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OVERALL ASSESSMENT

The crisis in the global economy will enter its sixth year this summer, 
but still cannot be said to be at an end. By contrast, some European 
countries are becoming increasingly exposed to the impacts of risks 
that arose in the pre-crisis period and have deepened during the crisis 
owing to inadequate or incorrect economic policy reactions. The current 
situation in Europe, and particularly in the euro area, is therefore very 
fragile and the crisis may re-emerge at virtually any time. The risks to 
financial stability in Europe remain high and tilted to the downside. By 
contrast, the Czech financial sector remained highly resilient to external 
risks in 2011, with some of its parameters becoming even more 
robust. The domestic economy was therefore affected by the euro area 
crisis to a limited extent, via weakening economic activity. However, 
developments in the euro area are generating numerous risks to future 
financial stability in the Czech Republic. 

The main risk scenario for the Czech economy over the next two years 
remains a sharper contraction of economic activity due to the crisis in 
its external environment. Further development of the negative feedback 
between public finance, the real economy and the financial sector is 
a threat stemming from the euro area. This feedback, which was identified 
as one of key risks in FSR 2010/2011, started to develop quickly in 2011 H2. 
Although the measures implemented by euro area authorities in late 2011/
early 2012 stopped this development, the probability of it re-emerging 
is not low. One of the reasons is the strong procyclicality of economic 
policies, consisting not only in the forced fast reduction of public budget 
deficits, but also in regulatory pressures for an immediate strengthening of 
the capital and liquidity buffers of banks operating in the euro area, which 
are increasing regulatory uncertainty and speeding up the deleveraging 
process. Last but not least, commodity and energy prices, which reflect the 
geopolitical uncertainty and dynamic growth in emerging economies, are 
also having procyclical effects on European economies.

DEVELOPMENTS IN 2011 AND 2012 Q1

Following quite a robust recovery in 2010, the global economy recorded 
a modest slowdown in 2011. However, the economic growth was very 
uneven across regions and the gaps between countries increased. Some 
euro area countries with high private sector or government debt, weak 
economic growth and high unemployment are in a vicious circle from 
which it will be difficult to escape. The Czech Republic maintained 
positive economic growth in 2011, but this growth gradually slowed 
and was driven solely by net exports and change in inventories. 

Given the absence of demand-pull inflation pressures, the CNB, like the 
world’s major central banks, kept its monetary policy rates at historically 
low levels. In addition to standard monetary policy instruments, the major 
central banks continued their quantitative easing policies. At the end of 
2011, the ECB introduced extraordinary three-year liquidity-providing 
operations (LTROs), which have similar effects as quantitative easing.

Both the global and the Czech economy 
recorded a slowdown

Monetary policies remained easy 
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The non-financial corporations sector recorded comparable financial 
results in 2011 as in 2010, mainly thanks to the good performance 
of export-oriented manufacturers. Sectors linked to domestic demand, 
particularly construction, real estate and services, posted noticeably 
worse financial results. However, the NPL ratio in the corporate sector 
as a whole declined gradually during the year. 

Despite a decline in the unemployment rate, the income situation of 
households deteriorated. Real wage growth was among the lowest in 
recent history, and the real disposable income of households decreased 
year on year. This unfavourable situation has so far affected the credit 
risk of households only moderately, thanks, among other things, to low 
lending rates. The share of overindebted households continued rising, 
especially in the low-income category. However, the impact of the high 
overindebtedness of such households on banks‘ balance sheets was 
offset by a low absolute amount of loans provided. 

Global financial markets continue to be subject to a high degree of 
uncertainty, increased risk aversion and volatility in reaction to policy 
measures adopted in the euro area. The ECB’s long-term liquidity-
providing operations in late 2011/early 2012 calmed the extremely 
volatility in European markets, but the long-term effectiveness of the 
non-standard policy measures is uncertain, as credit and liquidity risk in 
financial systems has remained elevated. 

