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FOREWORD

Narodna banka Slovenska produces the Analysis
of the Slovak Financial Sector for the needs of
the NBS Bank Board, professionals and the wider
public.

As one of the tools for assessing the stability of
the Slovak financial sector, the Analysis should
also be seen in the context of other NBS publi-
cations in the given area, particularly the Finan-
cial Stability Report and analytical data on the
financial sector, all of which are published on the
NBS's website.

The aim of this report is to provide an overview
of the current situation and developments in
the domestic financial sector and to warn of po-

tential risks. The systemic nature of the analysis
is reflected mainly in the use of stress testing as
a way of assessing the financial sector’s sensitiv-
ity to various scenarios.

The last section supplements the text of the
analysis with charts of selected macro-prudential
indicators for the main risk areas in the financial
sector.

This analysis evaluates the overall condition of
the financial sector as at 31 December 2013, al-
though in several parts it uses more recent data,
where available. The analysis does not cover the
exercise of supervision over particular institu-
tions.
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ANALYSIS SUMMARY

2013 sAw THE ECONOMY PICK UP AND NO SIGNIFICANT
FINANCIAL MARKET TURBULENCES

The euro area economy, a major part of the ex-
ternal environment of the Slovak financial sector,
emerged from recession in 2013, with a majority
of euro area countries reporting growth (albeit at
diverse rates). This upturn was supported by a re-
vival of private sector demand in the euro area as
well as by signs of an end to negative trends in
the labour market.

The improved economic situation in the euro
area helped boost growth in the Slovak economy.
Of particular note was the pick-up in manufac-
turing industry and construction, which stoked
growth in investment demand.

Financial markets were relatively calm in com-
parison with the previous year, with no signifi-
cantturbulence, although this situation was due
in large part to supporting operations by cen-
tral banks. Consequently, both credit spreads
and the price volatility of riskier assets were
relatively low, but at the same time less risky as-
sets continued to provide meagre returns. This
situation affected also the domestic financial
market, as returns on investment funds, pen-
sion funds and unit-linked insurance products,
although remaining positive, declined year-on-
year.

ALTHOUGH THE EXTERNAL ENVIRONMENT IMPROVED, IT
REMAINS FRAGILE AND SUBJECT TO SEVERAL RISKS
Despite signs of recovery, the risks of the euro
area economy deteriorating again remain sig-
nificant and stem mainly from excessive levels
of public and private sector debt as well as the
possible overvaluation of certain riskier assets
or currencies. It should be noted in this regard
that the potential adverse impact of an increase
in investor risk aversion could lead to a global
decline in prices of riskier assets and in financial
market liquidity. Deflation represents another
risk, which could put further downward pressure

on economic growth and diminish borrowers’

debt-servicing ability. Growth may also be con-
strained by the need for further fiscal consolida-
tion measures.

Persisting concerns about the quality of assets
in euro-area banking sectors are another cause
of uncertainty. In 2014 a comprehensive assess-
ment will be conducted, including asset quality
review of euro area banks, as part of preparations
for the banking union. Although this should en-
hance transparency, uncertainty remains about
the level and the form of coverage of identified
losses.

RETAIL LOANS DOMINATED THE DOMESTIC LENDING
MARKET, WHILE THE DOWNWARD TREND IN CORPORATE
LOANS DID NOT BEGIN TO MODERATE UNTIL THE END OF
THE YEAR

The most notable trend in the domestic banking
sector was the continuing growth in retail loans,
which at almost 10% was one of the highest
rates in the EU. This stemmed mainly from low
interest rates and stagnating property prices,
which did much to increase the affordability of
housing. The market share of small and medium-
sized banks increased.

In contrast with the retail lending market, the
amount of corporate loans maintained a down-
ward trend. In the fourth quarter of 2013, how-
ever, the annual rate of decline in corporate
lending moderated, as the partial economic
recovery contributed to an increase in demand
and to ending the gradual tightening of banks'’
credit standards and margins. At the same time,
the amount of loans provided to small and medi-
um-sized enterprises started to increase year-on-
year in the second half of 2013.

Other trends in the banking sector’s balance
sheet included a further increase in retail de-
posits, although the share of sight deposits
continued to increase at the expense of time
deposits. The share of domestic debt securities
in the banking sector’s portfolio fell slightly, but
remains one of the highest ratios in the EU.

BOTH THE PROFIT AND CAPITAL ADEQUACY RATIO OF THE
BANKING SECTOR INCREASED

The total profit of the banking sector increased
again year-on-year in 2013, after falling in 2012.
This increase was largely attributable to the still
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relatively strong growth in retail loans which re-
sulted mainly in an increase in banks’ net interest
income. Although there was also a higher rise in
non-performing loans and an increase in credit
risk costs in the retail sector, this negative trend
was offset by a decline in these costs in the cor-
porate loan portfolio. Since the rate of loan-loss
provisioning did not significantly lag the change
in amount of non-performing loans (NPLs), the
domestic banking sector continued to report rel-
atively robust coverage of bad loans. The signifi-
cance of the share of collateral in that coverage
increased in 2013, thus allowing certain banks to
reduce their loan-loss provisions.

A positive trend in the Slovak banking sector is
the continuing increase in its capital adeqaucy
ratio, which rose to 17.2% in 2013. That is high-
er than the euro area average and matches the
average of other banking sectors in central and
east European EU Member States. Nevertheless,
the actual amount of capital in the domestic
banking sector declined, owing to the transfor-
mation of one of the largest banks (UniCredit)
into a branch of a foreign bank.

Thanks to the capital adequacy ratio and the
ability of banks' to generate net interest income,
the banking sector would be resilient to adverse
developments in the economy and financial
markets. In such case, according to the results
of macro stress tests, the banking sector would
need additional capital equivalent to 0.2% of
own funds in order for all banks meet the capital
requirement of 8%.

ALTHOUGH OVERALL CREDIT RISK COSTS FELL MODERATELY,
THE RISK OF THEM RISING AGAIN REMAINS PRESENT IN BOTH
THE RETAIL AND CORPORATE SECTORS

Given the persisting economic risks, the most
significant downward risk to the banking sec-
tor's profitability is a deterioration in credit port-
folio quality and increase in credit risk costs. In
this context, the situation in 2013 cannot be
said to have become significantly worse or bet-
ter. Although the absolute amount of increase
in non-performing corporate loans moderated
year-on-year, that was largely because of their
higher amount in 2012, when several major indi-
vidual projects failed. While the corporate sector
did experience several positive trends, includ-
ing increases in sales and investment activity,

ANALYSIS SUMMARY

a number of segments have still not rebounded
to their pre-crisis level.

On the other hand, in the retail sector, growht
in the amounts of NPLs and credit risk costs in-
creased, although the ratio of NPLs to total loans
declined thanks to strong lending growth. The
main risk is the high rate of unemployment,
which is also preventing stronger growth in do-
mestic demand. Here, too, however, there were
signs of improvement, particularly in the middle-
and higher-income categories.

IN THE INSURANCE SECTOR, LIFE INSURANCE GREW WHILE
NON-LIFE INSURANCE WAS ADVERSELY AFFECTED BY TRENDS
IN MOTOR INSURANCE

The insurance sector saw no change in its ag-
gregate profit and contrasting trends between
life and non-life insurance. In life insurance, the
overall amount of premiums increased. The prin-
cipal risk in this sector is the ability of insurers to
cover the returns guaranteed in insurance poli-
cies while investment returns on less risky assets
remain depressed. Furthermore, the insurance
sector is increasingly exposed to the ramifica-
tions of having to reinvest funds from the steady
stream of maturing bonds that were purchased
at a time of higher yields.

In the non-life insurance sector, both the tech-
nical result and premiums declined, due mainly
to developments in motor third-party liability
insurance and comprehensive motor vehicle in-
surance, including further falls in the average
premium per policy and increases in the loss
ratio, cost ratio and combined ratio. In the case
of most insurers, the value of the combined ra-
tio for comprehensive motor vehicle insurance
increased beyond the point of profitability. In
property insurance, the third largest line of non-
life insurance, premiums increased and costs
fell.

SeconD PILLAR (PFMC) PENSION FUNDS UNDERWENT
SUBSTANTIAL CHANGES IN THE THEIR PORTFOLIO
COMPOSITION AND RISKINESS, AS WELL AS IN THE
DISTRIBUTION OF ASSETS BETWEEN DIFFERENT TYPES OF
FUNDS

The old-age pension saving scheme underwent
substantial changes in 2013. As a result of leg-
islative amendments that cancelled the obliga-
tion to guarantee equity and mixed funds and
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extended the performance assessment period,
there was a major shift in the riskiness and po-
tential returns of pension funds, particularly
mixed and equity funds. The sector as a whole
saw an increase in exposure to all principal types
of market risk. For savers, however, the range of
investment options in this sector became sig-
nificantly broader. Due to the legislative changes
there was at the same time substantial switching
of savers, and their pension assets, between dif-
ferent types of pension fund. As from the begin-
ning of May, more than 90% of second-pillar sav-
ers were enrolled in guaranteed bond pension
funds.

In the third-pillar supplementary pension
scheme, the number of participants and net
asset value both increased. The composition of
supplementary pension (SPMC) funds remained

ANALYSIS SUMMARY

largely unchanged. As regards their risk expo-
sure, moderate increases were observed in inter-
est rate risk and foreign exchange risk, especially
in growth funds.

INFLOW INTO INVESTMENT FUNDS ROSE SHARPLY

The amount of assets under management in
the collective investment sector increased quite
markedly in 2013. The sector’s net asset value
climbed by a fifth, to record its highest annual
rise since 2007, the year before the crisis started.
This increase was driven mostly by positive net
sales of investment funds to end investors, and
onlyto alesser extent by investments from banks.
As in 2012, the largest inflows were observed in
domestic special funds, specifically in public spe-
cial real estate funds and public special securities
funds. Investment in standard funds also picked
up in 2013, after falling in the previous year.
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T MACROECONOMIC DEVELOPMENTS IN REGARD TO
FINANCIAL SECTOR STABILITY

IMODERATE ECONOMIC RECOVERY IN MOST EURO AREA
COUNTRIES

Economic conditions improved moderately in
2013, particularly in advanced economies. Im-
portantly for Slovakia, the euro area was among
the economies that picked up.In 2013 asawhole,
as in the previous year, the euro area economy
contracted, but in the second quarter it began
to emerge from its one-and-a-half year long re-
cession. At the same time, however, its quarter-
on-quarter growth was very modest, and the
nascent recovery remains highly susceptible to
any shock.

Almost all euro area countries saw an economic
improvement in 2013, particularly in the second
half of the year, although growth rates remain di-
vergent between countries. In the first quarter of
2013 nearly two-thirds of all euro area countries
recorded negative GDP growth, whereas in the
last quarter only three did so. In Italy and Spain,
two large periphery economies, GDP began to
increase slowly in the second half of the year af-

Chart 1 Real GDP growth in selected
euro area countries (quarter-on-quarter
percentage changes)
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Source: Eurostat.
Note: Seasonally adjusted data.

ter an extended negative trend, while Portugal’s
growth surpassed expectations in the last quar-
ter.

Another aspect of the euro area’s ongoing recov-
ery is the important role of domestic demand. All
components of domestic demand made a posi-
tive contribution to overall economic growth in
the third quarter of 2013, in contrast with their
performance during the previous period of re-
cession.

In the labour market, too, initial signs of im-
provement appeared. In the second quarter of
2013, the unemployment rate’s long-running
upward trend came to an end, and towards the
year-end the number of unemployed people
even began to decline - not only in the euro
area as a whole, but also in some periphery
countries. This, however, still does not alter the
fact that unemployment remains elevated in
several countries.

Markedly lower inflation in energy and food
prices in the context of a negative output gap
had a disinflationary impact on the euro area
during 2013. At the end of the year, the infla-
tion rate slowed to 0.8% in year-on-year terms,
which is far below the medium-term inflation
target of the ECB. According to estimates by
the ECB and European Commission, inflation
is expected to begin increasing gradually; this,
in NBS's view, is positive since any deflation
would not only have a direct adverse effect on
economic activity through deferred consump-
tion and investment, it would also greatly com-
plicate deleveraging in the public and private
sectors by increasing the real value of debt to
be repaid.

So far, almost all forward-looking indicators sug-
gest that economic growth in euro area should
strengthen at the beginning of 2014, although
they differ in their indications of the extent of its
acceleration. The official forecasts of the Europe-
an Commission and ECB each assume that GDP
in 2014 will increase by 1.2%.
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Chart 2 Euro area consumer price inflation
and its main components (%; p.p.)
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Source: Eurostat.
Note: Headline inflation is given in percent; other figures in per-
centage points.

In 2014 for the euro area, external demand is
expected to be largely coming from the United
States, where activity picked up with increasing
momentum in the previous half-year. On the
other hand, some significant emerging countries
show signs of emerging problems related to the
accumulation of macroeconomic imbalances
and to the neglect of structural reforms. Should
the situation in these countries continue to dete-
riorate, the consequences for euro area exports
could be significantly adverse.

FINANCIAL MARKETS WERE RELATIVELY STABLE AND PRICES

OF RISKIER ASSETS INCREASED

A key factor allowing the euro area economy
to return to growth was the relative stability
of financial markets, which supported a grad-
ual return of confidence in the private sector.
European markets did not experience any sig-
nificant turbulence during 2013. Europe was
not unduly affected even by the buffeting of
global financial markets in May and June, trig-
gered by the US Federal Reserve. In the second
half of the year European markets, particularly
equity markets, saw a substantial inflow of
capital from other parts of the world, which
pushed up their price indices. At the same
time, risk premia declined across a broad range
of bond markets, including markets in govern-

ment bonds of euro area periphery countries.
European markets also remained calm amid
the recent rise in volatility associated with
emerging countries.

