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OVERALL ASSESSMENT 

 

The Czech financial sector has developed favourably since spring 2016. 
According to the aggregate dashboard, it has maintained a high level of 
resilience to possible adverse shocks. This was fostered mainly by still 
relatively high capitalisation, stable funding sources and a sufficient 
buffer in the form of quickly available liquidity. As regards potential 
sources of risks to financial stability in the future, the aggregate 
macroprudential dashboard indicates a further increase in cyclical risks 
and a very modest rise in structural risks. The most significant domestic 
risk of a cyclical nature is that of a continued spiral between property 
prices and property purchase loans. The CNB is responding to the 
increase in cyclical risks on an ongoing basis by configuring relevant 
macroprudential instruments. The CNB’s monetary policy is also likely to 
help mitigate these risks in the period ahead. A major potential risk --- 
whose source, however, lies outside the domestic economy --- is a sudden 
and disorderly increase in risk premia on global financial markets, which 
might lead to high volatility on asset markets with an impact on the real 
economy. The modest increase in structural risks is due mainly to 
a further rise in maturity transformation of deposits and loans in the 
banking sector, a rising share of non-residents on the domestic debt 
securities market and increasing concentration of bank exposures to the 
residential and commercial property sector. 

DEVELOPMENTS IN 2016 AND 2017 Q1 

Following a slowdown in 2016, the world economy is expected to 
accelerate this year and the next. The euro area economy grew at a solid 
pace and the current outlooks are also optimistic. Nonetheless, significant 
differences persist among Member States. The domestic economy also 
slowed in 2016, but according to the CNB’s forecast published in 
Inflation Report II/2017, the rate of growth of the Czech economy should 
increase this year and the next. The growth will be driven mainly by 
robust growth in household consumption and a recovery in investment 
amid continued growth in external demand. Favourable domestic 
economic activity, optimistic income expectations of both households and 
corporations and low interest rates also affected the conditions and 
activity on the domestic credit market. Total bank loans to the private 
sector rose by almost 6.7% year on year in 2015. Bank loans for house 
purchase increased by more than 8% and loans to non-financial 
corporations by more than 6% in the second half of last year. Year-on-
year growth stayed at the same level in 2017 Q1. 
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The Federal Reserve raised its monetary policy rate in December 2016 and 
again in March 2017. Financial markets are expecting monetary 
conditions to continue tightening in the USA this year. By contrast, the 
ECB is keeping its monetary policy rates at very low or negative levels and 
is continuing to pursue unconventional monetary policy. However, it 
reduced its monthly net asset purchases in April 2017. Interest rates and 
yields on bonds with longer maturities are gradually rising in line with 
growing optimism in US and European markets. The CNB discontinued 
the use of the exchange rate as an additional monetary policy instrument 
in early 2017. The exit from the exchange rate commitment was the first 
step towards a gradual return of the overall monetary conditions to 
normal. Subsequent increases in monetary policy rates, which remain at 
technical zero, will be conditional on the evolution of all key 
macroeconomic variables, including the exchange rate of the koruna. 
Consistent with the CNB’s forecast published in Inflation Report II/2017 is 
an increase in market interest rates in 2017 Q3 and later also in 2018. 

Last year’s slower domestic economic growth was reflected in a slight 
decline in the profitability of non-financial corporations. Although credit 
risk indicators showed a partial deterioration, the overall riskiness of loans 
remains well below the levels observed in the crisis years. Exposures to 
the energy and construction sectors are showing an increased level of 
credit risk. Despite a slight slowdown, the growth rate of loans to non-
financial corporations was strong and one of the highest in the European 
context. An observed increase in foreign currency bank loans is linked 
mainly with a higher degree of natural hedging against exchange rate 
risk before the end of the exchange rate commitment. Such loans thus 
do not represent a source of systemic risk. 

