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Greek and Cypriot Banks: Peer Review 
Greek and Cypriot Banks’ Balance Sheet Clean-up to Continue, Albeit at Different Speeds 
 

Ratings  

 
Issuer Default 
Rating/Outlook 

Alpha Bank S.A.  CCC+/Positive 

Eurobank S.A.  B-/Positive 

National Bank of Greece S.A. (NBG) B-/Positive 

Piraeus Bank S.A.  CCC+ 

Bank of Cyprus Public Company Limited (BoC) B-/Negative 

Hellenic Bank Public Company Limited (HB) B/Negative 

 

 

Asset Quality Clean-Up at Different Paces 
Greek and Cypriot banks’ de-risking plans and limited inflows of 
new impaired loans to date, supported by fiscal measures and the 
extensive use of loan moratoriums in both countries, have 
supported a drop in problem assets ratios (which include impaired 
loans and net foreclosed assets) despite the pandemic and loan 
deleveraging. Greek banks were faster than Cypriot banks at 
reducing problem assets in 2020-1H21 thanks to the availability of 
a sector-wide solution to offload large stock of impaired loans.  

HAPS Support Greek Banks' De-Risking 
The aggregated impaired loan ratio for the four largest Greek banks 
has decreased to about 25% at end-March 2021 from 39% at end-
2019, largely driven by sizeable securitisations of impaired loans 
making use of the Hercules Asset Protection Scheme (HAPS), which 
provides a state guarantee on the senior tranches of the 
securitisations, mitigating the negative impact of these transactions 
on banks' capitalisation.  

Fitch Ratings believes banks’ impaired loan ratio could fall below 
10% by end-2022 despite asset-quality pressures from the 
pandemic, significantly reducing capital encumbrance from 
unreserved problem assets. We believe the availability of the HAPS 
and the recent capital enhancement actions mitigate execution 
risks of banks’ de-risking plans. 

Cypriot Banks Reliant on Economic Recovery  
The Cypriot banks have materially reduced the impaired loan ratio 
from historically high levels benefiting from strong economic 
growth momentum in the past few years. However, unlike Greek 
banks, Cypriot banks have not benefited from structural solutions 
to clean up their balance sheets in 2020-2021. The banks have 
relied mostly on write-offs and sales to work out their stock of 
impaired loans during the pandemic. 

We view the banks' plans to reduce the impaired loan ratio to mid-
single digits in the medium term as plausible but dependent on the 
materialisation of the economic recovery and investors’ appetite.  

Asset Quality and Capital Key to Ratings  
Greek and Cypriot banks’ low ratings continue to reflect weak asset 
quality despite some improvement and different degrees of high 
capital encumbrance by unreserved problem assets.  

The acceleration of the Greek banks' de-risking in 2021 and our 
expectation that this will continue in 2022 have reduced rating 
differences between Greek and Cypriot banks and explain the 
Positive Outlook on three of the four large Greek banks.  

We still see downside rating risks for Cypriot banks, reflected in 
Negative Outlooks, as their asset quality clean-up, while 
progressing, is more sensitive to potential setbacks in the economic 
recovery and investors’ sentiment.  
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Banking Operating Environment 

Economic Recovery Expected in 2021-2022 

The pandemic led to a deep recession in Greece and Cyprus in 2020, 
with GDP contracting by 8.2% and 5.1%, respectively, with a 
particularly sharp fall in exports related to tourism receipts. Fitch 
expects GDP in Greece to recover by 4.3% in 2021 and 5.3% in 
2022, supported by the deployment of NGEU funds and a 
significant easing of the global health crisis following the roll-out of 
vaccination programmes. For Cyprus, the expected growth rates 
are 3.5% in 2021 and 4.3% in 2022.  

The main short-term risk to Fitch's projections is that the renewed 
rise in coronavirus infections results in renewed restrictions and 
discourages foreign tourists from travelling during the summer 
months. A further risk to our projections is the impact of the 
pandemic on the labour market once support measures are rolled 
back, potentially affecting the economy's growth potential. 
Unemployment in Greece remains structurally high, at 15.9% in 
May 2021.  

The small size of the Cypriot economy and its highly leveraged 
private sector (indebtedness was about 210% of end-2020 GDP 
excluding special-purpose entities) make the economy more 
vulnerable to external shocks. However, it has also shown flexibility 
to recover quickly from previous crises, as reflected by an average 
4.6% growth in the five years before the pandemic. Cyprus's 
comparatively better public finances than Greece is also an 
important consideration in the two-notch difference between the 
sovereign ratings (BBB-/Stable and BB/Stable, respectively).  

