This 
article presents a brief survey of the imbalances 
in euro area countries, the procedure adopted 
for tackling macroeconomic imbalances, and the 
potential problems with its application. The arti-
cle also assesses the strengths and weaknesses 
of the Slovak economy; in general, the paper as-
sesses its outlook for 2012 as positive.

2.1  imbalancEs in Euro arEa 
countriEs

The current imbalances are attributable to long-
term structural differences between the individ-
ual economies, which deepened still further after 
the establishment of the monetary union. In ex-
ternal imbalances, which are formed by deficits 
and surpluses in the current account balances of 
15 ‘old’ EU Member States, there has been a his-
torical trend of the net exports copying the dif-
ferences in income between these countries (in 
terms of GDP per capita). Net financial flows from 

major advanced countries (Germany, France, Bel-
gium, Netherlands, Finland, Austria) were chan-
nelled to countries with below-average GDP per 
capita (Greece, Portugal, Spain). This trend had 
started well before the euro area came into ex-
istence; after its birth the trend intensified still 
further (Ahearne, von Hagen, Schmitz 2007). 
Among EU countries that have not joined the 
euro area, such intense financial flows have not 
developed. 

Financial markets have been integrated within 
the euro area. This has led to more intense capital 
flows, which are not necessarily connected with 
the movement of goods and services. Numer-
ous studies suggest that the bilateral holdings of 
debt and equity securities within the euro area 
have increased much more than in the case of 
EU countries outside the euro area (Lane, 2006), 
(Lane, Milesi-Ferreti, 2007). Euro area investors 
have reduced their holdings of domestic securi-
ties (home bias) and increased the holdings of 
securities from other euro area countries. Thus, 
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Chart 84 Long-term real interest rates (%)

Source: Ameco. 
Note: Price index – GDP deflator.

Chart 85 Real labour productivity (EUR/hour) 

Source: Eurostat.

Chart 83 Net exports and per capita GDP of 
the EU-15 countries (1999-2009)

Source: Eurostat, IMF Direction of Trade, NBS calculations.
Note: GDP (2005), trade balance (1999-2009).
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the flow of funds from rich to poorer countries 
has intensified. With the euro area coming into 
being, the debtor / creditor positions of the 
member countries have deepened. 

Countries with a lower rating (investment grade) 
such as Ireland, Portugal, Spain, and Greece re-
corded a marked fall in interest rates after joining 

the euro area. A fall in risk premia, accompanied 
by downward movements in real interest rates 
as a result of persistently high inflation, caused 
a sharp fall in the costs of financing for these 
countries. 

Easy access to cheap sources of financing has 
led to an increase in public sector debt. The fall 
in the costs of financing and demand for euro-
denominated government securities, together 
with tax revenues of a cyclical nature62, provided 
motivation to ease fiscal discipline. This is also 
indicated by the fact that disposable resources 
were used for public debt refinancing, while the 
pressure for debt principal reduction weakened.

Little attention was paid to the fact that, in the 
private, sector, these funds were allocated to less 
productive parts of the economy (i.e. non-trad-
able sectors), mainly to the real estate and con-
struction sectors, where they exerted upward 
pressure on price levels. The steep rise in real 
property prices (along with a rise in the prices of 
other assets) resulted in price bubbles. 

Current account imbalances were accompanied 
by long-term differences in competitiveness be-
tween euro area countries. The higher inflation 
in less productive economies eroded the com-
petitiveness of exporters. Labour productivity 
also showed persistent differences. 

62 Tax revenues related to the growing 
domestic demand and rising asset 
prices tend to decline during reces-
sion and slow economic growth, 
thus hampering the consolidation 
process.
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Chart 86 Spread between the current 
account balance and the net international 
investment position of euro area countries

Source: Eurostat, NBS calculations. 
Note: The current account balance and net international investment 
position of 17 euro area countries in relation to aggregate GDP.
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63 Net international investment posi-
tion expresses the creditor or debtor 
position of an economy vis-à-vis 
the rest of the world.

