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Summary 

S1. Liquidity of Portuguese Banks 

 
Since the beginning of 2008 external MFIs have constantly withdrawn deposits from the 
Portuguese banking system (see chart below and section 1.A.). Eurosystem financing has 
increased consistently and is now a non-negligible source of financing for banks in Portugal 
(roughly 15% of total deposits). The share of deposits from external MFIs has decreased by 
almost 20% and this decrease has been almost entirely offset by the Eurosystem.  

 

 
 
The ratio between external MFIs and ECB’s financing is used as an indicator. At the beginning 
of 2010 the ratio took a value around 5 (five units of external MFIs for each unit of ECB’s 
financing). Currently, the ratio stands at around 1.5.  
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As this indicator approaches to 1, it means that the amount of external MFIs’ financing is 
almost equal to the Eurosystem funding. Keeping track of this indicator will help assess the 
capacity of Portuguese banks to finance themselves in the international interbank markets and 
to gradually replace official for private sector funding. 

 
Regarding CDS 6-month, taking into account that data in levels can be misleading given the 
extremely high levels registered for CDS 6-month in 2011, we built a timely indicator using a 
percentile rank analysis over a 3 months horizon. Each observation (see chart below and 
section 1.B.) should be interpreted as follows: a value of 100% means that the level of the CDS 
6-month index is at its peak level over the previous three months (in the 100th percentile of the 
distribution over the previous 3 months), while a value of 0% indicates that the level of the 
CDS 6-month index is at its lowest level over the previous 3 months. As of December 2nd, 2012, 
the percentile of the distribution over the previous 3 months for the CDS 6-month spread 
index was the 0th. A decrease in the index signals better financing conditions and lower 
market-perceived default probability in a 6-months horizon for Portuguese banks. 

 

 
 
Overall, financing conditions of Portuguese Banks are still tight, and the dependence on the 
Eurosystem non-negligible. On the other hand, the term structure of deposits is not 
deteriorating, and does not represent the main concern related with the liabilities’ side of 
banks’ balance sheets. The main issue is the continued withdraw of funding from external MFI 
and their substitution with Eurosystem financing.  Even though Eurosystem financing is a 
stable source of funding that has contributed to lower the perceived default probabilities of 
Portuguese banks, it is not meant to permanent and should be substituted with market 
funding.  
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S2. Deleveraging of Portuguese Banks and its impact on the real economy 

 
In the MoU the Portuguese banks should devise medium-term funding plans in order to 
achieve a stable marked-based funding position. These funding plans should target a decline in 
the loan-to-deposit ratio to approximately 120%. In order to improve the analysis on how 
Portuguese banks are deleveraging, we have decided to create an aggregate indicator for the 
loan-to-deposit ratio of the banks. This indicator is computed using the weighted average of 
the banks’ loan-to-deposit ratios by using the share of each bank in total assets as a weight 
(see chart below and section 2.B. for the evolution of this indicator since December 2010). The 
weighted average of loan-to-deposit ratio has been decreasing since December 2010 until 
March 2012 and the indicative interim target for 2011 of 140% was indeed met – by December 
2011 the weighted average of the loan-to-deposit ratio was 132%. Moreover, by March 2012 
we can notice that the indicative interim target for 2012 of a loan-to-deposit ratio of 130% was 
already met (the weighted average was of 129%) which could mean that the banking sector 
was on the right path to reach the goal of the MoU. However, during the second quarter of 
2012 this ratio increased to a value of 131%, above the indicative interim target. This increase 
could be explained by the increase of the loan-to-deposit ratio during that quarter (due to the 
sharp decrease of deposits mentioned before). 

 
 
Since banks are constrained to decrease their LTD ratio, credit conditions are expected to 
become tighter and, therefore, we should observe a reduction in loans. Thus, we want to 
analyze how the different sectors of the Portuguese economy are being affected in terms of 
domestic. Firstly, we focus on the evolution of loans to exporting firms. To do this analysis we 
compare the year-on-year rate of change of domestic loans given to exporting non-financial 
corporations with the year-on-year rate of change of the total domestic loans given to non-
financial corporation (see chart below and section 2.C.). 
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In the graph below we also observe significant differences in the evolution of domestic loans 
given NFCs of different sizes. The rate of change of loans given to large companies has been 
always positive since December 2010 and it has showed an erratic behavior – however, it has 
decreased from July to September 2012. On the other hand, the growth of loans to SMEs have 
been contracting since December 2010 and, since the last quarter of 2011, it has contracted 
even more than the growth of total loans to NFCs. 

  Domestic loans to large NFCs and SMEs  

 

Overall, the deleveraging process is proceeding according to the MoU guidelines, with the LTD 
ratio very close to the 130% interim target for 2012 as of June 2012. However, banks are 
cutting credit for SMEs more than to NFCs, contradicting the MoU’s principle by which the 
deleveraging process should not jeopardize credit conditions for SMEs. On the other hand, 
credit to exporting firms seems to be sustained and points to an improvement in the external 
balances of the Portuguese economy. 
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S3. Solvency of Portuguese Banks 

 
In order to strengthen the solvency levels, banks had to reach a 9% Core Tier 1 by end-2011 

and 10% by end-2012. In addition and already in June 2012, the four largest banks (see Chart 

below) had to fulfill the Capital Enhancement Exercise of the EBA (set to 9%, including a 

prudent assessment at market prices of the sovereign debt exposures held in September 

2011). In June 2012, all of the four banks fulfilled the regulatory capital requirements defined 

after capital increases undertaken in the market or through state support. 

 
 
Regarding the non-performing loans, the construction sector (38% of all NPLs) presents the 

worst evolution, where the number more than doubled since the beginning of 2012. 
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The problems and concerns in the Portuguese banking system are also reflected by the 

evolution of the financial markets. In the following graph, we aggregated the monthly changes 

in prices for listed Portuguese banks, namely BANIF, BCP, BES and BPI, weighted by their 

market capitalization. The data is presented in levels with January 31st, 2006 as 100. We can 

observe a strong decrease in market capitalization of those listed Portuguese banks, starting to 

decrease from a level of 178 in July 2007 to an all-time low level below and stable 20 since the 

start of the Troika review in September 2011. 

 

 
 
The four major Portuguese banks have already reached the capital requirements indicated in 
the MoU (10% by the end of 2012), either through market capital subscription or State 
support. However, the substantial increase in NPLs, especially in the construction sector, is 
weighing on the profitability of banks, and this seems to be a concern going forward. Stock 
markets have already reflected these concerns, and the market capitalization weighted index 
(composed by the four listed Portuguese banks) is at an all-time low since the beginning of 
2006.  
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I. Motivation: Contextualizing the Troika’s proposals for the Banking System 

The Euro zone is facing a period of severe stress, especially due to the high level of 

indebtedness of many Euro zone economies. If the roots of the problem in many countries is 

public debt, in the case of Portugal private debt seemed to be at the root of the crisis. At the 

beginning of 2012, private debt was very high at around 190-200% of the Portuguese GDP. 

With public debt at 100% of GDP, the country needed an orderly rebalancing to achieve a 

sustainable debt path, in both the private and public sectors. The IMF/EU/ECB delegation came 

to Portugal in May 2011 with this in mind, and formulated proposals aimed at restoring 

confidence, sustainability and competitiveness of the Portuguese economy. 

The financial system deserved special attention, as banks were particularly leveraged, thus 

posing risks to the stability of the sector. The loans-to-deposit ratio (LTD) back in 2008 was 

around 180%, a level considered unsustainable. Even though Portugal didn’t face a severe 

housing bubble burst as Spain, the so-called Troika required banks to reach the more 

sustainable LTD ratio of 120%. In addition, banks were required to increase their core capital 

levels and set more capital buffers and to accept new regulatory standards under the 

supervision of the Bank of Portugal (BoP). The Portuguese financial system also suffered from 

isolated cases that posed the possibility of systemic risks to the financial system itself, like 

Banco Portugues de Negocios (BPN). The international authorities also required the 

strengthening of the deposit guarantees to avoid potential situations of deposits flight that 

could cause severe stress in the banking system. If banks were extremely leveraged, also the 

corporate and households are mentioned in the Troika program. The national authorities are 

set to be responsible for monitoring the corporate and household deleveraging. Deleveraging 

of the private sector is nonetheless treated as a delicate issue in the MoU, given the fragility of 

the Portuguese economy. The access to credit is considered as essential for growth, as thus the 

deleveraging process should be ordered and not abrupt. Particularly, this process should not 

limit the access to credit for small and medium enterprises, which constitute the base of the 

Portuguese economy. More recently, the Troika and the BoP have required banks to report 

overdue loans and to avoid evergreening of doubtful loans, a practice that limits the 

availability of credit to the more productive sectors of the economy. More in general, the 

Troika is assisting the Portuguese authorities in creating a more sustainable financial system in 

the long run. The same applies for the other areas covered in the MoU, such as labor market, 

justice system and health care. 

Our intention here is to develop a series of key performance indicators to assess the situation 

of the Portuguese financial system and to keep track of the changes made within the financial 

sector since the start of the Troika’s program. The indicators will have some common 

characteristics, such as the frequency and accessibility in terms of data availability. We will 

cover what we consider the three main areas of the MoU: liquidity, solvency and deleveraging. 

For each of the three areas we will develop key performance indicators and comment the 

evolution of the selected time series. 

The report is structured as follows: section II will present an overview of the MoU. We will list 

the measures required by the Troika and show which ones have been completed or changed 
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according to renewed needs. Section III briefly describes the methodology of our work, such as 

data used, sources and structure of the work. Section IV presents the key performance 

indicators, while section V concludes and section VI indicates potential next steps in our work. 
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II. Assessment of MoU’s content 

The following table summarizes the MoU objectives and how they have evolved with MoU revisions and updates. 

Action  

(1st version of 

the MOU) 

Policy Measure  

First Review (Sep-2011) 
Second Review (Dec-

2011) 

Third Review (Mar-

2012) 

Fourth Review (Jun-

2012) 
Fifth Review (Sep-2012) Deadline 

(as of latest 

review) Compliance and 

changes 

Compliance and 

changes 

Compliance and 

changes 

Compliance and 

changes 

Compliance and 

changes 

Maintaining liquidity in the banking sector  

Issuance of 

government 

guaranteed 

bank bonds 

2.1 Approve for an 

amount of up to EUR 

35 billion 

2.1 Observed  

Encourage banks to 

strengthen their collateral 

buffers and monitor the 

issuance of the 

government guaranteed 

bank bonds 

2.1 Ongoing 

BdP/ECB monitor 

liquidity conditions of 

banks and stand ready to 

maintain adequate 

liquidity standards 

2.1 Ongoing  

Encourage banks to take 

full advantage of the 

broadening of the range 

of eligible collateral for 

the purpose of 

Eurosystem refinancing 

2.1 Ongoing 

No change 

2.1 Ongoing 

No change 
- 

Support a balanced and orderly deleveraging in the banking sector 

Target 

leverage ratios 

and medium-

term funding 

plan 

2.2 a) Set clear 

periodic target 

leverage ratios 

 b) Set institution-

specific medium-

term funding plans to 

achieve a stable 

market-based 

funding position 

(BdP will monitor 

the feasibility of such 

plans) 

2.2 Observed  

a) Set 120% loan-to-

deposit ratio (LDR) 

b) reduce reliance on the 

Eurosystem funding. 

