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Financial stability can be defined as a condition in which the financial system as a whole ―com-
prising banks and other financial intermediaries, money, credit and capital markets and market
infrastructures (payment and clearing and settlement systems)― is resilient and able to withstand
any unexpected shocks or unwinding of imbalances, thus minimising the likelihood of disruptions
which are severe enough to jeopardise the efficient allocation of savings and the smooth flow of
money and credit into the socially most beneficial uses and activities.

Unless otherwise indicated, the cut-off date for the data included in this report was 30 November 2009.
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Financial stability contributes to economic and
social welfare, as it promotes the efficient allo-
cation of resources and the channelling of
available savings into the socially most bene-
ficial uses at the lowest possible cost.

The Bank of Greece has been entrusted with
the statutory task of monitoring and assessing
financial stability in Greece. According to its
Statute, the Bank is mandated to “supervise
credit institutions, as well as other enterprises
and institutions of the financial sector” and
“promote and oversee the smooth operation of
payment systems, as well as of trading, settle-
ment or clearing systems for over-the-counter
(OTC) transactions in securities and other
financial instruments” (Article 3, points d 
and e); the objective of prudential supervision
is “to enhance the stability and effectiveness of
the credit system and of the financial sector in
general” and “ensuring transparency of the

procedures and terms of transactions carried
out by those subject to supervision” (Article
55A).

In the context of its institutional role and the
ongoing monitoring of developments relevant
to banking supervision and financial stability,
the Bank of Greece is publishing today its
Interim Financial Stability Report. The report
reviews the developments that followed the
publication of the Financial Stability Report of
June 2009 up until the end of November 2009;
it identifies the main sources of risk and vul-
nerability for financial stability; finally, it
focuses on some more specific topics related to
financial stability.

George Α. Provopoulos
Governor

FOR EWORD
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Since the publication of the Financial Stabil-
ity Report in June 2009, the factors deter-
mining the stability of the domestic financial
system have worked in different directions.
The signs of stabilisation in the global and
European economy have had a positive effect,
although this has been offset by the fact that
Greece experienced a lagged economic down-
turn compared with other countries. More-
over, the global money and capital markets
are gradually returning to normal, amid some
residual shocks and occasional surges in pres-
sures, in particular for economies which are
seen by markets as having to provide concrete
proof of their willingness and ability to rem-
edy their large fiscal imbalances and chronic
structural weaknesses.

Unlike what is the case in many other coun-
tries, the causes of Greek economy’s problems
do not originate from the banking sector or its
linkages with the global financial system. Given
the current international environment, revers-
ing the unfavourable market sentiment is the
key macroeconomic policy challenge facing
Greece. The ability of the domestic economy
to keep pace with, and exploit the opportuni-
ties offered by, the incipient global economic
recovery, as it takes hold, will depend crucially
on the speed at which fiscal imbalances are rec-
tified and the confidence of households, busi-
ness firms, markets and the international com-
munity in the country’s fiscal outlook, growth
potential and, ultimately, economic self-
reliance is restored.

The same factors that will bolster confidence
will also determine the ability of the domestic
financial system to maintain, also in the future,
the remarkable resilience it has shown even in
the toughest stretches of the global crisis. The
data available so far confirm that, despite the
negative impact of the macroeconomic envi-
ronment and the market sentiment, the key
aggregates of the Greek banking sector have
remained fundamentally sound and do not per
se pose risks to financial stability. However, the
occasional reactions of international markets
and the second-round effects from domestic

economic developments call for constant vig-
ilance.

In advanced economies, there are growing
signs of a forthcoming recovery, albeit a mild
and gradual one, while in the emerging
economies of Asia activity is picking up. Over-
all, however, it seems that the recovery of the
global economy in 2010 will be rather slow.
The global financial system has not yet fully
returned to normality. It will also take time
before we can see the full impact of the
unprecedented non-standard measures imple-
mented by governments and central banks to
offset the negative feedback effects between
the financial sector and the real economy.

The emerging economies, including the coun-
tries of South-Eastern Europe, have faced sig-
nificant challenges this year. The threat of
“twin” crises (a banking and a balance of pay-
ments crisis) in these countries has been
averted in a timely manner. Despite some
temporary problems with their external
financing, these economies have not wit-
nessed excessive capital outflows. Decisive
factors in preventing the worst scenarios from
materialising were, on the one hand, the eco-
nomic measures taken by most of these coun-
tries and, on the other, the support of the
international community via relevant inter-
national organisations and foreign credit
institutions operating in the region. Yet,
although the imbalances were contained, the
short-term economic outlook of the region
remains vulnerable, which points to an urgent
need to press ahead with the necessary struc-
tural adjustments, in order to ensure that the
economies in the region get back on the track
of strong and sustainable growth.

The period after the first quarter of 2009 saw
a gradual abatement of pressures on the sta-
bility of the domestic financial system com-
ing from developments in international
money and capital markets. The tentative
signs of an improvement in money market
conditions, which emerged in the second
quarter of 2009, became clearer during the
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months from July to November. However,
although the generalised market tensions
have eased, country- and case-specific pres-
sures remain. A crucial contribution to the
easing of tensions in the euro area was made
by the Eurosystem’s enhanced credit support
measures. Also positive, to some extent, was
the impact of developments in bond and
equity markets. However, the high volatility
that was observed in some markets during
October and November and intensified in the
first ten days of December acted as a
reminder of the need to effectively address
the deeper causes of such volatility.

By contrast to a halt in downward trends seen
in other economies, the performance of the
Greek economy deteriorated in the second
half of 2009, reflecting fiscal developments, a
continued loss of competitiveness, the climate
of uncertainty and chronic structural weak-
nesses. Most of the key aggregates of the
Greek economy declined, and the prospect of
their recovering over the coming months is
uncertain.

Subdued economic activity in Greece during
2009 has weighed heavily on the net financial
position of non-financial corporations and
households. With respect to corporations, the
drop in turnover and a tendency towards
extending longer-term credit to customers
have put pressure on some of their financial
indicators, such as profitability and internal
liquidity ratios. The impact was more pro-
nounced on businesses in sectors and indus-
tries that were relatively harder hit by the
economic downturn. On the other hand,
there has been some alleviation of corporate
debt servicing cost, partly due to the decline
in bank lending rates, which was significant
over the year as a whole but occurred grad-
ually and was accompanied by a tightening of
credit standards. As regards households,
falling lending rates have translated into a
reduced debt servicing burden, but the dete-
riorating prospects for employment and dis-
posable income tend to increase the likeli-
hood of loan defaults.

The above developments inevitably affected
the financial results and indicators of the
banking sector. Overall, figures for the first
half of 2009 and provisional data for the third
quarter of 2009 broadly point to a consider-
able decline in the profitability of Greek
banks, an increase in implied exposure to
credit and market risks, a small decrease in
liquidity risk, as well as a rise in capital ade-
quacy ratios. Lower profitability was primarily
due to considerable higher loan-loss provi-
sions. Profitability benefited markedly from
the favourable conditions prevailing in capi-
tal markets, which allowed an increase in net
income from financial operations, at a time of
declining net interest and commission
income. During the period under review, the
performance of banks and their groups also
benefited from reduced funding costs (reflect-
ing the credit support measures of the ECB),
as well as from the measures taken by the gov-
ernment in order to enhance liquidity in the
economy (Law 3723/2008).

As a result of the worsened financial position
of firms and households, in September 2009
the non-performing loans to total loans ratio
(NPL ratio) stood about two percentage
points higher than at the end of 2008. The
increase in NPL ratios was broadly based
across all loan categories. In this respect, the
coverage ratio (i.e. accumulated provisions
over NPLs) also fell visibly. Against this back-
ground, it becomes imperative that banks
increase provisioning and pursue prudent
profit distribution and bonus policies.

The liquidity of the Greek banking system
improved during the reviewed period, as
reflected in the evolution of compulsory liq-
uidity ratios and the downward trend in the
loan-to-deposit ratio. Underlying this
improvement in liquidity ratios were, most
importantly, banks’ recourse to the Eurosys-
tem’s refinancing operations and an enhance-
ment of their deposit bases. In the next few
months, it is important that banks diversify
their funding sources and reduce their
reliance on the Eurosystem for liquidity,
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weighing the alternative funding sources in a
timely manner and in line with the ECB’s
strategy for a gradual withdrawal of non-stan-
dard support measures.

Another very positive development during the
year was the improved capital adequacy of
Greek commercial banks and their groups,
mainly as a result of a considerable increase
in regulatory capital. Particularly important
from the viewpoint of banking system stabil-
ity was a qualitative improvement in own
funds, chiefly owing to the completion of con-
siderable capital increases through payment
in cash. In the current phase, it is essential
that banks formulate a clear medium-term
strategy, in particular with respect to the
desirable level of their capital base and the
use of alternative funding sources. In so
doing, they should assess not only the current
conditions, but also the projected financial
and macroeconomic developments and

prospects, which are still surrounded by a high
degree of uncertainty.

In view of the need to prudently deal with the
consequences of the economic downturn in
Greece and the countries where they have
presence, Greek banks should maintain cap-
ital buffers comfortably above the supervisory
minimums, by increasing, inter alia, capital
generation. Given the uncertainties in the
international environment, banks should
enhance their capacity to absorb not only
foreseeable losses, but also potential losses
arising from unexpected shocks. In formulat-
ing their strategies, banks should also take
into consideration the proposed changes in
the international supervisory and regulatory
framework. These changes will imply, among
other things, increased quantitative and qual-
itative capital requirements, higher provi-
sioning for credit risk and a more balanced
mix of alternative funding sources.
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DEVELOPMENTS IN THE BANKING SECTOR IN THE JANUARY-SEPTEMBER 2009 PERIOD

The most important development in the third quarter of 2009 was a quantitative and qualitative
improvement in the prudential own funds of Greek commercial banks and their groups. This is
attributable to the completion of capital increases through payment in cash by five banks (totalling�2.2 billion), which boosted considerably capital adequacy ratios at banking system level (see the
table below). During the same period, the profitability of Greek banks and their groups fell
markedly year-on-year (banks: -38.6%, banking groups: -42.3%), mainly as a result of high pro-
visions for credit risk. A substantial share of pre-tax profits stemmed from financial operations
and securities transactions, i.e. non-recurring income. Profitability indicators also fell consider-
ably, while the cost-to-income ratio improved slightly.

Regarding banking risks, in the third quarter of 2009 credit risk increased further, albeit at a declin-
ing rate. The quarter-on-quarter rise in the NPL ratio was 40 basis points (from 6.8% in June 2009
to 7.2% in September 2009), compared with 80 basis points and 100 basis points in the second
and first quarter of 2009 respectively. Nevertheless, banks should increase provisioning for credit
risk, not only as a buffer against further increases in the NPL ratio but also in order to increase
the coverage ratio (i.e. accumulated provisions over NPLs), which remains low.

In September 2009, capital requirements for market risk declined in comparison with June 2009,
as banks sold part of their bond portfolios. During the same period, the loan-to-deposit ratio of
banks (and their groups) showed a small improvement, while their reliance on the Eurosystem
for funding decreased.

Box Ι.1
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Banks Banking groups

December 2008 September 2009 December 2008 September 2009

Sources: Bank of Greece and financial statements of banks and banking groups.
1 NPL data on international activities are not comparable and therefore the NPL ratio on a consolidated basis is not reported.
2 Profitability data refer only to Athex-listed Greek commercial banks and their groups.

Key vulnerability and shock-absorption capacity indicators of Greek commercial banks and
banking groups

(percentages)

Asset quality1

Non-performing loans (NPLs) – total 5.0 7.2

−Housing loans 5.3 6.9

−Consumer loans 8.2 11.7

−Business loans 4.3 6.4

Coverage ratio (accumulated provisions over NPLs) 48.9 41.9

Liquidity

Loan-to-deposit ratio 108.4 104.7 115.1 113.4

Capital adequacy

Capital adequacy ratio (CAR) 10.7 13.2 9.4 11.7

Tier Ι ratio 8.7 11.7 7.9 10.6

Jan.-Sept. 2008 Jan.-Sept. 2009 Jan.-Sept. 2008 Jan.-Sept. 2009

Profitability2

Net interest margin 2.2 1.9 2.9 2.6

Cost-to-income ratio 56.5 52.7 55.8 51.9

Return on assets – ROA (after tax) 0.5 0.2 1.0 0.5

Return on equity – ROE (after tax) 8.9 4.7 14.6 7.5
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1 INTRODUCTION

The period following the publication of the
previous Financial Stability Report in June
2009 was marked by signs of stabilisation and
of a gradual recovery of the global economy,
although the sustainability of positive growth
rates has yet to be confirmed. World and euro
area GDP are both expected to show positive
growth again in 2010. The economies of South-
Eastern European countries still face major
challenges, given their high dependency on
capital inflows which makes them vulnerable to
adverse developments in the international
macroeconomic environment.

Developments are also negative for Greece,
which in 2009 recorded its worst economic per-
formance since joining the euro area. GDP
growth is expected to remain in negative ter-
ritory in the last quarter of 2009, with rigidities
in factors of production and final product mar-
kets impeding the return of the Greek econ-
omy to an upward path.

The decline in economic activity has inevitably
affected the key financial aggregates of non-
financial corporations. According to data for
the first half of 2009, compared to the corre-
sponding period of 2008, the turnover, pre-tax
profits and liquidity of corporations fell, while
their leverage ratio dropped only marginally.
As far as households are concerned, their debt
servicing capacity was negatively impacted,
although their debt-to-income ratio is expected
to be lower at the end of 2009 than at the end
of 2008.

2 THE IMPACT OF THE EXTERNAL
ENVIRONMENT ON THE GREEK ECONOMY1

2.1 INTERNATIONAL DEVELOPMENTS

The extensive measures adopted worldwide to
support the financial system and the real econ-
omy have substantially contributed to stabilis-
ing the global economy. The advanced
economies are showing signs of stabilisation

and of a gradual recovery, while the major
emerging economies (e.g. China and India)
have seen their economic activity growth start
to pick up. These developments should not,
however, foster complacency, as the short-term
global economic outlook remains subject to
high uncertainty. The smooth exit from the cri-
sis will require proper planning on behalf of
the authorities, as well as a restoration of con-
sumer and investor confidence and the orderly
functioning of financial markets.

According to the IMF, world GDP is
expected to resume positive growth in 2010
(3.1%), after declining by -1.1% in 2009, with
the emerging and developing Asian economies
being the key drivers and the advanced
economies expected to register definitely lower
growth rates (see Chart II.1). In the euro area,
for which a gradual and slow recovery is antic-
ipated, GDP growth will, according to
December 2009 Eurosystem staff projections,
be between 0.1% and 1.5% (and between
-4.1% and -3.9% for 2009).2 Inflation in the
advanced economies fell markedly in 2009,
mainly as a result of the drop in international
fuel prices, and is expected to remain very low
in 2010, against a backdrop of subdued eco-
nomic activity and adverse labour market
developments.

In financial markets, which were particularly
hit by the global economic crisis, the first signs
of a turnaround are reflected in the tendency
toward normalisation of money market inter-
est rates. Positive indications have also been
provided by stock prices which, after the first
quarter of 2009, bounced back from the very
low levels they had reached following the
intensification of the crisis in the autumn of
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11 The following analysis has taken into account the latest Eurosys-
tem staff macroeconomic projections (3.12.2009), as well as the
forecasts of the OECD (Economic Outlook, Preliminary Edition,
19.11.2009), the European Commission (Autumn Economic Fore-
casts, 3.11.2009), the IMF (World Economic Outlook, 1.10.2009),
and other available data.

22 According to IMF forecasts, GDP growth will be slightly positive
(0.3%) in 2010, after a sharp drop in GDP (-4.2%) in 2009, while
the unemployment rate will climb to 11.7% (in average annual
terms). European Commission forecasts for the euro area in 2010
anticipate a higher GDP growth rate (0.7%) and a lower unem-
ployment rate (10.7%).
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2008. World trade also shows signs of stabilis-
ing, while survey data point to an improving
economic climate.

All of these positive signs should, however, be
interpreted with caution. The adverse feedback
loop between the financial sector and the real
economy, and the unusually strong correlation
between economies worldwide during the cri-
sis are hampering the global economy’s exit
from the crisis. The recovery is still fragile, and
the financing conditions for households and
enterprises have not yet returned to normal.
Credit growth to the private sector, for
instance, remains very low in the euro area.3

Meanwhile, as pointed out by the IMF, bank
balance sheets worldwide have yet to be
entirely cleansed of their toxic assets. In addi-
tion, the risks surrounding the recovery
prospects for the global economy are com-
pounded by risks associated with persistent
global macroeconomic imbalances and pro-
tectionism, both of which are expected to
intensify as the repercussions of the economic

crisis become more visible, especially in the
labour market.

Finally, the extensive implementation of a
number of conventional and non-conventional
measures of expansionary monetary and fiscal
policy calls for caution. Although such meas-
ures have helped avert a collapse of the global
financial system, the protracted decline of
GDP in 2009, combined with the ample liq-
uidity in the global monetary system and the
extremely high fiscal deficits caused by the
recession, can become serious destabilising fac-
tors in the medium term.

Governments, central banks, as well as Euro-
pean and international institutions all remain
vigilant in addressing the repercussions of the
economic crisis. The need to keep extraordi-
nary fiscal stimulus measures in place until the
recovery is fully secured has been recognised,
both at a European and at an international
level.4 In the meantime, however, governments
and monetary authorities will also need to
develop exit strategies, so that these stimulus
measures can gradually be withdrawn in a
coordinated manner, as soon as the conditions
allow it, without posing a threat to fiscal sta-
bility or to the progressively better functioning
of the financial system.

2.2 THE SOUTH-EASTERN EUROPEAN ECONOMIES5

The impact of the global crisis has put severe
strain on the economies of South-Eastern (SE)
Europe, most of which have so far seen their
real output fall by more than 5% (see Table
ΙΙ.1). This significant downturn is due, on the
one hand, to the transmission of real and finan-
cial shocks from more advanced economies
and, on the other, to important domestic
imbalances. These domestic imbalances were
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33 See “The euro area bank lending survey”, ECB, October 2009.
44 See the Conclusions adopted by the Ecofin Council, 20 October

2009, and the European Council, 29/30 October 2009, as well as the
Statement issued by the G-20 Summit leaders in Pittsburgh, 24/25
September 2009.

55 The discussion of South-Eastern European economies here covers:
Albania, Bosnia and Herzegovina, Bulgaria, Croatia, the Former
Yugoslav Republic of Macedonia (FYROM), Montenegro, Roma-
nia, Serbia and Turkey.
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mainly reflected in a strong dependency on
capital inflows and high private sector indebt-
edness in foreign currency, with potentially
negative implications in the medium term.

At the present stage, despite previous prob-
lems with external financing and the ongoing
recession, the countries of SE Europe appear
to have steered clear of a financial collapse.
The threat of twin crises (i.e. a banking and a
balance of payments crisis) seems to have been
warded off. Although individual banks have
been facing problems, there have been no
bankruptcies; in terms of balance of payments,
in spite of reduced external financing, there
have been no mass capital outflows either.
These developments have eased the deprecia-
tion pressures on domestic currencies, while
the downward trend of asset prices seems to
have largely run its course.

The role of the international community
through relevant institutions has been decisive
in averting the worst-case scenarios. The Inter-
national Monetary Fund, the World Bank, the
European Commission and other institutions
and bodies have provided significant financial
support and made a key contribution to restor-
ing market and investor confidence. Particu-
larly important in safeguarding financial sta-

bility in the region was the support provided by
foreign parent banks to their local branches
and subsidiaries. These banks’ exposure levels
in the region have not decreased, while roll-
over rates have remained close to 100%.

Worsening economic conditions contributed to
the deterioration of the SE European coun-
tries’ fiscal positions in 2009, even though their
public (external) debts remain low. Fiscal
expansion came from automatic stabilisers and,
in some cases, from discretionary fiscal stim-
ulus measures. With regard to monetary pol-
icy, disinflation and the decline in credit expan-
sion have shifted policy focus and enabled a
gradual easing of monetary policy in several
countries. It should be noted that monetary
policy did not rely solely on interest rate cuts,
but also on other tools, such as changes in
reserve requirement ratios (aimed to ensure
that liquidity needs in domestic and/or foreign
currency are met). Generally speaking, the
countries of South-Eastern Europe with float-
ing rate regimes gave top priority to ensuring
financial stability, whereas those with fixed
exchange rate regimes also focused on main-
taining exchange rate stability.

