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Macroeconomic Environment - 2023 Overview

Economic growth in SEE-5 moderated to still healthy rates
in 2023, continuing to outperform the EU average

o SEE-5 economies saw GDP growth moderating in 2023 (to a still healthy 2.2%
from 3.8% in 2022), mainly on the back of tight financing conditions and still
high -- yet gradually declining -- inflation. Nonetheless, all the economies under
review continued to outperform the EU average (up by a mere 0.4%). Robust
growth in private consumption, on the back of tight labour market conditions
and a loose incomes policy, was the key engine of economic expansion
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o Against the backdrop of elevated inflation and considerable upside inflation m2022 m2023 Public Debt (2022, rhs) X Public Debt (2023, rhs)
risks, all regional central banks continued hiking rates in 2023, while
withdrawing the excess liquidity injected in the market during the pandemic
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o The correction in global energy prices following their surge in the wake of the
Russia-Ukraine conflict, together with the impact of the measures adopted by 2
authorities to contain the rising cost of living, helped lower headline inflation in
SEE-5 in 2023 (to 10.3% on average, down from the record-high of 13.5% in
2022, yet still above its pre-pandemic average of less than 3.0%)
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o Fiscal consolidation decelerated or even halted in 2023, with budget deficit 5 5 12 EX Reserves 12
remaining above its pre-pandemic level in all the economies under review 4 4 10 10
(barring Albania). Slowing tax revenue growth, on the one hand, and increased 5 = ‘ (2) 8 8
discretionary spending (to fund schemes cushioning the impact of high inflation o 6 6
and hikes in public sector wages and pensions) and interest payments, on the .2022 2023 T LRI < %
other hand, were the main drivers behind this performance. Despite elevated . e e

Real Ex-Post Policy Rates (%, ao [ |
budget deficits, public debt dynamics continued to benefit from solid nominal y (%, aop) 0 - 0
GDP growth, with the underlying ratios remaining close (Albania, N. Macedonia) :Z r ' r - :Z 2 o o . s . 2
or below the 60% of GDP threshold (Romania, Bulgaria and Serbia) -10 -10 = « @ < =
14 14 B CAD (% of GDP, 2022, lhs)
o Favourable global commodity price developments drove a correction in current 8 g z < .g)?gé:{;fvfeiI(Dl\abi?r?s&lfhlf\lports, 2022, ths)

account deficits and further strengthening of FX reserve positions in all the 2022  m2023 * Euribor 3-M. ** BIR FX Reserves (Months of Imports, 2023, rhs)

economies under review
Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Activity - 2023 Overview

Credit expansion eased, on the back of tightening financing conditions

o Lending growth slowed-down markedly in SEE-5 (except Bulgaria), as higher 15 Loans to the Private Sector 15 18 Retail Loans (y-o-y % change) 18

interest rates weighed on credit demand, and banks adopted more stringent (y-0-y % change) 16 16
lending standards -- dictated, inter alia, by central banks’ ambitious macro- 14 14
prudential measures. The latter include hikes in banks’ reserve requirement 10 10 12 12
rates (Bulgaria, Serbia) and increases in countercyclical capital buffers. Still, the 10 10
pace of credit expansion in all the economies under review (except Serbia) did 8
not fall below its pre-pandemic average ° 6
4
o The deceleration in growth of household lending was driven by the mortgage 2
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segment in all the banking systems under review, barring that of Bulgaria, where
strong demand for real estate (both for residential and investment purposes)
and abundant credit supply sustained mortgage lending growth m2021 m2022 m2023 @ Average2015-19 m2021 m2022 m2023 @ Average2015-19
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o Weaker corporate lending growth was in line, inter alia, with moderating
inflation, which, in turn, translated into slower growth in short-term (working Corporate Loans (y-0-y % change) Gap between LC & FX
capital) financing needs. In Serbia, corporate lending growth was affected bya 25 lending growth (pps)
negative base effect from the maturing of loans granted under state guarantee 20
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(LC)-denominated lending growth in most of the economies under review, in line

schemes 15 15
15 15 10 - * * 10

Forei FX)- inated | i th fell behind local 5 5
o Foreign currency (FX)-denominated lending growth fell behind local currency 10 10 ; He B m = ;

. [
with lower FX needs following the correction in global commodity prices. s 7 ° 1§ r I :?O
Although FX loans come at a lower interest rate cost compared with LC loans, 0 ”J 0 -15 -15
growth in LC traditionally exceeds that in FX, reflecting central banks’ efforts to ¢ = A
contain euroization. In this context, the central bank of North Macedonia raised ® > e 0 3 = 2 ® 2 e 0 e > 2 2
further banks’ required reserves on FX-denominated liabilities in 2023