Czech financial markets continue to be affected by developments 
abroad, although with less intensity than in previous years. A lack 
of counterparty confidence and low market liquidity persist on the 
interbank market. Despite its low volume and liquidity, the Czech 
government bond market is still recording slightly higher yields than 
those in countries with similar or worse public finance positions and 
outlooks. The Czech government bond market is vulnerable to aggregate 
market risks and contagion risks, even though the Czech Republic was 
one of only two EU countries to have their ratings upgraded last year 
amid mass downgrades. 

Residential property prices continued to decline in 2011. This was 
chiefly due to the worse income situation of households and worse 
demographic determinants. The number of property market transactions 
also fell, housing construction decreased significantly, and there was 
a further increase in the time it takes to sell residential developments. 
On the other hand, property price sustainability indicators improved, 
opening up the possibility of speculative property purchases thanks 
to low interest rates on loans for house purchase. Signs of a modest 
market recovery in the commercial property sector – in particular a pick-
up in mortgage loan growth and a recovery in investment activity – also 
started to emerge in 2011 H2.

2011 was a favourable year for the Czech financial sector. The banking 
sector as a whole maintains a good starting position in terms of capital 
adequacy, profitability and balance-sheet liquidity and, as a whole, 
remains independent of external financing. Its exposures to parent 

Domestic exporters improved their financial 
position, but the situation in sectors 
dependent on domestic demand worsened 

The worse income situation of households has 
yet to affect their debt repayment ability

The situation in global financial markets is 
being affected by euro area developments…

…and is also having an adverse effect on 
Czech financial markets

Falling property prices prompted a decline in 
the number of transactions and a reduction in 
housing construction 

The starting position of the financial system, 
and particularly of the banking sector, remains 
very good for future years
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groups are stable over time and are being monitored by the CNB. The 
market share of building societies recorded a decline. The riskiness of 
the credit union segment decreased from the previous year, but the 
sector still cannot be regarded as resilient to increased risks. Insurance 
companies have solid capitalisation, but their profitability decreased. 
The pension fund segment remains stable and is strengthening its 
position in the allocation of household savings. It will be affected by 
the reform of the pension system. The market shares of collective 
investment funds and, as in the previous year, of non-bank financial 
corporations engaged in lending decreased slightly. 

Credit risk in the banking sector improved slightly in 2011 and the 
non-performing loan (NPL) ratio stabilised at around 6%. At the 
aggregate level, credit risk can be regarded as sufficiently covered by 
provisions, but there are quite large differences in NPL coverage across 
domestic banks. Loan portfolio concentration is falling steadily, but 
the collateralisation of the largest loans is declining. Domestic banks 
increased their holdings of government bonds, which accounted for 
15% of total assets at the end of 2011 (compared to 11% in 2008 and 
to lower levels usually recorded in European countries). The off-balance-
sheet activities of banks remain significant, despite decreasing since the 
start of the crisis. The profitability of the banking sector remains above 
average by international comparison. From the short-term perspective, 
it may be jeopardised by adverse financial market developments, and 
from the long-term perspective it may be reduced by structural changes 
such as stronger competition in both the deposit and loan segments 
and reorientation of depositors to non-bank investment products, for 
example in connection with the pension reform. 

RISKS TO FINANCIAL STABILITY

The balance of risks is little changed from the previous FSR 2010/2011, 
and downside risks prevail. The intensity of those risks has increased 
mainly as a result of adverse economic developments, which may seem 
almost impossible to resolve in some euro area countries. The structure 
of risks is also similar to that recorded a year ago, although analysts’ and 
authorities’ perceptions of the intensity of individual risks have changed. 
The assessment of the significance of sovereign risk has decreased and 
risks relating to weak economic growth are now at the centre of attention.

The CNB’s May forecast expects annual GDP growth to switch to 
stagnation this year owing to lower economic growth abroad and in 
connection with slowing domestic demand reflecting continued public 
finance consolidation. GDP growth is expected to increase to 1.9% in 
2013, thanks mostly to a recovery in external demand. The difficult 
labour market situation and the need to implement further fiscal 
measures to reduce the structural public budget deficit will be obstacles 
to a faster recovery in domestic demand in the near future.