Demand in the euro area for riskier assets was
supported not only by the improving econom-
ic climate, but also by the extended period
of low interest rates. In 2013 the ECB twice
reduced its key interest rate, which from No-
vember stood at only 0.25%. In several asset
classes there are signs that price growth was
driven more by increased demand from inves-
tors searching for yield than by a commensu-
rate improvement in real economic fundamen-
tals. If it is the case that assets were actually
overvalued, then their prices will have to cor-
rect downwards sooner or later. Yields on gov-
ernment bonds of stressed euro area countries
may also increase if these countries backslide
on reform efforts or if there is a sudden global
rise in risk aversion.

DESPITE WHOLESALE FUNDING BECOMING MORE
ACCESSIBLE TO BANKS IN EURO AREA PERIPHERY
COUNTRIES, LENDING ACTIVITY REMAINED SUBDUED

The relative stability of the euro area banking
sector in 2013 was supported also by growing
risk appetite among investors. As demand in-
creased, wholesale funding became more acces-
sible to banks in euro area periphery countries
and, in addition, the costs of such funding de-
clined. Nevertheless, funding costs for periphery
banks are still far higher than those for banks in
other euro area countries. Bank profits remain
relatively low across the euro area, owing largely
to the rising amount of non-performing loans.
Efforts to reduce fragmentation of the banking
system and establish a uniform and effective
banking market in the euro area remain con-
strained by uncertainty surrounding the quality
of the asset-side of balance sheets, at the level
of both national sectors and individual banks.
This situation is expected to be changed signifi-
cantly by the ECB’s comprehensive assessment
of banks, including an asset quality review, in
advance of the launch of the ECB-led Single Su-
pervisory Mechanism.

The lessening of constraints on banks’ access to
funding did not, however, translate into a revival
of lending to the real economy in the euro area.
The annual rate of change in the outstanding

CHAPTER

NBS

ANALYSIS OF THE SLovAaK FINANCIAL SECTOR

2013

1

12



amount of loans to non-financial corporations
was negative throughout 2013 and became
more negative as the year progressed. The bulk
of this deleveraging occurred in the banking
sectors of periphery countries. Nevertheless,
according to the latest Bank Lending Survey,
the credit cycle may be nearing a turning point
since the tightening of banks’ credit standards
for corporate loans has been minimal in the re-
cent period.

THE SLOVAK ECONOMY SHOWED SIGNS OF PICKING UP IN
LATE 2013

Slovakia's GDP growth for 2013 was 0.9% , which
was one of the lowest rates since 2009. However,
the quarter-on-quarter growth rates (season-
ally adjusted) suggest that economic activity
reached the bottom of the cycle in 2012 and has
since been gradually recovering. GDP growth in
the last quarter of 2013 was somewhat higher
than in the previous three quarters, indicating
that the recovery may be steadily gaining mo-
mentum.

One of the sectors providing grounds for opti-
mism for future development is manufacturing
production. In the first eight months of 2013 the
annual rate of change in manufacturing pro-
duction was positive albeit not exceeding 5%
on average. From autumn onwards, however,
it increased sharply and in December stood at

Chart 3 Selected monthly indicators for the
Slovak economy
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Source: SO SR, Minstry of Economy of the Slovak Republic.

16.5%. This was again due to significant ramp-
ing up of car production, apparently supported
by the recent pick-up in European car markets.
Another positive development was that indus-
trial producers’ sales began to increase later in
the year, after remaining flat during the first six
months despite rising production.

In the construction sector, production began to
rebound in the second half of 2013 after a long
period of decline. This contributed positively
to the stronger economic growth observed in
the later part of the year. Given, however, the
slump that the construction sector has endured
in recent years, its quarter-on-quarter growth of
2.5% constitutes no more than modest catch-
up.

Expectations for the Slovak economy were fur-
ther improved by ,soft’ indicators. The European
Commission’s Economic Sentiment Indicator
(ESI) climbed almost continuously from the
second half of 2013 and by January 2014 it was
close to its long-run average. Despite dropping
in February, the ESI remains at a level that points
to the continuance of economic growth in Slova-
kia over coming quarters.

Looking at the demand-side of the economy, no
clear trends in the composition of growth were
observed in the first three quarters of 2013. GDP
growth in the first and third quarters was driv-
en by changes in inventories and government
consumption, while fixed capital formation,
household final consumption and exports made
negative contributions. These growth dynamics
in the second quarter were exactly the oppo-
site. In the last quarter exports increased, in line
with improving economic developments in the
euro area, particularly in Germany, and increased
manufacturing production.

Although real wage growth increased as a result
of low inflation, households took a cautious ap-
proach to consumption in 2013, keeping it at
the same level as in the previous year. However,
retail sales growth later in 2013 suggests that
household final consumption may be accelerat-
ing.

A significant factor behind the stagnation in
private consumption was the labour market.
Employment continued to decline at an appre-
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ciable rate in the first half of 2013 and did not
stabilise until the third quarter. In the fourth
quarter employment increased slightly. Accord-
ing to NBS's projections, consumer price infla-

CHAPTER

tion should remain low in 2014, at an average of
only 0.6%; this, however, will support real wage
growth and thus create scope for consumption

growth.
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2 INTEGRATED OVERVIEW OF THE FINANCIAL SECTOR

ASSET GROWTH REPORTED IN MOST FINANCIAL MARKET
SEGMENTS

Financial corporations reported favourable fig-
ures for assets and assets under management in
2013. All segments apart from investment firms
reported year-on-year growth in assets or as-
sets under management. Although the annual
growth rate of assets and assets under manage-
ment in the Slovak financial sector was the same
as the year before, the growth in 2013 was more
evenly spread between segments.

In the second pension pillar, asset growth was
significantly lower in 2013 than in the previous
year owing mainly to legislative amendments.
Collective investment funds, on the other hand,
enjoyed unprecedented asset growth. House-
holds substantially increased their holdings of
investment fund shares/units, while growth in
bank deposits slowed sharply, especially dur-
ing the first half of the year. Banks nevertheless
maintained their dominant position in the fi-
nancial market with a share of more than 70% of
total assets. Upward trends were also observed
in sectors not regulated by NBS, namely leasing,
factoring, and consumer credit.

Chart 4 Assets and managed assets in the

Slovak financial sector (annual percentage
changes)
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Source: NBS.

PROFITS ROSE IN MOST SECTORS

As assets and managed assets grew, the profit
of the Slovak financial sector improved. The
banking sector’s profit growth was largely at-
tributable to lending growth and lower credit
risk costs; nevertheless, its return on equity was
still lower than it was in 2010 and 2011 and it
is significantly below pre-crisis levels. In the
insurance sector, the change in profit was only
moderate and reflected one-off factors (e.g. the
revaluation of participating interests in subsidi-
aries).

The aggregate profit of pension funds manage-
ment companies (the second pension pillar)
increased slightly in 2013, thus maintaining its
upward trend of the previous two years.

BOTH CORPORATE AND HOUSEHOLD CREDIT RISK PARTIALLY
MODERATED

The tentative improvement in the macroeco-
nomic environment had a positive effect on the
corporate and household sectors. The house-
hold sector benefited from an easing of labour
market tensions, notably a decline in the number
of job seekers. But although such trend points

Chart 5 Return on equity (ROE) in financial
market segments (%)
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Chart 6 NPL ratios and the change in
amount of NPLs
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Note: The figures at the top of each column denote the increase
in NPLs as a share of the average outstanding amount of loans
in the given year.

to an improvement in loan repayment ability, it
has not as yet led to a decline in the amount of
non-performing loans (NPL). In fact, the amount
loans that defaulted was even higher in 2013
thanin 2012.

The corporate sector also responded to the
brighter macroeconomic environment, most
notably through increases in sales, business con-
fidence, and new orders. Nevertheless, the qual-
ity of the corporate credit portfolios did not im-
prove significantly. On the one hand, the amount
of loans that defaulted was lower in 2013 than
in the previous year, but, on the other hand, the
ratio of non-performing loans increased as the
total amount of loans.

MARKET RISKS INCREASED ESPECIALLY IN PFMC FunDs

Looking at the exposure of the domestic financial
sector to market risks, the most marked change
was the escalation of risk in second-pillar pen-
sion funds managed by pension funds manage-
ment companies (‘PFMC funds’). This was largely
the result of legislative amendments, including
the cancellation of mandatory guarantees in all
funds other than bond funds and the extending
of the performance assessment period for those
funds that remained guaranteed. Owing to these
changes, the exposure of mixed funds and equi-
ty funds to equity risk increased substantially. As
a component of the sectoral portfolio, equities
and fund shares/units increased from 6% in 2012
to 10% in 2013. Bond funds also became more
risky, however, since their duration was marked-
ly increased by the lengthening of the average

Table 1 Changes in the share of equity, foreign-exchange and interest-rate positions in different

segments of the financial market

Equities and . . .
investment Foreign . | Share of debt Duration of D Refldual me
exchange posi- . . the whole turity of debt
fund shares/ . securites bond securities . ..
. tions portfolio securities
units
XIL12 | XIL.13 | XIL12 | XIL13 | X112 | XIL13 | X112 | X113 | XIL12 | X113 | X112 | XIL13
Banks 0.3 04 0.1 0.2 234 223 32 3.6 1.0 1.1 4,0 45
Insurers 14 2.8 0.8 0.7 72.7 74.7 6.8 6.5 6.1 5.8 8.6 8.5
PFMC funds 6.0 10.3 24 3.1 68.7 67.4 1.9 34 14 2.2 25 44
SPMC funds | 19.2 20.0 13.1 8.7 64.8 66.9 34 33 2.1 2.1 40 44
Collective | 506 | 236 | 122 | 153 | 316 | 259 | 18 | 21 | 08 | 07 | 24 | 28
investment
pnlt-llnke:)j 77.0 743 13.2 11.8 21.7 214 46 43 0.9 0.8 5.0 49
insurance

Source: NBS, Bloomberg.
Notes: Values are given as a percentage share of total assets (or NAV) and represent the asset-weighted average for the given group of institutions.

Foreign exchange positions are given as a percentage share of assets (or NAV); they were calculated as the sum of the absolute values of the
positions for each institution.
Equity positions are given as a percentage share of assets (or NAV); they do not include participating interests in subsidiaries and affiliates.
Durations and residual maturities are given in years.
1) Assets invested by insurers under unit-linked insurance policies.
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residual maturity of the bond portfolio. Thanks
to these changes, pension funds offered savers
a broader choice of investment strategies.

Changes in other segments were less significant.
In the insurance sector, the average residual ma-
turity and duration of the securities portfolio
continued a decreasing trend. In contrast, third-
pillar pension funds managed by supplementary
pension management companies (‘'SPMC funds'’)
saw both the share of bonds in their overall port-
folio and the average residual maturity of the
bond portfolio increase moderately, albeit with-
out significantly affecting the sensitivity to inter-
est rate risk. The exposure of collective invest-
ment funds to equity risk and foreign exchange
risk increased.

ALTHOUGH FINANCIAL MARKETS BECAME LESS VOLATILE,
THE RISK OF TENSIONS RETURNING REMAINS PRESENT

As mentioned in the previous section, financial
markets were not affected by turbulence in 2013

Chart 7 VaR across financial market segments
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Notes: VaR was calculated as the worst expected loss over a peri-
od of ten working days at a confidence level of 99%.

1) The figure for insurers does not include assets covering unit-
linked insurance policies and risks arising from the revaluation
of provisions.

Interest rate risk and foreign exchange risk include also indirect
interest-rate and foreign-exchange risk, i.e. the risk to which in-
dividual institutions or funds are exposed through investments
in investment fund shares/units.

to the extent that they had been in certain previ-
ous years. Asset price volatility towards the end
of 2013 was relatively low, even in comparison
with the previous year. Therefore, in most seg-
ments of the financial market, portfolio risk as
measured by VaR decreased. Credit spread risk
decreased the most, and equity risk and foreign
exchange risk fell more moderately. Only among
PFMC funds was the lessening of asset risk insuf-
ficient to offset the increase.in risk exposures.

THE IMPACT OF RISKS IN ADVERSE SCENARIOS WAS
ASSESSED USING MACRO STRESS TESTING

Despite the moderation of risks in most finan-
cial market segments, the possibility of a further
escalation of uncertainty remains relatively sig-
nificant. The main risk in this regard lies in the
unwinding of expansive monetary policy meas-
ures by central banks, which could push credit
spreads back up as well as lead to adverse effects
on emerging countries’ financial markets and to
a decline in prices of riskier assets. The impact of

Chart 8 Distribution of the impact of macr-
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The data for insurance companies include only the change in
the fair value of assets and impact of insurance risks on their
profitability. The stress testing does not include assets covering
technical provisions for unit-linked insurance policies.

Values are given as a percentage share of total assets (or NAV).
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these risks was assessed using macro stress test-
ing, and a summary of the stress scenarios and
results is given in Section 6. As Chart 8 shows,
PFMC funds would be the sector most adversely
affected by conditions under the stress scenar-
ios. However, the brunt of that impact would

be borne by non-guaranteed funds, while the
consequences for guaranteed funds would be
relatively minor. Other sectors that would be ex-
posed to a significant drop in asset value would
be SPMC funds and collective investment funds
with a higher-risk investment strategy.
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3 THE BANKING SECTOR

3.1 TRENDS AND RISKS IN
THE BANKING SECTOR'S
BALANCE SHEET

3.1.1 LOANS AND CREDIT RISK
THE RETAIL SECTOR

LENDING GROWTH CONTINUED TO ACCELERATE IN THE
RETAIL SECTOR; CUSTOMERS PREFERRED LOANS WITH

A FIXATION PERIOD OF OVER ONE YEAR

The volume of retail loans continued growing in
2013, with the growth rate accelerating to the
level of mid-2011. In year-on-year terms, retail
lending increased by €1.78 billion (9.5%), while
consumer loans and housing loans had grown
equally by 11.7% by end-December 2013.