H2021 m2022 w2023 & Average 2015-19 m2021 m2022 m2023 & Average 2015-19

Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Activity - 2023 Overview

... while deposit growth picked-up

Private Sector Deposits Retail Deposits
(y-0-y % change) 1 e (y-o-y % change) 14
12

o The easing of the cost-of-living crisis, as reflected in the moderation of
inflationary pressures, amid healthy economic growth rate, and rising deposit

. . 0
interest rates in real terms, allowed households & corporates to accumulate , 12 10 !
financial savings at a faster pace in 2023 (yet still below that of GDP growth) in 1 * 10 8
most of the economies under review 8 * N 8 6
. L . 6 6 4
o In Bulgaria, the sharp deceleration in corporate deposit growth was largely , , )
attributed to a negative base effect from the unwinding of the generous energy , ) 0 3 |
0 0 -2
2 8 & z 2

o N A O ©

subsidy scheme to businesses 5

EU %\\w

o] O] o s> =]
o In Albania, the slowdown in deposit growth, mostly reflects the impact of the = = 2 = =
appreciation of the Lek (up c. 10% against the EUR) on FX deposits (accounting 2021 m2022 m2023 @Average2015-19 m2021 m2022 m2023 & Average2015-19

for more than 50% of total deposits)

o Deposit growth in LC outpaced that in FX in all the economies under review, Corporate Deposits Gap between LC & FX
reflecting much stronger GDP growth in SEE-5 versus its main trade partner, the ~ =° (y-0-y % change) 30 deposit growth (pps)
EU, higher LC interest rates as well as returning confidence in domestic o5 o5 25 25

20
20 15

o Lending growth exceeded deposit growth in Bulgaria and Albania, suggesting, - . 10 * 10
inter alia, a relatively weak transmission of monetary policy tightening, on the u .I - 9
back of abundant liquidity in the market, and strong competition among banks. L l u 10 - T r . f)

currencies
20
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In Romania, Serbia and North Macedonia lending growth lagged deposit growth, = ;,"" = 10 10
resulting in a further strengthening of domestic banks’ liquidity position (see % -15 -15
o
also the “Banking (Under)Penetration in SEE-5” section) 0 5 o o o s o 0 20 - o = s r 20

m o el n = < e @ %) = <
H2021 m2022 m2023 & Average2015-19 m2021 m2022 m2023 @ Average2015-19

Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Profitability - 2023 Overview

Profitability rose to record-high levels in 2023, driven by
rising NII, on the back of higher interest rates

ROAE (%) Share of Variable Rate Loans in Total

2 % Loans (%, 2023)

o Against the backdrop of the most aggressive interest rate hiking cycle in recent 100 100

history and yet positive GDP growth, bank profitability rose to record-high levels 20

20
in SEE-5, with Return On Average Equity (ROAE) continuing to outperform EU - - 80 80
standards
60 60
o The main driver was the surge in net interest income (NII). The latter accounts 10 10
for the bulk of pre-provision income in all the banking systems under review . 40 40
(with respective shares ranging from c. 65% in Romania to slightly less than 80% ’ .
in Albania, well above the EU average of 60%) 0 0
n.a.
o} O o > =

o SEE-5 banks’ net interest margin (NIM) strengthened markedly in 2023, in line
with fast repricing not only of their (floating-rate dominated) loan portfolio but 2021 m2022 m2023 & Average15-19
also of their large cash balances held with central banks. At the same time,
funding costs were adjusted slowly reflecting banks’ traditional deposit-based

Z NN

-0-V 9

funding business model and strong liquidity position 70 ey oo GG 0 NIM (bps) 450
o Serbian banks enjoyed the largest NIM (c. 415 bps), while Bulgarian banks the 60 60 400 400
lowest (c. 305 bps), with the latter being nearly double that of EU banks. In 5o 50 ziz ZEZ
Serbia, NIM could have been even wider without NBS’s measures alleviating 40 40 P N 250
borrowers from the burden of high interest rates 20 % 200 200
o Albeit moderating, (positive) credit expansion added to robust NIl growth 20 2o % 150
. . . . . . 100 / 100

o Net non-interest income (NNII, mainly fees & commissions) also picked-up in 0 /a 10 o / o