BdP/ECB will ask banks 

to revise their funding 

plans by end-September 

2011 

c)  Ensure adequate 

support to the more 

productive sectors, 

including SMEs.  

2.2. Ongoing 

a) Interim targets: 

2011≈140%; 

2012≈130%; 

2013≈120%; 

2014≈115%; 2015≈110% 

b) implement institution-

specific funding plan 

2.2 Ongoing  

c) BdP will take 

measures to discourage 

evergreening of doubtful 

loans 

d) Prepare a proposal for 

encouraging the 

diversification of 

financing alternatives to 

the corporate sector  

2.2 Ongoing 

e) Banks will report 

recently restructured 

loans due to financial 

difficulties 

f) BdP has launched on-

site inspections program 

to assess portfolio risk 

2.2 Ongoing 

No change 
End-2014 
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Preserve financial sector stability 

Increase Core 

Tier 1 (CT1) 

capital to 9% 

by end-June 

2012 and to 

10% by end-

2012 giving 

priority to 

market-based 

solutions. 

2.3 a) Reach 9% CT1 

by end-2011 and 

10% CT1 capital by 

end-2012 

(accelerated schedule 

if risk-profile 

requires it) 

b) Banks required to 

present plan on how 

to reach such criteria 

through market 

solutions by end-

June 2011 

2.3 Ongoing 

a) BdP follows closely 

the proposed plan to 

increase CT1 

b) Banks will revise their 

plans on a quarterly basis 

2.3 (2.4 in the second 

review) Ongoing 

BdP follows closely the 

proposed plan to increase 

CT1 to 9% by end-2011 

and 10% by end 2012 

2.4 Ongoing 

No change 

2.4 (2.3 in fourth review) 

Ongoing 
No change 

2.3 Ongoing 

No Change 

End-2012 

2.5 Further strengthening 

of the bank capital ahead 

of: i) EBA Stress Test of 

October 26-2011 

(includes a new 

temporary buffer for 

sovereign exposure); ii) 

Planned transfer of the 

private banks' pension 

plans to the sovereign 

pension fund; iii) Special 

On-site inspection 

program by the BdP 

(SIP) 

Ongoing 
2.5 The EBA stress test 

results require additional 

capital to be provided by 

end-June 2012 
2.5 and 2.6 (2.4 in fourth 

review) Observed and 

Ongoing  
Monitor closely 

compliance with the set 

deadlines, with a view to 

promptly take 

appropriate action in case 

the deadline is not met. 

2.4 Ongoing 

No change 

2.6 Present plan by end-

February 2012 on how 

banks intend to meet 

capital requirements, 

including the need of 

public capital. In the 

meantime, the impact of 

ii) and iii) from capital 

requirements will be 

temporarily neutralized 

2.6 Ongoing 

For the pension plan 

transfers and the SIP, the 

deadline for providing 

the capital will be  end-

June 2012. 
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2.4 a) BSSF will 

provide public 

capital to banks for 

up to EUR 12bn if no 

market solution is 

available 

(conditionality). 

Banks retain control 

and can buy back 

Government's stocks 

if a market solution 

becomes available. 

2.4 Ongoing 

No change 

2.4 (2.7 in second 

review) Ongoing 

Law establishing the 

rules governing the 

provision of capital from 

public sources to banks 

under approval in 

Parliament. If banks 

cease to comply with the 

conditionality or do not 

achieve CT1 under a time 

frame established by law, 

Government will start 

exercising full property 

rights. Buy-back option 

will carry incentives for 

early repayment: the 

repurchase price will be 

based on the issue price 

plus an accrued 

remuneration plus a share 

of any increase in value.  

2.7 Observed and 

Ongoing 
Law ruling public 

provision of capital 

entered into force on 12 

February 2012. 

2.7 (2.5 in fourth review) 

Ongoing 
No change 

2.5 Ongoing 

No Change 
End-2012 

Pension fund transfer 

Ensure the 

planned 

pension fund 

transfer from 

the banking 

sector into the 

social security 

system is done 

under fair 

2.3. (in the second 

review)  
a) Ensure that the 

partial transfer of the 

banks’ pension plans 

to the social security 

system will be done 

under balanced 

conditions. 

Not mentioned 2.3. Ongoing 

   2.3. Ongoing    Ensure 

that proceeds associated 

with the pension transfer 

will be used respecting 

EU state aid rules  

Observed - Q4-2011 
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conditions to 

all partners 

and the state. 

b) Only the 

assets/liabilities 

relating to the 

already retired bank 

employees will be 

transferred. 

Not mentioned 2.3. Ongoing Q4-2011 

  

c)  Protect the 

interest of all 

stakeholders, 

including the 

taxpayer, by ensuring 

that the pension 

liabilities and 

corresponding assets 

are taken over at a 

fair value, also 

respecting EU 

competition and state 

aid law. 

Not mentioned 2.3. Ongoing Q4-2011 
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d) Additional capital 

requirements 

resulting from this 

transfer will be 

sought from private 

sources, as in other 

upcoming 

recapitalization 

efforts. However, if 

necessary, help will 

be offered to banks 

to cover the loss and 

impact on capital by 

using part of the 

transfer itself and 

acquire common 

equity in banks. 

Not mentioned 2.3. Ongoing 

                              

2.3.Ongoing                             

d) Authorities will carry 

out, under strict 

eligibility criteria, a 

credit assignment of up 

to EUR 3 billion from the 

banks to the general 

government, while 

maintaining the 

contractual obligations of 

the debtor. 

Observed - 
March 

2012 

Monitoring of bank solvency and liquidity 

Design and 

implementatio

n of both 

Solvency and 

Deleveraging 

Assessment 

Framework 

(SDAF) and 

Special on-site 

Inspections 

Program 

(SIP). 

Quarterly 

updates of 

2.6. The BdP must 

step up its solvency 

and deleveraging 

assessment 

framework for the 

system as a whole 

and for each of the 

eight largest banks, 

and seek an 

evaluation of the 

enhanced assessment 

framework by a joint 

team of experts from 

troika. 

2.6. Observed                  

The BdP will implement 

by the second and third 

reviews most 

recommendations on its 

Solvency and 

Deleveraging Assessment 

Framework (SDAF) 

formulated by troika 

technical assistance 

mission in June 2011. 

2.9. Ongoing                      

The BdP will ensure that 

banks incorporate the 

available results of the 

SIP, and will also use the 

SDAF as a top-down 

benchmark as scheduled. 

The exercise will be 

performed in the context 

of the last step of the SIP 

with a three-year horizon 

and a 6% Core Tier 1 

threshold. 

2.9. Ongoing                        Ongoing  

2.10 Ongoing      Banks 

will reflect the OIP 

findings in the  

implementation of the 

SIP recommendations on 

asset quality and stress 

testing methodologies by 

end-December  

2012, with the update of 

the treatment of 

collective impairments 

expected to be finalized 

at the latest by end June 

2013.  

end-

September 

2011 
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banks’ 

potential 

capital needs 

by the BdP 
 

2.7. The BdP will 

design the Special 

on-site Inspections 

Program (SIP) to 

validate the data on 

assets that banks 

provide as inputs to 

the solvency 

assessment. 

2.7.  Ongoing          The 

BdP will complete the 

SIP to validate the data 

on assets that banks 

provide as inputs to the 

SDAF. The process 

should be completed by 

early 2012. 

Observed - - - 
end-June 

2011 

2.8. The BdP will 

provide quarterly 

updates of banks’ 

potential capital 

needs going forward 

and check that their 

deleveraging process 

remains on track and 

properly balanced. 

2.8.  Ongoing          The 

BdP will monitor 

quarterly banks’ potential 

capital needs with a 

forward-looking 

approach under stress 

conditions. 

2.10. Ongoing                      

A scenario is prepared by 

the BdP and agreed with 

the EC/ECB/IMF and the 

quality of the results will 

be assessed by all parties.  

2.10. Ongoing      2.7. Ongoing                      2.10 0ngoing   

Banking regulation and supervision  

Strengthen 

banking 

regulation and 

supervision 

2.9.  

a) BdP will ensure 

that the disclosure of 

non-performing 

loans will be 

improved by adding 

a new ratio aligned 

with international 

practices to the 

current ratio that 

covers only overdue 

loan payments.  

2.9. Ongoing 

2.12. Ongoing        

Publish the new non-

performing loans ratio in 

addition to the current 

ratio that covers only 

overdue loan payments. 

Observed - - Q3-2011 
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b) BdP will intensify 

on-site inspections 

and verification of 

data accuracy with 

technical assistance 

from the IMF, for the 

new solvency 

assessment 

framework.  

Not mentioned 
2.11.Ongoing                

The BdP is asked to 

continue to strengthen its 

supervisory capacity, 

making progress in 

widening the ranks of its 

specialist staff, and 

establish a new division 

tasked with the 

maintenance of 

supervisory 

methodologies and tools, 

including the 

dissemination across its 

supervisory function of 

the experiences obtained 

via the special on-site 

inspection program (SIP). 

2.11. Ongoing                        

 Ongoing                                                         
2.8. The BdP will 

continue to strengthen its 

supervisory organization, 

optimize its supervisory 

processes and develop 

and implement new 

supervisory 

methodologies and tools. 

In this context, onsite 

inspections have been 

launched, aimed at 

closely scrutinizing 

banks’ portfolios that are 

particularly sensitive to 

the business cycle 

developments. 

 

2.9. In addition, the BdP 

is stepping up the 

monitoring of banks, 

including via ad hoc 

audits. 

2.7 Ongoing         The 

field work of a new 

onsite inspections 

program (OIP), launched 

in May 2012 by the BdP 

has already started in the 

major banking groups. 

This initiative is part of 

BdP regular 

supervisory activities, 

which are currently 

focused on assets classes 

that are more sensitive to 

existing market 

conditions. 

  

c) BdP will allocate 

new resources to the 

recruitment of 

additional specialist 

banking supervisors.  

Not mentioned 

  

d) Close coordination 

will be maintained 

between home and 

host country 

supervisors within 

the EU framework 

for cross-border 

banking supervision. 

Not mentioned 

2.13.Ongoing          

Remain committed to 

close coordination with 

home and host country 

supervisors, both within 

and outside the EU.  

2.12.Ongoing                2.10. Ongoing                                         2.9. Ongoing                    
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The Deposit Guarantee Fund 

Reinforce the 

Deposit 

Guarantee 

Fund 

2.15.  

a) Strengthen the 

legislation on the 

Deposit Guarantee 

Fund (FGD) and on 

the Guarantee Fund 

for Mutual 

Agricultural Credit 

Institutions 

(FGCAM), in 

consultation with 

troika. 

