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EXECUTIVE SUMMARY

The world economy is
confronted with an
unprecedented
economic crisis, with
large uncertainties
going forward

The economic policy
response in the EU has
been swift and
sizeable, preventing
worse outcomes

Public finances took a
severe hit as a result of
the severe recession
and the necessary
policy response

1. MONITORING SUSTAINABILITY IS CRITICAL AT THE CURRENT
JUNCTURE

The COVID-19 pandemic that erupted last year caused an economic crisis
across the world, unique in its severity. Recent estimates show a contraction
of global GDP by more than 4% in 2020, unprecedented since the 1980s (by
comparison, global economic activity shrunk by 0.1% in 2009). (%) Based on
the Commission Autumn forecast 2020, the EU GDP diminished by about
7%% last year. Going forward, the uncertainty surrounding the economic
outlook will remain particularly elevated as long as the pandemic hangs over
the economy. According to key international institutions, including the
European Commission, growth should resume in 2021-22; yet, the recovery
is expected to be incomplete over this horizon, and to differ widely across
Member States.

The unique recession, caused by the COVID-19 outbreak, prompted a
massive policy response at the national and the EU level that has prevented
worse outcomes. All EU Member States have adopted unprecedented fiscal
support and liquidity assistance to their economies to avoid mass lay-offs,
preserve incomes and protect businesses, also in response to calls from the
EU to maintain support to their economies. The ECB’s forceful and
immediate response since March was complemented by the activation of the
‘general escape clause’ in the EU’s fiscal rules, which has helped Member
States to provide a strong fiscal support to address the health and ensuring
economic crisis. Rapid agreements were reached on a number of powerful
EU instruments, including the temporary Support to mitigate Unemployment
Risks in an Emergency (SURE). Importantly, the Next Generation EU
(NGEU) plan to support all Member States, in particular those hardest hit by
the COVID-19 crisis with a €750 billion fund is an unprecedented example of
European solidarity and commitment to European cohesion. (?) Already, this
demonstration of collective resolve has cushioned the impact of the pandemic
on businesses and people, and has had positive impact on financial market
confidence.

In this context, the EU/EA government deficit ratio is estimated to have
significantly increased last year (by around 8 pps.) to around 9% of GDP.
This deterioration reflects the operation of automatic stabilisers and the
sizeable discretionary fiscal measures put in place to cushion households and
firms from the negative impact of the COVID-19 pandemic. The deficit ratio
is set to ease in 2021 and 2022 (to around 5% of GDP), reflecting the
unwinding of pandemic-related emergency measures, as well as the expected
rebound in economic activity. Mirroring the spike in deficits, as well as
unfavourable snowball effects, the aggregate government debt-to-GDP ratio
rose by around 15 pps. in 2020, reaching respectively 95% and 102% in the
EU/EA. It is expected to continue rising by around 1-2 pps. cumulatively
over 2021 and 2022. Hence, the forecasted deterioration of public finances is
expected to be much higher than the one observed during the global financial

(Y) See European Commission (2020c).

(® See https://data.consilium.europa.eu/doc/document/ST-9971-2020-INIT/en/pdf
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crisis. (]) Overall, these short-term projections remain subject to high
uncertainty on the evolution of the pandemic.

Monitoring debt 2020 appears as an exceptional year in terms of debt dynamics. While the
sustainability risks is conditions to sustain high debt levels certainly improved over the past years,
critical given the global fall of interest rates and the lengthening of debt

maturities, (*) a number of EU Member States recorded persistently high debt
levels. In 2020, the necessary fiscal expansion to respond to the crisis has led
to a large increase of government debt ratios in the Member States. Despite
the severity of the crisis, large-scale monetary policy support and EU
initiatives have contributed to stabilising sovereign financing conditions, and
enabled financing large government borrowing needs (with euro area
governments having issued more than €1 trillion of debt on a net basis last
year). (%) Yet, the pandemic heightened challenges to debt sustainability, and
assessing fiscal sustainability risks appears particularly critical at the current
juncture.

2. DSM 2020: METHODOLOGY AND USE

This report provides an  This edition of the Debt Sustainability Monitor (DSM) provides an update of

update of fiscal fiscal sustainability risks faced by Member States, previously assessed —
sustainability risks before the crisis - in the DSM 2019. It offers a snapshot of the situation,
compared to the DSM  based on results from the latest available Commission macroeconomic
2019 forecast (Autumn 2020 forecast). The assessment also relies on the Economic

Policy Committee (EPC) commonly agreed methodology to project medium-
term GDP growth. (®) Last, it reflects agreed long-term economic and
budgetary projections from the joint European Commission - EPC 2018
Ageing Report. In a limited number of cases, long-term budgetary projections
have been updated to reflect recent pension reforms.