2023, in line with economic growth 0 0 0 % 0

o o 2 % z 2 5 5 ® o« s J

o
H2021 m2022 m2023 o Average 15-19 m2021 m2022 m2023 o Average 15-19

* 3 largest banks, together accounting for c. 43% of the banking system’s assets
Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Profitability - 2023 Overview Amid uncertain macroeconomic conditions, banks accelerated
provisioning in 2023, despite the decline in NPL ratio

o In view of challenges posed by a prolonged period of high interest rates and NPLs (%) Cost of Risk (bps)
elevated inflation to households’ and corporates’ debt repayment capacity, 25 25 Uk ikl
SEE-5 banks continued to raise provisioning charges in 2023, despite low
default rates. Still, the cost-of-risk remained lower than in pre-pandemic times,
reflecting, inter alia, past clean-up of banks’ balance sheets and structural 15 15

*
4
reforms (improving the operating framework for credit servicers and insolvency 90 ¢ 90
procedures) 10 10 o o
o Pressure on SEE-5 banks’ asset quality was limited in 2023, with non-performing s - . - - 30 30
loan (NPL) ratios hitting multi-year lows. That said, they remain above the EU 0 “ 0
o 2 2 % z = é 2 & =

average (of 1.9%), with Albania (4.7%) topping the list

20 20 150 150

120 120

v N\

<
o Profitability would have been stronger had operating expenses not increased 2015 ®2020 m2021 m2022 mW2023 m2021 W2022 m2023 @Average 15-19
markedly in 2023, mainly reflecting backward-looking wage-setting behaviour,

to offset inflation-related income losses, and, to a lesser extent, increased

digitalization-related expenses Gap between Operating Expenses Cost-to-Income (%)

& Inflation (y-o-y % change) 80 80

o Despite their large holdings of financial securities, especially government bonds 14 14
4 60
0
0
0
2 & z E e

o

N
N

of their assets, a share broadly equal to that of loans), SEE-5 banks recorded 2 40
limited unrealized gains from the downward shift and flattening of sovereign

'
N

(highlighting the deep sovereign-bank nexus [i.e. exposure to public debt], with 10 10 60
Albanian banks the most exposed by far, holding securities equivalent to c. 40% I I 6
n.a J lll i III

yield curves, as a significant share of their security portfolios (with respective -6 6 2y 2
shares ranging from 40% in Romania to more than 65% in Bulgaria and N. 10 0
Macedonia) is measured at amortized cost. '1: '1: 0 :
o Overall, SEE-5 banks’ efficiency improved sharply in 2023, with their Cost-to- 2 2 % Z < B
Income (C/1) ratios continuing to outperform the EU average (56.0%) Average 2015-19 m 2021 m2022 m2023 m2021 m2022 mW2023 @ Average 15-19

* 3 largest banks, together accounting for c. 43% of the banking system’s assets Sources: EBA. National Central Banks & NBG estimates
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Macroeconomic Environment - Outlook

Easing inflation should allow central banks to ease
cautiously their stance this year, fostering GDP growth

o Against the backdrop of easing inflationary pressures and improving sentiment,
GDP growth is set to firm in 2024 in SEE-5 (remaining, however, below its long-
term potential), despite sluggish growth in the EU, the region’s main trade 6
partner. Private consumption, the economies’ major growth driver, should 12
continue to grow at above-average rates, underpinned by strong real ex-post o

wage growth. Public investment should provide a critical contribution to overall 4 4
growth, especially in Romania and Bulgaria, which will continue to benefit from : ¢ ¢
sizeable EU financing , 9 g
o Albeit moderating, inflation is set to remain above historical average levels, ‘ !
leading central banks to ease cautiously their stance, especially in view of : 2 2
0 a 0 0 4 0
e 8 & 3 = e & & 3z =

Real GDP Growth (%) Headline Inflation (%, aop)

e
N

EU &\.“h

strong upside risks (mainly stemming from the prospect of a price-wage spiral
and potential repercussions from ongoing geopolitical tensions). In the SEE-5
sphere the Serbian central bank was the first to follow the ECB with a policy rate w2022 m2023 m2024F m2025F wlong-Term w2023 m2024F m2025F
cut. The other central banks are due to follow, barring that of Albania, which
should stay tight-for-longer, considering the unfavourable base effect due to
kick-in following the envisaged completion of the Lek’s appreciation cycle. We
underline, however, that interest rates and respective differentials vis-a-vis the
euro area should remain above pre-pandemic levels over the forecast horizon

B

Nominal Policy Rate (%, aop) 0.6 Composite Indicator of Systemic Stress 06

o —
e & = S

o Progress with fiscal consolidation should be minimal this year, despite the
gradual phasing-out of measures cushioning the inflation shock

N W OO N

N W OO N

o Risks to economic outlook are tilted to the downside, reflecting stickier-than-
projected inflation and stagnation in the EU. On the other hand, a faster de-
escalation of interest rates could lend support to domestic demand

=
N

X
*

o Markets have been also eyeing a more favourable operating environment, with o BB =B Z®B B0 S6 B0
the ECB’s Composite Indicator of Systemic Stress having eased significantl mCISS  EFINANCIAL INTERMEDIARIES
) P y . g g .y W 2023 W2024F W2025F  «gyripor3-M, ** BIR Source: ECB
compared with a year ago, when some US and Swiss banks failed, amid
aggressive global monetary policy tightening

11

Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Profitability - Outlook

Slowly adjusting NIMs and gradually reviving credit growth...

