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1. INTRODUCTION

tA20N) . AL O2g2falA

This report was prepared foithe Conference of Financi@lompaniesin
Poland(KPF)}o investigate the situatiorof the Polish credit market and
perspectives of its developmeimt the light of convergence process that
beingobserved inPolandasthe economycatchesup with more developed
countries of the EU. The market of credit for households in Pakatian
early stage of development and there is still a long way tdefore the
Polish economy reaches thdevelopment level of the credit market
comparable to the one observed in countries with long market traditions.
Nevertheless, thesituation observed on this marketin 2007 can be
perceived as very optimistic and probably leading Poland to a state of credit
marketmaturity.

The Caference of FinancialCompanies in Polanéssociatesfinancial
institutions operating orthe Polishconsumer financenarket However, he
report is designed not only to assess thevelopment perspectives of
financial institutions The main goal was to irestigate the situation on
Polish credit market for households from the demand perspectivis. the
situation of households and their economic condition that will determine
the level of development ofhe Polish credit market in the forthcoming
years That is why it is so essential to develegramework of analysis for
the perspectives of development of credit market in Poland. The potential
development ofthe credit market is strictly connected with the level of
demand, the competitiveness, legal andtifgional regulations but also
factors specific for the economy. Ithe case of Poland the fact that
economic transition took plac&7 years agchasinfluenceon the current
level of development of credit market, as in this short period there was
little time to develop appropriatemarket institutions andK 2 dza SK2 f Ra Q
behavior.

As mentioned, the report will concentrate on the demand side of the credit
market. In order to develop a proper methodolothe authorsdecided to
determine the position of Polish edit marketin relationto other European
UnionMember Stategchapter 2.1). Additionally the situation tfe Polish
economy was presented (chapter 2.2), as it influences the level of
development ofthe credit market. Chapter & devoted to the analysisf
durable goods market. Durables are most often finanegith credit while
they yield utility for many years and credit is a vehicle that enables to use
future incometo finance them. Unfortunately not all households are able to
participate in the credimarket. That ishe reasonwhy exclusion from this
market was evaluated (chapter 4). The problem of exclusion is however
very complex and gives different results when different methodologies are
applied The results presented in chapter 4 do not give examttions but

5
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try to approach the solution of the problem dfhe excluded. The
perspectives ofhe Polish credit market seem to be vawptimistic, but the
future growth of credit to households depends on various factors and these
factors were presentechithe form of SWOT analysis conducted in chapter
5. Finally, in chapter @he authorspresent possible pathof future growth

of the credit market ina 10 year perspectiveChapter 7 contains a summary

of the findings of the conducted analysis.
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2. MAINFACTS ABOUT THE MARKET OF CREDIT FOR
HOUSEHOLDS AND GENERAL ECONOMIC TRENDS

FROM 1995 TO 2006

{OF 62YAN) 5dzRS

The main aim of his chapter is to analyze trendshanmarket ofcredit for
householdsand the general macroeconomic backgrounah Poland The
analysis covesthe period 19952006 (including early monthsf 2007). The
beginning ofthe transition process of Polish economy (198%04) is not
covereddue to lack of consistent and good quality datancerning this
period.

The analysis is fociexd on dynamic tendenciesvisible on the market of
credit for householdsn comparison tothe entire European Union (EU27),
the so calledDld European Union (EU15) ab@d New Member Sates (NE10
or EU8+2).

2.1 Main facts aboutthe market of credit for households

Overthe last 13 years outstanding amounts of credit for households have
increased over 40 times. The rise begun from a low level of 6 billion PLN at

the beginning of 1995 to reach about 240 billionNPht the end of
September 20070necould add that the markewas practically created at
the beginning of the economic transition as earlier it simply did not exist.

Over the analyzed period (1998006) the PRolish market of credit for
householdshas been developing very dynamicallfGraph 1), with the
average growth rate (CAGR) of outstanding amounfs credit to
householdsreaching 36%. At the beginning of that period the annual
growth ratereachedthe level ofeven 70100% Currentlythe growth rate
hasstabilized at thdevel of about 3540%.It is also importanto indicate
that the annual growth rate fluctuatd - it dramaticallylost pacewhen the
whole economy was growing weaker (period 2€0D3). Thisproves that
the credit market is correlated withhe generd busiress cycle in Poland.
Since 2004 we aragainobserving dynamic growth dhe Polish market of
credit for households at the end of September of 20GFe annual growth
rate approached 40% (the highaste since 1999).
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Graphl. Growth of credit to households Graph2. Credit to households as % of GDP
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Source: Own calculation based on data of NBP (National Bank of Poland) and GUS (Polish Central Statistical Office).

High growth does not prove the maity of the Polish market of credit for
households. A very low level of the penetration index (value of outstanding
amounts of credit to households in relation to the value of nominal GDP)
which amounted to about 21% at the end of September 2007, addlseto
picture. This is despite dynamic growth of this indicator which is shown on
Graph 2. It took off from about 3% in 1995 and annually increased by some

1.5 pp.

Last two yearstand out of this trend as the penetration index increased by

2 pp. in 2005 antby 3.5% in 2006. Never before has the market scored this

KAIK G(GK2dzaK GKAa NBO2NR NBadzZ & YAIKG 0SS 0S|
estimates in the first three quarters of 2007 credit market penetration has

increased by approximately 4 pp.

In EU15countries the level of penetration ofthe market of credit for
householdds higherin absolute valueseachingon average above 60% of
the GDP Graph3). It differs howeveramong particular countries, ramyg
from 40% in Greece, through more than 80% the Netherlands and
Ireland, to 100% in United Kingdom and 114% in Denmark. Athengew
Member Sates (NE10}he penetration level also differbut not to such
extent The genetration index in post communist countsg EU8) ranged
from 16% to 4@ in 2006 Within those states we can indicate/o groups

of countries- Latvia and Estonia with high penetration (about 40%) and the
remaining onesvith low penetration rangg from 16% to 21%.
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Graphg3. Credit for householdg market penetration in EU countries (end of 2006)
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Source: Own calculation based on ECB, EUROSTAT and National Central Banks and National Statistics Offices data.

Throughout the last 15 years New Member States (NElB)am emphasis

on the converging postommunist economies have been experiencing high
retail credit market growth rates. The beginning of the transition period
was marked by spectacular growth rates sometimes reaching over 100% a
year. In the last severgkears the markets did not develop as fast but still
with doubledigit growth ratesthey significantly outpaced more mature
economiesThis also applies to the Polish credit market as explained above.
According to available data the average annual growdte (CAGR) of
outstanding amounts of credit to households in NE10 in the period 2000
2004 was about 23% while in old Europe (EU15) in the period-2000 it
reached the level of about 7%. As shown on Graph 4, in Poland CAGR
reached the level of about 19%.

Graph4. Households debt growth [CAGR-08,00 Graphb. Households debt growtlg selected new

04] member countries (1998005)
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[2005].
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Graph6. Average credit from MBI (2007)

The low market penetration level in Poland is accompanied by low average
value of credit. If we consider that there are 14.1 million households in
Poland, at the end of September Z0the average value of outstanding
amount of credit to a single household amounted to aboutO0® PLN or
about 4000 ELR According to data obtained from the IRPF survey the
debts of some 55% of Polish households which have a loan taken from a
Monetary Financial Institution (MFI) amount to a value betwee(D to
10.000 PLN (Graph 6). About 15% of indebted households have liabilities
worth less than 1 thousand PLN. Only 10%ndébted households have to
repay more than 50 thousand PLN and about 21%hething from 1650
thousand PLN.

