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I. EXECUTIVE SUMMARY

Risks to financial stability remain elevated. The heightened geopolitical risks with the ongoing
war in Ukraine and the rekindling of conflicts in the Middle East, compounded by rising food and
energy prices, continue to play a key role in the persistence of inflationary pressures. The tight-
ening of monetary policy with a view to bringing inflation back to the 2% target over the medium
term is affecting economic activity, the capacity of firms and households to repay existing loans,
as well as the demand for new loans. In addition, the risk of an abrupt repricing of assets in global
money and capital markets remains, with potential spillover effects on the global non-bank finan-
cial system. On the upside, the banking sector’s strong core profitability and the Greek sover-
eign’s return to investment grade, largely mitigate adverse effects.!

In the first half of 2023, the Greek economy continued to grow, while the rate of inflation
slowed down. Real growth of gross domestic product (GDP) maintained some of its 2022 mo-
mentum and stood at 2.4% in the first half of 2023, mainly driven by substantially stronger private
consumption and investment. Overall, for 2023, the growth rate according to the Bank of Greece’s
latest estimates is projected to be 2.4%, remaining above the euro area average, but clearly lower
than in 2022. Continued economic growth has also contributed to a further drop in unemploy-
ment.? Inflation slowed markedly, falling to 2.4% on an annual basis in September 2023, down
from 9.3% in December 2022. Disinflationary trends already observed since September last year
have strengthened, mainly on account of a gradual decline in energy prices and the impact of
monetary policy measures. However, upward pressures on prices, notably of food, services and
non-energy industrial goods, keep inflation high: and affect overall business operating costs and
household disposable income.

The financial system is in a much better position than in the past to withstand potential
shocks. The process of cleaning up banks’ balance sheets and improving their key profitability
and liquidity ratios has continued. Concurrently, with Greece’s market access and investor confi-
dence now fully restored, in the period March-October 2023 all equity prices and, in particular,
the banking index rose.* The prospect of an upgrade of the Greek government’s credit rating and
improved bank results led the market to price in a positive outlook for the banking sector. How-
ever, since September the correction in global stock markets has dragged the valuations of Greek
equities lower.

The liquidity and funding conditions of the Greek banking sector improved further in Jan-
uary - September 2023. Private sector deposits continued to increase in January-September 2023

1 On 8 September 2023, DBRS first upgraded Greece’s credit rating to investment grade status (BBB low from BB high, with stable
outlook), followed by Moody’s on 15 September, which upgraded Greece’s sovereign credit rating by two notches (one notch below
investment grade), pointing to progress in the fiscal and banking sectors, as well as the prospects for average GDP growth of 2.2%
over the next five years. Finally, on 20 October S&P also upgraded the Greek sovereign’s credit rating to investment grade status.
2 The unemployment rate in September stood at 10%.
8 Core inflation (excluding energy and unprocessed food prices) remains elevated, standing at 4.7% in September 2023.
4 Between March and October 2023, domestic equity markets were among the best performers worldwide. In particular, the Athex
Composite Share Price index (Athex) rose to a nine-year high in July 2023 (1,345.95 points), before declining since end-September.
Likewise, over the same period the banking index increased by up to 45.3% at the end of July compared with mid-March (or 73.3%
since the end of 2022), before dropping in September and October.
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(+2.5% on an annual basis), keeping Greek banks’ liquid assets at a high level, despite the sub-
stantial repayment of a large part of European Central Bank (ECB) funding via the Targeted
Longer-Term Refinancing Operations (TLTRO I1). Specifically, in September 2023, the balance
of residents’ deposits in Greece stood at EUR 199.4 billion, reaching a new ten-year high. How-
ever, in an environment of rising policy rates and Greek bond yields, Greek banks’ funding by
the Eurosystem and capital markets became more expensive.

In the first half of 2023, credit institutions’ asset quality improved marginally. The ratio of
non-performing loans (NPLs) to total loans in June 2023 stood at 8.6%, compared with 8.7% in
December 2022. The total stock of NPLs stood at EUR 12.7 billion, down by 3.8% or EUR 501
million from December 2022.¢ It should be noted that all four significant banks have now reached
their single-digit NPL targets, with one of them below 5%. However, despite the reduction in the
overall stock of NPLs, there are concerns about a net inflow of new NPLs in the first half of the
year across loan portfolios. In addition, it is worth noting that the less significant banks’ NPL ratio
remains particularly high, standing at 44% in June 2023.

