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Portuguese banking system – 4th quarter of 2018 

 

Balance-sheet structure 

The banking system’s total assets increased 
by 0.2% from the third quarter of 2018, due 
to a rise of 1% in the debt securities portfolio 
(particularly public debt securities) and of 
0.7% in loans to customers, partly offset by a 
reduction in equity holdings (-0.1 p.p. of 
assets) and in non-current assets held for 
sale (-0.3 p.p. of assets). 

Central bank funding remained at 5.3% of 
assets in the fourth quarter, which was the 
lowest value recorded since the first quarter 
of 2010. 

The banking system’s liquidity position 
remained at comfortable levels, with a 
loan-to-deposit ratio of 88.9% and the 
liquidity coverage ratio at 196.5%. 

Asset quality 

The NPL ratio remained on a downward 
trend, standing at below 10% (9.4%) at the 
end of 2018, which meant a quarterly 
reduction of 1.9 p.p.. These developments 
vis-à-vis the previous quarter result from a 
sharp reduction in the stock of non-
performing loans of NFCs and Households 
by €3.8 billion and €1.3 billion respectively, 
thus leading to an NPL ratio net of 
impairments of below 5% (4.5%). 

Since its historical peak in June 2016, the NPL 
ratio declined by 8.5 p.p. (NFCs: -11.9 p.p.; 
Households: -4.1 p.p.). This reflects a 
reduction of almost 50% of the total NPL 
stock (NFCs: -49%; Households: -46%), 
corresponding to a decline of €24.6 billion 
(NFCs: -€16.1 billion; Households: -€5.9 
billion). 

The NPL impairment coverage ratio declined 
by 1.4 p.p. in the quarter under review, to 
51.9%, due to a decline in the NFC’s NPL 
coverage ratio.  

 

 

Chart 1  •  Central bank funding and loan-to-
deposit ratio 

 

Source: Banco de Portugal. 

 

Chart 2  •  NPL ratios  

 

Source: Banco de Portugal. 

 

Chart 3  •  NPL  coverage ratios 

 

Source: Banco de Portugal. 
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Profitability 

In 2018 bank profitability measured by 
return on equity (ROE) and return on assets 
(ROA) increased from the previous year by 
3.7 p.p. and 0.3 p.p. respectively, to stand at 
7.1% and 0.7%. The rise in ROA was mostly 
determined by a significant reduction in 
provisions and impairments (0.6 p.p. of 
assets), in particular credit impairments. This 
led to a 0.6 p.p. decline in the loan loss 
charge, to 0.4%. 

Total operating income made a negative 
contribution to the evolution of ROA (0.4 
p.p.). This was due to a decline in profits from
financial operations, associated to losses on 
credit sales and the dissipation of the base 
effect related to the recording, under other 
operating income in 2017, of instalments 
related to the contingent capitalisation 
scheme envisaged in Novo Banco’s sale 
contracts.   

The less marked reduction of operational 
costs (1.9%), in the context of a fall in total 
operating income, was reflected on a 
decrease in the banking system’s efficiency, 
as measured by the cost-to-income ratio, 
which stood at 60.3% (52.8% in 2017).  

Solvency 

In the fourth quarter of 2018 solvency ratios 
declined slightly, with the total capital ratio 
and the Common Equity Tier 1 (CET1) ratio 
standing at 15.1% and 13.2% respectively. 
This development was in part due to the 
change of Novo Banco’s parent undertaking 
– for the purposes of prudential supervision
– to LSF Nani Investments S.à.r.l.

The decline in risk-weighted assets led to a 
0.7 p.p. decrease in the average risk weight, 
which stood at 54.4% at the end of 2018. 

The leverage ratio declined slightly to 7.3%, 
remaining far above the minimum 
benchmark defined by the Basel Committee 
on Banking Supervision (3%). 

Chart 4  •  Return on equity (ROE), return on 
assets (ROA) and recurring operating result  

Source: Banco de Portugal. 

Chart 5  •  Cost-to-income and credit risk cost 
ratios 

Source: Banco de Portugal.  

Chart 6  •  Own funds ratios and leverage ratio 

Source: Banco de Portugal. 

Note: RWA means risk-weighted assets. Total exposure includes 
total assets, derivatives and off-balance sheet positions.
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Table 1  •  Portuguese banking system indicators (a) 
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