Growing consumer confidence and a persisting environment of low rates 
resulted in a renewed pick-up in growth in total household debt. Debt 
servicing costs remain sustainable due to low interest rates and rising 
income. However, growth in interest rates, the probability of which is 
increasing due to the global situation, may give rise to repayment 
problems in some indebted households. The stress test indicates 
increased sensitivity mainly in low-income households with a debt-
service-to-income (DSTI) ratio of over 40%. Credit risk indicators 
improved during 2016 thanks to wage growth and a low unemployment 
rate. 

Residential property prices accelerated in 2016 and at the start of 2017. 
At 11%, the year-on-year rate of growth in transaction prices was one of 
the highest in the EU in 2016 Q4. Prices reached --- or even exceeded --- 
the level of their previous cyclical peaks in 2008 in all categories except 
apartments outside Prague. At the same time, apartment prices 
considerably outpaced wages, so the affordability of apartments 
deteriorated. One of the factors behind the growth in residential property 
prices may be restricted supply. Prices of commercial property also 
increased last year. Prime yields were at their lowest levels since 2000 in 
all categories of this segment. At the same time, 2016 was a record year 

Central banks’ monetary policies remain 
accommodative, but yields are steadily 
increasing at longer maturities 

The financial condition of non-financial 
corporations is good despite a slight decline in 
profitability 

Total household debt is increasing 

Prices of residential and commercial property 
continue to rise 
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in terms of transaction volume, which exceeded the previous high 
recorded in 2007 by 25%. 

The developments recorded in the Czech financial sector were positive in 
2016. Continued growth in economic activity was reflected in an increase 
in profitability, sustained relatively high capitalisation and favourable 
liquidity of the banking sector. Insurance companies are also well 
capitalised and most of them are maintaining stable profitability. 
Investment funds are continuing to show dynamic growth. The 
importance of pension funds as a household investment vehicle is also 
increasing. 

RISKS TO FINANCIAL STABILITY AND ASSESSMENT OF THE 
FINANCIAL SECTOR’S RESILIENCE 

The most significant domestic risk is that of a continued spiral between 
property prices and property purchase loans. The total stock of housing 
loans increased by CZK 96 billion last year. The year-on-year growth rate 
of genuinely new mortgage loans accelerated to almost 30% in 
2017 Q1. Such fast loan growth is not sustainable. Residential property 
prices are currently above the level consistent with fundamentals 
according to the CNB’s analyses. Not only residential property, but also 
commercial property may be moderately overvalued. However, the 
amount of new commercial property financing loans provided by 
domestic banks is not rising significantly and there is no visible softening 
of credit standards. 

A sudden and disorderly increase in risk premia leading to high volatility 
on asset markets is the main global risk to financial stability. The 
existence of this risk is indicated by a global decrease in spreads on risky 
corporate bonds to historical lows, which can be interpreted as a reduced 
ability of investors to perceive and value risk. It is obvious that increased 
optimism in an environment of exceptionally low interest rates has 
created an incentive to take on risk on riskier asset markets. A sudden 
change in market sentiment (for example in response to an excessively 
fast tightening of the monetary conditions or escalating geopolitical risks) 
could lead to a sharp revaluation of bonds and shares and hence 
substantial market losses. This increases the importance of high-quality 
interest risk management in financial institutions. Some increase in bond 
yields is positive for financial stability from the long-term perspective, 
although it may represent an adverse shock for vulnerable economies 
with financial and macroeconomic imbalances. 

Despite the economic recovery, there are persisting concerns in the euro 
area about fluctuations in the real economy and the financial system. 
Countries with high total debt and an unfinished process of banking 
sector stabilisation continue to face the risk of a return to recession. 
Given low growth in nominal GDP, a more pronounced rise in interest 
rates might trigger financial sector turbulence in some countries. Partly 
for this reason, the ECB’s monetary policy remains highly accommodative 
and the ECB as a supervisory authority is, within the SSM, advocating 

Developments in the domestic financial sector 
were favourable and financial institutions 
remained profitable overall 

High financial asset prices may be a source of 
market risks and increased volatility on global 
and national financial markets 

The most significant domestic risk is that of a 
continued spiral between property prices and 
property purchase loans. 

