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Portuguese banking system | 4™ quarter of 2020

Balance-sheet structure

In the fourth quarter of 2020, total assets of
the banking sector rose by 0.2%. This was
mainly due to a 17.9% increase in cash
balances at central banks (+1.2 p.p.
contribution to changes in total assets) and,
conversely, a decrease in debt securities, of
3.5% (-0.8 p.p. contribution).

The loan-to-deposit ratio narrowed by
0.4 p.p., to 84.9%, reflecting a greater
increase in customer deposits (0.9%)
compared to customer loans (0.4%). The
weight of central bank funding in total assets
remained stable (7.8%).

The liquidity coverage ratio (LCR) rose by
15.6 p.p., to 251.6%. Among the contributing
factors, with +5 p.p., were the increase in
highly liquid assets (numerator) and, with
+10.6 p.p., the reduction in net liquidity
outflows (denominator).

Asset quality

In the fourth quarter, the non-performing
loans (NPL) ratio narrowed by 0.4 p.p., to
4.9%, reflecting a decline in NPLs (-7%) and
an increase in loans included in the
denominator (1.7%). The net NPL ratio stood
at 2.2% (-0.1 p.p.).

At the end of the quarter, the NPL ratio of
NFCs stood at 9.6% (-0.9 p.p.). In the case of
households, the NPL ratio stood at 3.4%
(-0.17 p.p.). In both cases, the decline in the
ratio chiefly resulted from a decrease in the
numerator (NPLS).

The NPL impairment coverage ratio
narrowed by 0.5 p.p., to 55.4%, conditioned
by developments in the NFC segment, where
the reduction in accumulated impairments
exceeded that in NPLs. In the household
segment, the coverage ratio increased by
2.7 p.p., to 50.7%. This development is
observed in the mortgage loans (+1.7 p.p.)
and loans for consumption and other
purposes (+2.4 p.p.) segments.

Chart 1 « Central bank funding
and loan-to-deposit ratio
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Chart 2 « NPL ratios
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Chart 3 « NPL coverage ratios
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Profitability

In 2020, return on assets (ROA) and return
on equity (ROE) fell to close to zero, standing
at 0.04% (-0.4 p.p. from 2019) and 0.5%
(-4.4 p.p. from 2019) respectively.

The reduction in ROA reflected a substantial
increase in credit impairments. For the same
reason, theloan loss charge rose by 0.51 p.p.
from 2019, to stand at 1.03%. These
developments are related to the impact of
the COVID-19 pandemic.

The cost-to-income ratio  narrowed by
13 pp., to stand at 58%. The reduction in
operational costs made a -3.1 p.p. contribution,
while the decrease in total operating income
made a +1.9 p.p. contribution.

Solvency

In the fourth quarter of 2020, both the total
capital ratio and the Common Equity Tier 1
(CET1) ratio increased by 0.6 p.p., to stand at
18.1% and 15.4% respectively. The increase in
total own funds and CET1 made a 0.5 p.p.
contribution (in both cases) to the increase in
the ratios, while the slight decrease in risk-
weighted assets made a 0.1 p.p. contribution.

The leverage ratio rose by 0.1 p.p. from the
previous quarter, to 7.7%. This level is
considerably higher than the minimum
benchmark defined by the Basel Committee
on Banking  Supervision (3%). This
requirement will become mandatory as of
the new CRR application date (28 June 2021).

Chart 4 - Return on equity (ROE), return
on assets (ROA) and recurring operating
result
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Chart5 ¢ Cost-to-income and loan loss
charge ratios
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Chart 6 = Own funds ratios and leverage
ratio
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Note: RWA means risk-weighted assets. Total exposure includes
total assets, derivatives and off-balance sheet positions, and may
exclude exposures to central banks upon authorisation of the
supervisory authority.



