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Foreword

The financial sector is deemed to be stable when 
it is able to smoothly fulfil its core functions, 
even amidst substantial adverse shocks in the 
external or domestic economic and financial 
environment. At the same time, financial sector 
stability is perceived as a necessary condition for 
sound functioning of the real economy. Národná 
banka Slovenska (NBS) contributes to the stabil-
ity of the whole financial system in Slovakia, in 
particular through its role as the financial market 
supervisory authority. 

Národná banka Slovenska believes that an impor-
tant aspect of its contribution to financial stabil-
ity is to keep the public regularly informed about 
financial sector stability and about any trends 
which could jeopardise that stability. Awareness 
and discussion of such issues is essential, particu-
larly since financial stability is affected not only 

by financial sector institutions, but also by the 
behaviour of other non-financial corporations 
and individuals. Hence Národná banka Sloven-
ska publishes a biannual Financial Stability Report 
(FSR) that primarily identifies the main risks to the 
stability of the Slovak financial sector. 

The aim of the FSR is to provide clear and easy 
to follow information about the development 
of factors affecting financial stability in Slovakia, 
with particular attention paid to the most sig-
nificant risks to stability. The FSR includes a sec-
tion on the implementation of macroprudential 
policy in Slovakia. 

A complementary detailed overview of develop-
ments and risks in the Slovak financial sector is 
provided by NBS in its annual publication enti-
tled “Analysis of the Slovak Financial Sector”.
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Executive summary

Positive developments in the domestic economy 
contributed to stability in the Slovak financial 
sector 
The situation in the Slovak financial sector dur-
ing the first eight months of 2014 was support-
ed by favourable developments in the domestic 
economy. In contrast to the previous period, 
economic growth was driven not by external 
trade but primarily by domestic consumption 
and investment activity. Recovery was observed 
in industrial production, as well as in the labour 
market, with real wages increasing in almost all 
sectors and unemployment falling. This situa-
tion was helped by the relative calm in global 
financial markets, which saw a  combination of 
asset price growth, low volatility, and easier ac-
cess to funding sources for both banks and large 
companies. 

Continuing retail loan growth was the most 
significant trend; lending to enterprises picked up, 
too 
The positive development of the domestic 
economy was also reflected in the financial 
market environment and particularly in the 
credit market. Growth in retail loans remained 
strong, and among some types of these loans, 
especially mortgage loans, it even acceler-
ated. The main factor behind this trend was 
the increasing affordability of housing, aided 
principally by falling interest rates and broad-
ly stable property prices. Much of the credit 
growth continued to be the result of borrow-
ers increasing the outstanding amount of their 
loans by refinancing at lower interest rates. 
The overall increase in retail loans was one of 
the highest in both the EU and in central and 
Eastern Europe. 

Loan demand from enterprises also picked up, 
and unlike in the previous period it grew also 
among private firms and not only state-owned 
enterprises. Interest rates on new loans to large 
firms are among the lowest in the euro area. 

Risks to the current situation nevertheless 
increased in the recent period 
The continuance of these trends in the domestic 
financial sector is, however, exposed to certain 
significant risks, and the recent period saw an 
increase in the probability of these risks materi-
alising. The risks lie in both the external and do-
mestic environment. 

Externally, the most significant risk is that the 
euro area economy experiences falling growth 
and possibly falls back into recession. To the 
detriment of the domestic economy is the fact 
that the negative trends are concentrated on 
major trading partners of Slovakia, including 
Germany. This situation reflects mainly low levels 
of domestic demand, weaker global economic 
growth, and the gradual escalation of geopoliti-
cal risks. In addition, the euro area is exposed to 
mounting disinflationary pressure. 

A further development is the emergence of im-
balances in global financial markets, evident in 
the form of price bubbles. Risk premia on many 
types of asset, including government bonds of 
euro area countries, remain low, even though in 
several countries the implementation of agreed 
fiscal consolidation targets has been deferred. 
Furthermore, the negative impact of any fur-
ther increase in investor risk aversion could be 
amplified by the decline in liquidity caused by 
structural changes in financial markets. This has 
become an increasing risk for certain domestic 
institutions and funds. In the context of the Slo-
vak financial market, this increase in risk expo-
sure has been most evident in the growth of the 
equity component. The portfolios of some funds 
have also seen an increase in the share of finan-
cial instruments with other risk features, particu-
larly structured or subordinated securities and 
non-investment grade securities. 

By contrast, the principal risk stemming from the 
domestic environment has been related to the 
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partial easing of credit standards amid strong 
competition in the retail loan market, which 
could lead to credit risk being underestimated. 
This risk concerns mainly the provision of loans 
with 100% loan-to-value ratios, the lack of in-
come verification in cases where loans are refi-
nanced with larger loans, and the prolongation 
of maturity periods (especially in the case of un-
secured loans). Furthermore, several banks have 
not been verifying whether borrowers would be 
able to repay loans provided at the current low 
interest rates in the event of an increase in rates. 
It should also be noted that the ratio of house-
holds’ loan burden to disposable income has 
increased more in Slovakia than in most central 
and eastern European countries and that the 
concentration of indebtedness in certain house-
hold groups is growing. 

These risks still did not, however, have a signifi-
cant upward effect on the amount of non-per-
forming loans during the period under review, 
although the retail sector reported a  moderate 
increase in the default rate. In the corporate sec-
tor as a  whole, credit risk did not increase, but 
the situation across its constituent sectors is 
heterogeneous. The commercial real estate sec-
tor in particular remains in an adverse situation. 
Detailed analysis of firm-level data showed, how-
ever, that banks are, on the whole, focusing their 
corporate lending on firms whose results are 
better than average. 

Some segments of the financial market, notably 
the insurance sector, may be negatively affected 
by the persisting environment of low interest 
rates. Even though the technical interest rate has 
fallen gradually, now down to 1.9%, it is becom-
ing increasingly difficult for insurers to deliver the 
returns guaranteed under insurance contracts 
entered into in past years. Furthermore, owing 
to continuing strong competition in motor insur-
ance, insurers are seeing income fall while costs 
remain unchanged. 

The current strong resilience to risks was 
supported by Národná banka Slovenska through 
its issuance of a recommendation on risks in the 
retail lending market 
Although Národná banka Slovenska does not as 
yet consider the risks related to developments 
in the retail lending market to be significant, it 
sought to prevent their further accumulation by 
issuing a  recommendation on several matters 
concerning the responsible provision of retail 
loans. The most important part of this recom-
mendation is that the share of new loans that 
have an LTV ratio exceeding 90% should be 
gradually reduced, and also that banks should 
verify whether borrowers would be able to repay 
their loans in the event of interest rates rising by 
2 percentage points. 

Capital ratios in the banking sector remain high, 
although they stopped increasing in the first half 
of 2014 when banks increased the share of prof-
its distributed to shareholders. Over the course 
of 2014 banks gradually implemented the Basel 
III rules, which for most banks did not have sig-
nificant repercussions. Although profit growth 
in the banking sector during the first half of the 
year was eroded by the sharp fall in retail lending 
rates, it remained relatively high in international 
comparison. Banks also reported rising credit 
risk costs in the retail sector. 

Looking at the risk-resilience of the banking sec-
tor, it is also necessary to note the results of the 
ECB’s comprehensive assessment with regard to 
the three largest Slovak banks. This assessment, 
which included an asset quality review and stress 
tests of banks, demonstrated the strong resil-
ience of these Slovak banks to potential adverse 
developments as well as their relative prudential 
approach to credit risk management. Important-
ly from the view of the stability of the domestic 
financial market, the parent undertakings of all 
domestic banks came through the testing suc-
cessfully. 



6
NBS

Financial Stability Report
november 2014

S U M M A R Y

Table 1 Overview of the most significant risks to the stability of the Slovak financial sector

Area
Risk Risk-amplifying factors Risk-mitigating factors NBS’s regulatory measures and  

recommendations

Risk of recession in 
the euro area 

Increase in credit risk 
costs in the event of 
adverse macroeconomic 
developments

In 2014 credit risk costs 
continued to increase in 
the retail sector despite 
falling interest rates and 
higher employment 

Relatively high solvency 
in the banking and 
insurance sectors 

Given the existing risks, banks are not 
expected to reduce their capital and are 
expected to meet the Pillar 1 regulatory 
capital ratio and the capital conservation 
buffer through their holdings of highest-
quality common equity Tier 1 capital 

Indirect impact of 
geopolitical risks, through 
trading partners, on 
domestic economic 
developments 

Higher sensitivity of 
banks to a downturn in 
the property market in 
the event of a worsening 
economic situation 

Higher share of retail loans 
with an LTV ratio close to 
100%

Property prices were 
relatively stable during 
the year, with no 
evidence of emerging 
imbalances in previous 
years

Recommendation A (NBS 
Recommendation No 1/2014 of 7 
October 2014)

Downward pressure 
on profits of banks and 
insurers 

The potential for further 
household lending growth 
is gradually diminishing 
and interest margins are 
falling 
New contribution 
obligations (ECB, SRM, 
DPV)

Weakened financial 
position of several parent 
undertakings of Slovak 
banks

Direct negative impact on 
banks’ parent undertakings 
owing to capital and credit 
linkages

Direct exposures of 
domestic financial 
institutions and funds 
to Russia and Ukraine 
are low 

Household 
indebtedness 

The increasing 
indebtedness of 
households could 
weaken this sector and 
consequently increase the 
banking sector’s sensitivity 
to a potential deterioration 
in the macroeconomic 
situation

Increasing concentration of 
borrowing among certain 
types of household

Recommendation F (NBS 
Recommendation No 1/2014 of 7 
October 2014)

Debt growth accelerated, 
while growth in household 
disposable income 
remained flat 

Real wage growth in 2014 Recommendations B and E (NBS 
Recommendation No 1/2014 of 7 
October 2014)

Risk of low interest 
rates 

Prolonged low returns 
on assets in insurers and 
funds; price bubbles in 
riskier assets

Increasing investment 
in riskier assets in global 
markets is heightening 
the risk that investor risk 
aversion will rise again 

Domestic financial 
institutions increasing 
their investments in riskier 
assets

Relatively low exposure 
of domestic financial 
institutions to emerging 
countries 

Losses or mounting 
problems in the economy 
as a result of banks being 
insufficiently prudent in 
their retail lending policy 

Marked drop in housing 
loan interest rates in 
November 2014

Increase in interest rate 
fixations 

Recommendation C (NBS 
Recommendation No 1/2014 of 7 
October 2014)
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Table 1 Overview of the most significant risks to the stability of the Slovak financial sector (continued)

Area
Risk Risk-amplifying factors Risk-mitigating factors NBS’s regulatory measures and  

recommendations

Risks arising from 
changing business 
practices

Potential strategic risk 
from increasing linkages 
between banks and 
financial intermediaries 

Pressure on banks to 
ease credit standards 
and shorten interest rate 
fixation periods 

Recommendation G (NBS 
Recommendation No 1/2014 of 7 
October 2014)

Risks arising from intensive 
price competition in the 
motor insurance market 

The current decline in 
comprehensive motor 
insurance premiums is 
unsustainable because it is 
generating losses 

Price competition in motor insurance 
should not impinge on the due payment 
of legitimate insurance claims 

Liquidity

Maturity mismatch 
between assets and 
liabilities

Widening mismatch 
between assets and 
liabilities and declining 
liquidity buffers

Adherence to minimal 
regulatory limit for liquid 
assets; sound funding 
structure 

Change in the set liquid asset ratio; 
banks are expected to meet the current 
and amended liquid asset ratio through 
standard trading operations

Risks of 
concentration, 
financial market 
interlinkages and 
contagion

Relatively high 
concentration in (part of ) 
the portfolio, or higher 
intra-group exposure, in 
certain institutions or funds 

The Slovak economy 
includes a relatively high 
degree of economic 
links between domestic 
firms; the largest of them 
could pose a threat to the 
solvency of certain banks

Banks should take a prudential approach 
to assessing economic links between 
customers and to the management of 
concentration risk in both their lending 
and deposit business; any higher degree 
of concentration risk should be covered 
by additional own funds, and/or by an 
additional liquidity buffer 

Negative consequences of 
rationalisation measures 
or strategic decisions 
implemented in domestic 
financial institutions by 
parent undertakings, and 
contagion risk

The value of profitability 
ratios in domestic banks 
is above the EU average

Source: NBS.
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1 	External conditions for financial stability 
Since publication of the previous Financial 
Stability Report (May 2014) there has been 
a slight worsening of conditions in the exter-
nal environment that affect financial stability 
in Slovakia. The global recovery is proceeding 
more slowly than was projected at the begin-
ning of 2014, with the euro area economy in 
particular still struggling to achieve positive GDP 
growth. Financial markets, by contrast, especially 
in advanced economies, have been experiencing 
a  period of mostly strong risk appetite and in-
creasing asset valuation, to the point that some 
segments are seeing signs of price bubbles. Fur-
thermore, these developments are playing out 
against a background of escalating geopolitical 
tensions. 

World economic growth in the recent period 
has been weaker than expected. This fact was 
reflected in the International Monetary Fund’s 
World Economic Outlook (IMF WEO) published 
in October. According to the WEO, global 
growth in both 2014 and 2015 will be lower 
than previously estimated. This downward re-
vision is largely a response to developments in 
the euro area, Japan, China and Latin America. 
On the other hand, the US economy’s weak per-
formance in the first quarter of 2014 was a sea-
sonal blip, as shown by its much stronger than 
expected growth in the subsequent quarter. 
Based on regular indicators, the recovery has 
continued to be robust in the second half of the 
year. Improving economic fundamentals in the 
United States allowed the Federal Reserve to 
gradually reduce monetary stimulus in the form 
of quantitative easing, with the asset purchase 
programme being tapered from early in the 
year and wound down completely at the end of 
October. 

The euro area‘s nascent recovery virtually came to 
halt in 2014
Developments in recent months suggest that 
the relative optimism about euro area eco-
nomic recovery which prevailed at the turn of 
the year was to some extent premature. Euro 
area GDP growth fell to 0.1% in the second quar-
ter of 2014, and, according to the flash estimate, 

it picked up only marginally in the third quarter, 
to 0.2%. The gravity of the situation is under-
scored by the fact that the downturn is caused 
mainly by large economies, including Germany, 
which in the second quarter saw its GDP con-
tract by 0.1% year-on-year. The IMF, in its latest 
reports, warns that the probability of the euro 
area sliding back into recession has increased to 
around 40%. 

