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COUNTRY ANALYSIS

BELGIUM

Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks. Gross
financing needs are high in the short term, though financing conditions should remain favourable,

notably supported by the Eurosystem’s interventions.

Medium-term risks: high. Over the medium term, fiscal sustainability risks are high overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 113% of GDP, is projected to continue rising, reaching 134%
of GDP in 2032 in the baseline. The sensitivity to possible macro-fiscal shocks confirms this assessment.

Long-term risks: high. Over the long term, both the sustainability gap indicator S2 and the DSA point to
high risks. The S2 indicator mainly captures vulnerabilities linked to the high debt burden and to
budgetary pressures stemming from population ageing.

Short-term fiscal sustainability risks: low

The SO indicator, the early-detection indicator of
fiscal stress, does not signal major short-term risks.
Nevertheless, some relevant financial-competitive-
ness and fiscal indicators highlight vulnerabilities,
for instance private indebtedness, net government
debt and the current budgetary situation, which
contributes to high gross financing needs.

At about 20% of GDP in 2022, financing needs are
expected to remain high, though below levels seen
in 2020-2021. Yet, financing conditions should
stay favourable, in particular because of the Euro-
system’s interventions. Financial markets perceive
Belgian sovereign risks as low, as confirmed by
the CDS spread and the ‘AA’ rating that the three
major rating agencies assigned to Belgian
government debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): high risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a high risk.

Baseline results: increase at
unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
average real GDP growth of 1% in 2024-2032.
Under a ‘no-fiscal-policy-change’ assumption,
debt would rise by 19 pps. between 2023 and

2032, when it would reach 134% of GDP. Yet,
these baseline projections assume that the
structural primary balance (SPB) before future
ageing costs remains constant at the forecast
deficit for 2023, namely -3.6% of GDP. Bearing in
mind past fiscal performance, with prolonged
episodes of structural primary surpluses, the scope
for fiscal consolidation appears substantial. (%)
Gross financing needs are projected to rise steadily
over the next 10 years, to nearly 25% of GDP in
2032, above both the peak in 2020 and the pre-
pandemic level.

Stochastic simulations: high probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
Belgian economy’s historical volatility. These
stochastic simulations point to a 66% probability
that in 2026 the debt ratio will be higher than in
2021, signalling risks given the current level of
113% of GDP. In addition, such shocks point to
significant uncertainty around the baseline
projections, as shown by the wide debt distribution
cone. (%)

Alternative and stress-test scenarios: major
vulnerabilities, though reducing the deficit to past
levels would lower risks

() Based on available historical data, Belgium recorded an
SPB greater than -3.6% of GDP in 98% of the cases.
Therefore, the country has room to improve its fiscal
position and bring down the debt-to-GDP ratio.

(3 The difference between the 10th and 90th percentile is
37 pps. of GDP in 2026.
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If the SPB gradually converged to the average of
the last 15 years — a surplus of 0.3% of GDP
compared to -3.6% forecast for 2023 — the debt
ratio would peak at 117% of GDP in 2026 and
decrease to around 110% in 2032, 24 pps. below
the baseline at unchanged policy.

At the same time, less favourable developments of
the interest-growth rate differential would put
Belgian government debt on a much steeper
upward trajectory, because the high debt level
exposes Belgium to substantial snowball effects. A
1 pp. permanently higher ‘r-g” difference results in
a projected debt-to-GDP ratio of 143% in 2032,
9 pps. higher than the baseline projection.

If a temporary (one-year) episode of financial
stress pushed up market interest rates by 2.4 pps.
in 2022, the 2032 debt projection would be 2 pps.
of GDP higher than in the baseline. If only half of
the projected improvement in the SPB in 2022-
2023 were to occur, the 2032 projected debt would
be 8 pps. of GDP higher than in the baseline.

S1 indicator: high risk

The S1 indicator shows that, to bring government
debt down to the reference value of 60% of GDP
by 2038, the SPB would need to improve by
8.4 pps. of GDP in cumulated terms over 5 years.
This corresponds to an SPB of 4.8% of GDP,
which  appears  ambitious by historical
standards. (°) The high S1 value is due to the large
distance of the debt ratio from the 60% reference
value (contribution of 4.2 pps. of GDP), the
unfavourable initial budgetary position (2 pps. of
GDP) and the projected increase in ageing costs
(1.2 pps. of GDP).

Long-term fiscal sustainability risks: high

S2 indicator: high risk

The S2 indicator shows that the SPB forecast for
2023 would need to improve by 7.8 pps. of GDP to
stabilise the debt-to-GDP ratio over the long term.
Such adjustment would bring the SPB to a surplus
of 4.2% of GDP, ambitious by historical
standards. (¥) The sustainability gap is evenly
generated by the initial budgetary position and the

(®) 22% of past Belgian SPBs were greater.
() 25% of past Belgian SPBs were greater.

projected increase in ageing costs, both requiring a
fiscal adjustment of 3.9 pps. of GDP to prevent
debt from rising continuously over time. Ageing
costs primarily concern higher spending on long-
term care and public pensions, with respective
contributions of 1.9 and 1.7 pps. of GDP to the
sustainability gap. (°)

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
high.

Additional
factors

mitigating and aggravating risk

Risk mitigating factors include the lengthening of
debt maturity in recent years, relatively stable
financing sources (with a diversified and large
investor base), debt fully denominated in euro and
historically low borrowing costs. At the end of
2020, 18% of government debt was held by the
Eurosystem. In addition, Belgium has a large
positive net international investment position.

Risk-increasing factors are related to the share of
short-term debt, the share of government debt held
by non-residents and the lack of fiscal coordination
among the different government levels, with
several of the federated entities displaying specific
vulnerabilities. Private sector contingent liabilities
include the possible materialisation of state
guarantees granted during the COVID-19 crisis.
However, this risk seems limited due to relatively
low take-up so far. State guarantees for the
resolution of Dexia bank are the main source of
contingent  liabilities. Simulations based on
SYMBOL under a stress test scenario also confirm
fiscal risks stemming from the banking sector.

(®) Ageing costs are estimated at 5.4 pps. of GDP between
2019 and 2070, of which 3 pps. is due to public pensions
and 2.1 pps to long-term care — see 2021 Ageing Report.



Country analysis

Belgium
BE - Debt projections baseline scenario | 2019 | 2020 | 2021 | 2022 ‘ 2023 ‘ 2024 ‘ 2025 ‘ 2026 ‘ 2027 ‘ 2028 ‘ 2029 ‘ 2030 ‘ 2031 ‘ 2032
Gross debt ratio 977 1128 1127 1131 1146 1165 1176 1193 1213 1236 1259 1282 130.9 133.6)
Changes in the ratio (-1+2+3) 2.1 151 0.0 0.4 15 19 11 17 20 2.3 2.3 22 2.7 2.7
of which
(1) Primary balance (1.1+1.2+1.3) 0.1 71 -6.1 37 36 -39 37 -39 4.2 4.4 -4.6 -4.6 4.8 -4.9
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) -11 -39 5.2 -35 -3.6 -38 -38 4.1 -4.2 -4.4 -4.6 -4.6 -4.8 -4.9
(1.1.1) Structural primary balance (bef. CoA) -11 -39 5.2 -35 -3.6 -3.6 -3.6 -3.6 -3.6 -3.6 -3.6 -3.6 -3.6 -3.6
(1.1.2) Cost of ageing 02 02 05 0.7 0.9 11 11 13 15
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.1 0.1 0.1 0.2 0.2 0.2 0.2
(1.2) Cyclical component 0.9 33 0.7 0.1 0.0 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.2 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -1.8 6.5 -6.7 -39 2.6 20 -2.6 2.3 2.2 21 22 23 2.0 2.2
(2.1) Interest expenditure 2.0 19 17 14 13 13 12 12 11 11 12 12 13 13
(2.2) Growth effect 2.1 58 -6.2 -2.8 2.1 -13 -18 -14 -1.2 -1.0 11 11 038 -1.0
(2.3) Inflation effect 17 -1.2 2.2 -2.5 -18 -19 2.0 21 21 22 23 24 25 2.6
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 0.3 14 0.6 0.6 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.3 14 0.6 0.6 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Ad| due to the exchange rate effect 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance -30 -5.8 -6.9 -4.9 -49 5.0 5.0 52 54 55 5.7 58 6.0 6.2
Gross financing needs 15.6 2.7 219 19.8 19.9 20.1 20.2 20.8 215 222 22.9 234 24.2 24.8
2“/5 gf GDP Annual change in debt ratio, baseline scenario - BE 1550 Debt as % of GDP - BE
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium : - Long
S1 : P ..y FAnancial 4 DSA S2
term term : Baseline Historical ~ Adverse Ir g po— Lower SPB Sto.cha.stlc term
H SPB scenario scenario scenario  projections

Risk category
- Debt level (2032

)
- Debt peak year
- Percentile rank
- Probability debt higher
Dif. between percentiles

S0 indicator 2009 2021 Critical threshold
Overall index 0.48 0.31 0.46
Fiscal sub-index 0.88 0.57 0.36
Financial competitiveness sub-index 0.27 0.18 0.49
2021 FSR
2020 DSM . Lower TFP AWG risk
. Baseline .
S1indicator growth scenario
Overall index 43 8.4 85 8.7
of which Initial budgetary position -1.7 2.0 21 2.0
Cost of delaying adjustment 0.5 1.0 1.0 1.0
Debt requirement 46 4.2 41 42
Ageing costs 0.9 12 12 15
Required structural primary balance related to S1 3.8 4.8 49 5.1
2021 FSR
2020 DSM . Lower TFP AWG risk
Baseline N
S2 indicator growth scenario
Overall index 37 7.8 8.6 9.6
of which Initial Budgetary position 1.0 39 4.1 4.0
Ageing costs 2.7 39 45 55
of which Pensions 0.9 17 24 17
Health care 0.3 0.5 0.5 11
Long-term care 14 19 18 3.0
Others 0.0 -0.3 -0.3 -0.3
Required structural primary balance related to S2 3.1 4.2 5.0 6.0

3. Financial information

70 Market perception of sowereignrisk -BE c Profile redemption for existing securities and official loans, as of Nov. 2021 -BE
C(‘:aaaS Total stock of maturing securities and official loans (% GDP): 85.28
60 Caa2
Caal 30
50 E
@ BL 2
£ =
2 Bt
4 Baa3 o
230 Beades
@ 22 15
Baal ¢
20 A3
% »
10 (= ~, Aa3
W W A2 5
Aal
Aaa 0
2017-01  2017-07  2018-01 201807 201901  2019-07 2020-01  2020-07  2021-01  2021-07 01 1y P 3y & sy I v oy v 1Y 12y Beyond
Leftover Residual Maturity 12Y
=—10-year yield spreads ====CDS Spread =—=SovCISS Moody's rating (RHS) ® Maturing securities m Official loans
Sovereign Ratings | Local currency Foreign currency | Sovereign yield
as of Nov. 2021, BE|long term fshort termflong term fshort term| spreads (bp)*- 10-year
Moody's Pa3 P-1 na3 as of October ¥
S&P AAU Altu AAU Al+u 2021
[Fitch AL AN Fl+




Country analysis
Belgium

et International Inves

Net International

Public debt structure - Investment Position (IIP)

BE (2020)

5. Risks related to government's contingent liabilities

General government contingent liabilities | BE [ EU
2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 10.7 9.9 9.4 8.5 9.6 8.1
ofwhich ~ One-off guarantees 10.1 9.3 8.8 7.9 9.0 71
Standardised guarantees 0.6 0.6 0.6 0.6 0.6 11
Public-private partnerships (PPPs) (% GDP) 03 03 03 04 0.4 0.3
2016 2017 2018 2019 2020 2020

Liabiliies and assets outside gen. gov. under guarantee 85 78 73 6.5 6.2 0.9

Contingent liailties of €N |secuities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0

gov. related to support to il puposeeny

financal nsttutions (% GDP)|o - "7 00 | 00 | 00 | 00 | 00 | 00
Total 85 78 7.3 6.5 6.2 0.9

G " Probabilty of govt cont. liahilities (>3% of
ovgrnmenr Sb'l' NPL coverage |GDP) linked to banking losses and recap

cpntlngent jal |l|ty ratio (%) _|needs (SYMBOL):

risks from bhanking

sector - BE (2020) Stressed

40.5 0.54%

6. Realism of baseline assumptions

Average level of Structural Primary Balance (23-32) - BE

00 : —— : ! %of GDP Historical debt
140
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120 Leerett
40
-36 100
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60 8
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-_— 3% f——— _—1000% ©
50%
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——Baseline === Baseline_Autumn Forecast 200 — —Baseline_Autumn Forecast 2019 = Primary deficit Snowball effect Stock-flow adjustments  =@=Changes i debt ratio
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Macro-fiscal assumptions, Belgium Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 127 1131 146 1236 1282 1336 1135 1241 115
Primary balance 61 371 36 44 46 49 45 43 44
Structural primary balance (before CoA) S2 35 36 36 36 36 41 36 37
Real GDP growth 6.0 26 19 09 09 08 35 10 16
Potential GDP growth 14 16 18 09 09 08 16 10 12
Inflation rate 20 23 16 19 20 20 20 19 19
Implicit interest rate (nominal) 16 13 12 1.0 10 10 14 10 11
Gross financing needs 219 198 199 2 B4 U8 05 22 U8
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 27 1131 U447 1215 153 1299 135 121 1199
Primary balance 61 37 34 39 41l 4 44 39 40
Structural primary balance (before CoA) S2 35 83 3l 3l a3l 40 0 31 34
Real GDP growth 6.0 26 17 09 09 08 34 10 16
Gross financing needs 209 198 198 25 26 238 205 26 23
3. Historical SPB scenario 000 2020 023 2008 30 203 2001-23  2004-32  2021-32
Gross public debt 1127 1131 146 1153 1115 1097 1135 1143 141
Primary halance 61 31 36 12 07 -0 45 15 23
Structural primary balance (before CoA) 52 35 36 03 03 03 41 04 13
Real GDP growth 6.0 26 19 14 15 08 35 10 16
Gross financing needs 29 198 199 182 1716 118 205 184 189
4. Financial stress scenario 000 202 2023 2028 2030 2032 2001-23  2004-32  2021-32
Gross public debt 1127 1136 1154 152 1300 1356 1139 157 1027
Implicit interest rate (nominal) 16 18 15 11 11 11 16 12 13
Gross financing needs 209 03 203 26 B8 B2 08 26 22
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 127 1128 1158 186 1345 1413 1138 1290 1252
Primary balance 61 44 43 b2 b4 5T 49 51 5l
Structural primary balance (before CoA) 52 48 44 44 44 44 A8 44 45
Real GDP growth 6.0 37 12 09 09 08 36 10 16
Gross financing needs 219 20 06 86 Bl %7 202 86 B0
6. Exchange rate depreciation scenario 020 2020 2023 028 2030 203 202023 2024-32  2021-32
Gross public debt 127 1131 146 1236 1282 1336 1135 1241 1215
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 00%  0.0%  0.0%
Gross financing needs 219 198 199 22 B4 U8 05 22 A8
7. Adverse interest-growth rate differential scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 1127 1138 1160 1290 1355 1430 1142 1296 158
Impiicit interest rate (nominal) 16 14 14 13 13 14 15 13 13
Real GDP growth 6.0 21 14 04 04 03 32 05 12
Gross financing needs 219 200 203 B3 49 %7 00 B4 21
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BULGARIA

Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks. Gross
financing needs should still be contained in the short term. Yet, sovereign financing conditions are

expected to remain favourable.

Medium-term risks: medium. Over the medium term, fiscal sustainability risks appear to be medium
overall, based on low risks from the sustainability gap indicator S1 and medium risks from a debt
sustainability analysis (DSA) perspective. Government debt, currently at 27% of GDP, is projected to
continue rising, reaching around 36% of GDP in 2032 in the baseline. The sensitivity to possible macro-

fiscal shocks also contributes to this assessment.

Long-term risks: medium. Over the long term, medium risk from the sustainability gap indicator S2,
combined with medium vulnerabilities from the DSA contribute to the overall assessment. The S2
indicator mainly captures risks linked to the unfavourable initial budgetary position and costs of ageing.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. The fiscal and  financial

competitiveness sub-indexes both have values
below the critical thresholds.

Government financing needs are expected to
remain contained in the short term (about 4.5%
and 3% of GDP in 2021-2022, respectively), and
declining compared with 2020. Financing
conditions should remain favourable. Financial
markets’ perceptions of sovereign risk are stable,
as confirmed by the CDS spread and the ratings
that the three major rating agencies assigned to
Bulgarian government debt.

Medium-term fiscal sustainability risks: medium

Debt Sustainability Analysis (DSA): medium risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a medium risk.

Baseline results: increase at
unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential over
the projection period, with real GDP growth
hovering around 1.5% over 2024-2032. Under a
‘no-fiscal policy change’ assumption, debt would

steadily increase, rising by 9.6 pps. between 2023
and 2032, when it would reach around 36% of
GDP. Yet, these baseline projections assume a
structural primary balance (SPB) of -1.9% of GDP
before ageing costs, leaving substantial scope for
fiscal  consolidation. (°)  Government  gross
financing needs are projected to rise steadily over
the next 10 years, reaching still a modest 4% of
GDP in 2032.

Stochastic simulations: limited probability that
debt will not stabilise by 2026, but uncertainty is
important

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Bulgarian economy.
These stochastic simulations point to a 54%
probability of the debt ratio in 2026 being greater
than in 2021, entailing low risk given the current
level of 27% of GDP. In addition, such shocks
point to significant uncertainty surrounding the
baseline projections, as can be seen from the wide
debt distribution cone. (%)

(®) Based on available historical data, Bulgaria recorded an
SPB greater than -1.9% of GDP in 94% of the cases.
Therefore, the country has room to improve its fiscal
position and lower its debt-to-GDP ratio.

(") The difference between the 10th and 90th percentile in
2026 is around 51 pps. of GDP.

Bulgaria

11
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Alternative and stress-test scenarios: limited
vulnerabilities

Fiscal policy reverting to historical behaviour
would bring the debt ratio towards a stable path.
Indeed, the SPB gradually converged to its
historical average of the last 15 years (a surplus of
0.1% of GDP), the debt ratio would be about 12.7
pps. of GDP lower than in the baseline.

On the other hand, more adverse developments of
the interest-growth rate differential than assumed
under the baseline would have a sizable impact on
the debt-GDP ratio, given its current high value. A
permanently higher ‘r-g’ differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 about 2.2 pps. of GDP higher than in the
baseline.

If a temporary (one-year) episode of financial
stress pushed up interest rates by 1 pp. in 2022, the
2032 debt projection would be some 0.3 pps. of
GDP higher than in the baseline. If only half of the
projected improvement in the SPB in 2022-2023
were to occur, the 2032 projected debt would be
higher by around 3 pps. of GDP relative to the
baseline.

S1 indicator: low risk

The S1 indicator shows that, compared to the
baseline, no additional fiscal effort would be
needed in the structural primary balance (SPB) to
bring the debt-to-GDP ratio to the reference value
of 60% by 2038. On the contrary, the indicator’s
negative value of -1.4 pps. of GDP suggests that
the country has significant room to reduce its
primary surplus, while still not breaching the 60%
of GDP reference target. The S1 value is mainly
related to the distance of the debt ratio from the
60% reference value (contribution of -2.5 pps. of
GDP), which more than compensates the
unfavourable initial budgetary position
(contribution of 1.3 pps. of GDP).

Long-term fiscal sustainability risks: medium

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
3.4 pps. of GDP to stabilise the debt-to-GDP ratio

over the long term. Such adjustment would bring
the SPB to 1.6% of GDP, which is plausible by
Bulgarian standards. (&) This sustainability gap is
driven by the initial budgetary position (2.1 pps. of
GDP) and projected increase of ageing costs
(contribution of 1.3 pps. of GDP). Ageing costs are
primarily related to the projected increase of public
pension expenditure (contribution of 0.7 pps. of
GDP). (%)

In sum, over the long term fiscal sustainability
risks appear to be medium overall, based on the
sustainability gap indicator S2 combined with the
DSA risk assessment (see previous section).

Additional mitigating and aggravating risk
factors

Several factors mitigate risks. These include the
lengthening of debt maturity in recent years, the
short-term public debt, and historically low
borrowing costs.

Nevertheless, other factors contribute to aggravate
risks. Bulgaria’s negative net international
investment position and the share of public debt in
foreign currency appear non-negligible.

Risk-increasing factors are also related to
contingent liability risks stemming from the poor
financial performance of some state-owned
enterprises. However, overall contingent liabilities
risks stemming from the banking sector appear to
be limited (based on the SYMBOL simulations).

(®) 55% of the SPBs recorded for the country over the past
were greater than this value.

(®) Between 2019 and 2070 total ageing costs are estimated to
increase by 2.1 pps. of GDP (among which public pensions
by 1.4 pps. of GDP) — see 2021 Ageing Report.



1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests
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BG - Debt projections baseline scenario

| 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o

Gross debt ratio 200 247 %67 267 %8 3 e 285 300 N2 324 BT 350 3.4
Changes in the rafio (-1+2+3) -21 47 20 0.0 ] 05 0.5 08 1.5 11 1.2 1.3 14 1.3
of which
(1) Primary balance (1.112+1.3) a7 -35 =30 -22 15 1.3 -13 1.4 -18 1.8 -18 1.8 -18 -1.9
{1.1) Smuctural primary balance (1.1.1-1.1.2¢1.1.3) 19 -24 -25 -22 -19 -18 1.8 -18 -19 -19 -19 -19 -19 -19
[1.1.1) Structural primary balance (bef. Cod) 19 -24 -25 22 -19 -19 -1.9 -19 -1.9 -19 -1.9 -19 -1.9 -19
{1.1.2) Cost of ageing 00 01 0o 0.0 0o 0.0 0o 0.0 0o
[1.1.3) Others taxes and property incom 5} 00 0.0 0o 0.0 0o 0.0 0o 0.0 0o
{1.2) Cyclical component 08 1.0 -05 0.1 04 05 0.5 04 0.0 00 0.0 00 0.0 00
{1.3) One-off and other remporary. 0o 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
(2) Snowball effect (2.1+2.2+2.3+2.4) 1.4 0.6 12 -15 -1 0.8 -08 0.6 -04 A7 07 0.6 -05 -0.§
{2.1) hterest expenditure 06 0.5 06 0.6 06 06 0.6 05 0.5 05 0.5 05 0.5 05
(2.2) Growth effect -08 0.9 -0 -1.0 -0 16 05 -04 01 -05 05 -04 04 -04
(2.3) Iflation effect -11 08 -0 -1.2 -0 09 08 -08 08 -08 07 -07 07 -07]
[24) Exchange rate eflect linked o the inkerest rate ] 0.0 ] 0.0 00 00 0.0 0o 0.0 0o 0.0 0o 0.0 0o
(3) Stock-flow adjustments 19 06 0.2 06 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Baz 19 0.6 0z 16 -02 0o 0.0 0o 0.0 0o 0.0 0o 0.0 0o
{3.2) Adjusment due o the exchange rate effect 0o 0.0 0o 0.0 00 ] 0.0 ] 0.0 ] 0.0 ] 0.0 ]
Pro memoria
Structral baance 13 -28 -3 -28 25 24 -24 24 -24 24 -24 24 -24 2.4
Gross financing nesds 1.0 46 45 29 27 28 28 30 36 a7 38 40 42 43
523’(@1’ Annual change n debt ratio, baseline scenario - BG Debt as % of GDP - BG
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2. Risk classification and sustainability indicators summary tables
Short Mo Debt sustainability analysis (detail)
um : :
o - LU mcie | Motorical  Adversetg TRl louer sp8  Stochaste  DSA 52 Longterm
B SCenario scerario scenario  projections
* Risk category MEDIUM
* Debt level 2032) g
MEDIUM * Debt peak year MEDIUM | MEDUM  mEpum
+ Percentile rank (52=3.4 :
. Probabilty debt higher :
 Dif. between percentiles
50 indicator 2009 2021 Critical threshold
Overall index 0.65 0.32 0.46
Fiscal subvindex 0.3 0.22 0.36
Finandial competitivenass stib-index 08 033 0.49
2021 FSR
2020D5M . AWG risk
1 indicator : Baseline Lower TFP growth o
Overall index 34 14 14 A0
of which Intial budgetary position 08 13 13 13
Cost of dhlaying adfustmernt g 04 02 02 01
Delt requirement 25 25 25 25
Ageing costs i 07 00 00 04
Required structural primary balance related to §1 : 21 3.3 3.3 29
: 2021 FSR
2020D5M Basdine  LowerTFPgrowth G Sk
52 indicator : scenari
Overall index : 25 34 42 51
of which Initial Budgetary position 1 21 22 21
Ageing costs 25 13 20 30
of which Pensions 19 a7 13 a7
Heaith care : 01 02 02 03
LongHemm care : ot ot ot 10
Others 05 03 03 03
Required structural primary balance related to §2 : 29 1.6 23 33
3. Financial information
15 Market perception ofsovereignrek - BG ¢ Proflle e demption for e isting securities amd official loams, as of Nov. 2021 - BG
= Totalstack Sp— 3
i Cz3 ko204
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e = 4
1 f B ¢
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“al \ At 2
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4. Risks related to the structure of public debt financing and net International Investment Position

. Share of government debt Net international
Publi debt structure - by non-residerts (%): investment Positon 1P
BG {m 188 BG (2020
5. Risks related to government's contingent liabilities
(General government contingent liahilities | BG | B
26 | 2017 | 2018 | 2019 | 2020 | 2020
State guarantess (% GDP) 04 | 03 | 02 | 01 | 0z | &
oWl Oneafquamnizes 03 | 02 | o1 | ot | 02 | 71
Stndsedguarness or | ot | o1 | ot | of | 11
Public private partnesships (PPFs) (% GOP) 00 | 00 | 00 | 00 | o0 | 03
M6 | 2017 | 2018 | 2019 | 200 | 2020
o Lioiizsandassels nisie gen. qov. wiergua 00 | o0 | o0 | 00 | o0 | 09
Contingent liabilities o &M |q.ersies issued uner iouidy s mes 00 00 00 00 00 0D
gov. related tosuppart to e ) ’ ’ ’ ) )
financial nstitutions (% GDP) pecal pupose ently 00 00 00 00 0.0 00
Taal 00 | 00 | 00 | 00 [ o0 | 09
. Probabilty of govt cort. iabilties {>3% of
i":me' :"i‘;im NPLcoverage |GDP) liked to banking losses andrecap
i needs (SYMBOL):
risks from banking ratio (%) (SYMBL
sector - BG (2020)

51.2

6. Realism of baseline assumptions

Average kvl of Strue twral Primary Balame (23-32)- BG
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) 5
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Macrofiscal assumptions, Bulgaria Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 267 67 68 M2 BT 364 267 M4 302
Primary balance S0 22 45 49 49 9 22 A7 -8
Structural primary balance (before CoA) 23 22 4% 49 49 19 22 49 20
Real GDP growth 38 41 35 17 13 12 38 15 2.1
Potential GOP growt 19 22 23 17 13 12 2.1 18 17
Inflation rate 39 46 35 26 22 20 40 28 30
Impiicit interest rate: (nominal) 26 26 26 18 17 16 26 1.9 21
Gross financing needs 435 29 27 37 40 43 34 36 35
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 267 87 21 264 68 24 268 267 267
Primary balance S0 22 4% 07 A7 AT 23 46 4.0
Structural primary balance (before CoA) 23 22 24 47 A7 A7 24 47 -1
Real GDP growth 38 41 39 17 13 12 39 14 2.1
Gross financing needs 435 29 31 23 24 26 35 22 25
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 267 67 68 256 45 A7 261 255 258
Primary balance S0 220 45 A 01 00 22 {2 0.7
Structural primary balance (before CoA) 23 22 A9 01 01 01 22 {2 0.7
Real GDP growth 38 41 35 21 16 12 38 15 2.1
Gross financing needs 435 29 27 17 16 16 34 18 22
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 267 67 6% M4 B9 W67 268 36 304
Impiicit interest rate: (nominal) 26 28 28 19 17 16 27 20 22
Gross financing needs 435 30 27 37 40 43 34 36 36
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 267 68 21 X8 B8 31 268 380 U5
Primary balance S0 23 A7 22 22 22 23 20 2
Structural primary balance (before CoA) 23 23 22 22 22 22 23 22 22
Real GDP growth 38 42 38 17 13 12 39 14 2.1
Gross financing needs 435 30 29 41 44 47 35 39 38
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 267 67 68 M2 BT 364 267 M4 302
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 435 29 27 37 40 43 34 36 35
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 267 268 21 24 B4 B8 269 326 32
Impiicit interest rate: (nominal) 26 27 27 21 20 20 27 22 23
Real GDP growth 38 38 30 12 08 07 35 10 18
Gross financing needs 435 29 27 39 42 45 34 37 36




Country analysis

CZECHIA

Short-term risks: low. No overall short-term vulnerabilities are identified for Czechia, according to the
S0 indicator. However, gross financing needs have significantly increased compared with the pre-crisis
situation. Sovereign financing conditions are expected to remain favourable.

Medium-term risks: medium. Medium-term fiscal sustainability risks appear medium overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 42% of GDP, is projected to rise, reaching around 67% of
GDP in 2032 in the baseline. The sensitivity to possible macro-fiscal shocks also contributes to this
assessment.

Long-term risks: high. Long-term fiscal sustainability risks appear high overall, combining the high risk
according to the sustainability gap indicator S2 and the medium risk from a DSA perspective. The S2
long-term sustainability gap indicator points to risk linked to budgetary pressures stemming from

population ageing and the initial budgetary position.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. Both the fiscal and the financial
competitiveness sub-indexes are also below their
critical thresholds.

Government financing needs are expected to
remain larger in the short term than prior to the
COVID-19 crisis (about 10% of GDP in 2021-
2022), close to the 2020 level. Financing
conditions appear moderately less favourable than
other EU countries, although financial markets’
perceptions of sovereign risk remain positive, as
confirmed by the CDS spread and the *‘AA’ rating
that the three major rating agencies assigned to
Czech government debt.

Medium-term fiscal sustainability risks: medium

Debt Sustainability Analysis (DSA): medium risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a
medium risk.

Baseline results: debt increase at unchanged
policies

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with

real GDP growth hovering around 2% in 2024-
2032). Under a ‘no-fiscal policy change’
assumption, the debt-to-GDP ratio is projected to
rise by close to 21 pps. of GDP between 2023 and
2032, when it would reach 67% of GDP. . These
baseline projections assume that the structural
primary balance (SPB) before future ageing costs
remains constant at the forecast deficit for 2023,
namely -3.1% of GDP. This level appears low by
historical standards, indicating the presence of
significant consolidation space for the country (*°).
Government gross financing needs are projected to
increase over the next 10 years, reaching close to
14% of GDP in 2032.

Stochastic simulations: significant probability
that debt will not to stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Czech economy. These
stochastic simulations point to a 79% probability
of the debt ratio in 2026 being greater than in
2021, entailing medium risk given the current
limited level of 42% of GDP. Moreover, such
shocks point to significant uncertainty surrounding

(*y Based on available historical data, CZ recorded a SPB
greater than -3.1% of GDP in 81% of the cases. Therefore,
the country has room to improve its fiscal position and
lower its debt-to-GDP ratio.

Czechia
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the baseline projections, as can be seen from the
relatively wide debt distribution cone (*1).

Alternative and stress-test scenarios: medium
vulnerabilities, while reverting to historical
behaviour would substantially curb the debt
trajectory

Fiscal policy reverting to historical behaviour
would substantially curb the debt trajectory.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a deficit of
0.8% of GDP), the debt ratio would reach around
52% of GDP in 2032, being about 15 pps. of GDP
lower than in the baseline.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would have a contained impact on the debt-GDP
ratio, given its current moderate value. In
particular, a permanently higher ‘r-g’ differential
(by 1 pp.) than in the baseline would entail a debt
ratio in 2032 about 5 pps. of GDP higher than in
the baseline.

If a temporary (one year) episode of financial
stress pushed up market interest rates by 1 pps. in
2022, the debt projections would not change
significantly by 2032. However, if only half of the
projected improvement in the SPB in 2022-2023
were to occur, the projected debt ratio in 2032
would be close to 10 pps. of GDP higher than in
the baseline.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 2.5 pp. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of -0.6% of GDP,
which is fairly ambitious by Czech standards (*?).
This significant value of S1 is mainly due to the
unfavourable initial budgetary position
(contribution of 2.5 pps. of GDP) and to the
projected age-related public spending (contribution
by 0.7 pp. of GDP).

(*) The difference between the 10th and 90th percentile in
2026 is around 29 pps. of GDP.

(*?) Only 27% of the SPBs recorded for the country over the
past decades were greater than this value.

Long-term fiscal sustainability risks: high

S2 indicator: high risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
7.7 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring
the SPB to 4.6% of GDP, which is very ambitious
by Czech standards (**). This sustainability gap is
driven by the projected increase of ageing costs
(contribution of 4.4 pps. of GDP) and the
unfavourable initial budgetary position (3.3 pp. of
GDP). Ageing costs are primarily related to the
projected increase of public pension expenditure
(contribution of 1.7 pps. of GDP) and long-term
care spending (contribution of 1.4 pps. of
GDP) (4.

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
high.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt. In addition, Czechia’s
negative net international investment position is
contained, and this position is even positive when
excluding non-defaultable instruments.

Risk-increasing factors are related to contingent
liability risks stemming from the private sector,
including via the possible materialisation of state
guarantees granted to firms and self-employed
during the COVID-19 crisis. However, this risk
remains currently limited due to its relatively low
level and the low take-up so far. Contingent
liability risks stemming from the banking sector
are also low (based on the SYMBOL simulations).

(*%) Over the past decades, such an SPB was never reached.

(**y Between 2019 and 2070 total ageing costs are estimated to
increase by 6.1 pps. of GDP (among which public pensions
by 2.9 pps. of GDP) — see 2021 Ageing Report.



Country analysis

Czechia
2. Debt projections baseline scenario | 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o
Gross debtatio W0 o7 @4 43 %3 480 @84 52 58 %1 585 612 641 6
Changes i e 12 [-1+2+3) 20 77 47 18 20 17 14 18 26 23 24 27 29 30
of which
(1) Primary balance (1213 10 48 62 95 41 90 28 28 92 93 94 45 a7 34
(1) Sowcaral prinary belanee (1141124043 -01 34 -0 -1 -1 30 41 -32 32 33 34  -35 47 -38
(11,9 Stuctua prinary baance (bef Cad) ot 3t 50 a1 a1 3t 31 3t 31 31 31 31 31 3
(11.2 st of geing 01 00 o1 02 02 03 05 06 07
(11.3 e taies and propery incomes 0 00 00 00 00 00 00 00 00
(12) Cycical component 12 47 42 04 -01 00 03 03 00 00 00 00 00 00
(1) Ongoffand otrer temporary 00 00 00 00 00 00 00 00 00 00 00 00 00 00
(2) Snowballefect 2.1+22+2.3-2.4) 14 1 A7 28 A7 A3 14 A1 07 40 A0 48 A7 93
(21 btest expenditre 07 08 o7 07 07 08 08 09 10 10 11 12 14 15
(22) Growt efect 09 18 41 A7 44 09 A1 09 05 09 40 09 09 10
(23 bfitonefect 42 43 14 43 1 A1 A1 A1 A1 A1 42 42 42 13
(24) Exctenge 2 efectnked bt ineres rte 0 00 00 00 00 00 00 00 00 00 00 00 00 00
(3 Stock flow adjustments 04 18 02 06 06 00 00 00 00 00 00 00 00 00
(31 Bz 04 15 03 06 06 00 00 00 00 00 00 00 00 00
(32) Agisent e i exchage 2 efect 00 01 01 00 00 00 00 00 00 00 00 00 00 00
Fro memoria
Shuchral aance 95 38 &7 38 a8 35 a9 40 42 44 46 48 A0 5
ross zncng esss 53 108 M2 94 93 90 92 97 105 M0 17 @3 131 1]
;‘:ﬁfmp Annual change m debt ratio, baseline scenario - CZ 50 Debt as Vs of GDP - CT
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

* Dif. between percentiles

Short Medium - Lon
term term S1 Baseline Historical ~ Adverse '_r-g' H:::Z?:I Lower SPB Sto.cha.slic DSA S2 [e"g
SPB scenario ; scenario  projections
: scenario
Risk category MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
* Debt level (2032) 67.1 71.6 67.6 76.6
MEDIUM MEDIUM  : Debt peak year MEDIUM
(S1=2.5) : Percentile rank 33.0%
* Probability debt higher 79.0%
28.8

S0 indicator 2009 2021 Critical threshold
Overall index 0.34 0.24 0.46
Fiscal sub-index 0.42 0.22 0.36
Financial competitiveness sub-index 0.31 0.25 0.49
2021 FSR
2020 DSM . Lower TFP AWG risk
S1indicator Baseline growth scenario
Overall index -0.9 25 26 30
of which Initial budgetary position -0.6 25 25 25
Cost of delaying adjustment -0.1 0.3 03 04
Debt requirement -12 -1.0 -1.0 -1.0
Ageing costs 11 0.7 07 11
Required structural primary balance related to S1 -0.7 -0.6 -0.5 -0.1
2021 FSR
2020 DSM . Lower TFP AWG risk
Baseline :
S2 indicator growth scenario
Overall index 48 7.7 78 9.3
of which Initial Budgetary position 0.2 33 34 33
Ageing costs 4.6 44 44 6.0
of which Pensions 2.6 17 19 17
Health care 0.6 0.8 0.7 18
Long-term care 11 14 13 21
Others 0.3 0.4 04 04
Required structural primary balance related to S2 4.9 4.6 4.7 6.3

ancial information

Market perception of sowereignrisk -CZ

Basis points
3 0
3 8 g

-
S
3

A

50

s =~ —

0
2017-01  2017-07  2018-01  2018-07  2019-01  2019-07  2020-01  2020-07  2021-01  2021-07

e 10-year yield spreads e====CDS Spread =====SovCISS Moody's rating (RHS)

Sovereign Ratings Local currency Foreign currency
as of Nov. 2021, CZ|long term [short term|long term |short term
Moody's Aa3 Aa3 P-1
S&P AA Alt AA- Al+
[Fitch A A Fl+

Profile redemption for existing securities and official loans, as of Nov. 2021-CZ

Total stock of maturing securities and official loans (% GDP): 39.96

2021
Leftover
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6Y Y 8Y
Residual Maturity 1y

m Maturing securities  mOfficial loans

Sovereign yield
spreads (bp)*-
as of October
2021
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cing and net International Investment Position

Net International
Investment Position (IIF)
cz{2020]

Public debt structure -
CZ({2020)

5. Risks related to government's contingent liabilities

(General government contingent liahilities | Z | EU
M6 | 2017 | 2018 | 219 | 2020 | 2020
State guarantees (% GDF) 03 02 02 02 06 81
ofuiich  One-of quaranizes 03 02 02 02 06 71
Standanised guamniss 00 00 00 00 00 1.1
Public-private partnesships (PPFs) (% GOP) 00 00 00 00 00 03
M6 | 2017 | 2018 | 219 | 2020 | 2020
N L a0iitesand asses odside g0 O der gz 00 0.0 0.0 0.0 00 09
Contingent liabilities o &M |q.ersies issued uner iouidy s mes 00 00 00 00 00 0
gov. related tosuppart to e ) ’ ’ ’ ) )
financial nstitutions (% GDP) pecE punise ey 00 0.0 0.0 0.0 00 00
Tetal 00 0.0 0.0 0.0 00 09
, Probability of govt cont. liabilities (3% of
i":me' :"i‘;im NPLcoverage |GDP) liked to banking losses andrecap
i needs {SYMBOL):
fisks from banking ratio (%) { L
sector - CZ (2020}

53.8

8. Realism of baseline assumptions

Avwerag level of Structural Primary Balance (23-32)- €1
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Macro-fiscal assumptions, Czechia Levels Averages

1. Baseline scenario 02 02 023 2028 2030 2032 A0M1-8 202432 2021-32
Gross public debt P4 K3 463 B1 612 671 43 566 535
Primary balance 62 35 31 33 35 -38 43 33 35
Structural primary balance (before CoA) 50 31 -3.1 -3.1 31 -3 5700 -3 32
Real GDP growth 30 44 32 18 17 16 35 18 22
Potential GDP growth 16 22 23 18 17 16 21 17 18
Inflation rate 39 3.1 25 22 21 20 32 22 24
Implicit interest rate (nominal) 2.1 18 17 20 22 24 19 20 20
Gross financing needs 12 94 93 N0 123 137 100 111 108
2. 3CP scenario 02 02 023 2028 2030 2032 A0M1-8 202432 2021-32
Gross public debt 24 M43 461 R4 %2 607 43 530 508
Primary balance 62 35 28 26 28 -30 42 26 30
Structural primary balance (before CoA) 50 31 26 23 23 23 360 23 26
Real GDP growth 30 44 29 18 17 16 34 18 22
Gross financing needs 12 94 9.0 99 109 120 99 100 100
3. Historical SPB scenario 02 02 023 2028 2030 2032 A0M1-8 202432 2021-32
Gross public debt R4 K3 463 N0 N5 521 443 499 485
Primary balance 62 35 31 43 A3 A5 43 16 23
Structural primary balance (before CoA) 50 31 -3.1 98 08 08 570 42 -8
Real GDP growth 30 44 32 21 20 16 35 18 22
Gross financing needs 12 94 93 84 88 94 100 86 90
4, Financial stress scenario 02 02 023 2028 2030 2032 A0M1-8 202432 2021-32
Gross public debt P4 M4 465 %5 616 676 44 510 539
Implicit interest rate (nominal) 2.1 2.1 19 21 22 24 20 21 21
Gross financing needs 12 95 94 N1 124 138 100 112 109
5. Lower SPB scenario 02 02 023 2028 2030 2032 A0M1-8 202432 2021-32
Gross public debt P24 49 480 622 690 766 51 627 583
Primary balance 62 45 40 43 45 47 49 42 44
Structural primary balance (before CoA) 50 45 40 40 40 40 45 40 41
Real GDP growth 30 54 26 18 17 16 37 17 22
Gross financing needs 12 107 103 128 143 160 107 128 123
6. Exchange rate depreciation scenario 21 202 08 08 2030 2032 018 202432 20212
Gross public debt P4 M6 463 %6 617 676 46 511 %40
Exchange rate depreciation 00% 60% 60% 00% 00% 00% 40% 00% 1.0%
Gross financing needs 12 94 94 N1 124 138 100 112 109
1. Adverse interest-growth rate differential 0 02 023 2028 2030 2032 A0M1-8 202432 2021-32
Gross public debt 4 M5 468 85 646 716 46 591 555
Implicit interest rate (nominal) 2.1 19 19 24 26 28 20 24 23
Real GDP growth 30 39 27 13 12 11 32 13 17
Gross financing needs 112 95 95 M6 131 147 101 17 13




Country analysis

DENMARK

Short-term risks: low. Overall, no short-term vulnerabilities are identified for Denmark, according to the
S0 indicator. Gross financing needs should be low in the short term. Sovereign financing conditions are

expected to remain favourable.

Medium-term risks: low. Over the medium term, fiscal sustainability risks appear to be low overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 41% of GDP, is projected to decrease in the baseline, to reach
less than 20% of GDP in 2032 under unchanged policies. The limited sensitivity to possible macro-fiscal

shocks also contributes to this assessment.

Long-term risks: low. Over the long term, low risks from the sustainability gap indicator S2 as well as
from the DSA contribute to the overall assessment. The S2 indicator reflects the favourable initial
budgetary position which more than covers projected increases in ageing costs.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities.

Government financing needs are expected to
remain low in the short term (less than 10% of
GDP in 2021-2022), and declining compared with
2020. Financing conditions should remain
favourable. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the ‘AAA’ rating the three major
rating agencies assigned to Danish government
debt.

Medium-term fiscal sustainability risks: low

Debt Sustainability Analysis (DSA): low risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a low
risk.

Baseline results: debt on a downward path

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 1.6% in 2024-
2032. Under a ‘no-fiscal policy change’
assumption, debt would continue to fall, by some
22 pps. between 2023 and 2032, when it would
reach around 16% of GDP. These baseline

projections assume a constant structural primary
balance (SPB) before ageing costs at the forecast
surplus for 2023, namely 2.5% of GDP. Moreover,
this value appears plausible based on Denmark
past fiscal performance (**). Government gross
financing needs are projected to fall over the next
10 years, reaching less than 1% of GDP in 2032.

Stochastic simulations: low probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Danish economy. These
stochastic simulations point to a 7% probability of
the debt ratio in 2026 being greater than in 2021,
signalling low risk also given the current level of
41% of GDP. In addition, such shocks point to
reduced uncertainty surrounding the baseline
projections, as can be seen from the relatively
narrow debt distribution cone (*°).
Alternative and  stress-test scenarios: no
significant vulnerabilities overall

Fiscal policy reverting to historical behaviour
would bring a similar reduction of the debt ratio.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a surplus of

(*%) Based on available historical data, Denmark recorded a
SPB greater than 2.5% of GDP in 64% of the cases.

(*%) The difference between the 10th and 90th percentile in
2026 is around 20 pps. of GDP.

Denmark
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2.3% of GDP), the debt ratio would be at similar
levels compared to the baseline in 2032.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would only have a marginally positive impact on
the debt-GDP ratio. A permanently higher ‘r-g’
differential (by 1 pp.) than in the baseline would
entail a debt ratio in 2032 about 2 pps. of GDP
higher than in the baseline.

However, if only half of the projected
improvement in the SPB in 2022-2023 were to
occur, the 2032 debt projection would be some 19
pps. of GDP higher than in the baseline. If a
temporary (one year) episode of financial stress
pushed up market interest rates by 1 pp. in 2022,
the 2032 debt projection would not change
significantly.

S1 indicator: low risk

The S1 indicator shows that, compared to the
baseline, no additional fiscal effort would be
needed in the structural primary balance (SPB), in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
On the contrary, the indicator’s negative value of -
5.3 pps. of GDP suggests that the country has
significant room to reduce its primary surplus,
while still not breaching the 60% of GDP reference
target. The S1 value is mainly related to the
favourable initial budgetary position (with a
contribution of -3.8 pps. of GDP) and the distance
of the initial debt ratio from the 60% reference
value (contribution of -1.7 pps. of GDP), which
more than compensate the projected ageing costs
increase (contribution of 0.8 pps. of GDP).

Long-term fiscal sustainability risks: low

S2 indicator: low risk

The S2 indicator shows that, relative to the
baseline, the SPB would not need to improve to

stabilise the debt-to-GDP ratio over the long term
(a negative fiscal gap of -0.5 pps. of GDP). This
result is entirely drive by the favourable initial
budgetary position (contribution of -2.3 pps. of
GDP), which more than covers the projected
ageing costs increase over the long term
(contribution of 1.8 pps. of GDP). Ageing costs are
primarily related to the projected increase of public
long-term care and health care spending
(contributions of 3.0 and 0.7 pps. of GDP,
respectively) (*).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed above,
overall long-term fiscal sustainability risks are
low.

Additional mitigating and aggravating risk
factors

Several factors mitigate risks. These include the
lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, and historically low
borrowing costs. In addition, Denmark’s positive
net international investment position helps
mitigating vulnerabilities.

Risk-increasing factors are related to contingent
liability risks stemming from the private sector,
including via the possible materialisation of
sizeable state guarantees granted to firms and self-
employed during the COVID-19 crisis. However,
this risk remains currently limited due to relatively
low take-up so far. Contingent liability risks
stemming from the banking sector point to low
risks, both under the baseline and stress scenario
(based on the SYMBOL simulations).

(*"y Between 2019 and 2070 total ageing costs are estimated to
increase by 1.5 pps. of GDP (among which public long
term care by 3.4 pps. of GDP) — see 2021 Ageing Report.