Fluctuations in the real economy and the euro 
area financial system remain a concern 
influencing ECB policy 
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a very cautious approach to the implementation of some globally 
introduced rules for the functioning of the banking sector. 

The persisting low market interest rates and returns on financial assets 
are adversely affecting the income and profitability of financial 
institutions in the Czech Republic. In the case of banks, this is occurring 
primarily via declining interest margins on the stock of loans. Its main 
source is a gradual decline in interest rates on existing mortgage loans as 
those loans are refixed and refinanced. This may negatively affect 
domestic banks’ ability to maintain their capital adequacy at the current 
level. The performance of financial institutions may also be adversely 
affected by low yields on government bonds and other assets or 
increased volatility of their prices in the longer run. 

Non-residents’ growing interest in Czech government securities, largely 
motivated by speculation, pushed down returns on such assets deeper 
into negative territory. The relatively high share of non-residents in 
holdings of Czech government debt might represent a potential source of 
interest rate risk-related vulnerability for the domestic financial sector. 
Higher sales of Czech securities by non-residents combined with low 
market liquidity could result in increased market volatility and potentially 
also a marked drop in their prices. This risk is partly dampened by the 
ECB’s very easy monetary policy and overboughtness of the koruna 
market. 

Credit risk, which is the principal source of potential losses in the 
domestic banking sector, has decreased in terms of the backward-looking 
non-performing loan (NPL) ratio. The structure of NPLs has also improved, 
as has their coverage by provisions. The provisions created by banks at 
the aggregate level seem to be sufficient to cover the current expected 
loss given default. However, there are significant differences in the 
prudence of banks with regard to NPL coverage. The importance of loans 
for financing residential and commercial property is increasing in banks’ 
balance sheets. These loans currently account for almost 60% of total 
loans to the private non-financial sector. A further increase in the 
concentration of loan exposures to the real estate sector combined with 
a decrease in the risk weights of these exposures would lead to a rise in 
the structural risk of the banking sector. 

Building societies responded to the market conditions by changing their 
business strategy towards the provision of loans not secured by property. 
These are a credit product with potential for higher interest rate profit 
but simultaneously higher credit risk. The CNB will therefore closely 
watch practices in this area and assess whether building societies’ internal 
credit risk management systems take sufficient account of this change. 

The evolution of financial assets and liabilities forming the links between 
institutions in the financial sector does not indicate significant changes in 
their interconnectedness. The risk of transmission of financial distress 
across segments in the event of adverse developments remains low. The 

The profitability of financial institutions 
continues to be pressured by the environment 
of exceptionally low interest rates 

The risk of a sudden repricing of Czech securities 
remains elevated 

The banking sector remains highly resilient, 
credit risk has decreased, but some sources 
of structural risks are intensifying 

The interconnectedness of financial institutions 
has not increased and the risk of contagion 
remains low 

The importance of unsecured loans is increasing 
in building societies’ portfolios 
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potential for contagion is also being suppressed by the banking sector’s 
large liquidity buffer. 

The resilience of the domestic financial system was verified by means of 
stress tests on banks and pension management companies using 
alternative economic scenarios. The Baseline Scenario is based on the 
CNB’s forecast published in Inflation Report I/2017 and is considered by 
the CNB to be the most probable at the three-year horizon. The 
probability of the Adverse Scenario is conversely very low. Its 
configuration reflects a rule stating that a higher level of stress should be 
applied at times of favourable economic growth than, for instance, 
in periods of recession. The Adverse Scenario assumes a sizeable fall in 
domestic economic activity accompanied by deflationary pressures and 
a rise in unemployment. The adverse economic situation will erode the 
financial reserves of households and non-financial corporations and cause 
a significant deterioration in their ability to service their debts. This will 
lead to sizeable credit losses in the banking sector. The scenario also 
assumes a pronounced increase in government bond yields, which will 
result in financial institutions incurring losses due to market risk. In 
sensitivity analyses for the banking sector, the Adverse Scenario was 
extended to include other shocks, such as losses arising from operational 
risks and the collapse of the largest debtors of each bank. The banking 
sector stress test was also supplemented with a new test with a five-year 
horizon aimed at assessing the banking sector’s resilience to a sustained 
build-up of risks in a growth phase of the economic and financial cycle. 