Survey on Credit Supply (%) Survey on Credit Demand (%)
60 . 60 Expectations
Expectations 100 100
40 —n 40 80 80
20 N / 20 80 &_ 60
C , . . / | 40 40
o The upcoming initiation of central banks’ easing monetary policy cycle suggests 0 5/ 0 0 \/ Moo
that NIM has most likely exhausted its upside potential and is set to start 20 J 20 o N,
moderating 40 g \v 40 20 7 VNN 20
-40 -40
o Indeed, with new lending due to come progressively with lower interest rates 60 v — 80 g * -60
and the favourable “base” effect from refinancing of existing loans at higher ® e s s s ¥ ¥ gz sz ® ¥ 9 2 5 s 8 ¥ g a3 s ®
rates gradually fading out, the average lending rate is expected to start easing E 5§ &8 3 82 8 & 3 & 8 &£ g &8 g &8 g &8 8 & 8
off recent highs over the coming months. At the same time, banks would be
. . . . —AL BG —NM —AL BG ——NM
earning a lower interest rate from their placements with central banks RO SR e Total CESEE ——RO SR e Total CESEE
o Nonetheless, the compression in NIM is expected to be slow, reflecting not only Source: EIB — CESEE Bank Lending Survey Source: EIB — CESEE Bank Lending Survey

Note: All values are net percentages.

Note: All values are net percentages.
Positive values denote increasing (easing) demand (supply)

central banks’ cautious pace of easing, but also SEE-5 banks’ strong liquidity Positive values denote increasing (easing) demand (supply)

position, which could foster a faster pass-through of policy rate cuts to deposit

rates. In fact, year-to-date data suggest that loan-to-deposit spreads continue

Loans to the Private Sector Loan-Deposit Spread
to hover around record-high levels

14 (y-0-y % change) 1w (Local Currency, bps)

o An acceleration in interest-earning assets growth should partly compensate for 12 600
compressing NIM. Amid improved economic growth prospects, credit 10
expansion is set to gain momentum, albeit gradually, benefitting, inter alia, from

400 400
8 8
lower interest rates and easing credit standards. Signs of revival in credit activity 6 6 300 300
are already evident in most of the economies under review, with lending surveys . , 20 200
pointing towards further (mostly supply-driven) improvement in the short-term
2 2 10 100
2 Q £ z 2 e 2 & = 2

m 2023 H Apr 2024 Hend-23 W Apr-24

700

600

500 500

o

o

Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Profitability - Outlook

...together with modest cost of risk ....

10 GDP Growth and Cost of Riskin SEE-5 | " Underperforming (Stage 2) Loans 20
8 ( Y % (% of total loans)

o Credit risks are unlikely to ease materially, at least in the short-term, given that 6 40 16 w2022 m2023 18
the impact of prolonged elevated interest rates and higher cost-of-living needs 4 60 - -
time to materialize. As a result, and in view of the already quite large share of 9 — 80 )
underperforming (i.e. stage 2) loans (with underlying dynamics even 0 T 8 ? 8
deteriorating in Bulgaria), NPL ratios could see some timid increase from current 5 120 . % .
(low) levels. Against this backdrop, banks are expected to continue building up o 140 // i e
provisions, albeit at a modest pace, in view of firming economic growth © o Q 5 N i L L 0 e 0

iy : _ 8 & & & & R\|lg ¢ D o) 5 5 = <

o On a positive note, experience suggests that probabilities of default (PDs) are o o 2 z

. . . . = GDP Growth (y-0-y % change, lhs)
moderately affected when considering only higher interest rates. PDs are much Cost of Risk (ths, inverted) ° Joans classified in the risk categories B and C regular, Sept. 2023

more affected when higher interest rates are accompanied with a pick-up in
unemployment and lower disposable incomes. For the time being, such a

scenario appears to be only a tail risk. Importantly, challenges to the SEE-5 NPL Coverage Ratio (%) RS- Inhabitants per Bank Branch

private sector’s debt repayment capacity are also mitigated by its relatively low 2000 2000
indebtedness -- ranging from 40% of GDP (Romania) to c. 100% (North & * 2 5000 5000
Macedonia), below the EU average of c. 135% 0 . 60 5000 5000
o SEE-5 banks’ solid NPL coverage ratios -- ranging from 61% (Serbia) to more £U00 £0UY
87% (Albania), well above the EU average of 42% -- provide a credible buffer 0 0 000 SU00
against a deterioration in asset quality 20 20 e ALy
1000 1000

o Amid tight labour market conditions and continuing digital transformation of the . 5 .