The main forms of imbalances, as described 
above, appeared in the individual countries in 
various forms. Ireland maintained its export 
performance, the country’s main problem was 
an asset price bubble and the banking sector’s 
indebtedness. Imbalances in Spain led to the 
loss of competitiveness and a rise in asset prices. 
Greece experienced unsustainable develop-
ments in public finances and rapidly growing 
private consumption. Portugal had problems 
with public finances, accompanied by weaken-
ing competitiveness.

Rapid growth in lending to the private sector 
and rise in property prices driven by excessively 
optimistic expectations were also experienced in 
some of the ‘surplus’ countries (Belgium, Nether-
lands, Luxembourg, and later Finland).

Financial market integration in the euro area took 
place at the time when the international financial 
system was being modified through financial in-
novations, mainly in the market for asset securiti-
sation. Euro area countries with a well-developed 
financial sector (and a trade surplus within the 
euro area) acted as financial intermediaries in 
relation to other euro area countries (Waysard, 
Ross, and de Guzman 2010). Apart from their own 
resources, these countries obtained funds from 
abroad (i.e. outside the euro area) and channelled 
these funds to countries with a deficit. 

The downturn in international financial markets 
in 2007 and the collapse of international liquidity 
markets in 2008 spilt over to Europe via the exist-
ing links between financial institutions, brought 
the credit boom to an end, and triggered an eco-
nomic recession.

The economic crisis in Europe and decline in 
global trade brought about changes in the cur-
rent accounts of euro area countries. The ‘defi-
cit countries’ recorded a sharp fall in domestic 
demand, which significantly contributed to the 
decline in net exports in ‘surplus countries’. This 
was accompanied by a marked increase in un-
employment in most countries.

According to these developments, a reduction in 
external imbalances was to be observed. However, 
the existing imbalances have instead been shifted 
to appear in the structure of balance of payments 
capital account financing. The external imbalanc-

es are illustrated in Chart 86. Growing imbalances 
are reflected in the widening of spreads in current 
account balances within the euro area. Imbal-
ances culminated in 2007, and then diminished. 
The spreads of the net investment positions63 in-
creased, too. They started to grow after 1997, with 
a significant acceleration from 2003 onwards. 
While the current account balance differences 
had diminished by 2011, the cumulated debtor 
and creditor positions still show differences.

From the view of financing, the problem of imbal-
ances still exists. This is associated with the fact 
that, since the start of the financial and economic 
crisis, the flow of private capital has reversed: from 
the peripheral countries back to the core euro 
area countries (Germany, Belgium, Netherlands). 
Owing to the shortage of private funds, private 
funding has been replaced by liquidity financing 
by the ECB, which increases the debtor positions 
of national central banks, mainly in countries with 
substantial need for financing (Ireland, Greece, 
Portugal, and, since end-2011, Italy and Spain). 
Owing to this way of financing, the euro area man-
aged to avoid extreme fluctuations, and financial 
flows from the central bank stabilised (practically 
supplied) the financial markets, thus maintaining 
the previous levels of economic activity (Bornhors, 
Mody 2012, Merler, Pisany-Ferry, 2012).
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Chart 87 Competitiveness (5-year % change 
in export market shares)

Source: Eurostat.  
1) Denotes countries that are not evaluated within the scope of a 
macroeconomic imbalances procedure. 
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Outlook for normalisation is very uncertain for the 
time being; the conditions in the banking sector 
will probably need more time to normalise, before 
trading in the interbank market64 is fully restored. 
The situation became even more complicated at 
the end of 2011, when debt problems in certain 
sovereign countries (as implicit guarantors of sta-
bility in the corporate sector) culminated.