Greek banking groups’ core profitability improved significantly. In the first half of 2023,
profits after tax and discontinued operations amounted to EUR 1.9 billion, against profits of EUR
2.3 billion over the same period of 2022. Higher net interest income contributed positively, as a
result of higher key ECB interest rates. As a result, income from core banking business (i.e. net
interest and commission income) increased substantially by 46.7%. By contrast, the significant
decrease in income from financial operations in the first half of 2023 is due to the fact that in the
first half of 2022 such income included non-recurring gains from transactions in Greek govern-
ment bonds and profits from derivatives and hedging instruments, as well as income from the
carve-out and sale of the payment acquiring business by all four significant banks. Concurrently,
operating and credit risk costs remained low. As a result, banking groups posted significant profits
after tax and discontinued operations, and their Return on Assets (RoA) and Return on Equity
(RoE) ratios stood at 1.2% and 12.5%, respectively.

The capital adequacy of Greek banking groups declined slightly and the quality of their
prudential own funds remains low. In June 2023, the Common Equity Tier 1 ratio (CET1 ratio)
on a consolidated basis dropped to 14.2%, from 14.5% in December 2022, mainly due to the
negative impact from IFRS 9 implementation and the increase in risk-weighted assets.2 This im-
pact was mitigated by strong profitability over the half-year and capital enhancement actions by

® In January-September 2023, Greek banks, taking into account the deterioration in the funding terms under the TLTRO Il operations,
repaid a substantial part of their take-up (December 2022: EUR 35.4 billion, March 2023: EUR 28.3 billion, June 2023: EUR 20.3
billion, September 2023: 16.8 billion).
& With on-balance-sheet items on a solo basis. On a consolidated basis, the stock of NPLs stood at EUR 13.2 billion, down by 5% or
EUR 0.7 billion, from EUR 13.9 billion at the end of 2022.
" For LSls, the NPL ratio has decreased by 1 percentage point since end-2022. It should be noted that the high NPL ratio is partly
related to the fact that smaller banks are facing difficulties in meeting the conditions of the “Hercules” state guarantee scheme neces-
sary to join it.
8 In more detail, risk-weighted assets for credit risk increased as a result of a credit institution’s shift from the Internal Ratings Based
Approach (IRB) to the Standardised Approach, an increase in positions in debt securities and credit growth.
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banks (e.g. issuance of securities and capital increases).c Similarly, the Total Capital Ratio (TCR)
fell to 17.3%, from 17.5%. It should be noted that these indicators are below the European Union
average (June 2023: CET1 16% and TCR 20.0%).» In addition, the quality of prudential own
funds of Greek banks remains low. In June 2023, Deferred Tax Credits (DTCs) amounted to EUR
13.4 billion, representing 51% of total prudential own funds (down from 52% at end-2022). In
addition, prudential own funds of banking groups include Deferred Tax Assets (DTASs) of EUR
2.4 billion, which make up around 9%. It should be noted that, although deferred tax assets
(DTAs) of EUR 3.9 billion are not included in banks’ prudential own funds, sufficient future
profitability is necessary in order for them not to pose a risk to banks’ capital base over the me-
dium to long term.

*k*k

The implementation of macroprudential policy measures enhances financial stability. The
Bank of Greece, as macroprudential authority, assesses on a quarterly basis the intensity of cycli-
cal systemic risk and the appropriateness of the countercyclical capital buffer rate (CCyB) for
Greece and sets or adjusts it, if necessary. For 2023, this rate was maintained at 0%, the lowest
possible level. The analysis of the additional indicators examined by the Bank of Greece points
to emerging cyclical systemic risks in certain areas, such as residential real estate prices and the
current account. Overall, however, it confirms that there is no excessive credit growth and lever-
age. In addition, the Bank of Greece identified Other Systemically Important Institutions (O-SIIs)
in Greece for the year 2023, applying the relevant European Banking Authority (EBA) guidelines,
and set the O-SII buffer rate for 2024 at 1.25% for Eurobank Ergasias Services and Holdings S.A.
on a consolidated basis and at 1.00% for other O-SllIs.» Finally, the Bank of Greece assesses the
merits of implementing borrower-based measures, such as a cap on the loan-to-value ratio.

*k*k

In the first half of 2023, insurance undertakings’ financial situation improved in comparison
with 2022. As a result of the structure of their investment portfolios vis-a-vis their insurance
liabilities, the benefits of higher interest rates outweigh the costs due to inflation. However, cli-
mate change has already started to negatively affect non-life insurers providing fire and flood
cover. According to an initial estimate by insurance undertakings, the total cost of insurance
claims from the recent floods in Thessaly amounts to more than EUR 350 million. However, it
should be noted that most of the claims will ultimately be borne by international reinsurance un-
dertakings.