Country analysis

Denmark

DK - Debt projections baseline scenario | 2019 | 2020 | 2021 ‘ 2022 ‘ 2023 ‘ 2024 ‘ 2025 ‘ 2026 ‘ 2027 ‘ 2028 ‘ 2029 ‘ 2030 ‘ 2031 ‘ 2032
Gross debt ratio 336 2.1 41.0 388 38.0 355 326 297 211 247 24 20.0 177 15.6)
Changes in the ratio (-1+2+3) 0.4 8.5 -11 2.2 0.8 -2.5 -2.8 -3.0 -2.5 2.4 2.3 2.4 2.3 2.1
of which
(1) Primary balance (1.1+1.2+1.3) 48 0.4 -0.2 18 19 17 20 23 21 19 19 19 19 17
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) 49 33 -13 38 2.5 2.3 22 21 21 1.9 1.9 1.9 1.9 17
(1.1.1) Structural primary balance (bef. CoA) 49 33 -13 38 25 25 25 25 25 25 25 25 25 25
(1.1.2) Cost of ageing 02 03 0.4 0.4 05 0.6 0.6 0.7 038
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0
(1.2) Cyclical component 0.1 24 -13 -1.0 -0.9 -0.6 -0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 -05 2.4 -1.0 03 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 0.2 0.4 -14 -1.2 0.9 0.8 0.8 0.7 0.5 0.5 0.5 0.5 04 04
(2.1) Interest expenditure 0.7 05 0.7 05 0.6 05 0.5 0.4 0.4 0.3 0.3 0.3 0.2 0.2
(2.2) Growth effect 0.7 0.7 17 11 -0.9 0.7 0.7 0.6 0.3 0.3 0.3 0.3 0.3 02
(2.3) Inflation effect 0.3 -0.9 -0.4 -0.6 -0.6 0.6 0.6 05 05 05 05 04 04 03
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 4.6 85 0.1 0.8 2.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 4.6 8.6 0.2 0.8 2.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Ad| due to the exchange rate effect 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 42 2.8 2.0 33 19 18 17 17 17 16 16 16 16 15
Gross financing needs 6.7 14.8 8.6 5.5 6.2 45 34 2.3 17 12 0.9 0.6 0.4 0.3
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2. Risk classificatio ustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium

S2 Long term

S1 H (¥ d .. Financial s Stochasti
term term : . istoric: Adverse '-g Lower SPB tochastic
: Baselng SPB scenario szg::rsio scenario projections

 Debt level (2032)
: Debt peak year
- Percentile rank

I

1

1

1 H

1 : Risk category
|

I

! H

1 : Probability debt higher
1

S0 indicator 2009 2021 Critical threshold
Overall index 0.42 0.18 0.46
Fiscal sub-index 0.28 0.08 0.36
Financial competitiveness sub-index 0.50 0.24 0.49
2021 FSR
2020 DSM i
. Baseline Lower TFP growth AWG ”tsk
Sl indicator scenario
Overall index -4.2 -5.3 -5.2 -4.7
of which Initial budgetary position -2.3 -3.8 -3.7 -3.7
Cost of delaying adjustment -0.5 -0.6 -0.6 -0.6
Debt requirement -15 -17 -17 -17
Ageing costs 0.1 0.8 0.8 12
Required structural primary balance related to S1 -35 -2.8 -2.8 -2.3
2021 FSR
2020 DSM i
Baseline Lower TFP growth AWG ”.Sk
S2 indicator scenario
Overall index 1.0 05 -0.9 12
of which Initial Budgetary position 0.1 -2.3 24 -2.3
Ageing costs 0.9 18 14 35
of which  Pensions -1.3 -15 -2.0 -15
Health care 0.7 0.7 0.7 17
Long-term care 17 3.0 31 3.7
Others 0.3 -0.4 -0.4 -0.4
Required structural primary balance related to S2 1.6 2.0 15 37
3. Financial informatio
50 Market perception of sovereign risk - DK c Profile redemption for existing securities and official loans, as of Nov. 2021 - DK
& Total stock of maturing securities and officialloans (% GDP):  29.89
40 Caaz
Caal 7
30 B s
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Public debt structure -
DK (2020)

5. Risks related to government's contingent liabilities

et International Inves

Country analysis
Denmark

Net International
Investment Position (IIP)

General government contingent liabilities | DK [ EU

2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 122 11.6 145 184 19.8 8.1

of which  One-off guarantees 12.2 11.6 145 184 19.7 71

Standardised guarantees 0.0 0.0 0.0 0.0 01 11

Public-private partnerships (PPPs) (% GDP) 0.2 0.2 0.2 0.2 0.2 0.3

2016 2017 2018 2019 2020 2020

Liabiliies and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 0.9

Contingent liailties of €N |secuities issued underliquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
gov. related to support to spesialpupose ety

financal nsttutions (% GDP)|o - "7 00 | 00 | 00 | 00 | 00 | 00

Total 0.0 0.0 0.0 0.0 0.0 0.9

sector - DK (2020)

2.0

6. Realism of baseline assumptions
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Macro-fiscal assumptions, Denmark Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 40 388  B/O 47 00 156 03 250 286
Primary balance 02 18 19 19 19 17 12 19 17
Structural primary balance (before CoA) -1.3 38 25 25 25 25 17 25 2.3
Real GDP growth 43 27 24 13 14 14 31 16 20
Potential GDP growth 2.3 2.2 2.2 13 14 14 2.2 14 16
Inflation rate 10 16 15 18 19 20 13 18 17
Implicit interest rate (nominal) 18 13 15 13 12 12 15 13 14
Gross financing needs 86 55 6.2 12 0.6 03 6.8 17 30
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 40 388 35 168 92 20 N1 172 21
Primary balance 02 18 29 36 36 34 15 35 30
Structural primary balance (before CoA) -1.3 38 42 41 41 41 23 41 37
Real GDP growth 43 27 11 13 14 14 21 17 20
Gross financing needs 8.6 55 53 5 21 28 65 09 09
3. Historical SPB scenario 000 202 023 2008 30 203 2001-23  2004-32 202132
Gross public debt 40 388  B/O  BO 05 164 03 %4 288
Primary halance 0.2 18 19 18 18 16 12 18 17
Structural primary balance (before CoA) -13 38 25 23 23 23 17 24 2.2
Real GDP growth 43 21 24 13 14 14 3l 16 20
Gross financing needs 8.6 55 6.2 14 08 05 6.8 18 3l
4. Financial stress scenario 000 202 2023 2028 2030 2032 2001-23  2004-32  2021-32
Gross public debt 20 389 B/L  BL 03 159 03 253 288
Implicit interest rate (nominal) 18 15 16 14 13 13 17 14 14
Gross financing needs 8.6 56 6.3 13 0.6 0.3 6.8 18 30
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 40 400 420 333 BT A2 20 334 B3
Primary balance 02 06 02 01 00 02 02 01 00
Structural primary balance (before CoA) A3 03 06 0.6 0.6 0.6 03 06 04
Real GDP growth 43 59 04 13 14 14 33 15 20
Gross financing needs 8.6 94 8.6 6.8 6.8 6.8 89 6.8 74
6. Exchange rate depreciation scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 40 90 B4 B1 04 160 205 254 289
Exchange rate depreciation 00% 02% 02% 00% 00% 00% 01% 00% 0.0%
Gross financing needs 8.6 55 6.3 13 0.6 0.3 6.8 18 30
7. Adverse interest-growth rate differential scenario 020 2020 2023 028 2030 203 202123 2024-32  2021-32
Gross public debt 40 390 384 262 27 15 05 264 97
Impiicit interest rate (nominal) 18 14 17 15 14 14 16 15 15
Real GDP growth 43 22 19 08 09 09 28 11 15
Gross financing needs 8.6 5.6 6.4 15 08 0.5 6.8 20 32




Country analysis

GERMANY

Short-term risks: low. No overall short-term vulnerabilities are identified for Germany, according to the
SO indicator. However, gross financing needs remain large in the short term. Sovereign financing
conditions are expected to remain favourable, notably supported by the Eurosystem’s interventions and
continued high demand for German government bonds.

Medium-term risks: medium. Medium-term fiscal sustainability risks appear medium overall, combining
the medium risk according to the sustainability gap indicator S1 and the low risk from a debt
sustainability analysis (DSA) perspective. Government debt, currently at 71% of GDP, is projected to
decline to around 62% of GDP in 2032 in the baseline.

Long-term risks: medium. Long-term fiscal sustainability risks appear medium overall, combining the
medium risk according to the sustainability gap indicator S2 and the low risk from a DSA perspective.
The S2 long-term sustainability gap indicator points to risk linked to budgetary pressures stemming from

population ageing.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. The fiscal sub-index points to
short-term vulnerabilities (notably due to gross
financing needs, primary and cyclically—adjusted
balances and gross debt being all above their
critical threshold).

Government financing needs are expected to
decline in the short term (about 15% of GDP in
2022), after the high level reached in 2020-2021
(around 19% of GDP). Financing conditions
should remain favourable, notably supported by
the Eurosystem’s interventions and a continued
high demand for German government bonds.
Financial markets’ perceptions of sovereign risk
are positive, as confirmed by the CDS spread and
the ‘AAA’ rating that the three major rating
agencies assigned to German government debt.

Medium-term fiscal sustainability risks: medium

Debt Sustainability Analysis (DSA): low risk

The debt sustainability analysis, based on the
baseline, in particular the projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to low risk.

Baseline results: moderate and declining debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 1% in 2024-
2032. Under a ‘no-fiscal policy change’
assumption, government debt would decline
throughout the projection horizon to around 62%
of GDP in 2032. These baseline projections
assume a constant structural primary balance
(SPB) before future ageing costs at the forecast
deficit for 2023, namely -0.4% of GDP. Based on
past fiscal performance, this level appears
feasible (*®). Government gross financing needs
are projected to slightly decrease over the next 10
years, reaching around 13% of GDP in 2032.

Stochastic simulations: limited probability that
debt will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the German economy. These
stochastic simulations point to only a 27%
probability of the debt ratio in 2026 being greater
than in 2021, entailing low risk given the current
level of 71% of GDP. In addition, such shocks
point to moderate uncertainty surrounding the

(*%) Based on available historical data, Germany recorded a
SPB greater than -0.4% of GDP in 71% of the cases.

Germany
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baseline projections, as can be seen from the
relatively narrow debt distribution cone (*°).

Alternative and  stress-test scenarios: low
vulnerabilities, but a weaker primary balance
would entail risks

Fiscal policy reverting to historical behaviour
would bring a more sizeable reduction of the debt
ratio. Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a surplus of
1.6% of GDP), the debt ratio would be about 12
pps. of GDP lower than in the baseline in 2032.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would have a moderate impact on the debt-to-GDP
ratio, given its current value. In particular, a
permanently higher ‘r-g” differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 about 5 pps. of GDP higher than in the
baseline and broadly stabilising by 2032.

If a temporary (one year) episode of financial
stress pushed up market interest rates by 1 pps. in
2022, the debt trajectory would remain broadly
unchanged compared with the baseline. However,
if only half of the projected improvement in the
SPB in 2022-2023 were to occur, the 2032
projected debt ratio would be around 18 pps. of
GDP higher than in the baseline, and still on an
increasing path by 2032.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 0.3 pp. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of -0.1% of GDP,
plausible by German standards (?°). This value of
S1 reflects the projected age-related public
spending (contribution by 1.0 pp. of GDP) and the
slight distance of the debt ratio from the 60%
reference value (contribution of 0.6 pps. of GDP),
mitigated by a favourable initial budgetary position
(contribution of -1.4 pps. of GDP).

(*®) The difference between the 10th and 90th percentile in
2026 is around 27 pps. of GDP.

(*®) 66% of the SPBs recorded for the country over the past
decades were greater than this value.

Long-term fiscal sustainability risks: medium

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
2.6 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring
the SPB to 2.2% of GDP, which is very ambitious
by German standards (?%). This sustainability gap
is driven by the projected increase of ageing costs
(contribution of 2.1 pps. of GDP) and to a lower
extent by the unfavourable initial budgetary
position (0.5 pp. of GDP). Ageing costs are
primarily related to the projected increase of public
pension expenditure (contribution of 1.0 pps. of
GDP) (%).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
medium.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, historically low borrowing
costs supported by the Eurosystem’s interventions,
and continuous high demand for German
government bonds. In 2020, 25% of government
debt was held by the Eurosystem. In addition,
Germany’s positive net international investment
position helps mitigating vulnerabilities.

Risk-increasing factors are related to contingent
liability risks stemming from the private sector,
including via the possible materialisation of
sizeable state guarantees granted to firms and self-
employed during the COVID-19 crisis. However,
this risk remains currently limited due to relatively
low take-up so far. Contingent liability risks
stemming from the banking sector are also low
(based on the SYMBOL simulations).

(%) Only 9% of the SPBs recorded for the country over the past
decades were greater than this value.

(%) Between 2019 and 2070 total ageing costs are estimated to
increase by 3.3 pps. of GDP (among which public pensions
by 2.1 pps. of GDP) — see 2021 Ageing Report.
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DE - Debt projections baseline scenario

| 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o

Gross debt ratio 589 £87 T4 £8.2 &1 &0 656 845 635 827 622 [1K:] 617 61.6)
Changes in the rafio (-1+2+3) -23 9.8 27 -22 -11 -11 -14 -11 -1.0 -08 05 -03 02 -0
of which
(1) Primary balance (1.112+1.3) 23 =37 59 -20 01 0.4 -04 0.6 07 0.8 -10 1.2 -13 1.5
{1.1) Smuctural primary balance (1.1.1-1.1.2¢1.1.3) 17 1.5 -45 -21 -04 04 0.5 -06 0.7 -09 -1.0 -12 1.3 -15
[1.1.1) Structural primary balance (bef. Cod) 17 1.5 -45 -21 -04 04 04 -04 04 -04 04 -04 04 -04
{1.1.2) Cost of ageing ] 0.2 03 0.5 a7 0.9 11 1.3 14
(1.1.3) Others (taxes and property incom &5 a0 0.1 at 0.2 02 0.2 03 0.3 03
{1.2) Cyclical component 06 2.2 -15 0.1 03 o1 0.1 00 0.0 00 0.0 00 0.0 00
{1.3) One-off and ocher remporary 00 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
(2) Snowball effect (2.1+2.2+2.3+2.4) 1.1 25 =30 -43 18 1.5 -18 AT -7 AT -15 1.5 -15 1.5
{2.1) hterest expenditure 08 0.6 05 0.5 04 03 0.3 0z 0.2 0z 0.2 0z 0.2 0z
(2.2) Growth effect -0 28 -1.8 -3t -1.2 16 09 -07 07 -07 05 -05 05 -05
(2.3) Iflation effect -1.2 09 -17 -7 -1.2 -1.2 -1.2 -1.2 -1.2 -1.2 -1.2 -1.2 -1.2 -1.2
[24) Exchange rate eflect linked o the inkerest rate ] 0.0 00 0.0 0o 0o 0.0 0o 0.0 0o 0.0 0o 0.0 0o
(3) Stock-flow adjustments 1.0 38 0.3 01 0.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Baz 09 37 -02 0.0 08 0o 0.0 0o 0.0 0o 0.0 0o 0.0 0o
{3.2) Adjusment due o the exchange rate effect o1 0.0 -01 0.0 00 ] 0.0 ] 0.0 ] 0.0 ] 0.0 ]
Pro memoria
Structral baance 08 -21 Bl -26 {8 .8 08 .8 08 14 -12 14 -15 -]
Gross financing nesds 0.8 203 18.3 149 138 13.2 129 129 128 129 129 13.1 132 13.3
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium

e e st faeire | Hotorkal Adversetg P Lower SPB  Stoshaste DA §2  Longterm |
B SCenario scerario scenario  projections .
' Risk category MEDIUM
 Debt level (2032) §16 8.5 &2 796
MEDIUM ~ MEDIUM : Debt peak year MEDIUM  mEDUM
{51=0.3) : Percenti rnk 382% (52=2.5)
" Probability debt higher
* Dif, betwesn percentiles
S0 indicator 2009 2021 Critical threshold
Overall index 0.19 0.3 0.46
Fiscal subrindex 0x 045 0.36
Finandial competitivenass suib-indsx 0.10 0.24 049
2021 F5R
2020 DSM AWG risk
1 indicator : Baseline Lower TFP growth scenario
Ovenall index ER 0.3 04 0.7
of which Intial Buckoetary postion : 22 14 13 13
Cost of oefaying agjustment a1 o0 o0 01
Delt requirement : 0z 06 06 06
Ageing costs : 10 10 10 14
Required structural primary balance related to §1 : 04 04 0.0 04
: 2021 FSR
2020D5M Basdine  LowerTFPgrowth Vo MSK
52 indicator seenario
Overall index 21 2.6 2.6 47
of which Initial Budgetary position : 01 05 05 05
Ageing costs : 22 21 21 42
of which  Pensions 1.0 1.0 1.0 1.0
Heath care i 05 04 03 1.1
LongHem care 03 a2 03 16
Others 05 05 05 05
Required structural primary balance related to §2 29 22 23 44

3. Financial information

L Market perception of sovereignrisk - DE I Profile edemption for existing securities and official loans, as of Nov 2021 - DE
=, Totalstock ing securit & Eooaamm
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Azl
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cing and net International Investment Position

. Share of government debt Net international
Public debt structure - by non-residents (%): Investment Position {IIF)
DE(2020) £54 DE(2020

5. Risks related to government's contingent liabilities

(General government contingent liahilities | DE | B
e | 207 [ 2m8 | 209 [ 200 [ 2020
State guarantess (% GOP) 13 | 134 | 128 | @1 | ws | a1
ofwiE  Oneaf guarnees 143 | 134 | 128 | 131 | w5 | 71
Stntarised guamnezs 00 00 00 00 il 1.1
Public-private partnasships (PPPs) (% GOP) 00 00 00 00 00 | 03
M6 | 207 | 208 | 2m9 | 200 | 2020
o Lihilfesand aseels afside gen. Q0. under gua 0z | 02 [ o0 | o0 | a0 09
Contingent liabilities o &M |q.ersies issued uner iouidy s mes 00 00 00 00 00 0D
gov. related tosuppart to e ) ’ ’ ’ ) )
financial nstitutions (% GDP) pecal pupose ently 00 00 00 00 0.0 00
Tesl 05 | 03 | 04 0.1 01 09
. Probabilty of govt cont.liabilties (>3% of
Gowrnment's Lridiciats NPLcoverage |GDP) iked to banking lsses andrecap
contingent liability deposits ratio ratio (%) [nesds (SYMBOL):
risks from banking (%):
sector - DE(2020)

119.3 354

8. Realism of baseline assumptions
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Macrofiscal assumptions, Germany Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt M4 692 681 627 619 616 696 634 650
Primary balance 59 20 1 49 12 45 27 498 A3
Structural primary balance (before CoA) 43 2 04 04 04 04 23 4 09
Real GDP growth 21 46 17 11 08 09 30 10 15
Potential GOP growt 12 13 14 11 08 09 13 10 1.1
Inflation rate 28 24 18 19 20 20 23 19 20
Impiicit interest rate: (nominal) 08 0.7 06 03 03 03 0.7 04 04
Gross financing needs 183 149 138 129 131 133 156 130 137
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt M4 692 681 517 4T 23 696 586 613
Primary balance 59 20 1 04 01 02 21 0.3 {3
Structural primary balance (before CoA) 43 2 04 09 09 09 23 0.9 0.1
Real GDP growth 21 46 17 11 08 09 30 10 15
Gross financing needs 183 149 138 107 104 103 156 110 122
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt M4 692 681 980 933 495 696 581 610
Primary balance 59 20 1 08 08 05 21 06 02
Structural primary balance (before CoA) 43 2 04 16 16 16 23 1.3 04
Real GDP growth 21 46 17 14 11 09 30 10 15
Gross financing needs 183 149 138 104 93 67 156 106 118
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt M4 694 684 633 625 622 697 639 654
Impiicit interest rate: (nominal) 08 1.0 08 04 03 04 0.9 04 03
Gross financing needs 183 151 139 130 132 135 158 132 138
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt M4 694 696 739 765 796 02 744 T34
Primary balance 59 29 46 239 32 35 S50 28 A0
Structural primary balance (before CoA) 43 35 24 24 24 24 S5 24 2.1
Real GDP growth 21 56 19 11 08 09 34 09 15
Gross financing needs 183 161 152 167 176 186 165 168 167
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt M4 695 687 632 623 621 699 639 654
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 183 150 139 130 132 134 157 131 138
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 74 696 690 659 660 668 700 666 675
Impiicit interest rate: (nominal) 08 08 08 07 07 08 08 0.7 0.7
Real GDP growth 21 41 12 08 03 04 21 05 10
Gross financing needs 183 151 140 137 11 148 158 138 143




Country analysis

ESTONIA

Short-term risks: low. Estonia does not have major short-term vulnerabilities according to the SO
indicator. Gross financing needs are expected to stay very manageable, also considering that financing

conditions should remain favourable.

Medium-term risks: low. Over the medium term, fiscal sustainability risks are low overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 19% of GDP, is projected to continue rising in the baseline,
but to remain at modest levels, at 26% of GDP in 2032. Alternative and stress-test scenarios confirm this

assessment.

Long-term risks: low. Over the long term, both the sustainability gap indicator S2 and the DSA point to
low risks, considering the low debt burden and the projected decline in age-related spending.

Short-term fiscal sustainability risks: low

The SO indicator, aimed at the early detection of
fiscal stress, does not point to the existence of
overall short-term risks. Neither the financial-
competitiveness sub-index, nor the fiscal sub-index
signals major immediate vulnerabilities.

At about 3-4% of GDP in 2021-2022, financing
needs are expected to be higher than prior to the
pandemic but overall still very modest. Moreover,
financing conditions should remain favourable, in
particular  supported by the Eurosystem’s
interventions. Financial markets perceive Estonian
sovereign risk as low, as confirmed by the CDS
spread and the ‘AA’ rating from major rating
agencies.

Medium-term fiscal sustainability risks: low

Debt Sustainability Analysis (DSA): low risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a low risk.

Baseline results: increase from low levels at
unchanged policies

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
average real GDP growth of 3% in 2024-2032.
Under the baseline ‘no-fiscal-policy-change’
assumption, government debt is expected to
increase over the next decade. The debt-to-GDP
ratio would rise to about 26% in 2032 or by around

0.5pps. annually. This slow-paced increase
reflects an average primary deficit of 1.5% of GDP
being partly offset by the favourable interest-
growth rate dynamics. The baseline assumes a
constant structural primary balance (SPB) before
ageing costs at the forecast deficit for 2023,
namely -1.8% of GDP, which is low by historical
standards. (?®) Gross financing needs are estimated
at around 3% of GDP over the next 10 years given
the limited primary deficit and the low debt stock.

Stochastic simulations: high probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was carried out, based on the
Estonian economy’s historical volatility. These
stochastic simulations see a very high probability
that the debt ratio will be higher in 2026 than in
2021. However, the simulations do not find
significant uncertainty around the baseline
projections, as shown by the narrow debt
distribution cone. (?%)

Alternative and  stress-test
vulnerabilities

scenarios: low

If the SPB gradually converged to the average of
the last 15 years — a deficit of 0.3% of GDP - the
debt ratio would peak at about 22% of GDP in

(%) Based on available historical data, Estonia recorded an SPB
greater than -1.8% of GDP in 89% of the cases, so
achieving a higher SPB is realistic.

(%) The difference between the 10th and 90th percentile is
9 pps. of GDP in 2026.

Estonia
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2024 and decrease to 17% in 2032, compared to
26% according to the baseline.

Considering the low debt level, the impact of a less
favourable interest-growth rate differential would
be small. A 1pp. higher ‘r-g’ difference
throughout the projection period results in an
estimated debt-to-GDP ratio of about 27% in 2032.

If a temporary (one-year) episode of financial
stress pushed up market interest rates by 1 pp. in
2022, the 2032 projected debt would not change. If
only half of the projected improvement in the SPB
in 2022-2023 were to occur, the 2032 projected
debt would be higher by 8 pps. of GDP relative to
the baseline. At 34% of GDP, Estonian
government debt would remain low, though, even
under this most unfavourable scenario.

S1 indicator: low risk

The S1 indicator shows that a deterioration of the
SPB by 3.1pps. of GDP is compatible with
government debt reaching the reference value of
60% of GDP by 2038. On the one hand, an
adjustment of 0.8 pps. of GDP would be needed to
arrive at the debt-stabilising primary balance. On
the other hand, though, the large gap to the 60% of
GDP target means that the SPB could deteriorate
by 3.2 pps. of GDP. Because of decreasing pension
expenditure at unchanged policies, overall ageing
costs are projected to fall, narrowing the S1
sustainability gap further by 0.4 pps.

Long-term fiscal sustainability risks: low

S2 indicator: low risk

The S2 indicator shows that the SPB forecast for
2023 would need to improve by 0.5 pps. of GDP to
stabilise the debt-to-GDP ratio over the long term.
This adjustment would bring the SPB to a deficit
of 1.3% of GDP, which is feasible by historical

standards. (?®) The small sustainability gap is
composed of 1.8 pps. to correct for the initial
budgetary position, while the projected fall in
overall ageing costs allows the SPB to deteriorate
by 1.3 pps. Falling ageing costs primarily concern
lower spending on public pensions at unchanged
policy, with long-term care and healthcare
expenditure expected instead to rise. (%)

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed
previously, overall long-term fiscal sustainability
risks are low.

Additional mitigating and aggravating risk
factors

Even though non-residents hold most of the
Estonian debt stock, the latter is small and fully
denominated in euro. At the end of 2020, 4% of
total government debt was held by the Eurosystem.
State guarantees remain limited, at 1.9% of GDP at
the end of 2020. Implicit contingent liabilities
linked to the banking sector appear also limited
(based on SYMBOL simulations). The negative
net international investment position could be seen
as a risk factor but does not fundamentally change
the generally low fiscal vulnerabilities for Estonia.

Higher risks could come from liabilities linked to
an ageing population. Indeed, the baseline
projections point to low and declining pension
adequacy, which might be exacerbated by the
decision to wind down the private second pillar.
Eventual measures to improve pension adequacy
could lead to higher public pension spending than
projected in the baseline.

(%) 84% of past Estonian SPBs were greater.

(%) Spending on age-related items is expected to decline by
1.6 pps. of GDP between 2019 and 2070, driven by a fall in
public pensions expenditure of 2.3 pps. — see 2021 Ageing
Report.
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EE - Debt projections baseline scenario

| o019 | 2000 | 2021 | o0 | 2053 | o024 | o005 | ooos | a0ar [ s | o020 | a0 | a0mt [ oom

Gross debt ratio 86 19.0 184 204 214 22.0 222 224 231 217 243 248 25.2 257,
Changes in the ratio (-1+2+3) 0.3 104 -0.6 2.0 1.0 0.6 0.2 0.2 0.8 0.6 0.5 0.5 0.5 0.5
of which
(1) Primary balance (1.1+1.2+1.3) 0.1 -5.6 3.1 -2.5 21 17 -14 12 -16 -16 -16 -15 -15 -1.5
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.6 -3.0 3.7 2.3 -1.8 -16 -16 -15 -1.6 -1.6 -1.6 -15 -15 -15
(1.1.1) Structural primary balance (bef. CoA) 0.6 -3.0 37 2.3 -1.8 -18 -18 -18 -18 -1.8 -1.8 -1.8 -1.8 -1.8
(1.1.2) Cost of ageing -0.2 -0.2 -0.2 -0.1 -0.2 -0.2 -0.2 -0.3 0.3
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 08 25 04 0.4 0.3 0.1 0.2 0.3 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.0 1.0 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -0.5 0.3 -2.0 11 11 11 -1.2 11 0.9 -1.0 -1.0 -1.0 -1.0 -1.0
(2.1) Interest expenditure 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2
(2.2) Growth effect 0.3 0.3 -15 -0.6 0.7 0.7 0.8 0.7 0.5 0.6 0.7 0.7 0.7 -0.6
(2.3) Inflation effect 0.3 0.0 -0.5 0.5 0.5 05 05 05 05 05 05 05 05 05
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 1.0 4.6 -1.6 0.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 1.0 4.6 -1.6 0.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adjustment due to the exchange rate effect 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 0.7 31 37 2.3 -18 17 17 -16 17 17 17 17 -1.6 -1.6
Gross financing needs 13 10.6 2.5 41 33 31 2.8 27 32 32 33 34 34 34
1“/2" gf GDP Annual change in debt ratio, baseline scenario - EE Debt as % of GDP - EE
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2. Risk classification and sustainability indicators summary tables

S D ebt sustaina bility analysis (detail)

! Percentile rank
! Probability debt higher
Dif. between percentiles

i
1 i ) . Financial Long °
term | | s1 : Baselie | Historical Adverse’rgf " 52 I :

1 B 5 CEnario . .

I = SCEenano .

1 ! " Risk categary :
1 :

1  Debt level (2032)

1! + Debt pesk year

| |

| |

Overall index 048 0.2 0.46
Fiscal sub-index 0z 022 0.36
Financial competitiveness sub-index 0.57 0.22 0.49
2021FSR
| 2020D5M | Baseline Lower TFP AWG risk
51 indi H growth scenario
Overall index -29 : =31 3.0 -23
of which initial budgetary postion -04 08 08 08
Cost of delaying adjustment ; -03 -03 -03 -02
Delt requiremernt -23 : -32 -32 -32
Ageing costs : a1 -04 -03 03
Required structural primary balance related to §1 -3.4 : 49 A7 40
] 2021FSR
2020 DSM | Baseline Lower TFP AWG risk
82 indi growth scenario
Overall index 07 05 07 6.0
of which Initial Budaetary position 0.6 : 18 18 18
Ageing costs 02 i -13 -11 42
of which  Pensions : -08 -20 -17 -18
Heatlth care 04 ; o7 a7 18
Longterm care ; 04 i 03 03 45
Others 03 -03 -03 -03
Required structural primary balance related to S2 03 : 1.3 1.0 42
3. Financial information
140 Marlket perception of sowreignrisk - EE ¢ Profile ion for exis i writies and officialloans, as of Nov. 2021-EE
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et International | Position

Net International
Investment Position (IIP)

Public debt structure -
EE (2020)

5. Risks related to government's contingent liabilities

General government contingent liabilities | EE [ EU

2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 18 17 16 14 19 8.1

of which  One-off guarantees 0.0 0.0 0.0 0.0 0.0 71

Standardised guarantees 18 17 16 14 1.9 11

Public-private partnerships (PPPs) (% GDP) 0.1 0.1 0.1 0.1 0.1 0.3

2016 2017 2018 2019 2020 2020

Liabiliies and assets outside gen. gov. under guarantee na na na na na 0.9

Contingent liailties of €N |secuities issued underliquidity schemes na na na na na 0.0
gov. related to support to spesialpupose ety

fiancial instutons (% GDP)| ™ na | na | na | na | na | 00

Total na. na. na. na. na. 0.9

Probabilty of govt cont. liahilities (>3% of

Govgrnmentl's - GDP) linked to banking losses and recap
contingent liability needs (SYMBOL):
risks from hanking l

sector - EE (2020)

6. Realism of baseline assumptions

Average level of Structural Primary Balance (23-32) - EE

00 : : ! %of GDP Historical debt
[ “
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07 %
20 18 0
%5
30 21
. 20 o
Percentile rank i
15
100% _— 3% - 93.1% o
- - 58%
5
0% ) - . . - i ' S T S ST ST ST S ST S B S|
Baseline Historical SPB scenario Lower SPB scenario DO rE 200NN NN RR0 NN NONROOHNNINON®DO O
EEEEEEE R R FEEEEEEEE L E LR LR E
Debt reduction episode <=+« Baseline debt projections === Deht-to-GDP ratio
Debt 25 % of GDP - EE Changes in debt - Breakdown - EE - pp of GDP
500 140 , Projections
i
1
400 !
1
- .
00 - ——-—-. )
1
1
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1
1
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1
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Macro-fiscal assumptions, Estonia Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 184 204 204 BT U8 BT 01 287 28
Primary balance Bl 25 21 16 15 15 25 15 18
Structural primary balance (before CoA) L7023 18 18 18 18 26 18 20
Real GDP growth 9.0 37 35 29 29 27 54 30 36
Potential GDP growth 43 36 34 29 29 21 38 29 3l
Inflation rate 29 30 24 2.2 21 20 28 22 23
Implicit interest rate (nominal) 03 04 04 05 05 0.6 04 05 05
Gross financing needs 25 41 33 32 34 34 33 32 32
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 184 204 24 206 203 20 201 206 205
Primary balance Bl 25 21 08 07 07 25 08 12
Structural primary balance (before CoA) L7023 18 100 10 -0 26 10 14
Real GDP growth 9.0 37 35 29 29 27 54 30 36
Gross financing needs 25 41 33 23 2.3 2.2 33 2.2 25
3. Historical SPB scenario 000 202 023 208 30 203 2001-23  2004-32  2021-32
Gross public debt 184 204 24 200 8B5S 170 201 197 198
Primary halance L1025 21 03 Ol 0.0 25 04 -0
Structural primary balance (before CoA) L7023 18 030 030 03 26 05 -0
Real GDP growth 9.0 37 35 31 31 2.1 54 30 36
Gross financing needs 25 41 33 18 15 13 33 18 2.2
4. Financial stress scenario 000 202 2023 2028 2030 2032 2001-23  2004-32  2001-32
Gross public debt 184 04 25 288 48 58 01 28 29
Implicit interest rate (nominal) 03 05 05 05 0.6 0.7 04 05 05
Gross financing needs 25 4.2 33 32 34 34 33 32 32
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 184 208 26 289 34 NI 206 288 268
Primary balance L3131 28 260 25 24 300 24 26
Structural primary balance (before CoA) L0820 21 21 21 A 32 21 28
Real GDP growth 9.0 44 33 29 29 27 56 29 36
Gross financing needs 25 50 41 45 47 49 39 44 43
6. Exchange rate depreciation scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 184 204 204 BT U8 BT 01 87 28
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 00% 0.0%  0.0%
Gross financing needs 2.5 41 33 32 34 34 33 32 32
7. Adverse interest-growth rate differential scenario 020 2020 2023 2028 2030 203 202123 2024-32  2021-32
Gross public debt 184 2205 26 246 259 272 02 46 235
Impiicit interest rate (nominal) 03 05 05 0.7 09 10 04 08 0.7
Real GDP growth 9.0 32 30 24 24 22 5.1 25 31
Gross financing needs 2.5 4.2 34 34 35 36 33 33 33




Country analysis

IRELAND

Short-term risks: low. No overall short-term vulnerabilities are identified for Ireland, according to the SO
indicator. Gross financing needs should remain limited in the short term. Sovereign financing conditions
are expected to remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: low. Medium-term fiscal sustainability risks appear low overall, both according to
the sustainability gap indicator S1 and from a debt sustainability analysis (DSA) perspective.
Government debt, projected at 56% of GDP in 2021, is projected to decline, reaching around 46% of
GDP in 2032 in the baseline. Alternative and stress-test scenarios confirm this assessment.

Long-term risks: medium. Long-term fiscal sustainability risks appear medium overall, combining the
medium risk according to the sustainability gap indicator S2 and the low risk from a DSA perspective.
The S2 long-term sustainability gap indicator points to risk linked to budgetary pressures stemming from

population ageing.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. Both the fiscal and the financial
competitiveness sub-indexes are also below their
critical thresholds.

Government financing needs are expected to
remain limited in the short term (about 5% of GDP
in 2021-2022), and declining compared with 2020.
Financing conditions should remain favourable,
notably  supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the ‘AA’ rating (or equivalent
assessment) that the three major rating agencies
assigned to Irish government debt.

Medium-term fiscal sustainability risks: low

The debt sustainability analysis, based on the
baseline, in particular the debt level and projected
path, stochastic simulations, and alternative and
stress-test scenarios, points to low risk.

Baseline results: moderate and declining debt

The baseline projections assume a favourable
interest-growth rate differential, with real GDP
growth averaging 3.4% in 2024-2032. Under a
‘no-fiscal policy change’ assumption, government
debt is projected to decline to around 46% of GDP

in 2032 (). This baseline projection assumes a
structural primary balance (SPB), without future
ageing costs, remaining constant at the deficit
forecast for 2023 of -0.5% of GDP. This level
appears historically plausible (%®). Government
gross financing needs are projected to slightly
increase, reaching around 7% of GDP in 2032.

Stochastic simulations: low probability that debt
will not to stabilise by 2026, though significant
uncertainty surrounding the baseline

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Irish economy. These
stochastic simulations point to only a 22%
probability of the debt ratio in 2026 being greater
than in 2021, entailing low risk given the current
level of 56% of GDP. Yet, such shocks point to
significant uncertainty surrounding the baseline
projections, as can be seen from the relatively wide
debt distribution cone (%°).

(%) Assuming a constant ratio over the projection period
between GDP and GNI*, the latter being considered as a
more appropriate measure of economic activity in Ireland,
the debt ratio would exceed 60% of GNI* in 2032,
associated with higher risks.

(%®) Based on available historical data, IE recorded a SPB
greater than -0.5% of GDP in 65% of the cases. Therefore,
the country has room to improve its fiscal position and
lower its debt-to-GDP ratio.

(®) The difference between the 10th and 90th percentile in
2026 is around 31 pps. of GDP.

Ireland
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Alternative and  stress-test scenarios: no
important vulnerabilities, but a weaker primary
balance would entail risks

Fiscal policy reverting to historical behaviour
would imply less favourable debt ratio
developments. Indeed, if the SPB gradually
converged to its historical average of the last 15
years (a deficit of 1.7% of GDP), the debt ratio
would be about 7 pps. of GDP higher than in the
baseline in 2032.

More adverse interest-growth rate differential
developments than assumed under the baseline
would have a limited impact on the debt ratio,
given its current moderate value. In particular, a
permanently higher ‘r-g’ differential (by 1 pp.)
than in the baseline would entail a debt ratio about
3 pps. of GDP higher than in the baseline in 2032.

If only half of the projected improvement in the
SPB in 2022-2023 were to occur, the projected
debt ratio in 2032 would be around 14 pps. of GDP
higher than in the baseline. In this case, the debt
ratio would in fact be on an increasing path over
the medium term. A temporary (one year) financial
stress (a higher 1 pp. market interest rate in 2022)
has on the other hand a limited impact.

S1 indicator: low risk

The S1 indicator shows that, compared to the
baseline, the SPB could deteriorate -0.6 pp. of
GDP, in cumulated terms over 5 years, while still
keeping debt-to-GDP ratio at the reference value
of 60% by 2038. This low value of S1 is due to the
favourable initial budgetary position (contribution
by -1.2 pp. of GDP) and a debt ratio already lower
than the 60% reference value (contribution by -
0.7 pp. of GDP), partly offset by projected
increases in  age-related public  spending
(contribution by 1.4 pp. of GDP).

Long-term fiscal sustainability risks: medium

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
5.7 pps. of GDP to stabilise the debt ratio over the
long term. Such adjustment would bring the SPB

to 5.2% of GDP, which is very ambitious by Irish
standards (%°). This sustainability gap is driven by
the projected increase of ageing costs (contribution
of 5 pps. of GDP) and the unfavourable initial
budgetary position (0.6 pp. of GDP). Ageing costs
are primarily related to the projected increase of
public pension expenditure (contribution of 2.3
pps. of GDP), health care spending (contribution
of 1.2 pps. of GDP) and long-term care spending
(contribution of 1.6 pps. of GDP) (*%).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
medium.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the recent lengthening of debt maturity, relatively
stable financing sources (with a diversified and
large investor base), the currency denomination of
debt, and historically low borrowing costs
supported by the Eurosystem’s interventions. In
2020, a total of 28% of Ireland’s government debt
was held within the Eurosystem.

Risk-increasing factors are related to contingent
liability risks stemming from the private sector,
including via the possible materialisation of state
guarantees granted to firms and self-employed
during the COVID-19 crisis. However, this risk
remains currently limited due to relatively low
take-up so far. Contingent liability risks stemming
from the banking sector are also contained (even
based on the ‘stressed’ SYMBOL simulations).
The negative net international investment position
could be an aggravating factor, though it largely
reflects  presence of  multinationals and
International Financial Services Centre. Finally,
alternative metrics to GDP suggests more
important fiscal sustainability risks (%?).

(®) Over the past decades, such an SPB was never reached.

(3% Between 2019 and 2070 total ageing costs are estimated to
increase by 6.2 pps. of GDP (among which public pensions
by 3 pps. of GDP) — see 2021 Ageing Report.

(%) See Box 3.1 in the 2018 Fiscal Sustainability Report.
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IE - Debt projections baseline scenario | 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o
Gross debt rtio 512 584 5.6 523 51.1 4.0 4.3 4.2 453 a7 444 46 450 45.7|
Changes in the rafio (-1+223) -39 1.2 -28 -33 -13 -21 -7 -11 -0.9 -06 0.3 o1 04 06
of which
(1) Primary balance {1.1+12+13) 18 -3.8 24 -1.0 04 0.0 -04 -0.8 -11 -1.3 -15 -1.6 -18 -1.9
{1.1) Strucrural primary balance (11.1-11.2¢11.3) 36 -14 -40 -24 -05 -0.6 -0.7 -09 -11 -13 -1.5 -16 -1.8 -19
(1.1.1) Stuctural primary balance (bef Cod) 36 -14 -40 -24 -05 -5 -0.5 -05 -0.5 -05 -0.5 -(8 05 -(8
(1.1.2) Cost of ageing o1 0.3 05 0.6 08 1.0 12 1.3 15
(1.1.3) Others (taxes and property incom &5 a0 0.0 a0 0.0 a0 0.0 a0 0.0 a0
{1.2) Cyclical component -18 -2.5 16 14 09 06 0.3 01 0.0 00 0.0 00 0.0 00
{1.3) One-off and other remporary 00 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
(2) Snowball effect {2.1+2 2+2.3+2.4) -4.1 -15 -85 -3.0 =20 2.1 -21 2.0 -20 -1.8 -7 -1.5 -14 1.3
(2.1) nterst expenditure 13 1.0 08 07 a7 a7 0.6 06 0.5 05 0.5 05 05 05
(2.2) Growth effect -28 -32 -74 -26 -20 -20 -2.0 -18 -1.8 -16 -14 -12 -1.0 -(9
(2.3) Inflafion effect -26 07 o1 -11 -07 -7 07 -07 -0.8 -08 -0.8 -08 -09 -(9
(24) Exchenge rate effect linked b the inferedt rate 00 0.0 00 0.0 00 00 0.0 00 0.0 00 00 [ili] 00 [ili]
(3) Stock-flow adjustments 0.0 -12 1.3 -1.3 12 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(31) Baz a0 -1.2 13 -1.3 12 a0 0.0 a0 0.0 a0 0.0 a0 00 [ili]
(3.2) Adjustm ent due i the exchangs rate effect 00 0.0 00 0.0 00 00 0.0 00 0.0 00 00 [ili] 00 [ili]
Pro memoria
Stuctiral baance 23 -24 AT -31 12 13 14 15 16 18 -20 =21 -23 -2
Gross finanging nesds 6.3 128 6.3 44 58 48 54 56 57 6.1 64 6.5 72 74
°§gf®1’ Annual change in debt ratio, baseline scenario - IE %0 Debt as % of GDP - IE
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2. Risk classificatio d sustainability indicators summary tables

Debt sustainability analysis (detail)

] I I
Short | | Medium - I Lon :
: term | : term S1 Ersali Historical ~ Adverse ‘_r-g' H;::ZI:I Lower S_PB 5tof:ha_stic DSA 1 S2 te”ﬁ
I 1 I SPB scenario e scenario projections 1 E
| I I :
1 1 Debt lewvel (2032) 1 H
I 1 : Debt peak year | MEDIUM MEDIUM
| 1 | - Percentile rank 1 (82=5.7)
robability debt higher H
1 I between percentiles ! :
t— ==l
S0 indicator 2009 2021 Critical threshold
Overall index 0.74 0.36 0.46
Fiscal sub-index 0.81 0.22 0.36
Financial competitiveness sub-index 0.70 0.43 0.49
2021 FSR
2020 DSM . Lower TFP AWG risk
S1indicator Baseline growth scenario
Overall index -18 -0.6 -0.6 -0.3
of which Initial budgetary position -2.6 -1.2 -1.2 -1.2
Cost of delaying adjustment -0.2 -0.1 -0.1 0.0
Debt requirement -0.1 -0.7 -0.7 -0.7
Ageing costs 1.0 14 14 1.7
Required structural primary balance related to S1 -0.9 -1.1 -1.1 -0.7
2021 FSR
2020 DSM . Lower TFP AWG risk
Baseline ;
S2 indicator growth scenario
Overall index 2.4 57 5.6 78
of which Initial Budgetary position -0.9 0.6 0.7 0.6
Ageing costs 33 5.0 4.9 71
of which Pensions 1.0 23 23 23
Health care 0.7 1.2 1.2 18
Long-term care 1.8 1.6 15 3.2
Others -0.3 -0.1 -0.1 -0.1
Required structural primary balance related to S2 33 5.2 51 7.3

3. Fin ial informatio

Market perception of sowereignrisk - IE c Profile redemption for existing securities and official loans, as of Nov. 2021 - IE
Total stock of maturing securities and official loans (% GDP): 46.30
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4. Risks related to the structure of public debt financing and net International Investment Position

Public debt structure - I
(2020

5. Risks related to government's conti ngenl liabilities

(General government contingent liabilities

Net International
Investment Position (IIF)

IE {2020

State guarantess (% GOP) 15 [ 02 | 04 0.1 03 | 81
ofwiE  Oneaf guarnees 15 01 00 00 02 | 71
Stntarised guamnezs 00 01 01 01 01 1.1
Public-private partnasships (PPPs) (% GOP) 07 | o8 07 | o7 07 | 03
M6 | 207 | 208 | 2m9 | 200 | 2020
- L itesand 2sses wiside gen g wndergua 05 | 01 00 | o0 | a0 09
Cortingert IaDIES OF BN\ s nerisy semes w | oo | oo | oo | o0 | 0o
dor et sigpallo Soecal puposs ety 10 00 00 00 00 00
financial institutions (% GOF) : : : : - -
Tesl 15 | 04 00 | 00 | 00 09

Government's Plobeb_llrty of govt cont liabilities (3% of

contingent liability
risks from banking
sector - |E (2020)

6. Realism of baseline assumptions

Average kvl of Strue tural Primary Balame (23-32)- IE
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Macrofiscal assumptions, Ireland Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 56 523 511 M7 M6 457 530 458 478
Primary balance 24 -0 04 43 16 19 40 12 1.1
Structural primary balance (before CoA) 40 24 905 05 L5 405 23 45 49
Real GDP growth 146 51 41 37 21 22 79 34 46
Potential GOP growt 59 54 5.1 37 21 22 54 38 41
Inflation rate 92 0 14 18 19 20 10 18 18
Impiicit interest rate: (nominal) 15 14 15 12 12 12 15 1.3 1.3
Gross financing needs 6.3 44 58 6.1 6.5 74 5.5 6.1 6.0
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt %6 23 514 497 512 59 51 507 513
Primary balance 24 40 03 23 21 40 12 22 419
Structural primary balance (before CoA) 40 24 47 45 45 A5 27 45 -8
Real GDP growth 146 51 50 37 21 22 8.2 33 46
Gross financing needs 6.3 44 6.5 76 82 93 5.7 16 A
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt %6 23 1 416 497 928 530 490 500
Primary balance 24 -0 04 23 28 -3 40 20 8
Structural primary balance (before CoA) 40 24 05 AT AT AT 23 AF AT
Real GDP growth 146 51 41 35 26 22 79 34 46
Gross financing needs 6.3 44 58 13 6.1 93 5.5 13 6.8
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 556 524 512 49 48 459 531 460 478
Impiicit interest rate: (nominal) 15 16 16 13 12 12 16 1.3 14
Gross financing needs 6.3 435 5.9 6.1 6.5 74 56 6.2 6.0
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 56 25 521 534 %0 998 534 543 541
Primary balance 24 44 07 300 34 3T 45 28 2.3
Structural primary balance (before CoA) 40 -3 22 22 22 22 -3 22 24
Real GDP growth 146 56 47 37 21 22 8.3 33 46
Gross financing needs 6.3 5.1 7.0 86 93 10.7 6.1 6.6 8.0
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 56 523 511 M7 M6 457 530 458 478
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 6.3 44 58 6.1 6.5 74 5.5 6.1 6.0
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 556 526 517 467 411 488 53 418 492
Impiicit interest rate: (nominal) 15 15 16 15 15 15 15 15 15
Real GDP growth 146 46 38 32 22 17 76 29 41
Gross financing needs 6.3 435 5.9 64 69 79 56 6.5 6.2




Country analysis

GREECE

Short-term risks: high. Overall, short-term vulnerabilities are identified for Greece, according to the SO
indicator. Moreover, gross financing needs remain substantial in the short term. However, sovereign
financing conditions are expected to remain favourable, notably supported by the Eurosystem’s
interventions, while a large share of debt is held by the official sector.

Medium-term risks: high. Medium-term fiscal sustainability risks appear high overall, both according to
the sustainability gap indicator S1 and from a debt sustainability analysis (DSA) perspective.
Government debt, currently at more than 202% of GDP, is projected to substantially decline, yet
remaining relatively high at 155% of GDP in 2032 in the baseline. The relative sensitivity to possible
macro-fiscal shocks also contributes to this assessment.

Long-term risks: medium. Long-term fiscal sustainability risks appear medium overall, combining the
low risk according to the sustainability gap indicator S2 and the high risk from a DSA perspective.

Short-term fiscal sustainability risks: high

The value of the early-detection indicator of fiscal
stress, the SO indicator, is above its critical
threshold, signalling overall short-term
vulnerabilities. This result is notably driven on the
fiscal side by gross financing needs, the cyclically-
adjusted balance, and gross debt being all above
their critical thresholds. On the financial-
competitiveness side, the current account deficit
and negative net international investment position
also contribute to this result.

Government financing needs are expected to
remain substantial in the short term (about 18% of
GDP in 2022), above their pre-crisis level. Yet,
financing conditions should remain favourable,
notably  supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are improving but remain just below
investment grade, as confirmed by the reduced
CDS spread and stable ‘BB’ (or equivalent) rating
that the three major rating agencies assigned to the
Greek government debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): high risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a
high risk.

