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GREECE

financing needs and contribute to their target to reach investment grade in 2023. The authorities
welcomed the improved external sector assessment and stressed the structural nature of
improvements in the export of goods. They expected external imbalances to narrow further over the
medium term as imports normalize and exports strengthen further, boosted by productivity gains as
NGEU funding and reforms take hold and the economy further rebalances towards

tradeable sectors.

B POLICY DISCUSSIONS

A. Fiscal Policy Discussions

11. Despite the large headline consolidation, the fiscal stance in 2022 remains
accommodative (text figure 6). The budgeted consolidation, the largest in the eurozone, reflects
the roll-off of most COVID-19 support. Pandemic-related measures that were extended include
reductions of social security contributions

(SSC) and the solidarity tax for private Energy-related Support Measures 2021-2022
sector employees, VAT cuts in selected (In percent of GDP)
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. Note: Data may not add up due to rounding

/2 percent of GDP as the bulk is expected

to be financed by higher ETS revenues. To
ensure budget-neutrality, the government is calibrating the electricity and gas discounts to match
the increase in ETS revenues on a monthly basis. In addition, the government announced a 13
percent permanent reduction in the Single Property Tax rate (ENFIA) amid the move to higher
market values. Excluding temporary measures, the underlying fiscal policy stance

is accommodative. ©

6 The assessment of the fiscal stance is subject to considerable uncertainty associated with the output gap estimate
and the absorption of NGEU funds.
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Table 4. Greece: Monetary Survey, 2017-21

2017 2018 2019 2020 2021

Mar. Jun. Sep. Dec.

(Billions of euros)

Aggregated balance sheet of Monetary Financial Institutions (MFls)

Total assets 427.7 402.4 419.5 520.0 530.7 544.0 553.0 566.3
Cash (held by credit institutions) 1.8 1.8 2.1 1.9 1.7 1.8 1.8 2.0
Claims on Bank of Greece 2.0 6.9 9.1 27.3 31.3 36.7 41.2 49.1
Claims on other MFls 50.7 279 21.2 56.1 58.9 60.6 61.2 65.3
Claims (loans) on non MFls 201.0 186.1 1721 159.9 157.6 150.8 139.8 129.2

Domestic 197.5 183.1 162.5 149.6 146.2 138.2 127.0 116.1
General government 13.7 129 84 8.0 6.5 9.0 8.9 7.5
Other sectors 183.8 170.2 154.1 141.6 139.6 129.2 118.1 108.6

Other countries 34 3.0 9.7 10.3 114 12.6 129 131

Securities 1/ 1034 105.6 136.7 192.3 200.6 2147 226.1 2346
Other assets 64.3 69.5 722 76.1 743 73.2 76.7 799
Fixed assets 45 4.6 6.1 6.4 6.2 6.2 6.2 6.2

Total Liabilities 427.7 4024 419.5 520.0 530.7 544.0 553.0 566.3
Liabilities to Bank of Greece 337 111 7.7 41.2 44.6 47.0 46.9 50.8
Liabilities to other MFls 79.2 62.1 56.4 116.6 128.5 136.7 141.6 160.2
Deposits and repos of non MFls 157.6 185.3 195.2 207.9 208.8 218.6 232.1 2323

Domestic 150.9 178.1 187.2 199.4 198.9 207.8 220.2 219.0
Other countries 6.7 7.2 8.0 8.5 10.0 10.8 11.9 134
Capital and reserves 83.5 69.9 69.1 634 61.3 54.0 49.5 439
Banknotes and coins in circulation 319 336 304 335 338 345 35.1 36.0
Other liabilities 41.8 40.5 60.8 574 53.6 53.1 479 43.0

Money and credit

Broad money 171.0 1784 185.9 2084 2105 2173 2232 229.2
Credit to the private sector 2/ 1834 169.8 153.7 141.2 139.2 128.8 117.7 108.1
Credit to government 18.9 18.2 19.7 274 28.8 335 336 299
(Annual percentage change)
Broad money 6.3 4.2 4.1 123 129 12.6 12.2 9.6
Domestic private sector deposits 4.2 6.3 6.1 12.9 125 134 12.8 94
Credit to the private sector 2/ -0.8 -1.1 -0.6 3.5 29 23 0.8 14
Credit to government -7.8 -0.7 -54 257 30.7 36.2 343 13.5
(Percent of GDP)
Broad money 96.7 99.5 101.7 125.8 128.0 127.0 126.5 126.0
Domestic deposits 853 99.3 102.5 1203 1209 1214 124.8 120.3
Credit to the private sector 2/ 103.7 94.7 84.1 85.2 84.6 753 66.7 594
Credit to government 10.7 10.2 10.8 16.6 17.5 19.6 19.0 16.4
Memorandum items: (Percent)
Capital to assets 11.2 8.9 9.0 8.1 8.0 7.2 74 7.3
Loans to customer deposits 1271 106.7 81.2 713 714 66.7 62.1 56.6
Velocity 1.0 1.0 1.0 0.8 0.8 0.8 0.8 0.8

Sources: Bank of Greece; and IMF staff calculations.
1/ Holdings of securities other than shares and derivatives.
2/ Credit to domestic non-MFI residents by domestic MFls excluding the BoG, including securitized loans and corporate bonds.
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Figure 5. Greece: Risk Analysis

Greece: Medium-term risk analysis

240 - Final fanchart (pct of GDP)

60 - Gross Financing Needs

190
140
90
40
2017 2019 2021
mmm 75-95 pct
25-50 pct
0-5 pct

= = = Baseline
Commodity prices
Exch. Rate

===« Cust. Cont. Liab.

