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FOREWORD

In 2015 Narodna banka Slovenska (NBS) was
faced with several challenges both domestically
and supranationally. The factors shaping devel-
opments within the Eurosystem included prima-
rily the persisting low interest rate environment
and the further deployment of non-standard in-
struments in a climate of mounting global risk,
as well as the establishment of the EU banking
union’s second pillar and the implementation of
a new voting rotation scheme for the ECB'’s Gov-
erning Council. The key developments on the
domestic front were the expansion of NBS's re-
mit in the area of financial market supervision
and the establishment of the Resolution Council.
Inflation in Slovakia remained highly subdued
throughout the year, while economic growth
gathered momentum.

Headwinds from the external environment con-
tinued in 2015, as global GDP growth fell to its
lowest level for six years (3.1% at constant pric-
es). This reflected the deteriorating situation in
emerging market economies, including a slow-
down of the Chinese economy and recession in
several countries dependent on oil exports. By
contrast, the euro area economy picked up in
2015, with GDP increasing by 1.6% on the ba-
sis of strengthening private consumption and
investment. The average unemployment rate
for the euro area fell by around one percentage
point over the course of the year.

In Slovakia, too, domestic demand had a major
bearing on annual GDP growth, which reached
its highest level for five years (3.6% at constant
prices). The domestic demand impulse was led
by investment activity, which was boosted by
the absorption of the remaining EU funds allo-
cated to Slovakia under the previous program-
ming period. In conjunction with the domestic
economy’s solid growth, employment increased
and the unemployment rate fell.

Oil and other energy commaodity prices contin-
ued to decline in 2015, resulting in low imported
inflation and, subsequently, a further drop in con-
sumer prices. In Slovakia, the average annual in-
flation rate for the year as a whole was negative,
at-0.3%, while in the euro area it remained flat.

In response to adverse inflation developments in
the euro area, the Governing Council decided in
early 2015 to expand the ECB's arsenal of non-
standard instruments by adding a public sector
asset purchase programme (PSPP) to the exist-
ing asset purchase programme (APP), thereby
enabling secondary-market purchases of bonds
issued by euro area central governments and Eu-
ropean institutions. Later in year, with inflation
remaining muted, the Governing Council decid-
ed to extend the period for monthly purchases
under the APP until it sees a sustained adjust-
ment in the path of inflation consistent with its
aim of achieving inflation rates below, but close
to, 2% over the medium term. At the same time,
the Governing Council decided to lower the
interest rate on the deposit facility by 10 basis
points, to -0.30%.

The enlargement of the euro area to include
Lithuania on 1 January 2015 triggered a signifi-
cant change in the ECB’s monetary policy deci-
sion-making process, with the implementation
of a rotation scheme for the voting rights of the
members of the Governing Council.

Following the Single Supervisory Mecha-
nism’s successful entry into operation in the
previous year, 2015 saw attention focus on es-
tablishing the second pillar of the EU’s banking
union - the Single Resolution Mechanism (SRM).
As part of this initiative, the Resolution Council
was established on 1 January 2015 in the role of
the national resolution authority in Slovakia. The
task of providing expertise to, and organising the
function of, the Resolution Council is performed
by the new Resolution Section of the NBS Regu-
lation Department.

The supervisory remit of NBS was expanded as
from 1 January 2015 to include responsibility for
financial consumer protection in Slovakia. In this
area of activity, the bank focuses on preventing
consumer rights breaches in the financial market,
redressing any such breaches as soon as possible,
and clamping down on practices that in the past
led to significant consumer dissatisfaction. The
non-bank provision of consumer credit presents
particular challenges in this regard.
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Given NBS's expanding powers in the area of
financial market supervision and financial con-
sumer protection, as well as its new tasks con-
cerning preparations for resolution activity in
the financial market, the number of people em-
ployed at the bank increased in 2015, to stand at
1,053 by the end of the year.

NBS continued in 2015 to ensure the smooth
functioning of the SIPS retail payment system
and the TARGET2-SK (T2-SK) payment system. At
the same time, NBS was involved in preparations
for the implementation of TARGET2 Securities,
a system that will allow the cross-border settle-
ment of securities transactions. The number and
value of transactions settled in T2-SK fell, year-
on-year, while the corresponding figures for SIPS

April 2016

increased. The number of participants in both
systems remained unchanged.

In the area of currency issuance, it is worth not-
ing that the cumulative net issuance of euro
currency in Slovakia — meaning the difference
between the value of euro banknotes and coins
that NBS has put into circulation and withdrawn
from circulation — passed the €10 billion mark
in 2015. Besides ordinary circulation coins, NBS
issued two €2 commemorative coins and three
precious-metal collector coins in 2015.

NBS reported a gross profit of more than €144
million for 2015, most of which was allocated to
the general provision for financial risks. The net
profit amounted to €4.6 million.

Jcéef Makuch

Governor
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ECONOMIC,
MONETARY
AND FINANCIAL
DEVELOPMENTS




T MACROECONOMIC DEVELOPMENTS

1.1 THE EXTERNAL ECONOMIC
ENVIRONMENT

1.1.1 GLOBAL TRENDS IN OUTPUT AND PRICES

Global economic growth slowed to 3.1%in 2015,
its lowest rate for six years and down from 3.4%
in 2014. As in the previous year, GDP growth
trended upwards across advanced economies
and downwards across emerging market econo-
mies (EMEs).

The 2015 trends stemmed from several factors,
the most important being the continuing slow-
down of the Chinese economy. China’s transi-
tioning away from investment-led economic
growth (accompanied by excess capacity) and
towards private consumption-led growth had
an impact on global demand. In addition, amid
mounting fears in mid-year that China’s econo-
my could face a hard landing’, equity prices in
Chinese stock markets underwent a sharp cor-
rection, resulting in spillover effects in global
financial markets. The downside risks to Chi-
na‘s growth outlook were further heightened
by the volatility of the Chinese currency, with
the renminbi being devalued to support export
performance and capital flight ensuing. Owing
to the continuation of monetary and fiscal pol-
icy stimulus measures aimed at stabilising the
economy, China’s GDP growth was only slightly
below target; nevertheless, the build-up of im-
balances poses risks going forward. Another
key factor in the global economic situation in
2015 was the continuing decline in commodity
prices in general and oil prices in particular. The
average oil average slumped to almost half of its
2014 level, with major repercussions for those
economies most dependent on oil exports. In
an environment of low oil prices, currency de-
preciation, ebbing confidence and rising geo-
political tensions, Russia fell furthest into deep
recession. Brazil, too, experienced significant
GDP contraction, its largest for 25 years, as the
economy was buffeted by declining commodity
prices, subdued global growth and economic
slowdown in China, Brazil's main trading part-
ner. On the other hand, lower oil prices bene-
fited India, which thanks to continuing reforms

and an accommodative monetary policy stance
became the fastest-growing large economy in
the world in 2015. Generally, however, EMEs
exerted a significant drag on global growth for
a fifth successive year, and also contributed to
the slowdown in world trade growth, from 3.4%
in 2014 t0 2.6% in 2015.

Advanced economies, supported by the contin-
uance of monetary policy accommodation, had
a positive impact on global GDP growth. The re-
covery in the advanced world did not have such
momentum as in the previous year, and there was
significant heterogeneity across countries. The
euro area recorded the strongest growth, which
was driven by both consumer and investment
demand, as well as by export growth (despite
a slowdown in global demand). Japan’s econo-
my also picked up in 2015, after stagnating in the
previous year, but its growth was entirely export-
driven, with government demand compensating
for a slight drop in private sector demand. In the
United States, GDP growth maintained its pace
of the previous year, with higher contributions
from private and government consumption ex-
penditure, a less positive contribution from gross
fixed capital formation and a negative contribu-
tion from net exports. The labour market upturn
supported expectations for the normalisation of
US monetary policy in 2015, but it was not un-
til December that the Federal Reserve increased
the target range for the federal funds rate. The
UK economy'’s performance in 2015 had a damp-
ening effect on global growth, as the upward im-
pact of private consumption growth was offset
by strong import growth.

Global headline inflation continued to fall in
2015, reflecting mainly the impact of a slump in
energy prices in response to falling energy com-
modity prices. The average inflation rate across
advanced economies fell to 0.3%, from 1.4% in
2014, and core inflation (excluding food and
energy) also continued to decline, possibly im-
plying future deflationary impulses. Although
China also experienced falling inflation, caused
by a drop in food price inflation, average infla-
tion across EMEs accelerated to 5.5% in 2015
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(from 5.1% in 2014). The upward pressure on
EME inflation came from currency depreciation
and higher import prices, as well as from the low
credibility of monetary policies.

The global oil price slump was a result of an over-
supplied market. The supply-side causes of this
situation included a production glut, the deci-
sion of OPEC countries not to reduce oil output,
and the nuclear deal struck with Iran. The down-
ward pressures from the demand side consisted
mainly of a drop in Chinese imports amid a slow-
down of the Chinese economy. At the same time,
however, non-energy commodity prices also fell.
Prices of metal and agricultural commodities re-
sponded, like oil prices, to persisting oversupply,
high stocks and weakening global demand.

1.1.2 EURO AREA ECONOMIC DEVELOPMENTS

The euro area economy’s growth accelerated
to 1.6% in 2015 (from 0.9% in 2014). The largest
contribution to that growth was made by private
consumption, with smaller contributions fromin-
vestment and government consumption. Private
consumption and investment were buoyed sig-
nificantly by the accommodative monetary poli-
cy stance and consequent easing of lending con-
ditions. Export growth was higher in 2015 than
in 2014, but since import growth was higher still,
net exports had a slightly negative impact on

Chart 1 Euro area annual GDP growth and its
composition (annual percentages changes
and percentage point contributions)

7 .

2012 2013 2014 2015

Household final consumption
W General government final consumption
Gross fixed capital formation

B Changes in inventories
Net exports
=== GDP growth (%)

Source: Eurostat.

GDP growth. The economic recovery remained
fragile and buffeted by geopolitical tensions. As
the economic recovery began to feed through to
the labour market, the unemployment rate grad-
ually declined over the course of the year, from
11.3% in December 2014, to 10.4% in December
2015 (the average rate for 2015 was 10.9%, while
for 2014 it was 11.6%).

Headline inflation in the euro area, as meas-
ured by the Harmonised Index of Consumer
Prices (HICP) averaged 0.0% in 2015, which was
0.4 percentage point lower compared with the
previous year. Annual inflation remained very
low throughout the year, crossing into nega-
tive territory in the first three months and in
September. In December 2015 the annual infla-
tion rate was slightly positive (at 0.2%) while in
December 2014 it had been slightly negative
(at -0.2%). The path of inflation during the year
was determined mainly be energy commodity
prices and their pass-through to energy prices.
Food price inflation increased, and so too did
non-energy industrial goods inflation, albeit
only marginally. Services price inflation was rel-
atively stable, but also remained subdued. Core
HICP inflation (excluding energy and unproc-
essed food) accelerated earlier in the year, but
then remained flat from May. It averaged 0.8%
in 2015 (0.9% in 2014).

Chart 2 HICP inflation components
(annual percentage changes)

2012 2013 2014 2015

B Energy B Non-energy industrial
Unprocessed food goods
Processed food M Services

Source: Eurostat.
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The euro’s exchange rate against the US dollar
depreciated sharply at the beginning of 2015,
remained broadly unchanged from March, and
then weakened again in the last quarter of the
year. This pattern reflected different cyclical posi-
tions and monetary policy stances in large glo-
bal economies, as well as downward revisions
to outlooks for growth and inflation in the euro
area. In its trading against the US dollar, the euro
was around 10% weaker at the end of 2015 than
at the beginning of year.

As part of its response to current developments,
the ECB's Governing Council made one ad-
justment to its key rates in 2015. Furthermore,
the Governing Council decided to expand the
ECB’s asset purchase programme (APP) at a time
when most indicators of actual and expected
euro area inflation were gradually decreasing
towards historical lows. Given the potentially
adverse spillover effects of wage and price for-
mation on the medium-term inflation path, the
monetary policy response was necessary. Asset
purchases are providing a monetary stimulus to
the economy at a time when the ECB’s key rates
are close to their lower bound.

1.2 MACROECONOMIC DEVELOPMENTS
IN SLOVAKIA

Slovakia‘'s economic growth reached a five-year
highin 2015, as GDP at constant prices increased
by 3.6% year-on-year (up from a rate of 2.5% in
2014). Domestic demand was the main driver
of that growth, with its investment component
having the largest impact and domestic con-
sumption contributing to a lesser extent. For-
eign demand growth was also stronger in 2015
than in 2014. The growth in GDP in the output
approach was based largely on an increase in
value added in industry, construction, whole-
sale trade and the general government sector.
A major contribution to GDP growth came from
the absorption of EU funds under the National
Strategic Reference Framework of the Slovak Re-
public for 2007-2013, with the absorption of the
available funds surging from 63% in 2014 90%
in 2015.

In the balance of payments, the current account
showed a deficit of €1.0 billion for 2015 (after

a surplus of €0.1 billion for 2014). This was caused
mainly by a decline in the trade surplus that re-
flected increasing goods imports. Other compo-
nents of the current income remained broadly
unchanged in year-on-year terms.

The labour market situation improved during
2015, supported by solid economic growth and,
in the second half of the year, the increased ab-
sorption of EU funds. Employment as defined
in the ESA 2010 grew by 2.0% year-on-year in
2015 (following a growth rate of 1.4% in 2014).
The unemployment rate as measured by the La-
bour Force Survey fell from an average of 13.2%
in 2014 to 11.5% in 2015. While the downward
trend was favourable, the unemployment rate
still remained above its pre-crisis level. Average
nominal wages increased in 2015, but their an-
nual growth rate was lower compared with the
previous year.

Average annual inflation moved further into
negative territory in 2015, from a rate of -0.1%
in 2014 to -0.3%. The energy, food and services
components all contributed to the decline in the
overall price level.

1.2.1 PRICE DEVELOPMENTS

Average annual inflation followed a declining
trend in year-on-year terms. The price level’s fur-
ther move into negative territory reflected an
acceleration in the decline of energy prices and
lower rates of inflation in processed food and
services prices. Inflation in 2015 was also under
downward pressure from external factors (the
continuing slump in prices of oil and other en-
ergy commodities) and, to a lesser extent, from
administrative measures (rail fare reductions at
the end of 2014) and from low imported infla-
tion.

Wholesale gas prices fell in an environment
of global oversupply, leading to reductions in
regulated household gas prices, mainly in the
second half of the year. Electricity prices were
pushed down by the pipeline pressure of falling
energy commodity prices. Owing to the pass-
through of sharply falling oil prices, automo-
tive fuel prices were on a downward trajectory
throughout the year, falling by more than 12%
on average. The oil price slump was one of the
main causes of the persisting low inflation envi-
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ronment in Slovakia and other euro area coun-
tries.

Unprocessed food inflation picked up gradually
over the year, reflecting the base effect of the
significant drop in unprocessed food prices in
the second half of 2014. For the year as a whole,
unprocessed food inflation averaged 0.3%. Proc-
essed food prices, by contrast, declined slightly
in 2015 owing to relatively high stocks of key
food commodities.

Despite exchange rate depreciation, the annual
rate of inflation in non-energy industrial goods
slowed gradually in 2015, from 0.6% at the be-
ginning of the year to 0.1% in December. Its
average for the year as a whole, however, was
moderately higher compared with the previous
year. Looking at the breakdown of non-energy
industrial goods inflation, prices of non-durable
goods increased and prices of durables were fall-
ing throughout the year, albeit more moderately
towards the year-end. The price trends in non-
energy industrial goods may have continued to
be affected by the impact of structural changes
(technical advances in manufacturing processes,
burgeoning internet sales, and the shortening of
product life cycles).

The average rate of services inflation was slight-
ly lower in 2015 than in 2014, owing mainly to
administrative measures. In particular, the in-
troduction of zero rail fare for certain groups of
consumers at the end of 2014 passed through to
services inflation in 2015 (with an impact of -0.19
percentage point on the headline inflation rate).
Despite favourable trends in the labour market
and in household final consumption, services
inflation excluding administered prices was rela-
tively subdued throughout the year.

Headline inflation was strongly affected by the
impact of external factors in the form of com-
modity price shocks. The consequent pipeline
pressures resulted in negative energy inflation
and low food price inflation. Services inflation,
too, was affected by the pass-through of these
shocks (via reduced energy, fuel and food costs),
which served to dampen the upward impact of
positive developments in the real economy as
well as in the labour market, wages and con-
sumption.

Chart 3 HICP inflation and its components
(annual percentage changes)

Positive impact on headline rate

Negative impact on headline rate

HICP Unprocessed ~ Processed  Non-energy Services
food food industrial

goods

Energy

u 2014 | 2015

Sources: SO SR and NBS calculations.