Baseline results: declining high debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 1% in 2024-
2032. Under a ‘no-fiscal policy change’
assumption, government debt would substantially
decline between 2023 and 2032 (-37 pps. of GDP),
however still stay at around 155% of GDP in 2032.
These baseline projections assume that the
structural primary balance (SPB) before ageing
costs remains constant at the forecast surplus for
2023, namely 0.5% of GDP, implying an average
primary balance of 1.9% of GDP between 2024
and 2032. Based on past fiscal performance, this
value appears plausible, notably considering the
average SPB over the last 15 years (*3).
Government gross financing needs are projected to
moderate and hover around 14% of GDP between
2024 and 2032.

Stochastic simulations: limited probability that
debt would not stabilise by 2026 but significant
uncertainty surrounding the baseline

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Greek economy. These
stochastic simulations point to an 18% probability
of the debt ratio in 2026 being greater than in
2021, entailing medium risk given the high current
level of more than 202% of GDP. In addition, such
shocks point to significant uncertainty surrounding

(®) The SPB over the last 15 years averaged at 2.1% of GDP,
though based on longer time series, Greece recorded a SPB
greater than 0.5% of GDP in only 38% of the cases.

Greece
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the baseline projections, as can be seen from the
wide debt distribution cone (3%).

Alternative and stress-test scenarios: significant
vulnerabilities, but still declining debt under all
scenarios and reverting to historical behaviour
would reduce risks

Fiscal policy reverting to historical trajectories
would bring a more sizeable reduction of the debt
ratio. Indeed, if the SPB gradually converged to its
historical average of the last 15 years (at 2.1% of
GDP), the debt ratio would be about 12 pps. of
GDP lower than in the baseline in 2032. More
adverse developments of the interest-growth rate
differential than assumed under the baseline would
have a sizable impact on the debt-to-GDP ratio,
given its current high value. In particular, a
permanently higher ‘r-g’ differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 about 11 pps. of GDP higher than in the
baseline, although the debt path would remain on a
declining trend. Gross financing needs would
remain below 20% of GDP at the end of the
horizon. If a temporary (one year) episode of
financial stress pushed up market interest rates by
about 6 pps. in 2022, the debt ratio in 2032 would
be around 4 pps. of GDP higher than in the
baseline. Similarly, if only half of the projected
improvement in the SPB in 2022-2023 were to
occur, the debt ratio in 2032 would be 30 pps. of
GDP higher than in the baseline, reaching 184% of
GDP. This would alter, but not reverse, the
medium-term debt reducing path. Gross financing
need would exceed 20 % of GDP at the end of the
horizon.

S1 indicator: high risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 6.8 pps. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of 7.2% of GDP,
which is considered ambitious based on historical
data (). This significant value of S1 is mainly due
to the large distance of the debt ratio to the 60%

(*) The difference between the 10" and 90™ percentile in 2026
is around 65 pps. of GDP.

(*) Only 11% of the SPBs recorded for the country over the
past decades were greater than this value.

reference value putting upward pressure on the S1
fiscal gap (contribution of 10.7 pps. of GDP),
partly offset by the favourable initial budgetary
position (contribution by -3.6 pps. of GDP) and the
projected age-related public spending (contribution
by -1.2pps. of GDP). In alternative adverse
scenarios, significant fiscal effort would also be
needed to bring the debt ratio to 60% of GDP and
to keep the GFN below 20% of GDP by 2032.

Long-term fiscal sustainability risks: medium

S2 indicator: low risk

The negative S2 indicator value shows that no
additional fiscal effort (in terms of SPB) would be
needed, relative to the baseline, to stabilise the
debt-to-GDP ratio over the long term. However,
for high-debt countries such as Greece, the absence
of a fiscal gap according to this indicator should be
interpreted  with  caution. Moreover, under
alternative adverse scenarios, fiscal effort would
be needed to stabilise the debt over the long run.

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
medium.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the large share of debt held by official lenders at
low interest rates, and a particularly long maturity
of debt compared with peer countries (about 22
years against an EU average of about 8 years). The
currency denomination of debt and historically low
financing costs supported by the Eurosystem’s
interventions also contribute to mitigate risks. At
the end of 2020, 73% of Greece’s government debt
was held by official lenders and 7% by the
Eurosystem. Risk-increasing factors are related to
the state guarantees granted recently, also in the
context of the COVID-19 crisis. Contingent
liability risks stemming from the high share of
non-performing loans (NPLs) in the banking sector
are also significant (also highlighted by SYMBOL
simulations), though the share of NPLs witnessed a
sharp recent reduction to less than 15% in the
course of 2021. Furthermore, costs linked to
pending legal cases against the state also pose
fiscal risks of potentially up to 1.5% of GDP.



1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests
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EL - Debt projections baseline scenario

| o019 | 200 | 2om | w2 | 202 | owe | 2025 | oo [ oor | ooz [ owe | om0 [ 2wt [ wm

Gross debt rtio 180.7 2063 2028 1969 1821 1859 1819 1799 1804 1753 1701 1648 1588 1547
Changasin the rafio (-1+2+3) -a7 206 -34 60 -49 62 4.0 -20 0.5 -a1 5.2 -83 -5.0 -a1
of which
(1) Primary balance (1.1+12+1.3) 41 11 13 -14 13 25 28 27 15 15 16 16 16 1.5
{1.1) Structural primary balance (1.1.1-1.1.21.1.3) 47 -2.1 -54 09 05 10 1.2 14 1.5 15 1.6 16 1.6 15
(1.1.1) Stuctural pimary balance (bef Cod) 47 21 -04 09 05 05 0.5 05 0.5 05 0.5 05 0.5 05
(1.1.2) Cost of ageing 16 08 -1.0 -1.2 -1.3 -1.3 -1.3 -1.3 -1.3
(1.1.3) Others (taxes and property incom s} 1 01 -01 0.2 -02 0.2 -02 02 -02
{1.2) Cyclical component -16 5.6 24 04 -0.8 15 1.6 -14 0.0 00 0.0 00 0.0 00
{1.3) One-off and other temporary measures 10 0.6 -05 0.1 00 00 0.0 00 0.0 00 0.0 00 0.0 00
(2) Snowball effect (2.1+2.2+2.3+2.4) 08 226 -108 -92 52 4.0 =22 1.2 24 3.2 =32 3.2 -29 2.9
(21) hterest expendiure 30 3.0 26 2.5 24 22 2.1 20 2.1 20 19 19 19 19
(22) Growth effect -33 18.1 -136 99 -67 -a0 27 -14 2.5 -27 2.3 -20 -1.6 -17
(2.3) nflation effect -05 15 02 -19 -09 -12 -1.5 -19 22 -25 2.8 -30 -3.2 -31
(24) Exchange rate eflect linked io the inferest rafe ] 0.0 ] 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 0o
(3) Stock-flow adjustments 09 -40 02 18 16 03 11 19 -04 03 -05 05 -05 -0.6|
(31) Base -09 4.0 02 1.8 1.6 03 11 19 04 -03 0.5 -05 0.5 -06
.2) Adjusim ent due fo the rate effect 00 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 ] 0.0 ]
Pro memoria
Structral baance 17 -81 -9 -38 -19 1.8 -16 16 -16 16 -18 14 -14 1.4
Gross financing needs 16.3 197 24 178 181 97 92 15.2 147 15.2 139 14.0 177 17.0)
%of GDF i i i in -
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium

term term S1 P Historical ~ Adverse 'r-g’ Fi:t?g;:;aj Lower SPB. Stochastic DSA S2 Long term
SPB scenario N scenario projections :
scenario
k category MEDIUM MEDIUM
- Debt level (2032)
- Debt peak year MEDIUM
Percentile rank 37.6% 37.6% 37.6%
Probability debt higher 17.9%
Dif. between percentiles
S0 indicator 2009 2021 Critical threshold
Overall index 0.76 0.48 0.46
Fiscal sub-index 0.87 0.56 0.36
Financial competitiveness sub-index 0.72 0.45 0.49
2021 FSR
2020 DSM i
- Baseline Lower TFP growth AWG ”.Sk
Sl indicator scenario
Overall index : 6.8 6.8 71
of which Initial budgetary position : -3.6 -34 -3.6
Cost of delaying adjustment : 0.8 0.8 0.9
Debt requirement : 10.7 10.6 10.7
Ageing costs : -1.2 -1.2 0.9
Required structural primary balance related to S1 : 72 73 75
2021 FSR
2020 DSM i
Baseline Lower TFP growth AWG ”:Sk
S2 indicator scenario
Overall index : 2.5 -1.3 0.7
of which Initial Budgetary position : 01 0.6 0.2
Ageing costs : 2.6 -1.9 04
of which Pensions : 2.7 2.0 -2.6
Health care : 0.7 0.7 15
Long-term care : 0.0 0.0 2.2
Others : -0.6 -0.6 -0.6
Required structural primary balance related to S2 : -2.0 -0.8 11
3. Financial information
1200 Market perception of sovereign risk - EL c Profile redemption for existing securities and official loans, as of Nov. 2021 - EL
&, Total stock of maturing securiti i o) 247.24
1000 2 g0
180
B2
800 BL 160
£ B
,EGOD s
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n
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Az
Aal 20
0 T T T T T T u T T Aaa 0
201701 201707 201801 201807 201901 201907 202001 202007 202101 20217 w1 v a4 s & N e s v Y 12v Beyond
Leftover Residual Maturity 1y

——10-year yield spreads ====CDS Spread ====SovCISS Moody's rating (RHS) = Maturing securities  m Official loans

Sovereign Ratings | Local currency | Foreign currency | Sovereign yield

as of Nov. 2021, EL |long term |short term| long term |short term spreads (bp)*-as | 10-year
Moody's Ba3 NP Ba3 NP of October 2021

S&P BB B BB B

[Fitch BB BB B
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4. Risks related to the structure of public debt financing and net International Investment Position

Public debt structure - Sha;fr:fditfm)_
58
5. Risks related to government's contingent liabilities
(General government contingent liabilities | EL | =
2016 | 2017 | 2018 | 2019 | 2020 | 200
State quarartess (% GOF) 65 | 44 | 42 | 41 | &t | a1
ofiich  Oreofpuamnses 65 | 43 | 41 | 41 | 54 | 71
Sandardied guamnees 00 | 00 | 00 | 00 | 10 | tf
Publc rivate partnerships (PPPs) (% GDF) of [ o1 [ 02 |02 |02 | 03
2016 | 2017 | 2018 | 2019 | 2000 | 20m
Ltibisand asets oisids en gor er guaratee 22 [ 02 [ 02 [ 02 [ 02 | 08
Conthget FabiNES O QBN o,y oo er sy scomes
e - 00 | 00 | 0o | 00 | 00 | 00
rancal stiutons (% GDP) |2 2% &% 00 | 00 | 0o | 00 | 00 | 00
o1 22 | 02 | 02 | 02 | 02 | 08
Probabily of govt cont. liabites (>3% of
Go: i:bil NPL coverage |GOP) linked to banking losses and recap
contingent liabilty ratio (%)  [needs (SYMBOL):
risks from banking
sector- EL (2020)

46.6

6. Realism of baseline assumptions
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Macro-fiscal assumptions, Greece Levels Averages

1. Baseline scenario 20 202 2023 2028 2030 2032 202123 2024-32  2021-32
Gross public debt 2029 1969 1921 1753 1648 1547 1973 1725 1787
Primary balance -13 -14 13 15 16 15 -2.5 19 08
Structural primary balance (before CoA) 54 09 05 05 05 05 -1.9 05 -0.1
Real GDP growth 71 5.2 36 15 12 11 53 11 21
Potential GDP growth 0.2 10 13 15 12 11 08 13 11
Inflation rate -0.1 09 04 14 18 20 04 14 12
Implicit interest rate (nominal) 13 13 13 12 11 12 13 12 12
Gross financing needs 24 178 1561 152 140 170 184 141 152
2. SCP scenario 20 202 2023 2028 2030 2032 202123 2024-32  2021-32
Gross public debt 2029 1969 1923 1755 1650 1549 1974 1727 1789
Primary balance 13 -14 11 15 16 15 -25 19 08
Structural primary balance (before CoA) -54 -0.9 0.3 0.5 05 05 -2.0 05 -0.2
Real GDP growth 71 5.2 36 15 12 11 53 11 21
Gross financing needs 24 178 1563 153 140 170 185 141 152
3. Historical SPB scenario 2000 202 2023 2008 2030 2032 202123 2024-32  2021-32
Gross public debt 2029 1969 1921 1696 1560 1430 1973 1667 1744
Primary balance -13 -14 13 32 33 32 -25 33 19
Structural primary balance (before CoA) -54 -0.9 0.5 21 21 21 -19 19 09
Real GDP growth 71 5.2 3.6 15 12 11 5.3 11 21
Gross financing needs 24 17.8 15.1 132 11.3 13.7 184 12.1 13.7
4. Financial stress scenario 020 2022 2023 2028 2030 2032 202123 2024-32  2021-32
Gross public debt 2029 1974 1931 1789 1688 1590 1978 1758 1813
Implicit interest rate (nominal) 13 16 16 13 13 14 15 14 14
Gross financing needs 24 182 1567 160 149 181 188 149 159
5. Lower SPB scenario 2000 202 2023 2008 2030 2032 202123 2024-32  2021-32
Gross public debt 2029 1999 1978 1949 1893 1840 2002 1918 1939
Primary balance -13 -4.3 -16 -14 -1.3 -14 -4.4 -1.0 -18
Structural primary balance (before CoA) -54 -39 2.4 2.4 2.4 24 -39 2.4 -2.8
Real GDP growth 71 5.2 36 15 12 11 5.3 11 21
Gross financing needs 24 207 180 204 201 25.2 204 19.3 19.6
6. Exchange rate depreciation scenario 2020 2022 2023 2028 2030 203 2021-23  2024-32  2021-32
Gross public debt 2029 1969 1921 1753 1648 1547 1973 1125 17187
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 0.0%  0.0%
Gross financing needs 24 178 151 152 140 170 184 141 152
7. Adverse interest-growth rate differential 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 2029 1979 1940 1826 1739 1656 1983 1796 1843
Implicit interest rate (nominal) 13 14 13 13 13 14 13 13 13
Real GDP growth 71 47 31 10 0.7 0.6 49 06 17
Gross financing needs 24 179 1563 161 152 186 186 1560 159




Country analysis

SPAIN

Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks. Gross
financing needs should still be large in the short term. Yet, sovereign financing conditions are expected to
remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: high. Over the medium term, fiscal sustainability risks are high overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 120% of GDP, is projected to continue rising, reaching 126%
of GDP in 2032 in the baseline. The sensitivity to possible macro-fiscal shocks also contributes to this

assessment.

Long-term risks: high. Over the long term, medium risks from the sustainability gap indicator S2,
combined with high vulnerabilities from the DSA contribute to the overall assessment. The S2 indicator
mainly captures risks linked to the unfavourable initial budgetary position.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. Yet, the fiscal sub-index points to
short-term vulnerabilities (notably due to gross
financing needs, net debt, and the cyclically
adjusted balance being above the critical
threshold), while the financial competitiveness
sub-index is contained.

Government financing needs are expected to
remain large in the short term (about 24% of GDP
in 2021-2022), although declining compared with
2020. Yet, financing conditions should remain
favourable, notably supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the ‘A-’ rating that the three
major rating agencies assigned to Spanish
government debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): high risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a high risk.

Baseline results: increase at
unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential over
the projection period, with real GDP growth
hovering around 0.8% over 2024-2032. Under a
‘no-fiscal policy change’ assumption, debt would
steadily increase, rising by 9 pps. between 2023
and 2032, when it would reach 126% of GDP.
These baseline projections assume a structural
primary balance (SPB) of -2.5% of GDP (%)
before ageing costs, leaving substantial scope for
fiscal consolidation (*"). Government  gross
financing needs are projected to slightly decrease
over the next 10 years, reaching around 22% of
GDP in 2032.

Stochastic simulations: high probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Spanish economy. These
stochastic simulations point to a 57% probability
of the debt ratio in 2026 being greater than in
2021, entailing high risk given the current level of
120% of GDP. In addition, such shocks point to
significant uncertainty surrounding the baseline

(*) The indexation of public salaries, current and social
transfers in kind paid by the government are set to
contribute to the primary expenditure increase in 2023.

(%) Based on available historical data, Spain recorded an SPB
greater than -2.5% of GDP in 92% of the cases. Therefore,
the country has room to improve its fiscal position and
lower its debt-to-GDP ratio.

Spain
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projections, as can be seen from the wide debt
distribution cone (*).

Alternative and stress-test scenarios: important
vulnerabilities, but reverting to historical
behaviour would reduce risks.

Fiscal policy reverting to historical behaviour
would bring the debt ratio towards a stable path.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a deficit of
1.0% of GDP), the debt ratio would be about 9
pps. of GDP lower than in the baseline in 2032.

On the other hand, more adverse developments of
the interest-growth rate differential than assumed
under the baseline would have a sizable impact on
the debt-GDP ratio, given its current high value. A
permanently higher ‘r-g’ differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 about 10 pps. of GDP higher than in the
baseline. If a temporary (one-year) episode of
financial stress pushed up interest rates by 2.8 pp.
in 2022, the 2032 debt projection would be some 3
pps. of GDP higher than in the baseline. If only
half of the projected improvement in the SPB in
2022-2023 were to occur, the 2032 debt projection
would not change significantly compared to the
baseline.

S1 indicator: high risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 6.2 pps. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of 3.6% of GDP,
which is very ambitious by historical Spanish
standards (%%). This significant value of S1 is
mainly due to the large distance of the debt ratio
from the 60% reference value (contribution of 4.3
pps. of GDP) and the unfavourable initial
budgetary position (contribution of 1.5 pps. of
GDP), partly mitigated by the projected age-
related public spending (contribution of -0.3 pp. of
GDP).

(%®) The difference between the 10th and 90th percentile in
2026 is around 40 pps. of GDP.
(*) None of the past Spanish SPBs were larger.

Long-term fiscal sustainability risks: high

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
2.2 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring
the SPB to a small deficit of 0.3% of GDP, which
appears feasible by Spanish standards (*°). This
sustainability gap is entirely driven by the
unfavourable initial budgetary position
(contribution of 3.0 pps. of GDP). Ageing costs,
with a contribution of -0.8 pp. of GDP that
narrows the S2 fiscal gap, are primarily related to
the projected decline of pension spending
(contribution of -2.2 pps. of GDP), while the
projected increase of public health care and long-
term care spending aggravates the fiscal
sustainability gap (contributions of 1.2 and 0.7 pps.
of GDP, respectively) (*1).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed above,
overall long-term fiscal sustainability risks are
high.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, and historically low
borrowing costs supported by the Eurosystem’s
interventions. In 2020, 26% of government debt
was held by the Eurosystem. Risk-increasing
factors are related to Spain’s negative net
international investment position and to contingent
liability risks stemming from the private sector,
including via the possible materialisation of state
guarantees granted to firms and self-employed
during the COVID-19 crisis (the guarantees taken
up amounted to around 8.4% of GDP at the end of
September 2021). Contingent liability risks linked
to the banking sector appear limited, although
under more severe stress, high risks are identified
(based on the SYMBOL simulations).

(*%) 53% of past Spanish SPBs were larger.

(*Y Between 2019 and 2070, total ageing costs are estimated to
fall by 0.4 pp. of GDP (among which public pensions by
2.1 pps. of GDP) — see 2021 Ageing Report.
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1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests

ES - Debt projections baseline scenario

| oms | 20w | 20m | 2w | ows | oma | 055 | 2% | 20 [ oms | oms | wm | mam | oo

debt ratio 855 1200 1206 1182 165 1203 1208 1218 1280 1237 1243 1250 1287 1261
Changes in the ratip (1+2+3) -2.0 44 06 -24 -13 34 0.4 1.1 12 a7 0.7 0.7 a7 04
ofwhich
(1) Primary balance {1.1+1.2+1.3) -0.6 -87 53 =31 21 =27 =21 20 21 2.0 -20 -20 20 2.1
{1.4) Stuctural primary balance (1.1.1-1.1.21.1.3) -1.8 -2.2 -25 -20 -25 -24 -2.3 -22 -21 -20 -2.0 -2.0 -20 -21
(1.1.1) Stuctural pimary balance (bef Cod) -1.8 -2.2 -25 -20 -25 -2.5 -2.5 -25 -25 -25 -2.5 -2.5 -25 -25
(1.1.2) Costof ageing -0.2 -0.3 -04 -05 05 -0.6 -0.6 -06 -05
(1.1.3) Others (taxes and pioparty ncom 5} 0.0 0.0 a0 a0 01 0.1 0.1 -0 -0
{1.2) Cyclical component 15 -5.3 -3.3 -11 04 -0.3 0.2 01 00 00 0.0 0.0 00 00
{1.3) One-off and other temporary measures 0.2 1.2 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2. 1+22+23+2.4) -0.8 127 48 6.0 -4.0 08 -7 -10 0.8 1.3 -14 -1.3 13 -1.7]
(2.4) Inerest expenditure 23 22 22 21 20 19 18 18 1.7 1.7 1.7 18 18 19
(2.2) Growth efect -2.0 1.5 -5.2 -62 49 0.1 =21 -12 -09 -11 -1.0 -0.8 -07 -11
(2.3) Infiafion effect -1.3 -1.0 -18 -19 -11 -1.2 -14 -16 -18 -19 =21 -2.3 -25 -25
(24) Exchange rate effect linked fo the interest rate 0.0 0.0 ao ao ao 0.0 0.0 ao ao ao 0.0 0.0 ao ao
(3) Stock-flow adjustme nts -1.6 3.0 04 05 05 00 00 00 0.0 0.0 00 00 00 0.0
(3.1) Base -1.6 3.0 -04 a5 a5 0.0 0.0 a0 a0 a0 0.0 0.0 a0 a0
(3.2) Adjusiment dus to the exchange rate effect 0.0 0.0 a0 a0 a0 0.0 0.0 a0 a0 a0 0.0 0.0 a0 a0
Fro memoria
Sructural balance -41 -45 AT -41 46 -43 -41 -38 38 =37 =37 -38 -38 -4
Gross fnancing nesds 156 2868 47 28 216 220 215 kil AT 218 218 220 21 23
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short l?de;“ st fscling | Historical  Adverse'rg’ H;;“' Lower SPB Stochastic DSA 52 Long term
H SPB SCETAND i scenaric  projctions :
H SCENArio
 Risk category
+ Debt level (2032)
! Debt peak year MEDIUM
 Percertile rark (52=22)
: Probability debt higher
+ Dif. between per centiles
S0 indicator 2009 201 Critical threshold
Overall index 0.79 0.34 0.46
Fiscal sub-index 0.69 0.57 0.36
Financial competitiveness sub-index 0.85 0.22 0.49
2021FSR
2020 DSM ANGrisk
1 indicator Baseline Lower TFP growth scenario
Overall index 77 6.2 6.3 67
of which Intial budgetary position 01 15 16 15
Cost of delaying adjustment 0.9 0.8 0.8 08
Debt requirement 54 43 42 43
Ageing costs 15 03 0.3 01
Required structural primary balance related to $1 6.7 36 37 41
2021 FSR
220 D5M Baseline Lower TFP growth .g;;ls:
S2 indicator
Overall index 0.2 22 32 48
of which Inifial Budgetary position 1.1 30 32 30
Ageing costs 08 08 0.0 18
of which Pensions -19 22 -1.3 22
Health care 0.0 12 11 20
Long-erm care 1.0 07 0.6 24
Others 0.0 04 04 04
Required structural primary balance related to $2 08 03 0.7 23

3. Financial information

15 Market perception of zovereizn rizk - ES

Profile edemption for exizting s curities and official loans, az of Nov. 2021- ES
Tatal stock sequrltles and officlelbans f @P): 3550

WAL WO NSO WY NSOl WIS N0 LT WAL 22T S v s ey sy sy v i e uv v 0y s
Lifrer o ) Red Mmiy o
—(kyazr yisld preads w—CDS Spread s Soi(133 Moody's rating (RHE) #Msturingseurities 8 OfFicizl losrs
Sovereign Ratings Local curre Foreign curme: Soversian yiell
a5 of Nov. 2021, S [long te m [short term| long term [short te m| ‘,,m?;,;;..; fogear
Moody's Baal Baal P2 af Dctaber 2021
&P Ay Alu A Ay
Fitch A A Fi




4. Risks related to the structure of public debt financing and net International Investment Position

Share of government debt
by non-residents (%):
439

Country analysis
Spain

Net International
Investment Postion (IF)

ES (2020]

5. Risks related to government's contingent liabilities

(General government contingent liabilities | ES | =
2m6 [ 207 | 2m8 [ 2018 | 2000 | 20
State quarartess (% GDF) 78 g5 | 56 | 50 | w7 | 81
ofwich  (re-ofquamnizos 78 65 56 50 | 107 | Tt
Standardised quamnizes 00 00 00 00 00 11
Public: private partnershigs (PPPs) (% GDP) 04 03 03 03 03 03
2M6 | 2017 | 2m8 | 2019 | 2020 | 20
Lishiifiesand assets outside gen gov. uder quararize 0.1 00 0.0 00 0.0 0.9
mmmﬂ;ﬁ"mgﬁ”' e et under iy scemes 00 | o0 | oo | oo | o0 | oo
gov.1 0 sLpport to )
financal istutions (% CDp |20 #2952 24 a7 | a4 | 30 | 28 0w | 00
a1 38 4 | 3 28 00 09
Probabilty of govt cont. labiltes (3% of
so: y 'e"ht sm NPL coverage | GDP) likedto brking losses and recap
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sector- ES (2020)
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6. Realism of baseline assumptions

Average lewel of Srue tural Primary Balince (23-32)- ES

Sockilowzdusment e Changesindelt ratio
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Macro-fiscal ass umptions, Spain Levels Averages

1. Baseline scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 1206 1182 1163 1237 1250 1261 1186 1234 1222
Primary balance 59 - -21 20 20 - S 2 2.3
Structural primary balance (before CoA) 23 20 25 2% 25 25 23 25 25
Real GDP growth 46 55 44 09 07 09 49 08 18
Potential GDP growth 10 18 18 09 07 09 14 09 10
Inflation rate 15 18 09 16 19 20 13 16 15
Implicit interest rate (nominal) 20 1.9 18 14 15 15 19 15 16
Gross financing needs U7 26 U6 U8 20 23 20 19 21
2. SCP scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 1206 1182 1170 1194 1189 1182 1186 1193 1191
Primary balance 59 - A9 -1 40 -4 36 12 8
Structural primary balance (before CoA) 23 20 20 A6 46 16 22 46 AT
Real GDP growth 46 55 40 09 07 09 47 09 18
Gross financing needs 47 26 M4 N3 02 A2 29 04 A4
3. Historical SPB scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 1206 1182 1163 1205 1185 1167 1186 1196 1193
Primary balance 59 - -21 08 435 06 S A0 AT
Structural primary balance (before CoA) 23 20 25 A0 40 A0 23 43 A5
Real GDP growth 46 55 44 12 09 09 49 08 18
Gross financing needs U7 26 M6 02 195 195 20 03 20
4, Financial stress scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 1206 1189 1179 1260 1216 1289 1191 1257 1240
Implicit interest rate (nominal) 20 25 22 16 16 16 22 17 18
Gross financing needs - A A S 23 24 028
5. Lower SPB scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 1206 1181 1174 1242 1255 1267 1187 1239 1228
Primary balance 59 34 22 20 200 A 38 2 26
Structural primary balance (before CoA) 23 2% 25 2% 25 25 23 25 25
Real GDP growth 46 59 39 09 07 09 48 08 18
Gross financing needs 47 B U8 A9 21 24 22 20 23
6. Exchange rate depreciation scenario 4 202 08 028 2030 2% M43 043 200132
Gross public debt 1206 1182 1163 1237 1250 1261 1186 1234 1222
Exchange rate depreciafion 00% 00% 00% 00% 00% 0.0% 00% 00% 00%
Gross financing needs U7 26 U6 U8 20 23 20 19 21
1. Adverse interest-growth rate differential scenario 4 202 08 028 2030 2% M43 043 200132
Gross public debt 1206 1188 1182 1295 1329 1361 1192 1294 1268
Implicit interest rate (nominal) 20 20 20 18 18 1.9 20 18 1.9
Real GDP growth 46 50 39 04 0.2 04 45 03 14
Gross financing needs L A X 21 B2 B2




Country analysis

FRANCE

Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks for France.
Although declining in the short term, gross financing needs should remain high. Yet, sovereign financing
conditions are expected to remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: high. Over the medium term, fiscal sustainability risks are high, both according to
the sustainability gap indicator S1 and from a debt sustainability analysis (DSA) perspective. In the
baseline, debt - currently at around 115% of GDP - is projected to increase over the medium term,
exceeding 120% of GDP in 2032. The sensitivity to possible macro-fiscal shocks also contributes to this

assessment.

Long-term risks: medium. Low risks from the sustainability gap indicator S2, combined with high
vulnerabilities from the DSA, contribute to the overall long-term assessment. S2 captures challenges
linked to the large initial deficit, while ageing-related spending is expected to decline over the long term.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. However, the fiscal sub-index

points to vulnerabilities related in particular to
gross financing needs, debt, and the cyclically-
adjusted and primary deficits, which are all above
their critical thresholds, while the financial
competitiveness sub-index is contained.
Government financing needs are expected to
decline in the short term, although remaining at a
high level of about 22% of GDP in 2021-2022,
down from about 28% in 2020. Yet, financing
conditions should remain favourable, notably
supported by the Eurosystem’s interventions.
Financial markets’ perceptions of sovereign risk
remain positive, as confirmed by the CDS spread
and the high-grade ‘AA/Aa2’ rating that the three
major rating agencies assigned to French
government debt.

Medium-term fiscal sustainability risks: high

Overall medium-term fiscal sustainability risks
appear to be high, based on the DSA and S1.

Debt sustainability analysis (DSA): high risk

The DSA points to high risk, based on the baseline
— in particular the level of debt and its projected
path — as well as stochastic simulations, and
alternative and stress-test scenarios.

Baseline results: increase at

unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
annual real GDP growth averaging 0.8% in
2024-2032. Under a ‘no-fiscal-policy-change’
assumption, the structural primary balance (SPB)
is expected to remain constant (excluding changes
in the cost of ageing) at its level forecast for 2023,
namely -2.9% of GDP. Under these assumptions,
government debt would increase steadily as from
2024, to reach around 122% of GDP in 2032. Yet,
the projected SPB underpinning the baseline is
very low by French standards, indicating that the
country has significant room for tighter
positions (*?). Government gross financing needs
are projected to increase slightly over the next 10
years, reaching about 23% of GDP in 2032.

Stochastic simulations: high probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the French economy. These
stochastic simulations point to a 59% probability
of the debt ratio being greater in 2026 than in
2021. This entails a high risk given the current
level of about 115% of GDP. The uncertainty

(**) Based on available historical data, France recorded a SPB
greater than -2.9% of GDP 96% of the time. This would
suggest that the country has room for manoeuvre to adjust
its fiscal position to lower its debt-to-GDP ratio.

France
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surrounding the baseline projections is limited, as
can be seen from the relatively narrow debt
distribution cone (*3).

Alternative and stress-test scenarios:
confirmation of an increasing debt path, except if
fiscal policy reverted to historical behaviour

Fiscal policy reverting to historical behaviour
would stabilise the debt ratio at its current level.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a deficit of
1.5% of GDP), the debt ratio would remain
broadly stable over the next decade and, in 2032, it
would be about 8 pps. of GDP lower than in the
baseline. At the same time, less favourable
developments in the interest-growth rate
differential would put debt on a much steeper
upward trajectory as the high debt level exposes
France to substantial snowball effects. An ‘r-g’
differential permanently higher by 1 pp. than in the
baseline would push debt about 9 pps. of GDP
higher than in the baseline. Temporary (one-year)
financial stress, rising the market interest rate by
2.5 pps. in 2022, would increase debt by 2 pps. of
GDP by 2032 compared to the baseline.
Conversely, halving the improvement in the SPB
in 2022-2023 compared to the baseline would push
up the debt ratio by 12 pps. of GDP by 2032.

S1 indicator: high risk

The S1 indicator shows that, compared to the
baseline, the SPB would need to improve by
6.3 pps. of GDP cumulatively over 5 years, to
bring debt to the reference value of 60% by 2038.
This would bring the SPB to a surplus of 3.4% of
GDP, which appears implausible by historical
French standards (*¥). The significant value of S1
is mainly due to the distance of debt from 60% and
the unfavourable initial budgetary position
(contributing 4.1 pps. and 1.0 pps. of GDP,
respectively), but also to age-related public
spending (contributing 0.4 pps.).

Long-term fiscal sustainability risks: medium

Overall long-term fiscal sustainability risks appear
to be medium, based on S2 and the DSA.

(*®) The difference between the 10th and 90th percentiles in
2026 is around 22 pps. of GDP.
(*) France never recorded such an SPB in the past decades.

S2 indicator: low risk

S2 shows that, relative to the baseline, the SPB
would need to improve by 1.8 pps. of GDP to
stabilise the debt ratio over the long term. This
would lead to an SPB of -1.1% of GDP, which
appears  plausible by historical  French
standards (*°). The sustainability gap is entirely
due to the unfavourable initial budgetary position
(contributing 3.1 pps. of GDP), dampened by
decreasing ageing costs (contributing -1.3 pps).
The projected decline in ageing costs are primarily
related to public pension expenditure (-2.1 pps.),
though pension spending will remain high at
around 15%:% of GDP until the mid-2030s before
starting to decrease. By contrast, long-term care
and health care expenditure is projected to increase
over the projection period, each contributing about
0.6 pps. of GDP to the fiscal sustainability gap (*6).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, and historically low
borrowing costs supported by the Eurosystem’s
interventions. In 2020, more than 20% of
government debt was held by the Eurosystem. On
the other hand, several factors may aggravate
sustainability risks. Despite a lengthening of debt
maturity in recent years, the share of short-term
debt remains close to 13% of total debt. Moreover,
contingent liability risks stem from the private
sector, including via the possible materialisation of
state guarantees granted to firms and the self-
employed during the COVID-19 crisis, which
represent 5% % of GDP. The share of non-
performing loans remains significant. Although
contingent liability risks linked to the banking
sector appear limited, medium risks are identified
under more severe stress, based on SYMBOL
simulations. France’s negative net international
investment position and high private indebtedness
are also sources of vulnerability.

(*°) 55% of the SPBs recorded in France over the past were
greater than this value.

(%) Between 2019 and 2070 total ageing costs are estimated to
decline by 0.8 pp. of GDP, with increases in health care
and long-term care spending (by 1.9 pps. of GDP together)
more than offset by a decline in public pensions (-2.2 pps.
of GDP) and, to a lesser extent, education — see 2021
Ageing Report.



1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests

Country analysis

France

FR - Debt projections baseline scenario 019 2020 v pilry] A7 il N5 26 0 228 029 A0 AN 032
Gross de bt raio 3 1130 46 1137 M9 142 1M1 1164 1174 1183 195 1205 M4 113
Changes in the rafio (-+2+3) 03 7.6 04 -0 09 14 08 13 10 i1 10 10 10 09
ofwhich
(1) Primary balance (1.1+12+1.3 16 18 £.9 4.2 43 -1 -8 -0 -3 -2 -3 33 -13 -3
{1.1) Smucnral primary bafance (1.1.1-1.1.2+1.1.3) -1.8 -11 E1] -4 -29 -9 -10 -1 -11 -12 -1.2 -11 -13 -11
(1.1.1) Stuctwral pimary balance (bef. Cod) -18 -3 -6 41 -29 29 -9 29 29 -29 29 29 29 29
(1.1.2) Cost of ageing 01 02 0.2 03 04 04 0.4 05 0.5
1.1.3) Otfers (taees and property mcomes) 0.0 ] 0.0 00 00 01 01 01 01
(1.2) Cydical component 11 44 13 0.1 0.5 0.2 02 0.0 0.0 00 0.0 0.0 o 0.0
1.3) One-off and other measLTes -0.9 -1 1 -0.2 -0.2 0.0 00 0.0 0.0 00 0.0 0.0 [} 0.0
(2) Snowball effiect (2.1+2.2-23+2 4 13 ] £.8 46 212 13 19 1.7 -1 22 12 Tk} -3 14
[21) Inierest expendi e 14 13 12 11 10 1.0 09 0.9 04 04 04 1.0 10 11
(2.2) Growth effect -7 8.1 -0 41 26 0.6 11 0.8 1.0 -10 1.0 1.0 10 1.2
(2.3 infation efect 12 -24 19 18 16 17 18 14 20 -21 22 2.3 24 24
(24) Exchange rate effedt linked to the iniiest rafe 0.0 0.0 00 0.0 0.0 0.0 0o 0.0 0.0 00 0.0 0.0 00 0.0
(3 Stockflow adjustments 104 18 1.6 23 42 0.0 0.0 00 00 0.0 0.0 00 0.0 00
(3.1) Base 05 2.8 05 -0.6 0.2 0.0 00 0.0 0.0 00 0.0 0.0 00 0.0
(3.2) Adjusment due i the exchange i effet 0.1 0.0 41 0.1 0.0 0.0 0o 0.0 0.0 00 0.0 0.0 00 0.0
FPromemoria
Structural baance -3 A £7 5 -8 -38 -39 A0 -40 41 A2 -2 A3 44
Gross finandng needs 166 832 21 194 00 A3 28 il N6 FAR] 227 228 8
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2. Risk classification and sustainability indicators summary tables
X Debt sustainability analysis (detail)
Short Medium Fnancial DSA 2 Long
term term B Historical ~ Adverse '_r-g' pos— Lower SPB Sm.cha.slic term
SPB scenario . scenario projections H
scenario I
MEDIUM  :
robability debt higher H
if. between percentiles
S0 indicator 2009 2021 Critical threshold
Overall index 0.39 0.45 0.46
Fiscal sub-index 0.96 0.69 0.36
Financial competitiveness sub-index 0.09 0.33 0.49
2021 FSR
2020 DSM . Lower TFP AWG risk
Baseline N
S1indicator growth scenario
Overall index 4.4 6.3 6.3 6.8
of which Initial budgetary position -1.1 1.0 11 11
Cost of delaying adjustment 0.5 0.7 0.7 0.8
Debt requirement 4.8 4.1 4.1 4.1
Ageing costs 0.3 0.4 0.4 0.8
Required structural primary balance related to S1 3.0 34 35 4.0
2021 FSR
2020 DSM . Lower TFP AWG risk
Baseline th scenario
S2 indicator grow
Overall index -11 18 2.8 5.0
of which Initial Budgetary position 1.7 31 33 3.1
Ageing costs -2.8 -1.3 -0.5 19
of which Pensions -3.2 -2.1 -1.3 -2.1
Health care 0.2 0.6 0.6 16
Long-term care 0.5 0.7 0.7 29
Others -0.3 -0.5 -0.4 -0.5
Required structural primary balance related to S2 -2.6 -1.1 -0.1 2.1
3. Financial information
%0 Market perception of sovereignrisk - FR c Profile redemption for existing securities and official loans, as of Nov. 2021 - FR
0 (%3 Total stock of maturing securities and official loans (% GDP): 86.15
o & o
B3
g 18
L, 60 BL 16
£ Ba3
5 50 Ba2 14
s Bal .,
'z 40 Baa3 o
& Baa2 3 10
@ y
20 A6
0 b, /AN P
' N T e — N 7 A2
aa
0
201701 201707 201801 201807  2019-01  2019-07 202001 202007 202101  2021-07 W Y 2y &Y &y B 6 T &Y 9 1y 1y 12v Beyom
Leftover Residual Maturity 12V
=10-year yield spreads ====CDS Spread ====SovCISS Moody's rating (RHS) = Maturing securities  m Official loans
Sovereign Ratings Local currency Foreign currency Sovereign yield
as of Nov. 2021, FR | long term |short term{long term [short term| spreads (bp)*- 10vear
Moody's Aa2u Aa2u as of October i
S&P AU Al+u A ALty 2021
Fitch AA AA Fl1+
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Public debt structure -
FR (2020)

5. Risks related to government's contingent liabilities

Share of government debt
by non-residents (%):
48.6

Net International
Investment Position (IIP)

General government contingent liabilities | FR | EU

2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 12.0 12.0 12.0 116 17.1 81

ofwhich  One-off guarantees 9.7 9.7 9.6 9.3 145 71

Standardised guarantees 22 23 24 2.3 2.6 11

Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3

2016 2017 2018 2019 2020 2020

Liabilities and assets outside gen. gov. under guarantee 2.0 1.6 15 13 13 0.9

Contingent liabilties of gen. Securifies issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
gov. related to support to specilpupose enty

financial instittions (% GDP)| - " " 00 | 00 | 00 | 00 | 00 | 00

Total 2.0 16 15 13 13 0.9

Government's

contingent liability
risks from banking
sector - FR (2020)

6. Realism of haseline assumptions

Average level of Structural Primary Balance (23-32) - FR

Share of non-
performing loans

(%):

2.1

-19
40 29
-42
6.0
Percentile rank
100% .
_—57% -1 W 9.7%
50%
0%
Baseling Historical SPB scenario Lower SPB scenario
Debtas % of GDP - FR
1550
1450
1350
1250
1150
1050
9.0
850 . . . . . . . . . . . . . . . ,
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

——Baseline = == Baseline_Autumn Forecast 2020

= = Baseline_Autumn Forecast 2019

Country analysis
France

NPL coverage

ratio (%)  [needs (SYMBOL):

49.4

Probability of govt cont. liabilities (>3% of
GDP) linked to banking losses and recap

Stressed
0.84%

9% of GDP Historical debt
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Macro-fiscal assumptions, France Levels Averages

1. Baseline scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 146 1137 1129 1185 1205 1223 137 184 1172
Primary balance 69 42 25 32 33 A3 45 31 35
Structural primary balance (before CoA) S56 41 29 29 29 29 42 29 32
Real GDP growth 6.5 38 23 09 09 10 42 08 17
Potential GDP growth 12 15 16 09 09 10 14 09 11
Inflation rate 08 14 14 18 19 20 12 18 16
Implicit interest rate (nominal) 11 10 09 08 08 09 10 08 09
Gross financing needs 21 206 194 26 22 28 200 25 14
2. SCP scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 46 1137 1126 1212 1242 1269 1136 1201 1192
Primary balance 69 42 30 37 38 -38 A7 36 -39
Structural primary balance (before CoA) S56 41 38 34 34 34 45 34 37
Real GDP growth 6.5 38 30 09 09 10 44 08 17
Gross financing needs 2B1 206 198 24 B3 40 22 23 20
3. Historical SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 146 1137 1129 1157 1149 1143 137 151 147
Primary balance 69 42 25 21 19 20 45 22 28
Structural primary balance (before CoA) S56 41 29 15 15 1B 42 18 24
Real GDP growth 6.5 38 23 11 11 10 42 08 17
Gross financing needs 21 206 194 22 22 24 200 202 204
4. Financial stress scenario 0 202 023 2028 200 203 2021-3 202432 2021-32
Gross public debt 146 1143 1137 1203 1225 1245 1142 1201 1186
Implicit interest rate (nominal) 11 15 12 09 10 1.0 13 1.0 11
Gross financing needs 21 21 198 20 27 283 23 29 218
5. Lower SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32 2021-32
(Gross public debt 1146 1135 1133 1257 1300 1341 1138 1254 1225
Primary balance 69 46 33 46 46 AT 50 44 45
Structural primary balance (before CoA) S56 0 49 42 42 42 42 49 42 44
Real GDP growth 6.5 44 26 09 09 10 45 08 17
Gross financing needs 21 A3 02 B8 49 HI 25 B1 22
6. Exchange rate depreciation scenario 00 202 2023 2028 200 203 2021-3 202432 2021-32
(Gross public debt 146 1142 1138 1194 1213 1231 1142 1193 1180
Exchange rate depreciation 00% 00% 00% 00% 00%  0.0% 00% 00%  00%
Gross financing needs 21 6 196 27 24 29 201 26 25
7. Adverse interest-growth rate differential scenario 0 202 023 2028 200 203 2021-3 202432 2021-32
(Gross public debt 146 1144 1142 1289 1277 1314 1144 1238 1215
Implicit interest rate (nominal) 11 11 11 11 12 13 11 11 11
Real GDP growth 6.5 33 18 04 04 05 39 03 12
Gross financing needs 21 08 198 271 W1 UI 22 21 23




Country analysis

CROATIA

Short-term risks: low. No short-term vulnerabilities are identified for Croatia, according to the SO
indicator. Gross financing needs should decline in the short term, and sovereign financing conditions are
expected to remain favourable.

Medium-term risks: high. Over the medium term, fiscal sustainability risks are high overall, based on
medium risks from the sustainability gap indicator S1 and high vulnerabilities from a debt sustainability
analysis (DSA) perspective. In the baseline, debt — currently at 82% of GDP - is overall projected to
decline compared to its 2021 level, reaching 77% of GDP in 2032. Similar dynamics obtained under
possible macro-fiscal shocks also contribute to this assessment.

Long-term risks: medium. Low risks from the sustainability gap indicator S2, combined with high
vulnerabilities from the DSA, contribute to the overall long-term assessment. The low value of S2 reflects

the fact that the projected decline in ageing costs partially offsets the initial deficit.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. Both the fiscal and the financial-
competitiveness sub-indices are also below their
critical thresholds. Government financing needs
are expected to decline in the short term, to about
12.5% of GDP in 2021-2022, from about 21% in
2020. Moreover, financing conditions should
remain favourable. Financial markets’ perceptions
of sovereign risk have improved in recent years, as
confirmed by the CDS spread and the upgrade to
investment grade that two of the three major rating
agencies assigned to Croatian government debt.

Medium-term fiscal sustainability risks: high

Overall medium-term fiscal sustainability risks
appear to be high, based on the DSA and S1.

Debt sustainability analysis (DSA): high risk

The DSA points to high risk, based on the baseline
— in particular the level of debt and its projected
path — as well as stochastic simulations, and
alternative and stress-test scenarios.

Baseline results: debt overall declines compared
to its current level

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
annual real GDP growth averaging 1.2% in
2024-2032. Under a ‘no-fiscal-policy-change’

assumption, the structural primary balance (SPB)
is expected to remain constant (excluding changes
in the cost of ageing) at its level forecast for 2023,
namely -1.4% of GDP. Under these assumptions,
government debt would decline until 2026 but
increase again afterwards, to reach 77% of GDP in
2032, still remaining below its current level. The
assumed SPB underpinning the baseline, although
negative, appears already within the higher range
of the historical distribution for the country (+).
After declining until 2025, government gross
financing needs are projected to increase again,
reaching 14% of GDP in 2032.

Stochastic simulations: low probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Croatian economy.
These stochastic simulations point to a 21%
probability of the debt ratio being greater in 2026
than in 2021. This entails a low risk, given also the
current level of 82% of GDP. Yet, the uncertainty
surrounding the baseline projections is not
negligible, as can be seen from the relatively wide
debt distribution cone (“8).

(*"y Based on available historical data, Croatia recorded a SPB
above -1.4% of GDP only 48% of the time. This would
suggest that the country has moderate room for manoeuvre
to adjust its fiscal position to lower its debt ratio.

(*®) The difference between the 10th and 90th percentiles in
2026 is around 29 pps. of GDP.

Croatia
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Alternative and stress-test scenarios:
confirmation of a likely debt increase as from the
late 2020s

Various alternative scenarios confirm  the
dynamics envisaged in the baseline. All point to
the prospect of a debt ratio declining until 2026
before rebounding to a range of 76% to 83% of
GDP in 2032. In particular, as the SPB envisaged
in the baseline is close to Croatia’s historical
average of the last 15 years (a deficit of 1.2 % of
GDP), reverting to historical behaviour would
reduce the debt ratio only slightly, namely by 1 pp.
of GDP by 2032, compared to the baseline.
Similarly, given the limited fiscal consolidation
expected for 2022-2023, halving the forecast
consolidation would increase the 2032 debt level
by only 2 pps. of GDP compared with the baseline.
A permanent adverse shock on the interest-growth
rate differential — increasing the ‘r-g’ differential
by 1 pp. compared to the baseline — would result in
a debt ratio higher by about 6 pps. of GDP by 2032
compared with the baseline. Finally, temporary
(one-year) financial stress rising the interest rate
by 1 pp. in 2022 would not change the 2032 debt
projection significantly.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the SPB would need to improve by
1.6 pps. of GDP cumulative over 5 years to bring
the debt ratio to the reference value of 60% by
2038. This would bring the SPB to 0.2% of GDP,
which is very ambitious by historical
standards (“°). The value of S1 is mainly due to the
distance of debt to 60% of GDP and to the
projected age-related public spending (contributing
1.4 pps. and 0.2 pp. of GDP, respectively), while
the initial budgetary position would make a small
negative contribution (-0.2 pp.).

Long-term fiscal sustainability risks: medium

Overall long-term fiscal sustainability risks appear
to be medium, based on S2 and the DSA.

(*°) Only 23% of the SPBs recorded in Croatia over the
available past data were larger than this value.