Positive Outlook for the Greek Operating Environment 

In May 2021 Fitch revised the outlook for the Greek banking 
sector's 'b' operating environment score to positive from negative 
as the economic recovery and the banking sector’s accelerated de-
risking should give banks more financial flexibility to provide new 
lending and indirectly support the Greek economy.  

The presence of a sector-wide solution through the HAPS to help 
Greek banks offload large stocks of impaired loans is, in our view, an 
important differentiating factor in supporting better economic and 
business prospects in Greece. Another positive factor for the sector 
is the improvement in the banks’ funding and liquidity profiles in 
2020-1H21, supported by deposit growth, improved market access 
and accommodative measures by the European Central Bank.   

Cypriot Operating Environment Remains Negative 

Fitch revised the outlook of the Cypriot operating environment 
score of ‘bb-’ to negative from stable in April 2020 after the onset of 
the coronavirus crisis, signalling the vulnerabilities of the Cypriot 
economy to external shocks such as the pandemic.   

The banks’ weak financial position in entering the crisis limits 
business opportunities and new viable lending options in a small and 
highly leveraged economy.  However, we expect the economic 
recovery to support the further de-risking of Cypriot's balance 
sheet and provide some stability in the operating environment over 
time. Nevertheless, the absence of structural sector-wide solutions 
in Cyprus limits the speed at which banks can de-risk in a scenario 
of weaker-than-expected economic recovery.   

The Estia scheme addressing Cypriot banks’ impaired loans backed 
by primary residences through state subsidies has been 
disappointing as the uptake has been lower than expected, despite 
generous conditions. More promising is the potential sector-wide 
solution under debate involving the already existing state-owned 
Kedipes distressed asset manager as a buyer of banks’ impaired 
loans, which could help accelerate the asset quality clean-up. 

Asset Quality Clean-up at Different Paces 
Greek and Cypriot banks’ de-risking plans and limited inflows of 
new impaired loans to date, supported by fiscal support measures 
and the extensive use of loan moratoriums in both countries, have 
supported a reduction in the problem assets ratios since end-2019. 
However, asset-quality metrics remain very weak by international 
standards and the credit losses weight on the banks' capacity to 
generate earnings.  

The pandemic has also slowed the process of liquidation, 
foreclosing and the sale of real estate assets as the governments 
halted foreclosures and lockdown measures limited the access to 
properties.  

Fitch's assessment of asset quality ranges from a score of ‘b-’ for 
Eurobank, NBG and HB to 'ccc+' for Alpha, Piraeus and BoC. The 
first group of banks operates with a problem assets ratio below 
20%.  

 

 

Loan loss allowance coverage has recently strengthened in order to 
anticipate the future impacts of the pandemic and expected 
portfolio sales, but remain moderate considering the high stock of 
impaired loans. Loan loss allowance coverage for the six banks 
under analysis was 57% on average at end-March 2021, up from 
53% at end-2019. Collateral values were resilient during 2020, 
supported by stability in the real estate market.  
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High Loan Moratoriums but New Impaired Loans 
Contained 

The four Greek banking groups had granted moratoria on EUR26 
billion of loans at end-2020 (16% of gross loans), most of which have 
now expired. The banks initially anticipated that impaired loan 
inflows from performing loans under moratoriums could represent 
close to EUR4 billion (or about 15% performing loans under 
moratoriums), although performance is being better-than-
expected.  Banks have implemented internal step-up solutions (e.g. 
temporary instalment reductions) and government-backed 
instalment subsidies (the Gefyra scheme) to further support 
borrowers once the bulk of the moratoriums expired at end-2020.  

Cyprus made the largest use of loan moratoriums in Europe due to very 
low hurdles for borrowers to obtain them and no recourse to state-
guaranteed lending. Loan moratoriums accounted for about 54% of 
gross loans to households and non-financial corporates at end-2020 
according to the EBA. The first moratorium scheme expired at end-
2020. Only borrowers that did not participate in the first scheme could 
participate in the second payment deferral up to end-June 2021, 
limiting the volume of loans still in moratorium in 2021.  