The smooth operation of financial market infrastructures, i.e. payment, clearing and settle-
ment systems, contributed positively to the stability of the domestic financial system through

® In February 2023, Alpha Bank issued an Additional Tier 1 bond, raising EUR 400 million, while two months later, in April 2023,
Attica Bank completed a share capital increase of EUR 473 million.

10 Source: European Banking Authority, Risk Dashboard, Q2 2023 EBA Dashboard - Q2 2023.pdf (europa.eu).

1 Specifically, for Alpha Bank S.A. (on a solo basis), Alpha Services and Holdings S.A. (on a consolidated basis), Eurobank S.A. (on
a solo basis), National Bank of Greece S.A. (on a solo and a consolidated basis), Piraeus Bank S.A. (on a solo basis) and Piraeus
Financial Holdings S.A. (on a consolidated basis).
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the efficient processing of transactions. As regards the electronic means of payment used, the
first half of 2023 saw a significant increase in the number and value of transactions, as well as a
rise in the fraud-to-transaction ratio in terms of number and value of fraud incidents.

In the first half of 2023, the total value of exposures managed by Credit Servicing Firms
(CSFs)2 amounted to EUR 89.4 billion, of which 77% relates to exposures managed by CSFs on
behalf of credit acquiring firms= and the remaining 23% concerns the management of exposures
on behalf of credit institutions. Most of exposures under management by CSFs on behalf of credit
acquiring firms have been assigned to them over the past three years in the context of NPL reduc-
tion strategies of credit institutions. In light of the performance so far, the management of these
loans by CSFs needs to improve significantly. It should be noted that satisfactory CSF perfor-
mance is a prerequisite for the success of the “Hercules” scheme, the effective management of
non-performing private debt and the reuse of idle productive resources.

**k*

High uncertainty and risks to the global financial environment leave no room for compla-
cency. The outlook for the Greek banking sector is positive and the Hellenic Financial Stability
Fund (HFSF) has started divesting its shares in banks. The Greek sovereign’s return to invest-
ment grade is also expected to have a positive impact on banks,* as the overall improvement in
their fundamentals is undeniable. Against this background, the recent submission of a binding
proposal by a European banking group of international standing to a significant Greek bank for a
strategic partnership in Greece and the merger of their Romanian subsidiaries reflects the mo-
mentum in the banking sector.’* However, any deterioration in the external environment under-
mining investors’ confidence in global financial markets could also have adverse effects for
Greece. As the recent banking crises in Switzerland and the United States of America have shown,
in the modern financial environment contagion risk is high and requires swift coordinated action
by all stakeholders.

In the short term, banks face challenges in further cleaning up their balance sheets. Succes-

sive increases in key ECB interest rates, in the context of monetary policy tightening, are testing
the resilience of firms and households. The servicing costs of existing loans and the demand for

12 Exposures include all debt instruments (loans and advances and debt securities), excluding off-balance-sheet exposures and write-
offs. It should be noted that Bank of Greece Executive Committee Act 206/1/03.06.2022 modified, inter alia, supervisory data and
information to be submitted by CSFs to the Bank of Greece.

18 Any discrepancies between supervisory data in the Financial Stability Review and data regularly posted on the Bank of Greece
website may be attributed to the different perimeter of each data release.

14 1n October 2023, Eurobank acquired all the shares (1.4%) held by the HFSF in its share capital for EUR 94 million. It should be
noted that the HFSF still holds a stake of 8.9% in Alpha Services and Holdings S.A., 40.39% in National Bank of Greece, 27% in
Piraeus Bank and 69.51% in Attica Bank.

15 In September 2023, Moody’s upgraded by two notches to Baa3 (investment grade) the long-term counterparty risk rating of all four
significant banks and the long-term deposit rating in two of them (see Moody’s Communications) In the same month, Fitch upgraded
the credit rating of two significant banks to two notches below investment grade (see Fitch Communication).

%8 1n more detail, on 23 October 2023, the UniCredit banking group submitted a binding offer to the HFSF to purchase all the shares
held by the latter in Alpha Services Holdings S.A. (see 20231023-deltio-typou-new-en.pdf (alphaholdings.gr)). It should be noted that
this proposal is the first major investment by a foreign banking group in a significant bank in Greece since the debt crisis. The two
banking groups also announced their intention to merge their Romanian subsidiaries. Upon completion of the transaction expected in
2024, subject to due diligence and envisaged regulatory approvals and consents, Alpha Bank is expected to receive EUR 300 million
and hold 9.9% of the share capital in the new entity in Romania.
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new loans have been significantly affected. Therefore, the rise in interest rates may also have a
lagged effect on the quality of banks’ assets. In this context, efforts to consolidate and resolve the
banking sector’s legacy problems should continue. Actions aimed at resolving the legacy stock
of NPLs and converging with the European average (June 2023: 1.8%),” as well as the final res-
olution of other outstanding issues are seen as positive steps and should be a priority for banks.

