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This year, the crisis is different. With these words Gikas Hardouvelis,
professor at the University of Piraeus and Chief Economist and Head of
Research in Eurobank EFG Group begins his interview for
"Politika". From the original financial crisis of the US and Western Europe
and the subsequent global recession and instability, the crisis is now
transformed into Euro Area crisis, he explains. After a decade of relative
calm and prosperity in the Euro Area, member states are facing the first real
test of their cohesion. There is a battle between the market and politicians,
who try to resist the disintegrating forces of the markets. As Hardouvelis
predicts, in Europe a process of wider fiscal federation is awaiting us. IN
the world, a more stable economic growth with higher interest rates, and
more regulatory restrictions on the financial sector. Therefore, a decade of
slower but more stable growth is ahead of us.
What will be the consequences of the Euro Area crisis for the countries
which are, like Serbia, turned towards Europe?
Europeans see the crisis as the first step in correcting things from the past
that were left unfinished. Every crisis triggers changes. We already
observed that the earlier international crisis has launched a change in the
regulatory framework of the financial sector, stricter rules on capital,
leverage and liquidity.
For those countries that wish to become Euro Area members, the Euro-zone
crisis entails a new set of challenges. Criteria will be enforced more
rigorously. The original Maastricht criteria (public debt, fiscal deficits,
inflation, long-term interest rates and exchange rate stability) will stay the
same on paper, but emphasis may also be given to the real sector of the
economy, and on issues like competitiveness, transparency, etc. Thus,
countries like Serbia, in order to qualify for entry into the Euro Area in the
aftermath of the Euro Area crisis, may eventually have to put more effort to
meet the criteria. This is not necessarily costly, as it implies a better
performing economy. Everyone in the Euro-zone has now realized that in
order to create a monetary union, it is not enough to simply have low
inflation and low budget deficits. What also matters is the structure of the
real economy, how open the domestic product, service and labor markets
are, whether there is a level playing filed in issues of competition or instead
certain interest groups dominate some sectors.
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But in this region banking sector was relatively stable during the crisis,
while the private sector was weak. Is there a risk that this instability
might spill over one sector into another?
The banking sector addressed the challenges of the international financial
crisis in the region relatively well. Banks in the region, primarily foreign
owned, preserved in most cases their balance sheets’ integrity despite the
sharp rise in NPLs. Thanks to substantial capital buffers, little exposure to
toxic assets and increased support from parent institutions. In addition, the
Vienna initiative was instrumental in establishing a level of co-ordination in
the actions of the banks in the region. The latter led in banks maintaining
their exposure, if not increasing it like in the case of Serbia. The
improvement in the economic environment of the region will result in the
recovery of the private sector which will translate into the reinforcement of
the stability of the local banking sectors.
Good banks worked well despite the problems. I will give you an
example. Last year, the loan expansion in the Euro-zone were negative,
while in Greece, for example, they were positive despite the problems the
government had to face. The fact is that every country has a different
problem, but a common affliction of all is the question of competitiveness. A
new model of growth must encourage companies to export more.
If the new model of growth for companies means they should begin to
export more, what does the new model of growth mean for banks?
The transition to a new economic paradigm implies that the model of
banking will change as well. We are heading towards a new more
sustainable and self funded banking sector model in the region. The lack of
cheap funding from overseas has pushed local subsidiaries to focus on local
deposits as a primary source of funding. Furthermore, banks cannot afford
to be aggressive when it comes to lending money, because they have to
maintain high standards in capital adequacy.
The regulation will be stricter. It will be a direct benefit to the economy
arising from the financial crisis. I see that the banking sector in Serbia is
stable.
When will Europe be able to say goodbye to the crisis?
Euro-zone crisis began last year in November and will last at least a year. It
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time for us to see the light at the end of the tunnel. In
the future, Europeans have to decide how strongly they want to fiscally
unite.
And on a global scale, the World Bank and IMF experts say the
economy is recovering, but is the recovery unstable?
I agree with them. In front of us there is a decade of more stable but slower
economic growth for many reasons. Interest rates will be higher because
markets price risk more dearly. Many countries have also developed large
public debts, whose financing will put pressure on interest rates. Large
public debts also mean that fiscal policy cannot be expansionary. Global
differences that existed before the crisis are now even more present and even
bigger. Developing countries will develop faster; developed countries will
try to catch up to speed up growth. Serbia will be better if Europe gets better.
What is your view on the Serbian economy in 2011?
Driven primarily by net exports, Serbia exited recession in 2010. Growth in
2011 is expected to be higher, at 3%, reinforced by the recovering domestic
demand. On the positive side, the unfreezing will provide domestic demand a
mild boost, giving the most vulnerable low income groups of society hit by
the international economic crisis some breathing space. The positive credit
growth in the private sector will also assist the domestic demand to rebound.
However, boosting domestic demand is no panacea for the economy. There
is high need for a new economic model that would foster competitiveness
and higher growth in exports.
The smooth implementation of the IMF program until now has alleviated
any external financing concerns, while the banking sector remains in solid
condition. In retrospect, the main downside risks to the forecast come mainly
from the elevated inflationary pressures and the depreciation trend of the
Dinar, which maintain premia at relatively high levels.
А. Nikolic
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