Graph7. Types of liabilities of polish households
(2007)
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One of the crucial observations coming from tiRGKPF survey about the

Polish credit market is that almost 60% of all households do not participate

in the financial market (Graph 7). This mainly concerns households lacking

creditworthiness and those with very low income which are in fact excluded

from the credit market. There is however a considerable group of

households which do not participate in the credit market in spite of a good

financial status and a good credit rating. Among the households with the

highest per capita income some 58% do not pdicipate in the credit

market. The reasons behind such attitude result from cultural and

sociological factors and are also linked to a lack of confidence in financial

institutions. In his article prof. Kazimierz Krzysztofe&k®¥ @ Y202 RI AS201 &1 =
[2006]) stated thata 6 X0 A Y RSO0 GSRySaa Ay | Odz GdzNF LI
G§KSNE RSold R2Sa y20 NBGAtS K2dzaSK2ft Ra&A 0X0¢é
to be the oppositec I  &GF GSYSy (i &GAYRSO0UGSR K2dzaSK2f Ré¢
negative connotatias as it indicates that the household is not able to

manage its budget. Chapter 4 contains andl@pth analysis of the issue of

exclusion from the credit market.

A significant portion of Polish households (some 13%) have debt incurred
with an employer. Tis form of employee support was very popular in the

10
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centrally planned economy is still present in state owned companies and
public institutions.

Credit isan instrument which allow households to manage their budgets
(incomes and expendituretfiroughoutthe whole life cycle. In this sense it

is used to finan@ current expenses (consumption) and let@ym
expenditures (fixed assets, in the case of households mainly housing
investments).It may also used to finance various operations connected
with financialassets (e.g. purchase of securities, bonds, etc.).

Both the macroeconomic analyses and this part of the repg# certain
aggregations of credit to householtmsed on thefunctionslisted below
(c.f. ECB statistics):

8 consumer credit,
8 lending for houseurchase,

§ other lending.

Only lending for house purchases is quite homogenous category and
therefore is not disaggregated furtheén the analyss. Consumer creditis
more complex and heterogonous. It can be analyzadvarious cross
sections most oftenaccording tothe type of consumptions expenditurgs
the business model of financial intermediaries or both. Quite often they are
splitinto:

§ car purchase financing,

§ point-of-sale financing (mainly for electronic equipment,
household appliances, etc.)

§ cashloans(without purpose of financing),

8§ credit connected with credit cards.

According tathe ECRI and Mercer Olivier Wyman rep@®05 in Western
Europethe car financing marketonstituteson average about 27% of total
consumer debt (Spain: 35%, Germa#@%, Italy: 60%, UK and France: ca.
15%)while point-of-sale financing (POS) is about 1(Efance ca. 3%
Spain 22%, ltaly ca. 15%, Germany artie UK 5%). Cashloans (direct
financing)have grown to becombaasbecamethe most important category

of consumer crediin Western Europend currently constitute on average
2/3 of total consumer debt.

Poish statisticslack such detailed and consistent dat@oncerningthe
particular groups of consumer credit. Some knowledge cargédered
from an analysis of indebtedness motives apparent in results of
questionnaire surveysonducted bydifferent research institutions.

The other creditscategoryis very heterogonous it is hybrid of various
products and can consist of financial investment credits, creditsfoall
family businesses, etc.

11
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Graph8. Purposes of households creditin Poland  Graph9® CA Yyl yOAy 3 2F K2 dza
credit in Poland (2007)
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TS a{20AFf S5AF3Ay2aAa Hnnté &dz2NBSe LRAyGa
incurring debt (Graph 8):

- major purchases (40%),

- expenditures on apartment or house renovation (36%),

- purchase of apartment/house (13%).

The quoted survey does not explicitly mention phases of which are

LINPOolFofe& AyOfdzRSR Ay (GKS aLIJZNDOKIF&asSa 27F RdzN
category has such a large share in the total results. According to a survey

conducted by the Polish Central Statistical Office (GUS (2003)) 10% of Polish

househdds have indicated a car purchase as a motive for taking out a loan.

The \ery important roleplayed bycredit in financinghe above mentioned
groups ofK 2 dza S fexdpénditdr€s can be proved bsults of asurvey
conducted by KRRG (sedsraph9). According to this data about 2/3 of
Polish households finamaheir major purchases partly or fullyith credit in
MFIsand 35%of those do it entirelywith credit. In the case dbuying acar
almost 60% of householdsse credit as dinancingtool and 30%of those
households use only borrowed monédy the case of housing expenditures
as much as 72% &blish households use credit bint this casehe share of
partial credit financing islarger (42%). The share of dai financing is
smaller in the case ofrenovation expenditures- in this case 43% of
households use credit (only 188#tirely with credit).

Unfortunately, aggregated central bank statistics are not detaitgtbugh
which makes the analysis of the market afredit for householdsmore
difficult. Very often macroeconomic analysare focued on two main
aggregates mentioned above (consumer credit, lending for house
purchase).Thisis enough to conduct market trend analyses, especially in
international context.

The @gregated structure othe Polish market of credit forhouseholdshas
undergone dynamic changes over the last several y@araph12). The
housing credit markethas been developing most rapidly,with its

12
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peretration level increaisig from 0.3% of GDP in 1996 t06% of GDP at
the end of September of 200Which meansan averageannualgrowth of
penetration by about 0.8p. In the last three years this increase was two
timesashigh (about 2op. per yeal.

Consimer credit penetration habeen increasing as well but has rapidly

as inthe case ofhousing creditlt hasincreased from 3.4% in 2006 to 8.5%

at the end of September of 2007, wh meansan averagepenetration
growth of about 0.4p a year Other forms of credit to households in
relation to GDP amounted to 1.3% in 2006 and increased to 3.0% at the end
of September of 2007.

Here t should bestressedhat the outstanding amount of housing credit in
2007 exceedd the outstanding amount of consumer credior the first
time (9.6% in comparisoto 8.5% of GDP).

Graph10. Growth of credit to households by type Graphll. Credit to households by type as % of
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Source: Own caltation based on data of NBP and GUS.

As mentionedpreviously the penetration level ofthe market of credit for
households is considerably lower than mature, market economiesuch

as those oEU15. Differences in penetration levels and dynamigrowth

are of course also visible for particular types of credit and the gap
separating Poland fronthe EU15 is even more eviderthe enetration
index forthe housing credit market in Poland is several times lower than
the EUl5averageg in 2006it wasrespectively 8% in comparison with about
46% in EU15 and 18% on averagthanNew Member Sates (NE10)Graph
12). It should begyointed outthat housing credit market penetratiodiffers
also among particular coungs ofthe EU15 and NE1@faph15). In EU15
countries in varies from 16% in Italy to about 98% in Denmark (according to
2006 data).The penetration indexniNew Member Sates in 2006 ranged
from 8% in Poland to 3@ in Estonia and Malta.

