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Introduction

In 2019, Narodowy Bank Polski (NBP) pursued monetary policy in accordance with
the Monetary Policy Guidelines for 2019.

The basic instrument of the monetary policy in 2019 was the short-term interest rate
— the NBP reference rate. By setting the level of the NBP reference rate, the Monetary
Policy Council (MPC) determines the yields on the monetary policy instruments. Changes
in the level of this rate determine the course of monetary policy and affect the path of
market rates. The deposit rate and the lombard rate set the fluctuation band for overnight
interest rates in the interbank market, which is symmetric with respect to the reference rate.

In 2019, the Monetary Policy Council made no changes in interest rates. The last change took
place in March 2015. Throughout 2019 the NBP reference rate stood at 1.5%, the deposit rate
at 0.5%, and the lombard rate at 2.5%.

NBP implemented the monetary policy guidelines adopted by the MPC by carrying out
open market operations through which it affected banking sector liquidity in a manner
allowing short-term market rates to be maintained at a level conducive to the achievement
of the inflation target assumed by the MPC. In 2019, the main open market operations
involved the issuance of 7-day NBP bills on a regular basis. The fine-tuning operations
involved the regular (on the last working day of the reserve maintenance period) and ad-hoc
(during the reserve maintenance period) issuance of NBP bills with shorter maturities than
the main operations, and were aimed to reduce the volatility of short-term market interest
rates.

Access to the open market operations, the main ones and the regularly conducted fine-
-tuning ones, was granted to all banks complying with the terms and conditions set by NBP.
Moreover, the Bank Guarantee Fund (BFG) had access to the main open market operations
too. Banks operating as Money Market Dealers (MMD) had access to the ad-hoc fine-tuning
operations. In 2019, 12 banks most active in both the money and foreign exchange markets
enjoyed the status of a Money Market Dealer.

Commercial banks also had the possibility of using standing facilities, placed at their
disposal by NBP, to facilitate their short-term liquidity management. Banks were able to
deposit excess funds with NBP via overnight deposit facility and cover liquidity shortages
via the marginal lending facility.

In 2019, NBP did not carry out any structural operations targeted at a long-term change
in banking sector liquidity.

In the year under consideration, there was a decrease in short-term liquidity of the banking

sector, measured as the average annual balance of central bank operations, i.e. main and
fine-tuning open market operations as well as standing facilities.
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Table I Average level of open market operations (NBP bills and repo), FX swaps and standing
facilities in the years 2001-2019 (in PLN million)

Standing facilities
Period NBP bills Repos Deposit facility | Marginal lending Balance
P ¥ facility (deposit - credit)
0

2019 80393 0 0 1125 1125
2018 88796 0 0 1370 0 1370
2017 72786 0 0 846 0 846
2016 72438 0 0 772 4 768
2015 89 092 0 0 500 0 500
2014 108 518 0 0 298 0 298
2013 126 078 0 0 463 0 463
2012 95913 0 0 393 0 393
201 95217 0 0 Al 0 Al
2010 74 968 5097 0 1036 0 1036
2009 31873 11456 1076 2461 14 2447
2008 11530 2135 162 1421 14 1407
2007 19302 - - 530 18 512
2006 19758 - - 150 50 100
2005 16 699 = = 162 29 133
2004 5275 - - 310 22 288
2003 6251 - - 167 34 133
2002 10 565 - - 80 170 -90
2001 14701 - - 715 234 481

Note: average values are quoted in annualized terms in the reserve maintenance periods.
Source: NBP.

In 2019, the average level of short-term banking sector liquidity amounted to
PLN 81,518 million. Compared to the average level of the previous year, liquidity decreased by
PLN 8,648 million. In the course of the year, the level of short-term banking sector liquidity
decreased from PLN 86,625 million in December 2018 to PLN 86,330 million in December
2019, which means a decrease by PLN 295 million.

The average level of standing facilities was PLN 1,125 million. The deposit rate determined
the yield on the overnight deposit facility and the lombard rate — the costs of incurring
the marginal lending facility.

The year 2019 saw a lower volatility of the POLONIA rate in comparison with 2018. This rate
remained stable and its deviation from the NBP reference rate was recorded mainly at the end
of required reserve maintenance periods. The average absolute deviation of the POLONIA
rate from the reference rate in 2019 was 14 bps (versus 21 bps in 2018).

Annual Report 2019. Banking Sector Liquidity. Monetary Policy Instruments of Narodowy Bank Polski
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Table II Deviation of market rates from the NBP reference rate in 2001-2019

2019
2018
2017
2016
2015
2014
2013
2012
2011
2010
2009
2008
2007
2006
2005
2004
2003
2002
2001

Average reference
rate (in %)*

1.50
1.50
1.50
1.50
1.58
2.39
2.94
4.61
4.22
3.50
3.77
5.72
4.40
4.06
5.34
5.79
5.67
8.82
16.13

Deviation of rates from reference rate in basis points (annual average)**

8

142

W W oo W NN~ O

* Average reference rate was weighted by its duration.
** Deviations of rates against the reference rate — a uniform basis of 365 days per year was used.

Source: NBP.

7
8
10
8
10

W | roova_|
12 14
12 21
14 12
10 16
12 12
7 1
7 18
11 21
9 43
7 69
11 89
30 32
16 23

7 16
9 29
15 -
9 -
32 -
42 -

The instrument used by NBP, which helps to smooth the fluctuations in short-term interest
rates and to stabilise banking sector liquidity, was the required reserve system. An essential
feature of this instrument was obliging the banks to maintain, in the required reserve period,
funds on accounts with NBP at an average level not lower than the required reserve. In 2019,
the basic required reserve ratio did not change and amounted to 3.5%. The interest rate on
the required reserve from 1 January 2018 amounted to 0.5% in accordance with Resolution

No. 7/2017 of the Monetary Policy Council (MPC).

Pursuant to Resolution No. 6/2017 of 8 November 2017, as of 1 March 2018 the MPC
determined a zero required reserve rate on funds acquired for at least two years.

Narodowy Bank Polski
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Chapter 1

Banking sector liquidity

1.1 Liquidity developments in 2019

In 2019, monetary policy was conducted - as in the previous years - in an environment of
excess liquidity of the banking sector. In 2019, the average level of short-term banking sector
liquidity amounted to PLN 81,518 million, a decrease of PLN 8,648 million in comparison
with 2018 (PLN 90,166 million), i.e. of 9.6%.

Banking sector short-term liquidity in January 2019 amounted to PLN 84,315 million,
while in December 2019 it stood at PLN 86,330 million. In December 2019, the average level
of short-term banking sector liquidity was lower by PLN 295 million, i.e. 0.3%, as compared
to December 2018.

Table 1.1 Absorption of short-term liquidity as part of operations executed by NBP in 2019
(in PLN million)

Average level of | Average level of NBP T [ Average level of Average level of
NBP bills (main bills (fine-tuning ag ) marginal lending | short-term banking
" ; overnight deposit o s
operations) operations) facility sector liquidity
|
Il

0|2 | 0 | 0 | (1:2:0.@

78 330 3340 2645 0 84 315

78721 839 1065 0 80625

1] 73393 274 488 0 76 622
\% 73 265 633 544 0 74 442
\% 73933 677 438 0 75048
Vi 72331 3082 722 0 76 135
Vil 76 026 917 350 0 77 293
Vil 83290 1774 657 0 85721
IX 85575 2689 690 0 88 954
X 86 380 450 305 0 87135
X 82731 1989 979 0 85699
Xl 80037 1499 4794 0 86 330
On average 78 662 1732 1125 0 81518

Note: average values over required reserve maintenance periods.
Source: NBP.

In order to maintain market interest rates at a stable level, in accordance with the Monetary
Policy Guidelines for 2019, NBP absorbed the liquidity surplus by issuing NBP bills with
a maturity of 7 days as main open market operations (the average value in 2019 amounted
to PLN 78,662 million) and NBP bills with shorter maturities as fine-tuning operations
(the average value in 2019 amounted to PLN 1,732 million). In total, the average level of NBP
bills in 2019 amounted to PLN 80,393 million. 52 main open market operations and 16 fine-
-tuning operations were conducted.