In spite of a sizeable correction of imbalances
in the economies of the region, significant risks
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Table II.1 Real GDP growth in South-Eastern European countries

(annual percentage changes)

Albania 5.5 6.3 6.8 6.0 - - 0.7

Bosnia-Herzegovina 6.9 6.8 5.5 - - - -3.0

Bulgaria 6.3 6.2 6.0 -3.5 -4.9 -5.8 -6.5

Croatia 4.7 5.5 2.4 -6.7 -6.5 - -5.2

FYROM 4.0 5.9 4.9 -0.9 -1.4 - -2.5

Montenegro 8.6 10.7 7.5 - -3.5 - -4.0

Romania 7.9 6.2 7.1 -6.2 -8.7 -7.1 -8.5

Serbia 5.2 6.9 5.4 -3.5 -4.0 - -4.0

Turkey 6.9 4.7 0.9 -14.3 -7.0 - -6.5

Country 2006 2007 2008

2009*

Q1 Q2 Q3
2009 

forecast

Sources: National central banks, IMF and Reuters.
* Data for 2009 are expected to be revised.
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remain. First, with their inflation and current
account deficits persisting at relatively high lev-
els, some countries are still highly dependent
on capital inflows and thus remain particularly
vulnerable, especially so long as the crisis con-
tinues. Second, financial stability remains
―albeit less so― subject to risks associated
mainly with adverse (second-round) effects
from the economic downturn, in the form of a
surge in non-performing loans. Finally, one of
the main challenges lying ahead for the SE
European economies is the need to press
ahead with structural adjustment, so that they
can soon get back on a track of strong and sus-
tainable growth.

3 THE DOMESTIC ECONOMIC ENVIRONMENT

3.1 MACROECONOMIC DEVELOPMENTS AND
PROSPECTS

Greece recorded its worst economic perform-
ance in 2009 since joining the euro area. This
performance has been negatively affected by
the impact of the international financial tur-
moil and, most importantly, by adverse domes-
tic factors, both conjunctural and structural. In
the period January-September 2009, economic
activity declined, while early indications for the
fourth quarter are less encouraging; for
instance, the rate of change in the coincident
indicator of economic activity compiled by the
Bank of Greece6 dropped to negative levels in
September 2009 (-1.2%), from 0.5% in Decem-
ber 2008 (see Chart ΙΙ.2).

During the period April-October 2009, the
results of business and consumer surveys,
which record the expectations and intentions
of enterprises and households, suggested a
more moderate deterioration in economic
conditions without, however, signalling a def-
inite turnaround or specifying when the recov-
ery is likely to get well under way, as the rel-
evant survey-based indicators are still clearly
below the average of the past few years. For
instance, the economic sentiment indicator for
Greece, compiled by the European Commis-

sion, declined for some fifteen consecutive
months to an unprecedented low in March
2009. It then recovered partially in the period
April-October, but nonetheless remained rel-
atively low, before declining once again in
November.

Chronic structural weaknesses, such as the
country’s low trade openness, as well as factor
and product market rigidities ―unless dealt
with decisively― are expected to be a major
stumbling block to the recovery of the Greek
economy. Although these factors may have
contributed in the short term to temporarily
mitigating the impact of the global crisis, in the
medium term they will be a drag on the Greek
economy and prevent it from keeping up with
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66 This indicator is derived as the “single main component” of short-
run indicators and reflects the growth rate of underlying economic
activity, smoothing out any excess variability in its component indi-
cators.
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and taking advantage of the recovery in the
world economy, once it takes hold.

Turning to specific economic developments, in
the first nine months of 2009 a decline was
recorded in the turnover of major activities in
the services sector, such as wholesale trade and
car trade. There was also a decline in the trans-
port sector in the first half of the year. Tourism
(hotels-restaurants) did not post encouraging
results, in spite of the signs of recovery
observed in the second quarter of 2009 after a
decline in the first quarter. Gross fixed capital
formation continued its downward course,
falling by 15.9%7 in January-September 2009,
compared with the corresponding period of
2008, after already declining by 7.4% in 2008 as
a whole. According to NSSG short-term indi-
cators, total industrial production also declined,
across all main industrial groupings, at an aver-
age annual rate of -9.7% in the first ten months
of 2009 (2008: -4.0%). The decline in manu-
facturing production over the same period was
even stronger (January-October 2009: -11.8%,
compared with -4.7% for 2008 as a whole).

One factor that supported economic activity
during the January-September 2009 period was
an increase in public consumption (10.9% at
constant prices,8 according to provisional
NSSG national accounts estimates), which con-
tributed 1.7 percentage points to GDP growth.
It should, however, be noted that this increase
in public consumption is reflected in a con-
siderable overrun in ordinary budget expen-
diture. Indeed, a fiscal relaxation was
observed on both the revenue and the expen-
diture sides in 2008 and even more so in 2009,
leading to a significant widening of the fiscal
deficit, with adverse repercussions on Greece’s
credit rating and, consequently, borrowing
costs and medium-term growth prospects.

As regards the projected path of key economic
aggregates in 2009 ―based on the latest avail-
able national accounts data, the current trends
of key short-term economic indicators, the esti-
mates and forecasts of international organisa-
tions for global economic developments― the

average rate of change in GDP for 2009 as a
whole is expected to contract by 1.2% (Janu-
ary-September: -1.1%), after positive growth
rates of 2.0% in 2008 and 4.5% in 2007. The
projected GDP growth for 2009 assumes a
small dampening effect on GDP from a partial
liquidation of inventories which had peaked in
2008 and contributed 1.1 percentage points to
GDP growth that year.

Domestic demand is expected to decline in
2009 (after stagnating in 2008), thus con-
tributing negatively to the change in GDP,
while gross fixed capital formation is expected
to contract by some 17% in 2009 as a whole. By
contrast, the change in the real external bal-
ance should make a positive contribution,
exclusively on account of the projected strong
decline in imports of goods and services.

Private consumption, which has been the main
driver of domestic demand for over a decade,
is expected to fall by around 1% in 2009 as a
whole (after increasing by 2.3% in 2008), thus
contributing to a negative rate of change in
domestic demand.

Lastly, the exports of goods and services, after
increasing by 4.0% in 2008, are expected to
decrease in 2009 by a sizeable 17%. The weak-
ness of domestic demand is also reflected in
the imports of goods and services, which for
2009 as a whole are projected to fall by close
to 20% (2008: +0.2%).

3.2 BALANCE SHEET CONDITION OF 
NON-FINANCIAL CORPORATIONS

Greek firms’ balance sheets deteriorated in the
first half of 2009, due to unfavourable domes-
tic macroeconomic developments and to the
global economic downturn, which among other
sectors negatively affected Greek exports.9
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77 Calculated at constant prices and excluding the change in inventories.
88 13.5% at current prices.
99 The global economic downturn and the strong decline in world

trade volumes caused the exports of goods to shrink by 32.2% at
current prices in the period January-September 2009 over the cor-
responding period of 2008 (based on balance of payment statistics
compiled by the Bank of Greece).

KEF II:������ 1  11-02-10  08:15  ������ 17



Some of the key indicators of these corpora-
tions, such as profitability and liquidity ratios,
worsened,10 whereas their financial condition
benefited from the substantial drop in bank
lending rates from November 2008 onwards.
This positive impact, however, is expected to be
only temporary, given that interest rates are not
unlikely to increase as the euro area economy
comes out of the crisis and the ECB’s non-stan-
dard monetary policy measures are gradually
withdrawn.

3.2.1 Profitability

The pre-tax profits of all corporations in the
sample shrank by 51.5% in the first half of 2009
relative to the corresponding period of 2008.
This inevitably affected their net profit mar-
gin,11 as well as their return on equity (ROE)

and return on assets (ROA) ratios (see Chart
ΙΙ.3).12 A decomposition of profitability
shows that the decrease in profits for the cor-
porations in the sample was mainly due to a
drop in turnover (by 27% in the first half of this
year, compared with the same period of 2008)
and to the fall in their operating and non-oper-
ating income which outpaced the decline in
their operating and non-operating expenses.13

For the months ahead, survey results point to
divergent developments in turnover across sec-
tors, with stabilisation and even recovery
expected in the construction and trade sectors,
and a declining path anticipated in industrial
output.

3.2.2 Financing

The debt financing of non-financial corpora-
tions comes mostly from the domestic banking
system.14 The annual growth rate of credit15 to
non-financial corporations by Monetary
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1100 The relevant indicators discussed here were compiled using data
from the financial statements of a sample of some 250 non-finan-
cial corporations, as available from the ICAP database for the Jan-
uary 2007-June 2009 period. Excluded from the sample were three
large-sized corporations (OTE, DEH and OPAP) to avoid size-
related distortion to aggregate figures.

1111 The gross profit margin is defined as the ratio of gross profit to
sales. The net profit margin is the ratio of net pre-tax profit to sales.

1122 The ROE and ROA ratios measure the rate of return on invest-
ment in a company and are defined as the ratios of pre-tax prof-
its to total equity or assets, respectively.

1133 The operating and non-operating income of the non-financial cor-
porations in the sample fell by 24% and 49%, respectively, in the
first quarter of 2009, compared with the same period of 2008, while
operating and non-operating expenses fell by 13% and 30% respec-
tively.

1144 According to debt figures from national financial accounts, from
2003 to the second quarter of 2009, around 80% each year of the
non-financial corporations’ total liabilities involved loans and debt
securities held in portfolios of domestic Monetary Financial Insti-
tutions (MFIs).

1155 Credit (stock at a given point in time) to non-financial corpora-
tions by domestic MFIs is defined as the sum of outstanding MFI
loans, MFI holdings of corporate bonds and the outstanding
amounts of securitised loans and securitised corporate bonds. The
net flow of credit (during a given period) is defined as the differ-
ence in the outstanding stock of credit between the beginning and
the end of the reference period. Loan write-offs during the ref-
erence period are added and the sum is adjusted for valuation dif-
ferences on loans denominated in foreign currency. Specifically,
exchange rate differences due to the appreciation of the euro vis-
à-vis foreign currencies are added, whereas exchange rate differ-
ences due to the depreciation of the euro vis-à-vis foreign cur-
rencies are deducted. Changes in the outstanding amounts of
credit for individual loan categories are calculated in a similar
manner. Finally, it should be noted that the net flows and rates of
change in credit for the first nine months of 2009 also include loans
and corporate bonds transferred by domestic credit institutions to
their subsidiaries abroad. The analysis of credit is based on data
from MFI financial statements.
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Financial Institutions (MFIs) dropped sharply
throughout January-October 2009 (October
2009: 5.6%, December 2008: 21.2%; see Chart
ΙΙ.4). This development is associated, on the
supply side, with the tightening of credit terms
and conditions by domestic MFIs16 and, on the
demand side, with corporate reluctance to take
on new investments.17 The quarterly net flow
of MFI credit to non-financial corporations
rose slightly between the first and the second
quarter of 2009 and increased further in the
third quarter, remaining, however, significantly
below its end-2008 level. Banks’ funding con-
ditions are estimated to have improved slightly
in the fourth quarter of 2009, as money and
capital markets seem to be stabilising. If this
continues in the future, ceteris paribus, it
would positively affect the supply of credit by
Greek banks. Moreover, business and bank
lending surveys point to a forthcoming small
pick-up in demand for corporate loans, also
supported by the observed decline in relevant
lending rates (see Chart ΙΙ.5).

3.2.3 Leverage

According to national financial accounts data,
the debt of non-financial corporations18 as a
percentage of GDP interrupted its previously
upward trend and declined slightly to 65.2% in
June 2009, from 66.0% in December 2008 (see
Chart ΙΙ.6). It nonetheless remained signifi-
cantly lower than the euro area average (June
2009: 103.9%).

The debt-to-assets and debt-to-equity ratios of
all corporations in the sample under review
remained virtually unchanged in June 2009,
compared with one year earlier. However, their
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1166 According to the results of the Bank Lending Surveys of April, July
and October 2009, banks tightened credit terms and conditions in
the first and second quarters of 2009, and maintained them
unchanged in the third. The Bank Lending Survey is conducted by
the Bank of Greece on a quarterly basis, as part of a Eurosystem-
wide survey.

1177 See Monetary Policy – Interim Report, October 2009, Chapter
IV.1.

1188 The debt of non-financial corporations comprises loans, debt secu-
rities issued, as well as pension fund reserves. Debt data are derived
from the financial accounts of the non-financial corporate sector,
which record the sector’s total financial assets and liabilities.
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ability to service their interest expenses out of
their earnings decreased, as evidenced by the
decline in their interest coverage ratio19 (see
Chart ΙΙ.7), since the decrease in their earnings
was more pronounced than that of their inter-
est expenses. The moderate decline in the cor-
porations’ interest expenses can be attributed,
among other factors, to the higher risk premi-
ums incorporated by Greek banks into their
lending rates in the face of an increase in non-
performing loans. This, as a result, contained
the drop both in bank lending rates and in cor-
porations’ interest expenses.20

3.2.4 Liquidity

According to available data, the liquidity of the
sample’s corporations worsened, as both their
current and quick ratios21 stood lower in June
2009 than in June 2008 (see Chart ΙΙ.8).

3.3 BALANCE SHEET CONDITION OF HOUSEHOLDS

The impact of macroeconomic aggregates on
the financial condition of households and,

therefore, on their debt servicing ability was
mixed. On the one hand, lower employment
and the slowdown in average wage and other
income growth raised the probability of certain
households defaulting on their debt obligations
by more than expected. On the other hand, the
drop in lending rates has reduced loan servic-
ing costs, while the decrease so far in house
prices makes a sharper fall in the future seem
unlikely. Overall, for both 2009 and 2010,
adverse income prospects and the likely return
to higher interest rates, as the euro area
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1199 The interest coverage ratio is defined as earnings before interest
and taxes divided by interest expenses; data refer to the first half
of the year.

2200 See Monetary Policy – Interim Report, October 2009.
2211 The current ratio is defined as the ratio of short-term (current)

assets to short-term liabilities; the quick ratio is computed in a sim-
ilar way, except that current assets are taken net of inventories. As
mentioned in previous reports, these ratios reflect a corporation’s
ability to service its short-term liabilities by selling readily realis-
able assets.
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economies begin to come out of the recession,
are expected to have a negative impact on
households’ financial condition.

3.3.1 Developments in household credit and
indebtedness

The annual growth rate of MFI lending to
households,22 continuing its downward trend
since February 2006, declined markedly in the
first ten months of 2009 to 3.3% in October
2009 (December 2008: 12.8% – see Chart ΙΙ.4).
Credit expansion was slower for both housing
loans (October 2009: 4.0%, December 2008:
11.5%) and consumer loans (October 2009:
2.4%, December 2008: 16.0%), due to supply
as well as demand factors. Households’ expec-
tations of a worsening in their financial posi-
tion and of a fall in prices in the housing mar-
ket negatively impacted their demand for
credit. On the supply side, the unfavourable
prospects for the economy and the real estate

market, as well as a perceived deterioration in
consumer creditworthiness, caused banks to
tighten their credit terms and conditions for
lending to households.23

As regards household indebtedness, the debt
ratio (i.e. household debt over disposable
income) edged down slightly at the end of the
first half of 2009 to 70.6%24 (December 2008:
71.2%),25 for the first time after a protracted
period of strong rises (see Chart ΙΙ.9). The debt
ratio for households in Greece thus remained
significantly lower than in the euro area as a
whole (June 2009: 94.1%26; see Chart ΙΙ.9), and
is projected, by end-December 2009, to stand
slightly above its level of end-June 2009.

3.3.2 Interest rate risk for households

Households’ average interest payment burden
(as a percentage of their gross disposable
income) displayed a downward trend in 2009,
after rising continuously in previous years (see
Chart ΙΙ.10). This was exclusively due to the
decrease in interest payments on housing
loans, mainly on account of the significant
interest rate declines on new and outstanding
housing loans during this period, while the
increase in the average outstanding amount of
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2222 Credit (stock at a given point in time) to households by domestic
MFIs is measured as the sum of the outstanding balances of loans
held by MFIs in their asset portfolios and securitised loans. The net
flow of credit (in a given period) is defined as the difference
between outstanding credit balances between the beginning and the
end of the period. Loan write-offs effected during the reference
period are then added and the total is adjusted upwards (down-
wards) for valuation gains (losses) on loans denominated in foreign
currencies.

2233 Looking at credit developments over a shorter-term horizon, the
net flow of credit to households in the third quarter of 2009 mainly
concerned housing and, to a lesser extent, consumer loans, while
the annual growth rate of consumer loans declined more in that
quarter (compared with the second quarter of the year) than that
of housing loans (consumer loans: 2009: third quarter: 5.3%, sec-
ond quarter: 9.1%; housing loans: 2009: third quarter: 5.1%, sec-
ond quarter: 7.3%). This trend is confirmed by the results of the
latest Bank Lending Survey (October 2009), according to which
banks somewhat eased their credit standards on housing loans in
the third quarter of 2009 (compared with the previous quarter), but
tightened their consumer credit standards (see Chart II.11).

2244 Projection for gross disposable income at end-2009.
2255 After the recent revision of NSSG national accounts data for house-

holds’ disposable income, the ratio figures for the entire 2000-2008
period turned out to be lower than on the basis of the unrevised
data mentioned in the Financial Stability Report of June 2009.

2266 Disposable income for the euro area as a whole in June 2009 has
been calculated by cumulative flows over the four quarters through
June 2009.
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housing credit was limited.27 The total
decrease in interest rates so far has signifi-
cantly reduced the risk of households having
difficulty meeting their interest payments. It is
estimated that this risk will remain low in 2010,
even though interest rates are likely to
increase.

3.3.3 Household income risk

Income risk refers to the likelihood of a reduc-
tion in a household’s ability to repay its debts
(with a negative impact on the stability of the
financial system), as a result of a decrease in
disposable income and/or of job loss.

The deterioration in the domestic macro-
economic environment in 2009 and, particu-
larly, in labour market conditions (in the
form of a decrease in the number of persons
employed or in average hours worked) and
the slowdown in real disposable income
growth have negatively impacted the debt
servicing ability of certain households this

year.28 This is a crucial development, given
that income risk is one of the major param-
eters that affect household debt repayment
ability. The increase in income risk proved to
be higher than initially expected29 (owing, for
one, to a stronger rise in the unemployment
rate, to 9.1% on average during the first nine
months of 2009, from 7.6% in the corre-
sponding period of 2008), as suggested, inter
alia, by the findings of the latest Bank Lend-
ing Survey (October 2009).30 The tightening
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2277 The average interest payment burden on consumer loans remained
unchanged over the first three quarters of 2009 compared with
2008, as interest rates on consumer credit dropped only slightly.
This is the first year during which interest expenses stabilised, after
the rises recorded in previous years.

2288 See Monetary Policy – Interim Report 2009, October 2009, Chap-
ters IV.2 and IV.3. A significant deceleration in average real wages
in the economy as a whole is expected for 2009.

2299 See Financial Stability Report, June 2009.
3300 The unfavourable expectations for unemployment and the finan-

cial situation of households are also reflected in relevant industrial
and consumer confidence indicators (see ΙΟΒΕ, Conjunctural Sur-
vey, November 2009, in Greek).
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of banks’ credit terms and conditions for con-
sumer loans in the third quarter of the year
was in part prompted by their assessment of
a decline in borrower solvency, owing to the
continuous deterioration in the financial sit-
uation of households (see Chart ΙΙ.11).31 For
the end of 2009 and into 2010, income risk is
projected to increase, as the slight rise antic-
ipated in household real disposable income
(probably less than in 2009) will be more than
outweighed by the impending increase in the
tax burden and the likely continued decline
(albeit less pronounced) in employment.
Whatever the outcome, as underlined in the
previous Financial Stability Report (June
2009), these pressures only concern the debt
repayment capacity of certain groups of
households that are estimated to account for
a small share of the total debt of households
to banks.32,33 These pressures and the
observed rise in unemployment leave no

room for complacency, due to their implica-
tions in terms of non-performing loans.34

3.3.4 House price risk

The positive rates of growth in house prices in
Greece gradually began to weaken in early
2006 and continued to do so until the end of
2008. Since the first quarter of 2009, the
annual rate of growth in residential prices has
been negative (entire country: third quarter
2009: -5.3%, second quarter 2009: -2.6%, first
quarter 2009: -3.4%, fourth quarter 2008:
0.6%).35

Given the gradual nature of the decline in res-
idential prices so far,36 the risk of an abrupt
correction seems limited, especially after the
ongoing normalisation of conditions in finan-
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3311 This negative impact on credit supply is also partly a second-round
effect, since it followed the increase in household non-performing
loans observed in the first half of 2009 (for credit risk, see Chap-
ter IV).

3322 This is also associated with supply factors, i.e. banks’ more cautious
lending policies in recent years.

3333 According to the latest Household Borrowing Survey of 2007 (see
Financial Stability Report, June 2009, and Box VII.I, Monetary Pol-
icy – Interim Report 2008, October 2008). The sample distribution
(by income quartile) of households shows that the ratios of both
loan servicing costs and outstanding loans to household disposable
income were higher for the household groups in the lowest income
group.