e : = 2 2 Z >

o
(2]

AL

0
industry, growth in operating expenses is due to remain elevated in the short-
term, yet weaker than in 2023. The ongoing streamlining of branches and staff
optimization should help banks contain operating expenses in the long-term

BG**

w2021 m2022 m2023 & Average 15-19 m 2020 m 2023 #2022

*3 largest banks, together accounting for c. 43% of the banking system’s assets

**3 largest banks, together accounting for c. 48% of the banking system’s assets

Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Profitability - Outlook ....should keep profitability at record-high levels in 2024. A moderation
(to still above historical average levels) is expected from 2025 onwards

0 Mortgage Loans 0 Real Estate Price-to-Income Ratio
(% of Credit to the 8 (% deviation from 10-year 8
o Provisioning needs could rise significantly in the event of a disorderly property Private Sector, 2023) historical average, 2024)
(collateral) price correction. However, this risk appears to be limited, as SEE-5 30 30 6 ( 6
residential real estate markets appear to be broadly fairly valued, despite their 4 4
recent overperformance (especially in N. Macedonia and Bulgaria). Romanian 20 % 20 2 2
banks remain the most exposed to the real estate sector % o 1R — 0
o Similarly, provisioning (and/or capital) requirements could rise in the event of 10 % 10 -2 l -2
abrupt FX movements. Albanian banks are particularly susceptible to this risk, % 4 4
with c. 33% of FX loans being unhedged 0 o % < ” 0 ] 3
w o Z
o Albeit being preferentially treated in regulatory terms, sovereign exposure is a 2 2 & 2 <

source of credit and market risk. With public debt remaining in check the former
appear's to be contained. As r'egards the latter, with the bulk of th.e'lr securities Banks' claims on Government
- 40 40
portfolios measured at amortized cost, SEE-5 banks are to a significant extent (% of Assets, 2023)
immune to shifts in market sentiment

o Al said, SEE-5 banks’ profitability in terms of ROAE should hover around <Y 30
record-high levels in 2024, as well. A moderation (to still above average levels) is
expected from 2025 onwards 20 20

o Considering the outlook for bank profitability, we acknowledge that the risk of

extraordinary taxation being levied remains material, especially in countries 10 ? 10

with high budget deficit. In this context, Romanian banks will be faced with %

turnover tax in 2024-26 (equivalent to c. 1.5% of total own funds in 2024) 0 . . . . .
2 2 8 & z =

Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Profitability - Outlook

SEE-5 banks’strong fundamentals limit downside risks

o SEE-5 banks appear to be better placed than their EU peers to deal with . Capital Adequacy Ratio (%) ’s " Deposits

potential stress events --- CET1 ratio (%) 20 (% of Total Liabilities, 2023)

20
60 60
15 50 50
40 40
10
30 30
20 20
10 10
0
o -
2 2 * Z 2

m2022 m2023

o All banking systems under review are well-capitalised, with CET1 accounting for 20

c. 90% of their total capital, suggesting that there is significant headroom to
absorb potential losses. Solid profitability should continue to feed through to
capital building, despite the envisaged increase in dividend payout ratios 1

o On a positive note, easing interest rates should mitigate banks’ cost of
conforming with Minimum Requirements for Own Funds and Eligible Liabilities
(MREL). The small size of non-internationally affiliated domestic banks would 0
continue to constrain their funding capacity, nonetheless

o

(4]

= AT

o SEE-5 banks’ liquidity positions remain strong, reflecting large cash balances
and holdings of Government paper. Their liquidity coverage ratios stand well

above EU standards, ensuring SEE-5 banks’ ability to withstand a period of Leverage Ratio

350 Liquidity Coverage Ratio 30 14 14

stressed conditions without resorting to disorderly asset liquidation
300 300 12 12
o The large deposit base limits funding risks for SEE-5 banks. Albeit stable 250 b0 10 10
deposits are highly concentrated, however, in shorter maturities, implying a 200 200 8
maturity mismatch between them and loans. Importantly, the overwhelming 5
majority of deposits fall below the respective insurance thresholds, reducing ~ '*° ? 150 W
banks’ vulnerability to a confidence crisis 100 % 100 4 %
2
o The implications of climate change and digitalization of the financial industry on 20 é %0 0 é
banks’ business models and risk-management frameworks are set to emerge as 0 D"' 0 2 5
key focus areas in the period ahead o @
m2022 m2023 2022 m2023