S2 indicator: low risk

S2 shows that, relative to the baseline, the SPB
would need to improve by 1.3 pps. of GDP to
stabilise the debt ratio over the long term. This
would bring the SPB close to balance (at -0.1% of
GDP), which is fairly ambitious by historical
standards (*°). The sustainability gap entirely
stems from the unfavourable initial budgetary
position (contributing 1.8 pps. of GDP), partially
offset by the projected decline in age-related
public spending (-0.5 pp. of GDP). The projected
decrease in ageing costs is primarily related to
public pensions (-1.1 pps.), while expenditure on
health care and long-term care is projected to
increase (joint contribution of 0.8 pps.) (°1).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), historically
low borrowing costs and the potential impact on
long-term growth of reforms under the recovery
and resilience plan (°2). On the other hand, several
factors may aggravate sustainability risks, in
particular Croatia’s negative net international
investment position and the recently evidenced
decline in population (). State guarantees granted
to firms and self-employed during the COVID-19
crisis were limited and do not result in major
contingent liability risks. The share of non-
performing loans remains high; nevertheless,
contingent liability risks linked to the banking
sector appear limited, based on the SYMBOL
simulations.

(*®) Only 31% of the SPBs recorded in Croatia over the past
were greater than this value.

(®Y) Between 2019 and 2070, ageing costs are estimated to
decrease by 0.3 pps. of GDP (pensions and
education: -1.2 pps, health care and long-term care:
+0.9 pp.) — see 2021 Ageing Report.

() The baseline projections take into account the expected
impact of investment but not of structural reforms, as it is
more difficult to quantify at this stage.

(*®) As evidenced by the 2021 census, published after the
2021 Ageing report and therefore not reflected in it.
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HR - Debt projections baseline scenario | oo [ 2020 [ 20m [ 02 | o023 | a4 | o0o5 | oo | oo | ooes | 2029 | 20m0 | am | 20w

Gross debt ratio 7.1 87.3 82.3 79.2 779 75.1 734 72.6 744 747 75.1 75.7 76.3 76.7)
Changes in the ratio (-1+2+3) 2.2 16.2 5.0 3.1 -13 28 17 08 18 03 0.4 0.6 0.6 0.4
of which
(1) Primary balance (1.1+1.2+1.3) 25 54 24 -14 0.7 0.1 01 04 -16 17 17 1.7 1.7 -1.6
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.8 2.8 -18 -1.9 -14 -14 -15 -16 -16 -1.7 -17 -17 -17 -16
(1.1.1) Structural primary balance (bef. CoA) 0.8 2.8 -18 -1.9 -14 -14 -14 -14 -14 -14 -14 -14 -14 -14
(1.1.2) Cost of ageing 0.0 0.1 0.2 0.3 0.3 0.3 0.3 0.3 0.3
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 16 27 0.6 0.5 0.6 13 14 12 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -16 8.3 6.7 44 2.6 2.8 -18 -13 0.2 -14 -13 -11 -11 -1.2
(2.1) Interest expenditure 2.2 2.0 17 15 14 13 12 11 1.0 1.0 0.9 0.9 0.9 0.9
(2.2) Growth effect 24 6.3 6.4 -4.3 25 21 -15 -1.0 0.5 0.9 0.8 05 05 0.6
(2.3) Inflation effect -14 0.1 20 1.7 -14 -14 -14 -14 -14 -14 -14 -15 -15 -15
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 1.9 24 0.6 0.1 0.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.) Base 18 15 04 0.0 0.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adj due to the exchange rate effect 0.1 0.9 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria

Structural balance

-13 -4.7 -35 -3.4 2.1 2.1 -2.6 2.7 2.7 -2.6 -2.6 -2.6 -2.6 -2.6

14.0 214 130 122 122 109 109 113 128 131 134 138 141 142
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

1 :
n : 1 H
S1 ) Historical ~ Adverse 'r-g' FIEEE  \orer 695 @rdliesis DSA S2 Long term :
term . Baseline ) stress . P 1 :
: SPB scenario scenario  projections :
: scenario I
‘ Risk category vebiuv veoiov [BBGEEM MEDIUM  MEDIUM | LOW. | 1
Debt level (2032) 76 7 75.7 82.6 71.2 78.5 :
MEDIUM Debt peak year | MEDIUM
(S1=1.6) : Percentile rank 48 4% 47.5% 48.4% 48.4% 49.9% |
* Probability debt higher I
* DIf. between percentiles I

S0 indicator 2009 2021 Critical threshold
Overall index 0.84 0.38 0.46
Fiscal sub-index 0.64 033 0.36
Financial competitiveness sub-index 0.93 041 0.49
2021 FSR
2020 DSM i
. Baseline Lower TFP growth AWG ”.Sk
Sl indicator scenario
Overall index -15 1.6 16 2.0
of which Initial budgetary position -2.0 0.2 0.1 0.1
Cost of delaying adjustment -0.2 0.2 0.2 0.2
Debt requirement 16 14 13 14
Ageing costs -0.9 0.2 0.2 05
Required structural primary balance related to S1 -0.6 0.2 0.2 0.6
2021 FSR
2020 DSM i
Baseline Lower TFP growth AWG ".Sk
S2 indicator scenario
Overall index 2.1 13 16 39
of which Initial Budgetary position 0.3 18 19 18
Ageing costs -1.8 0.5 0.3 20
of which Pensions -2.5 1.1 0.9 11
Health care 08 0.6 0.6 15
Long-term care 03 0.2 0.1 18
Others 0.3 0.1 0.2 0.1
Required structural primary balance related to S2 -12 0.1 0.3 25
3. Financial information
300 Market perception of sovereign risk - HR c Profile redemption for e><|st|ng securities and official loans, as of Nov. 2021 - HR
o Totalstock of maturi GoP): 6438
250 oY)
M gg
200 B0
g 3
5 ~ A B,
2150 Bal
2 Baad o
@ Baa2 5 6
100 %ﬂi s
R
50 ‘N
A2 2
Adl
0 - - - - - - - - - A
00701 201707 201801 201807 201901 201907 202001 202007 202101 202107 W Y oy % 4y S 6 T 8 9 v uy v sy
Leftover Residual Maturity 12y
= 10-year yield spreads ====CDS Spread ===S0vCISS ==—Moody’s rating (RHS) B Maturing securities @ Official loans
Sovereign Ratings Local currency Foreign currency | sovereign yield
long term |short term| long term [short term spleadsg(h:)*ras 10year
Bal Bal of October 2021
BBB- A3 BBB- A3
BBB BBB F3
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4. Risks related to the structure of public debt financi ional Investment Position

biic deb Share of short-term Net International
:; (IZCOZ(?) structure - government debt (%): Investment Position (IIP)
6.0
5. Risks related to government's contingent liabilities
General government contingent liabilities | HR \ EU
2016 2017 2018 2019 2020 2020
State guarantees (% GDP) 26 26 14 11 17 8.1
ofwhich  One-off guarantees 26 26 14 11 17 71
Standardised quarantees 0.0 0.0 0.0 0.0 0.0 11
Public-private partnerships (PPPs) (% GDP) 0.1 0.1 0.1 0.1 0.1 0.3
2016 2017 2018 2019 2020 2020
Liabilities and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 0.9
Contingent liailtes of 98N |securides issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
qov. related to support to Specialpupose rty
financialinstitutions (% GDP)|™+— P 00 | 00 | 00 | 00 | 00 | 00
Total 0.0 0.0 0.0 0.0 0.0 0.9

Probability of govt cont. liabilities (>3% of

Govgrnmenltl:blll NPL coverage |GDP) linked to hanking losses and recap
clontlngent i |.|ty ratio (%)  [needs (SYMBOL):
risks from banking

sector - HR (2020)

62.0

6. Realism of baseline assumptions

Average level of Structural Primary Balance 23 32)-
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Macro-fiscal assumptions, Croatia Levels Averages

1. Baseline scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 83 7192 119 AT BT 167 798 749 761
Primary balance 24 4 07 L7 L7 -16 150 12 A2
Structural primary balance (before CoA) 18 19 14 14 14 14 A7 14 14
Real GDP growth 8.1 56 34 13 0.7 08 57 12 23
Potential GDP growth 29 31 30 13 0.7 08 30 14 18
Inflation rate 24 2.1 19 19 20 20 21 19 20
Implicit interest rate (nominal) 22 20 18 14 13 12 20 14 16
Gross financing needs BO 122 12 131 138 142 125 1 17
2. SCP scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 823 792 180 795 823 81 798 796 797
Primary balance 24 4 20 21 2121 16 21 20
Structural primary balance (before CoA) A8 19 20 24 24 24 19 24 23
Real GDP growth 8.1 56 39 13 0.7 08 59 12 23
Gross financing needs BO 122 126 147 157 164 126 143 139
3. Historical SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 83 7192 M9 743 7O 75T 798 745 758
Primary balance 24 14 07 15 15 15 15 00 12
Structural primary balance (before CoA) 1819 14 120 12 12 A7 12 A3
Real GDP growth 8.1 56 34 13 0.7 08 57 12 23
Gross financing needs B0 2 12 129 B5 139 125 126 125
4. Financial stress scenario 000 202 2023 2028 2030 2032 2021-23  2024-32  2001-32
Gross public debt 823 793 781 1 61 T2 799 B3 764
Implicit interest rate (nominal) 2.2 2.2 19 14 13 13 21 15 16
Gross financing needs BO 123 13 132 139 143 25 18 11
5. Lower SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt g3 191 T8 BT 711 785 97 B9 768
Primary balance 24 13 08 19 19 19 15 14 14
Structural primary balance (before CoA) A8 47 16 16 -6 -6 17 16 -6
Real GDP growth 8.1 54 37 13 0.7 08 58 12 23
Gross financing needs BO 120 123 135 142 W7 4 B1 129
6. Exchange rate depreciation scenario 020 2022 2003 2008 2030 23 2021-23  2024-32  2021-32
Gross public debt 83 806 809 T4 T8I 792 813 716 785
Exchange rate depreciation 00% 16% 16% 00% 00%  0.0% 11% 00% 03%
Gross financing needs B0 14 126 135 142 146 27 131 130
7. Adverse interest-growth rate differential scenario 020 2022 2023 2028 2030 2032 202023 2004-32 202132
Gross public debt 823 796 188 781 803 826 802 784 788
Implicit interest rate (nominal) 2.2 21 20 17 16 16 21 17 18
Real GDP growth 8.1 51 29 08 0.2 03 54 07 19
Gross financing needs BO 123 124 138 U471 154 1226 135 132
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Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks However,
gross financing needs remain large. Sovereign financing conditions are expected to remain favourable,

notably supported by the Eurosystem’s interventions

Medium-term risks: high. Over the medium term, fiscal sustainability risks appear to be high overall,
both according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently around 155% of GDP, is projected to continue rising, reaching
around 161% of GDP in 2032 in the baseline. The sensitivity to possible macro-fiscal shocks also

contributes to this assessment.

Long-term risks: high. Over the long term, medium risk from the sustainability gap indicator S2,
combined with high vulnerabilities from the DSA contribute to the overall assessment. The S2 indicator
mainly captures risks linked to the unfavourable initial budgetary position.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. However, the fiscal sub-index
points to short-term vulnerabilities (notably due to
gross financing needs and the share, as % of GDP,
of short-term public debt being above the critical
threshold). Government financing needs are
expected to remain large in the short term (about
28% of GDP in 2021-2022), although slightly
declining compared with 2020. Yet, financing
conditions should remain favourable, notably
supported by the Eurosystem’s interventions.
Financial markets’ perceptions of sovereign risk
are stable, as confirmed by the CDS spread and the
recent improvement in the ratings that the three
major rating agencies assigned to Italian
government debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): high risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a high risk.

Baseline results: increase at
unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential over
the projection period, with real GDP growth

hovering around 1% over 2024-2032. Under a ‘no-
fiscal policy change’ assumption, debt would
stabilise (at around 150% of GDP) until 2026, to
then start rising as of 2027. Between 2023 and
2032, debt would increase by 10.6 pps., reaching
around 160% of GDP in 2032. Yet, these baseline
projections assume a structural primary balance
(SPB) of -2.1% of GDP before ageing costs,
leaving substantial scope for fiscal
consolidation. (%) Government gross financing
needs are projected to slightly increase over the
next 10 years, reaching around 29% of GDP in
2032.

Stochastic simulations: high probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Italian economy. These
stochastic simulations point to a 41% probability
of the debt ratio in 2026 being greater than in
2021, entailing high risk given the current level of
around 155% of GDP. In addition, such shocks
point to significant uncertainty surrounding the
baseline projections, as can be seen from the wide
debt distribution cone. (*)

(**) Based on available historical data, Italy recorded an SPB
greater than -2.1% of GDP in 75% of the cases. Therefore,
the country has room to improve its fiscal position and
lower its debt-to-GDP ratio.

() The difference between the 10th and 90th percentile in
2026 is around 43 pps. of GDP.

Italy
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Alternative and stress-test scenarios: important
vulnerabilities, but reverting to historical
behaviour would reduce risks

Fiscal policy reverting to historical behaviour
would bring the debt ratio towards a stable path.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a surplus of
1.7% of GDP), the debt ratio would be about 24
pps. of GDP lower than in the baseline and be put
on a downward path. On the other hand, more
adverse developments of the interest-growth rate
differential than assumed under the baseline would
have a sizable impact on the debt-GDP ratio, given
its current high value. A permanently higher ‘r-g’
differential (by 1 pp.) than in the baseline would
entail a debt ratio in 2032 about 13 pps. of GDP
higher than in the baseline. If a temporary (one-
year) episode of financial stress pushed up interest
rates by 4.8 pp. in 2022, the 2032 debt projection
would be some 6 pps. of GDP higher than in the
baseline. If only half of the projected improvement
in the SPB in 2022-2023 were to occur, the 2032
projected debt would be higher by around 12 pps.
of GDP relative to the baseline.

S1 indicator: high risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 10.3 pps. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of 8.2% of GDP,
which is very ambitious by Italian standards. (*°)
This significant value of S1 value is mainly related
to the distance of the debt ratio from the 60%
reference value (contribution of 6.5 pps. of GDP),
the unfavourable initial budgetary position
(contribution of 1.4 pps. of GDP), and the
projected age-related public spending (contribution
of 1.1 pps. of GDP).

Long-term fiscal sustainability risks: high

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by

(*®) None of the past Italian SPBs were larger.

2.1 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring
the SPB to balance, which is attainable by Italian
standards. (°") This sustainability gap is driven by
the initial budgetary position (2.6 pps. of GDP),
mitigated by a slight decrease in projected ageing
costs (contribution of -0.5 pps. of GDP). Ageing
costs’ future developments are primarily related to
the projected decrease of public pension
expenditure (contribution of -1.9 pps. of GDP),
though pension spending will continue to increase
to reach a peak of 18% of GDP in 2036 before
starting to decrease. Health and long-term care
spending is instead projected to increase over the
projection period (contribution of around 0.8 pps.
of GDP, respectively). (%)

In sum, over the long term fiscal sustainability
risks appear to be high overall, based on the
sustainability gap indicator S2 combined with the
DSA risk assessment (see previous section).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
the currency denomination of debt, and historically
low borrowing costs, notably supported by the
Eurosystem’s interventions. At the end of 2020,
more than 20% of government debt was held by
the Eurosystem. Italy’s positive net international
investment  position also helps  mitigating
vulnerabilities. Other factors aggravate risks. The
ratio of short-term government debt (in terms of
GDP) is non-negligible. Risk-increasing factors are
also related to contingent liability risks from the
private  sector, including  via  possible
materialisation of sizeable state guarantees granted
to firms and self-employed during the COVID-19
crisis. Contingent liability risks stemming from the
banking sector identify medium risks under a
severe stress scenario (based on the SYMBOL
simulations).

(") 60% of the SPBs recorded for the country over 1980-2021
were greater than this value.

(*®) Between 2019 and 2070, total ageing costs are estimated to
decrease by -0.1 pps. of GDP (among which public
pensions by -1.8 pps. of GDP) — see 2021 Ageing Report.
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1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests

IT - Debt proections baseline scenario | ov19 | 200 | 2021 [ 2000 | 202 [ 2004 [ 2025 | 205 [ oor | 2m | oms | w3 | 20 | 22
Gross debt atio 143 1556 1544 1514 1510 1506 1503  150.3 1526  153.5 1548 157 1591  161.§
Changes in the rafio [-1223) 02 M4 13 30 04 04 02 00 22 10 14 18 24 25
of which
(1) Primary balance (1 #+12+13) 18 61 58 28 14 45 15 A7 25 27 30 -2 34 -3
(1.4) Structural primary balance (11.1-11.2+11.3) 14 45 46 31 21 20 22 -23 25 2T 30 -32 34 -36
1.4.1) Stucturl primary balance (bef Cod) 14 45 46 31 21 24 21 21 24 2t 2t 21 21 2
141.2) Cost of ageing 01 00 02 04 07 10 13 15 18
11.3) Others (taxes and propery incomes) 00 00 00 01 0t 01 02 02 03
{1.2) Cyclical component 04 47 18 01 05 06 0.6 06 0.0 0.0 0.0 0.0 0.0 0.0
{1.3) Oneoff and oher temporary o1 0.1 04 0.3 02 00 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0
[2) Snowball effect (2142 2+2 3424} 16 148 73 56 26 18 18 A7 03 18 16 14 10 A4
(2.4) bterst expenditure 34 35 34 29 28 27 26 25 25 26 26 27 28 30
(22) Growth effect 05 130 90 62 -34 24 21 49 03 17 14 12 08 -08
(2.3) flafion effect 42 45 16 22 20 21 22 24 25 26 28 <29 31 -3
[24) Exchange rate eflect inked o the inferest rate 00 0.0 00 00 00 00 00 00 00 00 0.0 00 00 00
13) Stock fiow adjustments 0.0 03 01 .04 08 0.0 0o 0.0 00 0.0 00 0.0 00 0.0
(34) Base 00 03 o1 04 08 00 00 00 00 00 0.0 00 00 00
32) Adjustnent due 1 the exchange rate effect 00 0.0 00 00 00 00 00 00 00 00 0.0 00 00 00
Pro memoria
Siructural baance 20 -50 B0 8% 49 47 47 4% 50 B3 86 5% 62 64
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2. Risk classification and sustainability indicators summary tables

Short

Medium
4 §1

Risk category

Debt level (2032)

Dbt peak year

Percentile rank

Probability debt higher

Dif. between percentiles

Historical
B

Debt sustainability analysis (detail)

Adverse r-gf
SCEMario

Financial
stress
08 Mario

Lower SPB  Stochastic DSA 52 ngtenn

SCENArio projections

MEDIUM
: (52=2.1)

50 indicator 2009 2021 Critical threshold
Overall index 0.58 0.28 0.46
Figcal subrindex 0.9 0.69 0.36
Finandial competitiveness sui-index 0.38 0.07 0.49
201 FSR
2020 D5M . AWG risk
1 indicator Baseline Lower TFP growth scenario
Overall index 92 10.3 104 10.6
of which fnitial buogetary position az 14 16 14
Cost of defaying adjustment 1.2 13 13 13
Delt requirement 835 85 684 85
Ageing costs 14 11 11 14
Required structural primary balance related o §1 94 8.2 83 85
2021 FSR
2020DsM Basne  LowerTFPgrowth o sk
52 indicator scenario
Overall index 11 21 3 37
of which Initial Budgetary position 05 26 29 26
Ageing costs 06 05 02 11
of which Pensions -1.8 -19 1.2 -19
Heaith care 06 08 08 13
Long-term care 1.8 09 08 18
Cthers 01 03 03 03
Required structural primary balance related to 82 12 0.0 0.9 1.6
3. Financial information
30 Market perce ption ofsoversignrisk - IT I Frofle mhm}nm i:re:n_‘.nng =ecurities ard official loans, as of Nov. 2021- IT
c%j Tatalstack k15
=l =
B2
g B
S50 S B3
1 N \v\’\_—b B,
_ a
il M g
DO W7 WIB0L MIBG NIO0  NI0T 0001 0007 N0 0007 0 e
Lefiorer Resitiel Metwity oy
— e visldapreads m—CDS Spresd = S0v(155 Moody's rating (RHS) a)Bhwing morifies @ Oficial loans

Sovarsign j Bid
eprazds (bpf -28
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Country analysis
Italy

Net International
Investment Position (IIF)

T {2020

(General government contingent liahilities | T | EU
M6 | 2017 | 2M8 | 2019 | 200 | 2020
State guarantees (% GDP) 24 39 43 438 132 81
ofwiich  One-of uaraniees 12 25 26 29 b1 71
Stndardisadguasnizes 12 14 17 19 L] 11
Public-private partnerships (PPPs) (% GDP) 00 0o 00 00 00 03
M6 | 2017 | 2M8 | 2019 | 200 | 2020
) . a0 5 0dside gen Quu undergu 04 13 09 12 06 09
Contingent liabilities o &M |q.ersies issued uner iouidy s mes 00 00 00 00 00 0D
gov. related tosuppart to e ) ’ ’ ’ ’ ’

financial nstitutions (% GDP) pecE punise ey 00 0.0 0.0 0.0 00 00
Toal 04 13 09 12 06 09

Government's
contingent liability
risks from banking
sector - IT (2020)

8. Realism of baseline assumptions

Average kvl of Strue tural Primary Balame (23-32)- IT

a7
i) IIIII.
.
21
40 a1
Percentile rank
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LG
W -
s
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13017

Probability of govt cont. liabilities (3% of
NPLcoverage |GOF) linked to banking losses and recap
ratio (%)  [needs {SYMBOL):

53.5
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Macro-fiscal assumptions, Kaly Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1544 1514 1510 1535 1567 1616 1522 1544 1539
Primary balance 59 2% 44 27 32 36 -34 26 28
Structural primary balance (before CoA) 46 -1 2.1 2.1 2.1 2.1 430 24 24
Real GDP growth 6.2 43 23 11 08 08 43 10 18
Potential GOP growt 0.3 1.1 13 11 08 08 09 10 10
Inflation rate 1.1 15 14 18 19 20 13 17 18
Impiicit interest rate: (nominal) 24 20 1.9 17 18 19 21 18 1.9
Gross financing needs 00 262 258 266 276 289 213 266 268
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1544 1514 1509 1527 1554 199 1522 1536 1533
Primary balance 59 2% 45 25 30 -4 S5 24 26
Structural primary balance (before CoA) 46 -1 23 49 49 19 430 48 22
Real GDP growth 6.2 43 25 11 08 08 43 09 18
Gross financing needs 00 262 259 262 212 284 214 263 268
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1544 1514 1510 1453 1397 1372 1522 1446 1465
Primary balance 59 29 -4 05 06 02 -34 02 0.7
Structural primary balance (before CoA) 46 -1 2.1 17 17 17 -33 11 0.0
Real GDP growth 6.2 43 23 17 14 08 43 10 18
Gross financing needs 00 262 258 26 A7 U8 23 21 19
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1544 1533 1537 1588 1626 1679 1538 1595 1581
Impiicit interest rate: (nominal) 24 33 25 20 20 21 27 21 22
Gross financing needs 00 82 270 77 288 301 284 28 219
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1544 1510 1514 1605 1659 1732 1522 1612 1590
Primary balance 59 940 23 400 44 48 38 38 -3.8
Structural primary balance (before CoA) 46 40 330 330 33 43 40 33 435
Real GDP growth 6.2 49 24 11 08 08 45 09 18
Gross financing needs 00 269 266 287 301 A8 28 287 285
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 1544 1514 1510 1536 1568 1617 1523 1545 1539
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 00 262 259 66 276 289 214 266 268
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 1544 1523 1529 1612 1670 1748 1532 1622 1600
Impiicit interest rate: (nominal) 24 21 21 21 22 23 22 21 21
Real GDP growth 6.2 38 18 08 03 0.1 39 05 13
Gross financing needs 00 265 264 282 07 A6 216 283 281




Country analysis

CYPRUS

Short-term risks: high. Overall short-term vulnerabilities are identified for Cyprus, according to the SO
indicator. However, after the peak recorded in 2020, gross financing needs should revert to low levels in
the short term. Also, sovereign financing conditions are expected to remain favourable, notably supported
by the Eurosystem’s interventions.

Medium-term risks: medium. Over the medium term, fiscal sustainability risks appear to be medium
overall, both according to the sustainability gap indicator S1 and from a debt sustainability analysis
(DSA) perspective. Government debt, currently at 104% of GDP, is projected to substantially decrease in
the baseline, yet remaining above the 60% of GDP threshold in 2032. The sensitivity to possible macro-
fiscal shocks also contributes to this assessment.

Long-term risks: medium. Over the long term, low risks from the sustainability gap indicator S2,
combined with medium vulnerabilities from the DSA contribute to the overall assessment. The S2

indicator mainly captures budgetary pressures stemming from population ageing.

Short-term fiscal sustainability risks: high

The value of the early-detection indicator of fiscal
stress, the SO indicator, is above its critical
threshold, signalling overall short-term
vulnerabilities. The fiscal sub-index points to
short-term vulnerabilities (notably due to the
cyclically-adjusted balance and net government
debt), similarly to the financial competitiveness
sub-index which indicates vulnerabilities too
(notably due to the large current account deficit
and the negative net international investment
position). Government financing needs are
expected to remain low in the short term (about 4-
5% of GDP in 2021-2022), substantially declining
compared with 2020. (*) Financing conditions
should remain favourable, notably supported by
the Eurosystem’s interventions. Financial markets’
perceptions of sovereign risk are positive, as
confirmed by the CDS spread and the ‘BBB-’
rating that the three major rating agencies assigned
to Cypriot government debt.

Medium-term fiscal sustainability risks: medium

Debt Sustainability Analysis (DSA): medium risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a
medium risk.

(*) The strong reduction of GFN in 2021 is based on the
assumption that GFN would be partly covered by the use of
cash deposits.

Baseline results: debt on a downward path

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 1.8% in 2024-
2032. Under a ‘no-fiscal policy change’
assumption, debt would continue to fall, by some
16 pps. between 2023 and 2032, when it would
reach 78% of GDP. These baseline projections
assume a constant structural primary balance
before ageing costs (SPB) at its forecast deficit for
2023, namely -0.2% of GDP. This value, although
close to balance, appears already within the higher
range of the historical distribution for the
country (%%). Government gross financing needs
are projected to increase to 9% of GDP in 2032.

Stochastic simulations: limited probability that
debt will not stabilise by 2026, but high
uncertainty

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Cypriot economy. These
stochastic simulations point to a 16% probability
of the debt ratio in 2026 being greater than in
2021, entailing medium risks given the current
level of 104% of GDP. In addition, such shocks
point to significant uncertainty surrounding the

(*) Based on available historical data, Cyprus recorded a SPB
greater than -0.2% of GDP in only 42% of the cases.

Cyprus
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baseline projections, as can be seen from the wide
debt distribution cone (5%).

Alternative and stress-test scenarios: moderate
vulnerabilities

Fiscal policy reverting to historical behaviour
would bring a more sizeable reduction of the debt
ratio. Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a surplus of
1.4% of GDP), the debt ratio would be about 10
pps. of GDP lower than in the baseline in 2032.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would have a sizable impact on the debt-GDP
ratio, given its current high value. A permanently
higher ‘r-g’ differential (by 1 pp.) than in the
baseline would entail a debt ratio in 2032 about 6
pps. of GDP higher than in the baseline. Debt
would nonetheless remain on a declining path.

If a temporary (one year) episode of financial
stress pushed up interest rates by 1.8 pps. in 2022,
the 2032 debt projections would not change
significantly. However, if only half of the
projected improvement in the SPB in 2022-2023
were to occur, the 2032 projected debt would be
some 13 pps. of GDP higher than in the baseline,
and reach about 90% of GDP. It would remain on
a declining path.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 1.0 pp. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of 0.8% of GDP,
which is fairly ambitious by Cypriot standards (°?).
The value of S1 is mainly due to the distance of
the debt ratio from the 60% reference value
(contribution of 2.7 pps. of GDP) and the projected
age-related public spending (contribution of
0.3 pp. of GDP), partly compensated by the
favourable initial budgetary position (contribution
of -2.0 pps. of GDP).

(°Y) The difference between the 10th and 90th percentile in
2026 is around 44 pps. of GDP.

(°2) Only 30% of past Cypriot SPBs were larger than this value
in the past.

Long-term fiscal sustainability risks: medium

S2 indicator: low risk

Overall long-term fiscal sustainability risks appear
to be medium, based on the sustainability gap
indicator S2 and the DSA.

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
1.9 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring
the SPB to 1.7% of GDP, which is ambitious by
Cypriot standards (%%). This sustainability gap is
driven by the projected increase of ageing costs
(contribution of 1.1 pps. of GDP) and the
unfavourable initial budgetary position (0.7 pp. of
GDP). Ageing costs are primarily related to the
projected increase of public pension expenditure
(contribution of 1.0 pp. of GDP) and health care
spending (contribution of 0.3 pp. of GDP) (%9).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, and historically low
borrowing costs supported by the Eurosystem’s
interventions. In 2020, about a quarter of
government debt was held by official lenders.
Risk-increasing factors are related to the country’s
negative net international investment position, and
contingent liability risks stemming from the
private sector, including via the possible
materialisation of sizeable state guarantees granted
to firms and self-employed during the COVID-19
crisis. This risk remains currently limited due to
relatively low take-up so far. Contingent liability
risks linked to the banking sector appear limited,
although under more severe stress, high risks are
identified (based on the SYMBOL simulations).

(®®) Only 24% of past Cypriot SPBs were greater than this
value in the past.

(**) Between 2019 and 2070 total ageing costs are estimated to
increase by 2.0 pps. of GDP (among which public pensions
by 2.1 pps. of GDP) — see 2021 Ageing Report. However,
this does not take into account legislated future increases to
the General Social Insurance Scheme contribution rate over
the period until 2039; neither S1 nor S2 reflect these
increases.
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Cyprus
CY - Debt projections baseline scenario | 2019 | 2020 | 2021 | 2022 \ 2023 \ 2024 \ 2025 \ 2026 \ 2027 \ 2028 \ 2029 \ 2030 \ 2031 \ 2032
Gross debt ratio 9.1 1153 104.1 97.6 934 90.7 88.3 86.6 86.0 84.4 82.6 80.9 79.3 718
Changes in the ratio (-1+2+3) -1.3 24.2 -11.3 -6.5 -4.2 2.7 -24 -18 -0.6 -15 -1.9 -17 -1.6 -15
of which
(1) Primary balance (1.1+1.2+1.3) 35 -3.6 -3.0 0.2 0.4 05 05 0.2 0.4 -0.5 0.2 0.4 -0.5 -0.6)
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) 19 2.3 2.9 0.2 0.2 -0.3 -0.3 -0.4 -0.4 -0.5 0.2 0.4 -0.5 0.6
(1.1.1) Structural primary balance (bef. CoA) 19 2.3 2.9 0.2 0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 0.2
(1.1.2) Cost of ageing 0.1 0.1 02 0.2 0.2 0.1 0.1 0.1 0.2
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 -0.1 -0.1 0.1 0.1 0.1 0.1
(1.2) Cyclical component 2.9 -13 0.2 0.4 0.6 0.8 0.8 0.6 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures -1.2 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -38 8.3 6.5 -4.2 -3.0 2.1 -19 -1.6 -1.0 2.0 2.1 2.0 2.0 2.0
(2.1) Interest expenditure 2.2 2.1 19 16 13 12 11 11 1.0 1.0 1.0 0.9 0.9 0.9
(2.2) Growth effect -4.9 51 5.7 -4.1 33 2.3 -1.9 -14 0.7 -1.6 -1.6 -14 -14 -14
(2.3) Inflation effect -11 11 2.7 -17 -1.0 -11 -1.2 -1.2 -13 -14 -15 -15 -1.6 -1.6
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 0.0 124 17 2.0 038 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.0 124 17 -2.0 -0.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Ad| due to the exchange rate effect 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 0.3 -4.4 -4.8 -18 -15 -15 -15 -15 -15 -15 -12 -13 -14 -1.5
Gross financing needs 5.8 25.9 38 5.1 5.8 6.7 8.2 10.9 117 11.8 11.8 115 9.0 9.0
;/g.gf GDP Annual change in debt ratio, baseline scenario - CY 1350 Debt as % of GDP - CY
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium

- Dif. between percentiles

- 1
| 11 : :
1 11 - - Financial ;
1 o M @ St Baseline  Historical  Adverse'rg' T T Lower SPB Stochastic DSA 1 S2 Long term :
I 1 SPB scenario scenario scenario  projections 1 :
: I
I 11 * Risk category MEDUM  MEDIUM  MEDIUM  MEDIUM  MEDIUM  MEDIUM |
I 1! :
| i : Debt level (2032) 77.8 67.8 83.6 78.1 I
I 1 MEDUM  MEDIUM  : Debt peak year MEDIUM | MEDIUM
| Y (S1=1) : Percentile rank 42.3% 28.8% 42.3% 42.3% 1
I 1 : Probabilty debt higher 15.9% 1
I
1 11

S0 indicator 2009 2021 Critical threshold
Overall index 071 0.47 0.46
Fiscal sub-index 0.56 041 0.36
Financial competitiveness sub-index 0.77 0.51 0.49
2021 FSR
e 2020 DSM Baseline Lower TFP growth AWG ”.Sk
Sl indicator scenario
Overall index -0.6 1.0 11 13
of which Initial budgetary position -33 2.0 2.0 2.0
Cost of delaying adjustment 0.1 0.1 0.1 0.1
Debt requirement 22 27 26 27
Ageing costs 0.6 0.3 0.3 0.5
Required structural primary balance related to S1 14 0.8 0.9 11
2021 FSR
2020 DSM Baseline Lower TFP growth AWG ”.Sk
S2 indicator scenario
Overall index 0.2 19 22 45
of which Initial Budgetary position 17 0.7 0.8 0.8
Ageing costs 19 11 13 37
of which Pensions 18 1.0 13 1.0
Health care 0.2 03 03 0.7
Long-term care 0.2 0.2 0.2 25
Others 04 04 04 04
Required structural primary balance related to S2 2.1 17 2.0 43

3. Financial information

350 Market perception of sovereign risk - CY
300
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g W
S150
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201701 2017-07 201801  2018-07 201901  2019-07 202001 202007  2021-01 202107
s 10-yer ield spreads e CDS Spread ===SovCISS ~—Moody's rating (RHS)

Local currenc Foreign currenc:

long term [short term] long term [short term|

Sovereign Ratings

Bal NP | (P)Bal | NP
BBB- A3 BBB- A3
BBB- BBB- F3
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Profile redemption for existing securities and official loans, as of Nov. 2021 - CY

Total stock of maturing

2021 1y 2Y 3y
Leftover

DP):  93.44

4y 5Y 6Y Y 8y 9y oy 11y 12Y  Beyond
Residual Maturity 1y

m Maturing securities  m Official loans

Sovereign yield
spreads (bp)*-as
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Cyprus

isks related

Net International

Public debt structure - Investment Position

CY (2020)

5. Risks related to government's contingent liabilities

General government contingent liabilities | cy | EU
2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 9.0 8.4 78 72 73 8.1
of which  One-off guarantees 8.7 8.1 78 72 73 71
Standardised guarantees 0.3 0.2 0.0 0.0 0.0 11
Public-private partnerships (PPPs) (% GDP) 0.1 0.1 0.1 0.1 0.1 0.3
2016 2017 2018 2019 2020 2020

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.0 0.0 10.3 8.7 8.8 0.9
gov. related to support to Securities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
financial institutions (%  [Special purpose entity 0.0 0.0 0.0 0.0 0.0 0.0
GDP) Toul 00 | 00 | 103 | 87 | 88 | 09

Probability of govt cont. liabilities (>3% of
NPL coverage |GDP) linked to banking losses and recap
ratio (%) needs (SYMBOL):

Government's
contingent liability
risks from banking
sector - CY (2020)

44.4

6. Realism of baseline assumptions

Awrage lewel of Structural Primary Balance (23-32)- CY
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Macro-fiscal assumptions, Cyprus Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 1041 976 934 844 809 778 %83 841 816
Primary balance 300 02 04 05 04 06 08 01 03
Structural primary balance (before CoA) 29 02 02 02 02 02 A1 02 04
Real GDP growth 54 42 35 19 18 18 43 18 25
Potential GDP growth 30 30 30 19 18 18 30 20 22
Inflation rate 24 16 10 16 19 20 17 16 16
Implicit interest rate (nominal) 18 16 14 12 12 12 16 12 13
Gross financing needs 38 5.1 58 18 U590 49 101 88
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 1041 976 934 788 729 676 %83 787 836
Primary balance 300 02 0.6 09 10 08 Q.7 11 0.6
Structural primary balance (before CoA) 29 02 0.0 11 11 11 -10 11 0.6
Real GDP growth 54 42 33 19 18 18 43 19 25
Gross financing needs 38 51 5.7 9.8 9.1 6.5 48 8.2 74
3. Historical SPB scenario 000 202 023 2008 30 203 2001-23  2004-32  2021-32
Gross public debt 1041 976 934 806 737 678 %83 797 844
Primary halance -30 0.2 04 09 13 11 {08 11 0.6
Structural primary balance (before CoA) 29 02 02 14 14 14 11 12 0.6
Real GDP growth 54 42 35 22 21 18 43 18 25
Gross financing needs 38 51 58 101 9l 6.3 49 84 75
4. Financial stress scenario 000 202 2003 2028 2030 2032 2001-23  2004-32  2021-32
Gross public debt 041 977 W5 847 8Ll 781 %4 843 878
Implicit interest rate (nominal) 18 17 14 12 12 12 16 13 14
Gross financing needs 38 51 59 119 16 90 49 101 88
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 1041 974 %3 06 93 %03 %89 921 938
Primary balance L0 41 07 18 L7 -9 16 15 15
Structural primary balance (before CoA) 29 22 16 16 -l6 -6 22 -6 LT
Real GDP growth 54 5.7 25 19 18 18 45 18 25
Gross financing needs 38 70 11142 U3 T 60 123 107
6. Exchange rate depreciation scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 1041 976 934 844 809 778 %83 841 816
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 00%  0.0%  0.0%
Gross financing needs 38 51 58 118 15 90 49 101 88
7. Adverse interest-growth rate differential scenario 020 2020 2023 028 2030 203 202023 2024-32  2021-32
Gross public debt 1041 981 944 880 85 836 %88 8716 904
Impiicit interest rate (nominal) 18 16 14 14 15 16 16 14 15
Real GDP growth 54 37 30 14 13 13 40 13 20
Gross financing needs 38 51 60 125 124 98 49 107 92




Country analysis

LATVIA

Short-term risks: low. Latvia does not display major short-term vulnerabilities according to the SO
indicator. Yet, government gross financing needs are expected to remain well above their pre-crisis levels
in 2022. Financing conditions should remain favourable, notably supported by the Eurosystem’s

interventions.

Medium-term risks: low. Over the medium term, fiscal sustainability risks are low overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 48% of GDP, is projected to linger at just below 50% of GDP
over the next decade. Sensitivity tests show that some uncertainty surrounds the baseline projections.

Long-term risks: low. Over the long term, both the sustainability gap indicator S2 and the DSA point to
low risks, considering the limited debt level and the projected decline in age-related spending.

Short-term fiscal sustainability risks: low

The SO indicator, aimed at the early detection of
fiscal stress, does not signal overall short-term
risks, with both the financial-competitiveness and
the fiscal sub-indices below their critical
thresholds. The 2021 primary deficit is estimated
at 8.9% of GDP, one of the largest of all Member
States, but is expected to fall considerably.

As a result, gross financing needs would remain
significant in 2022, at around 11% of GDP, well
above their pre-crisis levels. Financing conditions
should remain favourable, in particular supported
by the Eurosystem’s interventions. Financial
markets perceive Latvian sovereign risk as low, as
confirmed by the small CDS spread and the ‘A’
rating from major rating agencies.

Medium-term fiscal sustainability risks: low

Debt Sustainability Analysis (DSA): low risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a low risk.

Baseline results: broadly stable debt ratio at
unchanged policies

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
average real GDP growth of 1.8% in 2024-2032.
Under the baseline ‘no-fiscal policy change’
assumption, government debt is projected to stay
broadly stable. Debt would decline from 50% of

GDP in 2023 to 47.5% in 2026, followed by a
modest increase with the debt-to-GDP ratio rising
to 49% in 2032. The baseline projections assume a
constant structural primary balance (SPB) before
ageing costs at the forecast deficit for 2023,
namely -1.6% of GDP. This is rather low by
historical standards. (%) Gross financing needs are
projected to fall to around 6% of GDP in the
decade to 2032, close to the pre-pandemic average
of about 5%.

Stochastic ~ simulations:  some
surrounds the baseline projections

uncertainty

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was carried out, based on the
Latvian economy’s historical volatility. In half of
the cases, these stochastic simulations produce a
debt ratio that is higher in 2026 than in 2021,
opposite to the baseline projections that show a
slight decrease in 2026 compared to 2021. As a
result, the simulations point to some uncertainty
around the baseline projections, as shown by the
debt distribution cone. (%)

Alternative and stress-test scenarios: baseline
projection hinges on primary deficit reduction

If the SPB gradually converged to the average of
the last 15 years — a deficit of 1.4% of GDP - the
debt ratio would follow a trajectory similar to the

(*®) Based on available historical data, Latvia recorded an SPB
greater than -1.6% of GDP in 72% of the cases so that
achieving a higher SPB appears feasible.

(*%) The difference between the 10th and 90th percentile is
35 pps. of GDP in 2026.

Latvia
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baseline, which assumes a deficit of 1.5% of GDP.
Under this historical SPB scenario, government
debt would be 48% of GDP in 2032, compared to
49% under the baseline.

Considering the moderate debt level, the impact of
a less favourable interest-growth rate differential is
limited. A 1 pp. higher ‘r-g” difference throughout
the projection period results in an estimated debt-
to-GDP ratio of about 53% in 2032, 4 pps. above
the baseline.

If a temporary (one-year) episode of financial
stress lifted interest rates by 1 pp. in 2022, the debt
ratio would be about 0.5 pps. of GDP higher in
2032. If only half of the projected improvement in
the SPB in 2022-2023 were to occur, the 2032
projected debt would reach 77% of GDP, some
29 pps. of GDP above the baseline. In this case,
the debt trajectory would be on an increasing path
over the medium term. Hence, this scenario
underscores the high sensitivity of the baseline
projections to the expected primary deficit
reduction in 2022-2023.

S1 indicator: low risk

The S1 indicator shows that a deterioration of the
SPB by 0.9pps. of GDP is compatible with
government debt reaching the reference value of
60% of GDP by 2038. This corresponds to an SPB
of -2.5% of GDP, which seems quite feasible by
historical standards. (°") A deterioration in the SPB
by 0.8 pps. of GDP could be tolerated considering
the current gap to the 60% of GDP target. Because
of a projected decline in pension expenditure at
unchanged policies, total ageing costs are
projected to fall for Latvia, thus creating additional
fiscal space equal to about 0.2 pps. of GDP.

(°") 80% of past Latvian SPBs were greater.

Long-term fiscal sustainability risks: low

S2 indicator: low risk

A fiscal adjustment of 0.7 pps. of GDP would
suffice to stabilise the debt-to-GDP ratio over the
long term. This adjustment corresponds to an SPB
of -0.8% of GDP, which appears feasible based on
historical fiscal performance. (%) The small
sustainability gap is composed of an adjustment of
1.7 pps. of GDP to correct for the initial budgetary
position, while the projected fall in ageing costs
would allow the SPB to deteriorate by 1 pp. of
GDP without putting debt on an ever-increasing
path. Falling ageing costs are primarily driven by
the projected decline of spending on public
pensions at unchanged policy. (%)

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
low.

Additional mitigating and aggravating risk
factors

Even though non-residents hold most of the
Latvian debt stock, the latter is relatively small and
fully denominated in euro. At the end of 2020,
21% of total government debt was held by the
Eurosystem. Short-term debt is only a fraction of
total debt. State guarantees remain limited, at 1.8%
of GDP at the end of 2020, compared to 1.4% at
the end of 2019. Implicit contingent liabilities
linked to the banking sector appear also limited
(based on SYMBOL simulations). The negative
net international investment position could be seen
as a risk factor but does not fundamentally change
the generally low fiscal vulnerabilities for Latvia.

(%8) 46% of past Latvian SPBs were greater.

(*°) Spending on age-related items is expected to decline by
0.6 pps. of GDP between 2019 and 2070, driven by a fall in
public pensions expenditure of 1.2 pps. — see 2021 Ageing
Report.



1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests

Country analysis
Latvia

LV Debt proections baseline scenario [ oo | 2020 | 201 | 2000 | 2003 | o004 [ 2055 | a6 | ovr | ows | oo | a0 | am | aom
debt ratio 367 432 482 07 498 486 479 415 485 485 486 486 487  48.
Changes in the ratio £1+2+3) 04 65 49 26 10 07 -04 09 00 0.1 0.0 01 01
ofwhich
(1) Primary balance (11+1.2+13) [iX] 38 B89 36 14 08 08 09 16 45 45 45 45 14
(1.4) Stucaural primary balance (1.1.1-11.2+11.3) 08 25 79 .34 6 45 45 16 <16 15 45 5 15 14
1.4.1) Stuctura! pimary balance (bef Cod) 08 25 79 -3¢ 46 16 46 -6 16 46 16 16 16  -16
1.1.2) Costof ageing 01 01 00 00 00 01 01 01 -0t
1.1.3) Others (taxes and poperty incomes) 0.0 0.0 00 00 00 0.0 0.0 00 00
{1.2) Cyclical component 09 15 .09  -02 02 0.6 07 06 0.0 0.0 0.0 0.0 0.0 0.0
{1.3) One-off and other temporary measures 0.0 0.1 00 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
[2) Snowball effect 2.1+22+23+2 4} 1.1 21 27 30 23 200 45 13 06 45 A4 4 14
2.4} Ierest expenditre 07 07 07 06 06 05 05 04 04 04 04 04 04 04
2.2} Growh effect 09 14 19 22 49 45 40 -08  -0f 09 08 08 -08 -08
(2.3} hiaton efect 09 00 15 14 40 40 40 09 09 -0 40 10 10 -10
2.4} Exchange rate effectlinked b the interest rate 0.0 0.0 00 00 00 0.0 0.0 00 00 00 0.0 0.0 00 00
13) Stock-flow adjustments 08 06 12 20 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 00 0.0
(31 Base 08 08 12 20 00 0.0 0.0 00 00 00 0.0 0.0 00 00
(3.2} Adiustment due to the exchange rsie effect 0.0 0.0 00 00 00 0.0 0.0 00 00 00 0.0 0.0 00 00
Fro memoria
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2. Risk classification and sustainability indicators sum
I 1 !
| I . : D ebt sustainability analysis (detail)
I : Financial
B ] . B ncial - DSA
' term I | term : Baseline Historical Adwerse _r-g' stress Lower S!’B Sm_cl'n_stl:
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I ! ; Dett lewel (2032 77.4
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- Baseline -
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of public debt financing and net International Investment Posi

Public debt structure -
LV(2020)

5. Risks related to government's contingent liabilities
(General government contingent liabilities | v | =
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Macro-fiscal ass umptions, Latvia Levels Averages

1. Baseline scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 462 507 498 485 486 488 495 484 487
Primary balance 49 36 14 A5 15 14 46 43 21
Structural primary balance (before CoA) 79 34 16 A6 46 16 43 16 22
Real GDP growth 47 50 40 20 18 18 48 18 25
Potential GDP growth 31 31 29 20 18 18 30 18 2.1
Inflation rate 35 29 20 20 20 20 28 20 22
Implicit interest rate (nominal) 1.7 14 12 08 08 08 14 09 1.0
Gross financing needs 128 11 11 62 59 5.8 103 60 11
2. SCP scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 462 507 500 487 486 486 496 486 489
Primary balance 49 96 19 A4 44 13 48 42 -2
Structural primary balance (before CoA) 79 34 23 A5 45 A5 43 45 22
Real GDP growth 47 50 48 20 18 18 48 17 25
Gross financing needs 128 11 78 62 59 5.1 105 60 11
3. Historical SPB scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 462 507 498 482 481 481 495 481 484
Primary balance 49 96 14 A4 44 13 46 42 20
Structural primary balance (before CoA) 79 34 16 A4 14 14 43 45 22
Real GDP growth 47 50 40 20 18 18 48 18 25
Gross financing needs 128 11 11 6.1 5.8 58 103 59 10
4, Financial stress scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 462 508 500 490 491 493 97 489 491
Implicit interest rate (nominal) 1.7 1.7 14 09 0.9 0.9 16 10 11
Gross financing needs 28 12 12 6.3 6.0 59 104 61 1.2
5. Lower SPB scenario A4 22 0B AW 030 AR -8 %R 0132
Gross public debt 462 520 58 6711 723 T4 33 667 628
Primary balance 49 58 40 47 47 46 62 44 438
Structural primary balance (before CoA) 79 63 47 47 4T 47 63 47
Real GDP growth 47 13 34 20 18 18 5.1 16 25
Gross financing needs 1286 139 98 09 110 N3 22 106 110
6. Exchange rate depreciation scenario 4 202 08 028 2030 2% M43 043 200132
Gross public debt 462 510 503 490 491 492 498 489 491
Exchange rate depreciafion 00% 06% 06% 00% 00% 0.0% 04% 00%  0.1%
Gross financing needs 128 11 11 6.3 6.0 5.8 104 61 1.2
1. Adverse interest-growth rate differential scenario 4 202 08 028 2030 2% M43 043 200132
Gross public debt 462 510 504 508 56 525 98 507 305
Implicit interest rate (nominal) 1.7 15 14 12 12 12 15 12 1.3
Real GDP growth 47 45 35 15 13 1.1 43 13 20
Gross financing needs 28 12 12 65 6.4 6.3 104 64 74




Country analysis

LITHUANIA

Short-term risks: low. The SO indicator does not detect major short-term vulnerabilities. Gross financing
needs have come down from their peak in 2020 and financing conditions should remain favourable,

notably supported by the Eurosystem’s interventions.