Chart 4 HICP inflation and its contribution
by components for 2015 minus the
corresponding figures for 2014 (percentage
points)
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Sources: SO SR and NBS calculations.

1.2.2 GROSS DOMESTIC PRODUCT

Slovakia’s annual GDP growth at constant
prices increased to 3.6% in 2015, from 2.5% in
2014. The acceleration was based on stronger
growth in domestic demand. Nominal GDP
increased by 3.3% in year-on-year terms, to
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Chart 5 Real GDP (annual percentage
changes)
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1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: SO SR.

€78 billion. The nominal growth was lower
than the real growth owing to a decline in the
general price level, as measured by the GDP

deflator. The GDP deflator fell by 0.3% year-
on-year (after falling by 0.2% in 2014) amid the
continuing decline in consumer, producer, im-
port and export prices.

GDP oN THE OUTPUT MEASURE

The output measure of annual GDP growth
reflected an acceleration in real value added
growth, to 3.1% (from 2.1% in 2014). The eco-
nomic sectors reporting the strongest value
added growth in 2015 were industry, construc-
tion, wholesale trade and the general govern-
ment sector. In agriculture, by contrast, value
fell.

GDP oN THE EXPENDITURE MEASURE

Domestic demand growth was higher in 2015
thanin 2014, at 5.0%. The acceleration was based
largely on investment growth (elevated absorp-
tion of EU funds towards the end of the year) as
well as continuing growth in household con-
sumption. Net exports, on the other hand, made
a negative contribution, with import growth
(8.2% year-on-year) exceeding export growth
(7.0%). As in the previous year, import growth

Table 1 GDP on the output measure (index: same period a year earlier = 100; constant prices)

2014 2015
Q1-Q4 Q2 Q3 Q4 Q1-Q4
GDP 102.5 102.9 103.4 103.7 104.3 103.6
Gross output 102.2 102.9 104.5 107.1 107.2 105.4
Intermediate consumption 102.3 102.9 105.7 110.1 109.4 107.0
Value added 102.1 103.1 102.6 103.1 103.7 103.1
Net taxes on products” 106.9 101.2 110.9 1104 109.2 108.2

Source: SO SR.
1) Value added tax, excise tax and import tax, less subsidies.

Table 2 GDP on the expenditure approach (index: same period a year earlier = 100; constant prices)

2014 2015
Q1-Q4 Q2 Q3 Q4 Q1-Q4
GDP 102.5 102.9 103.4 103.7 104.3 103.6
Final consumption 103.2 101.6 102.6 103.3 102.9 102.6
Final consumption of households
and non-profit institutions serving
households 102.3 101.5 1023 102.8 102.8 102.4
;:jl::;ii?ptlon of general 105.9 1018 1036 105.2 103.2 1034
Gross fixed capital formation 103.5 106.7 109.5 117.3 119.4 114.0
Goods and services exports 103.6 105.4 106.1 107.3 109.1 107.0
Goods and services imports 104.3 105.2 107.3 109.9 110.5 108.2

Source: SO SR.
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was boosted by the strengthening of domestic
demand.

All components of domestic demand increased
in 2015. Fixed capital investment grew the fast-
est, by 14.0% year-on-year, and while this growth
was broadly-based across the range of sectors, it
was strongest in the public sector, driven mainly
by investment in other building construction. This
surge in investment activity is expected to be
only temporary, given that it was supported by
the final absorption of EU funds available under
the previous EU programming period. Consump-
tion demand, too, contributed to economic
growth. Private consumption increased by 2.4%,
as the improving labour market situation and
falling inflation had an upward impact on house-
hold disposable income. The pass-through of
lower oil prices to inflation was seen mainly in
prices of energy and automotive fuel. This ena-
bled households to increase their spending on
other, non-essential goods and services (such as
recreation and culture). Government consump-
tion growth, at 3.4%, was higher than private
consumption growth, and included increases in
goods and services expenditure and in compen-
sation of employees.

Export performance was responsive to demand
trends in Slovakia’s trading partners, with export
growth accelerating gradually over 2015 and its
average annual growth rate for the year stand-

Table 3 Labour market indicators

ing at 7.0%. In sectoral terms, export growth
was strongest in the car industry, while in the
geographical breakdown, exports to EU markets
increased the most.

As measured by the export-to-GDP ratio, export
performance improved in 2015 by 1.9 percent-
age points, year-on-year, to stand at 94%. At the
same time, import intensity increased by 3.2 per-
centage points, As for the openness of the Slo-
vak economy, measured by goods and services
exports and imports as a percentage of GDP, it
rose by 5.1 percentage points, to 185.2%.

1.2.3 THE LABOUR MARKET

After picking up in 2014, the labour market situ-
ation continued to improve in 2015. This trend
reflected the impact of solid GDP growth and, in
the second half of the year, the increased absorp-
tion of EU funds. Average nominal wage growth
was attributable to the still rising demand for
labour and labour productivity growth. At the
same time, subdued inflation had a dampening
effect on nominal wage growth. Unemployment
fell quite sharply in 2015, but nevertheless re-
mained in double digits.

EmPLOYMENT

Employment as defined in the ESA 2010 grew by
2.0% year-on-year in 2015 (following a growth
rate of 1.4 % in 2014). The number of hours
worked increased by 1.7% in year-on-year terms

2014 2015

Q1-Q4 Q1 Q2 Q3 Q4 Q1-Q4
Nominal wages (index) 104.1 102.2 1023 102.9 104.1 102.9
Real wages (index) 104.2 102.6 102.4 103.2 104.6 103.2
Nominal compensation per employee — ESA
2010 (index) 101.8 101.9 101.5 102.1 103.9 102.4
Labour productivity - GDP per employee
(index; current prices) 100.9 100.8 101.0 101.2 102.2 101.3
Labour productivity - GDP per employee
(index; current prices) 101.1 101.2 101.3 101.5 102.3 101.6
Employment - ESA 2010 (index) 101.4 101.8 102.0 102.2 102.0 102.0
Unemployment rate — LFS" (%) 13.2 12.1 11.5 114 10.8 115
Nominal unit labour costs (ULCs)? 100.7 100.7 100.2 100.5 101.6 100.8

Sources: SO SR and NBS calculations.
1) Labour Force Survey.

2) Ratio of compensation per employee growth at current prices to labour productivity growth (ESA 2010) at constant prices.
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(after increasing by 0.7% in 2014). The sectors
accounting for most of the employment growth
were professional and scientific activities, indus-
try, and the public sector. The construction sec-
tor’s contribution to overall employment growth
remained negative in 2015, but it was the sec-
tor’s least negative contribution in the post-cri-
sis period. Public sector employment’ grew by
1.1% (after increasing by 1.8% in 2014), based
mainly on job growth in the health-care and, to
a lesser extent, administration sectors. Accord-
ing to the Labour Force Survey, the number of
Slovak citizens working abroad in 2015 soared
by 10.5% (14,000 people) on a year-on-year ba-
sis. This was a turnaround from 2014, when the
number fell.

UNEMPLOYMENT

As measured by the Labour Force Survey, the
number of unemployed fell, year-on-year, by
12.4% (more than 44,000) and the unemploy-
ment rate decreased by 1.7 percentage point, to
11.5%. The average registered unemployment
rate, based on figures from labour offices, fell by
1.3 percentage point year-on-year, to also stand
at 11.5%.

WAGES AND LABOUR PRODUCTIVITY

The average monthly nominal wage in 2015
increased to €883, and its annual growth rate
slowed to 2.9% (from 4.1% in 2014). As infla-
tion was lower in 2015 than in 2014, it put
downward pressure on nominal wage growth.
As firms experienced reduced income in a low
inflation environment, they were constrained
from more significant wage growth. The sectors
reporting the highest nominal wage growth in
2015 were IT and telecommunications (5.3%),
transportation and storage (5.0%) and mining
and quarrying (4.9%). Wage developments in
the construction sector were notable in that
the average wage climbed by 5.3% after fall-
ing in the previous year. This turnaround was
supported by work on the completion of EU-
funded projects, which had a greater impact
on wage and production growth than on the
employment figures in the sector. By contrast,
sectors in which the average nominal wage fell
included professional and scientific activities
(-6.0%) and agriculture (-2.3%). As in 2014, the
price level declined in year-on-year terms and,
consequently, real wage growth was higher

than nominal wage growth. The annual growth
rate for labour productivity (GDP per employee)
increased in 2015. At the same time, real labour
productivity growth was lower than real wage
growth. Such a situation may support a pick-up
in prices in the following period, but if it were
to persist for an extended time and spread to
export-oriented sectors, it could weigh on eco-
nomic competitiveness.

1.2.4 FINANCIAL RESULTS

The aggregate profit of non-financial and fi-
nancial corporations in Slovakia increased in
2015 by 13.6% year-on-year, to €11,633.34 mil-
lion (after falling by 0.9% in 2014), according to
the SO SR's preliminary figures. While the non-
financial corporations sector increased its overall
profit by 21.6% (up from 0.5% in 2014), financial
corporations, not including Narodna banka Slov-
enska, saw their aggregate profit slump by 21.1%
(after increasing by 18.4% in 2014).

In absolute terms, the overall profit of non-fi-
nancial corporations increased by €1,834.7 mil-
lion, to €10,325.5 million. That growth was
largely accounted for by manufacturing indus-
try, and in particular by the sectors of phar-
maceuticals and refined petroleum products,
which made an aggregate profit after report-
ing a loss in the previous year. Other sectors
that contributed positively to the total profit
included the following: electricity, gas and
steam supply; construction; transportation
and storage; and trade.

The total profit of the financial sector (exclud-
ing NBS) was lower in 2015 than in 2014 by
€347.4 million, at €1,301.0 million.

1.2.5 BALANCE OF PAYMENTS

CURRENT ACCOUNT

In Slovakia‘s balance of payments for 2015, the
current account result deteriorated to a deficit
of €1.0 billion, from a moderate surplus in 2014.
This result was largely attributable to the trade
surplus, which declined owing to increasing im-
ports of investment and consumption goods.
The ratio of the current account balance to GDP
(at current prices) fell, year-on-year, by 1.4 per-
centage point, to stand in negative territory at
-1.3%.
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Chart 6 Current account and trade balance
developments
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Export performance was subdued in the early
part of 2015, as it had been in late 2014. Exports
began slowly to recover only in the second half
of the year, led by export growth in the car indus-
try. Import growth stemming from the import
intensity of exports was heightened by growing
imports of final consumption goods. As a result,
exports grew more slowly than imports, and the
trade surplus was therefore lower in 2015 than in
the previous year.

Table 4 The b.o.p. current and capital
account (EUR billions)

2014 2015
Goods 29 1.8
Exports 62.6 65.9
Imports 59.7 64.1
Services balance 0.1 0.1
Primary income balance -1.7 -1.8
Secondary income balance -1.2 -1.1
Current account in total 0.1 -1.0
Current account to GDP ratio (%) 0.1 =1l.3)
Capital account 0.7 238

Sources: SO SR and NBS.

Other components of the current showed only
minor changes in year-on-year terms. The serv-
ices balance surplus was almost unchanged, as
increases in the travel and transportation items
were offset by a deterioration in other items of
the balance.

In contrast to the current account, the capital
account recorded a surplus of €2.8 billion. This
significant year-on-year increase was largely
attributable to the completion of large infra-
structure projects in the latter part of the year.
These drew in a record inflow of EU funds, to the
extent that almost 50% of the EU fund inflows
for 2015 were recorded in the fourth quarter of
the year.

FINANCIAL ACCOUNT

The surplus in the financial account of the bal-
ance of payments was €0.6 billion in 2015,
€1.0 billion lower than in 2014.

In the direct investment balance of the financial
account, the inflow comprised participating in-
terests of non-residents and resulted in an in-
crease in liabilities vis-a-vis the rest of the world.
This impact of that increase was cancelled out by
a moderate outflow of debt capital arising from
the activity of economic agents. The outflow re-
corded in the portfolio investment balance was
based mainly on NBS's activities in relation to
the Eurosystem’s asset purchase programme,
i.e. the purchase from non-resident counterpar-
ties of securities issued in Slovakia. This activity
had a downward impact on liabilities. The inflow
in the other investment balance was supported

Table 5 The b.o.p. financial account
(EUR billions)

2014 2015
Direct investment 0.2 -0.7
Portfolio investment and financial
derivatives -23 14
Other investment 0.0 -1.5
Reserve assets 0.5 0.2
Financial account in total -1.6 -0.6

Sources: NBS.

Note: The figures for the financial account balances are shown in
net terms (assets minus liabilities), with a positive value denoting
a net outflow and a negative value denoting a net inflow.
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mainly by loans provided to non-residents by
Slovak banks.

EXTERNAL DEBT OF SLOVAKIA

As a result of b.o.p. transactions, Slovakia‘s ex-
ternal debt denominated in euro decreased in
2015 by €0.5 billion, year-on-year, to €67.2 bil-
lion, and the external debt denominated in
US dollars fell by $9.1 billion, to $73.2 billion.
According to preliminary figures, the ratio of
Slovakia’s total gross external debt to GDP at
current prices was 87.8% as at 31 December
2015, which was 0.3 percentage point lower
than the figure for 2014 (88.1%). The ratio of
total short-term external debt to total gross
external debt increased, year-on-year, by
2.1 percentage points, to 32.2% as at the year-
end. Debt per capita was €12,398 as at the end
of 2015, which was €136 higher than its level
a year earlier.

NOMINAL AND REAL EFFECTIVE EXCHANGE RATES?

The nominal effective exchange rate (NEER)
depreciated in 2015 by an average of 1.9%
year-on-year, after appreciating by 1.2% in the
previous year. The principal negative contribu-
tions to the NEER were made by weakening
against the Chinese renminbi (-1.2 percentage
points), the South Korean won (-0.6 percent-
age point), the pound sterling (-0.5 percent-
age point) and the US dollar (-0.4 percentage
point), while the main upward pressure on the
index came from appreciation against the Rus-
sian rouble (0.9 percentage point). Exchange
rates remained relatively stable with the cur-
rencies of neighbouring countries that are Slo-
vakia’s fellow members of the Visegrad Four
group (Poland, the Czech Republic, and Hun-

gary).

The real effective exchange rate (REER) based
on the producer price index depreciated by
2.5% in 2015, fully 2.3 percentage points more
than it depreciated in 2014. The weakening of

the REER was more marked than that of the
NEER owing to the negative inflation differen-
tial against Slovakia’s most significant trading
partners. After accounting for the weights of
trading partners currencies in the index, the
differentials that had the largest negative im-
pact on the REER were those against Germany
(-0.6 percentage point) and Russia (-0.5 per-
centage point). Amid continuing appreciation
of the REER's estimated equilibrium trajec-
tory (stemming mainly from the fact that the
equilibrium growth of labour productivity was
higher in Slovakia than in its trading partners),
the depreciation of the index led to increased
undervaluation of the REER. The more under-
valued REER continued to support the price
competitiveness of domestic firms, which may
have contributed to the pick-up in the share of
Slovak exports in world trade.

Chart 7 Year-on-year changes in the
PPI-based REER's misalignment and in

market share (centred five-quarter moving
average; percentage points; percentages)
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2 EUROSYSTEM MONETARY POLICY

2.1 MONETARY POLICY OPERATIONS

The European Central Bank (ECB) implements
euro area monetary policy through national
central banks (NCBs), using monetary policy
instruments in the form of open market opera-
tions, standing facilities, and minimum reserve
requirements. Only counterparties subject to
minimum reserve requirements are eligible
to use standing facilities and to participate in
standard tenders, i.e. open market operations.
Open market operations consist of main refi-
nancing operations (MROs), longer-term refi-
nancing operations (LTROs), fine-tuning oper-
ations (FTOs), and structural operations (SOs).
The standing facilities comprise the deposit
facility (DF) and the marginal lending facility
(MTF). In order to reduce the risk of a protract-
ed period of low inflation, the ECB continued
in 2015 to implement its non-standard as-
set purchase programme (APP) comprising
the third covered bond purchase programme
(CBPP3) and the asset-backed securities pur-
chase programme (ABSPP), and it expanded
the APP to include the public sector purchase
programme (PSPP).

LIQUIDITY-PROVIDING OPERATIONS

Throughout the year the ECB conducted MROs
and three-month LTROs as fixed rate tenders
with full allotment, and it decided to continue
conducting them as such for as long as neces-
sary, and at least until the end of the last reserve
maintenance period of 2017.