BoC and HB reported that 90% of borrowers resumed payments 
according to the original schedule. Only 5% of expired moratoriums 
with at least one instalment falling due by April and May 2021 were 
in arrears. This is below our original expectations and should be 
manageable for the banks, also considering that a portion of late 
payments might resume or be rescheduled in the coming months. 

HAPS Support Greek Banks' Faster De-Risking 

We estimate that the aggregated impaired loan ratio for the four 
systemically important Greek banks decreased to about 25%1 at 
end-March 2021 from 39% at end-2019. The banks have reduced 
impaired loans by EUR31 billion (about half of banks’ stock of 
impaired loans at end-2019), making use of the first phase of HAPS.  

Eurobank was the first to complete its HAPS securitisation in 2020, 
deconsolidating EUR7.5 billion of impaired loans, and Alpha and 
Piraeus followed in June and July 2021 for EUR10.8 billion and 
EUR6.8 billion, respectively. NBG is planning to complete a HAPS 
securitisation of close to EUR6 billion in 3Q21. Except for NBG, these 
securitisations have been accompanied by organisational structure 
changes and the creation of new holding structures aimed at avoiding 
the dilution of shareholders from the conversion of deferred tax 

                                                                                       
1Estimates at end-March 2021 in this report are pro forma including the first 
phase HAPS securitisations transactions and the capital increases in 2Q21. 
Fitch's impaired loans exclude the retained senior notes in the denominator. 
Financial information is based on the consolidated group figures of Alpha 

credits. The stock of stage 2 loans has remained broadly stable 
despite the pandemic, increasing by only 3% since end-2019.  

Greek banks have also benefited from the reform in the insolvency 
code, which simplifies and shortens administrative procedures, and 
from the institutionalisation of the loan servicing industry in the 
country. Specialised investors and debt collectors are among the 
buyers of the junior securitisation tranches, which give them 
ownership of the securitised portfolios, and have most often agreed 
to long-term partnerships with the Greek banks for the servicing of 
the impaired loan portfolios over long periods. 

 

Steady Decrease in Impaired Loans for Cypriot Banks  

Cypriot banks have successfully reduced the impaired loan ratio in 
the past five years from historically high levels (impaired loan ratios 
of 63% at BoC in 2014 and 60% at HB in September 2015), 
benefiting from the strong economic growth momentum. Reducing 
the stock of impaired loans was more difficult during the pandemic, 
although banks still recorded some write-offs and were able to 
undertake impaired loan sales, particularly BoC. 

HB's problem asset ratio decreased to 19%2 at end-March 2021 
from 27% at end-2019, while BoC, with a relatively large portfolio 
of net foreclosed assets, could reduce the ratio to 25% from 38% at 
end-2019. BoC achieved the reduction of problem assets mainly 
though EUR1.3 billion of problem loans sales completed in June 
2021 and about EUR0.5 billion of write-offs. HB also recorded 
material write-offs of its impaired loans portfolio (EUR0.6 billion in 
2020), although sales remained relatively small.  

The fact that Cypriot banks operate in a smaller economy results in 
comparatively higher risk concentration levels than for Greek 
banks. BoC and HB's direct exposure to the accommodation, food 
and trade industries is significant at about 20% and 16% of gross 
loans at end-2020, respectively, which makes them vulnerable to a 
resurgence of the pandemic or a prolongation of restrictions on 
international travel and free movement. 

Services and Holdings S.A., Eurobank Ergasias Services and Holdings S.A, 
National Bank of Greece S.A. and Piraeus Financial Holdings S.A.   
2Excluding impaired loans guaranteed by the Asset Protection Scheme (APS).  
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Impaired Loan Coverage Ratio

Structure of Disposals of Impaired Loans 

• Greek banks will benefit from the HAPS until October 
2022, with an upper limit of guarantees of EUR24 billion. 
The HAPS provides a state guarantee on the senior 
tranches of securitisation of impaired loans. Under the 
securitisation structures, banks retain the senior notes 
and distribute the majority of junior and mezzanine 
tranches to third-party investors or their shareholders 
allowing the de-consolidation of the impaired loans. 

