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Abstract: The decision of the Swiss National Bank of giving up the fixed rate of 1,2
Euro/CHF on the 15" of January 2015, a rate established at its admission to the Monetary
Economic Union, had consequences on Central and Eastern European countries because a
great part of the credits granted were in Swiss francs. In all these countries, the national
currencies depreciated and the financial market rates were reduced. Regional banks started
to face difficulties regarding the management of the situation and were under the necessity
of finding solutions to avoid the risk of not recovering the granted credits. The issue of the
Swiss franc appreciation was treated differently by the analysed countries and took into
consideration the particularities characteristic to the credits granted in this currency. The
present paper aims at emphasising the impact of the Swiss franc appreciation on the
Romanian banking system but also the approach of other countries in Central and Eastern
Europe in this respect.

Key words: Swiss franc appreciation, Swiss National Bank, Swiss franc credits, financial
stability
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1. Introduction

A credit contract implicitly means taking some risks by the contract parties. The
credit risk (David D., 2009) can be defined by the loss suffered by an economic
agent due to the failure in collecting the anticipated income flux in due time as a
result of the deterioration of the credit quality of the debtor. In the present case, the
commercial bank that granted credits in Swiss francs could suffer some losses if
their clients were in the situation of not being able to pay. Another risk category
associated to credit risk is the currency risk. The manifestation of the currency risk
(Dedu V., Enciu A., 2001) affects the patrimony and the bank results according to
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the variations of the exchange rate. The measurement of the currency risk is
performed via the exchange position. The banks are compelled to maintain a
balance in what concerns the value of the exchange position by prudently
managing the value of currency assets and debts. An important operator on the
currency market is also the central bank. Currency sales and purchases performed
(Cerna S., 2012) by the central bank aim, on the one hand, at stabilizing the rate of
the national currency and, on the other hand, at building and managing the money
reserve.

Taking risks that follow a credit contact must be an act acknowledged by both
parties involved, both by the creditor and the debtor. When there are risks,
solutions need to be found in order to minimise them.

Starting from this premise, the present paper will present some aspects regarding
the influence of the Swiss Franc appreciation on the Romania banking system but
also the reaction of other Central and Eastern European countries regarding this
situation.

2. Literature Review

Switzerland’s admission to the Monetary Economic Union determined the
establishment a fixed exchange rate of 1.2 Euro/CHF. This happened because the
capital and workforce movements in the Monetary Economic Union are free, the
exchange rates are fixed and the monetary policy is unique. The causes that
determined the Swiss National Bank to give up the aforementioned course were
linked to the growth of nearly 90% of its assets in the GDP and the appreciation of
the Swiss Franc exchange rate by 17%- 19% compared to the main currencies
(Euro, USD, GBP, JPY). In opinion of Cerna (2015), these phenomena show the
limits of the enforcement of the monetary policy called “Quantitative Easing” (QE)
by the main world central banks but also the fragility of the participation at the
Monetary Economic Union of a country whose currency keeps its historical role of
refuge currency. The quantitative easing involved the monetary policy interest rate
until close to zero, even getting to printing money. It also had negative effects on
financial markets, in fact only the international banks that benefitted from this
money were saved from bankruptcy and moved on from the “too great to fall”
phase to the “too great to fall but way too great to be saved” phase.

The fact that the Swiss Central Bank gave up the fixed rate of 1.2 euro/CHF on the
15™ of January 2015 had consequences on the countries in Central and Eastern
Europe because a great part of the credits granted were in Swiss francs.

In all these countries, the national currencies were depreciated and the financial
market rates were reduced but the impact on the debtors and the creditors was
different.
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It is very clear that the decision of the Swiss Central Bank generated a state of
anxiety among the countries in Central and Eastern Europe. However, despite the
concerned reactions regarding stock markets, the region is much better prepared to
face the alteration of the exchange rate than it was six years ago.