In addition, the ECB conducted targeted long-
er-term refinancing operations (TLTROs), also
as fixed rate tenders with full allotment, with
the aim of improving bank lending to the euro
area non-financial private sector. TLTROs are
designed to ensure that the funding obtained
is passed on, via bank lending activity, to the
final borrowers. In 2014 the ECB announced
that there would be eight TLTROs at quarterly
intervals. Two of them were conducted in 2014
(with the total take-up of loans under these
operations amounting to €212.4 billion) and
a further four in 2015 (€205.5 billion). The re-

maining two TLTROs will be conducted in 2016
(in March and June). The interest rate on the
TLTROs was equal to the main refinancing
rate prevailing at the time of take-up, thereby
eliminating the 10 basis point spread over the
MRO rate applied in the first two TLTROs. All
TLTROs mature in September 2018 with the
counterparties — commercial banks - able to
opt for early repayment as of 24 months after
each TLTRO.

In the first two TLTROs, counterparties were
entitled to an initial borrowing allowance
equal to 7% of the total amount of their loans
to the euro area non-financial private sector.
In subsequent TLTROs, conducted in 2015 and
2016, additional amounts may be borrowed
and these may cumulatively reach up to three
times each counterparty’s lending to the euro
area non-financial private sector, excluding
loans to households for house purchase, pro-
vided between 30 April and the respective al-
lotment reference date. Those counterparties
that have not fulfilled certain conditions re-
garding the volume of their net lending to the
real economy will be subject to early manda-
tory repayment in 2016, two years before the
TLTROs mature.

In 2015 the ECB continued to conduct the 7-day
US dollar liquidity-providing operations that it
first launched in 2008. Although these opera-
tions did not attract any bids from banks in the
first half of year counterparties participated in
them regularly in the second half of the year, tak-
ing up around USD 180 million.

ASSET PURCHASE PROGRAMMES

At its monetary policy meeting in January 2015,
the ECB’s Governing Council decided to expand
the asset purchase programme to include the
PSPP, under which the Eurosystem purchases
bonds issued by euro area central governments
and European institutions. Monthly purchases
under the ABSPP, CBPP3 and PSPP amounted to
€60 billion. Eurosystem national central banks
began making secondary-market purchases un-
der the PSPP in March 2015, in proportions re-
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flecting their respective shares in the ECB's capi-
tal key.

From March to the end of 2015, securities pur-
chased under the PSPP amounted to €494.9 bil-
lion.

The ABSPP and CBPP3 programmes, launched
in November 2014, continued throughout 2015.
The Eurosystem increased its total purchases un-
der the ABSPP to €15.3 billion and those under
the CBPP to €143.3 billion. The PSPP is making
the largest contribution to the total purchases
under the expanded APP.The ABSPP helps banks
to diversify funding sources and stimulates the
issuance of new securities. Asset-backed se-
curities can help banks to fulfil their main role:
providing credit to the real economy. The APP
and TLTROs are having a sizeable impact on the
provision of liquidity to banks and thus on the
Eurosystem’s balance sheet. At its monetary
policy meeting in December 2015, the Govern-
ing Council decided to extend the intended ho-
rizon of purchases under the PSPP until the end
of March 2017, or beyond, if necessary, and in
any event until the the Governing Council sees
a sustained adjustment in the path of inflation
that is consistent with its aim of achieving infla-
tion rates below, but close to, 2%, over the me-
dium term. The Governing Council also decided
to reinvest the principal payments of the securi-
ties purchased under the APP as the underlying
securities mature, for as long as necessary, thus
contributing to favourable liquidity conditions
and to an appropriate monetary policy stance. It
was also decided at the December meeting that
the PSPP would include euro-denominated mar-
ketable debt instruments issued by regional and
local governments located in the euro area.

KEY INTEREST RATES

The divergence between the monetary policies
of major central banks became more pronounced
in 2015. Towards the end of 2015 the US Federal
Reserve began to tighten its monetary policy,
raising the target range for the federal funds rate
to 0.25%-0.50% (from 0.00%-0.25%), while in
the same period the ECB’s Governing Council de-
cided to reduce the interest rate on the ECB’s de-
posit facility by 10 basis points, to -0.30%. The
ECB’s main refinancing rate and marginal lend-
ing rate remained unchanged at 0.05%, and
0.30% respectively.

Chart 8 Eurosystem monetary policy
operations in 2015 (EUR billions)
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Unsecured money market rates in the euro area
reflected excess liquidity in the banking sector
and expectations for monetary policy adjust-
ments. The overnight EONIA rate was highly
volatile in the first half of the year, remaining
mostly negative, but rising into positive terri-
tory at the end of reserve maintenance periods.
In the second half of the year, as excess liquidity
continued to increase and amid expectations of

Chart 9 Key ECB interest rates and the
EONIA (in % p. a.)

0.50

0.40
0.30
0.20 ‘}

0.10 -

000 +—0—F%—

-0.10 1

-0.20

-0.30

-0.40 4

Jan. Feb. Mar. Apr. May June July Aug. Sep. Oct. Nov. Dec.

== Main refinancing operation rate
Marginal lending rate

== Deposit facility rate
EONIA

Source: Bloomberg.

CHAPTER 2

NBS
ANNUAL REPORT
2015

18



a policy rate cut, the EONIA remained negative
with minimal intraday changes. Following the
reduction in the deposit facility rate, the EOINIA
fell to a historical low of -0.24%. Its declining
trend was interrupted by temporary fluctua-
tions at the ends of the reserve maintenance
periods and/or at the month-ends and at the
year-end.

2.2 EURO DEVELOPMENTS

The euro’s exchange rate in 2015 was affected
by different cyclical developments and by the
monetary policy outlooks for major world econ-
omies. Early in the year, after the ECB announced
the expansion of its asset purchase programme,
the euro depreciated considerably against the
US dollar, from 1.214 to 1.055 dollars per euro.
The euro stabilised in the second quarter, except
for occasional volatility related to political devel-
opments in Greece as well as to shifts in market
expectations for an increase in monetary policy
rates in the United States. At the start of the third
quarter, the euro appreciated strongly against
the dollar, to EUR/USD 1.15, reflecting global risk
aversion and uncertainty about developments
in China. The exchange rate weakened again to-
wards the year-end, with the world’s two largest

Chart 10 EUR/USD exchange rate in 2015
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central banks - the ECB and the Federal Reserve
- expected to follow diverging monetary policy
paths. In March 2015 the euro depreciated to
a 13-year day-on-day low of EUR/USD 1.045, and
by the year-end it was trading at USD 1.089, 10%
weaker year-on-year.

3 FINANCIAL MARKET DEVELOPMENTS

Since the situation in the domestic economy is
conditionedtoalarge extent by the external envi-
ronment, the developments in that environment
have a significant bearing on the stability of the
Slovak financial sector. Hence the slight pick-up
of advanced economies in 2015 can be seen as
beneficial for Slovakia, even though it should be
noted this trend was driven largely by such fac-
tors as the expansion and subsequent extension
of the ECB's asset purchase programme (APP),
falling oil prices, and depreciation of the euro.
The external environment is, however, subject
to several risks. Globally, there are continuing
downside risks to growth outlooks for emerging
market economies (EMEs) in general and China
in particular, with these risks being amplified by
imbalances accumulated during previous years.

Owing to developments in China and Greece in
2015, global financial markets became increas-
ingly volatile, and thisin turn accentuated the risk
of a sudden and simultaneous decline in prices
of riskier assets (exacerbated by the continuing
decline in market liquidity in financial markets).
As for the fiscal sphere, a number of EU countries
are failing to decrease debt levels despite efforts
to consolidate public finances.

The Slovak economy’s growth accelerated in
2015, while the composition of its growth un-
derwent a change. Whereas net exports had
been the main driver of growth in previous years,
domestic demand came to the fore in 2015. In
a low inflation environment, growth in employ-
ment and real wages had an upward impact
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Chart 11 Financial sector assets as at

31 December 2015 - broken down by
market segment
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Note: CIFs - collective investment funds; IFs - investment firms;
PFMCs - pension fund management companies (second pension
pillar); SPMCs - supplementary pension management compa-
nies (third pension pillar).

on household consumption. Economic growth
was also supported by investments, which was
boosted mainly by the public sector’s effort to
absorb outstanding EU funds from the finishing
programming period. With the economy pick-
ing up, the financial position of both households
and non-financial corporations improved.

The principal pillar of the Slovak financial sec-
tor - the banking sector - is on a sound footing
in terms of solvency, profitability and access to
funding, and on these measures ranks above av-
erage by international standards. The banking
sector’s aggregate profit for 2015 was €626 mil-
lion, 12% higher than the profit for 2014. The
profit growth was supported by a drop in credit
risk costs, an increase in non-interest income
and a reduction in the bank levy, from 4% to 2%.
There was, however, a decline in the main source
of banking profits — interest income - as the
downward trend in interest rates continued. This
reflected mainly decreases in interest income
from non-financial corporations and from securi-
ties. The sector’s average capital ratio remained
largely unchanged, at 17.4%. The leverage ratio
was more than 8%, significantly higher than the
EU average.

Lending to households maintained solid growth
in 2015, and in contrast to the previous year it
was accompanied by a gradual increase in lend-
ing to non-financial corporations. The outstand-
ing amount of retail loans increased in 2015 by
12.4% year-on-year, and that growth rate was
far higher than the EU average. This growth was
based mainly on housing loans, which grew by
more than 13%. As for consumer loans, their an-
nual growth rate remained strong, but slowed
gradually, from more than 20% in March 2015 to
16.2% in December 2015. Demand for credit is
being stoked mainly by increasing competition
between banks and falling lending rates and
margins in respect of new loans. On the other
hand, credit standards have been tightened
following the implementation of NBS Recom-
mendation 1/2014 on risks related to market
developments in retail lending. Falling interest
rates are usually accompanied by an increase in
refinancing, but in 2015 the share of refinancing
loans in new loans dropped to 25%, due mainly
to a drop in loan refinancings in which the prin-
cipal is increased.

The annual growth rate for corporate loans
reached 9% in December 2015. The pick-up in
lending to non-financial corporations was sup-
ported by both demand and supply factors. On
the supply side, credit standards were loosened
slightly and the downward trend in lending rates
continued. Demand for corporate loans, particu-
larly among private firms, was greatly buoyed by
favourable macroeconomic dynamics. Further
evidence of the improving business climate was
provided by the growth in loans to small and
medium-sized enterprises and growth in loans
for investment purposes.

The amount of the banking sector’s securities in-
vestments increased slightly in 2015. Across the
portfolio, the amount invested in Slovak govern-
ment bonds remained flat, while a decrease in
foreign banks’ bonds was offset by an increase
in domestic banks’ bonds and a marked rise in
foreign government securities.

Credit risk remains the most significant risk in
the Slovak banking sector. In this context, the
decrease in non-performing loan (NPL) ratios
can be perceived positively. The NPL ratio for
household loans decreased to 3.9%, from 4.3%,
in 2014. The decline was not entirely a result of
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an increase in lending, but also reflected a de-
crease in the outstanding amount of NPLs. It was
a similar situation in the corporate credit portfo-
lio, with the NPL ratio falling to 7.3%, from 8.6%
in the previous year.

Total profits in the insurance sector declined
by 20% in 2015, to just under €130 million. This
deterioration was caused mainly by declines in
both the financial result and technical result in
life insurance. The technical result in non-life
insurance remained largely unchanged. The
principal risk in the insurance sector remains
the low interest rate environment. Insurers are
still struggling to achieve investment returns
guaranteed in life insurance contracts. Insur-
ers face a situation in which the higher-yield-
ing bonds in their portfolios are maturing and
can be replaced only with low-yielding invest-
ments, with potentially adverse implications
going forward.

In the second pillar of the pension system - the
old-age pension scheme operated by pension
fund management companies (PFMCs) - the
aggregate net asset value (NAV) of pension
funds decreased in 2015 by just under 2%. The
decline was caused by another ,re-opening’ of
the scheme, i.e. a temporary period in which it
is permitted to withdraw from what is usually
a mandatory scheme. The outflow of funds was
substantially counterbalanced by the regular
contributions of remaining savers. The distribu-
tion stage of the second pillar commenced in
2015, with the payment of the first pensions un-
der scheme. This, however, had only a marginal
impact on the NAV. The most notable change in
the asset composition of second pillar pension
funds was an increase in the equity compo-
nent of equity pension funds. A combination of
heightened uncertainty in global financial mar-
kets and the existing asset structure of pension
funds resulted in the value of the funds’ pension
points becoming more volatile in 2015 than at

any time since 2008. Index funds recorded the
highest nominal return in 2015 (7.5% on aver-
age), followed by equity funds (2.8%) and mixed
funds (2.7%). The average return on bond pen-
sion funds was 0.5%.

In the third pillar of the pension system - the sup-
plementary pension scheme operated by sup-
plementary pension management companies
(SPMCs) - the NAV of pension funds increased
in 2015 by 5% year-on-year. In supplementary
pension funds (SPFs) with a balanced invest-
ment strategy (constituting the bulk of third
pillar funds), the share of debt securities in their
aggregate asset portfolio declined in 2015, while
the share of equities increased. The opposite de-
velopment was observed in SPFs with a growth-
focused investment strategy, as the bond com-
ponent of their asset portfolio increased at the
expense of equities. Across the third pillar, only
SPFs following a conservative investment strat-
egy reported a positive average return in 2015
(0.4%). The worst performing funds were growth
SPFs (-2.9%), behind balanced SPFs (-1.7%) and
distribution SPFs (-0.2%).

The collective investment sector saw the total
value of assets under management increase for
a fourth successive year in 2015, by €669 million,
which represents annual growth rate of 10.6%.
This reflected mainly net sales in the sector, with
domestic and foreign investment funds mak-
ing similar positive contributions. In the case of
domestic funds, the inflow was concentrated
on mixed funds, while the NAV of bond funds
declined. Net sales were also recorded by alter-
native investment funds and real estate funds.
Households were the main source of the inflow
to domesticinvestment fundsin 2015. In terms of
their average nominal returns, investment funds
were less successful in 2015 than in the previous
two years. Equity funds had the highest average
return (3.7%), while mixed funds performed the
most poorly (-1.7%).
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1T MONETARY POLICY IMPLEMENTATION AND
INVESTMENT PORTFOLIO MANAGEMENT

As a member of the Eurosystem, Narodnd ban-
ka Slovenska is subject to the monetary policy
set by the Governing Council of the European
Central Bank. NBS conducts Eurosystem mon-
etary policy operations in accordance with the
ECB's indicative calendar for them. The assets
accepted as collateral in such operations must
be eligible, i.e. fulfil certain criteria, in order to
protect the Eurosystem from incurring losses in
its monetary policy operations and to ensure the
equal treatment of counterparties, as well as to
enhance operational efficiency and transparen-
cy. In this regard, the Eurosystem has developed
a single framework for eligible assets common to
all Eurosystem credit operations.

Under Eurosystem rules, all credit institutions in
the euro area are required to hold minimum re-
serves on account with their respective national
central bank (NCB).

1.1 MINIMUM RESERVE REQUIREMENTS

In 2015 the reserve requirement was 1% of the
reserve base.

At the beginning of 2015 a total of 28 credit in-
stitutions in Slovakia were subject to minimum
reserve requirements; they comprised 13 banks
incorporated in Slovakia (including three home
savings banks) and 15 branches of foreign credit
institutions (including credit cooperatives). Their
number had fallen to 27 by the end of the year,
as the Royal Bank of Scotland N.V., a branch of
a foreign bank, ceased its operation in Slovakia
as of 30 April 2015.

Excess reserves started to be remunerated at
a negative rate from 11 June 2014 and the rate re-
mained negative throughout 2015, at -0.20% until
8 December and at -0.30% from 9 December.

The length of reserve maintenance periods in
2014 was either 28 days or 35 days, while in 2015
it was either 42 days or 49 days and the number of
maintenance periods was reduced from 12 to 8.

Chart 12 Minimum reserve requirements
and reserve holdings in 2015 (EUR millions)
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The average minimum reserve requirement in
2015 was €420.32 million, around 7.8% higher
than in 2014. The extent by which, on average,
reserve holdings exceeded the reserve require-
ment increased to 92.0% in 2015, from 62.9% in
2014. The highest reserve holdings were record-
ed in the eighth and third maintenance periods.

1.2 ELIGIBLE ASSETS

The collateral eligibility criteria for Eurosystem
credit operations underwent several significant
changes in 2015. These concerned mainly the
modification and further specification of eligi-
ble types of coupon structure, changes in the
application of credit rating priority rules in as-
sessments of asset eligibility, and an extension
of the list of eligible asset issuers to include mul-
tilateral development banks and international
organisations. In addition, a new class of eligi-
ble assets, namely ‘non-marketable debt instru-
ments backed by eligible credit claims (DECCs)’,
was introduced in the Eurosystem collateral
framework. There were also several modifica-
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tions to the eligibility criteria for asset-backed
securities (ABSs). While the above changes were
significant in the context of the Eurosystem as
a whole, they did not have a marked impact on
eligible assets and monetary policy implemen-
tation in Slovakia.