The stress test results demonstrate that the banking sector remains highly 
resilient to adverse scenarios. While the Baseline Scenario predicts credit 
risk to remain flat, materialisation of the Adverse Scenario would mean, 
among other things, that the banking sector’s credit losses would more 
than triple over the three-year test horizon. However, the banking sector 
has a large capital buffer which enables it to absorb highly adverse 
shocks and maintain its overall capital adequacy sufficiently above the 
regulatory threshold of 8% even in a highly unfavourable scenario. The 
regulatory minimum will not be breached even in a stress test with 
a horizon extended to five years. However, the results of this test 
illustrate that the banking sector‘s actual resilience in a sustained growth 
phase of the financial and business cycle may be lower than the standard 
approach to macro stress tests indicates. If the economy has been 
showing favourable developments for a time, optimistic expectations 
grow and banks and their clients consequently start to be willing to take 
on greater risks. These may then build up unnoticed in the financial 
system for an extended period. The CNB will take stress test results into 
account in the assessment of capital adequacy in the SREP. The banking 
sector is also highly resilient to short-term liquidity risk. The LCR took an 
aggregate value of 188%, well above the currently required 80%. All 
banks would also be compliant with the highest regulatory value of 
100% to be required from 2018. The net stable funding ratio (NSFR) 
confirmed sufficient stable funding sources. Its aggregate value for the 
domestic banking sector as a whole reached 124% at the end of 2016. 
The sensitivity of the pension management companies sector to growth 

The domestic financial system was subjected in 
stress tests to a very adverse scenario assuming 
a deep V-shaped recession 

According to the stress tests, banks are highly 
resilient and pension management companies 
are showing a slightly riskier asset structure and 
higher sensitivity to interest rate risk 
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in yields on securities holdings is increasing, and a slightly riskier asset 
structure has reduced their excess capital. Together, this has led to 
a moderate year-on-year decrease in their resilience. 

MACROPRUDENTIAL POLICY 

When setting the countercyclical buffer rate, the CNB assesses credit 
growth and other indicators of the financial cycle. In December 2015, the 
CNB announced a countercyclical capital buffer rate (CCyB) of 0.5% with 
effect from 1 January 2017. Since the announcement of the 0.5% rate, 
the domestic economy has recorded a significant upward shift in the 
growth phase of the financial cycle. This is characterised by rapid growth 
in loans in a number of credit segments, which, on aggregate, ranks 
among the highest in Europe. To ensure that capital buffers are 
consistent with any losses that the banking sector might be exposed to in 
the future, the CNB regards it as necessary to raise the CCyB rate to 1% 
with effect from 1 July 2018. Most banks comfortably meet the overall 
capital requirement consisting of the minimum regulatory level in Pillar 1, 
the requirements based on supervisory review of risks in Pillar 2 and 
capital buffers. Assuming reasonable dividend policies, banks have 
sufficient space for any increase in the CCyB and growth in their credit 
portfolios on an aggregate level. 

The CNB’s decision on the CCyB rate is made using a set of quantitative 
approaches. However, it is always based on a comprehensive assessment 
of systemic risks, not on mechanical application of the result of these 
approaches. However, if tendencies to underestimate the existing 
financial risks increase, credit growth remains high, lending standards 
ease and systemic risks relating to the financing of property purchases 
grow, the CNB will stand ready to increase the CCyB rate further. 
Conversely, if the financial cycle enters a downturn and the risk of 
excessive credit growth decreases, the CNB will stand ready to lower the 
CCyB rate immediately. 