Table 1 ¢ Portuguese banking system indicators @

Notes Unit Dec.16 Dec.17 Dec. 18 Dec. 19 Dec.18  Dec.20
Assets
Loans to customers (net of impairments) m % 607 60.6 537 53.6 596 576
Debt securities (net of impairments) (1) L 185 1582 214 220 220 223
Portuguese government debt securities (gross value) 2) % 76 83 88 80 80 80
Total assets £ billion 386.2 3813 3847 3905 3805 4125
Total assets / GDP (nominal) Be 2071 1946 1875 1825 1825 2035
Liquidity and funding
Central bank funding ] L) 6.4 6.3 53 44 44 78
Interbank financing (net of interbank assets) m %% 55 56 6.1 6.0 6.0 42
Customer deposits m % 636 655 67.1 624 884 67.8
Liabilities represented by debt securities m % 6.1 48 4z 41 41 35
Equity (1) L 77 g5 g1 g3 93 88
Loan-to-deposit (Ltd) ratio 2 e 955 925 250 271 271 240
Highly liquid assets 4) Be 113 148 171 19.6 1986 231
Liquidity coverage ratio (LCR) (5) L] 150.8 1735 1964 2185 2185 2516
Asset quality
MNon-performing loans (gross valug) €million 46361 37,001 25852 17,199 17,199 14,358
MNon-performing loans (net of impairments) £million 25364 18728 12420 8,347 8,347 6,401
MPL ratio - Total (6) L 172 133 g4 6.2 6.2 45
MNPL ratio - Households 6) B 87 71 51 37 37 34
MPL ratio - Non-financial corporations (6) e 285 252 185 123 123 a8
MPL ratio net of impairments - Total o) 5 g4 6.7 45 30 30 22
MPL impairment coverage ratio - Total 8 2 453 494 52.0 515 515 554
Coverage ratio - Households (8 L) 354 371 407 423 423 50.7
Coverage ratio - Non-financial corporations 8 % 483 539 565 565 565 56.9
Profitability ™
Return on assets (ROA) 9 L -0.31 -0.02 028 045 045 0oL
Recurring operating result (10) L 075 0.85 0.95 0.95 0.95 0.89
Return on equity (ROE) (11} % 39 02 3.0 49 49 05
Profit or loss for the year £ million -1,244 -B8 1,079 1,763 1,763 167
Cost-to-Income (12} L] 594 528 60.3 59.2 59.2 8.0
Loan loss charge (13) =L} 179 0.98 0.42 0.52 052 1.03
Sclvency
Commaon Equity Tier 1 (CET 1) (14} L 114 133 132 143 143 154
Additional Tier 1 (AT 1) (14} L 03 06 08 1.1 11 12
Tier2 (14} L oe o7 1.2 15 15 15
Leverage ratio (15} e 6.6 78 73 78 75 77
Average risk weight (16} 2 588 56.0 54.4 533 533 486
MNotes:

(3) Banking system data are based on accounting information on a consolidated basis from credit institutions and investment firms, reported

to Banco de Portugal for supervisory purposes.

(b} Profitability indicators are calculated with annualised flows accumulated from January up to the reference period.

(1) A= & percentage of totsl assets.
(2) Monetary and financial statistics. As 3 percentage of other monetary financial institutions” assets.

(3) Ratio of customer loans (net of impairments) to customer deposits.

(4) Corresponds to the amount of liquid assets held by credit institutions that satisfy requirements set in Commission Delegsted Regulation

(EU)2015/81 of 10 October 2014, As 3 percentage of total assets.
(5) Ratio of liquidity buffer to net cash outflows calculated under a 30-day stress scenario

(6) Ratio of the gross value of non-performing loans to the total gross value of loans.

(7) Ratio of non-performing loans net of impairments to the total gross value of loans.

(8) Ratio of impairments for non-performing loans to their gross value.

(8) Profit and loss for the year as 3 percentage of average assets.

(10) Metinterest income and net commissions less operational costs; a5 3 percentage of average assefs.
(11) Profit and loss for the year as a percentage of average equity.

(12) Ratio of operational costs to total operating income.

(13) Flow of credit impairments as a percentage of total average gross credit granted to customers.

(14) As 2 percentage of risk-weighted assets.

(15) Up to June 2016 it corresponds to the ratio of Tier 1 capital to total assets. From September 2016 onwards it corresponds to the ratio of

Tier 1 capital to total exposure (includes total assets, derivatives and off-balance sheet positions, and may exclude exposures to central banks

upon authorisation of the supervisory authority).
(1€) Ratio of risk-weighted aszets to total assets.
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