The value of Slovak eligible assets was, on aver-
age, 7% higher in 2015 than in 2014 and it in-
creased moderately towards the year-end. The
total nominal value of these assets at the end
of 2015 was €35,474 million, which in compari-
son with its level a year earlier was higher by
€3,009.1 million. Slovak government bonds con-
stituted almost 90.1% of these eligible assets,
and mortgage bonds 8%. Slovak Treasury bills
also featured among Slovak eligible assets at the
end of 2015, unlike at the end of 2014.

The participation of Slovak banks in Eu-
rosystem monetary policy operations did
not change notably during 2015. It largely
involved repaying longer-term refinancing
operations conducted in 2011 and 2012 and
participation in the new targeted longer-term
refinancing operations (TLTROs). The value of
the collateral pledged by domestic banks in
Eurosystem operations was around 6% higher
atend-2015 than at end-2014, and the average
year-on-year increase was around 5%. Of that
total, government debt securities made up al-

Chart 13 Composition of Slovak eligible
assets in 2015 (EUR millions)
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Chart 14 Composition of Slovak eligible
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most 94%, a similar share to that recorded in
2014.The only notable change in the use of el-
igible assets in 2015 was in their breakdown by
country of issuer. As a proportion of the total
amount of assets pledged as collateral, secu-
rities issued in the domestic market increased
from 87% in 2014 to around 94% in 2015. Slo-
vak counterparties used a collateral pool to
manage their collateral.

Chart 15 Use of eligible assets in 2015 (%)
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Chart 16 Use of domestic and foreign eligible assets (%)
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Source: NBS.
1.3 INVESTMENT PORTFOLIO
MANAGEMENT

Narodnd banka Slovenska manages its invest-
ment assets with the aim of ensuring that its in-
vestment portfolios contribute positively to the
bank'’s overall financial result. The total value of
NBS's investment portfolios as at 31 December
2015 was€6.8 billion (at corresponding exchange
rates and with securities at nominal value).

Chart 17 Total value of NBS investment

portfolios in 2015 (EUR billions)
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Foreign assets 5.95%

Domestic assets 94.05%

In managing its portfolios, NBS applies the princi-
ples laid downin the NBS investment strategy ap-
proved in 2008 and updated in 2014. In the case
of the euro-denominated portfolio, containing
82.3% of NBS's overall investment assets, interest
rate risk is managed in a standard way through
interest rate swaps and futures contracts. The re-
turn on the euro-denominated portfolio in 2015,
after taking into account interest expenses and
hedging, stood at 0.16%.

Chart 18 Euro-denominated portfolio as
at 31 December 2015 - broken down by
country of issuer
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2 FINANCIAL STABILITY AND FINANCIAL MARKET

SUPERVISION?

2.1 FINANCIAL STABILITY

During 2015 the Bank Board of Narodna banka
Slovenska issued seven macroprudential policy
decisions concerning financial stability from the
perspective of cyclical and structural systemic
risks.

Four of these decisions were regular quarterly de-
cisions on the countercyclical capital buffer rate,
in which the Bank Board, taking into account the
phase of the economic and financial cycle, set in
all of the four cases the rate at 0%. These deci-
sions were aimed at strengthening the resilience
of the financial system and preventing a build-
up of systemic risks with a view to maintaining
the stability of the financial system as a whole.

The remaining three decisions concerned the lo-
cal systemically important banks. The Bank Board
of NBS classified five banks as other systemically
important institutions (O-Sll): Ceskoslovenska
obchodnd banka, a.s., Postova banka, a.s., Slov-
enska sporitelha, a.s., Tatra banka, as. and
Vseobecnd Uverova banka, a.s. Over the period
from 1 January 2016 to 1 January 2018, the mini-
mum own-funds requirement for these banks
will be gradually increased through an O-SlI buff-
er (capital buffer for other systemically impor-
tant institutions) and a systemic risk buffer; the
required amounts of the buffers will be specified
in NBS decisions.

During 2015 NBS also published quarterly com-
mentaries to keep the public regularly informed
about the potential systemic risks in the Slovak
financial sector. If a systemic risk is identified,
these commentaries serve as a basis for the Bank
Board of NBS decision to activate an appropriate
macroprudential policy instrument in accord-
ance with the Banking Act* and the CRR Regu-
lation.?

1 March 1 2015 saw the entry into force of cer-
tain parts of NBS's Recommendation No 1/2014
on risks related to market developments in re-
tail lending, aimed at preserving the domestic

financial sector’s stability and avoiding risks
that may have a negative impact on banks, their
customers, and on the economy as a whole.
The other parts of this Recommendation had
also entered into force by the end of the year.
Hence, the NBS’s supervisory tasks in 2015 also
included the check of fulfilment of the imple-
mentation of this Recommendation by individ-
ual banks of the Slovak banking sector.

2.2 SUPERVISION OF THE FINANCIAL
MARKET

THE BANKING SECTOR

As at 31 December 2015, there were 13 banks
and 14 branches of foreign banks operating in
the banking sector of Slovakia.

Under the Single Supervision Mechanism

(SSM, a framework for cooperation between the

ECB and the competent national authorities),

banks (credit institutions) are categorised into:

® significant banks - supervised directly
by the ECB (Tatra banka, a.s. V3eobecna
Uverova banka, a.s.; Slovenska sporitelia, a.s.;
Ceskoslovenska obchodna banka, a.s., and
CSOB stavebna sporiteltia, a.s., both belonging
to the KBC Group; and Sberbank Slovensko,
a.s.,, belonging to Sberbank Europe AG); and

® |ess significant banks - supervised directly by
NBS (other banks with a registered office in
Slovakia).

Within the scope of the SSM, the ECB has as-
sumed certain powers in the area of authorisa-
tion, too. It conducts authorisation proceedings
in close cooperation with NBS. The ECB issues
decisions concerning the granting or revocation
of authorisations and the acquisition of qualify-
ing holdings in relation to both significant banks
and less significant banks. It also assesses the eli-
gibility of board members and supervisory board
members, but only for significant banks.

Proceedings in matters falling within the
ECB’s competence are also commenced before
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NBS. In such cases, NBS assesses the relevant ap-
plication according to Slovak law, and the ECB
does so according to the EU law. In total, 108
proceedings were commenced in the year under
review: 82 within the competence of NBS and 26
within the competence of the ECB.

In regard to the banking sector, NBS conducted
94 authorisation proceedings during the year:
12 were instituted in 2014 and 82 were complet-
ed in 2015 with the issuance of a final decision.
Most of the decisions concerned the granting
of prior approval to appoint new members of
the statutory body, members of the supervisory
board, managerial employees or company sec-
retaries.

The ECB conducted a total of 29 authorisation
proceedings in 2015. Three of these proceedings
were instituted in 2014 and 22 were completed
in 2015 with the issuance of a final decision.
Most of the decisions concerned the eligibility of
members of the statutory body and members of
the supervisory board of banks.

In 2015 no sanction proceedings were initiated
in regard to the banking sector. One of the two
proceedings brought in 2014 was completed in
2015 with the issuance of a final decision.

In 2015 NBS received one notification from a for-
eign bank (BNP Paribas Personal Finance S.A.)
that intended to establish a branch in Slovakia
and registered 14 foreign credit institutions that
reported their intention to provide cross-border
banking services in Slovakia, without establish-
ing a branch. The branch of The Royal Bank of
Scotland plc ended its activities in Slovakia in
2015.

In 2015 eight thematic on-site inspections were
carried out in banks and branches of foreign
banks. Within the scope of these inspections, the
supervisors examined seven applications for the
use of, or for a change in, an internal risk meas-
urement model for capital requirement calcula-
tion for credit risk and one application for the use
of an internal model for capital requirement cal-
culation for operational risk. One of the top pri-
orities of on-site inspections was to assess the ef-
fectiveness of banks' risk management systems,
the provision of investment and payment serv-

ices, and the protection of banks against money
laundering and terrorist financing.

The performance of on-site inspections in signifi-
cant banks (falling within the ECB’s competence)
was brought into line with the principles of the
SSM during 2015. Inspections in such banks
were carried out by the staff members of NBS on
the basis of the ECB’s authorisation.

In exercising off-site supervision, the supervi-
sors examined the regular statements and re-
ports of banks and branches of foreign banks,
analysed the risk profiles of individual banks,
performed tasks in the ECB’s joint supervisory
teams and supervisory colleges for individual
banks, and carried out comprehensive evalu-
ations, including an evaluation of banks’ risk
profile, internal capital adequacy, own-funds
adequacy and liquidity. This was followed by
a joint assessment of the risk profile and own-
funds adequacy of bank groups, which also
include banks from the Slovak banking sec-
tor. The joint assessment led to the adoption
of joint decisions by the participating super-
visors. For the needs of a joint assessment of
bank groups in terms of risk and capital, the
supervisors also compiled detailed risk profile
reports for the consolidating supervisors of
banks that are the subsidiaries of banks estab-
lished in other EU countries.

Banks that are subject to direct supervision by
the ECB have set up joint supervisory teams to
exercise supervision over banks on a continuous
basis. These supervisory teams are responsible
for the supervision of banks established in Slova-
kia. They perform this function in close coopera-
tion with the Financial Market Supervision Unit
of NBS (‘the FMS Unit’). The most important task
of these teams in 2015 was to carry out an an-
nual evaluation of banks in accordance with the
principles of the SSM. The results of this annual
evaluation were taken into account in the joint
decisions.

THE PAYMENT SERVICES AND ELECTRONIC MONEY ISSUANCE
SECTOR

As at 31 December 2015, there were ten pay-
ment institutions operating in the Slovak finan-
cial market, seven of which were authorised to
provide payment services with no scope limit
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and three were authorised to provide payment
services in a limited scope. One electronic mon-
ey institution commenced operations in 2015,
with the authorisation of NBS.

A total of 22 decisions were issued during 2015
in regard to payment services, 21 of which en-
tered into force in the same year.

In regard to electronic money issuance, three de-
cisions were issued over the course of 2015.

In 2015, on the basis of notifications received
from the supervisory authorities of other Mem-
ber States, NBS registered seven agents of for-
eign payment institutions intending to provide
payment services in Slovakia on a cross-border
basis. On the basis of notifications received from
the supervisory authorities of other Member
States, NBS registered four agents of payment
institutions and one other person (distributor
of a foreign electronic money institution), who
is authorised to distribute or redeem electronic
money in Slovakia.

In 2015 one comprehensive on-site inspection of
a payment institution (started in 2014) was com-
pleted. Furthermore, one comprehensive on-site
inspection of a payment institution was carried
outand one comprehensive on-site inspection of
an electronic money institution was commenced.
The inspections focused on verifying and evalu-
ating the provision of payment services and the
issuance of electronic money, compliance with
the conditions stipulated for their business, the
system of internal control and internal audit, the
risk management system and selected risks, and
the prevention of money laundering and terror-
ist financing and the fulfilment of the respective
obligations and checking the adherence to gen-
erally binding legal regulations.

THE FOREIGN EXCHANGE SECTOR

As at 31 December 2015, there were 1,146
foreign exchange places in Slovakia holding
a foreign exchange license. Eleven decisions
entered into force in 2015, ten of which were
issued in the same year and one in the previ-
ous year.

In regard to this sector, eight sanction proceed-
ings were instituted in 2015. In addition, two

proceedings brought in 2014 were completed
with the issuance of a final decision.

The focus of supervision in this sector was on
verifying compliance with the Foreign Exchange
ActS

THE NON-BANK CREDITORS SECTOR

A new legislation covering the area of consumer
credits and other credits and loans for consum-
ers changed the conditions for the conduct of
this business: creditors and other creditors may
provide consumer credits only on the basis of an
authorisation by NBS.The new legislation applies
also to creditors and other creditors that used to
operate on the basis of their registration in the
register of creditors kept by NBS according to the
previously applicable legislation. If such creditors
and other creditors wished to continue provid-
ing consumer credits after 31 August 2015, they
had to apply to NBS for authorisation by 31 May
2015. If a creditor had failed to deliver an appli-
cation by that date, they were deprived of their
right to do business in this area with effect from
1 September 2015. As of the same date, NBS re-
moved the register of creditors from its website
in compliance with the Consumer Credits Act.

In 2015 a total of 33 decisions were issued in re-
gard to non-bank creditors, 30 of which entered
into force in the same year. The most important
decisions were those concerning the authorisa-
tion of 23 creditors to provide consumer credits
in unlimited scope.

THE INSURANCE SECTOR

As at 31 December 2015, there were 16 domestic
insurance undertakings operating in the Slovak
financial market and 24 branches of foreign in-
surance or reinsurance undertakings established
in other EU Member States.

In regard to this sector, the FMS Unit conducted
23 authorisation proceedings during 2015 (three
of which were instituted in 2014) and issued 23
decisions, which concerned mainly authorisa-
tion modifications (extensions) relating to the
performance of insurance activities and to fi-
nancial intermediation for financial institutions
under separate regulations, and prior approvals,
e.g. for the acquisition of qualifying holdings in
insurance undertakings, the appointment of
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board members and general proxies, or for loan
repayment before maturity.

The FMS Unit’s most significant decisions were
those concerning the transfer of part of the in-
surance portfolio of MetLife Amslico, a.s., and
the merger of that company with MetLife Europe
Ltd.

In 2015 five actuaries were entered into the reg-
ister of actuaries.

At the end of the year, the FMS Unit granted
all 16 insurance undertakings established in
Slovakia a certificate of the scope of insurance
activities / certificate of the scope of insurance
and reinsurance activities under the provisions
of Article 192(4) of the Insurance Act,” and thus
the insurance and reinsurance activities of insur-
ers based in Slovakia were brought into line with
Annex 1 of the Insurance Act.

In regard to the activities of insurers and reinsur-
ers established in Slovakia and other EU Member
States, a total of 49 notifications were issued in
2015.

In 2015 the FMS Unit conducted six sanction
proceedings in regard to insurers (three of which
were instituted in the same year) and issued
three first-instance decisions to impose a sanc-
tion (two of which entered into force in the same
year). Appeals were lodged against three first-
instance decisions, which were subsequently
forwarded to the Bank Board of NBS for second-
instance proceedings.

Off-site supervision focused on verifying compli-
ance with the reporting requirement by insurers
and by the Slovak Insurers’ Bureau, while NBS
also collected data from the branches of insurers
established in other Member States for supervi-
SOry purposes.

One comprehensive and 14 thematic on-site in-
spections were carried out in 2015. The thematic
inspections focused on verifying compliance
with the relevant provisions of the Insurance Act
and other generally binding legal regulations
pertaining to investment life insurance and on
verifying the liquidation of insurance events,
the management of insurance contracts and the

handling of complaints. Two additional thematic
on-site inspections were instituted in 2015 to
verify the use of a partial internal model, but had
not been completed by the end of December.

Furthermore, an analysis was carried out in 2015
of the insurers’ exposures to Russia and to EU
countries experiencing unfavourable economic
developments, including countries that were
hit by the debt crisis in the past. This analysis re-
vealed that exposures to these countries (mainly
to issuers of securities) constituted only a negli-
gible part of the insurers’ total assets, and thus
the interests of their customers would not be
affected severely in the event of a decrease in
these exposures.

In accordance with the Solvency Il Directive,® NBS
continued to cooperate in 2015 with the com-
petent home supervisors in the pre-application
preparations for the use of internal models for
insurance risk management. The pre-validation
process took place in three insurance undertak-
ingsin 2015 and focused on a preliminary assess-
ment of the individual partial internal models of
entities subject to supervision, which plan to use
their internal models for calculating the solvency
requirements.

In connection with the new insurance regula-
tions effective from 1 January 2016, off-site su-
pervision was used to determine the prepared-
ness of insurers for Solvency Il. The information
obtained from insurers indicated that they were
intensely preparing for the implementation of
the new legal regulations.

THE PENSION SECTOR

In 2015 there were six pension funds manage-
ment companies in the Slovak financial market,
managing a total of 20 pension funds, and four
supplementary pension management compa-
nies managing a total of 15 supplementary pen-
sion funds. Depositary activities were performed
by four banking institutions in accordance with
the Old-Age Pension Saving Scheme Act’ and
the Supplementary Pension Scheme Act."®

Under the Old-Age Pension Saving Scheme Act,
people were allowed to enter or leave the old-
age pension scheme in the period from 15 March
to 15 June 2015.
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In 2015 the FMS Unit issued 34 decisions con-
cerning the old-age pension saving scheme and
38 decisions concerning the supplementary
pension saving scheme. All these decisions en-
tered into force in the same year.

One of the priorities of off-site supervision in
the pension sector was to verify compliance
with the reporting requirement by pension
funds management companies, supplementary
pension management companies, and the de-
positories of pension funds in relation to NBS.
Special emphasis was placed on the verifica-
tion for correctness of the valuation of finan-
cial instruments in pension fund assets and on
the verification of compliance of the acquisi-
tion of such financial instruments with the rel-
evant provisions of the Old-Age Pension Saving
Scheme Act and of the Supplementary Pension
Scheme Act.