Medium-term risks: low. Over the medium term, fiscal sustainability risks are low overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 45% of GDP, is projected to decrease to 39% of GDP over
the next decade. Sensitivity tests show that some uncertainty surrounds the baseline projections.

Long-term risks: low. Over the long term, both the sustainability gap indicator S2 and the DSA point to
low risks, despite the projected increase in spending linked to population ageing.

Short-term fiscal sustainability risks: low

The SO indicator, aimed at the early detection of
fiscal stress, does not signal overall short-term
risks, with both the financial-competitiveness and
the fiscal sub-indices being below their critical
thresholds. The primary deficit was the main
flashing indicator in 2021 but is projected to fall
quickly over the next few years.

Gross financing needs peaked at over 15% of GDP
in 2020 and fell back to about 6% in 2021, with a
comparable level expected in 2022. Financing
conditions should remain favourable, in particular
because of the Eurosystem’s interventions.
Financial markets perceive Lithuanian sovereign
risk as low, as confirmed by the small CDS spread
and the ‘A’ rating from major rating agencies.

Medium-term fiscal sustainability risks: low

Debt Sustainability Analysis (DSA): low risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a low risk.

Baseline results: ratio at
unchanged policies

declining debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
average real GDP growth of 2.3% in 2024-2032.
Under the baseline ‘no-fiscal-policy-change’
assumption, government debt is projected to
decline over the next decade. The debt ratio would
fall from 46% of GDP in 2023 to 39% in 2029 and

stay at that level until the end of the projections in
2032. This pattern reflects how the primary deficit
falls until 2026 before staging a comeback as of
2027 when ageing costs start materialising. The
baseline assumes a structural primary balance
(SPB) before future ageing costs of -0.4% of GDP.
This value, although close to balance, appears
already within the higher range of the historical
distribution for the country. ("°) Gross financing
needs are estimated at about 4-5% of GDP on
average between 2023 and 2032, similar to the pre-
pandemic average.

Stochastic simulations: high probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was carried out, based on the
Lithuanian economy’s historical volatility. These
stochastic simulations see a 38% probability of the
debt ratio being higher in 2026 than in 2021, with
some uncertainty around the baseline projections,
as shown by the relatively wide debt distribution
cone. (%)

Alternative and stress-test scenarios: primary
deficit reduction determinant of declining debt
trajectory

If the SPB gradually converged to the average of
the last 15 years — a deficit of 1.3% of GDP - the
debt ratio would trend upward as of 2027, with

(") Based on available historical data, Lithuania recorded an
SPB greater than -0.4% of GDP in 35% of the cases.

(™) The difference between the 10th and 90th percentile is
30 pps. of GDP in 2026.

Lithuania
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government debt projected at 45% of GDP in 2032
under this scenario, 6 pps. above the baseline.

Considering the moderate debt level, the impact of
a less favourable interest-growth rate differential is
limited. A 1 pp. higher ‘r-g’ difference throughout
the projection period results in an estimated debt-
to-GDP ratio of 42% in 2032, only 3 pps. above
the baseline.

Assuming that a temporary (one-year) episode of
financial stress lifts market interest rates by 1 pp.
in 2022 leaves the 2032 debt projection virtually
unchanged. However, if only half of the projected
improvement in the SPB in 2022-2023 were to
occur, debt would be projected at 53% of GDP in
2032, 14 pps. above the baseline, and be on an
increasing path. This scenario highlights the
importance of the expected reduction in the
primary deficit in 2022-2023 for the subsequent
debt trajectory.

S1 indicator: low risk

The S1 indicator shows that a deterioration of the
SPB by 1.4pps. of GDP is compatible with
government debt reaching the reference value of
60% of GDP by 2038. This corresponds to an SPB
of -1.8% of GDP, which seems feasible by
historical standards. () On the one hand, rising
ageing costs imply that a fiscal adjustment of 0.8
pps. of GDP would be needed if debt is allowed to
increase but not beyond 60% of GDP. On the other
hand, a deterioration in the SPB of about 2 pps. of
GDP could be tolerated considering the SPB
forecast for 2023 and the current gap to the 60%
benchmark.

(") 62% of past Lithuanian SPBs were greater.

Long-term fiscal sustainability risks: low

S2 indicator: low risk

A fiscal adjustment of 1.7 pps. of GDP is required
to stabilise the debt-to-GDP ratio over the long
term. This adjustment corresponds to an SPB of
1.4% of GDP, which appears very ambitious based
on historical fiscal performance. ("®) This
sustainability gap is composed of 1.2 pps. to offset
the impact of a projected increase in ageing costs —
in particular for health care and long-term care —
and 0.6 pps. to correct for the initial budgetary
position. ()

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed
previously, overall long-term fiscal sustainability
risks are low.

Additional mitigating and aggravating risk
factors

Even though non-residents hold most of the
Lithuanian debt stock, the latter is relatively small
and fully denominated in euro. At the end of 2020,
21% of total government debt was held by the
Eurosystem. State guarantees remain limited, at
1.2% of GDP at the end of 2020, compared to
0.8% at the end of 2019. Implicit contingent
liabilities linked to the banking sector appear also
contained (based on the SYMBOL simulations).
The negative net international investment position
could be seen as a risk factor but does not
fundamentally change the generally low fiscal
vulnerabilities for Lithuania.

(") None of the past Lithuanian SPBs reached this value.

(™) Spending on age-related items is expected to increase by
1.6 pps. of GDP between 2019 and 2070, driven by long-
term care and healthcare expenditure, with respective
increases of 0.8 and 0.6 pps. — see 2021 Ageing Report.



Country analysis
Lithuania

LT - Debt projections baseline scenario

| o019 | 2000 | 0o | o022 | 203 | o00a | o025 | o006 | 207 | ows | 200 | am0 [ 2om | oom

Gross debt ratio 35.9 46.6 453 4.1 46.0 4.1 423 40.6 40.3 39.7 394 39.2 39.2 394
Changes in the ratio (-1+2+3) 2.2 10.7 -13 -11 18 -18 -18 17 -0.3 -0.5 0.4 0.1 0.0 0.2
of which
(1) Primary balance (1.1+1.2+1.3) 13 -6.5 37 2.9 0.9 03 01 0.1 0.7 0.8 -1.0 11 12 -1.3
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.0 6.1 -3.6 25 0.4 -0.2 -0.4 -0.5 -0.7 0.8 -1.0 -11 -12 -1.3
(1.1.1) Structural primary balance (bef. CoA) 0.0 6.1 -3.6 25 0.4 -0.4 -0.4 -04 -0.4 -04 04 04 04 04
(1.1.2) Cost of ageing -0.1 0.0 0.1 03 05 0.6 0.7 0.8 09
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 13 05 0.1 0.3 05 0.1 0.2 0.4 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 14 0.2 -3.6 -2.4 2.0 22 2.0 17 -1.0 -14 -13 12 -1.2 -1.1]
(2.1) Interest expenditure 0.9 0.7 0.4 0.3 0.3 0.3 0.2 0.2 0.2 0.3 0.3 0.3 0.3 0.3
(2.2) Growth effect -14 0.0 2.1 -1.6 -14 -15 -14 -1.2 0.5 0.8 0.8 0.8 0.8 0.7
(2.3) Inflation effect -0.9 -0.5 -1.9 11 -0.9 0.9 0.9 0.8 0.8 0.8 0.8 0.8 0.8 0.8
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 5.0 40 -1.3 -1.6 30 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 5.0 40 -1.3 -1.6 30 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Ad| due to the exchange rate effect 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance -0.9 -6.8 -4.0 2.8 0.6 0.5 0.6 0.7 0.9 11 12 14 15 17
Gross financing needs 6.1 15.5 6.3 5.2 7.8 44 41 4.0 45 47 48 5.0 5.2 5.3
f{:.gf GDP Annual change in debt ratio, baseline scenario - LT 750 Debt as % of GDP - LT
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Medium

- Historical ~ Adverse 'r-g' Financial | o er sPB  stochastic DSA S2 Long term

’ stress . L
SPB scenario N scenario projections
scenario

i 34.7% - 34.7% 34.7% -
robability debt higher
30.4

if. between percentiles

S0 indicator 2009 2021 Critical threshold
Overall index 0.58 0.17 0.46
Fiscal sub-index 058 0.26 0.36
Financial competitiveness sub-index 0.57 0.13 0.49
2021 FSR
2020 DSM i
- Baseline Lower TFP growth AWG ”.Sk
Sl indicator scenario
Overall index -1.0 -14 -13 0.7
of which Initial budgetary position -0.8 -1.0 -0.9 -0.9
Cost of delaying adjustment 0.1 0.2 0.1 0.1
Debt requirement -1.0 -1.1 -1.1 -1.1
Ageing costs 1.0 0.8 0.8 14
Required structural primary balance related to S1 -1.2 -1.8 -1.7 -1.0
2021 FSR
2020 DSM i
Baseline Lower TFP growth AW?] r:?k
S2 indicator scenario
Overall index 03 17 18 6.3
of which Initial Budgetary position 0.3 0.6 0.6 0.6
Ageing costs 0.1 12 12 57
of which Pensions -1.6 0.0 01 01
Health care 0.2 05 04 14
Long-term care 0.9 0.7 0.6 43
Others 05 0.0 0.0 0.0
Required structural primary balance related to S2 0.0 14 15 6.0
3. Financial information
120 Market perception of sovereign risk - LT c Profile redemption for existing securities and official loans, as of Nov. 2021 - LT
0 S maturing securiti i GOP):  38.08
@y
80 B3
& T
£ Ba3
5 40 Ba2 8
by Bal
g 20 % &
0 DVAA A= . - - - - - Baal 2 °
R
0 Al
@ mo
Aal
0 Aaa
2017-01 2017-07 2018-01 2018-07 2019-01 2019-07 2020-01 2020-07 2021-01 2021-07 2001 1y 2y 3y ™ 5y oy v 8y 9y 10y 11y 1Y Beyond
Leftover Residual Maturity 1y
e 10-year yield spreads em=CDS Spread ===SovCISS ~——Moody's rating (RHS) " Maturing securities  m Official loans
Sovereign Ratings Local currenc Foreign currenc: Sovereign yield
Tong term [short term|Tong term shortern] s | 0
A2 A2 WR of October 2021
A+ Al A+ Al
A A F1+
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related to the structure of public debt financing

Country analysis
Lithuania

et International Inves

Public debt structure -
LT (2020)

Net International
Investment Position (IIP)

5. Risks related to government's contingent liabilities

General government contingent liabilities LT EU

2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 1.0 1.0 0.9 08 12 8.1

ofwhich ~ One-off guarantees 0.2 0.3 0.2 0.3 05 71

Standardised guarantees 0.8 0.8 0.7 0.6 0.7 11

Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.1 0.3

2016 2017 2018 2019 2020 2020

Liabilities and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 0.9

Contingent liailties of €N |secuities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
gov. related to support to il puposeeny

financal nsttutions (% GDP)|o - "7 00 | 00 | 00 | 00 | 00 | 00

Total 0.0 0.0 0.0 0.0 0.0 0.9

Government's
contingent liability
risks from bhanking
sector - LT (2020)

Probabilty of govt cont. liahilities (>3% of
GDP) linked to hanking losses and recap
needs (SYMBOL):

6. Realism of baseline assumptions

Average level of Structural Primary Balance (23-32) - LT
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‘= Primary deficit Snowball effect Stock-flow adjustments ~ =@=Changes in debt ratio
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Macro-fiscal assumptions, Lithuania Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt $H3 M1 460 T P92 P4 451 405 416
Primary balance 7029 09 08 11 13 25 A1 L2
Structural primary balance (before CoA) 360 25 04 04 04 04 22 04 08
Real GDP growth 50 36 34 22 20 18 40 23 27
Potential GDP growth 40 43 39 22 20 18 40 22 26
Inflation rate 43 26 20 20 20 20 30 20 22
Implicit interest rate (nominal) 10 0.6 0.6 0.7 08 09 0.7 0.7 0.7
Gross financing needs 6.3 5.2 18 47 50 5.3 6.4 47 5.1
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt $H3 M1 461 U4 N5 295 452 HI A8
Primary balance B729 Ll 05 03 0.0 26 05 02
Structural primary balance (before CoA) 36 25 A7 10 10 10 2.3 10 0.2
Real GDP growth 50 36 36 22 20 18 41 23 27
Gross financing needs 6.3 5.2 8.0 30 30 3l 6.5 30 39
3. Historical SPB scenario 000 202 023 208 30 203 2001-23  2004-32  2021-32
Gross public debt $H3 M1 60 22 B4 83 $H1  B1 436
Primary halance L7029 09 7 200 23 25 14 LT
Structural primary balance (before CoA) 26 25 04 13 13 13 22 12 14
Real GDP growth 50 36 34 21 19 18 40 23 21
Gross financing needs 6.3 52 78 57 6.3 6.8 64 56 58
4. Financial stress scenario 000 202 2023 2028 2030 2032 2001-23  2004-32  2001-32
Gross public debt 53 M2 461 400 305 397 452 407 418
Implicit interest rate (nominal) 10 08 0.7 0.7 08 1.0 08 08 08
Gross financing needs 6.3 53 18 4.1 50 54 6.5 4.1 52
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 453 M2 468 B0 501 529 44 486 478
Primary balance 70300 21 24 21 29 29 23 24
Structural primary balance (before CoA) L6 28 200 20 20 20 28 20 22
Real GDP growth 50 38 43 22 20 18 44 22 27
Gross financing needs 6.3 55 8.9 6.9 76 8.2 6.9 6.9 6.9
6. Exchange rate depreciation scenario 020 2020 2023 028 2030 203 202023 2024-32  2021-32
Gross public debt 453 41 460 97 302 04 451 405 416
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 00% 0.0%  0.0%
Gross financing needs 6.3 52 18 47 50 5.3 6.4 47 51
7. Adverse interest-growth rate differential scenario 020 2020 2023 2028 2030 203 202123 2024-32  2021-32
Gross public debt 453 44 465 46 416 424 B4 823 81
Implicit interest rate (nominal) 10 0.7 0.7 10 11 13 08 10 1.0
Real GDP growth 50 31 29 17 15 13 37 18 23
Gross financing needs 6.3 53 79 50 54 58 6.5 50 5.3




Country analysis

LUXEMBOURG

Luxembourg

Short-term risks: low. No overall short-term vulnerabilities are identified for Luxembourg, according to
the SO indicator. Moreover, gross financing needs should remain modest in the short term. Sovereign
financing conditions are expected to remain favourable, notably supported by the Eurosystem’s
interventions and the country’s AAA-rating.

Medium-term risks: low. Medium-term fiscal sustainability risks appear low overall, both according to
the sustainability gap indicator S1 and from a debt sustainability analysis (DSA) perspective.
Government debt, currently at 26% of GDP, is projected to decline, reaching around 18% of GDP in
2032 in the baseline. Low sensitivity to possible macro-fiscal shocks also contributes to this assessment.

Long-term risks: high. Long-term fiscal sustainability risks appear high overall, combining the high risk
according to the sustainability gap indicator S2 and the low risk from a DSA perspective. The S2 long-
term sustainability gap indicator points to risk linked to budgetary pressures stemming from population

ageing.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator (and the sub-indexes), is
below its critical threshold, signalling no overall
short-term vulnerabilities.

Government financing needs are expected to be
modest in the short term (about 3% of GDP in
2021-2022), down from their peak recorded in
2020. Financing conditions should remain
favourable, notably supported by the Eurosystem’s
interventions.  Financial — markets’  perceive
sovereign risk to be low, as confirmed by the
‘AAA’ rating that the three major rating agencies
assigned to Luxembourg’s government debt.

Medium-term fiscal sustainability risks: low

Debt Sustainability Analysis (DSA): low risk

The debt sustainability analysis, based on the
baseline, both the level of debt and its projected
path, the stochastic simulations, and alternative
and stress-test scenarios, all point to a low risk.

Baseline results: low declining debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 2% in 2024-
2032). Under a ‘no-fiscal policy change’
assumption, government debt would decline to
around 18% of GDP in 2032. These baseline
projections assume a constant structural primary

balance (SPB), before future ageing costs, at its
forecast surplus for 2023, namely 0.8% of GDP.
Based on past fiscal performance, this level
appears plausible (7). The projections rely on the
horizontal assumption of zero stock-flow
adjustments as from 2024, although historical
patterns show that Luxembourg’s public pension
surpluses are used to draw up public pension
reserve funds rather than to reduce debt and are
therefore recorded as debt-increasing stock-flow
adjustments ("%). Government gross financing
needs are projected to slightly decrease, reaching
less than 2% of GDP in 2032.

Stochastic simulations: limited probability that
the low debt will not stabilise by 2026, yet
significant uncertainty surrounding the baseline

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Luxembourg’s economy.
These stochastic simulations point to a 31%
probability of the debt ratio in 2026 being greater
than in 2021, entailing low risk also given the
current level of 26% of GDP. Such shocks point to
significant uncertainty surrounding the baseline

(") Based on available historical data, LU recorded a SPB
greater than 0.8% of GDP in 83% of the cases.

("®) Assuming positive SFA in the projections, to reflect the
building up of public pension reserve funds in line with
past historical trends, would lead to projecting a higher
debt by 2032 (see Box 1.2.3 “Possible paths to review the
SFA projection assumptions” in Part I, Chapter 2).
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projections, as can be seen from the relatively wide
debt distribution cone (7).

Alternative and  stress-test scenarios: low
vulnerabilities to various shocks

Fiscal policy reverting to historical behaviour
would bring a more sizeable reduction of the debt
ratio. Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a surplus of
2% of GDP), the debt ratio would be about 7 pps.
of GDP lower than in the baseline in 2032.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would have a moderate impact on the debt-GDP
ratio, given its current low value. A permanently
higher ‘r-g’ differential (by 1 pp.) than in the
baseline would entail a debt ratio in 2032 about 1
pp. of GDP higher than in the baseline.

Assuming temporary (one year) financial stress or
a negative shock on the structural primary balance
would result in a negligible impact on debt to GDP
ratio by 2032. In particular, negative sensitivity
tests on interest rates (a higher 1 pp. market
interest rate in 2022) or on the structural primary
balance (reduced forecasted increase by 50%)
would both entail a debt ratio in 2032 unchanged
compared with the baseline.

S1 indicator: low risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
could deteriorate -3.6 pp. of GDP, in cumulated
terms over 5 years, while still keeping debt-to-
GDP ratio at the reference value of 60% by 2038.
This low value of S1 is due to the favourable initial
budgetary position (contribution by -1.8 pp. of
GDP) and a debt ratio already lower than the 60%
reference value (contribution by -2.8 pp. of GDP),
partly offset by projected increases in age-related
public spending (contribution by 1.4 pp. of GDP).

(") The difference between the 10th and 90th percentile in
2026 is around 28 pps. of GDP.

Long-term fiscal sustainability risks: high

S2 indicator: high risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
7.1 pps. of GDP to stabilise the debt ratio over the
long term. Such adjustment would bring the SPB
to 7.9% of GDP, very ambitious by Luxembourg’s
standards ("8). This sustainability gap is driven by
the projected increase of ageing costs (contribution
of 7.7 pps. of GDP). Ageing costs are driven by a
projected increase of public pension expenditure
(contribution of 6.1 pps.) and long-term care
spending (contribution of 1.3 pps.) ("°).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
high.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, historically low borrowing
costs supported by the Eurosystem’s interventions
and the AAA-rating. In 2020, 20% of government
debt was held by the Eurosystem. Luxembourg’s
positive net international investment position also
mitigates vulnerabilities, as well as the positive net
financial asset position of the government.

Risk-increasing factors are related to contingent
liability risks stemming from the private sector.
The possible materialisation of state guarantees
granted to firms and self-employed during the
COVID-19 crisis remains currently limited due to
relatively low take-up. However, overall
contingent liability appear significant, including
those stemming from the banking sector (as
evidenced by SYMBOL simulations). Moreover,
the debt reduction may be more limited if pension
fund surpluses continue to regularly feed stock-
flow adjustments.

("®) Such SPB was never reached over the past decades.

(") Between 2019 and 2070 total ageing costs are estimated to
increase by 10.4 pps. of GDP (among which public
pensions by 8.7 pps. of GDP) — see 2021 Ageing Report.
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LU - Debt projections baseline scenario

| 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o

Gross debt ratio 23 248 59 256 54 241 24 208 188 19.0 185 18.2 181 18.2
Changes in the rafo [-1+2+3) 14 25 1.2 03 -02 -14 -1.6 -16 -1.0 -08 0.5 -03 -0.1 01
of which
(1} Primary balance (1.1+12+13) 26 -3.3 0.0 03 04 0.3 05 0.6 03 0.1 -0.1 0.3 -0.5 0.6
(1.1) Structural primary balance (1.1.14-11.211.3) 27 -1.3 08 07 08 08 0.6 05 0.3 01 -0.1 -0.3 -0.5 -06
(1.1.1) Stuctural primary balance (bef Cod) 27 -1.3 08 0.7 08 08 0.8 08 0.8 08 0.8 08 0.8 08
[1.1.2) Cost of ageing ] 0.3 05 0.7 09 11 14 16 18
(1.1.3) Others (taxes and propenty incomes) a0 01 o1 01 02 02 02 03 03
(1.2) Cyclical component -01 -2.1 -08 04 -05 04 0.1 01 0.0 00 0.0 00 0.0 00
{1.3) One-off and other remporary 00 0.0 00 0.0 00 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2 3+2.4) 0.4 -0.3 AT -1.3 11 1.1 11 1.0 -0.8 0.7 06 0.6 06 0.6
(2.1) Interest expenditre 03 0.2 ] 0.1 ] ] 0.1 01 0.1 01 0.1 01 0.1 01
(2.2) Growth effect -07 0.4 -1.3 09 -07 -06 0.7 -06 -0.4 -04 -0.3 -03 -0.3 -03
(2.3) Inflation effect -01 -0.9 -06 -06 -05 05 0.5 -05 -0.4 -04 -0.4 -04 -0.4 -04
(24) Exchangs rate effect linked i the inkerest rate 00 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
(3) Stock-flow adjustments 45 -0.6 28 14 13 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 45 -0.6 29 14 1.3 0o 0.0 00 0.0 00 0.0 00 0.0 00
(3.2 Adjusim ent due i the exchangs raie effact 00 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
Fro memoria
Stuctural baance 24 -15 06 0.5 07 07 0.5 0.4 02 0.0 02 04 06 Rik:
Gross financing nesds BN 86 33 12 a0 7 12 12 13 14 15 17 19
".;;EF-:DP Annual change in debt ratio, baseline scenario - LU - Debt as % of CDP - LT
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)
= Financial
Historical ~ Adverse r-g'
5PB i

Baseline
SCEnaro -
H SCEMaric
+ Risk category
+ Debt level (2032)
+ Debt peak year
+ Percentile rank
+ Probability debt higher
+ Dif. between percertiles

S0 indicator 2009 2021 Critical threshold
Overall index 0.23 0.30 0.46
Fiscal sufrindex 0% 0.08 0.36
Finandial competitiveness stib-index 0.2 041 049
2021 FSR
2020 DSM AWG risk
1 indicator : Baselineg Lower TFP growth seenario
Overall index : -39 -3.6 35 33
of which Iniial buogetary position : 23 -1.8 -1.8 -1.8
Cost of celaying adjustment : 04 04 04 04
Delt requirement 28 28 28 28
Ageing costs 14 14 15 17
Required structural primary balance related to §1 207 28 2.6 24
2021 FSR
2020D5M Basdine  LowerTFPgrowth Ao sk
52 indicator scenario
Overal index 107 71 71 9.3
of which Initial Budgetary position 07 07 07 07
Ageing costs 14 7T 78 100
of which  Pensions 7.4 61 63 61
Heaith care 1.0 ag 08 14
LongHem care 26 13 12 30
Others 03 05 05 05
Required structural primary balance related to §2 119 7.9 8.0 10.2

3. Financial information

%, Market perce ption ofsovereignrisk - LU - Profil redemption B exiting securities and official loans, as of Nov. 2021- LU
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4. Risks related to the structure of public debt financing and net International Investment Position

Public debt structure -
[_
5. Risks related to government's conti ngenl liabilities

(General government contingent liabilities

Net International
Investment Position (IIF)

LU (2020

M6 | 217 | 208 | 2019 | 2020 | 2020

State guarantess (% GDF) 122 16 11 106 11 81
ofwhich  One-ofquaranizes 1.3 10.7 10.2 97 97 71
Standanised guantzzs 08 08 09 09 14 1.1
Public-private partnesships (PPPs) (% GDP) 00 00 00 00 00 03
M6 | M7 | 208 | 29 | 2020 | 2020
T -zt sand asees piside 020w dergus 38 | 35 | 33 | 20 | 28 | 09
Contingent liabilities o &M |q.ersies issued uner iouidy s mes 00 00 00 00 00 0
gov. related tosuppart to e ) ’ ’ ’ ’ )
financial nstitutions (% GDP) pecE punise ey 00 0.0 0.0 0.0 00 00
Tetal 38 35 33 29 28 09
, Probabilty of govt cont. liabilities (>2% of
i":me' :"i‘;im NPLcoverage |GDP) liked to banking losses andrecap
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6. Realism of baseline assumptions
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Macrofiscal assumptions, Luxembourg Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 259 56 B4 190 182 182 51 199 A3
Primary balance 0.0 0.3 04 01 43 06 02 0.0 0.1
Structural primary balance (before CoA) 08 0.7 08 08 08 08 08 08 08
Real GDP growth 5.8 37 21 19 17 18 41 22 21
Potential GOP growt 29 28 29 19 17 18 29 2.1 23
Inflation rate 23 22 22 21 20 20 22 2.1 2.1
Impiicit interest rate: (nominal) 0.7 03 04 04 05 07 03 03 03
Gross financing needs 33 32 30 13 15 19 31 15 19
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 253 B5  BI 170 154 147 256 179 198
Primary balance 0.0 0.3 06 05 01 02 0.3 04 04
Structural primary balance (before CoA) 08 0.7 12 13 13 13 0.9 1.3 12
Real GDP growth 5.8 37 25 19 17 18 40 22 21
Gross financing needs 33 32 28 07 09 12 31 1.0 15
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 259  HB6 B4 B0 131 1A 251 167 189
Primary balance 0.0 0.3 04 11 09 05 02 0.9 0.7
Structural primary balance (before CoA) 08 0.7 08 20 20 20 08 18 15
Real GDP growth 5.8 37 21 21 19 18 41 22 21
Gross financing needs 33 32 30 01 01 02 31 04 11
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 258 B7 B35 191 183 183 A1 20 214
Impiicit interest rate: (nominal) 0.7 0.7 03 05 06 07 06 03 06
Gross financing needs 33 32 30 13 16 19 32 15 19
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 258 56 B3 191 183 184 256 200 214
Primary balance 0.0 04 04 01 43 A7 02 0.0 0.1
Structural primary balance (before CoA) 08 08 08 08 08 08 08 08 08
Real GDP growth 5.8 38 29 19 17 18 41 22 21
Gross financing needs 33 31 30 13 16 19 31 15 19
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 259 56 B4 190 182 182 51 199 A3
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 33 32 30 13 15 19 31 15 19
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 253 B8 BT 199 193 195 258 208 21
Impiicit interest rate: (nominal) 0.7 06 03 07 08 10 06 0.7 0.7
Real GDP growth 5.8 3.2 22 14 12 13 38 17 22
Gross financing needs 33 32 30 14 17 20 32 16 20




Country analysis

HUNGARY

Short-term risks: low. No overall short-term vulnerabilities are identified for Hungary, according to the
S0 indicator. However, gross financing needs remain large in the short term (and relatively high beyond
the short term). Sovereign financing conditions are relatively unfavourable.

Medium-term risks: medium. Medium-term fiscal sustainability risks appear medium overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 79% of GDP, is projected to decline, reaching around 68% of
GDP in 2032 in the baseline. However, significant sensitivity to possible macro-fiscal shocks contributes
to the medium risk assessment.

Long-term risks: high. Long-term fiscal sustainability risks appear high overall, combining the high risk
according to the sustainability gap indicator S2 and the low risk from a DSA perspective. The S2 long-
term sustainability gap indicator points to risk linked to budgetary pressures stemming from population

ageing and the initial budgetary position.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. However, the fiscal sub-index

points to short-term vulnerabilities (notably due to
government gross financing needs, the cyclically-
adjusted balance and net government debt being all
above their critical threshold).

Government financing needs are expected to
decline in the short term (about 18% of GDP in
2022), compared with 2020-2021. Financing
conditions are relatively less favourable than other
EU countries, but financial markets’ perceptions of
sovereign risk remain at investment grade, as
confirmed by the CDS spread and the ‘BBB’ rating
that the three major rating agencies assigned to
Hungarian government debt.

Medium-term fiscal sustainability risks: medium

Debt Sustainability Analysis (DSA): medium risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a
medium risk.

Baseline results: declining debt under unchanged
policies

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 3% in 2024-
2032. Under a ‘no-fiscal policy change’
assumption, government debt would decline
throughout the projection horizon to reach around
68% of GDP in 2032. The baseline assumptions
assume that the structural primary balance (SPB)
before costs of ageing remains constant at the
forecast deficit for 2023, namely 1.3% of GDP.
This value appears plausible by historical
standards (8%). Government gross financing needs
are projected to slightly decrease over the next 10
years, remaining however significant at close to
16% of GDP in 2032.

Stochastic simulations: significant probability
that debt will not stabilise by 2026 and significant
uncertainty surrounding the baseline

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Hungarian economy.
These stochastic simulations point to a 31%
probability of the debt ratio in 2026 being greater
than in 2021, entailing medium risk given the

() Based on available historical data, Hungary recorded a SPB
greater than -1.3% of GDP in 67% of the cases. Therefore,
the country has room to improve its fiscal position and
further lower its debt-to-GDP ratio.

Hungary
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current level of 79% of GDP. Moreover, such
shocks point to significant uncertainty surrounding
the baseline projections, as can be seen from the
wide debt distribution cone (8%).

Alternative and stress-test scenarios: medium
risks, as weaker improvement of the primary
balance would entail risks

Fiscal policy reverting to historical behaviour
would bring a more sizeable reduction of the debt
ratio. Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a deficit of
0.1% of GDP), the debt ratio would be about 7
pps. of GDP lower than in the baseline in 2032.

On the other hand, more adverse developments of
the interest-growth rate differential than assumed
under the baseline would have a noticeable impact
on the debt-GDP ratio. A permanently higher ‘r-g’
differential (by 1 pp.) than in the baseline would
entail a debt ratio in 2032 about 6 pps. of GDP
higher than in the baseline by 2032.

Assuming a negative shock on the structural
primary balance would have a sizeable impact on
the debt-to-GDP ratio trajectory. In particular, if
only half of the projected improvement in the SPB
in 2022-2023 were to occur, the projected debt
ratio would be higher in 2032 by around 14 pps. of
GDP compared to the baseline. Assuming
temporary financial stress (+1pp interest rate in
2022) would have a marginal impact on the debt
ratio by 2032.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 1.3 pp. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This would result in a balanced SPB, which is
plausible by Hungarian standards (82). This value
of S1 is entirely driven by the distance of the debt
ratio from the 60% (contribution of 1.2 pps. of
GDP).

(®Y) The difference between the 10th and 90th percentile in
2026 is around 44 pps. of GDP.

(®?) 56% of the SPBs recorded for the country over the past
decades were greater than this value.

Long-term fiscal sustainability risks: high

S2 indicator: high risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
6.1 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such an adjustment would
bring the SPB to 4.8% of GDP, which is very
ambitious by Hungarian standards (8%). This
sustainability gap is driven by the projected
increase of ageing costs (contribution of 4.5 pps. of
GDP) and the unfavourable initial budgetary
position (1.6 pp. of GDP). Ageing costs are
primarily related to the projected increase of public
pension expenditure (contribution of 3.3 pps. of
GDP) (8.

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
high.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years
(although it remains relatively low), relatively
stable financing sources (with a diversified and
large investor base) and a stable and moderate
share of government debt denominated in foreign
currency.

Risk-increasing factors are related to contingent
liability risks stemming from the private sector,
including via the possible materialisation of state
guarantees granted to firms and self-employed
during the COVID-19 crisis. Yet, contingent
liability risks stemming from the banking sector
are low (based on the SYMBOL simulations).

(®) Such an SPB was never reached for the country over the
past decades.

() Between 2019 and 2070 total ageing costs are estimated to
increase by 5.5 pps. of GDP (among which public pensions
by 4.1 pps. of GDP) — see 2021 Ageing Report.



1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests

Country analysis
Hungary

HU - Debt profections baseline scenario | 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o
Gross debt atio 655 801 T2 712 Te4 743 728 10 703 693 685 682 6RO 681
Changes in the ratio (-1+2+3) -36 146  -08 20 -08 15 21 -19 07 10 08  -04 02 01
of which
(1) Primary balance (1.4+12+13} 01 -56 51 -33 15 45 -1 08 <10 40 -0 40 -0 EX
{1.4) Strucaural primary balance (1.1.1-11.2+1.1.3) -13 34 45 -33 -13 13 42 -1 40 -10 40 -10 40 -1
1.1.4) Stuctural primary balance (bef Cad} -13 34 45 -33 -13 13 43 13 13 13 13 13 13 13
1.1.2) Cost of ageing 00 01 -02 03 03 03 -03 03 -02
1.1.3) Others (taxes and property incomes) 00 0.0 0o 0.0 00 0.0 00 0.0 00
{12) Cycfical component 16 22 07 00  -02 -01 0.2 03 0.0 0.0 0.0 0.0 0.0 0.0
{1.3) One-off and ocher temporary. -02 0.0 00 0.0 00 00 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0
[2) Snowball effect (2.1+2.2+2 3+2.4) 3.8 17 65 -50 27 28 -2 27 AT 20 AT 14 12 1.0
2.4} terest expenditure 22 23 23 23 23 23 22 22 22 23 23 24 24 25
2.2} Growth eflect -29 0 -53 -39 23 26 28 25 46 -20 19 16 46 15
2.3} hflation effect -31 37 -3 -34 27 27 26 24 23 23 22 -21 21 -20
(24} Exclange rate eflect linked  the intrest rate 00 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
[3) Stock-flow adjustments 03 7.2 06 04 04 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(31} Base -03 6.5 06 06 04 0o 0.0 00 0.0 00 0.0 00 0.0 00
(3.2} Adiustment due io the exchange rate effect 07 0.7 00 0.2 00 00 0.0 00 0.0 00 0.0 00 0.0 00
Fro memoria
Structural baance 45 58 68 57 36 35 -3 34 33 33 33 34 35 KL
Gross financing nesds 81 213 X3 176 168 3 157 152 154 153 153 154 185 157
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail) :
Short Medum ¢y . Finaneial . DSA $2  Longtem :
term term : Baseline Historical ~ Adverse .'r-g' oo Lower SPB w: ong
H 5B SCenario = scenario  projections .
H 508 Mario :
* Risk category T Low oW oW  (OW  NEDUM  MEDIUM :
" Debt level (2032) 681 607 737 87 320 :
o o =2e
($1=1.3) : Percentile rank :
+ Probabilty debt higher 3.4% :
 Dif. between percentiles
50 indicator 2009 2021 Critical threshold
Overall index 0.74 0.4 0.46
Fiscal sub-index 0.5 057 0.36
Finandial competitiveness sub-index 084 022 049
2021 FSR.
2020 DSM . AWG risk
1 indicator : Baseline Lower TFP growth scenario
Overall index : 0.3 1.3 1.5 20
of which Iniial buogetary position -18 a1 a0 a1
Cost of oefaying adjustment 1] o1 02 02
Delt requirement : 06 12 12 12
Ageing costs : 0g a0 ot 06
Required structural primary balance related to §1 05 0.0 0.2 07
2021 FSR
2020DM Baseine  LowerTFPgrowth 00 oK
52 indicator scenario
Overall index 33 6.1 6.5 9.8
of which Initial Budgetary position -11 16 18 16
Ageing costs 43 45 47 81
of which  Pensions 29 33 33 32
Heattt care a5 a7 06 17
Long-enmm care 04 06 05 32
Cthers : 06 1] 1] 1]
Required structural primary balance related to §2 : 42 48 52 85

3. Financial information
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Country analysis
Hungary

4. Risks related to the structure of public debt financing and net International Investment Position

Public debt structure -
_
5. Risks related to government's conti ngenl liabilities

(General government contingent liabilities

Net International
Investment Position (IIF)

HU (2020

State quaantees (% GDP| 55 | 50 | 51 | 64 | 82 | &1
afwhich  One-of uarantess 5f 48 a0 o4 60 71
Stndamised guamnes 02 o1 o1 10 22 11
Public-private partnesships (PPFs) (% GOF) 16 15 13 11 11 03
M6 | 217 | M8 | 2019 | 200 220
) A L 2niiesand asses 0se gen Quu nderguz 00 0.0 0.0 0.0 00 09
Contingent liabilities o &M |q.ersies issued uner iouidy s mes 00 00 00 00 00 0
gov. related tosuppart to ER R — ) ’ ’ ’ ’ )
financial nstitutions (% GDP) el pup 00 0.0 0.0 0.0 00 00
Takal 0q 0.0 0.0 0.0 00 09
) Probabilty of govt cont. atilties (>%% of
i":me' :"i‘;im NPLcoverage |GDP) liked to banking losses andrecap
i needs {SYMBOL):
fisks from banking ratio (%) { L
sector - HU (2020)

63.8

6. Realism of baseline assumptions
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Macrofiscal assumptions, Hungary Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 792 12 764 693 682 681 78 101 720
Primary balance 5.1 43 45 400 A0 - 430 A 16
Structural primary balance (before CoA) 43 0433 43 43 43 A3 S0 43 AT
Real GDP growth 74 54 3.2 30 25 23 5.3 30 38
Potential GOP growt 37 39 37 30 25 23 38 29 31
Inflation rate 47 45 37 33 32 31 43 33 38
Impiicit interest rate: (nominal) 33 32 32 34 37 39 32 35 34
Gross financing needs 203 176 168 153 154 157 182 155 162
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 792 112 764 617 657 648 776 686 708
Primary balance 5.1 $3 0 47 45 L5 AT -34 {6 4.3
Structural primary balance (before CoA) 43 33 46 08 08 08 -32 {8 14
Real GDP growth 74 54 35 30 25 23 54 30 38
Gross financing needs 03 176 1770 1H6 W5 148 183 148 157
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 792 112 764 664 629 607 776 669 696
Primary balance 5.1 430 A5 00 02 00 330 42 4.0
Structural primary balance (before CoA) 43 4930 43 A 0.1 0.1 S0 43 -0
Real GDP growth 74 54 3.2 32 21 23 5.3 30 38
Gross financing needs 203 176 168 133 133 131 182 141 151
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 792 114 767 698 687 687 778 706 7124
Impiicit interest rate: (nominal) 33 35 33 35 37 39 34 36 35
Gross financing needs 03 177 1770 154 155 158 183 157 163
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 92 T3 768 75 792 820 778 7183 784
Primary balance 5.1 36 26 26 26 27 -38 26 2.9
Structural primary balance (before CoA) 43 47 2% 2% 2% 29 51028 -
Real GDP growth 74 51 41 30 25 23 51 29 38
Gross financing needs 203 179 178 183 190 200 187 185 185
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 792 7195 811 733 720 T8 799 741 738
Exchange rate depreciafion 00% 60% 80% 00% 00% 00% 53%  00%  13%
Gross financing needs 203 180 178 161 162 165 187 164 169
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 92 11 Tn3 21 126 1T 781 136 4T
Impiicit interest rate: (nominal) 33 34 34 38 40 43 33 38 37
Real GDP growth 74 49 21 25 20 18 50 25 31
Gross financing needs 03 1717 1711 182 185 1A 184 164 169




Country analysis

MALTA

Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks for Malta.
Gross financing needs should decline in 2022, and sovereign financing conditions are expected to remain
favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: high. Over the medium term, fiscal sustainability risks are high overall, based on
medium risks from the sustainability gap indicator S1 and high vulnerabilities from a debt sustainability
analysis (DSA) perspective. Government debt, currently at 61% of GDP, is projected to increase steadily,
reaching around 73% of GDP in 2032 in the baseline. The main driver of this assessment is the high
initial deficit, with sensitivity to possible macro-fiscal shocks also contributing. Reverting to past fiscal
positions would reduce risks.

Long-term risks: high. High risks from the sustainability gap indicator S2, combined with high
vulnerabilities from the DSA, contribute to the overall long-term assessment. S2 captures challenges

linked to budgetary pressures stemming from population ageing and to the high initial deficit.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, SO, is below its critical threshold, signalling
no overall short-term vulnerabilities. However, the
fiscal sub-index points to some short-term
vulnerabilities, mainly because gross financing
needs and the cyclically-adjusted and primary
deficits are above their critical thresholds.
Government financing needs are expected to
decline to 13% of GDP in 2022, down from the
peak reached in 2020-2021 (around 17% of GDP).
Financing conditions should remain favourable,
notably  supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the medium-grade ‘A2/A-/IA+’
rating that the three major rating agencies assigned
to Maltese government debt.

Medium-term fiscal sustainability risks: high

Overall medium-term fiscal sustainability risks
appear to be high, based on the DSA and S1.

Debt sustainability analysis (DSA): high risk

The DSA points to high risk, based on the baseline
— in particular the level of debt and its projected
path — as well as stochastic simulations, and
alternative and stress-test scenarios.

Baseline results: increase at

unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
annual real GDP growth averaging 2.7% in 2024-
2032. Under a  ‘no-fiscal-policy-change’
assumption, the structural primary balance (SPB)
is expected to remain constant (excluding changes
in the cost of ageing) at its level forecast for 2023,
namely -3.3% of GDP. Under these assumptions,
government debt would steadily increase over the
medium term, to reach around 73% of GDP in
2032. Yet, the projected SPB underpinning the
baseline is very low by Maltese standards,
indicating that the country has significant room for
tighter positions (3%). Government gross financing
needs are projected to remain broadly stable over
the next 10 years, at around 13% of GDP.

Stochastic simulations: risk of debt not stabilising
by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance is performed, based on the
historical volatility of the Maltese economy. These
stochastic simulations point to a 76% probability
of the debt ratio being greater in 2026 than in
2021. This entails a medium risk given the current

(®) Based on available historical data, Malta recorded a SPB
greater than -3.3% of GDP 81% of the time. This suggests
that the country has room for manoeuvre to adjust its fiscal
position to lower its debt ratio.

Malta
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level of 61% of GDP. The uncertainty surrounding
the baseline projections is contained, as can be
seen from the debt distribution cone (89).

Alternative and stress-test scenarios: some
vulnerabilities, but reverting to historical
behaviour would reduce risks

Fiscal policy reverting to historical behaviour
would reverse the upward trend of debt and
therefore sizeably reduce the debt ratio. Indeed, if
the SPB gradually converged to its historical
average of the last 15 years (a surplus of 0.3% of
GDP), by 2032 the debt ratio would be about
22 pps. of GDP lower than in the baseline, with
debt starting to decline as from 2025.

Conversely, assuming a negative shock on the SPB
would result in a much higher debt ratio by 2032.
In particular, halving the projected reduction in the
structural primary deficit in 2022-2023 compared
to the baseline would push up debt by around
21 pps. of GDP by 2032. More adverse
developments in interest rates than assumed under
the baseline would have a more limited impact on
the debt ratio, given its current value. In particular,
an interest-growth rate differential permanently
higher by 1 pp. than in the baseline would increase
the debt ratio by about 5 pps. of GDP by 2032.
Temporary (one-year) financial stress rising
market interest rates by 1 pp. in 2022 would only
marginally increase the debt ratio over the medium
term.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the SPB would need to improve by
1.8 pps. of GDP cumulatively over 5 years, to
bring the debt ratio to the reference value of 60%
by 2038. This would bring the SPB to -1.4% of
GDP, which appears plausible by historical
Maltese standards. (%) The significant value of S1
is mainly due to the unfavourable initial budgetary
position (contributing 1.5 pps. of GDP).

(%) The difference between the 10th and 90th percentiles in
2026 is of around 28 pps. of GDP.

(%) 56% of the SPBs recorded in Malta over the past were
greater than the required value

Long-term fiscal sustainability risks: high

Overall long-term fiscal sustainability risks appear
to be high, based on S2 and the DSA.

S2 indicator: high risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
10.2 pps. of GDP to stabilise the debt ratio over the
long term. This would bring the SPB to 6.9% of
GDP, which is very ambitious by historical
standards (%). The sustainability gap is driven by
the projected increase in ageing costs (contributing
6.7 pps. of GDP) and the unfavourable initial
budgetary position (contributing 3.5 pps.). The
increase in ageing costs is primarily related to the
expenditure on pensions (+3.1 pps. of GDP) as
well as health care and long-term care expenditure,
which contribute 2.3 pps. and 1.5 pps of GDP,
respectively (%).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
Malta’s positive net international investment
position, relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, and historically low
borrowing costs supported by the Eurosystem’s
interventions. In 2020, 20% of government debt
was held by the Eurosystem. On the other hand,
several factors may aggravate sustainability risks.
Despite a lengthening of debt maturity in recent
years, the share of short-term debt remains above
10% of total debt. Some contingent liability risks
stem from the private sector, including via the
possible materialisation of state guarantees granted
to firms and the self-employed during the COVID-
19 crisis. However, this risk remains currently
limited due to relatively low take-up so far. The
share of non-performing loans is slightly higher
than the EU average. Contingent liability risks
stemming from the banking sector appear limited,
based on the SYMBOL simulations.

(®) Malta has never recorded such an SPB over the past
decades.