3344 The paper by Th. Mitrakos and G. Simigiannis, “Determinants
of Greek household indebtedness and financial stress” (Bank of
Greece, Economic Bulletin, No. 32, May 2009), is an empirical
study of the factors affecting household debt and financial pres-
sure, based on data from the survey on household borrowing. As
reported, a household in a low annual income group (€6,000-€12,000) is five times more likely to have difficulty repaying a
loan than a household in the “over �€30,000” income group. Loan
repayment ability was also found to be negatively correlated with
characteristics such as the low skills of the household head. In
addition, according to the results of the NSSG labour force sur-
vey (see discussion in Chapter IV.2, Monetary Policy – Interim
Report 2009, October 2009), the groups most vulnerable to
unemployment risk include low-skilled workers and those
employed in sectors in recession this year (such as construction
and industry).

3355 Revised data. According to the same data, the annual rates of
change in house prices for the Athens area were as follows: third
quarter of 2009: -5.7%, second quarter of 2009: -5.0%, first quar-
ter of 2009: -4.6% and fourth quarter of 2008:-0.8%.

3366 For a more extensive discussion of housing market conditions, see
Monetary Policy – Interim Report 2009, Box IV.1. The drop in
prices is attributed both to excess supply, i.e. the estimated build-
up of a surplus stock of houses over the past few years, and to sub-
dued demand for house purchases (despite interest rate cuts)
because of banks’ tighter credit standards on housing loans, as well
as the deterioration in economic prospects. Regarding demand, the
house affordability index, i.e. the ratio of household disposable
income to residential prices, has been improving in the last three
years, following a slowdown in house price growth. However,
households’ cautiousness, mainly on account of heightened uncer-
tainty about employment and future income, has also dampened
demand.
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cial markets. Moreover, unlike the real estate
markets of other euro area countries, the
Greek market has not shown signs of signifi-
cant overpricing.37 Furthermore, the house
price-to-rent ratio38 has been gradually
falling since the third quarter of 2007, mir-
roring for the most part the downward adjust-
ment of residential prices. This ratio is

expected to continue to decline at a modest
pace in the coming quarters.
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3377 See Real Estate Market: Recent developments and prospects, Bank
of Greece, proceedings of the conference held on 29 April 2009 (in
Greek).

3388 This ratio is usually assessed in conjunction with other factors (such
as interest rate developments, the return on alternative investment,
the business cycle, etc.) to detect possible overvaluation in real
estate markets.
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1 INTRODUCTION

Between June and November 2009, conditions in
money markets improved considerably, particu-
larly for shorter maturities, while an abatement
of tensions was observed in capital markets.

With respect to developments in the most
important government bonds, the continuing
uncertainty about the future outlook of
economies led to a small increase in bond prices.
Demand for Greek government bonds, in par-
ticular, remained strong in the June-September
2009 period, as was also the case with bonds of
other countries with relatively lower credit rat-
ings, which contributed to a narrowing in the
yield spread between the Greek 10-year bench-
mark bond and the corresponding German
bond. The downward trend in the above yield
spread came to a stop in October and, especially
in the second half of November, this spread
widened considerably amid high volatility.

During the period under review, stock prices
worldwide rose significantly, in particular the
stocks of financial firms, which had experi-
enced the strongest strains during the intensi-
fication of the crisis. Factors contributing to
this positive development were improved mar-
ket sentiment and corporate profitability.
Share prices on the Greek stock market also
increased sharply through to mid-October
2009. Subsequently, however, and up to the
end of November, this trend was reversed.

In the foreign exchange market, the euro con-
tinued to appreciate against the US dollar, the
pound sterling and the Japanese yen, reflecting
economic conditions and prospects of the respec-
tive economies. Lastly, commodity markets saw
a continuation of the upward trends observed
since the beginning of the year, with gold prices,
most notably, having reached record highs.

2 MONEY MARKETS

The improvement of conditions in the euro
area money market, which became apparent in

the first half of 2009, was confirmed in the
June-November 2009 period, i.e. after the pub-
lication of the previous Financial Stability
Report. Factors supporting this development
were, apart from the impact of the cut of the
main refinancing rate to the historic low of 1%
in May 2009, a decline in counterparty risk
aversion and a further improvement in money
market liquidity as a result of the Eurosystem
interventions. In particular, an important role
in restoring normal conditions in the money
market was played by the two refinancing oper-
ations conducted in June and September,1

through which the ECB injected liquidity with
full allotment and a maturity of one year, at a
fixed rate equal to the rate on the main refi-
nancing operations.2 A further sign of stabili-
sation of money market conditions was that in
the 12-month refinancing operation in Sep-
tember the aggregate bid amount was only
17% of the respective bid amount for the main
refinancing operation carried out in June 2009.
These developments are clearly reflected in the
narrowing of the spread between the Euribor
and ΕΟΝΙΑ rates (see Chart ΙΙΙ.1). It is indica-
tive that the spread between the three-month
Euribor and the three-month EONIA swap
rate fell from 48 basis points at end-May 2009
to 29 basis points at end-November 2009. Nev-
ertheless, tensions have not been fully elimi-
nated, as suggested by a slowdown in the rate
of decline in this spread (see Chart III.1),
which remains higher than before the bank-
ruptcy of Lehman Brothers.

With particular regard to Greece, the
improved conditions in money markets were
reflected in higher volumes and longer matu-
rities of transactions, although transaction vol-
umes, with the exception of the overnight seg-
ment, still fall short of the levels seen before
the bankruptcy of Lehman Brothers.
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11 At its meeting on 7 May, the Governing Council of the ECB
decided to conduct three longer-term refinancing operations with
a maturity of 12 months. The third such operation was scheduled
for December 2009.

22 The longer-term refinancing operations with a maturity of one year
improve banks’ liquidity positions on very favourable terms and for
a prolonged period of time and contribute to maintaining the 12-
month interbank rate at low levels, thus promoting the reduction
in money market term spreads.
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It should be noted, however, that the easing of
tensions in the money market is partly due to
the increased liquidity in the markets as a
result of the support measures implemented by
central banks and governments.

3 GOVERNMENT BOND MARKETS

Uncertainty about future developments in the
major economies supported strong demand for
government bonds in the June-November 2009
period, causing their prices to increase3 despite
the pressure exerted by strong issuance in the
context of higher government borrowing
requirements. During the period under
review, an increase in investors’ risk appetite
favoured especially government bonds with rel-
atively lower credit ratings.

Focusing on the Greek government bond mar-
ket, in the primary market all issues of Greek
government bonds were oversubscribed, while
in the secondary market the yield spread
between the Greek 10-year benchmark bond
and the corresponding German bond (see

Chart III.2) narrowed significantly, from 212
basis points in early May 2009 to 127 basis
points at end-September 2009. However, since
early October 2009, investor concerns about
the Greek economy’s fiscal aggregates con-
tributed to the reversal of the downward trend
in the above spread. Moreover, the down-
grading of Greece’s credit rating by Fitch on 22
October 2009 (from Α to Α-), as well as the fact
that Moody’s placed Greece’s credit rating on
review for possible downgrade both had a neg-
ative impact.4 In November, the above devel-
opments pushed the yield spread between the
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33 The discussion in this section focuses on long-term bonds, as these
are less sensitive to short-term monetary policy decisions and bet-
ter reflect expectations about future economic conditions.

44 According to a recent EU study (see European Economy, “Deter-
minants of intra-euro area government bond spreads during the
financial crisis”, Economic Papers, 388, November 2009), sovereign
bond yield differentials in the euro area can be explained by inter-
national factors such as general risk perception (lower risk is pos-
itively correlated to a narrowing of spreads) as well as by domes-
tic factors such as the fiscal position of Member States. In this
respect, the higher risk awareness of investors after the crisis could
keep government bond yield spreads at higher levels than in the
pre-crisis period. For a more detailed discussion of developments
in Greek government bonds and of the factors determining their
yields, see Bank of Greece, Monetary Policy – Interim Report,
November 2009, and OECD “What drives sovereign risk premi-
ums? An analysis of recent evidence from the euro area”, OECD
Economics Department Working Paper no. 718, 2009.
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Greek 10-year benchmark government bond
and the comparable German bond to levels
exceeding 200 basis points, while at end-
November this spread stood at 188 basis
points. Bond market developments were also
reflected in the path of credit default swap
(CDS) spreads: at end-November 2009, this
spread for Greece was the highest among euro
area countries (see Chart ΙΙΙ.3).

Concerns about the prospects of economic
recovery at a global level and particularly in
Greece, and the possibility of governments fac-
ing increased borrowing requirements do not
preclude a new shift of investors towards
higher-rated and/or more liquid bonds. Such a
development would lead to upward pressures
on government bond yields in countries with
fiscal imbalances.

4 INTERNATIONAL CREDIT MARKETS

During the period under review, credit market
conditions improved, as evidenced both by a
surge in corporate bond issuance5 and by lower

credit spreads in the secondary market (see
Chart III 4). With regard to bank bonds, a rise
has been observed in issues of senior debt with-
out government guarantees, as well as in issues
of covered bonds and securitised loans. In par-
ticular, liquidity in the covered bonds market
was boosted by the ECB’s covered bond pur-
chase programme decided at the Governing
Council meeting of 7 May 2009 for an amount
of €60 billion, (by the end of November 2009,
purchases had reached about €26 billion). At
the same time, banks continued to use securi-
tisation mainly as a means of obtaining eligi-
ble collateral in the Eurosystem refinancing
operations. However, some mortgage loan
securitisation issues were subscribed by insti-
tutional investors.

5 STOCK MARKETS

Between June and November 2009, the
increased risk appetite of investors and the
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satisfactory corporate profitability continued
to exert an upward effect on share prices
worldwide (see Chart ΙΙΙ.5). Particularly
strong was the recovery in the stocks of finan-
cial companies, which had come under con-
siderable pressure in the period through to
early March 2009.

The positive shift in investor sentiment is also
reflected in a marked decline in stock price
volatility, which, however, remains higher than
the pre-crisis levels (see Chart ΙΙΙ.6).

In the Greek stock market, the upward trend
in share prices was reversed after mid-October,
as a result of investor concerns about Greek
economic aggregates. However, between end-
2008 and end-November 2009, the Athex com-
posite index continued to outperform both the
Dow Jones Euro Stoxx 50 index and Standard
& Poor’s 500 index in the United States.

A key driver of this development was the evo-
lution of the banking subindex reflecting mar-
kets’ positive assessment regarding the
resilience shown by Greek banks during the

financial turmoil, as well as the perceptions of
lower risks from Greek banks’ business in
Southeastern Europe, following the launching
of economic adjustment programmes in these
countries with the support of the international
community.

Over the medium-term, the evolution of stock
prices will be largely determined by the pace
of recovery in the global economy and in cor-
porate profitability; in the Greek context,
developments in the stock market or in gov-
ernment bonds for that matter, will depend
crucially on the extent of adjustment of the
domestic economy.

6 FOREIGN EXCHANGE MARKET

In the June-November 2009 period, the
exchange rate of the euro against the major
currencies was less volatile than in 2008 and
during the first five months of 2009 (see Chart
ΙΙΙ.7). The euro remained within a narrow
band vis-à-vis the Swiss franc and continued
to appreciate vis-à-vis the US dollar, the
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pound sterling and, to a lesser degree, the
Japanese yen. This development had an
upward effect on the nominal effective
exchange rate of the euro.6 The strength of
the euro mainly reflected the economic
prospects of the respective countries, while in
the case of the US dollar and partly the
Japanese yen, its appreciation was also due to
carry trade strategies involving primarily the
US dollar and to a lesser extent the yen as the
funding currency.

7 COMMODITY MARKETS

In the June-November 2009 period, the
upward trend in commodity prices was sus-
tained (see Chart ΙΙΙ.8). The decrease in world
oil reserves following OPEC’s cut in daily pro-
duction, the less pessimistic projections for oil
demand amid expectations of global economic

recovery , strong demand for oil from China
and the weakening of the US dollar all caused
oil prices to rise by 28.8% between end-2008
and end-November 2009. Estimates suggesting
a relatively rapid exit of the world economy
from the recession have also boosted demand
for non-oil commodities, leading to increases
in their prices. Moreover, during the period
under review, the price of gold was on the rise
reaching historically high levels ―despite the
observed lower risk aversion of investors―
reflecting positions held as a hedge against
future inflation risks.7
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66 The nominal effective exchange rate of the euro is calculated on
the basis of the currencies of 21 major trading partners of the euro
area.

77 It should be noted that, as in the case of oil, given that commod-
ity and gold prices are denominated in US dollars, part of the
increase in their prices is due to the weakening of the dollar against
a number of currencies and most importantly the euro.
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1 INTRODUCTION

The January-June 2009 period1 saw diverging
trends in the profitability and capital adequacy
of Greek commercial banks and banking
groups, i.e. the key determinants of banks’ abil-
ity to absorb smoothly any unexpected shocks
in the economic environment. Profitability
declined significantly, in contrast with capital
adequacy, which improved. At banking group
level, capital adequacy still stands above the
European average. As far as risks are con-
cerned, exposure to credit and market risks
increased, whereas liquidity risk improved.

The key aggregates of commercial banks and
their groups benefited from lower funding
costs and favourable conditions in capital mar-
kets, as well as from measures aimed to sup-
port liquidity in the economy (Law 3723/2008).
On the other hand, the worsening of the
macroeconomic environment, which in turn led
to a deterioration in banks’ loan portfolio qual-
ity, had a negative impact. This was reflected
in the upward trend of the NPL ratio, i.e. non-
performing loans (NPLs) as a percentage of
total loans. Furthermore, the ratio of accu-
mulated provisions to NPLs (coverage ratio)
decreased appreciably. In this light, the Bank
of Greece has recommended that banks should
increase provisioning.

In addition to commercial banks, serious chal-
lenges are faced by cooperative banks too,
mainly in terms of credit risk and capital ade-
quacy. Nevertheless, these problems are not
entirely attributable to the current crisis.

In the current adverse economic conjuncture,2

it is imperative that banks manage effectively
the impact of the economic downturn on the
financial situation of corporations and house-
holds, by adequate provisioning and loan write-
offs. At the same time, given that the ECB Gov-
erning Council has repeatedly stressed that its
non-standard measures are to be phased out,
banks should give priority to their gradual exit
from both the Greek government’s liquidity
plan and the ECB liquidity support measures

(some banks already seem to be taking steps in
this direction) by using alternative funding
sources. Moreover, they should focus on the
quantitative and qualitative enhancement of
their capital adequacy. Against this back-
ground, the Bank of Greece has already rec-
ommended to banks that they should show
restraint with respect to their participation in
the 12-month ECB liquidity-providing opera-
tion scheduled for December 2009, in order to
facilitate their exit from the Eurosystem’s
extraordinary and temporary measures once
the measures are withdrawn. It should be noted
that in no way does this recommendation con-
stitute a ban, and furthermore, it has nothing
to do with the Greek government bonds which
banks own or would like to purchase. Finally,
banks should strengthen the role of their risk
management functions and upgrade their risk
measurement and monitoring systems.

2 COMMERCIAL BANKS

2.1 STRUCTURE OF ASSETS AND LIABILITIES

The assets of Greek commercial banking
groups3 continued to increase in 2009. This rise
was broadly based across all asset categories,
although it was weaker compared with past
years, reflecting a slowdown in credit growth
(see Chart IV.1).

Loans remain the most important category of
assets, although their growth has declined.
Investment in bonds rose during 2009, while
holdings of equity securities represent a very
small percentage of total assets. Claims on
credit institutions continue to stand at low lev-
els (see Chart IV.2).

On the liability side, borrowing from the
Eurosystem remained considerably high, con-
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11 At the time of writing the present chapter, the most recent avail-
able data concerning the banking sector refer to the first half of
2009.

22 See Chapter II.
33 The aggregates reported refer to 19 banking groups whose assets

accounted for 90% of the Greek banking system at the end of the
first half of 2009.
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tinuing a trend observed since 2008. Further-
more, customer deposits as a percentage of lia-
bilities are shrinking (although in absolute terms
they are growing slowly) (see Chart IV.3).

2.2 RESILIENCE

2.2.1 Profitability

In the first half of 2009, pre-tax profits of
Greek commercial banks and their groups4

fell sharply (by 50.3% and 44.8% respec-
tively), compared with the first half of 2008,
and stood at €747 million at bank level and€1,406 million at banking group level (see
Table IV.1). Lower profitability is mainly due
to the adverse macroeconomic conditions
which persisted during that period both in
Greece and in the other countries where
Greek banks have important activity, with the
result that banks’ main sources of income

were negatively affected and their provisions
for credit risk (impairment losses) more than
doubled.

In more detail, operating income increased
slightly year-on-year in the first half of 2009.
This development is solely due to improved
net income from financial operations,
whereas net interest and commission income
declined. Transactions in Greek government
bonds, with prices on the rise in the second
quarter of 2009, contributed to an improve-
ment in income from financial operations.
Conversely, net interest income was nega-
tively affected by a strong slowdown in credit
expansion to the private sector (households
and businesses), a decline in lending rates and
a rise in NPLs. These factors more than off-
set lower interest payments stemming from a
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Greek commercial banks. Since the remaining banks account for
just a small share (approximately 3%) of Greek commercial banks’
total aggregates, their exclusion does not affect the analysis.
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decrease in the cost of funding. Lower fund-
ing costs reflect the liquidity enhancement
measures under Law 3723/2008,5 unlimited
liquidity supply by the ECB, a normalisation
trend observed in money and capital market
conditions during the second quarter of 2009,
as well as investors’ restored confidence in
Greek banks. “Other income” fell, on account
of decreased income from dividends, insur-
ance activities and real estate management.
As a result of the above developments, the
share of net income from core banking activ-
ities (interest and commissions) in total
income shrank.

Thanks to banks’ continued cost-cutting
efforts, operating costs declined as a percent-
age of average assets (see Table IV.2). With
the growth of operating income outpacing that
of operating costs, the cost-to-income ratio
(i.e. the ratio of operating costs to operating
income) improved, declining by about one per-
centage point (see Table IV.2).
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55 It should be noted that the Greek government earns a 10% yield
on the amount of €3.8 billion of capital injections to banks.

(amounts in million euro)

Table IV.1 Financial results of Greek commercial banks and banking groups
(1st half 2008 – 1st half 2009)

Source: Financial statements of Greek commercial banks with shares listed on the Athens Exchange. 

OOppeerraattiinngg  iinnccoommee 4,877 5,170 6.0 7,347 7,686 4.6

Net interest income 3,901 3,628 -7.0 5,454 5,394 -1.1
– Interest income 11,152 10,030 -10.1 13,321 12,509 -6.1
– Interest expenses 7,251 6,402 -11.7 7,867 7,114 -9.6
Net non-interest income 976 1,542 58.0 1,893 2,292 21.1
– Net fee income 631 579 -8.1 1,293 1,032 -20.2
– Income from financial operations -68 720 - 113 951 743.2
– Other income 414 242 -41.4 488 309 -36.6

OOppeerraattiinngg  ccoossttss 2,627 2,728 3.8 3,893 3,989 2.5
Staff costs 1,573 1,625 3.3 2,224 2,263 1.8
Administrative costs 869 902 3.8 1,355 1,372 1.3
Depreciation 172 184 7.1 290 324 11.9
Other costs 13 17 31.2 25 29 18.2

NNeett  iinnccoommee  ((ooppeerraattiinngg  iinnccoommee  lleessss  ccoossttss)) 2,250 2,442 8.5 3,457 3,704 7.2
Provisions for credit risk (impairment charges) 749 1,695 126.3 910 2,298 152.4
PPrree--ttaaxx  pprrooffiittss 1,501 747 -50.3 2,546 1,406 -44.8
Taxes 281 243 -13.3 476 413 -13.2
AAfftteerr  ttaaxx  pprrooffiittss 1,221 503 -58.8 2,071 994 -52.0

Banks Banking groups

2008
H1

2009
H1

Change 
(%)

2008
H1

2009
H1

Change 
(%)
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The considerable increase in loan-loss provi-
sions was the main factor underlying the fall in
profitability.6 These provisions accounted for
nearly one third of operating income during
the reviewed period. In the case of banking
groups with notable business activity abroad,
the growth rate of provisions for credit risk was
higher in connection with their international
business (see Chart IV.4).

Regarding the geographical breakdown of
profits of banking groups with important inter-
national activity, the share of international
business in total pre-tax profits stood at 22.8%
in the first half of 2009, down from 26.5% in
the first half of 2008.

As a result of the trends described above, the
key profitability ratios, i.e. the net interest mar-
gin and return on assets (ROA) and equity
(ROE), deteriorated in the first half of 2009
(see Table IV.2). In fact, a worsening of ROA
is observed for the majority of banking groups,
as evidenced by the ROA frequency distribu-
tion, which shifted towards lower values (see
Chart IV.5A). A more pronounced shift was
recorded in the ROE frequency distribution
(see Chart IV.5B), due to an increase in equity
(i.e. the denominator of the ROE fraction).

The outlook for the profitability of banks and
their groups over the medium term is still sur-
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66 For the quality of the loan portfolio and credit risk, see section 2.3.1
of this chapter.