The causes of this situation include, in addition 
to an inability to generate sufficient domestic 
demand (stemming inter alia from the ongoing 
repair of private and public balance sheets), 
two external factors. The first is the previously 
mentioned slowdown in the global economy, 
which accounted for the euro area’s weaker ex-
port performance. The second shock was the 
outbreak and gradual escalation of the Russia-
Ukraine crisis. The European Union’s economic 
sanctions against Russia and Russia’s counter-
sanctions had both a  direct impact, through 
restrictions on external trade, and, more sig-
nificantly, a  negative impact on consumer 
and business sentiment. A partial impact may 
already be seen in weaker manufacturing and 
in falling investment demand. However, the 
overall extent of the impact of these measures 
on the euro area economy will only become 
apparent in the following period. At the same 
time, economic agents are not ruling out a fur-
ther escalation of the Russia-Ukraine conflict 
and the possibility of further rounds of sanc-
tions, with the potential for even more nega-
tive repercussions. 

A combination of weak activity and falling 
energy prices accentuated the disinflationary 
trend in the euro area. Annual consumer price 
inflation in the euro area as a whole fell still fur-
ther, from a relatively low level, and in Septem-
ber stood at 0.3%. Furthermore, seven euro area 
countries saw their inflation rate fall to zero or 
turn negative in the period under review. In com-
parison with the previous period of decreasing 
inflation, one significant change occurred dur-
ing the summer. Up to then, long-term inflation 
expectations had been well anchored despite 
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Chart 2 General government debt and 
yields to maturity on ten-year bonds of 
selected euro area countries (%)

Source: European Commission forecast, Bloomberg.
Notes: The horizontal axis shows the expected level of public debt 
(per cent of GDP) in 2014, according to the European Commis-
sion's 2012 autumn forecast and 2014 spring forecast. 
The vertical axis shows the average yield to maturity on ten-year 
government bonds for 2012 and 2014. 
The arrows point from the 2012 data to the 2014 data. 

Chart 1 Euro area inflation 

Source: Eurostat, Reuters.
Note: Inflation and inflation expectations are in per cent. 
Inflation expectations are measured by five-year inflation swaps, 
five years forward.
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the falling inflation rate, but during the summer 
months these expectations started being revised 
down. 

These developments, along with those in 
other economic and monetary indicators, 
prompted the European Central Bank to 
adopt a series of measures to ease monetary 
policy further. In both June and September the 
ECB cut its key interest rate by 10 basis points, 
leaving it at 0.05%. The difference between the 
main refinancing rate and deposit facility rate 
was maintained by reducing the latter into nega-
tive territory, down to -0.2%. In addition, the ECB 
resorted to unconventional instruments of mon-
etary policy. The first of the targeted longer-term 
refinancing operations (TLTROs) was conducted 
in September. The borrowing banks have until 
September 2018, at the latest, to repay funds al-
lotted in the TLTRO providing they can demon-
strate in the meantime that the funds were used 
for lending to the real economy. If they cannot, 
the funds must be repaid by September 2016. 
The ECB also began supporting the euro area’s 
subdued credit market through purchases of 
simple and transparent asset-backed securities 
and covered bonds. This has been accompanied 
by growing expectations in financial markets 
that the ECB will in the end launch quantitative 

easing in the same way that other large central 
banks have already done. 

The progress of euro area periphery coun-
tries in fiscal consolidation efforts has been 
relatively strong so far in 2014. The situation 
in France is different, as its general government 
deficit will probably be higher in 2014 than in 
the previous year and its new draft budget as-
sumes that the threshold debt-to-GDP ratio of 
three percent will be met two years later than 
the original deadline under the excessive deficit 
procedure. Italy’s public deficit is also expected 
to be higher than in 2013. All highly indebted 
countries will find the process of repairing public 
finances increasingly difficult, owing to low real 
economic growth and falling inflation. The first 
half of 2014 saw high demand for government 
bonds of stressed euro-area countries, and the 
consequent low yields on this debt contributed 
in the short term to reducing the risk of the sov-
ereign debt crisis returning. The compression of 
sovereign credit spreads stands in contrast, how-
ever, to signs of longer-term economic stagna-
tion in the euro area and to the fact that public 
debt in these countries is expected to culminate 
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at higher levels than those projected during the 
peak of the turbulences in 2012. 

Although access to funding improved for euro area 
banks, lending activity and banking sector profits 
remained weak 
Among the relatively positive trends in the 
euro area is the improvement in banks’ access 
to funding. Amid greatly receding perceptions 
of the risk of an extreme event and resurgence of 
the sovereign debt crisis, funding for banks be-
came more accessible and cheaper. The more fa-
vourable sentiment towards banks stemmed also 
from the progress achieved in implementing the 
pillars of the banking union, including the Single 
Supervisory Mechanism and Single Resolution 
Mechanism. This may also have been a factor be-
hind the easing of credit standards for loans to 
non-financial corporations in the second quarter 
of 2014, which happened for the first time since 
the outbreak of the financial crisis and was also 
reflected in the lowering of customers’ inter-
est rates. There was likewise a narrowing of the 
difference between interest rates for customers 
from periphery countries and those in the rest 
of the euro area. Nevertheless, the annual rate of 
change in amount of loans to non-financial cor-
porations remained negative. One explanation 
may be the downward trend in expected infla-
tion, which particularly in certain countries can-
celled out the benefits of lower nominal interest 
rates. In an environment of persisting economic 
uncertainty, this situation may also be partly as-
cribed to the demand-side of the credit market, 
even though banks have seen a slight pick-up in 
demand for loans during 2014.

Although the profits of European banks in-
creased slightly in the first half of 2014, they 
remain low. Banks’ financial results are being ad-
versely affected by low interest rates in particular 
(since these are squeezing interest margins and 
returns on assets in general) and by still elevated 
costs of credit risk. The recent period has seen 
these costs increase to include costs for provi-
sioning against regulatory sanctions, whether 
already determined or expected, relating to the 
conduct of past activities. 

For almost the whole of 2014, the euro area 
banking sector was awaiting the results of the 
comprehensive assessment of banks that pre-
ceded the ECB’s assumption of supervisory 

tasks (see Box 1 for further details). It is widely 
assumed that the publication of these results at 
the end of October could be a significant mile-
stone in the recovery of the banking sector and 
in the laying the ground for a revival in lending. 
The assessment is expected to be significant in 
supporting transparency, the removal of uncer-
tainty about banks, the cleaning-up of balance 
sheets and, as necessary, the recapitalisation of 
more vulnerable banks. The key information in 
the published outcomes of the comprehensive 
assessment is that 25 of the 130 banks assessed 
would fail to meet the minimum capital require-
ment under the stress scenario, with their total 
capital shortfall standing at almost €25 billion. 
In the short period since this information was 
disclosed, the reaction in financial markets has 
been neither significantly negative nor positive. 

A whole range of financial instruments, 
particularly riskier ones, saw trend growth in the 
first half of 2014
The continuing period of low interest rates, 
maintained by central banks in advanced 
economies, has stimulated demand for riskier 
assets, and this development was particularly 
marked in the first half of 2014. Also contrib-
uting to the increasing risk appetite of investors 
was the significantly lower actual and expected 
volatility in most financial markets, similar to pre-
crisis levels. Thus prices climbed across a  wide 
range of assets, but there were also indications 
that investors, in seeking higher-yielding assets, 
were paying insufficient attention to the related 
risks and, as a consequence, asset price bubbles 
began to arise. This search for yield was evident 
in the significant and, more unusual still, excep-
tionally synchronised decline in risk premia on 
several markets, particularly in the United States 
and Europe. This compression was most pro-
nounced in credit markets. The lower the credit 
quality of assets, the higher were their prices in 
comparison with the past. Investors’ increasing 
readiness to take on even more risk was indi-
cated by non-price signals, including, for exam-
ple: the record issuance of lower-rated corporate 
bonds; the rising share of bonds and credits sub-
ject to issue and contractual terms that were less 
favourable to investors; increasing demand for 
structured products; and a return to riskier forms 
of securitised instruments. In the United States, 
where the equity market was beginning to show 
signs of overheating, large firms were borrowing 
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Chart 3 Developments in selected price 
indexes 

Source: Bloomberg.
Note: Rebalanced: 1 January 2010 = 100.
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from the money and bond markets in order to 
fund the purchase of their own stock or dividend 
payments. 

The risks inherent in these financial market 
trends relate mainly to the future normali-
sation of monetary conditions. While this is 
clearly a  distant scenario in the euro area and 
Japan, the situation is different in the United 
States, where the improving economic situation 
has given rise to the general expectation that the 
Federal Reserve will adjust its key interest rate 
sometime in mid-2015 and that thereafter it will 
raise the rate further in gradual steps. Given the 
importance of US financial markets to the global 
financial system, it may be expected that the in-
terest rate hikes would to some extent be trans-
mitted to other regions as well. For 	 those less 
creditworthy firms that in the recent period have 
been using looser credit conditions to obtain 
funding, an increase in interest payments could 
prove an unsustainable burden on their highly 
leveraged balance sheets. Banks and investors 
are therefore exposed to credit risk losses. 

Financial stability could be disrupted even 
more seriously if a  shock resulted in a  wave 
of risk repricing on global financial markets, 
accompanied by a  sharp increase in volatil-
ity, fire-selling of certain asset groups, and 
possible capital flight from emerging market 
economies. Like what happened in early sum-
mer 2013, such a  situation could be triggered 
by a  sudden reassessment of expectations for 
monetary policy developments in the United 
States. The assumption that the short-term key 
interest rate needs to be raised more quickly 
could put upward pressure on the long end of 
the yield curve, as could an increase in the matu-
rity premium amid mounting uncertainty about 
the course of US monetary policy. There may be 
further triggers of market turbulences if geopo-
litical tensions escalate or if the sustainability of 
euro area public finances is revised in the light 
of expectations for long-term stagnation in the 
region. Signs of market nervousness related 
to these scenarios appeared in August and, to 
a greater extent, in October, but in neither case 
was there any significant panic. 

Asset-pricing turmoil would be amplified to 
a greater extent than in the past by lower li-
quidity in financial markets. This is because the 
post-crisis developments included several struc-
tural changes that negatively affected market li-
quidity. Firstly, large international banks reduced 
their activity as market makers owing to stricter 
regulation. On the other hand, retail investment 
funds are taking on a greater intermediary role, 
and in the recent period, more so than before, 
they have been investing into relatively less liq-
uid credit instruments.The effect of this on the 
financial system is to exacerbate maturity mis-
matches, since the liabilities of these funds are to 
be redeemed more or less at sight. Furthermore, 
retail investors have a greater tendency than in-
stitutional investors to redeem their shares/units 
when markets begin to show unease. Other fac-
tors that could intensify asset-price volatility in-
clude the high concentration of particular issues 
in large investment funds and the increasing sig-
nificance of benchmark-linked ETF instruments. 
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Box 1

Results of the ECB’s comprehensive assessment 

1	 http://www.ecb.europa.eu/press/
pr/date/2014/html/pr141026.
en.html 

2	 The comprehensive assessment 
was conducted in the 18 current 
members of the euro area and also 
in Lithuania, which will become 
a member on 1 January 2015. 

3	 http://www.eba.europa.eu/risk-
analysis-and-data/eu-wide-stress-
testing/2014

On 26 October 2014 the ECB published1 the 
results of its comprehensive assessment of 
130 of the largest banks in the euro area.2 
The first part of the assessment consisted of an 
asset quality review (AQR) by which the ECB 
sought to examine the state and quality of 
banks’ selected portfolios as at 31 December 
2013. The second part comprised a stress test 
to examine banks’ resilience to a deteriorating 
situation in financial markets and in the real 
economy, under a  baseline scenario and an 
adverse scenario over a  three-year time hori-
zon (2014-2016). The stress test was conduct-
ed under the auspicies of the EBA3 and it was 
the fourth such exercise, following previous 
ones in 2009, 2010 and 2011. The AQR, on the 
other hand, was led by the ECB and was the 
first review of its kind, one that may be seen as 
a unique event prior to the launch of the Sin-
gle Supervisory Mechanism. The impact of the 
stress scenarios on euro area banks was wors-
ened not only by the effect of the AQR results, 
but also by the ECB’s relatively strict quality 
assurance checks on banks’ application of the 
stress scenarios and assumptions. 

The results of the comprehensive assess-
ment revealed that 25 banks had a capital 
shortfall, amounting to €24.6 billion in to-
tal. The national banking sector accounting 
for the largest share of that amount was Italy’s, 
with nine banks reporting an overall shortfall 
of €9.7 billion. Next came Greece, with three 
banks showing a shortfall of €8.7 billion, and 
in third place was Cyprus, with shortfalls in 
three banks totalling €2.4 billion. On other 
hand, 12 of the 25 banks have already cov-
ered their capital shortfall by increasing their 
capital by €15 billion. Banks with shortfalls 
had to prepare capital plans within two weeks 
of the announcement of the results and they 
have up to nine months to cover the capital 
shortfall.

The AQR showed that as of end-2013 the 
carrying values of banks’ assets need to be 
adjusted by €48 billion, of which €10.7 bil-

lion represents capital shortfall of respec-
tive banks. It was also found that the total 
amount of banks’ non-performing exposures 
increased by €136 billion to €879 billion. The 
strictness of the quality assurance check on 
the stress test calculation and the thorough-
ness of the AQR were evident in the fact that 
banks’ CET1 ratio under the adverse scenario 
fell by 4.1 percentage points, from 12.4% to 
8.3%, a greater margin than had been estimat-
ed in previous similar analyses. 

The results of the comprehensive assess-
ment for Slovak banks are positive. Since 
the comprehensive assessment covered at 
a  minimum the three largest banks in each 
euro area country, the banks it covered in Slo-
vakia were Slovenská sporiteľňa, Všeobecná 
úverová banka, and Tatra banka. The results for 
these three banks confirmed the sound quality 
of their assets and healthy composition of their 
balance sheets. Not only there was no need for 
capital replnishment for any Slovak bank, but 
resulting CET1 ratios under the adverse sce-
nario were significantly above the given tre-
shold. Moreover, these Slovak banks, on which 
the overall impact of the AQR was €0.1 billion 
(as against the overall impact on all reviewed 
banks of €48 billion) were among those least 
affected by the AQR, with their results similar 
to those of banks in Latvia, Lithuania, Malta, 
Luxembourg and Slovenia. 

The comprehensive assessment involved Slo-
vak banks not only through the direct par-
ticipation of the three largest, but also indi-
rectly, through the assessment of the parent 
undertakings of several other banks, namely: 
Československá obchodná banka, ČSOB 
stavebná sporiteľňa, OTP Banka Slovensko (the 
parent undertaking participated only in the 
EBA stress test), Slovenská sporiteľňa, Wüsten-
rot stavebná sporiteľňa, Všeobecná úverová 
banka, and Tatra banka. The assessment out-
comes are also positive for these banks, since 
not one of their parent undertakings was 
found to have a capital shortfall. 

http://www.ecb.europa.eu/press/pr/date/2014/html/pr141026.en.html
http://www.ecb.europa.eu/press/pr/date/2014/html/pr141026.en.html
http://www.ecb.europa.eu/press/pr/date/2014/html/pr141026.en.html
http://www.eba.europa.eu/risk-analysis-and-data/eu-wide-stress-testing/2014
http://www.eba.europa.eu/risk-analysis-and-data/eu-wide-stress-testing/2014
http://www.eba.europa.eu/risk-analysis-and-data/eu-wide-stress-testing/2014
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Chart A Capital shortfall identified by the 
comprehensive assessment in the euro area 
(EUR billions)

Source: ECB.
Note: The minimum CET1 ratio was set at 8% under the AQR and 
baseline scenario, and at 5.5% under the adverse scenario.
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As well as quantitative results, which directly 
affected banks by, for example, requiring an 
increase in their capital, the exercise also pro-
duced qualitative outcomes. These outcomes 
varied in nature and concerned mainly the ap-
proach of banks to the valuation of collateral, 
the identification of non-performing or restruc-
tured loans, the categorisation of customers 
into segments, etc. These qualitative outputs 
are, however, to be addressed with the banks 

concerned only after 4 November, i.e. after the 
Single Supervisory Mechanism is launched, as 
part of the current supervisory regime. 