The excess funds not invested in open market operations were placed by banks as overnight
deposit with NBP.

Narodowy Bank Polski
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Figure 1.1 Operations carried out by NBP in 2019
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Source: NBP.

Figure 1.2 Level of short-term liquidity of the banking sector in 2019

90000
85000
80000
75000
70000
| I 1l \% Vv Vi Vil Vil IX X Xl Xl
Il Short-term liquidity of the banking sector

Source: NBP.

The direction of changes in banking sector liquidity during the year was varied.

The level of banking sector liquidity decreased from January to April 2019 and in October
and November 2019.

In contrast, an increase in the level of banking sector liquidity was recorded from May to
September and in December 2019.

Among autonomous factors affecting the decline in banking sector liquidity, of key
importance was the increase in currency in circulation which, on average, amounted to
PLN 20,872 million (comparing December 2019 to December 2018).

Decreasing banking sector liquidity was due to the transactions of foreign currency sale
conducted by NBP for the sake of the European Commission as well as the intermittently

high balance of the EC’s account and social security funds’ accounts with NBP.

The foreign currency purchase transactions conducted by NBP from the MF foreign currency
account were conducive to the increase in banking sector liquidity too.

Annual Report 2019. Banking Sector Liquidity. Monetary Policy Instruments of Narodowy Bank Polski

1



Chapter 1

Figure 1.3 Major factors influencing short-term liquidity of the banking sector in 2019
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Source: NBP.

In addition, the increase in banking sector liquidity in 2019 was due to the payments made
by NBP to the banking sector arising from the discount of the NBP bills and required reserve
remuneration. These factors resulted in the average total growth in liquidity by the amount
of PLN 1,455 million.

1.2 Impact of autonomous factors on changes in banking sector liquidity
1.2.1 Purchase and sale of foreign currencies by NBP

In 2019, operations consisting in the purchase of foreign currencies by NBP prevailed over their
sale, as a result of which banking sector liquidity increased on average by PLN 29,933 million,
in December 2019 to December 2018 terms.

The purchase of foreign currencies by NBP included:

— purchase of foreign currencies from the Ministry of Finance within the limit determined
for 2019" equivalent to PLN 45,547 million (mainly from the foreign currency account
of the Ministry of Finance held with NBP in the amount of PLN 45,464 million),

— services provided to the central government and other entities whose accounts are held
with NBP, in the amount of PLN 11,069 million,

— conversion of EU funds to PLN directly from the EU fund accounts, equivalent to
PLN 200 million.

Throughout 2019, NBP purchased foreign currencies amounting to a total of PLN 56,816
million (in 2018, this amount reached PLN 38,630 million). Such transactions were mainly
performed in the third quarter of the year and amounted to a total of PLN 24,999 million.

The sale of foreign currencies by NBP was related to:
— the conversion of the membership fee paid to the account of the European Commission
(EC) in the amount of PLN 21,857 million,

! Detailed information concerning the limits of foreign currency purchase and sale between the MF and
NBP is presented in Annex No. 5.

Narodowy Bank Polski
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— services provided to the central government and other entities whose accounts are held
with NBP, in the amount of PLN 6,859 million.

In 2019, NBP sold foreign currencies in the total amount of PLN 28,716 million.

The conversion of funds from the MF foreign currency account with NBP to the Polish zloty
amounted to 80% of all foreign currency purchase transactions executed by the central bank.
These transactions took place mainly in February (to the amount of PLN 5,215 million,
i.e. EUR 1,205 million), May (to the amount of PLN 5,636 million, i.e. EUR 1,309 million), July
(to the amount of PLN 5,555 million, i.e. EUR 1,301 million) and August 2019 (to the amount
of PLN 13,868 million, i.e. EUR 3,203 million).

The purchase of foreign currency from central government entities and other entities
holding foreign currency accounts with NBP increased considerably in comparison with
the previous years and was over twice as large as in 2018. The main reason for the increase
in this item were the transactions of conversion of EUR into PLN on behalf of the Ministry
of Environment, which took place cyclically, once every two weeks. The purchase of foreign
currency from entities holding foreign currency accounts with NBP by the central bank
showed an upward trend from the first to the third quarter (from PLN 2,477 million in
the first quarter to PLN 3,158 million in the third quarter). In the fourth quarter the level
of transactions carried out amounted to PLN 2,492 million.

In 2019, similarly as in the previous year, NBP conducted purchase transactions directly from
the EU fund accounts. They constituted an insignificant account in comparison with the
total currency purchase transactions carried out by the central bank and amounted to 0.4%.
The conversion of these EU funds was ordered by the Ministry of Finance and the Ministry
of Investment and Economic Development. These funds were not credited to the MF foreign
currency account as part of the consolidation of funds.

The other side of foreign currency transactions carried out by the central bank involved
transactions of foreign currency sale for the sake of the EC. In 2019, these transactions
involved mainly the conversion into EUR of the membership fee paid by Poland to the
European Union budget in PLN. Decisions concerning the dates and levels of conversion
of funds in PLN into foreign currency were made by the European Commission (EC)
depending on the needs. The currency conversion was performed unevenly throughout the
year. The largest amount of foreign currencies was sold in this respect in December (25%),
January (19%) and February (14%).

Moreover, transactions of foreign currency sale were carried out within the framework of
services provided to central government entities and other entities holding foreign currency
accounts with the central bank. The volume of operations varied from month to month. Like
in the previous years, the majority of foreign currency for the needs of the said entities was
sold in December (45%). In 2019, the sale of foreign currencies to budget entities was lower
than in the previous year and accounted for 70% of the value of this type of FX transactions
carried out in 2018.

Annual Report 2019. Banking Sector Liquidity. Monetary Policy Instruments of Narodowy Bank Polski
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Figure 1.4 Purchase and sale of foreign currencies by NBP in 2019
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Source: NBP.

Figure 1.5 The structure of currency purchase Figure 1.6 The structure of currency sale by
by NBP in 2019 (in EUR mn) NBP in 2019 (in EUR mn)

I Transactions with MF Il Conversion of Poland's membership
I Services provided to the central fee paid to the EU budget
government entities [ Services provided to the central
and other entities government entities
Others and other entities
Source: NBP. Source: NBP.

FX operations carried out by the central bank as part of its currency purchase and sale
activities in 2019

Foreign operations of the State Treasury

In 2019, the servicing of State Treasury foreign debt was carried out with the funds from the
Ministry of Finance’s foreign currency account with NBP. These transactions were executed
by the central bank on behalf of the Ministry of Finance. NBP did not sell foreign currencies
to the Ministry of Finance.

The MF’s foreign currency account was credited mainly by foreign currencies coming from
the European Union, as well as from the issue of bonds to foreign markets (EUR 2,000
million). Additionally, in January and December 2019, funds were transferred under facilities
from the European Investment Bank. Over 99% of funds on the account were kept in EUR.

In 2019, the average level of the MF’s foreign currency account with NBP amounted to
EUR 4,210 million. The amount of funds in the account initially showed an upward trend.

Narodowy Bank Polski
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In the irst quarter of 2019, its average balance amounted to EUR 5,455 million (in 2018 Q4
it had stood at EUR 2,821 million), while in the second quarter it reached EUR 6,402 million.
The levels in the subsequent two quarters were lower and equal to EUR 3,378 million and
EUR 1,603 million, respectively. Payments made from the foreign currency account involved,
among others, the repayment of liabilities to holders of international Treasury bonds and
repayments of incurred foreign loans, payment of shares and other transactions.

Transactions resulting from the European Union membership

In 2019, as in the previous years, operations involving the sale of foreign currencies by NBP
to the European Commission were the main transactions related to Poland’s membership
in the European Union. The membership fee is paid to the EU budget in national currencies.
For the needs of free transfer of EU funds to the fund accounts to other Member States,
the European Commission converts funds originating from the membership fee into
the single currency.

