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I am an ex-engineer banker sitting on a panel of economists so I will not try to compete on economic theory.  

No one on this panel has discussed the Greek financial crisis so I thought it might be interesting to make a few comments to put Greek banks’ behaviour vis a vis SEE into context.
For decades Greece ran large current account deficits which were financed almost entirely by debt. From around the year 2000 there was a reduction in the rate of growth of public sector debt but this was replaced by an increase in private sector debt. In 2007 and 2008 both grew strongly.
Because of solid GDP growth, deposits also grew which masked the growing dependence of banks on external financing. Greek banks had access to the fixed income capital markets and unfettered access to the Interbank market.  Taking, a 10,000 mile view, it could be argued that Greek loans were primarily funded by domestic deposits while term debt was used primarily to fund international expansion.
Following the onset of the global financial crisis, the capital markets became less willing to provide term funding and the cost of such funding increased significantly.  Greek banks, as members of the Eurozone system had access to, and were forced to utilise, the ECB repo facilities.  We were, I believe, proactive and responsible in handling the reduction of access to the wholesale markets.
In the 4th quarter of last year, it became clear that the economic model Greece was following was no longer acceptable to the international capital markets.  Greek banks are now facing the prospect of a period of time where we are almost exclusively funded by deposits and the ECB. We have gone through a drastic adjustment process to our operating and funding models. The ECB safety net gave us the time to make this adjustment. But in the medium term we will need to reduce our dependence on wholesale funding either by finding predictable sources of funding or by deleveraging our balance sheet. In order to have predictable access to the wholesale markets, Greece as a sovereign will also need to have such access.
The massive EU/IMF financing package for Greece gives the Public Sector time to adjust its operating model.  

The Public Sector needs to reduce the budget deficit and implement the structural reforms required by the IMF/EU conditionality.  But it also needs to delever. It needs to sell assets. To do this it needs to ensure that the taxation, legal and regulatory frameworks are attractive for investors.  If it can deliver this or even credibly deliver the promise of this to the markets, they will stabilise and eventually reopen. 
Two lessons can be drawn from the Greek experience:

(i) the financial stability at the banking level depends on the financial stability at the sovereign level and vice versa
(ii) the existence of mechanisms such as the ECB and the IMF/EU are essential in order to deal with serious systemic discontinuities

Moving on to SEE: 
SEE countries pre-crisis also ran high current account deficits funded to a significant extent by FDI. A large proportion of this, however, consisted of fund inflows from international parent banks to local subsidiaries. Some of these flows financed long-term productive investment but a lot went to finance real estate bubbles and consumption.
At the onset of the global financial crisis in late 2008, the concern was that these flows would reverse, exacerbating the impact of the global financial crisis on SEE economies.

The Vienna Initiative was effective in stabilising the market during the crisis. Banks stuck to the deal with respect to maintaining exposure to the initiative countries. The multilateral institutional funds that flowed in were therefore effective in securing system liquidity.  
Piraeus Bank (together with, I believe, all major banks in the region) tightened credit standards, tightened cost control, ensured very strong capital adequacy and reduced loan to deposit ratios.  We behaved responsibly.

Demand for new loans plummeted because of sharp recessions and even sharper declines in consumer sentiment. There is now excess liquidity in the system.

The question is what now?
We believe that SEE economies remain a convergence opportunity, although the pace of convergence will probably decline significantly.

The overriding strategy is to ensure that our SEE subsidiaries are self sustaining financial institutions.  This requires eventual standalone access to the capital markets as the sovereign ratings improve to allow this at reasonable terms. 

In the interim we will 
(i) continue to focus on the reduction of loan to deposit ratios to reduce dependence on parent funding

(ii) continue to manage the quality of our loan portfolio to ensure strong capital adequacy

(iii) endeavour to assist long-term viable clients through restructuring of debt

(iv) strengthen early credit control and collaterals management

(v) work closely with host regulators and Government to develop the Local Currency funding market (although, I have to say, we are more audience than actors in this respect)
In summary, we will continue to support our investments to the best of our ability while trying to develop them to the point they no longer need our support.

This is what we, as a commercial bank will do.

But, as I mentioned earlier, there has been a dramatic reduction in credit demand. To continue the process of convergence, this demand would need stimulation.  As an example, EU co-funded infrastructure investments should have both a stimulus and a competitiveness effect on the economies.
And like Greece, a good government policy goal would be to reduce the structural current account deficits by fostering export-oriented FDI. 