• Cypriot banks cannot rely on a state guarantee to 
perform securitisations of impaired loans. Instead, the 
banks have opted to execute large impaired loan 
portfolio sales. BoC, in particular, first sold corporate 
and SME impaired loans (Helix 1) and more recently 
SMEs and retail impaired loans (Helix 2). 
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De-Risking Offsets Pandemic-Related Asset 

Quality Risks in 2021-2022 
Fitch expects Greek banks’ asset quality clean-up to be faster than 
that of Cypriot banks, supported by the HAPS, which explains the 
positive trend in this factor for all Greek banks. Cypriot banks’ 
asset-quality prospects are more dependent on the country’s 
economic recovery, banks’ financial capacity to dispose impaired 
loans absent a structural sector solution and investors’ appetite.  

We expect the Greek banking sector's impaired loan ratio to fall to 
mid-teens by end-2021 and below 10%3 by end-2022 considering 
the Greek banks' plans to securitize impaired loans making use of 
the HAPS and contained new impaired loans from the pandemic. 
Eurobank and NBG are the most advanced in their asset quality 
clean-up. Eurobank plans to reduce the impaired loan ratio to about 
8% by end-2021 and 5% by end-2022, supported by a new HAPS-
backed securitisation of EUR3.3 billion of impaired loans. Similarly, 
NBG aims to reduce its impaired loan ratio to just above 10% by 
end-2021 and to about 6% by end-2022. 

Alpha’s updated strategic plan envisages a reduction of the 
impaired loan ratio to 18% at end-2021 and 7% at end-2022, 
supported by an additional EUR8.1 billion of securitisations, of 
which EUR3.9 billion will use the HAPS. Piraeus expects most of its 
impaired loan disposals to be concentrated in the next 12 months 
(targeted impaired loan ratio below 10%), with new HAPS-backed 
securitisations totalling EUR11 billion (of which EUR7 billion were 
already closed in 2Q21) and non-HAPS transactions of about EUR2 
billion.  

We believe Greek banks' de-risking plans carry execution risks 
given the likely size of the securitisations and their potential impact 
on the banks' thin capital buffers. However, the extension of the 
HAPS and the recent capital enhancement actions, largely relating 
to the EUR1.4 billion and EUR0.8 billion share capital increases by 
Piraeus and Alpha, respectively, in 2Q21 should mitigate these 
risks.  

BoC and HB disclosed new impaired loan ratio targets in 2020 as 
part of their new strategic plans. BoC targets a ratio below 10% by 
end-2022 and about 5% in the medium term. Similarly, HB plans to 
reduce its ratio to mid-single digits in the medium term. In our view 
these targets are ambitious but plausible, and reflect the banks' 
confidence in their ability to absorb inflows of impaired loans 
coming from sectors strongly affected by the pandemic, like 
tourism.  

Nevertheless, some execution risks remain as the deleveraging 
hinges on the banks' ability to complete large impaired loan 
transactions, which are dependent on the economic environment 
and investors’ appetite for Cypriot assets. The banks did not 
disclose specific foreclosed asset targets, but we expect these to 
reduce in 2022, driven by sales.  

                                                                                       
3 Fitch's expectations do not include the retained senior notes from the 
securitisations in the denominator, which are classified as loans by Greek 
banks in their financial statements and projections. 

Capital Remains a Rating Weakness  
Capitalisation is another key rating consideration and a rating 
weakness for Greek and Cypriot banks, particularly capital 
encumbrance to unreserved problem assets. This is reflected in low 
capitalisation and leverage assessment scores ranging from ‘ccc+’ 
for Alpha and Piraeus to ‘b’ for HB. HB’s better capitalisation is not 
only explained by higher risk-weighted capital ratios but also lower 
capital at risk from unreserved problem assets. 

 

We expect capital at risk from unreserved impaired loans to reduce 
faster for Greek banks given the planned de-risking and capital 
enhancement measures, supporting the positive trend on their 
capitalisation and leverage score, except for Piraeus. Reduced 
problem assets will eventually improve our view on Cypriot banks 
capitalisation, which remains vulnerable from downside risks on 
asset quality if the economic recovery is delayed. 

 

Greek Banks on Track to Reduce Capital Encumbrance  

We expect Greek banks to maintain modest regulatory capital 
buffers as the implementation of capital-accretive actions (i.e. 
capital increases and sale of businesses and portfolios) along with 
capital organic generation should offset the losses from the 
securitisations, the amortisation of deferred tax credits, the 
expected growth in new lending and the phase-out of IFRS9 
transitional adjustments. The differences between transitional and 
fully loaded capital ratios were still significant at about 200bp on 
average at end-March 2021.  
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The Greek banks' results in the 2021 stress test exercise by EBA 
were better than we expected, although capital vulnerabilities 
remained in the adverse scenario. Under this scenario, the fully 
loaded CET1 declines by 4.3pp-6.4pp, which is significant but 
broadly in line with the European average, to 6.4%-8.3% by end-
2023. This analysis did not include the capital-enhancement actions 
nor the balance-sheet clean-up implemented in 1H21.  