The market share of large banks decreased in fa-
vour of small and medium-sized banks through-
out the year, especially over the first six months.
The portfolio of foreign bank branches expanded
by one third.

Retail lending continued to be dominated by
loans with fixation period of one to five years,

Chart 9 Average share of banks in new
lending and in the outstanding amount of
loans in 2013 (%)
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while loans with a fixation period of up to one
year declined somewhat. In view of the high
share of loan refinancing (around 35% of new
lending), the preference for longer fixation pe-
riods can be partly explained by the attempt
of borrowers to prolong the period of advanta-
geous retail financing.

REAL ESTATE LOANS GREW AT A FASTER PACE AND SOME OF
THE BANKS ACTIVELY INCREASED THEIR MARKET SHARE

The rate of growth in real estate loans acceler-
ated, but then slowed somewhat in the middle
of the year. The trend from the first half-year pe-
riod continued at the end of 2013. The dynamic
growth in real estate loans may be partly ex-
plained by the historically low interest rates. An-
other partial reason is the stagnating or slightly
falling property prices, which stimulate demand
in the real estate market and consequently de-
mand for real estate loans.

Some of the banks, especially medium-sized
banks, increased their market share in the first
half of 2013 (using below-average rates), but
then lost their lead in the second half of the year.
To attract more customers, these banks used
various instruments, including lower interest
rates. Certain banks offered loans with a higher
loan-to-value (LTV) ratio to increase their market
share. Overall, the source of competitive pressure
was concentrated in a relatively small number of
banks.

CONSUMER LOANS INCREASED, COMPETITION PRESSURES
INTENSIFIED IN SEVERAL BANKS ONLY

The growth in consumer loans accelerated over
the first six months, then returned to the level
of 2012 in the second half-year period. Demand
for consumer loans showed a positive tendency
throughout 2013, while credit standards were
changed to a minimum extent only. The increase
in the market share in new loans of certain banks
was ascribable to the low interest levels, similarly
as in other segments.

THE SHARE OF NON-PERFORMING LOANS DECREASED, BUT
THEIR AMOUNT INCREASED CONSIDERABLY

The share of non-performing loans in total
loans followed the decreasing trend that start-
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Chart 10 Breakdown of month-on-month

changes in the amount of non-performing
loans (EUR millions)
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ed in the middle of 2010, and reached 4.2% in
December 2013. This decrease, however, was
caused exclusively by the denominator, i.e.
the outstanding amount of loans, because the
amount of non-performing loans, including
write-offs and sales, increased by as much as
€42 million in 2013.

The increase in the amount of non-performing
loans was not a sectorwide phenomenon, be-
cause it was only observed in some of the banks.
Hence, the increase in the amount of non-per-
forming loans was probably caused by factors
that are specific to individual banks.

The share of non-performing real estate loans
remained unchanged, at 3%, as well as the rate
of growth in their amount. The share of non-per-
forming consumer loans decreased to 7.5%, but
their amount increased in the second half-year
period by as much as 8%.

CREDIT RISK WAS FAVOURABLE AFFECTED BY THE POSITIVE
TREND IN UNEMPLOYMENT

The trend in loan defaults is closely connected
with the trend in unemployment. In year-on-
year terms, the number of registered job seek-
ers' increased slightly in the first half of the year,
then trend changed and the rate of increase

gradually slowed to 13.5% as at end-December
2013.

In terms of credit risk, an important factor is the
number of new job seekers, who may run into
loan repayment problems due to loss of employ-
ment. Their falling number during the year can
be assessed as a positive trend from the view of
credit risk. It is important that a falling trend was
also recorded in the higher and medium-income
categories, from which the majority of banking
sector’s borrowers come from.

THE AVERAGE LTV RATIO REMAINED UNCHANGED, BUT ITS
DISTRIBUTION REPRESENTED A CERTAIN RISK

The average loan-to-value (LTV) ratio of new
loans, i.e. the ratio between the amount of loans
and the value of assets pledged as security, re-
mained at the level of 71% in 2013, but some of
the banks provided loans with an LTV ratio of
over 85% (more than 40% of the new loans).

The provision of loans with a high LTV ratio in-
creases the potential loss in the event of loan
default. The trends observed, however, are to be
examined in the context of other risks, including
the risk of change in property prices. Amidst ris-
ing property prices, it is natural for the value of
loan collateral to rise, too. Under such conditions,

Chart 11 Breakdown of new real estate
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the LTV ratio of a loan is falling during its matu-
rity period, even if loan repayment is left out of
consideration. At the present time, however,
property prices are stagnating or falling slightly,
and thus the value of collateral is declining, too.
The risk arising from the provision of such loans
is therefore more pronounced.

Another source of risk is competition between
banks and a possible increase in the LTV ratio
aimed at attracting new customers despite the
increased risk. Although there are no signs of an
increase in this risk across the sector, the provi-
sion of loans with a higher LTV ratio indicates
that there are long-term competition pressures
in this area.

DEPOSITS CONTINUED TO GROW AT A SLACKENING PACE,
ESPECIALLY TIME DEPOSITS

Retail deposits grew by almost 2.8%, which was
approximately 50% less than in 2012. The rate
of growth had been gradually slackening since
the beginning of 2012. On average, large banks
recorded a year-on-year increase of 1.7%, while
small and medium-sized banks reported a steep-
er increase (7.7%) than in 2012, mainly as a result
of higher interest rates.

Looking at the breakdown of deposits by type,
a certain deviation can be observed in the case of
time deposits, which grew in year-on-year terms
only slowly, then declined in the second half-
year period, except for daily time deposits. De-
velopments in the individual banks were closely
connected with the interest rates offered.

Sight deposits grew at an average pace of 8%
year-on-year throughout the year under review.
Savings deposits, which represent the smallest
category, grew by more than 40%, while this
growth actually took place in two banks.

The negative trend in time deposits may be at-
tributed to several causes. First, the low interest
rates offered to customers do not represent a suf-
ficient compensation for the shortage of liquid-
ity. Hence, customers prefer to keep their savings
in deposits, e.g. savings deposits, or to keep them
on low interest-paying sight deposit accounts.
Another partial explanation is the preference for
collective investment, which is considered to be
an investment alternative to time deposits. The
third partial explanation is the weakening com-

petition pressure, and smaller effort on the part
of banks to attract new customers or to maintain
the existing ones.

THE CORPORATE SECTOR

THE OVERALL SITUATION IN THE CORPORATE SECTOR
IMPROVED SLIGHTLY

In the context of improving macroeconomic indi-
cators, economic activity in the corporate sector
started to recover moderately in the second half of
2013.This trend intensified towards the end of the
year, when, for the first time in the last two years,
even the construction sector recorded a year-on-
year rise in revenues. This was due mainly to an in-
crease in production in civil engineering construc-
tion, which recorded a sharp decline in 2012 and
2013. The improving situation in the corporate
sector was also reflected in the indicators of eco-
nomic sentiment and business confidence, which
steadily increased in the second half of the year.

Although all the key sectors recorded a year-on-
year rise in revenues at the end of 2013, numer-
ous sectors remained well below their pre-crisis
level in terms of output, especially construction,
trade, motor vehicle sales, and accommodation
and food service activities.

DEMAND FOR LOANS INCREASED SLIGHTLY, THOUGH
LENDING CONDITIONS HAD NOT BEEN EASED

The improving situation in the corporate sector
led to a modest increase in demand for loans.
According to a survey of supply and demand in
the loan market, large enterprises also showed
increased demand for long-term investment
loans. On the other hand, banks continued to
perceive the situation as unstable and remained
concerned about economic developments in
the period ahead. Hence, lending conditions
were kept relatively tight. The caution exercised
by banks when assessing the economic situation
was also reflected in the interest margins, which
were higher than in 2012.

THE OUTSTANDING AMOUNT OF LOANS CONTINUED
DECLINING, THOUGH AT A SLOWER PACE, WHILE GROWING
IN SOME OF THE SEGMENTS

The aforementioned modest pick-up in demand
did not lead to a general revival in bank lending.
The volume of loans declined in year-on-year
terms throughout 2013, in line with the down-
ward trend continuing for 19 months. Thus, the
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Chart 12 Year-on-year growth in loans

broken down by sector (EUR millions)

1,500

1,000

500 1

-500 l|

-1,000 4

-1,500
2010 2011 2012 2013

B Real estate
W Other
=== Total change

Agriculture, mining and quarrying

B Water, gas, and electricity supply
Transportation and storage
Industry

Source: NBS.

significance of lending to enterprises in the activi-
ties of domestic banks continued to diminish. The
share of corporate loans in the overall loan port-
folio decreased during 2013 from 40% to 37%.

The volume of loans decreased in the majority
of sectors. On the other hand, the contrast be-
tween the long-term decline in loans in industry
and the upturn in lending activity in agriculture
and transport deepened in the second half of
the year.

From the view of the flow of loans, however, it
is positive that the rate of decline in the loan
portfolio slowed somewhat in 2013 as a conse-
quence of the above-mentioned combination of
changes in the sectors under review. The volume
of loans granted to small and medium-sized en-
terprises grew in year-on-year terms in the sec-
ond half of the year. The trend of lending for the
refinancing of existing loans continued in the
second half of the year.

THE AMOUNT OF BANK GUARANTEES PROVIDED TO
CORPORATE ENTITIES RECORDED AN INCREASE

Apart from the said slowdown in the pace of
decline in corporate loans, the banking sector
recorded an increase in exposures to this sec-
tor in the form of guarantees provided in the
second half of 2013. The amount of guarantees
increased in that period from €1.7 billion to €2.0

billion, after being broadly stable during 2012
and the first half of 2013.

CORPORATE DEPOSITS INCREASED MAINLY IN THE SECOND
HALF OF THE YEAR

After uncertain developments in deposits over
the first half of 2013, the volume of deposits be-
gan to grow considerably in the second half-year
period. The growth in deposits was in all prob-
ability connected with the growth in revenues,
which generated an increase in the liquid assets
of enterprises.

At the same time, the decline in lending to the cor-
porate sector, accompanied by growth in deposits,
led to a steady decrease in the proportion of loans
to deposits. This proportion in December 2013
dropped to its lowest level recorded since the mid-
dle of 2008.This development has improved the fi-
nancial position of the corporate sector as a whole
and contributed to the balance-sheet stability of
domestic banks in terms of long-term liquidity.

THE LOAN REPAYMENT CAPACITY OF ENTERPRISES WAS
POSITIVELY AFFECTED BY SEVERAL FACTORS

The second half of the year saw an improvement
in some of the corporate sector’ performance in-
dicators. An important factor was the improved
export performance, but the growing domestic
consumption also made a positive contribution.
The growing revenues amidst the persistently
low interest rates and declining lending moder-
ated the credit burden of the corporate sector as
a whole. The indicators of confidence and new
industrial orders also signalled a certain improve-
ment.The diminishing macroeconomicrisks were
also reflected in the credit standards, which, after
more than two years, were no longer tightened
in the second half of 2013. The unchanged credit
standards and the relatively stable margins in-
dicate that the credit risk has stabilised to some
extent from the viewpoint of banks.

LOAN PORTFOLIO QUALITY REMAINED VIRTUALLY
UNCHANGED

Although the tension in the corporate sector’s
financial situation had eased to some extent,
loan portfolio quality did not improve substan-
tially, though credit risk costs fell on a year-on-
year basis. This was due to the favourable trend
in the amount of non-performing loans, which
decreased by 39% year-on-year in 2013. As a re-
sult of a fall in the outstanding amount of loans,
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Chart 13 Share of non-performing loans in
the corporate sector (%)
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however, the share of non-performing loans in-
creased during the year, from 7.5% to 8%. This
was due in large part to an increase in the share
of non-performing loans in the commercial real
estate and construction sectors in certain banks.
Excluding these sectors, the share of non-per-
forming loans was stable in 2013.

3.1.2 SECURITIES

THE VOLUME OF SLOVAK GOVERNMENT BONDS FELL IN THE
SECOND HALF oF 2013

The banking sector’s securities portfolio under-
went only minor changes during 2013. Although
Slovak government bonds and Treasury bills still
formed a substantial part of the portfolio, their
amount was falling steadily over the second half-
year period. The total amount of Slovak govern-
ment bonds and Treasury bills stood at almost €12
billion as atend-2012 and at more than €12 billion
as at end-June 2013; this figure remained below
€11 billion as at end-2013. The total amount of
Slovak Treasury bills stood at less than €10 mil-
lion, the lowest level since September 2008. The
amount of these securities fell in all large banks.

The amount of foreign government bonds had
grown slightly by the end of the year, as a result
of increased investment in Italian government
bonds by some of the banks.

MORTGAGE BONDS MAINTAINED THEIR DOMINANT SHARE
OF THE SECURITIES ISSUED

Debt securities issued during 2013 continued to
be dominated by mortgage bonds. The growth
in new mortgage bond issues exceeded the
growth in mortgage loans. Hence the amount of
mortgage loans as a percentage of the amount
of mortgage bonds increased somewhat. The is-
sues were dominated by fixed-coupon mortgage
bond issues. The average yield offered decreased
gradually over the first three quarters in line with
the trend in government bond yields, which re-
sulted in stable interest rate spreads between
mortgage bond yields and Slovak government
bond yields. This indicates that the risks involved
in these bonds remained virtually unchanged in
comparison with those in Slovak government
bonds.

