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			Foreword

		

		
			Foreword

			Národná banka Slovenska produces the Analysis of the Slovak Financial Sector for the needs of the NBS Bank Board, professionals and the wider public. The aim of this report is to analyse the current situation and developments in the domestic financial market and to warn of potential risks and threats to its stability.

			This analysis evaluates the overall condition of the financial sector as at 30 June 2013, although in several parts it uses more recent data, where available. The main aim is to assess the financial system’s resilience to possible negative development, looking at both individual institutions and the sector as a whole. The analysis provides a more detailed view of the links between financial sector developments, on the one hand, and macroeconomic and microeconomic indicators, on the other hand. The systemic nature of the analysis is reflected mainly in the use of stress testing as a way of assessing the financial sector’s sensitivity to various scenarios. The Annex supplements the main text of the analysis with charts of selected macro-prudential indicators for the principal risk areas in the financial sector. 

			 As in previous analyses, financial information on particular institutions is obtained primarily from NBS information systems and from documents produced by various departments of the NBS Financial Market Supervision Unit. Additional sources include the Statistical Office of the Slovak Republic (SO SR), Eurostat, the European Central Bank (ECB), and other external sources and commercial information systems. The analysis does not cover the supervision over individual institutions.

			

			Analysis summary

			Despite a moderate pick-up in global economic activity and relative stability in financial markets, there remain significant risks

			Developments in the global economy and financial markets during the first half of 2013 do not allow clear conclusions to be drawn about their future course, nor about their potential impact on the Slovak economy and domestic financial sector. Although the global economy is expected at least to pick up moderately, and the euro area has emerged from recession, there are still risks which, if they materialised, could dampen activity significantly. Furthermore, while economic growth is positive, it remains at very low levels. Questions remain about potential effects of fiscal consolidation efforts in several euro area countries and about the trend in sentiment regarding future growth and the related development of domestic demand. 

			Financial markets were calmer during the period under review, owing to the effect of various measures, both completed and initiated. The growth of several market segments was supported to an appreciable extent by historically low yields on lowest-risk assets, which boosted demand for riskier assets offering higher yields. Here too, however, it is necessary to note the risks of any sharp correction in asset prices, which in future may arise, for example, if the Federal Reserve unwinds quantitative easing, thereby prompting an outflow of investment from riskier markets and from emerging economies. 

			A combination of weak economic growth and specific legislative amendments in certain sectors contributed to a slowdown in asset growth, and in some segments assets even declined. This trend was most apparent in the old-age pension saving scheme, due to several factors: the scheme being temporarily reopened; changes in the voluntariness of enrolment for people aged 35 or older, and a reduction in the share of contributions to the second pension pillar. By contrast, the collective investment sector saw substantial growth to levels close to an all-time high. Although the rate of return on financial assets was lower across financial market segments, returns increased in real terms owing to a decline in inflation. 

			While retail loans continued to grow, the volume of corporate lending declined amid weak economic activity and uncertainty about future developments 

			Retail lending growth continues to be driven mainly by housing loans. The annual growth rate of loans increased moderately during the period under review. Although demand is generally being supported by the continuing stability of property prices, in the first half of 2013 it was also significantly boosted by falling lending rates. Moreover, in an environment of low interest rates, competition between banks increased, supported also by the fact that housing loans could be repaid within their fixation period at no charge. 

			Question marks over future economic developments and the caution brought on by currently flaccid economic activity continued to put downward pressure on the outstanding amount of corporate loans. This decline remains relatively homogeneous, whether viewed from the perspective of individual sectors or banks, and it is affected by both demand-side and supply-side factors. 

			Credit risk increased slightly, although its negative impact on banks was sufficiently moderated by profits and capital buffers

			Weak economic activity impinged on the quality of the credit portfolio. Banks recorded a slight rise in credit risk costs, particularly in the case of retail loans. In regard to corporate lending, the rise in these costs was concentrated in certain sectors, notably real estate. A key factor in mitigating this risk remains the low level of interest rates. Were lending rates to increase after being so low for so long, the consequent increase in loan repayments could heighten the downside risk to the financial situation of customers. 

			How credit portfolio quality develops will largely depend on what happens in the economy, where substantial uncertainty persists notwithstanding some positive signals from the domestic labour market as well as from the euro area’s macroeconomic environment. 

			Possible future sources of risk include the provision of loans at higher loan-to-value ratios, at shorter fixed-interest rate periods, or at higher repayment-to-income ratios. A particular risk in the Slovak banking sector is the high concentration of exposure among certain banks, mainly medium-sized and smaller institutions, to specific groups of customers or to parent financial groups. In some cases, the failure of an interconnected group of customers could cause substantial losses to several banks simultaneously. 

			At the same time, Slovak banks have a high share of domestic government bonds on their balance sheets, one of the highest shares in the EU. 

			As regards the stability of the banking sector and the continuing risk of a further rise in credit risk costs, the fact that most banks have a high loss-absorption capacity is particularly important. This capacity stems mainly from the high capital ratio, which at 16.2% is at its highest level since 2005. Banking sector solvency was further bolstered by retaining around a quarter of the sector’s profit for 2012 to increase equity capital. 

			The sector’s positive results in macro stress testing are also linked to its strong capital position. Estimates confirmed the resilience of banks to headwinds from the real economy and from financial markets, and to the related marked increase in credit risk costs, since the amount of additional capital required would not be substantial under any of the scenarios.

			Banking sector profits increased slightly year-on-year 

			Despite facing rising credit risk costs, the sector as a whole saw a moderate annual growth in profits that reflects the effect of several trends. The main drivers of profit growth were an increase in lending to households and a decline in banks’ funding costs. Not only, however, is credit risk a drag on profit growth, so too is the decline in interest income on assets as interest rates remain low. Net interest income is also being impaired by the downward trend in the outstanding amount of corporate loans. 

			Looking at market risks, the most significant source of risk in most sectors is a change in government bond yields

			Over the short-term horizon, several financial market segments would be adversely affected by any further escalation of the sovereign debt crisis, with the related decline in confidence and widening of credit spreads on government bond. Such a negative situation would be significantly exacerbated if the uncertainty spread to bonds issued by countries in central and eastern Europe including Slovakia. The exposure of certain segments, particularly funds in the second pension pillar, to this risk increased quite sharply during the first half of the year as the duration of portfolios increased. In addition, these funds became increasingly sensitive to potential headwinds from equity markets. 

			The long period of low returns on less risky assets could have a relatively negative effect on profits in the life insurance sector. During the first half of 2013, this sector saw investment income from assets decline to a level just above the average guaranteed return. 

			While traditional life insurance grew, non-life insurance saw continuing downward trends in motor insurance

			The profits of the insurance sector did not change significantly year-on-year and remained at adequate levels. The solvency of insurers increased significantly towards the end of 2012 owing to revaluation gains in the portfolio of securities available for sale. However, these gains resulting from falling interest rates serve as a buffer against a future rise in rates. Going forward, insurers should provision against interest rate increases that result in revaluation losses on the bonds they are currently purchasing. 

			In life insurance, premiums continued to grow but there was a change in their breakdown by insurance line. While premiums in traditional life insurance products increased, those in unit-linked products declined for the first time since 2009. The volume and frequency of surrenders continue to rise, albeit more slowly than before. 

			Non-life insurance saw further negative trends in motor insurance, related mainly to declining premiums in motor third-party liability insurance and comprehensive motor vehicle insurance. Furthermore, developments in this insurance line are reaching a point that is unsustainable over the long-term, as is evident in the fact that the comprehensive motor vehicle insurance segment made a loss in the first half of 2013. In most other insurance lines, premiums increased and the loss ratio also rose slightly.

			The situation in the second pension pillar was affected mainly by legislative amendments 

			The number of savers in the second pension pillar declined by more than 30,000 in the first half of 2013, mainly because reopening of the pillar resulted in withdrawals outnumbering enrolments. The key event in the old-age pension saving scheme during the period under review was a substantial reassignement of savers and assets among different types of pensions funds, all of which stemmed from new statutory law concerning the setting of guarantees. Consequently, from the beginning of May, more than 90% of savers found themselves enrolled in bond pension funds that alone remained guaranteed by law. Most pension funds management companies also altered their investment policy. The long-time risk-return profile of non-guaranteed mixed and equity funds was changed so that equity investments made up a significant proportion of their portfolios, thereby bringing back a differential composition of assets between different types of fund. Furthermore, the duration of pension fund portfolios increased significantly, even in the case of guaranteed bond pension funds (owing to the extension of the time horizon for replenishing portfolio assets). 

			In the supplementary pension scheme, the number of participants fell by almost ten thousand. Continuing a trend of recent years, enrolment increased in certain smaller contributory supplementary pension funds which have a more specialised investment strategy. In both the second and third pension pillars, the average year-on-year performance at the end of the period under review was positive, although the nominal return was largely attributable to asset price growth in the second half of 2012. 

			Continuing asset growth in special investment funds

			The collective investment sector grew in the first half of 2013 at similar pace to its growth in 2012. Virtually all of the increase in managed assets was accounted for by special investment funds, in particular by special professional investor funds, although special real estate funds and special securities funds also continued to sell well. By contrast, net sales of standard investment funds remained flat. Funds with a money market profile continued their long-term trend of net redemptions. All other fund categories apart from special alternative investment funds reported a positive nominal return on investment as at 30 June 2013, albeit lower than at the end of 2012. 

			

			1	Macroeconomic developments in regard 
	to financial sector stability

			Global economic growth in 2013 is expected to be similar to the previous year 

			According to the IMF’s latest macroeconomic forecast, including information on developments in the first half of the year, global economic growth in 2013 is expected to be the same as in 2013, i.e. 3.1%. The growth projection was revised down slightly from the previous forecast to take account of some slowdown in emerging economies, which nevertheless continue to be the main driver of global growth. Across advanced economies, however, average performance remained low, although recent months have seen signs of a slight pick-up, in some cases even exceeding original expectations. The risks to the macroeconomic outlook nevertheless remain on the downside, and the potential threat to financial stability from macroeconomic developments continues to be high. 

			No significant financial market turbulences in the first half of 2013

			Global financial markets were relatively calm during the first eight months of 2013. Even European markets were less volatile and avoided a third summer of escalating tension and risk aversion. Although it would be premature and groundless to say that the euro area sovereign debt crisis is over, it is clear that a mix of measures, some just launched and others already completed, have at least quelled fears of an extreme scenario in the euro area, with favourable effects on volatility and asset valuations. Nevertheless, there remain in play many factors that could steer financial market sentiment in a largely negative direction. 

			In the first half of 2013, yields on government bonds of periphery countries and corresponding CDS spreads – the primary indicator of the debt crisis’s intensity – were quite far below their peaks of recent years, recorded when markets were under greatest stress. Signs of heightened volatility appeared temporarily in connection with the Cyprus crisis and with political instability in Italy and Portugal, but none of these events led to any marked change in investor sentiment. Ireland and Portugal, two countries subject to an EU/IMF recovery programme, even made a successful return to the primary bond market at the beginning of 2013, with several bond issues. Even so, by the end of August these two countries still did not have full access to sustainable market funding, and with the end of their three-year programme periods approaching at the end of 2013 and beginning of 2014 there could yet be a return to market turbulence. 

			Conditions in the European banking sector were also relatively stable

			Signs of a return to more stable conditions were also observed in the euro area banking sector. Several banks prepaid three-year loans from the ECB, taking an option that became available one year after the launch of that programme. Of the total net inflow from two three-year longer-term refinancing operations, amounting to €523 billion, 61% had been repaid by the end of July 2013. It should be added that Germany and French banks led the way in taking the prepayment option, while many banks in periphery countries retained this funding on their balance sheets. 

			Particularly during the first five months or so of 2013, with risk aversion falling and interest rates in most advanced economies at historically low levels, investors across the board were searching for additional yield. Hence across the world there was increasing demand for all riskier asset classes offering relatively higher returns. Demand for non-investment grade corporate bonds recorded particularly strong growth, with the effect that their yields fell to all-time lows even though their credit profile did not improve significantly. On the wave of this demand, share prices also increased. Stock markets in several countries have so far this year been reporting double-digit growth. 

			Interest rates increased quite broadly at the end of the first half of 2013 after the Federal Reserve gave a first indication that it may gradually taper its asset purchase programme

			The most significant event for global financial markets during the period under review was when the US Federal Reserve System (the Fed) advised investors to prepare for a possible turning point in the monetary policy cycle. The Fed announced at the end of May 2013 that assuming the economy performed as positively as expected, it might begin in the second half of 2013 with gradual tapering of monthly asset purchases under quantitative easing (QE) and the programme could be completely unwound sometime in mid-2014. The markets were somewhat startled by this plan, especially in their initial reaction. Following this forward guidance, the 10-year US government bond yield increased by almost one whole percentage point during May and June, up to around 2.6%. Consequently, with US government bonds being regarded as a benchmark risk-free asset, virtually all asset classes in every globally significant market recorded a fall in price. 

			 The situation became more heterogeneous in July and August. Prices of many assets, including corporate bonds and emerging market equities, largely rebounded from their earlier declines. By contrast, assets such as US government bonds and emerging market equity indices remained at low valuations. It is therefore clear that the capital which recently flowed extensively into emerging economies could have a tendency to leave them should monetary policy in advanced economies begin to tighten; that situation could lead to funding difficulties. 

			Although the euro area emerged from technical recession in the second quarter of 2013, its future outlook remains uncertain 

			The euro area’s financial markets and banking sector avoided any significant adversities, while at the same time there were signs of improvement on the macroeconomic front. Although euro area GDP contracted by 0.2% in the first quarter of 2013 – extending the length of the recession to one and a half years – the economy grew in the second quarter by a seasonally adjusted 0.3% over the previous quarter. While the return to growth had been widely anticipated, its level came as something of a positive surprise. 

			The improvement in the euro area’s aggregate performance was driven largely by the two largest economies, Germany and France, which reported GDP growth of 0.7% and 0.5% respectively. In periphery countries, too, the difficult economic situation moderated. Although Spain and Italy remained in recession, their pace of contraction eased and was minimal in the second quarter. Portugal even reported growth of 1.1%. 

			The pick-up in euro area economic activity began to be reflected in improved labour market indicators. Although the unemployment rate for the euro area as a whole edged up by two-tenths of a percentage point between the end of 2012 and March 2013, to 12.1%, it remained at that level for the rest of the first half of 2013. A slight drop in the seasonally adjusted jobless rate at the end of the period under review was even reported by the periphery countries of Spain and Portugal. 

			Looking at the production side of the economy, industrial output made a relatively significant contribution to ending the recession, as its growth accelerated from 0.2% in the first quarter of 2013 to 1.2% in the following quarter. There were even minor positive signs from the euro area construction sector in the second quarter after a long period of negative news. In Germany and France, growth was also supported by household consumption. 

			The moderate pick-up in the aggregate euro-area economy in the first half of 2013 reflected an improvement in sentiment in the context of no further escalation of the sovereign debt crisis. Despite a slight downward correction during February and March 2013, the European Commission’s Economic Sentiment Indicator (ESI) had a rising trend during the period under review. In July, the most recent month for which a figure is available, the ESI rose to its highest level since mid-2011, when the debt crisis was gathering in intensity. Other similar indicators are also pointing to rising optimism, both in the euro area as a whole and in individual member countries. 

			While the formal emergence from recession (along with the other positive developments mentioned above) is undoubtedly welcome, it remains to be seen whether this is the start of sustainable recovery that will become gradually stronger in time, or whether it is merely a temporary acceleration. Several factors suggest that the turnaround in GDP is built on fragile foundations.

			One such factor is that the growth in euro area production in the second quarter of 2013 may have been largely attributable to improving expectations in the economy about the future situation. A closer look at the components of the Purchasing Managers’ Index (PMI) or ESI shows that production grew faster than order books and that demand – both domestic and external – remains subdued. 

			The situation in bank lending provides further evidence of the weakness in domestic demand across the euro area. The annual rate of decline in the outstanding amount of loans to enterprises increased to -2.3%. This reflects, on the one hand, firms’ weak demand for loans (indicating subdued investment demand), and, on the other hand, tight credit conditions (particularly in periphery countries), which serve as a further obstacle to the development of investment activity. Household lending increased, but at a marginal pace.

			Fiscal consolidation efforts constitute another risk to the medium-term outlook for euro area economic growth. Responding to worse than expected macroeconomic developments in 2012, the European Commission approved extensions to deficit-reduction deadlines for several countries (including France), allowing them an additional one or two years to bring their general government deficit below 3% of GDP. Despite these extensions, most national governments in the euro area face having to find significant savings and/or additional income in their budgets – amounting to several percentage points of GDP – which in the medium-term horizon will act as a drag on economic growth. 

			Despite spending cuts, the US economy performed relatively well

			In the United States, the economic situation in the first half of 2013 can be considered favourable. The economy coped relatively well with the shock of tax and contribution increases at the beginning of the year (the “fiscal cliff”) and the activation of broad, automatic spending cuts from March (the “sequester”). Household final consumption remained robust over the first six months, at around two percent of GDP. The second core component of domestic demand – fixed capital investment – corrected slightly downwards in the first quarter and then returned to a growth trajectory. 

			The resilience of domestic demand was based on improvements in economic fundamentals, particularly an increase in net job creation and an accompanying decline in the unemployment rate. Another significant factor was the real estate market, as its recovery gradually gathered momentum. These trends together with rising asset prices in financial markets formed a positive feedback loop with consumer confidence, which in recent months has reached its highest level since the beginning of 2008. The upturn in the US economy prompted the Fed to signal the possibility of starting to unwinding its monetary policy stimulus programme. While the Fed did not give any precise timetable for its plans, and made such a move contingent on labour market developments and inflation, the prevailing consensus was that the Federal Open Market Committee could decide as early as September to begin the tapering of asset purchases.

			Short-term risks to the US economy’s stable progress include the fact that the United States will soon hit its debt ceiling – the statutory limit on the amount of national debt that can be issued – unless the ceiling is raised. A political agreement on such an increase needs to be reached by October or November at the latest, but given the hitherto lack of political consensus on this issue there is a risk of a repeat of the summer 2011 scenario, which led to considerable volatility in financial markets. 

			Although Slovakia’s economic growth stopped slowing, a return to higher growth rates in the foreseeable future is unlikely 

			Quarterly GDP growth in Slovakia indicates that the domestic economy recorded its largest slowdown at the end of 2012 and picked up moderately from the beginning of 2013. 

			After growing by a negligible 0.1% in the last quarter of 2012, over the previous quarter, seasonally adjusted GDP increased at a slightly faster pace in the first and second quarters of the period under review, by 0.2% and 0.3% respectively. Compared with the same period of the previous year, however, the economic growth decelerated to 0.8%. According to the latest NBS forecast, published in June 2013, the Slovak economy’s growth for the whole of 2013 is expected to be around 0.6%.

			Despite its officially reported acceleration in the first quarter of 2013, the Slovak economy still showed only minimal signs of an upturn in fundamentals. In the second quarter, however, the economy began to move in a more favourable direction and the recovery acquired a sounder footing. This was seen primarily in the breakdown of GDP by expenditure for the second quarter. Growth was driven by exports, and also by domestic demand, which had declined during the previous five quarters. The rebound in exports of goods and services was accompanied by slower import growth, with the result that net exports made a positive contribution to GDP (1.5 p.p.). The contribution of domestic demand was lower (0.9 p.p), but still substantial, owing to the pick-up in private consumption and fixed investment growth. Private consumption was boosted by increases in income of self-employed persons and in workers’s remittances from abroad, as well as improving consumer confidence. In real terms, however, household consumption has not yet returned to its pre-crisis level. 

			Overall sentiment in the economy, as measured by the European Commission’s Economic Sentiment Indicator, improved in July and August, although the ESI was still only around the level recorded in December 2012. 

			Sales in the Slovak corporate sector increased year-on-year in the first half of 2013, but more slowly than they did in 2012. Industrial production growth was also below its 2012 level, although it did start to accelerate gradually from April.

			The increase in economic activity has not as yet had any significant impact on the labour market situation. Employment fell more sharply than originally projected, by 0.3% in the first quarter and by 0.4% in the second quarter. 

			The domestic economy did benefit from a marked slowdown in the headline inflation rate, which reflected a lower increase in administered prices as well as decelerating net inflation. Taking into account developments in the first months of the period under review, the average headline rate for 2013 is projected to be 1.7%, around half the level of the previous year. Given its positive effect on real income, lower inflation was evidently one of the factors behind the increase in household consumption. 

			

			2	Developments in the slovak financial sector

			Financial sector activity

			Although the first half of 2013 did not see any significant shocks in either financial markets or the macroeconomic environment, the Slovak financial sector reported one of its weakest periods in terms of asset growth. Though the total assets of regulated and unregulated participants in the financial market increased, they did so by a marginal 0.5%, which was the sector’s second worst result for a calendar half-year in the post-crisis period (the worst being in the second half of 2009.

			In three of the financial market segments under review, the total amount of assets actually declined. The segments in question were the second pension pillar, investment firms, and factoring, with investment firms being the only segment in which assets fell by more than one percent. The slight decline in assets managed by second-pillar pension funds also appeared to be notable, when compared to their previously strong linear growth. In this case, the explanation lies in a conjunction of two factors – a one-off outflow of assets due to reopening of the second pillar, and the fact that contribution income more than halved as the designated rate was lower than in the past. The drop in retail assets managed by investment firms (entities with an authorisation to provide investment services) followed their decline in the second half of 2012; however, the fall observed in the first half of 2013 stemmed largely from the fact that two significant participants in the domestic market ended their operation during this period.

			The slower asset growth in the Slovak financial sector was mainly accounted for by the largest segment – the banking sector, whose total assets increased by only 0.3% during the first six months of 2013. While household lending growth during this period was similar to that in the previous year, lending to the corporate sector fell, and so did the exposure of domestic banks to non-resident banks. 

			Similarly with insurance companies, asset growth almost came to a standstill in the first half of 2013, reaching only 0.2%, in contrast with a rate of more than 6% for the previous calendar year. 

			The third pension pillar also saw far weaker growth in assets under management. In 2012, returns on assets contributed substantially to the growth in the net asset value of supplementary pension funds, but in the period under review their contributions was slightly negative. In the absence of other, more significant factors, the unfavourable movement of asset prices was most evident in the third pension pillar. However, it also had an appreciable impact on other segments focused on the management of customers’ assets.

			One of the few segments to report relatively strong asset growth in the first half of 2013 was the collective investment sector (8%). As in 2012, the sector’s growth was driven mainly by positive net sales in the rapidly expanding categories of special investment funds. 

			The leasing and consumer credit sectors saw a recovery in assets, although in neither case was the growth accounted for by core components, but rather by an increased focus on new customer categories. There was a paradoxical situation in which consumer credit companies were building assets by lending to non-resident firms, while leasing companies were making headway by financing households. 

			Financial sector profits

			Although the amount of assets in certain segments of the Slovak financial market grew more slowly in the first half of 2013 than in 2012, profit generation in year-on-year terms was not adversely affected. The return on equity (ROE) reported by banks, insurers, and collective investment management companies for the period under review was similar to that for the first half of 2012. In both the second and third pension pillars, the aggregate profit of management companies increased by around one-third. Further details are provided in Section 2.3 – The pension sector.

			The banking sector’s self-sufficiency was further confirmed in the first half of 2013 

			Looking at the ongoing extensive utilisation of ECB liquidity by several European banking groups, it is positive that domestic banks minimised their net position vis-à-vis the Eurosystem in the first half of 2013. This development was based on a decline in the amount that domestic banks lent to their parent undertakings (see Section 2.1.1.3 – The interbank market). Nevertheless, the Slovak banking sector continued to have a net creditor position against parent groups. 

			Households’ financial assets grew more slowly

			Growth in households’ financial assets is not being supported by asset developments in financial market segments. Financial assets held by households increased at a slower pace during the period under review, owing mainly to the decline in pension funds’ assets resulting from structural changes (see Section 2.3 – The Pension System). Another factor behind their slowdown was the weak growth in life insurance premiums, especially in unit-linked products (see Section 2.2 – The insurance sector). The shift of household investments from bank deposits with an agreed maturity of between 2 and 5 years to investment funds had a neutral effect. 

			These changes, however, had a relatively small effect on the overall composition of households’ financial assets, with bank deposits continuing to constitute by far the largest share (around 62%). This is positive from the view of the stability of household savings as well as in the context of long-term returns. In terms of cumulative returns over the past seven years, bank deposits have performed better than any other product in the financial market. 

			All the principal aggregates of household financial assets performed less well in the first half of 2013 than in December 2012. Since, however, the inflation rate declined, the real returns for households improved. 

			

			

			2.1 	The banking sector

			2.1.1	Trends in the banking sector’s balance sheet

			Loans to the retail sector continued to increase during the first half of 2013, due mainly to housing loan growth. The year-on-year growth rate was mildly improving during the whole six months. Competition between banks also increased during the period under review. Demand for loans continued to be supported by the continuing stability of property prices, and it was further boosted by lending rates, which reached historical lows as result of certain mid-sized and smaller banks reducing their rates in a successful effort to capture market share in new lending. The amount of new loans was also affected to some extent by the refinancing of existing loans.