Overall, the comprehensive assessment 
can be assessed positively from the bank-
ing sector point of view. The assessment had 
three goals: 
•	 transparency – to enhance the quality of 

information available on the condition of 
banks;

•	 repair – to identify and implement any nec-
essary corrective actions; 

•	 confidence building – to assure all stake-
holders that banks are fundamentally sound 
and trustworthy. 

The publication of the detailed outcomes, and 
the overall impact of both the AQR and stress 
test, not only contributed to greater transpar-
ency in the banking sector, but also significant-
ly helped identify several problematic areas 
(some of a qualitative nature, others quantita-
tive), the removal of which will substantially 
support the strengthening of banking sector 
stability. The exercise was probably also instru-
mental in the fact that from the beginning of 
the 2014, the banks concerned increased their 
capital by more than €57 billion, which is ben-
eficial for financial stability. While it is too early 
to assess market reaction to the comprehen-
sive assessment and its outcomes, the initial 
responses were positive. 
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Chart 4 Sentiment and industrial production 
indicators 

Source: Eurostat.
Note: ESI – Economic Sentiment Indicator.
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2 	Domestic conditions for financial stability 
Favourable macroeconomic developments in the 
first half of 2014 
In contrast to the external environment, de-
velopments in the domestic economy were 
quite favourable from the view of financial 
stability. Several areas of economic devel-
opment important for financial stability took 
a positive turn. It remains to be seen, however, 
which of these trends is sustainable amidst risks 
in the euro area and in the wider global econ-
omy. 

The relatively strong pace of GDP growth ob-
served at the end of 2013 continued in the first 
half 2013, with quarter-on-quarter growth re-
maining at 0.6%. For 2014 as a whole, the Slovak 
economy is on course to grow by 2.3% (accord-
ing to NBS’s current forecast), which is more than 
twice as high as its growth in the previous year. 
Going forward, economic growth is expected 
to increase to 2.9% in 2015 and 3.5% in 2016. 
This acceleration may, however, be jeopardised 
by a  further escalation of geopolitical tensions, 
a  more marked deterioration in consumer and 
business confidence, and additional weakening 
of external demand. 

The composition of GDP growth underwent 
a  significant change in the first half of 2014, as 
the contribution of domestic demand overtook 
that of exports. All components of domestic de-
mand contributed to the turnaround. For the 
first time since the outbreak of the financial cri-
sis, household final consumption increased sig-
nificantly in year-on-year terms. This increase in 
consumption seemingly stemmed from both an 
increase in consumer confidence and an increase 
in the real growth of household disposable in-
come. Investment demand increased mainly in 
the second quarter, as firms undertook overdue 
renewal of fixed capital and as public investment 
growth increased. 

As for exports of goods and services, their 
growth initially slowed in the first quarter and 
then turned negative in the next three months 
on a quarter-on-quarter, seasonally-adjusted ba-

sis. These trends may to some extent be a con-
sequence of the outbreak of the Russia-Ukraine 
conflict and resulting imposition of sanctions. 
The impact of the sanctions on Slovakia’s export 
performance was primarily indirect, through 
lower demand from European trading partners 
and, in particular, the slowdown in Germany’s 
industrial production. Exports to Russia and 
Ukraine fell slightly, but they had been declining 
in the previous year, too. 

Despite the contraction in external demand, in-
dustrial production maintained relatively even 
growth during the first eight months of 2014. 
However, a  marked deterioration in forward-
looking indicators for Germany and a  sharp 
drop in German industrial production in August 
make the outlooks for this sector in the near fu-
ture somewhat less favourable. Another sign of 
a  possible downturn is that the industry confi-
dence indicator fell in October after remaining 
above its long-run average during the summer 
months. 
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Risks to the continuing recovery and financial 
stability in Slovakia are mainly of external origin 
The greatest threat to the domestic economy 
as a  whole, and therefore to financial stabil-
ity, is that the euro area economy stagnates 
or slides back into recession. The probability of 
such scenarios is higher now than it was at the 
beginning of 2014. Already by the third quarter, 
deteriorating conditions in the euro area were 
weighing on confidence indicators in Slovakia. 

Another serious downside risk to the Slovak 
financial sector is a  further escalation of the 
Russia-Ukraine crisis. This would probably 
result in a new round of EU sanctions and con-
sequently of Russian counter-sanctions, which 
could include a total ban on car imports from the 
EU (a measure already under consideration in 
the period under review). Such or similar sector-
wide restrictions would have considerable reper-
cussions on Slovak industry, both directly and 
indirectly. The Slovak economy would be even 
more adversely affected if geopolitical tensions 
rose to such an extent that energy commodities 
soared in price or their supply from Russia was 
severely restricted. 

Certain risks in the domestic economy lessened 
slightly in the recent period

The ongoing recovery of domestic activity 
formed a positive feedback loop with the la-
bour market in the first half of 2014. Employ-
ment developments in this period even exceed-
ed expectations. Net job creation was particularly 
strong in those sectors reliant on domestic de-
mand, such as services and trade. And the pub-
lic sector saw even higher employment growth 
than the private sector. Thus the labour market 
managed to absorb part of the labour force that 
was classified as unemployed. The unemploy-

ment rate fell to 13.4% in the second quarter, 
a drop of 0.6 percentage point compared to the 
end of 2013 and the lowest rate since mid-2011. 

Wage developments, too, were better in the first 
six months than originally projected. Nominal 
wage growth exceeded 4%, at an annualised 
rate, and with consumer price inflation at a  de 
facto rate of zero, this growth was fully reflected 
in strong real wage growth. Another positive 
fact was that the increase in wages was broadly 
based across almost all sectors. 

The combination of higher employment and 
real wage growth is good news not only for the 
generation of domestic demand, but also with 
regard to household credit risk. It should be add-
ed, however, that the increasing indebtedness 
of households is accentuating this risk (for fur-
ther details on this subject, see the part entitled 
“Household loan growth”. 

The migration to ESA 2010 as the methodol-
ogy for the compilation of national accounts 
resulted in a  downward revision of Slova-
kia’s public debt for 2013, to below 55% of 
GDP. The main cause of that reduction is the 
upward revision of nominal GDP to reflect the 
reclassification of small tools and of research 
and development expenditure. This is a positive 
development, since revision of the public debt 
as at end-2013 brought it from above to below 
the third debt brake threshold of 55% of GDP, 
laid down in the Fiscal Responsibility Act. Thus, 
regardless of progress in the fiscal consolidation 
effort, the risk of the debt rising above the debt 
brake thresholds in coming years (57% and 60%) 
has been somewhat reduced, and therefore so 
has the risk of a fiscal shock in the form of meas-
ures triggered by hitting the debt brake. 
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Chart 5 Distribution of ROA (%)

Source: NBS. 
Note: The vertical axis shows annualised ROA values for the first 
three quarters of the given years.

Chart 6 Contribution of retail and corporate 
portfolios to banking sector profits (EUR 
millions)

Source: NBS. 
Notes: The vertical axis shows the costs and net income for the first 
three quarters of the given years. 
Since the distribution of provisioning costs  for the different port-
folios is not available, the full amount of these costs is assigned to 
the corporate portfolio. 
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3 	The financial sector in Slovakia

3.1 	S olvency and financial position 
of the financial sector

Financial position

The level of net profit remained relatively flat 
year-on-year, but there were changes in profit 
structure. The banking sector’s net profit for the 
first three quarters of 2014 was €452 million, rep-
resenting an increase of 0.8% over the same pe-
riod in 2013. Therefore banks’ profit growth was 
significantly lower compared with the previous 
period. As Chart 5 shows, profitability as meas-
ured by return on assets (ROA) fell for the first 
time since the crisis (except for 2012). 

The main factor was developments in the re-
tail portfolio. In the corporate portfolio, net in-
come (including interest income, fee income and 
credit risk costs) increased year-on-year, whereas 
in the retail portfolio, it remained broadly un-
changed. 

The slowdown in profit growth was caused 
mainly by a  significant reduction in retail 
lending rates and increase in retail credit 
risk costs. Although the continuing increase in 

the amount of retail loans and the fall in inter-
est expenses on retail deposits again contrib-
uted positively to profit growth, that effect was 
significantly offset by the decline in the rate of 
return on loans. This was largely caused by the 
downward impact of persisting low interest rates 
on lending rates, the extent of their decline be-
ing among the highest in the euro area during 
the period under review. This fall in rates was also 
affected by interest rates on older loans, as many 
borrowers refinanced these loans with new loans 
at lower interest rates. In the corporate portfolio, 
by contrast, the increase in net income resulted 
mainly from decreasing credit risk costs and the 
continuing fall in deposit costs, as well as from 
increased non-interest income (fee rates) on op-
erations with non-financial corporations. Even 
so, net margins (after taking credit risk into ac-
count) remain far lower in the corporate portfo-
lio than in the retail portfolio, and may further 
dampen banks’ appetite for financing higher-risk 
projects. 
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Chart 8 Average interest rates on new loans 
and on loans overall (%)

Source: NBS. 

Chart 7 Credit risk costs compared with 
increase in non-performing loans (EUR 
millions)

Source: NBS. 
Notes: The vertical axis shows the costs and net income for the first 
three quarters of the given years. 
The increase in the amount of NPLs owing to methodological 
changes relates to compliance with the European Banking Au-
thority's Implementing Technical Standard on Supervisory report-
ing on forbearance and non-performing exposures. This increase 
does not affect the quality of the credit portfolio or the profitabil-
ity of the banking sector.
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Some banks saw increased materialisation 
of credit risk. As Chart 7 shows, the increase 
in retail credit risk costs that the banking sector 
reported during the first three quarters of 2014 
was related to a rise in non-performing loans in 
certain banks (after accounting for changes in re-
porting methodology). 

Looking ahead, downward pressure on net 
interest income in the retail portfolio is ex-
pected to continue. The continuing gap be-
tween interest rates on new loans and the aver-
age rate in the portfolio as a whole is shown in 
Chart 8, and it will contribute to a further drop in 
returns on loans. In respect of mortgage loans, 
this gap has narrowed slightly since the begin-
ning of 2014, but with consumer loans it has 
widened. 

It should also be noted that lending growth 
during the first three quarters of 2014, which 
helped offset the decline in net interest in-
come resulting from the fall in interest income, 
was most marked in those banks that made 

the largest rate cuts. In future, as rates gradu-
ally stabilise, these banks could be exposed to 
a decline in net income on their retail portfo-
lios. 

Other financial market segments also contin-
ued to report sound profit levels, despite the 
continuing environment of low interest rates. In 
particular, the return on equity (ROE) of invest-
ment fund management companies (collective 
investment) and pension funds management 
companies (second pension pillar) increased sig-
nificantly. This stemmed mainly from commis-
sion income and also, in the case of the collective 
investment sector, an increase in the amount of 
assets under management. Among supplemen-
tary pension management companies, ROE fell 
but remained at a relatively high level. The drop 
was largely caused by a  reduction in the maxi-
mum statutory limit on fund management fees. 
The insurance sector, too, saw a decline in ROE, 
owing mainly to the impact of low interest rates 
on life insurance business, in particular a sizeable 
reduction in the difference between the rate of 
return on assets covering technical provisions 
and the guaranteed interest rate. 

Banking sector solvency and leverage4

Despite falling slightly, the banking sector’s 
capital adequacy, i.e. loss-absorption capac-

4	 This part of the analysis is based 
on preliminary data; the relevant 
statements from banks had still not 
been finalised by the cut-off date 
for this Report (20 October 2014) 
owing to the Basel III migration. 
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Chart 9 Banks' dividend policies compared 
against their capital ratios 

Source: NBS. 
Note: The Chart shows only those banks that made a profit, with 
the exception of one. 
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ity, remained robust. Although the overall cap-
ital ratio of the sector edged down during the 
first half of 2014, from 17.2% to 16.9%, the com-
mon equity Tier 1 ratio remained unchanged at 
16.0%. It should also be noted that the capital 
ratio had been rising for several years before it 
declined. The decrease was caused mainly by an 
increase in the amount of risk-weighted assets. 
The downward trend in risk-weights in banks 
using the internal ratings-based (IRB) approach 
– a trend of recent years that was being closely 
monitored with regard to the assessment of 
banks’ solvency – came to an end in the first half 
of 2014. 

This fall in capital adequacy can be seen to 
some extent as optimising the capitalisa-
tion of banks without adversely affecting 
financial stability. The key change compared 
to previous years is the fact that 88% of the 
sector’s 2013 profit was distributed to share-
holders through dividends, as against 75% of 
the 2012 profit. At some banks, mainly those 
with higher capital ratios, the total dividend 
payments even exceeded the earnings for 
2013. A key point to note, however, is that the 
higher dividends were mostly paid by banks 
with larger capital ratios, while banks with 

lower capitalisation retained a greater part of 
their earnings. 

As at 30 June 2014 all banks met regulatory 
requirements for the amount and composition 
of capital and also satisfied the capital con-
servation buffer requirement before it came 
into effect. This buffer was set at 1.5% of risk-
weighted assets for the period from 1 August 
to 30 September 2014 and at 2.5% from 1 Oc-
tober 2014. 

The implementation of Basel III did not have 
a  substantial impact on the Slovak banking 
sector’s capital ratio. Basel III was implemented 
through the Capital Requirements Regulation 
(CRR), which entered into force on 1 January 
2014 (with the exception of certain provisions 
with a  later commencement). Subsequently, 
with effect from August 2014, the Capital Re-
quirements Directive IV was enacted into Slo-
vak law through an amendment of the Banking 
Act (again with the exception of certain provi-
sions that will enter into force at a  later date). 
The CRR/CRD IV package brought about several 
changes in the calculation of own funds and 
risk-weighted assets. The impact of the changes 
on the banking sector’s capital ratio was mixed, 
with some adding upward pressure and others 
downward pressure. In Table 2, the most sig-
nificant changes are listed and their impact is 
quantified. As the figures show, Basel III imple-
mentation did not, overall, have a significant im-
pact on the capital ratio at the sector level and it 
caused a slight improvement in the composition 
of capital. It must be pointed out, however, that 
the Basel III implementation process is still not 
over and the impact of certain factors, including 
factors not mentioned in the table, may increase 
further.5 

Slovak banks’ risk-resilience is also evident 
from the relatively high leverage ratio of the 
sector. According to preliminary figures, the 
average leverage ratio as at 30 June 2014 was 
8.2%, calculated using the fully implemented 
definition of the CET1 ratio, or 7.9% using the 
transitional definition. This level cannot yet be 
compared with the regulatory minimum since 
that figure has still to be set, but compared with 
the average in the European banking sector it is 
higher by around one-third. 