While the previous analyses identified a decreas-
ing trend in the share of mortgage bonds in the
portfolio of domestic financial corporations, the
current analysis shows that this trend has come
to a halt, at least for a short time. The share of
mortgage bonds dropped from almost 60% as at
end-2008 to less than 40% as at end-2012. This
was followed by stagnation in 2013 and a mini-
mal increase at the end of the year.

3.1.3 NTERBANK MARKET

THE VOLUME OF INTERBANK OPERATIONS WAS AFFECTED
MAINLY BY THE PARTIAL REPAYMENT OF FUNDS BORROWED
UNDER THE ECB’S THREE-YEAR REFINANCING OPERATIONS
The volume of interbank operations was affected
greatly, particularly at the beginning of the year,
by the repayment of the funds borrowed un-
der the ECB’s three-year refinancing operations.
Banks had had these funds at their disposal since
December 2011 or since March 2012. Banks re-
paid approximately three quarters of these funds
in 2013. From the view of financial stability, it is
important that the repayment of these funds did
not affect substantially the ability of banks to fi-
nance the real economy.

Other interbank operations were, as in the pre-
vious years, rather volatile in 2013 and compen-
sated for the changes in the other volatile bal-
ance-sheet components of banks (mainly funds
and loans provided to the corporate and general
government sectors). The total amount of de-
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posits kept with the ECB showed an interesting
tendency: it increased to almost €1.3 billion as
at end-December 2013, the highest amount re-
corded since May 2012 (before the bank levy was
introduced).

The implied interest rates remained in the band
delimited by the 1-week and 12-month EURIBOR
rates, though funds from both domestic and for-
eign banks increased at the end of the year.

3.1.4 MARKET RISKS AND
LIQUIDITY RISK

THE POTENTIAL NEGATIVE IMPACT OF RISING INTEREST
RATES ON BANKS' NET INTEREST INCOME INCREASED

Some of the trends in the Slovak banking sector
observed in 2013 contributed to the slightly ris-
ing vulnerability of banks to interest rate risk. As
a result of an increase in the share of retail loans
with longer fixation periods, the duration of the
loan portfolio increased from 1.34 to 1.40 years.
At the same time, the duration of the securities
portfolio increased from 3.16 to 3.54 years. On
the other hand, the duration of customer depos-
its decreased from 0.51 to 0.45 years, owing to
the gradually diminishing significance of time
deposits. This means that the time horizon of the
impact of potential interest rate changes would
increase on the asset side and decrease on the li-
ability side, which would increase the probability
of an unfavourable impact occurring, mainly in
the case of an interest rate rise. The impact of this
risk could, however, be moderated by an increase
in the interest margin on the part of banks. The
overall duration of banks’balance sheets, includ-
ing interest rate derivatives, increased slightly
in year-on-year terms, from 1.62 to 1.72 years.
Changes of the same nature were also recorded
in the domestic banking sector in 2012.

DEVELOPMENTS IN THE RETAIL DEPOSIT MARKET AFFECTED
THE LIQUIDITY OF BANKS

As mentioned above, the banking sector record-
ed an increase in the volume of retail deposits in
2013, but this increase was smaller than in the
previous period. The share of current accounts
and retail deposits with a residual maturity of
up to one month increased, too. In year-on-year
terms, this share increased from 51% to 55%.
This trend had different effects from the view of
short-term and long-term liquidity.

From the view of short-term liquidity, this trend
caused a slight deterioration in the currently ap-
plicable liquid asset ratio, the average value of
which fell from 1.51 to 1.43 during 2013. This
was due to the above-mentioned increase in
the amount of short-term retail deposits, while
a similar trend was also observed in the corpo-
rate sector in the second half of 2013. This in-
crease was accompanied by a slight increase in
the amount of liquid assets. On the other hand,
this fact cannot be assessed as entirely negative.
In line with the regulation of liquidity under the
Capital Requirements Regulation (CRR), which
is to enter into force after 2018, the current ac-
counts of customers with established relation-
ship may be considered to be a more stable
source of financing. An appropriate monitoring
system is planned to be adopted in 2014 to en-
able a more precise estimate of the share of cus-
tomer deposits complying with this condition.

From the view of the banking sector’s balance
sheet structure, however, it is positive that the
growth of loans, which is primarily a result of the
growing amount of retail loans, in 2013 contin-
ued to be fully compensated for by the growing
amounts of customer deposits and mortgage
bonds issued. As a result, the proportion of loans
to deposits and mortgage bonds remained sta-
ble, at 82%.

LARGE EXPOSURES

The total amount of exposures to a single cus-
tomer or to a group of connected customers, ex-
ceeding 10% of the bank’s own funds, decreased
only slightly at the sectoral level in 2013 (by
2%), as well as in the majority of banks. This was
caused by the above-mentioned declining trend
or stagnation in the market for large corporate
loans.

3.2 FINANCIAL POSITION OF THE
BANKING SECTOR

3.2.1 PROFITABILITY

The total net profit of the banking sector in-
creased by 12% year-on-year, to €549 million
in 2013. At the pre-tax level, the sector’s profit
increased by as much as 24% year-on-year. This
increase was caused primarily by an increase in
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net interest income and in fee income, coupled
with a decrease in credit risk costs and in losses
arising from the revaluation of securities.

THE GROWTH IN NET INTEREST INCOME CONTINUED TO BE
DRIVEN MAINLY BY THE RETAIL SEGMENT

The growth in net interest income in 2013 was,
as in the previous period, stimulated mostly
by developments in the retail segment. Hence,
banks with a large share of operations taking
place in this segment were chiefly responsible
for this trend. The most significant factor was
the continuing growth in retail loans. In addi-
tion, a positive contribution came from the fall-
ing interest costs of retail deposits in the second
half of 2013. This was due to the weakening
competition on the side of retail deposits, cou-
pled with the decreasing share of time deposits,
mainly during the second half of 2012 and the
first half of 2013.

CREDIT RISK COSTS DECREASED, MAINLY IN THE CORPORATE
SECTOR

The credit risk costs of claims decreased by 8%
year-on-year in 2013. This decrease was associ-

Chart 14 Factors affecting changes in net
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ated with the falling number of new non-per-
forming loans, i.e. by 12% in gross terms (not
including write-offs and sales).

The situation in the corporate and retail sectors,
however, differed markedly in this respect. Credit
risk costs of claims fell most significantly in the
corporate sector (by as much as 37%), while the
growth in non-performing loans, not including
write-offs and sales, moderated to a similar ex-
tent (by 39%).

On the other hand, non-performing loans in the
retail segment increased, as well as credit risk
costs (by approximately one-third) in year-on-
year terms.

The coverage of non-performing loans
remained at a high level

In a European banking sector, one of the major
risks is the risk of insufficient loan-loss provision-
ing in banks’portfolios. For the needs of a deeper
analysis of this risk, the ECB has decided to carry
out detailed asset quality review in banks during
2014. In regard to these facts, it is important that
the coverage of defaulted loan by provisions,
deducted from the bank’s capital, and by col-
lateral is relatively high in the domestic banking
sector. The level of coverage fell slightly during
2013, from 92% to 90%.2 The composition of this
coverage was dominated by provisions, which
accounted for 57% of the total gross value of
non-performing loans. Their significance, as well
as the share of funds deducted from capital, de-
creased somewhat during 2013 and were partly
replaced by the growing importance of collat-
eral.

AMONG OTHER FACTORS AFFECTING PROFITS, TRADING
INCOME WAS THE MOST SIGNIFICANT

Apart from the above-mentioned factors, a rela-
tively significant impact on the year-on-year
changes in the domestic banking sector’s profit-
ability was also exerted by a fall in costs arising
from the revaluation of bonds in the portfolios
of banks. This impact was caused by the situa-
tion in 2012, when, as a result of the debt crisis
in the EU, some of the banks sustained losses
from the sale or revaluation of bonds issued in
risky countries. Such losses were not recorded in
2013.
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3.2.2 CAPITAL ADEQUACY AND
LEVERAGE RATIO

CAPITAL ADEQUACY INCREASED STILL FURTHER

Capital adequacy in 2013 remained one of the
pillars of the banking sector’s resilience to ex-
ternal risks. The capital adequacy ratio contin-
ued to rise in 2013, from 15.8% to 17.2%.% The
ratio of Tier 1 capital increased, too. As Chart
15 shows, this ratio was somewhat higher than
the median value for EU Member States and
considerably exceeded the weighted average
for the parent companies of domestic subsidi-
aries as at June 2013. At the same time, the ra-
tio was broadly in line with the median value
for EU Member States in Central and Eastern
Europe. It is therefore not a case of excessive
capital conservation in the domestic banking
sector.

Although the Tier 1 capital ratio in individual
banks dropped from 11.0% to 9.9%, this figure

Chart 15 International comparison of the
Tier 1 capital ratios of banks (%)
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was still above the level set by NBS in its Rec-
ommendations No 1/2012 of 16 January 2012,
in support of the financial sector’s stability
(9%).

In this connection, it should be noted that a ma-
jor amendment to the Banking Act will come
into force in 2014, under which banks will be re-
quired to maintain apart from a regulatory level
of own funds (8% of the risk-weighted assets),
a capital conservation buffer, probably with
effect from 1 October 2014 (2.5% of the risk-
weighted assets).

THE MAIN FACTOR BEHIND THE RISE IN CAPITAL ADEQUACY
WAS THE RETENTION OF PART OF THE PROFIT FROM 2012,
COUPLED WITH A FALL IN CORPORATE LOANS AND RISK
WEIGHTS

The main factor behind the rise in capital ad-
equacy was the retention of approximately one-
quarter of the profit achieved in 2012. Another
positive factor was that, unlike in 2012, banks did
not suffer substantial losses in 2013. The volume
of additional own funds also increased, in the
form of a subordinated debt issue.

The rise in the capital adequacy ratio was also
influenced by a fall in the amount of risk-weight-
ed assets, though its impact was approximately
50% weaker than the impact of growth in own
funds. The main reason was a decrease in ex-
posures to the corporate sector, coupled with
a fall in risk weights in banks using their inter-
nal models for the calculation of capital require-
ments. The average risk weight (weighted by
the amount of capital requirement) decreased
in year-on-year terms from 83% to 76% in cor-
porate exposures and from 35% to 28% in retail
exposures. However, these average values re-
mained above the average level of risk weights
in the EU.
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INTERNATIONAL COMPARISON OF RISK WEIGHTS IN SELECTED EXPOSURE CLASSES

In December 2013, the European Banking Au-
thority (EBA) released a report*, containing an
international comparison of the parameters of
internal models of the individual EU countries
on the basis of data from December 2012. Al-
though Slovak banks were not directly involved
in the survey, data for the individual countries
were reported via their parent companies. On
the basis of this report, the parameters of inter-
nal models used in Slovakia and other countries
can be compared in two exposure classes.

In the exposure class secured by residential
properties, the risk weights in Slovakia are

LEVERAGE RATIO

Apart from an acceptable level of capital ade-
quacy, Slovak banks also have an adequate level
of leverage ratio, which is a new indicator de-
fined in the CRR Regulation. While the average
value of this ratio in the domestic banking sec-
tor fluctuated during 2013 between 7.6% and

among the highest within the EU. Their aver-
age value (30%) exceeds the value of the up-
per quartile (22%). Although the probability of
default is at an average level, high values are
shown mainly by the estimates of loss given
default.

A similar situation was observed in exposures
to small and medium-sized enterprises, which
do not fall within the retail exposure class. Risk
weights exceed the value of the upper quartile
for EU countries in this class, too. This is caused
by the relatively high probability of default
and the high loss given default.

7.8%°, the average value for large international
European banks stood at 3.0% as at 30 June
2013, and that for other significant European
banks at 3.6%. With the exception of one bank,
the value of this indicator as at 31 December
2013 was above the level of 6% in all domestic
banks.
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Third interim report on the consist-
ency of risk-weighted assets. SMEs
and residential mortgages, EBA,
December 2013. Available at:
http://www.eba.europa.
eu/documents/10180/159-
47/20131217+Third+interim
+report+on+the+consistenc
y+of+risk-weighted+assets+-
+SME+and-+residential+mortgages.
pdf.

It should be noted that, since this
indicator is not included in the
regular reports, the values used are
only NBS estimates.
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4 THE INSURANCE SECTOR

THE PROFITABILITY AND SOLVENCY OF INSURERS REMAINED
VIRTUALLY UNCHANGED

The insurance sector’s profit for 2013 reached
€158 million, representing a year-on-year in-
crease of 16%. Profits in 2012 were influenced
by one-off effects (e.g. the valuation of partici-
pating interests in subsidiaries, etc.). With these
effects taken into account, profits changed only
minimally. The profitability of individual insur-
ers varied considerably. Two insurance compa-
nies ended the year with a loss, but their total
loss decreased from €12.5 million in 2012 to €1
million in 2013.

Thetechnicalresultachievedinnon-lifeinsurance
fell by approximately one-third, to €40.7 million.
This fall was caused mainly by a decrease in pre-
miums earned, coupled with a modest increase
in claims costs and operating expenses.

The technical result in life insurance, by contrast,
improved by €104 million year-on-year. The main
factors in this improvement were growth in pre-
miums earned, decelerating growth in claims
costs and, in particular, decelerating growth in
unit-linked provisions (by €67 million, two-thirds

Chart 16 Total profit of the insurance
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of which were caused by a fall in investment re-
turns, where the risk is born by the customer).

The financial result from investment, where the
risk is borne by the customer, fell by €49 million to
€33 million. The financial result from investment,
where the risk is borne by the insurer, remained
at the level of €200 million. Returns on assets
covering technical provisions in life insurance fell
by 0.4 percentage point, to a level closely below
4% p.a. The average yield on bonds of all types
dropped considerably, by 0.5 percentage point.

Equity capital in the insurance sector fell by €37
million (2.6%) year-on-year. This was caused in
equal measure by a decrease in valuation differ-
ences and by the distribution of retained profits
from previous years. It was positive that equity
capital was reduced mainly in insurance compa-
nies with the highest solvency margin.