			 Retail deposits grew at a slower pace during the first half of the year. As in the previous period, funds were shifted from time deposits to sight deposits, daily time deposits and deposits redeemable at notice, the main reason probably being the low remuneration on time deposits. There was also some movement of funds out of bank accounts and into investment funds.

			Amid uncertain macroeconomic conditions in Slovakia and the euro area, the corporate lending market did not see any significant changes in the first half of the year. The outstanding amount of loans to enterprises continued to decline, and over the past 20 months it has dropped by 7.6%, more than it did during the first 20 months of the crisis in 2008 and 2009. This is a broad-based trend, observed in a majority of sectors and banks. As well as demand for loans being weak, credit standards maintained a moderately tightening trend that was reflected mainly in the interest margins on smaller loans. The margins on mid-sized and large loans remained on a stable trajectory.

			The sector’s securities portfolio did not undergo any significant changes during the first half of 2013, with Slovak government bonds and Treasury bills maintaining their dominant share. Securities issued by banks during the period under review comprised mainly mortgage bonds, and most of banks’ new issues had fixed coupons – probably a response to low yields on domestic government bonds. 

			The profile of interbank market transactions was shaped mainly by the repayment of a large part of the funds borrowed at the beginning of the year under the ECB’s three-year refinancing operations. The movement of implied interest rates in the domestic interbank market remains in line with EURIBOR rates on the shortest maturities. As regards implied interest rates on funds received from non-resident banks, they fell in January 2013 and then increased, although without exceeding the 12-month EURIBOR level. 

			2.1.1.1. Customers 

			The retail sector 

			Lending growth caused mainly by interest rate movements 

			Retail lending maintained relatively strong growth in the first half of 2013. Retail loans amounting to €767 million were added to the aggregate balance sheet of the Slovak banking sector during the reference period, an increase that was more than 30% higher than the corresponding figure for the first half of 2012. The outstanding amount of retail loans grew by 9.5% year-on-year, with housing loans increasing by 11.83% and consumer loans by 13.25%. Large banks saw the largest expansion in retail lending, although foreign bank branches, given their size, also reported relatively sizeable growth. 

			The first half of 2013 saw a significant level of loan refinancing, which accounted for around 35% of new lending. The effect of this above-average volume of refinancing was seen mainly in the amount of new loans, which increased substantially from the end of 2012 and, taking seasonal factors into account, maintained this level.

			Although the amount of loans increased in year-on-year terms, their seasonally-adjusted month-on-month rate of change indicates that lending growth slowed gradually from its rate in the second half of 2012. 

			The month-on-month fall in lending growth may have been partly caused by the ending of marketing campaigns that larger banks had been conducting in the second half of 2012. 

			Demand for housing loans did not show a clear trend; however, competition between banks increased 

			The results of the regular NBS bank lending survey suggest that credit standards for customers were tightened moderately, although not by increasing margins but in other ways, such as the lowering of loan-to-value ratios. 

			The cost of borrowing, as represented by interest rates, became one of the determinants of demand for customer loans in individual banks. This was partly reflected in the fact that demand in the second half of 2013 developed differently than it did in the second half of 2012. In that period, the market share in new lending was heavily concentrated among larger banks which, in comparison with the rest of the sector, were offering relatively low interest rates; in the first half of 2013, however, this situation changed. 

			Certain medium-sized and smaller banks used interest rates as an instrument of competition, and as these banks stimulated demand for their housing loans, so their share of new lending climbed. 

			Demand for loans may also have been supported by the continuing stability in property prices, which have long been at a low level and which in conjunction with low interest rates are increasing the affordability of housing. 

			Demand for consumer loans rose

			Banks left credit standards on consumer loans largely unchanged; nevertheless, several of them reported an increase in demand for such loans. 

			Despite the higher demand for consumer loans (reflecting mainly an increase in consumer confidence) and their annual growth rate of more than 13%, month-on-month changes in the outstanding amount of these loans showed a trend of gradually slower growth in the first half of 2013. Overall, however consumer loan growth is oscillating at average pre-crisis levels. 

			Interest rates reached an all-time low in the first half of 2013

			Interest rates remained volatile in the first half of 2013, as they had been since the beginning of 2012. 

			Rates climbed quite sharply in January and February after being at relatively low levels at the end of 2012. This movement was particularly evident in rates on housing loans other than mortgage loans, building loans and intermediate loans. 

			The rate increase in January and February 2013 reflected developments in certain banks, and it was sufficient to cause the average interest rate on new loans to deviate from expectations determined by market factors. 

			Only in the second quarter did the situation calm; average interest rates maintained a downward trend that reflected, on the one hand, developments in market factors and, on the other hand, increased competition from medium-sized and smaller banks. 

			Deposit growth fell in the first half of 2013; foreign bank branches made headway 

			Looking at retail deposits, they recorded several adverse developments in the first half of 2013. Although the amount of retail deposits increased by more than €461 million, their overall growth rate was slower compared with the rate in 2012 (at the level of around 70%), as well as with the rates in 2011 and 2010. 

			The trend observed in the last quarter of 2012 of retail customers shifting funds from time deposits to sight deposits, daily time deposits and deposits redeemable at notice (mainly notice of up to three months) continued in the first half of 2013. Hence customers continued to respond low interest rates on new deposits, although their level is still in line with market factors. 

			Abstracting from seasonal effects, deposit growth was more volatile in the first half of 2013, after being relatively stable from the beginning of the second half of 2011 with monthly increases of around €110 million. This volatility may be partly explained by retail customers searching for yield, since net sales of investment funds – an investment alternative to time deposits – were similarly volatile but with an opposite trend. 

			The corporate sector

			No pick-up in loan demand

			The situation in the corporate lending market remained largely unchanged during the first half of 2013. Although some banks saw demand increase in certain loan categories, in general the trend of relatively weak demand continued. 

			A key factor in this regard was the uncertain macroeconomic situation of Slovakia and the euro area, which naturally did not bring about any significant upturn in the corporate sector. Despite annual sales growth, several sectors continued to fall short of performance levels in 2007 and 2008, in particular the sectors of construction, sale of motor vehicles, retail trade, and accommodation and food service activities. Furthermore, sales growth in industry is usually robust but it slowed in the first six months of 2013, largely because export performance was weaker in several months than in the same periods of the previous three years. 

			Manufacturing industry was not supported in this period even by its major sector, the automotive industry. The complicated situation in the corporate sector during the first half of the year was also apparent from the economic sentiment indicator, which recorded its worst results since mid-2010. 

			Some positives could be found, however, for example in the OECD’s business confidence indicator, which increased moderately not only for Slovakia, but also for Slovakia’s main trading partners. 

			Tightening of credit standards continued

			The trend of moderately tightening credit standards, like that of weakening loan demand, continued in 2013. This reflected mainly banks‘ negative expectations for the macroeconomic situation and for the situation in individual sectors. The tightening concerned primarily interest margins on higher-risk loans. Most of the margin increases involved rates on small loans, while rates on mid-sized and large loans remained stable. The difference between interest rates on loans of more than €1 million and loans of up to €250,000 was around 3 percentage points, the highest level since 2009. 

			Also in the period under review, banks stated1 that their financial situation was not adversely affecting credit standards since they had sufficient reserves of capital and liquidity. Capital and liquidity reserves are crucial to enabling the easing of credit standards when the economic situation improves. 

			The flow of loans further slowed

			Amidst weak demand and tougher lending conditions, loans to enterprises continued to decline. During the previous 20 months loans to enterprises fell by more than €1.1 billion or 7.6%, which by both measures is more than their decline during the first 20 months of the crisis (in 2008 and 2009). As before, the decline in lending was broad-based, reported by a majority of sectors and banks. As a result of this negative trend, corporate loans declined as a share of the aggregate total assets of domestic banks. Furthermore, the share of domestic banks in corporate lending has fallen slightly, as firms have increased their liabilities to non-resident lenders over the past two years. 

			The relatively depressed activity in the corporate lending market is also evident from the drawing and repayment of loans. The high degree of correlation (-0.87) between loan drawns and repayments per month indicates that more loans are being renewed by existing customers than are being provided to new customers. 

			In addition, this correlation is highly significant at the level of individual banks, particularly large ones. 

			No significant changes in corporate deposits

			Firms‘ bank account balances in the first half of 2013 did not change significantly from the previous period and the movements observed did not point to a trend change; they rather reflected the usual volatility and seasonal movements. 

			2.1.1.2 	Securities

			The securities portfolio was broadly stable during the first half of 2013

			The banking sector‘s aggregate securities portfolio did not undergo any significant changes in the first half of 2013. Slovak government bonds and Treasury bills continued to make up most (almost 90%) of the portfolio, as maturing bonds and bills maturing were gradually replaced with new issues towards the end of the period. 

			As for the portfolio’s non-resident securities, exposure to Irish government bonds declined as some of this paper matured, while the most notable increases in exposure were to Italian and Cypriot securities: in the former case, to government bonds, and in the latter case to bills issued by one Cypriot-registered company. 

			Securities held to maturity (HTM) constitute almost 60% of the sectoral portfolio and securities available for sale (AFS) for around one-third. These shares have been approximately constant for a long period. 

			Securities issued by banks in the first half of 2013 comprised mainly mortgage bonds

			In line with the long-run trend, most (nearly 92%) of the securities issued by banks during the first half of the year were mortgage bonds. 

			Banks continued to issue mortgage bonds in accordance with changes in the amount of mortgage loans and in the amount of maturing mortgage bonds. Similarly, all banks met the statutory minimum requirement for mortgage-bond coverage of mortgage loans, although the average coverage fell at the end of 2012 and beginning of 2013 and remained at levels moderately lower than those of previous years. 

			Most mortgage bonds were issued with a fixed coupon, probably owing to the low yields on Slovak government bonds 

			The mortgage bonds issued by banks in the first half of 2013 were mainly fixed-coupon bonds, as was the case in 2012. As yields on Slovak government bonds fell, so did the coupon rates on mortgage bonds. This may have been partly why bonds were issued with fixed coupons, which in a low-yield environment allow banks to hedge against the risk of an increase in interest rates and hence interest expenses. The average maturity of mortgage bonds issued remained in line with the long term trend.

			2.1.1.3	Interbank market

			The interbank market in the first half of 2013 was affected mainly by the partial repayment of funds borrowed under the ECB‘s three-year refinancing operations 

			The profile of interbank operations during the first half of the year was affected mostly by the partial repayment of funds borrowed under the ECB’s three-year longer-term refinancing operations, conducted in December 2011 and March 2012. About two thirds of the borrowed amount was repaid in the period from January to July of the year, with the bulk of the repayments made in February. Banks financed these repayments largely from intra-group loans and/or other funds from the interbank market or from customers (in particular general government). The decline in funds from the ECB was accompanied to a lesser extern by a decrease in interbank operations on the asset side. 

			Following February’s initial increase in intra-group borrowings, funding from banks became relatively volatile. Its decline in March, alongside increased funding from general government and the maturing of Slovak government bonds, was partially corrected in June, when intra-group borrowings were used to repay liabilities to general government. 

			Implied interest rates in the domestic interbank market remained in line with EURIBOR rates 

			The movement of implied interest rates in the domestic interbank market during the period under review remained in line with EURIBOR rates of the shortest maturities. As regards implied interest rates on deposits received from non-resident banks, they increased after declining in January 2013. While their initial increase may be put down to a significant fall in the amount of these funds – leaving only long-term funds that carry higher rates – the increase in June was caused by a hike in rates on deposits received by certain banks from within their parent group. Consequently, rates remained relatively high despite an increase in the amount of these funds; nevertheless, they did not exceed the 12-month EURIBOR level. 

			

			2.1.2 	Financial position of the banking sector

			The banking sector’s profitability increased only slightly (by 5%) in year-on-year terms, while the composition of its aggregate profit underwent more significant changes. The environment of low interest rates contributed to a decline in yield on assets. Weak economic growth was a key cause of an increase in credit risk costs, largely associated with a deterioration in the household sector portfolio. In addition, the amount of lending to the corporate sector continued to decline. These negative effects were, however, largely offset by banks’ declining funding costs, further growth in lending to households, and increased income from trading. 

			The sector retained around a quarter of its profit for 2012 in order to increase equity capital, thus further increasing its solvency and confirming its capacity to absorb potential external or domestic risks. The capital ratio of the sector climbed to 16.2%, its highest level since 2005.

			2.1.2.1	 Profitability 

			Banking sector profits increased moderately 

			The banking sector’s net profit for the first half of 2013 was €288 million, representing a moderate increase of 5% on its profit for the same period of the previous year. A net loss was reported by two banks and nine foreign bank branches. 

			Although the aggregate profit showed only a slight year-on-year change, there were several significant changes in its composition which reflected current developments in the Slovak economy. Most notably, returns on assets declined as the period of low interest rates continued. Furthermore, contracting economic activity in the euro area weighed on the economic situation in Slovakia and therefore put upward pressure on credit risk costs. These negative effects were offset, however, by income from relatively strong growth in retail lending. At the same time, a partial fall in interest rates increased the value of bonds in banks’ portfolios. 

			Composition of net interest income changed significantly 

			Banks’ net interest income remained virtually unchanged year-on-year, with several factors contributing to this situation. Most significant were the declines in returns on securities (from 1.9% to 1.7%), corporate loans (from 2.1% to 1.9%) and retail loans (from 3.3% to 3.2%). Returns on the securities portfolio have been falling since the second half 2012 as older, higher-yielding bonds gradually mature and are replaced by lower-yielding bonds; this trend is expected to continue going forward. In the corporate loan portfolio, the marked drop in returns stemmed mainly from the situation in the second half of 2012, and in fact the portfolio produced slightly higher returns in the first half of 2013. Interest margins on corporate loans are seemingly under less pronounced downward pressure than those on other types of asset. Margins on loans to smaller firms even increased during the period under review, and the difference between them and the margins on larger loans rose substantially. A different situation was observed in the retail loan portfolio, however, where returns fell more in the first half of 2013 than in the previous period. Given that the fixed interest rate period is longer for retail loans than for corporate loans and that rates on new loans are showing a marked downward trend in comparison with average rates for the whole portfolio, returns on retail loans are expected to continue falling. 

			As well as a decline in returns on assets, however, the environment of low interest rates has also brought lower funding costs and relatively strong growth in the retail lending market. These two factors fully offset the decline in interest income caused by falling returns. The decline in funding costs was most evident in corporate deposits and securities issued. Whether this trend will continue is doubtful, however, since the scope for further rate cuts is limited (the current average deposit rate for firms is 0.3%). A somewhat different trend was observed in retail deposits, the cost of which increased slightly in the first half of 2013 after declining in 2012. The turnaround stemmed mainly from the relatively strong competition in this market, reflected in an increase in the proportion of deposits being switched between banks as customers searched for higher yield. Another aspect of the increase in these transfers is that time deposits as a share of total deposits have been declining gradually since April 2012 (the year-on-year drop in this share in the first half of 2013 was from 58% to 55%). Therefore, looking ahead, not even this retail segment is expected to produce any significant decline in deposit costs. 

			Hence the most significant factor in maintaining interest income appears to be growth in household lending, although that will be heavily dependent on macroeconomic developments, the lending market situation and interest rates. 

			In addition to these changes, banks also reported a modest increase in fee income from their retail portfolio, although that had less impact than did the decline in interest margins. The higher fee income in the first half of 2013 was due largely to an increase in the amount of transactions, while fee levels remained approximately stable. In the corporate portfolio, by contrast, fee levels declined year-on-year. 

			Non-interest income increased at some banks

			Some banks reported a substantial decline in their year-on-year loss on non-interest income, or an increase in trading income. This was largely thanks to the non-recurrence in the first half of 2013 of something that happened in the previous year, namely that some banks suffered relatively heavy losses on sales of higher-risk securities held in the available-for-sale portfolio and/or on derivatives held to hedge bonds in the AFS portfolio. At some banks, an increase in dividend income from subsidiaries had a significantly positive impact. 

			In the loan portfolio, a moderate increase in credit risk pushed up costs

			Banks’ profits were also negatively affected by credit risk costs, which increased year-on-year by €20 million (or 14%). This increase was caused mainly by a marked year-on-year rise in non-performing retail loans. The gross increase in non-performing retail loans for the first half of 2013 (not including NPL sales and write-offs) was 65% in comparison with such increase in the previous year. In the corporate loan portfolio, however, the increase in the amount of NPLs moderated, largely because several major property development projects failed in the previous half year and such a situation did not occur in the period under review. 

			Looking forward, the extent of the risk contained in the NPL portfolio will reflect in large part the extent to which NPLs are covered by provisions or by capital deductions. For the sector as a whole, this coverage amounted to 84% at the end of the first half of 2013, which was 2 p.p. lower than the coverage at the end of 2012. These figures indicate that the banking sector will not be exposed to an elevated risk of loan-loss provisioning for the current NPL portfolio. 

			2.1.2.2	Capital ratios

			Capital ratios increased further thanks to the partial retention of profits from the previous year

			The capital ratio of the banking sector increased further in the first half of 2013, from 15.7% to 16.2%, reaching its highest level since 2005. That increase – substantially lower compared with the previous year – was driven mainly by the fact that around a quarter of the sector’s profit for 2012 was retained to increase equity capital. A similar trend was observed in the Tier 1 capital ratio, which increased from 14.7% to 15.2%. Looking at the capital ratios of individual banks, the lowest was 10.5%, meaning all banks had a capital ratio higher than the 9% level recommended by NBS in Recommendation No 1/2012 of 16 January 2012 on maintaining the stability of the financial sector. 

			Other factors affecting capital adequacy were less significant

			Capital ratios were affected by other factors in addition to the retention of earnings, in particular by declines in the minimum capital requirement, in unrealised gains on the portfolio of financial instruments available for sale, in the reduced mismatch between provisions and expected losses, and in the lower amount of subordinated debt. None of these factors, however, had an impact greater than 0.15 p.p. on the sectoral capital ratio. The decline in required capital concerned mainly the requirement on the retail portfolio at banks using the internal rating based approach, and the capital requirement on interest rate risk, equity risk and operational risk at banks using the advanced measurement approach. At the same time, the amount of risk-weighted assets was affected by the declining amount of loans to enterprises and by the continuing growth in retail lending. 

			Leverage ratio higher than European average 

			One of the new bank solvency indicators in the toolkit of bank regulators is the leverage ratio as the ratio of core Tier 1 capital to total non-risk-weighted exposures (currently it is only used for monitoring purposes). The amount of exposures is calculated approximately as the sum of the net value of assets and provided guarantees and irrevocable standby letters of credit, and it also partially takes into account derivatives and revocable standby letters of credit. While 5% is currently being mooted as a future minimum level for this ratio, the average leverage ratio in the Slovak banking sector is around 7.5%. Over the first half of 2013, the ratio increased by around 0.2 p.p. owing to the above-mentioned increase in capital by the partial retention of profits for the previous year. Most banks in the sector have a leverage ratio higher than 5%. By comparison, the average ratio in the EU as at 31 December 2012 was close to 3%, according to the results of bank solvency monitoring. Hence, like the capital ratio, the leverage ratio confirms the self-sufficiency of the Slovak banking sector. 

			

			

			2.2 	The insurance sector

			The profits of the insurance sector did not change significantly year-on-year and remained at a satisfactory level. The solvency of insurers increased significantly towards the end of 2012 owing to revaluation gains in the portfolio of securities available for sale. However, these gains resulting from falling interest rates serve as a buffer against a future rise in rates. Going forward, insurance companies should provision against interest rate increases that result in revaluation losses on the bonds they are currently purchasing. 

			In life insurance, premiums continued to grow, but there was a change in their breakdown by business line. While premiums in traditional life insurance products increased, those in unit-linked insurance declined for the first time since 2009. It would be premature, however, to draw any conclusions about trend changes in life insurance. The volume and frequency of surrenders continue to rise, albeit more slowly than before. 

			Non-life insurance saw further negative trends in motor vehicle insurance, with continuing declines in premiums and in the average level of premiums per policy. Alongside a slight increase in claim costs, this situation resulted in the combined indicator for comprehensive motor vehicle insurance rising to 113.5% – a position that is unsustainable over the longer-term. In most other insurance lines, premiums increased and the loss ratio also rose slightly.

			Technical provisions in both traditional life insurance and unit-linked insurance increased during the first half of 2013, while in non-life insurance there was no significant change in either the amount of technical provisions or their investment. 

			Premiums increased slightly

			The annual growth rate of insurance premiums increased only slightly in the first half of 2013, from 0.8% to 1.3%. Total premiums for the half year stood at €1.07 billion. 

			The increase was attributable to the life insurance segment, where premiums increased year-on-year by 3.8%, to €0.57 billion, with the growth concentrated in traditional policies and supplementary insurance. 

			In non-life insurance, however, premiums continued their downward trend, falling year-on-year by 1.5%, to €0.5 billion. The decrease was again caused mainly by declining premiums in motor third-party liability insurance and comprehensive motor vehicle insurance. 

			Life insurance lines

			The most marked change from previous periods was in premiums for investment insurance policies (also known as unit-linked insurance), which fell year-on-year by 4.6%, to €171 million, bringing the market share of unit-linked products to below 30%. Annual premiums including new business fell year-on-year by 11.2%; new business alone dropped by 14.8%, but still accounted for a significant share of annual premiums (almost 15%). The number of unit-linked insurance policies increased by less than 0.7% year-on-year. 

			The smaller increase in unit-linked policies also reflected the rising number of surrenders and survival claims, even though these payments increased more slowly than before. The frequency of surrenders was 6.2% (compared to 5.9% in June 2012), and the annual surrender rate fell from 20% to 6.5%. The total amount of surrenders was equivalent to 4.5% of the technical provisions in the unit-linked segment (4.9% in June 2012). The frequency of other claims in the unit-linked line (mainly survival claims) is less than 1%, while the amount of these claim costs is equivalent to 1.3% of unit-linked technical provisions. 

			In contrast to unit-linked insurance, traditional life insurance saw premiums rise in the first half of 2013 after two years of decline. As at the end of June 2013, these premiums amounted to €314 million, representing a year-on-year rise of 7.6%. Annual premiums in traditional life insurance increased by 3% year-on-year thanks mainly to new business (with growth of 18.5%).

			Claim costs in the first half of 2013 climbed year-on-year by 7%, to €292 million (comprising mainly surrender claims, as was the case in unit-linked insurance), with the annual growth rate 4 p.p. higher compared with the same period of the previous year. However, the number of claims fell by more than 7%. The amount of claims costs as a share of technical provisions did not deviate significantly from its average level.

			In supplementary insurance, premiums increased in the first half of 2013 by 10.8% year-on-year, to €79 million as at 30 June, and in pension insurance they fell by 8.4%, to €6 million. 

			Non-life insurance lines

			Premiums in non-life insurance have fallen every year since 2009 with the exception of 2011. The downward trend continued in the first half of 2013, with premiums amounting to €496.5 million at the end of June and motor vehicle insurance again accounting for most of the decline. 

			The largest drop in premiums was observed in motor third-party liability (MTPL) insurance – a year-on-year decline of 4.9% (from €7.5 million to €147.4 million). This reflected the long downward trajectory of average premiums on both new policies (-4.7% year-on-year) and renewed policies (-6.3%). The annual rate of increase in the number of new insurance policies slowed in the period under review (to 2.1%), although new business grew by almost 5% after contracting by 10.7% in the corresponding period of the previous year. Although the number of insurance claims made fell by around 6.5% year-on-year, the overall amount of claims paid increased by almost 4%. 

			Similarly to MTPL insurance, in comprehensive motor vehicle insurance premiums declined year-on-year, but in falling to €124.5 million as at end-June 2013, their rate of decrease moderated to -3.8% (from -5.5% in the first half of 2012). The average level of premiums on new policies fell significantly, by 10.4% year-on-year (after a drop of 18.9% as at end-June 2012). The average cost of premiums on renewed policies recorded a more moderate year-on-year decline (-5.2%), but that was higher than it had been a year earlier (-2.2%). Claims paid during the period under review increased markedly in terms of both their number (by 7% year-on-year) and particularly their amount (10.5%). 

			The amount of premiums and claims paid in the comprehensive motor vehicle insurance line had a negative effect on the technical result. The combined ratio for comprehensive motor vehicle insurance rose above the 100% threshold largely because of the high loss ratio and further reduction in premiums on policies. 

			As for property insurance premiums, they edged up by 1.6% year-on-year, to almost €130 million. Although new business fell by 13%, premiums on renewed policies increased by more than 5%. The amount of claims paid during the period under review fell sharply year-on-year, by 23.4%, while the number of claims made declined only slightly. 

			Claim costs continued to increase

			Total claim costs in the first half of 2013 increased year-on-year by almost 5.7%, to €628 million. In life insurance, claim costs in the first half of 2013 amounted to €388 million, their annual rate of increase being lower than at end-June 2012 (10.6% compared to 8.2%). In non-life insurance, claims paid edged up by 1.8% after reporting a sharp year-on-year decline at end-June 2012; they totalled €234 million for the first half of´2013. 