5	 The capital ratio has not as yet 
been affected (or if so, only very 
slightly) by certain other factors, 
for example: a reduction of the 
risk-weight for loans secured by 
immovable commercial property, 
from 100% to 50%; the option to 
add a general value adjustment 
to own funds on grounds of credit 
risk; and stricter calculation of 
risk-weights for exposures to large 
banks and non-bank financial 
corporations which use the internal 
ratings-based approach. 
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Chart 10 Dynamics in selected housing loan 
categories

Source: NBS.
Note: The arrows point from the September 2013 data to the Sep-
tember 2014 data. 
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Table 2 The key capital adequacy-affecting factors resulting from the implementation of 
Basel III 

Factor
Impact on capital 

ratio
Impact on CET1  

ratio

Preferential risk weight for exposures to SMEs + 0.2* + 0.2*

Tightening of requirements for deferred tax assets - 0.2 - 0.2

Exposures to selected subsidiaries treated as assets attracting a 250% risk 
weight instead of being deducted from own funds. 

+ 0.3 + 0.3

Tightening of requirements for inclusion of subordinated debt in Tier 2 
capital

- 0.1 0.0

Switching of valuation gains from Tier 2 to Tier 1 capital - 0.4** 0.0**

Cancellation of obligation to deduct provisioning shortfall in banks that 
use the standardised approach to credit risk

+0.3*** + 0.3***

Source: NBS. 
Data are as at 30 June 2014. 
Values are given in percentage points. 
*) The calculation does not include data for one significant bank.
**) In 2014 valuation gains are temporarily not included in own funds. From 2015 they will again be included in own funds, in CET1 capital. 
***) The change came into effect on 1 August 2014. 

3.2 	B anking sector assets

Growth in lending to households

Growth in loans to households remains one 
of the key trends in the Slovak financial sec-
tor, and, unlike in other EU countries, it has 
continued to increase in 2014. In Septem-
ber 2014, the annual growth rate of loans to 
households was 12%, with most of the accel-
eration attributable to mortgage loans (both 
with and without a  state interest subsidy). 
This confirms the long-run rising trend in the 
concentration of Slovak households’ debt in 
housing loans. Housing loans as a share of to-
tal household debt (including leasing and hire 
purchase) increased to 80%, while their abso-
lute growth rate reached an all-time high in 
the third quarter of 2014, exceeding even the 
levels from 2007 and 2008. This happened de-
spite a  decrease in building loans and slower 
growth in intermediate loans, which were un-
able to benefit significantly from the environ-
ment of falling interest rates and the related 
high degree of loan refinancing. 

The growth rate of loans to households is high 
not only in historical terms, but also in compari-
son with corresponding rates in other EU coun-

tries. The acceleration in this growth rate also 
contrasts with the situation in other central and 
eastern European countries. 
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Chart 13 Rates of increase in household 
disposable income and household loans 
(%)

Source: NBS, SO SR.

Chart 12 Ratio of household bank loans to 
gross disposable income (%)

Source: Eurostat.
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Chart 11 Housing loans growth rates in 
Slovakia and the EU (%)

Source: ECB.
Note: CEE – central and Eastern Europe.

15

10

5

0

-5

Median for the EU
Slovakia
median for CEE countries
interquartile range

Dec. 2009 Dec. 2010 Dec. 2011 Dec. 2012 Dec. 2013

Lending growth is, however, usually accompa-
nied by an increase in household indebtedness, 
which is a  central concern of macroprudential 
policy. It is therefore vital that such growth be 
consistent with economic fundamentals. The key 
indicator in this regard is the ratio of households’ 
gross disposable income to their overall debt. 
Its realtion to the overall debt cannot describe 
the financial situation of individual households, 
but provides an overview of debt developments 
in the household sector. Two trends should be 
noted here. 

The first concerns the rate of change in the ratio 
of household debt to gross national disposable 
income, which was different in Slovakia and in 
other CEE countries. In December 2010 this ra-
tio was lower in Slovakia than in any other CEE 
country apart from Romania, but by June 2014 
the ratio in Slovakia was one of the four highest. 
No other CEE country has seen this ratio increase 
so clearly and markedly since the outbreak of the 
economic and financial crisis. Therefore ques-
tions about the sustainability of household debt 
growth in Slovakia should not be explained only 
in terms of its convergence with levels in other 
EU countries. 

The second trend is rising growth in household 
loans alongside rather more stable growth in 
household disposable income. This was par-
ticularly evident in the first three quarters of 
2014 and the result is a higher rate of increase 
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Chart 14 Increases in loans and borrowing 
capacity broken down by age group

Source: SO SR.
Note: Borrowing capacity is the product of the number of income-
earners and their total gross salaries.

Chart 15 Interest spread on new loans to 
non-financial corporations (p.p.) 

Source: NBS.
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in the household debt to disposable income 
ratio. 

There remains the risk of debt concentration 
in certain household groups. Since the recent 
acceleration in household debt growth cannot 
be fully explained by developments in gross 
disposable income, the question arises about 
a possible concentration of loan growth in a par-
ticular household group. In this regard, banks 
are now facing new challenges. Until mid-2008, 
borrowing capacity6 increased evenly across 
all age categories from 25 to 49 years, but the 
pattern since then has been different. Owing 
to a  combination of demographic trends and 
labour market developments, the borrowing 
capacity of the key 30-34 age group remained 
virtually unchanged and that of the 25-29 age 
group even fell slightly. On the other hand, the 
35-39 age group continued to see an increase 
in borrowing capacity, as it experienced a  fa-
vourable combination of a  rising number of 
income-earners and the highest average gross 
wage, which also increased more than the av-
erage wage in the economy. The 40-44 age 
group has seen a similar positive development, 
particularly since 2011. These age groups may 
be attractive for banks owing not only to their 
increasing borrowing capacity, but also to their 
existing credit history. 

Increase in credit to the corporate sector 
Growth in lending to non-financial corpora-
tions was accompanied by a  slight increase 
in loan demand and an unchanged situa-
tion on the supply side of the credit mar-
ket. A  significant proportion of the lending 
growth was, however, accounted for by loans 
to state-owned enterprises. The supply side 
of the corporate credit market remained largely 
unchanged, with banks remaining cautious vis-
à-vis the current economic situation and with 
the outlooks for its future development still un-
certain. Bank credit standards7 have remained 
substantially unaltered since the beginning of 
2013, after being tightened several times in 
2011 and 2012. Hence they are still relatively 
strong, as indicated by banks’ cautious behav-
iour with regard to current and future develop-
ments in the corporate sector. At the same time, 
the majority of banks have not given any indica-
tion that credit standards will be eased in the 
months ahead. 

A key factor affecting the willingness of banks 
to provide loans is the interest spread8 on dif-
ferent types of loan. From this viewpoint, the 
situation for large firms is somewhat different 
from that for the rest of the corporate sector. 
Interest spreads on loans to large firms have 
changed only slightly in 2014 and remain at 

6	 The product of the number of 
income-earners and their total 
gross salaries. 

7	 Information obtained from the 
regular Banking Lending Survey. 

8	 The interest spread is defined as 
the difference between interest 
rates for the respective categories 
of enterprises and the one-month 
EURIBOR. 
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Chart 16 Interest rates and the annual 
rate of change in loans (%) in the EU 
countries 

Source: ECB Statistical Data Warehouse.
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the low levels recorded in the previous year. 
The current low interest spreads could result in 
loans being provided at marginal profitability 
and they may insufficiently cover the potential 
risks associated with lending to these firms. On 
the other hand, these spreads are creating fa-
vourable conditions for the financing of large 
firms. For small and medium-sized enterprises 
(SMEs), interest spreads are more than twice 
as high as those for large firms. This may be 
caused by weaker competition as well as by the 
greater risk involved in lending to these firms. 
The falling share of corporate loans in banks’ 
balance sheets is probably a  consequence of 
this complicated situation in the corporate 
sector. Banks are therefore focusing more on 
lending to households, which appears to carry 
less risk and be less vulnerable to macroeco-
nomic headwinds, and which is currently far 
more profitable, notwithstanding the falling 
pace of growth in profitability of the house-
hold sector. 

Interest rates on new loans are among the 
lowest in the euro area, while lending activ-
ity was the second highest during the pe-
riod under review. Corporate lending rates 
are lower in Slovakia than in most other coun-
tries. Their average level as at August 2014 was 
2.15%, while the average level in the euro area 
was 2.3%. Thus corporate rates in Slovakia are 
drawing closer to levels observed in the coun-
try’s main trading partners. This is only the 
case, however, for interest rates on loans ex-
ceeding €1 million, which are typically provid-
ed to large firms. Such loans constitute a major 
share of the total stock of loans and hence have 
a marked effect on the overall average rate for 
the corporate sector, even though their share 
in the total number of loans is insignificant. 
By contrast, the average interest rate on other 
corporate loans exceeds the euro area aver-
age. That these loans consist mainly of credit 
to SMEs confirms the tougher borrowing con-
ditions faced by such firms. Such loans make 
up a  significant share of the total number of 
all loans. Among euro area countries, Slovakia 
reports the largest spread between interest 
rates on small loans (up to €250,000) and large 
loans (more than €1 million). On the positive 
side, lower interest rates are not creating an 
environment that could stimulate growth in 

firms’ utilisation of foreign funding, which is al-
ready increasing moderately. The rate of lend-
ing growth in Slovakia (Chart 16) was higher 
than in any other euro area country apart from 
Estonia (4.5%), while the average rate in the 
euro area as a whole was negative. The situa-
tion across euro area countries was relatively 
heterogeneous, as the annual growth rate of 
loans was slightly positive in most core coun-
tries but fell significantly in other euro area 
countries. Similar divergence was observed 
in non-euro area EU Member States, ranging 
from significant lending growth in Poland 
(6.2%) to modest growth in Hungary and the 
Czech Republic. 

The slight pick-up in credit demand was ac-
companied by an increase in the amount of 
corporate loans. According to the Bank Lend-
ing Survey, signs of increasing credit demand 
were particularly evident in the second quarter 
of 2014. Several banks reported rising demand 
for all types of loan, but the largest increase was 
in demand from large firms. The recovery in de-
mand is, however, contingent on further eco-
nomic developments in Europe, particularly in 
Slovakia’s main trading partners. The impact of 
adverse economic and geopolitical trends was 
reflected in Slovak firms’ sales and exports, for 
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Chart 18 Annual rate of change in corporate 
loans broken down by type of firm 
ownership (%)

Source: NBS.
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Chart 17 Annual rates of change in exports, 
sales and loans to enterprises (%)

Source: NBS, SO SR.
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which the annual rates of change as at August 
2014 were, respectively, 0% and -2%. A number 
of banks do not expect further improvement in 
credit demand. 

Despite an uncertain economic situation, the 
annual growth rate of total loans to enterprises 
reached 2.5%, its highest level since April 2012. 
The annual rate of change in loans to large 
firms also improved, thus ending a prolonged 
downward trend. The increase in lending to 
large firms and in loan demand from them 
may to a large extent be related to the above-
mentioned easing of credit conditions for such 
firms. Growth in loans to SMEs remains in posi-
tive territory, at around the average level for 
2014. 

Growth in lending to non-financial corpora-
tions was mostly accounted for by loans to 
state-owned enterprises. At the same time, 
though, lending to private enterprises also 
improved. As the annual rate of change in cor-
porate loans became less negative during the 
first half of 2014 and then turned positive in 
August, the main driver of this trend was lend-
ing to state-owned enterprises, which had be-
gun to pick up in the last quarter of 2013 and 

recorded annual average growth of 34% during 
the first eight months of 2014. The situation in 
this regard developed in a  similar way across 
the banking sector, with most banks reporting 
relatively strong annual growth in loans to such 
firms. 

The downward trend in lending to the private 
sector became less negative during the period 
under review, and the annual rate of decrease 
in August (-2%) was more moderate than that 
in any previous month of 2013 and 2014. It was 
a  different situation in loans to foreign-owned 
firms, as their annual rate of change fell into neg-
ative territory for the first time in almost a year. 
Lending activity with regard to these two types 
of firm remained unclear, as it was relatively het-
erogeneous across banks. 

Looking at lending from the view of economic 
sectors, the most marked loan growth was in 
energy supply and in transportation and stor-
age. It is likely that loans to large state-owned 
enterprises in these sectors accounted for the 
sizeable increase in total loans to large firms. 
Trends in lending activity to the sectors of indus-
try, construction and real estate activities were 
unfavourable. 
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Chart 19 Distribution of annual rates of 
change in corporate loans across the 
banking sector, broken down by type of 
firm ownership (as at August 2014; %)

Source: NBS.
Note: The chart shows minimum, maximum, interquartile range, 
average and median of year-on-year changes in the outstanding 
amount of corporate loans. 
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Portfolio of debt securities

The banking sector’s portfolio of debt se-
curities underwent only marginal changes 
between the beginning of 2014 and the 
end of August. Holdings of domestic govern-
ment bonds remained the predominant asset 
in the overall portfolio and their share barely 
changed during the period under review. As 
the banking sector’s total assets increased 
moderately and the amount of its bond in-
vestments remained virtually unchanged, the 
share of Slovak sovereign debt in the total as-
sets maintained the slight downward trend 
that began in June 2013. Despite that drop, 
this share as at the end of August remained the 
second highest in the EU, at 17.3%, after Ro-
mania (18.2%) and ahead of the Czech Repub-
lic (14.0%) in third place. Potential risks from 
this high share remain significantly contained, 
however, by the large share (more than 65%) 
of domestic government bond in the held-to-
maturity (HTM) portfolio. 

Although the composition of the debt se-
curities portfolio did not change markedly 
at the sectoral level, there were some quite 

significant changes in the portfolios of in-
dividual banks. While some banks continued 
to reduce their holdings of Slovak government 
debt, other banks increased their holdings. 
The amount of Slovak government bonds re-
mained broadly flat, while the overall amount 
of banks’ holdings of foreign debt securities 
decreased during the period under review. This 
fall reflected mainly a reduction of investments 
in Hungarian bonds and Treasury bills. At the 
aggregate level, it was offset by increased hold-
ings of bonds issued by domestic firms and do-
mestic banks. 