The possibility of “balance-sheet recession”, caused by reduction of the 
high indebtedness of economic agents, is a risk to a recovery in external 
demand. In this context there are concerns that the deleveraging 

Credit risk stabilised and the share of 
government bond holdings increased

The balance of risks is unchanged, but their 
intensity has increased and real economy-
related risks have moved to the centre of 
attention

The Czech economy will switch to stagnation 
in 2012 and start to recover in 2013

The possibility of balance-sheet recession 
remains a risk to a recovery in external 
demand 
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process in the euro area will be accompanied by a sharp tightening of 
credit conditions and worse availability of loans for the private sector. 
This could endanger production in the corporate sector. Advanced 
economies will also be adversely affected by global asymmetries in 
the geographical distribution of economic growth. Dynamic growth 
in emerging economies is being reflected in continuing growth in 
commodity prices, which, in turn, is creating a negative supply-side 
shock in advanced countries, further weakening their economic activity.

In the non-financial corporations sector, a strengthening of the export 
sector led to a further increase in the Czech economy’s dependence 
on the euro area. Construction and real estate activities will remain 
subject to risks arising from low demand, particularly in the area of 
large engineering projects and housing construction. Similarly, the 
fiscal austerity measures may endanger the profitability of the transport 
industry, which will also be affected by rising fuel prices and higher tolls 
accompanied by an expansion of the toll road network. 

The main risk in the household sector is unfavourable income 
developments, which will also be characterised by a diminishing ratio of 
gross disposable income of households to GDP. Real household income 
will also be adversely affected by rising energy prices and indirect 
tax increases. Households’ income will also reflect the labour market 
situation, which will remain quite difficult. Total income growth will 
thus be subdued for some time to come. This will negatively affect the 
economic situation of households and their ability to repay loans.

In most advanced countries, including the Czech Republic, maintaining 
credit risk at an acceptable level is conditional on real lending rates 
staying at their current relatively low levels, which are consistent with 
slow growth in the real income of both households and corporations. 
This fragile stability may be threatened in individual countries by a rise 
in risk premiums, due, for example, to a loss of confidence in their 
public finance sustainability, a lack of confidence in the reported quality 
of banks’ balance sheets, an adverse trend in economic activity, or 
combinations thereof. By contrast, a global increase in interest rates 
remains unlikely despite governments’ high debt financing requirements, 
thanks to favourable trends in the global supply of savings compared to 
demand for savings.

In addition to new mortgages, low interest rates fostered continued 
growth in the number of refinanced loans in 2011. A further pick-up 
in the refinancing volume can be expected in 2012. In the current low 
interest rate environment, refinancing and rate refixation are enabling 
debtors to switch to a lower interest rate level. This is leading to 
a reduction in servicing costs and is having a positive impact on credit 
risk. In this regard, however, a scenario where most loans for house 
purchase are refixed and refinanced at a low interest rate level in future 
years and where a long period of significantly higher rates follows, may 
give rise to some concerns. However, the risks of this scenario are limited 
to a situation where rate increases are not accompanied by a recovery 
in wage and disposable income growth. This might arise primarily as 
a result of a loss of confidence in public finance sustainability.

The dependence of non-financial corporations 
on external developments increased

Unfavourable income developments are the 
main risk in the household sector

Amid weak economic growth, the ability to 
repay loans will depend on low lending rates

The credit risk of loans for house purchase 
may be adversely affected by large 
fluctuations in nominal interest rates
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sheets, but also from off-balance-sheet credit facilities and guarantees. 
Another significant risk to the banking sector would be the collapse 
of the largest debtors of each bank, as these loans are often not 
sufficiently secured. 

Renewed volatility in the financial markets combined with potential 
write-downs of claims on indebted EU countries (as in the case of 
Greece in 2011) might also have significant adverse effects. Market 
volatility could particularly affect banks that have larger open positions 
in trading derivatives. Unfavourable market developments would also 
hit the other segments of the financial sector, particularly insurance 
companies and pension funds.

It can be deduced from the stock of NPLs and the relating provisioning 
that the inflow of new NPLs has gradually slowed in recent quarters and 
– in combination with the write-off of default loans – growth in total 
NPLs has halted. However, the slowdown in economic activity and in 
particular the unfavourable evolution of household income may reverse 
the current positive trend. Loans provided after the economy started 
to recover following the 2009 recession might then become non-
performing to an increasing extent. If the Europe in Depression scenario 
materialises, the NPLs and provisions could increase again significantly.