In order to maintain a Fiscal sustainability risks faced by Member States are assessed according to

realistic baseline the comprehensive horizontal fiscal sustainability framework used in the
scenario, the DSM 2019. This framework brings together in a synthetic way results on
methodological debt sustainability analysis (DSA) and fiscal sustainability indicators. It
approach used in the allows gaining a horizontally consistent overview of fiscal sustainability risks
DSM 2019 has been across time horizons (short, medium and long term) and across countries,
amended to reflect based on a set of transparent criteria. However, owing to the exceptional
the current crisis circumstances, and the high uncertainty on the economic prospects, a
exceptional number of adjustments to the standard underlying assumptions have been
circumstances made (see Box 1.1 of the report). In particular, given the exceptional impact

of the crisis on deficit levels in the period 2020-2022, a gradual return of the
structural primary balance to the pre-crisis forecast level has been assumed,
instead of keeping it constant at an exceptionally very negative level, also
compared to historical averages. This amendment implies the phasing out of
some measures or the financing of some permanent ones. Moreover, as
agreed in November 2020 by the EPC / Ageing Working Group (AWG), the

(®) See European Commission (2020c).

() See European Commission (2020a) for a discussion of the low interest rate environment.

(°) See ECB (2020).

(®) The so-called T+10 methodology commonly agreed with the Output Gap Working Group (OGWG), see Havik et al. (2014).
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long term assumption on interest rates has been revised, to reflect decline of
interest rates over the past decades. ()

Particularly large Assessing fiscal sustainability is admittedly subject to particularly large
uncertainty calls for uncertainty at the current juncture. Important uncertainty relates to future
caution when developments of the pandemic: on the one hand, prolonged containment
considering the measures could further weight on the economy and delay the recovery; on the
assessment other hand, an effective rollout of the vaccine against the COVID-19 in the

coming months represents a tangible upside risk. The impact of the pandemic
on medium term potential output in the EU is also highly uncertain. Some
scarring on the economy is likely. (]) Moreover, the assessment of debt
sustainability presented in this report could not reflect at this stage the fiscal
impulse provided by the Next Generation EU/Recovery and Resilience
Facility (NGEU/RRF). (°) Yet, the implementation of the NGEU/RRF is
expected to have a large positive impact on the EU economy since the
package amounts to almost 5% of euro area GDP, and aims at supporting the
recovery and strengthening growth fundamentals, through structural reforms
and investments. A successful implementation of reforms and investment
under the NGEU/RRF would provide a fiscal impulse to the European
economy, improve the functioning of the economy and society, as well as the
quality, composition and long-term sustainability of public finances in the
Member States (see Box 5.1 of the report). The current large degree of
uncertainty implies that the suite of sensitivity tests and alternative scenarios
(including stochastic projections), routinely included in the DSM, is
particularly relevant this year. In the same manner, the qualifying additional
risk factors considered (either aggravating or mitigating) are of particular
importance for the current exercise.

The DSM results are The Commission analysis of public finances sustainability presented in this
used in the context of report contributes to the monitoring and coordination of Member States’
EU regular fiscal policies. It plays a key role in the context of the SGP (*°) and in the
surveillance, ranging context of the European Semester, the EU integrated surveillance framework,
from standard including for post-programme surveillance. These results also provide the
monitoring to financial  starting point for the assessment of debt sustainability in the context of
assistance requests to the ESM Pandemic Crisis Support facility. In spring 2020, the

European Commission services carried out an assessment of debt

O)

©)

€

*)

In particular, long term interest rates are assumed to converge to 2% in real terms for all countries by T+30 (2050) — against 3%
previously (see European Commission - EPC (2020)).

Potential growth projections over a the next years, including the impact of the COVID-19 crisis, are presented in Box 3.1 of the
report. See also Bodnar et al. (2020) for an analysis of the impact of the COVID-19 pandemic on potential output in the euro
area.

On 18 December 2020, the European Parliament and the Council reached an agreement on the Recovery and Resilience
Facility, the key instrument at the heart of NextGenerationEU. The Recovery Resilience Plans are expected to be submitted in
the course of 2021. In line with the usual no-policy-change assumption, the T+2 forecast only incorporates measures that have
been already adopted or credibly announced and sufficiently specified (while strictly technical assumptions apply on the
revenue side). Beyond T+2, a similar assumption is made in the baseline.