3.3 	 Funding sources of the banking 
sector

The annual growth rate in retail deposits 
increased moderately from the end of the 
first quarter of 2014, reaching 3.6% as at the 
end of August. Until the end of the first half of 
2014, the growth rate for sight deposits was in-
creasing and the rate of change in time depos-
its was becoming more negative, but July and 
August saw both of these trends moderate. The 
changes in these trends have been only slight 
so far, and it will be important to monitor their 
development in the period ahead since the pro-
longed period of low interest rates is not con-
ducive to any significant pick-up in demand for 
time deposits. 

Deposits from non-financial corporations in-
creased during the first eight months of 2014, 
continuing their upward trend from the sec-
ond half of 2013. Both time and sight deposits 
increased, albeit with some volatility. This trend 
is assumed to reflect a  moderate improvement 
in the liquidity situation of the corporate sector, 
which is based on, among other things, relatively 
favourable sales figures. 

Securities issued by banks during the period 
under review again comprised mainly bonds, 
almost all of which were mortgage bonds. 
From January to August, banks issued mortgage 
bonds with a total nominal value of €550 million 
and with no significant changes in the issue terms 
and conditions. Except for three issues linked to 
the three-month and six-month EURIBOR, all 
the bond issues had fixed coupons, which var-
ied mostly in line with the yields of government 
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Chart 20 Default rate for loans to 
households (%)

Source: NBS.
Notes: The default rate is calculated as a ratio in which the nu-
merator is the increase in the stock of NPLs (or the flow of NPLs) 
over a 12-month period and the denominator is the stock of NPLs 
at the beginning of this period. The increase in the stock is not 
adjusted for claim write-offs and sales, while the flow indicator is 
adjusted. 
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bonds of the same maturity. Consequently, the 
average spread remained largely unchanged. 

Interbank operations ranked among the 
more volatile instruments in banks’ balance 
sheets during the period under review, being 
used mainly for the liquidity management. 
A key trend during the first half of the year was 
the slight decrease in the overall amount of do-
mestic interbank transactions reported as at the 
end of each month (caused partly by the trans-
formation of one subsidiary into a  branch of 
a foreign bank) and the increase in the amount 
of funds that banks deposited with the ECB. The 
increase in deposits with the ECB far outweighed 
the fall in the volume of interbank transactions, 
and it was not therefore simply a parallel shift of 
funds from domestic banks to the ECB. June saw 
a moderate increase in interbank operations and 
a  significant drop in funds deposited with the 
ECB, the likely cause of which was the reduction 
in the ECB’s key interest rates on 11 June to an 
all-time low (the rates were then cut again on 
10 September). 

3.4 	 Financial sector risks

Credit risk on loans to households

Although the non-performing loan (NPL) ra-
tio remained stable at 4.2% during the first 
eight months of 2014, the stock of NPLs fol-
lowed an increasing trend. The past three years 
have seen both an overall increase in the stock 
of loans (i.e. the denominator of the NPL ratio), 
and a rising growth rate in the stock of non-per-
forming loans (i.e. the numerator). This trend is 
reported by most of the banks with larger mar-
ket share.

The default rate9 also increased. The growth in 
the stock of NPLs is in some measure a  natural 
consequence of the higher volume of lending, 
but it must be viewed in the context of the ap-
propriateness of credit standards. 

As Chart 20 shows, the default rate may be rising, 
but its growth rate is far lower than it was dur-
ing the crisis years of 2008-2010. Interest rates 
are at all-time lows and the unemployment rate 
has not recorded any significant adverse shocks. 
The increase in NPLs probably stems from cer-
tain imbalances which in the recent period have 

9	 The default rate is calculated as 
the change in the stock of non-
performing loans over a 12-month 
period divided by the stock of non-
performing loans at the beginning 
of this period. 

been reflected in growth in loans to households. 
A  majority of these imbalances are to a  large 
extent related to the moderate easing of credit 
standards. 

Národná banka Slovenska has repeatedly 
drawn attention to the excessive provision 
of loans with high loan-to-value (LTV) ratios. 
This trend is largely induced by the pressure of 
inter-bank competition and may not necessarily 
be consistent with prudential risk management. 
In the event of adverse developments, it could 
result in a build-up of foreclosure losses as well 
as additional debt burdens on customers. 

In the second quarter of 2014, fully 28% of new 
loans (excluding loans for refinancing) had an 
LTV ratio greater than 90%, and of them, two 
thirds had a ratio of over 99%. 

It is also apparent that banks differ quite consid-
erably in their approach to property valuation. 
Moreover, they make relatively significant revi-
sions to external appraisals. During the first half 
of 2014, banks in total revised one-third of the 
appraisals produced by registered appraisers, 
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Chart 21 Distribution of consumer loans 
broken down by initial rate fixation period 
(%)

Source: NBS.
Note: The jumps are caused by revisions in the reporting of se-
lected banks. 

while the proportion of such revisions in indi-
vidual banks ranged from 7% to 55%. In conse-
quence, the calculation of LTV ratios is not uni-
form across banks. 

A majority of banks do not evaluate the im-
pact of an increase in interest rates on bor-
rowers’ repayment ability. In the environment 
of low interest rates, loans are becoming increas-
ingly affordable. On the other hand, the repay-
ment ability of borrowers may be significantly 
reduced by future increases in interest rates. The 
failure to distinguish between borrowers who 
would, and who would not, be able to repay their 
loans under higher interest rates is therefore 
making housing loan portfolios more sensitive 
to any such change. 

To some extent the market is seeing banks apply 
lower LTV ratios as a substitute for income verifi-
cation. Thus they are relying less on due repay-
ment and more on the enforcement of collateral. 
In addition there is the increasing practice of ac-
cepting a  declaration of honour about income 
instead of verifying the borrower’s income. 

Another current risk is excessive interlink-
ages between banks and financial interme-
diaries. The task of intermediaries should be to 
simplify customers’ access to financial products, 
to increase competition, and to help banks with 
higher quality products to acquire market share. 
Under the current system of remuneration, how-
ever, intermediaries are incentivised to sell as 
many products as possible, to focus on maximis-
ing commission income, and to utilise short fixa-
tion periods and frequent loan refinancing. 

The key risk associated with the activities of fi-
nancial intermediaries is pressure to ease credit 
standards. If external agents gained excessive 
leverage in the market, they could unduly ne-
gotiate with banks on the easing of credit stand-
ards; those banks dependent on the activities of 
such intermediaries would be forced to accede 
to their demands. Under their system of remu-
neration as it stands, intermediaries would not 
be significantly affected by the consequences of 
any underestimation of risk, with no pressure put 
on them to behave prudently. 

The elevated demand for loan refinancing is 
accentuating several of the risks mentioned 

above, including the increase in LTV ratios, the 
lack of verification of borrowers’ repayment abil-
ity, and the utilisation of financial intermediary 
services. 

A risk specific to refinancing is the practice of 
examining a  borrower’s repayment record as 
a substitute for verifying their income. While this 
may sometimes be more meaningful than con-
firmation of income, it may not be sufficient in 
cases where the amount borrowed is increased 
or the loan maturity period is extended to the 
maximum acceptable limit. Banks are then left 
without information about the borrower’s ability 
to cope with any future increase in instalments. 

Where refinancing involves increasing the loan, 
it heightens the risk of debt becoming more con-
centrated. As mentioned in the previous Finan-
cial Stability Report, household debt in Slovakia 
is relatively low by European standards, but it is 
growing. Where refinancing increases the prin-
cipal borrowed, it adds to the debt burden of 
already indebted households. Given the current 
low interest rates, the total nominal debt of such 
households may even rise above the amount 
originally borrowed. Debt concentration increas-
es banks’ sensitivity to a rise in unemployment or 
other adverse development in the market. 
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Chart 22 Non-performing loans and default 
rates 

Source: NBS.
Note: Default rates denote the ratio between, on the one hand, the 
number/amount of loans reclassified from “performing” to “non-
performing” during a 12-month period and, on the other hand, 
the number/amount of loans classified as “-performing” at the 
beginning of the period. 
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A key point about refinancing is that it is a rela-
tively significant trend, with more than one-third 
of new housing loans used for this purpose. Refi-
nancing is offered in particular by medium-sized 
and smaller banks as a  way of attracting new 
customers. 

Banks are increasingly providing loans with an 
unduly long maturity and loans with deferred 
payment. The recent period has seen a  rising 
trend in the provision of loans with a longer ma-
turity, the purpose of which is to make loans more 
affordable. This trend has been more marked and 
widespread among consumer loans. 

It is important that loans include some leeway for 
extending the maturity, particularly where bor-
rowers are unable to meet repayments. In such 
cases, banks will in the main ease the debt bur-
den by prolonging the maturity. The provision of 
loans with unduly long maturities increases the 
interest-rate sensitivity of loans, especially dur-
ing crisis periods. 

Corporate credit risk

Credit risk in corporate business did not 
change significantly in the period under re-
view, but the situation was heterogeneous 
across economic sectors. The overall quality of 
loans to non-financial corporations was largely 
unchanged, with the NPL ratio edging down to 
8.1% in August 2014. This reflected mainly an 
increase in the amount of loans, since the stock 
of non-performing loans remained flat. As for 
lending across economic sectors, loan quality re-
mained heterogeneous. The differences in quali-
ty between loan portfolios for different econom-
ic sectors became slightly more marked during 
the first eight months of 2014, as NPL ratios rose 
moderately in the portfolios for construction, in-
dustry, and real estate activities – all sectors in 
which the stock of loans fell. The energy supply 
sector, too, saw an increase in non-performing 
loans, despite a substantial increase in the stock 
of loans to this sector. Credit quality trends in par-
ticular sectors of business may indirectly affect 
the supply side of the lending market, whether 
the availability of loans (through the tightening 
of credit standards) or borrowing costs (through 
increases in risk premia). 

The overall situation in commercial real es-
tate (CRE) loans did not improve during the 

first eight months of 2014. CRE loans consti-
tute the largest part of both total loans to en-
terprises (20.6%) and the total amount of non-
performing corporate loans (28.2%). Hence 
CRE loans are a significant source of credit risk 
in the event of falling demand for particular 
property development projects. Banks’ expo-
sure to CRE sector has not, however, changed 
significantly since the beginning of 2010. Dur-
ing the period under review, the situation in 
the residential segment improved slightly, 
since a  rising number of apartments were 
sold and this could support the repayment of 
liabilities related to the funding of develop-
ment projects. The share of residential projects 
reporting sales of apartment units also in-
creased. Furthermore, the profitability of some 
projects may be boosted by the moderate rise 
in prices of new apartments. As it seems, re-
turns on projects in the office segment have 
not improved, most probably owing to devel-
opments in vacancy rates and office rents. The 
vacancy rate fell slightly in the last quarter, al-
though it remained unchanged year-on-year 
(at 13.5%). Office rents fell in central Bratislava, 
which was reflected in a drop in vacancy rates 
in that area. 
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Chart 24 Debt service burden for firms 
(index)

Source: NBS.
Note: The chart compares the debt service burden for firms at 
current interest rates and at rates fixed as of September 2008. 
The information is shown for loans provided by domestic banks 
and for all loans, including foreign loans. Index: September 2008 
= 100.
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Chart 23  Annual rate of change of 
revenues in the whole corporate portfolio 
and in banks’ corporate credit portfolio 
(%)

Source: NBS.
Notes: Revenues in banks’ corporate credit portfolio  are defined 
as overall revenues in the corporate sector weighted by banks' 
exposure to different economic sectors. The sample of borrowers 
comprises those firms about which the SO SR regularly collects 
data. 

35

30

25

20

15

10

5

0

-5

-10

-15

-20

-25

Sample of borrowers – median
Corporate loans in total
Weighted by sectoral exposures
Sample of borrowers – weighted by loans 

De
c. 

20
08

M
ar

. 2
00

9
Ju

ne
 20

09
Se

p.
 20

09
De

c. 
20

09
M

ar
. 2

01
0

Ju
ne

 20
10

Se
p.

 20
10

De
c. 

20
10

M
ar

. 2
01

1
Ju

ne
 20

11
Se

p.
 20

11
De

c. 
20

11
M

ar
. 2

01
2

Ju
ne

 20
12

Se
p.

 20
12

De
c. 

20
12

M
ar

. 2
01

3
Ju

ne
 20

13
Se

p.
 20

13
De

c. 
20

13
M

ar
. 2

01
4

Ju
ne

 20
14

The financial results of firms that borrow from 
Slovak banks are better than the average re-
sults for all firms in Slovakia. A potential risk for 
the banking sector could be that certain banks 
are not sufficiently able to assess the credit risk of 
firms applying for loans. This could be a problem 
if, over the longer term, firms borrowing from 
Slovak banks reported worse results than the 
overall average for firms in Slovakia. What the fol-
lowing chart shows, however, is that these bor-
rowers recorded a lower fall in revenues in 2009 
and that they coped better than the corporate 
sector as a whole with the adverse economic sit-
uation in the subsequent period. It follows from 
this that banks are lending to firms that appear 
to be less sensitive to economic developments, 
which may mitigate losses on non-performing 
loans in the event of significant shocks in the 
corporate sector. 

The debt service burden for firms did not 
change significantly during the first eight 
months of 2014. In the current environment of 
low interest rates, increasing attention is being 

paid to risks related to the sustainability of debt 
service burden in different sectors, with partic-
ular regard to the possibility of interest rates ris-
ing in future. The debt service burden for firms10 
reached a peak in the last quarter of 2008 and 
then fell relatively sharply in 2009. This drop 
stemmed from the rapid reduction in interest 
rates, which offset the slump in revenues oc-
curring at that time. Thereafter, the debt service 
burden for firms fell more moderately. This bur-
den eased mainly as a  result of the post-crisis 
recovery of revenues and relatively uneven de-
velopments in the amount of loans. The past 
twelve months have seen the debt service bur-
den increase slightly, owing to a higher flow of 
loans from abroad. Interest rate movements re-
sulted in marked fluctuations in the debt service 
burden, and that is why the principal risk related 
to the debt burden is considered to be a future 
increase in interest rates, possibly associated 
with stronger growth in lending to this sector. If 
interest rates rose to their end-2008 level, i.e. by 
more than 2.5 percentage points, the debt serv-
ice burden for firms would be slightly higher 
than it was in the pre-crisis period. 

10	The debt service burden is defined 
as the ratio of annual loan interest 
payments to annual revenues . 
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Chart 25 Average residential property 
prices and the stock of housing loans 
(annual percentage changes)

Source: NBS, CMN.
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Chart 26 Property price indexes – 
comparison of prices in selected segments

Source: Lexxus, CMN.
Note: The “difference between regional town and rest of region” is 
calculated as the ratio of, on the one hand, the difference between 
the average price in regional towns and average price in other 
parts of regions to, on the other hand, the overall average price. 
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Property market

The property market was stable during the 
first eight months of 2014, without any new 
trends or significant risks. The residential 
property market did not experience any marked 
changes during the period under review. Aver-
age prices had a  slight downward tendency, 
although price movements varied between re-
gions and regional towns. 