The interpretation of imbalances in euro area 
countries has changed over the past years. In the 
first years of the euro area, imbalances (specifi-
cally current account balance differences) were 
considered to be a sign of convergence and 
a natural result of the existence of the economic 
and monetary union, where market integration 
eliminated barriers for the free movement of 
goods, services and capital, i.e. removed curren-
cy conversion costs, risk premia, and exchange 
rate risks (Blanchard, Giavazzi, 2002). 

A growing current account deficit may be justi-
fied if the conditions for convergence are satis-
fied, i.e. if investment leads to growth in the 
economy’s production potential, which, after 
a certain time, starts to ‘dissolve’ the accumulated 
deficits through export growth. Such a ‘good def-
icit’ scenario, however, has not developed. A fur-
ther increase in imbalances between euro area 
countries showed that this type of imbalances 

64 Apart from ECB funds, Greece, 
Ireland, and Portugal are funded 
from financial loans from the EU 
and IMF, because these countries 
cannot obtain market financing at 
reasonable costs.

65 In Spain and Greece. Portugal 
stopped converging in 2002. 
Ireland had reached the level of the 
EU-15 before the euro area came 
into existence.

66 The growing imbalances at 
a global level were first ascribed 
to the growing volume of savings 
in developing countries. Borio and 
Dysiatat strongly disagree with this 
opinion. 

67 Reducing imbalances at a global 
level is also part of the G20 agenda. 
The large European economies – 
France and the United Kingdom 
(countries with an external deficit) 
and Germany (a country with a sig-
nificant surplus) – have undertaken 
to correct their positions (imbal-
ances) under IMF supervision.

68 This was discussed in detail in the 
annex to the Financial Stability 
Report for H1/2010: New European 
Framework for the Protection of 
Financial Stability. 

was not as harmless as previously expected. In 
fact, a situation emerged in which investors were 
unable to adequately assess the potential risks. 
While before monetary union at least some of 
the countries65 had converged to some extent, 
growth before the crisis based on unsustainable 
conditions and than sharply reversed has ques-
tioned the achieved degree of convergence. 

The current opinion is that the causes of imbal-
ances (as seen in the last decade) – in the euro 
area, as well as at a global level66 – lie in finan-
cial globalisation and in the functioning of the 
international financial system, where ‘innova-
tions’, accompanied by a trend of reducing the 
regulation of activities in the financial sector, led 
to unlimited and uncontrolled growth in the area 
of financing (Borio, Disyatat, 2011) and to growth 
in the unregulated part of the financial sector, 
which is free to enjoy the benefits of its activities 
to the detriment of others (free riding).

2.2  mEasurEs to corrEct ExcEssivE 
imbalancEs at Eu lEvEl

The growing imbalances67, representing a serious 
problem in numerous EU countries, and the ab-
sence of effective fiscal supervision motivated the 
European Commission to prepare a package of 
corrective measures. The Stability and Growth Pact 
has been supplemented with a set of new rules for 
economic and fiscal supervision (i.e. Six-Pack, ap-
proved by the European Parliament in October 
2011). The measures are designed to strengthen 
fiscal discipline, to identify and correct risky eco-
nomic developments, to stabilise the European 
economy, and to avoid another crisis in the EU. The 
given situation also provided a stimulus for initia-
tives to reform the financial regulation mechanism 
in the EU, which led to the creation a new Euro-
pean framework for financial supervision.68 

For the new set of rules on enhanced EU econom-
ic governance – macroeconomic surveillance by 
European authorities of the sources of imbalances 
in Member States – imbalance is defined as any 
trend leading to macroeconomic developments 
which unfavourably affect or which may unfavour-
ably affect the proper functioning of the economy 
of a Member State, the Economic and Monetary 
Union, or the Union as a whole; excessive imbal-
ances are defined as serious imbalances, includ-



64
NBS

Financial Stability RepoRt
may 2012

A N N E X  2

box 1

ing imbalances which may jeopardise the proper 
functioning of the Economic and Monetary Union 
or which represent such a risk.69

