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Where is the money?  

 On Friday the central bank in its weekly open market operations sold 

only PLN 55.8bn of cash bills. This signals a significant drop in the 

banking sector excess liquidity in recent months, especially as compared 

to PLN 101.7bn of cash absorbed in October (Figure 1). The market is 

reacting to tighter conditions by pushing the money market rates higher. 

 Is Finance Ministry hoarding zlotys in the NBP? Over last two months 

the central bank increased its FX reserves by €8.5bn but this has not led to 

a corresponding increase in the zloty liquidity. The intuitive explanation is 

that the Finance Ministry has decided to keep the money at the deposit 

with the NBP, a decision that would effectively ‘eliminate’ the money from 

the banking system as it wouldn’t be available for commercial banks. 

However, this is not a valid explanation in our view. According to our 

estimates the stock of government’s zloty deposits at the central bank 

actually remained stable this year - the last data for April was 4bn and 

showed no increase despite rising FX reserves (Figure 3). Therefore there 

is no sign that the Finance Ministry was taking the zloty deposits from the 

banking sector to the central bank. However, the data shows also there 

was a substantial increase in government’s FX deposits in April (by PLN 

13bn to 22.7 bn) and most likely also in May. This suggests to us that at 

least until end of May the Finance Ministry did not convert EU funds into 

zlotys but kept them at the NBP, most likely preparing itself for possible 

interventions after UK referendum. If the Ministry is not converting EU 

funds into PLN, it is no surprise there is no corresponding increase in 

liquidity. 

 What happened to open market operations? The fact the Finance 

Ministry refrained from converting EU funds may explain tight liquidity 

conditions in recent weeks but it is worth noting that the size of open 

market operations has been shrinking for some time already. In our view 

this is partly related to significant increase cash holdings by households 

and firms. Figure 5 shows that the increase in cash holdings fully explains 

the decrease in excess liquidity from Jan15 to May16 (and explains more 

than half of the decrease after October 2015). Low interest rates, lack of 

inflation and possibly the increase in grey economy contributed to a sharp 

rise in demand for cash, thus changing liquidity environment for banks. 

 Obviously the central bank can simply ignore the trend and see the excess 

liquidity evaporate. This would have significant impact on how the money 

market operates and would mean an upward pressure on market rates. If 

this is the case the NBP will need to be ready to provide liquidity to 

the market. Alternatively, the NBP could consider lowering of the 

reserve requirement. Currently the required reserve ratio stands at 

relatively high level of 3.5% and its reduction by 1% point would release 

approximately PLN 10bn in liquidity in the banking sector. 
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Figure 1. Excess liquidity of the banking sector is 
shrinking rapidly 

 Figure 2. Finance Ministry saw its FX cushion rise in April 
and May but no significant increase in local currency 
liquidity buffer 
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Figure 3. Finance Ministry has not increase its PLN 
deposits at the central bank 

 Figure 4. There was only moderate increase in PLN 
deposits with commercial banks but this did not help the 
liquidity 
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Figure 5. Rising cash holdings explain a deterioration in 
the banking sector’s liquidity conditions 

 Figure 6. Larger grey economy, low rates and lack of 
inflation contributed to an increase in cash holdings 
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“This document has only been prepared by Bank Handlowy w Warszawie S.A. for information purposes and is not an offer or an inducement to enter into any
transaction involving any financial instruments. This document is not an investment or financial analysis or any other general recommendation concerning 
transactions in financial instruments referred to in Article 69(4).6 of the Act of 29 July 2005 on trade in financial instruments. In addition, this material is not a
recommendation within the meaning of the Regulation of the Minister of Finance of 19 October 2005 concerning information considered recommendations on 
financial instruments or their issuers. We consider the presented information reliable, however, we assume no responsibility for the accuracy and completeness of 
any information included in this document and in any other documents. It is exclusively you who are to make the final decision whether or not to enter into a 
transaction. We act as neither an intermediary nor a representative. Before entering into a transaction, and without reliance on any information provided by our Bank
or its branches or affiliated entities, you should determine the risks and benefits, as well as the characteristics and any legal, tax and accounting consequences, of 
the transaction and make an independent assessment if you are in a position to accept such risks. Any terms and conditions presented in this document are only for 
discussion and may change. The binding terms and conditions will be presented in the final version of the agreement and/or transaction confirmation. This document 
is not a sale offer within the meaning of Article 66 of the Civil Code and imposes no obligation to enter into any transaction. The Bank and its branches may act as a
representative in similar transactions or transactions concerning any instruments connected with the proposed transaction. The information in this publication which 
refers to past listings or performance of investments in a given instrument, financial index or indicator are no guarantee that the listings or performance of 
investments in the same instrument, index or indicator will follow the same or even a comparable trend in the future. Any presented forecasts are based on certain
assumptions, especially as regards future events and market conditions. As such assumptions may not materialize, actual listings and performance concerning
investing in any of the presented instruments, indexes or indicators may considerably deviate from their forecasts. This document and its contents are the property of
the Bank. Copying and distributing this document, in part or in whole, is only authorized upon the prior written consent of the Bank, except where the disclosure of 
this document is mandatory in legal or administrative proceedings. The activities of the Bank are supervised by the Polish Financial Supervision Authority (Komisja 
Nadzoru Finansowego). Citi and Citi Handlowy are registered trademarks of Citigroup Inc., used under license. Citigroup Inc. and its subsidiaries have also the rights 
to certain other trademarks used in this document. 
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