LIFE INSURANCE

After two weaker years, insurance premiums
in 2013 grew at a faster pace, i.e. at 5.3% year-
on-year. Unlike in the previous years, premiums
grew most rapidly in traditional life insurance, by
7.2%, for the first time since 2007. Growth was
observed mainly in new business (14%) and an-
nual premiums (6%), despite a decrease in the
number of contracts (by 4%). This growth was
probably associated with the technical interest
rate cut to 1.9% with effect from 1 January 2014,
causing a rise in insurance prices.

In traditional life insurance, the number of surren-
ders decreased by 50,000 (one-third), but their
amount increased by €20 million, while the aver-
age claim paid increased to €3,435. Other insur-
ance claims paid remained virtually unchanged,
in both number and amount. The frequency of
surrenders fell by 2 percentage points, to 5.3%.

By contrast, unit-linked insurance premiums
were stagnant in 2013, while new business and
the number of policies decreased. It is positive,
however, that both the number and amount
of surrenders fell in the second half of 2013
(by €9 million), after increasing until June. The
frequency of surrenders stabilised at the level of
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Chart 17 Claims costs in life-insurance

contracts (EUR millions)
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Chart 18 Insurance claims costs as a share

of technical provisions (%)
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11%, while the ratio of surrenders to technical
provisions decreased in unit-linked insurance.

Accelerated growth in premiums (13%) was also
recorded in supplementary insurance, where both
new business and the number of policies increased.
The amount of claims paid also grew at the same
pace as before. In pension insurance, the decline

from the previous years continued. Reinsurance
contracts in life insurance remained insignificant.

NON-LIFE INSURANCE

The downward trend in non-life insurance pre-
miums continued in 2013, with premiums falling
by 1.3% to €912 million as at end-December. This
trend was supported by the continuing decline
in premiums in motor third-party liability (MTPL)
insurance and comprehensive motor vehicle in-
surance, while premiums in other insurance lines
increased. However, MTPL insurance and com-
prehensive motor vehicle insurance maintained
their leading position in the non-life insurance
market, though property insurance was already
catching up with them.

Motor insurance premiums continued to decline
(by 3.4% year-on-year), despite growth in the
number of insurance contracts and in new busi-
ness.Theaverage premium per contract decreased
(6% in MTPL insurance and 5.5% in comprehen-
sive motor vehicle insurance), under both new
and prolonged contracts. The difference between
the average premiums per contract in MTPL insur-
ance and comprehensive motor vehicle insurance
has evened out over the last few years.

The continuing decrease in premiums, coupled
with a steep increase in operating expenses (by
11% year-on-year), contributed to the rise in the
combined ratio for MTPL insurance (by 5 percent-
age point, to 85.4%). If the method used for calcu-
lating the combined ratio takes into account the
transfer of part of the premiums to the Slovak In-
terior Ministry’s account®, the contribution to the
SIA,” and change in technical provisions for the
coverage of liabilities to the SIA, the combined
ratio® will rise to 90.8% and, in one insurance com-
pany, will exceed 100%. Although the number of
claims paid continued to fall, the average amount
of a claim paid increased, so the total amount of
claims costs remained relatively stable.

In comprehensive motor vehicle insurance, the
growing amount of claims paid (owing to the
growing number of events), combined with the
falling amount of premiums, led to a rise in the
loss ratio by 9 p. p., while the combined ratio
increased from 102% in 2012 to 109% in 2013.
Of eight insurance companies providing com-
prehensive motor vehicle insurance, only one
achieved a combined ratio lower than 100%.
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Chart 19 The loss ratio, cost ratio, and MTPL

combined ratio in non-life insurance (%)
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Note: The MTPL combined ratio is calculated in a similar manner
as the combined ratio; contributions and changes in provisions in
relation to the SIA are increasing the level of technical expenses on
claims paid, while transfers to the SR Interior Ministry are reducing
the amount of premiums earned.

The situation in the property insurance line was
favourable in 2013. The increase in premiums (by
1.1%), coupled with a decrease in claims paid, led
to a fall in the loss ratio, as well as in the combined
ratio. In the other segments, the combined ratio
fluctuated well below 100%. Owing to the transfor-
mation of the D.A.S.insurance company to a branch
with effect from 4 October 2013, the premiums of
insurers based in Slovakia dropped by 85% year-
on-year in the legal protection insurance line.

In non-life insurance, premiums ceded to rein-
surers continued to increase, as well as the share
of reinsurance (to 30.6%).

TECHNICAL PROVISIONS AND THEIR INVESTMENT REMAINED

BROADLY UNCHANGED

Technical provisions increased slightly in 2013,
to €4.99 billion. The trend from the previous
years, i.e. growth in technical provisions in life
insurance (both traditional and unit-linked insur-
ance) and decline in non-life insurance (mainly
in provisions for reported but unpaid insurance
events), continued in 2013.

The amount of assets covering technical provisions
for liabilities arising from financial investments
made on behalf of the insured fell somewhat in

Chart 20 Composition of technical provision
investments by change in components (%)
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claims paid, while transfers to the SR Interior Ministry are reducing
the amount of premiums earned.

2013, to €4.53 billion, but still covered these tech-
nical provisions to 116%. In the structure of assets
invested, time deposits decreased substantially in
both absolute and relative terms (by €110 million,
i.e. 66%). A smaller decrease was also recorded in
bank bonds. The assets were invested mostly in
corporate bonds, government bonds, and mort-
gage bonds. The share of equities and investment
fund shares/units increased to a significant extent.

RisKs IN THE INSURANCE SECTOR

The most significant risk in the insurance sector,
especially in traditional life insurance, was the
sustained period of low interest rates. Although
the decline in interest rates came to a halt in
2013, and long-term rates started to rise gradu-
ally in the second quarter of 2013, interest levels
remained depressed.

The insurance sector as a whole managed to
achieve investment returns above the level of re-
turnsguaranteedin life-insurance policies.In 2013,
however, the difference diminished to 0.2 percent-
age point and the spread of this indicator shifted
downwards, too. More than one-quarter of the in-
surers did not achieve sufficiently high investment
returns for the coverage of returns guaranteed in
insurance policies, and the median value of this
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Chart 21 Guaranteed interest rates versus

actual returns in life insurance (%)

2006 2007 2008 2009 2010 2011 2012 2013"

B Average guaranteed interest rate in life insurance (LI)
Investment return on assets covering technical
provisions in LI

=== Return on 10-year Slovak government bonds

Source: NBS.
1) Since the average guaranteed rate figures for 2013 are not yet
available, the data for 2012 are used as an estimate.

Chart 22 Coverage of guaranteed returns by
actual returns in the insurance sector (p.p.)
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Notes: The difference between return on assets covering technical
provisions in life insurance, where the risk is borne by the insurer,
and the average guaranteed rate for technical provisions in life-
insurance, except for unit-linked insurance, has been calculated
for each insurance company.
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ce sector.
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rate in life insurance.

1) Since the average guaranteed rate figures for 2013 are not yet
available, the data for 2012 are used as an estimate.

indicator dropped from 0.7 percentage point in
2012 to 0.2 percentage pointin 2013.

From the view of reinvestment risk, an important
factor is that 23% of the insurance sector’s bond
portfolio was purchased in the period of low in-
terest rates (after the first quarter of 2013). An-
other 15% of the bond portfolio will mature dur-
ing 2014, so these investments will have to be
replaced. In the coming years, the reinvestment
risk will be somewhat lower, because 4% to 6%
of the portfolio will mature in 2 to 5 years.

Another significant risk is that of a possible change
ininterest rates. A large part of the bonds owned by
insurers (67%) is held in portfolios revalued to fair
value, mainly in held-for-trading portfolios (62.6%).
This share increased by 3 p. p. in 2013. A similar
situation was in the majority of insurance compa-
nies. The sector’s bond portfolio shows a relatively
long duration (6.5 years), which is desirable from
the view of asset and liability management and,
to some extent, protects the insurance sector from
the effects of a decline in bond yields. In the case of
arise in interest rates, however, this portfolio would
produce a loss. The loss from bond revaluation in
the case of a rise in risk-free interest rates would be
compensated for by a fall in technical provisions. In
the case of rise in credit surcharges, there would be
no such compensation and the loss would be in-
curred by the insurer.

In regard to credit risk, the previous conservative
investment strategy continued to be employed.
Approximately 40% of the investments were made
in Slovak government bonds, 13% in other govern-
ment bonds and bonds issued by international in-
stitutions, 10% in Slovak bank bonds, 13% in bonds
issued by other banks, and 6% in bank deposits,
mainly in Slovak banks. The share of government
bonds issued in countries with high credit surcharg-
es was relatively insignificant at the level of indi-
vidual insurers or the sector as a whole. Such bonds
came from Hungary, Italy, and Slovenia. In addition
to Slovak bank bonds, exposures to bank bonds
include bonds from Austria, Italy, Netherlands, and
the United States with a share of 2% to 2.5%, and
from Germany and France with a share of 1%.

The foreign exchange risk and equity risk re-
mained minimal as a result of the low open for-
eign-exchange position and the small share of
equity investments.
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5 OTHER SECTORS OF THE FINANCIAL MARKET

5.1 THE OLD-AGE PENSION
SAVING SCHEME

THE MAJORITY OF SAVERS WERE REASSIGNED TO NON-
GUARANTEED BOND FUNDS

After growing for a longer period, the number
of participants in the old-age pension saving
scheme declined by roughly 20,000 in 2013. This
decline, however, accounted for only 1.3% of
the total number of savers recorded at the be-
ginning of the period under review. The decline
in the number of savers was connected mainly
with the opening of the scheme in January 2013,
when the number of existing savers leaving the
scheme voluntarily exceeded the number of new
savers enrolling in the scheme voluntarily. In the
second half of 2013, which was no longer affect-
ed by the opening of the scheme, the number of
savers began to grow again.

A key event in the sector, which was far more sig-
nificant than the fall in the number of savers, was
a radical reassignment of savers among different
types of pension funds. As from 1 May 2013, the
majority of savers enrolled in equity and mixed
pension funds were reassigned to bond pension

Chart 23 Composition of savers broken
down by type of fund (%)
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funds. This phenomenon resulted from a legal
regulation that required savers to decide by
the end of March 2013 to which pension fund
or combination of pension funds they wish pay
compulsory contributions. If a saver had failed
to deliver a completed registration form to the
relevant pension fund management company
by May, the company automatically reassigned
the saver to a bond fund, i.e. the only type of
pension fund where compulsory guarantees
were maintained. From that time to the end of
2013, more than 90% of the savers were enrolled
in bond pension funds (owing to the passive
approach of savers). The proportion of equity
pension funds decreased in year-on-year terms
from 62% to 7%, and the roughly 25% share of
mixed funds dropped to 1%. The number of sav-
ers in index pension funds more than doubled,
but their share remained at the level of 0.6%. The
reassignment of savers was accompanied by the
redistribution of assets among different types of
pension funds.

The amount of assets under management in
second pillar pension funds increased by €261
million in 2013. This increase, however, was
more than 50% smaller than in any of the pre-
vious calendar years during the old-age pen-
sion saving scheme’s existence. The slower rate
of increase in net asset value (NAV) was caused
by two factors. The first was an outflow of sav-
ings from pension funds to the Social Insurance
Agency (with the leaving savers) in an amount
of roughly €280 million. The second factor was
a smaller inflow of new funds as a result of the
fact that the monthly contributions of savers
accounted for only 4% of the assessment base
throughout 2013, rather than 9% as they had
until the autumn of 2012.

THE EQUITY COMPONENT IN THE PORTFOLIOS OF NON-
GUARANTEED MIXED AND EQUITY FUNDS INCREASED
CONSIDERABLY

The asset structure of bond pension funds, dom-
inating the sector since May 2013, changed only
slowly over the course of the year. The share of
debt securities, representing the key compo-
nent of these pension funds, remained virtually
unchanged at the sectoral level, at 71% of NAV
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Chart 24 Composition of assets managed

by different types of funds (%)
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as at 31 December 2013. In individual pension
funds, debt securities accounted for 50% to 90%
of NAV as at the end of the period under review.
The share of funds held on bank accounts de-
creased by 7 percentage points during 2013, to
23% of NAV as at end-December. A new trend in
bond funds was the increasing share of ETF-type
securities in their portfolios. These consisted
exclusively of instruments replicating the bond
yields. Their share in total assets increased from
1% to 6%. This was not a sectorwide phenom-
enon, investments in ETFs were made by three
pension fund management companies via their
bond funds.

The cancellation of guarantees in mixed and eg-
uity pension funds caused profound changes in
the composition of assets under management
in these funds. The share of debt securities,
which had stood at around 70% of NAV in the
first quarter of 2013, decreased to 50% of NAV in
mixed pension funds and to 30% of NAV in equi-
ty pension funds (as at end-December). Despite
this, the share of equities and investment fund
shares/units increased considerably, to 40% of
NAV (mixed funds) and to 53% of NAV (equity
funds) as at 31 December 2013, from less than
10% of NAV at the beginning of the period under
review. The reassignment of bonds on the one
hand and equities and investment fund shares/

units on the other hand took place in large part
at the turn of April and May, but then continued
to a lesser extent during the rest of the year. As
for investment fund shares/units, investments
were made almost exclusively in ETF-type in-
struments. Most of these instruments were de-
signed to replicate the main equity indices. The
rest of them were earmarked for the pursuit of
bond-specific strategies. One of the manage-
ment companies had a smaller share of com-
modity ETFs (about 3%) in its mixed and equity
pension funds. Direct investments in individual
equity issues were made in larger amounts in
one equity pension fund only. The share of bank
deposits was reduced by a half, to almost 10%
of NAV.