			The increase in claim costs in life insurance reflected the continuing growth in surrender benefits in both traditional life insurance and unit-linked insurance.

			Claims paid in non-life insurance are assessed using the loss ratio, i.e. the ratio of claims paid to premiums earned. The loss ratio for non-life insurance as a whole increased by more than 4.5 p.p. in the first half of 2013 over the same period in 2012, to 50.8%. While the loss ratio increased in almost every insurance line, its increase was particularly marked in comprehensive motor vehicle insurance (almost 13 p.p. higher for the first half of 2013 than for the same period in 2012) and in other transport insurance (up from 33.3% to 65%). 

			The combined ratio for the sector as a whole, which takes into account not only technical costs, but also operating expenses related to insurance activities, increased by around 5.5 p.p. year-on-year. In the case of comprehensive motor vehicle insurance, the combined indicator rose to more than 113%, thus entering loss-making territory. By contrast, legal protection insurance saw its combined ratio fall below 100%, after being on the loss-making side in the first half of 2012. The combined ratio for other transport insurance increased by more than 27 p.p. and stood at a relatively higher level 90.5%. In accident and sickness insurance, the combined ratio is on a long rising trend. For the first half of 2013, it was more than 91%, up only 3.5 p.p. over the same period in 2012.

			Share of premiums ceded to reinsurers continues to rise moderately

			In the first half of 2013, the premiums that Slovak insurers ceded to reinsurers amounted to €163.5 million, which compared with the same figure for the first half of 2012 was 4.4% higher. Ceded premiums as a share of total premiums stood at 15.3%, and as usual the share in non-life insurance was far higher (31%). 

			The non-life insurance lines that reported the highest increase in share of premiums ceded to reinsurers were other transport insurance (from 55.2% for the first half of 2012, to 60.2% for the period under review) and property insurance (from 40.1%, to 44.7%). There were no significant changes in MTLP insurance and comprehensive motor vehicle insurance. The least reinsured lines continued to comprise all lines of life insurance (under 10%), accident and sickness insurance (17.8%), comprehensive motor vehicle insurance (15.8%) and credit, surety and miscellaneous financial loss insurance (11.7%).

			The share of claims paid under reinsurance contracts fell below the share of premiums ceded to reinsurers, by a margin of 5.7 p.p. 

			No significant change in technical provisions or in their investment

			Technical provisions increased in the first half of 2013 by 4.1% year-on-year, to €4.93 billion. The growth was accounted for entirely by technical provisions in life insurance, which increased by 5.3% or €196 million, while those in non-life insurance declined marginally, by €3.4 million. 

			In life insurance, technical provisions for unit-linked policies increased by €96 million and those for traditional products by €93.5 million. In non-life insurance, all technical provisions were largely unchanged from their level of the previous year. 

			The amount of assets covering technical provisions (not including provisions for unit-linked financial investment liabilities) increased by €155 million from June 2012, to €4.55 billion. The asset coverage of technical provisions (excluding provisions for unit-linked financial investment liabilities) was 117% at end-June 2013, 2 p.p. lower than at the end of 2012. 

			Looking at the composition of assets covering technical provisions, the amount of government bonds increased year-on-year by 10%, bringing their share to more than 50%. There were also increases in time deposits (18% year-on-year), the reinsurers’ share (8%), and equities and investment fund shares/units (5%). The amounts of other assets declined, with the most marked drop observed in bonds other than government bonds. Most of the changes occurred in the second half of 2012, while the changes in the first half of 2013 were only slight. 

			Insurers’ profitability remained largely unchanged year-on-year

			The total profit of the insurance sector for the first half of 2013 fell by a modest 0.8% year-on-year, to €93.7 million. 

			Five insurers reported an increase in profit, and two made a loss. The three largest firms accounted for 72% of the sector’s total profit, just over 61% of total assets, and almost 59% of premiums. 

			Technical income increased by 2.3% in the first half of 2013 and technical expenses declined by 2.4%, altogether producing a positive technical result in contrast to the negative result reported for the first half of 2012. On the income side, net premiums earned recorded the largest growth (1.3%), albeit it was lower than their increase in the first half of 2012. The decline in expenses stemmed largely from a change in the amount of provisions for unit-linked investment liabilities; these provisions fell by €53 million (89%). Operating expenses did not contribute significantly to the change in the technical result.

			The sector’s aggregate profit was significantly reduced by the financial result, which fell by a quarter in year-on-year terms. The largest contribution to that decline was from unit-linked insurance, which reported a slight loss on investments. The financial result for investments held at own risk declined only moderately.

			The solvency of the insurance sector increased thanks to gains on the revaluation of Slovak government bonds

			At the end of June 2013, all insurance companies fulfilled solvency (own funds) requirements, that is, all insurers had their solvency margin higher than the required solvency margin. The overall solvency of the insurance sector increased year-on-year by 10.5%, to €1.17 billion, while the required solvency margin rose by just less than two percent. The aggregate solvency margin ended the period at 3.79, which was 0.3 p.p. higher than its level in 2011. 

			As mentioned in the Analysis of the Slovak Financial Sector for 2012, the increase in insurers’ solvency resulted entirely from unrealised gains on the revaluation of bonds in the available-for-sale portfolio (in response to falling interest rates). The share of this portfolio in the aggregate bond portfolio increased to 58% as at end-June 2013, and in several insurers it constituted 100% of the bond portfolio. 

			The increase in own funds has therefore created a certain buffer against any increases in interest rates. Towards the end of June, following a moderate rise in interest rates, the unrealised gains declined by €30 million. Attention should also be paid to the risk attached to bonds currently being bought for the held-for-trading portfolio. In the event of interest rates rising, the loss incurred on these bonds would be reflected in own funds, since there has not been any provisioning for these newly purchased bonds. Insurers should therefore create an adequate buffer against interest rate increases using gains from the revaluation of bonds in the AFS portfolio. 

			

			

			

			

			2.3 	The pension sector

			The number of savers enrolled in the second pension pillar declined by more than 30,000 in the first half of 2013. This was mainly because January 2013 was the last month of a temporary reopening of the pillar and saw a surge in activity in which withdrawals outnumbered enrolments. The key event in the old-age pension saving scheme during the period under review was a substantial reassignment of savers and assets among different types of pension funds, which stemmed from new statutory law concerning the setting of guarantees. Consequently, from the beginning of May, more than 90% of savers found themselves enrolled in bond pension funds that alone remained guaranteed by law. Against this backdrop, most pension funds management companies altered their investment policies for non-guaranteed mixed and equity pension funds. After the relatively long time risk-return profile of these pension funds was changed so that equity investments made up a significant proportion of their portfolios. The upward trend in residual maturity and duration continued in all pension funds apart from index funds. 

			In the supplementary pension scheme, the number of participants fell by almost ten thousand, although that decline was accounted for entirely by distribution supplementary pension funds; the number of participants in contributory funds increased moderately. Continuing a trend of recent years, enrolment increased in certain smaller contributory supplementary pension funds which have a more specialised investment policy. The portfolios of supplementary pension funds did not undergo any significant changes in the first half of 2013. In the composition of balanced and growth funds there was a moderate increase in the share of debt securities. 

			In both the second and third pension pillars, the average year-on-year performance at the end of the period under review was positive, although the nominal return was largely attributable to asset price growth in the second half of 2012. 

			Pension funds management companies and, to an even greater extent, supplementary pension management companies each saw their aggregate profit increase substantially owing to higher income from pension fund performance fees. 

			2.3.1 	The old-age pension 
		saving scheme

			Several key provisions from the most recent amendment to the Act on the Old-Age Pension Saving Scheme entered into force in the first half of 2013 

			The second pension pillar underwent several relatively significant changes in the first half of 2013, most of which resulted from the entry into force on 1 January or early May 2013 of several key provisions contained in the 2012 amendment to the Act on the Old-Age Pension Saving Scheme (hereinafter “the Act”). No further new legislative amendments were adopted during the period under review. 

			One of the most substantial changes, effective from the beginning of 2013, concerned the number and type of pension funds that pension funds management companies (PFMCs) are required to establish by law. Previously, each PFMC had been required to establish and manage four pension funds (increased from three), each with a prescribed profile (bond, mixed, equity, and index), whereas under the new regime there are only two mandatory funds – one guaranteed bond fund and one non-guaranteed equity fund. In addition, however, PFMCs can now offer any number of additional pension funds, either guaranteed or not. The investment profile of these funds also remains a matter for the PFMCs (within the limits set by law). As part of these changes, each PFMC was required by the beginning of May 2013 to transfer to a guaranteed bond pension fund the assets of all savers who had not expressed a wish to be enrolled in another fund. 

			Another important aspect of the amendment to the Act was a change in the rules for the enrolment of new savers, making enrolment fully voluntary for all people below the age of 35. Certain technical provisions also came into force from 1 January 2013, including a change in the parameters for calculating the fees charged by PFMCs and an extension to the assessment period for guarantees in bond pension fund (up to ten years). 

			The total number of savers enrolled in the second pillar fell by 30,534, or just over 2%, in the first half of 2013. This decline arose primarily because the second pillar had been temporarily reopened to allow voluntary enrolment in, and withdrawal from, the scheme. The result was a net withdrawal of around 75,000 savers during the whole opening period, most of whom left the scheme in January 2013 – within the period under review – which was the last month of the reopening period. 

			The most significant outcome of the 
new statutory provisions was that most 
savers transferred to guaranteed bond pension funds 

			More significant than the moderate decline in the total number of savers was the reassignment of savers to different types of pension funds. Under the amended Act, savers not enrolled in bond pension funds had to be reassigned to a guaranteed bond pension as from 1 May 2013, unless by the end of March they had returned a slip expressing their intention to remain in their current pension funds notwithstanding the expiry of the guarantee for these funds. Given the widespread passivity among savers in this regard, the majority of them found themselves enrolled in bond pension funds from the beginning of May. According to figures reported as at 30 June 2013, fully 91% of savers were enrolled in bond pension funds, compared to just 14% at the beginning of 2013. Equity pension funds, which throughout the previous history of the second pillar had been the predominant funds, accounted for 7% of savers under the new regime. The share of mixed funds fell from around one-quarter, to 1.6%. Although the number of savers in index funds increased, their proportion of all savers was still marginal, at 0.4%. 

			At the beginning of May, one PFMC merged its mixed and index funds into its equity pension fund. Other PFMCs continued to manage four pension funds after the change in rules, and in each case only one fund was guaranteed. 

			In the first half of 2013, for the first time since the second pillar was established, the net asset value (NAV) of funds under management in the scheme declined, although the absolute decrease in the NAV from the end of 2012 was relatively insignificant, at just under €20 million (or 0.3%). The turnaround from the previous growth trend was based on two factors: first, the transfer to the Social Insurance Agency (at the end of January/beginning of February) of around €280 million in assets belonging to savers who had withdrawn from the scheme during its reopening; second, a decline in the regular inflow of money into pension funds, after mandatory contributions to the second pillar were reduced from 9% to 4% of the assessment base. Inflow of new contributions combined with modest performance of pension funds were not sufficient to fully offset the abovementioned outflows from pension funds. The assets under management in the sector as at 30 June 2013 amounted to €5.458 billion. 

			With most savers being reassigned to guaranteed bond pension funds, the distribution of assets between different types of pension fund changed accordingly. By the end of June 2013, as much as 90.6% of the total assets under management in the second pillar were in bond pension funds, while the proportions in equity funds and mixed funds fell, respectively, to 7.4% and 1.6%. Although the asset share of index funds increased, it remained practically negligible (at 0.4%). 

			Different types of pension fund came to have significantly differentiated asset portfolios after a long period of homogeneity

			Equity and mixed pension funds reported not only an outflow of assets to bond pension funds, but also an abrupt change in the composition of their asset portfolios. For years the asset portfolios of different fund types had in fact been uniformly conservative in their composition, but that situation changed during the period under review as the actual investment policies of equity and mixed funds were to a large extent brought in line with the profile indicated by the name of the funds. 

			This was apparent primarily in the marked rise in the average share of equities and investment fund shares/units in the asset portfolios of equity funds and mixed funds, which as at end-June 2013 amounted to 44% and 25% respectively. Such reprofiling of these asset portfolios was not, however, universal across the sector: two PFMCs continued to maintain a zero or negligible share of equities and investment fund shares/units in the assets of their equity and mixed funds. In the rest of the sector, these investments as a share of the NAV of individual equity and mixed funds ranged from 23% to 78%. All investment fund shares/units purchased for pension fund portfolios were shares/units in non-resident exchange-traded funds (ETFs)2, most of which – at the level of both the sector and individual pension funds – tracked the performance of major equity indices. In some pension funds, ETF investments also had partial bond profile. 

			Only one pension fund offered active access to stock market exposure through the selection and purchase of particular equities. Other pension funds provided such exposure almost entirely on a passive basis, through investment in ETFs. 

			As equities and investment fund shares/units accounted for an increasing share in the asset portfolios of equity and mixed pension funds, the proportion of the other main components of these portfolios – debt securities and bank deposits – declined. Between the beginning and end of the period under review, the share of bonds in the aggregate asset portfolio of equity pension funds fell from 62% to 49% and the share of bank deposits fell even more sharply, by 14 p.p. to 10%. As a proportion of the mixed funds’ asset portfolios, both bonds and bank deposits declined more moderately by comparison. 

			Bond funds, which from 1 May 2013 became the core of the sector, also underwent some changes in their asset portfolio. Debt securities even slightly increased their dominant share of the portfolio, which was around three-quarters as at end-June 2013. In the case of three bond pension funds, the bond component of their portfolio was indirectly increased further by what was a new development in the sector – investments in bond ETFs. The moves into bond securities were financed by reducing the bank deposit component. 

			In each of the sector’s five index funds, the composition of the asset portfolio remained unchanged, consisting almost entirely of equity ETFs. 

			Overall, the changes in the composition of pension fund asset portfolios brought not only desirable differentiation between different types of funds, but also increased heterogeneity within given fund types among PFMCs. 

			Durations of debt securities in bond funds’ portfolios further increased across the sector 

			Continuing its trend from 2012, the average weighted residual maturity of debt securities in the sector increased quite significantly, from 2.5 years to 3.9 years, while the situation in different types of fund (except for index funds) differed only marginally from the overall average. An increase in residual maturity was to a greater or lesser extent observed in all pension funds, thereby extending the already relatively high variation of this parameter across pension funds in the sector. As the residual maturity of debt instruments increased, so too did the average modified duration of pension funds’ portfolios, from 1.9 to 3.1. 

			The weighted contractual maturity of time deposits changed only in equity pension funds, becoming moderately shorter. Another change in the bank deposit component, observed also in mixed pension funds, was a substantial outflow from time to sight deposits/current accounts. As a result there was a drop in the average interest rate on deposits in equity and mixed funds’ portfolios. 

			Looking at the breakdown of debt securities by issuer, corporate bonds increased their share slightly, but government bonds remained the largest component, with a share of 57%. 

			Two equity pension funds and one mixed pension fund saw a marked increase in the share of investments denominated in foreign currency, to levels ranging from 17% to 60% of NAV, and these positions were not significantly hedged with derivative contracts. The largest share of these investments comprised USD-denominated assets (equities and ETFs). 

			Throughout the period under review, two PFMCs maintained in their pension fund portfolios a substantial share of assets where the counterparty was a country with a heightened credit risk or a bank based in such a country.3 Slovenian assets were the largest component of that asset group, with three pension funds having a relatively high concentration of this exposure – mostly to a small number (between one and three) of Slovenian banks; their exposure ranged between 7% and 14% of NAV. 

			Increased volatility in current pension-point values of equity and mixed funds

			As the equity component and duration of pension fund asset portfolios increased, current pension-point values were more volatile than at any time in the previous four years, particularly towards the end of the period under review. In all pension funds apart from index funds, the cumulative effect of asset price fluctuations was virtually neutral and the return on these funds for the first half of 2013 was around zero. In index pension funds, the situation was better, as they produced an average nominal return of just under 6% for the six months under review. 

			Annual rates of return were higher thanks to the more favourable asset price developments in the second half of 2012. As at end-June 2013, all pension funds except for one equity fund reported a positive annual return, with the figures ranging from 0.3% to 20.9%. By far the strongest performing funds were index funds, which earned an average nominal return of 15%. Behind them came mixed pension funds, with a substantially lower average return of 1.7%, and then bond funds (1.0%) and equity funds (0.7%). 

			The aggregate net profit of PFMCs for the first half of 2013 was 40% higher than for the same period of 2012, at €5.42 million. The improvement was based on fee and commission income, which increased year-on-year by 17%. That included a surge in income from pension fund performance fees (up by 106%), which occurred largely because legislative amendments in force from 1 January 2013 extended these fees to all types of pension fund and, in particular, increased the coefficient used to calculate them from 5.6% to 10% per year. Income from pension fund management fees increased by 12%, reflecting the higher average NAV in the first half of 2013. By contrast, income from personal pension account fees declined by more than half, since the monthly contribution to the second pillar was reduced in autumn 2012, from 9% to 4% of the assessment base. Savings in fee and commission expenses also contributed moderately to the sector’s profit growth. Operating expenses increased by around 3%. Three PFMCs made a higher profit in the first half of 2013 than in the same period of 2012, and only one PFMC reported a loss for the period (compared with two in the first half of 2012). 

			2.3.2 	The supplementary 
		pension scheme

			Smaller specialised supplementary pension funds maintained their growth trend in terms of number of participants and amount of assets under management

			The total number of participants in the third pension pillar declined by a moderate 9,365 in the first half of 2013, ending the period at 863,000. That result was caused mainly by one distribution supplementary pension fund in which the number of participants fell by more than twenty thousand. The total number of people enrolled in distribution funds consequently declined by just under 18,000. Participation in contributory supplementary pension funds increased slightly. In the case of smaller contributory funds with specialised investment policies, their participant base maintained a long-running growth trend, increasing by around twelve thousand. At the same time, the participant base of large balanced supplementary pension funds continued its downward trend (falling by 4,000 people), albeit at a more moderate pace. 

			The aggregate net asset value (NAV) of supplementary pension funds increased by €12.2 million in the first half of 2013, to end the period at €1.313 billion. That growth rate of less than one percent was substantially lower than the 11% rate recorded in 2012. The difference in NAV growth rates reflected mainly the performance of supplementary pension funds, since returns on assets made a significant contribution to the sector’s NAV growth in 2012, but a slightly negative contribution in the period under review. 

			Virtually all of the increase in sectoral NAV was attributable to smaller supplementary pension funds that have specialised investment policies, as the amount of their assets increased by 9%. Despite their continuing growth trend, this group of pension funds accounted for a relatively low share of the sectoral NAV at end-June 2013 (around 14%). Not only did the aggregate NAV of smaller supplementary pension funds increase, so did the NAV of each of the seven funds included in this group. 

			The aggregate NAV of the large balanced supplementary pension funds that make up the core of the scheme was marginally (0.4%) lower at 30 June 2013 than at the end of 2012. The inflow of new investment into these funds was lower than the outflow of assets caused by participants withdrawing from the third pension pillar or joining the distribution phase of the scheme. The NAV of distribution supplementary pension funds also changed only slightly during the period under review, increasing by 0.6%.

			Increase in the bond component of balanced and growth supplementary pension funds

			The composition of the aggregate asset portfolio of supplementary pension funds did not change significantly in the first half of 2013. Across funds with a balanced investment policy, the bond component of their total assets increased by 5 p.p., to 73% at end-June 2013 – one of the highest levels in the history of the scheme. The next largest component of the balanced funds’ asset portfolio remained equities and investment fund shares/units, although their share declined slightly, to 16.5% of NAV. The drop in the sectoral average was, however, caused by changes at only two pension funds managed by one SPMC; in the other three balanced funds there was a slight increase in the component of equities and investment fund shares/units. The bank deposit component fell by a half during the first six months, to an all-time low of less than 10%. 

			Growth pension funds of the supplementary pension scheme reported basically the same changes in their asset portfolio as did balanced funds, except for the greater extent to which bonds displaced investment fund shares/units. Even though their share fell from 60% to 45% of NAV, equities and investment fund shares/units still constituted the largest component of the growth funds’ asset portfolio. 

			In the asset portfolio of conservative pension funds, the share of bank deposits increased to around one-fifth of NAV. The asset composition of distribution funds remained unchanged during the period under review, with the bond component standing at 72% and bank deposits at 28%. 

			Some supplementary funds had derivative instruments in their asset portfolio, too, and these instruments had varying uses. In some they were used for hedging against exchange-rate or interest-rate risk, in others they served for the taking of speculative currency positions, and/or position-taking in commodity markets. 

			No uniform trends were evident in the average residual maturity and modified duration across individual supplementary pension fund portfolios, result of which is an unchanged level of this indicator at the sector level. 

			In several fund portfolios, the contractual maturity of time deposits declined, although in one fund the maturity increased substantially and this pushed up the average for the sector. An analogous development occurred in the level of interest rates on these time deposits. 

			Government debt securities as a share of debt securities held by supplementary pension funds increased to almost 60%, from just over half in December 2012. 

			The average performance of supplementary pension funds for the first half of 2013 was slightly negative

			As indicated above, the aggregate nominal return on supplementary funds for the first half of 2013 was slightly negative (-0.8%). Current pension-point values were rising during most of the period, but then declined following a relatively sharp correction in financial markets at the end of May and beginning of June. Consequently, their level at end-June was similar to where it was at the start of the year. 

			Each of the fifteen supplementary pension funds achieved a positive return on a year-on-year basis as at end-June 2013. Growth funds were the best performers, with an average return of 6.5% which, since the average inflation rate for the period was 3.6%, translated into a relatively healthy real yield. Balanced funds managed an average nominal return of 3.4%, distribution funds 2.7%, and conservative funds 1.5%. 

			The aggregate profit of SPMCs for the first half of 2013 increased by 64% year-on-year, to €5.1 million. Income from pension fund performance fees increased almost twofold from its 2012 level and was a key element of the overall profit growth, even though the performance of supplementary pension funds was on average lower in the first half of 2013 than in the first half of 2012. The statutory formula for calculating the performance fee does not, however, take into account the current return in the given period under review, but is based on the principle of exceeding the highest current pension-point value recorded since 1 January 2010. Furthermore, the coefficient used in this formula has a slightly higher value for 2013 than it had for 2012 (0.13 compared with 0.12). Income from pension fund management fees increased gradually, reflecting the year-on-year growth in the average NAV level. The sectoral profit was further boosted by a moderate reduction in operating expenses. All four SPMCs reported a profit for the six-month period, and in three cases it was higher than the profit for the first half of 2012. 

			

			2.4 	Collective investment

			The collective investment sector grew in the first half of 2013 at a similar pace to its growth in 2012, measured by the amount of assets under management. The increase in net asset value (NAV) was largely driven by domestic investment funds, although foreign collective investment undertakings operating in Slovakia also registered a modest increase. The NAV growth was based almost entirely on net fund sales, while the contribution of investment returns was insignificant. The structure of the change of NAV by categories of domestic funds also mirrored that in 2012. Virtually all of the increase in managed assets was accounted for by special investment funds, in particular by inflows into special professional investor funds, although special real estate funds and special securities funds also continued to sell well. By contrast, aggregate net sales of all standard investment funds were close to zero, while funds with a money market profile continued their long-running trend of net redemptions. All other fund categories apart from special alternative investment funds reported a positive nominal return on investment as at 30 June 2013, albeit lower than at the end of 2012. The aggregate profit of management companies in the sector declined year-on-year by 15%. 

			The sectoral NAV of investment funds increased and approached its all-time high 

			The growth of Slovakia’s collective investment sector in the first half of 2013 was similar to its growth in the previous year. The aggregate net asset value (NAV) of domestic investment funds and foreign collective investment undertakings (CIUs) increased during the period under review by 7.7% or €341 million, to stand at €4.74 billion by the end of June. The only time that the aggregate NAV has been higher was during a period of approximately twelve months preceding the outbreak of the global financial crisis in autumn 2008. In order to reach its previous peak, the NAV would have to increase by just under 12% from its end-June level. 

			The NAV growth was based almost entirely on positive net fund sales, and although investment returns for the six months were also positive, their contribution to the growth was relatively negligible. 

			Whereas in 2012 cross investment between funds in the sector made a relatively large contribution to NAV growth, in 2013 it accounted for a marginal share of the growth. As at end-June 2013, the NAV adjusted for cross investment would be around one-tenth lower than the unadjusted NAV. 

			The monthly increases in NAV during the first half of 2013 did not show any clear trend; they were relatively volatile, but also consistently positive. 

			The absolute increase in sectoral NAV for the first half of 2013 was largely driven by domestic investment funds. In relative terms, too, foreign CIUs performed less well, as their aggregate NAV for the period rose by 5.6% while that of domestic funds rose by 8.1%. This result is part of a trend going back to mid-2011, and consequently the share of foreign CIUs in the Slovak collective investment market has been steadily falling. 