In 2019, the value of transactions associated with the currency conversion of the membership
fee amounted to EUR 5,097 million (equivalent of PLN 21,857 million). Those operations were
ordered by the EC, which submitted instructions to NBP upon occurrence of financial needs
associated with covering the costs of projects implemented in Member States. The European
Commission converted the largest amounts of funds into EUR in the first quarter of 2019
(PLN 8,166 million, i.e. EUR 1,900 million), when it transferred high amounts to the accounts
of structural funds and for the programmes under the Common Agricultural Policy.
In addition, these funds were partially transferred to other EU Member States.

The European Commission is not obliged to convert all PLN funds received in a given year
into EUR during that year. Accordingly, a part of funds in PLN paid to the European Union
remains on the EC’s PLN account with NBP for the next year. The balance of EC funds
as at 31 December 2019 amounted to PLN 2,257 million, as compared with the amount
of PLN 2,589 million as at 31 December 2018.

In 2019, the funds received by Poland from the European Union were exchanged into
PLN directly from the fund accounts with NBP in the amount of PLN 200 million,
i.e. EUR 47 million, under transactions of foreign currency purchase by the central bank.

In 2019, a modest part of the foreign currency funds of the Ministry of Finance deposited on
the account with NBP was transferred (entirely in USD) to Bank Gospodarstwa Krajowego
(BGK). Depending on the situation on the FX market, the Ministry of Finance has an option
to decide how to use these resources, among others, whether to convert them into PLN
on the interbank market.

Services to central government entities

Apart from foreign currency operations related to servicing foreign payables and receivables
of the State Treasury and transactions involving the use of funds related to EU membership,
the central bank carried out foreign currency operations with other entities authorised to
exchange foreign currencies at NBP under bank account agreements. In 2019, the value
of transactions involving the purchase of foreign currencies by NBP amounted to the

Annual Report 2019. Banking Sector Liquidity. Monetary Policy Instruments of Narodowy Bank Polski
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equivalent of PLN 11,069 million. The value of the sale of foreign currencies by the central
bank amounted to the equivalent of PLN 6,859 million.

1.2.2 Currency in circulation

Currency in circulation is a monetary aggregate which has been growing steadily for
many years. The average level of currency in circulation in December 2019 amounted to
PLN 239,409 million, which means an increase of PLN 20,872 million compared to December
2018 (in 2018 this growth was equal to PLN 21,412 million). The annual growth rate
of currency in circulation in 2019? stood at 9.6%.

The high increase in currency in circulation may be attributed, as in the previous years,
to NBP interest rates being maintained at a low and constant level. The amount of currency
in circulation was also influenced by factors of a seasonal nature, which explain the changes
in the level of this monetary aggregate in selected periods throughout 2019 (from weekly
to yearly seasonality as well as increases observed in pre-holiday periods).

Figure 1.7 Daily changes of currency in circulation, cumulatively in the years 2015-2019

28000
26 000
24000
22000
20000
18000
16 000
14000
12000
10000
8000
6000
4000
2000
0
-2000
-4000
-6000

m— 2015 — 2016 2017 — 2018 2019
Source: NBP.

In 2019, the path of changes in currency in circulation was not much different from that
observed in the previous years. The annual growth rate of currency in circulation (y/y)
oscillated between 9.0% in July and 11.9% in April.

The highest average growth of currency in circulation occurred in the March (PLN 3,846
million), April (PLN 3,435 million), May (PLN 3,280 million) and December (PLN 3,177
million) period of maintaining the required reserve. The monthly growth rate in these
months ranged between 1.3% and 1.8% (in the remaining months it ranged between -0.6%
and 1.2%).

2 Calculated as a comparison of the average level in December of the year under discussion compared
to the level in December of the previous year.
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The high increases in currency in circulation showing in individual data were seasonal and
took place in April and December. This was due to the cumulation of high cash withdrawals
before Easter and Christmas and before long public holidays (the May weekend, the end-of-
-the-year holiday).

Figure 1.8 Average change of currency in circulation in individual months of 2015-2019 (left axis)
vs. the growth rate of currency in circulation (right axis)

PLN mn %
5500 —— — - — s s s s s s s s s s s s
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Source: NBP.

1.2.3 Public sector deposits held with the central bank

Public sector deposits with the central bank include funds on current accounts and term
deposits of the State Budget in PLN (from 1-day to 7-day).

In 2019, the level of public sector deposits with NBP was an outcome of the following factors:

— changes in the volume of budgetary incomes and expenses,

— settlements resulting from the issue and redemption of State Treasury securities,

- funds coming from the Ministry of Finance’s foreign currency account with NBP
converted into PLN,

— limits set for the Ministry of Finance’s PLN term deposits with the central bank,

— flows of funds between Poland and the European Union (including, among others,
payment of Poland’s membership fee to the EU budget),

— payments resulting from servicing other transactions connected with the State Budget’s
borrowing needs.

In 2019, the average level of public sector deposits stood at PLN 4,499 million and was higher
by PLN 728 million comparing to the previous year (PLN 3,771 million). The average level of
the public sector deposits held on current accounts with NBP amounted to PLN 3,561 million
(against PLN 2,884 million in 2018), whereas the average level of the Ministry of Finance’s
PLN term deposits with NBP, representing a significant position in the structure of public
sector deposits denominated in PLN (20.9%) amounted to PLN 938 million against
PLN 887 million in 2018.

The Ministry of Finance invested surplus funds of the State Budget on a temporary basis
with Narodowy Bank Polski. A total of 265 deposits were made in 2019. More than a half,

Annual Report 2019. Banking Sector Liquidity. Monetary Policy Instruments of Narodowy Bank Polski
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i.e. 55.5% of all deposits, were made with a 7-day period of maturity (147 deposits), 118
deposits were made with the shortest 1-, 2-, 3- and 4-day periods of maturity,> which accounted
for 44.5% of the total deposits.

In the period under discussion, the average level of overnight deposits, placed automatically
at the end of the day, amounted to PLN 8 million (against PLN 21 million in 2018).

Figure 1.9 The quantitative structure of Ministry of Finance’s term deposits with NBP in 2019

147
55.5%

2

~_ 28 (08%)
(106%)

(0.8%)

I 1-day I 2-day 3-day
I 4-day I 7-day
Source: NBP.

The level of the Ministry of Finance’s PLN term deposits with NBP in 2019, as in the previous
years, was highly variable and its average levels in individual months ranged between
PLN 617 million and PLN 1,293 million. Deposits reached their highest level in Q4, amounting
to: PLN 1,165 million in October, PLN 1,293 million in November and PLN 1,133 million in
December. The average volume of the Ministry of Finance’s deposits placed in 2019 accounted
for 37.4% of the established daily limit (for comparison, in 2018 this figure represented 32.8%).

In accordance with the agreement concerning depositing the MF’s funds on term deposit
accounts in PLN with NBP, it has been agreed that the limit of the MF’s term deposits
in PLN with NBP will be increased at the end of each month.* This was related to the
periods of the highest tax revenues (coming from PIT, CIT, VAT) and the dates of redemption
of Treasury bonds. Only in January 2019, on two occasions, did the volume of deposits reach
the assigned limit. Each month the highest levels of deposits were observed on the VAT
settlement days (the 25% or 26 day of the month).

3 3-day deposits and two 4-day deposits are treated as the deposits with the shortest maturity periods since
they were always made before the bank holidays (on Friday, 19 April 2019 and on Thursday, 31 October 2019).
4 See also Annex 5.
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Figure 1.10 Daily levels of the Ministry of Finance’s term deposits with NBP in 2019
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Figure 1.11 The average level of the Ministry of Finance’s term deposits in PLN in 2019
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In 2019, as in the previous years, the majority of funds from the State Budget was invested
on the interbank market. The average level of the MF’s deposits with commercial banks
amounted to PLN 27,283 million and was lower by PLN 1,385 million (i.e. 4.8%) in relation
to the previous year.