 

b) These funds' 

functions will be re-

examined to 

strengthen protection 

of guaranteed 

depositors.  

 

c) These funds 

should retain the 

ability to fund the 

resolution of 

distressed credit 

institutions and the 

transfer of 

guaranteed deposits 

to another credit 

institution but not to 

recapitalize them. 

2.14. Ongoing                  

a) Amend the legislation 

on the FGD and on the 

FGCAM and establish a 

resolution fund with to 

strengthen depositor 

protection and adequately 

fund resolution of 

distressed credit 

institutions, in 

consultation with troika. 

Ongoing Ongoing Observed - End-2011 



Nova Economics Club                    KPIs for the Banking System 

 

 

  December 2012   20 

2.16. Amend he 

Insolvency Law to 

provide that 

guaranteed 

depositors and/or 

grant the funds 

(either directly or 

through subrogation) 

a higher priority 

ranking over 

unsecured creditors 

in the insolvent state 

of a credit institution.  

2.15. Ongoing Ongoing Ongoing Observed - 
November 

2011 

Caixa Geral de Depósitos (CGD)  

Streamline of 

CDG and sale 

of non-core 

subsidiaries 

2.5. I. Streamline of 

CGD to increase 

capital base of its 

core banking arm 

 

II. Raising of capital 

to the new required 

level from internal 

group resources 

 

III. Improvement in 

group's governance 

(more ambitious 

schedule toward sale 

of insurance arm, 

program for gradual 

disposal of non-core 

subsidiaries, 

reduction of 

activities abroad if 

needed) 

Insurance arm to be 

transferred to state entity 

(for eventual sale); new 

independent evaluation 

of market value to be 

performed until second 

review 

2.8 Additional efforts to 

meet Core Tier 1 capital 

ratio (9%) by end 2011 

(excl. Insurance arm 

sale); sale of insurance 

arm expected in 2012 

directly to final buyer; 

governmental capital to 

support CDG 

Review of CGD's 

portfolio and process of 

selling non-strategic 

participations has started; 

deadline for government 

support set for end-June 

2012 

Insurance and healthcare 

arm sale expected for 

end-2012 

2.6 Ongoing - 
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Banco Português de Negócios  

Sale of BPN 

and separation 

of its SPVs 

2.10. Launch of sale 

for BPN on 

accelerated schedule 

and without 

minimum price; new 

plan presented to the 

EC for approval 

under competition 

rules 

2.10. The authorities 

complete the process of 

selling Banco Português 

de Negócios (BPN) after 

clearance from EU 

competition and state aid 

authorities. 

2.14. After pending 

decision by the EC about, 

inter alia, the 

transaction’s legal 

certainty and to ensure 

minimum cost to the 

Portuguese taxpayer and 

economy (incl. financial 

stability), authorities are 

asked to conclude the 

sale. 

2.13. Authorities are 

asked to resolve the case, 

taking into account the 

decision by the EC 

2.12. Outsource the 

management of the assets 

to a professional third 

party, with a mandate to 

gradually recover the 

assets over time. Select 

the party managing the 

assets through a 

competitive bidding 

process and include 

proper incentives to 

optimize the recoveries 

into the mandate. 

2.12 Ongoing 

Start of bidding process 

in October 2012, with a 

view to complete it by 

March 2013 

October 

2012 

2.11. Separation of 3 

SPVs (non-

performing and non-

core assets); transfer 

of more assets to 

these vehicles 

beforehand 

negotiations with 

prospective buyers; 

cost cutting measures 

with a view to 

increase its 

attractiveness 

- - - - - - 
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2.12. After solution 

has been found, 

CGD's state 

guaranteed claims 

and all related SPVs 

will be taken over by 

the state according to 

a still to be defined 

timetable 

2.11. Once the deal is 

concluded: CGD's state 

guaranteed claims and all 

related SPVs will be 

taken over by the state 

according to a still to be 

defined timetable 

- 

2.14. Once the case is 

resolved, the CGD’s state 

guaranteed claims on 

BPN and related SPVs 

will be settled gradually 

in cash. Any recoveries 

on the assets held by the 

state-owned SPVs will 

also be used to promptly 

repay CGD. 

2.11. Gradually settle 

CGD’s state guaranteed 

claim on the SPVs in 

cash, according to the 

schedule agreed with the 

EC, ECB and IMF. Any 

recoveries on the assets 

held by the state-owned 

SPVs will also be used to 

promptly repay CGD. 

2.11 Ongoing - 

      

2.15. Development and 

implementation of a more 

effective strategy for the 

recovery of the distressed 

assets and the 

management of the SPVs 

with the goal to 

maximize returns for tax 

payer; commission of an 

audit to confirm the 

prospective recoverable 

value of the distressed 

assets held by the SPVs 

(in context of the larger 

recapitalization process 

- - 

end-March 

2012 or 

until fourth 

review 

respectivel

y 
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Bank resolution framework  

Introduction 

of a regime 

and 

strengthening 

of the 

framework 

2.13. 

I. Amendment of 

legislation 

concerning credit 

institutions in 

consultation with 

EC, ECB, IMF to, 

inter alia, impose 

early reporting 

obligations based on 

clear triggers and 

penalties. 

 

II. BdP will be 

authorized to take 

remedial measures to 

promote 

implementation of a 

recovery plan. Credit 

institutions with 

systemic risks will be 

required to prepare 

contingency 

resolution plans 

subject to regular 

view. 

- 

2.16. 

III. Strengthen the early 

intervention, resolution, 

and deposit insurance 

framework. 

 

Observation: Enabling 

legislation to strengthen 

the framework in these 

areas has already been 

passed by the Parliament 

and is awaiting 

promulgation by the 

President. The Decree 

Law implementing the 

detailed framework will 

thereafter need to be 

approved by the Council 

of Ministers and 

promulgated by the 

President. 

2.16. Deadline for fully 

operational framework: 

end of 2012 

 

Actions: 

(a) setting-up of the 

Resolution Fund with a 

view to ensuring that it is 

fully operational by July 

2012 

(b) Recovery Resolution 

Plans regulations will be 

adopted by mid-2012 

(EBA recommendations 

and templates) 

(c) rules applicable to 

setting-up and operation 

of bridge banks in line 

with EU competitions 

rules will adopted end 

September 2012 

Give priority to the 

review of the recovery 

and subsequent 

resolution plans of the 

banks that are of 

systemic importance. 

2.13 (a) approval of a 

decree-law on the banks' 

contributions to the 

resolution fund by 

November 2012 

(b) adopt supervisory 

notices on 

recovery plans by end-

October 2012 

(c) adopt resolution plans 

regulations by end- 

November 2012 (EBA 

recommendations and 

templates) 

(d) adopt rules applicable 

to setting-up and 

operation of 

bridge banks in line with 

EU competitions rules by 

end-October 2012. 

end-

November 

2011 
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2.14. 

I. Introduction of a 

regime for the 

resolution of 

distressed credit 

institutions as a 

going concern under 

official control to 

promote financial 

stability and protect 

depositors. 

 

II. Introduction of 

clear triggers for the 

regime's initiation, 

and restructuring 

tools for the 

resolution authorities 

shall include 

recapitalization 

without shareholder 

pre-emptive rights, 

transfer of assets and 

liabilities to other 

credit institutions and 

a bridge bank. 

- 

2.17. The legislator 

establishes the legal 

framework for the 

resolution fund and 

further examines the 

operational details, 

including the funding of 

such a fund and will take 

into account the EU 

Directive on resolution 

more broadly as soon as 

it becomes available. 

2.17. The legislator will 

closely follow the 

process of adoption of 

the EU Directive on 

resolution and revise the 

national resolution 

framework as soon as the 

Directive enters into 

force. 

2.14 Ongoing 2.14 Ongoing - 

Corporate and household debt restructuring framework 

Reinforce the 

corporate and 

household 

insolvency 

framework 

2.17. Amend the 

Insolvency Law to 

better facilitate 

effective rescue of 

viable firms by end-

November 2011 

2.17 (2.16 in the first 

review) Not observed 

Deadline changed to end-

December 2011 

2.17 (2.18 in second 

review) Ongoing 

Approved by Council of 

Ministers in Dec-2011. 

Pending approval by 

Parliament 

2.17 Observed 

Approved by Parliament 

on March 9th, 2012 

- - 
End-

December 

2011 
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2.18. Issue general 

principles on 

voluntary out of 

court restructuring in 

line with 

international best 

practices by end-

September 2011. 

2.18 (2.17 in the first 

review) Ongoing 

No change 

2.18 Observed - - - 
End-

September 

2011 

2.19. a) Allow tax 

and social security 

administrations to 

use a wider range of 

restructuring tools 

based on clearly 

defined criteria when 

other creditors agree 

to debt restructuring 

b) Review the tax 

law with a view to 

remove impediments 

to voluntary debt 

restructuring. 

2.19 (2.18 in the first 

review) Ongoing 

No change 

2.19 Ongoing 

No change 
2.19 Not mentioned 2.19 Not mentioned 2.19 Not mentioned - 

2.20. Amend 

interpersonal 

insolvency 

procedures to better 

support rehabilitation 

of financially 

responsible 

individuals. 

2.20 (2.19 in the first 

review) Ongoing 

No change 

2.20 Not mentioned 2.20 Not mentioned 2.20 Not mentioned 2.20 Not mentioned 
Mid-June 

2012 

2.21. Raise public 

and stakeholder 

awareness of the 

restructuring tools 

available for early 

rescue of viable 

firms. 

2.21 (2.20 in the first 

review) Ongoing 

No change 

2.21 (2.19 in the second 

review) Ongoing 

Implement an action plan 

to raise public awareness 

of restructuring tools. 