			Five domestic management companies reported NAV growth that was within a band of plus or minus 4 p.p. around the sectoral average. Another domestic management company far exceeded that average, as the NAV of its investment funds increased by 33%; its market share increased relatively significantly, too. Around the turn of 2013, one domestic management company that had long been losing market share ended its operation and placed its investment funds under the management of its Czech affiliate. These funds, however, continued to operate as domestic funds in the first half of 2013 since they remained domiciled in Slovakia. 

			The number of domestic investment funds in Slovakia at end-June 2013 was 85, four more than at end-December 2012 following the termination of two funds and establishment of six new funds. Four of the new funds were special professional investor funds. 

			Special investment funds continued to enjoy strong net sales, while the NAV of standard investment funds remained flat 

			The NAV of domestic investment funds broken down by fund category followed a similar pattern to that observed in 2012. In money market funds and short-term investment funds – the most conservative vehicles in the sector – the long-term downward trend in NAV continued. The aggregate NAV of these two categories fell by 6% during the period under review, although this decline was around half of that recorded in 2012. The cause of the decrease was the same as before, net redemptions by the household sector. 

			One other fund category that saw NAV decrease in the first half of 2013 was other investment funds (including so-called secured funds), as the value of their assets slumped by 31%. This category, too, has continued to lose market share in the domestic sector. 

			Among standard investment funds, funds of funds achieved the largest absolute NAV growth in the first half of 2013 and their relative growth was by far the highest (23%). In doing so, they reversed a negative trend in NAV and redemptions that had lasted for almost two years without interruption. The turnaround was based on the establishment of two new funds that sparked an inflow of investment, primarily from the household sector. Nevertheless, most of the longer established funds in this category continued to report slightly negative net sales. 

			Bond funds, equity funds and mixed funds each reported similar NAV growth, ranging between 5% and 9%. In the case of bond and mixed funds, the growth was driven entirely by net sales, while the equity fund growth included a substantial contribution from investment returns. The net sales in the bond fund category were almost wholly accounted for by a single fund that attracted increased inflows from households and, to a lesser extent, from other funds in the sector. Demand for mixed funds was somewhat more broadly spread across several funds. 

			Across all the standard funds mentioned so far, the aggregate NAV growth for the first half of 2013 was a negligible €5 million on a de facto zero balance of sales and redemptions. As in the previous year, the growth in the domestic sector was driven by special investment funds, and in particular by special professional investor funds, which alone accounted for almost half of the NAV growth on the domestic side of the sector. The NAV in the special professional investor fund category soared by 71% during the period under review, with almost the entire inflow received by one of four newly established funds. The largest part of the new investment into this fund category was made by banks. 

			The NAV of special real estate funds increased by around €80 million or 16%. This fund category maintained the strong growth that has characterised its performance in recent years, and augmented its position as the third-largest category by NAV. 

			The absolute NAV growth of special securities funds was only marginally lower than that of special real estate funds, although the net sales of these funds were far weaker than in 2012, when they amounted to around half a billion euro. 

			Special alternative investment funds remained by far the smallest fund category in the sector, despite reporting 15% NAV growth in the first six months of 2013. 

			Looking at foreign investment funds sold in Slovakia, their aggregate NAV growth in the first half of 2013 was largely accounted for by funds with a money market profile (money market funds and short-term investment funds), mixed funds, and the category of other funds, each with a roughly equal share. Bond funds reported a smaller increase in assets under management, while the NAV of equity funds and funds of funds declined slightly, by less than one percent. 

			One change in investment portfolio composition which was common to all categories of standard investment fund except for one (other funds), and also to special real estate funds, was that the bank deposit component increased by several percentage points. No other significant changes in the composition of asset portfolios were recorded.

			The positive annual returns on all investment fund categories as at 30 June 2013 were based mainly on favourable market developments in the second half of 2012 

			All but two fund categories (covering both domestic and foreign funds) reported a nominal return for the first half of 2013 that was within the range of -1.1% to 0.4%. Only equity funds and special real estate funds achieved higher returns, 2.5% and 1.7% respectively. 

			The annual return on investment funds as at end-June 2013, like the return on funds in the second and third pension pillars, was boosted by share price growth in the second half of 2012. All fund categories apart from special alternative investment funds reported a positive annual return on average. Equity funds achieved the highest return of 11%, followed by funds of funds, other funds and special real estate funds (with returns of between 4% and 4.7%). Remaining categories recorded returns in the range from 0,4% (money market funds) to 3,1% (bond funds). 

			The aggregate profit of domestic management companies for the first half of 2013 was €3.75 million, down by 15% year-on-year. This decline, however, was largely attributable to one management company’s substantial loss on trading in equity securities. Abstracting from this item, the sectoral profit for the period would be higher than that for the same period in 2012. Net fee and commission income increased by 5% year-on-year and general operating expenses fell by just under one-tenth. All six domestic management companies reported a profit for the first half of 2013.

			

			2.5 	investment firms 

			The growth in overall trading volume in the sector was driven mainly by an increase in derivatives trading. At the same time, however, the amount of customer assets fell by 18%, to its lowest level for five years. 

			The amount of assets traded in the first half of 2013 through institutions licensed as investment firms increased by 30% year-on-year, marking a turnaround from the downward trend of recent years. Derivatives trading accounted for the bulk of this growth, and constituted 84% of the total amount of transactions. A significant increase in activity was also observed in bond trading.

			As for customer assets under management at 30 June 2013, their amount was 18% lower than at the end of 2012, down to its lowest level since 2007. That decline was almost entirely attributable to two management companies ceasing to provide investment services to customers in Slovakia. Nevertheless, management companies retained by far the largest share in the amount of customer assets under management.
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							Chart 1 Selected CDS spread indices
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							Chart 2 Principal equity indices and their volatility
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							Chart 3 Quarter-on-quarter real GDP growth in the euro area

						
					

					
							
							

						
					

					
							
							Source: Eurostat.

							Note: Data on the vertical scale are seasonally adjusted.
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							Chart 4 Amount of lending in the euro area (annual percentage changes)
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							Chart 5 US government bond yield curve
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							Chart 6 Assets and managed assets in the Slovak financial sector (EUR billions)
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							Chart 7 Return on equity in the Slovak financial sector (%)
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							Chart 8 Net position against parent groups and the Eurosystem (%)
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							Chart 9 Composition of household financial assets 
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							Chart 10 Distribution of cumulative returns on household financial assets in the financial sector

						
					

					
							
							

						
					

					
							
							Source : NBS.

							Note: The distribution is calculated from figures for the main types of deposits, investment funds, insurance products, and pension funds, aggregated at the level of the respective sector. 
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							Chart 11 Annual performance of household financial assets and consumer prices (%)

						
					

					
							
							

						
					

					
							
							Source: NBS, SO SR.

							Note: In 2013 the average annual return and consumer price inflation were at the same level, whereas in 2011 and 2012 the former was lower than the latter. 
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							Table 1 Selected financial relationships in the Slovak economy (EUR millions)
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							4,083 - 3,574

						
							
							

						
							
							724 - 726

						
							
							1,891 - 2,337

						
					

					
							
							Insurers

						
							
							0 - 0

						
							
							921 - 884

						
							
							

						
							
							

						
							
							305 - 262

						
							
							

						
							
							

						
							
							

						
							
							1,940 - 2,016

						
							
							

						
							
							

						
							
							

						
							
							

						
					

					
							
							Pillar II and Pillar III funds

						
							
							0 - 0

						
							
							1,437 - 1,181

						
							
							

						
							
							

						
							
							77 - 82

						
							
							

						
							
							

						
							
							

						
							
							2,008 - 1,967

						
							
							

						
							
							

						
							
							

						
							
							

						
					

					
							
							Investment funds

						
							
							0 - 0

						
							
							1,604 - 1,773

						
							
							

						
							
							

						
							
							327 - 347

						
							
							

						
							
							

						
							
							

						
							
							361 - 369

						
							
							

						
							
							

						
							
							

						
							
							

						
					

					
							
							Other financial corporations

						
							
							146 - 146

						
							
							70 - 104

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							1,357 - 1,380

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
					

					
							
							Households

						
							
							38 - 38

						
							
							26,596 - 27,054

						
							
							3,706 - 3,723

						
							
							6,778 - 6,772

						
							
							2,843 - 3,002

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							630 - 666

						
							
							

						
							
							

						
					

					
							
							Enterprises

						
							
							0 - 0

						
							
							9,559 - 8,978

						
							
							

						
							
							

						
							
							80 - 73

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
					

					
							
							General government

						
							
							2,607 - 5,640

						
							
							910 - 1,392

						
							
							

						
							
							

						
							
							0,9 - 1,0

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
					

					
							
							Rest of the world

						
							
							10,059 - 10,352

						
							
							7,396 - 8,865

						
							
							

						
							
							

						
							
							90 - 95

						
							
							

						
							
							

						
							
							48,260 - 48,553

						
							
							

						
							
							

						
							
							

						
							
							

						
							
							

						
					

					
							
							

						
					

					
							
							

						
							
							

						
							
							A direct relationship is not assumed

						
							
							

						
							
							Data are not available

						
					

					
							
							Source: NBS.

							Note: Structure of cell data: December 2012 – June 2013 (data for liabilities of enterprises to the rest of the world are as at March 2013). 

							Rows: overview of financial assets (loans and securities) invested in the institutions named in the columns.

							Columns: overview of liabilities (deposits and loans received) to institutions named in the rows.

							The figure for insurers represents technical provisions for life insurance and unit-linked products.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 12 Loans to households – changes in outstanding amount in month-on-month and year-on-year terms 

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 13 Changes in household demand for loans and in credit standards 

							

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The data represent net percentage shares. Positive values indicate an increase in demand and/or an easing of credit standards.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 14 Share of the three largest banks in new lending and in the change in the outstanding amount of loans to households (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: Data refer to shares in the outstanding amount of new loans and/or in shares in the sum of positive changes in the oustanding amounts of loans.
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							Chart 15 Trends in new consumer loans and in the month-on-month change in the outstanding amount of consumer loans to households (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The trend is obtained by smoothing the seasonally-adjusted data with an HP filter. 
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							Chart 16 Actual and simulated interest rate on housing loans to households (%)

							

							

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The simulated interest rate is based on a macroeconomic model. Further details may be found in Klacso, J., Analysis of retail lending rates for house purchase loans with a fixation period of up to one year, Biatec, No 8/2010, Bratislava, 2010. 
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							Chart 17 Estimated amount of retail 
customers' funds moved between banking groups 

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The estimation of deposit movements is the estimation of the minimum amount of retail deposits that were switched between banks in the Slovak banking sector. The figure corresponds either to the change in the amount of deposits held by banks that reported growth in deposits, or the change in the amount of deposits held by banks that reported a decline in deposits, whichever is lower. 

							On a consolidated level, the data takes into account also net sales of investment funds with the given banking group. 

							Changes in shares of new deposits are calculated as the sum of positive changes (in p.p.) in shares of new deposits. 
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							Chart 18 Retail euro deposits – changes in amount and composition (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: SA – seasonally adjusted; IF – investment fund.
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							Chart 19 Sales, exports and economic sentiment

						
					

					
							
							

						
					

					
							
							Source: NBS, SO SR.

							Note: Average for the given half year.
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							Chart 20 Corporate loans (%)

							

						
					

					
							
							

						
					

					
							
							Source: NBS.
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			1	Source: Euro area bank lending survey. 

			3	For the purpose of this section, these countries include Cyprus, Greece, Ireland, Hungry, Portugal, Slovenia, Spain and Italy. 

		

		
			
				
					
				
				
					
							
							Chart 21 Breakdown of changes in the outstanding amount of loans 

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 22 Debt securities issued by selected countries as a share of the banking sector's total holdings of debt securities (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The shares are calculated from the aggregate net carrying amount of debt securities.
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							Chart 23 Mortgage bond coverage of mortgage loans (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The chart shows the upper quartile, lower quartile, minimum, maximum and average (weighted by amount of loans) levels of coverage in the banking sector. 
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							Chart 24 Average spreads and maturities of fixed-coupon mortgage bonds

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: Spreads, coupon rates and maturities are weighted by the nominal amount of mortgage bonds issued.

							The spreads were calculated as the difference between the coupon rate for the given mortgage bond and the yield on a government bond with the same maturity at the time of issuance. In the absence of a government bond with the same maturity, the yield was calculated on the basis of a linear interpolation.

							Only fixed-coupon mortgage bonds were included in the calculation.
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							Chart 25 Selected items of interbank 
assets and liabilities (EUR billions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The chart shows month-end amounts reported by banks in the individual categories.
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							Chart 26 Interest rates in the domestic interbank market (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: Average rate for non-residents – indicates the average interest rate on interbank deposits taken from non-resident banks.

							Average rate for residents – indicates the average interest rate on interbank deposits taken from resident banks.

							The interest rates are calculated on the basis of the stock of short-term loans and deposits (with maturities of up to one year) received in euro as at the end of each month.

							The rates were calculated as an average weighted by the volume of individual transactions.

							The spreads were calculated as the difference in interest rates between the bank with the highest average rate and the bank with the lowest average rate.
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							Table 2 Aggregate net profit for the first half of 2013 broken down by year-on-year changes (EUR millions) 

						
					

					
							
							Factor 

						
							
							Value

						
					

					
							
							Net profit for the first half of 2012

						
							
							274

						
					

					
							
							Negative effects

						
							
							Decline in returns on debt securities

						
							
							35

						
					

					
							
							Decline in returns on corporate loans

						
							
							28

						
					

					
							
							Decline in returns on retail loans

						
							
							17

						
					

					
							
							Increase in credit risk costs

						
							
							20

						
					

					
							
							Decline in amount of corporate loans

						
							
							15

						
					

					
							
							Increase in operating costs, taxes and levies

						
							
							25

						
					

					
							
							Positive effects

						
							
							Interest in net interest income owing to growth in amount of retail loans

						
							
							62

						
					

					
							
							Increase in net trading income

						
							
							40

						
					

					
							
							Decline in expenses on corporate deposits

						
							
							20

						
					

					
							
							Decline in expenses on securities issued

						
							
							13

						
					

					
							
							Decline in expenses on retail deposits

						
							
							11

						
					

					
							
							Increase in dividend income

						
							
							14

						
					

					
							
							Other effects

						
							
							-6

						
					

					
							
							Net profit for the first half of 2013

						
							
							288

						
					

					
							
							Source: NBS.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 27 Profit composition changes (EUR millions) 

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 28 Factors affecting changes in net 
interest income and fee income for half-year periods (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The chart shows the changes in the sum of net interest income and net fee income between half-year periods and the breakdown of factors behind the changes. 
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							Chart 29 Credit risk costs compared with increase in non-performing loans (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: The increase in non-performing loans (NPLs) represents the net change in the amount of NPLs in the given quarter, but in order to allow direct comparison with the amount of loan-loss provisioning it does not include the amount by which NPLs are reduced through sales.

							Provisioning is not included in credit risk costs since it cannot be broken down by sector.
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							Chart 30 Capital ratios (%)

							

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The red line indicates the regulatory minimum capital requirement (8%). 
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							Chart 31 Insurance premiums (EUR billions)

							

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 32 Life insurance premiums (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 33 Benefits paid as a share of technical provisions in unit-linked insurance (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 34 Non-life insurance premiums (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 35 The loss ratio, cost ratio and combined ratio in motor vehicle 
insurance (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 36 Benefits/claims paid (EUR millions) 

							

							

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 37 Benefits paid in life insurance (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 38 Average benefits paid in life insurance (EUR)

						
					

					
							
							

						
					

					
							
							Source: NBS.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 39 Average claims paid in non-life insurance (EUR)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Table 3 The loss ratio, expense ratio, and combined ratio in non-life insurance lines for the first half of 2013 (%)

						
					

					
							
							 

						
							
							Loss ratio 

						
							
							Expense ratio

						
							
							Combined ratio

						
					

					
							
							Life insurance – supplementary insurance

						
							
							32.9

						
							
							34.9

						
							
							67.8

						
					

					
							
							Accident and sickness insurance

						
							
							48.6

						
							
							42.5

						
							
							91.1

						
					

					
							
							Motor third-party liability insurance

						
							
							49.4

						
							
							29.6

						
							
							79.0

						
					

					
							
							Comprehensive motor insurance

						
							
							80.8

						
							
							32.7

						
							
							113.4

						
					

					
							
							Other transport insurance

						
							
							65.0

						
							
							25.5

						
							
							90.5

						
					

					
							
							Carrier's liability insurance 

						
							
							32.7

						
							
							33.4

						
							
							66.1

						
					

					
							
							Property insurance

						
							
							31.4

						
							
							36.5

						
							
							68.0

						
					

					
							
							General liability insurance

						
							
							33.6

						
							
							30.3

						
							
							63.9

						
					

					
							
							Credit insurance, surety insurance and miscellaneous financial loss insurance 

						
							
							28.5

						
							
							42.3

						
							
							70.9

						
					

					
							
							Legal protection insurance

						
							
							30.3

						
							
							69.1

						
							
							99.4

						
					

					
							
							Assistance insurance

						
							
							34.2

						
							
							44.4

						
							
							78.6

						
					

					
							
							Active reinsurance

						
							
							18.0

						
							
							43.1

						
							
							61.2

						
					

					
							
							Total

						
							
							50.8

						
							
							33.6

						
							
							84.4

						
					

					
							
							Source: NBS.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 40 Reinsurance (%)

							

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 41 Composition of technical provision investments as at end-June 2013 (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 42 Composition of technical provision investments broken down by change in components (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The chart shows the annual percentage changes in the respective instruments.
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							Chart 43 Total profit of the insurance sector and its distribution across insurance 
companies (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 44 Decomposition of the solvency margin in 2012

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The left-hand scale shows the number of entities whose solvency margin falls within the given range.
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							Chart 45 Aggregate net asset value of PFMC funds broken down by fund 
category (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 46 Composition of the PFMC funds' asset portfolio broken down by type of fund and type of investment (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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			2	ETFs refer to funds focusing on copying yields of a selected benchmark; shares of these funds are publicly traded on stock exchanges. 

		

		
			
				
					
					
					
					
				
				
					
							
							Table 4 Annual return on pension funds as at June 2013

						
					

					
							
							

						
							
							Min (%)

						
							
							Weighted average (%)

						
							
							Max (%)

						
					

					
							
							Bond funds

						
							
							0.3

						
							
							1.0

						
							
							2.2

						
					

					
							
							Mixed funds

						
							
							1.1

						
							
							1.7

						
							
							2.3

						
					

					
							
							Equity funds

						
							
							-1.4 

						
							
							0.7

						
							
							2.2

						
					

					
							
							Index funds

						
							
							11.2 

						
							
							15.0

						
							
							20.9 

						
					

					
							
							Source: NBS.

							Note: The methodology is set out in the section "Glossary and abbreviations".

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 47 Current pension-point value for different fund types

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 48 Composition of funds' assets by type of investment and type of fund (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 49 Net asset value of investment funds sold in Slovakia (EUR billions)

						
					

					
							
							

						
					

					
							
							Source: NBS, SASS.

							Note: The percentage in the box above each bar represents the percentage change in the sum of the amounts of domestic and foreign funds for the respective half-year period.
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							Chart 50 Net asset value of investment funds managed by domestic management companies (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 51 Net asset value by category of investment fund as at 30 June 2013 (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS, SASS.
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							Chart 52 Changes in the amount of assets under management in the first half of 2013 broken down by fund category 
(EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS, SASS.

							Note: SIF = short-term investment funds; MMF = money market funds; BF = bond funds; EF = equity funds; MF = mixed funds; FF = funds of funds; OF = other funds; SRF = special real estate funds; SSF = special securities funds, SAF = special alternative investment funds; SPF = special professional investor funds. 
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							Chart 53 Net sales of domestic investment funds by fund category (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS, SASS.

							Note: SIF = short-term investment funds; MMF = money market funds; BF = bond funds; EF = equity funds; MF = mixed funds; FF = funds of funds; OF = other funds; SRF = special real estate funds; SSF = special securities funds, SAF = special alternative investment funds; SPF = special professional investor funds. 
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							Chart 54 Asset composition of domestic investment funds by fund category (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 55 Average annual return on investment funds broken down by fund category

						
					

					
							
							

						
					

					
							
							Source: NBS, SASS.

						
					

				
			

			

		

		
			[image: 196091.png]
		

		
			
				
					
				
				
					
							
							Chart 56 Breakdown of transactions by investment instrument (EUR billions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: CIUs – collective investment units.
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							Chart 57 Amount of customer assets 
managed by licensed entities (EUR billions)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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			Chapter 3

		

		
			3	RISKS IN THE SLOVAK FINANCIAL 
	SECTOR

			3.1 	credit risk in the banking sector

			The persisting climate of uncertainty surrounding both the domestic and external macroeconomic environment was reflected in credit risk developments in the first half of 2013. Moderate increases were observed in credit risk costs and in default rates in both the retail and corporate sectors, which were more pronounced in certain segments. These increases, however, did not point to a significant worsening of the current situation. Nevertheless, the risk of adverse future developments remains relatively elevated. 

			The main headwind facing the retail sector is the long-running high unemployment rate, with an accompanying increase in the number of long-term unemployed. On the other hand, the costs of non-performing loans are to a certain extent compensated for by other factors. Downward pressure on default rates is coming mainly from low interest rates, as well as from a moderate decrease in the number of job-seekers in middle- and higher-income categories. In addition, the loss given default would be mitigated to some extent by the LTV ratio, which has long been close to 70%, as well as by the debt service cushion existing in the segment of middle- and higher-income households. Another risk to the future situation, however, in addition to the uncertainty about macroeconomic developments, is credit standards, because at certain banks, despite stagnating property prices, a significant share of the credit portfolio comprises loan provided at a higher LTV ratio or with a short fixed-interest rate period. 

			In the corporate sector, too, there are a number of negative signals. Subdued demand for loans is reflected in the commercial real estate segment, where high a vacancy rate persists, and increases in new apartment sales are being achieved only by cutting profit margins. It is primarily the group of mid-sized banks that have a particularly high exposure to non-performing loans. 

			In both the retail and corporate credit portfolios, these risks are being significantly reduced by the ongoing period of low interest rates. Any increase in interest rates could therefore substantially increase customers’ debt-service burden. Furthermore, persisting low rates could increase the banking sector’s sensitivity to this risk. Banks will therefore need to take an increasingly cautious approach when setting requirements for LTV ratios or loan repayments, having regard to the income situation of customers. At the same time, stagnating property prices and continuing uncertainty in the commercial real estate segment underlines the necessity of a conservative approach to the valuation of collateral and setting of LTV ratios. 

			Several banks are also exposed to a higher concentration risk in the corporate loan portfolio and/or to contagion risk from external financial sectors as a result of relatively high exposure to the parent group. Another risk with a potentially substantial impact on the domestic banking sector could be the default of any systemically important customers to which several banks are significantly exposed at the same time. 

			3.1.1	Credit risk in the 
		household sector

			Certain banks provided loans with short initial rate fixation periods

			At the level of the banking sector as a whole, initial rate fixation periods for new housing loans did not show any significant tendency to become shorter. 

			Nevertheless, in the first half of 2013, certain banks that were using low interest rates to make their products more competitive and reported an increase in demand for loans, provided loans with a variable rate or with a short initial rate fixation period. 

			Loan-to-value (LTV) ratio did not change significantly in the first half of 2013 

			The average LTV ratio for new loans continued to hover around 70% during the first half of 2013. In most banks, the average LTV ratio was lower than the sectoral average, while a few large banks accounted for 40% of all new loans with an LTV ratio of between 85% and 100%. It may be a risk for these banks to have such a sizeable share of high LTV loans. 

			Unemployment developments in the first half of 2013 did not imply an increase in credit risk in the banking sector, the number of long-term unemployed grew

			The number of job seekers in middle- and higher-income categories – the categories to which belong the majority of people who qualify for bank loans – either did not change or decreased. The only exception in this trend was a 4% year-in-year increase in the number of middle-income unemployed in May and June 2013. 

			Another factor other than changes in unemployment which may affect retail credit risk is the situation in long-term unemployment. The sharp rise in unemployment in 2009 resulted in some households not having enough income to cover loan repayments. Middle- and higher-income households may have a debt-service cushion sufficient to cover repayments for on average four to five years,4 allowing them to avoid immediate default. It is already more than four years since the beginning of 2009, and according to figures from the Central Office of Labour, Social Affairs and Family the number of job seekers who have been out of work for more than four years has increased by over 30% since the beginning of January 2012. Thus the continuation of the long-running period of higher unemployment may be putting pressure on households that have so far been able to service their debts, and it could therefore lead to a higher default rate. 

			Inflow of non-performing loans increased slightly, while the ratio of NPLs to the total amount of loans remained stable 

			The ratio of non-performing loans (NPLs) to the total amount of loans remained stable during the first half of 2013, at around 4.3%. NPL ratios varied between different loan categories, including mortgage loans (below 3%), building loans and intermediate loans (around 4.4%), other housing loans (below 3%), and consumer loans (7.4%). 

			In the broad category of housing loans, the inflow of NPLs (gross value) as share of the total amount of loans was the same in the first half of 2013 as in the second half of 2012, while its moderate decrease in nominal terms, from 1.21% to 1.15%, may be attributed to the increase in the total amount of loans. On a year-on-year basis, however, the ratio increased from its 0.97% level for the first half of 2012. 

