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Graph .4.7.Cumulated change in real
house prices
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The mechanics of loan loss provisions in Spain

Total provisions are the sum of specific (dof.espe) and general (dot.gen) provisions. The formula for the general provisions is
as follows:

dot,

C

t
where C, is the stock of loans and AC, its variation (positive in a lending expansion, negative in a credit crunch). « covers the
latent loss, while B is the average specific provision for, ideally, a full lending or business cycle.

This formula is a simplified way of presenting things. In actuality there are six risk buckets, or homogeneous risk categories,

each with a different « and B (for more detail on these groups, see Banco de Espaiia 2004, annex [X):

m Negligible risk—cash and public sector exposures (both loans and securities)

m Low risk—mortgages with a loan-to-value ratio below 80 percent and exposures to corporations with a rating of A or
above

m Medium-low risk—mortgages with a loan-to-value ratio above 80 percent and other collateralized loans not previously
mentioned

m Medium risk—other loans, including corporate exposures that are nonrated or have a rating below A and exposures to small
and medium-size firms

m Medium-high risk—consumer durables financing

m High risk—credit card exposures and overdrafts

As noted, the six risk buckets have different alpha and beta parameters: for «, 0 percent, 0.6 percent, 1.5 percent, 1.8 percent,
2 percent, and 2.5 percent; and for 8, 0 percent, 0.11 percent, 0.44 percent, 0.65 percent, 1.1 percent, and 1.64 percent. The
final formula to be applied by each bank is therefore:

6 5 6 i
Z dot.espe; 2 2
=1 i=1 i=1 i=1

i



Traditional and dynamic provisions across a simulated lending cycle
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Wydatki panstwa

do jego dochodovs
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Rozdzial 3
Procedury ostroznosciowe i sanacyjne

Art. 86.

W przypadku, gdy wartos¢ relacyi kwoty panstwowego dhugu publicznego do produktu
krajowego brutto, o ktérej mowa w art. 38 pkt 1 lit. a, ogloszonej zgodnie z art. 38:

1) jest wigksza od 50%, a nie wieksza od 55%, to na kolemny rok Rada Mimistréw u-
chwala projekt ustawy budzetowe), w ktorym relacja deficytu budzetu panstwa do
dochodéw budzetu panstwa nie moze by¢ wyzsza niz relacja deficytu budzetu pan-
stwa do dochodoéw budzetu panstwa z roku biezacego wynikajaca z ustawy budze-
towej:

2) jest wigeksza od 55%, a mniejsza od 60%, to:
a) na koleny rok Rada Ministréw uchwala projekt ustawy budzetowe), w ktorym:

— nie przewiduje sie deficytu budzetu panstwa lub przyjmuje sie poziom roz-
nicy dochodow 1 wydatkow budzetu panstwa, zapewmiajacy, ze relacja
dlugu Skarbu Panstwa do produktu krajowego brutto przewidywana na
koniec roku budzetowego, ktérego dotyczy projekt ustawy, bedzie nizsza

. $& /P < od relacyi, o ktore; mowa w art. 38 pkt 1 Iit. b, ogloszonej zgodnie z art.
38,
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