13
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Graph12. Composition of credit for households
(end of 2006) *)

Graph13. Debt growth by type in Poland and EU :
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consumer and housing credit both 7,3%.

The genetration level of consumer credit in Polatabs notfar behind the
average penetration in EU15 countridgcording to ECB at the end of 2006
the gap was less thandp. In the case of consumer credtlite penetration
index is also differentiated among Etduntries and varies from 3% in
Belgium through 11% in Ireland, 13% in Greece # il UKGraphl4).

The menetration for other credits in Poland at the end of 20@&s two
times lover thanthe EUl5verage (5% inomparison with 10%).

Graphl14. Consumer credit market penetration in
EU countries (end of 2006)

Graph15. Housing credit; market penetration in
EU countries (end of 2006)
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An mportant feature of the Rolishmarket of credit forhouseholds (as well
as for allNew Member Sates which arein the transition process) ia
significant roleof credits denominated in foreign currencies (mostly EUR or
CHF). In Poland duririge last several yearthe share of foreigrcurrency
loans in total ha been increasingystematicallyfrom 3% in 1996 to about
30% at the end of September of 200he sigificant fact concerninghis
shareis that it has stabilized on that level for several years amas not
beenincreasing Graph16). This form of financing definitelgominatesin

the case ofhousing loans, whictconstitute 90% ofall foreign currency
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Graphl6. Foreigncurrencyloans for households in

loans. In mature economies, especially in EU15 countfie®ign currency
loans playa marginal role.

The elative significaoe of foreigncurrencyloans in developing economies
resultsfrom several factorsOne is he disparity of local and foreign interest
rates in trese economies,another is thelack of domestic capital ithe
banking sector othe currency exchange regime. time BalticRates Graph
17) with currency boad, the share of foreigrcurrencyloans (mainly in EUR)
is the highest among NE10 and amounted te76%in 2005 Onthe other
handin the Czech Republic whetée interest rate differential is negative
the role of foreigncurrencyloans is marginalA shae of foreigncurrency
loanscomparable to the one iPoland is observed in Hungary and Bulgaria.
Summing up it should be stated thatevel of 30% is not dangerous fitre
stability ofthe credit market and folK 2 dza S kKvallétR} aspecially ithe
current appreciation tendency itaken into account.

Poland (19962007) NE10 (2005)

Graphl7. Foreigncurrencyloans for households in
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In the case of economies which are experiencing very luigitit market
growth, especially for householda crucial issue is whethahe market is
not developingtoo fast in relation tothe fundamentsof the economy and
on the micro level whether the amount of debt is notddighwith respect

to the longterm income possibilities. In other words it is crudialassess
whether credit repayments are on time or how high the risk that
repayments will be delayed.

A g/nthetic measure othe quality ofa credit portfolio for households ia
share ofnonperformingloans (NPL) in total debCurrently n Polandthe
share of NPLs is awery low level (at the end of September of 2007 it was
about 45%) whaitpartly results from the fact thathousing credits dominate
the portfolio. Moreover these loandy their naturehavea very lowlevel of
risk, are verywell secured and ardj dzA (i S & A DOW pedietizatidh éf
the sub-prime groupis also an important factor

It should be also stated thahe quality of Polishhousehold€credits is
correlated with the general business cycle. The share of NPLs was the
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Graph18. Servidéng of current liabilities (2007)

highest in the period of econoimslowdown (20012003)when it went past
14% Graph20).

Results of the KPIRG survey on servicing current and future liabilities are
supplementary tathe synthetic measuresuch as théNPL. According to this
survey in 2007 about 50% of households (possessing any liability)eskrvic
debtwithout problems.Timelyservicing of liabilities is connected with level
of aK2dzaSK2f RQa AyO02YSd | Y ReviBedthiei S
liabilities on time. Among the richest households this share amounted t
70%in 2007 (Graph 18). But we shouldoear in mid that this question
concerrs all liabilities, not only credits. Among poor households the
servicing problemsalso concern current payments connected with
maintaining a house(energy, gas, telephone, rent, etcAbout 40% of
respondentshad slight problems with servicing, more than 10% had big
problemsand4%of thosehad delaglonger than 6 months.

Ll2 2 NBai

The biggest problems with servicing liabilitiegresfound in the case of
households with lowindebtednesslevel (kssthan 1 thowsandPLN). More
than 20% of such householdsncounter big problens with servicing
payments. In the case of households widinge credits (more than 50.000
PLN) only 7% had big problems with servicing debt.

Graph19. Expeced servidng of liabilities (2007)
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Source: IRG KPF

In the context ofavery dynamic development dfie Polishmarket of credit
for households irthe last two years itis important to know what ar¢he
expectatiors about servicing liabilitiesn the future (Graph19). According
to the IRGKPF data about 33% of respondents dexlaervicingdebt
without problems inthe forthcoming year, 29% expect problems but only
9% are expecting big problems (of which less than 1% will stop servicing).

It isalsoimportant to learn what is the level of intereghid in relationto
K 2 dza S KigpbsRofe thcome. In 2005 in Poland it was otifydwhich at
was one of the lowest interest burdenn EU27 Graph22). In EU13he
interest burdenon averageamounted to 3% and ithe Netherlands and
Denmarkto 9.1% and 10.6% respectively.
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A \ery important indiator of K 2 dza S Kirfaricigl Zddition in context of

debtisthedy S 62NIKkéSIfiKE 2F K2dzAaSK2f Razx

wealth. This balance is defined tee difference between financial assets
and financial liabilities. If financial net wealthpigsitive and is increasing it
means the financial situations of householdsiigproving In spite of
increasing debt households are able to increase their financial wealth

A = 7

Iy R

(assets) more rapidly. Very oftehKS &2 OFff SR GO2NNBOISRe vy

wealth isusedin analyses (Coricelit al.,2006) In this approach when we

assesshe financial condition of households we are not taking into account
mortgages which by definitions are secured by fixed assets (home,
apartment) sothat credit and security are oboth sides ofaK 2 dzA SK2f RQa
balance sheet. In result they are neutral for net wealth.

Graph20. Non performing loans for households in  Graph21. Household debt over Financial Wealth
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In previous yearin Poland, as well as in othtdew Member Sates the
GO2NNBOGSRE ySUO FAYIYOAILIT . 480350 K o1t a
Poland i amounted to more tlan 50% ofthe GDP It washoweverseveral

times lower than in EU12 countries (it ranged from 130% to almost 300% of

GDP).

The fnancial leverage is alsbuseful indicatorallowing theassesmsent of

the scaleof householdstebt. It iscalculated as ratio of debt to total assets
(like in enterprises) but because the lack of good quality estimates of fixed
assets hereit is calculated as ratio to financial assets. According to
EUROSTAT daila 2006 in Poland th&nancial leverage waabout 24%,
which is slightly lower thanthe average in UE12 (27%). We have to
remember that if we take into account total assé¢ke leverage index will

be much lower.