The Ministry of Finance placed funds on the interbank market, mainly in the form of
uncollateralised term deposits. Moreover, the MF performed buy-sell back operations
collateralised in Treasury bonds. A part of the Ministry of Finance funds was placed through
BGK as a deposit facility with NBP (on average PLN 138 million per year compared with
PLN 276 million in 2018).

The highest amount of funds at the disposal of the Ministry of Finance was deposited in
August, September and October, which was preceded by a significant accumulation of funds
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from high volume purchases from the FX currency account carried out in August. These
funds were rolled forward to the next two months.

In 2019, redemption of Treasury bonds by the MF took place four times: on 25 January 2019
—bond series WZ0119, 25 April 2019 — bond series OK0419, 25 July 2019 — bond series PS0719,
and 25 October 2019 - bond series DS1019. In 2019, the Ministry of Finance did not issue
Treasury bills.
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Monetary policy instruments

2.1 Interest rate

The primary instrument of the monetary policy is the short-term interest rate — the NBP
reference rate which determines the yield on main open market operations, affecting at the
same time the level of short-term market interest rates. Changes in the NBP reference rate
reflect the course of the monetary policy pursued by the central bank. The NBP deposit and
lombard rates set the fluctuation band of the overnight interest rate in the interbank market.

In 2019, the Monetary Policy Council did not make a decision to change the basic short-term
interest rate, i.e. the NBP reference rate. Throughout the entire 2019 the reference rate was
maintained at the level applicable as of 5 March 2015.

In 2019, the basic NBP interest rates were at the following levels:
— the reference rate — 1.50%,

— the lombard rate — 2.50%,

— the deposit rate — 0.50%.

2.2 Open market operations

In accordance with the Monetary Policy Guidelines for 2019, implementing the operational

objective, NBP made efforts to keep the POLONIA rate close to the NBP reference rate. Open

market operations representing the key instrument used to shape market interest rates can

be divided as follows:

— main operations — in the form of regular issuance of NBP bills with a maturity of 7 days,

- fine-tuning operations - in the form of issuance of NBP bills with maturities shorter than
those of main operations (in 2019 those were 1-, 2- and 3-day maturities).

Open market operations were carried out by NBP in order to ensure adequate conditions
for commercial banks to balance their own liquidity positions in the required reserve
maintenance periods.

Open market operations in 2019 were carried out amid persistent excess liquidity in the
banking sector. From the beginning of the year to the end of April 2019, banking sector
liquidity, measured by the issuance of NBP bills,® was characterised by a downward trend.
The average level of NBP bills in the January reserve maintenance period amounted to
PLN 81,670 million, while in April it was PLN 73,898 million. Over the next five months,
liquidity gradually increased, reaching the level of PLN 88,264 million in September.
In the fourth quarter the average level of NBP bills gradually decreased, reaching the value
of PLN 81,536 million in the December reserve maintenance period.

5 In this chapter we disregard standing facilities.
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The main reason for these liquidity fluctuations were foreign currency transactions, which
in most months stayed on the side of foreign currency purchase by NBP, thus causing the
increase in banking sector liquidity. Only in 2019 Q1 did the foreign currency transactions
lead to a drop in banking sector liquidity on account of an advantage of the operations
of foreign currency sale by the central bank over their purchase in terms of averages.
The factor adding the most to reducing liquidity was the change in the level of currency.
Only in January and February was the change in the average level of currency in circulation
conducive to an increase in the liquidity of the banking sector. In the other months this
factor led to a decrease in liquidity.

In 2019 FX transactions led to an increase in the liquidity of the banking sector of
PLN 29,933 million, while the change of currency in circulation caused a decrease in liquidity
of PLN 20,872 million (on average from December 2018 to December 2019).

The average level of open market operations in 2019 amounted to PLN 80,393 million.
NBP bills issued under main operations accounted for 97.8% of the value, while those issued
under fine-tuning operations constituted 2.2%. The yield on open market operations was
determined at the reference rate level.

Figure 2.1 POLONIA short-term market rate against NBP rates in 2019
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Source: NBP.

2.2.1 Main operations

In 2019, NBP carried out main open market operations which involved the issuance of NBP
bills with a maturity of 7 days.® NBP bills were issued regularly once a week (as a rule on
Fridays). Access to main open market operations was available to all banks participating
in the SORBNET?2 system with an account in the SKARBNET4 system operated by NBP.
Moreover, the Bank Guarantee Fund (BFG) also had access to those operations. Tenders for
NBP bills had the settlement period of t + 0 and the yield equal to the NBP reference rate.

In 2019, the average level of NBP bills issued under the main operations amounted to
PLN 78,662 million and was lower by PLN 8,475 million as compared to the average level
in 2018. In 2019, the central bank offered NBP bills totalling PLN 4,497,500 million for

¢ Qperations conducted on 26 April and 25 October (6-day), as well as on 2 May and 31 October (8-day) were
an exception.
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sale under the main operations. In that period, the bids received from banks amounted
to PLN 4,103,402 million, whereas the value of bids accepted by the central bank amounted
to PLN 4,101,568 million. The aggregate values of supply in 2019 were at a higher level than
the aggregate values of demand. The ratio of commercial banks’ demand for NBP bills to
supply offered by NBP was at an annual average of 0.91.

Figure 2.2 NBP bills - demand in relation to supply at tenders for main open market operations
in 2019
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Source: NBP.

In 2019, underbidding of NBP bills was far more frequent than overbidding (in 50 out of
52 tenders for main open market operations). The ratio of commercial banks’ demand for
NBP bills in main operations in individual tenders to the supply offered by NBP fluctuated
between 0.66 and 1.01.

2.2.2 Fine-tuning operations

In 2019, NBP carried out fine-tuning operations in the form of issuance of NBP bills with
maturities shorter than in the case of main operations. These operations were carried out
on the initiative of the central bank in order to mitigate fluctuations in short-term market
interest rates. As in the previous year, they were conducted regularly on the last day
of the reserve maintenance period and ad hoc during this period.

The goal of operations carried out on the last day of the reserve maintenance period was
to balance the liquidity conditions in the banking sector on average in the entire required
reserve maintenance period. In 2019, NBP conducted 12 regular fine-tuning operations.
Regular fine-tuning operations had the form of O/N transactions. Due to the 2019 calendar
structure, there were seven 1-day operations and five 3-day operations.

Additionally, in 2019, four open market operations were offered by NBP (two in January
and one in March and June), conducted during the reserve maintenance period in order to
compensate for the deviations in market interest rates from the reference rate. These were
3-day operations conducted three times and a single 2-day operation.

As a result of 16 fine-tuning operations which were conducted in 2019, the average annual

level of these operations amounted to PLN 1,732 million and was higher by PLN 73 million
than the 2018 level. In 2019, the central bank offered for sale under fine-tuning operations
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NBP bills amounting to PLN 386,000 million. In that period, the bids received from banks
amounted to PLN 341,150 million, whereas the value of bids accepted by the central bank
amounted to PLN 333,843 million.

Overbidding from banks in relation to NBP bills offered by the central bank in fine-tuning
operations occurred in four tenders (on the last business day of the reserve maintenance
period). The ratio of commercial banks’ demand for NBP bills in fine-tuning operations
in individual tenders to the supply offered by NBP fluctuated between 0.39 and 1.17.