			As for consumer loan category, the inflow of NPLs as a share of total loans was 2.22% for the period under review, compared with 2.04% in the second half of 2012 and 0.68% in the first half of 2012. Although the amount of non-performing consumer loans fell sharply in March and June 2013, it did so because certain banks carried out substantial sales of NPLs. 

			3.1.2 	Credit risk in the non-
	financial corporations 
	sector

			No easing of credit risk yet

			Despite several positive signals from the euro-area macroeconomic environment, corporate credit risk has not yet begun to ease. The general development points more to a continuation of the uncertainty that has marked the past two years. 

			The elevated level of credit risk is reflected in the behaviour of banks, which in the first half of 2013 moderately tightened credit standards further. It also affected the cost of borrowing, especially for small and medium-sized enterprises. 

			Credit risk also continued to be strongly affected by low interest rates, which kept loan repayments relatively cheap. It is positive that the historically low debt-service burden remained stable during the first half of 2013, with a slight rise in interest rates being offset by a decrease in the amount of loans (Chart P 30).5 It also remains the case, however, that corporate lending rates are very low and that any deterioration in the economic situation and accompanying credit risk could not be offset by further rate cuts, as it was in 2009. 

			Default rate increased 

			The default rate increased further, after rising markedly at the end of the previous year, and by the end of the first half of 2013 it had returned to its 2011 level. This deterioration reflected the non-performance of loans that had previously been categorised as classified loans for a long period. The default rate increase was to some extent restrained by the reclassification of certain non-performing loans as standard loans. 

			Mixed situation in the commercial property market 

			The commercial property segment continues to be a major source of credit risk owing to the concentration of exposure to it. This is the most significant portfolio, accounting for more than 21% of the total corporate credit portfolio and 29% of total non-performing corporate loans.

			The office segment did not see an improvement in the first half of 2013, and although the vacancy rate declined slightly from March to June (from 14.3% to 13.6%) it was still at one of its highest levels since 2001. Furthermore, the year-on-year increase in the vacancy rate in Bratislava was higher than that in any other central European capital, and the June rate in Bratislava was higher than in Prague or Warsaw. As in the previous period, sub-lease rents did not react at all to the increase in the vacancy rate, possibly reflecting supply-side concentration. 

			Some improvement was observed in the residential segment. Net sales of new apartments were stronger in the first half of 2013 than at any time since 2009, and the number of fully sold residential projects increased during this period. This upturn in sales was accompanied, however, by a further decline in prices of new apartments. 

			Slight deterioration in credit portfolio quality 

			In June 2013, the credit portfolio’s quality declined significantly for the first time since the end of 2010, with the NPL climbing to the 8% threshold after a period of relative stability. This rise was driven by non-performing loans in the real estate portfolio, as they soared by €74.6 million and accounted for 90% of the increase in corporate NPLs. This confirmed the primacy of the commercial property segment in terms of credit risk concentration in the corporate credit portfolio. In June 2013, as mentioned above, this segment of the portfolio accounted for 29% of the total amount of NPLs. 

			Although the NPL ratio increased at most banks during the first half of 2013 (mainly at the end of the period), the longer-term trend of widening differences between the quality of corporate credit portfolios of individual banks continued. 

			3.1.3	 Concentration risk

			Some banks have a relatively high concentration risk exposure

			Looking at the domestic banking sector’s exposure to corporate credit risk, a number of banks are at significant risk from their highly concentrated exposure to groups of closely-linked customers. Although the maximum exposure to one group of economically-related customers is set by law at 25% of own funds, this risk could be of a systemic nature, since more than one bank can be exposed to one and the same group. This risk is related to so-called systemically important customers, which if they defaulted could trigger a slump in the capital ratios of more than three banks. 

			Concentration risk is evident not only in the significant default risk attached to systemically important customers, but also in the higher exposure of certain banks to their own parent group, since exemptions from the above-mentioned 25% limit are allowed for exposure to a parent undertaking or other non-resident bank that is a member of the parent group. At no bank does exposure to subsidiaries exceed 25% of own funds. 

			

			

			3.2 	Market risks and liquidity risk

			Although the situation in financial markets did not deteriorate significantly from the previous year, the risk of regression to a state of mounting uncertainty and volatility remains significant. 

			The financial segment that saw the most marked change in its portfolio’s exposure to market risk was the second pension pillar. This stemmed mainly from changes in the regulation of the old-age pension saving scheme, which included abolishing the guarantees that PFMCs had been providing for higher-risk funds. The increased risk exposure of the PFMC funds’ asset portfolio was largely attributable to growth in the equity component and to lengthening of the pension funds’ duration.  Non-guaranteed PFMC funds therefore became far more sensitive to a potential decline in share prices or increases in interest rates or credit spreads. It should be noted, however, that the market share of these higher-risk funds fell sharply, since the vast majority of assets were switched to bond funds that remained guaranteed. The risk exposure of these bond funds also increased, however, and the overall average value at risk (VaR) in the PFMC fund sector roughly doubled during the first half of 2013. 

			As for other financial market segments, portfolio risk exposures either remained stable or increased only slightly. The moderate increase of insurers’ exposure to stock markets and the slight rise in the duration of the bond portfolios of banks and pillar-three pension funds were less significant in their impact. 

			For most segments, the most significant risks were interest rate risk or credit spread risk, but in the portfolios of the collective investment sector and SPMC funds the more prominent exposures were to foreign exchange risk and equity risk. 

			No significant changes in banking sector liquidity, whether short-term or long-term occurred during the first half of 2013. 

			3.2.1 	Credit spread risk

			Financial markets did not worsen significantly, but the risk of strains returning and asset prices falling remains significant 

			After improving somewhat during the second half of 2012, the situation in financial markets did not worsen significantly in the first half of 2013. Despite moderate increases in volatility, investor risk aversion and credit spreads in June 2013, the market conditions were far more favourable than it had been in the first half of 2012. Nevertheless, there remains a relatively strong risk of returning strains and falling asset prices in European financial markets, as is also evident from the still comparatively high systemic risk of a simultaneous failure of European banks.6 

			The exposure of Slovak financial institutions to higher-risk EU countries declined slightly. 

			Amid the persisting risk of a potential downturn in government bond prices, it is positive that the exposure of the Slovak financial sector to stressed EU countries remains relatively low. In no segment of the financial market does this exposure exceed 5% of assets. The only moderate increase in bond exposure to such countries during the period under review was observed in funds of the third pension pillar (in this case the countries were Italy, Ireland and Slovenia) and in unit-linked insurance (Italy). 

			In June 2013, the PFMC and SPMC sectors had the largest exposure to higher-risk EU countries. 

			It should be noted, however, that most of the new investments in bonds issued by these stressed countries had a relatively short duration, thereby reducing their sensitivity to any increase in credit spreads. 

			Further details of the exposure of different funds to higher-risk EU countries are given in Table 5. 

			3.2.2 	Other market risks in the 
		Slovak financial sector 
		from a systemic 
		perspective

			The risk from long-term low interest rates persists 

			Interest rates continued to decline in the first half of 2013, falling to an all-time low at the beginning of May 2013. Although they subsequently began to rise again, the period of depressed interest rates continues. In response to decreasing interest rates, NBS reduced the maximum level of the technical interest rate to 1.9% (Decree No 3/2013 of 25 June 2013).

			The risk from low interest-rates is most pronounced in the life insurance sector. In an environment of low interest rates, it is difficult for life insurers to achieve investment returns that would cover the returns guaranteed in insurance policies. During the first half of 2013, the average investment return fell to just below the average guaranteed return. In comparison with 2012, however, the capacity of insurers to earn the necessary investment returns has diminished. 

			A risk for insurers (as well as for other financial market participants) is that maturing bonds are replaced with new investments while interest rates are low (so-called reinvestment risk). At present, around 18% of the insurance sector’s bond portfolio was purchased during the period of lowest interest rates (from the first quarter of 2012). The risk pertains mainly to the further 15% of the bond portfolio that is expected to mature within two years. Thanks, however, to a moderate increase in interest rates at the end of the first half of 2013, the impact on interest income of financial market participants has been lower than it would have been had rates remained at their end-2012 level. 

			3.2.3 	The most significant 
		market risks in 
		particular financial 
		market segments

			Duration of the pension funds’ portfolio continued to increase

			One of the most significant changes concerning the riskiness of PFMC fund portfolios was the increase in their average duration. This stemmed mainly from the debt securities portfolio of PFMC funds, which recorded sharp increases in duration (from 1.9 to 3.1 years) and residual maturity (from 2.5 to 3.9 years); these were only slightly offset by a moderate drop in the residual maturity of bank deposits. This development continued a trend going back to the beginning of 2012. 

			PFMC funds became notably more sensitive to interest rate risk, particularly to an increase in interest rates or credit spreads. A rate hike of 1 percentage point would cause the current pension point value to fall by more than 2%. 

			The duration of all PFMC funds lengthened, most markedly in equity funds, but also in the portfolios of the least risky guaranteed funds. One reason may have been the extension of the performance assessment period for guaranteed funds under the obligation to compensate losses, which was extended as of 1 April 2012 from six months to five years and then again, as of 1 January 2013, to ten years. 

			SPMC funds, too, saw a further increase in the duration of their portfolio during the first half of 2013. In this case, however, the cause was not only an increase in the bond portfolio duration, but principally an increase in bond investments as a share of the total NAV. 

			As well as an increase in duration, the PFMC funds’ portfolio changed also in the breakdown of debt securities by country of issuer. Notable in this regard was the decline in bonds issued in the central European region (Slovakia, Poland, the Czech Republic) and their replacement with bonds issued in the Benelux countries and, in part, in certain higher-risk countries (Slovenia, Italy and Ireland), as well as to a lesser extent by international institutions (EBRD, EU). The increase in duration was driven mainly by bonds issued in Austria and Australia and by international institutions. 

			Equity risk in PFMC funds continued to rise

			Equity risk in the PFMC funds’ portfolio maintained the rising trend that emerged in the second half of 2012, with most of the increase attributable to investments in ETFs that most frequently replicated investments in major stock markets. 

			Interest rate risk in the trading book remains low in most banks 

			The impact of interest rate movements on the revaluation of debt securities remains relatively low, owing to the small proportion of securities held for trading and their short duration. Hence the adverse effect of a rise in interest rates is expected to be relatively modest. However, as was seen last year, the profits of some banks could be vulnerable to a decline in interest rates, since the bonds held in their available-for-sale portfolio (not fair valued through profit or loss) are hedged with interest rate derivatives in the held-for-trading portfolio. In this case, however, the decline in gains on derivative transactions would be offset by an increase in own funds based on an upward revaluation of bonds in the AFS portfolio. 

			Interest rate risk in the banking book increased moderately during the first half of 2013 because, on the one hand, the bond portfolio duration increased slightly (from 3.2 to 3.5 years) and, on the other hand, the residual maturity of liabilities to banks declined. 

			The most pronounced increases in bond duration were observed in the portfolio of securities available for sale and, to a lesser extent, in the portfolio of securities held to maturity. These had a slight upward effect on the risk that a revaluation of the AFS portfolio in response to higher interest rates would adversely affect bank capital ratios. 

			The impact of interest rate risk on the banking sector is, however, largely confined to the long-term horizon, largely through the net interest margin. In this regard, banks’ interest income is affected not only by changes in the amount of deposits and loans, but mainly by the intensity of competition and the maturity breakdown of deposits, particularly in the retail portfolio. This issue is looked at in more detail in the section “Financial position of the banking sector”. 

			3.2.4 	Measuring market risks 
		using value at risk 
		(VaR)

			Total VaR increased, with pension funds recording the highest rise

			During the first half of 2013, total value at risk was affected mainly by the previously mentioned changes in the asset portfolios of PFMC funds and SPMC funds (the second and third pension pillars), which led to an increase in the risk exposure of these funds. This impact was most pronounced in the second-pillar portfolio, as increases in the risk of bond and, to a lesser extent, equity investments pushed up the 10-day, 99% VaR to more than twice its end-2012 value. 

			Lengthening durations caused rises in interest rate risk in several sectors

			A moderate increase was observed in VaR for interest rate risk and credit spread risk, this being most evident in PFMC funds, in the asset revaluation risk of insurers and, to a lesser extent, in PFMC funds. The main cause of this increase was the lengthening of the average duration of the debt securities in these types of institutions. In the case of PFMC funds, it even led to a rise in the VaR for the whole portfolio. 

			It should be noted, however, that asset risk assessment reveals relatively substantial diversification effects. At the end of the period under review, these effects were most apparent between equity and bond investments, while the downward revaluation of equity investments is expected to be partially offset by appreciation of the US dollar or other foreign currencies. In recent months, a partial diversification effect has also appeared between the risks of interest-rate and credit-spread movements. These effects are most pronounced in SPMC funds. 

			Funds became increasingly differentiated in terms of their riskiness

			As Chart 74 shows, the easing of the obligation to guarantee the rate of return in mixed and equity funds resulted in a relatively clear differentiation between different types of second-pillar funds in terms of their overall riskiness. Whereas all fund types (except for index funds) are exposed to interest rate risk, mixed funds and equity funds are additionally exposed to equity risk and foreign exchange risk as well. But although the risk exposure of these funds has risen quite sharply, it is still lower than the risk exposure of comparable investment fund categories. 

			Investment funds have the largest exposure to foreign exchange risk and equity risk. Their exposure to credit spread risk is small (unlike that of other sectors) and is almost entirely confined to bond funds. Since assets in these funds have a relatively short duration, their exposure to interest rate risk is relatively low. 

			Further details about the distribution of risk across different financial market segments are provided in Table 7. 

			3.2.5 	Liquidity risk in the 
		banking sector

			Looking at the banking sector’s liquidity in both the short term and long term, no significant changes occurred during the first half of 2013. Banks’ liquid asset coverage of their volatile funds was sufficient, at 146%. Although the amount of volatile funds increased moderately (by 7%) during this period, this increase was offset by a rise in holdings of liquid assets. Hence the liquid asset coverage of volatile funds remained basically unchanged. 

			When analysing short-term liquidity, however, it is necessary to pay attention to two facts. 

			First, certain larger banks report a liquid asset ratio that is close to the regulatory minimum level, and these banks saw a further slight deterioration in that ratio during the first half of 2013. As a result, they may find themselves compelled to make some adjustments to their business strategy. 

			Second, the composition of the liquid assets that banks use to cover their volatile funds shows considerable heterogeneity. In most banks (with the exception of foreign bank branches), at least 40% of liquid assets comprise unencumbered securities, and the remainder consist mostly of positive cash flows from claims on customers. A higher share of securities is considered preferable since it is possible, if necessary, to liquidate securities immediately, whereas positive cash flows are tied to the agreed payment date. 

			The long-term liquidity of the Slovak banking sector did not change significantly, and the deposit to loan ratio of most banks remains at a sound level. 

		

		
			
				
					
				
				
					
							
							Chart 58 New housing loans broken down by initial rate fixation period (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 59 Loan-to-value ratio (%)

							

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 60 Inflow and total number of 
jobseekers (thousands of persons)

						
					

					
							
							

						
					

					
							
							Source: Central Office of Labour, Social Affairs and Family.

							Note: Inflow data are seasonally adjusted. 
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			4	The stress test results for households based on the Household Finance and Consumption Survey, mentioned in the Analysis of the Slovak Financial Sector for 2012.

			5	The debt-service burden is calculated as the ratio of the current outstanding amount of corporate loans (at the average interest rate) to total sales of the corporate sector.

			6	Source: ESRB Risk Dashboard 

		

		
			
				
					
				
				
					
							
							Chart 61 Employment in selected sectors

							

						
					

					
							
							

						
					

					
							
							Source: SO SR.

							Note: Index: year-on-year changes in number of employed persons.
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							Chart 62 Non-performing loan ratios in selected loan categories (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 63 Changes in the credit quality of housing loans and consumer loans (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: Data are not seasonally adjusted.
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							Chart 64 Outstanding amounts of NPLs broken down by sector

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 65 Bonds issued by higher-risk countries as a share of total assets

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The group of higher-risk EU countries includes Greece, Cyprus, Slovenia, Spain, Italy, Ireland, Portugal and Hungary. 

						
					

				
			

			

		

		
			
				
					
					
					
					
					
					
					
					
					
					
				
				
					
							
							Table 5 Investments in debt securities of selected countries as a share of total assets (%) 
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							Source: NBS.

							Notes: Values are given as percentages and represent debt securities issued by the respective country (or institutions established in that country) as a share of total assets or NAV. 

							An empty cell denotes a zero value.

							The figure 0.0 denotes not a zero value but a negligible value (less than 0.05). 
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							Chart 66 Selected interest rates 

							

						
					

					
							
							

						
					

					
							
							Source: Reuters.

							Notes: swap – 10-year euro swap rate; 10-year SK– yield on 10-year zero-coupon Slovak government bonds.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 67 Guaranteed interest rate versus actual return (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							1) Since the average guaranteed rate figures for the first half of 2013 are not yet available, the data for 2012 are used as an estimate. 
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							Chart 68 Distribution of the insurance sector's coverage of guaranteed returns with actual returns (p.p.) 

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: For each insurance company the difference is calculated between, on the one hand, the investment return on assets covering technical provisions in life insurance (where the risk is borne by the insurer) and, on the other hand, the average guaranteed rate pertaining to technical provisions in life insurance (excluding unit-linked insurance). 

							The left-hand scale shows the maximum, minimum, interquartile range, median, and average of this variable in the insurance sector.

							Only life insurance companies are included. 

							A positive value means that the return is higher than the guaranteed rate in life insurance.

							1) Since the average guaranteed rate figures for the first half of 2013 are not yet available, the data for 2012 are used as an estimate. 
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							Chart 69 Profile of insurers' bond portfolio maturities (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The horizontal scale shows bond maturities in years.

							The left-hand scale shows the share of the overall portfolio accounted for by bonds covering technical provisions (excluding provisions for unit-linked insurance).

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 70 Decline in income from bonds and time deposits where interest rates remain low over the long-term horizon (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: The vertical axis shows future interest income where rates remain low compared with interest income for the first half of 2013 (represented as 100%) 

							In the case of insurers, investments in which the customer bears the risk are not taken into account. 

							In the case of banks, only income from securities is taken into account, not income from loans and deposits. The horizontal scale shows bond maturities in years.

							The left-hand scale shows the share of the overall portfolio accounted for by bonds covering technical provisions (excluding provisions for unit-linked insurance).
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							Chart 71 Risk parameters in the PFMC funds' portfolio

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: Equities and investment fund shares/units as a share of NAV (left-hand scale). Net open foreign exchange position as a share of NAV (left-hand scale). Duration of the whole asset portfolio in years (right-hand scale) 

						
					

				
			

			

		

		
			
				
					
					
					
					
					
					
					
					
				
				
					
							
							Table 6 Changes in the share of equity, foreign-exchange and interest-rate positions in different segments of the financial market
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							Source: NBS, Reuters, 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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							Chart 72 Distribution of the duration of bank-held bonds broken down by portfolio type

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The Chart shows the median, interquartile range, minimum and maximum of duration across individual banks, broken down by portfolio type. 
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							Chart 73 VaR across financial market 
segments (%) 

						
					

					
							
							

						
					

					
							
							Source: NBS, Reuters, Bloomberg, internet. 

							Notes: VaR represents the worst expected loss over a given number of working days at a given confidence level.

							Data on the left-hand scale represent percentage shares of total assets (or NAV).

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

							VaR was calculated as the worst expected loss over a period of 10 working days at a confidence level of 99%.

							Interest rate risk and foreign exchange risk include also indirect interest rate and foreign exchange risk, i.e. the risk to which individual institutions or funds are exposed through investments in investment fund shares/units. 
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							Chart 74 VaR of PFMC funds (%)

							

						
					

					
							
							

						
					

					
							
							Source: NBS, Reuters, Bloomberg, internet. 

							Notes: Unless otherwise stated, the data are as at 30 June 2013 (the value of the overall risk as at 31 December 2012 is stated for the purpose of comparison).

							Data on the left-hand scale represent percentage shares of NAV.

							VaR was calculated as the worst expected loss over a period of 10 working days at a confidence level of 99%.

							1) Lower-risk funds include short-term investment funds, money-market funds, and special securities funds. 

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 75 VaR of mutual funds and of assets invested under unit-linked insurance policies (%)

						
					

					
							
							

						
					

					
							
							Source: NBS, Reuters, Bloomberg, internet. 

							Notes: Unless otherwise stated, the data are as at 30 June 2013 (the value of the overall risk as at 31 December 2012 is stated for the purpose of comparison).

							Data on the left-hand scale represent percentage shares of NAV.

							VaR was calculated as the worst expected loss over a period of 10 working days at a confidence level of 99%.

							1) Lower-risk funds include short-term investment funds, money-market funds, and special securities funds. 
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							Table 7 VaR across financial market segments (%)
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							Median

						
							
							Upper quartile 

						
							
							Weighted average 

						
					

					
							
							Insurers

						
							
							0.7

						
							
							1.2

						
							
							1.3

						
							
							1.3

						
					

					
							
							Unit-linked insurance

						
							
							1.1

						
							
							1.6

						
							
							2.3

						
							
							1.6

						
					

					
							
							PFMC funds

						
							
							0.7

						
							
							1.3

						
							
							2.5

						
							
							1.0

						
					

					
							
							Mixed funds

						
							
							0.7

						
							
							1.1

						
							
							1.6

						
							
							1.2

						
					

					
							
							Equity funds

						
							
							0.7

						
							
							1.6

						
							
							2.5

						
							
							2.5

						
					

					
							
							Bond funds 

						
							
							0.5

						
							
							0.8

						
							
							1.0

						
							
							0.9

						
					

					
							
							Index funds

						
							
							7.0

						
							
							7.6

						
							
							9.0

						
							
							8.3

						
					

					
							
							SPMC funds

						
							
							0.8

						
							
							1.2

						
							
							1.8

						
							
							1.2

						
					

					
							
							Distribution funds

						
							
							0.5

						
							
							0.7

						
							
							0.8

						
							
							0.6

						
					

					
							
							Contributory funds

						
							
							1.0

						
							
							1.5

						
							
							1.8

						
							
							1.2

						
					

					
							
							Investment funds

						
							
							0.5

						
							
							1.3

						
							
							3.1

						
							
							1.3

						
					

					
							
							Lower-risk funds

						
							
							0.0

						
							
							0.1

						
							
							0.3

						
							
							0.2

						
					

					
							
							Bond funds

						
							
							0.5

						
							
							0.8

						
							
							1.4

						
							
							1.4

						
					

					
							
							Special real estate funds

						
							
							0.1

						
							
							0.6

						
							
							0.6

						
							
							0.4

						
					

					
							
							Mixed funds

						
							
							1.2

						
							
							2.6

						
							
							5.0

						
							
							3.0

						
					

					
							
							Funds of funds

						
							
							1.5

						
							
							2.1

						
							
							2.6

						
							
							2.1

						
					

					
							
							Equity funds

						
							
							3.4

						
							
							7.5

						
							
							8.5

						
							
							6.8

						
					

					
							
							Source: NBS. 

							Notes: The values are given as a percentage share of total assets (or NAV); they represent quartiles or the asset-weighted average for each group of institutions. 

							VaR was calculated over a period of 10 days at a confidence level of 99%.

							Lower-risk funds include short-term investment funds, money-market funds, and special securities funds. 

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 76 Composition of liquid assets across individual banks (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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			4	Macro stress testing of the Slovak 
	financial sector

			Macro stress tests conducted at the end of the first half of 2013 gauged the resilience of the financial sector to potential headwinds from the global economy and financial markets in the period from the second half of 2013 to the end of 2015. The scenarios used in the testing were a Baseline scenario based on the official NBS Medium-Term Forecast and two stress scenarios, entitled ‘Economic Downturn’ and ‘Sovereign Crisis’. The Baseline scenario assumes that economic growth will increase moderately in 2013 and then accelerate under upward pressure from the pick-up in external demand and also, gradually, in domestic demand. Inflationary pressures are not envisaged. The Economic Downturn Scenario assumes a decline in external demand that pushes the domestic economy into recession. Under the Sovereign Crisis scenario, the adverse impact of weakening external demand is expected to be exacerbated by elevated financial market strains brought on by a further escalation of the sovereign debt crisis. 

			The banking sector’s high capital ratio is assumed to be the main factor behind the relatively positive stress test results for banks. Under the Baseline scenario, all banks would meet the regulatory minimum capital requirement (8%) at the end of the period under review. Under the Economic Downturn scenario, the total amount of additional capital needed for all banks to meet that threshold would be €8 million (0.2% of own funds as at 30 June 2013), and under the Sovereign Crisis scenario it would be €89 million (1.8%). As in previous tests, these scenarios assume that the impact of losses stemming from respective risks on banks would be mitigated by banks’ capacity to generate net interest income, although as the stress scenarios increase in gravity, the amount of net interest income would gradually decline. 