Foreign analysts have started to identify the potential losses arising 
from domestic banks’ exposures to their foreign parent groups as 
a potential risk. Although the probability of a collapse of the European 
banks that are present in the Czech Republic as owners of domestic 
banks can be assessed as extremely low, it is a risk, which, combined 
with unfavourable macroeconomic developments and market losses, 
could affect the domestic banking sector. This is one of the reasons why 
this risk was assessed in stress tests. 

Given the current macroeconomic outlook, apartment prices can be 
expected to be flat or falling slightly in the period ahead. Potential 
foreclosures of apartments used as collateral for loans to households 
and developers, together with the aforementioned worse income 
situation of Czech households, remain a downside risk to prices. The 
property development sector itself saw a rise in the NPL ratio, and 
progress with the sale of residential developments may slow further as 
the one-off effect of the increase in the reduced VAT rate subsides. On 
the other hand, an increase in the profitability of speculative property 
purchases may sow the seeds of a short-term speculative bubble. An 
upturn in investment activity in the commercial property area, which is 
being driven by foreign investors, could also lead to an overheating of 
this market segment and to a rise in the vacancy rate.

ASSESSMENT OF THE FINANCIAL SECTOR’S RESILIENCE

With regard to the risks identified above, the resilience of the domestic 
financial system was assessed as usual by means of stress tests on banks, 
insurance companies and pension funds using a Baseline Scenario 

The impact of a potential rise in market 
volatility should not be underestimated 
despite the relatively low significance of 
market risk in banks 

Credit losses would rise sharply if the stress 
scenario were to materialise

Domestic banks’ exposures to foreign parent 
companies may also pose a risk

The residential and commercial property 
markets may remain a source of risk

The domestic financial system was exposed 
to strong shocks in stress tests 
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If one compares public budget flows and stocks with the advanced 
European economies, the position of the Czech economy looks relatively 
good. According to the CNB’s May forecast, the public finance deficit 
should decrease to 3% of GDP in 2012, which is considered a safe limit. 
A gradual stabilisation of public budgets is vital because the Czech 
economy – unlike some other advanced countries – does not have 
a significant private sector savings surplus. If the Czech government 
were to obtain funds for potential fiscal expansion from abroad, the 
Czech economy’s international position would worsen further. This 
would later be reflected in an increase in the sovereign risk premium and 
a rise in lending interest rates, as is currently happening in the euro area. 
From a longer-term perspective, the increase in the foreign currency 
component of Czech public debt can be regarded as a risky trend.

Despite the low sovereign risk of the Czech state and the relatively 
resilient financial sector in the Czech Republic, renewed high volatility 
in foreign financial markets may have sizeable impacts on prices of 
domestic financial assets. The euro area debt crisis has shown that in 
small countries such as the Czech Republic an effort to stabilise public 
finances is not enough to prevent the transmission of risks from foreign 
markets. In this situation, it is better not to reduce the share of the 
long-term component in Czech public debt, as this ensures predictable 
repayment amounts and to some extent protects the debt against the 
market tension and random volatility typical of times of crisis.

The none-too-optimistic expectations regarding economic growth and the 
persisting high credit and liquidity risk in the financial system are increasing 
uncertainty, with serious implications for economic policies. The impacts 
of the materialisation of systemic risks that accumulated in the global 
financial system in the past are still so strong that they require continued 
supportive economic policies. A premature exit from such policies might 
put the fragile financial market at risk. A potential risk is that politicians 
and the public are becoming increasingly reliant on central bank actions.

The loss of top ratings and doubts about the medium-term public finance 
sustainability of some large advanced countries are causing investors to fly 
to perceived “quality”, as represented by government bonds of countries 
that still have the top rating. A combination of very low nominal yields on 
the remaining highly safe assets and elevated market volatility is putting 
long-term investors, such as pension funds and insurance companies, at 
a disadvantage. The excessively high price of relatively good-quality assets, 
whose real returns are often negative, may motivate these institutions 
to search for yield and prefer riskier asset categories. This, in turn, will 
foster increased volatility and may also have a negative effect on the real 
economy. One consequence could be a decline in interest rates in such 
countries to levels that are not necessarily consistent with maintaining price 
and financial stability in the long term.