Figure 2.3 Operations carried out by NBP in 2019
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The objective of the banking sector liquidity management policy adopted by NBP, as in the
previous year, was to establish the optimal, from the point of view of influencing the shortest-
-term market rates (in particular, the POLONIA rate), liquidity conditions in the banking
sector. Maintaining the POLONIA rate near the reference rate was achieved by means of
main open market operations as well as regular and irregular fine-tuning operations. Setting
the levels of individual open market operations, the central bank endeavoured to maintain
balanced liquidity conditions in the banking sector throughout the reserve maintenance
period. Supply was determined at a level (based on the prepared forecasts of banking sector
liquidity in the maturity period of a given operation) intended to allow market participants
to minimise the average deviation of the aggregate level of current accounts held with NBP
from the value of the reserve requirement (in a given reserve maintenance period).
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Figure 2.4 Average absolute deviation of the POLONIA rate from the NBP reference rate
in individual required reserve maintenance periods in the years 2010-2019
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2.3 Reserve requirement

In 2019, banks, credit unions (SKOKs) and the National Credit Unions were obliged to
maintain average funds on accounts with NBP in the reserve maintenance period, not lower
than the value of the required reserve. This solution helped to stabilise the level of short-term
interest rates.

Returnable funds on bank accounts and funds obtained from the sale of securities with the
exception of funds received from another domestic bank, a credit union, and the National
Credit Unions were the basis for calculating the required reserve. Moreover, the basis for the
reserve calculation in banks, branches of credit institutions and branches of foreign banks
did not include funds obtained from abroad for a minimum of two years and deposited
in savings and credit accounts with building societies, as well as funds accumulated on
individual pension accounts or funds acquired under agreements on individual pension
security accounts. Both banks and credit unions were able to exclude returnable funds
obtained from BFG from the basis for calculating the required reserve.

The required reserves were calculated and maintained in the Polish zloty. The value
of the required reserve calculated by individual entities was diminished by an equivalent
of EUR 500 thousand.

In 2019, the basic required reserve ratio amounted to 3.5% on all liabilities constituting the
basis for calculating the required reserve, except for funds received from repo and sell-buy
back transactions and funds acquired for at least two years (from 1 March 2018), on which
the required reserve ratio was 0%.

As at 31 December 2019, the amount of the required reserve was PLN 46,845 million, with the
banking sector reserve at PLN 46,630 million and the credit unions’ reserves at PLN 215 million.
The total required reserve was higher, compared to the level as at 31 December 2018, by
PLN 3,651 million, which means an increase of 8.5%. The change in the amount of the
required reserve at the end of 2019 was due to the increase of 8.2% in the underlying deposits
and the exemption of six banks from the maintaining of reserve requirements by the NBP
Management Board (at the end of 2019, the amount of the exemption from the mandatory
reserve stood at PLN 1,412 million).
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As of 1 January 2018, the Monetary Policy Council decreased the level of interest rate on the
required reserve funds to 0.5%, i.e. to the level currently corresponding to the NBP deposit
rate.

In 2019, in all the reserve maintenance periods a small surplus of the average holdings
on banks’ NBP accounts was recorded over the required reserve level. It reached the lowest
level in February (PLN 46 million), whereas the largest surplus was recorded in April
(PLN 415 million). The average surplus of the required reserves holdings in 2019 amounted
to PLN 190 million and accounted for 0.42% of the average level of required reserves.

The year 2019 recorded three cases of banks’ non-compliance with the reserve requirements.
In 2019, six banks under resolution benefited from the exemption from the maintaining

of reserve requirements, including three commercial banks from the partial exemption
and one commercial bank and two cooperative banks from the full exemption.

Figure 2.5 Changes in the required reserve level and deviations from the reserve requirement
in 2019
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2.4 Standing facilities

Standing facility operations (deposit facility and marginal lending facility) stabilised the level
of interbank liquidity and limited the scale of overnight rates fluctuations.

The lombard interest rate set the maximum price of funds obtained from NBP, indicating
at the same time the ceiling of rate fluctuations in the interbank market, while the interest

rate on deposit facility set the floor for the rate fluctuations.

Additionally, the four-fold level of interest rate on the lombard credit determined the amount
of the so-called maximum interest.
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2.4.1 Deposit facility

In 2019, the total value of the deposit facilities placed by banks with NBP (calculated as the
total days of their placement) amounted to PLN 410,478 million and was lower by 17.48%
comparing to deposits placed in the previous year. The total value of a single deposit placed
by banks under the overnight facility ranged from PLN 50 million to PLN 31,705 million.
Its average daily level amounted to PLN 1,125 million against PLN 1,370 million in 2018.
Banks invested the largest amounts on the last days of the required reserve maintenance
periods.

Figure 2.6 The use of deposit facility in 2019

PLN mn

Source: NBP.

2.4.2 Marginal lending facility

In 2019, similarly as in the previous years, banks used the marginal lending facility only
occasionally. The total marginal lending facility used throughout the year amounted
to PLN 8 million, and was over seven times lower than the amount used in 2018
(PLN 57 million). The marginal lending facility was incurred exclusively in order to test
banks’ internal procedures. The average daily use of the marginal lending facility amounted
to PLN 0.02 million (against PLN 0.2 million in 2018).
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Other operations

3.1 Intraday credit facility

In the previous year, banks on a daily basis used a non-interest bearing intraday
facility that is taken and repaid on the same trading day. This instrument facilitated
management of liquidity during the operating day, simultaneously ensuring liquidity of
interbank settlements at NBP. Daily supply of operating liquidity to banks ranged from
PLN 43,693 million to PLN 56,616 million. In 2019, the total use of intraday credit amounted
to PLN 12,099,732 million and basically was not much different from that observed in 2018
(PLN 12,107,646 million).

3.2 Intraday credit facility in euro

Intraday credit facility in euro is an instrument that ensures smooth settlements in the
TARGET2-NBP system. The loan collateralised with Treasury bonds accepted by the ECB
was incurred and repaid on the same trading day. The use of this facility in 2019 grew over
threefold and stood at EUR 68,243 million. The average daily supply of operating liquidity in
EUR to banks reached the level of EUR 268 million. This growth in 2019 was due to a larger
number of banks taking recourse to the facility than in 2018.
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Money Market Dealers — banks that are the most active in the money and foreign exchange
markets, with which NBP enters into Money Market Dealer agreements. In addition
to the access to the main open market operations, these banks can take part in all fine-
-tuning operations. One of the obligations of the Money Market Dealer is the participation
in the fixing of the POLONIA reference rates when performing the function.

Deposit facility — an instrument which enables banks to deposit their liquidity surplus
on an overnight basis with the central bank. The interest rate on that deposit constitutes
the lower limit for market rate quoted for that particular period.

Marginal lending facility (lombard credit) — an instrument which enables commercial
banks to obtain credit on an overnight basis. The interest on that facility indicates the
marginal cost of obtaining funds from the central bank. It is collateralised with securities
accepted by the central bank.

Intraday credit facility (PLN or EUR) — a non-interest bearing credit facility which enables
banks to obtain funds on an intraday basis, collateralised with securities accepted by the
central bank. It is an instrument which allows commercial banks to manage intraday
liquidity.

Banking sector short-term liquidity - liquidity defined as the balance of open market
operations conducted by NBP, i.e. main and fine-tuning operations as well as foreign
exchange swaps and standing facilities.

Standing facilities — operations conducted at the initiative of commercial banks. Under
these operations commercial banks are able to deposit their liquidity surplus with NBP
using the deposit facility or reduce short-term liquidity shortages using the marginal lending
facility.

Fine-tuning operations — operations which may be conducted by NBP in order to limit
the impact of changes in the banking sector liquidity conditions on the short-term market
interest rates.

Open market operations — a principal instrument of the central bank which is used to
maintain short-term market interest rates at a level consistent with the NBP reference rate
determined by the Monetary Policy Council.

Main operations - operations conducted on a regular basis (once a week). In the context
of the banking sector liquidity surplus, they consist in issuance of NBP bills, typically with

a 7-day maturity. During tenders, a fixed yield at the level of the NBP reference rate applies.

Repo operations - short- and long-term refinancing operations aimed at providing liquidity
to the banking sector, collateralised with securities approved by NBP.
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Structural operations - operations conducted in order to change the long-term structure
of banking sector liquidity. Under these operations the central bank may carry out
the following structural operations: issuance of bonds, early redemption of bonds, purchase
or sale of securities in the secondary market.