The surveillance of macroeconomic imbalances 
basically started with the first annual Alert Mech-
anism Report, which was published in February 
2012. The role of the alert mechanism is to work as 
an initial screening device enabling the Commis-
sion to identify Member States where it consid-
ers that developments warrant further in-depth 
analysis to determine whether imbalances exist or 
risks are emerging. The alert mechanism is based 

on the economic reading of a scoreboard of ten 
indicators70, covering the main sources of macr-
oeconomic imbalances (Box 1). The scoreboard 
is intended to serve as an early warning system, 
on the basis of which it is possible to assess, after 
a detailed analysis, whether the potential imbal-
ances are problematic or they pose no risk to the 
stability of the country/euro area). The European 
Commission emphasises that other relevant in-
formation is also taken into account in the evalua-
tion. In addition to historical data, the most recent 
developments (up to 2010 in the first evaluation) 
and forecasts are taken into account, too.

69 Legislative decision of the Euro-
pean Parliament of 28 September 
2011 concerning the draft directive 
of the European Parliament and of 
the Council on the prevention and 
elimination of macroeconomic 
imbalances. MEMO/11/898.

70 The composition of indicators 
is subject to changes, and not 
final. According to the European 
Commission, the table will be sup-
plemented with indicators for the 
banking and financial systems of 
countries.

71 Greece, Ireland, Portugal (and Ro-
mania) are already under strict eco-
nomic supervision within the scope 
of the financial aid programme of 
the European Commission and the 
IMF. Hence, these countries were 
not evaluated. 

72 The results of in-depth country 
analysis were published on 30 May 
2012. The Commission's analyses 
have revealed that 12 EU Member 
States are faced with macroeco-
nomic imbalances, which need 
to be monitored and corrected. 
The Commission have also noted 
that the imbalances are being 
mitigated. This is indicated by 
decreasing current account deficits, 
converging unit labour costs, 
declining lending, and corrections 
in housing prices. In numerous 
cases, the accumulated imbalances 
are still high, mainly private and 
public sector debts. The Commis-
sion, however, did not propose an 
excessive imbalance procedure for 
any of these countries.

scorEboard of indicators

external imbalanCes and Competitiveness

•  three-year average of the current account 
balance as a percentage of GDP, with 
a threshold of -4/+5%;

•  net international investment position as a per-
centage of GDP, with a threshold of -35%;

•  three-year percentage change in the real ef-
fective exchange rate based on HICP defla-
tors, relative to 35 industrial countries, with 
a threshold of -/+5%; 

•  five-year percentage change in export mar-
ket shares, with a threshold of -6%;

•  three-year percentage change in nominal 
unit labour costs, with a threshold of +9%;

internal imbalanCes

•  year-on-year percentage change in resi-
dential property prices, with a threshold of 
6%;

•  private sector credit growth as a percent-
age of GDP, with a threshold of 15%;

•  private sector debt as a percentage of GDP, 
with a threshold of 160%;

•  public sector debt as a percentage of GDP, 
with a threshold of 60%;

•  three-year average of the unemployment 
rate, with a threshold of 10%.

Source: Alert Mechanism Report, EC 2012.

In the first annual Alert Mechanism Report, the 
Commission proposed 12 EU Member States, 
the macroeconomic situation of which warrants 
deeper analysis in terms of exposure to imbal-
ance-related risks. These countries are belgium, 
cyprus, finland, france, spain, italy, slove-
nia71, and five non-euro area countries: Bulgaria, 
Denmark, Hungary, Sweden, and the United King-
dom. A more in depth analysis of these countries 
is expected to identify the causes of the current 
situation. On the basis of such in-depth examina-
tion, the Commission will assess whether or not 
imbalances already exist and whether or not they 
are harmful. If necessary, the Commission will is-
sue economic policy recommendations for cor-
rective measures. If the macroeconomic imbal-
ances are assessed as serious, the Commission 
may enforce an Excessive Imbalance Procedure72.