*3 largest banks, together accounting for c. 43% of the banking system’s assets
**3 largest banks, together accounting for c. 48% of the banking system’s assets
Sources: EBA, National Central Banks & NBG estimates
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Banking (Under)Penetration in SEE-5 - Overview

Financial intermediation remains low in SEE-5,

o The outstanding stock of bank lending to the private sector remains at relatively

Loans to the Private Sector Customer Deposits
i - i i i i i i 100 100 100 100
low levels in SE!E 5, especially Romania and Albania, with no advance since prior (% of GDP) (% of GDP)
to the pandemic. The recent downward trend has been compounded by the :
80 m2019 m2021 m2022 m2023 80 80 m2019 m2021 m2022 m2023 80

impact high inflation

F.%/
o The retail segment is the most underpenetrated. On the other hand, penetration in 60 % . 60 & "/ ??/f f' 60
. . : . - ) i
the c‘:orporat.e segment |§ understated as it excludes ? non-negligible amount of 20 5//, % g? 20 i / o
lending coming from foreign banks and parent companies / ? :”f?}/
. %

o Regional deposit-to-GDP ratios also remain low compared with the EU. In 2023, 20 W 'H/ A 20 20
they continued their downward trend, broadly returning to pre-pandemic levels o 0 o .
except in Albania, where fiscal consolidation and the impact of rapidly growing FX e e « z = 2
deposits and Lek appreciation have compressed it even further R I R—

o The highest deposit levels as percent of GDP were seen in Bulgaria (66%, still
below the EU average of 72%), while the lowest in Romania, which is the less
penetrated market not only in the region but also in the EU Private Sector Loans-to-Deposits FX loans/deposits-to-Total

120 120
o In view of shallow domestic capital markets and lack of alternative savings (%, Dec. 2023) 80 loans/deposits (%, Dec. 2023) 80
70 70

products, banks absorb the bulk of private sector’s savings. A notable exception is 100 100
Albania, where treasury bills traditionally attract a non-negligible share of

household (c. 10%) and (to a lesser extent) corporate savings

60

8050 50
40 40
60
30 30
40 20 20
10 10
20
0 0
e 8 & =z  Z
e 2 5 3z 2

W FX Deposits to Total Deposits B FX Loans to Total Loans

80

o Unsurprisingly, euroization remains high in SEE-5, in view of the region’s 60
integration with the euro area (via trade, migration etc). Nonetheless, it is much
higher in regional EU candidate countries (in particularly Serbia and, to a lesser
extent, Albania and North Macedonia) than in EU members (Romania, Bulgaria), 20
due, inter alia, to relatively lower confidence in their domestic currencies

40

o

/
%
é
_

o Partly reflecting their loan and deposit-based business models, SEE-5 banks
remain liquid, with their loan-to-deposit ratios standing below the critical 100%
threshold, especially in Albania (57%)

Sources: EBA, National Central Banks & NBG estimates
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Banking (Under)Penetration in SEE-5 - Causes

... In line with the region’s lagging income levels in relative terms

o Several factors explain the stylized fact of positive correlation between the
degree of financial intermediation and economies’ income in the SEE-5 region:

. . . . Penetration to GDP per Capita SMEs' share in non-financial
i Banks’ increased exposure to the sovereign crowds out the private sector. In 40 (2023) EU 100 business econom 100
Romania and Albania, loans to the public sector and banks’ holdings of . . ) ® 0 y
high penetration 80 (%, 2020)

government securities account for a significant share of the systems’ assets;

ii. The presence of many micro-businesses & SMEs, which are non-bankable,
either due to weak fundamentals (e.g. in Romania, c. 1/3r°I of businesses had

60

()]

negative capital prior to the pandemic -- EBRD, Jan. 2020) or lack of credit 15 .F;O 40 4
history and information asymmetries; - ® SR BG e pEncEle
20 2

GDP per capita (ths, EUR)
S

iii. Banks’ cautious lending practices, such as their requirement to secure
collateralized loans with land rather than receivables, which limit young and 0