Foreign exchange swaps — operations under which NBP is able to purchase (or sell) the zloty
for foreign currencies in the spot market and simultaneously to resell (or repurchase)
the zloty under forward transaction on a specific value date.

Reserve requirement — a monetary policy instrument used by the central bank, among other
things, to regulate banking sector liquidity and to mitigate volatility of short-term interest
rates. The obligation to maintain the reserve is also an element of liquidity management at
banks. The reserve requirement is an obligation imposed on banks to maintain a specific
average level of funds (set as a percentage of funds accumulated by banks) on their accounts
with the central bank.

POLONIA rate - the POLONIA rate (Polish Overnight Index Average) was introduced
by NBP and ACI Polska in early 2005. It is an average overnight rate weighted by the value
of transactions in the interbank deposit market. The rate reflects the actual interest rates
on short-term interbank deposits. The POLONIA rate is published by NBP in the TM Reuters
service (NBPS), Bloomberg service (PZCFPLNI Index) and at the NBP website each day at
about 5.00 p.m.

The fixing of the POLONIA rate is carried out by NBP on each operating day at 4.45 p.m.
The participant is obliged to provide the central bank with a list of overnight transactions
concluded with other participants and submitted on a given day until 4.30 p.m.

Since 1 December 2017, NBP has been acting as the Fixing Organiser of the Polonia Reference
Rate.

NBP reference rate — determines the yield obtainable on the main open market operations,
affecting at the same time the level of short-term market interest rates.

NBP lombard rate - determines the costs of funding obtainable from NBP. It sets the ceiling
for the growth in the overnight market rate.

NBP deposit rate — determines the interest rate on deposits with NBP. It sets the floor
for fluctuations of the overnight market rate. The deposit rate and the lombard rate create
the fluctuation band for the overnight rate, which is symmetric to the central bank’s reference
rate.

Publication of information in information services — in the TM Reuters service,

on the NBPM site and in the Bloomberg service on the NBP18 site, NBP provides banks

with information on the current market liquidity situation, specifically concerning:

— banks’ current accounts, deposit facility placed with NBP and marginal lending facility
(lombard credit) provided by NBP, on a daily basis,

— level of required reserve during a specific reserve maintenance period,

— average balance of banks’ current accounts during the required reserve maintenance
period,
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— forecast of an average daily balance of the current account in the period from the
issue date of NBP bills (under main operations) until the day preceding their maturity;
information on the forecast average balance of banks’ current accounts is published at
the moment the decision on the value of NBP bills on offer is taken.

Information on current auctions for NBP bills is also published on the NBPT site of
the TM Reuters news service and the NBP19 site of the Bloomberg news service. The outcome

of tenders is posted on the NBPU site (TM Reuters) and NBP20 site (Bloomberg).

Current information concerning the liquidity situation and auctions carried out by NBP
under open market operations is regularly published on the NBP website (Wwww.nbp.pl).
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Volatility of the shortest-term interest rates in the years 1998-2019
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Annex 3
Main operations in 2019

Maturity Nominal value Nominal value Nominal value

fernday LT period of sales offers of offers to buy of accepted offers

date* date

Average yield on bills
annual 365/360 (%)

(in days) (PLN mn) (PLN mn) (PLN mn)

1 04.01.2019  11.01.2019 7 91000.00 88 741.30 88 741.30 1.5
2 | 11.01.2019 = 18.01.2019 7 85000.00 77 212.90 77 212.90 15
3 18.01.2019 = 25.01.2019 7 91000.00 82655.20 82655.20 1.5
4 25.01.2019 = 01.02.2019 7 90 000.00 79 140.40 79 140.40 1.5
5  01.02.2019 = 08.02.2019 7 82000.00 81392.20 81392.20 1.5
6 | 08.02.2019 = 15.02.2019 7 82500.00 81795.80 81795.80 15
7 15.02.2019 = 22.02.2019 7 76 000.00 75266.90 75 266.90 1.5
8 | 22.02.2019  01.03.2019 7 81000.00 75977.85 75977.85 1.5
9  01.03.2019 = 08.03.2019 7 80 000.00 78 104.45 78 104.45 1.5
10 = 08.03.2019 = 15.03.2019 7 78 500.00 72627.00 72627.00 15
11 15.03.2019 = 22.03.2019 7 78000.00 73206.70 73206.70 1.5
12 22.03.2019 = 29.03.2019 7 81500.00 71814.85 71814.85 15
13 29.03.2019 = 05.04.2019 7 90 000.00 67 438.80 67 438.80 1.5
14 05.04.2019 = 12.04.2019 7 80000.00 75088.90 75088.90 15
15 12.04.2019 = 19.04.2019 7 77 000.00 76 403.45 76 403.45 1.5
16 19.04.2019 = 26.04.2019 7 75500.00 7264510 7264510 15
17 26.04.2019 = 02.05.2019 6 81000.00 71489.00 71489.00 15
18 = 02.05.2019 = 10.05.2019 8 72500.00 65040.00 65 040.00 15
19 10.05.2019 = 17.05.2019 7 79500.00 80335.00 79500.00 1.5
20 17.05.2019 | 24.05.2019 7 77 000.00 73796.30 73796.30 15
21 24.05.2019 = 31.05.2019 7 82500.00 79 362.10 79362.10 1.5
22 31.05.2019 = 07.06.2019 7 77 500.00 76 380.60 76 380.60 15
23 07.06.2019 = 14.06.2019 7 78000.00 68 238.00 68 238.00 15
24 14.06.2019 | 21.06.2019 7 80000.00 67 804.99 67 804.99 15
25  21.06.2019  28.06.2019 7 85000.00 79 542.00 79542.00 1.5
26 28.06.2019 | 05.07.2019 7 94 000.00 66 163.10 66 163.10 15
27 05.07.2019 = 12.07.2019 7 83000.00 75578.40 75578.40 15
28 12.07.2019 | 19.07.2019 7 79000.00 76 365.00 76 365.00 15
29  19.07.2019  25.07.2019 7 83 000.00 81057.00 81057.00 1.5
30 26.07.2019 | 02.08.2019 7 83000.00 77027.90 77027.90 15
31 02.08.2019 = 09.08.2019 7 82000.00 78605.50 78605.50 1.5
32 09.08.2019 | 16.08.2019 7 88500.00 89499.40 88500.00 1.5
33 16.08.2019 = 23.08.2019 7 81500.00 74 97716 7497716 1.5
34 23.08.2019 | 30.08.2019 7 98000.00 90533.20 90533.20 15
35 30.08.2019 = 06.09.2019 7 109 000.00 88736.05 88736.05 1.5
36 06.09.2019 | 13.09.2019 7 89500.00 86 508.80 86 508.80 15
37 13.09.2019 = 20.09.2019 7 88 000.00 84302.90 84 302.90 1.5
38 20.09.2019 | 27.09.2019 7 94 000.00 85772.80 85772.80 1.5
39 27.09.2019  04.10.2019 7 107 500.00 81692.66 81692.66 15
40 = 04.10.2019 = 11.10.2019 7 91000.00 86 069.76 86 069.76 15
41 1110.2019 = 18.10.2019 7 91000.00 82462.57 82 462.57 1.5
42 18.10.2019 = 25.10.2019 7 93000.00 88 785.69 88 785.69 1.5
43 2510.2019  31.10.2019 6 93 000.00 91628.61 91628.61 1.5
44 31.10.2019 = 08.11.2019 8 86 500.00 80 469.07 80469.07 15
45  08.11.2019 = 15.11.2019 7 89000.00 83027.97 83027.97 1.5
46 1511.2019 = 22.11.2019 7 88000.00 77 598.57 77 598.57 15
47 2211.2019 | 29.11.2019 7 95000.00 8924212 8924212 1.5
48 = 29.11.2019 = 06.12.2019 7 108 000.00 84 850.97 84 850.97 15
49  06.12.2019 = 13.12.2019 7 90000.00 81873.70 81873.70 1.5
50  13.2.2019 | 20.12.2019 7 92 000.00 83418.89 83418.89 15
51 20.12.2019  27.12.2019 7 91000.00 80668.97 80 668.97 1.5
52 = 2712.2019 | 03.01.2020 7 98 000.00 64 985.65 64 985.65 15
Total 2019 4497 500.00 4103 402.20 4101 567.80

* Day of payment for the NBP bills on the tender date.
Source: NBP.
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Annex 4

Fine-tuning operations in 2019

Tender
date*

02.01.2019
22.01.2019
30.01.2019
27.02.2019
26.03.2019
29.03.2019
29.04.2019
30.05.2019
18.06.2019
10  28.06.2019
11 30.07.2019
12 30.08.2019
13 27.09.2019
14 30.10.2019
15 29.11.2019
16 30.12.2019
Total 2019

©W 0 N o O s WD -

* Day of payment for the NBP bills on the tender date.