The securitisations of impaired loans are positive for Greek banks' 
capitalisation in our view as these transactions significantly lower 
the encumbrance of capital by unreserved impaired loans and allow 
banks to return to recurring profitability and generate capital 
organically on lower recurring LICs. However, capital encumbrance 
by unreserved problem assets remains a rating weakness, ranging 
from about 40% of fully loaded CET1 at NBG to above 200% at 
Piraeus at end-March 2021.  

The risk-weighted capital ratio at Alpha compares well with Greek 
peers and the recent capital increase should allow the bank to 
absorb the negative impact from its accelerated de-risking plan, but 
the upside potential for the bank’s capitalisation score comes more 
from our expectation of a reduction in capital encumbrance by 
unreserved impaired loans. The stable outlook on Piraeus’s 
capitalisation score signals that we expect its capital buffers to 
remain low as it progresses with its asset-quality plan. 

Greek banks could resume dividends in the medium term upon the 
completion of their asset-quality plans and assuming the capital 
buffers are maintained at adequate levels. Banks could also use part 
of the capital buffers to fund new lending opportunities in Greece 
or to increase its international footprint, as demonstrated by 
Eurobank's recent deal in Serbia or its new 12.6% stake in HB.  

Cypriot Banks’ Capital Still Vulnerable to Downside Risks  

The two Cypriot banks' regulatory capital ratios generally have 
moderate buffers over minimum requirements, although significant 
differences exist. BoC's capitalisation is comparatively weaker as 
HB's capital buffers over regulatory requirement are still much 
higher, with the tightest buffer equal to 810bp over the minimum 
total capital ratio requirement.  

We believe capitalisation is still not commensurate with risks, as 
fully loaded CET1 capital encumbrance by unreserved problem 
assets at end-March 2021 is high at about 140% for BoC and 60% 
for HB. Given limited profitability, we view organic capital 
generation as still subdued. This means that reducing the stock of 
problem assets and therefore reducing capital encumbrance is in 
our view the most likely scenario that would reverse the negative 
trend in the two banks’ capitalisation assessment score.  

MREL Issuance Reflects Improvements of 

Asset Quality Clean-Up 
The receipt of the minimum requirement for own funds and eligible 
liabilities (MREL) for Greek and Cypriot banks reflects that the 
regulator recognises the progress of de-risking, in our view. Greek 
and Cypriot banks have a final MREL requirement for the beginning 
of 2026, with interim targets. The final MREL requirement for 
Greek banks is about 26% of risk-weighted assets (RWAs), including 
the combined buffer requirements.  

The Greek banks have already issued MREL instruments, taking 
advantage of favourable market conditions and investors’ risk 
appetite as banks continue with the asset quality clean-up while 
economic conditions improve. NBG issued EUR0.5 billion of senior 
preferred debt in 4Q20, while Eurobank did so in 2Q21. 
Subordinated debt issuance has also resumed for Greek banks to 
strengthen their capital buffers. In 1H21, Alpha issued EUR0.5 
billion of Tier 2 debt and Piraeus issued EUR0.6 billion of Additional 
Tier 1.  

The final MREL requirement for Cypriot banks is 23.3% of RWAs for 
BoC and 24.1% for HB, excluding the combined buffer 
requirements as reported by the entities. In Cyprus, BoC issued 
EUR300 million of senior preferred notes in June 2021, which 
brought BoC's MREL ratio to 18.4% of end-March 2021 RWAs, 
above the interim target. This followed an issue of EUR300 million 
of Tier 2 notes in April 2021 to refinance an expensive EUR250 
million of Tier 2 notes issued in April 2017. HB stated that it could 
start its MREL issuance by end-2021 depending on market 
conditions.
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Summary Rating Navigators 

 

Key Rating Factor Outlook:  Positive; ◼ Stable;  Negative; ◆ Evolving 
Influence on Viability Rating; Higher/Moderate/Lower 
Source: FitchRatings 
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