The year under review saw the completion of
eight thematic on-site inspections in pension
funds management companies. Two of these
inspections were launched in December 2014 to
verify the preparedness of the companies under
supervision for the payment of old-age pensions.
The other six thematic inspections focused on
verifying the ratings assigned to pension fund
assets and the methods and procedures used by
companies for valuing their assets held in pen-
sion funds.

In the third quarter of 2015, a thematic on-site
inspection was also instituted in a banking in-
stitution performing depositary activities for
the pension and collective investment sec-
tors.

THE FINANCIAL INTERMEDIATION AND FINANCIAL ADVISORY
SERVICES

As at 31 December 2015, a total of 34,400 enti-
ties were registered in the Register of Financial
Agents and Financial Advisors (REGFAP), which
is kept by NBS in accordance with Article 13 of
the Financial Intermediation and Financial Advi-
sory Services Act."" During 2015, 49 new entities
were entered into REGFAP and 71 independent
financial agents or financial advisors were re-
moved from REGFAP. In addition, 210 financial
intermediaries from other Member States were
entered into REGFAP, mostly intermediaries au-

thorised to provide insurance and reinsurance
services in Slovakia on the basis of the principle
of free provision of cross-border services.In 2015
NBS accepted and processed 6,668 electronic
proposals for the registration or deregistration
of entities, and for a change in their registration,
while cooperating with, and providing informa-
tion to, public authorities and other authorised
persons about affiliated entities registered in
REGFAP.

In regard to this sector, the FMS Unit conducted
a total of 101 sanction proceedings during 2015
and issued 76 decisions to impose a sanction
and 21 decisions to end the proceedings (83 of
which entered into force in the same year). Ap-
peals were lodged against two first-instance de-
cisions, but were not resolved in 2015.

Off-site supervision in this sector was exercised
to verify and evaluate compliance with the statu-
tory reporting requirement by the entities under
supervision and to examine, in cooperation with
the competent registry courts, compliance with
the requirement that newly authorised finan-
cial agents and financial advisors should submit
a proposal for the entry into the Commercial
Register of the business of financial intermedia-
tion or financial advisory within three months of
the date of authorisation. In several cases, the
supervision revealed a breach of the Financial
Intermediation and Financial Advisory Services
Act. Such breach of law was sanctioned with the
revocation of authorisation.

In 2015 six on-site inspections were conducted
in regard to independent financial agents (legal
persons), i.e. three thematic and two compre-
hensive inspections (one of which had not been
formally completed by the end of December),
and one comprehensive inspection from 2014 (it
was completed in the first quarter of 2015).

THE SECURITIES MARKET SECTOR

As at the end of 2015, there were 14 investment
firms operating in the Slovak financial market.
During the year, one investment firm was au-
thorised to provide investment services and one
investment firm returned its authorisation.

In regard to investment firms, the FMS Unit is-
sued 18 decisions over the course of 2015. Most
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of these decisions concerned changes in au-
thorisations to provide investment services and
prior approvals for the appointment of board
members or for the relocation of a firm’s head of-
fice. During the year, the FMS Unit received 100
notifications from foreign investment firms that
intended to provide investment services in Slo-
vakia on a cross-border basis.

Regarding the public offering of securities, the
FMS Unit approved 36 securities prospectuses in
2015, plus 11 supplements to securities prospec-
tuses and 6 investment certificate prospectuses,
which are not classified as securities prospectus-
es under the Prospectus Directive.’? In the same
year, the FMS Unit received 74 notifications from
the supervisory authorities of other EU Member
States in regard to the approval of securities pro-
spectuses or of supplements to such prospectus-
es, and sent four notifications to the supervisory
authorities of other EU Member States.

Within the scope of authorising activity relating
to the segment of share issuers whose shares are
traded on a regulated market of the Bratislava
Stock Exchange (BCPB, a.s.), the FMS unit issued
three decisions in 2015 in regard to the approval
of take-over bid proposals and to the granting
of permission for the exercise of the squeeze-out
right.

In regard to the performance of depositary
activities, the FMS Unit issued 14 decisions in
2015. These decisions concerned mainly the
granting of prior approvals for the appoint-
ment of board and supervisory board members
for the Central Securities Depository of the SR
(CDCP SR, a.s.), for changes in the organisation-
al rules of CDCP SR, a.s., and for the draft organi-
sational rules of the National Central Securities
Depository (NCDCP, a.s.). The approval of the or-
ganisational rules of NCDCP, a.s., was one of the
conditions for NCDCP to commence securities
depositary activities, stipulated by NBS. Howev-
er, NCDCP, a.s. had not commenced operations
by 31 December 2015.

Within the scope of its authorising activity relat-
ing to BCPB, a.s., the FMS Unit issued five deci-
sions in 2015 to grant prior approval for the ap-
pointment of board members and supervisory
board members for BCPB, a.s.

In the securities marker sector, the FMS Unit
conducted 13 sanction proceedings during
2015, four of which were cancelled and three
completed with the issuance of a decision
to impose a sanction. A total of seven first-
instance decisions entered into force in 2015.
Appeal proceedings were initiated against one
first-instance decision, which was forwarded
to the Bank Board of NBS for second-instance
proceedings, but had not been reviewed by the
end of 2015.

As at 31 December 2015, 14 domestic invest-
ment firms and 7 foreign investment firms op-
erating in Slovakia through their branches were
subject to off-site supervision under the MiFID
Directive.”™ Off-site supervision also covered the
activities of BCPB, a.s., and CDCP SR, a.s., as well
as compliance with the reporting requirement
by 78 issuers of securities admitted to trading on
a regulated market of BCPB, a.s., via the Central
Register of Regulated Information (CERI) kept by
NBS. Their number had dropped to 67 by end-
December 2015. During 2015 NBS also verified
six issuers in the matter of invitations for take-
over bids.

In the securities market sector, two compre-
hensive on-site inspections were carried out in
2015 (one of them was instituted in 2014). In
addition, 14 thematic on-site inspections were
carried out in investment firms, with the focus
being on verifying the measures employed by
these firms to ensure adequate protection for
complainants / consumers and other clients and
the method they used to implement the Com-
plaints Handling Guideline of ESMA™ into their
internal regulations and policies. In the second
half of 2015, two on-site inspections (one com-
prehensive and one thematic) were instituted
in two investment firms with the focus being on
verifying the provision of investment services
and auxiliary services to clients.

THE COLLECTIVE INVESTMENT SECTOR

In 2015 there were seven management com-
panies operating in the collective investment
sector of the Slovak financial market. At the
end of the year, one of these companies re-
turned its authorisation to manage standard
mutual funds and standard European mutual
funds.
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12 Directive 2003/71/EC of the
European Parliament and of the
Council of 4 November 2003 on
the prospectus to be published
when securities are offered to the
public or admitted to trading and
amending Directive 2001/34/EC
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13 Directive 2004/39/EC of the
European Parliament and of the
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Council Directives 85/611/EEC and
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of the European Parliament and of
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Directive 93/22/EEC (‘the MiFID
Directive’).
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management companies in ac-
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Within the scope of its authorising activity, the
FMS Unit issued 108 decisions during 2015, in-
cluding four authorisations to set up or manage
a mutual fund (i.e. two authorisations to set up
a standard mutual fund, one authorisation to
set up a special public securities fund, and one
authorisation to manage a special professional
investor fund), 96 prior approvals (63 of which
were prior approvals for a change in a mutual
fund'’s statutes and 24 prior approvals for the
appointment of board members or supervisory
board members for a management company),
and two authorisations for foreign management
companies to distribute, using public offering,
securities issued by their alternative investment
funds to non-professional investors.

In 2015 a total of 38 notifications were received
from European funds intending to offer publicly
their securities in Slovakia. In addition, 39 notifi-
cations were received from foreign management
companies intending to offer the shares/units of
European alternative investment funds in Slova-
kia.

In regard to this sector, the FMS Unit issued one
decision in 2015 to impose a penalty (it entered
into force in the same year).

Subject to off-site supervision in 2015 were seven
domestic management companies, which man-
aged a total of 66 standard mutual funds (six of
which were standard mutual funds set up under
the Collective Investment Act but managed by
a foreign management company), 22 alternative
investment funds and 5 banking institutions per-
forming depositary activities in accordance with
the Collective Investment Act.'

In the collective investment sector, two com-
prehensive on-site inspections of two manage-
ment companies were completed in 2015 (one
of them was instituted in 2014). In addition, six
thematic on-site inspections were completed
in 2015; these inspections were carried out to
verify the measures that companies had adopt-
ed to ensure adequate protection for complain-
ants / consumers and other clients and to check
theimplementation of the Complaints Handling
Guideline for investment firms and manage-
ment companies into the internal regulations
and policies of the companies concerned.

In the third quarter of 2015, a thematic on-site
inspection was also commenced in a banking
institution performing depositary activities
for the collective investment and pension sec-
tors.

2.3 FINANCIAL MARKET REGULATION

THE BANKING SECTOR

In cooperation with the Ministry of Finance,
NBS prepared an amendment to the Resolution
Act,’® in order to extend the legal framework
for the prevention and resolution of crisis situa-
tions in the Slovak financial market. The amend-
ment was designed to transpose the Bank Re-
covery and Resolution Directive (BRRD)' into
Slovak law.

NBS, working closely with the Ministry of Fi-
nance, also prepared a law on housing loans'®,
designed to implement the Mortgage Credit Di-
rective' and to create a legal framework for the
effective functioning of the housing loan market
within the harmonised internal market of the EU.
This law stipulates conditions for the provision
of housing loans and other services, procedures
for the conclusion of housing loan agreements,
the due form of such loan agreements and other
particulars needed for the provision of housing
loans.

In connection with the implementation of the
new single European regulatory framework for
banks, i.e. the Capital Requirements Regula-
tion (CRR) and the Capital Requirements Direc-
tive (CRD 1V),? NBS continued to prepare fur-
ther legal regulations in 2015, especially NBS
decrees.

NBS prepared a decree stipulating the details of
additional types of risks, the details of the risk
management systems of banks and branches of
foreign banks, and the details of what is meant
by a‘sudden and unexpected change in market
interest rates!

The risks related to asset encumbrance and their
management were taken into account in the
drafting of a decree amending the decree on
information disclosure by banks and branches
of foreign banks. In compliance with the EBA
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lective Investment Act’).
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Act No 371/2014 Coll. on resolution
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20 Directive 2013/36/EU of the Euro-

pean Parliament and of the Council
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Guideline,*" the new decree was designed to
extend the list of financial indicators to include
a new item to be published, i.e. information
about encumbered and unencumbered assets.

THE PAYMENT SERVICES AND ELECTRONIC MONEY ISSUANCE
SECTOR

An amendment to the Payment Services Act*
was prepared and approved in 2015, for the pur-
pose of transposing the PAD Directive.® It en-
tered into force on 1 January 2016.

This amendment was designed to keep financial
consumers better informed, by supplying them
with detailed information about fees related to
payment accounts before they enter into a pay-
ment account agreement, to ensure a higher de-
gree of transparency by enabling consumers to
compare the banks’ fees on the NBS website, and
to simplify the process of paymentaccount switch-
ing. The amendment also contained adjustments
to the ‘basic bank product, which is designed for
the lower-income groups of households.

THE NON-BANK LENDING SECTOR

During 2015 the Consumer Loans Act* was
amended on two occasions in connection with
the enactment of a law on housing loans.

In this connection, NBS also prepared a decree on
the submission of statements by creditors pro-
viding consumer loans in a limited extent. Its pur-
pose was to implement certain provisions of the
Consumer Loans Act.This decree has created a le-
gal framework for the verification of compliance
with the requirement laid down in the Consumer
Loans Act under which creditors, when allowed
to provide consumer loans in a limited extent,
may not exceed the amount lent of €10,000 over
a period of 12 calendar months from the com-
mencement of lending to consumers.

THE INSURANCE SECTOR

The new law on insurance implementing the
new regulatory requirements for insurance mar-
ket entities, laid down in the Solvency Il Direc-
tive, entered into force on 1 January 2016. The
new regulation is based on a risk-oriented ap-
proach and is designed to provide better protec-
tion for the insured and beneficiaries. In parallel,
it supports market stability, especially by higher
quality of risks evaluation and effective alloca-
tion of capital. The structure of Solvency Il is

based on three pillars. The first pillar lays down
capital requirements for insurance and reinsur-
ance undertakings, taking account of the risk to
which they are exposed (including underwriting,
credit, market and operational risks). The second
pillar sets out requirements for the system of
governance used by insurance and reinsurance
undertakings, as well as the method of supervi-
sion. The third pillar focuses on reporting and
disclosure requirements.

For implementing the authorising provisions of
the law, NBS issued twelve decrees in 2015 with
effect from 1 January 2016.

In connection with the introduction of the new
regulation under the Solvency Il regime, NBS
issued a recommendation to transpose the Sol-
vency Il guidelines of EIOPA.

THE PENSION SECTOR

As part of its legislative competences, NBS issued
five decrees reflecting the changes in the prima-
ry legislation applicable for this sector, including
amendments to the Old-Age Pension Scheme
Act and the Supplementary Pension Scheme Act.
The new decrees also take into account the pre-
pared transition to the new information system,
Statistics Collection Portal (IS SZP), and the ap-
plication practice.

In preparing a formal letter providing the savers
with information about the pay-out options of
Pillar Il of the pension system, the Financial Mar-
ket Supervision Unit cooperated closely with the
Slovak Ministry of Labour, Social Matters, and the
Family.

The regulatory activity of NBS consisted in the
adoption and publication of standpoints, with
a view to ensuring a common approach to the
transfer of funds from the institutions of foreign
pension schemes and to the preservation of sup-
plementary pension rights for Slovak citizens
working and paying contributions abroad.

THE FINANCIAL INTERMEDIATION AND FINANCIAL ADVISORY
SERVICES

During 2015 NBS cooperated closely with the Min-
istry of Finance in the preparation and drafting of
a comprehensive amendment to the Financial
Intermediation and Advisory Services Act, which
was to enter into force on 1 January 2016. After
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21 Guideline No EBA/GL/2014/03 of
the European Banking Authority
of 27 June 2014 on disclosure of
encumbered and unencumbered
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the draft amendment had undergone the inter-
ministerial coordination procedure, however, the
legislative process was suspended in the summer
of 2015. With effect from 1 January 2016, a short-
ened version of this amendment was passed to
provide a legal framework for the use of a profes-
sional guarantor instead of a senior employee of
a financial agent or of a financial advisor.

THE SECURITIES MARKET SECTOR

As regards the securities market sector, NBS co-
operated closely with the Ministry of Finance in
the implementation of a recent amendment to
the Transparency Directive,”® which was trans-
posed into the Stock Exchange Act,* as well as
in the preparation of an amendment to the Se-
curities Act?” with the aim of extending the legal
framework for the issuance of investment certifi-
cates and simplifying the process of transition to
the conduct of central depositary activities on
the principle of full membership. With the issu-
ance of an amendment to the Securities Act, one
of the tasks arising from the Concept of Capital
Market Development has been accomplished.

During 2015 NBS drafted several decrees for
the securities market sector to amend the exist-
ing decrees, mainly on reporting by investment
firms.

At the beginning of the year, NBS issued a decree
to amend an existing decree on the submission
of statements by non-bank investment firms for
the purpose of maintaining continuity in the
structure of databases and data reported to NBS
by in the form of balance sheets and profit and
loss accounts.

Within its regulatory competence, the Financial
Market Supervision Unit NBS published recom-
mendation?® on the definition of financial in-
struments pursuant to Article 5 (1) (f - g) of the
Securities Act on its website, transposing the re-
spective ESMA guideline®.

THE COLLECTIVE INVESTMENT SECTOR

In 2015 NBS cooperated closely with the Ministry
of Finance in the preparation of an amendment
to the Collective Investment Act, designed to
transpose the UCITSV Directive®* to Slovak law. In
the context of the tasks arising from the Concept
of Capital Market Development, the new amend-
ment has created a legal framework for the use

of new forms of collective investment and relat-
ed activities, mainly by introducing open-ended
collective investment funds (SICAV).

For collective investment undertakings, NBS is-
sued an amendment to the decree on risks and
risk management systems, risk measurement,
and the calculation of overall and counterparty
risks, which was designed to implement the up-
dated guidelines of the European Securities and
Markets Authority (ESMA) on ETFs and other
UCITS issues.’

For the managers of alternative investment
funds (AIFs), NBS issued a decree in the first half
of 2015 on the submission of information by the
managers of AlFs for the purposes of supervision
and systemic risk monitoring, as well as a related
methodological guideline.

2.4 BANKRECOVERY AND RESOLUTION

In January 2015, the Resolution Council started
to perform its key tasks and functions in the area
of bank recovery and resolution. The perform-
ance of tasks needed to create a professional and
organisational framework for the Council to ex-
ercise its powers is actually ensured by the Reso-
lution Section of the Regulation Department of
NBS.