According to the ‘general escape clause’, “in periods of severe economic downturn for the euro area or the Union as a whole,
Member States may be allowed temporarily to depart from the adjustment path towards the medium-term budgetary objective,
provided that this does not endanger fiscal  sustainability in  the  medium  term”. (see
https://ec.europa.eu/info/sites/info/files/economy-finance/2_en_act_partl v3-adopted text.pdf).
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sustainability of euro area countries, as part of the eligibility assessment to
activate the ESM Pandemic Crisis Support. (*!) The DSM 2020 provides a
timely update of debt sustainability risks that contribute to inform this
assessment. Last, but not least, the results presented in the report are notably
relevant for the purpose of assessing Member States Recovery and Resilience
Plans (RRPs), which should provide a fiscal stimulus to the European
economy, improve the functioning of the economy and society, as well as the
quality, composition and longer-term sustainability of public finances in the
Member States.

3. KEY RESULTS

Government debt is Past the spike observed in 2020, the EU/EA government debt is expected to

expected to gradually ~ broadly stabilise and progressively decline over the next decade, to about

fall over the medium 90% of GDP in the EU and 98% of GDP in the EA by 2031. The debt

term, notwithstanding dynamics are expected to benefit from the assumed progressive correction of

important the primary balance and from negative interest - growth differentials. In

uncertainties particular, the prevailing favourable financial environment (as reflected by
financial market expectations) and the economic recovery should favour
government debt deleveraging over the medium term. However, when taking
into account a large range of possible temporary shocks to macroeconomic
variables (through stochastic projections), the EA government debt ratio is
found to have a relatively high probability to be greater in the next 5 years
than in 2020 (probability of 65%). Under-achievement of the assumed
gradual return to pre-crisis forecast levels of the structural primary balance
would lead to less favourable debt dynamics. Despite the severity of the crisis
and the surge in short-term gross financing needs, monetary policy support
from the Eurosystem and EU initiatives have helped stabilise sovereign
financing conditions and enabled markets to absorb sizeable government
financing needs. Average medium-term gross financing needs are set to
remain below the levels seen during the economic and financial crisis and to
generally decrease over time.

Overall aggregate results hide important cross-countries differences, and
risks remain heterogeneous across the EU and over different time
dimensions. As fiscal policies are largely under national responsibility, this
country — specific analysis of fiscal sustainability risks remains relevant.

Short-term risks have Reflecting the large and abrupt deterioration of public finances in 2020,
increased as a result resulting from the severe recession and the needed fiscal response, eleven
of the COVID-19 countries appear at short-term risk of fiscal stress in the report (including
pandemic Belgium, Spain, France, Croatia, ltaly, Cyprus, Latvia, Portugal, Romania,

Slovakia and Finland) — according to the early-warning indicator used by the
European Commission, the SO indicator. In 2009, as many as seventeen
countries were found to face such risk. In most cases, the macro-financial
situation currently appears much sounder than during the global financial
crisis, as shown by the SO macro-financial sub-index. (*?) Moreover, the
decisive ECB interventions and EU initiatives should ensure that sovereign

(**) On the basis of this assessment, the European Commission, the ESM and the Eurogroup concluded in Spring 2020 that debt was
sustainable in all euro area countries (see https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-
coordination/financial-assistance-eu/funding-mechanisms-and-facilities/european-stability-mechanism-esm_en).

(*?) This sub-index is below its critical threshold for all countries but Cyprus.


https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/financial-assistance-eu/funding-mechanisms-and-facilities/european-stability-mechanism-esm_en
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/financial-assistance-eu/funding-mechanisms-and-facilities/european-stability-mechanism-esm_en
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Medium term risks are
high in eight EU
countries, medium in
six and low in twelve

Population ageing is a
critical issue over the
long term

financing conditions remain favourable going forward. (**) In particular,
purchases of euro area government bonds have allowed financing a
significant share of government borrowing needs in 2020, and should
continue to do so in 2021 (see Chapter 2, section 2.2).