Apart from currency swaps, representing
a long-term asset component in the portfolios
of pension funds, interest rate and currency
instruments (futures) were also included in
the portfolios of funds belonging to one man-
agement company (including bond funds), in
short-sale position.

Overall, the changes made in the basic asset
structure of mixed and equity pension funds
may be evaluated as a deviation from the con-
servative nature of bond pension funds, mainly
through a marked increase in equity market
exposures. Thus, after a longer period, the new
portfolio settings in mixed and equity funds
have justified the existence of different types of
pension funds.

The assets of index pension funds comprised
ETF instruments, supplemented with a smaller
amount of bank deposits. All exchange-traded
funds (ETFs) were equity oriented.

THE RISKINESS OF PENSION FUNDS ROSE SOMEWHAT IN
YEAR-ON-YEAR TERMS, AS A RESULT OF AN INCREASE IN THE
DURATION OF BONDS AND IN EQUITY POSITIONS

The debt securities portfolio underwent rela-
tively significant changes in 2013, the most pro-
nounced being a marked increase in residual
maturity (by roughly two years). The average
maturity of debt instruments reached almost 4.4
years as at the end of 2013.. This led to a nearly
twofold increase in the indicator of modified
duration, which reached 3.4 for the sector as
a whole at the end of the period under review.
This trend was of sectorwide nature and took
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place across virtually all types of pension funds,
except for index funds.

Relatively significant changes were recorded
in the structure of bonds by the sector of is-
suer. The share of bonds issued by non-finan-
cial corporations increased year-on-year from
11% to 23%, and thus approached the share
of bonds issued by financial institutions. At the
same time, the dominant share of government
debt securities (over 60%) decreased to rough-
ly 50% of the bond portfolio. The increased
orientation to private sector bonds, coupled
with a shift to a higher maturity band, led to an
increase in the average coupon rate on debt
instruments.

The link between second-pillar pension funds
and the domestic economy weakened in 2013.
Among bonds and bank deposits, the share of
Slovak assets decreased from 55% to 40% of the
total volume. This was due mainly to a decrease
in the concentration of Slovak government
bonds.

The massive investment in equity ETFs was ac-
companied by growth in the exposure of certain
pension funds to currencies other than the euro.
The most frequent currency in this context was

Chart 25 Value-at-Risk of PFMC funds (%)
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the US dollar. These foreign-currency positions
were largely unsecured.

After rising considerably in the first half of 2013,

theriskiness of pension funds, expressed in terms
of the value-at-risk (VaR) ratio, fell in the second
half-year period, but remained somewhat higher
than at the beginning of the period under review.
The increased riskiness of pension funds in the
middle of the year was mainly caused by a rise in
financial market volatility in that period. The situ-
ation in the markets subsequently calmed down
and the degree of risk increased slightly in year-
on-year terms. This was due to an increase in sev-
eral pension funds’exposure to equity risk and to
an increase in duration in this sector. The highest
risk was clearly identified in index pension funds,
where the ten-day VaR ratio fluctuated around
the level of 5% of NAV. In bond pension funds,
which form a substantial part of the sector, the
year-end VaR ratio did not exceed 0.5%, which
was an indication of low overall risk.

The asset structure of pension funds underwent
several changes, which led to increased volatil-
ity in the values of pension points in comparison
with the previous three years. There were notice-
able differences in the case of mixed and equity
funds, which were increasingly affected by the
equity market volatility, but bond funds also re-
corded certain fluctuations in the values of pen-
sion points.

In general, the highest returns in 2013 were
earned by investment strategies with the high-
est share of equity investments. In the case of
Slovakia's old-age pension sector, this meant
that the highest return (17%) was achieved by
index pension funds. In nominal terms, the rate
of return in mixed and equity pension funds was
much lower (2.8% and 3.9% respectively), but
was still high enough to cover the annual infla-
tion rate. The least favourable situation for savers
was recorded in bond pension funds, where the
average return reached only one percent.

In 2013, pension fund management companies
generated a total profit of €6.7 million, which
was 22% more than in 2012. Thus, the improving
trend in the sector’s financial result continued.
Income from fees and commissions, however, re-
mained at the previous year’s level, but its inter-
nal structure changed considerably. As a result of
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lower contributions paid to the second pension
pillar, income from account management fees
dropped by almost 50%. On the other hand, in-
come from asset appreciation in pension funds
increased in year-on-year terms. As revenues re-
mained stagnant, the improved financial results
of pension fund management companies were
due to cost reduction, i.e. savings in fee and com-
mission expenses, as well as in operating expens-
es. Regarding the profits of individual pension
fund management companies, a positive trend
was that the number of loss-making companies
decreased, for the first time, to one.

5.2 THE SUPPLEMENTARY
PENSION SCHEME

SUPPLEMENTARY PENSION FUNDS PURSUING A SPECIALISED
INVESTMENT STRATEGY MAINTAINED THEIR GROWTH TREND
IN TERMS OF THE NUMBER OF SAVERS AND AMOUNT OF
ASSETS UNDER MANAGEMENT

The number of participants in the supplementa-
ry pension scheme increased by almost 12,000 in
2013, to a new all-time high of 884,000. The rate
of increase in the number of savers was close to
the figures recorded in the previous two years.
Another feature from the past was the distribu-
tion of this change across the different types
of supplementary pension funds. The increase
in the number of savers took place exclusively
in smaller supplementary pension funds with
a specialised investment strategy (+28,000).
Large balanced supplementary pension funds
lost about 2,000 savers, i.e. much fewer than in
the previous years. The number of savers in pay-
out supplementary pension funds decreased by
14,000.

The aggregate net asset value (NAV) of sup-
plementary pension funds increased by €50
million year-on-year, representing one of the
smallest NAV increases recorded in the sec-
tor’s history. The relatively small NAV increase
was associated with the latest amendment to
Act No 650/2004 Coll. (effective since 1 Janu-
ary 2014), which has, inter alia, restricted the
conditions for the withdrawal of pension sav-
ings before retirement age. In the last quarter
of 2013, i.e. the period between the enactment
and entry into force of this amendment, savers
were allowed to decide to make a one-off set-

tlement and to enter into a new contract under
the existing rules.

The steepest NAV increase, in both percentage
(+19%) and absolute terms (+€32 million), was
recorded in contributory supplementary pension
funds with growth-oriented and conservative in-
vestment profiles. This group of supplementary
pension funds continued to grow dynamically,
though at a somewhat slower pace than in 2012.
The NAV of large contributory pension funds
with a balanced investment strategy increased
by only 1.5% and that of payout supplementary
pension funds recorded only a slightly steeper
increase.

THE PORTFOLIOS OF SUPPLEMENTARY PENSION FUNDS
REMAINED VIRTUALLY UNCHANGED

The structure of assets in third pillar pension
funds changed only minimally in the period un-
der review. The most significant change was an
increase in the share of bonds in the portfolio of
contributory supplementary pension funds with
a growth-oriented strategy from 12% of NAV
as at end-2012 to 27% of NAV as at end-2013.
The increased share of bonds was reflected in
roughly the same measure in the reduced share
of bank deposits, equities and investment fund
shares/units. In conservative supplementary
pension funds, however, the average share of
bonds decreased year-on-year from 93% of NAV
to 69% of NAV, while the significance of funds
held on bank accounts increased. The assets
of contributory supplementary pension funds
with a balanced investment strategy and those
of payout supplementary pension funds had
a virtually identical structure as at end-2013. In
both types of funds, the share of time deposits
in bank deposits increased to 50% in the second
half of 2013. Thus, the trend from 2012 and the
first months of 2013 was partially corrected: the
amount of time deposits was reduced to a sig-
nificant extent and replaced with current ac-
count deposits.

The parameters of the bond portfolio changed
only very slowly during the period under re-
view. The average weighted residual maturity of
debt securities in the sector increased slightly,
from 4.1 to 4.5 years. As a result, the modified
duration of this portfolio also increased, to such
an extent that interest-sensitiveness rose only
minimally.
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Chart 26 Composition of assets managed by

different types of supplementary pension
funds (%)
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The weighted average contractual maturity of
time deposits in five supplementary pension
funds increased, causing the sectoral average
to rise above the level of eight months. At the
beginning of 2013, the value of this indicator
fluctuated around five months. Despite a shift
to slightly longer maturities, the average interest
rates on these deposits remained unchanged in
year-on-year terms.

In several supplementary pension funds, the
share of assets denominated in foreign curren-
cies increased in 2013. As at 31 December 2013,
there were six supplementary pension funds
in the sector with relatively large exposures to
non-euro denominated instruments, ranging
from 25% to 37% of NAV. A large part of these
exposures were not secured through derivative
transactions.

THE DEGREE OF RISK IN THE SECTOR FELL SOMEWHAT IN
THE SECOND HALF OF 2013

In supplementary pension funds, unlike in
second-pillar pension funds, the degree of risk
increased only slightly in the first half of 2013,
and then decreased at the end of the year, to
two-thirds of the figure recorded at the begin-
ning of the year. This decrease resulted from the
falling level of general and specific interest rate
risk. To a lesser extent, the reduction in foreign-

exchange positions in the sector as a whole also
contributed to the overall risk. The year-end VaR
ratio in the aggregated portfolio accounted for
0.7% of NAV and comprised all types of risks,
each with a roughly equal share, i.e. equity, for-
eign exchange, interest rates, and credit spread
risks.

The performance of supplementary pension
funds in the period under review was weaker
than in 2012, which was a successful year in
this respect. Although all supplementary pen-
sion funds achieved positive returns in nominal
terms, the sectoral average (1.6%) was roughly
at the level of annual inflation. Higher nominal
returns, close to five percent, were only achieved
by supplementary pension funds pursuing
a growth-oriented investment strategy, owing to
the equity component.

Supplementary pension companies managed
to improve their aggregated financial result for
the third consecutive year. The sector’s total net
profit increased by 10%, to €9.2 million. Total in-
come from fees and commissions grew by only
2%. The year-on-year fall in income from sup-
plementary pension fund performance fees was
offset by increased income from termination
fees. Increased profits were achieved mainly as
a result of savings in operating expenses, which
were reduced by 14% year-on-year. All four sup-
plementary pension management companies
achieved a positive financial result in 2013, with
three of them recording a better result than in
2012.

5.3 COLLECTIVE INVESTMENT

THE AMOUNT OF ASSETS UNDER MANAGEMENT IN THIS
SECTOR INCREASED CONSIDERABLY

Collective investment in Slovakia showed strong
dynamics in 2013, in terms of the amount of as-
sets under management. Net asset value (NAV)
in the sector increased by one-fifth or in absolute
terms by €893 million, representing the steepest
increase since the pre-crisis year of 2007. The
steady growth accelerated still further in the
second half of 2013. As at 31 December 2013,
domestic and foreign investment funds operat-
ing in Slovakia held assets in the total amount of
€5.3 billion.
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Almost the entire increase in NAV took place in
domestic investment funds, where the amount
of assets under management as at the end of
the period under review reached the record level
seen in the middle of 2008. The rate of increase
in NAV in foreign investment funds (9%) was
more than 50% slower than in domestic invest-
ment funds. This trend had begun roughly two
years earlier and gradually led to a decrease in
the share of foreign investment funds in total as-
sets in this sector.

The amount of assets managed by investment
funds grew at a pace close to the sectoral average
in the majority of domestic asset management
companies. An exception was a management
company, whose investment funds accounted
for 60% of the total NAV. This is the only asset
management company to be able to increase its
market share for a longer period. It is gradually
catching up with the three dominant asset man-
agement companies in the sector.

The most significant source of NAV increase was
the positive net sales of investment fund share/
units to end-investors. A less significant fac-
tor (though far from being negligible) was the
performance of investment funds. In addition,
a certain contribution to the increase in the
sector’s NAV came from so-called cross invest-
ments, i.e. some of the investment funds pur-
chased, for their portfolios, shares/units from
other funds belonging to the same manage-
ment company.

POSITIVE NET SALES WERE MAINLY CONCENTRATED IN
SPECIAL PENSION FUNDS

As in 2012, the most intense inflow of funds
in 2013 was recorded in domestic investment
funds marked as ‘special, though this inflow was
smaller than in 2012. The strongest demand was
reported by special real estate funds, which had
recorded steadily growing net sales over the past
four years. The customers of these funds were
largely households.

The second category of funds in high demand
within the domestic sector was that of pub-
lic special securities funds. Since 2012, when
these funds completely dominated the market,
their net sales have decreased to one-third. De-
mand from investors (mainly households) was

Chart 27 Net asset value of domestic

investment funds in selected categories
(EUR billions)
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Source: NBS.

concentrated almost entirely in one invest-
ment fund.

A marked increase in NAV, caused by the issu-
ance of investment fund shares/units, was also
recorded in special professional investors funds.
In this case, however, the major part of new funds
came from the domestic banking sector.

Although standard investment funds generat-
ed only slightly more than one-third of the total
increase in NAV in the domestic sector, certain
indicators point to a revival in demand for these
funds, compared with a fall in the amount of
assets under management in 2012. This mainly
applies to the funds of funds, which recorded
positive net sales in aggregate terms for the
first time in the last six calendar years and the
steepest increase in assets among standard
investment funds. Household demand for col-
lective investment was concentrated in mixed
and bond pension funds. In equity funds, NAV
growth was driven mainly by inflows of funds
from financial sector entities and by the rela-
tively high returns earned on their asset port-
folio.

Money market funds recorded an outflow of
funds in the period under review, in an amount
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Chart 28 Net sales of domestic investment
funds (EUR millions)
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Notes: SIF = short-term investment funds, MMF = money market
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funds, SSF = public special securities funds, SAF = public special
alternative investment funds, SPF = special professional investor
funds.