Summing up we can say th&blish households are not overloadeuth
debt servicingourdensand that there isstill a lot of room to increasethe
scale of debt without lowerinthe soundness of househol@Bnances.
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Graph22. Interest paid by households and NPISH  Graph23® &/ 2 NNBOGSRé¢ ySi
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2.2 General macroeconongibackground

Without the general economic development which have beerobserving

in Poland since 1992 the development of the credit market wouldhaee

occured. During the analyzed period (192806) real GDP has increased

by about 61%, a figure sihilNJ G2 (GKS Ay ONBIF &S 2F K2dzaSK2f F
(60%). The annual growth rate fluctuated cyclically but on average in

amounted to about 4.5%. In the first pealfter the transition (1997) the

D5t Qa 3dANRSGK NI GS NBIFIOKSR m: 2yfteée (2 RNRLJ
{AYyOS Hwnnu GKS D5t Q ANRgGK Nled7% KIFra oSSy 3l
in the first half of 2007The growth rate of household consumption which

to a growing extent is financed with credit has been fluctuating together

with the GDRas shown on Graph 2t the peakof development it reached

around 9% and later decreased to about 2% in 2001. Such significant

fluctuations of the consumption growth rate serve as additional proof of

the underdevelopment of the credit market and should help formithg

smoothing of consumption. At present consumption is growing very rapidly

reaching 6% in the first half of 2007.

The growth rates of the GDP and household consumption recorded in
Poland were definitely higher than in the Old European Union (EU15) where
the respetive figures were on average 2.3% and 2.7% (Graph 25). In the
New Member States the growtin these categories was also higher and
amounted to 4.6% and 4.9% respectively.
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Graph24. Growth of GDP and consumption (real)  Graph 25. Average growth of GDP and
consumption (CAGR 986)
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Source: CSO, EUROSTAT, own calculation.

Apart fromthe dynamic growth of total consumption it &soimportant to
analyzeits structure. Special attention should bpaid to the role that
durablesand car purchass play in total consumption a® a largeextent
they are financedby credit. Largeshare of food expenditures and low share
of major purchases and servicestotal consumption are characteristic for
transiion economies suchsaPoland. On the other hand this structure
rapidly changingAsPolish households are not very well equippeith cars
and durableghere are quantitative and qualitative gagsseparating Poland
from the average in EU15 countries @hissueis explained indetail in
chapter 3). As a result gantitative and qualitative convergencean be
observedin this aspect.lt results in thegrowth of demand for thse
productsoutperformingtotal consunption.

Economic growth othe Rolish economy is reflected increasinghousehold
income. In the analyzed peridtie gross disposable income of households
increasedthreefold in nominal terms(Graph 27) and amounted to 680
billion PLNin 2006(according to estimatgof the authors), wlich means 50
thousand PLN annually per household.

Improving financial situation is also visible dhe micro level data The
results aredrawn from IRG survewhich asks about housel®IZofinions

on how they manage tdalane their budgets Graph26). According to this
survey the share of households forced to run into debt decreased from 27%
in 1996 to 10% in 2007. The share of househwld&h had to turn to their
saving to cover all expendituredso decreased significantly (from 22% to
7%). At presena majority of householdsire balancing their budgets (57%
in comparison with 37% in 199@&)ikewisewe can observaincrease othe
share of louseholdsvhichare able to save some money (from 15% in 1996
to 27% in 2007). Clearly we can observe improvementsPalish
household® ONXB R A (but Mérei kil 8 & significant group of
householddacking anysaving ability.
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Graph26. Financial condition of households Graph270 DNR GG K 2F | 2dzaSK
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In spite of rapidly increasing incomef householddn Poland the distarce
from the average income in developed European countries (EU15) is still
huge.

The bestway to measure tlis distance isto calculate theGDP per capita
PPP, whichn 2006 in Poland amouted to only 51% of EU25 average
(Graph28). It also one of thdowest levek in all EU countries excluding
Bulgaria and Romani&he eal convergence process the New Member
States perceived alosingthe GLP per capita gapcan lastfrom few to
seweral decades In the case oPoland catching upvith the averageEU15
level of GDP per capitaan take approximately 30 years assuming that
Polish GDP growth wilbn averagebe higher by 2p. than in EU15
countries. If thedifference in growth increases ®pp. thetime required to
catchup with the rest of Europeanbe shortered by more than 10 years.
From the point of view of household credit analyses the level of GDP per
capitaplays amajor role. In most analyses it ke main factor explaiimg
the differences in the level ofredit penetration between developing and
developed countries.

Graph28. GDP per capita in PPS in EU countries (2006)
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Source: Eurostat.
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Another factor influenmg the market of credit for households is the
unemployment rate. Eployment stability and low risk of losing a job plays

a crucial role in making credit decisions on both the demand and supply
sides. As shown on Graph 29 structural reforms in Poland resulted in the
number of the unemployed reaching 3.3 million and the napédoyment

rate exceeding 20%hich wasincreasng even in times of rapidly growing
GDP. The negative tendency observed in previous years has been reversed
and now unemployment is decreasing. Currently there are about 1.8 million
unemployed and the unemployent rate is moving towards a one digit
level (at the end of September 2007 the 11.6% of Poles were unemployed
although according to the LFS it already reached a one digit level).

For several reasonigflation is also quite important fothe effectiveness
and development othe credit market.On theone handit distorts credit
decisionspn theother it influences the interest rates.

In the early stages dhe transition processn Polandhigh inflation along
with unemploymentwas aserious problemdeneaating high sociatost).In
the beginning othe nineties consumer prices (CRBed to grow by600%
but due to wise economic policy Polasdcceededn redudngit to a two
digit level.Furtherreduction toa one digit level was difficult and slowith
the disinflation process facing a haltthe year2000.

Now, for several yearsthe CPI isfor a developing economyn avery low

level Graph30), asin 2006its averageincreaseamounted to only 1%. In
2007 wecould observe inflationary pressureesulting fromlabor market

tensions - between Januaryand September2007 the average inflation
increased to 2.1%.

Graph?29. Registered unemployment Graph30. Inflation (CPI, YoY)
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Source: CSO.

It is important that converging economiesundergo the process of
develogment in conditions ofa general equilibriumAs it was statecbove
the labor market wasnot in equilibrium because of structural problems.
Anotherimportant factor is to runa lowcurrent account deficits.
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Graph31. Current Account Balance (86 GDP) Graph32. Public debt and deficit (% of GDP)
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In the analyzed period Polish economy had to deal with a very high level of
current account deficit. Between 1999 and 2000 the CAB amounted to over
7% of GDR; a level that could prove dangerous fthre stability of the
exchange rate and the finaral markets. The situation partly resulted from
exaggerated growth of domestic demand in relation to the potential of the
economy.From then the CAleficit has beenconstantly lowered with the

last two years showing a stabilizatianthe level of 2% of BP.

Additional factor stimulating growth of the credit markistthe equilibrium

of the public financeslts importance lies in the fact that public debt causes
the crowdingout effect which reduces potential development of the
private credit market in geeral and the market of credit for households in
particular. In the period covered by the analysis the Polish fiscal policy was
expansive. On averagm the analyzed periodhe general government
deficit amounted to 4.5% of GDBraph32). After a period of stabilization
public debt started to increase in previous years. The situation of public
finances used to be of the major barriers limiting the development of the
market of credit for households.