Table IV.2 Profitability indicators in Greece and in the European Union

Net interest margin 2.3 1.7 3.0 2.6 1.5

Operating costs/total assets 1.5 1.3 2.1 1.9 1.5

Cost-to-income ratio 53.9 52.8 53.0 51.9 62.1

Provisions for credit risk/total assets 0.35 0.71 0.38 0.86 0.56

Provisions for credit risk/operating income 15.2 32.8 12.4 29.9 29.0

Return on assets – ROA (after tax) 0.7 0.2 1.1 0.5 0.2

Return on equity – ROE (after tax) 11.7 5.0 15.7 7.7 5.0

Percentage (%)1

Greece ΕU 272

Banks Banking groups
Banking

groups

2008
H1

2009
H1

2008
H1

2009 
H1 2008

Sources: Financial statements of Athex-listed Greek commercial banks and ECB, EU Banking Sector Stability, August 2009.
1 Indicators are computed using average assets for each period.
2 Data refer to medium-sized banking groups in EU 27.
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rounded by a higher than usual degree of
uncertainty. The main factors that are
expected to influence profitability are the fol-
lowing:

• Macroeconomic developments in Greece
and the other countries where Greek banks are
active. The economic downturn, for as long as

it lasts, will continue to dampen demand for
new loans and increase NPLs, thus having a
downward impact on profitability.

• Developments in international money and cap-
ital market conditions. Given that a substantial
part of banks’ profits stem from financial oper-
ations and the investment portfolio, high volatil-
ity of yields in markets implies high uncertainty
regarding the evolution of net income.

• Re-pricing of credit risk. As banks adjust
credit margins (i.e. the differential between the
interest rate they receive from lending and the
cost of funding) and interest rates on new loans
in line with the new credit risk conditions, their
profit margins should widen accordingly.

• Containment of operating costs. It is worth
noting that most banks have announced a sus-
pension of their network expansion plans, as
well as the adoption of cost-cutting pro-
grammes. These actions are expected to have
a beneficial effect on profitability.

2.2.2 Capital adequacy

In the first half of 2009, the capital adequacy
of Greek commercial banks and their groups
was enhanced significantly, mainly due to a
considerable increase in regulatory own funds,
while risk-weighted assets rose only marginally.
In addition to the quantitative improvement in
own funds, of particular importance for over-
all banking system stability was also their qual-
itative improvement (see Chart IV.6).

Banks’ capital quality benefited greatly from
the increased share of Tier 1 capital in regu-
latory own funds. Similarly, redemptions of
hybrid securities and subordinated loans at
below par value had a beneficial effect, as their
net proceeds qualify as Tier 1 capital. The main
factors behind the increase in regulatory own
funds of banks and their groups during the first
half of 2009 were the following:

• issuance of preference shares acquired by
the Greek government under Law 3723/2008
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(totalling €3.7 billion by the end of the first
half of the year);7

• completion of capital increase by one bank
(€850 million), as well as sale of own shares by
two banks;

• internal financing through retained profits
of the first half of 2009 and the non-distribu-
tion of dividends in cash to common share-
holders for the financial year 2008; and

• favourable effects on own funds stemming
from valuation gains on shares held by banks.

Risk-weighted assets showed a marginal
increase, mainly due to weaker credit growth
which led to a virtual stagnation in both risk-
weighted assets for credit risk, accounting for
almost 90% of total weighted assets (see Chart
IV.7), and risk-weighted assets for operational
risk. By contrast, risk-weighted assets for mar-
ket risk grew, as a result of banks’ increased

exposure to assets involving market risk. How-
ever, since the risk-weighted assets for market
risk account for a relatively small share of total
weighted assets, their increase had only a weak
impact on this aggregate.

A significant increase in regulatory own funds,
coupled with a slight growth of weighted
assets, resulted in an improvement in both the
Capital Adequacy Ratio (12.4% at bank level,
10.9% at banking group level) and the Tier 1
capital ratio (10.6% at bank level, 9.6% at
banking group level) in June 2009 (see Charts
IV.6 and IV.8). Another positive development
was the fact that the improvement in the cap-
ital adequacy ratio (CAR) was broadly based
and did not stem only from specific banks, as
evidenced by the frequency distribution of
banking groups’ CAR (see Chart IV.9). In the
case of banking groups, it should be pointed
out in particular that, as a result of the CAR
improvement in the first half of 2009, their
“capital buffers”8 used for covering unex-
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pected losses more than doubled. Capital
buffers amounted to €8 billion at end-June
2009, thus contributing positively to the
implied ability of groups to absorb any unex-
pected shocks or risks. Moreover, Greek bank-
ing groups’ leverage ratio, i.e. the ratio of
assets to own funds, dropped to 15.2 in June
2009, from 17.6 at the end of 2008, due to a
significant increase (of 18%) in own funds and
a moderate growth of assets (see Chart IV.8).

It is estimated that capital adequacy of the
banking sector, as a whole, will have further
improved by the end of 2009, as by early
November 2009 five Greek commercial banks
had already completed capital increases in cash
totalling €2.2 billion, while capital increases by
other banks were under way.

Although the trend to enhance banks’ capital
quality through capital increase in cash is
clearly considered as a positive development,
at the present stage banks should be extremely
cautious in formulating their medium-term
strategy with respect to the desirable level of
their capital base and the utilisation of raised
funds, taking also into account financial and

macroeconomic conditions. Despite per-
ceived improvements in international money
and capital market conditions, serious chal-
lenges persist. In view of the need to prudently
deal with the consequences of the economic
downturn in both Greece and the other coun-
tries where Greek banks are active, they should
maintain capital buffers comfortably above the
supervisory minimums, by increasing, inter
alia, internal financing. Furthermore, in the
present conjuncture, banks should give prior-
ity to strengthening their ability to absorb not
only foreseeable, but also unforeseen losses, as
well as losses that may arise from unexpected
shocks. Therefore, for prudential purposes,
they should relatively reduce dividend pay-
ments and maintain adequate capital buffers.
In formulating their strategies, banks should
also take into consideration the proposed
changes in the supervisory and regulatory
framework, which are aimed at enhancing
banking system stability. These forthcoming
changes imply, among other things, generally
increased quantitative and qualitative capital
adequacy requirements, higher provisioning
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for credit risk and a more balanced mix of
alternative funding sources.9

2.3 BANKING RISKS

2.3.1 Credit risk10

In the first half of 2009, the conventional
loan quality indicators of commercial banks
worsened relatively, as the slowdown in eco-
nomic growth contributed to a deterioration
in both households’ and businesses’ financial
situation.11 The NPL ratio rose to 6.8% in
June 2009 (December 2008: 5%). The
increase in the NPL ratio was broadly based
and affected all loan categories (see Chart
IV.10), in particular corporate loans,12 for
which the NPL ratio had improved in 2008.
As for quarterly percentage changes in the
NPL ratio, the second quarter of 2009 was
marked by a slight slowdown, as shown in
Chart IV.11.

Increases in the NPL ratios were observed this
year for the majority of banks, albeit of vari-
able magnitude (see Chart IV.12). The ratios
of NPLs net of accumulated provisions to total

loans (June 2009: 4.0%, December 2008: 2.6%)
and regulatory capital (June 2009: 35.2%,
December 2008: 26.1% – see Chart IV.13) also
increased.13

It should be noted that since 2006 the NPL
coverage ratio, i.e. accumulated provisions
as a percentage of NPLs,14 has been declin-
ing continuously (see Chart IV.13). This
ratio fell to 48.9% at end-December 2008,
down from the relatively high level (61.9%)
at which it had stood at end-2005. In the first
half of 2009, the downward trend continued;
as a result, this ratio stood at 41.1% in June
2009. The coverage ratio for NPLs overdue
by more than one year has also fallen con-
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99 For these proposed changes, see Special Feature I: “The new archi-
tecture of financial supervision in Europe” in this report.

1100 This section focuses on the credit risk that Greek commercial banks
face in the context of their domestic business. Risks from their for-
eign activities are discussed in section 2.3.4.

1111 For the financial situation of households and businesses, see Chap-
ter II.

1122 As regards corporations, credit behaviour data collected by “Tire-
sias S.A.” also provide indications of heightened credit risk. For
further details on Tiresias S.A., see Box IV.1.

1133 Comparative EU data for the first half of 2009 are not available;
nevertheless, it should be noted indicatively that for medium-sized
EU banks, the net NPL ratio stood at a much lower level in Decem-
ber 2008 (1.8% and 17.8% respectively for December 2008).

1144 Cumulative provisions are formed by successive provisions for
credit risk, per period, less each year’s loan write-offs.
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siderably (see Chart IV.13). These trends
call for increased vigilance, especially at the
current adverse economic conjuncture,

which is expected to cause a further increase
in NPLs both in absolute terms and as a per-
centage of total loans. The Bank of Greece
considers it essential that banks further aug-
ment the stock of provisions for credit risk
in order to substantially improve the cover-
age ratio.15

In order to facilitate customers (households
and corporations) facing temporary debt-ser-
vicing difficulties, several banks proceeded to
debt restructuring. Against this backdrop, the
Bank of Greece, acknowledging the role that
such restructuring plays in the medium-term
viability of firms and in the intertemporal dis-
tribution of households’ purchasing power, has
established a set of criteria16 that govern debt
restructuring for debtors in financial difficulty.
In the first half of 2009, banks undertook loan
restructuring amounting to approximately€1.2 billion.
As for the quality of the household and corpo-
rate loan portfolio, the medium-term outlook
is not rosy. In line with this estimate, it is imper-
ative for banks to form increased provisions for
credit risk and to continuously review their
lending policies, as well as to strengthen their
credit risk management functions and systems.

2.3.2 Market risk and operational risk

In the first half of 2009, capital requirements
for market risk were higher than in the same
period of 2008 (see Chart IV.14), mainly due
to increased bond holdings. The fact that cap-
ital requirements for market risk account for
just a small part (4.5%) of total capital require-
ments does not eliminate the need to closely
monitor market risk and adopt prudent invest-
ment strategies. As regards operational risk,
capital requirements for its coverage remained
at about end-2008 levels representing 8.1% of
total capital requirements (see Chart IV.14).
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1166 Bank of Greece Administration’s Circular No. 13/30 July 2009.
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2.3.3 Liquidity risk

One of the main features of the crisis that hit
the financial system was a sharp increase in liq-
uidity risk, with the virtual shut-down of banks’
funding markets (interbank market, securiti-
sation of loans etc.). Starting from the second
quarter of 2009 in particular, money and cap-
ital markets have gradually shown signs of nor-
malisation.17

By the end of the first half of 2009, the liquid-
ity of the Greek banking system had improved,
as reflected by a rise in the liquid asset ratio
and a decline in the mismatch ratio (see Chart
IV.15).18 The main factors that supported this
improvement in liquidity were an increase in
deposits and higher borrowing from the
Eurosystem. The funds raised from these
sources were channelled into readily realisable
assets, i.e. bonds and interbank deposits. As a
result, the loan-to-deposit ratio declined, lead-
ing to a narrowing in the funding gap, defined
as the difference between deposits and loans
(see Chart IV.16). In addition, as lending
increased moderately, the banking system’s
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1177 Specifically, during this period banks raised €6.5 billion through
loan securitisation, €3.5 billion through issuance of covered bonds
and €3.4 billion through senior unsecured debt.

1188 It should be noted that the Greek banking system’s liquidity has
been strong over time, thanks to the contribution of the Bank of
Greece, which strengthened the liquidity regulatory framework.
This framework (Bank of Greece Governor’s Act 2560/1.4.2005)
established compulsory liquidity ratios and regulatory minimums
that credit institutions should comply with on an individual basis.
Furthermore, Bank of Greece Governor’s Act 2614/7.4.2009 estab-
lished similar liquidity ratios on a consolidated basis.

KEF IV:������ 1  11-02-10  08:17  ������ 40



total stock of liquid assets grew and stood at€82 billion on 30 June 2009 (31 March 2009:€67 billion). This amount was sufficient to
cover the total potential outflows that could
have resulted (with a maturity of up to 30 days)
from interbank deposits and bank bonds, and
four fifths of customer time deposits (31 March
2009: two fifths).

Looking ahead, Greek banks should diversify
their funding sources and reduce their reliance
on the Eurosystem for liquidity and the ensu-
ing refinancing risk they might face when the
ECB starts to phase out its non-standard and
temporary measures of unlimited liquidity sup-
ply. In view of this prospect, the Bank of Greece
recommended in a timely manner that banks
should show restraint with respect to their par-
ticipation in the ECB’s 12-month liquidity-pro-
viding operation in December.

2.3.4 Risks and prospects related to activity in
Emerging Europe

The world financial crisis temporarily halted
the growth momentum observed in recent
years in Emerging Europe. In the present con-
juncture, the main challenges facing Greek
banking groups with important activity in this
region can be summarised as follows:

• heightened credit risk owing to a deteriora-
tion of the financial position of corporations
and households in those countries and, con-
sequently, a need to increase provisions;

• prospects for reduced operating income,19 as
a result of slower credit growth and an
expected increase in NPLs;20

• the need to maintain adequate liquidity and
capital adequacy in local units (subsidiaries
and branches).

Credit risk is the most important risk facing
Greek banking groups in the region and is asso-
ciated with the nature of their local business,
focusing mainly on corporate and household
loans. In the first half of 2009, the NPL ratio of

credit institutions owned by Greek banking
groups in the region rose (June 2009: 5%,
December 2008: 2.9%)21 and is expected to fur-
ther increase in the second half of 2009 for the
following reasons: (a) negative economic
growth rates in most countries; (b) tight liq-
uidity conditions in the economy, as a result of
a low or even negative rate of growth in credit
to the private sector; and (c) the high percent-
age of foreign-currency-denominated loans, in
conjunction with exchange rate fluctuations of
local currencies against the euro. Given that
about one third of loans granted by branches of
Greek banking groups in Emerging Europe
were denominated in euro,22 the depreciation of
local currencies against the euro (in particular
during the first quarter of 2009) considerably
affects their loan portfolio quality. Neverthe-
less, the so far low interest rates across the euro
area offset, to a certain extent, the impact from
the depreciation of local currencies, since bank
customers who have contracted euro-denomi-
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1199 For developments in income from foreign business, see section 2.2
of this chapter.

2200 Non-performing loans are defined as loans on which interest is not
collected for three months (six months for housing loans). The
detailed conditions on which Greek banks may terminate accrual
of interest are specified in Bank of Greece Administration’s Cir-
cular 21/8 December 2008.

2211 Bank of Greece estimate, taking into consideration loans extended
to businesses in Emerging Europe which were transferred to sub-
sidiaries in other countries.

2222 The majority of foreign currency loans in Emerging Europe have
been denominated in euro, although other strong currencies are
also common (such as the Swiss franc in Poland, the US dollar in
Ukraine etc.).
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nated floating-rate loans benefit from consid-
erably lower lending rates than in the case of
loans denominated in local currencies.

The exchange rates of most of the currencies
of Emerging European countries vis-à-vis the
euro continued their downward trends
between January and September 2009 as well
(see Chart IV.17), although to a small extent
in some countries (such as Poland and
Turkey).23 Furthermore, a decline in the value
of loan collaterals, as a result of a sharp
decrease in real estate prices in some coun-
tries, further magnifies banks’ expected
losses from NPLs and, therefore, credit risk
cost.24 After mid-2010, however, a possible
recovery of economic activity in certain coun-
tries of this region could lead to an improve-
ment in corporations’ and households’ finan-
cial situation. As a result, the ability to repay
outstanding loans could improve and the
demand for new loans could be stimulated,
which would gradually enhance banks’ port-
folio quality.

Bearing in mind all the above-mentioned fac-
tors, as well as the recommendations of the
Bank of Greece, Greek banking groups have
already adapted both their credit and provi-
sioning policies to new conditions. In the first
half of 2009, in comparison with the same
period of 2008, banks tripled their provisions
for credit risk associated with their interna-
tional business, thereby maintaining the cov-
erage of NPLs by accumulated provisions.
Given the vulnerable economic conjuncture in
the region and the ensuing risks, there is a need
for banking groups to remain vigilant, intensify
loan monitoring procedures, as well as con-
tinuously adapt their credit policies and risk
management systems to the specific features of
each host country and to developments in local
banking markets.

Prior to the onset of the global financial crisis,
credit expansion in the region was mostly
financed through lending by parent banks.
Today, greater emphasis is placed on attract-
ing deposits from local markets, although these

tend to be more costly and the local savings
base is relatively limited. For the time being,
slower credit growth lessens financing require-
ments. Over the medium term, the coverage of
the liquidity requirements of affiliated banking
units in host countries and their level of financ-
ing by parent banks from the home country
should be examined in the light of the pace of
normalisation in international money and cap-
ital markets, as well as of the need for banking
groups to wean of the ECB’s temporary “non-
standard” financing support.

As regards the impact on banking groups’ cap-
ital adequacy, in some cases parent banks have
already injected capital to their subsidiaries. At
banking group level, according to the results of
the recent stress tests conducted by the Bank
of Greece on the basis of scenarios prepared
in cooperation with the International Mone-
tary Fund, there is a satisfactory level of cap-
ital adequacy, allowing for the absorption of
possible shocks, even in case of a substantial
worsening in the quality of Emerging Europe
loan portfolios. At local subsidiary level, cap-
ital adequacy requirements should be assessed
both in the context of group capital planning
and on the basis of minimum capital require-
ments specified by the host country’s supervi-
sory authority.

Finally, it should be noted that financial aid
from the International Monetary Fund, the EU
and other international institutions (such as
the European Bank for Reconstruction and
Development – EBRD, the World Bank, etc.)
was instrumental in ensuring the soundness of
local banking systems and stabilising the
Emerging European economies. Furthermore,
within the framework of the European Bank
Coordination Initiative (also known as the
“Vienna Initiative”), the International Mone-
tary Fund and the European Commission
called upon systemically important EU-based

Interim 
Financial Stability Report
December 200942

2233 For the reasons that caused the decline in exchange rates, see
Financial Stability Report, June 2009. Bulgaria and the Former
Yugoslav Republic of Macedonia (FYROM) have fixed exchange
rate regimes vis-à-vis the euro.

2244 Credit risk cost is defined as the ratio of impairment losses (i.e. pro-
visions for credit risk) to total loans or to total operating income.

KEF IV:������ 1  11-02-10  08:17  ������ 42



parent banks of subsidiary banks in Central
and Eastern Europe to broadly maintain expo-
sures to these countries and recapitalise sub-
sidiaries as needed. By September 2009, com-
mitment letters had been signed in relation to
five countries, i.e. Romania, Serbia, Hungary,
Bosnia-Herzegovina and Latvia; in the first two
cases, signatories included Greek banks with
presence in the respective countries.

3 COOPERATIVE BANKS

The sixteen cooperative banks operating in
Greece account for 1% of total assets of the
domestic banking system. Their assets
amounted to €4.3 billion at the end of June
2009, 15.4% up from the December 2008 fig-
ure, mainly due to a significant increase in
receivables from credit institutions (+171%).
By contrast, their lending growth rate on an
annual basis decelerated (June 2009: 2.6%,
December 2008: 20.3%). During the same
period, total deposits with cooperative banks
increased by 24.7%, reaching €3.6 billion by
end-June.

In the first half of 2009, cooperative banks’
pre-tax profits decreased by 10.7% year-on-
year and stood at €25 million. The CAR
recorded a marginal decline (June 2009:
14.7%, December 2008: 15.6%), as did the Tier
1 ratio (June 2009: 14.2%, December 2008:
15.1%). This development is attributable to the
fact that the growth rate of risk-weighted assets
(8.0%) was higher than that of regulatory own
funds (1.3%).

The portfolio quality of cooperative banks as
a whole deteriorated markedly, as NPL grew
rather markedly, while the total outstanding
amount of loans remained unchanged at 2008
levels and no write-offs were performed in the
review period.25 The NPL ratio increased to
9.8% in June 2009 (December 2008: 6.7%),
mainly because of the higher NPL ratio for cor-
porate loans,26 which represent the bulk of
cooperative banks’ loan portfolios. Despite
increasing by 11% in the first half of 2009,

accumulated provisions covered only 44.7% of
NPLs in June 2009 (December 2008: 59.9%).
The ratios of NPLs net of provisions to total
loans and regulatory capital worsened (June
2009: 5.4%, December 2008: 2.7%; and June
2009: 35.3%, December 17.4% respectively).
These developments call for rapid action by
cooperative banks in order to substantially
improve their portfolio quality. Above all, they
should increase their provisions, perform
write-offs and improve their current credit
standards, as the Bank of Greece never fails to
stress out.

Cooperative banks performed better in terms
of their liquidity during the first half of 2009:
both the liquid asset ratio (June 2009: 26.9%,
December 2008: 18.2%) and the mismatch
ratio (June 2009: 12.2%, December 2008:
7.1%) stood at levels above the regulatory min-
imums (20% and -20% respectively), primarily
due to higher deposits and, to a lesser extent,
a moderate increase in loans.