			The most significant risk to the sector remains credit risk on loans to non-financial corporations, followed by household credit risk. Only certain banks face sizeable market risks. Interest rate risk and the risk of an increase in credit spreads are mitigated by the high share of securities purchased for the portfolio of securities held to maturity. 

			The increased riskiness of PFMC funds’ asset portfolios was evident in the stress test results, particularly in losses under the Sovereign Crisis scenario, caused mainly by an increase in credit spreads on government bond holdings. Index funds have the largest risk exposure, followed by certain mixed funds and equity funds. 

			Investments in funds of the third pension pillar would also be exposed to a relatively sharp drop in performance in the event of market turbulences. As with PFMC funds, the most adverse impact on SPMC funds would be from an increase in credit spreads on bonds. In some funds, losses would be significantly exacerbated by a downward revaluation of equities, although that effect would be partially offset by an assumed strengthening of the US dollar against the euro. 

			The average impact of the stress test scenarios on investment funds was moderately more positive than it was on PFMC and SPMC funds, largely because investment funds have the lowest sensitivity to interest rate risk and increasing credit spreads. In this sector, unlike the pension sector, equity risk would have the most significant negative impact, although its impact would be highly uneven across the funds. 

			Due to the structure of insurers’ asset portfolios, interest rate risk is the most elevated financial risk while other market risks are less significant. A highly unfavourable situation for insurers would be a combined shock in non-life insurance and financial markets. In that case, every insurer would make a loss, and the sector’s aggregate loss as a share of own funds would be around 14% under the Economic Downturn scenario and 26% under the Sovereign Crisis scenario. 

			4.1	 Description of scenarios used

			The purpose of macro stress testing is to gauge the resilience of the financial sector to potential headwinds from the global economy and financial markets. Scenarios are designed to simulate the impact of the largest number of risk factors that are considered to be relevant to the Slovak financial sector. 

			The resilience of the Slovak financial sector was tested, as usual, using three scenarios: a Baseline scenario and two stress scenarios. Each scenario covers a period from July 2013 to the end of 2015, with results estimated from data as at 30 June 2013. 

			Since stress tests require a relatively large number of simplifying assumptions, the results should not be construed as a forecast of future developments. 

			Baseline scenario

			The Baseline scenario is based on the official Medium-Term Forecast published by NBS as of the second quarter of 2013.7 Under this scenario, economic growth in 2013 will be driven entirely by net exports, but with the euro area experiencing the longest recession since its establishment, domestic growth is assumed to be modest. In coming years, the scenario envisages a pick-up in external demand and consequently also in domestic demand. No significant inflationary pressures are expected to appear during the reference period. 

			Economic Downturn scenario

			This scenario assumes that worse than projected results in certain world economies cause a slump in external demand that will be most pronounced in 2014. Demand then picks up in 2015, together with a revival of the domestic economy. Inflation is slightly lower under this scenario than under the Baseline scenario, owing to the weakening of demand. 

			Since the scenario assumes a decline in economic activity at the global level, there are no significant movements in exchange rates. However, the scenario does include a decline in stock markets and increases in credit spreads. 

			Sovereign Crisis scenario

			In addition to the adverse trends of the Economic Downturn scenario, this scenario includes a re-escalation of the euro area’s sovereign debt crisis. Consequently, no significant improvement in the domestic economy is envisaged even in 2015. In contrast to the Economic Downturn scenario, a weakening of the euro against the US dollar is expected, as well as a depreciation of the currencies of Slovakia´s neighbours against the euro. Credit spreads are assumed to increase significantly amid mounting strains in financial markets. 

			As regards insurance risks, both stress scenarios assume a rising mortality rate in life insurance and, in 2013, an increased loss ratio in non-life insurance. Insurance and financial risks are treated as independent events. The task of the Sovereign Crisis scenario is to asses the impact of a combined shock in insurance and financial risk, and the insurance risk situation is not related to macroeconomic developments. 

			4.2 	Scenario impacts 

			The large capital buffer as at the end-June 2013 is expected to make the banking sector quite strongly resilient to economic headwinds

			Under the Baseline scenario, the capital ratio of each bank at the end of the stress period would be higher than the statutory minimum level of 8%. Under the Economic Downturn scenario, the additional capital needed for the sector to meet this threshold would be €8 million (equivalent to just under 0.2% of own funds as at end-June 2013), while under the Sovereign Crisis scenario it would be €89 million (1.8%).

			This positive result is based mainly on two factors. First, the sector as a whole has a relatively large capital buffer, with an aggregate capital ratio of 16.2% as at end-June 2013. It follows that even though the number of banks that would report a loss at the end of the stress period increases with the gravity of the scenario, the banks in question appear to be sufficiently capitalised to avoid incurring a sharp capital ratio drop in such an event (the number of banks reporting a loss at the end of the stress period would be three under the Baseline scenario, five under the Economic Downturn scenario, and nine under the Sovereign Crisis scenario). 

			The different scenarios had moderately different effects on the sector’s aggregate capital ratio. Under the Baseline scenario, the capital ratio would rise slightly, supported by an assumed increase in own funds. However, an increase in risk-weighted assets resulting from the projected rise in lending would have a restraining effect on this ratio. Under the Economic Downturn scenario, the sector’s capital ratio increase would be slightly higher. Although the overall amount of capital would increase less under this scenario than under the Baseline scenario, the capital ratio would increase more owing to different developments in risk-weighted assets. In this scenario, unlike the Baseline scenario, the amount of loans decreases, but the amount of risk-weighted assets is assumed to remain constant owing to the higher riskiness of the loan portfolio. The Sovereign Crisis scenario envisages a drop in the aggregate capital ratio based on assumptions of a decline in the amount of own funds and a constant amount of risk-weighted assets.

			The second factor is the assumed capacity to generate net interest income. Although the overall amount of this income falls in both stress scenarios in comparison with the Baseline scenario (owing to the lower amount of lending), it still enables banks to mitigate the impact of losses stemming from different risks on their capitalisation. 

			Corporate credit risk remains the most significant risk to the sector as a whole 

			As under previous stress tests, the sector would suffer its highest losses on the portfolio of loans to non-financial corporations. The overall losses reflect the assumed increase in the default rate (causing the outstanding amount of non-performing loans to rise) and decline in the value of loan collateral, which affects the amount of the loss on the given amount of NPLs. 

			The second most significant risk remains household credit risk. Under the Economic downturn scenario, several banks reported higher losses on household loans than on loans to enterprises, while under the Sovereign Crisis scenario, corporate credit risk is predominant. 

			Market risks are the third risk affecting the overall loss. Equity risk and foreign exchange risk are generally quite low at the sectoral level, representing a more serious factor only in a few banks, while the risk of losses on the revaluation of securities are limited by the relatively high share of securities in the held-to-maturity portfolio.8 

			Sensitivity of PFMC funds to any adverse developments in financial market increased

			The rise in the risk exposure of the PFMC funds’ asset portfolio (related to increases in the duration and equity positions) was evident in stress test results that pointed to relatively high losses in the event of financial market strains. These losses are highest under the Sovereign Crisis scenario and would be caused mainly by an increase in spreads on government bonds held by PFMC funds. 

			The most exposed PFMC funds are index funds, as the current pension-point value of these funds could fall by between 30% and 50% under the Sovereign Crisis scenario. However, index funds account for only a very small share of the total. The next most exposed funds under the stress scenarios would be certain mixed and equity funds, with a potential decline of around 15%. 

			For SPMC funds, the greatest exposure would be to credit spread increases

			Investments in funds of the third pension pillar would also be exposed to a relatively sharp drop in performance in the event of market turbulences. Under the Sovereign Crisis scenario, most of these funds would see their performance decline to between 0% and 10%. As with PFMC funds, the most adverse impact on SPMC funds would be from an increase in bond spreads. In some funds, losses would be significantly exacerbated by a downward revaluation of equities, although that effect would by partially offset by an assumed strengthening of the US dollar against the euro. 

			With most funds pursuing a relatively conservative investment policy, only a few higher-risk funds would be significantly affected by the stress scenarios

			The impact of the stress scenarios would be slightly more positive on the collective investment sector than on PFMC and SPMC funds. This is largely because investment funds have the lowest sensitivity to interest rate risk and an increase in credit spreads, which in other financial market segments are the most significant risks. This lower sensitivity reflects the shorter average duration of the collective investment sector’s overall portfolio, as well as the shorter average residual maturity of its debt securities portfolio. 

			Nevertheless, the stress scenarios would have a highly uneven impact on investment funds. This sector, unlike pension funds, would be most vulnerable to equity risk. The stress scenarios would have the most adverse impact on certain equity and mixed funds, as well as on a few bond funds with a higher exposure to foreign exchange risk. 

			Several insurers would make a significant loss in the event that insurance risk increased alongside a deterioration in financial markets

			Looking at the composition of insurers’ asset portfolios, the most elevated financial risk in this sector is interest rate risk. Since all three scenarios assume at least some increase in interest rates, the economic value of the sector’s portfolio would decline. That decline would be more marked under the Sovereign Crisis scenario, owing to the increase in credit spreads. While a decline in technical provisions would mitigate the effect of higher interest rates, the extent to which it would do so is not quantified. Other market risks are less significant at the level of the insurance sector as a whole. 

			The size of the losses on non-life insurance under the Sovereign Crisis and Economic Downturn scenarios are similar. The probability of a simultaneous increase in losses in all lines of non–life insurance is, however, small, owing to the low correlation between the different types of insurance claim. 

			A highly unfavourable situation for insurers would be a combined shock in non-life insurance and financial markets. In that case, every insurer would make a loss, and the sector’s aggregate loss as a share of own funds would be around 14% under the Economic Downturn scenario and 26% under the Sovereign Crisis scenario. Most insurers would report a loss for 2013, but would return back to profit in 2014. Losses would be to some extent offset by a decline in technical provisions. 

		

		
			
				
					
				
				
					
							
							Chart 77 Annual GDP growth – Baseline and stress scenarios (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 78 Average annual inflation – Baseline and stress scenarios (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.
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			7	http://www.nbs.sk/en/publications-issued-by-the-nbs/nbs-publications/medium-term-forecast/medium-term-forecast-2013

			8	Since no assumptions are made for the restructuring of any sovereign bonds, securities in the HTM portfolio do not give rise to any losses resulting from increased provisioning on these securities. 

		

		
			
				
					
				
				
					
							
							Chart 79 Aggregate capital adequacy ratio of the banking sector under different scenarios (%)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: Estimates as at the end of each year include the share of profits for that year which are to be retained to increase capital.
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							Chart 80 Projected profit/loss of the banking sector under different scenarios (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart 81 Main factors affecting the level of own funds under different scenarios (EUR billions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: Figures represent estimates as at 31 December 2015.

							The second, third and fourth bars show the contributions of different profit items to the increase/decrease in own funds. 

							Other income/expenditure comprises mainly general operating expenses which reduce profit.
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							Chart 82 Stressed losses of the banking sector broken down by risk type (EUR millions) 

						
					

					
							
							

						
					

					
							
							Source: NBS.
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							Chart 83 Impact of the Baseline scenario and stress scenarios on PFMC funds

						
					

					
							
							

						
					

					
							
							Source: NBS, ECB, Bloomberg, internet.

							Note: The left-hand scale shows the average of the index of the current pension-point value weighted by the net asset value of individual funds. 
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							Chart 84 Impact of the Baseline scenario and stress scenarios on SPMC funds

						
					

					
							
							

						
					

					
							
							Source: NBS, ECB, Bloomberg, internet.

							Note: The left-hand scale shows the average of the index of the current pension-point value weighted by the net asset value of individual funds.
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							Chart 85 Impact of the Baseline scenario and stress scenarios on collective investment funds (%)

						
					

					
							
							

						
					

					
							
							Source: NBS, ECB, Bloomberg, internet.

							Note: The left-hand scale shows the estimated gain or loss as a share of the net asset value, weighted by the net asset value of individual funds.

						
					

				
			

			

		

		
			
				
					
					
					
					
					
					
					
					
				
				
					
							
							Table 8 Impact of the Sovereign Crisis scenario on collective investment funds as at 30 June 2014 (%)

						
					

					
							
							

						
							
							Gain

						
							
							Loss (% of NAV)

						
					

					
							
							

						
							
							0 – 5

						
							
							5 – 10

						
							
							10 – 20

						
							
							20 – 30

						
							
							30 – 40

						
							
							more than 40

						
					

					
							
							"Conservative funds"

						
							
							68.1

						
							
							29.8

						
							
							2.1

						
							
							0.0

						
							
							0.0

						
							
							0.0

						
							
							0.0

						
					

					
							
							Special real estate funds

						
							
							29.8

						
							
							67.7

						
							
							2.5

						
							
							0.0

						
							
							0.0

						
							
							0.0

						
							
							0.0

						
					

					
							
							Bond funds

						
							
							58.1

						
							
							28.4

						
							
							0.0

						
							
							0.0

						
							
							12.8

						
							
							0.7

						
							
							0.0

						
					

					
							
							Mixed funds

						
							
							74.0

						
							
							4.2

						
							
							13.1

						
							
							2.7

						
							
							3.1

						
							
							2.9

						
							
							0.0

						
					

					
							
							Equity funds

						
							
							52.3

						
							
							0.5

						
							
							8.8

						
							
							3.8

						
							
							22.1

						
							
							0.0

						
							
							12.4

						
					

					
							
							Funds in total

						
							
							57.3

						
							
							31.7

						
							
							4.4

						
							
							0.5

						
							
							4.0

						
							
							0.4

						
							
							1.6

						
					

					
							
							Source: NBS, ECB, Bloomberg, internet.

							Note: "Conservative" funds include money market funds, short-term investment funds and special securities funds. 

							In the table, the net asset value of funds that recorded a gain or loss in the stated range under the Sovereign Crisis scenario as at 30 June 2014 is shown as a share of the total net asset value of investment funds in the respective category. 
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							Chart 86 Impact of the Baseline scenario and stress scenarios on the assets of insurance companies (%)

						
					

					
							
							

						
					

					
							
							Source: NBS, ECB, Bloomberg, internet.

							Notes: The left-hand scale shows the estimated gain/loss as a share of assets (except for assets covering technical provisions for unit-linked insurance), weighted by the asset value of individual insurance companies.

							The impact of stress scenarios on the value of liabilities was not taken into account.
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							Chart 87 Additional expenses that the insurance sector would incur under the Baseline and stress scenarios (EUR millions)

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Notes: BP LI – benefits paid in life insurance; CP NI – claims paid in non-life insurance.
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							Table 9 Stress test parameters 

						
					

					
							
							

						
							
							Baseline scenario

						
							
							Economic Downturn scenario

						
							
							Sovereign Crisis scenario

						
					

					
							
							1st year

						
							
							later

						
							
							1st year

						
							
							later

						
							
							1st year

						
							
							later

						
					

					
							
							Baseline 
assumptions

						
							
							Change in external demand

						
							
							4%

						
							
							8%

						
							
							-18%

						
							
							-2%

						
							
							-17%

						
							
							-20%

						
					

					
							
							Change in USD/EUR exchange rate 

						
							
							0%

						
							
							0%

						
							
							0%

						
							
							0%

						
							
							-30%

						
							
							0%

						
					

					
							
							Change in exchange rates of the CHF, JPY, GBP, DKK, CAD, HRK and LVL against the EUR

						
							
							0%

						
							
							0%

						
							
							-10%

						
							
							0%

						
							
							-30%

						
							
							0%

						
					

					
							
							Change in exchange rates of other currencies against the EUR

						
							
							0%

						
							
							0%

						
							
							0%

						
							
							0%

						
							
							30%

						
							
							0%

						
					

					
							
							Change in equity prices

						
							
							0%

						
							
							0%

						
							
							-35%

						
							
							0%

						
							
							-50%

						
							
							0%

						
					

					
							
							Change in the ECB key rate

						
							
							10 b.p.

						
							
							40 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
					

					
							
							Change in the 3-month EURIBOR

						
							
							5 b.p.

						
							
							37 b.p.

						
							
							23 b.p.

						
							
							2 b.p.

						
							
							45 b.p.

						
							
							0 b.p.

						
					

					
							
							Change in 1-year discount rate (EUR)

						
							
							42 b.p.

						
							
							30 b.p.

						
							
							19 b.p.

						
							
							-3 b.p.

						
							
							23 b.p.

						
							
							-6 b.p.

						
					

					
							
							Change in 2-year discount rate (EUR)

						
							
							76 b.p.

						
							
							32 b.p.

						
							
							64 b.p.

						
							
							5 b.p.

						
							
							64 b.p.

						
							
							4 b.p.

						
					

					
							
							Change in 5-year discount rate (EUR)

						
							
							104 b.p.

						
							
							37 b.p.

						
							
							100 b.p.

						
							
							23 b.p.

						
							
							100 b.p.

						
							
							17 b.p.

						
					

					
							
							Change in the 5-year iTraxx Senior Financials index

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							100 b.p.

						
							
							0 b.p.

						
							
							250 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in 5-year spreads on bonds of GR and PT

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							Return to value as at 30 September 2012

						
							
							0 b.p.

						
							
							1 000 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in 5-year spreads on bonds of ES, IT, SI and IE

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							500 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in 5-year spreads on bonds of SK, BE and HU

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							300 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in 5-year spreads on bonds of CZ, PL and FR

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							200 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in 5-year spreads on bonds of AT

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							100 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in 5-year spreads on bonds of GB, CH, US, FI and NL

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							50 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in 5-year spreads on bonds of DE and JP

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
					

					
							
							Increase in the slope of the credit spread curve1)

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							0 b.p.

						
							
							Nárast na max od 1. 1. 2012

						
							
							0 b.p.

						
					

					
							
							

						
							
							

						
							
							2013

						
							
							2014

						
							
							2015

						
							
							2013

						
							
							2014

						
							
							2015

						
							
							2013

						
							
							2014

						
							
							2015

						
					

					
							
							Simulated macroeconomic variables

						
							
							Annual real GDP growth

						
							
							0.64%

						
							
							2.32%

						
							
							3.30%

						
							
							-1.08%

						
							
							-7.58%

						
							
							0.85%

						
							
							-0.26%

						
							
							-7.77%

						
							
							-6.25%

						
					

					
							
							Average HICP inflation 

						
							
							1.75%

						
							
							1.61%

						
							
							2.00%

						
							
							1.80%

						
							
							1.04%

						
							
							1.06%

						
							
							1.87%

						
							
							2.01%

						
							
							0.64%

						
					

					
							
							Unemployment

						
							
							14.4%

						
							
							14.0%

						
							
							13.2%

						
							
							15.0%

						
							
							16.3%

						
							
							17.8%

						
							
							14.8%

						
							
							16.3%

						
							
							18.9%

						
					

					
							
							Credit risk variables estimated using macroeconomic variables

						
							
							Annual 
probability of default

						
							
							Non-sensitive sectors

						
							
							0.72%

						
							
							0.68%

						
							
							0.55%

						
							
							1.24%

						
							
							1.62%

						
							
							2.60%

						
							
							1.24%

						
							
							1.36%

						
							
							1.53%

						
					

					
							
							Moderately 
sensitive sectors

						
							
							1.57%

						
							
							1.37%

						
							
							1.27%

						
							
							1.97%

						
							
							2.79%

						
							
							3.20%

						
							
							1.96%

						
							
							2.54%

						
							
							3.94%

						
					

					
							
							Sensitive sectors

						
							
							4.32%

						
							
							4.17%

						
							
							3.65%

						
							
							5.15%

						
							
							7.77%

						
							
							9.21%

						
							
							5.14%

						
							
							7.16%

						
							
							10.33%

						
					

					
							
							Non-performing loan ratio for household loans

						
							
							4.94%

						
							
							5.37%

						
							
							5.43%

						
							
							5.12%

						
							
							6.95%

						
							
							6.90%

						
							
							5.01%

						
							
							7.22%

						
							
							7.98%

						
					

					
							
							Insurance risk
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			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.
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							Chart P1 Manufacturing Purchasing Managers’ Index (PMI) in selected economies
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							Note: A definition of the indicator is given in the section "Glossary and abbreviations".
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							Chart P2 Services Purchasing Managers’ Index (PMI) in selected economies  
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							Note: A definition of the indicator is given in the section "Glossary and abbreviations".
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							Chart P3 Consumer confidence indicators in the United States

						
					

					
							
							

						
					

					
							
							Source: Bloomberg.

							Note: The Chart refers to US consumer confidence indices produced by two different institutions.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P5 Unemployment rate in selected economies (%)

						
					

					
							
							

						
					

					
							
							Source: Eurostat, Bureau of Labor Statistics.

							Note: Seasonally adjusted.
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							Chart P4 Economic sentiment indicators in the euro area

						
					

					
							
							

						
					

					
							
							Source: Bloomberg.

							Note: A definition of the indicator is given in the section "Glossary and abbreviations". 

							

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P6 Consumer price inflation in selected economies (year-on-year percentage changes)

						
					

					
							
							

						
					

					
							
							Source: Eurostat, Bureau of Labor Statistics.
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							Chart P7 Industrial production indices in selected economies

						
					

					
							
							

						
					

					
							
							Source: Eurostat, US Federal Reserve.

							Notes: Rebalanced (average: 2007 = 100). 

							Seasonally adjusted.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P9 General government balances of EU countries in 2012 (%)
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							Note: Percentage of GDP.
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							Chart P8 Industrial new orders indices in selected economies

						
					

					
							
							

						
					

					
							
							Source: Eurostat, US Department of Commerce.

							Notes: Rebalanced (average 2007 = 100). 

							Seasonally adjusted.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P10 Gross government debt of EU countries in the first quarter of 2013 (%)

						
					

					
							
							

						
					

					
							
							Source: Eurostat.

							Note: Percentage of GDP.
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							Chart P11 Price commodity indices 
(31 December 2012 = 1)
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							Chart P13 Equity indices (31 December 2012 = 1)
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							Chart P12 Exchange rate indices 
(31 December 2012 = 1)

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

						
					

				
			

			

		

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

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Note: The yield curve slope is expressed as the difference between the yield on 10-year and 3-month government bonds.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P17 CDS spread indices (b.p.)
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							Chart P16 Volatility of equity indices
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							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.)

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							

							

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P21 Credit spreads on 5-year government bonds with higer degree of risk (p.p.)

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Note: The left-hand scale shows percentage differences between yields on 5-year bonds issued by the different countries and 5-year OIS rates, representing the 5-year interest rate with low degree of credit risk.
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							Chart P20 Inflation-linked swap prices

							

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Note: 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 central 
European countries and Germany (p.p.)

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Note: The chart shows percentage differences between the yield on 5-year government bonds denominated in the domestic currency of the given country and the 5-year swap rate for the respective currency.
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							Chart P23 Exports and the business 
environment

						
					

					
							
							

						
					

					
							
							Source: NBS, OECD, SO SR.

							Note: ESI – Economic Sentiment Indicator.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P25 Sales in selected sectors 
compared with their level for the period June 2007 to June 2008
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							Chart P24 Exports and corporate sales

							

						
					

					
							
							

						
					

					
							
							Source: SO SR, Slovak Ministry of Economy, OECD, NBS calculations.

							

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P26 Labour productivity and wages in industry
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							Chart P27 Interest rate spreads on new loans to enterprises (%)

						
					

					
							
							

						
					

					
							
							Source: NBS, EBF.

							Note: 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 P28 Non-performing loans and default rates 

							

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The default rates are calculated as the ratio of the number/amount of loans that became non-performing during the reference period to the number/amount of standard loans at the beginning of the period.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P30 Debt-service burden by 
component (%)
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							Chart P31 Commercial real estate: prices and occupancy rates in the office segment

						
					

					
							
							

						
					

					
							
							Source: CBRE, NBS calculations.

							Note: The chart shows prices and occupancy rates in Bratislava.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P33 Comparison of non-financial corporation balance sheet and sales (%)

						
					

					
							
							

						
					

					
							
							Source: NBS, SO SR.
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							Chart P32 Commercial real estate: sales in the residential segment – new apartments 

						
					

					
							
							

						
					

					
							
							Source: Lexxus, NBS calculations.

							

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							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 – total debt to disposable income ratio (%)
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							Chart P37 Changes in the number of 
unemployed by income category

						
					

					
							
							

						
					

					
							
							Source: Central Office of Labour, Social Affairs and Family.

							Notes: Left-hand and right-hand scales: numbers of job seekers in thousands of persons. 

							The income categories are defined in the section "Glossary and abbreviations".
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							Chart P36 Changes in household financial assets (month-on-month changes)
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							Chart P38 Index of employment in selected sectors

						
					

					
							
							

						
					

					
							
							Source: SO SR.

							Note: Index – year-on-year changes.
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							Chart P39 Index of employment expectations in selected sectors 

						
					

					
							
							

						
					

					
							
							Source: SO SR.

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P41 The consumer confidence index and its components
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							Chart P40 Index of real wages in selected sectors
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							Chart P42 Non-performing household loans
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			[image: 180196.png]
		

		
			[image: 180128.png]
		

		
			
				
					
				
				
					
							
							Chart P43 Loan-to-value (LTV) ratio (%)

							

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: The ratio 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 (%)

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Notes: The data represent the highest loss (as a percentage of the given investment) that would not be exceeded 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.
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							Chart P44 Housing affordability index

							

						
					

					
							
							

						
					

					
							
							Source: NBS, SO SR.