Graph33. Interest rates (end of period) Graph34® | 2dzaSK2f RQa 2 LJiA
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Without doubt interest rates are a key factor influencing the credit market.
Over theyears covered by this analysis we observed a permanent reduction
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of nominal domestic interest rates (Graph 33) in Poland. This is a rational
consequence of the disinflation process. In 1995 nominal ibsaking 3
month interest rate (WIBOR 3M) was 25%. pp@sing a huge barrier for the
credit market. Adding to this was the fact that the domestic interest rates
were several times higher than their foreign counterparts. This huge
disparity explains the increase of credits denominated in foreign currencies.
In the last several years theominal domestic interest rates have been
substantially reduced and the disparity has been almost closed. Currently
Polish interest rates are close to Eurozone interest rates.

Another factor influencing the market of crediorf households are
K2dzaSK2f RaQ SELISOGEFGA2y & | 02dzi G KSANI Fdzi dzNI
economic situation and about the risk of being unemployed. All these

FIOG2NRE FNB F33INB3IFTGSR Ay aeyiakKSGaAo AyR
AYRAOIFI 2NREPKB ySl 2®E SIKSBIYRAQ O2yRAGAZ2Y AYRAC
2y | NB3Idz I NJ okraira oe& GKS LwDX akKz2ga GKIG

is improving (Graph 34). To a certain extent this fastonulatesdecisions
concerning entering the credit market

23



kpf

Konferencja ‘
Przedsiebiorstw IRGE"
R4

Finansowych SGH

w Polsce

3.

QUALITATIVE ANDUANTITATIVE GAP ON SELECTED
MARKETS

tA20N) . AL O2g2falA

In the previous chapters we have outlined the credit market situation along
with its economic background. In this chapter we are going to have a more
in-depth look at this issue in order to develop a framework which would
indicate the man future forces driving the development of the credit
market. The survey conducted by KPF and IRG has focused on the behavior
of households on the market for durables. As indicated in chapter 2.1
purchases of durable goods are very often financed fronereel sources

such as credit and thus ought to be subject to a more detailed analgsis.
Poland he share ofcredit financingin case of purchases of durablélgts

or cars is estimated at 600%. This leads to a conclusion that the
differences between #land and EtL5 in case of durable goods will be the
1S FT2NOS RNAGAYy3I (KS ONBRAG YIN]SiQa
purposes for incurring debt.

¢
w»
[\
N

To evaluate the differences in development of the credit market in the

coming years we established & Y I Ay | LILINRI OKigad 2SS |yl f @
quantitative gag | VAR qudlitative gag Ay OK 2 asDf/thea ST Y Sy i

credit market. Existence @ quantitative gap is a consequence of different

saturation with goods like flats or cars in the economy. It is common

knowledge that the more profound the gap in number of cars and flats, the

more rapid will be the process of purchasing cars and buying apartrbents

in order to equate the standard of living in both areas. Nevertheless, the

process of catching up can also occas a reductionof differences

O2yySOGSR 6AGK ljdzr ft AG@ 2F Rdz2NI o6f Sad LG YA:
Such gaps occur on the markets for durables that séme@ ownersfor

quite a long time, e.g. flats and cars. These goods can yield utility even if

they are not new.

This chapter is organized as follows: at first the quantitative and qualitative
gaps on the market of flats and houses are described; then the same
procedure isusedto analyzemarkets of cars and of small durables; finally
the speed ofthe catching up is described.

3.1 Development of the market for dwellings

In Polandthe housing market is in very poor condition and requires huge
improvements. The most crucial indicator is connected with the number of
flats that areat the disposal of Pek The development othe housing
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market and as a consequenttee segment of mortgages are the key driving
forces of growth of each credit market for householdikisshould also be
the case in Poland but unfortunately the booobservedon the housing
market in the past two years causedvery rapidincrease in the prices of
dwellings rather than a change in thaccessibility.

3.1.1 Quantitative gapg flats/houses
Graph35. Dwellings per capita Graph36. Dwelings per household
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Graphs 35 and 36&howthe situation on Polish housing market, the most
developed markets in the European Union (France, Germany, UKa and
compaison with one of the most dynamic markets Spain.Graph 35
presents the number of dwellings per capita in these selected countries.
With only 0.31 dwelling per capita Poland is very likely to go on a fast track
and thisfigure will increaseln order to achieve the level of development of

the Spanish housing market the stock of dwellings has to increase by 67%.

In comparison with UK, France and Germany number of dwellings per
capita in Poland has to increase by-@B%. Itis a huge gap and it requires
long term investment. It islearthat housing stock cannot be improvedan
short period of time. The lag betweenstarting ahousing investment and
the time it is finished amounts to-2 years. Additionally, even if the gaof
constructingnew dwellings is doubled (to around 200 trsauinddwellings a
year) theincrease of the number adwellings in Poland will not exceed 2%
a year The situation ornthe Polish housing market is also worrying because
for the past 11 years theumber of dwellings per capiia Polandhasbeen
increasng slower than in the developed countries, thus the quantitative
gap has even widened during this time.

Since the profile of a household can differ between countries, the housing
stock per capita sbuld not be treated as a perfect measure tife
quantitative gap in a given countryhus, it is essential to check if there is
such a significant gap in number of dwellings per household. In Poland in
the past 11 years the number of flats per householccréased by 2
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percentage pointg from 0.90 to 0.88Thismeans that in 2006 the number
of households that can occupy their own dwelliisgeven smallethan in
1995. Additionally, the number of dwellings per household that is belbw

means that there is omverage more

than one household in one dwelling.

Such a situation is entirely incomparable with developed countries where
the number of flats per household amounts to at least one and has been

increasing for the past years.

3.2 Qualitative gapg flats/houses

Graph37. New dwellings completed

Graph38. Structure of age of dwellings in Poland in 20(
(the year of construction).
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Graph39. Age structure of dwellings in selected
countries of the EU in 1991.

Graph40. Average floor area of dwellingsall and
newly built *)
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Note: *) The floor area of all and newly built dwellings respectively is given for Poland (1990,2003), Spain (2001, 2DRingdom

(2001,19812001), France (2002,2002), Germany (2002,2002)
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The qalitative gap stems from differences in the age structure. It also
results from the average floor area of dwellings and the supply of new flats
in a country. With respect to the last issue the gap is not likely to narrow in
the forthcoming years. In Poldrthe supply of new flats is at the level of
around 100 thou. a year and it significantly lags behind other European
markets, so the number of accessible high quality new flats is decreasing.
Graph37 shows the nurber of new dwellings completed in 1995 and 2006

in selected European markets. If we decide to treat it as one of the
determinants ofthe qualitative gap, itcan beeasilyobservedthat for the

past 11 yearsn Polandit has been much below the indicatorsrfselected
countries. The best example is the Spanish mavlidgth is comparable to

the Polish one in terms of housing needs. Since 2001 in Spain almost 0.5m
flats per year have been built. It is reflected in the age structure of
dwellings.