2.21 (2.19 in the third 

review) Ongoing 

No change 

2.21 (2.15 in the fourth 

review) Ongoing 

No change  

2.21 Not mentioned - 



Nova Economics Club                    KPIs for the Banking System 

 

 

  December 2012   26 

Monitoring of corporate and household indebtedness 

Monitor 

corporate and 

household 

indebtedness 

through 

quarterly 

reports and 

assess 

guarantee 

programs 

2.22. By end-

September 2011: 

a) Prepare quarterly 

reports on corporate 

and household 

funding pressures 

and debt refinancing 

activities 

b) Assess guarantee 

programs in place 

and evaluate market-

based financing 

alternatives 

c) Constitute a task 

force to prepare 

contingency plans to 

efficiently deal with 

high corporate and 

household sectors 

indebtedness 

2.22 (2.21. in the first 

review) Not observed 

Deadline changed to end-

December 2011 

2.22 (2.20. in the second 

review)  

Observed and Ongoing 

a) First quarterly report 

published 

c) Task force will suggest 

policy action to mitigate 

funding pressure of 

corporates and 

households 

d) MoU will provide an 

assessment of existing 

support mechanisms to 

SMEs and details of 

policy measures on 

financial and non-

financial support to this 

sector 

2.22 (2.20 in the third 

review) Ongoing 

 a) Report should discuss 

policy actions to facilitate 

access to credit, 

encourage 

internationalization, and 

improve competitiveness 

of SMEs by end-June 

2012 

e) Finalize amendments 

to the conciliation 

framework mediated by 

IAPMEI to facilitate 

extrajudicial corporate 

debt restructurings for 

viable SMEs 

2.22 (2.16. in the fourth 

review) Ongoing 

f) Establish a framework 

for financial institutions 

to engage in out-of-court 

debt restructuring for 

households  

2.22 (2.16 in fifth review) 

Observed and Ongoing 

Report presented by mid-

July 2012. DGs Regional 

Development and 

Enterprise will provide 

assistance to implement 

findings of the report 

End-June 

2012 
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III. Methodology 

The proposed measures to address the banking and financial system stability in Portugal are 

divided into eleven main areas, which we divide into two major subgroups. The first one is 

related to direct action, and represents all the measures to be taken to ensure liquidity and 

solvency of the banking system and conduct an orderly deleveraging of the economy. Within 

this subgroup we also find special cases, such as the sale of the Banco Portugues de Negocios 

(BPN) that has to be dealt with. The second subgroup comprises measures related to enforce 

the banking supervision, monitor the progresses made under the directives of the program 

and create an appropriate resolution and restructuring framework for banks, corporates and 

households. For the first subgroup the measures are the following: maintain liquidity in the 

banking system, support an orderly deleveraging of the economy, preserve financial sector 

stability, transfer the banking system pension fund to the social security fund, reinforce the 

deposit guarantee fund and address the Banco Portugues de Negocios and Caixa Geral the 

Depositos’ cases. The second subgroup includes: monitor bank solvency and liquidity, 

strengthen the banking regulation and supervision, strengthen the banking resolution 

framework, reinforce the corporate and households restructuring framework and monitor 

corporate and households indebtedness. 

In the present report we intend to cover the first three areas of the first subgroup: liquidity, 

deleveraging and solvency of the banking system. Our choice is moved by the fact that our 

final aim is to understand what is the impact of the IMF/EU/ECB program on the financial 

sector, and in turn how the restructuring process of the latter will affect the real economy 

through the credit channel. Thus, we will start assessing the liquidity of the banking system, 

particularly the deposit base and other sources of funding such as short-term debt securities. 

Banks by nature collect deposits in order to give loans, and the dynamics of the deposit base 

are crucial in understanding the potential business volume of banks. Then, we will shift to the 

deleveraging of the economy to understand at what speed the deleveraging process is 

occurring and which economic sectors are suffering the most from it. Last, we cover the 

solvency of the banking system through the analysis of the capital adequacy and profitability of 

Portuguese banks. 

Our work is almost entirely empirical, and thanks to the extensive amount of financial data we 

were able to gather a consistent amount of information. Given the nature of our project, we 

needed the data to be timely and accessible in official databases. Our main source of data has 

been the Bank of Portugal (BoP), which collects information on the shape of the banking and 

financial system on a monthly basis. For the bank-to-bank analysis we used the financial 

reports of Portuguese banks, available at different frequencies. Some of our information also 

comes from the Bank for International Settlements (BIS). We also used financial information 

platforms such as Bloomberg and DataStream to collect financial information regarding stocks 

and bonds’ prices. The time horizon of our indicators covers more or less ten years of history, 

starting from January 2002 whenever possible. Thus, one can observe the behavior of the 

selected financial time series since the introduction of the Euro and see how the Portuguese 

banking system has passed through the 2008-2009 financial crisis and the latest Euro zone 

debt crisis. 
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IV. Key Performance Indicators 

IV.1 – Liquidity of Portuguese Banks 

 

IV.1.A – Deposits  

The most traditional and easily accessible sources of financing for banks are deposits. 

Generally deposits of monetary and financial institutions (MFI) are calculated as the sum of 

the deposits of corporates, households, government, insurance companies and pension 

funds and other financial institutions. In addition, deposits may come from abroad and 

represent external liabilities to domestic banks. In the latest three years, also the official 

sector (namely the ECB) has injected a considerable amount of funding into the Portuguese 

banking system (currently ca. EUR 57bn). 

Before presenting our key indicators, we show the amount of deposits of the non-monetary 

sector at Portuguese banks (deposits of households, non-financial corporations, insurance 

companies and pension funds, other non-monetary financial institutions, general and 

central government, and the external non-monetary sector1), as it is the most standard 

measure of overall available deposits (chart 1.A.i). 

Chart 1.A.i 

 

The chart shows that deposits of households keep growing and as of September 2012 the 

year-on-year growth rate stood at around 2.34%. Non-financial corporations (NFC), on the 

other hand, have reduced their deposits by around 2.65% on a year-on-year basis. The 

                                                           
1Following the methodology of the Financial Stability Report of the Bank of Portugal, we excluded from the non-monetary financial 
institutions‘ deposits the term deposits with an agreed maturity of over two years. 
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external non-monetary sector registered a worrying year-on-year decrease of roughly 

20.57%, and has largely contributed to the decrease in deposits of the non-monetary sector 

over the last year. As of September2012, total deposits of the non-monetary sector were 

contracting at -1.87%. Chart 1.A.ii shows overall growth of the deposits of the total non-

monetary sector and the contribution of each component. 

 

Chart 1.A.ii 

 

 

Understanding the evolution of deposits, their composition and term structure is essential 

in successfully monitoring the liquidity conditions of domestic MFIs, a very important 

objective of the MoU. In this section we present the KPIs for the composition and maturity 

structure of deposits to assess the sources and stability of this primary source of funding. 
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IV.1.A.1 – Breakdown of deposits by type and origin of depositor 
 
The breakdown of deposits by type and origin of depositor allows for the identification of 
the degree of diversification in the deposit base of Portuguese banks. Since the onset of the 
financial crisis banks in the peripheral Eurozone economies have consistently made use of 
the ECB’s facilities, namely main refinancing and lately long-term refinancing operations 
(MRO and LTRO, respectively), increasing the dependence of banks on the official sector’s 
financing. In the case of Portugal, as of September 2012 the official financing amounts at ca. 
EUR 55bn. Chart 1.A.1.i shows deposits by type and origin of investor in levels (see also 
table 1.A.1.i for a description of the data used).  
 
 
Chart 1.A.1.i 

 
 
 
Chart 1.A.1.i shows that since the beginning of 2008 external MFIs have constantly 
withdrawn deposits from the Portuguese banking system. On the other hand, Eurosystem 
financing has increased consistently and is now a non-negligible source of financing for 
banks in Portugal. To gauge the degree of diversification of the deposit base of Portuguese 
banks we take the share of each component on the overall amount of deposits (chart 
1.A.1.i and table 1.A.1.ii). As we should expect, the share of deposits from external MFIs has 
decreased by almost 20 percentage points (pp) and this decrease has been almost entirely 
offset by the Eurosystem, whose deposits’ share has increased by 15pp.  
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Chart 1.A.1.ii 

 
 
Table 1.A.1.i  KPI Description 

Name Share of Total Deposits by Type and Origin of Depositors 

Frequency Monthly 

Period Jan-2002 – Sep-2012  

Objective Measure the degree of diversification in the deposit base of banks 

Unit Percentage over total 

Formula  Deposits of Domestic MFI/Total Deposits 

 Deposits of other financial institutions (FI)/Total Deposits 

 Deposits of Private Individuals/Total Deposits 

 Deposits of Domestic NFC/Total Deposits 

 Deposits of General and Central Government/Total Deposits 

 Deposits of External MFI/Total Deposits 

 Deposits of External Non-monetary Sector/Total Deposits 

 Deposits of Eurosystem/Total Deposits 

Variable Deposits of domestic MFIs, other financial institutions, private Individuals, 

domestic non-financial corporations, general and central government, external 

non-monetary sector, external MFIs, Eurosystem.  

Sources Bank of Portugal 

Interpretation Understanding the degree of dependence on official sector financing. A higher 

degree of dependence on the Eurosystem financing is not desirable as banks 

should be able to use private sources of financing. In addition, Eurosystem 

financing is not supposed to be a permanent source of financing and banks 

cannot rely on it to fund their financing gap.  

Last Update November 2012 
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Table 1.A.1.ii shows the changes in the share of each component of the deposit base for the 
period between August 2008 (the onset of the financial crisis) and September 2012. 
External monetary and financial institutions have lost ca. 18pp in their share in total 
deposits, and this has been almost entirely offset by Eurosystem financing, which has 
increased its share in total deposits by 13pp. The share of other sources of financing 
remained more or less stable over the considered time horizon. 
 
Table 1.A.1.ii 
 

  

Percentage point change 
in share of total deposits:  

Aug-08 –Sep-12 

Total Other FI 4 

Total Gov 1 

Total NFC 0 

Total Households 3 

Domestic MFI 1 

EuroSystem 13 

Tot Ext MFI -18 

Tot Ext Non-Mon -3 

 
Given that the greatest change in the composition of the deposit base took place in the 
external MFIs and the Eurosystem financing, we created a KPI that captures the degree of 
substitution between these two funding sources. The ratio between external MFIs and 
ECB’s funding takes very high values before April-May 2010, when official sector has 
become a substantial source of financing for Portuguese banks. Therefore, it is better to 
show the ratio only starting from May 2010 (see chart 1.A.1.iii and table 1.A.1.iii for a 
description of the data and methodology used).  
 
 
Chart 1.A.1.i 
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Table 1.A.1.iii  KPI Description 

 

Name Ratio: External MFIs over ECB Funding 

Frequency Monthly 

Period May-2010 – Sep-2012  

Objective Measure the size of official sector lending vs. external MFIs’ financing 

Unit Ratio 

Formula Deposits of External MFIs/ECB Funding (LTRO + MRO) 

Variable External Liabilities – Deposits of MFIs, Liabilities with Eurosystem 

Sources Bank of Portugal 

Interpretation A decrease in the ratio signals the continued increase in ECB funding over 

External sector funding and it’s a sign of dependency on the official sector. 

Last Update November 2012 

 
 
At the beginning of the Eurozone debt crisis the ratio took a value around 5 (five units of 
external MFIs for each unit of ECB’s financing). Currently, the ratio stands at around 1.5 (as 
of September 2012). As the ratio approaches to 1, it means that the amount of external 
MFIs’ financing is almost equal to the Eurosystem funding. Keeping track of this indicator 
will help assess the capacity of Portuguese banks to finance themselves in the international 
interbank markets and to gradually replace official for private sector funding. One should 
also bear in mind that the recent LTROs are not permanent measures and are supposed to 
expire in less than three years. 
 