50% smaller than in 2012. Negative net sales
were also recorded in the other funds category,
the significance of which for the domestic sector
continued to diminish.

The dynamics of NAV in the individual categories
of foreign investment funds did not correspond
to the trend observed in the domestic sector. The
amount of assets under management increased
in money market funds, mixed funds, and other
investment funds. Equity funds that dominated
the foreign investment funds category were stag-
nant, while bond funds recorded a decrease.

In conservative investment funds (money mar-
ket funds and bond funds), the scenario from
2012 continued, so the significance of bank de-
posits in the composition of assets increased still
further, to the detriment of bond investments.
The increase in the share of investment fund
shares/units in the overall portfolio took place
in mixed funds. Within the structure of assets
held by funds of funds, the share of bond-type
investment fund shares/units increased, indicat-
ing that the risk profiles of funds of this category
became somewhat more conservative.

The average degree of risk in domestic collec-
tive investment funds, expressed in terms of the
VaR ratio, dropped by almost 50%. The lower
VAR ratio, compared with the previous year, can
be attributed to the fall in equity and foreign
exchange risks, which traditionally contribute
most significantly to the overall risk in invest-
ment funds. Thus, the degree of risk fell most sig-
nificantly in equity funds, mixed funds, and the
funds of funds, because these categories com-
prise investment funds with the highest equity
and foreign exchange positions. Despite this, the
said categories remained seriously threatened
by a possible NAV fall as a result of unfavourable
financial market developments. The highest risk
was faced by savers in equity funds, where the
average VaR ratio reached 4% of NAV over the
horizon of ten days.

ANNUAL RETURNS EARNED BY INVESTMENT FUNDS FELL BY

A HALF

In terms of returns, investment funds in 2013
were less successful than in the previous cal-
endar year. The average annual nominal return
(2.7%) was more than 50% lower than in 2012.
A marked decrease in returns was recorded in
all categories of funds, except in equity funds,

Chart 29 Annual returns of investment
funds broken down by fund category
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which surpassed the other funds with an aver-
age return of 13%. Relatively high returns, i.e.
three to four percent, were offered by the funds
of funds and public special real estate funds. Re-
turns in other categories were below the level of
1.5%. After achieving a nominal return of almost
10% a year earlier, bond funds produced a nega-
tive result in the year under review. The worst
situation was recorded in special alternative in-
vestment funds, which ended the year with an
average return of -2.2%.

In 2013, asset management companies in the
collective investment sector achieved an aggre-
gate profit of €7.4 million, which was 11% less
than in the previous year. This was the first fall
in the sector’s profitability in the last four years.
On the other hand, it should be noted that the
worsened financial result was caused almost
entirely by the increased costs of transactions in
equity securities in one management company.
The other significant items affecting the total net
profit followed a relatively favourable trend. In-
come from fees and commissions increased by
12%, while operating expenses recorded a non-
negligible decrease. All six domestic asset man-

agement companies achieved a positive finan-
cial result.

5.4 INVESTMENT FIRMS

Investment firms (including banks) operating
in the Slovak market carried out transactions in
2013 in the total amount of €178 billion, which
was 22% more than in the previous year. Activity
in this sector reached a record level in the period
under review, i.e. the highest since 2009. Almost
the entire year-on-year increase in the volume
of transactions took place in derivatives, so their
dominant position in the structure of transac-
tions by asset type strengthened still further.

On the other hand, the amount of assets man-
aged by investment firms on behalf of their cus-
tomers declined for the third successive year. It
should, however, be noted that the decline in
2013 resulted from the fact that two asset man-
agement companies had ended their operations
in the Slovak market. Adjusted for this effect, the
rest of the sector grew somewhat in terms of the
amount of assets under management.
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6 MACRO STRESS TESTING OF THE SLOVAK

FINANCIAL SECTOR

WHILE THE BASELINE SCENARIO ASSUMES A RECOVERY OF
THE DOMESTIC ECONOMY, THE STRESS SCENARIOS AGAIN
ENVISAGE A CONTRACTION OF GDP AND ESCALATION OF
FINANCIAL MARKET TENSIONS

As in previous tests, the stress testing involved
a Baseline scenario and two stress scenarios. The
Baseline scenario is based on the official Medi-
um-Term Forecast published by NBS as of the
fourth quarter of 2013. It therefore assumes that
over the stress test horizon, comprising 2014
and 2015, economic activity will gradually pick
up amid increasing external demand and will be
supported also by rising domestic demand and
a loosening of fiscal policy. Inflation is expected
to be relatively low, but to rise steadily in 2015 up
to around 2%.

The stress scenario ‘Economic Downturn’ as-
sumes that external demand declines because
the impact of the unwinding of quantitative eas-
ing especially on developing countries is more
negative than expected and because growth in
global economies is weaker than projected. The
result in Slovakia is that the economy contracts,
inflation falls moderately, and unemployment

Chart 30 GDP growth — Baseline and stress
scenarios (%)

2012 2013 2014 2015

== Baseline == Financial Market Crisis

Economic Downturn

Source: NBS.

rises. Nervousness spreads to financial markets,
resulting in falls in equity indices and rising
risk premia on interbank rates and government
bonds yields.

In the stress scenario ‘Financial Market Crisis, the
assumptions of the Economic Downturn scenar-
io are combined with headwinds from the euro
area banking sector, triggered mainly by a fur-
ther ebbing of confidence in banking groups.
It is therefore assumed that financial market
strains increase, the euro depreciates against
the US dollar, and the effect of the shock on the
real economy entails a longer lasting economic
downturn, low inflation and moderately higher
unemployment.

Further details of the stress test parameters and
assumptions are provided in the Annexes to this
Analysis of the Slovak Financial Sector.

THE BANKING SECTOR IS RESILIENT TO HEADWINDS
OWING MAINLY TO ITS HIGH CAPITAL ADEQUACY RATIO
AND ASSUMED ABILITY TO GENERATE NET INTEREST
INCOME

The banking sectoras a whole appears still to be
relatively resilient to headwinds from financial
markets and the real economy. That resilience
remains underpinned by banks’ high levels of
capital, as reported at the end of 2013, and
their ability to generate interest income even
in stress periods. The sector’s capital adequacy
ratio at the end of 2013 was 17.2%. Assuming
that banks increased their equity capital by re-
taining a commensurate part of the profit for
2013, the capital adequacy ratio would rise to
17.8%.

Under the Baseline scenario, the overall capital
adequacy ratio (compared to the adjusted ratio)
would increase to 19.2% as at the end of 2015.
The Economic Downturn scenario envisages
a slight increase in the overall capital adequacy
ratio (compared to the adjusted ratio as at the
end of 2013), due to a slightly higher amount of
capital and the projected unchanged volume
of risk weighted assets. The Financial Market
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Chart 31 Capital adequacy ratio and profit of
the banking sector under different scenarios
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Note: The capital adequacy ratio at the end of 2013 is adjusted to
take account of the assumed impact of capital increase.

Crisis scenario envisages a slight drop in the
overall capital adequacy ratio, as the amount
of own funds is lower at the end of 2015 while
the amount of risk-weighted assets remains un-
changed.

Under the Economic Downturn scenario, the
amount of additional capital required to ensure
that, as at the end of 2015, all banks meet the reg-
ulatory capital adequacy ratio of 8% is €3 million
(or 0.1% of own funds as at 31 December 2013),
while under the Financial Market Crisis scenario
it is €7 million (or 0.2% of own funds). Under
the Baseline Scenario, the capital adequacy ra-
tio of all of the banks would not decline below
the threshold of 8%. Assuming that the sector is
required to maintain a full capital conservation
buffer (2.5% of RWAs), the total amount of ad-
ditional capital required as at the end of 2015°
would be €26 million (0.5% of own funds as at 31
December 2013) under the Economic Downturn
scenario and €30 million (0.6%) under the Finan-
cial Market Crisis scenario.

The number of banks reporting a loss at the
end of the two-year stress period would be
one under the Baseline scenario, six under the
Economic Downturn scenario and seven under
the Financial Market Crisis scenario, but even in

Chart 32 Losses arising from different types of
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these cases the capital adequacy ratio remains
high.

Under the stress scenarios, and as in previous
stress tests, losses on the portfolio of loans to
non-financial corporations would be higher than
losses on other exposures. Under the Baseline
and Economic Downturn scenarios, losses on
household loans exceeded market risk losses,
while under the Financial Market Crisis scenario
market risk losses were higher, owing mainly to
the increase in the risk premium on government
bonds.

STRESS TEST RESULTS FOR OTHER SECTORS

The stress test results are shown in Charts P53
to P58 in Section 7. In the case of PFMC funds,
the increase in their risk exposure is reflected in
the changing impact of stress scenarios on this
sector, from being only marginally adverse as at
end-2012 to be significantly more so in the latest
testing. The impact of the Economic Downturn
scenario on the sector of PFMC funds would to
a large extent be offset by interest income on
bonds and bank deposits; the overall result is
around 1.2% worse under this scenario than un-
der the Baseline scenario. As for the impact of the
Financial Market Crisis scenario — which includes
not only equity risk and foreign exchange risk,
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but also a sizeable drop in bond prices due to ris-
ing credit spreads - the average current value of
pension point would be 3% below its level under
the Baseline scenario, and in the case of mixed
funds and equity funds it would be lower by 6%
and 7%, respectively.

SPMC funds would also be quite heavily exposed
to financial market strains. In contrast to PFMC
funds, this sector would report a loss also under
the Economic Downturn scenario. The loss for
one year of the stress period under the Financial
Markets Crisis scenario would, in comparison
with the Baseline scenario, be around 6% of net
asset value.

The collective investment sector is distinctive in
that a relatively large proportion of the assets
under management are invested quite conserva-
tively. Consequently, under the Financial Market
Crisis scenario, customer investments amounting
to fully three-quarters of the sector’s total assets
would not report a loss of more than 5%. How-
ever, riskier investments in equity funds, mixed
funds, and special real estate funds may produce
far higher losses.

In the insurance sector,’® net interest income
would not change significantly even in the event
of greater shifts in market conditions over the
two-year horizon. Under the Economic Down-
turn scenario, income would be sufficient to
cover the decline in the fair value of financial
instruments in insurers’ portfolio. If that shock
were combined with significant additional losses
from insurance risks, insurers would see their ag-
gregate profit or equity decline by around €200
million (the total profitin 2013 was €158 million).
The decline would be even more marked under
the Financial Market Crisis scenario, with insur-
ers reporting a negative result also for financial
operations.

In the sub-sector of unit-linked insurance, invest-
ment funds account for most of the investment
portfolio and therefore, in contrast with other
sectors, the impact of direct net interest income
is almost negligible. Although the impact of
stress scenarios on this sector would be appre-
ciable, it should not be greater than that on the
collective investment or pension sectors. Under
the Financial Market Crisis scenario, asset value
would decline by 4% on average.

RESULTS OF BACK-TESTING OF MACRO STRESS TESTS

Back-testing of macro stress tests was car-
ried out in order to validate the models and
assumptions used in the test and to identify
any deviations between the results estimated
under the Baseline scenario and the actual fig-
ures.

Back-testing was performed for 2012, mean-
ing that data as at the end of 2011 were used.
Two scenarios were used for the back-testing.
In the first scenario, the input was the actual
figures for particular basic macroeconomic
and financial variables. The second scenario
used the assumptions applied in the Baseline
scenario of the stress test conducted as at the
end of 2011, the results of which are given in
the Analysis of the Slovak Financial Sector for
2011. Therefore, under the second scenario,

the difference between the scenario and the
actual developments is affected also by the
assumption for input parameters, whereas
under the first scenario the differences are af-
fected only by errors in the modelling and in
the additional assumptions (e.g. the assump-
tion of constant levels of fee income, trading
income, etc.).

The overall results concerning the estimation of
capital adequacy ratio as at end-2012 are satis-
factory. The overall capital adequacy ratio of the
banking sector as at the end of 2012 was 15.7%,
while under the first scenario it was estimated at
14.3% and under the second scenario, at 13.9%.
For all banks and under both scenarios, the dif-
ference between the estimated and actual capi-
tal adequacy ratio was within the range +/-6%.
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A detailed summary of the back-testing results

is provided in the Annexes to this Analysis of

the Slovak Financial Sector. The principal find-
ings were as follows:

- the setting of assumptions for risk-weight-
ed assets requires further analysis, espe-
cially given the more accurate estimation of
developments in IRB portfolios;

- the estimation of net interest income still
requires regular checking of the results

on a bank-by-bank basis and, if necessary,
manual adjustment;

the modelling of the amount of corporate
loans requires in-depth analysis, especially
with regard to the form of the estimation and
to possible structural changes on the demand
and supply sides of this type of lending;

the revaluation of securities following the
back-testing was more in accord with the
current regulatory regime.
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ANNEX 1

IMACROPRUDENTIAL INDICATORS OF THE FINANCIAL
SECTOR

GENERAL NOTES:
The formulation 'index: 31 December 2012 = 1' means that the given index was set in such
a way that its value as at that date (31 December 2012) was 1.