The sustainability of banks’ profits is also a challenge. The impact of interest rate hikes on
banks’ net interest income is positive, as the bulk of their loans carry floating rates. This is re-
flected in strong profits and high profitability ratios. However, banks’ funding costs are expected
to increase in the medium term due to the gradual increase in deposit rates and the increased cost
of issuing bonds to meet minimum requirements for own funds and eligible liabilities (MREL).
The achievement of banks’ objectives to expand their loan portfolios, amid reduced economic
activity and high funding cost, is a prerequisite for maintaining the current high profitability ra-
tios.

The banks’ current capital adequacy is satisfactory, but banks need to further strengthen
their capital buffers. Increased profitability creates favourable conditions for internal capital
generation. Coupled with the implementation of banks’ corporate actions (e.g. synthetic securiti-
sations, capital increases by less significant banks) and the issuance of Additional Tier 1 and Tier
2 instruments to meet supervisory requirements, increased profitability creates the conditions for
a further strengthening of capital buffers above the required minimum. Nevertheless, banks’ div-
idend policy has to take into account the increased uncertainty in the business environment.

Exploring the interconnectedness of climate change risks with the financial system is a pri-
ority. The unprecedented weather events that recently hit much of the country have resulted in
the loss of human lives, as well as a significant impact on local economies and societies. To
immediately address losses and relieve the affected population, at least in the short term, targeted
measures with mainly a fiscal impact were announced and implemented, while the overall impact
on the country’s economic activity and financial system has yet to be fully assessed. In addition,
the full integration of environmental and climate considerations in the financial system is still
underway. To this end, the Network for Greening the Financial System (NGFS)® has recently
published a conceptual note on short-term climate scenarios in focus and a roadmap of its ana-
Iytical work to address climate change challenges for the financial system. Short-term scenarios

17 Source: European Banking Authority, EBA Dashboard — Q2 2023.pdf (europa.eu). It should be noted that EBA data
are calculated on a consolidated basis and include loans to credit institutions and central banks; therefore, they are not
directly comparable with Bank of Greece data. Indicatively, if loans to credit institutions and central banks are included,
the NPL ratio for domestic significant credit institutions on a consolidated basis stands at 4.7%.

8 At the Paris “One Planet” Summit in December 2017, eight central banks and supervisory authorities set up the
NGFS. Since then, NGFS members have increased in all five continents, reaching 127 members and 20 observers on
13 June 2023 (see https://www.ngfs.net/en/about-us/membership). The Network’s purpose is to help strengthening the
global response required to meet the goals of the Paris agreement and to enhance the role of the financial system to
manage risks and to mobilise capital for green and low-carbon investments in the broader context of environmentally
sustainable development. To this end, the Network defines and promotes best practices to be implemented within and
outside of the Membership of the NGFS and conducts or commissions analytical work on green finance.

19 NGFS publishes a conceptual note on short-term climate scenarios |
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are a significant step forward for central banks and supervisors to better understand the near-term
macroeconomic impact of transitioning to a net zero economy and the consequences of severe
natural disasters.»

To conclude, the impact of exogenous factors is the main source of risk for the financial
system. A higher-for-longer interest rate environment due to persistently high inflation above the
target will have a decisive impact. The positive effect on banks’ profitability is undeniable, but
the resilience of households and firms is being tested, while the cost of refinancing government
debt is rising. The upgrade of the Greek sovereign’s credit rating to investment grade, the gov-
ernment’s low financing needs over the next two years and the favourable repayment profile of
Greece’s sovereign debt largely mitigate risks. In addition, actions to bolster competition in the
banking sector are positive and will benefit consumers. However, it is necessary to ensure the
sustainability of banks’ business model in order to create the necessary conditions for sustainable
profitability and access to capital markets at favourable terms. An abrupt deterioration in interna-
tional financial conditions could have adverse effects both on the international financial system
and on the financial situation of firms and households, causing shocks. Therefore, there is no
room for complacency, and it is of utmost importance to maintain a prudent fiscal policy, swiftly
implement structural reforms and accelerate the absorption of NextGenerationEU funds so as to
achieve sustainable growth and safeguard financial stability.

2 By covering a three-to-five-year horizon, short-term scenarios overcome limitations in the analysis of macroeconomic
and financial risk resulting solely from the analysis of climate-economy relationships over the medium to long term.
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