The main risk to the Czech banking sector remains a potential increase 
in credit losses should the real economy take a turn for the worse. 
Such losses could materialise not only from loans held in banks’ balance 

Deficit financing from abroad could become 
a risk to Czech public finance

High volatility may transmit from foreign 
markets to the domestic bond market despite 
continued stabilisation of Czech public finance 

The high degree of uncertainty necessitates 
continued central bank supportive policies 

Negative real returns on safe assets are 
motivating investors to search for short-
term yield 

The main risk to the banking sector is an 
increase in credit losses combined with market 
losses 
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sheets, but also from off-balance-sheet credit facilities and guarantees. 
Another significant risk to the banking sector would be the collapse 
of the largest debtors of each bank, as these loans are often not 
sufficiently secured. 

Renewed volatility in the financial markets combined with potential 
write-downs of claims on indebted EU countries (as in the case of 
Greece in 2011) might also have significant adverse effects. Market 
volatility could particularly affect banks that have larger open positions 
in trading derivatives. Unfavourable market developments would also 
hit the other segments of the financial sector, particularly insurance 
companies and pension funds.

It can be deduced from the stock of NPLs and the relating provisioning 
that the inflow of new NPLs has gradually slowed in recent quarters and 
– in combination with the write-off of default loans – growth in total 
NPLs has halted. However, the slowdown in economic activity and in 
particular the unfavourable evolution of household income may reverse 
the current positive trend. Loans provided after the economy started 
to recover following the 2009 recession might then become non-
performing to an increasing extent. If the Europe in Depression scenario 
materialises, the NPLs and provisions could increase again significantly.

Foreign analysts have started to identify the potential losses arising 
from domestic banks’ exposures to their foreign parent groups as 
a potential risk. Although the probability of a collapse of the European 
banks that are present in the Czech Republic as owners of domestic 
banks can be assessed as extremely low, it is a risk, which, combined 
with unfavourable macroeconomic developments and market losses, 
could affect the domestic banking sector. This is one of the reasons why 
this risk was assessed in stress tests. 

Given the current macroeconomic outlook, apartment prices can be 
expected to be flat or falling slightly in the period ahead. Potential 
foreclosures of apartments used as collateral for loans to households 
and developers, together with the aforementioned worse income 
situation of Czech households, remain a downside risk to prices. The 
property development sector itself saw a rise in the NPL ratio, and 
progress with the sale of residential developments may slow further as 
the one-off effect of the increase in the reduced VAT rate subsides. On 
the other hand, an increase in the profitability of speculative property 
purchases may sow the seeds of a short-term speculative bubble. An 
upturn in investment activity in the commercial property area, which is 
being driven by foreign investors, could also lead to an overheating of 
this market segment and to a rise in the vacancy rate.

ASSESSMENT OF THE FINANCIAL SECTOR’S RESILIENCE

With regard to the risks identified above, the resilience of the domestic 
financial system was assessed as usual by means of stress tests on banks, 
insurance companies and pension funds using a Baseline Scenario 

The impact of a potential rise in market 
volatility should not be underestimated 
despite the relatively low significance of 
market risk in banks 

Credit losses would rise sharply if the stress 
scenario were to materialise

Domestic banks’ exposures to foreign parent 
companies may also pose a risk

The residential and commercial property 
markets may remain a source of risk

The domestic financial system was exposed 
to strong shocks in stress tests 

If one compares public budget flows and stocks with the advanced 
European economies, the position of the Czech economy looks relatively 
good. According to the CNB’s May forecast, the public finance deficit 
should decrease to 3% of GDP in 2012, which is considered a safe limit. 
A gradual stabilisation of public budgets is vital because the Czech 
economy – unlike some other advanced countries – does not have 
a significant private sector savings surplus. If the Czech government 
were to obtain funds for potential fiscal expansion from abroad, the 
Czech economy’s international position would worsen further. This 
would later be reflected in an increase in the sovereign risk premium and 
a rise in lending interest rates, as is currently happening in the euro area. 
From a longer-term perspective, the increase in the foreign currency 
component of Czech public debt can be regarded as a risky trend.

