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Poland: Bank supervision scandal and its
impact on markets
A recent alleged supervision scandal in Poland will probably mean that
the zloty underperforms regional currencies in the short term. The
majority of first-round effects negatively affecting Polish government
bonds are probably behind us. Some second-round effects are
unpredictable, especially in the political sphere
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The head of the Financial Supervision Authority (KNF), Marek Chrzanowski, resigned last
week following allegations of corruption. Media reports claim Chrzanowski demanded
money from Leszek Czarnecki, the main shareholder in two small banks facing liquidity,
credit quality and mis-selling issues, to prevent them from defaulting or being forced into a
takeover by other financial institutions. The Polish zloty (PLN) and local government bonds
(POLGBs) underperformed Central and Eastern Europe (CEE) FX by about 1%, which we
believe was a response to this unfolding story. Chrzanowski has denied the claims.
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Not systemically important
The two banks in question- Getin Noble and Idea Bank- are not systemically important (4.1% of
total assets of the banking sector), but they have a non-proportionally high share in total
household deposits of the sector (7%). In the past, the banks struggled with credit-related losses
(due to excessively expansionary credit policy) and recently faced a risk of legal sanctions, due to
the mis-selling of corporate bonds to household customers.

We see a few channels through which the fallout from this story may affect the
currency and Polish local debt:

1

Liquidity constraints
According to the press, both institutions now face the threat of deposit withdrawals although the
scale is unknown. The underperformance of Polish government bonds and the zloty, as well as
asset swaps widening in the last week, signal that both institutions reduced liquid assets
(effectively POLGBs holdings) to fight liquidity constraints.
According to publicly available balance sheets of both institutions, at the end of 2Q18, the banks
had in their books about PLN9 billion of securities ‘ready to sell’ (presumably the majority was
POLGBs). The institutions have probably already reduced their debt holdings, so further stress in
POLGBs is likely to be limited. In the case of continued deposit withdrawals, they may rely on
(costly) central bank aid (i.e. refinancing credit) - the National Bank of Poland and the macroprudential committee have already pledged support if needed.
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No second-round effects
We don’t expect second-round effects. It is quite unlikely that other Polish banks would struggle
with a confidence crisis – both institutions strongly differ from the banking sector in terms of
reputation. Also, retail deposits up to €100,000 are secured by a deposit guarantee scheme, which
means that 90% of all retail deposits in the Polish banking sector are guaranteed. Moreover, retail
clients continue to flee the corporate debt market, moving towards ‘safe’ banks. In September,
retail deposits in the banking sector increased by PLN4 billion.
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Loose links
The links between the two banks and the rest of the sector are also limited. The lenders have had
problems for a long time (as they had a large FX mortgages portfolio and got into problems when
PLN started losing vs the Swiss Franc, and more seriously when the concept of FX mortgages
conversion appeared). Thus, the banks lost much of their access to the interbank and the risk of a
spillover via the interbank money market is limited.
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Impact on local banks
The other channel via which this story may impact POLGBs and PLN is its impact on local banks
and mutual funds capacity to cover the 2019 borrowing needs of the government. It is possible
that if the two banks continue to suffer and ultimately fail under the resolution scheme, other
financial institutions will be forced to take them over. At that point, the deposit guarantee scheme
may need to inject capital. That would be costly for the banking sector but the number mentioned
by some policymakers is about PLN2 billion, which doesn’t differ from the average PLN1.7 billion
deposit guarantee scheme spent in years 2014-2017 to rescue clients of savings unions (SKOK’s)
and cooperating banks.
The new contribution may constrain local banks' capacity to buy POLGBs, but on the other hand,
we could expect retail clients to move to safe banks and out of the two banks that are in trouble
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and mutual funds that suffered from Getback (securitisation company) in the last months. Also,
the Ministry of Finance (MinFin) has already covered about 93% of 2018 borrowing needs (which
gives it an extra buffer as we know the 2018 deficit will be lower than the adjusted plan) and prefinanced about 11% of 2019 borrowing needs. The MinFin announced last weekend that the 2018
general deficit would be close to 0.5-0.6% of GDP (below the adjusted MinFin forecast of 1.8% of
GDP and the ING forecast of 1%). This is low enough to mitigate worries about a 2020
expansionary fiscal policy that the ruling PiS may run should the bank supervision scandal affect
their support before the 2019 general elections.
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Exposure to corporate debt
Another angle is the Polish financial sector's (mainly mutual funds) exposure to the troubled
banks' corporate debt, which we estimate at PLN2.5 billion. Results from mutual funds (the main
buyers of these corporate bonds) are already stressed due to problems at GetBack, which relied
heavily on this form of funding. In the last three months, overall assets of mutual funds have
shrunk by over PLN10 billion. We don’t expect the two banks to default on these bonds, it is rather
more likely that they will be taken over by other stronger institutions. Still, the mutual funds
capacity to buy POLGBs should be limited, as it has in the last few months.

What now?
We think the noise associated with the bank supervision scandal may mean the Polish zloty
continues to underperform CEE FX in the short term. The majority of first-round effects negatively
affecting POLGBs are probably behind us. We think the impact on POLGBs will continue to be
negative given the reliance of MinFin on local demand, but the sell-off should be limited given the
superior budget position.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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