MACROECONOMIC RISK INDICATORS

Chart P1 Manufacturing Purchasing Manag- Chart P2 Services Purchasing Managers’
ers’ Index (PMI) in selected economies Index (PMI) in selected economies
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== Euro area == United States === China === Euro area == United States
Source: Bloomberg. Source: Bloomberg.
Notes: A definition of the indicator is given in the section "Glossary Notes: A definition of the indicator is given in the section "Glossary
and abbreviations" and abbreviations'".
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ANNEX 1

Chart P3 Consumer confidence indicators Chart P4 Economic sentiment indicators
in the United States in the euro area
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== Conference Board Consumer Confidence Index S e e e R e e e R
== University of Michigan Consumer Sentiment Index - ES| == ZEW (right-hand scale)
Source: Bloomberg. Source: Bloomberg.
Notes: The Chart refers to US consumer confidence indices produ- Notes: A definition of the indicator is given in the section "Glossary
ced by two different institutions. and abbreviations"

Chart P5 Unemployment rates in selected Chart P6 Consumer price inflation in selected
economies (%) economies (%)
15 5
134 4+
11 3
9 2
74 14
5 4 R e e
T . s e e e e e s s s mE el =
8 8E8E8EBEEERRERERE G S5558858&85355858:88%8¢585
§ 583535835838 58 3§ E23882358&85238838 3%
=== Slovakia == Euro area «== United States === Slovakia == Euro area «== United States
Source: Eurostat, Bureau of Labor Statistics. Source: Eurostat, Bureau of Labor Statistics.
Notes: Seasonally adjusted. Notes: Annual percentage changes in the consumer price indices
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ANNEX 1

Chart P7 Industrial production indicies in Chart P8 Retail sales indices in selected
selected economies economies
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Notes: Rebalanced (average: 2007 = 100). Notes: Rebalanced (average 2007 = 100).
Seasonally adjusted. Seasonally adjusted.
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Chart P9 General government balances of Chart P10 Gross government debt of EU
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Notes: Balance expressed as a percentage of GDP. Notes: Percentage shares of GDP.
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ANNEX 1

FINANCIAL MARKET RISK INDICATORS

Chart P11 Price commodity indices Chart P12 Exchange rate indices
(31 December 2012 = 1) (31 December 2012 = 1)
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Source: Bloomberg, NBS. Source: Bloomberg, NBS.

Chart P13 Equity indices (31 December Chart P14 Share price indicies of the parent
2012=1) undertakings of the 5 largest domestic
banks (31 December 2012 = 1)
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Chart P15 Yield curve slopes in selected

economies

ANNEX

Chart P16 Volatility of equity indicies
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== Germany == United States

Source: Bloomberg, NBS.
Notes: The yield curve slope is expressed as the difference between
the yield to maturity on 10-year and 3-month government bonds.

Chart P17 CDS spread indices (b.p.)

350 7

300

250 1

200 4

150 4

100

50 A

0 T T T T T T
Jan.2007 Jan.2008 Jan.2009 Jan.2010 Jan.2011 Jan.2012 Jan.2013 Jan.2074

=== iTraxx Europe 5Y
== iTraxx Senior Financials 5Y

Source: Bloomberg, NBS.

100

80

60

40

20

1

'

i

0 -+ T T T T T ¥

Jan.2008  Jan.2009  Jan.2010  Jan.2011  Jan.2012  Jan.2013  Jan.2014
- VIX == \/STOXX

Source: Bloomberg.

Chart P18 CDSs of the parent undertakings

of the largest Slovak banks (b.p.)
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Chart P19 3-month rates and the OIS
spread (%; p.p.)
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Source: Bloomberg, NBS.

Chart P21 Credit spreads on 5-year
government bonds issued by stressed
countries (p.p.)
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Source: Bloomberg, NBS.

Notes: The left-hand scale shows percentage differences betwe-
en yields on 5-year bonds issued by the different countries and
5-year OIS rates, representing a 5-year interest rate on high-ra-
ted bonds.

ANNEX

Chart P20 Inflation-linked swap prices
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== 5-year swaps linked to euro area inflation
5-year swaps linked to US inflation

=== 1-year swap linked to euro area inflation

== 1]-year swap linked to US inflation

Source: Bloomberg, NBS.
Notes: The price of inflation-linked swaps is defined in the section
"Glossary and abbreviations"

Chart P22 Credit spreads on 5-year
government bonds issued by selected
central European countries and Germany
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Notes: The Chart shows percentage differences between yields
on 5-year government bonds denominated in the domestic cur-
rencies of the countries and 5-year swap rates for the respective
currencies. Values are in p.p.
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ANNEX 1
CORPORATE CREDIT RISK INDICATORS

Chart P23 Exports and the business

Chart P24 Exports and corporate sales (%)
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=== Business sentiment — main trading partners (left-hand scale) == Sales in total - annual rate of change
Business sentiment - Slovakia (left-hand scale) «= Exports - annual rate of change
== ESlaccording to the SO SR - (left-hand scale) == Sales weighted by bank exposures - annual rate of change
== Exports - annual rate of change (right-hand scale)

Source: NBS, OECD, SO SR.

Source: SO SR, Ministry of Economy of the SR, OECD, NBS.
Notes: ESI - Economic Sentiment Indicator.

Chart P25 Sales in selected sectors
compared with their level for the period

Chart P26 Corporate loans and sales (%)
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Chart P27 Interest rate spreads on new

loans to enterprises (%)

ANNEX

Chart P28 Non-performing loans and
default rates
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Source: NBS, EBF.

Notes: The spread is defined as the difference between the monthly
EURIBOR rate and the average rate on new loans in the respective
category.

Chart P29 Loans at risk (%)
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Chart P31 Commercial real estate: prices

and vacancy rates in the office segment

ANNEX

Chart P32 Commercial real estate: sales in
the residential segment (new apartments)
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Source: CBRE, NBS.
Notes: The chart plots prices and vacancy rates in Bratislava.

Chart P33 Comparison of corporate balance
sheets and sales (%)
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Source: Lexxus, NBS.

Chart P34 Liabilities of non-financial
corporations (%)
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HOUSEHOLD CREDIT RISK INDICATORS

Chart P35 Household indebtedness in
Slovakia and in selected countries

ANNEX

Chart P36 Changes in household financial
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Source: Eurostat.
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(%).

Chart P37 Changes in the number of

unemployed by income category
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Chart P38 Index of employment in selected
sectors
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ANNEX 1

Chart P39 Expected employment in selected Chart P40 Index of real wages in selected
sectors sectors
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Chart P41 The consumer confidence index Chart P42 Non-performing household
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Chart P43 Loan-to-value (LTV) ratio (%)

ANNEX

Chart P44 Housing affordability index
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Source: NBS.
Notes: The ratio is defined in the section "Glossary and abbrevia-
tions".
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== Housing affordability index (constant LTV)
=== Housing affordability index (variable LTV)

Source: NBS, SO SR.
Notes: The housing affordability index is defined in the section
"Glossary and abbreviations".

MARKET RISK AND LIQUIDITY RISK INDICATORS

Chart P45 Value at Risk for investments in
different types of financial instruments (%)
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Source: Bloomberg, NBS.

Notes: The data represent the highest loss (as a percentage of the
given investment) that would be expected over a period of 10 days
at a confidence level of 99%. This loss was determined on the basis
of a risk factor volatility calculation, using exponentially weighted
moving averages.

Chart P46 Sensitivity to different risk

types in the banking sector
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Source: Bloomberg, NBS.

Notes: The data represent the loss (as a percentage of assets)
under each scenario of the sensitivity analysis. The sensitivity
analysis is described in more detail in the section "Glossary and
abbreviations".
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Chart P47 Sensitivity to different risk

types in the sector of PFMC funds

ANNEX

Chart P48 Sensitivity to different risk
types in the SPMC funds sector
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Source: Bloomberg, NBS.

Notes: The data represent the loss (as a percentage of NAV) under

each scenario of the sensitivity analysis. The sensitivity analysis is
described in more detail in the section "Glossary and abbreviations"

Chart P49 Sensitivity to different risk types

in the collective investment sector
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Source: Bloomberg, NBS.

Notes: The data represent the loss (as a percentage of NAV) under
each scenario of the sensitivity analysis. The sensitivity analysis is
described in more detail in the section "Glossary and abbreviations".

Chart P50 Sensitivity of insurers' assets to
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Notes: The data represent the loss (as a percentage of NAV) under
each scenario of the sensitivity analysis. The sensitivity analysis is
described in more detail in the section "Glossary and abbreviations":

different risk types
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Credit spread
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Interest rate risk Interest rate risk
(change in economic (revaluation)
value)

B Dataas at 31 December 2013
M Dataasat 31 December 2012

Source: Bloomberg, NBS.

Notes: The data represent the percentage decline in the value of
assets under each scenario of the sensitivity analysis. The sensi-
tivity analysis is described in more detail in the section "Glossary
and abbreviations"
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Chart P51 Loan-to-deposit ratio (%)
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Source: NBS.
Notes: ARDAL - Debt and Liquidity Management Agency.

Chart 53 Impact of the Baseline scenario

and stress scenarios on PFMC funds
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Source: NBS, ECB, Bloomberg, Internet.

Note: The left-hand scale shows the average of the index of the
current value of pension point weighted by the net asset value of
individual funds.

Chart P52 Liquid asset ratio
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Chart 54 Impact of the Baseline scenario
and stress scenarios on payout PFMC funds
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Source: NBS, ECB, Bloomberg, Internet.

Note: The left-hand scale shows the average of the index of the
current value of pension point weighted by the net asset value of
individual funds.

ANNEX

NBS

ANALYSIS OF THE SLovAaK FINANCIAL SECTOR

2013

1

63



Chart 55 Impact of the Baseline scenario and

stress scenarios on collective investment
funds (%)
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== Baseline scenario
== Financial market crisis

=== Economic downturn

Source: NBS, ECB, Bloomberg, Internet.

Note: The left-hand scale shows the estimated profit or loss as a sha-
re of the net asset value weighted by net asset value of individual
funds.

Chart 57 Additional expenses that the
insurance sector would incur under the
Baseline and stress scenarios (EUR millions)
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Source: NBS.
Note: CC LI - claim costs in life insurance; CCNI - claim costs in
non-life insurance.

Chart 56 Impact of the Baseline scenario and
stress scenarios on the assets of insurance
companies (%)
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«= Net revaluation profit - Financial market crisis
=== Net interestincome

Source: NBS, ECB, Bloomberg, Internet.

Note: The left-hand scale shows the estimated profit or loss as
a share of assets (except for assets covering technical provisions
for unit-linked insurance) weighted by the asset value of individu-
al insurance companies.

The impact of stress scenarios on the value of liabilities was not ta-
ken into account.

Chart 58 Impact of the Baseline scenario
and stress scenarios on the assets of unit-
linked insurance (%)
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== Baseline scenario
== Financial market crisis

=== Economic downturn

Source: NBS, ECB, Bloomberg, Internet.

Note: The left-hand scale shows the estimated profit or loss as
a share of net asset value weighted by the net asset value covering
unit-linked insurance of individual insurance companies.
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NARODNA BANKA SLOVENSKA

EUROSYSTEM




GLOSSARY

Capital adequacy ratio - ratio of own funds and 12.5 times the capital adequacy requirement.
Combined ratio - the value of claims and expenses relative to premiums earned.
Default rate - the percentage of loans defaulting over the period monitored.

Household income categories — a categorisation based on the KZAM employment classification and
KZAM income data; it consists of three categories: higher-income category (income of over €800 per
month) - legislators, senior officials and managers, scientists, professionals, technicians, health pro-
fessionals, and teaching professionals; middle-income category (income between €600 and €800 per
month) - office workers, craft and skilled workers, processors, and plant and machinery operators;
lower-income category (income of up to €600) — service and retail workers, agricultural and forestry
workers, auxiliary and unskilled workers.

Households — the population, i.e. the accounts of individuals.

Interest rate spreads — the difference between lending rates/deposit rates and the respective inter-
bank rates.

Leverage ratio - the ratio of Tier 1 capital to the total value of all exposures (not risk weighted) in the
on-balance sheet and off-balance sheet.

Liquid asset ratio - the ratio of liquid assets to volatile liabilities over a horizon of one month. Its level
should not fall below 1.

Loan-to-deposit ratio — the ratio of customer loans to the sum of retail deposits, deposits of non-
financial corporations, deposits of financial corporations, and issued mortgage bonds. It indicates
the extent to which loans are financed with stable funds from customers. The lower the value, the
greater the extent to which loans are financed with customer deposits, and therefore the lesser the
extent to which they are financed through the more volatile financial markets.

Loan-to-value ratio - the loan value divided by the value of the loan collateral.

Net interest rate spread — the difference between the rate of return on loans (interest income on loans
as a share of total loans) and the cost of deposits (interest expenses on deposits as a share of total
deposits).

Non-performing loans - loans with impairment of more than 50% of their value or with debtor pay-
ment past due by more than 90 days.

PMI (Purchasing Managers’ Index) - an indicator of the economic health of the manufacturing or serv-
ice sector: an index value of more than 50 represents expansion, while a value of below 50 represents
contraction.

Premium - the price agreed in individual insurance contracts regardless of the method of their finan-
cial reporting.
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GLOSARY AND ABREVIATIONS

Provisions for unit-linked insurance policies — technical provisions created for life insurance business
associated with investment funds in the A4 insurance line.

Retail sector — households, sole traders and non-profit institutions mostly serving households.
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GLOSARY AND ABREVIATIONS

ABBREVIATIONS

b.p. basis point

CPPV current pension-point value

cl collective investment

CIF collective investment fund

ETF exchange-traded funds

EURIBOR EURO InterBank Offered Rate

GDP gross domestic product

IES economic sentiment index

KZAM Klasifikdcia zamestnani / Employment Classification
LAR loans at risk

LTV loan-to-value (ratio)

MB mortgage bond

MTPL motor third-party liability (insurance)

NAV net asset value

OECD Organisation for Economic Co-operation and Development
PFMC pension funds management company

p.p. percentage point

RBLG Register of Bank Loans and Guarantees

ROE return on equity

RWA risk-weighted assets

SPMC supplementary pension funds management company
SO SR Statistical Office of the Slovak Republic

Tier 1, Tier 2, Tier 3 components of own funds types of capital measured for the purposes of capital
adequacy ratios

UPSVaR Office of Labour, Social Affairs and Family

VaR value at risk
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