Despite the low sovereign risk of the Czech state and the relatively 
resilient financial sector in the Czech Republic, renewed high volatility 
in foreign financial markets may have sizeable impacts on prices of 
domestic financial assets. The euro area debt crisis has shown that in 
small countries such as the Czech Republic an effort to stabilise public 
finances is not enough to prevent the transmission of risks from foreign 
markets. In this situation, it is better not to reduce the share of the 
long-term component in Czech public debt, as this ensures predictable 
repayment amounts and to some extent protects the debt against the 
market tension and random volatility typical of times of crisis.

The none-too-optimistic expectations regarding economic growth and the 
persisting high credit and liquidity risk in the financial system are increasing 
uncertainty, with serious implications for economic policies. The impacts 
of the materialisation of systemic risks that accumulated in the global 
financial system in the past are still so strong that they require continued 
supportive economic policies. A premature exit from such policies might 
put the fragile financial market at risk. A potential risk is that politicians 
and the public are becoming increasingly reliant on central bank actions.

The loss of top ratings and doubts about the medium-term public finance 
sustainability of some large advanced countries are causing investors to fly 
to perceived “quality”, as represented by government bonds of countries 
that still have the top rating. A combination of very low nominal yields on 
the remaining highly safe assets and elevated market volatility is putting 
long-term investors, such as pension funds and insurance companies, at 
a disadvantage. The excessively high price of relatively good-quality assets, 
whose real returns are often negative, may motivate these institutions 
to search for yield and prefer riskier asset categories. This, in turn, will 
foster increased volatility and may also have a negative effect on the real 
economy. One consequence could be a decline in interest rates in such 
countries to levels that are not necessarily consistent with maintaining price 
and financial stability in the long term.

The main risk to the Czech banking sector remains a potential increase 
in credit losses should the real economy take a turn for the worse. 
Such losses could materialise not only from loans held in banks’ balance 

Deficit financing from abroad could become 
a risk to Czech public finance

High volatility may transmit from foreign 
markets to the domestic bond market despite 
continued stabilisation of Czech public finance 

The high degree of uncertainty necessitates 
continued central bank supportive policies 

Negative real returns on safe assets are 
motivating investors to search for short-
term yield 

The main risk to the banking sector is an 
increase in credit losses combined with market 
losses 
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and a Europe in Depression stress scenario. The Baseline Scenario is 
considered by the CNB to be the most probable. The stress scenario 
describes the risk of a prolonged contraction in economic activity and 
a related sharp fall in property prices, a rise in NPLs and a drop in 
operating profits of financial institutions. This scenario is supplemented 
in sensitivity analyses with other shocks, e.g. the assumption of adverse 
financial market developments, write-downs of claims on indebted 
EU countries, losses on domestic banks’ exposures to foreign parent 
companies and the collapse of the largest debtors of each bank.

The stress test results confirm that banks and insurance companies are 
highly resilient to adverse economic and market developments. This is 
due not only to their high initial capital buffer, but also to their ability 
to generate income even in an adverse scenario. The same conclusion 
applies to the sensitivity analysis in which the banking sector writes off 
a substantial proportion of its exposures to foreign parent banks. Even 
in this case, the aggregate capital adequacy ratio of the banking sector 
would remain above the 8% regulatory minimum. The pension fund 
sector remains sensitive to greater volatility in securities prices.

Using the Europe in Depression scenario, a banking sector liquidity 
stress test was applied at the one-month and three-month horizons 
for the first time. The test as usual involved a first round of shocks, 
consisting mainly in a bank run, increased use of credit facilities and 
a reduction in the value of market assets, and a second round of shocks 
capturing the additional reduction in the liquidity buffer stemming from 
the rise in reputational and systemic risk caused by banks’ efforts to 
close the liquidity gap. Although the conditions of the scenario were 
relatively tough, the banks tested withstood the simulated shock and 
would be able to close the potential liquidity gap within one month or 
three months even under worse market conditions.

