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SUMMARY 
 

 

We do not have time to waste. 

 

Market participants, banks, developers, regulators and particularly clients will have to face a 

lot of difficulties over the next few years until the financial markets, including the housing 

finance market, will reach stability. Certainly, stabilization needs to be achieved in different 

areas, which - directly or indirectly - influence the market. These areas include particularly 

monetary policy as it affected the current crisis. A few central banks’ policies failed to 

prevent the huge increase in some strategic materials/ commodities prices, as well as the high 

imbalance between different markets. The fact that one year ago almost 60 per cent of 

supervisory authorities in different countries did not see the financial crisis threat shows that 

their supervisory policies were disfunctional. 

We can expect a new economic order in the coming decade. 

The main issue the Participants of the 5th Congress tried to resolve was to determine how 

financial flows should be organize not to let the imbalance on the international markets 

restrict the access to financial means, in order to build trust between market participants. 

Building trust should be a common purpose of regulators, banks and developers, focused on 

implementation of common growth and crisis prevention strategies. Without any strategic 

consensus in some basic areas of our life, including the housing finance market, it will be 

difficult to deal with the crisis consequences. The Congress Participants’ expectation was to 

assure that this event will motivate the political and economic environments to undertake 

common activities that could benefit all market participants. 

 

Elements of an ideal storm… 
 

Against some opinions, the sub-prime market contribution was not big. The main problem of 

that market referred to its toxicity. It had a negative impact on other markets and their 

participants’ behaviour. Additionally, that period could be described by the easy access to 

financial means, as well as to investors, who were more and more interested in increasing 

their profits. All these elements led to the situation that since 2001 granted credits’ value has 

increased. In general, that value exceeded 350 per cent of the GDP level and what is 

interesting, the majority of those credits was not even dedicated to housing needs. At the same 

time we faced the housing bubble, which was ignored by regulators. As a result, more than 

1/3 of the real estate value in the USA disappeared, as well as the prosperity that has been 

built for years. 

 

In the mortgage credits granting system, its participants did not necessarily possess enough 

capital that is required for a proper risk management. Focusing on per-transaction commission 

income they were not motivated to manage risk properly. Moreover, in the United States exist 

11 federal regulators of the housing finance market, whose cooperation is not effective 

enough, as well as each state’s regulations. 
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The securitization market assessment is unequivocal, but what needs to be taken into account 

is the fact that many investors buying residential mortgage backed securities (RMBS) 

speculated on that market, having only short-term profits-realization strategy. As a result, the 

balance between the investment maturity and receivables due date was not achieved, because 

investors require special liquidity conditions, so they can lead to decreases in prices - 

unexpected by issuers - in a short period, selling owned securities and creating their 

oversupply on the market. 

 

The Federal Reserve’s balance sheet shows that it has increased from 0.87 trillion USD to 2.3 

trillion USD, which means that some assets were transferred to the federal system with the 

risk. As calculated, currently in the USA in about 10 million credits cases have the negative 

equity, which meansthe credit value exceeds the value of  the real estate being the credit 

collateral. 

 

Reasonable lending. 
 

At the end of 2007, the value of the EU countries mortgage market, measured as the mortgage 

debt, amounted to 6.1 trillion EURO, which constitutes 50 per cent of the GDP value. Thus          

70 per cent of the whole society had the access to mortgage credits as very important banking 

products.  

 

In 2007, the mortgage market increased in the EU countries, excluding Germany. Of course, 

this increase was not as high as in previous years. The increase in real estate prices was lower 

than in the last decade. 

 

It should be mentioned that mortgage receivables portfolios in 60 per cent were refinanced by 

deposits, in 11 per cent - by securitization transactions and in above 17 per cent - by covered 

bonds. 

 

The European Mortgage Federation is about to prepare a special questionnaire and new legal 

framework proposals which are to assure their higher transparency for investors and 

supervisory bodies. 

 

The good economic situation in the majority of European countries, low interest rate, good 

access to cheap and liquid capital, competition rules for creditors led to the higher demand for 

mortgage credits. The better access to credits resulted from higher incomes and new mortgage 

products - more adapted to consumers’ needs. 