Slovakia belongs to the group of countries, which 
were evaluated as positive in general. Hence, no 
in-depth analysis is required this year. Slovakia 
and other EU countries will receive a package of 
fiscal and macroeconomic policy recommenda-
tions under the European Semester.

2.3 dEvElopmEnts in slovakia

In the first evaluation of countries by the EC 
Slovakia was not included in the group of coun-
tries that needed to be verified for the existence 
of imbalances. Of the new euro area Member 
States, potential problems were indicated in the 
case of Cyprus and Slovenia. In the following 
part, the article summarises the areas in which 
the position of Slovakia is relatively strong and 
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Chart 88 A decomposition of trade balance 
of selected euro area countries (EUR billions)

Source: IMF DOTS, Eurostat. 
Note: Average for the period 2008-2011. 

Chart 89 Trade balance (% of GDP)

Source: Ameco, NBS calculations. 
1) Countries that are not evaluated within the scope of a macr-
oeconomic imbalance procedure. 
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the problematic areas in which potential imbal-
ances may develop. 

external imbalanCe 

The external position of Slovakia has shown 
a tendency to improve in the recent period. 
The strong feature of Slovakia is its growing 
export performance. Manufacturing in Slovakia 
accounts for a relative large share of GDP (ca 
35%), especially the production of transport ve-
hicles, which are in great demand in developing 
countries. This was a major factor in the recov-
ery of GDP growth after the crisis in 2009. In the 
long term, Slovakia belongs to countries which 
maintain a trade balance surplus in relation to 
other euro area countries (Chart 88). The overall 
deficit in trade in goods and services (Chart 89) 
was caused by a deficit vis-à-vis the rest of the 
world.

The growth in net exports caused a fall in the 
current account deficit. Since the start of reces-
sion (2009), the current account deficit has de-
creased. This was due to an improvement in 
the balance of goods and services. The current 
economic growth, which is slower than before 
the crisis, has led to lower return on investment, 
which is reflected in a smaller income balance 
deficit (caused by lower dividend payments to 
foreign investors). 

For the improved trade balance (a flow variable) 
to be reflected in the country’s net investment po-
sition (a stock variable), the current trend needs to 
be maintained in the long term. At present, Slova-
kia’s negative net investment position is relatively 
high (Chart 90): it exceeds the threshold recom-
mended in the scoreboard (-35% of GDP). In the 
European Commission’s evaluation, however, the 
relatively favourable structure of this indicator was 
probably also taken into account (i.e. the relatively 
large share of the asset component). Excluding 
foreign direct investment, the negative net invest-
ment position of Slovakia stands at 9% of GDP.

Competitiveness of slovakia 

Slovakia belongs to the most open economies in 
the euro area, with a ratio of exports and imports 
to GDP at the level of 190%. Exports are domi-
nated by goods, the share of services is extreme-
ly small (10%). The market share in global trade 
shows a growing tendency, though the pace of 
growth has been slackening in the last few years 
(Chart 87). Non-price factors also play a certain 
role; Slovakia has an advantage in capital-inten-
sive goods production. A positive trend is the ori-
entation to goods with a higher value added.

The indicators of competitiveness as defined in 
the EC scoreboard show some signs of a weaken-
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Chart 90 Net international investment 
position (% of GDP) 

Source: Eurostat (2010). 
1) Countries that are not evaluated within the scope of a macr-
oeconomic imbalance procedure. 

Chart 91 Real exchange rate and current 
account balance

Source: Eurostat. 
Note: Real exchange rate based on HICP, 3-year change, current 
account – three-year average.
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ing trend in competitiveness. The real effective 
exchange rate based on HICP deflators rose rela-
tively steeply in the period under review (Chart 91). 
This rise, however, was influenced by the fact that 
a three-year change includes the nominal revalu-
ation of the SKK under ERM II before Slovakia’s en-
try into the euro area. The increase in unit labour 
costs was concentrated in the non-tradable sec-
tor; unit labour costs in export-oriented sectors 
increased more moderately. The country experi-
enced rapid growth in labour productivity.