Exchange rate movements during the global financial crisis in 2007-2009 were
unusual because many of the countries that were not at the centre of the crisis saw
their currencies depreciate sharply. According to the Kohler (2010) two factors are
likely to have contributed to these developments. First, during the latest crisis, safe
haven effects went against the typical pattern of crisis-related flows. Second,
interest rate differentials explain more of the crisis-related exchange rate
movements in 2008-2009 than in the past. This probably reflects structural changes
in the determinants of exchange rate dynamics such as the increased role of carry
trade activity.

In what concerns Romania, the increase of the CHF/RON rate was influenced by
the appreciation of the EURO/CHF rate at the level from the 14" of January 2015,
considering the fact that the national currency is directly quoted to Euro, not Swiss
francs. Hence, the intervention of the Romanian National Bank to maintain the rate
from the 14™ of January 2015 resulted in: the fast and substantial diminishing of
currency reserves and the fast arrest of exports, without being able to stop the
tendency appreciation of the Swiss Franc compared to the RON. (Isarescu M.,
2015).

The Swiss Franc appreciation did not endanger the stability of the financial system;
however it created some problems for many Romanians, many of which have very
low incomes. When such a situation emerges, it is normal that the politicians try to
find fair solutions, which do not alter the general values of society.

In an interview for Radio France International on the 16™ of January 2015, Daniel
Daianu stated that two principles help the shock created by the brutal appreciation
of the Swiss franc: a.) sharing the load with the parties involved;

b.) restructuring the credits one way or another, especially since the interest rate is
low internationally. It would be wise that those who granted the credits, those who
received them, and even the state, share the load. (Daianu D., 2015).

Croitoru (2015) mentioned that a solution is fair if it does not generate moral
hazard once applied. If many people happen to empathize with the victims, then the
politicians are tempted to adopt solutions which can temporarily or partially
sacrifice the profound values of society.

It is obvious that the decision of the SNB had major effects on the countries in the
region, generating costs to those who were exposed to Swiss francs: banks,
companies, natural persons. There is a series of questions that arise around this
issue of the Swiss franc: Could the governments, the central banks or the ministry
of finances have averted the acute financial crisis?; Why were currency credits
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granted in countries whose citizens have modest incomes and are paid in local
currency?; Where was the risk analysis?; Is the financial education of the clients to
blame? Besides these questions, finding solutions that support the affected persons
is the most important thing. However, these solutions must be in concordance with
the principles of the free market and the exercise of legal attributions in regard to
the insurance of financial stability by the central banks.

3. Research methodology

The research to be performed starts from the following coordinates: the
consequences of the Swiss franc appreciation on Central and Eastern European
countries, the reaction of central banks in these countries regarding the situation
created and finding realist solutions to diminish the negative effects, especially
those on the non-financial clientele.

In order to reach the goals set concerning the approached theme, the study will be
based on several methods of the scientific research: the comparison method, the
observation method, the economic analysis method, the statistical method, the
graphic method, the study case method, statistical analysis and comparative
analysis. The methodological procedure aims at classifying the existent data,
gathering and updating new data and also establishing new directions. The
technique used is mainly based on Excel.

In order to gather historical data and information, the main method will be the
observation method, both spontaneous and induced observation. This method will
be applied to the research subject, mainly represented by the Romanian banking
system, but also referring to other banking systems in Central and Eastern Europe,
being useful to expose the situation generated by the Swiss franc appreciation in
the area. The research will continue with the analysis of the impact of the Swiss
franc appreciation on Central and Eastern European countries both on a
macroeconomic and a microeconomic level. During the exposition, there will be a
descriptive presentation based on statistic information, data and micro and
macroeconomic indicators.

The case study is another method of performing a research and of emphasizing its
results. It is an empirical research method that is oriented towards practice. Hence,
a case study has been done regarding the evolution of a long-term credit in Swiss
francs acquired by a Romanian natural person. The goal of this study is to
emphasis the situation of people with average incomes, who were affected by the
rise of the exchange rate for credits acquired in Swiss francs.

The research of the theme will be developed in two directions:

- doctrinarian — through works published by specialists in the field: presented in the
references part;
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- normative — comparative — national and international statistic data bases,
Eurostat, the International Monetary Fund, the National Commission for Prognosis,
the National Statistics Institute, the Romanian National Bank, the Ministry of
Public Finances, the European Central Bank.