Taking into consideration the special nature of
cooperative banks, in particular their limited
scope for risk diversification, the Bank of
Greece has established stricter rules regarding
specific aspects of their supervision. Thus, for
cooperative banks:

• the capital adequacy ratio regulatory mini-
mum is 10% (against 8% for commercial
banks);

• large exposures may not exceed 15% of the
previous quarter’s regulatory own funds (25%
for commercial banks); and

• borrowing from the interbank market may
not exceed 15% of regulatory own funds.

The problems that cooperative banks are cur-
rently facing are not fully attributable to the
present crisis, but are rather associated with
structural weaknesses. In this respect, the Bank

Interim 
Financial Stability Report

December 2009 43

2255 Credit institutions tend to perform the largest part of their write-
offs towards the end of the year.

2266 First half of 2009: 8.7%, 2008: 5.8%.
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of Greece recommends, and where necessary
takes action to ensure, that cooperative banks
adhere to sound corporate governance princi-

ples, have in place effective systems for mon-
itoring risks and loan repayment progress, as
well as enhance their capital adequacy.

Interim 
Financial Stability Report
December 200944

CREDIT INFORMATION SYSTEMS

1 THE ROLE OF CREDIT BEHAVIOUR INFORMATION
Credit behaviour information enhances transaction transparency and considerably reduces the
costs to the economy and society arising from delinquent borrowers. Such information plays an
important role in pricing loan products, as it enables creditors to more accurately evaluate the
credit risk posed by individual borrowers.

It is recognised worldwide that such information contributes to protecting the integrity of credit
and reducing non-performing loans, to the benefit primarily of customers (retail and corporate
alike) and of financial stability in general. Conversely, lack of credit behaviour information
increases moral hazard, as it fosters irresponsible borrowing behaviour: on the one hand, it acts
as a disincentive for remaining current on debt payments and, on the other, it allows irresponsi-
ble borrowers to get their loans refinanced by other creditors, at a lower cost, but at a high risk
of default. Meanwhile, performing borrowers shoulder part of the associated cost.

The importance of monitoring credit behaviour has led, especially since 1990, to the establish-
ment of a large number of credit registers, which record and provide credit behaviour informa-
tion. Europe, for instance, presently has 44 credit registers, the oldest of which was set up in Ger-
many in 1927 (Schufa). In some cases, e.g. in Sweden (Upplysnings Centralen AB), these systems
obtain data on a daily basis from fiscal or other authorities. It is worth noting that in several EU
countries (e.g. Belgium, France, Germany, Spain, Italy, Portugal) the credit information function
is assumed by the national central banks.

2 COLLECTION OF CREDIT BEHAVIOUR INFORMATION IN GREECE
“Bank Information Systems – Tiresias SA” is the entity that collects and processes financial behav-
iour data in Greece.1 Initially set up as a non-profit organisation in 1992, Tiresias was converted
into a société anonyme (SA) in 1997; all its founding members and owners are credit and finan-
cial institutions. The records kept by Tiresias are subject to the provisions of Law 2472/1997 on
the protection of personal data and to the decisions of the Hellenic Data Protection Authority.
The data collected, processed and stored in these records serve the fulfilment of Tiresias SA’s
purpose, which is “to minimise risks arising from the conclusion of credit agreements with less
creditworthy customers as well as risks arising from the creation of doubtful debts in general, and
ultimately to protect commercial credit and safeguard the integrity of business transactions”.2

In order to achieve this purpose, Tiresias has developed and manages profile data (the Default
Financial Obligation System and the Credit Consolidation System), which are only accessible to
credit and financial institutions, the Bank of Greece and a  limited number of public entities, such
as the Hellenic Capital Market Commission.

Box IV.1

1 The operation of Tiresias SA is envisaged in article 11, para. 1(m) of Law 3601/2007.
2 Government Gazette B 684/11 May 2004.
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Under Directive 2008/48/EC on credit agreements for consumers, prior to the conclusion of a credit
agreement, the creditor is required to assess the consumer’s creditworthiness on the basis of suffi-
cient information, where appropriate, obtained from the consumer and, where necessary, on the basis
of a consultation of a relevant database. Furthermore, according to Bank of Greece Governor’s Act
2485/2002, the authorisation of credit companies in Greece is subject, among other requirements,
to their access to credit behaviour databases. Besides, according to Bank of Greece Governor’s Act
2523/2003, the prospect of the Credit Consolidation System of Tiresias becoming operative was one
of the considerations behind the decision to proceed with the deregulation of consumer credit.

The usefulness and importance of the information provided by Tiresias are further confirmed by
the fact that all relevant data:

• are evaluated, in terms of accuracy and completeness, by international rating agencies when
assessing the credit standing of Greek banks;

• are used by banks when assessing the solvency and credit standing of their customers. This helps
rationalise the allocation and pricing of loans, so that responsible borrowers are not burdened
with the cost of doubtful debts caused by irresponsible ones;

• allow banks to contain non-performing loans, therefore making more funds available for the
financing of productive activities at more favourable terms. In countries where such information
is not used effectively, consumers often borrow in excess of their debt servicing capacity, with neg-
ative consequences not only for themselves and for banks but, most importantly, for responsible
borrowers. As a rule, inadequate utilisation of credit history information is associated with more
non-performing loans;

• help prevent household over-indebtedness. According to a recent study by the European Com-
mission,3 credit scoring information fosters responsible borrowing

• are very important for small enterprises, which, in the absence of reliable data on their credit-
worthiness (e.g. financial statements) that would have enabled a more accurate evaluation of the
credit risk they pose, often have difficulty accessing bank credit or are forced to borrow on less
favourable terms;

• enable the recording and monitoring of the number and value of bounced cheques. This sec-
tion of Tiresias information is very important for the Greek market, given the widespread prac-
tice of post-dating cheques. In this respect, it is worth stressing that the withdrawal of cheque-
book eligibility from any issuer (individual or corporate) of a bounced cheque would significantly
reduce the risk of recurrence and shield other payees from similar losses. Indeed, as shown by
an analysis of relevant data, more than half of the issuers of bounced cheques tend to relapse,
when given the opportunity to issue cheques again. And even when a bounced cheque is eventu-
ally honoured, the possibility of the drawer defaulting on another obligation within the next three
years remains exceptionally high (about 47%).

The Bank of Greece has repeatedly stressed the crucial importance of the smooth and effective
operation of Tiresias. As mentioned in the Bank’s Monetary Policy – Interim Report 2009 (Octo-

3 “Towards a common operational European definition of over-indebtedness”, European Commission, Directorate-General for Employ-
ment, Social Affairs and Equal Opportunities, Unit E2, February 2008.
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ber 2009), Tiresias is the source of data on the
concentration of loan exposures to individuals
and small enterprises, on mortgages and
prenotations and other data that contribute to
the prevention of fraud in bank transactions.
However, it should be clarified that the infor-
mation supplied by Tiresias is only one of the
factors in banks’ decisions to extend credit.

3 BOUNCED CHEQUES
As mentioned above, an important part of the
information provided by Tiresias concerns
bounced cheques, which, based on data for
end-November 2009 amounted to 19,100 in
number and €189.2 million in value. Although
there have been signs since June 2009 of a
reversal in these worsening figures (they began
to rise in April 2008 and intensified during the
first half of 2009, see chart), the number and
value of bounced cheques are still roughly
three times their pre-crisis average. However,
the value of bounced cheques represented only
0.10% of total credit to the private sector.
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The structure of the Greek financial system

Sources: Bank of Greece, Ministry of Employment and Social Protection, Hellenic Capital Market Commission and ICAP.
1 Including the Hellenic Postbank and the Deposits and Loans Fund.
2 Comprising entities under the Ministry of Employment and Social Protection.
3 Data refer to August 2009.

CCrreeddiitt  iinnssttiittuuttiioonnss 6666 446611,,998855 8877..22%% 6666 448888,,776699 8866..88%%

Greek credit institutions1 20 418,658 79.1% 20 446,480 79.3%

Branches of foreign credit institutions 30 39,437 7.4% 30 37,835 6.7%

–  from EU countries 24 38,740 7.3% 24 37,116 6.6%

–  from non-EU countries 6 697 0.1% 6 719 0.1%

Cooperative banks 16 3,890 0.7% 16 4,454 0.8%

IInnssttiittuuttiioonnaall  iinnvveessttoorrss 335599 5544,,448899 1100..33%% 333355 6611,,335511 1100..99%%

Insurance companies 81 15,053 2.8% 81 15,915 2,8%

Social security organisations2 29,562 5.6% 36,2003 6.4%

Undertakings for collective investment 278 9,875 1.9% 254 9,236 1.6%

–  Mutual funds 269 8,700 1.6% 244 8,066 1.4%

–  Portfolio investment companies and real

estate investment trusts
9 1,175 0.2% 10 1,170 0.2%

OOtthheerr  ffiinnaanncciiaall  iinntteerrmmeeddiiaarriieess 9922 1133,,111111 22..55%% 8866 1133,,222222 22..33%%

Securities firms 72 1,629 0.3% 67 1,870 0.3%

Leasing firms 12 8,801 1.7% 12 8,960 1.6%

Factoring firms 4 1,857 0.4% 4 1,584 0.3%

Credit companies and venture capital 

companies
4 823 0.2% 3 808 0.1%

TToottaall 552299,,558866 110000..00%% 556633,,334422 110000..00%%
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APP END I X  TO  CHAP T ER  I V
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Ι INTRODUCTION

Despite the small relative size of other finan-
cial sectors in the overall financial system,1

their connection with the banking sector
and/or the economy in general calls for a con-
tinuous monitoring of their activities. Since the
publication of the previous Financial Stability
Report in June 2009, these other sectors have
not experienced any marked developments,
with the exception of the insurance sector. In
the latter, negative developments were
observed, with the withdrawal of authorisation
of five insurance companies by the Private
Insurance Supervisory Committee (PISC).
Although the stability of the financial system
has not been threatened, these developments
necessitate continuous monitoring.

2 INSURANCE COMPANIES

2.1 MAIN DEVELOPMENTS

According to data from the Bank of Greece,
in the first half of 2009 the assets of insurance
companies as a whole increased amounting to€15.9 billion from €15.1 billion at the end of
2008, thus accounting for 2.8% of the finan-
cial system’s assets (2008: 2.8%). Based on
information provided by the PISC, this
increase was favourably affected by total pre-
mium turnover, which rose to €2.8 billion in
the first half of 2009 and €4.1 billion in the
first nine months of 2009 (i.e. up by 1.5% and
1.7% respectively compared with the corre-
sponding periods of 2008 – see Chart V.1).
However, this development stemmed solely
from the non-life insurance business and
more specifically from higher premia for
motor vehicle liability sector insurance, as a
result of an increase in minimum accident
coverage.

In the field of the life insurance business, the
trend towards policy redemptions that was
observed throughout 2008 (when life insurance
policy redemptions had totalled €600 million)
continued to 2009, with redemptions reaching

€329 million in the first half of the year and€501 million in the first nine months of 2009.

Concentration in the insurance sector, based
on the insurance premium turnover of the ten
largest companies, remained at high levels in
the first half of 2009, particularly in the life
insurance sector. Thus, the 10 largest compa-
nies in the life and the non-life sector account
for 86.37% and 55.25% of total premium
turnover in the respective sector, compared
with 88.7% and 54.9% at the end of 2008.
Based on market shares in both sectors com-
bined, the relevant concentration ratio
amounts to 54.83%, compared with 57.3% at
the end of 2008.

Regarding profitability, pre-tax profits of
insurance companies as a whole amounted to€25.7 million in the first half of 2009, com-
pared with losses of €93.8 million in the first
half of 2008. This development was mainly due
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V OTHER S E C TOR S O F F I N ANC I A L A C T I V I T Y

11 The other sectors of the financial system include non-bank finan-
cial corporations, such as insurance companies, mutual funds,
securities and investment firms, leasing companies, factoring
companies and credit companies, as well as social security organ-
isations.
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to an increase in the investment portfolio value
of certain large insurance companies.

A noteworthy development in insurance
industry was the PISC’s decision to withdraw
the authorisation of five companies in Sep-
tember 2009, following their failure to raise
their assets free of any foreseeable liabilities,
less any intangible items (solvency margin
requirements), in line with their total activi-
ties. Signs that presaged this development
have been observed since 2008, as the PISC
had prohibited the free disposal of assets from
these companies and imposed fines on
account either of non-compliance with the
PISC’s decisions or of infringements vis-à-vis
policy holders. It is also noted that three
months prior to the withdrawal of authorisa-
tion, the PISC had invited the said insurance
companies to submit a short-term funding and
financial reconstruction plan, which however
was not implemented within the set time
schedules.

Therefore, the decision about the withdrawal
of authorisation was taken with a view to safe-
guarding the soundness of the insurance mar-
ket, protecting the interests of policyholders
and ensuring the reliability of private insur-
ance as an institution. Under a legislative pro-
vision to this effect, a portfolio supervisor was
appointed at one of the companies, which also
held a life insurance portfolio, so as to ensure
the payment of indemnities to beneficiaries
and the transfer of life insurance portfolios to
other insurance companies. As regards car
insurance policies, the Auxiliary Fund pro-
vided thirty-day coverage to reimburse
indemnities and to assist policyholders until
they sign new insurance contracts.

2.2 RISKS –– REGULATORY FRAMEWORK

Market and macroeconomic risks remained the
most important risk sources faced by insurance
companies in the first half of 2009. The eco-
nomic downturn constrains not only returns on
investment but also demand for new insurance
policies or retaining of existing contracts.

The amendment which was passed by the
Greek Parliament in July 2009 concerning the
winding-up proceedings of insurance compa-
nies proved to be of paramount importance in
practice. More specifically, following the
authorisation withdrawal of an insurance com-
pany and in case its life insurance portfolio is
deemed to be systemically important, a life
insurance portfolio supervisor is appointed by
the Greek Ministry of Finance. The supervi-
sor’s task is to restructure life insurance port-
folios that are not subject to liquidation.

A step in the right direction was also a new
draft on the observance of an Investment Rule-
book, which is currently elaborated by the
PISC. At the current stage, this draft aims at
limiting the risks and further safeguarding the
interests of policyholders and insurance com-
panies’ shareholders.

Finally, on 22 April 2009 the European Parlia-
ment adopted a directive on the taking-up and
pursuit of the business of Insurance and Rein-
surance (Solvency II). The new directive intro-
duces solvency capital requirements, calculated
both on the basis of a firm’s specific risk profile
(insurance risks) and on the basis of risks aris-
ing from their assets (market risk, credit risk,
operational risk). Moreover, firms should reg-
ularly assess their overall solvency needs on a
regular basis, taking into account the risks they
face (own risk and solvency assessment) with
focus on future developments that may affect
their financial situation. This assessment has to
be reported to the supervisory authority and
shall not serve as a tool for calculating addi-
tional capital requirements. Member States
must adopt all necessary legislative, regulatory
and administrative provisions in order to imple-
ment the directive by the end of October 2012.

The expected reforms in the supervisory and
regulatory framework, as well as macroeco-
nomic developments contribute to a challeng-
ing and ever-changing environment, which calls
for the capital strengthening of insurance com-
panies and the enhancement of risk manage-
ment functions.
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3 OTHER CORPORATIONS

3.1 MUTUAL FUNDS

Between January and September 2009, activity
in the Greek mutual fund market recovered
slightly after four years of declines. The invest-
ment behaviour of mutual funds over this period
was marked by an increase in their holdings of
Athex-listed shares and, to a lesser extent, of
Greek government bonds. Conversely, holdings
of foreign government bonds as well as of money
market instruments decreased.

The total asset value of mutual funds stood at€8.6 billion at the end of September 2009, hav-
ing increased by 2.9% compared with the end
of 2008. This increase was due to net inflows
that were mostly observed after the first quar-
ter of this year, as well as to a rise in the prices
of units/shares, especially in the case of mutual
funds investing mainly in equities.

The downward path of money market interest
rates and the renewed risk appetite of investors
led to shifts from money market funds (down
by approx. €600 million) and bond funds
(down by approx. €80 million) towards equity
funds (i.e. increased by approx. €800 million),
funds of funds (i.e. increased by approx. €85
million) and mixed funds (i.e. increased by
approx. €60 million).

As a result of the above mentioned develop-
ments, the market share of equity funds was one
third (based on assets) of mutual funds’ total
assets at the end of September 2009 (compared
with one fourth in December 2008), whereas an
opposite trend was observed as regards money
market funds. Relatively minor changes were
recorded in the market shares of the remaining
mutual fund types, with bond funds assets
accounting for 30% of the total, against 10% for
mixed funds and 6.5% for funds of funds.

3.2 INVESTMENT COMPANIES

Investment companies’ turnover stood at
approximately €41 billion, 58.4% down com-

pared with the respective period of 2008. The
high degree of concentration still remains the
key characteristic of this industry. In the first
half of 2009, 50% and 70% of total transactions
were managed by only 4 and 10 companies of
the industry respectively. As a result of the
banking system’s relatively small exposure to
investment companies, the high concentration
ratio in the investment services sector does not
entail any potential risks to the stability of the
financial system as a whole.

3.3 LEASING COMPANIES

According to data from the Bank of Greece, in
the first half of 2009, leasing companies’ assets
rose marginally (by 1.8%) compared with the
end of 2008, thus coming close to €9 billion at
mid-2009. Although profitability data for this
period are not yet available, it is estimated that
the economic crisis will have a negative impact
on pre-tax profits of the sector’s companies in
2009 as well. As early as in 2008, many corpo-
rations of the industry seemed hesitant to grant
new leasing contracts for fixed investment,
while several others are facing a decline in
profitability. In 2008, pre-tax profits of leasing
companies, overall, amounted to €69.8 million,
decreased by 42.4% by comparison with 2007.
As expected, key profitability ratios (return on
equity – ROE and return on assets – ROA)
were also adversely affected (ROE 2008: 7.1%,
ROE 2007: 12.1%, RΟΑ 2008: 0.8%, RΟΑ
2007: 1.5%). An important development for
the sector is the fact that banks of the same
parent group as leasing companies chose to
securitise performing leasing claims, amount-
ing to approximately €2 billion, with the aim
to enhance their liquidity.

3.4 FACTORING COMPANIES

In June 2009, the number of factoring compa-
nies stood at four. The sector’s total assets
declined by 14.7%, compared with the end of
2008, to €1.6 billion. As regards the sector’s
profitability, there are available data for 2008.
More specifically, in 2008 pre-tax profits
amounted to €25.4 million, improved by 37.6%

Interim 
Financial Stability Report

December 2009 51

KEF V:������ 1  11-02-10  08:18  ������ 51



by comparison with 2007. This development
had a positive effect on key profitability ratios
as well (ROE 2008: 14.5%, ROE 2007: 13.2%,
RΟΑ 2008: 1.4%, RΟΑ 2007: 1.3%). Improved
profitability of factoring companies is attrib-
uted to the fact that in times of economic
recession and liquidity shortage, liquidity sup-
ply by advance payments, as well as credit risk
coverage are vital for corporations.

3.5 CREDIT COMPANIES

According to Bank of Greece data, credit com-
panies’ assets amounted to €0.8 billion in the
first half of 2009, having fallen by 1.8% com-
pared with the end of 2008. Three credit com-
panies are currently active in Greece, spe-
cialising in granting consumer loans to natu-
ral persons.
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1 INTRODUCTION

The severe crisis that hit the international
financial system, leading to a considerable
drop in global GDP in 2009, has revealed the
importance of financial stability for the sound-
ness of an economy.

The financial crisis has, inter alia, highlighted
major weaknesses in financial supervision and
regulation. It is worth noting that the first signs
of the crisis emerged in the United States, a
country considered to have an advanced super-
visory and regulatory framework. Further-
more, following the onset of the financial cri-
sis, a number of deficiencies emerged in terms
of crisis management coordination among
supervisory authorities, either on a domestic or
on a cross-border basis.

Recognising these weaknesses, supervisory
authorities, central banks and international finan-
cial institutions across the world have already
embarked on a process of adopting corrective
measures to further improve the architecture of
global financial supervision. At an international
level, governments (G-20) have already taken a
number of initiatives, including the enhanced role
of the Financial Stability Board (FSB),1 which in
cooperation with the International Monetary
Fund (IMF) is called upon to monitor and assess
financial stability at a global level and promote an
agenda for strengthening the supervisory and reg-
ulatory framework. The IMF and the FSB will
jointly submit a report to the International Mon-
etary and Financial Committee (IMFC) of the
IMF and will cooperate closely with other inter-
national institutions and bodies, in particular the
Basel Committee on Banking Supervision, the
OECD, etc. In this new environment, central
banks assume a key role.

2 DEVELOPMENTS IN THE EUROPEAN UNION –
THE DE LAROSIERE REPORT

In the context of initiatives for monitoring
financial stability, in November 2008 the Euro-
pean Commission entrusted an ad hoc group,

chaired by the former Governor of the Banque
de France and Managing Director of the IMF
Mr. Jacques de Larosière, with the task of inves-
tigating the causes of the financial crisis and
submitting proposals for strengthening financial
supervision and regulation in the Member
States of the European Union with a view to
preventing similar crises in the future.