Differences in average price movements be-
tween regions and regional towns were relative-
ly small. These differences do not yet reveal any 
trend, correlating neither with employment nor 
income levels in the regions. Other key indica-
tors of the property market also remained large-
ly unchanged across regions; these included the 
number of private property adverts, the average 
size of apartments for sale and purchased, and 
the average price of apartments purchased. The 
trend of property prices in large towns rising 
relative to prices in rural areas came to a halt in 
2014, and a similar development was observed 
in several European countries. 

Another important indicator is the difference be-
tween average prices in the primary and second-
ary residential property markets in Bratislava. 
From 2009 to 2013 this difference narrowed to 
below 20%, but in 2014 it stopped declining and 

even increased at one point, owing to a  slight 
rise in average prices of new properties. 

A lack of clear trends in residential property mar-
ket developments was not unusual in the EU and 
was also observed in some neighbouring coun-
tries. What remains specific to Slovakia, however, 
is the combination of strong growth in housing 
loans and stability in the residential property 
market (Chart 26). 

Insurers face risk stemming from low interest rates

The period of low interest rates is continuing 
to put downward pressure on returns in the fi-
nancial sector. In its publications, Národná ban-
ka Slovenska has repeatedly noted the attendant 
effect of accommodative monetary and particu-
larly low investment returns. In several financial 
market segments there are falling interest rates 
on assets and, similarly, on liabilities, but in tra-
ditional life insurance this is only partly the case. 
Even though the technical interest rate has fallen 
gradually, now down to 1.9%, it is becoming in-
creasingly difficult for insurers to deliver the re-
turns guaranteed under insurance contracts en-
tered into in past years. Nevertheless, returns on 
assets covering technical provisions have so far 
remained above the average guaranteed inter-
est rate in life insurance contracts. 
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Chart 28 Exposures to stressed euro area 
countries by share of equity (%)

Source: NBS.
Notes: The chart shows the minimum, maximum, interquartile 
range, average and median of this value in the insurance sector. 
It does not include exposures covering technical provisions under 
unit-linked policies. "Stressed countries in total” represents the 
sum of the other five exposures. 

Chart 27 Selected exposures of insurance 
companies by share of equity (%)

Source: NBS.
Notes: The chart shows the minimum, maximum, interquartile 
range, median and average of this indicator in the insurance sec-
tor. It does not include exposures covering technical provisions 
under unit-linked policies. 
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On the positive side, almost one-third (29%) of 
the bond portfolio was purchased in the low in-
terest rate environment after the first quarter of 
2012. Approximately 10% of the current portfo-
lio will mature over the next two years. 

Concentration of exposures in the insurance sector11

Despite some concentration of exposures, the 
investment strategy of insurance companies 
can be described as conservative. As much as 
78% of the securities portfolio consists of bonds, 
with state bonds alone accounting for 43%, far 
ahead of the next largest component, bond ex-
posures to foreign bank groups (7%). 

For most insurance companies, investments in 
Slovak government bonds are among their three 
highest exposures, and for several of them, intra-
group exposures also rank in the first three. 

Exposures to stressed countries12 are the larg-
est group of exposures in the selected insurance 
companies, as they amount to 80% of the firms’ 
own funds. The largest exposure of any one in-
surer to a  particular stressed euro area country 
was an exposure to France that totals 57% of 
the company’s own funds. In second and third 
place were exposures to Italy (38%) and Slovenia 
(26%). Exposures to Ireland and Spain are insig-

11	The exposure concentration analy-
sis does not include assets covering 
technical provisions under unit-
linked policies. Exposures are not 
to individual counterparties, but 
to groups of counterparties with 
close links, for example a parent 
undertaking and its subsidiaries.

12	The stressed countries are consid-
ered to be France, Italy, Slovenia, 
Ireland, Spain, Portugal and Greece. 
The geographical concentration 
does not include equities and in-
vestment fund shares/units, which 
as at 30 June 2014 accounted for 
3.2% of insurers' investments. 

nificant and there are no exposures to Portugal 
and Greece. While some insurers have diversified 
their exposures to these countries, many others 
have concentrated them on one or two counter-
parties in the countries. 

Competition in motor insurance 
Competition in motor insurance is leading in-
surance companies to cut income while costs 
remain unchanged. As mentioned in previous 
Financial Stability Reports, premiums and premi-
ums earned have been falling almost continu-
ously in both motor third-party liability (MTPL) 
insurance, since 2005, and comprehensive motor 
vehicle (CASCO) insurance, since 2008. At the same 
time, the number of insurance contracts is rising. 
Consequently, since 2007, the average annual rate 
of change in the average premium is -8% in MTPL 
insurance and -6% in CASCO business. The aver-
age premiums in MTPL and CASCO insurance as at 
June 2014 were, respectively, €114 and €398. 

This trend has pushed up the loss ratio and cost ra-
tio in motor insurance, and the combined ratio ex-
ceeds 95% for a second successive year. The com-
bined ratio in CASCO insurance fell in June, but this 
can be ascribed to an increase in sole reliance on 
MTPL insurance rather than to any real reduction. 
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Chart 31 Investments in equities, 
investment fund shares/units and property, 
broken down by sector (%)

Source: NBS.

Chart 30 Price indexes for motor vehicles 
and for spare parts and accessories

Source: ECB Statistical Data Warehouse.
Notes: The data are based on the consumer basket used to calculate 
the inflation rate. The index of motor vehicle prices includes purchas-
es of both, new and used vehicles, which distort its meaningfulness. 
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Chart 29 Loss ratio, cost ratio and combined 
ratio in the insurance sector (%) 

Source: NBS.
Note: The MTPL combined ratio is calculated similarly as the 
combined ratio except that the technical cost of claims paid is 
increased by the contribution to the Slovak Insurers' Bureau (SIB) 
and change in provisions vis-à-vis the SIB and that the amount of 
premiums earned is reduced by transfers to Slovak Interior Min-
istry. 
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The rise in the combined ratio for the insurance 
sector may reflect, in addition to competition, 
developments in the car market. Not only, as 

mentioned above, is the average premium de-
creasing, but claims paid are increasing. This fact 
may be related to domestic consumer behaviour. 
The index of motor vehicle prices in the consum-
er basket of Slovak households is showing a de-
cline, which to some extent is reflected in the pre-
mium level. By contrast, the price index for spare 
parts and accessories remains flat. It should be 
noted, however, that these indexes have limited 
meaningfulness. In particular, the first of them is 
distorted by prices of used cars, which have little 
effect on the premium level. 

Market risks

Some financial market segments saw a slight 
increase in risk exposure during the period 
under review. This was caused mainly by the 
persisting low-yield environment in less-risky as-
sets. The increase in risk exposure was, however, 
far less pronounced when compared with the 
global trend in financial markets, where this de-
velopment is seen as one of the most significant 
risks.13 

In the context of the Slovak financial market, 
the increase in risk exposure was most evident 
in the growth of the equity component. This, 
as Chart 31 shows was most marked in funds of 
the second pension pillar (managed by PFMCs) 

13	A more detailed account of this risk 
from the global view is given in the 
section “External conditions for 
financial stability”. 
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Chart 33 Securities with risk characteristics 
as a share of the total assets of entities not 
owned by foreign groups, broken down by 
financial market segment (%)

Source: NBS.
Notes: Data are as at 30 June 2014 with the exception of credit 
rating data, which are as at 17 October 2014. 
The chart shows each type of instrument as a share of total as-
sets. 

Chart 32 Securities with risk characteristics 
as a share of total assets, broken down by 
financial market segments 

Source: NBS.
Notes: Data are as at 30 June 2014 with the exception of credit 
rating data, which are as at 17 October 2014 
The chart shows the shares of different types of asset in total as-
sets. 
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and in investment funds, the upward trend 
having started to be more pronounced in the 
second half of 2013. In some funds of the third 
pension pillar (managed by SPMCs), investments 
in investment fund shares/units were accompa-
nied by increasing exposure to commodity price 
risk. The sensitivity of portfolios to interest rate 
risk had a  rising trend in 2013, but this rise did 
not continue to any significant extent during the 
period under review. The collective investment 
sector also saw an increasing exposure to the 
property market, related mainly to rising cus-
tomer demand for such investment. 

Certain funds saw an increase not only in their 
sensitivity to market risks, but also in their 
holdings of financial instruments with other 
risk characteristics. These investments com-
prised mainly non-investment grade or unrated 
securities, structured or subordinated products, 
and callable securities. As Chart 32 shows, how-
ever, such financial instruments continue to ac-
count for a relatively low share in the portfolios 
of financial market segments. The segments with 
the largest exposure to these instruments are 
SPFC funds and investment funds (in particu-
lar, real estate funds and alternative investment 

funds). Index-linked securities are held in the 
portfolios of some insurance companies. 

The institutions and funds holding the high-
est share of instruments with risk characteris-
tics are those not owned by foreign financial 
groups. In their case, these instruments com-
prise mainly speculative-grade and unrated se-
curities. In the case of unrated bonds, a number 
of them are issued by domestic firms and in cer-
tain cases these firms are linked to the company 
investing in the issue. 

Liquidity risk in the banking sector

A long-term structural feature of the Slovak bank-
ing sector is its ample liquidity. This is evident in 
the healthy loan-to-deposit ratio, the negligible 
extent of borrowing from the central bank, and 
the self-sufficiency of local banks in relation to 
their parent groups. Another strength is banks’ 
funding structure, in which stable, primary de-
posits predominate. But although this traditional 
banking model (providing loans and taking de-
posits), contributes to a  stable structure of de-
posits, it also results in widening of the maturity 
mismatch between assets and liabilities. Howev-
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Chart 34 Liquidity ratios in the banking 
sector

Source: NBS.
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er, housing loan growth is increasing the amount 
of long-term illiquid assets, while the growth in 
deposits (albeit a stable funding source) is mak-
ing the banking sector increasingly sensitive to 
potential deposit runs in stress periods. That is 
why it is important for banks to have a cushion 
of liquid assets at their disposal. The minimum 
liquidity buffer is determined by the regulatory 
liquid asset ratio. 

The effect of the mentioned trends during the 
first eight months of 2014 was to extend the as-
set and liability maturity mismatch to a histori-
cal high. This year has also, however, seen a new 
downward trend in the banking sector’s liquid 
asset ratio, which relates not only to the other 
trends but also to the decrease in the share of 
government bonds in total assets. Although this 
ratio has come down, its conservative setting 
is the reason why the banking sector still has 
a comfortable liquidity buffer. 
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4 	Regulatory and legislative environment

Launch of the Single Supervisory Mechanism

The first pillar of the banking union, the Sin-
gle Supervisory Mechanism (SSM), entered 
into operation in euro area countries on 4 
November 2014. Within the SSM, the ECB has 
assumed tasks in the area of microprudential su-
pervision and some also in the area of macropru-
dential supervision. As regards macroprudential 
supervision, the ECB is authorised to comment 
on decisions of national competent authorities 
(NCAs) and, where necessary in its view, to adopt 
stricter macroprudential measures than those 
adopted at the national level. The main purpose 
of the SSM is to reduce the interlinkage between 
banks and sovereigns in order to increase con-
fidence in the European banking sector. As an 
independent institution at the European level, 
the ECB is expected to conduct supervision from 
a European perspective. In so doing, the ECB is 
expected to strengthen the functioning of the 
Single Market across the EU. 

The ECB is authorised to exercise prudential 
supervision over “significant” credit institu-
tions, i.e. institutions defined as such on the 
basis of criteria laid down in the relevant EU 
legislation. These at present number around 
120 groups, representing approximately 1,200 
significant supervised entities, whose assets 
constitute almost 85% of the total assets of 
euro area banks. To ensure consistent conduct 
of supervision, the ECB will cooperate with NCAs 
through the exchange of information concerning 
credit institutions classified as “less significant”, 
numbering around 3,700 entities (the NCA in 
Slovakia is Národná banka Slovenska). The Slo-
vak banks that will be subject to the ECB’s direct 
oversight are Slovenská sporiteľňa, Tatra banka 
and Všeobecná úverová banka, on the grounds 
that they are the three largest banks in Slovakia, 
and also Československá obchodná banka, ČSOB 
stavebná sporiteľňa and Sberbank Slovensko, ow-
ing to the classification of their parent groups as 
significant. Those Slovak banks which for SSM 
purposes are classified as less significant remain 
under NBS’s supervision. NBS is also responsible 
for those supervisory tasks relating to significant 
banks which were not assumed by the ECB (for ex-
ample, oversight in regard to the provision of in-

vestment activities, payment services, anti-money 
laundering, and financial consumer protection). 

In order to prevent conflicts of interest between 
the ECB’s powers in the areas of monetary policy 
and supervision, the ECB’s organisational struc-
ture has been adapted to the new conditions and 
competences. The responsibility for decisions on 
supervisory matters lies with the ECB’s Govern-
ing Council, and these decisions are drafted by 
the Supervisory Board. 

Along with the organisational changes in re-
gard to supervisory tasks is a change in way 
supervision is directly exercised over individ-
ual credit institutions. The direct supervision 
of a given institution or group will be conducted 
by Joint Supervisory Teams (JSTs), with each JST 
led by a coordinator at the ECB and comprising 
staff from both the ECB and from the relevant 
NCAs. Hence direct supervision is conducted not 
simply by national-level experts, but by mixed 
teams led and coordinated by the ECB. It may 
therefore be expected that while day-to-day su-
pervision will continue to be conducted largely 
at the level of national competent authorities, 
decision-making and coordination will be trans-
ferred to the ECB level. 

Draft law on resolution in the financial market 
The Ministry of Finance of the Slovak Republic 
(MF SR) in cooperation with Národná banka Slov-
enska has produced a draft law on resolution in 
the financial market, which will enact the EU’s 
Bank Recovery and Resolution Directive (BRRD) 
and is due to enter into force on 1 January 2015. 

The Slovak law will introduce a new framework 
for prevention and resolution in the financial 
market, with the primary objective being to im-
plement an effective crisis management system, 
consisting of three stages. 

In the first stage, selected financial institu-
tions will be required to draw up and update 
recovery plans, setting out the measures they 
would take to restore their financial posi-
tion in the event of significant deterioration. 
Among the information that must be included in 
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each recovery plan is the following: a summary 
of the key elements of the plan and a summary 
of overall recovery capacity; a  range of capital 
and liquidity actions; a  timeframe for execut-
ing the plan; identification of critical functions 
of the bank; the processes for determining the 
value and marketability of the bank’s operations; 
measures to reduce risk; measures to restructure 
liabilities; and measures to conserve or restore 
the bank’s own funds. In Slovakia, such plans will 
be subject to approval by NBS, with the excep-
tion of certain matters addressed therein which 
are regulated at the group-level. 