 

Currently, we have to struggle with the limited access to cheap and liquid capital, which is 

reflected in the limited offer of mortgage credits. It directly affects the level of real estate 

prices. 

 

In the face of the current situation on the real estate market, some issues raised in the White 

Paper of Mortgage Markets’ Integration in Europe, prepared on request of the European 

Commission (EC) and published in 2007, are not very important for further integration. In the 

opinion of regulators and other market participants, some topics are interesting, but they are 

not priority, e.g. the EC proposals to eliminate problems concerning real estate appraisal, 

mortgage registration or vindication process, etc. The economic crisis led to the situation that 

creditors are more focused on markets that they know better, and, simultaneously, the 

expansion on other markets is strictly limited. 
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In the view of the EC, ways of financing mortgage credit portfolios need to be specified. 

Moreover, the Commission believes that problems concerning customers’ support need to be 

resolved, including customer protection and information requirements regarding mortgage 

lending. 

 

To conclude, there are various ways of financing mortgage portfolios on particular markets. 

Their crisis-resistance differs from each other, as well as the European financial institutions’ 

involvement in financing the American sub-prime market. The situation on the real estate 

market in particular countries, as well as demand for mortgage products is very different. All 

these elements need to be taken into consideration when creating instruments of the economic 

crisis intervention. In the face of the mortgage market conditions and requirements, the former 

strategy of its harmonization is not possible to be achieved. It is necessary to elaborate and 

bring into effect the crisis consequences preventive measures. 

 

It needs to be emphasized that the European and American mortgage markets differ from each 

other. It means that instruments and methods elaborated in the USA not necessarily can be 

implemented in the EU countries. 

 

In particular, the EU countries have to focus on: 

 

(1) support of due diligence – examination of credits granting conditions, resulting from 

necessity of reasonable lending (according to legal regulations, the term ‘responsible lending’ 

is no longer in use). At the time being the European Mortgage Federation is preparing criteria 

for reasonable lending for the Commission in order to specify rules regarding creditors’ 

responsibilities in a lending process; 

(2) equal treatment of mortgage market entities – in particular, determining the same rules of 

a risk assessment concerning credits for all institutions that are taking  deposits and which are 

not deposits, but which grant credits. The rules mentioned above should be obligatory for all 

institutions, excluding institutions, whose activity includes depositors’ protection; 

(3) consumer protection – implementation of good practices concerning mortgage credits, 

especially a harmonized information form for clients. The EC has not decide yet if the 

regulations will be obligatory or self-regulatory; 

(4) keeping a part of mortgage receivables portfolio by an entity that enters a securitization 

transaction, as a factor influencing their responsibility for the portfolio quality; 

(5) transparency of securitization transactions, which is essential in these complex 

transactions, lack of which led to inappropriate activities of market participants, including 

rating agencies, causing the economic crisis; 

(6) using mortgage insurance product in risk management. 

 

Challenges of the Polish mortgage market. 
 

In the last months of the economic slow down in Poland we had to deal with the lack of trust 

not only on the world financial market, but also on home markets. With potential decrease in 

prices, which is expected on the real estate market, the demand should grow. In the normal 

economic conditions, the real estate market would increase, as prices would rise together with 

a growth in demand. But demand on the housing market depends on credits. The limited 

access to mortgage credits can restrain a growth in demand.  
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That is why other instruments stimulating demand are important. One of them is a subsidy to 

the mortgage credit interest within the government program ‘family’s own home’. The 

problem is that adopted prices indexes exceed the price bubble period. They do not influence 

further prices changes, because within the price index amounting to 1,4, adopted to the 

official prices, developers’ prices are accepted. The formula of this instrument should be 

applicable only during the crisis, as the crisis management formula. There is no point in 

subsidizing interest if there are no limitations in access to credits - interest rates are low 

enough to apply for credits. 