The de Larosière report was submitted in late
February 2009 and identified as main causes of
the crisis the following:

••  ineffective management of liquidity risk;

••  inadequate capture and mispricing of the
risks entailed by complex financial products;

••  low capital requirements for risks related to
the trading book;

••  failure of risk management systems in con-
nection with remuneration schemes and cor-
porate governance;

••  the pro-cyclical nature of some aspects of the
“Basel II” framework2;

••  rapid credit expansion not adequately sup-
ported by high-quality capital.

The report includes 31 recommendations for
action to remedy the existing supervisory and
regulatory framework. Among other things,
the report calls for the creation of a new Euro-
pean system of supervision in order to safe-
guard financial stability. Such a system would
comprise two bodies:

••  the European Systemic Risk Board (ESRB),
which will be responsible for the macro-pru-
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11 The FSB was established in 1999 as the Financial Stability Forum
(FSF) and originally consisted of the G-countries. In November
2008, it was decided to place the FSF on a stronger institutional
ground with an expanded membership, including the G20 countries,
as well as other countries and international organisations and stan-
dard-setting bodies such as the IMF and the Basel Committee on
Banking Supervision. The mandate of the FSB is to identify vul-
nerabilities threatening financial stability and propose supervisory
and regulatory measures to address them.

22 See Special feature II: “Pro-cyclicality”.
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dential supervision of the European financial
system with an aim to identify risks, assess risks
and provide early warnings, thus safeguarding
financial stability in the Member States of the
European Union;

••  the European System of Financial Supervi-
sors (ESFS), which will be responsible for the
micro-prudential supervision of the European
financial system. It will consist of the three
European Supervisory Authorities which will
have competencies in the fields of (i) banking;
(ii) securities and markets; and (iii) insurance
and occupational pensions.

Building on the recommendations of the de
Larosière report, the European Commission
prepared a supervisory reform agenda and sub-
mitted proposals for the adoption of Commu-
nity regulations establishing a European Sys-
temic Risk Board and a European System of
Financial Supervisors. These regulations are
currently under consultation.

3 THE EUROPEAN SYSTEMIC RISK BOARD

The European Systemic Risk Board (ESRB)
will be responsible for macro-prudential over-
sight of the financial system within the Euro-
pean Community in order to identify risks that
may be systemically important, thus con-
tributing to the smooth functioning of the
Internal Market.

In order to fulfill its mandate in the most effi-
cient manner, the new body will have the fol-
lowing tasks:

••  to collect and analyse all information rele-
vant to its mandate;

••  to identify and prioritise systemic risks;

••  to issue early systemic risk warnings;

••  to issue recommendations on appropriate
action where required;

••  to follow up on the recommendations and
warnings issued;

••  to cooperate with the ESFS and provide sys-
temic risk-related information to the three
European Supervisory Authorities;

••  to liaise with international financial institu-
tions, in particular the International Monetary
Fund and the Financial Stability Board, and
third country bodies on issues related to
macro-prudential oversight.

Whenever risks with a systemic dimension are
detected, the ESRB may issue risk warnings or
recommendations either of a general or of a
specific nature which will be addressed to the
Community as a whole, or to one or more
Member States, or to one or more supervisory
authorities. Recommendations will include a
specified timeline for the policy response. The
warnings or recommendations will not be
legally binding, but the ESRB may decide to
make them public as a means of moral pressure
for action, while the ECOFIN Council will be
informed in all cases. The addressees of warn-
ings or recommendations will have to act
accordingly or explain the reasons for inaction
or deviation from recommendations (“act or
explain” mechanism).

As regards its internal organisation, the ESRB
will be composed of:

II.. A General Board, as the decision-making
body of the ESRB. Its voting members3 will
be: the President of the ECB, the Gover-
nors of the EU national central banks, the
chairs of the three European Supervisory
Authorities and a member of the Euro-
pean Commission. The Chair of the ESRB
will be elected for a five-year term from
the Members of the General Board of the
ESRB who are also members of the Gen-
eral Council of the ECB. Thus, the Chair
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of the ESRB will always come from a cen-
tral bank. Both this fact and the composi-
tion of the General Board of the ESRB
reflect the enhanced role of central banks,
as confirmed during the recent financial
crisis, in issues regarding the monitoring of
financial stability and crisis management.

IIII.. A Steering Committee which shall prepare
the meetings of the General Board.4

IIIIII.. A Secretariat which shall provide analyt-
ical, statistical, administrative and logisti-
cal support to the General Board. The
Secretariat will be ensured by the ECB, in
accordance with a specific Council deci-
sion.

IIVV.. An Advisory Technical Committee, which
shall provide advice and assistance on
technical issues, at the request of the Gen-
eral Board.

The General Board will meet at least four
times a year and its members will be fully
accountable to the European Council and the
European Parliament, by submitting regular
reports (at least once a year). The decision to
issue a recommendation or to make a warning
or recommendation public will require a qual-
ified majority of two-thirds of the votes, while
the decision to issue a warning will be adopted
by simple majority.

4 EUROPEAN SYSTEM OF FINANCIAL 
SUPERVISORS – ESFS

The European System of Financial Supervisors
(ESFS) will bring together the national finan-
cial supervisors and the new European Super-
visory Authorities (ESAs). The ESAs will take
on the tasks of the three existing Level 3 com-
mittees, but with an enhanced role and
increased responsibilities, and will be the fol-
lowing:

••  the European Banking Authority (EBA),
which will be created by transforming the exist-

ing Committee of European Banking Super-
visors (CEBS);

••  the European Securities and Markets
Authority (ESMA), which will be created by
transforming the existing Committee of
European Securities Regulators (CESR); and

••  the European Insurance and Occupational
Pensions Authority (EIOPA), which will be
created by transforming the existing Commit-
tee of European Insurance and Occupational
Pensions Supervisors (CEIOPS).

The European Commission proposes that the
ESFS be assigned the following tasks:

II.. to develop technical standards (both bind-
ing and directly applicable, and non-bind-
ing). In particular, each ESA will assist in
establishing high-quality common regula-
tory and supervisory standards and prac-
tices by issuing opinions to Community
institutions, as well as by drawing up
guidelines, recommendations and draft
technical standards. The ESA will submit
the technical standards to the European
Commission, which in turn will decide to
endorse them either as they are or with
certain amendments, with the agreement
of the ESA. The standards will be adopted
by means of regulations or decisions and
will be published in the Official Journal of
the European Union;

ΙΙΙΙ.. to ensure consistent application of Com-
munity rules. In particular, the ESA will
contribute to the establishment of a com-
mon supervisory culture by ensuring the
consistent, efficient and effective applica-
tion of sectoral legislation, by preventing
regulatory arbitrage, by mediating and set-
tling disagreements between national
supervisory authorities, by promoting the
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coherent functioning of colleges of super-
visors, and by taking action in emergency
situations;

IIIIII.. to facilitate the delegation of supervisory
tasks and responsibilities between com-
petent authorities in case of cross-border
groups;

IIVV.. to cooperate with the ESRB, in particular
by providing it with the necessary infor-
mation for the fulfilment of its tasks and
by ensuring the proper follow-up on ESRB
warnings and recommendations;

VV.. to conduct peer review analysis of com-
petent authorities, in order to foster con-
sistency in supervisory outcomes;

VVII.. to monitor and assess market developments
in the area of competence of each ESA;

VVIIII..to ensure that each ESA serves as a con-
tact point for supervisory authorities from
third countries and to enter into adminis-
trative arrangements with international
organisations and the administrations of
third countries.

In addition, the European Commission pro-
poses that, for the purpose of fulfilling the
above tasks, each newly-established ESA has
the following powers:

ΙΙ.. to issue guidelines and recommendations
for the consistent application of Commu-
nity rules;

ΙΙΙΙ.. to adopt individual decisions addressed to
competent authorities in emergency situ-
ations;

IIIIII.. to settle disagreements between compe-
tent supervisory authorities on matters of
cross-border supervision;

IIVV.. to adopt individual decisions addressed to
financial institutions on matters of breach
of Community law;

VV.. to issue opinions to the European Parlia-
ment, the Council or the Commission
upon a request from these institutions or
on its own initiative.

The European Commission also proposes the
following internal organisation for each ESA:

••  a Board of Supervisors: this is the main deci-
sion-making body of the ESA, responsible,
among other things, for the adoption of draft
technical standards, opinions, recommenda-
tions, etc;

••  a Management Board, responsible for prepar-
ing the ESA’s work programme, adopting its
rules of procedure, and preparing its budget;

••  a Chairperson and an Executive Director,
who shall act as representatives of the Author-
ity;

••  a Joint Committee of European Supervisory
Authorities, responsible for ensuring the cross-
sectoral cooperation between the three Euro-
pean Supervisory Authorities;

••  a Board of Appeal, which shall ensure that
any natural or legal person, including national
supervisory authorities, may appeal against a
decision taken by the ESA to ensure the con-
sistent application of Community rules,
action in emergency situations, and the set-
tlement of disagreements.

The proposed framework for EU supervision
can only produce the expected results if the
ESRB and the ESFS cooperate efficiently.
Indeed, the reform of the European financial
supervision framework aims at ensuring a
smoother interaction of supervision at the
macro-prudential and micro-prudential levels.
To fulfil its role as macro-prudential supervi-
sor, the ESRB will need a timely flow of har-
monised micro-level data. Conversely, micro-
prudential supervision, as conducted by the
competent national authorities, will benefit
from the ESRB’s insights into the macro-pru-
dential environment.
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Finally, in order to perform its duties, the ESRB
will be able to request from the ESFS detailed
micro-prudential data – notably on large and
international banking groups – and  ad hoc sur-

veys on specific issues that require the direct
involvement of national supervisors or market
operators, always respecting the limitations con-
cerning confidentiality and release of data.
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1 THE NOTION OF PRO-CYCLICALITY

The recent financial crisis has brought to the
fore, among other things, the notion of pro-
cyclicality, i.e. the dynamic interaction
between the financial sector and the real econ-
omy, which amplifies the normal fluctuations
of the economic cycle.

Pro-cyclicality contributes to the emergence of
shocks, as it affects the smooth functioning of
the financial system and its capacity to effi-
ciently reallocate the available financial
resources, turning it from a shock absorber
into a shock amplifier. A simplified approach
to the notion of pro-cyclicality in the financial
system would be to describe it as an excessive
growth of credit (and, more generally, of
investment by financial institutions) during
economic upturns and a significant contraction
of credit during economic downturns.

According to the most common explanation,
pro-cyclicality originates from information
asymmetries between borrowers and lenders,
with the former being better informed than the
latter about how credit is to be used. Thus, fund-
ing becomes difficult during downturns, even
for healthy enterprises seeking to finance invest-
ment of positive net present value, and this
hampers a fast recovery of economic activity.
Conversely, demand for funds can be met more
easily in upturns, causing economic activity to
expand often to the point of generating imbal-
ances that could end up in an abrupt correction.1

Another explanation is that financial market
participants mismeasure both the absolute level
of risk and its time dimension, i.e. its allocation
over time. Individuals and businesses typically
form their expectations under a number of well-
known biases, such as: (i) myopia, i.e. exces-
sively short horizons; (ii) cognitive dissonance,
i.e. they tend to interpret information in a
biased way and to exhibit herding behaviour;
and (iii) relative risk allocation, whereby risk is
evaluated on the basis of common practice, i.e.
what other market participants do, leading to an
underestimation of risk.

How did the above aspects manifest themselves
in the period leading up to and during the cri-
sis? The 2002 to June 2007 period was char-
acterised by excess liquidity in the economy,
low interest rate levels, increased investors’
risk appetite, easing in banks’ credit standards
and widespread use of complex and potentially
risky financial instruments by credit institu-
tions, which, due to risk mismeasurement, did
not hold adequate capital buffers to hedge
against these risks. A general climate of eupho-
ria prevailed, obscuring an accurate assessment
of the actual degree of risk. Financial super-
visors around the world have their share of the
blame for this, as they focused on micro-pru-
dential supervision and underrated the
impact of bank behaviour on the financial sys-
tem as a whole. As a result, after the crisis
broke out, banks found themselves in a dire
position, with no capital buffers to cover their
losses; in fact, several banks only avoided
bankruptcy thanks to the unprecedented coor-
dinated action taken by governments and cen-
tral banks. During the crisis and as global
activity declined markedly, credit institutions,
in order to make up for their losses and meet
capital requirements, cut their lending dras-
tically, thereby exacerbating the decline in
economic activity.

The supervisory authorities, recognising even
ex post the weaknesses of the supervisory and
regulatory framework, have already embarked
on designing measures to address pro-cycli-
cality and, thus, to support financial stability.
These measures move along the following
main lines:

• monitoring and assessing the systemic risk to
the financial system, through a combination of
micro-prudential and macro-prudential super-
vision;
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is often referred to in the literature as the “financial accelerator”
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357. For a review of recent literature, see Bernanke, Gertler and
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Handbook of Macroeconomics, Amsterdam.
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• building counter-cyclical capital buffers in
the form of additional funds or provisions,
which will increase in good times and decrease
in bad times;

• revision of accounting rules, mainly those
concerning fair value measurement that could
lead to the pro-cyclicality of profits, by under-
estimating risks during economic upturns and
overestimating risks during downturns;

• establishing a sound framework for manager
remuneration schemes in the financial sector,
by aligning managerial incentives with the
needs of the economy in general, as it is widely
recognised that the extremely high pay of exec-
utives during the boom years before the crisis
fostered short-termism and excessive risk-tak-
ing among financial system participants;

• transparency of rules and supervisory actions,
with a view to enhancing the effectiveness and
credibility of supervisory authorities.

2 ADDRESSING PRO-CYCLICALITY

2.1 MACRO-PRUDENTIAL SUPERVISION

Macro-prudential supervision is the systematic
monitoring of structural characteristics and
conjunctural trends: i) in the financial system
as a whole and its key components; ii) in the
rest of the economy and its key components;
and iii) in the channels linking the financial
system with the rest of the economy.2

One characteristic of pro-cyclicality in the
financial sector is the miscalculation of systemic
risk by certain supervisory authorities, which,
as mentioned before, focused on micro-pru-
dential supervision until the crisis broke out.
The problem was more obvious in cases where
micro-prudential supervision was the respon-
sibility of an authority separate from the
national central bank, which typically has a
more comprehensive picture of the macro-eco-
nomic situation, or where this responsibility was
shared among several agencies. The crisis

revealed the need for a macro-prudential
supervision framework, which would contribute
to the early detection of weaknesses, including
pro-cyclicality. In the European context, work
on the design of macro-prudential supervision
is well under way.3

2.2 CREATING COUNTER-CYCLICAL BUFFERS

One way of mitigating the effects of pro-cycli-
cality is by building capital buffers, possibly
combined with dynamic provisioning for credit
risk. The aim is to ensure that capital acts
counter-cyclically, i.e. that it declines during
downturns and increases during upturns.

2.2.1 Capital buffers

Building capital buffers is one of the two main
methods of creating counter-cyclical buffers.
Among the different proposals currently being
discussed, the following approaches to the cal-
culation of capital buffers can be highlighted:

II.. introducing multipliers linked to cyclical
or financial conditions; this entails iden-
tifying the phase of the economic cycle, as
well as assessing the underlying financial
situation of credit institutions;

IIII.. bank-specific capital buffers, calculated as
the difference between the estimated
probabilities of default (PDs) on the
banks’ loan portfolios during recessionary
phases and the corresponding PDs during
upswings;

IIIIII.. setting soft targets for capital buffers in
good times, over and above the regulatory
minimum; this method has the advantage
of being based on the existing regulatory
framework on capital requirements for
credit institutions rather than requiring
the creation of a new framework from
scratch.
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2.2.2 Dynamic provisioning

Assuming that the prevailing method for cal-
culating loan impairment on the basis of the
International Accounting Standard (IAS) 39
exacerbates pro-cyclicality, several interna-
tional organisations and bodies4 have pointed
to the need to review the IAS in question and
adopt a dynamic method for calculating pro-
visions that would take into account all the
phases of the economic cycle.

Under the principles of the current IAS 39
(paragraphs 58-70), a loan is impaired when its
outstanding balance is higher than the
expected recoverable amount. Review for
impairment in respect of a lending portfolio is
carried out at balance sheet date. Impairment
losses are recognised, only if there is objective
evidence of impairment as a result of one or
more events that occurred between the initial
recognition of the loan and the balance sheet
date. A significant disadvantage of this method
is that provisions are calculated on the basis of
incurred losses rather than expected losses.
This leads to the creation of a specific provi-
sion against losses already incurred. As the lat-
ter are by definition smaller during economic
upturns and larger during downturns, the
model intensifies cyclicality (pro-cyclical
method). Moreover, the meaning of “objective
evidence of impairment” is left to the discre-
tion of banks, which often, driven by prof-
itability considerations, misinterpret the term
and create less provisions than required.

From a supervisory perspective, the procedure
for assessing loan impairment is already under
scrutiny from the European Commission,
which, in the context of changes in Community
legislation, is in favour of dynamic provision-
ing. In particular, the European Commission
is leaning towards a model similar to the one
applied by the Banco de España since 2000.

On the basis of the Spanish model, gen-
eral/dynamic provisions are created beyond the
existing specific provisions. Dynamic provi-
sions are general provisions for unrealised loan

losses, while specific provisions refer to loan
losses already incurred. Thus, total provisions
for a given year Ν are computed using the fol-
lowing formula:

Total provisions = specific provisions for year
Ν + dynamic provisions for year Ν= specific
provisions for year Ν + [(α * changes in the
stock of loans for year Ν) + (β * total portfo-
lio for year Ν) – specific provisions for year Ν]

where α is the estimated average credit loss in
a cyclically neutral year and β is the historic
average of specific provisions over a full eco-
nomic cycle. The α and β coefficients take spe-
cific values depending on the degree and type
of credit risk of each portfolio.

The first term of dynamic provisions, “α *
changes in the stock of loans”, increases dur-
ing economic upturns, when credit tends to
rise, and decreases during economic down-
turns, when credit standards are tightened due
to liquidity constraints. Given that more “bad”
loans are granted during upturns (as a per-
centage of total loans), this term has a cor-
rective effect on the cyclicality of potential
non-performing loans. The second term, [(β *
total portfolio) – specific provisions], has a pos-
itive sign during periods of economic expan-
sion, when specific provisions decline, as it
recognises unrealised losses at individual loan
level. Conversely, during a downturn this term
will become negative, given that these losses
translate into specific provisions. Thus, on the
basis of this formula, dynamic provisions are
the sum of the two terms and thus tend to
increase during upturns and decrease during
downturns in order to cover realised losses.

Dynamic provisions are complementary to spe-
cific provisions and allow the coverage of pos-
sible losses not yet recognised at individual loan
level. As a result, the distribution of provisions
over the economic cycle is more even, thus
smoothing out profits and, indirectly, own funds.
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2.3 IMPROVEMENT OF FAIR VALUE MEASUREMENT
UNDER THE ACCOUNTING STANDARDS

The valuation of financial assets is a key aspect
of financial reporting, insofar as it affects the
profits and capital of enterprises, as well as the
assessment of risks, thus playing a significant
role in investment decisions. The application
of the fair value principle of accounting stan-
dards is likely to contribute to pro-cyclicality
of reported profits, as the valuation of certain
financial assets may understate risks during
upturns and overstate them during downturns.

Valuation problems associated with the appli-
cation of the fair value principle may emerge:

aa.. when inappropriate models are used;

bb.. when non-representative market prices are
used in the valuation.

The above conditions favour an overstatement
of the value of financial instruments during
upturns and an understatement during down-
turns, causing higher leveraging due to mass
purchases of assets and de-leveraging due to
mass sales, respectively.

In October 2008, the International Accounting
Standards Board (IASB) issued guidance on
the application of fair value measurement of
financial instruments in the case of illiquid
markets. In particular, the IASB’s document
notes that transaction prices in inactive mar-
kets do not represent the actual value of assets,
therefore individual financial institutions have
to measure fair value by using their own mod-
els and by considering all relevant market
information available.

2.4 REMUNERATION SCHEMES

In the context of efforts to address pro-cycli-
cality, credit institutions’ remuneration poli-

cies are being reviewed. In particular, it was
deemed necessary to create a sound remu-
neration scheme for executives in the finan-
cial sector, given that financial decision mak-
ers received excessively high remunerations
during the market boom, as profits at the
time seemed to increase rapidly. Inappro-
priate remuneration policies contributed to
stronger pro-cyclicality, as they encouraged
excessive risk-taking and excessive focus on
short-term profitability without adequate
consideration of the long-term impact. This
behaviour triggered excessive leveraging,
which led to a further intensification and pro-
longation of excesses, making them harder to
correct.