The second stage of the crisis management 
system – early intervention measures – is gov-
erned by the Banking Act, through an amend-
ment that grants NBS additional powers vis-à–
vis banks in which shortcomings are identified. 
Among its principal early intervention measures, 
the national resolution authority (in this case, NBS) 
is empowered: to require the implementation or 
updating of the recovery plan; to require the con-
vening of a meeting of shareholders and to set the 
agenda for that meeting; to require one or more 
members of the management body to be replaced 
and/or changes to the institution’s organisational 
structure; to require the drawing-up of a plan for 
negotiation on restructuring of debt with credi-
tors; and to require changes to the institution’s op-
erational structures and/or business strategy. 

The third stage of the system, representing 
the central point of the draft law, is resolution, 
the objective of which is to ensure the continu-
ity of the bank’s critical functions and to avoid 
a significant adverse effect on financial stabil-
ity in Slovakia. The core resolution tools are the 
sale of business tool; the bridge institution tool; 
the asset separation tool; and the bail-in tool. 

Resolution action constitutes interference with 
rights of shareholders; however, shareholders are 
guaranteed appropriate compensation by appli-
cation of the principle that resolution action may 
commence only if the shareholders will receive 
better treatment thereunder than they would do 
under insolvency proceedings. For this purpose, 
a  Resolution Council (“the Council”) will ensure 
the valuation of the bank’s assets before and after 
the resolution action, so as to determine whether 
and to what extent shareholders received better 
treatment under the resolution action than they 

would have done under insolvency proceedings. 
If a comparison of valuations shows clearly that 
the shareholders concerned would have received 
better treatment under insolvency proceedings, 
the difference in value shall be paid to them from 
the national resolution fund (NRF). The NRF will 
be established as a  special-purpose fund that 
will be managed by the Council; it will collect fi-
nancial contributions from selected institutions 
for the purpose of resolution funding, and the 
amount of the contributions will be set for each 
bank according to their risk profile. 

In Slovakia, the national resolution authority 
will be the new Resolution Council. The Coun-
cil will have nine members, including four from 
the MF SR, four from NBS, and one from the Debt 
and Liquidity Management Agency (ARDAL). The 
key tasks for the Council in 2015 will be to set the 
level of contributions to the NRF and the mini-
mum requirement for own funds and eligible li-
abilities (MREL) for selected institutions, and to 
draft resolution plans for selected institutions. 

Based on enabling clauses in the BRRD, the 
EBA and European Commission will adopt im-
plementing regulations in the form of 23 im-
plementing technical standards (ITSs) and 
13 guidelines, which will lay down more specific 
provisions concerning, for example, determina-
tion of the extent of MREL, resolution plans, valu-
ations, the principle of proportionality, and the 
bail-in tool. Most of these implementing regula-
tions are due to be published in mid-2015. 

The second half of August 2014 saw the entry into 
force of the EU Regulation establishing uniform 
rules and a uniform procedure for the resolution of 
credit institutions and certain investment firms in the 
framework of a Single Resolution Mechanism and 
a Single Resolution Fund (“the SRM Regulation”). 
The SRM will consist of the Single Resolution 
Board (SRB), which will be fully operational by 
the end of this year (until then, the European 
Commission is responsible for the establishment 
and initial operation of the SRB) and the Single 
Resolution Fund (SRF). The SRM participants will 
also include the national resolution funds of all 
the countries participating in the first pillar of the 
banking union. The SRB will begin exercising its 
powers, in the area of resolution planning, next 
year, and it will apply other resolution instru-
ments including the bail-in tool from 2016. From 
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the perspective of organisational and personnel 
structure, its task will be fulfilled by 300 employ-
ees (gradually), chaired by an Executive Director. 
The most important decisions will be taken in 
the SRB’s plenary session, composed of the Chair, 
four further members, and a member appointed 
by each participating Member State represent-
ing their national resolution authorities; there 
will also be two permanent observers, one rep-
resenting the European Commission and one 
the ECB. The SRF will be filled from 2016, on the 
basis of an intergovernmental agreement, with 
contributions from selected institutions; these 
contributions will subsequently be allocated to 
different compartments corresponding to each 
Member State in which the contributing insti-
tutions are established and the SRF will be fully 
mutualised within eight years. The SRF will be 
used to fund resolution actions.

At the same time, rules are being elaborated for the 
calculation of contributions to national resolution 
funds and to the Single Resolution Fund

In October 2014, the European Commission 
adopted a  delegated act laying down de-
tailed rules for the calculation of annual con-
tributions of different financial institutions to 
national resolution funds (NRFs). In accord-
ance with the establishment of the Single Reso-
lution Fund (SRF) as from 2016, discussions are 
now taking place about the final version of the 
implementing act under which countries partici-
pating in the SSM will transfer contributions to 
this fund. The NRFs of the participating countries 
will be replaced by the SRF from 2016. 

Contributions to NRFs and the SRF are based on 
the same methodology set out in the delegated 
act. The difference is that in 2015 the target level, 
and therefore the amount of the annual contri-
butions, will still be calculated separately for each 
country, while in 2016 it will be calculated jointly 
for all countries participating in the SRM. Simi-
larly, the coefficient to be applied in setting the 
annual contribution will from 2016 be calculated 
for institutions not individually on a country-by-
country basis but on the basis of all institutions 
participating in the SRF. 

The total amount of annual contributions shall 
be set on the basis of both the target level (1% of 
covered deposits by the end of 2024) and the av-
erage amount of covered deposits of the relevant 

financial institutions for the preceding calendar 
year. This amount of the annual contribution 
shall be divided between these financial institu-
tions on the basis of a coefficient, calculated in 
two steps. First, a basic coefficient is determined 
according to the ratio of total liabilities less own 
funds and the given bank’s covered deposits to 
the total liabilities (less own funds and covered 
deposits) of all institutions concerned. 

This basic coefficient is then adjusted to take ac-
count of the given institution’s risk profile, deter-
mined according to selected indicators. These indi-
cators are divided into four risk pillars, as follows: 
1.	 risk exposure – own funds and eligible liabili-

ties held by the institution in excess of the 
MREL; leverage ratio; common equity Tier 1 
capital ratio; ratio of the total risk exposure 
amount to total assets;

2.	 stability and variety of funding – net stable 
funding ratio (NSFR); liquidity coverage ratio;

3.	 importance of an institution to the stability of 
the financial system or economy – share of in-
terbank loans and deposits in the EU; 

4.	 additional risk indicators to be determined by 
the national resolution authority – this fourth 
pillar gives the national authorities discretion 
to determine additional risk indicators which 
could take into account in particular: trading 
activities and off-balance sheet exposures; 
membership of the bank in an Institutional 
Protection Scheme); and the extent of possi-
ble previous public financial support. 

Based on these indicators, which carry different 
risk weights, a  risk coefficient is determined (in 
the range 0.8 to 1.5) and applied to the basic 
coefficient. Therefore a bank in the highest risk 
bracket will pay 50% more than it would under 
the basic coefficient, and a bank treated as low-
est risk would pay 20% less. An exception is made 
for small institutions, which are to pay lump-sum 
contributions in one of six amounts ranging from 
€1,000 to €50,000. 

In several countries, the changeover from NRFs to 
the SRF as from 2016 is accompanied by marked 
fluctuations in the total amount of contributions 
that institutions are to pay (in the case of Slova-
kia and other countries, for example, the rela-
tively high ratio of covered deposits to liabilities 
should mean, according to preliminary calcula-
tions, that contributions to the SRF will be lower 
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in 2016 than in 2015). Hence the ongoing discus-
sions about transitional provisions in the imple-
menting act, which would provide for a gradual 
transition from the calculation of contribution 
amounts on a country-by-country basis, to their 
calculation based on all the countries partici-
pating in the SRM, as well as for the addition of 
a group of small institutions that would pay part 
of the contributions on a lump-sum basis. 

Amendments to legislation on consumer credit

The legislation governing consumer credit was 
amended in several key ways during 2014 in or-
der to strengthen consumer protection. First, an 
amendment to the Civil Code, in force from 1 April 
2014, defines usury, annulment of such agree-
ments, and sets a  maximum permissible rate of 
charge for consumer credit. This lending rate ceil-
ing applies to all loans and credits provided to 
consumers by business entities, i.e. both banks 
and non-bank institutions. The Civil Code amend-
ment also tightens execution provisions, restricts 
the scope for execution in respect of property 
collateral for low-value loans, imposes stricter 
conditions on extra-judicial courts for consumer 
credit providers, prohibits the provision of con-
sumer credit in cash, and introduces a minimum 
font size for contractual documentation. 

The definition of the rate of charge and its 
maximum permissible level was adopted in an 
amendment of 28 May 2014 to a Slovak Govern-
ment Regulation. In addition to the methodology 
for calculating the rate of charge, this regulation 
stipulates that the maximum permissible rate of 
charge is two times the average annual percent-
age rate of charge for the respective quarter on 
similar credits or loans provided by banks and 
branches of foreign banks. The definitive provi-
sion on the maximum permissible rate of charge 
was laid down with effect from 11 August 2014 
in a Regulation of the Ministry of Finance of the 
Slovak Republic, which is the basis for the publi-
cation of reference values for the calculation of 
the maximum permissible rate of charge. 

At present in the legislative process there is also 
a further amendment to the Consumer Credit Act. 
This amendment, which is expected to enter into 
force on 1 January 2015, will, most importantly, 
make Národná banka Slovenska responsible for 
the supervision and authorisation of consumer 
credit providers. Non-bank consumer credit pro-

viders already operating in the market will also 
be required to apply for an authorisation to pro-
vide consumer credit (banks are not required to 
do so since their provision of consumer credit is 
governed by the Banking Act). 

Publication of the Directive and Regulation on 
markets in financial instruments (MiFIR and MiFID 2)
In June 2014, the new Regulation on markets in fi-
nancial instruments (MiFIR) and Directive on mar-
kets in financial instruments (MiFID 2), repealing 
and replacing the original MiFID, were published 
in the Official Journal of the European Union. The 
main objective of this new regulatory framework 
is to make markets in financial instruments more 
efficient, transparent and resilient. Member States 
have two years to enact the new rules, which will 
be applicable as from 1 January 2017. 

The key changes are in the following areas: 
•	 commodity derivatives – MiFID 2 provides for 

increased transparency in and oversight of 
commodity financial derivative markets;

•	 transparency – the current regime of pre and 
post trade transparency applies only to shares 
admitted to trading on a  regulated market, 
while the new regime will apply also to other 
financial instruments for which there is a liq-
uid market;

•	 high frequency trading – MiFID 2 introduces 
special provisions aimed at ensuring that high 
frequency trading does not adversely affect 
the quality and integrity of financial markets;

•	 market structure – new provisions on market 
structure should lead in particular to compre-
hensive regulation of fair, efficient and secure 
secondary trading;

•	 organisational requirements – MiFID 2 is de-
signed to strengthen investor protection by 
introducing many rules concerning the or-
ganisation and management of investment 
firms and also to strengthen the role and re-
sponsibility of their management bodies; 

•	 transaction reporting – the legislation should 
contribute to improvements in the clearing 
of financial instrument, with new transaction 
reporting rules designed to address short-
comings in the quality and availability of data, 
which under the MiFID regime were proved to 
be inadequate;

•	 conduct of business rules – MiFID 2 strengthens 
these rules by increasing the levels of protection 
provided to different categories of clients. 
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5 	Macroprudential policy 
NBS decisions in the area of macroprudential 
policy 
Under a B anking Act amendment in force 
from 1 August 2014, NBS has the power to 
set capital buffers and risk weights for se-
lected exposures and to take other decisions 
on macroprudential policy instruments. The 
purpose of such decisions is to help strengthen 
the financial resilience of the financial system 
and contain systemic risks, in order to protect 
the stability of the financial system as a whole. 
Some macroprudential policy instruments have 
been enacted in Slovak law with a  shortened 
implementation period. This concerns mainly 
the capital conservation buffer14and the option, 
where necessary, to set a countercyclical capital 
buffer. On 7 October 2014, the Bank Board of 
Národná banka Slovenska approved two docu-
ments that will be looked at further in this sec-
tion, namely: 
a)	 NBS Recommendation No 1/2014 of 7 Octo-

ber in the area of macroprudential policy on 
risks related to market developments in retail 
lending; 

b)	 NBS Decision No 12/2014 of 7 October on the 
setting of the countercyclical capital buffer. 
Under this Decision, the buffer rate was set at 
0% with effect from 1 November 2014. 

Further information about instruments adopt-
ed and planned, indicators, and the assessment 
of intermediate objectives in the macropru-
dential field is provided in the Quarterly Com-
mentary on Macroprudential Policy – October 
2014.15

5.1 	R ecommendation on risks 
related to market developments 
in retail lending

A brief summary of the recommendations and the 
main reasons for issuing them

The main objective of the individual recom-
mendations set out in the Recommendation is 
to eliminate several potential risks and imbal-
ances that, to a  greater or lesser extent, have 
begun appearing in the retail credit market, and 
thus to support sustainable credit growth. Table 

14	For further details, see Section 3.1 
“Solvency and financial position of 
the financial sector”.

15	The document is available on the 
NBS website at http://www.nbs.
sk/_img/Documents/_Dohlad/
Makropolitika/Quarterly_
commentary_2014_October_
EN.pdf

16	For further details, see Section 5.2 
“NBS Decision on the setting of 
capital buffer rate”.

3 provides a  brief summary of these risks and 
the recommendations adopted in response to 
them. It should be stressed that the aim of NBS 
is not to restrict growth in retail loans or their re-
financing, notwithstanding that the growth rate 
of these loans in Slovakia is one of the highest 
in the EU. 

These recommendations are above all in-
tended to have a  preventive effect with re-
gard to the risks. For that reason, NBS issued 
them at a time when the risks have still not ma-
terialised to an extent that significantly affects 
banks and their customers. There are not as yet 
any substantial credit risk losses, increases in 
non-performing loans, property price bubbles, 
or deterioration in housing affordability. In addi-
tion, several of the banks providing retail loans 
have a capital adequacy ratio far higher than the 
minimum requirement, and they are therefore 
more resilient to potential risks. Nevertheless, 
the identified risks and imbalances are increas-
ing the exposure of retail credit portfolios to 
potential adverse developments, and therefore 
it is necessary, in the view of NBS, to support the 
banking sector’s resilience and to prevent the 
respective risks from negatively affecting banks’ 
customers and the economy as a whole. To that 
end, NBS has issued recommendations concern-
ing the conditions under which retail loans are 
to be provided. 