Another important issue is the extent to which domestic banks are able to fund themselves 
in the interbank domestic market. Given that the amount of external MFIs deposits has 
shrunken in the last four years, domestic banks have substituted this source of funding with 
domestic or ECB’s funding. Looking at the ratio of external MFIs over domestic MFIs 
deposits one should be able to assess the ability of domestic banks to substitute external 
for domestic interbank market. We created two ratios to explore this issue: the first one is 
the ratio of external to domestic funding, while the second is the ratio of external to 
domestic plus ECB’s funding. Our KPI is the difference between the former and the latter: if 
this difference increases, then domestic banks are unable to substitute external for 
domestic funding and have to rely on the ECB. On the other hand, if the difference in the 
ratios decreases then domestic banks are crowding out the ECB and have greater access to 
the domestic interbank market (see chart 1.A.1.iv and table 1.A.1.iv for a description of the 
data and methodology used). Keeping track of the differences between the two ratios will 
help us assess the extent to which domestic funding is crowding out ECB’s financing. 
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Chart 1.A.1.iv 

 
 
Table 1.A.1.iv  KPI Description 

 

Name Difference in ratio A (External MFIs’ deposits over domestic MFIs’ deposits) 

and ratio B (External MFIs’ deposits over domestic MFIs’ deposits plus ECB’s 

funding) 

Frequency Monthly 

Period Jan-2002 – Sep-2012  

Objective Measure the extent to which domestic funding is crowding out ECB’s 

funding. 

Unit Ratio 

Formula  Ratio A = Deposits of External MFI/Deposits of Domestic MFI 

 Ratio B = Deposits of External MFI/(Deposits of Domestic MFI + ECB) 

 Difference = Ratio A. – Ratio B 

Variable External Liabilities – Deposits of MFIs, Domestic Liabilities – Deposits of 

MFIs, Liabilities with the Eurosystem 

Sources Bank of Portugal 

Interpretation An increase in the difference between ratio A and ratio B signals that the 

domestic banking system is incapable of substituting the lack of external 

financing for domestic funding in the interbank domestic market. In other 

words, it has to rely on the Eurosystem to compensate for the lack of 

external financing. 

Last Update November 2012 

 
 
Looking at chart 1.A.1.iv we can see that the difference in the ratios has increased sharply 
throughout 2010. However, since the beginning of 2011 the difference has decreased, as 
domestic banks have increased their deposits by more than 15% since January 2011 and by 
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more than 25% in the last twelve months. Also, the trend seems to be sustained. Since its 
peak at 5.00 in June 2010, the difference between the ratios now stands at 2.70. 
 

IV.1.A.2 – Deposits Breakdown by Maturity 

The term structure of deposits allows us to assess the stability of the sources of financing of 

banks. An excessive share of short-term deposits is a sign of vulnerability to banking crisis, 

as depositors request withdrawal of short-term funds leaving the balance sheet of banks 

unmatched. In a moment of global uncertainty, a more stable deposit structure allows 

banks to substitute this form of financing with other liabilities, thus improving the overall 

stability of the banking system. 

To measure the stability of the deposit base of banks we use total deposit with agreed 

maturity over one year as a share of total deposits, including the external sector (namely 

external MFIs and non-monetary external sector, which includes non-residents NFCs and 

households). Before showing the share of long-term deposits2 one should get an overall 

picture of the levels and main trends in the term structure of deposits (see chart 1.A.2.i and 

table 1.A.2 for a description of the data used). 

Chart 1.A.2.i

 

If short and long-term deposits of the external sector have been decreasing constantly 

starting from the end of 2008, long-term deposits of the domestic sector have shown an 

increasing trend that has only recently reverted. Since the onset of the financial crisis, the 

                                                           
2Long-term deposits are defined as deposits with agreed maturity over one year. 
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cumulative growth of deposits with agreed maturity below one year (both domestic and 

external) is ca. -20%, while for deposits with agreed maturity of over one year cumulative 

growth has been around 25%. As a consequence, the share of the latters in the overall 

deposits3 has increased by 10 percentage points, from 31.5% in September 2008 to 41.25% 

in September 2012 (see table 1.A.2 for a description of the data and chart 1.A.2.ii).  

Even though this trend seems to have recently changed, we consider the term structure of 

deposits quite solid. Nonetheless, keeping track of the evolution of the share long-term 

over total deposits is essential in understanding the potential exposure of banks to events 

such as deposit flights and banking stress. In addition, to avoid excessive exposure, the 

Portuguese Government has committed in the MoU to strengthen the Deposit Guarantee 

Fund (measure observed as of end-2011). 

 
Chart 1.A.2.ii 

 
 
 

  

                                                           
3
We exclude Eurosystem and Domestic MFIs because data on the breakdown by maturity is not available. 
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Table 1.A.2  KPI Description 

Name Share of deposits with agreed maturity above one year over total deposits 

(excluding domestic MFIs and Eurosystem) 

Frequency Monthly 

Period Jan-2002 – Sep-2012  

Objective Measure the changes in the term structure of deposits 

Unit Percentage over total 

Formula Deposits over  1Y/Overall deposits (excluding domestic MFI and Eurosystem) 

Variables Deposits of Private Individuals, Non-financial corporations, Others in the domestic 

financial sector (pension funds, insurance companies and others), Non-monetary 

external sector, External MFIs. 

Sources Bank of Portugal 

Interpretation A decrease in the share of long-term deposits over 1Y signals exposure of 

Portuguese banks to banking stress 

Last Update November2012 
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IV.1.B Market Funding through bonds 
 

Access to market for bonds and bills is at least as important as access to deposits from 
households, corporates, other financial institutions and external sector, especially for large 
banks. Banks can get market funding to absorb temporary decreases in the deposit base 
and make sure their balance sheet is duly matched.  
 
Chart 1.B shows that since the beginning of 2007, Portuguese banks have increased the 
amount of securities issued from around 5% of their total liabilities in January 2007 to 16% 
of their total liabilities in April 2010, right before the Euro debt crisis began4. Looking at the 
data in levels, this increase has been correspondent to roughly EUR 60bn. Since April 2010, 
the share of securities over total liabilities has decreased, reaching ca. 10% of the total 
liabilities. This means that 10% of banks’ funding comes from the financial market. 
 
Chart 1.B  

 
 
Loosing market access poses great risks to banks and could seriously deteriorate their 
profitability, especially when they have to pay high interest rates for their debt. Paying 
onerous interest rates, especially in a short-term horizon, is also a sign that the perceived 
short-term market default probability is high. In this section we use the Credit Default 
Swaps (CDS) on a short-term basis (six months) as a proxy for short-term market access of 
Portuguese banks5. 
 
Since the onset of the financial crisis CDS for Portuguese banks have increased, reaching 
their peak levels in December 2011, and started decreasing only after the first and second 
LTROs of the ECB. Instead of using data on CDS for Portuguese banks, we calculated the 
spreads of the CDS 6-month with Deutsche Bank, considered one of the most solid banks in 
terms of solvency and liquidity standards. We then computed a market capitalization 

                                                           
4
The level of securities we are considering is the amount of outstanding total securities other than capital. Data up to August 2012. 

5
Only Portuguese listed banks: BES, BPI, BCP and BANIF. 
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weighted index using market capitalizations for each of the four listed banks of the 
Portuguese banking system. The resulting indicator is a proxy for the overall financing 
conditions of Portuguese banks. As of December 2nd, 2012, the basis points spread over 
Deutsche Bank for Portuguese banks stood at 274.35. In the peak of the Eurozone crisis 
(December 2011), it stood at 2,068.67.  
 
Looking at the data in levels can be misleading, given the extremely high levels registered 
for CDS 6-month in December 2011. To account for this issue we built a more timely 
indicator using a percentile rank analysis over a three months horizon. Each observation in 
chart 1.B.2 should be interpreted as follows: a value of 100% means that the level of the 
CDS 6-month index is at its peak level over the previous three months (in the 100th 
percentile of the distribution over the previous three months), while a value of 0% indicates 
that the level of the CDS 6-month index is at its lowest level over the previous three months 
(in the 0th percentile of the distribution over the previous three months) and so on. As of 
December 2nd, 2012, the percentile of the distribution over the previous three months for 
the CDS 6-month spread index was the 0th. 
 
Table 1.B.1 offers a description of the data and methodology used. Chart 1.B.1 and 1.B.2 
show the index in levels and the percentile rank analysis, respectively. 
 
 
 
Table 1.B.1   KPI Description 
 

Name CDS 6-months spreads with Deutsche Bank (DB) – Market Capitalization 

Weighted Index 

Frequency Daily 

Period 20-Jul-2010 – 02-Dec-2012 

Objective Proxy for short-term financing conditions of Portuguese banks 

Unit Basis Points 

Formula Sum of the CDS 6-months spreads with DB weighted by the share of market 

capitalization of Portuguese listed banks (share is defined as market 

capitalization/total market capitalization of banks included in the index). 

Banks included are the largest listed banks: BCP, BES and BPI 

Variable CDS 6-month levels and market capitalization of each bank, CDS 6-month of 

Deutsche Bank 

Sources Bloomberg 

Interpretation A decrease in the index signals better financing conditions and lower market-

perceived default probability in a 6-months horizon for Portuguese banks 

Last Update December 3, 2012 
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Chart 1.B.1 
 

 
 
Chart 1.B.2 
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IV.2 –Deleveraging of Portuguese Banks 

 

IV.2.A – Total Domestic Loan-to-Deposit Ratio 

The second and perhaps most important measure of the Memorandum of Understanding for 
Portugal is the one regarding deleveraging. In the MoU and its reviews it is clearly stated that 
Portuguese banks should devise medium-term funding plans in order to achieve a stable 
marked-based funding position. These funding plans should target a decline in the loan-to-
deposit ratio to approximately 120% and a reduction of the reliance on the Eurosystem 
funding during the implementation of the economic adjustment program. Therefore, in order 
to analyze how this deleveraging process is evolving it is crucial to study the evolution of the 
loan-to-deposit ratios for Portuguese banks. 

Firstly, we examine the behavior of the total domestic loan-to-deposit ratio over the past ten 
years (chart 2.A). This ratio was computed using monthly data for the total domestic credit6 
and the total domestic deposits7 of the Portuguese economy. Thus, in order to understand 
what is driving the changes in this ratio we present in the following graph the series for total 
domestic loans and deposits. 

Chart 2.A - Total Domestic Loan-to-Deposit Ratio 
 

 

The chart above gives us a comprehensible overview of the leveraging behavior of Portuguese 
banks, showing that until the end of 2010 the domestic loan-to-domestic ratio was always 
above 160%, reaching a maximum of 178% at the end of February 2008. However, after August 
2010 we observe a decreasing trend in the ratio, which has reached a minimum of 144% at the 
end of May 2012. After this date we can notice a sharp increase in the ratio that is explained 
by a significant reduction of deposits from May to June 2012. Currently, the ratio has stabilized 
at around 155% (value for end-September 2012). 

                                                           
6 Since there was not a series regarding total domestic credit, it was computed by summing total domestic credit except general 
government plus total domestic credit to general government. Source: Bank of Portugal Statistical Database – Monetary Survey. 