(®) Between 2019 and 2070, total ageing costs are estimated to
increase by 8 pps. of GDP (among which public pension
spending by 3.8 pps. of GDP, and health care and long-
term care spending by 4.5 pps. of GDP together) — see
2021 Ageing Report.
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MT - Debt projections baseline scenario

| 200 | 20w | o0m | 2022 | 203 | o024 | 2005 | 2026 | 2027 | s | 2020 | 200 | 20 | 20w

Gross debt ratio 40.7 53.4 61.4 62.4 63.6 65.3 66.6 67.8 69.2 70.2 71.0 718 725 732
Changes in the ratio (-1+2+3) 2.9 12.7 8.0 0.9 12 17 13 11 14 1.0 0.8 08 0.7 0.7
of which
(1) Primary balance (1.1+1.2+1.3) 18 8.4 -10.0 4.7 -3.6 -35 -3.3 -3.0 -31 -3.0 -3.0 -3.0 2.9 -3.0
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.9 5.6 -8.0 -39 33 33 33 31 31 -3.0 -3.0 -3.0 2.9 -3.0
(1.1.1) Structural primary balance (bef. CoA) 0.9 5.6 8.0 -39 33 33 33 -33 -33 -33 33 33 33 33
(1.1.2) Cost of ageing 0.0 0.0 -0.2 0.2 0.3 0.3 0.3 0.3 0.3
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 26 2.8 2.0 -0.8 -0.3 -0.2 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -2.0 44 2.3 35 27 -18 -19 -18 -16 2.0 21 2.2 2.2 -2.3
(2.1) Interest expenditure 13 13 11 11 11 1.0 1.0 09 09 0.9 0.9 1.0 10 10
(2.2) Growth effect 2.3 3.6 25 35 2.8 -18 -18 17 -14 17 -1.8 -1.8 -18 -1.9
(2.3) Inflation effect -1.0 05 0.9 11 09 -1.0 11 11 -1.2 -1.2 -13 -14 -14 -14
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 0.9 0.1 0.3 03 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.9 01 0.3 03 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adjustment due to the exchange rate effect 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 2.2 6.9 91 5.0 43 43 43 -4.0 -4.0 -4.0 -39 -39 -39 -4.0
Gross financing needs 5.4 16.2 184 134 131 13.0 129 129 131 132 133 135 13.6 137
{'gﬂ‘gf GDP Annual change in debt ratio, baseline scenario - MT 1050 Debt as % of GDP - MT
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2. Risk classification and sustainability indicators summary tables
. Debt sustainability analysis (detail)
Short Medium : Financial
term term S1 : Baseli Historical ~ Adverse 'r-g' i Lower SPB  Stochastic
. aseline SPB scenario stress scenario projections
scenario
¢ Risk category MEDUM | Low  wmebiuM  weoiv EGEEE Low
‘ Debt level (2032) 73.2 78.4 73.9
MEDIUM  : Debt peak year
(S1=1.8) : Percentile rank
* Probability debt higher 75.6%
: Dif. between percentiles
SO0 indicator 2009 2021 Critical threshold
Overall index 0.45 031 0.46
Fiscal sub-index 0.20 0.45 0.36
Financial competitiveness sub-index 0.58 0.22 0.49
2021 FSR
2020 DSM i
- Baseline Lower TFP growth AWG ”.Sk
Sl indicator scenario
Overall index -35 18 2.0 26
of which Initial budgetary position 2.9 15 1.6 16
Cost of delaying adjustment 0.4 0.2 0.2 0.3
Debt requirement 1.1 0.3 0.3 0.3
Ageing costs 0.9 -0.2 0.1 0.5
Required structural primary balance related to S1 -1.6 -14 -1.3 -0.7
2021 FSR
2020 DSM i
Baseline Lower TFP growth AWG r|§k
S2 indicator scenario
Overall index 4.6 10.2 10.2 13.7
of which Initial Budgetary position -1.7 35 36 35
Ageing costs 6.3 6.7 6.6 10.2
of which Pensions 35 31 33 31
Health care 15 23 21 35
Long-term care 0.9 15 14 38
Others 0.4 0.1 0.2 -0.1
Required structural primary balance related to S2 6.5 6.9 6.9 10.4
3. Financial information
140 Market perception of sovereign risk - MT c Profile redemption for existing securities and official loans, as of Nov. 2021 - MT
S Totalstock of maturii it ic DP): 5278
120 Caa2
Caal 16
100 Eg 14
on
£ Ba2
- g:};ls L
av B2 3 8
0 BT
ALy
20 Aa3
Aa2
a2
0 . - - - - - - - - Aaa
201701 201707 201801 201807 201901 201907 202001 202007 202101 202107 a2y a4y 5y 6 7 & o v uv  12v B
Leftover Residual Maturity 1y
e 10-year yield spreads em=CDS Spread e===SovCISS Moody's rating (RHS) ® Maturing securities  m Official loans
Sovereign Ratings Local currenc Foreign currenc Sovereign yield
s of Nov. 2021, MT W Jong term Spreadsg(bz)*_as 10year
Moody's A2 of October 2021
S&pP A A2 A A2
Fitch A+ A+ F1+
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related

Net International

Public debt structure - Investment Position

MT (2020)

5. Risks related to government's contingent liabilities

General government contingent liabilities | MT | EU

2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 132 8.9 8.2 7.0 8.9 8.1
of which  One-off guarantees 131 8.8 8.1 6.9 89 71
Standardised guarantees 0.1 0.1 0.1 0.1 0.1 11
Public-private partnerships (PPPs) (% GDP) 0.1 0.1 0.1 0.1 0.1 0.3
2016 2017 2018 2019 2020 2020

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee na na na na na 0.9
gov. related to support to - [Securities issued under liquidity schemes na. na. na na. na. 0.0
financial institutions (%  [Special purpose entity na na na na na 0.0
GDP) Total n.a. n.a. na. n.a. n.a. 0.9

Probability of govt cont. liabilities (>3% of
GDP) linked to banking losses and recap
needs (SYMBOL):

Government's
contingent liability
risks from banking
sector - MT (2020)

6. Realism of baseline assumptions

Awerage lewl of Structural Primary Balance (23-32)- MT

00 . — . ) % of GDP Historical debt
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-20 W
DE N AL e
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0 56 ?
’ “ %0
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100% — 0505 0
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5% m— 5160
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% . . )
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923 3RARRRRNRRRRRRRRNRRRRNARRR]RRRRRRRR
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0 -
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Macro-fiscal assumptions, Malta Levels Averages

1. Baseline scenario 020 2022 2023 2028 2030 2032 2021-23  204-32 2021-32
Gross public debt 614 624 636 702 718 732 625 697 679
Primary balance 200 47 36 30 30 30 61 31 38
Structural primary balance (before CoA) 40 39 33 33 33 33 S10 33 37
Real GDP growth 50 6.2 48 26 27 28 53 27 33
Potential GDP growth 31 34 38 26 21 28 34 26 28
Inflation rate 18 18 15 18 19 20 17 18 18
Implicit interest rate (nominal) 2.3 19 18 14 14 15 20 15 16
Gross financing needs B4 134 BB B2 185 137 5Bo 1383 137
2. SCP scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 614 624 636 690 701 710 625 686 671
Primary balance 200 47 3121 2121 61 28 36
Structural primary balance (before CoA) 40 39 34 30 30 30 S51 30 35
Real GDP growth 50 6.2 48 26 27 28 53 27 33
Gross financing needs 184 B4 132 128 129 13l 50 19 134
3. Historical SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 614 624 636 614 562 5L 625 601 607
Primary balance 200 47 36 0.0 06 0.6 61 04 18
Structural primary balance (before CoA) 80 -39 33 0.3 0.3 0.3 51 03 15
Real GDP growth 50 6.2 48 32 32 28 53 21 33
Gross financing needs 84 134 BL 93 8.1 74 5BO 96 109
4. Financial stress scenario 020 2022 2023 2028 2030 2032 2021-23  204-32 2021-32
Gross public debt 614 626 639 708 724 739 626 703 684
Implicit interest rate (nominal) 2.3 2.3 20 15 15 15 2.2 16 17
Gross financing needs 184 136 133 134 136 139 5Bl 134 138
5. Lower SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 614 632 669 842 896 945 638 835 786
Primary balance 00 66 55 54 53 53 14 54 b9
Structural primary balance (before CoA) 40 68 56 56 56 56 68 56 59
Real GDP growth 50 84 36 26 27 28 5.7 26 33
Gross financing needs 184 162 153 174 182 190 66 173 171
6. Exchange rate depreciation scenario 2021 2022 2023 2028 2030 2032 2020-23  2024-32 2001-32
Gross public debt 614 624 636 702 718 732 625 697 679
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 00% 00%  0.0%
Gross financing needs 84 134 1B B2 135 137 50 133 137
7. Adverse interest-growth rate differential scenario 020 2022 2023 208 2030 2032 2021-23  204-32 2021-32
Gross public debt 614 627 644 733 760 784 629 729 704
Implicit interest rate (nominal) 2.3 21 20 18 18 19 21 18 19
Real GDP growth 50 57 43 21 22 2.3 50 22 29
Gross financing needs 184 136 134 139 143 148 51 B9 142
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THE NETHERLANDS

Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks. Gross
financing needs should decline after their surge in 2020-2021. Sovereign financing conditions are
expected to remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: medium. Over the medium term, fiscal sustainability risks appear to be medium
overall, both according to the sustainability gap indicator S1 and from a debt sustainability analysis
(DSA) perspective. Government debt, currently at 57% of GDP, is projected to rise, reaching close to
63% of GDP in 2032 in the baseline scenario. The sensitivity to possible macro-fiscal shocks also

contributes to this assessment.

Long-term risks: medium. Over the long term, medium risk from the sustainability gap indicator S2,
combined with medium vulnerabilities from the DSA contribute to the overall assessment. The S2
indicator mainly captures risks linked to the unfavourable initial budgetary position and the projected

increase in ageing costs.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. However, the fiscal sub-index
points to some short-term vulnerabilities (due to
gross financing needs, and to the primary and
cyclically-adjusted deficits).

Government financing needs are expected to
decline in the short term (about 12% of GDP in
2022), down from around 15%% of GDP 2020-
21). Financing conditions should remain
favourable, notably supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the ratings that the three major
rating agencies assigned to Dutch government
debt.

Medium-term fiscal sustainability risks: medium

Debt Sustainability Analysis (DSA): medium risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a medium risk.

Baseline results:
unchanged policies

steady debt increase at

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with

real GDP growth hovering around 0.6% over
2024-2032. Under a ‘no-fiscal policy change’
assumption, government debt would overall
increase by 6.7 pps. between 2023 and 2032, when
it would reach about 63%. These baseline
assumptions assume a constant structural primary
balance (SPB) before future ageing costs at the
forecast deficit for 2023, namely -1.2% of GDP.
Based on past fiscal performance, this value
appears to be low. (**) Government gross financing
needs are projected to slightly increase over the
next 10 years, reaching around 15% of GDP in
2032.

Stochastic simulations: some vulnerabilities
linked to significant uncertainty

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance is performed, based on the
historical volatility of the Dutch economy. These
stochastic simulations point to a 44% probability
of the debt ratio in 2026 being greater than in
2021, entailing low risk given the current moderate
level of 57% of GDP. In addition, such shocks
point to significant uncertainty surrounding the
baseline projections, as can be seen from the
relatively wide debt distribution cone (°%).

(*) Based on available historical data, The Netherlands
recorded a SPB greater than -1.2% of GDP in 92% of the
cases. Therefore, the country has room to improve its fiscal
position and curb the projected debt-to-GDP ratio.

(°) The difference between the 10th and 90th percentile in
2026 is of around 28 pps. of GDP.
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Alternative and stress-test scenarios: important
vulnerabilities, but reverting to historical
behaviour would reduce risks

Fiscal policy reverting to historical behaviour
would bring a limited reduction of the debt ratio.
Indeed, if the SPB gradually converged to its
historical average over the last 15 years (a surplus
of 0.2 pps. of GDP), in 2032 the debt ratio would
be only about 8 pps. of GDP lower than in the
baseline.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would have a non-negligible impact on the debt-
GDP ratio, given its current significant value. A
permanently higher ‘r-g” differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 about 5 pps. of GDP higher than in the
baseline.

If a temporary (one-year) episode of financial
stress pushed up interest rates by 1 pp. in 2022, the
2032 debt projection would be some 0.6 pps. of
GDP higher than in the baseline. If only half of the
projected improvement in the SPB in 2022-2023
were to occur, the 2032 projected debt would be
higher by more than 12 pps. of GDP relative to the
baseline.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 1.4 pps. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of 0.2% of GDP,
which is not very ambitious by Dutch
standards. (*) This significant value of S1 is
mainly due to the projected age-related public
spending (contribution by 1.5 pps. of GDP),
slightly offset by the distance of the debt ratio
from the 60% reference value (contribution of -0.3
pps. of GDP).

Long-term fiscal sustainability risks: medium

S2 indicator: medium risk

(°3) 74% of past Dutch SPBs were larger.

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
5.3 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring
the SPB to 4.1% of GDP, which is very ambitious
by Dutch standards. (**) This sustainability gap is
driven by the projected increase of ageing costs
(contribution of 3.8 pps. of GDP) and the
unfavourable initial budgetary position (1.4 pps. of
GDP). Ageing costs are primarily related to the
projected increase of long-term care spending
(contribution of 2.3 pps. of GDP) and public
pension expenditure (contribution of 1.1 pps. of
GDP) (°4).

In sum, over the long term fiscal sustainability
risks appear to be medium overall, based on the
sustainability gap indicator S2 combined with the
DSA risk assessment (see previous section).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, and historically low
borrowing costs notably supported by the
Eurosystem’s interventions. At the end of 2020,
close to 27% of government debt was held by the
Eurosystem. The large positive net international

investment position helps mitigating
vulnerabilities. Other factors contribute to
aggravate risks. The ratio of short-term

government debt (in total debt) appears non-
negligible. Risk factors are also related to
contingent liabilities stemming from the private
sector, including via the possible materialisation of
state guarantees granted to firms and self-
employed during the COVID-19 crisis. However,
this risk remains currently limited due to relatively
low take-up so far. Contingent liability risks linked
to the banking sector appear limited, though some
risk is signalled under more a stressed scenario
(based on the SYMBOL simulations).

(*%) Such an SPB was never reached for the country over the
past decades.

(**) Between 2019 and 2070 total ageing costs are estimated to
increase by 5.4 pps. of GDP (among which long-term care
expenditure by 2.7 pps. of GDP and public pensions by 2.3
pps. of GDP) — see 2021 Ageing Report.
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NL - Debt projections baseline scenario | 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o

Gross debt ratio 485 543 5.5 568 5.1 5.0 5.0 5.2 568 5.6 586 58 613 62.8)

Changes in the rafio [-1+2+3) -39 58 32 -07 -08 01 0.1 02 0.6 08 1.0 12 14 15
of which

(1) Primary balance {1.1+12+13) 25 -3.5 48 -7 07 0.8 =11 -1.4 -7 -1 -21 2.3 -26 2.8

{1.4) Structural primary balance (1.1.1-1.1.2¢1.1.3) 15 12 -39 -20 -12 -13 -14 -15 -1.7 -19 -21 -23 -2.6 -28

(1.1.1) Stuctural primary balance (bef. Cod) 15 -1.2 -39 -20 -12 -12 -1.2 -12 -1.2 -12 -1.2 -12 -1.2 -12
(1.1.2) Cost of ageing at 0.2 04 0.7 a9 1.2 15 18 20
(1.1.3) Others (taxes and property incom &5 a0 0.0 a0 0.1 at 0.2 03 04 04

{1.2) Cyclical component 08 -2.3 -08 04 05 03 0.3 02 0.0 00 0.0 00 0.0 00

{1.3) One-off and ocher temporary 02 0.0 -01 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00

(2) Snowball effect (2.1+2.2+2.3+2.4) -1.8 15 29 -24 -14 -1.0 =11 11 =11 11 =11 11 =12 1.3

(2.1) Interest expenditure 08 0.7 a5 0.4 03 03 0.3 02 0.2 02 0.2 02 0.2 03

(2.2) Growth effect -10 19 -20 -18 -09 -04 -0.5 -04 -0.4 -03 -0.2 -02 -0.2 -03

(2.3) Ifiafion effect -15 -1.1 -13 -10 -08 -09 -0.9 -09 -1.0 -10 -1.1 -11 -1.2 -12

(24) Exchenge rate effect linked B the inkrest rate a0 0.0 a0 0.0 a0 a0 0.0 a0 0.0 a0 0.0 00 0.0 00

(3) Stock-flow adjustments 03 08 12 0.0 01 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

(31) Baz 03 0.9 12 0.0 -0 a0 0.0 a0 0.0 a0 0.0 a0 0.0 a0

(3.2) Adjustment dus o the exchange rate effect a0 0.0 a0 0.0 a0 a0 0.0 a0 0.0 a0 0.0 00 0.0 00

Fro memoria

Sructural bdance 07 -18 -44 -24 -5 -16 17 -8 -18 21 -23 28 -28 -3

Gross financing nesds 8.1 145 162 121 1.1 1.4 16 18 124 128 133 138 144 149

°§:?f®1’ Annual change in debt ratio, baseline scenario - NL Wy Debt as Vo of GDP - NL
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium

e e 1 B Mtokal Adversetg el lower S8 Stochasti DSA §2 Longterm
5PB SCENario scenario scenario  projections
- Risk categary MEDUM | LOW  MEDIUM  MEDUM  MEDUM | LOW
‘ Debt level (2032) 628 &75 834 752
MEDIUM ~ MEDIUM : Debt peak year MEDIUM MEDIUM  MEDIUM
[S1=14) : Percentie rank (52=5.3)
" Probabilty debt higher
. Dif. between percertiles 23
50 indicator 2009 2021 Critical threshold
Ovenall index 0.4 0.32 0.46
Fiscal surindex 057 037 0.36
Finandial competitiveness suib-index 0z 0.30 0.49
2021 FSR
2020 DSM i AWG risk
&1 indicator Baseline Lower TFP growth scenario
Overall index 01 14 13 17
of which intial budgetary posttion 18 00 01 01
Cost of deaying adjustmernt 00 02 02 02
Delt requirerment 03 03 03 03
Ageing costs : 16 15 14 18
Required structural primary balance related to $1 : 05 0.2 0.2 0.5
: 2021 FSR
20200 Baseiine  LowerTFPgrowth  ~Wo sk
52 indicator scenario
Overall index 33 53 51 71
of which Initial Budgetary position 03 14 15 15
Ageing costs 30 28 26 56
of which Pensions 09 11 09 11
Heatth care 04 o7 06 12
LongHem care 17 23 22 35
Cthers a0 02 02 02
Required structural primary balance related to $2 ; 37 41 3.9 5.9

3. Financial information

3 Marlet perce ption of soveregnrisk - NL I Profil redemption Br exiting e curities and official loans, as of Nov. 2021- NL
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Public debt structure -
NL (2020)

5. Risks related to government's contingent liabilities

Net International
Investment Position

General government contingent liabilities | NL EU
2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 36 34 32 3.0 5.9 8.1
of which  One-off guarantees 36 34 3.2 30 59 71
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 11
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2016 2017 2018 2019 2020 2020

Contingent liabilties of gen. Liabilities and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 0.9
gov. related to support to - [Securities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
financial institutions (%  [Special purpose entity 0.0 0.0 0.0 0.0 0.0 0.0
GDP) Toul 00 | 00 | 00 | 00 | 00 | 09

Government's
contingent liability
risks from banking
sector - NL (2020)

Bank loans-to-
deposits ratio
(%):

112.6

6. Realism of baseline assumptions

Awerage lewel of Structural Primary Balance (23-32)- NL

Country analysis
The Netherlands

needs (SYMBOL):

Probability of govt cont. liabilities (>3% of|
GDP) linked to banking losses and recap
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Macro-fiscal assumptions, Netherlands Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 515 %68 %1 516 398 628 %8 584 580

Primary balance 48 47 A7 498 23 28 24 49 20

Structural primary balance (before CoA) 59 200 420 42 42 2 24 12 435

Real GDP growth 40 33 18 08 04 08 30 06 12

Potential GOP growt 14 14 13 08 04 08 14 07 09

Inflation rate 24 17 15 18 19 20 19 18 18

Impiicit interest rate: (nominal) 0.9 0.7 06 04 04 04 08 04 03

Gross financing needs 62 121 11 128 138 149 131 129 130

2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 515 %68 %62 612 647 688 %9 619 606

Primary balance 48 A7 42 28 -3.1 35 26 25 26

Structural primary balance (before CoA) 59 200 -2 49 49 19 27 498 2

Real GDP growth 40 33 23 08 04 08 3.2 05 12

Gross financing needs %2 121 116 11 153 167 133 142 140

3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 515 %68 361 545 42 47 %8 549 554

Primary balance 48 47 47 08 40 5 24 49 13

Structural primary balance (before CoA) 59 200 42 02 02 02 24 01 06

Real GDP growth 40 33 18 08 08 08 30 06 12

Gross financing needs %2 121 11 13 1e 122 131 15 19
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 515 510 %63 581 604 634 570 588 584

Impiicit interest rate: (nominal) 0.9 1.0 08 05 04 05 0.9 03 06

Gross financing needs 62 122 12 129 139 150 132 131 131

5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 515 510 513 632 699 752 513 639 637
Primary balance 48 23 446 83 31 42 29 -2 -3.1

Structural primary balance (before CoA) 590 920 2% 2% 25 25 -32 25 21

Real GDP growth 40 43 14 08 04 08 3.2 05 12

Gross financing needs 162 132 121 154 169 185 138 155 151

6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 515 %69 %1 516 399 628 %8 584 580
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 62 121 11 128 138 149 131 129 130
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 515 512 %8 604 635 675 572 612 602
Impiicit interest rate: (nominal) 0.9 0.9 08 07 08 09 0.9 08 08

Real GDP growth 40 28 1.1 0.1 0.1 0.1 28 0.1 07

Gross financing needs 62 122 13 135 17 161 132 137 138




Country analysis

AUSTRIA

Short-term risks: low. No overall short-term vulnerabilities are identified for Austria, according to the SO
indicator. Gross financing needs should decline in the short term, and sovereign financing conditions are
expected to remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: medium. Over the medium term, fiscal sustainability risks appear to be medium
overall, based on medium risk from the sustainability gap indicator S1 and low vulnerabilities from a
debt sustainability analysis (DSA) perspective. Government debt, currently at 83% of GDP, is projected
to decline over the projection horizon, reaching around 76% of GDP in 2032 in the baseline. The
sensitivity to possible macro-fiscal shocks also contributes to this assessment.

Long-term risks: medium. Medium risks from the sustainability gap indicator S2, combined with low
vulnerabilities from the DSA contribute to the overall long-term assessment. The S2 indicator mainly
captures risks linked to budgetary pressures stemming from population ageing.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. However, the fiscal sub-index

points to some short-term vulnerabilities related to
debt and the primary and cyclically-adjusted
deficits, as these are above their critical thresholds.

Government financing needs are expected to
decline in the short term, to about 12% of GDP in
2021-2022, from about 19% in 2020. Moreover,
financing conditions should remain favourable,
notably  supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the high-grade ‘AA+/Aal’ rating
that the three major rating agencies assigned to
Austrian government debt.

Medium-term fiscal sustainability risks: medium

Overall medium-term fiscal sustainability risks
appear to be medium, based on the DSA and S1.

Debt sustainability analysis (DSA): low risk

The DSA points to low risk, based on the baseline
— in particular the level of debt and its projected
path — as well as stochastic simulations, and
alternative and stress-test scenarios.

Baseline results: debt overall declines at

unchanged policies

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
annual real GDP growth averaging 1.2% in
2024-2032. Under a ‘no-fiscal-policy-change’
assumption, the structural primary balance (SPB)
is assumed to remain constant (excluding changes
in the cost of ageing) at its level forecast for 2023,
namely -0.8% of GDP. Under these assumptions,
government debt would overall decline over the
projection period, to reach around 76% of GDP in
2032. Based on past fiscal performance, the
assumed SPB underpinning the baseline appears
low for the country (%5). Government gross
financing needs are projected to increase mildly
over the next 10 years, reaching around 11% of
GDP in 2032.

Stochastic simulations: low probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Austrian economy.
These stochastic simulations point to a 26%
probability of the debt ratio being greater in 2026
than in 2021. This entails a low risk given also the
current level of 83% of GDP. Yet, the uncertainty

(*®) Based on available historical data, Austria recorded a SPB
greater than -0.8% of GDP 94% of the time. This would
suggest that the country has room for manoeuvre to adjust
its fiscal position to further lower its debt ratio.

Austria
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surrounding the baseline projections is not
negligible, as can be seen from the relatively wide
debt distribution cone (®°).

Alternative and stress-test scenarios: limited
vulnerabilities

Fiscal policy reverting to historical behaviour
would bring a more sizeable reduction of the debt
ratio. Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a surplus of
0.5% of GDP), the debt ratio would decline
steadily and be about 7 pps. of GDP lower than in
the baseline by 2032. Conversely, assuming a
negative shock on the structural primary balance or
on the interest-growth rate differential would result
in a sizeably higher debt ratio by 2032. In
particular, halving the adjustment in the SPB in
2021-2023 compared to the baseline would make
the debt ratio increase from 2024 onwards,
reaching in 2032 a level around 10 pps. of GDP
higher than in the baseline. More adverse
developments in the interest-growth rate
differential would also have a noticeable impact on
the debt ratio, given its current high value. An ‘r-g’
differential permanently 1 pp. higher than in the
baseline would put the debt ratio on an upward
trend as from 2027, reaching in 2032 a level about
6 pps. of GDP higher than in the baseline.
Temporary (one-year) financial stress rising the
interest rate by 1pp. in 2022 would only
marginally increase the 2032 debt projection, by
some 0.6 pps. of GDP compared to the baseline.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the SPB would need to improve by 2 pps.
of GDP cumulatively over 5 years to bring the
debt-to-GDP ratio to the reference value of 60% by
2038. This would bring the SPB to 1.2% of GDP,
which is very ambitious by Austrian standards (°7).
The significant value of S1 is mainly due to the
distance of debt from the 60% reference value and
the projected increase in age-related spending
(contributing 1.4 pps. and 1.3 pps. of GDP,
respectively), partially offset by the favourable
initial budgetary position (contributing -0.9 pp).

(°®) The difference between the 10th and 90th percentiles in
2026 is around 32 pps. of GDP.

(°) Only 13% of the SPBs recorded in Austria over the past
were greater than this value.

Long-term fiscal sustainability risks: medium

Overall long-term fiscal sustainability risks appear
to be medium, based on S2 and the DSA.

S2 indicator: medium risk

S2 shows that, relative to the baseline, the SPB
would need to improve by 3.5 pps. of GDP to
stabilise the debt ratio over the long term. This
would bring the SPB to 2.7% of GDP, which is
very ambitious by historical standards (%). This
sustainability gap is driven by the projected
increase in ageing costs (contributing 2.6 pps. of
GDP) and the unfavourable initial budgetary
position (contributing 0.9 pp.). Ageing costs
primarily relate to the projected increase in long-
term care and health care expenditure (contributing
1.6 pps. and 1.0 pps of GDP, respectively) (*9).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
Austria’s positive net international investment
position, the currency denomination of debt and
historically low borrowing costs notably supported
by the Eurosystem’s interventions. At the end of
2020, more than 20% of government debt was held
by the Eurosystem. Several factors may however
aggravate  sustainability  risks.  Despite a
lengthening of debt maturity in recent years, the
share of short-term government debt remains close
to 9% of total debt. Moreover, nearly two thirds of
debt are held by non-residents. Some contingent
liability risks stem from the private sector,
including via the possible materialisation of
sizeable state guarantees granted to firms and the
self-employed during the COVID-19 crisis.
However, this risk remains currently contained due
to limited take-up so far. The share of non-
performing loans remains relatively high, although
contingent liability risks linked to the banking
sector appear limited, based on SYMBOL
simulations.

(°®®) Austria has never recorded such an SPB over the past
decades.

(*°) Between 2019 and 2070, total ageing costs are estimated to
increase by 3.8 pps. of GDP (among which health care and
long-term care spending by 3.0 pps. of GDP together) — see
2021 Ageing Report.



Country analysis

Austria
AT - Debt projections haseline scenario ‘ 2019 ‘ 2020 ‘ 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031 | 2032
Gross debt ratio 70.6 83.2 82.9 794 71.6 76.9 76.1 75.4 75.1 748 74.9 75.2 75.7 76.3
Changes in the ratio (-1+2+3) 35 12.7 03 35 17 08 08 0.7 0.3 0.3 0.0 0.3 0.5 0.6
of which
(1) Primary balance (1.1+1.2+1.3) 2.0 -1.0 4.7 -14 -0.4 0.7 -0.9 -11 -14 -1.6 -17 -1.9 21 2.2,
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.9 =37 231 -15 -0.8 -0.9 -1.0 -12 -14 -16 -17 -1.9 21 2.2
(L.1.1) Structural primary balance (bef. CoA) 0.9 =37 =31 -15 -0.8 -0.8 -0.8 -0.8 0.8 0.8 0.8 0.8 0.8 0.8
(1.1.2) Cost of ageing 0.1 0.3 05 0.6 0.8 1.0 12 13 15
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 12 -3.3 -7 0.2 04 0.2 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -0.8 47 -3.8 4.7 2.1 -15 -17 -1.8 -L7 -18 -17 -16 -16 -1.6
(2.1) Interest expenditure 14 13 11 09 09 08 08 0.7 0.7 0.7 0.6 06 0.6 0.6
(2.2) Growth effect 11 5.0 34 38 -14 08 09 -1.0 0.8 -1.0 0.8 0.8 0.7 0.8
(2.3) Inflation effect 12 -16 -15 -18 -16 -16 -16 -15 -15 -15 -15 -15 -15 -1.5
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 0.6 1.0 -1.2 03 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.7 1.0 -11 -0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adjustment due to the exchange rate effect 0.1 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance -0.5 5.0 -4.2 -2.5 -17 -17 -1.8 -1.9 2.1 -2.2 24 25 2.7 -2.9)
Gross financing needs 8.7 187 135 107 9.9 10.1 10.2 10.2 104 105 107 109 112 114
z“/ggf GDP Annual change in debt ratio, baseline scenario - AT 1150 Debt as % of GDP - AT
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ility indicators summary tables

| Short : : Medium Debt sustainability analysis (detail). : Long
| term || term S1 - Historical Adverse'_r-g' Hsn:::;al Lower SPB Stqchafstic DSA S2 term
I N SPB scenario scenario scenario projections 1
: 11 < Risk category MEDIUM I
I 1 Debt level (2032) 76.3 68.9 81.8 76.8 86.6 !
| || MEDIUM  MEDIUM : Debt peak year ! MEDIUM  wEDIUM
11 (S1=2) : Percentile rank | (s2=35)
I I : Probability debt higher I
I N : Dif. between percentiles 1
S0 indicator 2009 2021 Critical threshold
Overall index 0.31 0.18 0.46
Fiscal sub-index 0.64 041 0.36
Financial competitiveness sub-index 0.16 0.06 0.49
2021 FSR
2020 DSM ) Lower TFP AWG risk
S1indicator Baseline growth scenario
Overall index -0.3 20 20 24
of which Initial budgetary position -29 -0.9 -0.8 -0.9
Cost of delaying adjustment 0.0 0.2 0.2 03
Debt requirement 14 14 14 14
Ageing costs 12 13 13 16
Required structural primary balance related to S1 0.8 1.2 13 1.6
2021 FSR
2020 DSM ; Lower TFP AWG risk
Baseline ;
s2 indicator growth scenario
Overall index 24 35 39 53
of which Initial Budgetary position -0.6 0.9 1.0 1.0
Ageing costs 3.0 26 29 43
of which Pensions 0.0 -0.1 0.4 0.0
Health care 10 10 10 18
Long-term care 16 16 16 25
Others 0.3 0.0 0.0 0.0
Required structural primary balance related to S2 35 2.7 31 4.6

Market perception of sovereignrisk - AT

Basis points
8 & 3

3

10

Profile redemption for existing securities and official loans, as of Nov. 2021 -AT
Total stock of maturing securities and official loans (% GDP): 67.97

0
2017-01  2017-07  2018-01  2018-07  2019-01  2019-07  2020-01  2020-07  2021-01  2021-07

w==10-year yield spreads =====CDS Spread ====SovCISS ====Moody's rating (RHS)

Sovereign Ratings Local currency Foreign currency
as of Nov. 2021, AT |long term [short term|long term jshort term
Moody's Aal Aal P-1
S&P AA+ Al+ AA+ Al+
[Fitch AA+H AA+ Fl+

2021
Leftover

v 4y 5Y

6Y v 8y
Residual Maturity
m Maturing securities  m Official loans

Sovereign yield
spreads (bp)*-
as of October
2021

10-year

9y

10y 1y 12y Beyond
12y

3. Financial information
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Public debt structure -
AT (2020)

5. Risks related to government's contingent liabilities

Country analysis
Austria

Net International
Investment Position

General government contingent liabilities | AT | EU
2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 17.2 16.3 16.3 16.1 19.1 8.1
of which  One-off guarantees 17.2 16.3 16.3 16.1 19.1 71
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 11
Public-private partnerships (PPPs) (% GDP) 0.1 0.1 0.1 0.1 0.1 0.3
2016 2017 2018 2019 2020 2020

Contingent liabilties of gen. Liabilities and assets outside gen. gov. under guarantee 0.5 0.0 0.0 0.0 0.0 0.9
gov. related to support to - [Securities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
financial institutions (%  [Special purpose entity 0.0 0.0 0.0 0.0 0.0 0.0
GDP) Toul 05 | 00 | 00 | 00 | 00 | 09

Government's Share of non-
contingent liability performing loans
risks from banking (%):

sector - AT (2020)

6. Realism of baseline assumptions

Awrage lewl of Structural Primary Balance (23-32)- AT
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Macro-fiscal assumptions, Austria Levels Averages

1. Baseline scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32 2021-32
Gross public debt 89 794 716 748 52 763 800 756 767
Primary balance 47 14 04 16 19 22 22 15 AT
Structural primary balance (before CoA) 21 15 08 08 08 08 18 08 10
Real GDP growth 44 49 19 14 10 11 37 12 18
Potential GDP growth 13 15 16 14 10 11 15 12 13
Inflation rate 18 2.2 21 20 20 20 21 20 20
Implicit interest rate (nominal) 14 12 12 09 0.9 09 13 09 1.0
Gross financing needs B35 107 99 105 109 114 14 106 108
2. SCP scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 89 794 716 715 05 703 800 724 743
Primary halance 47 14 02 08 11 15 21 08 Ll
Structural primary balance (before CoA) 31 15 04 00 0.0 00 17 00 04
Real GDP growth 44 49 16 14 10 11 36 12 18
Gross financing needs B35 W07 9 95 97 100 13 96 100
3. Historical SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32 2021-32
Gross public debt 829 794 776 721 700 689 800 724 743
Primary balance 47 14 04 05 07 -1.0 22 06 -0
Structural primary balance (before CoA) 31 15 08 05 05 05 -1.8 03 0.3
Real GDP growth 44 49 19 15 12 11 37 12 18
Gross financing needs B35 107 99 93 9.2 94 114 95 99
4, Financial stress scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 89 75 779 B3 BT 768 801 760 771
Implicit interest rate (nominal) 14 14 13 10 0.9 09 14 10 11
Gross financing needs B35 108 100 106 110 15 14 107 109
5. Lower SPB scenario 020 202 2023 2028 2030 202 2021-23  2024-32  2021-32
Gross public debt 829 794 786 813 836 866 803 819 85
Primary halance 4719 120 21 31 34 26 26 26
Structural primary balance (before CoA) L2125 19 19 19 19 25 19 21
Real GDP growth 44 56 18 14 10 11 39 11 18
Gross financing needs B35 16 107 4 B0 BT 19 4 123
6. Exchange rate depreciation scenario 020 202 2023 2008 2030 203 021-23 202432 2021-32
Gross public debt 829 795 719 B1 54 765 801 759 769
Exchange rate depreciation 00% 00% 00% 00% 00%  0.0% 00%  00%  0.0%
Gross financing needs 135 107 99 106 110 115 14 107 108
7. Adverse interest-growth rate differential scenario 020 2022 2023 2028 2030 2032 21-23 202432 2021-32
Gross public debt 829 798 15 12 796  8L8 804 790 793
Implicit interest rate (nominal) 14 13 13 12 12 12 14 12 12
Real GDP growth 44 44 14 09 05 0.6 34 07 13
Gross financing needs B35 108 101 11 17 123 1ns 112 13




Country analysis

POLAND

Short-term risks: low. No overall short-term vulnerabilities are identified for Poland, according to the SO
indicator. Gross financing needs should decline in the short term.

Medium-term risks: low. Over the medium term, fiscal sustainability risks are low overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. In the baseline, debt — currently at 55% of GDP — is projected to remain at a relatively low
level despite a rebound as from 2027, staying below 50% of GDP in 2032. The low sensitivity to possible
macro-fiscal shocks also contributes to this assessment.

Long-term risks: medium. Medium risks from the sustainability gap indicator S2, combined with low
vulnerabilities from the DSA, contribute to the overall long-term assessment. S2 captures challenges
linked to budgetary pressures stemming from population ageing and the high initial structural deficit.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, not signalling overall short-term
vulnerabilities. Both the fiscal and financial-

competitiveness sub-indices are also below their
critical thresholds.

Government financing needs are expected to
decline to about 7% of GDP in 2021-2022, down
from about 16% in 2020. Financial markets’
perceptions of sovereign risk are overall positive,
as confirmed by the CDS spread and the medium-
grade ‘A2/A/A-’ rating assigned by the three major
rating agencies to Polish government debt,
although government yield spreads have recently
noticeably increased.

Medium-term fiscal sustainability risks: low

Overall medium-term fiscal sustainability risks
appear to be low, based on the DSA and S1.

Debt sustainability analysis (DSA): low risk

The DSA points to low risk, based on the baseline
— in particular the level of debt and its projected
path — as well as stochastic simulations, and
alternative and stress-test scenarios.

Baseline results: steady debt increase

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
annual real GDP growth averaging 2.8% in
2024-2032. Under a ‘no-fiscal-policy-change’

assumption, the structural primary balance (SPB)
is expected to remain constant (excluding changes
in the cost of ageing) at its level forecast for 2023,
namely -1.4% of GDP. Under these assumptions,
government debt would decline until 2026 before
increasing again, to reach around 48% of GDP in
2032. Based on past fiscal performance, the
assumed SPB underpinning the baseline appears
plausible for the country (*®°). Government gross
financing needs are projected to remain broadly
stable over the next 10 years, at around 7% of
GDP.

Stochastic simulations: low probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Polish economy. These
stochastic simulations point to a 14% probability
of the debt ratio being greater in 2026 than in
2021. This entails a low risk, given also the current
level of 55% of GDP and the limited uncertainty
surrounding the baseline projections, as can be
seen from the relatively narrow debt distribution
cone (1),

(*°y Based on available historical data, Poland recorded a SPB
greater than -1.4% of GDP 69% of the time.

(%) The difference between the 10" and 90" percentiles in
2026 is around 18 pps. of GDP.

Poland
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Alternative and stress-test scenarios: limited
vulnerabilities

Various alternative scenarios confirm  the
dynamics envisaged in the baseline. All point to
the prospect of a debt ratio declining until 2026
before rebounding to a narrow range of 48% to
52% of GDP in 2032. In particular, as the SPB
envisaged in the baseline is slightly above
Poland’s historical average of the last 15 years (a
deficit of 1.9 % of GDP), reverting to historical
behaviour would slightly increase the debt ratio
compared to the baseline, by about 3 pps. of GDP
by 2032. Similarly, given the limited fiscal
consolidation expected by 2023, halving the
forecast consolidation would increase the 2032
debt level by less than 2 pps. of GDP. A permanent
adverse shock on the interest-growth rate
differential — increasing the ‘r-g” differential by
1 pp. compared to the baseline — would push up
the debt ratio by about 3 pps. of GDP by 2032.
Finally, temporary (one-year) financial stress
rising market interest rates by 1 pp. in 2022, the
2032 debt projection would not change
significantly (1%2).

S1 indicator: low risk

The S1 indicator shows that, compared to the
baseline, no additional fiscal effort would be
needed to bring the debt ratio to the reference
value of 60% by 2038. On the contrary, the
indicator’s negative value of -0.6 pp. of GDP
suggests that the country could potentially let its
structural primary deficit widen somewhat without
breaching the 60% threshold. This S1 value is
mainly related to the fact that the initial debt ratio
is below 60% (contributing -0.8 pp. of GDP),
which more than offsets the projected increase in
ageing costs (contributing 0.2 pp. of GDP).

Long-term fiscal sustainability risks: medium

Overall long-term fiscal sustainability risks appear
to be medium, based on S2 and the DSA.

(*2)In the case of Poland, this scenario has already
materialised, as the central bank raised its interest rates
cumulatively by 1 pp. in January and February 2022.

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
3.5 pps. of GDP to stabilise the debt ratio over the
long term. This would bring the SPB to 2.1% of
GDP, which is very ambitious by historical
standards (1°%). This sustainability gap is equally
driven by the projected increase in ageing costs
and by the unfavourable initial budgetary position
(each contributing about 1.7 pps. of GDP). The
increase in ageing costs is driven by health care
and long-term care spending (each contributing
1.3 pps.), partially offset by a decline in
expenditure on public pensions (-0.9 pp.) (1°4).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
relatively stable financing sources (with a
diversified investor base) and the currency
denomination of debt.

On the other hand, several factors may aggravate
sustainability risks. In particular, the share of non-
performing loans is non-negligible and has slightly
increased, nevertheless contingent liability risks
stemming from the banking sector appear limited,
based on SYMBOL simulations. State guarantees
granted to firms and the self-employed during the
COVID-19 were limited and do not result in major
contingent liability risks. Poland’s negative net
international investment position is a limited
source of vulnerability, especially as it has recently
improved.

(*%%) Poland has never recorded such an SPB over the past
decades.

(24 Between 2019 and 2070, total ageing costs are estimated to
increase by 4.0 pps. of GDP (of which health care spending
by 2.6 pps. of GDP and long-term care spending by
1.6 pps. of GDP) — see 2021 Ageing Report. Note that the
estimate of falling future expenditure on pensions is based
on an assumption of a strong decline in the pension
replacement rate.
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Poland
PL - Debt projections baseline scenario | 2019 | 2020 ‘ 2021 | 2022 | 2023 | 2024 ‘ 2025 | 2026 | 2027 | 2028 ‘ 2029 ‘ 2030 | 2031 | 2032
Gross debt ratio 45.6 57.4 54.7 51.0 49.5 48.2 471 46.5 471 472 474 47.6 479 483
Changes in the ratio (-1+2+3) 3.2 11.8 -2.8 -3.6 -15 -1.3 -11 -0.6 0.6 0.1 0.2 0.2 03 0.4
of which
(1) Primary balance (1.1+1.2+1.3) 0.6 5.8 2.2 -0.8 1.1 -0.8 -0.8 -0.9 -1.6 -1.6 -1.6 -17 -7 -7
(L.2) Structural primary balance (1.1.1-1.1.2+1.1.3) -1.0 -4.8 -17 -1.0 -14 -14 -15 -1.6 -1.6 -1.6 -1.6 -17 -17 -17
(1.1.1) Structural primary balance (bef. CoA) -1.0 -4.8 -17 -1.0 -1.4 -14 -14 -14 -1.4 -14 -14 -14 -1.4 -14
(1.1.2) Cost of ageing 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.1 -0.1 -0.1 0.1 0.1 -0.1
(1.2) Cyclical component 16 -12 0.7 0.0 0.3 0.6 0.7 0.6 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.3 0.2 03 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 2.3 0.7 -4.0 -4.3 25 21 -18 -1.6 -1.0 -15 -15 -15 -14 -12
(2.1) Interest expenditure 14 13 11 1.0 1.0 10 0.9 0.9 0.9 1.0 1.0 1.0 11 11
(2.2) Growth effect 2.1 11 2.6 -2.6 2.1 -18 -15 -1.3 0.7 12 -12 -1.3 -13 12
(2.3) Inflation effect -15 -18 -2.6 2.8 -14 -13 -13 -1.2 -1.2 -12 -12 -1.2 -1.2 -12
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 0.3 53 -0.9 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 05 49 -12 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adj due to the exchange rate effect 0.2 0.4 0.3 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 24 6.2 29 21 24 24 24 -25 25 26 2.6 2.1 2.8 -2.8]
Gross financing needs 4.6 15.7 73 6.5 6.6 6.3 6.1 6.2 6.9 6.9 7.0 7.0 7.1 1.2
1"{; gf GDP Annual change in debt ratio, baseline scenario - PL 750 Debt as % of GDP - PL
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2. Risk classification and sustainability indicators summary tables
- 1 |
| — | - Debt sustainability analysis (detail) |
1 ort | ledium : —
: st ) Historical ~ Adverse 'r-g' Financial )\ or spe  stochastic DSA 1 S2 Long term
I term 1 term : Baseline } stress > A |
| T SPB scenario - scenario  projections
|
| | Risk category I
| :
, : : : Deb level (2032) I
I ' : Debt peak year ! MEDIUM MEDIUM
I I : Percentile rank I (S2=35)
| | ! Probabity debt higher I
| I : Dif. between percentiles 1
S0 indicator 2009 2021 Critical threshold
Overall index 0.55 0.22 0.46
Fiscal sub-index 0.22 0.22 0.36
Financial competitiveness sub-index 0.73 0.22 0.49
2021 FSR
o 2020 DSM Baseline Lower TFP growth AWG n;k
Sl indicator scenario
Overall index -1.6 -0.6 0.3 0.4
of which Initial budgetary position -1.0 0.1 02 0.1
Cost of delaying adjustment 0.2 -0.1 0.0 0.0
Debt requirement 0.5 0.8 0.8 -0.8
Ageing costs 0.1 0.2 0.3 1.0
Required structural primary balance related to S1 -1.9 -2.0 -17 -1.0
2021 FSR
2020 DSM i
Baseline Lower TFP growth AWG ".Sk
S2 indicator scenario
Overall index 1.6 35 37 8.1
of which Initial Budgetary position 0.6 17 18 18
Ageing costs 1.0 18 19 6.3
of which Pensions 0.9 -0.9 -0.6 -0.9
Health care 0.7 13 13 27
Long-term care 0.7 13 12 45
Others 05 0.0 0.0 0.0
Required structural primary balance related to S2 12 2.1 2.3 6.7
3. Financial information
400 Market perception of sovereign risk - PL. c Profile redemption for existing securities and official loans, as of Nov. 2021 - PL
- gcgﬂgg Total stock i it i DP): 3805
Cal 7
300 B3
-
g250 B
2200 Bal
é m % 4
-
150 Bt g s
100 A2
AA%S 2
T ——— T S~
50 A2
0
201701 201707 201801 201807 201901 201907 202001 202007 202101 202107 m N v % 4y S 6 7Y 8 e v v 127 Beond
Leftover Residual Maturity 1y
e 10-year yield spreads e CDS Spread ====SovCISS = Moody's rating (RHS) ' Maturing securities  m Official loans
Sovereign Ratings Local currenc Foreign currenc Sovereign vield
as of Nov. 2021, PL [long term [short term|[long term [short term| spreadsg(bz)*-as 10-year
A2 PL A2 Pl of October 2021
A Al A A2
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. Risks related to the st e of public debt financing and net Internati

Net International

Public debt structure - Investment Position (IIP)

PL (2020)

5. Risks related to government's contingent liabilities

General government contingent liabilities | PL | EU
2016 2017 2018 2019 2020 2020
State guarantees (% GDP) 17 14 13 12 22 8.1
ofwhich  One-off guarantees 1.0 0.7 0.7 0.6 10 71
Standardised guarantees 0.7 0.7 0.6 0.6 12 11
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2016 2017 2018 2019 2020 2020
Liabiliies and assets outside gen. gov. under guarantee na. na na na. na. 0.9
Contingent liabilties of 9€N- | Securities issued under liquidity schemes na na na na na 0.0
gov. related to support to Specialpupose ety
financial nstiutons (% GOP)| """ na. | na | na | na | na | 00
Total na. na na na na. 0.9
6 " Probability of govt cont. liabilities (>3% of
ovgmmenll SbAl. NPL coverage |GDP) linked to banking losses and recap
clontlngent jal |.|ty ratio (%) needs (SYMBOL):
risks from banking

sector - PL (2020)
59.8

6. Realism of haseline assumptions

Average level of Structural Primary Balance (23-32) - PL

00 . ! % of GDP Historical debt
05 100
10 ©
80
15
14 ] 0
-18 '

' 50 Teees
Percentile rank Seemeeecees
)
100% ®
_— 0% - 753% - 99%
50% 2
10
0% : : ! 0\\\\AAAAA\\\\\\\\\\\\\\\\\\AAA\\\\\\\\\\\\
Baseline Historical SPB scenario Lower SPB scenario NN ON0O O NN NONDDOANNTNORD RO AN IO~ D OO
0000000000000 0000000dddddddddIANNNNNNNNNN®®
D00 ONONO0O0000000000000000000000000000000
A A A A A AT AN ANNNNNNNNNNNNNNNNNNNNNNNNNNNNNNN
Debt reduction episode < = = +Baseline debt projections == Debt-to-GDP ratio
0 - .
750 Debtas % of GDP -PL Changes in debt - Breakdown - PL - pp of GDP
. P
700 50 : Projections
60 100 i
800 i
——————— 1
5.0 See——el 50 !
500 TUeeeel L 00
) S~o o _ ———e . :
400 T s _ > |
- 1
350 4100 '
00 '
250 L L L L L L L L L L L L L L L J -150 !
N7 018 019 00 220 022 203 024 05 026 2027 2028 029 2030 203 202 e o 202005 e 0L
——Baseline == —Baseling_Autumn Forecast 2020 — —Baseline_Autumn Forecast 2019 ‘= Primary deficit Snowball effect Stock-flow adjustments ~ ==@=Changes in debt ratio

129



European Commission
Fiscal Sustainability Report

130

Macro-fiscal assumptions, Poland Levels Averages

1. Baseline scenario 020 2022 2023 2028 2030 203 2021-23  204-32 2021-32
Gross public debt 547 510 495 412 476 483 517 475 485
Primary balance 22 08 11 16 L7 L7 13 14 14
Structural primary halance (before CoA) A7 00 4 4 14 14 140 4 14
Real GDP growth 49 52 44 28 29 25 48 28 33
Potential GDP growth 36 38 37 28 29 25 37 29 31
Inflation rate 47 54 21 21 26 26 43 21 31
Implicit interest rate (nominal) 22 21 21 2.2 23 25 21 22 22
Gross financing needs 13 6.5 6.6 6.9 70 12 6.8 6.7 6.8
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 57 510 496 509 527 549 518 511 513
Primary balance 22 08 13 25 25 25 140022020
Structural primary balance (before CoA) L7000 L7220 22 22 450 22 21
Real GDP growth 49 52 46 28 29 25 49 28 33
Gross financing needs 13 6.5 6.8 8.1 84 8.7 6.8 79 76
3. Historical SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32 2021-32
Gross public debt 57 510 495 484 496 512 517 487 495
Primary halance 22 08 11 20 21 2l 130 A7 16
Structural primary balance (before CoA) L7000 14 19 19 19 140 18 LT
Real GDP growth 49 52 44 21 29 25 48 28 33
Gross financing needs 13 6.5 6.6 14 Al 8.0 68 12 11
4. Financial stress scenario 2000 2022 2023 2008 2030 2032 202023 204-32  2001-32
Gross public debt BT 511 496 475 418 486 518 411 487
Implicit interest rate (nominal) 22 22 22 2.2 24 25 22 2.3 23
Gross financing needs 13 6.5 6.7 7.0 1.1 1.2 6.8 6.8 6.3
5. Lower SPB scenario 020 2022 2023 208 2030 23 2021-23  2024-32  2021-32
Gross public debt 547 512 501 485 491 500 50 487 495
Primary balance 22 11 13 18 18 18 A5 15 15
Structural primary balance (before CoA) 7 16 16 16 16 -6 16 16 -6
Real GDP growth 49 517 39 28 29 25 48 28 33
Gross financing needs 13 71 6.8 12 73 75 7.0 7.0 7.0
6. Exchange rate depreciation scenario 020 2022 2023 2028 2030 203 2021-23  204-32 2021-32
Gross public debt b47 520 515 488 491 497 527 491 500
Exchange rate depreciation 00% 43% 43% 00% 00% 00% 29%  00%  0.7%
Gross financing needs 13 6.6 6.8 1.1 12 14 6.9 6.9 6.9
7. Adverse interest-growth rate differential scenario 020 2022 2023 2028 2030 203 2021-:23  2024-32 2021-32
Gross public debt 57 513 501 493 503 517 50 495 502
Implicit interest rate (nominal) 22 22 22 25 21 29 22 25 24
Real GDP growth 49 41 39 23 24 20 45 23 29
Gross financing needs 13 6.5 6.7 13 75 18 6.8 71 70




Country analysis

PORTUGAL

Short-term risks: low. No overall short-term vulnerabilities are identified for Portugal, according to the
SO indicator. However, gross financing needs remain large in the short term. Sovereign financing
conditions are expected to remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: high. Medium-term fiscal sustainability risks appear high overall, both according to
the sustainability gap indicator S1 and from a debt sustainability analysis (DSA) perspective.
Government debt, projected at 128% of GDP in 2021, is expected to rise as from 2027 in the baseline,
after a temporary decline. It would reach around 126% of GDP in 2032, still below its current level. The
sensitivity to possible macro-fiscal shocks also contributes to this assessment.