In Germany tke qualitative gap narrowed very quickly thanks to huge
outlays made in order to adopt the Eastern part of the country to the
standards ofthe West. Itmeant building over 0.5m. flata year until late
GdnQaod

From these argumentshe following conclusion cabe drawncg if Poland
wants to reach the same level of haing stock per capita as in better
developedEUMember Statesand thus diminish the qualitative gap, it has
to undergoa process of constructing around3million new dwellings in
about 10 yearsand maintain the proper standards of the structure of
dwellings by providing additionally around 200 tisamd dwellings each
year afterwards

When thequalitative gap with respect to the average floor area is taken
into account, there is no significantfidirence between Poland and other
countries of the EUL is easy tanotice that Poland lags with respect to the
average floor area dhe entireexisting housing stock, but the average floor
area of newly built housing stock is larger than in countridscsed to the
analysis.

Poland also does not lag behitite presented countriesf the age of the
housing stocks consideredHoweverthis is not alwaysa good measure of
the qualitative gapassome of the dwellings completed long time ago might
be adoptd and provide better standard than those that are in use for
shorter time.

3.3 Development of the car market

After the transition period the market of motor vehicles was one of the
most underdeveloped sectors of durable goods market in Poland.
Deregulationof the economy in the early nineties resultedanoutburst of

huge demand for motor vehicles. Unfortunately the standard of vehicles
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used in Poland before 1989 and limited financiedpabilities of Polish
households caused thdt y (i Kti& flebtofdars in Poland was not only
insufficient in number but also old. In order to investigate the future
development of the car market it is worth examining the quantitative and
qualitative gap that exist in Poland now, after 17 years of transition. It
would beworthwhile to investigate if the gap has partially narrowed and
how the process of catching up will affect the credit market.

3.3.1 Quantitative gap

Graph4l. Cars per capita Graph42. Cars per household
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The number of passenger cars per capita and per household is significantly
different for the Polish economy and for its EU counterparts. Even though
the process of catching upahk lasted about 17 years, there is still a huge
difference in the saturation of Polish car markiet relation to the EU
countries. The currently observed benchmark (i.e. the average number of
passenger cars per household in the European Union) is 1.2rugssears

per household. Such number can be observed in United Kingdom, France
and Germany.The number of cars per household in Spain itk bit
above that value; 1.36. It is connected with the composition of households

in this country. Therare usually more members in each household and due

to that fact probably more passenger cars are required.

In Poland the average number of members of household is even larger but
the average number of cars per household is close to one. It is confirmed by
the daa on the number of passenger cars per capita. In Poland thé&83s

car per person while in other selected countribg figureranges from 0.48

¢ 0.57. It means thathe Polish car market needs to improve by at least
25% in terms of numbeof carsper household or even by 70% in terms of
passenger cars per capita. Nevertheless, it shouldstbessedthat the
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Polish car market is on a very fast traok development The gap
considered from the perspective of both the quantity of cars per household
andper capita has been narrowing atite Polish market is getting closer to
the markets in selected countries.

3.3.2 Qualitative gap

Graph43. Age structure of cars in selected Graph44. Spending on aapurchase in selected
countries countries
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The qialitative gap of Polish car market is even more visible than the
gquantitative one. In Poland the percentage of the newest caw 6lder

than 2 years) that adopt the newest technology and safety standard
accountfor 7% of the whole car stockwhile in the UK the corresponding
fraction is at the level of over 18%. If the calgler thanten years are
considered in the UK they account faerely 20% of registered passenger
cars and in Poland the percentage is 56%. To some ekiisris an effect of
opening of the Polish car market after accession to the European Union in
2004. According tavailabledata in the period 2002007 over 2m o3

were imported to Poland from other countrie§.hosewere usually very old
vehicles that were sold cheaply and became accessible for Polish citizens.
Currently the situation improves and the average age of imported isars
systematically decreasy. Unfrtunately, the amount of consumer
spending per capita opassenger capurchase in Polandis very low in
comparison to the respective level of spending in developed counttiés.

for exampleabout 16times lower than in the United Kingdom. It migte b
worth noticing thatthe car market in the United Kingdom is ta large
extent driven by the credit market. Germans, who are even wealthier than
Brits and very eager to purchase the most trendy and fashionable vehicles,
lag behind due to worse terms dheir nationalcredit market.
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3.4 Development of market for durables

Graph4b. Possession of selected durables
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As for the market for drables, the gap between Poland and other
European countries existonly with respect to selected goods that are
present on the market not for a long tim€oods like refrigerator, vacuum

cleaner, hifi or even computer are nowadays very common both on enor
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developed markets like the EU and on the Polish market. Nevertheless, it is
quite probable thatthe quality of these products ifPolishhouseholdsin
comparisorto the EU is much lower. However, if we consider relatively new
goods, the differences withespect to the speed of penetration of certain
products as well as the connection between them and the credit market
can be observed. Ithe case of goods presented on the gra@isove(i.e.
washing machine, video camerBVD player/recorder, dish washer, &
Internet enabled computer) the gap is still fairly visible. There isratiin

for purchases likVD playerdishwasher or PC in Polanth analysis of
the speed of adoptig goods that were not present (or very rare) in 1995
either in Poland or in otr EU countries (DVPlayer, internet enabled
computer)showsus the capacity that the market is able to generate. It can
be observed thaaininternet enabled computer is present in 2/3 of German
households but only in less than 1/3 of Polish ones. Aldo agers which
were present in 22% of Polish households at the end of 200ére
purchased by 72% German ones.

3.5Trend analysis on the market for durables

The chapter concerning gaps was developed in order to show the main
features ofthe Polish market ath possible tendencies that might be present
on it in the future. With respect to the real estate market one should notice
that:

- market for dwellings is very underdeveloped,
- there is huge quantitative gap,

- the gap has not been reducédthe past years,

Due to this, one should not beorried about the prospects fomortgages.
They have very high income elasticity so only the consumers with income
above certain threshold are able to and really benefit from them. The
results obtained from preliminary datanalysis show that probability of
incurring amortgage is strictly connected to income. An increase in income
per capita from 800 PLN to 1.100 PLN resulemimcreaseof probability of
taking out amortgage by 100%It might explain the growth in numbeof
mortgages in the past years in Poland. Nevertheless, the development of
mortgages, which ia consequence of growtlef demand for dwellings, is
likely to make thenumber of dwellings per capita increase but with
considerable lag. The lag is brought abby a long construction period and
price hysteresis. The latter means that aftee initial growth the prices of

' The research conducted by the author at Warsaw School of Economics
2 This results are based on data from Social Diagnosis
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real estate are not likely to fall rapidly, which is the case for e.g.
commodities.

Market for cars is also considerably underdevelopbdif it has to be
mentioned that:

- the quantitative gap on this market is going to narrow quickly,

- there is still wide gap with respect to quality of cars in Poland.

The number of passenger cars per capita in Polari®95was around 45%
lower than in thecountries selected for the analysla.the next 11 years 12
percentage point®f this gap have been eliminated. Now the gap accounts
for about 33% of thenumber of passenger canger capita in selected
countries. The aqialitative gap is still huge. Howavéhere is no data to
confront changes in the relative qualitative gap, its existence will very likely
speed up the development of car market.

The cedit market with respect to financing purchases of other durables is
not as strictly connected with the@comes ofindividualsdue to two effects.