(pct of GDP)
40
20
S,
S~o - teaesetiS
- - ey -
0
2023 2025 2027 2017 2019 2021 2023 2025 2027
s 50-75 pct
5-25 pct Bank financing Actual
Actual = = = Baseline «seeee Stress scenario

Bank stress
Contingent liab.
Nat. disaster

Bank stress

Contingent liab.
Nat. disaster

Commodity prices
Exch. Rate
e« Cust. Cont. Liab.

Staff commentary: The fanchart's mechanical signal is “high” owing to its relatively wide width and elevated debt level. However, a wide
majority (83 percent) of simulated debt trajectories of Greece's public debt stabilize over the next 10 years. Debt levels in 2027 are
projected to fall in the range of 120 to 230 percent of GDP with 90 percent probability. The width of the fan highlights large uncertainties
surrounding the baseline projection, which reflects, to some extent, Greece’s high debt level (and hence greater sensitivity to growth
shocks, as observed during COVID-19) and historical debt volatility from the Greek debt crisis. While Greece’s debt stock is projected to
remain elevated by the end of the projection horizon, it is important to emphasize that more than 80 70 percent of Greece’s public debt
consists of official loans with ultra-low interest rates and ultralong maturities (which are reflected in low GFNs).
The GFN module's mechanical signal is "moderate”. Greece’s unique debt structure, due to a high share of foreign official debt
containing susceptibility to holder shocks, and current favorable market conditions allow the GFNs to remain relatively low over the next
decade, averaging 9.9 percent of GDP from 2022-2027. GFNs can nevertheless increase under a stress scenario and leave a residual
financing need (on average 5.1 percent of GDP annually after assuming the authorities draw on the sizable cash buffer), which under
current rules could be absorbed by banks that would repo with the ECB.
A customized contingent liability shock scenario simulates the realization of legal challenges to past pension and wage reform,
outstanding state guarantees (including from COVID-19 policy support packages), unfunded tax cuts, spending pressures from high
inflation and unexpected losses from Hercules and potential DTC conversion costs. They are distributed over 2022-27 and amount to a
total of 31 percent-ef-GDP-billion euros. The impact on the debt stock and its trajectory as well as on GFNs appears managable.
Overall the medium-term mechanical signal flags "moderate” risk which is also staff's final rating. This is further supported by the
substantial cash buffer (11 months of GFN), the large share of official loans with ultra-low interest rates and ultralong maturities and the
ECB's announcement that PEPP proceeds could be reinvested into Greek government bonds if needed.
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for Greek banks. TLTROIII operations provided an effective liquidity backstop and lowered
considerably funding costs for Greek banks. Although net PEPP purchases will stop from end-
March 2022, the ECB will nevertheless continue its PEPP reinvestments until end-2024, which
could be adjusted in periods of market stress. This could include purchasing bonds issued by
Greece over and above rollovers or redemptions. While the TLTROIII operations are expected to
cease starting from 2022:Q3, GGBs are going to be accepted as eligible collateral at least as long
as PEPP reinvestments continue, which should help with easing funding and liquidity pressures
for Greek banks over the course of 2022-24 and-2023:H1.

e Prudential policy relief. The SSM has temporarily loosened its enforcement of supervisory
requirements, so Sls can temporarily operate below the Pillar 2 Guidance buffer, the capital
conservation buffer, and the liquidity coverage ratio. The SSM has also allowed flexibility in
classifying and provisioning for NPLs that are covered by public guarantees and pandemic-
related payment moratoria. The relief is expected to remain in place until end-2022.

B. Recent Developments in the Banking System Across Key Risks

Asset Quality

2. The accelerated NPL reduction has been driven predominantly by inorganic actions.
The NPL ratio dropped from 25 percent in 2020 to 7 percent at end-2021 on the back of
securitizations and sales of NPL portfolios underpinned by the government-sponsored Hercules
scheme providing guarantees on the senior note tranches. For Sls, which account for around 97
percent of total banking sector assets, the reduction was modestly faster for the household sector
compared to the corporate sector, with the latter driven by manufacturing, construction, and trade.
The contribution from collateral liquidations and repossessions, write-offs, and collections continued
to be very limited, given the slow progress made with structural financial sector reforms, including
implementation of the new insolvency law and improving judicial system efficiency. There was also
some further inflow of new NPLs associated with the pandemic, although offset partially by curing.
Less Significant Institutions (LSI) made little progress with NPL reduction, but securitizations are
planned in 2022. While Greece still has the highest NPL ratio in the EU, there has been rapid
convergence and all the Sis will likely achieve a single-digit level ratio in 2022. Further reductions in
NPLs will increasingly need to rely on organic actions because the Hercules scheme is scheduled to
lapse in 2022, so securitizations and sales will likely be less feasible given current SSM guidance or
attractive in terms of risk weighting. The coverage ratio reached 42 percent at end-2021, close to the
EU average.
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