Against this background, steps have been taken
towards designing a remuneration framework
that will link manager compensations to the
long-term performance of business decisions
and will be risk-focused. Further to the pro-
posals of the action plan adopted by the G-20
in November 2008, in April 2009 the Financial
Stability Board issued nine (9) principles for
sound compensation practices. In the Euro-
pean Union, several supervisory authorities
issued guidance on sound remuneration
schemes. In April 2009 the Committee of
European Banking Supervisors (CEBS) issued
a set of high-level principles for remuneration
policies. The European Commission has
already issued relevant recommendations and
in view of a proposed revision of EU supervi-
sory rules strongly encourages credit institu-
tions to put a sound remuneration scheme in
place, accompanied by a sound risk manage-
ment system. Αt the same time, the Commis-
sion proposes that supervisory authorities
should have the power to impose sanctions on
institutions that do not comply with the new
requirements. The Basel Committee of Bank-
ing Supervision intends to incorporate relevant
recommendations in the context of the refine-
ment of Pillar 2 guidance.
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1 INTRODUCTION

One of the salient features of the global finan-
cial system during the period that preceded the
recent financial crisis was a high level of liq-
uidity. This enabled credit institutions on the
one hand to meet their liabilities as they
became due (funding liquidity)1 and on the
other hand to raise additional funds by wind-
ing up positions, without any significant impact
on their market value (market liquidity).2 Thus,
neither of the two aspects of liquidity risk (i.e.
funding and market liquidity risk) seemed to
be a cause of concern in the pre-crisis period.

The intensification of the crisis showed very
clearly that liquidity can shrink rapidly and that
different aspects of liquidity risk can be pres-
ent at the same time. Actually, the linkages
among these types of liquidity risks have had
a multiplying rather than linear effect on over-
all liquidity risk. Banks’ unwillingness to lend
to each other in money markets and the virtual
shut-down of markets through which banks
raised funds, mainly by selling financial prod-
ucts ―some of which were characterised by
very complex structures― disrupted the bal-
ance of the global financial system and forced
central banks to intervene by taking unprece-
dented measures to boost liquidity.

This special feature summarises the linkages
between liquidity risk components and the sig-
nificant role of central banks in dealing with
any disruptions to financial stability that may
stem from liquidity shortages.

2 LINKAGES BETWEEN LIQUIDITY RISK
COMPONENTS

Liquidity risks are inherent in banks’ core
activity, which is the transformation of short-
term liabilities (deposits) into long-term assets
(loans). This leaves credit institutions vulner-
able to funding liquidity risk, i.e. partial or
total inability to service their liabilities as they
fall due. A deterioration in a credit institution’s
financial situation (e.g. a significant increase in

non-performing loans) will lead to an erosion
of capital adequacy or even a loss of credit-
worthiness and solvency, with multiple conse-
quences for the credit institution, such as: (i)
inability to renew existing debt to institutional
investors; (ii) lack of access to money and cap-
ital markets (interbank market, market-based
debt financing, securitisation etc.); and (iii)
withdrawal of customer deposits.

The liquidity risk described above can be
endogenous and idiosyncratic, i.e. specific to a
given credit institution; however, under certain
circumstances, such as those observed during
the intensification of the crisis, this risk could
spill over to other institutions and even affect
the smooth functioning of the interbank
and/or bond markets. In other words, through
this channel the risk could develop into a sys-
temic risk, particularly if credit institutions rely
primarily on markets (interbank, bond, secu-
ritisation markets) rather than on customer
deposits for funding themselves.

In particular, credit institutions are linked to
each other through a shared funding market,
i.e. the interbank market. Therefore, individ-
ual bank failures are likely to have an upward
effect on counterparty risk. This will increase
mistrust among credit institutions regarding
each other’s solvency, which will inevitably lead
to a dramatic decline in interbank lending, or
even a collapse of the interbank market.

In a situation like this, credit institutions would
have to resort to alternative funding sources in
order to remain in business. However, given
the increasing interdependence of markets,
during turbulent times for the interbank mar-
ket, the functioning and liquidity of the other
markets will quite probably have been
impaired. In this case, credit institutions may
seek to obtain liquidity by selling assets, includ-
ing stop-loss liquidations. On the other hand,
it is also possible that markets have limited
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11 Committee of European Banking Supervisors (CEBS), “Second
part of CEBS’ technical advice to the European Commission on liq-
uidity risk management”, September 2008.

22 CEBS, op. cit.
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capacity to absorb mass sales of bonds, stocks
and other instruments. This would lead to
higher volatility of financial asset prices, a
reduction in market participation and, even-
tually, a dramatic decline in liquidity in these
markets, meaning that credit institutions will
only find buyers for their assets at fire-sale
prices.

The above analysis outlined the interaction
between funding and market liquidity risk.
However, there are also second-round effects,
which contribute to the creation of downward
liquidity spirals, with market liquidity risk feed-
ing back to funding liquidity and so on, thus
amplifying the original shock. For instance, if
the proceeds from the sale of assets at distress
prices are not sufficient to cover the financing
needs of credit institutions, this will prompt a
new round of asset sales, leading to even
stronger pressures on the prices of these assets.
Moreover, if distress pricing generates losses,
banks’ net worth would be affected, possibly
resulting in further fire sales with a view to
reducing assets to levels in line with regulatory
capital adequacy requirements.3

The downward liquidity spiral can work also in
the opposite direction, whereby illiquidity in
one market is transmitted as funding risk,
which in turn feeds back into market liquidity
risk and so on. A typical example of this case
is the current financial crisis, which started as
a credit event, where losses on sub-prime mort-
gage loans had an impact on the liquidity of the
markets for bonds backed by these loans. Due
to increased counterparty risk, investors
reduced their positions or refrained from
investing in such securities, leading to pres-
sures on their prices and a drop in liquidity in
the markets where these securities are
traded. Credit and other financial institutions
for which these securities served as a key fund-
ing tool faced serious liquidity problems. These
events heightened uncertainty among credit
institutions regarding the creditworthiness of
their interbank counterparties, which caused a
dramatic fall in interbank lending, and the
transmission of this risk to all markets for debt

securities, eventually leading to the collapse of
the interbank market.

3 THE ROLE OF THE CENTRAL BANK

The central bank plays a pivotal role in help-
ing the banking system to address its liquidity
deficit,4 and represents the third channel of liq-
uidity provision, after funding liquidity and
market liquidity. It is essential that all three
channels operate properly, in order to ensure
that the liquidity provided by the central bank
in its open market operations is redistributed,
through the various markets (interbank and
asset markets), to financial system agents
depending on their respective liquidity needs.

In times when the normal functioning of, or
linkages among, the liquidity channels are dis-
rupted, the central bank intervenes in support
of financial stability, with the aim to prevent a
bank run and a meltdown of the financial sys-
tem, as well as to minimise the costs of bank-
ruptcies and distress liquidations of credit insti-
tutions. The main form of central bank inter-
vention is the provision of liquidity to the
financial system with a view to normalising and
stabilising markets so as to avoid systemic and
potentially destabilising repercussions. The
provision of liquidity is sought to break the
negative feedback loops between funding liq-
uidity risk and market liquidity risk, thereby
eliminating the downward liquidity spiral. The
goal is to ensure that liquidity needs are met,
in order to restore trust among credit institu-
tions and eliminate the need for raising liq-
uidity through asset sales with the results
described above.

The extent of central bank intervention
depends on the intensity of the destabilising
effects. The stronger the destabilising effects,
the larger the quantity of liquidity that needs
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Working Paper series No 1008, February 2009.

44 The liquidity deficit of the banking system stems from the need of
banks for banknotes, as well as their reserve requirements with the
central bank.
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to be injected into the system, thus the higher
credit institutions’ dependence on central bank
liquidity.

4 LIQUIDITY RISK AND THE ROLE OF THE ECB
DURING THE RECENT FINANCIAL CRISIS

Funding and market liquidity risks have been
in the epicentre of the recent financial crisis
and have created an unprecedented situation,
characterised by a virtual shut-down of the
interbank market operation and a significant
decrease in liquidity in some segments of credit
markets, developments which threatened the
stability of the financial system. The ECB
played a crucial role in the support of the
financial system. In more detail, the ECB
adopted a number of measures, including the
unlimited provision of liquidity to euro area
credit institutions and a covered bond purchase
programme. The ample liquidity provided to
banks was essential for stabilising the system;
however, it would imply an increase in funding
liquidity risk for credit institutions when the
central bank decides to implement an exit

strategy. In this context, the ECB will be called
upon to determine a concrete and credible
plan for phasing out liquidity, which has to be
announced in a timely manner and be imple-
mented when market conditions will permit it,
e.g. when the prospects for the economy follow
a steady upward path and inflationary expec-
tations start to emerge.5

Irrespective of the decisions of the ECB, credit
institutions should also plan, at least with the
same levels of caution and foresight as those
demonstrated by the central bank, their own
exit strategies taking into account the structure
and the expected development of their activi-
ties, as well as their ability to access markets in
order to raise the liquidity they need. These
strategies should be realistic in terms of the
ability to raise liquidity in replacement of that
currently provided by the central bank and
should be implemented well in advance of the
time when the central bank’s exit strategy
begins to be implemented.
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I INTRODUCTION

Guarantee schemes help strengthen public
confidence in the financial system. In Greece,
three guarantee schemes have been estab-
lished:

• a deposit and investment guarantee scheme
for credit institutions, provided by the Hellenic
Deposit and Investment Guarantee Fund
(TEKE);

• a stock exchange transactions guarantee
scheme for investment firms, credit institutions
that are members of the Athens Exchange and
mutual fund management companies, provided
by the Athens Exchange Members Guarantee
Fund; and

• an insurance guarantee scheme, provided by
the Auxiliary Fund and focusing on motor
vehicle liability.

2 HELLENIC DEPOSIT AND INVESTMENT
GUARANTEE FUND – TEKE

The first step towards a deposit guarantee
scheme in Greece was the establishment of the
Hellenic Deposit Guarantee Fund (TEK) in
1995.1 Thereafter, the TEK founding law was
amended four times: in 2000,2 20083 and 2009,4

with the 2008 amendment resulting in the
establishment of the Hellenic Deposit and
Investment Guarantee Fund (TEKE) as TEK’s
universal successor. TEKE encompasses two
distinct branches, each with separate assets,
namely the Deposit Guarantee Scheme
(which took over all of TEK assets) and the
Investor Compensation Scheme.

TEKE is a legal person in private law, set up
by the Bank of Greece and the Hellenic Bank
Association, which hold 60% and 40%, respec-
tively, of its initial capital. TEKE, under the
supervision of the Minister of Economy, is
managed by a nine-member Board, comprising
one of the Deputy Governors of the Bank of
Greece as Chairperson, one member from the

Ministry of Economy, three members from the
Bank of Greece, another three from the Hel-
lenic Bank Association and one member from
the Association of Cooperative Banks of
Greece.

2.1 PARTICIPANTS AND CONTRIBUTIONS

Participation in the Deposit Guarantee
Scheme is mandatory for all credit institu-
tions authorised in Greece, with the excep-
tion of the Deposits and Loans Fund. Par-
ticipation is also mandatory for domestic
branches of non-EU credit institutions, if
their home state does not have a deposit
guarantee scheme equivalent to that of
TEKE. Domestic branches of EU credit insti-
tutions may participate on a voluntary basis,
for complementary coverage beyond the level
and/or scope of their home deposit guarantee
scheme. TEKE is also available to foreign
branches of Greek banks located in EU or
non-EU countries, if the deposit guarantee
scheme of the host state does not provide
equivalent protection to that ensured by
TEKE.

Participation in the Investor Compensation
Scheme is mandatory for all credit institutions
authorised in Greece, with the exception of the
Deposits and Loans Fund and the credit insti-
tutions which have already joined the Athex
Guarantee Fund.5

Compensation under TEKE, where appropri-
ate, is paid out of a pool of funds formed from
the contributions of the participating credit
institutions. The amount of the regular annual
contribution is based on the amount of
deposits according to a degressive scale which
is adjusted annually by decision of TEKE’s
Board. The structure of contributions (last
updated in 2008) is shown below.
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22 Law 2838/2000.
33 Law 3714/2008.
44 Laws 3746/2009 and 3775/2009.
55 See section 3 below.
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Upon joining the Deposit Guarantee Scheme,
credit institutions are required to pay an entry
fee, calculated by multiplying the Scheme’s
total assets by the ratio of the new entrant’s
own funds to the sum total of the own funds of
existing members.

Regarding the Investor Compensation
Scheme, the participating credit institutions
are required to pay the following contributions:

• An entry fee of €500,000 for credit institu-
tions and €250,000 for cooperative banks. For
credit institutions joining TEKE after its first
published balance sheet referring to both
Schemes, the entry fee is calculated by multi-
plying the total assets of the Investor Com-
pensation Scheme by the ratio of the new
entrant’s own funds to the sum total of the own
funds of existing members. In this case, the
entry fee cannot be less than €500,000 for credit
institutions and €250,000 for cooperative banks.
• A regular annual contribution; the method
for its calculation is determined by decision of
the Minister of Economy following the rec-
ommendations of the Bank of Greece and the
Hellenic Capital Market Commission.

Under both schemes, an additional contribu-
tion is required of participating credit institu-
tions in the event that the respective scheme’s
assets are not sufficient to cover the payment
of compensation to depositors/investors of a
defaulting credit institution. The amount of
this extraordinary contribution is specified by
decision of TEKE’s Board and may not
amount to more than three times the regular
annual contribution. If the funds available still

do not suffice for the payment of compensation
to depositors/investors, TEKE’s Board may
have recourse to borrowing, in which case the
participating credit institutions will issue the
relevant letters of guarantee.

2.2 COVER LEVELS AND COMPENSATION 
PROCEDURE

The maximum cover for deposits was set by Law
2324/1995 at €20,000 per depositor. The corre-
sponding amount for investments was set by Law
3746/2009 at €30,000 per investor. In the light
of the ongoing financial crisis and with a view to
bolstering the stability of the banking system, as
well as depositor protection, Law 3714/2008 tem-
porarily raised the maximum deposit guarantee
cover to up to €100,000 per depositor, until 31
December 2011. This amount will apply irre-
spective of the number of accounts, the currency
or location of the deposit. For 2011 and onwards,
the maximum level of deposit guarantee will be
subject to a decision by the Greek government
as well as to EU guidelines.6

Payout procedures under TEKE are activated
once the Bank of Greece or a judicial author-
ity determines that a credit institution is unable
to meet its obligations to its depositors and/or
investors. In this case, TEKE would take the
following steps:

• draw up a list of beneficiaries, based on
information provided by the credit institution
concerned;

• nets out beneficiaries’ claims against any
counterclaims of the credit institution;

• inform beneficiaries, through the daily press
or by mail, of their right to compensation; and

• pay out the compensations.
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66 On 11 March 2009, Directive 2009/14/EC increased the minimum
cover level to �50,000 per depositor. In the light of the crisis and
temporarily until 31 December 2011, Greece set that level at€100,000/depositor. By the end of 2009, the European Commission
will consider whether the minimum coverage level should be per-
manently increased to �100,000 and recommend to the European
Parliament and the Council accordingly.
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The time limit for the payout of compensations
in respect of guaranteed deposits is set at three
months of the date on which these deposits
became unavailable (Law 3775/2009 reduced it
to 20 business days with effect from 31 Decem-
ber 2010). Regarding guaranteed investments,
the time limit is three months of the date on
which TEKE sent the list of beneficiaries to the
Bank of Greece. After the compensation has
been paid out to the beneficiaries, TEKE is
subrogated to their claims vis-à-vis the credit
institution up to the amount that it has paid.

Since its inception, the deposit guarantee
scheme has been activated only once, in 1995,
when, the newly established TEK undertook to
pay €1.5 million in compensations to the
depositors of the Arab-Hellenic Bank, in the
context of winding-up procedures. After the
assets of the Arab-Hellenic Bank were liqui-
dated, TEKE received full reimbursement
from the proceeds.

3 GUARANTEE SCHEME FOR STOCK EXCHANGE
TRANSACTIONS – ATHEX GUARANTEE FUND

The guarantee of stock exchange transactions
was introduced in Greece by Legislative
Decree 3078/1954, which established a Com-
mon Guarantee Fund for Stock Exchange
Transactions. Following the transposition of
Directive 97/9/EC on investor- compensation
schemes into Greek law,7 was renamed to
“Guarantee Fund for Investment Services”,
commonly known as the Athex Guarantee
Fund. In 2009, the relevant legal framework
was enhanced by Law 3756/2009.

The Athex Guarantee Fund is a legal entity in
private law; it is subject to supervision by the
Hellenic Capital Market Commission, and its
mandate is to indemnify principals and coun-
terparties in stock exchange transactions in the
event of verified permanent or irreversible
default of one of its members. The Athex
Guarantee Fund is managed by a seven-mem-
ber Board, whose chairperson is appointed by
the Hellenic Capital Market Commission. Its

other members are the chairman of the Athens
Exchange Members Association, three repre-
sentatives of Athex-listed investment firms and
credit institutions and two representatives of
non-listed mutual fund management compa-
nies and investment firms.

3.1 PARTICIPANTS AND CONTRIBUTIONS

Participation in the Athex Guarantee Fund is
mandatory for all investment firms (Athex
members or not), credit institutions that are
members of the Athens Exchange and mutual
fund management companies authorised by
the Hellenic Capital Market Commission. It is
also mandatory for investment firms autho-
rised in another EU Member State or a third
country, if they do not already participate in a
guarantee scheme which provides, in the judg-
ment of the Hellenic Capital Market Com-
mission, cover at least equivalent to that
offered by the Athex Guarantee Fund. Com-
panies for which participation in the Athex
Guarantee Fund is not mandatory may apply
for supplementary cover. The Athex Guaran-
tee Fund may at its discretion accept or reject
an application for supplementary cover and
decide on the terms and conditions for the par-
ticipation of non-resident investment firms.

According to Law 3756/2009, participants of
the Athex Guarantee Fund are required to pay
the following contributions:

• An entry fee payable in cash, depending on
the type of investment services provided by the
participant, i.e. €150,000 for investment firms,
mutual fund management companies and credit
institutions; €500,000 for investment firms and
credit institutions engaged in trading for their
own account, underwriting of financial instru-
ments or placing financial instruments on a firm
commitment basis or operating a multilateral
trading facility (MTF), as well as for investment
firms based in a third (non-EU) country, which
provide covered services in Greece through
their local branches; and €50,000 for invest-
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ment firms whose scope is limited to receiving
and transmitting orders, consulting services or
portfolio management and which do not hold
funds or financial instruments on behalf of their
customers.

• Regular annual contributions, payable by all
participants with the exception of investment
firms whose scope is limited to receiving and
transmitting orders, consulting services or port-
folio management and which do not hold funds
or financial instruments on behalf of their cus-
tomers. At least 50% of the annual contribu-
tion is payable in cash; the remainder may be
covered by a letter of guarantee issued by a
credit institution conducting business in
Greece. Annual contributions are calculated as
specified in a decision issued by the Ministry
of Finance, following the recommendations of
the Bank of Greece and the Hellenic Capital
Market Commission.

• A supplementary contribution, payable by all
participants in exceptional or emergency cir-
cumstances,  following a reasoned decision by
the Fund’s Board. This supplementary contri-
bution is calculated on the basis of the com-
pensation amounts already decided upon or
estimated for the coming year. The decision is
communicated to the Hellenic Capital Market
Commission, which may reject such supple-
mentary contribution or specify requirements
or request changes in the decision.

• An ad hoc contribution, payable by a par-
ticpant where there are serious doubts as to the
participant’s organisational adequacy or sol-
vency, following a reasoned decision by the
Fund’s Board.

The Athex Guarantee Fund’s total assets
amount to about €170 million.
3.2 COVER LEVELS AND INDEMNIFICATION 

PROCEDURE

Maximum compensation was set by Law
3746/2009 at €30,000. Claims relating to non-
delivery of securities are valued on the basis of

the closing price of the respective securities, as
specified in Law 2533/1997.

The indemnification procedure is activated in
the event of a participant’s permanent inabil-
ity to settle its obligations arising from stock
exchange transactions. The participant’s per-
manent and irrevocable inability can be self
declared or ascertained by the Hellenic Cap-
ital Market Commission based on informa-
tion reported by the participant concerned,
following consultation of the Athex Guaran-
tee Fund. The decision of the Hellenic Cap-
ital Market Commission is communicated in
writing to the Athex Guarantee Fund.

The Athex Guarantee Fund subsequently
communicates, through the daily press or
other equivalent media, the decision to acti-
vate the indemnification procedure and the
deadline for the submission of claims (not less
than 15 days). Compensations are paid out
within one month of the decision of the Athex
Guarantee Fund. In exceptional circum-
stances, on the request of the Athex Guaran-
tee Fund, the Hellenic Capital Market Com-
mission may extend the payout period up to a
maximum of two months of the decision.