On the one hand more wealthy people buy more durablémst is why they
potentially need more credit for such goods. On the other hand, their
demand for credito financesmall durables is reduceskit is much eaier

to make such purchasesith cash. Although the development of credit
market can be a result of development of durables, it has to be noticed that
it is generally connected with the pace of adoption of certain (not all)
durables. From time to time theris a new product introduced to the
durable goods market and it is usually rather expensives thus very
common that its purchase is madssingcredit. In this category one could
place: plasma TV, internet enabled computddVD player/recorder,
dishwasher, etc. Nevertheless these goods are purchaseatifferent pace

on various markets. The average speed of purchases can be measured with
the value of parameter x of logistic function:

Xt

Market_ Saturation= 1

eX'[

The value of this parameter and the development of the credit for
householdss presented on the following graph:
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Graph46. Adoption of durables (horizontal axis) and the development of credit market (vertical axis)
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As presented on Graph 46he development of credit market is strictly
connected with the pace of adoption of durables. Most developed credit
markets like Denmark, the Netherlands and United Kingdom ledsethe
fastest pace of amption of durables, which means that accessibility of
credit enables the consumption of durables. The causality might also be the
reverse, so that faster pace of adoption of durables speeds up the growth
of the credit market.

In order to sum up, théindings from this chapter aréne following
- mortgages will be the driving force of the credit market,

- growth of incomes by around 100% should bring about the move
in demand for mortgages by around 3800%

- Poland manages to quickly narrow the quantiatigap on the
car market and it increases the pace of growth of consumer
loans,

- durable goods market is strictly connected to the development
of credit market, which means that they interact,

- the more accessible the durables are on the Polish market, the
more developed the credit market is going to be and vice versa.
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4. DEMAND FOR CREDIT AND CREDIT CONSTRAINTS

tA20N) . Al O2g2falA

It can be assumed that in each society there is a considerable groitg of
members that is subject to exclusion from credit market. This assumption is

justified by results obtained by Jappelli and Pagano (1989). They showed

that in courries like Italy or Spain between 1961 to 1985 over 50% of all
households did not behave according to the life cycle permanent income
hypothesis (L®IH) and did not smooth their consumption in the life cycle,
so they did not participate in credit market the extent that would be
justified by the L&IH.

Taking into regardthe aforementioned arguments, in this chapter we
intend to answer the question, if age and income are the factors that
determine the activity of households ahe credit market. If sowe are
going to point out which groups of potential credit market users are prone
to be excluded from it. It is expected that not all househdbdsiringthe
same properties (income, age of housem®ldead, place of living, etc.)
should behave in the sameay on the credit market. Households might
differ with respect to the level of risk aversion and might choose the
consumption level thatn each periods equal to their income during the
whole life cycle. So, in this chapter we are going to divide haaldshinto
three different groups with respect to their status on the market, namely:

- excluded from credit market,

- not willing to benefit from credit market in its current form as
they do not have such a need although their position on the
market suggestshat they should be interested in participation
init,

- consumers that have attributes that make them not very likely
to participate in credit market

At first the clear definition of credit constraints should be presented.
According to strong definitionof credit constraint, credit constrained
households are the ones that cannot borrow against their future incomes at
any rate of interest According to weak definition of credit constraints,
credit constrained households are those for which the interest it
deposit is different than this for credin regularcircumstanceslmost all
households are weakly credit constrained as the existence of financial
intermediaries results in difference betwedime deposit and crediinterest

rate . It will not be eay to distinguish between households that are unable
and simply not willing to participate in the credit market. To accompligh th
aim the following strategy will be employed.
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At first we try to evaluate the fraction of households excluded friima

PolikK ONBRAG YINJSdod LG osAff 06S QWlFAaASR 2y 4K
budget survey conducted oa regular basis by Central Statistical Office

(CSO) in Poland@hiswill allow us to determine the threshold of income

that allows for granting a loan and on thiasis the potential participation

in credit market and the number of excluded from the credit market will be

calculated in time.

In the next step the level of exclusion will be determined. However, it will
be obtained directly from households that have feuéd from exclusion for
the past five years or did not enter the credit market due to fear of
rejection. The necessary computations will be based on data &sorvey
carried out in October 2007 by Research Institute of Economic
Development (RIED) and @erence of FinanciaCompanies in Poland
(KPF.

Then, we will discuss the problem of subjective perception of credit
constraints. To better visualize the situation international comparisons will
be presented. Data used will be taken from the Europeanab&urvey
(ESS) that has been carried out on regular basis and has included a question
concerning borrowing money in the case of financial difficulties. In our
opinion this data shows credit constraints that result from subjective
perception of the situsk 2y 2F | NBALRYRSyiQa K2dzaSKz2f R
market rather than from the actual rejection of respondents (and their
households) from it. The results obtained can be perceived as an
approximation of probability that selected household would be credit
consrained in the case of entering the credit market.

Finally, we outline the profile ain average household present on the credit
market and according to this profile we show which households really
entered the credit market.

To sum up, a three step anaily®f exclusion is conducted. The sets of data
from CSO and RIED surveys provide us with the percentage of excluded
households that cannot benefit from credit market, either due to
insufficient incomes or due to rejection. Theusing the ESS data, the
number of respondents that feel liquidity constrained is showed (it can be
assumed that this group includdoth rejected and those who feel that
they would have problems with entering the credit market but did not try).
Finally based on the profile of a heehold on credit market, the
characteristics of those households that really participate in the market are
indicated.

4.1 Credit constraints; theoretical and sociological background

In order to allocate financial assets propethe financial system rguires
full information. In such a system households would not be liquidity
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constrained. In reality no financial institution has perfect information about
consumers and their financiaituation But financial institutions are not
fully transparenteither. Due to this, limitations both on the demand and
supply side occur. In order to overcomestiproblem and achieve better
resource allocation it would be necessary to:

1. better assess the financial situation of households,
2. predictthe future financiaktate of householdsiith higher precision,

3. behave according to the rules governing the allocation of consumption in the
life cycle,

4. work out greater trust for financial institutions in the society.

Basic problems existing on the credit demand sideprise:
- adverse selection,
- free rider effect.

The first one is connected with improper behavior of consumers. Having the
profile of a representative household in the economy, banks could apply
the scoring procedures suited for that profile. Unfortualt, households
that would like to benefit from credit market are usually not as good as
their positioning in the profile suggest. Therefore households that want to
enter the credit market will more often fail to repay their debts than the
average househdlof a given profile would. The second issue is connected
with the so called free rider problem. There is a group of households that
would like to benefit fromthe credit market although they initially know
that they will not be able to repay their debt2T al & Y2NBX GKSe& 462y Qi
try to repay it as they think that they will be able to avoid their duties.

These two problems justify the existence and the vital role of financial
institutions in the process of exchanging financial resources. This is also th
reason why we are not exchanging free financial resouotethe Internet

and why credit constraints in their two forms (strong and weak) exist and
are justified.

To make the whole picture clear, the explanation for lack of participation of

some consums in the credit market despite such participation would be

justified by their financial position and their prospective incomes in the

following years is needed. At first, it musbe stated that the group of such

respondents should not be calldéxcuded® LG Aa o0SGGSNI G2 OFff
LI NOAOALI GAYy3IQd Ly GKS &dzoaSlidsSSyid LI NI 27
range of this group will be investigated.