Source: NBP.

Maturity
date

04.01.2019
25.01.2019
31.01.2019
28.02.2019
29.03.2019
01.04.2019
30.04.2019
31.05.2019
21.06.2019
01.07.2019
31.07.2019
02.09.2019
30.09.2019
31.10.2019
02.12.2019
31.12.2019

Maturity

period
((LCEVE)]

1
1
3
3
1
1
3
3
1
3
3
1
3
1

Nominal value
of sales offers
(PLN mn)

40 000,00
15000,00
25000,00
23500,00
15000,00
23000,00
20 000,00
21000,00
20000,00
27 000,00
27 500,00
20000,00
26 000,00
14 500,00
23500,00
45000,00
386 000,00

Nominal value
of offers to buy
(PLN mn)
23950,00
10 215,00
25423,00
2743535
11.035,00
18.204,09
18 354,20
22798,96

7:800,00
24 048,93
28 650,42
19 512,00
25094,99
13 956,20
21214,35
43 457,80
341 150,29

Nominal value
of accepted offers
(PLN mn)
23950,00
10 215,00
25000,00
23500,00
11 035,00
18 204,09
18 354,20
21000,00
7800,00
24 048,93
27 500,00
19 512,00
25094,99
13 956,20
21214,35
43 457,80
333 842,56

Average yield
on bills
annual 365/360 (%)
5
15
1.5
1.5
1.5
15
15
15
1.5
1.5
1.5
1.5
1.5
1.5
1.5
1.5
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Annex 5
Agreements with the Ministry of Finance

The terms and conditions of transactions concluded between the MF and NBP relating to the

purchase and sale of foreign currencies are defined under the Agreement of 21 December

2015 regulating the operation of the bank account in foreign currencies as well as the

sale and purchase of foreign currencies to service liabilities and receivables of the State

Treasury. The annex to the agreement determines maximum values of FX transactions

on an annual basis. In 2019, the following amounts of limits were in force:

— the total sales of foreign currencies by NBP to the Ministry of Finance shall not exceed
the equivalent of EUR 8.0 billion,

— the total amount of foreign currencies purchased by NBP from the Ministry of Finance
shall not exceed the equivalent of EUR 17.0 billion,

whereas:

— the accumulated absolute difference between the amount of foreign currencies sold and
purchased as at year-end shall not exceed the equivalent of EUR 8.0 billion,

— the accumulated absolute difference between the amount of foreign currencies purchased
and sold as at year-end shall not exceed the equivalent of EUR 17.0 billion.

The agreement on the Ministry of Finance’s PLN term deposits with NBP of 18 December
2006 — pursuant to the Public Finance Act, the Minister of Finance is authorised to make
interest-bearing deposits with Narodowy Bank Polski or with another bank, in the case of
a temporary surplus of funds on the central account of the State Budget. In 2019, the limit for
the MF’s term deposits placed with NBP, counted in terms of daily balances, was as follows:

— PLN 4.0 billion in the periods: from 18 January to 31 January and from 18 October
to 3 November,

— PLN 3.5 billion in the periods: from 19 February to 28 February, from 19 March to 7 April,
from 19 April to 8 May, from 20 May to 2 June, from 17 June to 30 June, from 19 July
to 31 July, from 19 August to 1 September, from 19 September to 30 September, from
19 November to 1 December and from 18 December to 31 December,

— PLN 1.5 billion in the periods: from 1 January to 17 January, from 1 February to 18 February,
from 1 March to 17 March, from 8 April to 18 April, from 9 May to 19 May, from 3 June
to 16 June, from 1 July to 18 July, from 1 August to 18 August, from 2 September
to 18 September, from 1 October to 17 October, from 4 November to 18 November and
from 2 December to 17 December.
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Annex 6
Money Market Dealers in 2019

The Money Market Dealers (MMD) System has been used by NBP since 1992. Narodowy
Bank Polski selects entities for the function of MMD once a year. The MMD status is granted
to a given entity upon concluding the agreement between the MMD and the NBP concerning
the performance of the Money Market Dealer function.

In 2019, the banks with the MMD status represented the exclusive circle of the central
bank’s counterparties authorised to participate in fine-tuning open market operations, used
irregularly, in the required reserve maintenance period, with maturities of up to seven days
(excluding operations used on the last business day of the reserve maintenance period).

In 2019, the following entities acted as MMD (order by bank number):
. Powszechna Kasa Oszczednosci Bank Polski SA
. Bank Handlowy w Warszawie SA

. ING Bank Slaski SA

. Santander Bank Polska SA

. Bank Gospodarstwa Krajowego

. mBank SA

Bank Millennium SA

. Bank Polska Kasa Opieki SA

. Deutsche Bank Polska SA

10. BNP Paribas Bank Polska SA”

11. Getin Noble Bank SA

12. Alior Bank SA.

O 00 N O U A WN =

7 Until 29 March 2019, the bank operated as Bank BGZ BNP Paribas SA.
8 From 24 June 2019 it performed the function of MMD.
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Daily information (as at the month-end)

Annex 7

"d4N :92IN0S
‘suonyerado odai snurwi s[[iq JgN sapnpul uorisod sIy} Jo adue[eq Yy} ‘anfea [eurwou je pajiodal are suoryerado jaxrew uadQ s«
‘poriad Juswalnbal aa1asax ay3 Jo Suruurdaq ay) Wolj APAIFR[NWND PIJR[NI[EI dAIISAI PAIINbal ay) WOl JUNOIIE JUIIIND Y} JO UONIRIASD 3FeIAY  «

0L'y9l ¥ 10052 € IYLL8- 88'€Cll & G€6l8Cl- G¥'869Y-  01'G9E 69'6vL G- 0L809¢- 6C'€8E - WG9S e L2GLLE  S9VLLG- fouauina ubraioy Jo (+) afes Jo (-) aseyoind