In view of the risks presented in the two previous Financial Stability 
Reports, the CNB published a Recommendation on the management of 
risks associated with the provision of retail loans secured by residential 
property (the ‘‘Recommendation’’). It set quantitative LTV limits and 
qualitative criteria for prudential provision of mortgage loans. Based on 
the identification of increasing risks, the CNB tightened the 
recommendations on the LTV ratio (the ratio of the loan amount to 
the value of collateral) in June 2016 in order to gradually reduce the 
share of new loans with LTVs of over 80%. The reduction of the LTV 
limits is consistent with the rise in the estimated overvaluation of 
residential property prices, which is leading to an increase in the riskiness 
of mortgage loans for the providers of such loans. An assessment of 
detailed data on new loans shows that institutions mostly observed the 
LTV limits on an aggregate level in the first three quarters of 2016. They 
observed the tighter limits in effect from 2016 Q4 to a far lesser extent. 
Loans with LTVs of over 95% accounted for 5% of total loans and loans 
with an LTV of 85%---95% for 20%, exceeding the recommended 

The domestic economy recorded a further 
upward shift in the growth phase of the 
financial cycle, consistent with which is an 
increase in the countercyclical buffer rate to 1% 

The CNB’s approach to setting the CCyB rate is 
forward-looking and flexible 

The recommended LTV limits were mostly met 
in the first three quarters of 2016, but 
compliance with the tighter limits in effect 
from 2016 Q4 was much lower 
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aggregate limit of 10% by 10 pp. However, a sharp reduction in the 
amount of loans in excess of the limit was recorded in December. 

Institutions continue to provide loans with LTVs above the recommended 
limits which simultaneously have high LTI and DSTI ratios. For many of 
loan applicants, the loan amount is more than eight times their net 
annual income (LTI) and their instalments account for more than 40% of 
their net income (DSTI). In the event of shocks in the form of interest rate 
growth or a drop in income, some of these borrowers could run into 
repayment problems. The share of loans negotiated by intermediaries 
increased year on year to two-thirds of all new loans in 2016 H2. These 
loans are often provided with higher LTVs. Likewise, buy-to-let loans also 
have higher LTI and DSTI ratios. This indicates that institutions are 
exposed to the risk of reliance on intermediaries, who could exert 
pressure for an excessive easing of credit standards. The CNB therefore 
recommends institutions not to create incentive schemes for 
intermediaries that could result in conditions favourable for the formation 
of systemic risks.   

Despite the tightening announced by institutions, the CNB considers 
lending standards to be highly relaxed and identifies the taking on of 
higher risks by some of them. Loans associated with property exposures 
represent the principal source of risks to the stability of the domestic 
banking sector. These emerge and multiply in good economic times, but 
their impact usually occurs with a very long time lag. As 
a macroprudential policy and microprudential supervisory authority, the 
CNB must respond to emerging risks in a forward-looking manner and 
adopt appropriate measures in good time, even when those risks cannot 
be seen from the latest data at first glance 

Given the above, the CNB deems it necessary for providers to pay great 
attention to indicators of borrowers’ ability to repay loans from their own 
resources even in a less favourable economic situation. To reduce the 
risks associated with further growth in the debt of consumers who 
already have a loan secured by residential property, the CNB is extending 
the scope of the Recommendation in the area of assessment of clients’ 
ability to service their loans and to withstand increased stress to other 
loans provided subsequently to those consumers. With a view to 
standardising the terms and conditions for all providers, and given the 
possibility of future transmission of risks to non-bank financial 
institutions, the CNB is simultaneously extending the scope of application 
of the Recommendation to all credit providers. Providers should monitor 
the DTI and DSTI ratios, set internal limits for them and prudently assess 
loan applications on the basis of them. The CNB is not setting upper DTI 
or DSTI limits for the time being. Nor does it regard it as necessary to 
further lower the upper LTV limit at the moment. The upper limit of 90% 
and the aggregate limit of 15% for loans with LTV between 80% and 
90% thus remain in place. However, if the fast growth in apartment 
prices and the related increase in individual loan amounts were to 
continue without loan applicants’ incomes simultaneously rising 
commensurately, the CNB would consider tightening its macroprudential 

The CNB is extending the scope of application 
of the current Recommendation regarding 
subsequently provided unsecured loans to all 
consumer credit providers 

The CNB must respond to the growth in 
systemic risks associated with mortgage lending 
by applying instruments of both 
macroprudential policy and microprudential 
supervision 

Institutions provide loans with high LTVs to 
clients with riskier characteristics 
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instruments, including reducing the upper LTV limits or setting upper 
limits on the DTI or DSTI ratio. 