7 This series includes total domestic deposits and deposit-like instruments. Source: Bank of Portugal Statistical Database – 
Monetary Survey. 
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Furthermore, it is important to examine the behavior of total domestic credit and total 
domestic deposits separately. On one hand, regarding the series of total domestic credit we 
can observe a clear increasing trend until end-April 2011, where it reached its maximum value 
of 381.7 billion Euros. Since May 2011 the level of domestic credit started to decrease and it is 
currently around 350 billion Euros. On the other hand, we notice that total domestic deposits 
have been increasing continuously over the past ten years until end-May 2012, when the 
maximum value was reached. However, in the following month they experienced an abrupt 
decline and have continued to decrease until the end of August 2012.  

 

IV.2.B – Loan-to-Deposit Ratio of the Main Portuguese Banks 

In this next section we analyze the evolution of deleveraging of the main Portuguese banks by 
studying how the loan-to-deposit ratio of these banks has evolved in the recent past.  

Evidently, due to the measure of the MoU concerning deleveraging mentioned before, it is 
extremely important to keep track of the trend in banks’ loan-to-deposit ratios and understand 
how different banks are responding to recommended measures. For this analysis we collected 
the data on the loan-to-deposit ratio from the financial reports of six main Portuguese banks – 
Banif, BES, BPI, Caixa Geral de Depósitos (CGD), BCP and Santander-Totta (BST)8. Chart 3.B 
summarizes this information. 

In the Memorandum of Understanding it is stated that Portuguese banks should reduce their 
loan-to-deposit ratio to about 120% by 2014. However, some (informal) indicative interim 
targets for this ratio were presented through a graph in the second review of the European 
Commission9, and it is interesting to analyze if the banks are compliant with these targets. 

Chart 2.B shows that banks behave differently with respect to their loan-to-deposit ratio and, 
therefore, are meeting in a different way the interim targets. Particularly, we can notice that 
Banif, BES and BST have showed higher ratios, while BPI has maintained continuously a lower 
value. Moreover, we can notice that almost every bank met the indicative interim target of 
140% for 2011 (with the exception of BCP that presented a ratio of 145%). However, not all the 
banks have already reached the interim target for 2012 of 130%, only BPI, Banif and CGD10. 
Furthermore, BPI presented a loan-to-deposit ratio of 107% in its last report (June 2012) 
meeting the 130% loan-to-deposit ratio target for 2012 (since December 2010).  

Finally, it is important to mention the performance of BES’s loan-to-deposit ratio that has been 
consistently decreasing but has experienced a sharp increase in the second quarter of 2012 
(from 135% in March 2012 to 147% in June 2012), which has made this bank diverge from the 
indicative interim target for 2012 of 130%. This increase in the ratio is explained by a 
significant decrease in the bank’s deposits (from 35,959 to 32,765 million Euros). 

 

 

 

                                                           
8 We did not find data about this ratio for Montepio (CEMG) and Crédito Agrícola (SICAM).  

9 Graph 9 “The loan to deposit ratio (plans)” on page 31 of The Economic Adjustment Program for Portugal (Second Review) - 
Indicative interim targets for the loan-to-deposit ratio: 2011≈140%, 2012≈130% and 2013≈120%. 

10 It is important to mention that Banif and BST only publish annual reports, so for these banks the last value that we have is from 
December 2011. Thus, we can only base our analysis on those values. 
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Chart 2.B.  LTD Ratio of the 6 main Portuguese Banks 
 

 

IV.2.B.1 – Weighted Average of the Loan-to-Deposit Ratio  

In order to summarize the information presented in the last section and also to improve the 
analysis on how Portuguese banks are deleveraging, we created an aggregate indicator for the 
loan-to-deposit ratio of banks. This indicator is computed using the asset-weighted average of 
the banks’ loan-to-deposit ratios. 

The main advantage of this indicator is that it provides an excellent overview of the 
deleveraging of the banking sector since it accounts for the real contribution of each bank in 
the overall deleveraging process by capturing the size of the bank through its weight on total 
assets. Chart 2.B.1 presents the evolution of this indicator since December 2010. 

Chart 2.B.1 – LTD Ratio Weighted Average by Total Assets   

 

Chart 2.B.1 shows that the weighted average of loan-to-deposit ratio has been decreasing 
since December 2010 until March 2012 and the indicative interim target for 2011 of 140% was 
indeed met – by December 2011 the weighted average of the loan-to-deposit ratio was 132%. 
Moreover, by March 2012 we can notice that the indicative interim target for 2012 of a loan-
to-deposit ratio of 130% was already met (the weighted average was of 129%) which could 
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mean that the banking sector was on the right path to reach the goal of the MoU. However, 
during the second quarter of 2012 this ratio increased to a value of 131%, above the indicative 
interim target. This increase could be explained by the increase of the loan-to-deposit ratio of 
BES during that quarter (due to the sharp decrease of deposits mentioned before) since BES is 
the private bank with the highest weight, i.e. the highest share on total assets11 (see table 
2.B.1 for a description of the data and methodology used). 

Table 2.B.1  KPI Description 

Name 
Weighted Average of the Loan-to-Deposit Ratio by Assets of the 6 Main 
Portuguese Banks 

Frequency 

 BES, BPI, BCP and CGD: Semi-Annual (from Dec2010 to Dec2011) 
and Quarterly (from Dec2011 to Jun2012). 

 

 Banif and BST: Annual (Dec2010 and Dec2011). 

Period December 2010 - June 2012 

Objective 

To keep track of the LTD ratio of the main Portuguese banks and to check if 
they are on their way to reach the both MoU target of 120% by 2014 and the 
indicative interim targets indicated by the European Commission in the 
second review (2011≈140%, 2012≈130% and 2013≈120%) 

Unit Percentage 

Formula 

ti

i

it RAverageLTDwerageLTDRWeightedAv , where the weight of 

each bank is given by:

   




i

i

i

i
sTotalAsset

sTotalAsset
w  

Variables 
Loan-to-deposit Ratios of Banif (w=4,1%), BES (w=23,9%), BPI (w=10,4%), 

Millennium BCP (w=22,7%), CGD (w=29,2%) and Santander-Totta (w=9,7%). 

Sources Banks’ Quarterly/Annual Reports 

Interpretation 
A decrease in the weighted average of the Loan-to-Deposit Ratio means that 
the Portuguese banking system is deleveraging 

Last Update November 2012 

 
IV.2.C – Loans to Non-Financial Corporations 

The aim of this last section regarding deleveraging is to understand how the Portuguese 
economy, in the particular the non-financial corporations, is being affected by the banking 
sector deleveraging process. As was aforementioned, the MoU states that Portuguese banks 
should devise medium-term funding plans in order to achieve a stable marked-based funding 

                                                           
11 See the weights for each bank in table 2.B.1. 
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position. However, it is also clearly stated that these funding plans should simultaneously 
ensure adequate support to the more productive sectors of the domestic economy, including 
SMEs.  

Since the Portuguese banking system is undergoing a deleveraging process credit conditions 
are expected to become tighter and, therefore, we should observe a reduction in loans. Thus, 
in this section we want to analyze how the different sectors of the production side of the 
Portuguese economy are being affected in terms of domestic funding and if indeed the most 
productive sectors are being protected.  

Firstly, we focus on the evolution of loans to exporting firms12. To do this analysis we compare 
the year-on-year rate of change of domestic loans given to exporting non-financial 
corporations with the year-on-year rate of change of the total domestic loans given to non-
financial corporations. Chart 2.C.1 shows this comparison. 

Chart 2.C.1 – Domestic Loans to Exporting Firms 

 

It is clear that the evolution of loans to exporting firms is significantly different than the 
evolution of the total domestic loans to NCFs. On one hand, we notice that the rate of change 
of domestic loans to exporting firms is always positive, although it has experienced a 
decreasing trend since the beginning of 2012 (except in July and September). On the other 
hand, we can observe that rate of change of total domestic loans to non-financial corporations 
is always negative and continuously decreasing, which means that the growth of overall loans 
to NFCs has continued to contract since December 2010 (by 6,5 percent in end-September 
2012).  

Secondly, we study the evolution of domestic loans to non-financial corporations of different 
sizes (large and small and medium companies)13. Thus, we compare the year-on-year rate of 
change of domestic loans given to large non-financial corporations with both the year-on-year 
rate of change of the total domestic loans given to SMEs and the year-on-year rate of change 
of the total domestic loans given to non-financial corporations. Chart 2.C.2 shows this 
comparison. 

                                                           
12 Exporting firms are defined according to the following rules by the Bank of Portugal: 1) at least 10% of their business volume 
comes from exporting activities and 2) the exporting activities must be above EUR 150.000 in value.  

13 SMEs are defined according to the following rules by the Bank of Portugal: 1) workers employed must be less than 250 and 2) 
business volume lower or equal to EUR 15mn in value. In addition, the balance sheet should not exceed EUR 43mn in value. 
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Chart 2.C.2 – Domestic Loans to Large NFCs and SMEs 

 

In this graph we also observe significant differences in the evolution of domestic loans given 
NFCs of different sizes. The rate of change of loans given to large companies has been always 
positive since December 2010 and it has showed an erratic behavior – however, it has 
decreased from July to September 2012. On the other hand, we notice that the growth of 
loans to SMEs have been contracting since December 2010 and, since the last quarter of 2011, 
it has contracted even more than the growth of total loans to NFCs. 

Finally, we want to analyze how the different production sectors of the Portuguese economy 
are being affected by the banking sector deleveraging. For this analysis we broke down the 
domestic loans to non-financial corporations by branch of activity. Chart 2.C.3 presents this 
breakdown for the year-on-year growth rate of domestic credit to NFCs. 

Chart 2.C.3 – Domestic Loans to NFCs by Branch of Activity 
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This breakdown14 includes the largest economic sectors by contribution to the Portuguese 
GDP15, so that we are able to infer if indeed the most productive sectors of the economy are 
receiving the adequate support required in the MoU. Chart 2.C.3 shows that, in general, the 
growth of credit has been contracting for all branches of activity, since we can clearly observe 
a common decreasing trend for all of the series. The only activity that has maintained a 
positive growth rate of loans is wholesale, retail trade and repair of motor vehicles, which 
could be a good sign since it is one of the largest sector by contribution to the Portuguese GDP. 