In 2015 the Resolution Section ensured the prep-
aration of internal regulations for the Resolution
Council and, working closely with the Deposit
Protection Fund, established procedures for the
collection of contributions from banks for the
National Resolution Fund. The staff members of
the Resolution Section cooperated closely with
the Ministry of Finance in the preparation of
amendments to the Resolution Act, which were
designed, inter alia, to clarify and review the pro-
visions governing proceedings before the Reso-
lution Council, and in the transposition of a new
directive on deposit protection. The Resolution
Section also cooperated intensely with the Sin-
gle Resolution Board based in Brussels. Together
with the representatives of other euro area coun-
tries, the Resolution Section participated in the
preparation of methodologies and joint proce-
dures for the Single Resolution Board, and in the
organisation of two internal resolution teams for
bank groups operating in Slovakia.
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2.5 FINANCIAL CONSUMER PROTECTION

As from 1 January 2015, NBS is the competent
authority for consumer protection in the Slo-
vak financial market. Before that date, NBS had
already performed the functions of a single
contact place for consumers and other clients
who complained about the violation of their
rights by entities subject to supervision. Con-
sumer protection is currently perceived as an
important matter at both the national and Eu-
ropean levels. NBS intends to contribute to the
protection of consumer rights and to ensure
that remedy for any breach thereof is provided
as soon as possible and that practices that had
given rise to complaints in the past are not re-
peated. A crucial task in this regard is to ensure
adequate consumer protection in the area of
non-bank lending, too. This task was taken on
by NBS in 2015.

Since the year under review saw several major
legislative changes in consumer protection,
methodological activity is regarded as one of
the key tools for accomplishing this task. The
FMS unit has adopted a standpoint on the ap-
plication of the Civil Code to business relation-
ships involving consumers.? It concerns the use
of new rules in relation to virtually all the enti-
ties that are subject to supervision. With effect
from April 2015, the Civil Code is to be applied
even to legal relationships that are covered by
the Commercial Code, for example to loan and
current account agreements. In regard to con-
sumer protection, further two methodological
guidelines were issued in 2015: a guideline on
the designation and promotion of insurance
products and a guideline on the use of valua-
tion tables in connection with the conclusion
of an insurance contract. In addition, a state-
ment was issued on the application of Article
9a of the Consumer Protection Act. Two pub-
lic consultations were initiated in 2015 on the
following subjects: (1) unilateral modifications
to contracts for financial services and (2) the
examination of a person’s state of health for
health insurance purposes.

As regards consumer protection, several sanc-
tions proceedings were instituted in 2015 but no
final decision was issued to impose a sanction. At
the same time, preliminary measures were taken
to protect the collective rights of consumers.

Since 2015 was the first year of supervision in the
area of financial consumer protection, in-depth
examinations were carried out to obtain an over-
view of compliance by the entities under super-
vision with their obligations and of the market
practices used in consumer protection. As the
range of supervisory tools and powers used in
this area had been extended through an amend-
ment to the Financial Market Supervision Act?
(with effect from the beginning of 2015), appro-
priate internal processes and procedures had to
be adopted for the exercise of supervision. These
included a brand new tool, i.e. on-site inspection
conducted indirectly or in the form of a mystery
shopping exercise in which the FMS Unit had no
practical experience at that time. In the area of
banking, supervision focused on verifying the
segmentof consumerloans, in particularwhether
consumer loan agreements contained any unac-
ceptable conditions, whether they contained all
the statutory elements, whether consumers had
all the information needed for the conclusion of
a loan agreement, and whether any false or mis-
leading information was used during the promo-
tion of loan products. Supervision was also used
to verify the legality of, and the information pro-
vided about, fees charged for payment services,
mainly in connection with payments in foreign
currency. In the area of insurance, the supervi-
sors verified the procedures followed by insurers
in liquidating insurance events and the sale of
insurance products linked to bank products -
banking insurance. In connection with the latest
amendment to the Consumer Loans Act, which
required companies that intended to continue
providing non-bank consumer loans to apply for
authorisation for such activity, the supervisors in
charge of consumer protection made prepara-
tions for the verification of the facts such com-
panies stated in their applications. In the area of
consumer protection, the focus of supervision
was on verifying the conduct of financial inter-
mediation, in particular whether aggressive and
unfair business practices were employed, such
as concealment of material facts or misleading
of consumers.

In 2015 off-site supervision was instituted in 18
cases and broad surveillance in 6 cases. Thematic
on-site inspections were commenced in nine cas-
es (six in non-bank entities), with the focus being
on the conclusion of consumer loan agreements.
In all these cases, the on-site inspection began
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with a mystery shopping exercise. A total of 42
mystery shopping exercises were conducted
during the year, 20 of which also included the
conclusion of a financial service agreement.

In 2015 NBS received 1,645 submissions from fi-
nancial consumers, i.e. 167 more thanin 2014 (an
increase of 10%). Almost one fifth of these sub-
missions were justified, i.e. they concerned cases
where the right of a consumer had actually been
violated by a financial institution. The exercise
of supervision over consumer loans provided
by non-bank creditors was also reflected in the
number of submissions received. During 2015
NBS received 209 such submissions. This indi-
cates that consumer loans were the second most

frequent subject-matter of complaints, next to
comprehensive motor insurance. In the area of
banking, the complaints of financial consum-
ers concerned mainly mortgage loans, housing
loans and consumer loans provided by banks.
The number of submissions regarding financial
intermediation remained virtually unchanged
during 2010-2014. These submissions concerned
the method, range and quality of the informa-
tion financial consumers had received before the
financial service was actually provided. In 2015
submissions received from the customers of en-
tities subject to supervision remained the main
source of information that NBS used in conduct-
ing on-site inspections or off-site supervision in
specific companies.

3 ISSUING ACTIVITY AND CURRENCY CIRCULATION

3.1 CUMULATIVE NET ISSUANCE

The cumulative net issuance (CNI)3** of euro ban-
knotes and coins in Slovakia had a total value of
€10.2 billion as at 31 December 2015, with euro
banknotes accounting for €10.1 billion of that
amount. The CNl increased in 2015 by 7.5% year-
on-year (by €711.5 million), with its growth rate

Chart 19 Cumulative net issuance of euro

cash on a daily basis (EUR billions)
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accelerating after several years on a downward
trend?®. The value of the item currency in circu-
lation, corresponding to Narodna banka Slov-
enska’s allocated share in the Eurosystem’s pro-
duction of euro banknotes (Banknote Allocation
Key), amounted to around €10.9 billion as at
31 December 2015%. The difference in value be-
tween the euro banknotes issued in Slovakia and
the currency in circulation item was €879 million.

The CNI's daily trend in 2015 remained the same
as in previous years, with the year-on-year differ-
ence ranging approximately between €0.4 bil-
lion and €0.8 billion. The daily CNl s usually high-
est in the pre-Christmas period, and in 2015 it
peaked on 23 December (at €10.4 billion).

Euro banknotes accounted for almost the en-
tire value of the CNI (98.5%), but only for 20% of
the CNI in terms of volume. Euro coins (includ-
ing euro collector coins) made up the remaining
80%.

The cumulative net issuance as at 31 December
2015 comprised almost 149 million euro ban-
knotes and approximately 604 million euro coins
(including collector coins). The €50 denomina-
tion had the largest share of the total number of
banknotes included in the CNI, at almost 24%.
The coins issued in the highest volumes are the
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Table 6 Composition of the cumulative net issuance of euro banknotes and coins

Cumulative net issuance Share in %
CNlas at Difference vis-a-vis Share as at

31 December 2015 31 December 2014 31 December 2015

number value (€) number value (€) number | value (€)

€500 8,331,659 4,165,829,500.00 964,650 482,325,000.00 1.11 40.80

€200 337,555 67,511,000.00 -92,572 -18,514,400.00 0.04 0.66

€100 30,180,407 3,018,040,700.00 3,478,647 347,864,700.00 401 29.56

€50 35,666,851 1,783,342,550.00 -2,975,957 -148,797,850.00 4.74 17.47

€20"| 32,526,836 650,536,720.00 -146,931 -2,938,620.00 432 6.37

€10" 32,599,485 325,994,850.00 4,138,697 41,386,970.00 433 3.19

&5 9,344,031 46,720,155.00, -124,887 -624,435.00 1.24 0.46

Total banknotes | 148,986,824 | 10,057,975,475.00 | 5,241,647 | 700,701,365.00 19.79 98.51

€2| 45435741 90,871,482.00 4,427,390 8,854,780.00 6.04 0.89

€1 20,975,299 20,975,299.00 72,444 72,444.00 2.79 0.20

50 cent 26,241,693 13,120,846.50 336,103 168,051.50 349 0.13

20cent| 33,214,433 6,642,886.60 121,384 24,276.80 441 0.07

10cent| 53,326,380 5,332,638.00 3,347,230 334,723.00 7.09 0.05

5cent| 69825618 3,491,280.90 5,100,634 255,031.70 9.28 0.03

2cent| 151,994,293 3,039,885.86 12,193,301 243,866.02 20.19 0.03

1cent| 202,314,461 2,023,144.61 | 23,528,345 235,283.45 26.88 0.02

Total coins 603,327,918 145,497,463.47 | 49,126,831 10,188,456.47 80.17 1.42

Collector coins 335,950 6,880,390.00 22,488 562,000.00 0.04 0.07
Total banknotes

and coins 752,650,692 | 10,210,353,328.47 | 54,390,966 | 711,451,821.47 | 100.00 100.00

Source: NBS.

1) Combined value of both series of euro banknotes (EST + ES2).

two lowest denominations (1 and 2 cent). They
made up more than half (59%) of all the coins in
the CNI and their share is increasing year by year.
In value terms, however, the combined share of
these two denominations is only 3.5%.

As an average per capita¥, the number of euro
banknotes in circulation in Slovakia in 2015
stood at 27 and their value at around €1,772. As
for coins (including collector coins) the corre-
sponding figures were 106 and €26. The average
per capita value of the CNI was €1,798.

The most common euro banknotes and coins in
circulation in Slovakia in 2015 were the €50 ban-
knote (around seven per capita), the 1 cent coin
(35) and the 2 cent coin (27).

ISSUANCE OF THE SECOND SERIES OF EURO BANKNOTES
In accordance with an ECB decision, a new €20
banknote began circulating on 25 November

2015. This was the third banknote of the second
(Europa) series of euro banknotes (ES2) to be
launched. From 25 November to 31 December
2015 a total of 4 million of the ES2 €20 banknotes
were included in the CNI.

SLOVAK KORUNA BANKNOTES AND COINS

By 31 December 2015, unredeemed Slovak ko-
runa banknotes and commemorative coins
totalled, respectively, 18.9 million (including
10.1 million 20 koruna banknotes) and approxi-
mately 933,000. Their combined face value was
around SKK 2.96 billion (€98.3 million), or around
1.5% of the total value of banknotes issued (by
31 December 2007).

In per capita terms, koruna banknotes unre-
deemed by the end of 2015 numbered around
four and had a face value of SKK 417. The per
capita value of commemorative koruna coins
was SKK 129, and that of koruna banknotes
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and coins combined was SKK 546. The number
of outstanding 20 koruna banknotes, the com-
monest denomination, was almost two per
capita.

3.2 PRODUCTION OF EURO BANKNOTES
AND COINS

In 2015 NBS commissioned for the Eurosystem
the production of 45.82 million ES2 €10 ban-
knotes. The banknotes were produced by the
Dutch printing company Royal Joh. Enschedé.
In accordance with its banknote allocation for
2015, NBS also commissioned the production of
23.48 million ES2 €50 banknotes, but their print-
ing, by the French company Oberthur Technolo-
gies, was postponed until the first half of 2016.

In addition to euro banknotes, NBS ensured the
production of 23.111 million 1 cent euro coins,
12.564 million 2 cent euro coins, 7.350 million
€2 coins, as well as one million €2 commemora-
tive coins featuring the 30th anniversary of the
Flag of Europe (issued on 24 September 2015)
and one million €2 commemorative coins featur-
ing the 200th anniversary of the birth of Ludovit
Stur (issued on 23 October 2015).

All the euro coins commissioned by NBS are pro-
duced by the state-owned mint Mincovna Krem-
nica (‘the Kremnica Mint’). The coins minted in
2015 included 25,000 euro coins of each denom-
ination that were used in the four annual collec-
tor sets of Slovak euro coins.

In accordance with its issue plan for com-
memorative and collector euro coins, NBS also

issued three collector coins in 2015, including
two silver coins and one gold coin. In October
2015 a number of collector coins due to be is-
sued in 2016 were frontloaded to NBS from the
Kremnica Mint. They comprised 8,800 €10 silver
coins commemorating the 150th anniversary
of the birth of Ladislav Nadasi-Jégé (issued on
19 January 2016) and 8,300 €20 silver coins
featuring the Historical Preservation Area of
Banska Bystrica (issued on 30 March 2016). NBS
arranges the sale of commemorative and col-
lector euro coins through contractual partners
in Slovakia and abroad.

3.3 PROCESSING OF EURO BANKNOTES
AND COINS

In 2015 more than 351.7 million euro banknotes
were put into circulation by Narodna banka Slov-
enska (via banks, and partly to the public direct-
ly), while €346.4 million were returned to NBS
from circulation.

During the year NBS processed over 347.2 mil-
lion euro banknotes (368 million in 2014) in
accordance with the common procedures laid
down by the ECB for all national central banks
in the euro area. The total number of euro ban-
knotes returned to NBS was approximately
2.4 times higher than the average number of
euro banknotes issued by NBS. Therefore each
euro banknote issued by NBS was returned to
it once every five months on average. The au-
thenticity and fitness for circulation of returned
banknotes are checked by NBS, with the aim of
maintaining the integrity of the currency and
public confidence in euro banknotes. The high

Table 7 Collector coins issued by Narodna banka Slovenska in 2015

CHAPTER 3

Issuing (volume)
Denomin- NBS notification of coin
ation [EEEE of which :
Total issuance
proof
€100 World Natur‘al Heritage - Primeval Beech Forests of 9,500 6200 No 369/2014 7. 7.
the Carpathians
€10" | 200th anniversary of the birth of Ludovit Stdr 9,200 6,100 No 195/2015 Z.z.
2) i — Pri
€100? | World Natur.al Heritage - Primeval Beech Forests of 4100 4100 No 258/2015 7. 2
the Carpathians
Source: NBS.
1) Silver collector coin.
2) Gold collector coin.
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level of public satisfaction with the quality of
euro banknotes circulating in Slovakia is con-
firmed by a survey conducted each year in euro
area countries. In the latest survey, around 93%
of respondents expressed satisfaction with the
quality of euro banknotes.

The €50 banknote was the most frequently proc-
essed denomination in 2015 (Chart 20), being
the most common euro banknote in circulation
and the most frequently issued via cash dispens-
ers.

In the processing of euro banknotes during 2015,
43.8 million banknotes were identified as being
unfit for circulation and subsequently destroyed.
The number of unfit banknotes destroyed by NBS
was around 15% lower in 2015 than in 2014%.
The lower volume of banknotes sorted as unfit
was reflected in the average unfit rate for euro
banknotes, which decreased year-on-year by 1.4
percentage points, to 12.6%. The average unfit
rate reported by euro area national central banks
in 2015 was 15.8%.

In 2015 more than 338 million euro coins were
put into circulation by NBS, and more than
289 million euro coins were returned to NBS
from circulation. The coins were processed in

Chart 20 Denominational breakdown of

euro banknotes processed by NBS in 2015
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Source: NBS.

automated coin processing machines, which
checked the coins for both authenticity and fit-
ness for circulation. Since coins have a longer
lifespan than banknotes, only around 454,000
of the 289.4 million processed were sorted as
unfit. The number of euro coins that NBS proc-
essed did not vary significantly between de-
nominations.

The processing and recirculation of euro ban-
knotes and coins is performed not only by NBS,
but also by commercial banks and other cash
handlers which have received approval from
NBS to process euro cash. The activities of these
cash handlers are subject to regular supervision
of NBS.

3.4 COUNTERFEIT BANKNOTES AND
COINS RECOVERED IN SLOVAKIA

A total of 4,854 counterfeit banknotes and coins
were recovered in Slovakia in 2015, approxi-
mately one-quarter fewer than were recovered
in 2014 (Table 8). The vast majority (98%) of these
counterfeits were euro counterfeits.

Of the total number of counterfeits recovered,
banknotes made up 3,029 and coins 1,825. Fully
82.3% of the counterfeits were recovered from
circulation by banks, branches of foreign banks,
non-bank entities and security services (the cor-
responding figure for 2014 was 76.3%). In one
widely reported case in June 2015, law enforce-
ment authorities in Nitra Region seized 666
counterfeit €50 banknotes before they entered
circulation.