These risks are viewed by NBS to be more 
structural than cyclical in nature. This is be-
cause the risks are related not primarily to 
a phase of the financial cycle,16 but to the objec-
tive of implementing prudential lending princi-
ples in banks’ processes and standards. Of these 
principles, the key ones are: to require that bor-
rowers pay part of the purchase price for the 
property being financed; to verify that borrow-
ers have sufficient income to meet their loan re-
payments (even in the event of a rise in interest 
rates); and to take a prudential approach to the 
provision of loans through external sales net-
works, including financial intermediaries. These 
principles are based on several current regula-
tory and legislative initiatives adopted at global 
and European levels, including the EU Directive 

http://www.nbs.sk/_img/Documents/_Dohlad/Makropolitika/Quarterly_commentary_2014_October_EN.pdf
http://www.nbs.sk/_img/Documents/_Dohlad/Makropolitika/Quarterly_commentary_2014_October_EN.pdf
http://www.nbs.sk/_img/Documents/_Dohlad/Makropolitika/Quarterly_commentary_2014_October_EN.pdf
http://www.nbs.sk/_img/Documents/_Dohlad/Makropolitika/Quarterly_commentary_2014_October_EN.pdf
http://www.nbs.sk/_img/Documents/_Dohlad/Makropolitika/Quarterly_commentary_2014_October_EN.pdf
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Table 3 Recommendations on risks related to market developments in retail lending

Risk
Reason for issuing the recommen-

dation
Recommendation 

Loans with 100% loan-to-value (LTV) 
ratios may result in property market 
imbalances and greater price volatility. 

The financing of property purchases 
without requiring the borrower 
to contribute part of the amount 
creates greater scope for the build-
up of housing bubbles. This in turn 
heightens the adverse impact of a 
decline in property prices on both 
banks and borrowers, which in 
the case of a non-performing loan 
reduces the foreclosure recovery rate 
for the bank. 

Not more than 25% of loans provided 
should have an LTV ratio greater than 
90%, and that share should fall to 
10% from 2017. No loan should have 
an LTV ratio greater than 100%. 

Credit demand is heavily affected by 
the environment of low interest rates; 
however, the ability of borrowers to 
continue meeting repayments in the 
event of an interest rate increase is 
largely not verified. 

Banks should be responsible for 
assessing whether a borrower has 
sufficient income to meet loan 
repayments, including in the event 
of an interest rate increase. When 
assessing repayment ability, banks 
should not rely on the sale of 
collateral. 

Banks' current credit standards 
should include a mandatory, 
internally-set, limit for the indicator 
of a borrower's repayment ability. 
Banks should verify whether the limit 
would still be met if the interest rate 
was raised by 2 percentage points, 
and they should periodically stress 
test the whole credit portfolio. 

Several banks are not verifying the 
income of borrowers when allowing 
them to refinance older loans, not even 
when the new borrowing involves an 
increase in the outstanding principal. 

The effect of refinancing that involves 
increasing the outstanding principal 
is to further concentrate debt among 
existing borrowers. If banks rely on 
past verification of repayment ability, 
they may underestimate the risk 
associated with borrowers taking on 
more debt.

Where refinancing of older loans 
involves a material increase in the 
outstanding principal, banks should 
verify compliance with the above-
mentioned limits for LTV ratios 
and the indicator of a borrower's 
repayment ability. 

Some banks, although so far only to a 
limited extent, have begun providing 
housing loans with a maturity of more 
than 30 years or loans with rising 
instalments. Maturities for consumer 
loans are also being substantially 
increased. 

The provision of loans with an unduly 
long maturity and loans with deferred 
or rising instalments creates new 
systemic risks that have not so far 
been addressed in risk management 
systems and loan valuations. 

No more than 10% of new housing 
loans should have a maturity of 
more than 30 years. For consumer 
loans, the maximum maturity 
should be reduced to eight years 
from 2016. Loans with deferred 
repayment should not be provided 
at all. 

In their provision of new loans, several 
banks rely on financial intermediaries 
to a significant extent. 

The focus of financial intermediaries 
is on the provision of loans; they are 
not exposed to any potential losses 
on the loans. If a bank provides a 
significant proportion of its loans 
through intermediaries, it may 
come under pressure from these 
intermediaries to ease its credit 
standards. 

Banks should avoid being 
too dependent on financial 
intermediaries and maintaining 
an overly concentrated pool of 
intermediaries. Banks should 
separately monitor the risk 
characteristics of loans provided 
through financial intermediaries. 

Source: NBS.

on credit agreements for consumers relating to 
residential immovable property,17 which was re-
viewed in greater detail in the Financial Stability 
Report of November 2013. The main objective of 
the recommendations is to ensure that banks do 

17 	Directive 2014/17/EU of the Euro-
pean Parliament and of the Council 
of 4 February 2014 on credit 
agreements for consumer relating 
to residential immovable property 
and amending Directives 2008/48/
EC and 2013/36/EU and Regulation 
(EU) No 1093/2010. 

not ease credit standards in respect of the stated 
principles, nor underestimate risk as a  result of 
competition pressure and efforts to gain ground 
in the credit market. Such developments have 
been observed in the recent period. 
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Chart 35 Proportion of new housing loans 
with an LTV ratio greater than 90% and the 
breakdown of these loans by LTV ratio (%)

Source: NBS.
Note: The data are for the second quarter of 2014.
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Preliminary analysis of the impact of the 
recommendations

The most significant expected impact on the 
retail credit market is that concerning the as-
sessment of borrowers’ repayment ability. This 
concerns in particular the call to verify borrowers’ 
incomes in cases of loan refinancing that involve 
a material increase in the outstanding principal, 
albeit without any change in the amount of in-
stalments. The second ranking recommendation 
in terms of impact is that advising against lend-
ing to customers who would be unable to repay 
the loan if interest rates were raised (even with 
the maturity prolonged to the maximum pe-
riod). The result of these recommendations may 
be some cases in which customers are allowed to 
borrow only an amount that they would still be 
able to repay in the event of adverse economic 
developments. Thus the overall amount of new 
loans may fall, but the recommendations should 
also help ensure that the loans provided are 
sound and sustainable. 

The recommendation on the setting of LTV 
ratio limits is not expected to have a substan-
tial impact from the view of the market as 
a  whole. It is recommended that initially, from 
1 November 2014 to 30 June 2015, no more than 
25% of new loans have an LTV ratio exceeding 
90%; as Chart 35 shows, that limit is close to the 

actual proportion recorded by the banking sec-
tor in the second quarter (24%). 

Consequently, this recommendation should not, 
in its first phase, have a significant impact on the 
credit market as a  whole and may be seen as 
a measure to maintain the current situation. The 
recommended limit for LTV ratios will become 
stricter only later. Nevertheless, the recommen-
dation as it stands now will have repercussions 
for some individual banks – particularly small 
and medium-sized banks – that in the second 
quarter exceeded the recommended level. 

The other recommendations are aimed main-
ly at preventing the provision of loans under 
non-standard conditions that could represent 
a future risk. These include mainly loans with an 
unduly long maturity period and loans with de-
ferred repayment. Since such loans are currently 
more the exception, the recommendation is not 
expected to have an impact on the credit mar-
ket. 

As for what impact these recommendations 
may have on the economy as a  whole, NBS 
expects them in particular to mitigate addi-
tional adverse effects on retail credit arising 
from any future economic downturn. Over 
the medium-term horizon, stricter LTV ratio lim-
its are expected to create an environment that 
is less conducive to the levels of property price 
growth observed between 2006 and 2008. Im-
plementation of the recommendations may also 
have a  downward effect on overall household 
debt and on the growth in its concentration. Ex-
perience from EU periphery countries in recent 
years has shown that indebtedness is a key fac-
tor in households’ vulnerability to economic and 
financial crises. 

It is important to assess the effectiveness of 
measures and to identify any additional areas of 
concern

Along with the issuance of the recommenda-
tions, it remains necessary to monitor devel-
opments in the retail credit market and to 
consider whether additional measures need 
to be taken. NBS will follow up the issuance of 
the recommendations by conducting a relatively 
thorough assessment of their implementation 
in banks, as well as an analysis of their effec-
tiveness with regard to mitigation of the risks 
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Chart 37 Growth rate for bank loans to 
households and enterprises (%)

Source: NBS.

Chart 36 Cyclogram 

Source: NBS, SO SR, CMN.
Note: The vertical axis shows values corresponding to percentiles 
of the historical distribution of the respective indicator18.
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and imbalances identified. NBS expects that all 
banks and branches of foreign banks will be in 
full compliance with the recommendations. If 
the recommendations are shown to be insuffi-
ciently effective, NBS will consider whether their 
implementation needs to be enforced through 
legislation. 

Regarding current developments in the retail 
credit market there are additional areas of 
concern which are not addressed by the recom-
mendations and which will require further dis-
cussion on possible legislative measures. It may 
be necessary, for example, to address overvalu-
ing of properties by appraisers, to ensure that 
borrowers are clearly informed about the risks 
associated with potential increases in interest 
rates, and to amend legislation on financial inter-
mediaries in order to bring commission schemes 
more in line with the extent of the risks attached 
to the loans provided through intermediaries. 

5.2 	NBS  Decision on the setting of 
the capital buffer rate 

NBS set the countercyclical capital buffer rate 
for the first time 
On 7 October 2014, Národná banka Slovenska 
adopted a Decision by which it set the coun-

tercyclical capital buffer rate at 0%. The Deci-
sion was based on information available as at 30 
June 2014 and entered into force on 1 Novem-
ber 2014. The rate was set at zero on the grounds 
that NBS had not identified any excessive growth 
in loans to enterprises and loans to households. 
As measured by the common EU methodology 
mandatory for all Member States, specifically the 
credit-to-GDP gap, the increase in private debt-
to-GDP ratio  was below its long-run trend, due 
to GDP development. Thus looking at the trends 
to date, the private debt-to-GDP ratio is not ris-
ing excessively. Similar conclusions can be drawn 
from the Cyclogram in Chart 36, which shows 
most of the principal indicators to be at a  rela-
tively low level. The only significant contrast to 
this picture is provided by developments in the 
household sector, in particular the growth rate of 
credit to households and consequent increase in 
household debt. 

Although these conclusions based on data up to 
30 June 2014 can be clearly interpreted with re-
gard to the financial cycle, developments in the 
third quarter point to an acceleration of credit 
growth. This applies not only to the current rap-
idly-growing retail credit sector, but also to the 
corporate credit market, which is showing signs 
of picking up. At present, however, key macr-
oeconomic data for the third quarter of 2014 are 

18 	The methodology is described in 
the following article: Rychtárik, 
Š, "Analytical background for the 
counter-cyclical capital buffer deci-
sions in Slovakia", Biatec, Vol. 22, 
No 4, Národná banka Slovenska, 
Bratislava, 2014. 
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Box 2

not available and therefore it is not possible to 
say whether credit growth for the period is ex-
cessive. A  key component of corporate credit 
growth, however, is lending to state-owned 
firms, whose debt cannot be unambiguously in-

terpreted from the point of view of the counter-
cyclical buffer. For the time being, it is assumed 
that the countercyclical capital buffer rate will 
not be increased on the basis of figures for the 
third quarter of 2014. 

Quarterly Commentary on Macroprudential Policy

 A  new NBS publication entitled “Quarterly 
Commentary on Macroprudential Policy” 
(QCMP) was published on the NBS website 
in October 2014. The Bank Board of Národná 
banka Slovenska discussed the QCMP prior to 
its publication and on this basis adopted the 
Decision by which the countercyclical capital 
buffer rate was set at 0% and entered into force 
on 1 November 2014. The obligation of NBS to 
issue this Decision is laid down by a Banking 
Act amendment in force from 1 August 2014. 
This amendment inter alia implemented EU 
legislation concerning macroprudential pol-
icy. Rate-setting Decisions on the countercy-
clical capital buffer will be adopted by NBS on 
a quarterly basis, in January, April, July and Oc-
tober of the particular year. The next Decision 
will be published in January 2015. 

The main purpose of the QCMP will be to pro-
vide regular information about potential sys-
temic risks in the Slovak financial sector. It will 
also state the countercyclical capital buffer rate 

set by NBS’s Bank Board (quarterly) and, after 
2016, the buffer rate for other systemically im-
portant institutions (annually). In the event that 
systemic risk is building up, the QCMP will serve 
as the basis of Bank Board decisions to activate 
other macroprudential policy instruments in 
accordance with the Banking Act and the EU’s 
Capital Requirements Regulation (CRR). 

The QCMP is structured according to five in-
termediate objectives as defined by the Eu-
ropean Systemic Risk Board. The document is 
divided into three parts. The first part contains 
a brief analysis of the most significant develop-
ments related to systemic risk which occurred 
during the quarter under review. The second 
part focuses on decisions taken in the area of 
macroprudential policy, including decisions of 
both NBS and the ECB, if any. The third part, 
the annexes, includes tables of indicators used 
to monitor the intermediate objectives and 
reference materials for decisions on the coun-
tercyclical capital buffer rate. 
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Abbreviations

BRRD	 Bank Recovery and Resolution Directive (Directive 2014/59/EU of the European Parliament 
and of the Council of 15 May 2014 establishing a framework for the recovery and resolu-
tion of credit institutions and investment firms and amending Council Directive 82/891/EEC, 
and Directives 2001/24/EC, 2002/47/EC, 2004/25/EC, 2005/56/EC, 2007/36/EC, 2011/35/EU, 
2012/30/EU and 2013/36/EU, and Regulations (EU) No 1093/2010 and (EU) No 648/2012, of 
the European Parliament and of the Council)

CEE	 central and Eastern European countries
CET1	 common equity Tier 1
CMN	 Cenová mapa nehnuteľností (Real Estate Price Map) 
CRD IV	 Directive 2013/36/EU of 26 June 2013 on access to the activity of credit institutions and 

the prudential supervision of credit institutions and investment firms, amending Directive 
2002/87/EC and repealing Directives 2006/48/EC a 2006/49/EC

CRR	 Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 
on prudential requirements for credit institutions and investment firms and amending Reg-
ulation (EU) No 648/2012

EBA	 European Banking Authority 
EC	 European Commission
ECB	 European Central Bank
ESA	 European System of National and Regional Accounts
ESI	 Economic Sentiment Indicator
ETF	 exchange-traded Funds (funds traded on a stock exchange and usually linked to a financial 

market index)
EU	 European Union
Fed	 Federal Reserve System
GDP	 gross domestic product
IMF	 International Monetary Fund
IPS	 Institutional Protection Scheme
JST	 Joint Supervisory Team
LCR	 Liquidity Coverage ratio
LTV	 loan-to-value (ratio)
MiFID 2	 Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 on mar-

kets in financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU
MiFIR	 Regulation (EU) No 600/2014 of the European Parliament and of the Council of 15 May 2014 

on markets in financial instruments and amending Regulation (EU) No 648/2012
MREL	 minimum requirement for own funds and eligible liabilities
MTPL	 motor third-party liability (insurance)
NBS	 Národná banka Slovenska
NSFR	 net stable funding ratio
PFMC	 pension funds management company
ROA	 return on assets
SME	 small and medium-sized enterprise
SO SR	 Statistical Office of the Slovak Republic
SPMC	 supplementary pension management company
SR	 Slovak Republic
SRF	 Single Resolution Fund 
SRM	 Single Resolution Mechanism
SSM	 Single Supervisory Mechanism
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