In conclusion, by looking at the year-on-year rate of change of the loans to non-financial 
corporations, we can observe that the growth of overall credit to NFCs has been contracting 
since December 2010. However, it is striking that some segments of the economy are being 
disproportionately affected: although large NFCs and exporting firms are still able to finance 
themselves through domestic credit, NFCs of non-tradable sectors and, especially, SMEs have 
found themselves increasingly credit-constrained. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
14 Series: Loans to Manufacturing + Loans to Construction and Real estate + Loans to Wholesale and retail trade + Other Tradable 
Sectors (Agriculture, farming of animals, hunting, forestry and fishing + Mining and quarrying + Transportation and storage + 
Accommodation and food service activities) and Loans to Non-tradable Sectors (Electricity + Water, sewerage and waste + Info and 
communication + activities of holding companies + Consultancy + Human health and social work + Other). Source: Bank of Portugal 
– Central Credit Register Statistics. 
15 According to the data of Bank of Portugal of the second quarter of 2012, the sectors that represented a higher percentage of 
GDP were: wholesale, retail trade and repair of motor vehicles (29,4%); construction (25,7%); manufacturing, mining and 
quarrying (24,9%) and real estate activities (18,1%). 
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IV.3 – Solvency of Portuguese Banks 

 

When we take a look at the solvency of Portuguese banks, the most obvious source are the 

financial reports issued by the institutions themselves. Due to data availability issues, banks 

are presented in two groups, a Core Group and an Extended Group. With regard to the Core 

Group, it is composed by the four banks participating in the European Capital Enhancement 

Exercise of the European Banking Authority (EBA), namely Espírito Santo Financial Group 

(BES), Banco Comercial Português (BCP), Banco Português de Investimento (BPI) and Caixa 

Geral de Depósitos (CGD). These four banks represent almost two third of total assets of 

the Portuguese banking system in 201016 and publish financial information quarterly. The 

Extended Group comprises four other banks, namely Caixa Económica Montepio Geral 

(CEMG), Santander Totta (BST), Rentipar Financeira (BANIF) and Sistema Integrado do 

Crédito Agrícola Mútuo (SICAM). In total, these eight banks are the eight institutions 

mentioned in the Memorandum (MoU). The chapter is organized as follows: Section 3.A 

presents the main indicators regarding Solvency, namely Core Tier 1 and Risk Weighted 

Assets; section 3.B shows the evolution of credit asset quality; and section 3.C presents 

some more prospective indicators regarding profitability. 

IV.3.A – Solvency 

In order to strengthen the solvency of banks, the BdP introduced a new criterion aligned 

with the European Commission, the European Central Bank and the International Monetary 

Fund, for the so-called Core Tier 1. It is the ratio between the core capital, i.e. the highest 

quality capital and risk-weighted exposures. The risks are derived from credit, market and 

operational risks an institution is facing in its day-to-day business. In order to strengthen 

the solvency levels, banks had to reach a 9% Core Tier 1 by end-2011 and 10% by end-2012. 

In addition and already in June 2012, the four banks of the Core Group had to fulfill the 

Capital Enhancement Exercise of the EBA.17 The criterion for the EBA Core Tier 1 was set to 

9%, including a prudent assessment at market prices of the sovereign debt exposures held 

in September 2011. In June 2012, all of the four banks fulfilled the defined regulatory 

capital requirements after capital increases undertaken in the market (BES increased by 

1510 M€), performed by the Portuguese state (state owned CGD increased by 1650 M€) 

and with resources of the established Bank Solvency Support Facility18 (BCP and BPI 

increased by 3000 M€ and 1500 M€ respectively). 

The following chart shows the Core Tier 1 ratios for the Core Group. 

                                                           
16 http://www.bportugal.pt/SiteCollectionDocuments/comunicado_EN.pdf 
17 http://www.bportugal.pt/en-
US/Supervisao/CooperacaoInstitucional/AutoridadeBancariaEuropeia/ExEuropeuReforcoCapitais/Documents/combp20121003_e
n.pdf 
18 In the context of the Economic and Financial Assistance Program to Portugal, a Bank Solvency Support Facility  (BSSF) to the 
amount of €12 billion was established that are available to banks if market-based solutions are not effective 
(http://www.bportugal.pt/en-US/OBancoeoEurosistema/ComunicadoseNotasdeInformacao/Pages/combp20111026-1.aspx) 
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Chart 3.A.i 

 

Table 3.A.1   KPI Description 

Name Core Tier 1 for Core Group 

Frequency 2007-2010: annually; 2011-2012: quarterly 

 

Period Dec-2007 – Sep-2012  

Objective Measures the development of core capital (highest quality capital) compared to 

risk-weighted exposures (credit, market and operational risk) 

Unit Ratio 

Formula Core capital / risk-weighted exposures 

Variable Core Tier 1 ratio of each bank 

Sources Quarterly reports of BCP, BES, BPI and CGD 

Interpretation A Core Tier 1 of above 10% in Dec 2012 is sufficient to fulfill the criteria set by 

the Bank of Portugal 

Last Update November 2012 

 

We can conclude that the four banks of the Core Group have taken measures in the second 

quarter of this year in order to increase their ratios and fulfill both criteria: in June 2012, 

the 9% ratio of EBA European Capital Enhancement Exercise and, for December 2012, the 

BdP ratio of 10%. 

Regarding the Extended Group and the BdP criteria for end-2012, from annual reports of 

2011, only BANIF, SICAM and CEMG had a Core Tier 1 ratio already above 10% (BST had still 

a Core Tier 1 ratio below the criteria for end-2012). 
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However, it is also important to analyze how the ratios have been met. Therefore, we have 

compared the evolution of both items: the Core Tier 1 capital and the risk-weighted assets 

(RWA). This evolution is important in a context of significant deleveraging process and 

decreasing of credit asset quality. 

Chart 3.A.ii 

 

Table 3.A.2   KPI Description 

Name Aggregated RWA & Core Tier 1 capital for Core Group 

Frequency 2007-2010: annually; 2011-2012: quarterly 

Period Dec-2007 – Jun-2012 

Objective Measures the evolution of core capital (highest quality capital) compared to 

risk-weighted exposures (credit, market and operational risk) 

Unit End-of-period outstanding amounts in EUR mn 

Formula Sum of the end-of-period outstanding amounts of each bank 

Variable Risk-weighted assets and core capital of each bank 

Sources Quarterly reports of BCP, BES, BPI and CGD 

Interpretation An increase of the Core Tier 1 can be reached by decreasing RWA (i.e. customer 

credit) and by increasing core capital. This evolution is important in a context of 

significant deleveraging process and decreasing of credit asset quality. 

Last Update November 2012 

 

The Core Group, between June 2011 and December 2011, presented a reduction in risk-

weighted assets of around € 15 billion, mostly due to CGD. The state-owned bank pursued a 

deliberated assets deleveraging strategy that included a reduction of the portfolio in all 

types of assets except for an increase in Portuguese public debt. More recently, between 
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April 2012 and June 2012, the Core Tier 1 increased due to a generalized rise in core capital 

despite all the difficulties in the international financial markets. 

 

IV.3.B – Credit Asset Quality 

IV.3.B.1 – Non-performing loans 

Within the recession, Portuguese banks are exposed to a deterioration in their credit risk 

profile and thus, also in the credit asset quality and solvency levels. This evolution can be 

followed through the monitoring of non-performing loans (NPLs). 

In order to increase accuracy and international comparability, the method of calculation for 

NPLs has changed19 in September 2011 to the so-called Credit at Risk ratio. This new ratio 

includes not only loans overdue for more than 90 days, but also the associated loans falling 

due, restructured loans and other loans for which there is evidence for non-performance. 

A comparison between the former ratio (portion of loans overdue for more than 90 days) 

and the new ratio for the Portuguese financial institutions is shown in the following table: 

Table 3.B.1 

December 2011 Former ratio 
Overdue Loans +90d 

New ratio 
Credit at Risk 

Core Group BCP 4.5% 10.1% 

 BES 2.7% 6.6% 

 BPI 2.4% 3.2% 

 CGD 3.6% 6.9% 

    

Extended Group BANIF 4.5% 10.3% 

 SICAM 5.8% 9.6% 

 CEMG 4.0% 8.1% 

 BST 2.2% 2.8% 

Source: BCP, BES, BPI, CGD, BANIF, SICAM, CEMG, BST 

To some extent, substantial differences imply that the former asset quality indicator 

understated the risk of credit impairment and that the analyzed bank has a weaker 

underlying credit asset quality. 

Applying the new criteria and with regard to the evolution of NPLs, a continuous increase 

can be observed for both non-financial corporation (NFC) and private individuals, with a 

sharper increase since H2 2011, mostly due to non-financial corporations.  

                                                           
19

 http://www.bportugal.pt/en-

US/OBancoeoEurosistema/IntervencoesPublicas/Lists/LinksLitsItemFolder/Attachments/39/intervpub20120203.pdf 
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Chart 3.B.1.i 

 

Chart 3.B.1.ii 
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Table 3.B.1.2   KPI Description 

Name Loans of OMFIs to NFC / private individuals - Non-performing loans 

Frequency Monthly 

Period Jan-2006 – Sep-2012 

Objective Measures the development of loans of other monetary financial institutions to 

NFC and private individuals that are considered as non-performing loans 

Unit End-of-period outstanding amounts in EUR mn 

Formula Sum of the end-of-period outstanding amounts in each sector 

Variable NFC: Manufacturing, Construction, Wholesale/retail trade, Real estate 

activities, Other activities (Agriculture, forestry and fishing; Mining and 

quarrying; Elec., gas, water, sewerage, remediation; Transportation and 

storage; Accommodation and food service act.; Information and 

communication; Non-financial holdings; Education, health and social work 

activities; Others) 

Private individuals: Housing, Consumption, Other purposes 

Sources Bank of Portugal 

Interpretation An increase in non-performing loans signals a worsening in asset quality and 

stressing of banks 

Last Update November 2012 

 

We can see the strongest effect in the construction sector (38% of all non-performing 

loans), where the number more than doubled since the beginning of the year. The data is 

comparatively more stable for private individuals. Regarding housing, which make for 44% 

of the non-performing loans to private individuals, we can observe that debtors tend to 

prioritize making mortgage repayments. 

All four banks of the Core Group follow the same upward trend, however on different 

levels. BCP exceed the level of 10%, well above the average at the turn of the year to 2012, 

indicating an inferior credit asset quality than the other banks of the Core Group. 
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Chart 3.B.1.iii 

 

 

Table 3.B.1.3   KPI Description 

Name NPL & Credit at Risk of Core Group 

Frequency Quarterly 

Period Dec-2010 – Sep-2012 

Objective Measures the development of loans of other monetary financial institutions to 

NFC and private individuals that are considered as non-performing loans in 

comparison to gross loans in addition to the non-performing loans for the Core 

Group 

Unit Ratio 

Formula For all OMFIs: 

Non-performing loans (NFC) / Gross loans 

Non-performing loans (private individuals) / Gross loans 

For each bank: 

Credit at risk / Gross loans 

Variable Non-performing loans (NFC/private individuals) at OMFI, gross loans at OMFI, 

credit at risk at each bank, gross loans at each bank 
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Sources Bank of Portugal; quarterly reports of BCP, BES, BPI and CGD 

Interpretation An increase in non-performing loans signals a worsening in asset quality and 

stressing of banks 

Last Update November 2012 

 

IV.3.B.2 – Coverage Ratio 

The impairment reserve coverage ratios, i.e. the provisioning for credit at risk, were also 

analyzed. In June 2012, only BES and CGD reported the coverage on credit at risk. For BCP, 

BPI and BST, we have aggregated this information from external sources, mainly the special 

report for the major Portuguese banks by Fitch Ratings from March 201220, for end-2010 

and 2011. 