Providers should be particularly prudent when assessing loan applications 
submitted by applicants with a DTI ratio of over 8 and a DSTI ratio of over 
40%. This applies notably to loans with high LTV that are subject to the 
aggregate limit of 15%. According to the CNB’s analyses, such loans 
show a high level of risk across borrower income categories. Many 
borrowers do not have a sufficient financial reserve above the said DSTI 
level that is essential for the capacity to repay the loan if adverse changes 
occur in their income or the level of interest rates. This fact needs to be 
emphasised given suggestions from the market about how to ‘‘comply 
with’’, or circumvent, the LTV limits by concurrently providing unsecured 
consumer credit. Intentionally combining secured and unsecured loans so 
as to meet the LTV limits is not only in contravention of the CNB’s 
Recommendation, but could also be in breach of the Consumer Credit 
Act if it were to cause a loan applicant to become overindebted. 

The CNB will continue to increase the intensity of microprudential 
supervision of prudent provision of secured and unsecured consumer 
credit by credit institutions and the management of intermediary 
networks by individual credit institutions. The CNB will declare 
supervisory expectations in the area of prudent provision of consumer 
credit. It will introduce extraordinary reporting of credit portfolio quality 
and reporting on the functioning of consumer credit provision systems. It 
will ask institutions to perform internal assessments of compliance of 
their systems with the expected principles. After evaluating the 
information it receives, the CNB will give the institutions feedback and 
will choose on-site inspection procedures on the basis of a risk-oriented 
approach. The CNB will deal with any shortcomings by imposing remedial 
measures and, where necessary, an additional capital requirement for the 
risk management system. 

The CNB is registering a drop in the average risk weights for exposures 
secured by property. This reflects a natural decrease in the estimated level 
of risk of these exposures at a time of favourable economic 
developments. However, it may lead to potentially insufficient creation of 
capital for mortgage loans by institutions with lower risk weights. An 
increase in the CCyB rate represents one, but not the only way of 
reducing this risk. If necessary, the CNB will be prepared to apply 
Article 164 of the CRR, i.e. to increase the minimum loss given default 
(LGD) level for banks applying their own models (IRB), and thereby boost 
their resilience to shocks. If necessary, the CNB can also apply Article 458 
of the CRR, which enables it to respond to macroprudential or systemic 
risks of this type by, among other things, increasing risk weights. 

The current configuration of the CNB’s macroprudential policy is not 
making mortgage loans unaffordable to applicants with slightly above-
average or even average incomes in most localities. The exception is 
Prague, where current apartment prices imply loans which are so high 
that applicants with average incomes are unable to meet the 

Institutions must assess the overall debt of loan 
applicants with the awareness that loans with a 
DSTI ratio of over 40% and a DTI ratio of over 8 
already show a considerably high level of risk 
across borrower income categories 
 

The CNB will intensify microprudential 
supervision in the area of credit institutions’ 
prudence in the provision of secured and 
unsecured consumer credit 
 

The affordability of owner-occupied housing in 
large cities is limited by high apartment prices, 
not the CNB’s macroprudential measures 

The CNB will pay increased attention to risk 
weights for exposures secured by residential 
property 
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creditworthiness criteria. Likewise, it is difficult for applicants with normal 
incomes to purchase new apartments or apartments in prestigious 
localities. The CNB believes that it is not in the public interest for 
institutions to provide loans regardless of applicants’ income. Mortgage 
loans cannot play a social role and make owner-occupied housing 
generally affordable. Such an approach would ultimately be very 
expensive for indebted households, banks and taxpayers. The CNB agrees 
that the rapid growth in apartment prices in selected large cities is also 
linked with slow housing construction due to the rigidity of related 
regulations. However, it may take many years for this situation to 
improve. It is beyond the scope of the CNB’s mandate and powers to 
accelerate this process. In the meantime, the CNB cannot neglect its 
statutory duties and must respond to the growing risks to financial 
stability by deploying the instruments available to it. 