090G ¥LL 05288801 0026l 60l 06°9¥G0LL 0L2€9G0L 0€19G¥0L 06'8Sy €0L 06207901 O0L'8Ly¥0L 0¥'8SL00L 08°Gv.86 098686 087292 20} yn3 ul
0S°€¥9 /87 08'G8L 0Ly 0G'EYE GOy 067287 €8y 0L'9EL €Y 0089 8Yy 0228 6EY 007099 9% 02890 8vy 0£90€ €€¥ 01'26L G2y 0.289€2r 0L1GL6EY N1d ul
(ypuow ay} jo pus ay} Je se) S13SSY IAYISTY TvIOI440
1Ll 5004} PoLLL v£60°) 6501} SriLL 88¢l) syiLL 1021} o 16EL1 v8pLL 18011 asn/an3
G85T Y 9eze Y 1921 9eLey v8ey V6T Y 0252 9162 6Ty €108y 0zIeY 2082 000 (Burxy) N1d/dN3
L161°¢ 8826°¢ v.18°¢ 0000t 11168 ¥058°¢ 98eL'¢ 86v8¢ 1628°¢ G9¢8°¢ £68/°¢ Vel 1651°¢ (Burxy) N1d/@sN
vl vl vl Y9l S9'L 99’} 99’} 99’} 19 19 191 191 191 Wzl
1§} 15} 15} 51 4! Ay 6 Ay Ay & 4y 6 4y g
el el el el lad lad fad lad fad e e fad vl WL
68} o'l o'l o'l o'l o'l o'l o'l 8¢l 8¢l 18] 181 8¢l MZ
Gl 8¢l 68} 651 681 181 181 181 181 Ge'l Ge'l €l vl MS
Al 0¢'} 44 17 177 rAl 9l 17 8zl A STl Al STl N/L
0z} Al 621 vl Tl Al A STl 17 Al ol 9l vl N/O
(%) argim
v8l v8l v8l v8l Gl 98’ 98’ 98’ 181 181 181 181 181 (48
A A A N N N N N N [N [N [N oL g
€9l €9l €9’} €9l o'l o'l o'l 9l o'l Yo'l o'l o'l o'l WL
65} 09’} 09’} 09} 09} 09} 09} 09} 85} 85} 151 15 85} Mz
1 851 851 651 651 151 151 151 95°) 66l 66l %51 e MS
%5l 65°1 09' 95'} 151 65l 95°} 151 151 5l 65') %51 65l N/L
05') %51 651 5l S) 43 5l SS) 151 43 ol o'l e N/O
(%) ogIm
00°05¢ 0002 00°00¢ 00567 00'99¢ | 00056 072k 00'65} 00°6¥8 0006} 07’192 00°02¢ 00062 Janoun|
6271 §S1 Sl o'l ') 12 Sel ol A 050 4! 4 44" (%) YINOTOd
000 seviziz 000 000 002156 000 €6'870%2 000 000 607028} 000 000 000 (+) skep-/ > s|iiq daN
GO'G8619  L6'0S8 Y8 2069V 08 9976918 GO'9EL88 0620ZL 0L'E9L99 0908€9. 0068 L. 08'8EY .9 G8LL6GL OVOWL6L 009/ €S (+) skep-/ s|ila daN
000 000 000 000 000 000 000 000 000 000 000 000 000 (-) odey
G9'G86 79 7€'G9090L 2069708 9976918 G0'8¥Z80L 06220LL €07TIZ06 0908€9. 0068% L. 68Tr9G8 G8L.6GL OVOWL6L 009/ €S «SNOILYH3dO LINYVYN NIdO
\ZYSLYL  ¥9STh Y 88V0€Z  20MPT  091/8€  99770€ STL029  WyLvS 19896 6£G2L€ 19096 20'G6CS  0TTSS L ALIMIOV4 11S0d3a
SLET8YS 206067 186ZE8Y LISV 6V 8LET6Ly G8'G90LS  99VZLO0G  LLLS0TS  LTEO0VYS 9V6LOGY  2G/901S  9V'ESEES  ZELOL LY 110340 AVAVYHLNI
000 000 000 000 000 000 000 000 000 000 000 000 000 Junoosipel
000 000 000 000 000 000 000 000 000 000 000 000 000 Buipus) [euibiew
000 000 000 000 000 000 000 000 000 000 000 000 000 NYOTONIONYNISTY

L0lBE  6VEVSL  09'6E61  €6'91C9 LMLV 0,296 99°€/91 GLSY8L  €2°G09L  L0MAOL  8YELLE  1BSKST  99'G6L 8L  ,OAI9Salpalnbal WOl UoleIASD Soueleg

. . . . . . . . . . . . . (Junoooe anlasas palinbal Buipnjour)
¥6'G990§ 9v'€EY ST 19898V  vLEYPCS TeYLL¥Z  ¥0'9ZE8F 60°0099C L¥'LO69F €906l 9F €€G9GCE 0F'2989% G0'6L09F 9T06€ L9

LINNOJJV INFHHND

GC'LLL8€C €L'GGY9EC 09'88CGEC GL'BELEEC 9V'LBETET 96'GY98CC P¥9IEL 8ZC 69605 LT Y¥'€0992C GE'88C 1CC T9LYL8IT 1LST6VIC ¥6'6876LC NOILYTNJYIO NI ADNIHEND
00005}  8L9Y6 00659€ 002601  00°€88 00291  00°66S 00789 00°0€9 00296 00°06% 002801 00°00S b daN u sysodap ey Ajojz 4
LGes€el  69'68L¢  ¥8'16E8 698296  G€LLLL 8096 )¢ I8¥IEBC 08'989¥C LL9LL6C 9€'19G LC ¢G/868l 88'¥980C 1G'68L8l 1un0doe Aouadind ubleio) AW
y9'€8Y 059 Ly'S LTS 996 142 9¥'9 44"} 91'G [47: v6'L 099 g6'cel spunj jaBpng fesuad
L'eySel- 086v0€  ¢6'l€cC  ¥91G0€  €8CIcE  LE8E- 8LEve- 11’9081 98°0cLG  08'€ECl- ¢L€S0€  86'¢CcGcl  18'G6COL- (+) sniduns o (-) yioyep
06'¥68 ¥l¥ GC'066 89€ 0€'¥809€E 0S'¥18 L6¢ 6678 ¥9¢ 60°'6vS€EC L8LIC L6l LI'L08¥IL ¢CL'IvOOEL 8S'9LL¥6 ¥S0L5G9 96'6vlcE ¥SOvl 16E sasuadxe
€1°2G€ 10¥ G0°0¥0¢LE ¢Z'9lE8EE 7199800 ¢B8L€089C ¢CLOLGEEC 80'V/896) vEL0999L 86'19LGEL 8LCYGE6 GCVe989 G6'CLIVY  €L°0G8 08€ SanuaAal

:1390Ng Tv4LIN3D

uw N'1d

6L0ZIIX | 6L0ZIX 6L0ZX | 610ZXI | 6LOZIIIA | 6LOZIIA | 6LOZIA 6L0Z A 6L0ZAI | 6Lozim | eLozi | ekozl | Ztozux | swdy

Narodowy Bank Polski



List
of Tables

Table I Average level of open market operations (NBP bills and repo),

FX swaps and standing facilities in the years 2001-2019 7
Table II Deviation of market rates from the NBP reference rate in 2001-2019 8
Table 1.1 Absorption of short-term liquidity as part of operations executed

by NBP in 2019 10

Annual Report 2019. Banking Sector Liquidity. Monetary Policy Instruments of Narodowy Bank Polski



List
of Figures

Figure 1.1
Figure 1.2
Figure 1.3

Figure 1.4
Figure 1.5
Figure 1.6
Figure 1.7

Figure 1.8

Figure 1.9

Figure 1.10

Figure 1.11

Figure 2.1
Figure 2.2

Figure 2.3

Figure 2.4

Figure 2.5

Figure 2.6

Operations carried out by NBP in 2019
Level of short-term liquidity of the banking sector in 2019

Major factors influencing short-term liquidity of the banking
sector in 2019

Purchase and sale of foreign currencies by NBP in 2019
The structure of currency purchase by NBP in 2019
The structure of currency sale by NBP in 2019

Daily changes of currency in circulation, cumulatively
in the years 2015-2019

Average change of currency in circulation in individual months
of 2015-2019 vs. the growth rate of currency in circulation

The quantitative structure of the Ministry of Finance’s
term deposits with NBP in 2019

Daily levels of the Ministry of Finance’s term deposits
with NBP in 2019

The average level of the Ministry of Finance’s term deposits
in PLN in 2019

POLONIA short-term market rate against NBP rates in 2019

NBP bills - demand in relation to supply at tenders for main open

market operations in 2019
Operations carried out by NBP in 2019
Average absolute deviation of the POLONIA rate from the NBP

reference rate in individual required reserve maintenance periods

in the years 2010-2019

Changes in the required reserve level and deviations
from the reserve requirement in 2019

The use of deposit facility in 2019

11
11

12
14
14
14

16

17

18

19

19
23

24

25

26

27
28

Narodowy Bank Polski



www.nbp.pl