 

The better access to credits, the higher real estate prices. The access to credits, except for 

other factors, influences increases in real estate prices. The limited access to credits can cause 

decreases in real estate prices. The biggest aim is not to lead to the sudden decrease in real 

estate prices. If it will be stimulated by inflation and salary growth, its negative influence on 

economy will remain limited. Although the Polish economic mechanisms are easier than in 

other more developed economies and they do not expect deflation, an important element of 

any economic strategy is a way of influencing real estate prices. It is essential to take into 

consideration also necessity of prices adaptation to the real economy. In the economic 

strategy subsidies to the mortgage credit interests and guarantees can be taken into account. 

That should enable to keep demand on a level enabling real estate prices’ correction, as well 

as to prevent sudden decreases in prices. 

 

It means that economic, monetary and supervisory policies should be harmonized. 

 

When comparing the housing access indexes according to the average annual incomes in 

Poland and other new European countries, we can come into conclusion that there is lack of 

harmonization in these countries. The more so because, e.g. in Poland 77 per cent of mortgage 

receivables portfolio increased during the last 3 years. It needs to be taken into account that 

safety measures towards clients in Great Britain cost about 900 billion GBP, as a result of the 

crisis. The activities identified to improve Polish banks’ safety are not so expensive. It means 

that in comparison to the majority of European banks Polish banks were more capitalized. 

Their own capitals referred to their credit commitment. The main problem of Polish banks is 

their policy of paying-out dividends to shareholders from the short-term profits earned during 

the credit expansion. Not paying-out dividends ensures Polish bank’ safety and capital for 

continuity of their credit activity. The increase of own capitals should be well-received by 

other market participants during the period of limited common trust. Taking into account 

research results that show that 66 per cent of debtors is able to repay their debts no longer 

than one month after the income loss, banks should possess enough capital to assure their 

financial liquidity. 

 

Despite the bad financial conditions, banks should enrich their mortgage credits offer for 

average-income households, according to the rules of reasonable lending. 

 

Banks should take into account a cyclicality of the real estate market, as well as the economic 

slow down on the Polish market, which means that LTV rate will be less profitable in the 

coming period. It should influence the banking assessment of the security value of credits – to 

be granted and already granted. It should have also impact on creation of essential reserves for 

potential losses resulting from any violation of credit contracts conditions. 

 

More risky credits should be forbidden or strictly regulated in order to prevent potential 

losses. According to the ‘T’ Recommendation, announced by the Polish Financial Supervision 
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Authority (KNF), we need to admit that the previous ‘S’ Recommendation which brought 

stability on our market setting two important requirements for loans in foreign currency 

before granting it to individuals (extra 20% additional capital and creditworthiness on a level 

as it was applied for loans in local currency) need to be improved in the future, as credits 

denominated in foreign currency constitute above 50 per cent of mortgage outstanding value 

and, simultaneously, the foreign exchange risk is still high.  

 

The consumer protection should be regulated, because self-regulatory recommendations are 

not effective enough. This protection includes information requirements towards debtors.  

 

Despite the previous crisis experiences, as well as more complete and faster access to 

information, we still have to face the real estate prices bubble. It is essential to have 

appropriate instruments that enable to predict that kind of situations. In particular, they 

include well-prepared databases regarding the housing market and prices on that market. 

 

The crisis intervention requires the government support. The government should ensure 

securities liquidity, as well as undertake measures to prevent the catastrophic risk. It is 

expected to take the special action directed at those in need - the lowest-income households. 

 

The crisis showed that diversification of sources of financing mortgage credit portfolios 

seems to be important. Due to the ownership structure of Polish banks, it is difficult to expect 

that foreign banks struggling with their own liquidity difficulties, will get involved in 

financing mortgage credits in Poland. The diversified sources include e. g. savings contracts 

dedicated to obtaining credits serving housing needs. Other source should refer to covered 

bonds provided that universal banks will have opportunity to issue them. Because 

securitization transactions are practically frozen and there are no international transactions, 

we need to focus on our home market. 

 

It is the perfect moment to develop the housing policy that will enable a growth of supply on 

the market. Its main components include in particular: regulation and simplification of 

vindication processes and rules of appraisal of real estates that are collaterals for mortgage 

credits. However, any vindication difficulties in Poland, paradoxically, will not deepen the 

crisis consequences on the real estate prices market, because they are rather banks that will 

struggle with negative effects of vindication processes. Simultaneously, banks will not be able 

to put on the market a lot of taken-over residential real estates. 