Chart 3.B.2.i 

 

                                                           
20 http://www.fitchratings.es/adjuntos/924_fitch_major_portuguese_banks.pdf 
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Table 3.B.2.1  KPI Description 

Name Coverage for credit at risk 

Frequency Quarterly 

Period Dec-2010 – Jun-2012 

Objective Measures the coverage for non-performing loans at each other monetary 

financial institution 

Unit Ratio 

Formula Coverage / non-performing loans 

Variable Coverage ratio in % 

Sources Fitch Ratings; annual reports of BES and CGD 

Interpretation A higher coverage ratio enhances the institution to absorb losses due to the 

downside risk in Portugal 

Last Update November 2012 

 

A higher ratio allows the bank to better absorb credit losses. We can see a slightly 

downward trend for the coverage ratio except for BCP, where the ratio increased from 

46.2% to 48.3%. Nonetheless, while a level of non-performing loans below 10% and a 

provisioning of more than 50% can be observed for all other three core banks and BST, BCP 

presents more critical indicators. 

 

IV.3.C – Profitability 

IV.3.C.1 – Impairment losses 

Following the evolution of solvency, mainly measured by the Core Tier 1 and credit asset 

quality, we have presented the implications for the banks’ profitability. The following charts 

present the aggregated profit and loss account of the Portuguese banking system 

(computed by simple aggregation). For this data, an increase in impairment losses and 

other net value adjustments can be observed, with a maximum adjustment of € 3.3 billion 

in December 2011, following the Special Inspection Program (SIP). The figure remained at 

high levels since then. 
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Chart 3.C.1.i 

 

Table 3.C.1.1   KPI Description 

Name Impairment losses and other net value adjustments 

Frequency Quarterly 

Period Jun-2007 – Jun-2012 

Objective Measures the impairment losses of the aggregated Portuguese banking system 

Unit End-of-period outstanding amounts in EUR mn 

Formula Sum of the end-of-period outstanding amounts of each bank, cumulated for 

each quarter 

Variable Impairment losses, other net value adjustments 

Sources Bank of Portugal 

Interpretation A higher impairment loss and adjustment reported could imply a stressing for 

the profitability of banks 

Last Update November 2012 
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IV.3.C.2 – Interest rates 

Traditionally, banks borrow money from public (deposits) and other sources (securities, 

capital, etc.) in order to lend. They both pay interest rates on deposits and other sources of 

funding and charge typically higher interest rates to non-financial corporations (NFCs) and 

individuals for their loans. Thus, looking at the evolution of the spread between these 

interest rates allows us to gain insight on the profitability of banks over time and the 

interest rates’ burden on the NFC and individuals. We collected data on new loans (for 

average maturity) and new deposits rates for both households and NFCs. Given that the 

loans to households are either for housing or consumption, we calculated the weighted 

average of the interest rates to households using the share of consumer and housing loans 

over total loans. We defined net interest margins as the difference between the interest 

rates on new loans and the interest rates on new deposits both for households and NFCs 

(see table 3.C.2.i for a description of the data and methodology used). Chart 3.C.2.i shows 

the evolution of net interest margins of banks. Higher net interest margins should improve 

profitability of banks but, at the same time, jeopardize credit demand, as it is more 

expensive to get loans. Such a scenario reflects increasing risk aversion of banks, especially 

when related to NFCs. Indeed, many Euro area peripheral countries are experiencing high 

funding costs, both from banks and from other sources such as debt instruments. In the 

case of Portugal, NFCs are experiencing very high net funding costs as the net interest 

margins have increased since September 2011. The increase is more contained for 

households. Looking at the breakdown by interest rates on loans and deposits, the most 

striking fact is that the interest rates on new deposits for NFCs have decreased substantially 

since September 2011, from 4.50% to 1.58% in August 2012. Charts 3.C.2.ii and 3.C.2.iii 

show the interest rates on new loans and deposits for both NFCs and households, 

respectively. 

Chart 3.C.2.i 
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Chart 3.C.2.ii 

 

Chart 3.C.2.iii 
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Table 3.C.2.1  KPI Description 

Name Net interest margins of commercial banks 

Frequency Quarterly 

Period Jan-2003 – July-2012 

Objective Measures profitability of banks and interest rate burden on NFCs and households 

Unit Percent 

Formula • NFCs: Interest Rates on New Loans (average maturity) – Interest Rates on New 

Deposits 

• Households: Interest Rates on New Loans for Housing and Consumption 

(weighted by the share of each component in the total loans to households) – 

Interest Rates on New Deposits 

Variable Interest Rates on: New Loans to Households (consumption), New Loans to 

Households (housing), New Loans to NFCs of MU (average maturity and amount), 

New Deposits of Households, New Deposits of NFCs. 

Sources Bank of Portugal 

Interpretation Higher net interest margins should improve profitability of banks but, at the same 

time, jeopardize credit demand, as it is more expensive to ask for loans. Such a 

scenario reflects increasing risk aversion of banks. 

Last Update October 2012 

 

IV.3.C.3 – Net profit and loss 

After observing the aforementioned evolution, we are expecting significant impacts on the 

banking system’s net income. For the 2011 accounts, a cumulative loss of around € 1.5 

billion was reported, due to negative effects in H2 2011. For H1 2012, a cumulative loss of 

around € 190 million was reported. 
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Chart 3.C.3.i 

 

 

Table 3.C.3.1  KPI Description 

Name Net profit and loss 

Frequency Quarterly 

Period Jun-2007 – Jun-2012 

Objective Measures the net income of the aggregated Portuguese banking system 

Unit End-of-period outstanding amounts in EUR mn 

Formula Sum of the end-of-period outstanding amounts of each bank, cumulated for 

each quarter 

Variable Net profit / loss 

Sources Bank of Portugal 

Interpretation Net income as a measure in order to observe banks’ profitability 

Last Update November 2012 
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The problems and concerns in the Portuguese banking system are also reflected by the 

evolution of the financial markets. In the following graph, we aggregated the monthly 
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their market capitalization.21 The data is presented in levels with January 31st, 2006 as 100. 

We can observe a strong decrease in market capitalization of those listed Portuguese 

banks, starting to decrease from a level of 178 in July 2007 to an all-time low level below 

and stable 20 since the start of the Troika reviews in September 2011. 

Chart 3.C.4.i 

 

Table 3.C.4.1  KPI Description 

Name Market Capitalization Weighted Index for Changes in Prices 

Frequency Monthly 

Period Jan-2006 – Oct-2012 

Objective Measures the Changes in Prices of listed Portuguese banks weighted to their 

market capitalization (BANIF, BCP, BES, BPI) 

Unit Levels (31.01.2006=100) 

Formula Total change in price = sum (share in market capitalization * change in price) 

Variable Last Price, Change in Prices (in %/month), Current Market Capitalization 

Sources Bloomberg 

Interpretation A level below 100 implies that the banks performed worse compared to the 

level of 2006 

Last Update November 2012 

                                                           
21 As the market capitalization of BES and BCP is higher, a change in price of their shares has a stronger impact on the aggregated 
level. 
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V. Final Remarks  

 
This is the first report of the newly created Banking System group. With its publication, our 

mission is to give an unbiased evaluation of the Portuguese banking system. 

Therefore, we have assessed the liquidity among Portuguese banks, the deleveraging of the 

banking system and the solvency as a final part. In order to construct key performance 

indicators, we have carefully used the data mainly provided by the Bank of Portugal, 

Bloomberg, Thomson Reuters DataStream and the financial institutions themselves. The main 

conclusions about the evolution of each of the indicators presented are described in the 

corresponding sections. 

In general, most Portuguese banks are in a good shape, some of them already meeting the 

desired loan-to-deposit ratio to be met in 2014 of approximately 120% and a Core Tier 1 of 

above 10%, required in December 2012. Also, there are indications that the local financial 

institutions have regained access to international financial markets. Besides that, several 

measures of the Memorandum already have taken place or are on a good way, including a 

strengthening in the banking regulation and supervision, the streamline of CGD or the sale of 

Banco Português de Negócios. 
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VI. Next Steps 

 
As this is our first evaluation of the Portuguese banking system, further analysis still has to be 

done. Further steps for this work will focus on the following points: 

 Complete the database for several indicators and continue to update the current 

ones with newly published data; 

 Assess the accurateness of the targets set out in the Memorandum; 

 Further evaluation of the indicators and their drivers; 

 Assessment of the profitability of banks as separate entities. 

 

Another interesting issue we should cover in the future is the impact of cross-border 

deleveraging on the Portuguese economy. Particularly, Spanish banks deleveraging could 

weight on the granted credit to Portuguese corporates and households. The Bank for 

International Settlements collects data on these cross-borders claims of banks by country. The 

claims of Spanish banks on Portugal have increased from EUR 50bn in 2005 to almost EUR 

90bn in 2008. Since the 2008-2009 financial crisis, Spanish banks have reduced their exposure 

to the Portuguese economy and now the claims stand at EUR 78bn (as of March 2012), around 

40% of Portuguese GDP. In such a globalized economy it is fundamental to understand the 

potential impact of cross-border deleveraging, and our intention is to cover this topic in the 

future, among other aspects.  



Nova Economics Club                    KPIs for the Banking System 

December 2012 65 

VII. Bibliography 

 

 Official Documents 

1) Memorandum of Understanding (May 2011, September 2011, December 

2011, March 2012, June 2012, September 2012). 

2) European Commission Reports on the Economic Adjustment Program for 

Portugal. 

3) IMF Reports on the Economic Adjustment Program for Portugal. 

4) Bank of Portugal Financial Stability Report (May 2012) 

5) Banks Financial Reports (BCP, BES, BPI, CGD, BANIF, SICAM, CEMG, BST) 

 

 

 Websites 

1) Eurostat –  Online Statistics 

2) European Central Bank – Statistical Data Warehouse 

3) European Commission 

4) International Monetary Fund 

5) Bank of Portugal – Online StatisticsBPStat 

6) Bank for International Settlements – Statistical Data 

7) Bloomberg 

8) Thomson Reuters DataStream 

http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/
http://sdw.ecb.europa.eu/home.do
http://www.bportugal.pt/en-US/Estatisticas/Pages/BPStat%E2%80%93Estatisticasonline.aspx
http://www.bis.org/statistics/sdmx.htm

	Summary
	S1. Liquidity of Portuguese Banks
	S2. Deleveraging of Portuguese Banks and its impact on the real economy
	S3. Solvency of Portuguese Banks

	I. Motivation: Contextualizing the Troika’s proposals for the Banking System
	II. Assessment of MoU’s content
	III. Methodology
	IV. Key Performance Indicators
	IV.1 – Liquidity of Portuguese Banks
	IV.2 –Deleveraging of Portuguese Banks
	IV.3 – Solvency of Portuguese Banks

	V. Final Remarks
	VI. Next Steps
	VII. Bibliography