Competitiveness can also be assessed on the 
basis of models that estimate the equilibrium 
exchange rate. Apart from shorter periods, in 
which the equilibrium rate was overvalued, the 
exchange rate fluctuated within the equilibrium 
range, so it is not expected to induce imbalanc-
es in the economy. After the nominal exchange 
rate of Slovak koruna against the euro had been 
fixed, the real exchange rate was temporarily 
overvalued in 2009, owing to a deterioration in 
the economic fundamentals as a result of the 
consequences of the financial crisis in the real 
economy. The real exchange rate, however, re-
turned to its equilibrium level already in the fol-
lowing year as a result of the country’s negative 
inflation differential vis-à-vis its trading partners 
(Gylánik, 2012). Zeman (2004) also pointed out 
that the real effective exchange rate of the Slovak 

currency (based on manufacturing prices) was 
undervalued at the end of 2011 in relation to its 
equilibrium level, mainly because productivity in 
Slovakia grew more rapidly than abroad. 

Babecký, Bulíř and Šmídková (2011) also pointed 
out a deviation from the equilibrium state in the 
case of Slovakia at the end of 2009. A simula-
tion model for the period 2010-2014, however, 
indicates that the real exchange rate may follow 
a sustainable rising trend, i.e. net exports are 
high enough for external debt service financing.

De Broeck, Guscina and Mehrez (2011) moni-
tored the competitiveness of Slovakia on the ba-
sis of unit labour costs at a disaggregated level. 
The authors arrived at the conclusion that, in the 
majority of manufacturing sectors, the country 
was competitive in the years 2000-2007, unit la-
bour costs were lower than required by the rel-
evant sectoral standards, and competitiveness 
increased in most of the sectors. 

The appreciating trend in the equilibrium ex-
change rate is connected with the convergence 
of the domestic economy in nominal terms, 
which is based on the country’s macroeconomic 
fundamentals. Real exchange rate appreciation 
is expected to continue without threatening the 
economic equilibrium.
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the domestiC environment

The financial crisis has not induced serious imbal-
ances in Slovakia, because the domestic financial 
sector is exposed to risky assets to a lesser extent 
and the local financial market is relatively small. 
Credit financing from foreign sources is not as 
widespread as in the rest of the region. A wave of 
optimism that followed the country’s entry into 
the EU resulted in a credit boom (as from 2004). 
This started from a very low level so the private 
sector debt is still low in comparison with other 
euro area countries. Indebtedness, however, 
should be assessed in relation to the debtors’ 
disposable incomes.

Compared with the rest of the euro area, prop-
erty price dynamics and construction activity 
were also weaker in this sector. Even though real 
estate activities caused an increase in non-per-
forming loans, the banking sector managed to 
handle the situation.

In the domestic environment, there are signs of 
potential macroeconomic imbalances. The un-
employment rate is persistently high. Since the 
share of long-term unemployment is high, this 
problem is of a structural nature in Slovakia. The 
increased unemployment since the start of the 
crisis can be ascribed partly to the labour market 
legislation, which is more liberal than in other 
euro area countries. Another potential risk is the 
trend in public sector indebtedness. The public 
sector debt is still very unstable. In the past, debt 
reduction used to be achieved through eco-
nomic growth, with the help of debt and deficit 
consolidation (using privatisation proceeds and 
Treasury resources). The management of public 
finances has no experience with the generation 
of primary surpluses. 

2.4  opEn QuEstions rElating to 
thE macroEconomic imbalancE 
procEdurE and its EffEctivEnEss

This initiative of the European Commission was 
not accepted unanimously by the professional 
public. The Procedure is supported by studies 
that identified a relationship between the grow-
ing external imbalances and the inappropriate 
structural policies (Furceti, Guichard, Rusticelli, 
2011). Here, the Macroeconomic Imbalance Pro-

cedure may be helpful, mainly in areas where 
the corrective measures are within the compe-
tence of national authorities (adjustments to 
the labour and product markets). The structural 
policies that may influence the occurrence of ex-
ternal imbalances include current and capital ac-
count liberalisation and financial integration, i.e. 
areas where national authorities currently have 
no appropriate tools to offset the effects of lib-
eralisation. 