 

The conditions, in which the mortgage market, which is connected with granting mortgage 

credits for the purpose of flat construction or purchase, operates, are being improved in many 

countries. Little is done for the market of construction for rent, although it constitutes a 

component of the ‘overall equation’, i. e. the component of the economic policy of the 

country. It is good to have in the offer the option of e. g. 10-year credit for a particular social 

group, which means that it is not a good solution to grant a long-term credit to the young 

people, when the macroeconomic conditions are unpredictable. There is no harm in the fact 

that the formal market of construction for rent exists, however, it means that there is also a 

need to finance it. This type of market differs from the mortgage market: the principles of the 

risk assessment, requirements regarding financing level, contribution, guarantee and insurance 

are all different. The market of construction for rent requires suitable regulations connected 

with a tenant protection, as well as with security of making investments in such a market.     
.. 
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Creating instruments directed at the households with lower that average incomes, it is 

necessary to balance the risk and financial means of the country, banks, insurers and 

communes. That is why traditional methods of granting credits should not be applied. It is 

essential to create the scoring system for the particular group of debtors in order to determine 

the probability of credit repayment by people with incomplete documentation about their 

income. Such an unconventional solution, which is applied in some countries, is the rule of 

rent, e.g. for 2 years. After this period (and after acquiring the experience of paying rent) the 

conversion from a rented flat into a privately-owned flat is being offered together with a 

granted credit. It encourages to save money, share the risk with a client, benefit from 

guarantee funds. 

 

Mortgage credit portfolio refinancing. 

 

Due to the current situation on the financial markets and putting off the securitization process 

for a few years, it is a covered bond that seems to be a debt instrument, which after the 

markets regain their balance, may be used by the financial institutions in Poland in order to 

raise long-term capital. In the time when raising capital is difficult and, simultaneously, 

essential for further development of the real estate market, and consequently of the whole 

economy, changes of the existing legal frameworks necessary for covered bond functioning 

seem to be substantiated. The more so because, regardless of the events on the international 

markets, in Poland we would have a problem with refinancing banks’ credit activity, since the 

mortgage credit portfolio in banks is increasing much faster than funds from bank deposits, 

which is especially noticeable in confrontation with the problems with the liquidity on the 

world markets. 

 

The lack of long-term mortgage credits refinancing system. 

 

Simultaneously, there should be taken the action that will enable refinancing banks’ credit 

activity and ensure further development of the mortgage market. In Europe there are two 

systems of the real estate financing: German and Danish, the basis of which form covered 

bonds, and British and French, where deposits dominate and covered bonds are 

complementary. Deposits will remain the basic source of financing in Poland, which means 

that we do not diverge much from the European Union standards. At present we observe that 

on the Polish market offering credits in Swiss francs is being abandoned irretrievably, since it 

is difficult to raise capital on the international market. In that case it should be considered to 

create such law regulations that will facilitate broader use of covered bonds.  

 

A covered bond is assumed to be one of the first instruments that will regain its confidence on 

the European capital market, when the market begins functioning properly again. A Polish 

covered bond may become an investment for institutional investors, provided that it will 

retain the highest score on the account of the investment security. There are the following 

reasons for low popularity of covered bonds on the Polish market: small scope of issue, which 

influence possibilities of investment in them for the institutional investors that are restricted 

by the statutory limitations; the lack of liquidity in trading of this type of securities due to the 

high investment security. Moreover, it is essential to introduce appropriate law amendments 

that will enable covered bonds to become popular on the Polish market. 

 

The provisions of law concerning the issue of covered bonds are required to be amended. It 

should be discussed whether the amendments will appear in the form of amendments to the 

present Act or they will be included in the newly prepared Act. Regulation should be based on 
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two fundamental assumptions: first – it should grant the universal banks the right to covered 

bond issue and second – it should enable existing mortgage banks to purchase mortgage debts 

from universal banks that are authorized by the new regulations to issue covered bonds. 