The regions in which most of the counterfeits
were recovered were Bratislava Region (31.1%)
and Nitra Region (23.4%), while the lowest share
was recorded by Trencin Region (2.8%). Of the
total counterfeits withdrawn from circulation,
commercial banks recovered 41.3%, security
services 16.5%, NBS 18.3%, and the police also
18.3%. The rest were removed by non-bank en-
tities.

A moderate improvement in the quality of
counterfeits was observed in 2015, especially
in counterfeits of euro banknotes and coins.
Nevertheless, neither the number of counter-
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Table 8 Number of counterfeit banknotes and coins recovered in Slovakia

EUR SKK Other Total
2011 7,888 15 64 7,967
2012 4,451 22 65 4,538
2013 35,202" 19 67 35,288
2014 6,190 21 214 6,425
2015 4,749 1 94 4,854
Source: NBS.

1) Including 26,735 counterfeit €2 coins seized in one operation by law enforcement authorities, before the coins entered circulation.

feits recovered, nor the technical level of their
production posed a serious risk to the integrity
and smooth operation of cash circulation in Slo-
vakia.

EURO COUNTERFEITS

The number of counterfeit euro banknotes and
coins recovered in Slovakia in 2015 was 4,749
and they had total face value of €171,939.50.

The number of euro banknote counterfeits recov-
ered in Slovakia has remained steady over a long
period, with the figures tending to reflect the im-
pactof particular cases (one ortwo a year) in which
sizeable quantities of counterfeit banknotes are
seized by police before entering circulation. The
number of euro coin counterfeits recovered has
been falling gradually in recent years.

Out of all euro counterfeits recovered across the
euro area, the proportion recovered in Slovakia
has long been below 1% and in 2015 it was only
0.25%.

Euro banknotes made up 2,924 of all the counter-
feit banknotes and coins recovered in Slovakia in
2015, and that number was around 15% lower in

year-on-year terms. Although euro counterfeits
are mostly of high quality, they can be detected
without technical equipment, so long as suffi-
cient attention is paid to euro cash when receiv-
ing it.

The denominational breakdown of euro coun-
terfeits has remained similar in recent years. The
most common counterfeits in 2015 were €50
and €20 banknote counterfeits, which account-
ed for 60.6% and 18.9% of total euro counterfeits
respectively. A similar trend is observed through-
out the euro area.

Counterfeits of the three medium-denomination
banknotes, the €20, €50 and €100 notes, consti-
tuted 91.9% of all the euro banknotes recovered
in Slovakia in 2015 (the share of these denomina-
tions in the total issuance of euro banknotes in
Slovakia was 66%), while in 2014 they accounted
for only 59%. Across the euro area, the share of
these three denominations in the total number
of counterfeits recovered has been above 90%
over an extended period.

A total of 1,825 euro coin counterfeits were re-
moved from circulation in Slovakia in 2015, down

Table 9 Number of euro counterfeits recovered in Slovakia

Denomination
50 cent €1 €2 €5 €10 €20 €50 €100 | €200 | €500 | Total
2011 348 239 1,041 29 31 425 495 4,103 91 1,086 7,888
2012 476 245 | 2,286 16 28 400 359 289 254 98 | 4451
2013 580 247 {31,660 9 59 412 481 1,341 123 290 | 35,202
2014 463 224 | 2,037 22 39 405 1,037 604 73 1,286 | 6,190
2015 411 189 1,225 31 83 553 1,771 362 99 25 4,749

Source: NBS.
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Chart 21 Denominational breakdown of counterfeit euro banknotes recovered in Slovakia and

the euro area
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by one-third from the previous year. The techni-
cal quality of euro coin counterfeits is gener-
ally very high. Almost half of those recovered in
Slovakia were detected by NBS. More than two-
thirds of all the counterfeit coins were €2 coins.
Recent years have seen counterfeit 50 cent coins
recovered in greater numbers than counterfeit
€1 coins.

Euro area
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SLOVAK KORUNA COUNTERFEITS

Following the introduction of the euro into
cash circulation, the number of Slovak koruna
counterfeits fell sharply. Only 11 Slovak koruna
counterfeits were recovered in 2015 (the figure
for 2014 was 21). Although the period in which
Slovak koruna banknotes may be exchanged
for euro at NBS is indefinite, further incidence of

Chart 22 Denominational breakdown of counterfeit euro coins recovered in Slovakia and the

euro area
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koruna counterfeits is expected to be only spo-
radic.

COUNTERFEITS OF OTHER FOREIGN CURRENCY

The total number of counterfeits of other foreign
currencies recovered in Slovakia was lower in
2015 than in 2014. The majority of them were US

dollar counterfeits, 43 of which were recovered.
As in previous years, the $100 dollar banknote
was the most counterfeited denomination, ac-
counting for 91% of US dollar counterfeits. The
other counterfeits recovered included 41 Swiss
franc, 4 British pound, 4 Hungarian forint and 2
Polish zloty counterfeits.

4 PAYMENT SERVICES AND PAYMENT SYSTEMS

4.1 PAYMENT SERVICES

The principal legal regulation governing pay-
ment services and payment systems in Slovakia
is Act No 492/2009 on payment services and
amending certain laws (hereinafter ‘the Payment
Services Act’), which transposes into Slovak law
Directive 2007/64/EC of the European Parlia-
ment and of the Council on payment services in
the internal market.

Slovak law in the area of payment services also

includes the following directly applicable EU

Regulations:

® Regulation (EC) No 924/2009 on cross-border
payments in the Community and repealing
Regulation (EC) No 2560/2001;

® Regulation (EU) No 260/2012 establishing
technical and business requirements for
credit transfers and direct debits in euro and
amending Regulation (EC) No 924/2009;

® Regulation (EU) No 2015/847 on informa-
tion accompanying transfers of funds and
repealing Regulation (EC) No 1781/2006;
and

® Regulation (EU) No 2015/751 on interchange
fees for card-based transactions.

A further component of the legal framework is
Decree No 8/2009 of Narodna banka Slovenska
laying down the structure of domestic and in-
ternational bank account numbers and details
about the issuance of an identifier code con-
verter.

In 2015 Néarodna banka Slovenska approved
a proposal of the Slovak Banking Association

(SBA) that the SBA should not pay any contribu-
tion for that year to the operation of the SBA's Per-
manent Court of Arbitration (established under
the Payment Services Act for the out-of-court
settlement of disputes), in view of the Court’s fi-
nancial results and the sufficiency of existing
funding for the activities of the Court’s Chamber
for the Arbitration of Disputes Related to Pay-
ment Services.

4.2 PAYMENT SYSTEMS IN SLOVAKIA

4.2.1 TARGET2 ano TARGET2-SK

Since Slovakia joined the euro area in 2009,
Narodna banka Slovenska has operated the
TARGET2 component system known as TAR-
GET2-SK (T2-SK). T2-SK functioned smoothly
in 2015, free of any incident that might have
disrupted the processing of payments or op-
eration of the system, or negatively affect its
participants.

Narodnd banka Slovenska ensures the day-to-
day operation of T2-SK, provides advice and sup-
port to the system’s participants, and performs
regular testing of recovery procedures. It is also
involved in coordinating the development,
modification, testing, and implementation of
software releases for the Single Shared Platform
(SSP) that forms the technical infrastructure of
TARGET2. New software releases, approved by
the Eurosystem in response to the requirements
of the system’s users, bring enhanced function-
alities and modifications to the SSP and also rec-
tify any deficiencies identified in the previous
version.
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NBS organises regular working meetings with
representatives of T2-SK participants. These
meetings provide opportunities to discuss pro-
posed motions and planned changes in TAR-
GET2, to coordinate the testing of new SSP soft-
ware releases with participants, to evaluate the
day-to-day operation of the system, and to pass
on any other relevant information.

In 2015 the European Central Bank (ECB) adopt-
ed Guideline (EU) 2015/930 amending Guideline
ECB/2012/27 on a Trans-European Automated
Real-time Gross settlement Express Transfer sys-
tem (TARGET2) (ECB/2015/15). On 9 June 2015,
pursuant to Guideline ECB/2015/15, NBS adopt-
ed and published the following: Decision No
7/2015 on conditions for opening and holding
PM accounts in TARGET2-SK; Decision No 8/2015
on conditions for opening and holding special-
purpose cash accounts in TARGET2-SK; and De-
cision No 9/2015 amending Decision No 4/2010
on settlement procedures for TARGET2-SK ancil-
lary systems as amended.

4.2.2 PaymenTs execuTed viA TARGET2-SK

T2-SK had 33 participants at the end of 2015,
including 30 direct participants. The other three
participants were ancillary systems, namely: the
Slovak Interbank Payment System (SIPS); a cen-
tral securities depository named Centralny de-

Chart 23 Number of transactions processed
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pozitar cennych papierov SR (CDCP); and a com-
pany named First Data Slovakia, s.r.o. The overall
number of participants was the same as at the
end of 2014, the only changes in 2015 being the
arrival of one direct participant and departure of
another.

In 2015 T2-SK settled more than 233,000 trans-
actions with a total value of over €586 billion. In
comparison with 2014, T2-SK traffic decreased in
volume by 8.7% (over 22,000 transactions) and
decreased in value by 12.1% (€81 billion).

T2-SK had 256 operating days in 2015, and its av-
erage daily traffic by volume and value was 912
transactions and almost €2,292 million.

Looking at the payment traffic in 2015 broken
down into customer and interbank transactions,
customer payments had the higher share by
number (71:29), while interbank payments pre-
dominated in terms of value (7:93).

At the end of 2015 there were 24 EU central
banks connected to TARGET2. Of the total
number of payments settled by T2-SK in 2015,
47.62% were domestic, 47.41% were cCross-
border within the euro area and 4.97% were
cross-border to counterparties in non-euro area

CHAPTER 4

NBS
ANNUAL REPORT
2015

43



Chart 25 Outgoing TARGET2-SK payments in 2015 broken down by region
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countries. Domestic payments accounted for
56% of the total value of payments, and cross
border payments for 44%.

4.2.3 THE SLoVAK INTERBANK PAYMENT SYSTEM
(SIPS)

The retail payment system, SIPS, is used
mainly for the processing and clearing of re-
tail payments in euro. These comprise mostly
domestic payments, but also cross-border
SEPA credit transfers and SEPA direct debts
in the XML message standard. Cross-border
SEPA credit transfers and SEPA direct debits
are processed by STEP2, a pan-European au-
tomated clearing house, in which NBS is a di-
rect participant.

SIPS processes and clears payments through
multiple clearing cycles on each business
day. A new clearing cycle was introduced in
SIPS from 1 January 2015. This extended the
deadline for making same-day domestic and
cross-border SEPA payments by two and a half
hours, until 3 p.m. After participants’ payments
are cleared in SIPS, which is an ancillary sys-
tem of T2-SK, the resulting cash positions
undergo final settlement in T2-SK. SIPS func-
tioned smoothly in 2015, free of any incident

Value of payments
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43.97%

Domestic
55.74%

Non-euro area
0.29%

that might have disrupted the processing and
clearing of payments or operation of the sys-
tem.

Preparations for expanding SIPS services to in-
clude the processing of cross-border direct deb-
its between businesses, under the SEPA Business-
to-Business (B2B) Direct Debit Scheme, were
completed during 2015, in response to demand
from the banking sector and based on a decision
of the NBS Bank Board. This new functionality of
SIPS was successfully tested towards the end of
the year and became operational as of 1 January
2016.

As part of the preparations for SEPA B2B direct
debits, NBS also adopted and published Deci-
sion No 18/2015 amending Decision No 7/2012
of 16 October 2012 on rules for the Slovak Inter-
bank Payment System as amended.

NBS maintains the register of creditor identifiers
(Cls) for SEPA direct debits (SDDs), after assum-
ing this task from the Slovak Banking Association
in 2013. Each SDD payee, whether a natural or
legal person, has a unique Cl. The number of ac-
tive SDD payees registered with NBS was almost
390 at the end of 2015.
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Chart 26 Number of transactions executed
via SIPS in 2014 and 2015 (millions)
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4.2.4 PaYMENTS EXECUTED VIA SIPS
SIPS had a total of 25 direct participants in 2015,
the same as in the previous year.

In 2015 SIPS processed 205,738,000 transactions,
which had a total value of €224.23 billion. Com-
pared with 2014, the number of transactions in-
creased by 6.33% (from 193,491,000) and the val-
ue increased by 20.63% (from €185.88 billion).

Of the total number of transactions executed via
SIPS in 2015, around 94% were domestic and 6%
cross-border. Of their total value, domestic trans-
actions accounted for 77% and cross-border
transactions for 23%.

4.2.5 PAYMENT CARDS*®

The number of payment cards in circulation
in Slovakia increased by 5.3% from the end of
2014 to the end of 2015, up to 5,304,377. Both
the number and value of payment card transac-
tions also increased year-on-year in 2015, their
number by 15.7% (from 317.36 million in 2014 to
367.02 million) and their value by almost 8% (to
€20.38 billion).

CONTACTLESS PAYMENT CARDS
The use of contactless cards in Slovakia is high
by international standards. In 2015 the number

Chart 27 Value of transactions executed via
SIPS in 2014 and 2015 (EUR billions)
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of the contactless cards in circulation in Slovakia
increased by 23% year-on-year (from 3.2 million
in 2014 to almost 4 million), and the number and
value of contactless card payments rose mark-
edly, the former by 99.4% (from 50.52 million to
100.75 million) and the latter by 105.8%, (from
€650.64 million to €1,338.8 million).

The share of contactless cards in total payment
cards was 74.7% by the end of 2015. In regard of
this proportion, Slovakia is one of the most ad-
vanced countries of the EU.

CAsH DISPENSERS (ATMs) AND POS TERMINALS

In comparison with 2014, the number of ATMs in
Slovakia increased in 2015 by 30, to 2,738, and
the number of point-of-sale (POS) terminals in-
creased by 2,782, to 49,604. The number of con-
tactless-enabled POS terminals soared by 44%,
from 26,680 in 2014 to 38,424 in 2015.

4.3 COOPERATION WITH INTERNATIONAL
FINANCIAL INSTITUTIONS IN THE
PAYMENT SYSTEMS FIELD

THe EurosysTEM — TARGET2-SECuRITIES
The implementation of TARGET2-Securities
(T2S), the Eurosystem’s landmark platform for
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Chart 28 Domestic and cross-border transactions executed via SIPS in 2015
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securities settlement, entered its operational
phase in 2015 in accordance with the T2S Pro-
gramme Plan. After final testing of the system,
the revealed bugs were fixed and a number of
modifications were proposed, which were then

Chart 29 Contactless payment cards as
a share of total payment cards in 2015
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approved by the Eurosystem. The migration of
central securities depositories (CSDs) and their
user communities to the T2S platform is taking
place in waves. All CSDs participating in T2S
first wave were considered to be eligible by the
Eurosystem, after assessing their readiness. On
22 June 2015 a first group from Greece, Malta,
Romania and Switzerland connected to T2S.
Italy followed on 31 August 2015.

At the same time, considerable progress was
made in defining and harmonising T2S stand-
ards and in bringing national markets in line
with them. Following publication of the CSD
Regulation (CSDR) in 2014, cooperation in the
drafting of technical standards continued in
2015.

Slovakia is preparing to join the fourth wave of
T2S migration, scheduled for February 2017. The
institutions involved are Centrdlny depozitar
cennych papierov SR, Narodnd banka Slovenska,
and all other banks in Slovakia.

The ECB published updates on the progress of
T2S throughout 2015, on its website page T2S
OnLine.*
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5 STtATISTICS

Narodna banka Slovenska develops, collects,
compiles and disseminates a wide range of sta-
tistics which support the monetary policy of
the euro area and the stability of the financial
system in Slovakia, as well as other tasks of the
European System of Central Banks (ESCB), the
European Systemic Risk Board (ESRB), the Bank
for International Settlements (BIS) and other in-
ternational institutions. Based on data reported
by financial and non-financial agents, the statis-
tics serve internal users at Narodnd banka Slov-
enska and are also used by financial market par-
ticipants, public sector entities, the media and
the general public.

Since January 2015 NBS has been operating
a new information system, the Statistics Collec-
tion Portal (SCP), for the collection of selected
statistical statements. The large scale project-
ing of all remaining statements and controls to
the SCP also began at this time, so as to prepare
them for the parallel collection, which started in
November and December in cooperation with
the reporting agents. Work also continued in
2015 on extending the SCP data model to in-
clude data for outputs validated in a parallel op-
eration.

5.1 MONETARY AND FINANCIAL
STATISTICS

The field of monetary and financial statistics
experienced several changes in 2015. The be-
ginning of the year saw the transition to report-
ing according to the requirements of the new
European System of National and Regional Ac-
counts (ESA 2010). Another significant change
was the preparatory work for reporting ac-
cording to the data model configuration and
to the new SCP. In relation to these develop-
ments, NBS issued four decrees that expanded
the existing legal framework for reporting by
credit institutions, investment funds, other
financial intermediaries (firms specialising in
leasing, factoring or hire-purchase) and pay-
ment institutions.