Given the lower legal force of the Recommendation, the CNB --- in 
cooperation with the Ministry of Finance of the Czech Republic and in 
line with ESRB recommendations --- has prepared a legislative proposal 
giving it the power to set risk parameters for house purchase loans. It 
contains the possibility to set LTV, DTI and DSTI limits under the Act on 
the CNB. The proposal was prepared for preventive reasons. It responds 
neither to existing problems, nor to purely hypothetical and distant risks. 
It contains two sets of indicators of critical importance. The LTV indicator 
is designed primarily to mitigate the risks associated with growth in 
property prices on the part of banks. The DTI and DSTI indicators mainly 
target risks connected with excessive debt and the related debt service of 
households. The CNB cannot carry out its statutory duties using only one 
indicator. The necessity of enacting legally binding LTV, DTI and DSTI 
limits is also referred to in the concluding statement of the IMF mission 
which took place in the Czech Republic in May 2017. 

Since 2015, the CNB has been applying an internal methodology for 
reviewing and evaluating the risk of systemic concentration of sovereign 
exposures under Pillar 2. It considers credit institutions’ exposures to the 
Czech government to be systemically important and concentrated even 
though the share of these exposures to the total assets of these 
institutions declined from about 11% to 8.5% between March 2016 and 
March 2017. A public finance stress test confirmed that the current fiscal 
situation in the Czech Republic did not represent a threat to the financial 
stability of the domestic banking sector. Consequently, the CNB will not 
apply additional capital requirements to credit institutions at the three-
year horizon. 

To maintain high public and investor confidence in the stability of the 
Czech banking sector and the financial sector as a whole, it is particularly 
important to keep sufficient capital buffers in banks that are systemically 
important by dint of their position and character. The CNB therefore 
prescribes a systemic risk buffer for five banks at present. Based on 
a mandatory review conducted every two years, this rate was last year 
raised for two banks and set for the first time for one bank with effect 

Given the favourable stress test results of the 
Czech public finances, the CNB will not apply 
additional capital requirements to cover the risk 
of concentration of sovereign exposures 

The CNB pays attention to risks associated with 
the activities of systemically important 
institutions 

The CNB will seek to enact the power to set risk 
parameters for house purchase loans 
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from the start of 2017. The rates currently in effect will be reviewed in 
2018, when they will be confirmed or modified with effect from 2019. 

CNB’s priorities for the regulatory area are still the stabilisation of the EU 
regulatory framework and ensuring that national authorities have 
sufficient powers to respond to sources of risks in a timely and 
appropriate manner. The CNB is actively involved in the debate about the 
setting of the minimum requirement for own funds and eligible liabilities 
(MREL), which may significantly affect banks’ behaviour and business 
models. The interpretation of the MREL legislation and standards has yet 
to be unified at the EU level. At the same time, the schedule for meeting 
the MREL has changed. The CNB considers it important that the future 
applicable framework allows a sufficiently high MREL to be set for loss 
absorption and possible recapitalisation, particularly for systemically 
important institutions. On the other hand, the framework should respect 
the conditions in national banking sectors and the business model, mode 
of financing and risk profile of each institution. As regards the review of 
the macroprudential policy framework in the EU, the CNB supports an 
increase in the flexibility of the use of capital buffers when reacting to 
systemic risks at the national level. In the debate on extending the 
macroprudential regulation beyond the banking sector, the CNB agrees 
that a broader scope is desirable in some areas. However, the instruments 
applied must reflect the specificities of the non-banking sector in EU 
Member States. 

 

The CNB regards stabilisation of the EU 
regulatory framework and adequate powers of 
supervisory and macroprudential authorities at 
the national level as priorities 