The reports published by the Romanian National Bank: stability reports, annual
reports, monthly articles, etc. the articles published at sessions of scientific
communications will also be taken into consideration.

4. Result and discussions

4.1. The impact of the Swiss Franc appreciation on the banking system in
Romania

At the beginning of the year 2008, 95% of Romanians preferred currency credits
according to a survey performed by the financial banking consultancy company,
“Finzoom Romania”, and among these, 11.5% borrowed Swiss francs, their
number increasing at that time. According to the publication “The Money Channel
20087, financing in Swiss francs gained momentum due to promotional interest
rates, because they were a few percentages lower than the Euro and much lesser
interest rates than other currencies.

Loans in Swiss francs face greater risks than currencies such as the Euro and Dollar
due to the fact that, in times of economic crisis, investors, in their attempt to protect
themselves, invest in more secure assets, such as gold, exotic (less known)
currencies or even raw materials and since the demand for these assets is rising, so
does their price. This is what also happened to the Swiss Franc; as the demand for
this currency rose, so did its price, and one of the consequences of this growth was
the rise of monthly instalments for credits in this currency. The evolution of the
Swiss franc in Romania is portrayed in the following chart:

Figure 1.The evolution of the Swiss franc in Romania
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After analyzing the evolution of the Swiss Franc compared to the RON, we can
observe that the Swiss Franc significantly increased towards the end of the year
2007 when it was quoted at 2,55 RON. On the 23" of January 2015 the value of the
Swiss Franc reaches 4,58 RON, registering a growth of over 100% and in 2008,
according to the RNB, the RON lost to the Swiss Franc over 21%, which clearly
influences the monthly installments of credits in this currency.

This growth of CHF/RON was caused by the appreciation of the Swiss Franc
compared to the Euro, Dollar and other currencies as a result of the Swiss National
bank renouncement at the minimum threshold of 1,2 EUR/CHF established on the

6" of September 2011, thus a deployment of the currency in 2011-2014 can be
observed.

Figure 2. The evolution of the CHF compared to the main currencies

GBP/CHF

EUR/CHF

Treshold
EUR/CHF

i 6 september 2011: 11 15 january 2015
| Swiss National Bank estabilish ! | SNB quit the treshold
0,2 | a treshold of 1,2 for EURO/CHF | | of 1,2 for EURO/CHF
0 " . . .
- - o~ o~ ™ ™ < < w
- - - - - - - - -
c = c = c = c = c

Source: Bloomberg

Natural and juridical persons who borrowed Swiss francs are at a disadvantage due
to the great costs generated by the rate of buying and selling the Swiss currency.

As it results from the previously presented charts, the Swiss currency had a
favorable evolution compared to Euro and RON.
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Although the value of credits in Swiss francs did not represent a system risk for
Romania, Romanian commercial banks sought to find solution to support their
clients. In Romania, the value of Swiss Franc credits was estimated at 1,4% of the
GDP, as it result from the chart blow, five times less than Poland and seven times
less than Hungary.

Figure 3. The value of credits in Swiss Franc

% of the GDP % of the total credit granted to the private sector
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Source: BNR, Eurostat

The number of natural persons with credits in CHF (75.412) represent 2.1% of the
total number of debtors in this category. For comparison’s sake, in Poland, the
number of debtors in CHF is 500.000 (Isarescu M., 2015).

Figure 4.The structure of real estate credits granted to natural persons

100%
90%
80%

70%

60%

50% CuUK
40%

30%

20%

10% ‘_ ‘i’:’:l
0%

© e o =] (=) - - o~ o~ ™ ™ < <
o o o - — - — — — — — — —
(3] c ) c (3] c (3] c Jg c (3] c >
k] 2 8 2 8 3 k] 3 8 3 8 = o
Source: BNR
DE GRUYTER Studia Universitatis “Vasile Goldis” Arad. Economics Series Vol 25 Issue 4/2015 17

OPEN ISSN 1584-2339. Web: publicatii.uvvg.ro/index.php/studiaeconomia. Pages 11 - 24



STUDIA UNIVERSITATIS ECONOMICS SERIES UES
“Vasile Goldis“ Western University of Arad S
David, D., Rai, S.K., R., Paiusan, L. (2015)
Appreciation of the Swiss franc and its impact on Romania and other Central and Eastern European countries

The reaction of Romanian banks regarding the support towards their clients was
different. With the RNB agreement, they needed to find different solutions to the
problem of Swiss Franc credits.