							Note: The household affordability index is defined in the section "Glossary and abbreviations".

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P46 Sensitivity to different risk types in the banking sector

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Notes: The data represent the loss (as a percentage of assets) under individual scenarios 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 PFMC funds' sector

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							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

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Notes: The data represent the loss (as a percentage of NAV) under individual scenarios  of the sensitivity analysis. The sensitivity analysis is described in more detail in the section "Glossary and abbreviations".
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							Chart P48 Sensitivity to different risk types in the SPMC funds' sector

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

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

						
					

				
			

			

		

		
			
				
					
				
				
					
							
							Chart P50 Sensitivity of insurance companies’ assets to different risk types

						
					

					
							
							

						
					

					
							
							Source: Bloomberg, NBS calculations.

							Notes: The data represent the percentage decline in the value of assets under individual scenarios of the sensitivity analysis. The sensitivity analysis is described in more detail in the section "Glossary and abbreviations".
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							Chart P51 Loan-to-deposit ratio (%)

							

						
					

					
							
							

						
					

					
							
							Source: NBS.

							Note: ARDAL – Debt and Liquidity Management Agency.
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							Chart P52 Liquid asset ratio
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			GLOSSARY and

			abreviations

		

		
			Glossary

			AFS portfolio – portfolio of assets available for sale.

			Average annual return on pension funds – an indicator calculated as a weighted average of the annual percentage changes (APC) in the daily values (DV) of pension points of the respective pension funds. The year-on-year percentage changes in the daily values of pension points are calculated as at 30 June 2013 (APCDVPP30.6.2013) according to the following formula:

			[image: 211675.png],

			where PP is the value of a pension point on the given day.

			The weight applied is the ratio of the respective fund’s net asset value (NAV) to the sum of NAVs of funds of the same type. The return is given in nominal terms, which means that inflation is not deducted. As a rule, the return on various types of investment is calculated in nominal terms, according to the standard statutory methodology. 

			This return, however, is not identical to the return in the saver’s personal pension account, which is determined on an individual basis. The input data were the pension point values from the different pension funds reported to Národná banka Slovenska by pension funds management companies for 30 June 2012 and 30 June 2013, which are available on the website of Národná banka Slovenska.

			Average return of market rivals – the arithmetic average of the moving averages of the following: the year-on-year percentage changes in the daily pension point values of the pension fund’s market rivals, calculated for the previous 24 months and rounded up to 2 decimal places.

			Average return on a PFMC’s pension fund – the moving average of the following: the year-on-year percentage changes in the daily pension point values of a PFMC’s pension fund, calculated for the previous 24 months and rounded up to 2 decimal places.

			Capital 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.

			Cost-to-income ratio – the ratio of total operating costs and net income from banking activity (purchased performances + staff costs + social costs + amortisation of tangible and intangible assets + taxes and fees / revenues from equities and ownership interests + net income from fees and commissions + net income from securities transactions + net income from derivatives transactions + net income from foreign exchange transactions + net income from other transactions).

			CR n index – the concentration of the n largest banks, i.e. the sum of their assets as a share of total assets. 

			Default rate – the percentage of loans defaulting over the period monitored.

			Enterprises – non-financial corporations.

			Expense ratio – ratio of operating expenses to premiums earned.

			General government – central and local government bodies.

			Herfindahl index (HHI) – an index representing the sum of the squares of the shares of individual banks’ assets in total assets.

			Household disposable income – an indicator calculated as the sum of the components of the gross personal income of all members of a household (gross financial income from employment and closely related income, gross non-financial income from employment, gross financial gains or losses from self-employment [including royalties and fees], unemployment benefits, old-age pension benefits, survivor’s pension benefits, sickness benefits, invalidity benefits and contributions for education) plus components of the gross income at the household level (income from rented assets or land, family benefits and contributions paid to families with children, the social exclusion not classified elsewhere, housing benefits, financial transfers regularly received between households, interests, dividends, capital gains from a non-registered business, income of persons younger than 16 years of age less regular property taxes, regular paid financial transfers between households, income tax, and social insurance contributions).

			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 professionals, 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.

			Housing affordability index – an index representing the ratio of disposable income to loan instalments. The calculation of disposable income takes into account the average wage and average expenditure of households; the calculation of the instalment amount takes into account the average apartment price, average interest rate, average maturity, and a constant LTV ratio (75%). The calculation methodology for the housing affordability index is set out in the following paper: Rychtárik, Š., Krčmár, M. (2011), “Vývoj na trhu úverov na bývanie a jeho interpretácia” (Developments in the housing loan market and their interpretation), Nehnuteľnosti a bývanie 2010 (Real Estate and Housing), Vol. no 2, Bratislava, 2010.

			HTM portfolio – portfolio of assets held to maturity.

			Interest rate spreads – the difference between interest rates on loans/interest rates on deposits and the respective interbank rates. 

			iTraxx index – an index of credit default swaps.

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

			Loans at risk (LAR) – an indicator of corporate credit risk that measures the share of loans to non-financial corporations whose financial position has sharply deteriorated. LAR represents, as a share of total loans to non-financial corporations, loans to non-financial corporations which in the given quarter have reported a loss and a drop in sales of more than 30%. The reference period is from July 2007 to June 2008. 

			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 collateral used.

			Loss ratio – the percentage ratio of:

			•	the sum of claims paid and the change in the gross technical provision for claims, to

			•	premiums earned, i.e. the gross premium after deducting the change in the gross technical provision for unearned premiums.

			Net balance-sheet / off-balance-sheet position – the difference between foreign exchange assets and liabilities in the balance sheet / off-balance sheet.

			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-bank financial corporations (NBFCs) – other financial companies, financial intermediaries, pension and mutual funds, insurance companies.

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

			PMI (Purchasing Managers’ Index) – an indicator of the economic health of the manufacturing or service 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 financial reporting.

			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.

			Total net position – the sum of the net balance-sheet position and net off-balance-sheet position. 

			VSTOXX – an indicator of implied volatility for the Dow Jones EURO STOXX 50 index, derived from options in this index. The higher the value, the higher the level of volatility.

			Abbreviations

			APCDVPP	year-on-year percentage change in daily values of pension points

			b.p.	basis point

			CDS	Credit Default Swap

			CI	collective investment

			CLI	composite leading indicator

			CR n 	index of the concentration of n largest institutions

			CZK	Czech koruna

			ECB	European Central Bank

			EIB	European Investment Bank

			ETF	exchange-traded fund

			EUR	euro

			EURIBOR	Euro Interbank Offered Rate

			EU	European Union

			GDP	gross domestic product

			HHI	Herfindahl index

			IRB	internal ratings-based (approach)

			KZAM	Klasifikácia zamestnaní (employment classification)

			LAR	loans at risk

			LGD	loss given default

			LI	life insurance

			LTRO	longer-term refinancing operation

			LTV	loan-to-value (ratio)

			MTPL	motor third-party liability (insurance)

			NAV	net asset value

			NBS	Národná banka Slovenska

			NLI	non-life insurance

			OECD	Organisation for Economic Co-operation and Development 

			PFMC	pension funds management company

			p.p. 	percentage point

			RBLG	Register of Bank Loans and Guarantees

			ROA	return on assets

			ROE	return on equity

			SO SR	Statistical Office of the Slovak Republic

			SPMC	supplementary pension management company

			SR	Slovak Republic

			Tier 1, Tier 2, 

			Tier 3	types of capital measured for the purposes of capital adequacy ratios

			ULC	unit labour cost

			UPSVaR	Office of Labour, Social Affairs and Family

			USD	US dollar

			VaR	value at risk

		

		
			LIST OF CHARTS

			AND TABLES

		

		
			List of charts

			

		

		
			Chart 1 	Selected CDS spread indices11

			Chart 2 	Principal equity indices and their volatility12

			Chart 3 	Quarter-on-quarter real GDP growth 
in the euro area13

			Chart 4 	Amount of lending in the euro area13

			Chart 5 	US government bond yield curve14

			Chart 6 	Assets and managed assets in the Slovak financial sector17

			Chart 7 	Return on equity in the Slovak 
financial sector18

			Chart 8 	Net position against parent groups 
and the Eurosystem 18

			Chart 9 	Composition of household financial assets 18

			Chart 10	Distribution of cumulative returns on household financial assets in the financial sector19

			Chart 11	Annual performance of household financial assets and consumer 
prices19

			Chart 12	Loans to households – changes in outstanding amount in month-on-month and year-on-year terms 22

			Chart 13	Changes in household demand for 
loans and in credit standards 22

			Chart 14	Share of the three largest banks in new lending and in the change in the outstanding amount of loans to households22

			Chart 15	Trends in new consumer loans 
and in the month-on-month 
change in the outstanding amount 
of consumer loans to households23

			Chart 16	Actual and simulated interest rate 
on housing loans to households23

			Chart 17 	Estimated amount of retail 
customers' funds moved between banking groups 24

			Chart 18 	Retail euro deposits – changes in amount and composition24

			Chart 19 	Sales, exports and economic 
sentiment25

			Chart 20 	Corporate loans25

			Chart 21 	Breakdown of changes in the outstanding amount of loans 26

			Chart 22 	Debt securities issued by selected countries as a share of the banking sector's total holdings of debt 
securities 26

			Chart 23 	Mortgage bond coverage of 
mortgage loans 27

			Chart 24 	Average spreads and maturities 
of fixed-coupon mortgage bonds27

			Chart 25 	Selected items of interbank assets 
and liabilities28

			Chart 26 	Interest rates in the domestic 
interbank market28

			Chart 27 	Profit composition changes 30

			Chart 28 	Factors affecting changes in net 
interest income and fee income for 
half-year periods30

			Chart 29 	Credit risk costs compared with 
increase in non-performing loans31

			Chart 30 	Capital ratios 32

			Chart 31 	Insurance premiums33

			Chart 32 	Life insurance premiums34

			Chart 33 	Benefits paid as a share of technical provisions in unit-linked insurance34

			Chart 34 	Non-life insurance premiums34

			Chart 35 	The loss ratio, cost ratio and 
combined ratio in motor vehicle insurance 35

			Chart 36 	Benefits/claims paid 35

			Chart 37 	Benefits paid in life insurance36

			Chart 38 	Average benefits paid in life 
insurance36

			Chart 39 	Average claims paid in non-life insurance36

			Chart 40 	Reinsurance37

			Chart 41 	Composition of technical provision investments as at end-June 2013 38

			Chart 42 	Composition of technical provision investments broken down by change 
in components38

			Chart 43 	Total profit of the insurance sector and its distribution across insurance companies 38

			Chart 44 	Decomposition of the solvency 
margin in 201239

			Chart 45 	Aggregate net asset value of PFMC funds broken down by fund category 41

			Chart 46 	Composition of the PFMC funds' asset portfolio broken down by type of fund and type of investment 42

			Chart 47 	Current pension-point value for different fund types44

			Chart 48 	Composition of funds' assets by type 
of investment and type of fund45

			Chart 49 	Net asset value of investment 
funds sold in Slovakia47

			Chart 50 	Net asset value of investment funds managed by domestic management companies48

			Chart 51 	Net asset value by category of investment fund as at 30 June 201348

			Chart 52 	Changes in the amount of assets 
under management in the first half 
of 2013 broken down by fund 
category49

			Chart 53 	Net sales of domestic investment 
funds by fund category49

			Chart 54 	Asset composition of domestic investment funds by fund 
category 50

			Chart 55 	Average annual return on investment funds broken down by fund 
category50

			Chart 56 	Breakdown of transactions by investment instrument52

			Chart 57 	Amount of customer assets managed 
by licensed entities52

			Chart 58 	New housing loans broken down by initial rate fixation period 55

			Chart 59 	Loan-to-value ratio 55

			Chart 60 	Inflow and total number of 
jobseekers55

			Chart 61 	Employment in selected sectors56

			Chart 62 	Non-performing loan ratios in selected loan categories 56

			Chart 63 	Changes in the credit quality 
of housing loans and consumer 
loans 56

			Chart 64 	Outstanding amounts of NPLs 
broken down by sector57

			Chart 65 	Bonds issued by higher-risk 
countries as a share of total assets60

			Chart 66 	Selected interest rates 61

			Chart 67 	Guaranteed interest rate versus 
actual return61

			Chart 68 	Distribution of the insurance sector's coverage of guaranteed returns with actual returns 61

			Chart 69 	Profile of insurers' bond portfolio maturities 62

			Chart 70 	Decline in income from bonds and 
time deposits where interest rates remain low over the long-term 
horizon62

			Chart 71 	Risk parameters in the PFMC funds' portfolio63

			Chart 72 	Distribution of the duration 
of bank-held bonds broken down 
by portfolio type64

			Chart 73 	VaR across financial market segments 65

			Chart 74 	VaR of PFMC funds 65

			Chart 75 	VaR of mutual funds and of assets invested under unit-linked insurance policies 65

			Chart 76 	Composition of liquid assets across individual banks 66

			Chart 77 	Annual GDP growth – Baseline and stress scenarios 70

			Chart 78 	Average annual inflation – Baseline 
and stress scenarios70

			Chart 79 	Aggregate capital adequacy ratio 
of the banking sector under different scenarios 71

			Chart 80 	Projected profit/loss of the banking sector under different scenarios72

			Chart 81 	Main factors affecting the level of 
own funds under different 
scenarios72

			Chart 82 	Stressed losses of the banking sector broken down by risk type 72

			Chart 83 	Impact of the Baseline scenario and stress scenarios on PFMC funds73

			Chart 84 	Impact of the Baseline scenario and stress scenarios on SPMC funds73

			Chart 85 	Impact of the Baseline scenario 
and stress scenarios on collective investment funds74

			Chart 86 	Impact of the Baseline scenario and stress scenarios on the assets of insurance companies 74

			Chart 87 	Additional expenses that the 
insurance sector would incur under 
the Baseline and stress scenarios75

			Macroprudential indicators 
of the financial sector

			Chart P1 	Manufacturing Purchasing Managers’ Index (PMI) in selected economies78

			Chart P2	Services Purchasing Managers’ 
Index (PMI) in selected economies  78

			Chart P3	Consumer confidence indicators 
in the United States79

			Chart P4 	Economic sentiment indicators 
in the euro area79

			Chart P5 	Unemployment rate in selected economies 79

			Chart P6 	Consumer price inflation in selected economies79

			Chart P7 	Industrial production indices 
in selected economies80

			Chart P8 	Industrial new orders indices 
in selected economies80

			Chart P9 	General government balances of EU countries in 2012 80

			Chart P10	Gross government debt of EU countries in the first quarter of 201380

			Chart P11 	Price commodity indices81

			Chart P12 	Exchange rate indices81

			Chart P13 	Equity indices81

			Chart P14 	Share price indices of the parent undertakings of the 5 largest 
domestic banks81

			Chart P15 	Yield curve slope in selected economies82

			Chart P16 	Volatility of equity indices82

			Chart P17 	CDS spread indices82

			Chart P18 	CDSs of the parent undertakings 
of the largest Slovak banks82

			Chart P19 	3-month rates and the OIS spread83

			Chart P20 	Inflation-linked swap prices83

			Chart P21 	Credit spreads on 5-year 
government bonds with higer 
degree of risk 83

			Chart P22 	Credit spreads on 5-year 
government bonds issued by 
central European countries and Germany 83

			Chart P23 	Exports and the business 
environment84

			Chart P24 	Exports and corporate sales84

			Chart P25 	Sales in selected sectors compared with their level for the period June 2007 to June 200884

			Chart P26 	Labour productivity and wages 
in industry84

			Chart P27 	Interest rate spreads on new loans 
to enterprises 85

			Chart P28 	Non-performing loans and default 
rates 85

			Chart P29 	Loans at risk85

			Chart P30 	Debt-service burden by component 85

			Chart P31 	Commercial real estate: prices and occupancy rates in the office 
segment86

			Chart P32 	Commercial real estate: sales 
in the residential segment – new apartments 86

			Chart P33 	Comparison of non-financial corporation balance sheet and 
sales86

			Chart P34 	Liabilities of non-financial 
corporations 86

			Chart P35 	Household indebtedness 
in Slovakia and in selected 
countries – total debt to disposable income ratio87

			Chart P36	Changes in household financial 
assets87

			Chart P37	Changes in the number of unemployed by income category87

			Chart P38	Index of employment in selected sectors87

			Chart P39	Index of employment expectations 
in selected sectors 88

			Chart P40	Index of real wages in selected 
sectors88

			Chart P41	The consumer confidence index 
and its components88

			Chart P42	Non-performing household loans88

			Chart P43	Loan-to-value (LTV) ratio 89

			Chart P44	Housing affordability index89

			Chart P45	Value at Risk for investments in different types of financial 
instruments 89

			Chart P46	Sensitivity to different risk types 
in the banking sector89

			Chart P47	Sensitivity to different risk types 
in the PFMC funds' sector90

			Chart P48	Sensitivity to different risk types 
in the SPMC funds' sector90

			Chart P49	Sensitivity to different risk types 
in the collective investment sector90

			Chart P50	Sensitivity of insurance companies’ assets to different risk types90

			Chart P51	Loan-to-deposit ratio 91

			Chart P52	Liquid asset ratio91

			

			

		

		
			List of tables

			

		

		
			Table 1 	Selected financial relationships 
in the Slovak economy 20

			Table 2 	Aggregate net profit for the first 
half of 2013 broken down by 
year-on-year changes 29

			Table 3 	The loss ratio, expense ratio, and combined ratio in non-life insurance lines for the first half of 2013 37

			Table 4 	Annual return on pension funds 
as at June 201343

			Table 5 	Investments in debt securities of selected countries as a share of total assets60

			Table 6 	Changes in the share of equity,
foreign-exchange and interest-rate positions in different segments 
of the financial market63

			Table 7 	VaR across financial market 
segments 66

			Table 8 	Impact of the Sovereign Crisis 
scenario on collective investment 
funds as at 30 June 2014 74

			Table 9 	Stress test parameters 76

		

	OEBPS/image/189654.png
Banks  Insurers Investment nvestment. PRMCs | SPHCS
(sl (vhsale) funds s (chscale) (chscale)
(vhsale) (rhscale
December 2011 B December 2012

June 2012 W June 2013






OEBPS/image/189697.png
s ‘June 2006 June 2007 June 2008 June 2009 June 2010 June2011 June 2012 June 2013

Banks
Insurers

CImanagement companies
PFMCs

SPMCs.






OEBPS/image/200990.png
sloz22a

stozdes

stozany

swzen

ozseg

H1ozes

Hiozeuy

oz

ezoea

elozes

etozany

— Economic Downturn == Sovereign Crisis.

— Baseline





OEBPS/image/190626.png
2010 Dec2010 Kna20T1 Dec2011 w2012 Dec202 2013

— Corporate sector sales - annual growth rate
Exports - annual growth rate:

- Economic sentiment indicator (right-hand scale)

110





OEBPS/image/195853.png
Tatra M

VB AM

Amstsp.

AD Investments.

Alico Funds CE

0

0 40 @0 80

W December 2012

1000 1,200 1400 1600 1500

 June2013





OEBPS/image/190375.png
50

40

30

10

Elozaunr.
clozen
ey
el
€107y
clozwr
e
oo
aovo
ozdag.
aortny
wozhee
oz
aozhn

g
g
e

— New loans

= Change in outstanding amount of loans





OEBPS/image/200603.png
a2 m a4 15

— Baseline — Economic Downturn = Sovereign Crisis





OEBPS/image/179879.png
100
w
@
©
»
S EEiBiiiiiii:
EEREEESEREREEG
IENEREERERERE R

— Conference Board Consumer Confidence Index
— University of Michigan Consumer Sentiment Index





OEBPS/image/180141.png
140

120

40

2

a0 s a6 07 mos 29 w10

— Housing affordabilty index (constant LTV)
' Housing affordability index (variable LTV)

B

0





OEBPS/image/190480.png
Fixation of over 1 year

Fixation of upto 1 year

450

350

8

elozaunr
ez
elrdy
ezEn
e
elozer
Tuzos
elozeur
elozhen
ezdy
elozEn
0P
ez
Tz

~— Standard error band

Actualrate.

= Simulated rate





OEBPS/image/195411.png
lesthan! 11015 1502 | 2025 2503 momthand

- 2011 - 2012






OEBPS/image/200840.png
Revaluation
losseson
securites

= Baseline

Coporate Houwschod  Equityand
loan loan foreion
osses loses exchangelosses

W Economic Downtum

W Sovereign Cri





OEBPS/image/196091.png
et

Conseryative
Tinds

Bond
funds

il
Mied
s

Funds
offunds

Other
finds

spacial
profeshonal
nbestor funds

0 2 4 6 8 1 12 1M
W December 2012 June 2013






OEBPS/image/211675.png
PPy 1]*100%

APCDVPBoqams = [PP





OEBPS/image/199029.png
%

8

75

6

55

€102 hew
a0z
oz
20N
a0ws
nozke
aozhen
a0en
a0z
oznoy
ioztas
viozhe
uiozko
oW
oy
ooz oy
oz s
oot
oe ko
owzn
oz wer

" Interquartie spread

— Average

‘== Large banks





OEBPS/image/199169.png
§EEREZEE5EEEE8888¢8
EEZEFEIZS3 558388388

— Totalloans
Consumer loans

~— Mortgage loans

= Building loans and intermediate loans (right-hand scale)

‘== Other housing loans






OEBPS/image/179996.png
oot

Jly2008  July 2009
— Ireland
— aly

0
L2000 kY20 D12 hiy2013

— Greece (right-hand scale) — Portugal
— Spain





OEBPS/image/180204.png
0
Dec Dec Dec Dec Dec Dec Dec Dic Dec
20 200 005 W6 207 208 2 200 21 2

— Loanto-depositratio excluding ARDAL deposits and
‘mortgage bonds ssued)
Loan-to-deposit ratio (ncluding ARDAL deposits and
excluding mortgage bonds issued)
Loan-to-deposit ratio (ncluding ARDAL deposits and
‘mortgage bonds ssued)

== Loan-to-deposit ratio (retail)





OEBPS/image/194857.png
Elozauny

oz
o
oo
oot
soocaur
il
ocour 28
e 35
ooy 55
oo 88
sozoury
clocouy
]
o &
olozou £
oz &
sz

100

80

Loss ratio

W Cost ratio





OEBPS/image/194479.png
1,000

g ¢
|
|

Tsthalfcf 2011 Isthakof2012 Tsthalfof 2013

Netinterestincome - other customers W Corporation tax

® Netinterestincome - retail m Netnon-interest
Netinterestincome - securities income
Net provisions and reserves — Net profit

= Operating expenses
W Other operating expenses (including bank levy)





OEBPS/image/179984.png
00
Juy2006 July 2007 Juy 2008 1y 2009 Jy2010 Aiy2011 uly2012 Juy 201

“— 3-month EURIBOR OIS spread
' 3-month OIS





OEBPS/image/195271.png
fund shares
e o Bier
Relnsurersshare
Government
bonds
Corporate bonds
Mortgage bonds
Bank time deposits
Bank bonds.

Government bonds - 51.3%
Bank bonds - 11.2%

= Bank time deposits - 27%

= Mortgage bonds - 115%
Corporate bonds ~11.5%

m Reinsurers'share - 6.9%

Real estate - 20%

Equities and investmentfund shares/units ~ 1.6%

Other—04%






OEBPS/image/200834.png
10

8

3

4

2

o
Ownfundsasat " Baslnescnato | Ecoome | Soverdgn
None2013 Downtum abs

 Proftfoss - market isks
 Netprofitasat 30 June 2013
Credit sk losses

Otherincome/expenses
W Netinterestincome





OEBPS/image/180077.png
2

(number of apartments)
800

¥ 8 8 8 8 3 8

8888888838

§88%8
542
= Number of apartments whose sale fell through (left-hand scale)
% Number of apartments sold (left-hand scale)
‘== Netapartment sales (left-hand scale)
— Numberof projects with positive net apartment sales
(right-hand scale)

June20n2]
Sep202]
Dec 2012}
Mar 2013

June 2013}





OEBPS/image/194533.png
thafd 2012

R|R|R |2 |2 |88
IR AR AR RE A
303333383
LIRS AR |
docs | e e
= Contutinctchangeineens

= Convbtinctchangeinsmountof s
= Contrutionofcangeincos

& Contrbtionof cangeinsmauntf

= Contrbutonof cangein e

= Totalchange

Thfof203






OEBPS/image/180003.png
35

0
Jiy2007 hiy2008 Juy2009 Juy2010 Juy2011 Juy2012 iy 2013

— Slovakia — Poland
' Czech Republic " Germany





OEBPS/image/180190.png
o8 209 210 I

— Services — Industry
Trade ‘= Construction





OEBPS/image/189390.png
13
P
2 35
30
1 2
E
10
15
10
09

oaan
Decaon
Feb2ons

Febon2
A2
e 22
g 202
Apaons
e2013

'VSTOXX fight-hand scale)
Eurostox
— SEP500





OEBPS/image/179885.png
60

70

eovhnr
erer
othne
Tiozuer
nazhnr
Loz er
olotAne
otozer
aonzknr
azer
soozkinr

soozer

= ZEW (right-hand scale)





OEBPS/image/180016.png
T8 %:3: 33
& §F % 5§ 4 § ¥ 3 & 38

— Totalsaes-yearonyear ateofchange:

~ Bxports-yearonyearate of change
= Total sales weighted by banks'exposure - year-on-year rate of change





OEBPS/image/195952.png
MMESE B B ME F OF S SE S S

™ Domestic funds.
Foreign funds





OEBPS/image/205731.png
BRI TIN T T

B Forcign exchangerisk Equityrisk
Cred sk @ Totalrisk (December 2012)
Total risk (June 2013)






OEBPS/image/180059.png
Ty

L

07

0

05

04

03

02

o

V")Dx June Dec June Dec June Dec. June Dec. June Dec Jum‘m

207 08 206 205 2009 M0 A0 2N WM W02 212 W13

Interestate (ft-hand scale) = Debt service(ight-hand scale)
W Revenues (efthandscale)  — Debt.senvicing ato 2008
Volume of loans left-hand scale)  interest rates; ight-hand scale)





OEBPS/image/195316.png
Banktime
‘deposits

Nortgage
bonds

Corporate
bonds

Relnsurer’s
share

Equiiesand
nvestment fund
shares/units






OEBPS/image/195487.png
31 Decamber 211

Indexfunds
W Equity funds

31 December 2012 Bane21s

Mixed funds
Bond funds





OEBPS/image/179867.png





OEBPS/image/189340.png
50

350

250

150

s §
K
sz
owam
maorz

~— iTraxx Europe
= iTraxx SOVX Europe.