Amendments to existing regulations will enable banks to popularize use of the above 

mentioned financial instrument in order to refinance some part of the mortgage credits 

portfolios, on the scale bigger than so far. 

 

The most important detailed issues that require to be discussed during the work on the 

amendments to the existing law or the new Act are: 

 

1) regulations concerning protection of investors in covered bonds, and in particular the 

principle of segregation of assets in case of bankruptcy or liquidation of a bank and its 

influence on the situation of universal bank depositors; 2) protection of depositors of a 

universal bank issuing covered bonds; 3) protection of banks entering into transactions with a 

universal bank issuing covered bonds; 4) issue of ‘set off risk’, which means for a depositor 

the possibility to deduct the amount due by them to a bank from the debt that forms a basis for 

the issue of covered bonds; 5) issue of simplification of the procedure of mortgages 

registration in the land and mortgage register; 6) issue of appropriate adjustment of the tax 

regulations, enabling avoidance of double taxation by investors (so called ‘withholding tax’). 

 

Polish covered bond meets the standards to be recognized as the instrument of the „covered 

bond” type, specified in the Directive 2006/48/EC, Annex VI, part 1, point 68 d-e and the 

Banking Supervision Commission Resolution No. 1/2007 KNB, Annex 4, article 76-77. 

 

Issue of covered bonds on the public market. 

 

There have been only few offers on the public market in Poland so far, and pursuant to the 

new regulations binding since October 2005, i. e. three Acts regulating issues of the public 

trading of securities, there has been carried out only one public issue of covered bonds. It may 

be generally stated that the law created should consider market conditions and the fact that the 

European Union regulations are implemented to many acts through translating them directly 

from the EU acts, without adaptation, which sometimes leads to the incompatibility among 

the individual acts. 

 

It may seem that launching securities into the regulated market facilitates access to capital, 

however, according to quite complicated regulations the private issues prevailed in fact. 

During the preparation of assumptions that constitute the basis for the issue, it should be 

assumed that some problems may occur during the work on the issue of covered bonds that is 

carried out pursuant to the new regulations of the public securities market. It was 

demonstrated how the difficulties faced were overcome so that the issue could be carried out. 

The first problem, which is connected with inaccurate incorporation of the European Union 

regulations into the Polish law, is whether the mortgage bank is a credit institution according 

to the Act on public offering. The second problem is how to make a choice of an issue 

document that will be successfully accepted by the supervisory authority. Another problem is 

the requirement to report the price of the covered bond issued within the program in a basic 

prospectus, which is impossible on account of changing market conditions and which means 

the risk for the bank issuer that the investor will abandon the investment in covered bonds. 

Further difficulties are: the problem of using the institution of underwriter with a purpose 

other than the one provided for by the legislator, namely in order to evade the requirement to 

pay the compulsory reserve by the issuer of covered bonds to the National Bank of Poland 
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(NBP), which makes it unprofitable; the lack of coherence among the Act on covered bonds 

and mortgage banks, the Act on bonds, the Act on public offering and the Act on trading of 

financial instruments; the role that the trustee plays in a public issue of covered bonds and the 

requirement to receive trustee’s written consent for carrying out the issue. What should be 

emphasized is the supervisor’s flexibility in work on the issue to date and the demand that 

should be made for the future is to invite market participants more often to work on the 

created regulations, as market conditions are the most familiar to them. 

 

The most significant conclusion, except for the detailed conclusions connected with covered 

bonds, which was referred to frequently during the speeches, seems to be the one aimed at the 

people responsible for creating law, that they should use the experience of the financial 

market representatives when creating new regulations concerning functioning of the financial 

market. Let’s hope that work ongoing within the working group for covered bond by the 

Polish Bank Association meets the above expectations. 

 

Using ISDA agreements at the issues of covered bonds. 