80
0
0
0

0

asset-light firms’ access to financing ° 2 & 8 § 8 8 R &
. B SMEs % Value added B SMEs % total employment
iv.  The large size of grey economy, which keeps market liquidity out of banks. The S [PED G (1S, SR
share of such activities in SEE-5 ranges from c. 25% of official GDP (Romania)
to 35% (North Macedonia), well above the EU average of below 20%;
v.  The relatively high concentration of the banking sector, which may enable Banks' claims on Government 0 Size of F;I:ey Economy "
banks to curtail credit supply, while reaping excess profits 40 (% of Assets, 2023) 40 (% of official GDP, 2023)
vi. The sector’s still significant stock of legacy NPLs. Despite having been " o
drastically reduced, the NPL ratio in SEE-5 exceeds the EU average, burdening 30 30
banks’ balance sheets, while making them more cautious as to new lending;
vii. The relatively poor quality and soundness of legal & regulatory frameworks, 20 20 20 ” 20
including bankruptcy and insolvency regimes %
viii. Low levels of trust in banks & low financial literacy rates, especially in 10 % 10 10 % 10
countries that suffered in the past by banking crises and Ponzi schemes (e.g. % I I %
Albani
ania) 0 : : . : 0 0 ﬁ 0
- D o -
Note that the gap in terms of assets per capita between SEE-5 and EU banks is o 2 & & 2 < - 2 2 @ z <

amplified by the formers’ limited non-lending activities (mainly confined in
holding cash and Government securities)

NATIONAL BANK
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Sources: EBA, EBRD National Central Banks, World Economics & NBG estimates
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Banking Concentration and M&A Activity - Overview M&A activity continued in 2023, with banking
concentration still remaining low

Foreign Owned Banks
(% in Assets, 2023)

100 100

o Presence of foreign (mostly EU) banks in SEE-5 has been broadly stable since 80 80
the mid of the previous decade, when their deleveraging and restructuring of
activities (commenced in the aftermath of the Global Financial Crisis) was 60 E0
completed. The only exception is Albania, where there has been a steady
decline in the share of foreign-owned banks in favour of domestically-owned 40 40
ones. Importantly, strong foreign presence in SEE-5 enhances regional banks’ . .
access to credit, while contributing to migration of modern banking practices
o Still, regional banking systems (especially those of Serbia and Romania) appear 0 0
to have a low-to-moderate degree of concentration, suggesting that there is & 2 % % =
scope for further consolidation, with smaller and less-efficient banks being
potential acquisition targets. This bodes well for future profitability, given the . .
established relation between the degree of banking system concentration and Banking Concientratlon 16 Mergers & Aquisitions 16
ROAE B Z(gsset-based HH* Index, 2023) T y y
o Merger & Acquisition (M&A) activity continued in 2023, with bank acquisitions in £% 12 12
Romania (1), Bulgaria (1) and Serbia (2) and (1) merger in Bulgaria. In Romania, 3 1500 é g 1900 10 10
more deals are due to be completed in 2024 8 8
1000 1000 5 5
o Local players appear to be engaged more actively during this consolidation g . . .
phase, aiming at seeking synergies and growing their market shares 500‘% 500 ) . I )
: . . = .
[} ) = =
0 % 8 g ;(' % 0 0 il 75} = L

m2018 m2019 m2020 m2021 m2022 2023

*Herfindahl-Hirschman

a: excluding cooperative banks (40), b: 2020, c: 3 largest banks, together accounting for c. 43% of the banking system’s assets
Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Indicators (2023)

Macro & Banking Sector Indicators (2023)

Macro Indicators

Population (2023, mn) 19.0 6.8 6.7 1.8 2.8
GDP (2023, EUR, bn) 324.8 93.9 69.6 13.7 21.3
GDP per Capita (2023, EUR) 17,066 13,904 10,312 7,501 7,717
S&P / Moody’s / Fitch BBB- / Baa3 / BBB- BBB / Baa1/BBB BB+ /Ba2/BB+ BB-/NR/ BB+ BB-/B1/NR
Ownership: Number of Banks

Number of Banks 328 23 20* 13 (N
Foreign Owned 25 15 15* 9 6
State Owned 3 2 2 1 0
Ownership: Share in Assets (%)

Foreign Owned 65.6% 77.2% 76.9% 72.3% 64.5%
State Owned 13.7% 3.0% 8.6% 2.1% 0.0%

a: excluding cooperative banks (40), b: 3 largest banks, together accounting for c. 43% of the banking system’s assets, c: 2022,* excludes foreign banks’ branches

Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Indicators (2023)

Banking Sector Indicators (2023)

Concentration: 5 Largest Banks’ Market Share (%)

Assets 63.0% 77.0% 61.4% 81.1% 75.8%

Branch Network & Number of Employees

Branches 3,549 5,088 1,341 382¢ 385

Number of Employees 51,493 25,734 21,899 5,830¢ 7,024

Intermediation (% of GDP)

Assets 50.0 93.6 72.9 88.8 85.0
o/w Credit to Private Sector 23.0 44.9 39.1 51.4 31.0