4 INSURANCE GUARANTEE SCHEME – 
AUXILIARY FUND

The purpose of insurance guarantee schemes is
to provide last-resort protection to policyhold-
ers when insurers are unable to fulfill their con-
tract commitments, by paying compensation to
policyholders or beneficiaries, or by securing the
continuation of insurance contracts. In Greece,
insurance guarantee is only provided for civil lia-
bility arising from motor accidents through the
relevant Auxiliary Fund. Set up by Law 489/1976
as a legal entity in private law supervised and
controlled by the Minister of Economy, this
Fund provides compensation for personal injury
or damage to property in cases where:

• the insurer of the party at fault cannot pay
the compensation (e.g. for reasons of insol-
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vency or because its operating license has been
revoked);

• the party at fault is unidentified;8

• there is proof that the accident was delib-
erate;

• the accident was caused either within the
Greek territory by an uninsured vehicle or out-
side the Greek territory by a vehicle lacking an
international motor insurance certificate.9

4.1 AUXILIARY FUND PARTICIPANTS AND 
CONTRIBUTIONS, AND COMPENSATION 
PROCEDURE

Participation in the Auxiliary Fund is manda-
tory and automatic for all insurers providing
motor liability coverage, including insurers
operating under the freedom to provide serv-
ices in Greece, mutual insurance cooperatives
providing such coverage, as well as legal enti-
ties in public law or public utilities whose vehi-
cles have been exempted from compulsory
insurance under Article 3, paragraph 3, of Law
489/1976.

To enable the Auxiliary Fund to fulfil its pur-
pose, a mandatory contribution, set by decision
of the Minister of Economy and amounting to
a maximum of 5% of the net premiums for
motor vehicle civil liability, is levied in the pro-
portion of 70% from the insurance undertak-
ings and 30% from policyholders. Contribu-
tions are payable to the Auxiliary Fund within
15 days of the end of each two-month calendar
period and refer to the insurance policies
entered into or renewed during that period,
irrespective of whether the respective premi-
ums have been collected or not.

Policyholders or beneficiaries with an
insurer whose business is discontinued are
covered by the Auxiliary Fund for 30 days.
Thereafter, a policy must be taken out with
another insurer, otherwise the vehicle is
deemed uninsured.

4.2 INSURANCE GUARANTEE SCHEMES IN THE
EUROPEAN UNION

In the European Union, thirteen Member
States currently operate insurance guarantee
schemes. Specifically, three Member States
have guarantee schemes for life insurance, nine
Member States have guarantee schemes for
non-life insurance, while five Member States
have general schemes for both life and non-life
insurance.10 As far as non-life insurance is con-
cerned, the guarantee schemes currently in
place can either cover all classes or only a few
specific classes of non-life insurance, such as
workers’ accident insurance, supplementary
health insurance or hunters’ liability. It should
be stressed that, unlike other sectors of the
financial services industry which have been
harmonised across the EU (e.g. the deposit
guarantee provided for in Directive 94/19/EC
and investor compensation provided for in
Directive 97/9/EC), there is no such common
European framework in the insurance sector.
One exception, however, are the directives on
motor vehicle insurance and on the approxi-
mation of the laws of the Member States relat-
ing to insurance against civil liability in respect
of the use of motor vehicles.11 According to
these directives, known as Motor Directives,
Member States must ensure that the civil lia-
bility in respect of the use of motor vehicles is
insured. Furthermore, they must set up a body
with the task of providing compensation in the
event that the vehicle having caused the acci-
dent is unidentified or uninsured. The direc-
tives do not provide for ensured compensation
in the event of the insolvency of an insurance
undertaking.
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88 In this case, however, there is no obligation to compensate for dam-
age to property, unless the accident has also resulted in personal
injury requiring hospitalisation for at least five days and the police
have been called.

99 Persons who willingly boarded the vehicle at fault are not eligible
for compensation, if the Auxiliary Fund can prove that they knew
the vehicle was uninsured.

1100 Three Member States have separate schemes for life insurance and
non-life insurance, while another Member State has a general
scheme for both life and non-life insurance in addition to a scheme
for a very specific class of non-life insurance.

1111 See Directives 2005/14/EC, 2000/26/EC, 90/232/EEC, 84/5/EEC,
72/430/EEC and 72/166/EEC.
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Accumulated provisions: amounts set aside in order to cover expected losses on assets (mainly
on the loan book). Accumulated provisions for credit risk at the end of a period are equal to accu-
mulated provisions at the beginning of the period plus impairment losses (according to Inter-
national Financial Reporting Standards – IFRS – terminology), less the amount of write-offs/write-
downs for this period.

Available-for-sale financial assets: mainly equity securities and bonds/debentures and, sec-
ondarily, loans, designated as at fair value; unrealised gains and losses are recognised in equity,
while realised gains and losses are recognised in operating results.

Basel I: the first framework for the supervision of the international banking system. It was adopted
in 1988 and focused on the management of credit risk (although it also covered market risk), by
introducing minimum capital requirements. It also covered market risk. It has already been
replaced by the Basel II framework.

Basel II: Basel II is the existing framework for the supervision of the international financial and
banking system. It succeeded the Basel I framework and is aimed at ensuring a more compre-
hensive and more precise measurement of the risks assumed by credit institutions and at better
aligning capital requirements with these risks. It consists of three pillars. Pillar 1 refers to the
calculation of capital requirements, improving the method of their calculation for credit risk and
first introducing capital requirements for operational risk. Pillar 2 concerns the supervisory assess-
ment procedure, where all the credit risks assumed by a credit institution, including those not
quantified under Pillar 1, are assessed by qualitative criteria. Finally, Pillar 3 aims at ensuring
market discipline by requiring the disclosure of data for the information of credit institutions’
shareholders and counterparties.

Capital adequacy ratio (CAR): it measures banks’ capacity to absorb expected and unexpected
losses on their assets. It is calculated as regulatory own funds divided by risk-weighted assets.

Capital buffer: it is defined as regulatory own funds less the amount required to meet the min-
imum capital adequacy ratio (namely 8%). Consequently, the higher the capital buffer, the more
able a bank is to absorb unexpected losses.

Carry trade: a strategy in which an investor sells a currency with a relatively low interest rate and
uses the funds to purchase another currency yielding a higher interest rate.

Central counterparty: an entity that interposes itself as the buyer to every seller and as the seller
to every buyer for transactions in securities. Clearing through a central counterparty reduces coun-
terparty risk.

Compulsory liquidity ratios: the compulsory liquidity ratios are the liquid asset ratio and the mis-
match ratio. These ratios were introduced by Bank of Greece Governor’s Act 2560/1 April 2005.

Concentration ratio: the concentration ratio of a sector is usually measured either on the basis
of the aggregate market share of a specified number (N) of enterprises in the total assets of the
sector’s enterprises (CR-N) or on the basis of the Herfindahl-Hirschmann index (HHI).

Contagion risk: the risk that a disturbance occurring in an enterprise/sector/market/country will
spread to other enterprises/sectors/markets/countries through their interlinkages.
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Core capital or Tier I capital: it comprises shareholders’ equity, paid-in surplus, reserves, profit
and loss carried forward, asset valuation differences and hybrid securities. Capital gains from
acquisitions and certain other items, as defined in Bank of Greece Governor’s Act 2587/20 August
2007, are deducted from the sum of the above.

Cost-to-income ratio: it is defined as the ratio of operating costs to operating income. Oper-
ating costs do not include provisions for credit risk (i.e. impairment losses).

Counter-cyclical policy: a policy aimed at mitigating the intensity and implications of the busi-
ness cycle.

Coverage ratio: it is defined as accumulated provisions for credit risk to total non-performing
loans (NPLs). This ratio is an indication of a credit institution’s ability to cover potential losses
from the non-servicing of NPLs.

Covered bonds: covered bonds are dually secured bonds, as investors on the one hand have a
preferential claim to the assets of the “cover” pool, which mainly consists of mortgage loans and
government securities, and on the other hand rank pari passu with senior debt holders against
the remaining property of the issuer, for any claims that are not satisfied by the assets included
in the “cover” pool.

Credit default swaps (CDSs): derivative products that are associated with the credit risk of under-
lying assets (usually bonds and loans) and serve as a kind of security for the buyer of such prod-
ucts, since the seller of the product undertakes, in exchange for a premium, to compensate the
buyer in the event that the underlying asset’s issuer defaults. These agreements allow the trans-
fer of credit risk of a reference asset from one party to the other without transferring title to
the asset.

Credit derivatives: investment products through which credit risk is transferred to third parties.
Most credit derivatives are credit default swaps.

Credit rating: an assessment of the borrower’s creditworthiness, namely its ability to repay debt.
It is assessed by credit rating agencies and is based on the basis of the borrower’s credit history
and financial condition.

Credit risk: the risk of loss due to default by a debtor (bond issuer or borrower).

Debt-to-equity ratio: it is defined as the ratio of a firm’s total debt to shareholders’ equity.

Default risk: the risk of the counterparty defaulting on its obligations.

Defaulted loans: loans which banks consider it almost certain that the borrowers will not be able
to service.

Doubtful loans: loans for which collection in full is improbable.

Εmerging Europe: for the purposes of this report, Emerging Europe is defined as comprising
Albania, Bulgaria, FYROM, Poland, Romania, Serbia, Turkey and Ukraine.
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EONIA (euro overnight index average): it is calculated as a weighted average of the interest
rates on unsecured overnight lending transactions denominated in euro, as reported by a panel
of contributing banks.

EONIA swap rate: interest rate agreed on an overnight indexed swap, which remains fixed through-
out the duration of the agreement (e.g. three months). On the basis of this interest rate, a party
pays interest on a specified amount and, in return, the counterparty makes interest payments on
the same amount at the interbank overnight market rate (EONIA), compounded on a daily basis
over the duration of the agreement.

Euribor (euro interbank offered rate): a reference interest rate for interbank market opera-
tions at which a prime bank is willing to lend funds in euro to another prime bank. It is computed
on a daily basis (for interbank deposits with different maturities of up to 12 months), as the aver-
age of the daily offer rates of a representative panel of prime banks for operations conducted
in the euro area interbank market for unsecured loans.

Expected loss (EL): the average loss a bank expects to sustain on a given asset within a given
period (typically one year).

Foreign exchange risk: the risk of valuation losses on a foreign currency investment or place-
ment due to unfavourable changes in exchange rates.

Funding liquidity risk: the potential failure of a credit institution to find the funds required to
meet its obligations as they fall due without incurring excessive losses.

Held-to-maturity portfolio: it includes non-derivative financial assets with fixed or determinable
payments and fixed maturity that banks have the positive intention and ability to hold to matu-
rity.

Herfindahl-Hirschmann Index (HHI): it measures the concentration ratio of a sector and is cal-
culated as the sum of the squares of the market shares of all firms in the sector. Index values range
from 0 to 10,000. A level lower than 1,000 suggests low concentration, from 1,000 to 1,800 mod-
erate concentration and over 1,800 high concentration.

Household debt servicing ratio: it is defined as households’ debt servicing costs to disposable
income.

Household debt-to-income ratio: it is defined as households’ debt to disposable income.

Hybrid capital: hybrid capital is usually preference shares issued by banks and included in core
capital, provided that they meet the conditions of Administration’s Circular 21/2004. Hybrid
instruments are recognised by the supervisory authorities up to a percentage of core capital, in
the case of Greece by Bank of Greece Governor’s Act 2587/2007. Hybrid capital combines fea-
tures of bonds and shares, and issuers usually pay to investors a fixed yield instead of a dividend.
Moreover, in the event of a bank’s winding-up and liquidation, hybrid capital holders holders
rank ahead of shareholders and after bondholders.

Impairment loss: the amount by which the carrying value exceeds an asset’s fair value (provi-
sion for risk).

Interim
Financial Stability Report

December 2009 75

GLOSSARIO: 1 11-02-10 08:20 75



Interest coverage ratio: it is used to determine how easily a company can pay interest expenses
on outstanding debt. The ratio is calculated by dividing a company’s earnings before interest
and taxes (EBIT) by the company’s interest expenses for the same period.

Interest rate risk: the risk that an asset’s value will change due to a change in the absolute level
of interest rates.

Interest rate spread: it is defined as the difference between lending and deposit rates.

Large exposure: a net exposure exceeding 10% of a credit institution’s regulatory own funds.
(Gross) exposure includes a bank’s total exposure to a customer, namely loans, bonds, letters of
guarantee, shares, etc. Net exposure is calculated by subtracting a fixed amount from gross expo-
sure, according to Bank of Greece Governor’s Act 2246/16 Setember 1993.

Leading economic indicators: economic indicators that signal future developments in economic
activity.

Leverage ratio: it is defined as the ratio of assets to equity.

Liquid asset ratio: it is calculated as the quotient of liquid assets (cash assets and claims on credit
institutions) with a maturity of up to 30 days and readily realisable assets to total borrowed funds
with a maturity of up to one year. According to Bank of Greece Governor’s Act 2614/7 April 2009,
the regulatory minimum is 20%.

Liquidity buffer: liquid or readily realisable assets (as defined in Bank of Greece Governor’s Act
2614/7 April 2009) held by a credit institution and enabling it to meet unexpected liquidity require-
ments in situations of stress.

Liquidity risk: the potential failure of a credit institution to meet its obligations as they fall due
without incurring excessive losses. Liquidity risk is distinguished into funding liquidity risk and
market liquidity risk.

Loans and receivables: they include financial assets with fixed payments that are not quoted in
an active market. Derivative financial products are not included.

Loan-to-deposit ratio: it is defined as the ratio of the total outstanding balance of loans to the
total balance of customers’ deposits.

Loan-to-value (LTV) ratio: the amount of the outstanding mortgage divided by the appraised
value of the property. It indicates the extent to which the bank’s claim on the borrower is secured
by collateral. It is calculated either upon approval of a mortgage loan or during its servicing.

Loss given default (LGD): the loss incurred by a bank due to a debtor’s default, expressed as a
percentage of total exposure. It is calculated by subtracting the amount recovered by the bank
from the use and/or sale of collateral.

Macro-prudential supervision: systematic monitoring of structural features and conjunctural trends
(a) in the financial system as a whole and its main subsets; (b) in the rest of the economy and its
main subsets; and (c) in the channels connecting the financial system with the rest of the economy.
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Main refinancing operations: regular, liquidity-providing reverse transactions with a weekly fre-
quency and maturity of one week. They are conducted by the National Central Banks on the basis
of weekly standard tenders and according to a pre-specified calendar. Main refinancing opera-
tions are the most important among open market operations, as they signal the monetary pol-
icy stance and contribute to steering short-term interest rates in the euro area.

Marginal lending facility: a standing facility of the Eurosystem which counterparties may use
to receive overnight credit from an NCB at a pre-specified interest rate against eligible assets.

Market liquidity risk: the risk that a credit institution will be unable to unwind a position with-
out significantly lowering market prices.

Market risk: the potential loss from variations in the market valuations of financial assets, e.g.
bonds, shares, including off-balance-sheet instruments. In the case of banks, for supervisory pur-
poses, the monitoring of market risk is focused on assets included in trading books.

Micro-prudential supervision: it focuses on individual supervised institutions, such as banks,
insurance companies firms, etc., as opposed to macro-prudential supervision, which covers the
financial system as a whole.

Mismatch ratio: it measures the ability of a credit institution to cover short-term obligations as
they fall due and are not renewed. It is defined as the ratio of assets net of liabilities with a matu-
rity of up to 30 days to total borrowed funds with a maturity of up to one year. According to Bank
of Greece Governor’s Act 2614/7 April 2009, the regulatory minimum is -20%.

Net interest income: interest income less interest expenses.

Net interest margin (NIM): it is calculated as the ratio of net interest income (i.e. interest income
less interest expenses) to average assets; it indicates banks’ ability to earn income from their core
intermediating business.

Net non-performing loans: non-performing loans (NPLs) less accumulated provisions for credit
risk.

Non-performing loans (NPLs): for supervisory purposes, “non-performing loans” are considered
those that are more than 90 days past due (i.e. where the repayment of interest and/or princi-
pal has been partly or wholly delayed for more than 90 days). In order to calculate the level of
these loans, total outstanding debt (not just the overdue amount) is taken into account.

Operational risk: the risk of loss resulting from inadequate or failed internal processes, people
and systems, or from external events, including legal risk.

Probability of default: the probability of a borrower defaulting on its contractual obligations.

Pro-cyclicality of the financial system: the dynamic interaction between the financial and the
real sector of the economy which tends to amplify the normal fluctuations of the business cycle.

Ratio of non-performing loans (NPLs) net of provisions to regulatory capital: it shows the
degree to which a bank’s own funds will be affected if additional provisions are required to cover
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the loss from NPLs. It is defined as the ratio of NPLs net of accumulated provisions for credit
risk to regulatory capital. High values suggest inadequate provisions.

Real time gross settlement system (RTGS): a settlement system in which processing and set-
tlement take place on an order-by-order basis (without netting) in real time, subject to sufficient
liquidity in the counterparty’s settlement account, where liquidity is equal to the balance of the
settlement account plus any credit available under the intraday credit facility.

Regulatory own funds: regulatory own funds are credit institutions’ liabilities that are recog-
nised by the Bank of Greece as core capital in the calculation of capital adequacy. Most of equity
items are included, as well as some of the debt obligations of credit institutions that fulfil spe-
cific criteria (see Bank of Greece Governor’s Act 2587/20 August 2007). Regulatory own funds
are divided into core capital and supplementary capital.

Return on assets (ROA): a measure of how profitable a bank is in relation to its total assets; it
is defined as the ratio of (pre- or after-tax) profits to average annual assets.

Return on equity (ROE): a measure of how profitably a bank employs its equity; it is defined as
the ratio of (pre- or after-tax) profits to average annual shareholder’s equity.

Return on risk-weighted assets: it is a measure of how profitably a bank employs its assets in
relation to the risks stemming therefrom. It is calculated as a supplement to ROA and is defined
as the ratio of (pre- or after-tax) profits to average annual risk-weighted assets.

Risk-weighted assets (RWA): a credit institution’s assets adjusted for risk, on which capital
requirements are calculated at specific percentages. Weighted assets and capital requirements
are calculated in accordance with Bank of Greece Governor’s Acts 2588, 2589, 2590 and 2591/20
August 2007.

Securitisation: a financing instrument, particularly for credit institutions and insurance firms,
through the transfer (sale) of claims that generate financial flows. Securitisation is implemented
by pooling financial assets and their financial flows and then selling them to investors in the form
of securities through a special purpose vehicle independent from the originator.

Single euro payment area (SEPA): SEPA will allow customers to make non-cash euro payments
to any beneficiary located anywhere in the euro area using a single bank account and a single
set of payment instruments. All retail payments in euro will thereby become “domestic”.

Solvency II: the regulatory framework “Solvency II” introduces risk-based capital requirements
to be taken into account by life and casualty insurers and reinsurers. It has three pillars: Pillar
1 considers key quantitative requirements with a view to ensuring the solvency of insurance firms
in relation to the real risks faced. Pillar 2 includes an effective risk management system and a
supervisory review process, while Pillar 3 lays down disclosure and transparency requirements,
allowing for more effective supervision of the insurance market and stronger consumer protec-
tion. The “Solvency II” framework will be transposed into Greek law by the end of October 2012.

Solvency ratio: it measures the capacity of insurance firms’ funds to absorb substantial unfore-
seeable losses, with a view to ensuring the payment of their debt obligations to the insured, accord-
ing to the “Solvency II” Directive, which will mandatorily come into effect at end-October 2012.
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The ratio covers all risks assumed by an insurance company (insurance, market, credit and oper-
ational risk), taking into account all risk hedging techniques in place. It is calculated with the
VaR approach and has a confidence level of 99.5% for over one year.

Subordinated debt: debt which ranks after senior debt should a company go into receivership.

Supplementary capital/Tier II capital: it includes regulatory capital items which may compen-
sate for losses in the event of a bank’s winding-up and liquidation, since supplementary capital
holders rank after all other creditors of the bank. It includes, inter alia, revaluation reserves, sub-
ordinated debt and cumulative preference shares.

Systemic risk: the risk of a shock that affects a financial institution or a market spreading across
the financial system through their interactions, thus threatening the stability of the financial sys-
tem as a whole.

TARGET (Trans-European Automated Real-time Gross settlement Express Transfer system):
a payment system comprising a number of national real-time gross settlement systems (RTGS)
and the ECB payment mechanism (EPM). The interconnection of the the national RTGS sys-
tems and the EPM provided a mechanism for the processing of euro payments in euro area and
non-euro area EUMember States. The TARGET system operated from 1999 to November 2007,
when it was replaced by TARGET2.

TARGET2: a payment system, successor to TARGET, designed to offer a harmonised level of serv-
ices on the basis of a single shared platform, through which all transactions are settled in the same
way. TARGET2 was launched in November 2007. The Greek component of this system is TAR-
GET2-GR.

Tier I ratio: it is defined as core capital to risk-weighted assets.

Trading book: it comprises total positions in financial instruments (e.g. bonds, shares, etc.) and
commodities held for trading or for hedging risks inherent in other assets of the trading book.

Value at risk (VaR): the maximum loss on a portfolio of assets within a given period at a given
level of probability.
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