Imbalances, however, are not necessarily caused 
by domestic factors. There are opposing voices ar-
guing that monitoring should focus primarily on 
the prevention of uncontrollable credit growth 
in the economy (Giavazzi, Spaventa, 2011). It is 
not important in which sector the credit growth 
is concentrated. The financial crisis has shown 
how problems arising from excessive indebted-
ness can spill over from the private sector to the 
public sector (acting as an implicit guarantor for 
large private debtors). Imbalances are caused 
mostly by the financial sector and by highly vola-
tile capital flows within this sector (portfolio in-
vestments, interbank operations), rather than by 
the movement of goods and services, which is 
far more stable. The corrective measures should 
therefore focus on the financial market and its 
institutions. 

In regard to the fact that credit resources that 
may cause imbalances come mostly from abroad, 
there is a need for international initiatives in this 
area, including the coordination of regulatory 
and surveillance activities. The first step was the 
creation of a common regulatory authority at 
the EU level. In order to restrict the possibility of 
using regulatory arbitrage in the regulated part 
of the financial sector, it will be necessary to co-
ordinate the conduct of financial surveillance at 
higher levels, too. A framework for coordinated 
surveillance should be provided by the G-20 
group. An open question is the future of the un-
regulated part of the financial sector, which is 
free to act irresponsibly to the detriment of oth-
ers (free riding). 

Another open question relating to the Excessive 
Imbalance Procedure is the need for closer inte-
gration within the EU and the related risk that 
the sovereignty of individual Member States 
may be restricted to some extent in connection 
with this procedure. Its application in real life will 
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show whether the Commission has the power 
to force the Member States to adopt specific 
structural reforms, e.g. labour market liberalisa-
tion, product/services market liberalisation, or 
specific tax reforms (e.g. real estate tax reform). 
Certain areas cannot even be influenced directly 
through economic policy instruments. Another 
question is how much time is needed for the 
measures adopted to produce results; the time 
needed may be long or unpredictable. Further-
more, it will be difficult to verify the implementa-
tion of specific measures recommended within 
the scope of an Excessive Imbalance Procedure.

The second round of open questions relate to 
the range of indicators, on the basis of which the 
countries will be evaluated. Although the EC em-
phasises that the scoreboard indicators will not 
be interpreted mechanically and that the thresh-
old values are indicative only, there is a risk that 
the evaluation may be distorted. If, for example, 
the net investment position of a country is sta-
ble, there may be inconsistencies in the struc-
ture of assets and liabilities in terms of maturity, 
currency structure, or counterparty. If a country 
is hit by a financial shock, such inconsistencies 
may pose a risk to its financial stability. Similarly, 
various indicators of the real effective exchange 
rate in relation to various trading partner groups, 
may provide conflicting information about the 
country’s competitiveness (Bayoumi, Harmsen, 
Turunen, 2011).

A certain problem is also related to the method 
of balance of payments data reporting (competi-
tiveness is evaluated on the basis of such data). 
The data are compiled on the principle of resi-
dency (data from a specific country contain the 
operations of entities which are registered in 
that country as residents). As a result of globali-
sation, there is a growing number of suprana-
tional corporations. More and more companies 
transfer part of their production process abroad. 
This often results in a very complex system of in-
terconnected production units operating in vari-
ous countries. Statistical distortions, which may 
arise from the assignment of the total value of 
goods to the last country in the production chain 
may conceal the actual size of a bilateral trade 
imbalance. Mainly in the case of countries and 
sectors that use such a business model (Eurostat 
2009), the export market share and competitive-
ness reported according to the residency princi-

ple may be substantially distorted. Similarly, the 
actual volume of trade73 may be distorted by the 
convention that the first country in the case of 
unloading (export) or the last one in the case of 
loading (import) is reported as ‘trading partner’. 
Such distortions may lead to an incorrect as-
sessment of the situation. If a country receives 
recommendations for imbalance correction on 
the basis of a distorted evaluation, the measures 
proposed may be inappropriate and ineffective.