In the case of OTP Bank, after an analysis which focuses on the client’s history and
current conditions, the clients will be able to benefit from a temporary deduction of
up to 1.5 percent of the margin of the interest rate for CHF credits with variable
interest, for three months. OTP Bank Romania will be constantly analyzing the
market evolution and assures its clients that it will continue to find measures of
protection adapted to their real needs in order to support them in such unexpected
situations (Popa D., 2015).

In order to come to their clients’ aid, VVolksbank Romania decided to maintain a
fixed exchange rate of 3,20 RON for 1 CHF (the VBRO exchange rate on the 31"
of December 2014) for three months (between the 20" of January 2015 and the
17™ of April 2015) for the payment of the following three monthly installments
owed by the clients. The rate offered by Volskbank Romania is 17,5% lower than
the rate announced by the RNB on Monday, the 19" of January 2015 — of 4,4716
RON/CHF, announced the bank officials. Practically, we perform the Franc credit
conversion to the course from the day when this conversion was performed
(according to the accounting law) and in order to get to that fixed rate, the bank
grants a discount for which the shareholders pay from their own pockets. In
technical terms, they increase the bank’s capital (Popa D., 2015).

Raiffeisen Bank decreased the interest rate for clients with CHF credits, resetting it
beforehand, five months ahead, according to the latest drop announced by the
Swiss Central Bank, of 0,5%. The bank was operating recalculations of the interest
rate twice a year, the next one being scheduled for July. According to the
announcement made by the bank officials, the recalculation of the interest rates
came into operation on the 23" of January 2015. Raiffaisen Bank has a relatively
narrow portfolio of clients exposed to CHF, respectively 8.800 clients, and all the
credits granted are vouched for with real estate. “Starting with the year 2009, the
bank offers restructure solutions for clients with credits in CHF or EUR. Since
2012, Raiffeisen Bank also offers individualized solutions for clients with financial
difficulties who want the conversion of CHF or EUR credits into RON” (Popa D.,
2015).

Romanian Bank decided to lower the interest rate for clients with Swiss Franc
credits (CHF) with over 0,8% by applying the LIBOR index on the 26™ of January
2015, thus absorbing a part of the negative impact generate by the recent
depreciation of the national currency compared to the CHF. This discount was
applied until the next scheduled update of interest rates based on the LIBOR index,
according to current conditions (Popa D., 2015).
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We must mention the fact that, in Romania, the creditors’ situation does not
represent a system risk. The net currency position expressed in Swiss francs was
not a source of speculation for the banks, having a very low share in the total of
inherent funds. Romanian banks have prudently managed the value of assets and
debts in CHF.

Figure 5. The net currency position of credit institutions

Percentage of the total of inherent funds of credit institutions
3% -+
2% -
1% -
0% -
1% -
2%
3%
4% +---
5%
6% -

Source: B

Figure 6. Debtors’ distribution in CHF according to the size of the credit
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Furthermore, at the Romanian banking system level, CHF credits are not
homogenous as value. As it results in the chat below, 25% of the debtors hold 1%
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of the credit stock (they have credits of under 4.000 CHF). Another 25% of debtors
hold 67.5% of the credit stock (they have credits over 47.000 CHF).The situation
of those who have credits lower than 4.000 CHF cannot be compared to that of
those with credits higher than 47.000 CHF.

Analyzing the debtors’ average CHF debt degree, we can notice that those whose
monthly average incomes are under 2500 RON are presently over-indebted as a
result of: the deterioration of incomes during the crisis and the appreciation of
CHF. Debtors with incomes under 700 RON, who have a debt degree of 184% and
debtors with incomes over 7000 RON, who have a debt degree of 26% cannot be

treated similarly.