SYSTEMIC RISKS AND MACROPRUDENTIAL POLICY

Analyses of the connections between institutions and sectors, which 
focus on network links and therefore on the cross-sectional dimension 
of potential systemic risk, indicate still only low risk in this area. 
Indicators of the cyclical component of systemic risk, such as credit 
growth, credit conditions and margins, property prices, and liquidity in 
the banking sector, suggest that the Czech financial system is entering 
a phase of modest post-crisis recovery in lending. However, an increase 
in the cyclical component of systemic risk in the coming years will be 
prevented by pessimistic expectations among economic agents. They 
are now aware of a risk of renewed recession, the potential continuation 
of the property price decline, and the generally increased probability of 
default.

The domestic financial sector is currently in a phase of the financial 
cycle that is still subject to risks that originated in the pre-crisis years. 
Unlike in the euro area, however, these risks are materialising largely 

Banks and insurance companies showed 
sufficient resilience to various significant risks 
in the stress tests, but pension funds remain 
sensitive to market shocks

Liquidity tests confirm that the banking sector 
is highly resilient to a wide range of liquidity 
shocks

No new sources of systemic risk were 
identified

The lending conditions of Czech banks are 
stable and their interest rate component is 
easing



17

Czech National Bank / Financial Stability Report 2011/2012

1 sUMMarY

because of the situation in the Czech Republic’s external environment. 
At the same time, the Czech financial cycle is not very synchronised with 
the euro area cycle. The lending conditions of Czech banks stabilised in 
2011 and the interest rate component of these conditions eased in late 
2011 and in the first months of 2012 for loans to corporations and to 
households for house purchase. Interest margins on new loans fell to 
historical lows.

In connection with the rapid growth in new loans for house purchase 
observed in 2011 H2 and the fall in interest rates on these loans, media 
commentators began to speak of a mortgage boom. If one compares 
the growth in the total stock of loans for house purchase and new 
loans for house purchase, it is clear, however, that the month-on-month 
increases in the stock of loans for house purchase are low from the 
long-term perspective. The explanation is that a large proportion of new 
loans are existing loans that have been refinanced with other banks at 
the end of the interest rate fixation period. Nonetheless, it is legitimate 
to ask whether the current growth in loans for house purchase and 
the interest rates in this segment are consistent with appropriate risk 
assessment given the existing uncertainties. This is particularly true 
in a situation where no improvement in clients’ creditworthiness is 
apparent. In the period ahead, the CNB will therefore focus not only 
on credit risk in this market segment, but also on the sensitivity of 
mortgage portfolios to interest rate growth.

To maintain high public and investor confidence in the stability 
of the Czech banking sector, banks must maintain a high ability to 
absorb potential credit and market losses. In the near future, the 
CNB’s macroprudential policy strategy will thus consist mainly in 
regular monitoring of the capital adequacy of banks on both a solo 
and consolidated basis. When managing risks, banks themselves 
should consider scenarios containing long-term adverse trends in the 
macroeconomic environment showing up as flat or slow income growth.

In a situation where risks relating to weak economic growth and the 
potential return of recession have taken centre stage, the CNB will pay 
increased attention to the quality of the credit portfolios of banks and 
credit unions in the period ahead. The main emphasis will be put on 
prudential categorisation of claims, sufficient provisioning and correct 
collateral valuation. Increased attention will also be paid to the links 
between domestic banks and their parent groups.

On the basis of credit risk analyses, the CNB is also taking regulatory 
measures. In April 2012, the CNB decree on prudential rules for banks, 
credit unions and investment firms was amended to tighten the 
qualitative requirements for the lending activities of banks and credit 
unions. In addition, the CNB is issuing official information describing its 
procedures for assessing the sufficiency of provisioning. An amended 
decree also halved the limit on the exposures of banks in the Czech 
Republic to parent or affiliated companies abroad. An information duty 
to the CNB regarding the assumption of credit risk exceeding 1% of 
total assets from a group member was also introduced.

Loans for house purchase require increased 
attention 

Banks must maintain a high ability to absorb 
potential credit and market losses

Credit risk monitoring will be the CNB’s 
priority in the period ahead

The CNB has amended the rules applying to 
credit risk and exposures to parent companies 
abroad