It would be better to record such activities ac-
cording to the national principle (at the level of 
the parent company), and to register them at 
a supranational level. Statistics is lagging behind 
in this respect. Another possibility, initiated by 
the WTO and OECD, would be to record trade on 
the basis of the value added, which would bet-
ter express the contribution of trade to domestic 
value added creation, revenues and employment 
(WTO, 2011).

In the previous chapters, we endeavoured to 
show how significant role the financial sector 
is playing in the development of imbalances. In 
the first evaluation, financial sector indicators 
were relatively poorly represented in the score-
board of indicators and indicative thresholds. 
(The scoreboard is planned to be extended to 
include such indicators next year). Little atten-
tion was paid to the impact of capital account 
developments, which are much more volatile 
than the flows recorded in the current account 
and are likely to have a destabilising effect on 
the economy. Since EU countries are closely in-
terconnected via financial flows (as well as their 
major financial institutions), their bilateral finan-
cial positions should be monitored. In the case of 
certain countries, the supply of such information 
is not covered statistically to a sufficient extent 
(Waysard, Ross, de Guzman, 2010). 

ConClusion

In terms of macroeconomic imbalances, Slova-
kia does not belong to the risky economies for 
the time being. Slovakia uses its trade balance 
surplus to offset its financial liabilities that were 
accumulated in the past. It is possible to assume 
that the basic idea of convergence is being ful-
filled. Slovakia has an advantage in the area of 
export growth, which is currently stabilising 
the external position of the country. In terms of 

73 This is why import and export 
volumes are so high in the Nether-
lands, where the most important 
European commercial port is 
located, i.e. the Rotterdam effect. 
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competitiveness, Slovakia’s main advantage is its 
growing export market share, which recorded 
the steepest increase within the euro area. The ef-
fective exchange rate indicator recorded a sharp 
rise, which can be viewed as problematic, but this 
rise was supported by the country’s macroeco-
nomic fundamentals. A persisting problem is the 
high unemployment rate. Despite this problem, 
the country is prepared for dynamic growth. The 
labour market conditions are far more flexible 
than in other euro area countries – both in terms 
of employment termination and wage flexibility. 
A potential risk is the rising public sector debt, 
which has not yet been stabilised.

The European Commission’s effort to ensure that 
fiscal discipline in the Member States is further 
strengthened can be understood and support-
ed. Structural policy adjustments could help to 
eliminate the macroeconomic imbalances. The 
situation in the EU, as well as in the euro area, 
is to be assessed in connection with global im-
balances. Owing to the close financial links – 
between countries and between their financial 
institutions – the corrective measures can be ef-
fective only if they are coordinated at the supra-
national level.
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abbreviations

AFS available-for-sale securities portfolio
CDS  Credit Default Swap 
CPI  Consumer Price Index
D/E Debt to Equity Ratio
EBA  European Banking Authority
ECB  European Central Bank
EFSF European Financial Stability Facility
EU European Union
FED Federal Reserve System
GDP Gross Domestic Product
HTM hold-to-maturity securities portfolio
IMF International Monetary Fund
MB  mortgage bonds
LTRO long-term refinancing operations
MFI  monetary financial institutions
NAV Net Asset Value
OECD Organisation for Economic Cooperation and Development
PFMC  Pension Asset Management Company
PMI Purchasing Managers Index
ROA Return on Assets
ROE Return on Equity
SO SR Statistical Office of the SR
SPMC Supplementary Pension Asset Management Company
UR+ Universal Register Plus
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