Figure 7. The debtors’ average CHF debt degree according to the income category
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Besides the credit risk, clients are also submitted to the interest rate risk, and the
reference interest rate of the Swiss Franc also registered a rise during 2007 —
January 2015, thus getting to the delay of installments in the Swiss currency due to
the high monthly installments.

Example:

In the case of a mortgage credit purchased in 2007 on a period of 26 years, at a rate of 2,17
RON/CHF, of 130.000 RON, with the CHF equivalent of 59.908 CHF and an installment of 500
RON, with the CHF equivalent of 230 CHF, a monthly income of 2.500 RON, a family with two
children could easily handle the credit so that they can still get by. The progressive appreciation of the
Swiss currency since 2007 led to the rise of the monthly installment which, in December 2014
reached the value of 855 RON, with the Franc equivalent of 230 CHF.

We believe that in 2014, with an installment of 855 RON/month and with the net income registered in
2007, the family could have got by and paid the installment in due time. However, considering that
the net income of the family dropped at 1.500 RON/month in 2014, they cannot handle the monthly
installment and consumptions so that they can live decently, especially since the Swiss currency
continued to rise in 2015 as well when in January, the 23, it registered a historical threshold of 4,58

20 DE GRUYTER Studia Universitatis “Vasile Goldis” Arad. Economics Series Vol 25 Issue 4/2015
OPEN ISSN 1584-2339. Web: publicatii.uvvg.ro/index.php/studiaeconomia. Pages 11 — 24



STUDIA UNIVERSITATIS ECONOMICS SERIES SUES
“Vasile Goldis“ Western University of Arad
David, D., Rai, S.K., R., Paiusan, L. (2015)
Appreciation of the Swiss franc and its impact on Romania and other Central and Eastern European countries

RON/CHF, which represent a growth of 23 percent compared to the end of 2014. This leads to the
fact that the installment of 500 RON/month in 2007 reached 1.050 RON/month in 2015, which is
impossible to pay with a net income of 1.500 RON/month.

As shown above, banks are under the necessity of finding solutions in order to
support the people who really need it and of relying on a reasonable division of
costs so as not to affect the stability of the Romanian financial-banking system.

In Romania, credits in CHF do not represent a system risk because they have a low
share in the GDP and in the total of credits. Credits in CHF present a special
variety: according to the level of income of the debtors, according to the
destination of the credit, according to the volume of the credit.

In Romania, there are vulnerable social groups, which leads us to the conclusion
that there is not only one general situation, but several different solutions.

4.2. The impact of the appreciation of the Swiss franc on other countries in
Central and Eastern Europe

The issue of the Swiss Franc was also felt by other Central and Eastern European
countries, however, their approach was different.

In Hungary, the issue was rather simply tackled. The government imposed the
banks to absorb most of the currency shock by implementing a mechanism through
which the citizens can reimburse credits at a fixed rate considerably lower than the
one on the market. (256,6 forints per franc, in January of the current year its level
being of 319,1 forints/CHF). Victor Orban, the Prime Minister of Hungary was
harshly criticized for this measure, however, this was one of the favorite themes of
his campaign which helped him take office and he eventually managed to enforce it
(The Economist, 2015). The conversion rate was imposed by the Central Bank of
Hungary at the market level at the time of the decision, in November 2014. The
interest rate applied to converted credits was based on the interbank interest rate of
the forint due in 3 months. The interest rate margin was maintained at the level of
the risk bonus of the initial credit, but not higher than 5,5% (subsequently amended
to 4,5%) for residential mortgage credits and, respectively, 7% (subsequently
amended to 6,5%) for real estate guarantee credits. The Central Bank of Hungary
committed to supplying commercial banks with 8 billion Euros in cash. This
decision was influenced by the great share (50%) of credits in CHF in the total of
credits granted by local administrations, whose incapability to pay subsequent to
the forint depreciation compared to the CHF would have substantially affected the
state budget. Hungary is among the countries with the highest level concerning the
share of CHF credit in the GDP and in the total of credits and loans denominated in
CHF.
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Poland has by far the most affected economy on this side of Europe as a number of
approximately 500.000 natural persons loaned Swiss francs. (Isarescu M., 2015)
On the 28" of January 2015, the Minister of Finances declared that supporting the
debtors by converting credits denominated in francs to the local currency at a
different rate than the daily rate is excluded because the accomplishment of this
plan would affect the stability of the Polish banking system. Polish authorities
recommended credit institutions to find solutions regarding lowering the interest
rate for CHF in order to support the lowering of costs for debtors. The conversion
of Swiss franc credits at a historical rate was not agreed by banks as they would
have been negatively affected by the unsustainable rise of costs (Skolimowski P.,
Maciej O., 2015).