 

At present we deal with a situation, where some of the Polish companies made transactions 

with foreign currency options, assuming further strengthening of PLN, which in the face of 

the Polish currency weakening put these companies in a difficult position. The issues that 

should be explained here are: what kind of institution ISDA is, what the transactions within 

ISDA are based on, how they proceed, what requirements towards the parties of a transaction 

are, what the consequences and risks are connected with such transactions, the way they are 

documented and what the purposes of such documentation are. 

 

ISDA is an institution, under documentation of which derivative transactions are entered into. 

Documentation of ISDA is prepared in order to secure the bank against the risk resulting from 

entering into derivative transactions. The main benefit of transactions entered into under 

ISDA documentation is the fact that due to the documentation the transactions can be 

cancelled in the event of problems of the other party and the payment is payable in a single 

net amount by the contracting party. Then any transactional payments are not necessary and 

what is calculated is the price of a single liability resulting from all the transactions and what 

is demanded is the settlement of this amount only. It enables to make payment with a single 

amount for many transactions entered into by the parties, which is known as Close-out 

Netting. The example of practical application of such operations are the operations that were 

carried out at the moment, when Lehman Brothers Bank went bankrupt and they helped to 

avoid larger losses. The company that entered into such transactions with the above 

mentioned bank lost only single final amount, not all the amounts for separate transactions. 

Close-out Netting lowers the credit risk, limiting it to the single payment instead of payments 

for all separate transactions. Banks can lower their requirements concerning capital. 

Application of the transactions, limiting the risk in case of covered bonds is possible in 

situation, where credits securing covered bonds are denominated in a currency other than 

securities, which, as a result, affects rating of such securities. The shortcoming of Polish law 

within the scope of derivatives regulations is the fact that it does not fully comply with the 

European Union law.  

 

Quality and data resources in mortgage credit risk modeling and assessment. 
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In the situation, when domestic market does not have all the data that is necessary for 

comprehensive analyses and due to expected slow down in the economy, it is essential to 

define access to data and their quality again. 

 

According to the binding requirements of the ‘S’ Recommendation and Capital Requirements 

Directive (CRD), what is necessary to analyse the portfolio of e. g. mortgage credits are 

appropriate data time series: a minimum of 5 years to calculate PD and a minimum of 7 years 

to calculate LGD. In Poland we still do not have such long time series. In order to obtain a 

new approach to the risk of lack of credit repayment what is necessary is the data, including in 

particular risk factors of collateral – information on the value of collateral comes from the real 

estate appraisal, which is prepared usually at the moment of signing credit agreement. The 

scope of data owned by banks is similar, however, the quality of the data may differ. At the 

moment of granting a credit banks have the information on a borrower, the size of their 

family, income level and they use scoring methods to assess creditworthiness. During the 

process of repayment of the long-term credit the situation may change significantly. 

Moreover, during the repayment period, the bank is not always informed of the customer’s 

situation, their incomes and their expenses, especially when their income buffer fluctuates as a 

result of change of interest and exchange rates. 

 

In order to manage these limitations banks implemented statistical methods of customer 

behaviour and collateral value. If the customer uses other bank products offered by the bank, 

the bank has perfect review of their behaviour. If the customer does not have any other 

products in this bank, the source of information on the customer are external databases, e. g. 

the Credit Information Bureau (BIK) (that offers also customer scoring and their credit 

history). In case of credit collateral, the basic information comes from the real estate 

appraisal. In case of lack of credit repayment, the bank knows the amount of unpaid capital 

and interest, however, the value of real estate is very changeable. Thus, banks strive for 

having their own indexes of the real estate prices based on their own or external database, 

such as the Real Estate Transaction Analysis and Monitoring System (AMRON System). 

 

For the needs of the New Capital Agreement creation of internal indexes may be helpful, thus 

it is possible to carry out modeling of the whole credit portfolio. Consequently, it is possible 

to carry out customer modeling and extreme conditions testing testing. A very important 

component of modeling is noticing macroeconomic changes at the portfolio assessment and 

monitoring of the savings level of bank’s customers.  

 

Creation of the index of real estate prices on the basis of AMRON System. 

 
The AMRON System offers information of the specific real estate transactions as well as a 

number of statistical and analytical reports that enable to specify average prices for the 

specific real estate portfolios, analyse their variability and specify tendencies of the changes. 