§ 88888

2 % 8 5 8%

— raxSeriorFinancia

" Traxx Crossover (right-hand scale)





OEBPS/image/180083.png
e ——
CELE LU
PERFYPEIFEE

— Ratio of domestic bankloans (exckloans or commercial
property)to annual sales lfthand scale)
Ratio o domestic bank oans to sales(lef-hand scal)
Ratio of extemal funds to annual sales (left-hand scale)





OEBPS/image/194990.png
1,600

1,400

1,200

1,000

600

_

June 2008 June2009 June 2010 June 2011 June 2012 June 2012

— Lifeinsurance excluding unit-inked insurance
Pension insurance

~ Unitdinked insurance

= Supplementary insurance





OEBPS/image/199213.png
Houing oans Consumer asdt

an an a2 s
Wiite-offs f non-performing oans

Sales of non-performing loans

Reclassifications

Loansnon-performing within one month afterdisbursement
NPLsrepaid by customers

NPLsreclassified as performing loans

Performing loans reclassified s NPL.

Change in total





OEBPS/image/198989.png
0200
A2
iy 200
a2

10200

LR ER -}

Ratefixed for up to 1 year
Ratefixed for between 1 and 5 years
Rate fixed for over five years.

n 203

s

5





OEBPS/image/179891.png
enozfine
a0z
Tozknr

Tiozer

owzAnr

olozer
a0z Anr
soozver
S002 Anr
so0z e
1002 hpr
ooz

— United States

— Euroarea

— Slovakia





OEBPS/image/179946.png
00
Jul 2005 Jly 2006 ly 2007l 2008y 2000 ol 2010y 201y 2012y 2013

— EUROSTOXX == S&P500
— NIKKEI





OEBPS/image/200640.png
e . 204 05

— Baseline  — EconomicDownturn == Sovereign Ci





OEBPS/image/179903.png
ewozhpr
ewrdy
elozue
norvo
nozkm
Tuzy
A

Loz uer
owzpo
otozhn
ozy
oz

— United States

— Euroarea

— Slovakia





OEBPS/image/189437.png
15

05

00

20

Bioue  Gamany

@12
= Q42012

France

y

span

Q12013
= Q22013

Porugal






OEBPS/image/180196.png
2000 1 o101 gon T 2012

Harmonised index of consumer prices

— Retai trade exceptfor motor vehicles

= Wholesale trade except for motor vehicles
Construction

= Industry

Tooi3





OEBPS/image/194254.png
: Wﬂwmﬁﬂ
gl igs:






OEBPS/image/180128.png
o millons)

)

BRER5878555558588¢8¢
£233553535553585853%
et el thenanperfoming o (NPt

1

NPLrato s  percentage oftoal household loans ighthand scak)

Month-on-month changes in the amount of NPLs.





OEBPS/image/180153.png
)
Jly 2006 July 2007 July 2008 July 2009July 2010 July 2011 July 2012 July 201

— Open positionin USD.
— S-year curo-denominated bond
— Equity investments (EUROSTOXX index)





OEBPS/image/200297.png
|

Dec2012 June 2013
Held fortrading

Dec.2012 June2013
Available for sale:

Dec 2012 June2013
Held to maturity






OEBPS/image/180110.png
Numberofjob seckers

aur
awhn
agwer
Loz
1107 ver
owznr
otoz uer
600z At
007 uer
so0zAmr
800 ey

nflowofjob seekers

10

clozver
zi0zAnr
ziozver
Liozhn
110z ver
owoznt
otoz uer
00zt
6007 uer

800z vy

— Higherincome category.

Mediumincome category
= Lowerincome category





OEBPS/image/180239.png
Jy2011 July2012 July 201

July2010





OEBPS/image/196678.png
;
'
3
3
|
o
8§ § 8 8 8 §8 §8 8
¥ & X 5 % 5 3 i

Loansto banks - norresidents

— Treasury bils— residnts fincluding bills held to maturity)
— Fundsfrom otherbanks ~ residents

— Funds from other banks - non-residents





OEBPS/image/180183.png
Foreign exchange risk

B

Interest rate isk Interest raterisk-
(changein (revaluation)
economicvalue)

Credit
spread
change risk

Equityrisk

H Datasat30June 2013
W Data as at 31 December 2012





OEBPS/image/195704.png
40

0
Dec 2012 uns 201 Dec. 2012 June 201 Dec 202 e 2013 Do 2012 ure 207

Disvbuton | Conbutoy | Contibutary | Contrbutary
funds | funcs-babncad | funcs-growth funds
~consenate

Bankdeposits 1 Bonds

W Treasurybills B Equities andinvestment fund shares/units
W Other claims Liabilities





OEBPS/image/195164.png
June 2009

Jne010 | Ane20T1 | hne2i2 | ine20n3

MIPLinsurance
Comprehensive motor insurance
Propertyinsurance

Other






OEBPS/image/194126.png
3.0

25

20

05

00

[

[ o

31 Decemer 2012

® &

W 30June 2013






OEBPS/image/199960.png





OEBPS/image/195900.png
Short-term
investmant funds

Spect
seciriies
Bond
Speciaeal

estat funds
Mixed funds

Eauiyfunds
Specal
prfestonal
nvestor fnds
Fundsoffunds.

Money market
unds

Special
ahermative
investment funds

0 10 200 30 40 S0 60 H0 B0 500

™ Forcign funds
= Domestic funds





OEBPS/image/199917.png
3 A
4
3
2
'
0 +
Wnen Decaon ez Doz hnezon
— PEMC funds — Investment funds
SPMC funds = Unitlinked insurance.

“ Insurers (excluding unitdinked == Banks
insurance)





OEBPS/image/180134.png
‘e Large banks

- Average

¥ Interquartile range





OEBPS/image/189493.png
elozaunr
el
aoesa
aoetes
aggaony
oz
1org
uords
Hozauny
uoriw
oz
ooz
oz
owmw
s

— Corporate lending

= Household lending





OEBPS/image/194951.png
250

150

Tune2008 " Jna2008 June2010 " hune 2011 ' Jna2012 " June 2013

— Surenderbenefits  — Survival benefits
- Death benefits Other






OEBPS/image/199129.png
IR EEEERERER
i 8% 5 fgsfgdg
— Monsacing — Constucion

— Wholseace — ecommdtion andood ence

- Transportation and storage = Retail trade





OEBPS/image/180177.png
Foreign exchange risk
20%

Crecit
spread
change risk

Equityrisk

Interest rate isk Interest rate risk
(changein (revaluation)
economicvalue)

 Dataasat30June 2013
W Dataas at 31 December 2012





OEBPS/image/194909.png
June 2007 ine 2008 e 2009 June 2010 June 2011 une 2012 June 2012






OEBPS/image/180029.png
w

w

ERE R
E 4 5 % % &
L it

~ Construction
= Hotels and restaurants

H
E
1ot

E 5 5%
LI

— Indusry

— Trade andmotor
vehiclesales





OEBPS/image/180053.png
1

0 [
5=

Jine Sep. Dec Mar. ke Sep. Dec Mar Jine Sop. Dec. Mar
20 0 20 201 21 W1 M1 22 02 W2 202 03

W Average - Median






OEBPS/image/179934.png
06

04

02

0
July2007 July 2008 July2009 July 2010 Juy 2011 July 2012 iy 2013

— Brentoil price index
= Gold price index





OEBPS/image/179977.png
Syams e s w2 a0 o w22y

©* Max.- min. CDS spreads of parent banks
== iTraxx Senior Financials 5Y





OEBPS/image/195773.png
B M% B M O AW M 06

w22 P an W03 g

wne Dec ne Dec June De e Dec hime
09 2m am o

| Foreign funds
Domestic funds






OEBPS/image/180010.png
82

30

m
o

A W\ o

; -10

2

0

w0

g8 85838558 §
dF i i 4 fdidg

— Business sentiment — main trading partners lfthand scae)
Business sentiment - Slovakia(eft-hand scale)
ESSO SR - S~ (efthand scale)

— Exports— year-on-year rate of change (right-hand scale)





OEBPS/image/180159.png
Foreign exchange risk
20%

Credit
spread
change risk

Equity risk

Interest rate lel( Interest raterisk
(changein (revaluation)
economic value)

 Dataasat30June 2013
W Dataasat 31 December 2012





OEBPS/image/189785.png
SPMCs.

PEMCs
Unitlinked
insurance
Ufe
nsurance|
investment funds
Bank deposts
Bank deposits - 62%
= Investmentfunds - 12%
® Lifeinsurance—7%
Unitdinked nsurance - 3%
= PFMCs- 14%
w SPMCs-3%





OEBPS/image/201106.png
s
W% ¥ ¥ = = ¢ © © ©
8 8 E 8 FEZFEE BB
E 5% 3 8 % % &5 8 &

— Netrevaluation gain - baselne scenario
Netrevaluation gain - Economic Downturn

= Netrevaluation gain - Sovereign Criss

= Netinterestincome






OEBPS/image/179916.png
130

120

1o

100

70

Elozhnr
eorer

otk

nozer

owzhnr
olozer
anzhnr
Eravs
soozkinr
Soozer
ozhnr

oozwer

— Germany — United States

'— Slovakia = Euroarea





OEBPS/image/194712.png
e 202

g 8 85
158333333
— Lfeinsurance excluding uitined insurance)
Pension nurance
— Uniinked insurance
= Supplementary insurance.






OEBPS/image/180035.png
120 s
100 s
& a
& 2
@ 0
2

0 4
Dec 2006 Dec.2007 Dec200B Dec. 2005 Dec2010 Dec.2l Dec2012

Real wage growth nindusty (ght-hand scale)
— Sales/ number of hours worked - current prices.
(efthand scale)
= Sales/ number of hours worked — 2006 prices (left-hand scale)





OEBPS/image/190335.png
Loandemand

Gredit standards

VV\

HI W2 HI W2 H1 2 H1H2 R HTR2 HI R B H2 AR D

9 2010 200 2022013 208

= Housing loans
= Consumer loans

20 W o2 20m





OEBPS/image/194759.png
45

40

05

00

oz
sz
&o0zd
&0z
&0z

B Total benefis paid

Surrenders





OEBPS/image/200353.png
25

20

05

00

Dec 2012 2013
PEMC funds

oec 212 me20m
Insurers"

B Foreign exchange risk
B Interestraterisk
Total risk.

e 2012 une 201 Dec 2012 e 2013
SPMCfunds | Investment
funds

Eaquity risk
' Credit spread isk





OEBPS/image/179873.png
v

elozhee
elozuer
ok
Twzuer
nozkpe
oz
otothn
otozver
aoochr
eozu
souzer
anozuer
toozfne

Loozuer

— United States

— Euroarea





OEBPS/image/194577.png
Retailsector Enterprises

200 2m m 20m

B Net expenses on the sale o claims
Net expenses on the write-offof claims

Change in loanloss provisions

Gross increasein amount of NPLS (notincluding
write-offs and sales)





OEBPS/image/179940.png
07+
July 2006 July 2007 Juy 2008 July 2009July 2010 July 2011 July 2012buy 2013

— USD/EWR — CZ/ER
— HUE/EUR — PLN/EUR





OEBPS/image/201157.png
[Rm—






OEBPS/image/180047.png
[ (EUR millions)
150000

100000

50000

50000

100000

o 150000
Jine 2007 Jund 2008 June 2009 e 2010 une 2011 e 2012 ke 213

'Month-on-month change in the outstanding amount
of no-performingloans right-hand scale)

= Defaultrate (amount offoans)
Defauit rate (number ofloans)

== Ratio of non-performing loans.





OEBPS/image/200071.png
— Banks
- PEMCs
— SPMCs

R ROEE
— esmentunds
— s






OEBPS/image/180211.png
25

20

TSN

05

00 |
Dec. Mar. June Sep. Dec. M, June Sep. Dec. M. June Sep, Dec. M, June
2005 2010 2010 2010 2010 2011 2011201 2011 2012 2012 2012 2012 2013 213

Interquartie range = Median - retal banks except
Weighted average for home savings banks





OEBPS/image/200406.png
Bond Mixed Equity Index

funds funds. funds funds
 Foreign exchange sk = Eaityrisk
B Interestrate risk = Creditspread isk

& Totalrisk





OEBPS/image/199824.png
a0 07 s s | 20 An 22w

W Average guaranteed interest rateinlfe nsurance.
Investment return on assets covering technical provisions
forlifeinsurance.

= Yield on 10-year Slovak government bonds






OEBPS/image/200749.png
g

w8 9

— Baseline

W0 om0z 2w W s

Economic Downtum = Sovereign Crisis





OEBPS/image/194815.png
180

160

140

120

100

e~
—

"June 2007 une 2008 June 2009 June 2010 June 2011 June 2012 June 2013

— MPLinsurance
Comprehensive motor insurance

~ Propertyinsurance

= Other





OEBPS/image/179922.png





OEBPS/image/189876.png
1o

E

10
Dec206 Dec2007 D208 Dec2i09 Dec0l0 Dec20ll Dec20n2

Interquartie spread Weighted average
= Median = Annualinflation rate





OEBPS/image/196690.png
W

o8 | 2008 1 aatg | Zon T 2eiz T 3803

— Capital atio ofthe banking sector
 Lowestcapitalratio ofanindividual bank

= Tier 1 captal atio

== LowestTier 1 capital ratio of an individual bank





OEBPS/image/189740.png
©

Dec. 209 June2010 Dec 2010 June2011 Dec 2011 une2012 Dec 2012 20l

— Net posi

i against non-residents as a share of assets

Net position against parent financial groups as ashare:

of assets
— Net posit

n against the Eurosystem






OEBPS/image/190532.png
(EUR millions)
140

“— Estimated amount of deposit movements between banks
Estimated amount of deposit movements between banks
onaconsolidated basis.

= Changes in shares of new depasits (right-hand scale)





OEBPS/image/199078.png
100

)

“Toal numberofjob seckers

aur
awhn
agwer
Loz
1107 ver
owznr
otoz uer
600z At
007 uer
so0zAmr
800 ey

nflow of ob sackrs

10

clozver
zi0zAnr
ziozver
Liozhn
110z ver
owoznt
otoz uer
00zt
6007 uer

800z vy

Medium-income category

— Higher-income category.
= Lowerincome category





OEBPS/image/189544.png
40

25

20

05

00

Tm am em 1y

— 2January 2013
30 Aprila 2013

2y

3y

sy 7y 10y 20y 30y
— 28June 2013
- 27 August 2013






OEBPS/image/179964.png
40

0
Wy20s b0 W0 RhAN ayiz 2

—_— X — VSTOXX





OEBPS/image/200889.png
20051 2008 12007 | 2008 | 2003 | 20101 20111 2013 | 2013 | 2014 | 2015

= Baseline  — Economic Downtum = Sovereign Crisis





OEBPS/image/189829.png
T des

s

oLgz des

soug e

B e

Lowdes

somdes

Min/Max
= Time deposits in banks

Interquartie spread
= Median





OEBPS/image/194671.png
02

00

Lifensurance.

® Nonifeinsurance
 Total





OEBPS/image/179990.png
£
Jly 2006 July2007 July2008 Jy 2009 iy 2010 Juy2011 hdy 2012 July 2013

— Syear swaps linked to euro area nflation
“ S-year swaps linked to US inflaion

1-year swaps linked to euro area nfltion
= 1-year swaps linked to US inflation





OEBPS/image/180103.png
(EUR millions)
25

O S0 7005 7006 7007 7008 2068 2070 2011 mnnv;‘“

= Cunencyand deposits
= Equities andother shares
® Insurance provisions
= Ratioof financial asets tofinancial iabilties (ight-hand scale)
— Cunencyand deposits as  share of financial assets
(right-hand scale)





OEBPS/image/200112.png
8 20

6 15

4 10

2 05

neZl1 | Dl kne2z | Decan2 | memnd

— Eauiies and investment fund shares/unitsas  share of AV
(fthand scale)

“— Netopen foreign exchange posiion s  share of NAV
(fthand scale)

— Duration of the whole asset portfolio in years (right-hand scale)





OEBPS/image/200934.png
102

098

096

094

092

090

00530

— Baseline

PR PR

' Economic Downturn

1500 13015

= Sovereign Crisis





OEBPS/image/190582.png
Volatity (ight hand:
™ Dailydeposits
Time deposits - over 1 year
Sight depasits
= Time deposits—upto | year
Deposits edesmableat notice
Totaldeposits SA
—Net sales of IFs






OEBPS/image/179971.png
July 2007 July 2008 July 2009 July 2010 July 2011 July 2012 July 2013

— iTraxx Europe 5Y.
e iTrascx Senior Financials 5Y





OEBPS/image/195556.png
s £

esand nvestmentfund shore/uits






OEBPS/image/194078.png
1,500

Disbursement of new loans Other changes
W Repayment of loans. = Total change





OEBPS/image/196000.png
MMFSE B B ME B OF S SSSAR
P

w201 w2012 m Isthalfof2013





OEBPS/image/199874.png
o 20 an an i
& Weighted average w— Median





OEBPS/image/194298.png
years) (%pp)
8 6

7 5
6 4
5 3
4 2
3 1
2 0
1 4
0 2

@0

T N CN A )
208 20 o w2 am

W Average maturity of theissue
Average coupon rate right-hand scale)
= Average spread (right-hand scale)





OEBPS/image/190428.png
88t g5
LRS- R

0200
Ap2010
020
2o

iy 2000
e

g
3

&
g

non

g
3

y201

— Newconsumer loans — trend

Change in amountof consumer loans - trend
 Changein amountof consumer loans - average 2008
‘== Change in amount of consumer loans — average 2006

s






OEBPS/image/180171.png
Foreign exchange risk

Crecit
spread
change risk

Interest rate isk Interest rate isk
(changein (revaluation)
economicvalue)

W Dataasat30June 2013
W Dataas at 31 December 2012





OEBPS/image/146.png
ANALYSIS
OF THE SLovak FINANCIAL SECTOR
FOR THE FIRsT HALF oF 2013





OEBPS/image/194381.png
25

20

05

00

i IIIM

2010 m

® Spread-residents
= Spread-non-residents
' 1-week EURIBOR

2 A

— 12:month EURIBOR.
= Average rate - resdents
= Average rate - non-residents





OEBPS/image/200708.png
Indivicual banks

m Positive cash flows from 8 days to 1 month and iquid
securities pledgedin this period.
Positive cash flows of up to 7 days liquid securiies
pledged for up to7 days.
Liquid assets - unpledged

 Liquidassetratio (ight-hand scale)






OEBPS/image/179928.png





OEBPS/image/179958.png
2
1y 2005 Jly 2006 July 2007 July 2008l 2009 ly 2010 ly2011 oy 2012 ly20

— Germany — United States.





OEBPS/image/195208.png
BEBSCERRELBLERRERREEEERERE
BRERARFRRRERAGAENERGATARAE

— Nonife insurance -share of premiums reinsured
Nonife insurance - share of clams paic undier einsurance

= Lifeinsurance - share of premiums reinsured

- Life insurance — share of benefits paid under reinsurance





OEBPS/image/194191.png
K

0

e 2005 D209 Jun 2010 Dec. 2010 e 201 Dec 201 2012 Do 2012 2012

— Corporate loans - annual growth rate (left-hand scale)
Corporate loans as a share of totalloans (fight-hand scale)
' Corporate loans as a share of total assets (right-hand scale)





OEBPS/image/196702.png
0.041

0039

0037

0035

0033

0031

RN
et — ot
Gwiylnds — fondinds





OEBPS/image/199291.png
®
35

(EURbillions)
130

125

120

15

110

105

Dec Mo ne Sop Dac Man ke S Dec M e
20 W1 W A0 A0 AR 22 22 WM 2 A

Amount of NPLs ight-hand scale)
— Construction
Selected market services
— industry
— Wholesaletrade
Real estate

100





OEBPS/image/180090.png
NN~
}:W

3
EEEELEEEEREEEEEEEE
IERERERERERERERERE]
— Extemslfunds asashare ftotalnon i coporation biies
= Foreing liabilities as a share of total non-financial corporation
bilties





OEBPS/image/180116.png
20 2
— Manufacturing

- Wholesale trade

~ Tansportationand storage
= Construction

B B

~— Accommodation andfood
service activiies

— Retailtrace





OEBPS/image/180165.png
Foreign exchange risk
20%

Equity risk
change risk

Interest rate risk Interest raterisk
(changein (revaluation)
economic value)

W Dataasat 30 June 2013
W Data as at 31 December 2012





OEBPS/image/196045.png
b
5 =2 EE
BEREAHLEHLA HXN EAN AN BAN BN Y
iy S sy i o
oy | |y e e o
g o
= =

kgt e s

= et Ovsies

Fair value of derivatives

W Equities





OEBPS/image/180041.png
0
June Sep. Dc. M. ine Sep. Dec Mor. ne Sep. Do M. hne
2000 200 2010 001 2011 2011 2011 212 2012 212 212 2013 N7

1-month EURBOR

— Loans of upto andiincluding €25 miion

— Loans of more than €025 million, uptoandiincluding €1 millon
Loans of more than €1 million





OEBPS/image/195355.png
.
0
»
10 L | e
— -~
o
10
0
Jne2009  Jine2010 June20ll k202 Jne2013

@ Weighted average

' Annual rate of change in profitability (right-hand scale)

Median





OEBPS/image/180071.png
EUR)
20

NE

sep 200 [

Dec2012]
Mar2013]
June 23]

B
H

Dec2ont
Mar202]
Ine2012

e
Sp.201

Price per m?/ month - inner centre:
Price per m?/ month - outer centre:
Price per m?/ month - outside centre:

— Offce vacancy rate - inner centre(ight-hand scale)
~ Offce vacancyrate - outercentre right hand scale)
- Office vacancy rate - outside centre (right-hand scale)





OEBPS/image/180122.png
) LAV N LA M M
A

e 0 200 2 w2 am

Consumer confidenceindex

— Expected franclsvaton of households

— Expected economicsituaton'n Sovaka
Expected unemployment

— Expected household savings





OEBPS/image/180097.png
120

40

2

— Belgium
= Spain
— Poland

- Caech Republic
— Hungary.
= Slovakia

o
1599 2000 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Germany
- Austria
' Euro area (17 countries)





OEBPS/image/196199.png
Derivatives

]

W June2012

@

50

@ 7

 June2013

[

%0





OEBPS/image/200701.png
168

156

2012

— Baseline

s

— Economic Downt

ma 215

turm = Sovereign Crisis





OEBPS/image/190283.png
(EUR
180

160

140

120

 milions)

21 T 212 T 013

— Trend month-on-month change in amount of oans,
seasonally adjusted (lft-hand scale)
= Year-on-year change in amount of loans.





OEBPS/image/179909.png
140

130

120

1o

100

Elozhnr
eorer
otk
nozer
vozhnr
Loz er
owzhnr
olozer
anzhnr
Eravs
soozkinr
Soozer
ozhnr

oozwer

Germany — United States

— Slovakia = Euroarea





OEBPS/image/196205.png
2.5°

20

05

00-

Dec. 2007 Dec.2008 Dec. 2009 Dec. 2010 Dec. 2011 Dec.2012 Aune 2013

 Banks and foreign bank branches
Management companies
W Investmentfirms





OEBPS/image/200020.png
8 Purchased before 31 March 2012
W Purchased after 31 March 2012

ERg

1520

owr