Croatia, another country affected by the issue of the Swiss franc constituted a law
which froze the HRK/CHF rate for a year in order to reimburse credits
denominated in CHF on the level before the appreciation of this currency. This
measure was applied regardless of the type or volume of the credit and the rate
differences were fully taken by the banks.

From the presented data, it results that the measures taken by the states of the
countries affected by the appreciation of the Swiss franc were different compared
to the particularities of Swiss franc credits. The fact that Romania took some of the
aforementioned measure is considered inopportune because the context and
associated costs are different.

Conclusions

The appreciation of the Swiss franc in relation to the main currencies (Euro, USD,
GBP, JPY) had consequences on the Central and Eastern European countries
because most of the credits granted were in Swiss francs. Although there were
some reactions on the stock market, the region proved that it was better prepared to
face the exchange rate alteration than it was six years ago.

The Central and Eastern European states intervened differently in order to balance
the situation created taking into consideration the particularities characteristic to
CHF credits. If in Romania and Poland the idea of converting the Swiss franc at a
historical rate in concordance with the national currency for credits denominated in
Swiss francs was not accepted, that is not what happened in Hungary and Croatia.
In Hungary, all losses generated by the appreciation of CHF in the case of credits
denominated in Swiss francs were transferred, given the fact that the National Bank
of Hungary decided to supply the commercial banks with 8 billion Euro in cash. In
Croatia, the exchange rate was frozen for a year at a value previous to the
appreciation on the Swiss franc.

The solutions offered to fight the negative effects of the Swiss franc appreciation
must consider the following principles:
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- They must be oriented towards the people who really need support (ex.: the drop
of monthly incomes of vulnerable people in parallel with the rise of the
reimbursement installment of the credit and interest rates in Swiss francs);

- They must not affect the financial stability of the banking system;

- They must not discriminate against debtors in other currencies (RON, Euro,
dollars);

- They must not breach the Treaty concerning the European Union and the
conditions of admission of member states, meaning the free circulation of capitals
must not restricted.

In Romania, the political class speculated this moment and turned it into an
electoral moment, soliciting the application of unrealistic solutions by the National
Bank of Romania. Hereunder, we mention the intervention of the RNB to bring the
RON/CHF rate at the level of the rate in the 14" of January 2015 (namely 3,7
RON/CHF). Due to the fact that the RON/CHF rate is not directly quoted to Euro,
it would have been necessary to appreciate the RON/Euro rate at 3,7, which would
have been impossible to maintain on a long term and which would have had
negative effects on the currency reserves but also on exports. We believe that
another unrealistic solution is the conversion of credits denominated in CHF to
RON, at different rate than the market rates on the day of the conversion. Applying
this solution would affect the level of solvability of 2 to 4 banks which would have
needed substantial capital infusions. The solvability rate would drop from 17% to
14% in the entire Romanian banking system.

In what concerns the Romanian banking system we believe that the following
solutions would be appropriate to balance the situation created by the Swiss franc
appreciation:

- The chart of credit rescheduling;

- The conversion of credits in RON at the daily rate or granting a discount
concerning the debt service;

- The temporary reduction of the interest rate for credits in CHF in order to
compensate the effect of the CHF appreciation. This solution is efficient taking into
consideration the high degree of debt of the population, especially of debtors with
gross monthly incomes of 3.000 RON.

Regardless of the solutions offered by the banks, the following elements must be
taken into consideration: the principles of the free market, the support of the state
for the wulnerable citizen groups and the enforcement of legal attributions
concerning the insurance of financial stability by the commercial banks.
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