As regards NBS's involvement in ECB/ESCB op-
erational activities, the priorities in 2015 in-
cluded the incorporation of new requirements
for specific balance sheet and interest rates
statistics (as well as historical time series), and
dataset reporting for the implementation of
ECB measures concerning targeted longer-term
refinancing operations. In cooperation with
the ECB's Statistics Committee and the Single
Supervisory Mechanism, NBS participated in
the collection of data for the calculation of the
ECB’s supervisory fees.

Inthe area of securities statistics, activitiesin 2015
were focused on increasing the quality of data
held in the ECB'’s securities databases. The Cen-
tralised Securities Database (CSDB) underwent
two significant updates in 2015, which besides
introducing technical adjustments to enhance
database performance, included the installation
of a module containing daily information about
the credit ratings of securities (and their issuers)
eligible for Eurosystem credit operations. In the
Securities Holdings Statistics Database (SHSDB),
the quality management framework for the re-
porting of sectoral data was upgraded and an
analytical system for securities holdings of na-
tional banks and significant banking groups was
launched.

Datasets at both the aggregate and granular lev-
els were used more intensively in 2015 by users
in the areas of financial stability, banking opera-
tions, and payment systems. A new data user is
the ECB banking supervision.

5.2 QUARTERLY FINANCIAL
ACCOUNTS

The main purpose of producing quarterly finan-
cial accounts (QFAs) is to record all financial flows
in the economy, i.e. in what amount and form
funds are provided or claimed by non-financial
corporations, financial institutions, general gov-
ernment, and households. In addition to finan-
cial transactions, the QFAs provide information
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about stocks of assets and levels of debt in indi-
vidual sectors.

After the implementation of the revised system
of national accounts, ESA 2010 into financial ac-
count statistics in 2014, the dataset that has to
be transmitted to the ECB was expanded in 2015
to include information about selected financial
instruments (debt securities, listed shares and in-
vestment fund shares/units). The expanded da-
taset was first transmitted in October 2015 and
included back series for the period from 2013.
Another change in 2015 was the revamping of
the financial account statistics page on the NBS
website. Given the continuing trend in collecting
data and compiling statistics from microdata,
work on the securities database progressed and
work on a non-financial corporations database
started.

The compilation of government finance statis-
tics for the ECB’s Annual Public Finance Report
(APFR) continued in 2015, with the final APFR
being submitted to the ECB’s Governing Coun-
cil and then to European Commission and the
ECOFIN Council.

In compiling Slovakia’s QFAs and GFS, NBS co-
operates with the SO SR (responsible for general
government sector data and annual financial
accounts for the economy as a whole) and the
Finance Ministry.

5.3 STATISTICS ON THE INSURANCE,
CAPITAL MARKET AND PENSION
FUND SECTORS

Data reported by agents in the insurance, capital
market and pension fund sectors were used for
supervision and statistical purposes, for both na-
tional and supranational institutions. Data qual-
ity in terms of timeliness, accuracy and compara-
bility was maintained. At the end of 2015 a total
of 219 reporting agents were registered with
NBS, including 41 in the insurance sector, 131 in
the capital market sector and 47 in the pension
fund sector.

In the field of insurance statistics, prepara-
tions continued for the implementation of the

EU’s Solvency Il Directive in 2016, the purpose
of which is to harmonise supervisory require-
ments for the release, transparency and con-
sistency of data across the European Union.
In the course of two preparatory stages, the
reporting and processing of selected data
through NBS’s new information system were
successfully tested and the data were then
transmitted to the European Insurance and
Occupational Pensions Authority (EIOPA). With
the purpose of minimising the reporting bur-
den on insurance corporations in relation to
supervision (Solvency Il) and statistics, Regu-
lation (EU) No1374/2014 (ECB/2014/50) on
statistical reporting requirements for insur-
ance corporations entered into force in 2015.
In drafting this Regulation, the ECB analysed
the extent to which specific requirements are
duplicated and identified requirements in ad-
dition to those laid down in Solvency Il (‘add-
ons’). In Slovakia, all these requirements were
taken into account in new NBS Decrees that
enter into force in 2016.

As regards the capital market in Slovakia, the
Collective Investment Act (No 203/2011 Coll.)
was amended in 2015 by Act No 361/2015 Coll.
in order to allow new forms of collective invest-
ment and related activities. In regard to the
management of domestic investment funds,
the Slovak law previously addressed only funds
without legal personality, whereas the amend-
ed legislation covers also investment compa-
nies with variable share capital - funds in the
legal form of a joint stock company, abbreviat-
ed as 'SICAVs’ on the basis of their French name
(Société d'investissement & Capital Variable).
This legislative change was complicated by the
fact that investment funds with variable share
capital are funds having a legal form of trad-
ing partnership with its own management, and
such funds would now be allowed to perform
activities not only independently (self-govern-
ing funds), but also as funds managed by man-
agement companies; this refers to the transpo-
sition of the Directive 2014/91EU amending the
Directive 2009/65 EU on undertakings for the
collective investment in transferable securities
(UCITS V Directive). Now these Slovak financial
institutions - in particular asset management
companies — are able to establish SICAVs, and
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they have a greater opportunity to compete in
the EU’s single market in financial services.

Based on the requirements of the ESCB, Eu-
ropean Systemic Risk Board and European
Commission for pension fund sectors, work on
a process for determining reporting require-
ments commenced in 2015 as part of the prep-
arations for a new ECB regulation on pension
funds. The purpose of the regulation will be to
acquire corresponding quarterly data as from
2019.

5.4 STATISTICS ON NON-BANK
ENTITIES

Statistics on non-bank entities involve the col-
lection and processing of data reported by le-
gal entities other than banks and branches of
foreign banks, for the compilation of balance of
payments (b.o.p.) statistics, international invest-
ment position (i.i.p.) statistics, and foreign direct
investment statistics, and for the requirements of
the SO SR.

The reporting obligation is governed by Arti-
cle 8 of Act No 202/1995 Coll. - the Foreign Ex-
change Act (and amending Act No 372/1990
Coll. on non-indictable offences, as amended), as
amended by Act No 602/2003 Coll.

The structure, scope and content of statistical
reports and the reporting method, procedure
deadlines and place are laid down in NBS De-
cree No 264/2015 Coll. of 5 October 2015 on
reporting in accordance with the Foreign Ex-
change Act. Reports are collected on a month-
ly, quarterly and annual basis. A new Decree
(No 264/2015) was adopted owing to the
implementation of the new SCP information
system, and in order to ensure harmonisation
and compliance with the requirements of in-

ternational institutions (primarily the ECB and
OECD) for the compilation of b.o.p. statistics,
i.i.p. statistics, and foreign direct investment
statistics.

The collection and processing of quarterly re-
ports was carried out via the new SCP in 2015.

5.5 BALANCE OF PAYMENTS STATISTICS

Balance of payments statistics provide informa-
tion about Slovakia’s stocks and flows vis-a-vis
the rest of the world, and cover the balance of
payments, international investment position,
foreign exchange reserves, gross external debt,
and foreign direct investment.

Back series of b.o.p./i.i.p. statistics (2004-2013)
and gross external debt statistics were compiled
and published in 2015, in accordance with the
new methodology of the sixth edition of the
IMF’s Balance of Payments and International In-
vestment Position Manual (BPM6). At the same
time the presentation of b.o.p. statistics on the
NBS website was extended to include analytical
time series.

The NBS Decree governing reporting by insur-
ance undertakings, pension fund management
companies and supplementary pension man-
agement companies was amended in 2015 to
reflect new requirements of the ECB and other
international institutions, as well as require-
ments related to the introduction of the SCP data
model.

As part of process automatisation in the area of
securities statistics, a technological module com-
bining input data from individual respondents
with data available in the CSDB was developed
and finalised using ‘business intelligence’ tech-
nology.
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6 EcoNOMIC RESEARCH

The economic research conducted at Narodna
banka Slovenska deals with challenging eco-
nomic, monetary and financial issues that re-
quire complex and often technically demanding
solutions. The prevailing part of the research ac-
tivity takes form of applied research. Although
the Research Department generates most of
the research performed at NBS, a number of
its outputs are the result of collaboration be-
tween its staff members and experts from other
institutions (both domestic and foreign) and
academia. The cooperation helps bridge the
gap between research and its practical applica-
tion.

The specific research tasks undertaken at any
given time reflect the focus of the medium-term
research strategy approved by the NBS Bank
Board and the current needs of NBS. Professional
oversight of the research agenda is ensured by
the NBS Research Committee, composed of ex-
perts from Slovakia and abroad.

A key factor in advancing the bank’s research
is its cooperation on international research
projects. A majority of co-authors are, naturally,
from other central banks of EU countries, linked
within the European System of Central Banks.
This cooperation takes place mainly within Eu-
rosystem/ESCB research networks, and in 2015
NBS was involved in three such networks.

The Household Finance and Consumption Net-
work (HFCN) spent most of 2015 processing data
from the new wave of the Eurosystem’s House-
hold Finance and Consumption Survey (HFCS).
New information about the financial situation
and expenditures of euro area households pro-
vided material for several research papers. The
principal findings from the survey of Slovak
households for the HFCS were published in an
NBS occasional paper. The anonymised survey
data were provided to first external research-
ers.

Experts involved in the Wage Dynamics Network
(WDN), which examines labour market adjust-
ments, also focused on the processing of the new

survey data. The WDN's survey presents interest-
ing facts about wage and price formation, as well
as about firms’approaches to employmentin the
post-crisis period.

Cooperation within the Competitiveness Re-
search Network (CompNet) concerned mainly
the preparation, finalisation and initial applica-
tion of a new database of competitiveness indi-
cators based on firm-level data. This cooperation
provided an impetus for several papers pub-
lished by NBS in 2015.

Another important form of international coop-
eration is participation in international confer-
ences and seminars. In 2015 NBS staff members
presented their work at a number of academic
conferences in Slovakia and abroad.

NBS has for many years organised seminars for
the presentation of research results, mainly by
domestic experts. In 2015 NBS organised or
co-organised more than 34 seminars. Nine of
them had a discussion format that broadly ad-
dressed current economic issues. Seven were
conducted as part of the series of Bratislava
Economic Seminars, organised jointly by NBS,
the Department of Economic Policy at the
University of Economics in Bratislava, and the
Centre for Economics and Finance of the Fac-
ulty of Mathematics Physics and Informatics at
Comenius University in Bratislava. These semi-
nars are important way of bringing foreign
experts to Slovakia and learning more about
their work.

The contribution of NBS’s research to profes-
sional discourse is based mainly on its spe-
cialist publications. The more wide-ranging
outputs of NBS research are published as peer-
reviewed working papers, discussion papers
or policy papers*’. NBS published a total of
ten papers in 2015 as well as several analytical
commentaries. Most of the research concerned
approaches to economic modelling, but other
topics were also addressed, including the la-
bour market, real economy, monetary policy
and inflation.
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The economic modelling research concerned
mainly the forecasting of economic indicators.
Among the outputs was a proposal for a new
test allowing the selection of a statistically
appropriate prediction bands for estimated
variables. A follow-up paper presented a new
validation test for forecasting techniques and
models. The application of the test on selected
forecasts of leading economic indicators in the
United States indicates that analysts’ forecasts
of key macroeconomic and financial indicators
are no more accurate than simple statistical
methods. Another paper based on joint inter-
national research into GDP modelling did not
result in a specific model applicable to all cen-
tral and eastern European countries, but rather
a recommendation that several short-term
models be used simultaneously. A fourth paper
on the topic of forecasting examined the qual-
ity of the approach currently used at NBS and
recommended the use of factor models for GDP
forecasts.

Research on household finances yielded in-
teresting findings about the relationship be-
tween the indebtedness of Slovak households
and their net wealth. Whereas non-mortgage
debt has a substantial negative impact on
households’ net wealth, the impact of mort-
gage loans is neutral. Although households
in larger towns and cities and in more devel-
oped regions of Slovakia are wealthier, they
are also more indebted. The results of the sur-
vey conducted as part of the latest wave of the
HFCS showed an increase in the debt of Slovak
households and a decline in their net wealth.
The fresh data also indicate that the distri-
bution of wealth has shifted in favour of the
wealthiest households.

An analysis of new firm-level data about the
labour market and price formation in the post-
crisis period supported several findings identi-
fied at the macro level (stagnating employment,
increasing wages and marked differences be-
tween sectors in terms of their recovery). Wage
rigidity and collective bargaining were the key
factors observed in employment and wage de-

velopments. Large firms and foreign-owned
firms face fewer obstacles in adjusting to labour
costs. Supranational research on the competi-
tiveness of non-financial corporations showed
that productivity distribution across firms in
a country has a significant effect on the coun-
try’s international trade developments. Firms
able to export their output are more productive,
and productivity growth correlates with firms'’
experience.

Research on the convergence of the Slovak
economy towards the EU average suggested
that since 2008 Slovakia had managed to sus-
tain an upward trend in terms of its competi-
tiveness, with non-price factors playing an im-
portant role. This research also highlighted the
risk that Slovakia’s shortcomings in institutional
competitiveness could result in a long-term hi-
atus in the process of its catching up with the
performance and living standards of advanced
economies.

The monetary policy research conducted at NBS
in 2015 focused on reviewing the validity of key
monetary facts. Based on a sample of 43 coun-
tries over the period since the Second World
War, the research showed significant weakening
in the long-run relationship between monetary
aggregate growth and inflation. By contrast, the
relationship between excessive credit growth
and the outbreak of financial crises strength-
ened.

The results of international research projects
involving NBS staff members are often dissemi-
nated in working papers or occasional papers
published by the ECB or other foreign institu-
tions. In 2015 NBS researchers co-authored two
ECB working papers, one working paper of the
Magyar Nemzeti Bank and one paper of the Oes-
terreichische Nationalbank*.

The most notable results of NBS research are
published in academic journals. Besides sev-
eral articles in domestic journals, some results
are published in international refereed jour-
nals®.
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7 EUROPEAN AFFAIRS AND INTERNATIONAL

COOPERATION

7.1 EUROPEAN AFFAIRS

EuROSYSTEM AND SINGLE SUPERVISORY IMECHANISM

The Eurosystem comprises the ECB and the na-
tional central banks of all the EU Member States
that have adopted the euro. The NBS Governor
is, by virtue of his position, a member of the
ECB's main decision-making body, the Govern-
ing Council, which is primarily responsible for the
conduct of monetary policy for the euro area and
also for the Single Supervision Mechanism (for
the supervision of significant credit institutions
in SSM-participating EU Member States). The
Governor is also a member of the ECB's General
Council, a transitional decision-making body that
will cease to exist once all EU Member States have
adopted the single currency. The ECB's decision-
making bodies are assisted in their tasks by the
committees of the Eurosystem, European System
of Central Banks (ESCB) and SSM, established for
all the main areas of central bank activity. During
2015 more than 80 NBS employees participated
directly in the work of these committees and their
working groups. The participation of NBS depart-
ments in Eurosystem and SSM tasks constitutes
a substantial part of the central bank’s activities.

EuropeaN Union

In 2015 NBS had a delegation at two informal
ECOFIN Council meetings, the first in Riga in April
and the second in Luxembourg in September.The
discussions in Riga centred on the economic situ-
ation in EU countries, financial stability, structural
reforms, support for investment in the EU, and is-
sues related to the creation of the Capital Markets
Union.

In Luxembourg, the focus of the talks was the deep-
ening of the Economic and Monetary Union (EMU)
and financing for the Single Resolution Fund.

7.2 COOPERATION WITH INTERNATIONAL
INSTITUTIONS

INTERNATIONAL MONETARY FunD (IMF) AND WORLD
Bank Groupr (WBG)

The IMF/WBG Spring Meetings and Annual
Meetings were the main events for the Bretton
Woods institutions in 2015, the first being held in
Washington DC in April and the second in Lima,
Peru in October. The Spring Meetings included
the presentation of the IMF's World Economic
Outlook (WEO) and Global Financial Stability Re-
port (GFSR), and discussions on pressing issues
in the international monetary system and the
current state of the reform of members’ quotas
and IMF governance. At the Annual Meetings,
the IMF’s Board of Governors discussed the insti-
tution’s Annual Report, financial statements, and
amendments to its internal documents.

In October 2015 the IMF conducted its annual
Mission to Slovakia, in accordance with Article
IV of the IMF’s Articles of Agreement. The Mis-
sion had been preceded by consultations in
May 2015. In its concluding statement, the IMF
Mission said that growth in Slovakia was accel-
erating due to strong domestic demand, that
well-designed fiscal measures would help sup-
port policies to r