Long-term risks: medium. Long-term fiscal sustainability risks appear medium overall, combining the
low risk according to the sustainability gap indicator S2 and the high risk from a DSA perspective

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. However, the fiscal sub-index

points to short-term vulnerabilities (notably due to
the primary and cyclically—adjusted balances and
gross and net debt being above the critical
thresholds).

Government financing needs are expected to
remain large in the short term (about 17% of GDP
in 2021-2023), although declining compared with
the recent peak in 2020. Yet, financing conditions
should remain favourable, notably supported by
the Eurosystem’s interventions. Financial markets’
perceptions of sovereign risk are investment grade,
as confirmed by the CDS spread and the ‘BBB’ (or
equivalent) rating that the three main rating
agencies have assigned to the Portuguese
government debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): high risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a
high risk.

Baseline results: temporary debt decline

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with

real GDP growth hovering around 0.7% in 2024-
2032. Under a ‘no-fiscal policy change’
assumption, government debt would decline until
2026, but then increase to reach around 126% of
GDP in 2032. These baseline assumptions assume
that the structural primary balance (SPB) before
ageing costs remains constant at the forecast
deficit for 2023 of 0.8% of GDP. Bearing in mind
past fiscal performance, this value appears
plausible (*%). Government gross financing needs
are projected to slightly decrease over the next few
years, but then to increase again by the end of the
10-year horizon, reaching around 18% of GDP in
2032, slightly above the level forecast for 2023.

Stochastic simulations: high probability that debt
will not to stabilise by 2026 and significant
uncertainty surrounding the baseline

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Portuguese economy.
These stochastic simulations point to a 36%
probability of the debt ratio in 2026 being greater
than in 2021, entailing high risk given the high
projected level of 128% for the latter year. In
addition, such simulated shocks point to significant
uncertainty surrounding the baseline projections,

(*%)Based on available historical data, PT recorded a SPB
greater than -0.8% of GDP in 56% of the cases. Therefore,
the country has some room to improve its fiscal position
and further lower the debt-to-GDP ratio.

Portugal
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as can be seen from the relatively wide debt
distribution cone (1%).

Alternative and stress-test scenarios: important
vulnerabilities, but reverting to historical fiscal
trajectories would reduce risks

Fiscal policy reverting to historical trajectories
would support the reduction of the debt ratio.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a broadly
balanced SPB), the debt ratio would be about 5
pps. of GDP lower than in the baseline in 2032,
and the debt trajectory would broadly stabilise.

On the other hand, more adverse developments of
the interest-growth rate differential than assumed
under the baseline would have a sizable impact on
the debt-to-GDP ratio, given its current high value.
A permanently higher interest-growth rae
differential (by 1 pp.) than in the baseline would
entail a debt ratio in 2032 about 10 pps. of GDP
higher than in the baseline.

Assuming temporary (one year) financial stress or
a lower structural primary balance would result in
a slightly higher debt-to-GDP ratio by 2032. In
particular, negative sensitivity tests on interest
rates (a higher 3.3 pp. market interest rate in 2022)
or on the structural primary balance (reduced
forecast increase by 50%) would entail a debt ratio
in 2032 around 2 pps. of GDP higher than in the
baseline, in both cases.

S1 indicator: medium risk

The S1 indicator shows that, compared to the
baseline, the SPB would need to improve by 6.7
pps. of GDP, in cumulated terms over 5 years, to
bring the debt-to-GDP ratio to the Treaty reference
value of 60% by 2038. Such an adjustment would
bring the SPB to a surplus of 5.9% of GDP, which
is very ambitious by Portuguese standards (1°7).
This significant value of S1 is mainly due to the
large distance of the debt ratio from the 60%
reference value (contribution of 4.5 pps. of GDP),
and to a lower extent, to the projected ageing-
related public spending (contribution by 1.4 pps. of
GDP).

(1%) The difference between the 10" and 90™ percentile in 2026
is around 59 pps. of GDP.
(%7 No past (1980-2021) Portuguese SPBs were larger.

Long-term fiscal sustainability risks: medium

S2 indicator: low risk

The S2 indicator shows that, relative to the
baseline, the SPB would not need to improve to
stabilise the debt-to-GDP ratio over the long term.
Moreover, the SPB assumed in the baseline is not
ambitious by Portuguese standards (). This
absence of a fiscal sustainability gap in the long
term is favourably underpinned by the projected
decrease in ageing-related costs (contribution of -
1.1 pps. of GDP) that offsets the unfavourable
initial budgetary position (1.1 pps. of GDP).
Ageing costs are primarily related to the projected
decrease  of public pension expenditure
(contribution of -3.0 pps. of GDP), though pension
spending will continue to increase to reach a peak
of 14%% of GDP in 2035 before starting to
decrease. Health and long-term care spending is
instead projected to increase over the projection
period (joint contribution of 1.8 pps. of GDP) (1%9).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed higher,
overall long-term fiscal sustainability risks are
medium.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
Portugal’s solid cash buffer, the lengthening of
debt maturity in recent years, its relatively stable
financing sources (with a diversified and large
investor base), the currency denomination of debt,
and historically low financing costs supported by
the Eurosystem’s interventions. By the end of
2020, 22% of Portugal’s government debt was held
by the Eurosystem.

Risk-increasing factors are related to contingent
liability risks, including via the possible
materialisation of State guarantees granted during
the COVID-19 crisis. Contingent liability risks
stemming from the banking sector are also
contained (even based on the ‘stressed” SYMBOL
simulations, pointing to high risk).

(1% See Footnote 1.

(2% Between 2019 and 2070, total ageing costs are estimated to
decrease by 1.3 pps. (driven by a decline in public pensions
by 3.1 pps., partly offset by increases in health-care and
long-term-care expenditures) — see 2021 Ageing Report.
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1. General Government Debt and financing needs projections under baseline and alternative scenarios and stress tests

FT - Debt projections baseline scenario

| 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o

Gross debt ratio 1166 1352 1281 1239 1227 1218 1208 1202 1218 123 1228 1238 1250 1262
Changes in the rafio [-1+2+3) -49 18.6 =70 43 -12 -09 -1.2 -04 16 04 0.7 a9 1.2 12
of which
(1) Primary balance {1.1+12+13) 31 -28 -18 =11 05 0.4 -0.3 0.6 -1.5 -7 -1.8 21 -23 2.5
{1.4) Structural primary balance (1.1.1-1.1.2¢1.1.3) 16 1.0 -04 -09 -08 -09 -1.1 -13 -1.5 -17 -1.9 -21 -2.3 -25
(1.1.1) Stuctural primary balance (bef. Cod) 16 1.0 -04 -09 -08 -08 -0.8 -08 -0.8 -08 -0.8 -08 -0.8 -08
(1.1.2) Cost of ageing at 0.3 a5 0.7 a9 1.2 14 16 18
(1.1.3) Others (taxes and property incom es) a0 0.0 a0 0.0 a0 0.1 at 0.1 at
{1.2) Cyclical component 21 -3.3 -18 0.0 03 05 07 07 0.0 00 0.0 00 0.0 00
{1.3) One-off and ocher temporary -0.6 -0.7 03 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 2.3 112 46 -6.3 23 1.3 -1.6 -1.0 02 -1.2 -1.2 1.3 =11 1.3
(2.1) Interest expenditure 30 29 26 23 22 21 20 19 18 18 18 18 19 19
(2.2) Growth effect -3 10.5 -a8 -64 -28 -16 -7 -10 0.4 -09 -0.8 -08 -0.5 -07]
(2.3) Ifiafion effect -21 -2.2 -14 -22 -17 -18 -1.9 -19 -2.0 -21 -2.2 -23 -24 -25
(24) Exchenge rate effect linked B the inkrest rate a0 0.0 a0 0.0 a0 a0 0.0 a0 0.0 a0 0.0 a0 0.0 00
(3) Stock-flow adjustments 04 44 43 08 08 0.0 00 0.0 00 0.0 00 0.0 00 0.0
(31) Baz 04 44 -43 0.9 06 a0 0.0 a0 0.0 a0 0.0 a0 0.0 a0
(3.2) Adjustment dus o the exchange rate effect a0 0.0 a0 0.0 a0 a0 0.0 a0 0.0 a0 0.0 a0 0.0 00
Fro memoria
Sructural bdance -4 -18 =30 -32 =31 =30 -30 -3.2 -33 -38 =37 -40 -42 -4.4
Gross financing nesds 1.0 208 150 182 174 157 187 16.1 168 166 158 157 182 18.1
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

?eh;"l ll:::n 31 B | Mtorkal Adversetg Tl lover 5B Stochasti DSA s2  Longterm
- 5PB SCEMario . scenaric  projections .
' 508 NAric :
- Risk category mEDUM  meDIUM RRICHRRRHCHNN  veoun NG :
iy __ |
 Debt peak year MEDIUM -
- Percantile rank :
* Probability debt higher :
Dif. between percentiles
50 indicator 2009 2021 Critical threshold
Overall index 0.82 0.40 0.46
Fiscal subrindex 1.0 053 0.36
Finandal competitiveness sub-index 072 033 0.49
2021 FSR
2020 DSM ) AWG risk
51 indicator | Baseline Lowsr TFP growth SCenario
Overall index : 20 6.7 6.7 73
of which nitial budgetary position : 32 01 00 01
Cost of oefaying adjustrment 03 08 08 0g
Dekt requirement : 40 45 45 45
Ageing costs : 0g 14 13 18
Required structural primary balance refated to $1 : 44 59 58 6.5
2021 FSR
;2000w Basdine  LowerTFPgrowth e ik
52 indicator : scenario
Overall index : 15 0.0 1.1 75
of which Initial Budgetary position -7 11 14 14
Ageing costs 02 -11 03 6.1
of which  Pensions : 20 30 21 26
Heath care : 15 1.4 13 22
Long-erm care i 07 04 04 64
Cthers a0 a1 a1 a1
Required structural primary balance related to §2 : 09 08 0.3 6.7

3. Financial information

40 Market perception of sovereignrisk - PT I Profik redemption Br exiting e curities and official loans, as of Nov. 2021- FT
™ =, Totalstock ing securit ' L]
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——10-maryieldspraads ——CDS Sprasd —— Sov(15S Moody's rzting (RHS) #hMatring seowridies W Official losns
Sovereign Ratings Local curmre: Foreign curme
Soversign y Bl
a5 of Nov. 2021, PT [long tem [short te m | long te mm [short te | " m{':njr-aa egear
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Portugal

4. Risks related to the structure of public debt financing and net International Investment Position

. Share of government debt Net international
Publicdeotstructure- by non-residents (%): ivestment Positon (1P
T {m 190 PT (2020
5. Risks related to government's contingent liabilities
(General government contingent liahilities | PT | EU
26 | 2017 | 2018 | 2019 | 2020 | 2020
State guarantess (% GDP) 56 | 64 | 56 | 48 | 64 | &1
oWl Oneafquamnizes 56 | 64 | 56 | 48 | 32 | 71
Stndsedguarness 00 | oo | 00 | o0 | 32 | 11
Public private partnesships (PPFs) (% GOP) 30 | 27 | 25 | 23 | 23 | 03
M6 | 2017 | 2018 | 2019 | 200 | 2020
o Lioiizsandassels nisie gen. qov. wiergua 25 | 34 | 29 | 22 | 05 | 09
Contingent iabiities of Q&N |o. s ssues e sy scnemes 00 00 00 00 00 0D
gov. related tosuppart to e ) ’ ’ ’ ) )
financial nstitutions (% GDP) pecal pupose ently 00 00 00 00 0.0 00
Taal 25 | 34 | 29 | 22 [ 05 | 09
. Probabilty of govt cort. iabilties {>3% of
i":me' :"i‘;im NPLcoverage |GDP) liked to banking losses andrecap
i needs (SYMBOL):
risks from banking ratio (%) (SYMBL

sector - PT (2020)
58.4 0.50%

6. Realism of baseline assumptions
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Macrofiscal assumptions, Portugal Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1281 1239 127 1223 1238 1262 1249 127 1233
Primary balance 49 -1 43 A7 2 235 12 45 14
Structural primary balance (before CoA) 04 098 08 08 08 08 47 408 08
Real GDP growth 45 5.3 24 08 08 08 41 07 18
Potential GOP growt 18 18 18 08 08 08 17 08 10
Inflation rate 10 18 14 18 19 20 14 18 17
Impiicit interest rate: (nominal) 20 1.9 1.9 15 15 16 1.9 16 1.7
Gross financing needs 150 182 174 166 157 1841 169 165 168
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1281 1239 128 1203 12110 1227 1249 1208 1218
Primary balance 49 -1 43 43 A7 2 41 41 1.1
Structural primary balance (before CoA) 04 098 05 4 04 04 {6 04 04
Real GDP growth 45 5.3 2.1 08 08 08 40 07 18
Gross financing needs 150 182 172 180 150 173 168 159 162
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1281 1239 127 1204 1201 1210 1249 1206 1216
Primary balance 49 -1 43 40 A3 AT 12 49 09
Structural primary balance (before CoA) 04 09 08 00 00 00 47 U 0.3
Real GDP growth 45 5.3 24 09 08 08 41 07 18
Gross financing needs 150 182 174 157 145 167 169 157 160
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1281 1249 1239 1242 1260 1285 1256 1247 1249
Impiicit interest rate: (nominal) 20 27 21 16 16 16 23 1.7 18
Gross financing needs 150 192 178 169 160 185 173 169 110
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 1281 1239 125 1231 1250 1278 1248 1235 1239
Primary balance 49 40 06 19 23 27 12 A7 5
Structural primary balance (before CoA) 94 07 40 40 40 0 47 40 09
Real GDP growth 45 5.2 21 08 08 08 41 07 18
Gross financing needs 150 180 174 168 160 185 168 168 168
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 1281 1239 127 1223 1238 1262 1249 127 1233
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 150 182 174 166 157 1841 169 165 168
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 1281 1246 1242 1282 13T 1363 1256 1288 1280
Impiicit interest rate: (nominal) 20 21 20 18 19 19 20 1.9 1.9
Real GDP growth 45 48 19 03 0.1 0.1 37 0.2 1.1
Gross financing needs 150 184 178 176 170 198 171 116 115
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ROMANIA

Short-term risks: low. Overall, no short-term vulnerabilities are identified for Romania, according to the
S0 indicator. Gross financing needs should be moderate in the short term.

Medium-term risks: high. Over the medium term, fiscal sustainability risks appear to be high overall,
high according to the sustainability gap indicator S1 and medium from a debt sustainability analysis
(DSA) perspective. Government debt, currently at close to 50% of GDP, is projected to increase in the
baseline and exceed the 60% of GDP threshold by 2032. The sensitivity to possible macro-fiscal shocks

also contributes to this assessment.

Long-term risks: medium. Over the long term, medium risks from the sustainability gap indicator S2,
combined with medium vulnerabilities from the DSA contribute to the overall assessment. The S2
indicator mainly captures risks linked to the unfavourable initial budgetary position.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities.

Government financing needs are expected to
remain moderate in the short term (about 10% of
GDP in 2021-2022), and declining compared with
2020. Financial markets’ perceptions of sovereign
risk remain broadly unchanged, with the CDS
spread close to 90 bps and the ‘BBB-’ rating that
the three major rating agencies assigned to
Romanian government debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): medium risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a
medium risk.
Baseline results: increase at
unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 2.9% over
2024-2032. Under a ‘no-fiscal policy change’
assumption, debt would steadily increase, by some
24 pps. between 2023 and 2032, when it would
reach 77% of GDP. These baseline projections
assume a constant structural primary balance

(SPB) before ageing costs at the forecast deficit for
2023, namely -4.2% of GDP. Bearing in mind
Romania past fiscal performance, this indicates
substantial scope for fiscal consolidation (7).
Government gross financing needs are projected to
increase over the next 10 years, reaching more
than 15% of GDP in 2032.

Stochastic simulations: medium probability that
debt will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance is performed, based on the
historical volatility of the Romanian economy.
These stochastic simulations point to a 71%
probability of the debt ratio in 2026 being greater
than in 2021, entailing moderate risks given the
current level of around 50% of GDP. In addition,
such shocks point to significant uncertainty
surrounding the baseline projections, as can be
seen from the wide debt distribution cone (*'1).

Alternative and stress-test scenarios: moderate
vulnerabilities

Fiscal policy reverting to historical behaviour
would bring a sizeable reduction of the debt ratio.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a deficit of
2.7% of GDP), the debt ratio would be about 11

(**%yBased on available historical data, Romania recorded a
SPB larger than -4.2% of GDP in 81% of the cases.
Therefore, the country has considerable room to improve
its fiscal position and lower its debt-to-GDP ratio.

(1Y) The difference between the 10th and 90th percentile in
2026 is around 42 pps. of GDP.

Romania
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pps. of GDP lower than in the baseline in 2032,
significantly reducing the debt-increasing pace.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would have a significant impact on the debt-GDP
ratio, given its current value. A permanently higher
‘r-g’ differential (by 1 pp.) than in the baseline
would entail a debt ratio in 2032 about 5 pps. of
GDP higher than in the baseline.

If a temporary (one year) episode of financial
stress pushed up market interest rates by 1 pp. in
2022, the 2032 projected debt would not change
significantly. However, if only half of the
projected improvement in the SPB in 2022-2023
were to occur, the 2032 projected debt would be
some 6 pps. of GDP higher than in the baseline, at
more than 80% of GDP.

Sl indicator: high risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 3.9 pps., in cumulated
terms over 5 years, of GDP to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of -0.3% of GDP,
which is fairly ambitious by Romanian
standards (*?). This significant value of S1 is
mainly due to the unfavourable initial budgetary
position (contribution of 3.8 pps. of GDP) and to
the projected age-related public spending
(contribution of 0.1 pp. of GDP).

Long-term fiscal sustainability risks: medium

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
4.7 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such an adjustment would
bring the SPB to 0.5% of GDP, which is very

(**2) In Romania, only 32% of past SPBs were larger than this
value.

ambitious by Romanian standards (33). This
sustainability gap is driven entirely by the
unfavourable initial budgetary position
(contribution of 4.7 pps. of GDP). Ageing costs,
would not add to the S2 fiscal gap (contribution of
0 pp. of GDP). This result hides different dynamics
with projected increases in public health care and
long-term care spending (contribution of 1.1 pps.
of GDP), while public pension expenditure should
overall fall as from 2023 (*4). However, pension
spending is expected to significantly increase over
a large part of the projection period, to reach a
peak of close to 15% of GDP in 2050, before
starting to decrease.

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed above,
overall long-term fiscal sustainability risks are
medium.

Additional mitigating and aggravating risk
factors

Some factors mitigate the risks. These include the
lengthening of debt maturity in recent years and
relatively stable financing sources.

Risk-increasing factors are related to the share of
debt held by non-residents, the currency
denomination of debt, and the country’s negative
net international investment position. Additional
risk-increasing factors are contingent liabilities
stemming from the private sector, including via the
possible materialisation of state guarantees granted
to firms and self-employed during the COVID-19
crisis. However, this risk remains currently limited
due to relatively low take-up so far. Contingent
liability risks stemming from the banking sector
point to low risks both under the baseline and
stressed scenario (based on the SYMBOL
simulations).

(**%) In Romania, only 18% of past SPBs were larger than this
value.

(***y Between 2019 and 2070 total ageing costs are estimated to
increase by 5.1 pps. of GDP (among which public pensions
by 3.8 pps. of GDP) — see 2021 Ageing Report.
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Romania
RO - Debt projections baseline scenario | 2019 | 2020 | 2021 ‘ 2022 ‘ 2023 ‘ 2024 ‘ 2025 ‘ 2026 ‘ 2027 ‘ 2028 ‘ 2029 ‘ 2030 ‘ 2031 ‘ 2032
Gross debt ratio B3 474 493 51.8 532 54.3 55.6 5.8 61.1 63.7 66.5 69.6 73.0 76.9
Changes in the ratio (-1+2+3) 05 121 19 25 14 11 13 17 38 2.6 2.8 31 35 39
of which
(1) Primary balance (1.1+1.2+1.3) -3.2 1.9 -6.4 5.1 4.4 -36 33 32 38 -39 -39 -39 4.1 4.2
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) -3.6 6.1 5.5 -4.6 -4.2 -4.0 -39 -39 -38 -3.9 -3.9 -3.9 -4.1 -4.2
(1.1.1) Structural primary balance (bef. CoA) -3.6 6.1 5.5 -4.6 -4.2 -4.2 -4.2 -4.2 -4.2 -4.2 -4.2 -4.2 -4.2 -4.2
(1.1.2) Cost of ageing -0.3 -0.3 -0.4 -0.4 04 04 -0.3 -0.2 0.0
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 05 -18 -0.9 -0.6 0.2 0.3 0.6 0.7 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -2.3 15 31 -2.5 2.6 25 20 -15 0.1 -1.3 11 0.8 -0.6 0.3
(2.1) Interest expenditure 12 14 17 18 19 19 2.0 21 2.3 25 27 30 33 36
(2.2) Growth effect -1.3 14 -3.0 2.3 24 24 2.0 -16 04 17 17 17 17 -16
(2.3) Inflation effect 2.2 -1.3 -18 21 20 2.0 2.0 2.0 2.0 21 21 22 22 23
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 0.4 26 -14 0.1 05 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base -0.8 23 -1.6 -0.3 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Ad| due to the exchange rate effect 05 0.3 0.2 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance -4.8 -1.6 71 -6.4 6.1 59 6.0 6.0 6.2 6.4 6.6 -7.0 14 -1.8
Gross financing needs 7.6 15.8 10.3 10.8 10.3 10.2 10.2 10.5 117 12.3 12.9 13.6 14.5 15.3
f/sﬂ.gf GDP Annual change in debt ratio, baseline scenario - RO 1450 Debt as % of GDP - RO
1250
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-10.0 . . . . . . . . . . . . . )
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inflation effect mStock flow adjustments =Change in gross public sector debt —Baseline = - Historical SPB scenario Lower SPB scenario SCP scenario
1450 Debt as % of GDP - RO 14(;/00 of GDP) Stochastic debt projections 2022-2026 - RO
135:0
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium : —— :
ST ; Historical ~ Adverse 'r-g' Financial or 5pB  Stochastic DSA S2 Long term -
term term : Baseline s ) stress > A :
PB scenario > scenario  projections :
scenario
Risk category MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
Debt level (2032) 76.9 66.4 82.0 77.4 83.1
 Debt peak year MEDIUM MEDIUM  mEDIUM
: Percentile rank (S2=47)
Probability debt higher 70.6%

Dif. between percentiles

S0 indicator 2009 2021 Critical threshold
Overall index 0.70 031 0.46
Fiscal sub-index 0.46 0.22 0.36
Financial competitiveness sub-index 0.81 037 0.49
2021 FSR
o 2020 DSM Baseline Lower TFP growth AWG ”.SK
Sl indicator scenario
Overall index 14.8 39 43 46
of which Initial budgetary position 6.7 38 39 38
Cost of delaying adjustment 21 05 05 0.6
Debt requirement 43 0.5 0.5 -0.5
Ageing costs 17 0.1 0.4 0.7
Required structural primary balance related to S1 10.1 -0.3 0.1 0.4
2021 FSR
2020 DSM Baseline Lower TFP growth AWNG ”.Sk
S2 indicator scenario
Overall index 6.5 4.7 5.6 85
of which Initial Budgetary position 4.9 47 48 4.7
Ageing costs 16 0.0 0.8 3.8
of which Pensions 0.7 -1.0 0.2 -1.0
Health care 03 08 0.7 19
Long-term care 0.2 0.3 0.3 3.0
Others 04 0.1 0.1 0.1
Required structural primary balance related to S2 19 0.5 14 4.3

3. Financial information

600 Market perception of sovereign risk - RO c Profile redemption for existing securities and official loans, as of Nov. 2021 - RO
&y Total stock of maturing securiti i GDP):  57.41
Caa2
500 G
B% 14
B:
400 Bls .
g Bai
H Ba2
2300 Bal 10
k7 Baa3 &
3 B2 3 8
200 Baal o
A3 6
n
Al
100 s ¢
2,
Aal
0 T T T T T T T T T Aa
201701 200707 201801 201807 201901 201907 202001 202007 202101 202107 I o & 4 s 6 T & o 1y 1Y 1Y Buywd
Leftover Residual Maturity 12y
e 10-year Yield spreads em=CDS Spread ===SovCISS Moody's rating (RHS) = Maturing securities  m Official loans
Sovereign Ratings Local currenc Foreign currenc: Sovereign yield
Tong term e | 10gear
Baag Baag of October 2021
BBB- A3 BBB- A3
BBB- BBB- F3
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Public debt structure -
RO (2020)

5. Risks related to government's contingent liabilities

et International |

Country analysis
Romania

Position

Net International
Investment Position (IIP)

General government contingent liabilities | RO [ EU
2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 24 2.2 21 20 34 8.1
of which  One-off guarantees 0.5 0.4 0.4 0.3 0.6 71
Standardised guarantees 1.9 18 18 17 2.8 11
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2016 2017 2018 2019 2020 2020

Liabiliies and assets outside gen. gov. under guarantee na na na na na 0.9

Contingent liailties of €N |secuities issued underliquidity schemes na na na na na 0.0

gov. related to support to spesialpupose ety

fiancial instutons (% GDP)| ™ na | na | na | na | na | 00
Total na. na. na. na. na. 0.9

Government's
contingent liability
risks from hanking
sector - RO (2020)

6. Realism of baseline assumptions

Average level of Structural Primary Balance (23-32) - RO

00 .
40

60 -48

Percentile rank

100%
— 05 - 75 5.9
50%
0% : :
Baseline Historical SPB scenario Lower SPB scenario
Debt as % of GDP - RO
1450
-
1250 prtes
-
Pl -
-
1050 -7

85.0

65.0

450

%0 . . . . . . . . . . . . . .

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

——Baseline === Baseline_Autumn Forecast 2020

= = Baseline_Autumn Forecast 2019

Probabilty of govt cont. liahilities (>3% of
GDP) linked to hanking losses and recap
needs (SYMBOL):

%of GDP Historical debt

90

80

0

)

5

I}

30

20

10

U\\\\\\IAAAAAA\\\\\\IAAAA\\\\\\\\\\\\\
WONVIPOANNLTWLONNRIOANMITWVWONDNDOANMTONDDO o
0000000000000 0ddddd ddd AN ANNNNNNNNN®M
0000000000000 0000000000000000O0O000O000O0CO0
A A A ANNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNN

Debt reduction episode <=+« Baseline debt projections === Deht-to-GDP ratio
Changes in debt - Breakdown - RO - pp of GDP
%0 Projections

= Primary deficit

2013-2017

2017-2021 2021-2025 2025-2029 2029-2032

Snowball effect Stock-flow adjustments ~ ==@=Changes in debt ratio

141



European Commission
Fiscal Sustainability Report

142

Macro-fiscal assumptions, Romania Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 493 518 532 637 696 769 514 642  6L0
Primary balance 64 51 44 39 39 42 53 38 42
Structural primary balance (before CoA) S5 46 42 42 42 42 48 42 43
Real GDP growth 70 51 52 30 21 24 57 29 36
Potential GDP growth 39 39 41 30 21 24 40 28 3l
Inflation rate 39 44 41 36 34 33 41 36 37
Implicit interest rate (nominal) 39 40 40 44 48 52 40 45 44
Gross financing needs 03 108 103 123 136 153 05 14 19
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 493 518 527 534 553 586 513 541 534
Primary balance S AN Y A . A 51 LT 26
Structural primary balance (before CoA) S5 46 32 21 2l 2l 4421 2T
Real GDP growth 70 51 44 30 21 24 55 30 36
Gross financing needs 103 108 95 9.0 97 107 102 91 94
3. Historical SPB scenario 000 202 023 208 30 203 2001-23  2004-32  2021-32
Gross public debt 493 518 532 594 621 664 514 55 575
Primary halance 64 51 44 25 24 27 53 26 33
Structural primary balance (before CoA) S5 46 42 21 2121 48 29 34
Real GDP growth 70 51 52 32 29 24 57 29 36
Gross financing needs 103 108 103 105 112 14 105 106 106
4. Financial stress scenario 000 202 2023 2028 2030 2032 2001-23  2004-32  2001-32
Gross public debt 493 519 533 640 00 774 515 646  6L3
Implicit interest rate (nominal) 39 42 42 45 48 52 41 46 44
Gross financing needs 103 109 104 14 BT 154 05 124 120
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 493 50 50 675 745 81 518 680 640
Primary balance 64 56 50 45 46 49 56 44 A7
Structural primary balance (before CoA) S5 52 48 48 48 48 52 48 49
Real GDP growth 10 55 51 30 21 24 58 29 36
Gross financing needs 103 14 108 134 149 168 08 B5 128
6. Exchange rate depreciation scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 493 538 573 672 730 803 534 618 642
Exchange rate depreciation 00% 52% 52% 00% 00% 00% 35%  0.0%  0.9%
Gross financing needs 03 11 108 128 141 158 07 19 123
7. Adverse interest-growth rate differential scenario 020 2020 2023 028 2030 203 202023 2024-32  2021-32
Gross public debt 493 51 587 663 733 820 517 6710 632
Implicit interest rate (nominal) 39 41 42 48 52 57 41 49 47
Real GDP growth 10 46 47 25 22 19 54 24 31
Gross financing needs 103 109 104 128 144 164 05 1B 124




Country analysis

SLOVENIA

Short-term risks: low. Overall, no short-term vulnerabilities are identified for Slovenia, according to the
S0 indicator. Gross financing needs should be moderate in the short term. Sovereign financing conditions
are expected to remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: high. Over the medium term, fiscal sustainability risks appear to be high overall,
both according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at close to 78% of GDP, is projected to substantially increase in
the baseline to reach about 95% of GDP by 2032. The sensitivity to possible macro-fiscal shocks also
contributes to this assessment.

Long-term risks: high. Over the long term, high risks from the sustainability gap indicator S2, combined
with high vulnerabilities from the DSA contribute to the overall assessment. The S2 indicator mainly
captures risks linked to budgetary pressures from population ageing and vulnerabilities associated to the

unfavourable initial budgetary position.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal
stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. This result is also confirmed by the
fiscal and the financial-competitiveness sub-
indexes.

Government financing needs are expected to
remain moderate in the short term (about 15-14%
of GDP in 2021-2022, respectively), and declining
compared with 2020. Moreover, financing
conditions should remain favourable, notably
supported by the Eurosystem’s interventions.
Financial markets’ perceptions of sovereign risk
are positive, as confirmed by the CDS spread and
the ‘A’ rating that the three major rating agencies
assigned to Slovenian government debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): high risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to high
risk.

Baseline results: debt on an increasing path
The baseline projections up to 2032 assume a

favourable interest-growth rate differential, with
real GDP growth hovering around 2.6% in 2024-

2032. Under a ‘no-fiscal policy change’
assumption, debt would continue to increase, by
some 19 pps. between 2023 and 2032, when it
would reach above 95% of GDP. These baseline
projections assume a structural primary balance
(SPB) of -4.3% of GDP before ageing costs,
leaving substantial scope for fiscal
consolidation (*%). Government gross financing
needs are projected to increase over the next 10
years, reaching more than 18% of GDP in 2032.

Stochastic simulations: medium probability that
debt will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Slovenian economy.
These stochastic simulations point to a 60%
probability of the debt ratio in 2026 being greater
than in 2021, entailing medium risk given the
current level of about 78% of GDP. In addition,
such shocks point to reduced uncertainty
surrounding the baseline projections, as can be
seen from the relatively narrow debt distribution
cone (116),

(**%) Based on available historical data, Slovenia recorded a SPB
greater than -4.3% of GDP in 97% of the cases. Therefore,
the country has room to improve its fiscal position and
lower its debt-to-GDP ratio.

(1%) The difference between the 10th and 90th percentile in
2026 is around 28 pps. of GDP.

Slovenia
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Alternative and stress-test scenarios: high
vulnerabilities, but reverting to historical
behaviour would reduce risks.

Fiscal policy reverting to historical behaviour
would bring a sizeable improvement of the debt
trajectory compared with the baseline. Indeed, if
the SPB gradually converged to its historical
average of the last 15 years (a deficit of 1.3% of
GDP), the debt ratio would be about 18 pps. of
GDP lower than in the baseline in 2032, and would
broadly stabilise over the medium term.

On the other hand, more adverse developments of
the interest-growth rate differential than assumed
under the baseline would have a sizeable impact on
the debt-GDP ratio, given its current value. A
permanently higher ‘r-g” differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 about 6 pps. of GDP higher than in the
baseline. If a temporary (one year) episode of
financial stress pushed up interest rates by 1 pp. in
2022, the 2032 debt projection would not change
significantly. However, if only half of the
projected improvement in the SPB in 2022-2023
were to occur, the 2032 debt projection would be
some 9 pps. of GDP higher than in the baseline.

S1 indicator: high risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB), in
cumulated terms over 5 years, would need to
improve by 6.0 pps. of GDP to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of 1.7% of GDP,
which is very ambitious by Slovenian
standards (*7). This significant value of S1 is
mainly due to the unfavourable initial budgetary
position (contribution of 2.4 pps. of GDP) and to
the projected age-related public spending
(contribution by 1.7 pps. of GDP).

Long-term fiscal sustainability risks: high

S2 indicator: high risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by

(**)Only 10% of past Slovenian SPBs were larger than this
value.

12.1 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such an adjustment would
bring the SPB to a surplus of 7.8% of GDP, which
is very ambitious by Slovenian standards (8.
This sustainability gap is driven by the projected
increase of ageing costs (contribution of 7.4 pps. of
GDP) and the unfavourable initial budgetary
position (4.7 pps. of GDP). Ageing costs are
primarily related to the projected increase of public
pension expenditure (contribution of 5.3 pps. of
GDP), health care, and long-term care spending
(each with a contribution of 1.0 pp. of GDP) (*19).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed above,
overall long-term fiscal sustainability risks are
high.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
the relatively stable financing sources, the
currency denomination of debt, and historically
low borrowing costs supported by the
Eurosystem’s interventions. End 2020, 29% of
government debt was held by the Eurosystem.

Risk-increasing factors are related to the share of
debt held by non-residents, higher additional long-
term care expenditure resulting from a newly
adopted Long-term care Act for which the
financing has not yet been specified, and
contingent liability risks stemming from the
private sector, including via the possible
materialisation of sizeable state guarantees granted
to firms and self-employed during the COVID-19
crisis. However, this risk remains currently limited
due to relatively low take-up so far. Contingent
liability risks stemming from the banking sector
point to low risks, both under the baseline and
stress scenario (based on the SYMBOL
simulations).

(%8 In Slovenia, in no year, SPBs reached this value in the past
two decades.

(%) Between 2019 and 2070, total ageing costs are estimated to
increase by 8.9 pps. of GDP (among which public pensions
by 6 pps. of GDP) — see 2021 Ageing Report.
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S| - Debt projections baseline scenario

| o019 | 2000 | 0o | o022 | 203 | o00a | o025 | o006 | 207 | ows | 200 | am0 [ 2om | oom

Gross debt ratio 65.6 79.8 7.1 76.4 76.0 7.2 785 80.1 825 845 86.8 89.3 9.1 95.2
Changes in the ratio (-1+2+3) 4.7 142 2.1 -13 0.4 11 13 1.6 24 2.0 2.3 25 2.8 32
of which
(1) Primary balance (1.1+1.2+1.3) 21 -6.1 -5.8 -39 32 34 37 -4.0 -4.6 -49 52 55 5.7 6.0
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.4 -4.8 6.2 -4.9 -4.3 4.3 44 -4.5 -4.6 -4.9 5.2 5.5 5.7 -6.0
(1.1.1) Structural primary balance (bef. CoA) 04 -4.8 6.2 -4.9 -4.3 -4.3 4.3 -4.3 4.3 4.3 -4.3 -4.3 -4.3 -4.3
(1.1.2) Cost of ageing 0.0 0.1 02 03 0.6 0.9 12 14 17
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 18 -12 05 1.0 11 0.9 0.7 0.4 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 2.0 37 -4.5 32 -2.6 2.3 2.4 2.4 2.2 2.9 2.9 -3.0 -3.0 2.8
(2.1) Interest expenditure 17 16 14 13 12 11 1.0 0.9 0.8 0.8 0.8 0.9 0.9 1.0
(2.2) Growth effect 2.2 2.9 -4.8 -3.0 -2.5 21 2.0 -19 -16 22 21 22 21 2.0
(2.3) Inflation effect -15 -0.8 -1.2 -14 -1.2 -13 -13 -14 -14 -15 -16 17 -1.8 -18
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments -0.6 44 -33 2.0 -1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base -0.6 44 -33 -2.0 -1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Ad| due to the exchange rate effect 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance -13 -6.4 -1.6 -6.2 55 54 53 53 55 5.7 6.0 6.3 6.6 -1.0
Gross financing needs 6.9 20.9 15.3 14.3 143 15.2 15.4 15.7 16.3 16.7 17.0 174 17.9 18.6)
2“/5 gf GDP Annual change in debt ratio, baseline scenario - SI 1150 Debt as % of GDP - SI
150 1050
100 %0
50 8.0
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-15.0 . . . . . . . . . . . . . )
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oPrimary deficit @ Interest expenditure 0Growth effect (real) 2019 2020. 2021 2022' ‘2023 2024 . 2025 2026 2027 2028 . 2029 2030 2031 . 2032
inflation effect mStock flow adjustments =Change in gross public sector debt —Baseline = - Historical SPB scenario Lower SPB scenario SCP scenario
1150 Debt as % of GDP - S| 11(;/00 of GDP) Stochastic debt projections 2022-2026 -S|
1050 1050
95.0 950
80 850
5.0 /\F 750
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

?::)mﬂ Mte;,::m S1 Baseline Historical ~ Adverse '1-g' Fl;?s:;al Lower SPB  Stochastic DSA S2 Long term
: SPB scenario scenario projections
scenario
Risk category DECE veouv  IECHNNCHNNNNCE o
 Debt level (2032) 77 4
- Debt peak year 2027
: Percentile rank
Probability debt higher 59 6%
Dif. between percentiles
S0 indicator 2009 2021 Critical threshold
Overall index 0.64 0.18 0.46
Fiscal sub-index 0.56 0.29 0.36
Financial competitiveness sub-index 0.68 0.13 0.49
2021 FSR
- 2020 DSM Baseline Lower TFP growth AWG ”.Sk
S1 indicator scenario
Overall index 16 6.0 6.1 7.0
of which Initial budgetary position -18 24 25 24
Cost of delaying adjustment 0.2 0.7 0.7 0.8
Debt requirement 0.9 13 13 13
Ageing costs 22 17 17 25
Required structural primary balance related to S1 2.3 17 18 2.7
2021 FSR
2020 DSM Baseline Lower TFP growth AWG ”?k
S2 indicator scenario
Overall index 34 121 121 16.0
of which Initial Budgetary position -0.3 47 438 4.7
Ageing costs 3.7 74 7.3 11.3
of which Pensions 24 53 53 53
Health care 03 1.0 1.0 23
Long-term care 0.6 1.0 0.9 3.7
Others 0.4 0.1 0.0 0.1
Required structural primary balance related to S2 4.1 7.8 7.8 11.7
3. Financial information
140 Market perception of sovereign risk - SI c Profile redemption for existing securities and official loans, as of Nov. 2021 - SI
&y Total stock of maturing securities and officialloans (% GDP):  71.66
120 Can2
Cal 18
100 B o
BL
fn ® o
; Bal
g% A ::: é 10
40 VvV V V \/ v < ﬁg s :
20 N 4
Mo
gmvm 00T 200801 1807 20101 200907 202001 2007 202101 202847 S
2020 1Yy 2y 3y 4y 5Y &Y 7Y 8Y 9y 10Y 1Y 12Y Beyond
Leftover Residual Maturity 12y
mm 10-year yield spreads emm=CDS Spread ====SovCISS Moody's rating (RHS) = Maturing securities  m Official loans
Sovereign Ratings Local currenc! Foreign currenc! -
as of No%/.ZDZl,gSI long term |short lyermllong te%n short teyrm| :s;zslsg(lz;f‘f‘as 10ear
Moody's A3 A3 of October 2021
S&P AA- Al+ AA- A-l+
Fitch A A




Public debt structure - SI
(2020)

5. Risks related to government's contingent liabilities

et International Inves

General government contingent liabilities | Sl EU

2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 9.6 8.6 75 6.5 6.3 8.1

ofwhich ~ One-off guarantees 9.6 8.6 15 6.5 6.3 71

Standardised guarantees 0.0 0.0 0.0 0.0 0.0 11

Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3

2016 2017 2018 2019 2020 2020

Liabiliies and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 0.9

Contingent liailties of €N |secuities issued under liquidity schemes 0.0 0.0 0.0 1.0 0.0
gov. related to support to il puposeeny

financal nsttutions (% GDP)|o - "7 00 | 00 | 00 10| 00

Total 0.0 0.0 0.0 0.0 0.0 0.9

Government's
contingent liability
risks from bhanking
sector - SI (2020)

6. Realism of baseline assumptions

Average level of Structural Primary Balance (23-32)- SI

B
20
21
40
43
40 53
Percentile rank
100% I 07.3% I 100.0%
- 723%
50%
0%
Baseline Historical SPB scenario Lower SPB scenario

Debt as % of GDP - SI
1150

1050
9.0
85.0
75.0
65.0

55.0

450

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

——Baseline = = = Baseline_Autumn Forecast 2020

— —Baseline_Autumn Forecast 2019

Net International
Investment Position (IIP)

Country analysis
Slovenia

ratio (%)

54.5

Probabilty of govt cont. liahilities (>3% of
NPL coverage |GDP) linked to banking losses and recap
needs (SYMBOL):

%of GDP Historical debt

110
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Debt reduction episode <+« « Baseline debt projections e Debt-to-GDP ratio
Changes in debt - Breakdown - SI - pp of GDP
250 - Projections

2013-2017

= Primary deficit

2017-2021

Snowball effect

2021-2025 2025-2029 2029-2032

Stock-flow adjustments ~ ==@=Changes in debt ratio
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Macro-fiscal assumptions, Slovenia Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 77 764 760 845 893 952 767 81 830
Primary balance S8 039 32 49 55 60 43 48 AT
Structural primary balance (before CoA) 62 49 43 43 43 43 51 43 45
Real GDP growth 64 42 35 28 26 23 47 26 31
Potential GDP growth 26 30 33 28 26 23 30 28 29
Inflation rate 15 18 17 19 20 20 17 19 18
Implicit interest rate (nominal) 19 18 17 1.0 10 11 18 11 13
Gross financing needs B3 143 143 167 174 186 147 167 162
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 77 164 60 766 783 814 %7 115 713
Primary balance S8 089 21 3l 31 42 41 31 33
Structural primary balance (before CoA) 62 49 35 25 25 25 49 25 3l
Real GDP growth 64 42 29 28 26 23 45 26 31
Gross financing needs 53 143 139 140 143 151 145 142 142
3. Historical SPB scenario 000 202 2023 2008 30 203 2001-23  2004-32  2021-32
Gross public debt T 764 760 774 764 714 67 T3 T
Primary halance S8 039 32 24 25 3l 43 26 30
Structural primary balance (before CoA) 62 49 43 13 13 13 51 18 2T
Real GDP growth 6.4 42 35 33 3l 2.3 47 26 3l
Gross financing needs B3 143 143 15 131 136 Ui B7T 140
4. Financial stress scenario 000 202 2023 2028 2030 2032 2001-23  2004-32  2001-32
Gross public debt 777 766 763 850 898 958 768 856 834
Implicit interest rate (nominal) 19 20 18 11 11 11 19 12 14
Gross financing needs 153 145 145 168 U5 187 47 168 163
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 77765 70 900 %3 1037 1o 905 81l
Primary balance 58 45 39 59 64 70 A7 57 55
Structural primary balance (before CoA) 62 57 53 53 53 b3 57 53 54
Real GDP growth 64 48 34 28 26 23 49 25 31
Gross financing needs 53 11 51 183 193 A7 52 183 115
6. Exchange rate depreciation scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 7 764 760 845 893 952 767 81 830
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 00%  0.0%  0.0%
Gross financing needs 153 143 143 167 174 186 U1 167 162
7. Adverse interest-growth rate differential scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 77768 769 882 942 1016 72 89 80
Implicit interest rate (nominal) 19 19 18 14 14 15 19 15 16
Real GDP growth 64 37 30 23 21 18 44 21 26
Gross financing needs 153 W5 146 15 185 199 48 115 168
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SLOVAKIA

Short-term risks: low. Overall, the SO indicator does not signal major short-term fiscal risks. Gross
financing needs should remain low in the short term. Sovereign financing conditions are expected to
remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: high. Over the medium term, fiscal sustainability risks appear to be high overall,
both according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently around 62% of GDP, is projected to continue rising, reaching
around 72% of GDP in 2032 in the baseline. The sensitivity to possible macro-fiscal shocks also
contributes to this assessment.

Long-term risks: high. Over the long term, medium risk from the sustainability gap indicator S2,
combined with high vulnerabilities from the DSA contribute to the overall assessment. The S2 indicator
mainly captures risks linked to the unfavourable initial budgetary position and the projected increase in

ageing costs.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. The fiscal and the financial

competitiveness sub-indexes have both values
below the critical thresholds.

Government financing needs are expected to
remain small in the short term (about 6% of GDP
in 2021-2022), declining compared with 2020.
Financing conditions should remain favourable,
notably  supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the ratings that the three major
rating agencies assigned to Slovak government
debt.

Medium-term fiscal sustainability risks: high

Debt Sustainability Analysis (DSA): high risk

The DSA, based on the baseline, in particular the
level of debt and its projected path, stochastic
simulations, and alternative and stress-test
scenarios, points to a high risk.

Baseline results: increase at
unchanged policies

steady debt

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 2.5% over

2024-2032. Under a ‘no-fiscal policy change’
assumption, the debt-to-GDP ratio is projected to
rise by 13.1 pps. between 2023 and 2032, when it
would reach close to 72% of GDP. The baseline
projections assume that the structural primary
balance (SPB) before ageing costs remains
constant at the forecast deficit for 2023, namely -
2.5% of GDP. Despite being significant, this
deficit is not particularly large by historical
standards. (2°) Government gross financing needs
are projected to increase over the next 10 years,
reaching around 9% of GDP in 2032.

Stochastic simulations: low probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance is performed, based on the
historical volatility of the Slovak economy. These
stochastic simulations point to a 41% probability
of the debt ratio in 2026 being greater than in
2021, entailing low risk given the current level of
62% of GDP. Yet, such shocks point to significant
uncertainty surrounding the baseline projections,
as can be seen from the relatively wide debt
distribution cone (*2%).

(*?°) Based on available historical data, Slovakia recorded a SPB
greater than -2.5% of GDP in 48% of the cases. This
indicates that the country has moderate room to improve its
fiscal position and bring down the debt-to-GDP ratio.

(*?Y) The difference between the 10th and 90th percentile in
2026 is of around 32 pps. of GDP.

Slovakia
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Alternative and stress-test scenarios: important
vulnerabilities

Fiscal policy reverting to historical behaviour
would bring a limited reduction of the debt ratio.
Indeed, if the SPB gradually converged to its
historical average over the last 15 years (a surplus
of 0.1 pps. of GDP), in 2032 the debt ratio would
be only about 3 pps. of GDP lower than in the
baseline.

More adverse developments of the interest-growth
rate differential than assumed under the baseline
would have a non-negligible impact on the debt-
GDP ratio, given its current significant value. A
permanently higher ‘r-g” differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 about 4 pps. of GDP higher than in the
baseline.