Deposits 34.5 65.5 53.5 61.4 69.3

Liquidity

Liquidity Coverage Ratio (%) 333.3° 246.7 193.7 263.5 302.7

a: excluding cooperative banks (40), b: 3 largest banks, together accounting for c. 43% of the banking system’s assets, c: 2022
Sources: EBA, National Central Banks & NBG estimates
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Banking Sector Indicators (2023)

Banking Sector Indicators (2023)

Asset Quality

NPLs (%) 2.4 3.6 3.2 2.8 4.7
NPL Coverage (%) 67.3° 81.1 60.5 70.1 86.9
Efficiency

Cost/Income (%) 44.6° 39.0 47.8 45.3 51.8

Leverage & Capital Adequacy

Leverage Ratio (Tier 1) 8.2° 9.3 10.4 11.8 8.7
Tier 1 Capital Ratio (%) 17.2° 20.1 19.7 17.2 17.7
CAD (%) 23.6° 21.6 21.4 18.1 19.4

Profitability

NIM (bps) 3490 294 416 364 386
ROAE (%) 20.1° 18.3 18.1 16.1 17.3
ROAA (%) 1.8P 2.1 2.5 2.0 2.0

a: excluding cooperative banks (40), b: 3 largest banks, together accounting for c. 43% of the banking system’s assets, c: 2022
Sources: EBA, National Central Banks & NBG estimates
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Disclaimer

DISCLAIMER: This report has been produced by the Economic Research Division of National Bank of Greece S.A., which is regulated by the Bank of Greece and the Hellenic Capital Market Commission,
and is provided solely as a sheer reference for the information of experienced and sophisticated investors who are expected and considered to be fully able to make their own investment decisions
without reliance on its contents, i.e. only after effecting their own independent enquiry from sources of the investors’ sole choice. This report does not constitute investment research or a research
recommendation, and as such, it has not been prepared under legal requirements designed to promote investment research independence. The information contained in this report does not constitute
the provision of investment advice and under no circumstances is it to be used or considered as an offer or an invitation to buy or sell or a solicitation of an offer or invitation to buy or sell or enter into
any agreement with respect to any security, product, service or investment. No information or opinion contained in this report is sufficient to support an investment decision — and should constitute any
representation or warranty as to future performance of any financial instrument, credit, currency rate or other market or economic measure. Past performance is not necessarily a reliable guide to
future performance. It is duly stated that investments products include investment risks, among which the risk of losing part of or the entire capital invested. National Bank of Greece S.A. and/or its
affiliates shall not be liable in any matter whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance on or
usage of this report and accepts no legal responsibility to any investor who directly or indirectly receives this report. The final investment decision must be made by the investor and the responsibility
for the investment must be taken by the investor.

Any data provided in this report has been obtained from sources believed to be reliable but has not been independently verified. Because of the possibility of error on the part of such sources, National
Bank of Greece S.A. does not guarantee the accuracy, timeliness or usefulness of any information. Information and opinions contained in this report are subject to change without notice and there is
no obligation to update the information and opinions contained in this report. The National Bank of Greece S.A. and its affiliate companies, its representatives, its managers and/or its personnel or
other persons related to it, accept no responsibility, or liability as to the accuracy, or completeness of the information contained in this report, or for any loss in general arising from any use of this
report including investment decisions based on this report. This report does not purport to contain all the information that a prospective investor may require. Recipients of this report should
independently evaluate particular information and opinions and seek the advice of their own professional and financial advisers in relation to any investment, financial, legal, business, tax, accounting
or regulatory issues before making any investment or entering into any transaction in relation to information and opinions discussed herein.

National Bank of Greece S.A. has prepared and published this report wholly independently of any of its affiliates and thus any commitments, views, outlook, ratings or target prices expressed in these
reports may differ substantially from any similar reports issued by affiliates which may be based upon different sources and methodologies. This report is not directed to, or intended for distribution to
use or use by, any person or entity that is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to
any law, regulation or rule. This report is protected under intellectual property laws and may not be altered, reproduced or redistributed, or passed on directly or indirectly, to any other party, in whole
or in part, without the prior written consent of National Bank of Greece. All the views expressed in this report accurately reflect author’s personal views solely, about any and all of the subject issues.
Further, it is certified that no part of any of the report author’s compensation was, is, or will be directly or indirectly related to the specific or views expressed in this report. All the views expressed in this
report accurately reflect author’s personal views solely, about any and all of the subject issues. Further, it is certified that no part of any of the report author’s compensation was, is, or will be directly or
indirectly related to the specific or views expressed in this report.
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