It is not only the case df K 2 dza iBdéraef aRdCMt& current situation on
the labor market that aHcts the accessibility to credit. To some extent the
behavior of households is determined by their attitudentards financial
institutions. It is expected that the greater the trust to financial institutions,
the more likely the presence of households lie tcredit market is. To verify
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this assumption, data from three last rounds of Social DiagroSisjective
and subjective Quality of Life in Poland (2003, 2005, 2007), were used.

As can be seen on th@raph 47the situation evolves quite rapidly and in
the past 24 years trust to financial institutiortgasimproved significantly.

Graph47. Trust towards banks and investment funds (% of
those who trust).
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One can observe that the trust to bankadainvestment funds regularly
increases. In 2007 53% of Eetrusted in banks and 12.8% in investment
funds. Nevertheless, it Bvery low level of trusisit indicates that almost
50% of Polesither do not trust financial institutionsr have no opiron on

this issue Due to ths they are not very likely to entethe credit market
even in the case of financial difficulties.

To sum up, barriers on the credit market can be a result of credit
constraints (exclusion) that are likely to occur with respicthe supply
side of the market banks, financial intermediaries and barriers on the
demand side, which are likely to be connected with lack of trust of potential
consumers towards financial institutions.

4.2 Credit constraints based on Households Bi&d Survey

Budgets of households provide a large set of information that can be
explored and implemented into the measurement of credit constraints in
Poland.At first the budget survey enabkusto determine the incomes of
Poles in the past years. Itpsssible not only to assess the level of incomes
but also to provide exact information about the income distribution.
Secondly, knowing the social minima required to caogt everyday
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activities one can determine thamount of money that is left for othe
activities and can be used as a sourcéuafisfor repaying credit.

It is worth explaining why it is the social minima that should be an
approximation of the possible activity on the credit market. It can be
assumed thatising credithouseholds purchasgoods that are not included

in social minima, i.e. they should not be granted a credit if they are not able
to cover their expenses at the level of social minima. If they are granted
such a creditjn the next period they will not have enough resources (
they will have to pay interest) and will have to live below social minima
which as a result can lead to increased number of faults concerning
repayment.

Thatis why, on the basis of income distribution and assumed Social Minima
calculated by the Indtite for Work and Social Issues the number of
excluded from the credit market can be assessed. It is assumed that a
member of the society is excluded from the credit market if he or she does
not have sufficient income to cover the intergssultingfrom any kind of a
loan. Therefore, if his/her income is below the level of social minima it is
assumed that he/she will not have resources to cover the interest.

The incomes of Polish householgeew systematically over the past 10

years® The graphs below shes the household€income distribution in
years 2000 and 2007.

Graph48. Income distribution in 2000. Graph49. Income distribution in 2007.

Source: CSO Survey of Polish households, RIED, awiaiiahs

There was a rapid increase in the level of incomes in Polish economy in the
past years. The most spectacular growth was observed among the
households with incomes above 3.000 PLN (a month per person). The
percentage of such households in 200@sahard totrace and was below
0.5%.By 2007 the share of such householdasreachel 5%. It can also be

® Data from years 2002004 are from the households survey conducted by Central Statistical Office. Data for years ZOUB was
imputedon the basis of The State of the Households Survey conducted by the Research Institute of Economic Development.
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observed that incomes in the year 2000 were more concentrated and the
diversification of incomes measured with GINI coefficient was at the level of
0.3 In 2007 the value of GINI coefficient is more likely to be at the level of
0.34, which suggest that incomes are more diversified. It is genemally
characteristic that stimulates the growth of credit markas households
from higher income groups are nmmractive on that market. Finally, the
incomes of households went up by over 50% in the past 7 years. The
average income in 2000 reached 700 PLN per capita per month, while in
2007 it amounts to 1200PLNper capita per month. This tendency has
strong impliations on the credit market. To show it better, both the
average value of surplus above the social minima and the value of regular
monthly installment from credit were calculated.

Graph50. Average surplus (above the socialmtna) per capita in Poland
between 2000 and 2007

&

2000
2001
2002
2003
2004
2005
2006
2007

Source: Own calculations

Animpressive growth concerning an ability to service debt was observed in
years 2005, 2007. It confirms that the credit boom observed in that period
did not happen acciddally but was strictly connectedith credit abilities

of Polish households. The average installment tthat average person is
able to paymonthly reached 500 PLN in 2007, which corresponds to the
total value of credit at the level of over 3 trillion P[20-year mortgage at
5% p.a.) or almost 400 billion PLNygar consumer credit at 15% p.a.). The
numbers are impressive and might reflect the long term tendency of the
credit market. However, to be in line with the aim of this chapter, even
more importart is the number othe excluded. The fraction of such persons
is strictly connected with the number of those who face liquidity constraints
in their strong form. The dates presented on the following graph.
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Graph51. Percentage oPoles that have incomes below the Social Minima
between 2000 and 2007

2000
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2002
2003
2004
2005
2006
2007

Source: Own calculations

According to household¥udgets since 2005there has been a sharp
decrease in the number of excluded from the credit market. The
percentage of those wi are constrained fell very significantly in the past
years andeachedthe level of merely 37% in the current year. Earlier it was
at the level of 60% or evemore. The results ar@ consequence of 2 f Sa Q
increasing incomes. In the past yahe average alary increased by over
9%.It might be added thahouseholds incomes are also connecteith the
level of
- unemployment¢ as the growth of salaries is strictly connected
to the fund devoted to salaries,
- profits of companies; companies share their incremg profit
with shareholders and thus the incomes of househaoisig

- incomes from work abroad those who emigrated to the U&r
other countries send part of their incomes back to Poland
boosting domestic demand.

Summing up, on the basis of householdsudget survey the percentage of
excluded fell to the level of 37%. That is why it can be stated that taking
into accountthe incomes of Poles only 37% showdcounter problems
obtaining credit. Nevertheless, the number that actually had problems
should k& smaller and will be investigated in the following subsection.
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4.3 Reported exclusion on the basis of number of rejected and

discouraged households

Theobject of asurvey conducted in October 2007 by Research Institute of
Economic Development arttie Confeence of FinanciaLompaniesvas to
measure exclusion fronthe credit market. There was a set of three
questions that should indicate the number of households excluded from
credit market but also those who were discouraged frbeingpresert on

the market.The set included the following questions:

1. In the past 5 years, has a particular lender or creditor turned
down any request you or your spouse / partner made for credit,
or not given you as much credit as you applied for? (Q1)

2. Were you able to obtain the fuamount you or your spouse /
partner requested by reapplying to the same institution or by
applying elsewhere? (Q2)

3. Was there any time in the past five years that you or your
spouse / partner thought of applying for credit at a particular
place, but chaged your mind because you thought you might be
turned down? (Q3)

This set was about to establish the level of exclusion from the credit market
of Polish households. The general results can be presented on the following
graph:

Graph52. Percentage of yes with respect to the following questions.

Source: KRRG

According to the data 11.9% of all household faced the problem of rejection
from the credit market. Nevertheless 27% of them managed to obtain the
credit when reapplyig. It is very crucial finding, because it indicates that

the data obtained and calculated in point 3&flect reality. In the past 5
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