The model of prediction of the real estate value contains implemented manner of the real 

estate value indexing. 

 

At present 27 banks are the participants of the AMRON System. Since September 2007 the 

AMRON System has been also used by the National Bank of Poland – the results of the 

AMRON database analysis are being cited in the publications and studies of the National 

Bank of Poland. The contract on accession to the AMRON System has been already entered 

into by TU Europa SA insurance company. The negotiations with 3 other insurance 

companies are being conducted.  
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At the end of October 2008 in the AMRON database there were registered more than 470,000 

transactions and the pace of increase is 500-600 records per day. 82 per cent of the data comes 

from notarial deeds and in 15 per cent from appraisal reports. The AMRON database has 

2,600 users. 70,000 reports are sold per month. Since the AMRON System was established 

over 1 million reports has been sold. 

 

The dynamic increase in data number has been observed only since December 2007. The 

general restructuring of the AMRON System that has been started in April 2008 should result 

in even faster increase in database resources, which is also connected with the fact that 

AMRON since January 2009 has been eager to cooperate with real estate agents, experts in 

real estate, insurance companies,  poviat starosties – local district offices in Poland (that have 

about 80 different systems of data gathering and keeping). Every transaction may be 

described by over 30 characteristics, 11 of which are obligatory. The new version of the 

AMRON System is going to contain a digital map and it is going to be updated by macro and 

micro data. It is planned to generate individual indexes and appraised real estate values. 

 

Plans of project development for the future. 

 

 

There are talks with the Ministry of Justice being held concerning enabling banks and other 

market participants the access to the Electronic Land and Mortgage Register via AMRON. 

 

The work on the indexes of the real estate prices and real estate rating in the cooperation with 

Prof. K. Jajuga, Prof. J. Czaja and the Real Estate Financing Committee at the Polish Bank 

Association is being performed. At present, however, AMRON does not offer an index of the 

real estate prices as a separate report. Previously, the number of the AMRON database 

resources was not high enough to pay attention to the price index module. 

 

The role of housing real estate price index at the risk assessment. 

 

The indexes of housing real estate prices based on the domestic data do not exist at the 

moment, however, it is possible to generate such indexes. At present turbulences on the 

financial market caused decrease in investors’ interest in derivatives. It is erroneous approach, 

because derivatives are very safe instruments provided that they are used wisely. Economic 

factors that intensified the crisis and credit policy of financial institutions that were granting 

credits, where the LTV was over 100 per cent and behaviour of credit agents, offering 

products regardless of whether the customer is creditworthy or not, led to the increase of 

credit risk. Consequently, banks through special purpose vehicles, were carrying out 

transformations from credits into tranches, generating CDO instruments. As a result, 

transparency of the instrument was lost, as well as control over the risk. The complexity of 

these instruments and quite complicated models, e. g. in so called hedge funds, caused losses 

for investors. Moreover, some behavioural factors arose at making investments, so called herd 

behaviours. Investors did not make any effort to obtain answers to the question whether 

investing in such instruments is secure. There was not enough knowledge, and above all not 

enough understanding of the fundamental principles of risk management. The only conclusion 

that can be drawn from this experience is that one should not take any shortcuts and evade 

secure principles of investing. Such a strategy is very good in a short period, however, in a 

long period at changing economic conditions it may end up in a catastrophe. 
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The real estate derivatives are offered all over the world. In Great Britain at the end of 2007 

the turnover of these instruments exceeded 8.6 billion GBP. There are the following 

advantages resulting from these instruments: 

 

• there are no transactional costs of the real estate management; 

• trade is speeded up; 

• there is a huge possibility of the risk diversification; 

• low correlation between the index and shares indexes; 

• having a short position on the real estate market. 

 

Disadvantages: 

• more sophisticated methods of appraisal, necessity of marking to market; 

• risk of transactional competitors; 

• problems with liquidity; 

• the quality of index. 

 

In case of the Total Return Swap instrument it is possible to avoid the risk of real estate index. 