If a temporary (one-year) episode of financial
stress pushed up interest rates by 1 pp. in 2022, the
2032 debt projection would be some 0.4 pps. of
GDP higher than in the baseline. If only half of the
projected improvement in the SPB in 2022-2023
were to occur, the 2032 projected debt would be
higher by more than 12 pps. of GDP relative to the
baseline.

S1 indicator: high risk

The S1 indicator shows that, compared to the
baseline, the structural primary balance (SPB)
would need to improve by 3.2 pps. of GDP, in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
This corresponds to an SPB of 0.7% of GDP,
which is ambitious by Slovak standards. (*?2) This
significant value of S1 is mainly due to the
projected age-related public spending (contribution
by 1.8 pps. of GDP) and the initial budgetary
position (contribution of 1.1 pps. of GDP).

Long-term fiscal sustainability risks: high

S2 indicator: high risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by

(*?2) None of the past Slovak SPBs were larger.

10.6 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring
the SPB to a surplus of 8.1% of GDP, which is a
very ambitious by Slovak standards. (*?%) This
sustainability gap is driven by the projected
increase of ageing costs (contribution of 7.8 pps. of
GDP) and the unfavourable initial budgetary
position (2.8 pps. of GDP). Ageing costs are
primarily related to the projected increase of public
pension expenditure (contribution of 4.1 pps. of
GDP), followed by health and long-term care
spending (contribution of around 1.6 pps. of GDP,
respectively) (*29).

In sum, over the long term fiscal sustainability
risks appear to be high overall, based on the
sustainability gap indicator S2 combined with the
DSA risk assessment (see previous section).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the lengthening of debt maturity in recent years,
the currency denomination of debt, the limited
share of short-term public debt, and historically
low borrowing costs notably supported by the
Eurosystem’s interventions. At the end of 2020,
28% of government debt was held by the
Eurosystem.

Nevertheless, other factors contribute to aggravate
risks. These include the high share of debt held by
non-residents and Slovakia’s negative net
international investment position. Risk-increasing
factors are related to contingent liability risks
stemming from the private sector, including via the
possible  materialisation of sizeable state
guarantees granted to firms and self-employed
during the COVID-19 crisis. However, this risk
remains currently limited due to relatively low
take-up so far. Contingent liability risks stemming
from the banking sector appear limited (based on
the SYMBOL simulations).

(*#®) Such SPB was never reached in Slovakia over the past
decades.

(**y Between 2019 and 2070 total ageing costs are estimated to
increase by 10.8 pps. of GDP (among which public
pensions by 5.9 pps. of GDP) — see 2021 Ageing Report.
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Slovakia

SK - Debt projections baseline scenario

| 01 | 2000 [ 2021 [ 202 | 2% | owa | 2035 | 20 [ aor [ 028 | oms | 2w | 2wt | o

Gross debt rtio 48.1 597 61.8 60.0 5.1 58.8 5.1 5.8 624 6838 656 676 897 722
Changes in the rafio (-1+223) -15 1.6 21 -18 -10 -3 0.2 08 25 16 1.7 20 21 25
of which
(1) Primary balance {1.1+12+13) 0.1 -4.3 6.1 =31 <21 2.0 -21 2.4 -33 -3.6 -3.8 -4.0 -4.2 -4.4
{1.1) Strucrural primary balance (11.1-11.2¢11.3) -09 -2.9 -53 -3.2 -25 =27 -29 -31 -3.3 -36 -3.8 -40 -4.2 -44
(1.1.1) Stuctural primary balance (bef Cod) -09 -29 -53 -32 -25 -25 -2.5 -25 -2.5 -25 -2.5 -25 -2.5 -25
(1.1.2) Cost of ageing 02 04 06 08 11 1.3 15 1.7 19
(1.1.3) Others (taxes and property incom &5 a0 0.0 a0 0.0 a0 0.0 a0 0.0 a0
{1.2) Cyclical component 08 -1.4 -08 0.0 03 o7 08 o7 0.0 00 0.0 00 0.0 00
{1.3) One-off and other remporary 00 0.0 00 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
(2) Snowball effect {2.1+2 2+2.3+2.4) -1.2 22 -1.8 -48 =286 2.3 -18 -1.6 -08 2.0 -21 2.0 -21 -1.9
(2.1) nterst expenditure 12 1.2 12 1.1 11 10 1.0 09 09 09 09 09 09 10
(2.2) Growth effect -12 21 -22 -30 -24 -21 -1.6 -13 -0.5 -16 -7 -16 -7 -15
(2.3) Inflafion effect -12 -1.1 -08 -28 -13 -12 -1.2 -12 -1.2 -13 -1.3 -13 -1.3 -14
(24) Exchenge rate effect linked b the inferedt rate a0 0.0 a0 0.0 00 00 0.0 00 0.0 00 0.0 00 0.0 00
(3) Stock-flow adjustments 0.4 5.1 =22 -03 -05 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(31) Baz -05 51 -21 -3 -05 a0 0.0 a0 0.0 a0 0.0 a0 0.0 a0
(3.2) Adjustm ent due i the exchangs rate effect a1 0.0 -01 0.0 a0 00 0.0 00 0.0 00 0.0 00 0.0 00
Pro memoria
Stuctiral baance 22 -41 £5 -43 -36 AT -39 -40 -42 44 -46 -49 51 -5
Gross finanging nesds 37 144 72 6.1 50 55 57 6.1 72 76 80 85 a0 9.4
]"_":’f@l’ Annual change in debt ratio, bazeline scenario - SK 1050 Debt as % of GDP - SK
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2. Risk classification inability indicators summary tables

Short Medium : Debt sustainability analysis (detail) Le H
u P H
S1 H - .. . Fnancial . DSA S2 :
term term H Baseline Historical ~ Adverse g stress Lower SPB Stqcha§tlc term H
SPB scenario ! scenario  projections H
scenario H
Risk category MEDIUM H
* Debt level (2032) 72.2 69.5 76.4 72.6 84.5
- Debt peak year
« Percentile rank 47.5% 45.3% 47.5% 47.5%

- Probability debt higher
Dif. between percentiles

S0 indicator 2009 2021 Critical threshold
Overall index 0.50 0.24 0.46
Fiscal sub-index 0.47 0.28 0.36
Financial competitiveness sub-index 0.52 0.22 0.49
2021 FSR
2020 DSM . Lower TFP AWG risk
S1 indicator Baseline growth scenario
Overall index 32 32 34 38
of which Initial budgetary position -05 11 12 11
Cost of delaying adjustment 0.4 0.4 0.4 0.4
Debt requirement 15 -0.1 -0.1 -0.1
Ageing costs 19 18 1.9 24
Required structural primary balance related to S1 25 0.7 0.9 13
2021 FSR
2020 DSM ) Lower TFP AWG risk
Baseline :
S2 indicator growth scenario
Overall index 7.7 10.6 10.6 145
of which Initial Budgetary position 14 28 29 28
Ageing costs 6.3 7.8 7.6 11.7
of which Pensions 47 41 42 41
Health care 0.7 1.6 15 2.7
Long-term care 0.4 17 16 44
Others 0.4 0.4 0.4 0.4
Required structural primary balance related to S2 6.9 8.1 8.1 12.0

3. Financial information

120 Market perception of sowereignrisk - SK c Profile redemption for existing securities and official loans, as of Nov. 2021 -SK

&y Total stock of maturing securities and offcial loans (% GDP): 53.97

B1 10
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cing and net International Investment Position

. Net International
Public debt structure - Investment Position (IIF}
m{m] SK (2020

5. Risks related to government's contingent liabilities

(General government contingent liahilities | K | EU
me | 2017 [ 2018 | 2019 | 2020 | 2020
State quaantzes (% GDF 00 00 00 00 01 81
ofuich  One-afguaraniees ili] ili] ili] ili] ot 71
Stndarisedguanniees 00 00 00 ili] 00 11
Public-private partnesships (PPFs) (% GDP) 32 29 27 24 24 03

M6 | 217 | 208 | 2019 | 2020 | 2020

R Liauiitzsand assets odside gen. gy nder gus na. na. na. na na 08
Contingent liabilities o &M |q.ersies issued uner iouidy s mes . na na na na 0
gov. related tosuppart to e ) o o ) ) )
firancial instittions (3 GDP) P20 #2052 24 na | na | na | na na 00
Toizl na. na. na. na na 09
) Probabilty of qovt cont liabilties (>3% of
Gowrnment's ¢ NPLcoverage |DP) irked to barking kosses and recap
contingent liability

risks from banking 0 ratio (%)  |needs (SYMBOL):
sector - 5K (2020)

62.8

8. Realism of baseline assumptions
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Macrofiscal assumptions, Slovakia Levels Averages

1. Baseline scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 618 600 591 639 676 722 603 643 633
Primary balance 4.1 -3.1 2.1 -36 40 44 -38 330 -4
Structural primary balance (before CoA) 53 492 2% 2% 25 25 -36 25 28
Real GDP growth 38 5.3 43 21 26 23 45 25 30
Potential GOP growt 2.1 30 34 21 26 23 28 28 21
Inflation rate 14 47 22 21 20 20 21 2.1 22
Impiicit interest rate: (nominal) 21 20 20 15 14 14 20 15 1.7
Gross financing needs 12 6.1 5.0 76 85 94 6.1 74 A
2. 8CP scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 618 600 590 572 584 605 603 579 585
Primary balance 4.1 -3.1 49 20 24 29 510 498 23
Structural primary balance (before CoA) 53 492 22 40 40 0 S5 40 A8
Real GDP growth 38 5.3 40 21 26 23 44 28 30
Gross financing needs 12 6.1 48 57 64 71 6.0 5.7 5.7
3. Historical SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 618 600 591 628 656 695 603 631 624
Primary balance 4.1 -3.1 2.1 -3.2 350 40 -38 500 32
Structural primary balance (before CoA) 53 4H20 25 A 2.1 2.1 -36 21 2.3
Real GDP growth 38 5.3 43 28 21 23 45 25 30
Gross financing needs 12 6.1 5.0 72 60 88 6.1 7.0 6.8
4. Financial stress scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 618 601 592 642 679 726 604 646 636
Impiicit interest rate: (nominal) 21 21 20 15 15 15 21 16 1.7
Gross financing needs 12 6.1 5.1 11 86 95 6.1 15 A
5. Lower SPB scenario A4 2022 023 A8 030 AR AU-3 200432 20132
Gross public debt 618 605 609 720 T8 845 611 723 695
Primary balance 4.1 42 33 50 54 58 45 47 46
Structural primary balance (before CoA) 53 46 39 39 39 49 46 59 4
Real GDP growth 38 6.4 39 21 26 23 47 25 30
Gross financing needs 12 15 6.2 94 105 116 6.9 92 8.7
6. Exchange rate depreciation scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 618 603 596 644 680 726 606 648 638
Exchange rate depreciafion 00% 00% 00% 00% 00% 00% 00% 00% 00%
Gross financing needs 12 6.1 5.1 76 85 94 6.1 15 A
1. Adverse interest-growth rate differential scenario 04 202 2023 2008 2030 AR 0423 20432 20132
Gross public debt 618 603 597 664 708 764 606 668 653
Impiicit interest rate: (nominal) 21 21 21 17 17 18 21 18 1.9
Real GDP growth 38 48 38 22 21 18 41 20 28
Gross financing needs 12 6.1 5.1 79 69 99 6.1 1.7 13




Country analysis

FINLAND

Short-term risks: low. No short-term vulnerabilities are identified for Finland, according to the SO
indicator. Gross financing needs should decline in the short term, and sovereign financing conditions are
expected to remain favourable, notably supported by the Eurosystem’s interventions.

Medium-term risks: medium. Over the medium term, fiscal sustainability risks are medium overall,
based on medium risk from the sustainability gap indicator S1 and low vulnerabilities from a debt
sustainability analysis (DSA) perspective. In the baseline, debt — currently at 71% of GDP — is
projected to be on a steady downward trend, approaching 60% of GDP in 2032. The low sensitivity to
possible macro-fiscal shocks also contributes to this assessment.

Long-term risks: medium. Medium risk from the sustainability gap indicator S2, combined with low
vulnerabilities from the DSA, contribute to the overall long-term assessment. The S2 indicator mainly

captures vulnerabilities linked to budgetary pressures stemming from population ageing.

Short-term fiscal sustainability risks: low

The overall value of the early-detection indicator
of fiscal stress, the SO indicator, is below its
critical threshold, signalling limited short-term
vulnerabilities. Both the fiscal and the financial-
competitiveness sub-indices are also below their
critical thresholds. Government financing needs
are expected to decline in the short term, to about
11% of GDP in 2021-2022, from 19% in 2020.
Moreover, financing conditions should remain
favourable, notably supported by the Eurosystem’s
interventions. Financial markets’ perceptions of
sovereign risk are positive, as confirmed by the
CDS spread and the high-grade ‘AA+/Aal’ rating
that the three major rating agencies assigned to
Finnish government debt.

Medium-term fiscal sustainability risks: medium

Overall medium-term fiscal sustainability risks
appear to be medium, based on the DSA and S1.

Debt sustainability analysis (DSA): low risk

The DSA points to low risk, based on the baseline
— in particular the level of debt and its projected
path — as well as stochastic simulations, and
alternative and stress-test scenarios.

Baseline results: debt steadily declining

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
annual real GDP growth hovering around 1.2% in
2024-2032. Under a ‘no-fiscal-policy-change’

assumption, the structural primary balance (SPB)
is expected to remain constant (excluding changes
in the cost of ageing) at its level forecast for 2023,
namely -0.7% of GDP. Based on past fiscal
performance, the assumed SPB underpinning the
baseline appears low for the country (*?%). The
projections rely on the horizontal assumption of
zero stock-flow adjustments as from 2024,
although historical patterns show that Finnish
public pension surpluses are used to draw up
public pension reserve funds rather than to reduce
debt and are therefore recorded as debt-increasing
stock-flow adjustments (*?%). Gross financing
needs are projected to remain broadly stable over
the next 10 years, at around 10% of GDP.

Stochastic simulations: low probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Finnish economy. These
stochastic simulations point to a 35% probability
of the debt ratio being greater in 2026 than in
2021. This entails a low risk given the current level
of 71% of GDP and the limited uncertainty
surrounding the baseline projections, as can be

(*%®) Based on available historical data, Finland recorded a SPB
greater than -0.7% of GDP 94% of the time. This would
suggest that the country has room for manoeuvre to adjust
its fiscal position, if need be.

(*%%) Assuming positive SFA in the projections, to reflect the
building up of public pension reserve funds in line with
past historical trends, would lead to projecting a higher
debt by 2032 (see Box 1.2.3 “Possible paths to review the
SFA projection assumptions” in Part |, Chapter 2).

Finland
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seen from the relatively narrow debt distribution
cone (7).

Alternative and stress-test scenarios: limited
vulnerabilities

Fiscal policy reverting to historical behaviour
would reduce debt more sizeably. Indeed, if the
SPB gradually converged to its historical average
of the last 15 years (a surplus of 0.8% of GDP),
debt would be about 9 pps. of GDP lower than in
the baseline by 2032. On the other hand, doubling
the structural primary deficit in 2023 compared to
the baseline would lead the debt ratio to broadly
stabilise from 2026 onwards, at a level around
6 pps. of GDP above the baseline by 2032.
Similarly, an interest-growth rate differential
permanently higher by 1 pp. than in the baseline
would raise debt by about 4 pps. of GDP by 2032,
however keeping it on a downward trend.
Temporary (one-year) financial stress rising the
interest rate by 1 pp. in 2022 would not change the
2032 debt projection significantly.

S1 indicator: medium risk

The S1 indicator is just above 0, the threshold
between low and medium risk. This value of S1
means that the SPB assumed in the baseline is
nearly sufficient to bring debt to the reference
value of 60% by 2038. This is because the
favourable initial budgetary position (contributing
-1.3 pps. of GDP) fully balances the impact of the
initial distance of the debt ratio to 60% and the
projected increase in age-related public spending
(contributing 0.9 pp. and 0.4 pp., respectively).

Long-term fiscal sustainability risks: medium

Overall long-term fiscal sustainability risks appear
to be medium, based on the DSA and S2.

S2 indicator: medium risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by 3 pps.

(**) The difference between the 10th and 90th percentiles in
2026 is around 25 pps. of GDP.

of GDP to stabilise the debt ratio over the long
term. This would bring the SPB to 2.3% of GDP,
which is plausible by historical standards (*?8).
This sustainability gap is driven by the projected
increase of ageing costs (contributing 2 pps. of
GDP) and the unfavourable initial budgetary
position (contributing 1 pp.). Ageing costs are
primarily related to the projected increase in long-
term care spending (contributing 1.7 pps.) and, to a
lesser extent, health care and public pension
expenditure (contributing 0.7pp and 0.4 pp,
respectively), partially offset by other items (2°).

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
relatively stable financing sources (with a
diversified and large investor base), the currency
denomination of debt, and historically low
borrowing costs supported by the Eurosystem’s
interventions. In 2020, 25% of government debt
was held by the Eurosystem. On the other hand,
several factors may aggravate sustainability risks.
More than 60% of debt is held by non-residents
and, despite a lengthening of debt maturity in
recent years, the share of short-term debt remains
above 15% of total debt. Moreover, the debt
reduction may be more limited if pension fund
surpluses continue to regularly feed stock-flow
adjustments. In addition, some contingent liability
risks stem from the private sector, including via
the possible materialisation of sizeable state
guarantees granted to shipbuilding companies.
Guarantees were also granted to firms and the self-
employed during the COVID-19 crisis, however
their take-up has been relatively low so far.
Contingent liabilities risks linked to the banking
sector are limited, based on SYMBOL simulations.

(8)56% of the SPBs recorded in Finland over the past were
greater than the required value.

(*2°) Between 2019 and 2070, total ageing costs are estimated to
increase by 3.4 pps. of GDP (among which spending on
long-term care by 2.1 pps. of GDP, on public pensions by
1.3 pps. of GDP and on health care by 0.8 pps. of GDP,
partially offset by a relative decline of education spending)
—see 2021 Ageing Report.
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Finland
FI - Debt projections baseline scenario | 2019 ‘ 2020 ‘ 2021 | 2022 | 2023 | 2024 | 2025 ‘ 2026 ‘ 2027 | 2028 | 2029 | 2030 | 2031 ‘ 2032
Gross debt ratio 59.5 69.5 7.2 712 71.0 69.9 68.6 67.6 66.9 66.3 65.7 65.1 64.5 63.9)
Changes in the ratio (-1+2+3) 0.2 10.0 17 0.0 0.2 11 12 11 0.7 06 -0.6 -0.6 0.6 0.6
of which
(1) Primary balance (1.1+1.2+1.3) 0.1 -48 33 2.0 0.8 0.9 0.9 09 -1.0 -11 -1.2 -12 -12 -1.2]
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.4 2.7 -2.3 -17 0.7 0.8 0.9 -1.0 -1.0 -11 -1.2 -12 -12 -12
(1.1.) Structural primary balance (bef. CoA) 0.4 2.7 2.3 -17 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7
(1.1.2) Cost of ageing 0.0 0.2 0.2 0.3 0.4 05 0.6 0.6 0.6
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.1 0.1 0.1 01 0.1 0.1
(1.2) Cyclical component 0.2 21 -1.0 0.3 0.1 0.1 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -0.8 17 -3.0 29 -2.6 -2.0 2.1 20 17 17 17 -1.8 -1.8 -1.8
(2.1) Interest expenditure 0.8 0.7 0.5 04 03 0.3 0.3 0.3 0.3 0.3 0.3 03 0.3 0.4
(2.2) Growth effect 0.8 17 2.2 -1.9 -14 -0.7 0.9 0.8 -0.6 0.6 -0.7 -0.8 -0.9 0.9
(2.3) Inflation effect 0.9 0.7 -13 -14 -1.6 -1.6 -15 -15 -14 -14 -1.3 -1.3 -13 -13
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 0.5 35 14 0.9 1.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.2 36 15 0.9 16 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adj due to the exchange rate effect 0.3 0.1 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance -12 33 2.8 2.0 11 11 -12 -13 -13 -14 -15 -15 -16 -1.6]
Gross financing needs 74 19.0 11.6 10.0 9.7 8.4 8.5 8.6 8.8 9.0 9.2 9.4 9.5 9.4
;/Zﬂgf GoP Annual change in debt ratio, baseline scenario - FI %0 Debt as % of GDP - FI
! %00
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

Short Medium B : Long
S1 : e .+ Fnancial q DSA S2
term term H Eedin Historical ~ Adverse .r g p— Lower SF'B Sto'cha.stlc term
H SPB scenario N scenario projections
scenario
: Debt level (2032) 63.9 68.2 64.3 70.2

MEDIUM  MEDIUM : Debt peak year
(S1=0) : Percentile rank
* Probability debt higher 35.0%
- Dif. between percentiles

MEDIUM  \vEDIUM
(52=3)

[ |
| |
| I :
| : P
I Risk category T ow  Low  Low  Low  Llow  Low I
| |
| |
| [
I |

S0 indicator 2009 2021 Critical threshold
Overall index 0.33 0.26 0.46
Fiscal sub-index 0.35 0.29 0.36
Financial competitiveness sub-index 0.31 0.24 0.49
2021 FSR
2020 DSM h Lower TFP AWG risk
S1indicator Baseline growth scenario
Overall index 0.9 0.0 0.2 0.5
of which Initial budgetary position -0.9 -1.3 -1.2 -1.2
Cost of delaying adjustment 0.1 0.0 0.0 0.1
Debt requirement 1.0 0.9 0.9 09
Ageing costs 0.8 0.4 05 0.8
Required structural primary balance related to S1 -0.1 -0.7 -0.5 -0.2
2021 FSR
2020 DSM . Lower TFP AWG risk
Baseline ;
S2indicator growth scenario
Overall index 3.2 3.0 3.2 55
of which Initial Budgetary position 21 1.0 1.0 11
Ageing costs 12 20 22 44
of which Pensions -04 0.4 0.7 0.4
Health care 05 0.7 0.6 15
Long-term care 15 17 16 33
Others -04 -0.8 -0.8 -0.8
Required structural primary balance related to S2 2.3 2.3 25 4.7

3. Financial information

60 Market perception of sovereign risk - Fl c Profile redemption for existing securities and official loans, as of Nov. 2021 -FI
o3 Total stock of maturing securities and official loans (% GDP): 52.15
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8
@
=%

Al
0 As3
Pl A2 2

0
2017-01  2017-07  2018-01  2018-07  2019-01  2019-07  2020-01  2020-07  2021-01  2021-07

2020 1Y 2¥ 3 4y 5Y 6Y 7Y 8 9Y 10Y 1Y 12Y Beyond
Leftover Residual Maturity 2y
=——10-year yield spreads ====CDS Spread ====SovCISS ===Moody’s rating (RHS) = Maturing securities mOfficial loans
Sovereign Ratings Local currency Foreign currency Sovereign yield
as of Nov. 2021, A_|long term [short term|long term [short term| spreads (bp)*- 10
-year

Moody's Aal Aal as of October
S&P AAF Al+ A+ Al+ 2021
[Fitch AAT AAT FL+
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Country analysis

Finland

International Inves Position

Public debt structure - FI
(2020)

Net International
Investment Position (IIP)

5. Risks related to government's contingent liabilities

General government contingent liabilities \ Fl \ EU
2016 2017 2018 2019 2020 2020

State guarantees (% GDP) 2718 27 24.3 24.8 211 8.1
ofwhich ~ One-off guarantees 26.7 224 228 232 25.2 71
Standardised guarantees 11 12 15 17 19 11
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2016 2017 2018 2019 2020 2020

Liabilities and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 0.9

Contingent liabilties of gen. Securities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0

gov. related to support to Special pupose eny

financial institutons (% GDP)| " - """ 00 | 00 | 00 | 00 | 00 | 00
Total 0.0 0.0 0.0 0.0 0.0 0.9

Government's
contingent liability
risks from banking
sector - FI (2020)

Probability of govt cont. liabilities (>3% of
GDP) linked to hanking losses and recap
needs (SYMBOL):

6. Realism of baseline assumptions

Average level of Structural Primary Balance (23-32) - FI
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Macro-fiscal assumptions, Finland Levels Averages

1. Baseline scenario 020 202 2003 2008 2030 2032 2021-3 202432 2001-32
Gross public debt 72 72 710 663 651 639 711 665 676
Primary balance 23 20 08 11 2 12 20 L1 13
Structural primary balance (before CoA) 23 L1 07 07 A7 16 07 09
Real GDP growth 34 28 20 10 13 14 27 12 16
Potential GDP growth 14 16 15 10 13 14 15 12 13
Inflation rate 19 20 2.3 21 20 20 20 21 21
Implicit interest rate (nominal) 08 0.6 05 05 05 0.6 0.6 05 05
Gross financing needs 16 100 97 9.0 94 94 04 90 94
2. SCP scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 72 712 710 671 661 650 711 613 682
Primary balance 33020 10 120 13 13 21 12 -4
Structural primary balance (before CoA) 23 L2 09 09 09 L7090 L
Real GDP growth 34 28 2.3 10 13 14 28 12 16
Gross financing needs 116 100 99 9.2 9.6 9.7 05 92 95
3. Historical SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 72 72 710 627 585 545 L1 625 646
Primary balance 33 20 08 0.2 04 04 20 01 05
Structural primary balance (before CoA) 23 L1 07 08 08 08 16 06 0.0
Real GDP growth 34 28 20 12 16 14 21 12 16
Gross financing needs 16 100 97 74 71 6.8 04 75 8.2
4. Financial stress scenario 020 02 023 2008 2030 203 202023 02432 2021-32
Gross public deht 72 713 711 666 655 643 712 668 679
Implicit interest rate (nominal) 08 07 0.6 0.6 0.6 06 07 06 0.6
Gross financing needs 116 101 98 9.1 94 95 105 9.1 94
5. Lower SPB scenario 2021 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 2 72 12 701 702 702 72 102 705
Primary balance 33 2l 13 19 200 20 22 <18 -9
Structural primary balance (before CoA) 23 19 15 5 15 15 19 15 -6
Real GDP growth 34 30 23 10 13 14 29 12 16
Gross financing needs 116 102 102 102 107 109 107 101 102
6. Exchange rate depreciation scenario 020 202 2023 2008 030 2032 021-23 20432 2001-32
Gross public deht 712 714 716 668 656 644 14 610 681
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 0.0%  00%  0.0%
Gross financing needs 116 100 98 9.1 94 95 05 91 94
7. Adverse interest-growth rate differential scenario 020 202 2003 2008 2030 203 2021-3 20432 2001-32
Gross public debt 712 716 718 690 686 682 715 692 698
Implicit interest rate (nominal) 08 0.6 0.6 07 07 08 07 0.7 0.7
Real GDP growth 34 2.3 15 05 08 09 24 0.7 11
Gross financing needs 116 101 99 95 99 101 05 94 9.7




Country analysis

SWEDEN

Short-term risks: low. Overall, no short-term vulnerabilities are identified for Sweden, according to the
S0 indicator. Gross financing needs should be low in the short term. Sovereign financing conditions are

expected to remain favourable.

Medium-term risks: low. Over the medium term, fiscal sustainability risks are low overall, both
according to the sustainability gap indicator S1 and from a debt sustainability analysis (DSA)
perspective. Government debt, currently at 37% of GDP, is projected to decrease in the baseline,
reaching a very modest level in 2032 under unchanged policies. The reduced sensitivity to possible
macro-fiscal shocks also contributes to this assessment.

Long-term risks: low. Over the long term, low risks from the sustainability gap indicator S2, combined
with low vulnerabilities from the DSA contribute to the overall assessment. The S2 indicator is supported
by the favourable initial budgetary position which partly mitigates projected increases in ageing costs.

Short-term fiscal sustainability risks: low

The value of the early-detection indicator of fiscal

stress, the SO indicator, is below its critical
threshold, signalling no overall short-term
vulnerabilities. The fiscal and the financial-

competitiveness sub-indexes are also both below
their critical thresholds.

Governments financing needs are expected to
remain low in the short term (about 6% of GDP in
2021-2022), and declining compared with 2020.
Financing conditions should remain favourable.
Financial markets’ perceptions of sovereign risk
are positive, as confirmed by the CDS spreads and
the ‘AAA’ rating that the three major rating
agencies assigned to Swedish government debt.

Medium-term fiscal sustainability risks: low

Debt Sustainability Analysis (DSA): low risk

The debt sustainability analysis, based on the
baseline, in particular the level of debt and its
projected path, stochastic simulations, and
alternative and stress-test scenarios, points to a low
risk.

Baseline results: debt on a downward path

The baseline projections up to 2032 assume a
favourable interest-growth rate differential, with
real GDP growth hovering around 1.8% in 2024-
2032. Under a ‘no-fiscal policy change’
assumption, debt would continue to fall, by some
20 pps. between 2023 and 2032, when it would

reach around 11% of GDP. These baseline
projections assume a constant structural primary
balance (SPB) before ageing costs at the forecast
surplus for 2023, namely 1.5% of GDP. This
significant surplus appears plausible by historical
standards (**°). Government gross financing needs
are projected to fade out over the next 10 years.

Stochastic simulations: low probability that debt
will not stabilise by 2026

As the baseline debt trajectory is sensitive to
macroeconomic shocks, a very large set of jointly
simulated shocks to growth, interest rates and the
primary balance was performed, based on the
historical volatility of the Swedish economy.
These stochastic simulations point to a 0%
probability of the debt ratio in 2026 being greater
than in 2021, entailing low risk given the current
level of 37% of GDP. In addition, such shocks
point to reduced uncertainty surrounding the
baseline projections, as can be seen from the
narrow debt distribution cone (*31).
Alternative and  stress-test scenarios: no
significant vulnerabilities

Fiscal policy reverting to historical behaviour
would bring a similar reduction of the debt ratio.
Indeed, if the SPB gradually converged to its
historical average of the last 15 years (a surplus of

(3% Based on available historical data, Sweden recorded a SPB
larger than 1.5% of GDP in 60% of the cases.

(Y The difference between the 10th and 90th percentile in
2026 is around 9 pps. of GDP.

Sweden
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1.4% of GDP), the debt ratio would be at similar
levels compared to the baseline in 2032.

A more adverse development of the interest-
growth rate differential than assumed under the
baseline would only have a marginal increasing
impact on the debt-GDP ratio. In particular, a
permanently higher ‘r-g” differential (by 1 pp.)
than in the baseline would entail a debt ratio in
2032 only about 1 pp. of GDP higher than in the
baseline.

If a temporary (one year) episode of financial
stress pushed up market interest rates by 1 pp. in
2022, the 2032 debt projection would not change
significantly. Nevertheless, if only half of the
projected improvement in the SPB in 2022-2023
were to occur, the 2032 projected debt would be
some 5 pps. of GDP higher than in the baseline.

S1 indicator: low risk

The S1 indicator shows that, compared to the
baseline, no additional fiscal effort would be
needed in the structural primary balance (SPB), in
cumulated terms over 5 years, to bring the debt-to-
GDP ratio to the reference value of 60% by 2038.
On the contrary, the indicator’s negative value of -
5.7 pps. of GDP suggests that the country has
significant room to reduce its primary surplus,
while still not breaching the 60% of GDP reference
target. The S1 value is mainly related to the
favourable initial budgetary position (with a
contribution of -2.7 pps. of GDP) and the distance
of the initial debt ratio from the 60% reference
value (contribution of -2.3 pps. of GDP).

Long-term fiscal sustainability risks: low

S2 indicator: low risk

The S2 indicator shows that, relative to the
baseline, the SPB would need to improve by
0.8 pps. of GDP to stabilise the debt-to-GDP ratio
over the long term. Such adjustment would bring

the SPB to 2.3% of GDP, which is plausible by
Swedish standards (**?). This result is due to the
favourable initial budgetary position (contribution
of -1.3 pps. of GDP) which mitigates to a large
extent the projected ageing costs increase over the
long term (contribution of 2.1 pps. of GDP).
Ageing costs are primarily related to the projected
increase of public long-term care and health care
spending (estimated contributions of 1.9 and 0.7
pps. of GDP, respectively) (**3).

In sum, based on the sustainability gap indicator
S2 and the DSA risk assessment discussed above,
overall long-term fiscal sustainability risks are
low.

Additional mitigating and aggravating risk
factors

Several factors mitigate the risks. These include
the stability of debt maturity in recent years,
relatively stable financing sources (with a
diversified and large investor base), and
historically low borrowing costs reflecting a long-
standing strong creditor status. In addition,
Sweden’s positive net international investment
position helps mitigating vulnerabilities.

Risk-increasing factors are related to contingent
liability risks stemming from the private sector,
including via the possible materialisation of
sizeable state guarantees granted to firms and self-
employed during the COVID-19 crisis. However,
this risk remains currently limited due to relatively
low take-up so far. Contingent liability risks
stemming from the banking sector point to low
risks both under the baseline and stress scenario
(based on the SYMBOL simulations).

(*%2) 50% of past Swedish SPBs were larger.

(*%%) Between 2019 and 2070 total ageing costs are estimated to
increase by 2.3 pps. of GDP (among which public long-
term care by 2.2 pps. of GDP) — see 2021 Ageing Report.



Country analysis

Sweden

SE - Debt projections baseline scenario | 2019 | 2020 | 2021 \ 2022 \ 2023 \ 2024 \ 2025 \ 202 \ 2027 \ 2028 \ 2029 \ 2030 \ 2031 \ 2032
Gross debt ratio 349 39.7 373 342 312 29.0 26.6 242 219 19.7 175 153 132 112
Changes in the ratio (-1+2+3) -4.0 48 2.3 3.1 3.1 -2.2 -24 24 2.3 2.2 2.2 2.1 2.1 2.0
of which
(1) Primary balance (1.1+1.2+1.3) 1.0 25 0.8 05 11 12 14 1.6 16 1.6 1.6 1.6 1.6 1.6
(1.2) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.8 0.2 03 08 15 15 15 16 16 16 1.6 1.6 1.6 1.6
(1.1.1) Structural primary balance (bef. CoA) 0.8 0.2 03 08 15 15 15 15 15 15 15 15 15 15
(1.1.2) Cost of ageing -0.1 -0.1 -0.2 -0.2 -0.3 -0.3 -0.3 -0.3 0.3
(1.1.3) Others (taxes and property incomes) -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2
(1.2) Cyclical component 0.1 2.4 -11 0.3 0.4 -0.3 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 1.3 0.7 2.2 -1.6 0.9 0.9 0.9 0.8 0.7 -0.6 -0.6 0.5 0.4 -0.4
(2.1) Interest expenditure 0.4 0.3 0.1 0.1 0.2 0.2 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1
(2.2) Growth effect 0.7 1.0 -15 -1.3 -0.6 0.6 0.6 05 04 0.4 0.3 0.3 0.2 0.2
(2.3) Inflation effect -1.0 -0.5 -0.8 -0.5 -0.6 05 05 05 04 0.4 0.4 0.3 0.3 0.3
(2.4) Exchange rate effect linked to the interest rate 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3) Stock-flow adjustments 17 15 -0.9 -1.0 -1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 2.4 17 -0.5 -11 -1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adjustment due to the exchange rate effect 0.6 0.2 04 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 0.4 05 0.2 0.6 13 14 14 14 15 15 15 15 1.6 1.6
Gross financing needs 5.5 12.7 7.0 5.3 35 26 15 0.4 0.7 -1.0 -1.0 -1.0 -11 -1.1]
“/aﬂ gf GDP Annual change in debt ratio, baseline scenario - SE . Debt as % of GDP - SE
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2. Risk classification and sustainability indicators summary tables
|
: S I o Debt sustainability analysis (detail) 1 :
ort | ledium f — :
| 1 S1 : : Historical ~ Adverse 'r-g' Financiall =) /ot SPB.  Stochastic DsA ! S2 Long term :
term | term H Baseline 5 stress . P 1 :
I I | g SPB scenario scenario scenario projections :
| |
! 1 | Risk category 1
| :
| : I : Debt level (2032) '
1 !  Debt peak year !
) | | : Percentile rank !
1 I 1 Probability debt higher I
I 1 Dif. between percentiles 1
S0 indicator 2009 2021 Critical threshold
Overall index 031 0.27 0.46
Fiscal sub-index 0.15 0.08 0.36
Financial competitiveness sub-index 0.40 037 0.49
2021 FSR
. 2020 DSM Baseline Lower TFP growth AWG ”.Sk
S1 indicator scenario
Overall index 3.1 5.7 5.6 -4.9
of which Initial budgetary position -15 2.7 2.7 2.7
Cost of delaying adjustment -0.3 -0.6 -0.6 -05
Debt requirement -16 23 23 23
Ageing costs 0.3 0.0 0.1 0.6
Required structural primary balance related to S1 -33 4.2 4.1 -34
2021 FSR
2020 DSM i
020 DS Baseline Lower TFP growth AWG ”.Sk
S2 indicator scenario
Overall index 29 08 05 52
of which Initial Budgetary position 0.7 -1.3 -1.3 -1.3
Ageing costs 22 21 1.8 6.5
of which Pensions 0.2 0.1 0.2 0.1
Health care 0.6 0.7 0.6 16
Long-term care 15 19 18 54
Others 0.4 0.4 0.4 0.4
Required structural primary balance related to S2 2.8 2.3 2.0 6.7
3. Financial information
80 Market perception of sovereign risk - SE c Profile redempnon fore><|st|ng securities and official loans, as of Nov. 2021 - SE
Ca i DP):
» Ga 2.45
Cal 7
60 B3
B 6
g % 58
s B 5
g% [
& B2 §
Xl g3
20 A2
AL 2
10 vt s
Aal
0 haa
201701 201707 201801 201807 201901 201907 202001 202007  2021:01 202107 WL Y Y & & S & I & o 1y iy v Byow
Leftover Residual Maturity 2y
e 10-year yield spreads e====CDS Spread ====SovCISS ~——Moody’s rating (RHS) " Maturing securities - Official loans
Sovereign Ratings Local currenc Foreign currenc Soversign yield
long term [short term| long term [short term| oronge ooy
preads (bp)*-as | 10-year
Aaa Aaa P-1 of October 2021
AAAU Al+u AAA Altu
AAA AAA F1+
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Public debt structure -
SE (2020)

5. Risks related to government's contingent liabilities

et International Inves

Country analysis
Sweden

Net International
Investment Position (IIP)

6. Realism of baseline assumptions

Average level of Structural Primary Balance (23-32) - SE
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General government contingent liabilities | SE [ EU
2016 2017 2018 2019 2020 2020
State guarantees (% GDP) 105 9.8 10.0 9.9 113 8.1
ofwhich ~ One-off guarantees 10.5 9.8 10.0 9.9 113 71
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 11
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2016 2017 2018 2019 2020 2020
Liabiliies and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 0.9
Contingent liailties of €N |secuities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
gov. related to support to ool pupose ety
financal nsttutions (% GDP)|o - "7 00 | 00 | 00 | 00 | 00 | 00
Total
5 " Private sector Probabilty of govt cont. liahilities (>3% of
Overnments ) NPL coverage |GDP) linked to banking losses and recap
contingent liability credit flow (% ratio (%) |eeds (SYMBOL):
risks from banking GDP): ’ :
sector - SE (2020)
11.6 42.3
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Macro-fiscal assumptions, Sweden Levels Averages

1. Baseline scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt I3 #2327 B3 U2 #2198 B4
Primary balance 08 05 11 16 16 16 03 16 12
Structural primary balance (before CoA) 03 08 15 15 15 15 09 15 13
Real GDP growth 39 35 17 17 16 16 31 18 21
Potential GDP growth 15 20 20 17 16 16 18 17 17
Inflation rate 21 14 16 19 20 20 17 19 18
Implicit interest rate (nominal) 0.2 04 0.6 0.6 06 0.6 04 06 06
Gross financing needs 70 5.3 v A0 0 - 5.2 0.2 12
2. SCP scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 33 M2 3T M5 289 283 M4 05 37
Primary balance 08 05 01 05 05 05 01 04 04
Structural primary balance (before CoA) 03 8 01 06 06 -06 03 06 04
Real GDP growth 39 35 30 17 16 16 35 17 21
Gross financing needs 70 5.3 4.3 5.1 5.3 54 55 51 5.2
3. Historical SPB scenario 000 202 023 2008 30 203 2001-23  2004-32  2021-32
Gross public debt 33 M2 32 198 156 116 32 200 236
Primary halance {08 05 11 16 16 16 03 15 12
Structural primary balance (before CoA) 03 08 15 14 14 14 09 15 13
Real GDP growth 39 35 17 17 16 16 3l 18 21
Gross financing needs 70 5.3 v 09 10 -1 52 01 12
4. Financial stress scenario 000 202 2003 2028 2030 2032 2001-23  2004-32  2021-32
Gross public debt 313 U3 32 197 B4 U3 M3 199 R85
Implicit interest rate (nominal) 02 06 0.6 0.6 0.6 0.6 04 06 0.6
(Gross financing needs 70 53 36 -0 0 53 01 12
5. Lower SPB scenario 2020 2022 2023 2028 2030 2032 2021-23  2024-32  2021-32
Gross public debt 373 M3 U5 27 194 162 4 N8 BT
Primary balance 08 04 0.7 10 10 10 01 10 08
Structural primary balance (before CoA) 03 06 09 09 09 09 0.6 09 08
Real GDP growth 39 36 20 17 16 16 32 18 21
Gross financing needs 70 54 39 08 02 04 54 11 2.2
6. Exchange rate depreciation scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt I3 H3 R4 A6 171 129 $H3 A7 Bl
Exchange rate depreciation 00% 65% 65% 00% 00%  00% 43%  00%  11%
Gross financing needs 70 55 909 0 1 54 0.0 14
7. Adverse interest-growth rate differential scenario 020 2020 2023 2028 2030 203 202023 2024-32  2021-32
Gross public debt 313 U4 35 06 164 124 a4 08 42
Impiicit interest rate (nominal) 0.2 05 07 0.6 06 06 04 0.7 06
Real GDP growth 39 30 12 12 11 11 21 13 17
Gross financing needs 70 53 6 -0 10 -1 53 01 13




ANNEX

COUNTRY FICHES - DATA SOURCES AND
INFORMATION

The projections presented in this report are based
on the Commission 2021 autumn forecast and on
the EPC-Commission Ageing Report 2021. The
cut-off date for the projections presented in this
report was 25 October 2021, in line with the
Commission 2021 autumn forecast. However, for
some additional indicators, more recent
information has been used.

MAIN TEXT AND SECTIONS 1 AND 2 - Projections
and fiscal sustainability indicators

Overall approach

See Annex Al of Volume 1 for a general
presentation of the Commission’s multi-
dimensional approach, indicators, decision trees
and thresholds underpinning the risk classification.

Short term

SO indicator — Early-detection indicator of fiscal
stress based on 25 fiscal and financial-
competitiveness variables, including government
gross financing needs. See VVolume 1, Chapter 1 of
Part I, Box 1.1.1 and Annex A2.

Medium term

Debt sustainability analysis (DSA) — A set of
deterministic projections including a baseline and
alternative scenarios and stress tests (see
Volume 1, Section2.1 and Box1 in the
introduction of Volume 1) and stochastic
projections (see Volume 1, Section2.2 and
Annex A4).

S1 indicator — Medium-term sustainability gap
indicator measuring the additional adjustment in
the structural primary balance over the period
2024-2028, compared to the baseline, required to
bring debt to 60% of GDP in 2038 (see Volume 1,

Section 2.4 and Annex A5).
Long term
S2 indicator — Long-term sustainability gap

indicator measuring the additional adjustment in
the structural primary balance, compared to the
baseline, required to stabilise debt over an infinite

horizon (see Volume 1, Section 3.2 and Annex
Ab).

Additional mitigating and aggravating factors

Risks related to the structure of government debt,
the net international investment position and
contingent liabilities (see Sections 4 and 5 below).
The qualification of factors is based either on
thresholds derived from a signalling approach or
on a comparison with other Member States or the
EU average.

SYMBOL model — Model estimating the potential
impact of simulated bank losses on public finances
(see Volume 1, Annex AB).

SECTION 3 - Financial information

Market perception of sovereign risk

10-year bond yield spreads to the German Bund
— ECB, Interest rate statistics database, long-term
interest rate for convergence purposes, 10 years
maturity, denominated in euro, basis points,
monthly average.

5-year Credit Default Swap (CDS) spread -
Capital 1Q database, provided by S&P Global,
daily close, basis points, extracted in November
2021, available for all countries except LU and
MT.

SovCISS — Composite Indicator of Sovereign
Stress — ECB, pure number, monthly, available for
11 euro area countries (AT, BE, DE, ES, FI, FR,
EL, IE, IT, NL, PT).

Moody’s sovereign credit rating — Bloomberg,
Local currency long-term sovereign credit rating,
Moody’s, extracted in November 2021.

Profile redemption for existing securities and
official loans

Maturing securities — Bloomberg, Active
sovereign securities, Yearly outstanding amounts,
as % of GDP, extracted in November 2021.
In some cases, the scheduled redemption profile
may not take into account possible buybacks not
reported by Bloomberg.
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Official Loans — ECFIN country desks (Cyprus,
Ireland, Portugal), Programme loans repayment
schedule, yearly, as % of GDP.

Note: Actual nominal GDP for 2021 (Commission
2021 autumn forecast) is used to compute the total
stock of maturing securities and official loans as
share of GDP, throughout the scheduled
redemption period.

SECTION 4 - Risks related to the structure of
government debt financing and net
international investment position

Government debt structure

Share of short-term government debt — Eurostat,
2020 data, general government consolidated gross
debt, original maturity of less than 1 year, as % of
total, available for all countries except NL.

Share of short-term government debt (for the
NL) — Eurostat, 2020 data, general government, %
of GDP, government consolidated gross debt at
face value (currency and deposits, short-term debt
securities, short-term loans) as share of total
government consolidated gross debt.

Share of government debt in foreign currency —
Eurostat, 2020 data, debt by currency of issue,
general government, foreign currency, % of total,
available for all countries except DK, EL, FI and
SE.

Share of government debt in foreign currency
(for DK, FI, EL, and SE) — ECB, 2020 data,
Government Finance Statistics (GFS) database,
Maastricht debt, general government, consolidated,
all original maturities, denominated in national
currency; denominated in currencies other than
national currency and euro; denominated in euro.

Share of government debt held by non-residents
— FEurostat, 2020 data, general government
consolidated gross debt, rest of the world, total-all
maturities, % of total, available for all countries
except EL.

Net international investment position (NIIP) —
Eurostat, 2020 data, % of GDP.

SECTION 5 - Risks related to government’s
contingent liabilities

Risks related to government’s contingent liabilities

Guarantees  (State  guarantees,  one-off
guarantees and standardised guarantees) —
Eurostat, 2020 data, % of GDP.

Public-private partnerships (PPPs) — Eurostat,
2020 data, % of GDP.

Contingent liabilities of general government
related to support to financial institutions —
Eurostat, 2020 data, % of GDP.

Government’s contingent liability risks from the
banking sector

Private sector credit flow — Eurostat (MIP
scoreboard), 2020 data, % of GDP.

Change in nominal house price index -
European Commission, DG ECFIN, Unit Bl
House Price Database, 2020 data, y-0-y % change
(2015=100).

Bank loan-to-deposit ratio — European Banking
Authority (EBA), risk indicator, loan-to-deposit
ratio for  households and  non-financial
corporations, June 2021 data.

Share of non-performing loans — European
Banking Authority (EBA), risk indicator, ratio of
non-performing loans and advances (NPL ratio),
June 2021 data.

Non-Performing Loans (NPL) coverage ratio —
European Banking Authority (EBA), risk
indicator, coverage ratio of non-performing loans
and advances, June 2021 data.

SECTION 6 — Realism of baseline projections

Percentile rank - Position of the average
structural primary balance assumed in the
projections in the country’s past distribution of
structural primary balances.

SECTION 7 - Underlying
assumptions

macro-fiscal

See Box 1 in the introduction of VVolume 1.
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GETTING IN TOUCH WITH THE EU

In person
All over the European Union there are hundreds of Europe Direct Information Centres. You can find the
address of the centre nearest you at: http://europa.eu/contact.

On the phone or by e-mail
Europe Direct is a service that answers your questions about the European Union. You can contact this
service:

by freephone: 00 800 6 7 8 9 10 11 (certain operators may charge for these calls),

at the following standard number: +32 22999696 or

by electronic mail via: http://europa.eu/contact.

FINDING INFORMATION ABOUT THE EU

Online
Information about the European Union in all the official languages of the EU is available on the Europa

website at: http://europa.eu.

EU Publications

You can download or order free and priced EU publications from EU Bookshop at:
http://publications.europa.eu/bookshop. Multiple copies of free publications may be obtained by contacting
Europe Direct or your local information centre (see http://europa.eu/contact).

EU law and related documents
For access to legal information from the EU, including all EU law since 1951 in all the official language
versions, go to EUR-Lex at: http://eur-lex.europa.eu.

Open data from the EU
The EU Open Data Portal (http://data.europa.eu/euodp/en/data) provides access to datasets from the EU.
Data can be downloaded and reused for free, both for commercial and non-commercial purposes.
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