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Italian Bank Was Aided by Covert Loan  

 

By GIOVANNI LEGORANO And ALESSANDRA GALLONI  

MILAN—Monte dei Paschi di Siena SpA, BMPS.MI -1.63%the 541-year-old Italian bank at the center of a 

burgeoning financial scandal, was so strapped for cash in late 2011 that it negotiated a covert loan of nearly 

€2 billion ($2.7 billion) from the Bank of Italy even as executives were publicly describing the lender's 

funding position as comfortable, according to the Bank of Italy and people familiar with the deal. 
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Antonio Vigni, center, formerly of Monte dei Paschi di Siena, arrives at court Wednesday to testify about 

the bank's deal making in prior years. 

Italy's central bank arranged the loan in October 2011 because Monte dei Paschi, Italy's third-largest 

lender, was running short of liquidity and had largely exhausted its ability to keep borrowing from the 

European Central Bank, according to the Bank of Italy. At the time, MPS was stuck in a whirlwind of 

intertwined problems: digestion of a costly 2008 purchase of a rival bank and the declining value of its 

portfolio of Italian government bonds, which had led the bank into a scramble to back up complex 

structured-finance deals. 

Those deals are now at the center of a criminal probe into possible market-rules violations by the bank. 

Neither the country's central bank nor Monte dei Paschi disclosed the loan at the time, largely out of 

concern that disclosure might panic financial markets, the people familiar with the matter said. Instead, in a 

conference call with analysts and investors that fall—shortly after the loan—MPS executives described the 

bank's liquidity position as sound, saying the bank had covered its funding needs well into 2012. A 

spokesman for Monte dei Paschi declined to comment on the loan or the bank's communication during 

that time. 

The banks didn't have a legal or regulatory obligation to disclose the securities lending, in which the Bank of 

Italy provided MPS with assets that the commercial lender could pledge as collateral to the ECB in exchange 

for loans and mortgages, according to a person familiar with details of the loan. MPS paid back the loan 

within the allotted time, said another person familiar with the deal. But failure to disclose the shortage of 
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ECB-eligible collateral—and recourse to the loan—helped hide the true state of MPS's escalating financial 

woes, analysts and financial experts say. 

"This is a surprise…MPS data suggest that the bank had enough liquidity," said Fabrizio Bernardi, analyst at 

Fidentiis, a brokerage firm in Milan. "Knowing about this transaction could have given a more precise 

picture about the liquidity position of the group." 

The 2011 loan is the latest example of hidden financial dealings that are now coming back to haunt the 

Siena-based bank. MPS's shares have been pummeled over the past month. It said Wednesday that its 

losses totaled €730 million on a series of structured-finance deals that it entered into years ago with 

foreign investment banks. 

Prosecutors in Siena have placed the bank's former director general, Antonio Vigni, and Executive Chairman 

Giussepe Mussari under criminal investigation for possible obstruction of regulatory authorities and stock-

market irregularities related to the lack of disclosure regarding the overall financial state of the bank, 

according to a court document. 

 

The bank has declined to comment on the allegations. The executives couldn't be located for comment, and 

their lawyers didn't respond to phone calls and emails seeking comment.  

The unusual loan also highlights the pressure that Bank of Italy officials faced as they were trying to contain 

the damage that one bank could wreak on the country's overall financial system and its standing on 

international markets. In the fall of 2011, Italy's sovereign debt was under heavy investor pressure—a 

market panic that ultimately caused the country's former government to fall in November of that year. 

"During those months, the interbank lending-securities-against-collateral market was frozen, and it was the 

fastest way to resolve their low liquidity situation," a top Bank of Italy official said. The official added that 

by granting the loan, the central bank had more leverage in forcing MPS to get its house in order. "This 
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over-the-counter operation was aimed precisely at not creating more tensions in the market, and 

communicating it would have done that." 

Monte dei Paschi has been under financial pressure since it took over local Italian bank Antonveneta in 

2008 from Spanish lender Banco Santander SA SAN.MC +0.95%for €9.3 billion. To finance the deal, MPS 

launched a capital increase of €5 billion; secured another €1 billion through a separate capital increase 

underwritten by J.P. Morgan Chase JPM +0.06%& Co.; borrowed a further €1 billion from a pool of 

investment banks and secured the remaining €2 billion through the issuance of bonds. 

Shortly after the Antonveneta acquisition, Lehman Brothers collapsed, governments stepped in to rescue 

financial institutions on the verge of bankruptcy and the interbank lending markets froze. The market 

turmoil meant that, even as MPS was digesting the Antonveneta deal, it was suddenly forced to cover 

mounting losses on previous financial and business transactions MPS had carried out in the mid-2000s. To 

defer those losses—and even pay a dividend to certain shareholders in one case—MPS entered two 

complex structured-finance deals in late 2008 and 2009. 

For these two transactions—dubbed Santorini and Alexandria—MPS pledged a load of long-term Italian 

government bonds, or BTPs, that the bank owned. As of 2010, Monte dei Paschi had €25 billion worth of 

BTPs—the highest level of Italian debt, relative to the bank's size, of any Italian lender—a portfolio it had 

gradually built up over the years. 

Heavy Load 

The Italian lender is facing sizable debts since the financial crisis 

• 2008: Bank buys rival Antonveneta for €9.3 billion, launches €5 billion capital increase 

• 2008-09: Enters into two complex structured-finance deals  

• April-July 2011: Launches another €2 billion capital increase 

• October 2011: Enters into a securities-lending deal with Bank of Italy in order to keep borrowing 

from European Central Bank 

• June 2012: Seeks €3.4 billion in state loans in restructuring 

• January 2013: Bank of Italy approves state aid 

In 2011, however, MPS found itself buffeted by current events. Concerns over the debt crisis raging across 

Europe—and worries in particular about Italy's large debt pile—put pressure on Italy's government bonds, 

including those held by MPS. The bank found itself having to pledge more and more of its BTPs to hold up 

its Alexandria and Santorini deals, emptying its coffers of assets that the bank needed to, in turn, finance 

itself with lending from the European Central Bank. 

"As of the summer of 2011, the rapid deterioration in market conditions caused a further weakening of the 

liquidity position of MPS," the Bank of Italy said in a document released last week that listed its regulatory 

actions over MPS. The central bank urged MPS to "focus on the absolute urgent need to adopt all the 

necessary measures to re-establish appropriate liquidity margins." 
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In October of 2011, the Bank of Italy allowed MPS to swap loans and mortgages for some €2 billion of 

mainly BTPs, which were eligible as collateral for the ECB, according to people familiar with the deal. No 

other Italian bank took part in a similar securities-lending operation, according to one of these people. 

In the document released last week, the Bank of Italy said it had been "obliged" to conduct the securities 

lending in order to allow MPS to increase its refinancing from the ECB. "The bank's liquidity position 

became increasingly fragile," the Bank of Italy said. 

The next month, on a Nov. 10 conference call to discuss its third-quarter results, MPS didn't mention the 

transaction, even though the lender's liquidity position was discussed at some length. The bank said it had 

some €5.4 billion in eligible assets at the end of September. 

The bank also said that it had slightly below the same level of eligible assets in early November. 

Five days after the conference call, the Bank of Italy summoned the senior management of MPS with the 

goal of making the officials "face up to their responsibilities," the Bank of Italy said in its document. 

—David Enrich contributed to this article.  

Write to Alessandra Galloni at alessandra.galloni@wsj.com  

 