 

An index, in order to be reliable and useful for investors should meet the following criteria: 

• index should be objective. It cannot be manipulated; 

• it should provide the results with possibly high frequency. At present the majority of 

indexes is provided at monthly intervals; 

• indexes must be based on types of real estate, e. g. housing, commercial real estate, 

real estate for rent, hotels, congress centres. 

 

In case of indexes there are two types of data coming from transactions and real estate 

appraisals. The most respected index is the index based on appraisals. It may be an index of 

the data coming from appreciation of the value of the rented real estate and in the meantime 

coming from rental cash flow. There are three universally applied methods: weighted average, 

hedonic pricing method and so called method of repeatable averages.  

 

The special attention should be paid to so called Index-Linked Mortgages. First solutions of 

this type were developed in England. Reference indexes of the real estate derivatives are 

provided by the Investment Property Databank (IPD) company. It is an independent entity 

that provides market with a certain amount of indexes monitoring development of commercial 

real estate. There are the following permanent components due to which IPD indexes reflect 

tendencies on the market: repayment rate on income coming from commercial real estate and 

increase in the capital of commercial real estate. Both components are calculated according to 

the information concerning retail, office and industrial real estate sectors. The most popular 

real estate derivative is the Total Return Swap, in which total rate of repayment on the real 

estate (changes in an appropriate IPD index) is transformed into LIBOR plus a spread. In 

2005 the instruments of this type were traded on the market very often with the maturity up to 

3 years. 

 

Detailed conclusions from the 5th Congress. 

 

In order to measure bubbles on the real estate market there should be two databases with the 

time series as long as possible, which will enable to generate so called statistical models and 

measure customer’s insolvency during the credit repayment period. As far as gathering data 
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on transactional prices of real estate is concerned, it is necessary that the environments of 

experts in real estate and banking make every effort to standardize the methodology of the 

real estate appraisal in order to avoid huge variances at determination of different values of 

real estate. 

 

At present there is a slow down in a banking sector in the field of financing, however, this 

period must come to an end eventually. In the situation when the demand for the flats is 

assessed at about 1.5 million and the maximum production capacity of the real estate 

development companies is assessed at about 100,000 flats per year, banking sector is not 

going to withdraw from the perspective market, which will develop during the next decades. 

 

Within the AMRON System, with the help of members of the Real Estate Financing 

Committee and financial support of the National Bank of Poland, there are carried out the 

projects strategic for banking sector: real estate price index and real estate rating. In Poland 

there is still no index, however, in several banks real estate ratings were implemented. Using 

the AMRON resources it will be possible to create a benchmark of various scopes and real 

estate types on the real estate market, which will enable better market assessment, higher 

activity on the market and the investment climate assessment in entire Poland. It is expected 

that during the next Congress the first experiences concerning real estate price indexes and 

ratings in Poland will be assessed. 

 

The Real Estate Financing Market Analysis System (SARFiN) - in 2007 and 2008 the action 

was taken, obtaining a positive operational approval of the majority of banks, in order to 

enrich the data with additional information, such as: distribution channels, types of real estate, 

information about the LTV level, local sale, the portfolio structure according to PD and LGD 

indexes, irregular credits within LTV and year when the credit was granted. Within the 

SARFiN the following services will be offered to the banks: credit accessibility index, 

assessment and evaluation of the potential of the real estate lending market, generation of risk 

maps for separate regions. 

 

The main problem of development of construction for rent is that there is no possibility to 

evict tenants effectively. Although communes have statutory obligation to provide substitute 

accommodation for evicted people, council construction does not exist in practice. It is 

necessary to implement the government program supporting fast council and communal flat 

construction, especially at present. Due to this program a slow down in the economy will be 

curbed, because the purpose will be to solve social problems. Within such a government 

program, it is necessary to adjust the rent, which will ensure development of private 

construction for rent. How to change the time horizon of the projects of flat development 

companies, in which the investment period is the same as the period of flats construction, 

from about 2 to 10-15 years? In order to change the situation it is necessary to change tax law, 

capital market regulations, and as a result, capital market instruments will be able to support 

the process of flats construction. 

 