Over the medium term, eight countries are found to face high risk (Belgium,
Spain, France, Italy, Portugal, Romania, Slovenia and Slovakia). These
results are driven by the high debt ratio (in Belgium, Spain, France, Italy and
Portugal), which is projected to only gradually fall — sometimes late - over
the projection period. In the case of Romania, the high risk classification
reflects a particularly fast-increasing debt path (bringing the debt ratio above
the high risk threshold by 2031). For Slovenia and Slovakia, vulnerabilities to
more adverse macro-financial developments or to weaker fiscal
improvement, than assumed in the baseline, drive the results. In most cases
(all but Portugal and Slovenia), the medium term fiscal gap indicator (the S1
indicator) confirms the DSA results. Six further countries appear at medium
risk (Croatia, Cyprus, Hungary, Netherlands, Austria and Finland), with
overall consistent signals across the different scenarios considered. (*4) The
remaining twelve Member States (Bulgaria, Czechia, Denmark, Germany,
Estonia, Ireland, Latvia, Lithuania, Luxembourg, Malta, Poland and Sweden)
are classified at low medium term risk. In some cases however, stochastic
projections, featuring the uncertainty surrounding baseline projections, point
to some vulnerabilities — due to the historical volatility of the main debt
drivers in these countries (Bulgaria, Czech Republic and Latvia). In the case
of Ireland, when scaling government debt with GNI, a more accurate measure
of repayment capacity in this country, medium term vulnerabilities appear
more important than suggested according to the standard GDP metric.

Over the long term, five countries appear to be at high risk (Belgium,
Luxembourg, Romania, Slovenia and Slovakia). In Luxembourg, Romania
and Slovakia, this risk classification is driven by the large long-term fiscal
sustainability gap (the S2 indicator), reflecting the projected fast increase of
ageing costs (in particular, in Luxembourg and Slovakia). In Romania (and to
a lesser extent in Slovakia), the deteriorated initial budgetary position also
explains this result. In Belgium and Slovenia, the high risk classification
reflects a significant fiscal gap to meet the inter-temporal budget constraint
combined with debt vulnerabilities (captured by the DSA component).
Sixteen countries are deemed to be at medium fiscal sustainability risk over
the long term (Bulgaria, Czech Republic, Germany, Ireland, Spain, France,
Croatia, Italy, Cyprus, Hungary, Malta, Netherlands, Austria, Portugal,
Finland and Sweden). These results are driven in most cases by a significant
long term fiscal sustainability gap, fuelled by the projected increase in ageing
costs. (**) The remaining five Member States (Denmark, Estonia, Latvia,
Lithuania and Poland) are classified at low long term risk.

(**) Moreover, the yield curve variable, which enters the SO indicator composition, and which has significantly flattened as a result
of such interventions, may unduly flag risks. When ‘switching-off’ such a variable in the SO indicator, three countries (Belgium,
Latvia and Finland) would no longer be deemed to be at short term risk.

(**) The S1 indicator points to lower risks in some cases (Croatia, Cyprus, Hungary and Austria), although being at borderline
values between low/medium risk for Cyprus, Hungary and Austria.

(**) In some cases (Spain, France, Croatia, Italy, Cyprus and Portugal), the medium term risk classification reflects the DSA risk

category.



Sustainabillity risks have
increased compared
to last year, owing to
the severe crisis and its
impact

Several additional
factors need to be
considered in the

overall assessment
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In general, notwithstanding important uncertainties, the updated projections
show much higher levels of debt-to-GDP ratios, and, in spite of the assumed
gradual return of the structural balance to the pre-crisis level, less favourable
trajectories for the debt ratios over the projection period, compared with the
DSM 2019, owing to significantly worse starting budgetary positions and
projected medium-term growth. The severe impact of the pandemic on the
economy has required a rapid and decisive fiscal policy response to cushion
its effect and prevent even deeper scars on the social and economic fabric. In
terms of risk classification, most important changes are observed over the
short term - with now eleven countries at risk of fiscal stress in the upcoming
year (2021), while no country was deemed to face such risks in the DSM
2019. Over the medium term, seven countries exhibit a downgrading of their
risk category (Slovenia and Slovakia — moving to high risk — and Croatia,
Cyprus, Hungary, Netherlands and Austria — moving to medium risk). This
deterioration is explained by the large increase of debt-to-GDP ratios in 2020
(with ratios having breached the medium risk threshold in some countries),
by the (only) gradual assumed reduction of the 2022 (large) primary deficits
assumed in the baseline, and by the lower growth of potential GDP over the
projection period. Over the long term, six countries are deemed to face more
acute risks compared to the DSM 2019 (Slovenia and Slovakia — moving to
high risk - and Bulgaria, Croatia, Cyprus and Sweden — moving to medium
risk). In some countries, this revision reflects the deterioration of the DSA
(Slovenia, Croatia and Cyprus). In others, it is driven by unfavourable
changes in the initial budgetary position (Bulgaria and Sweden), or by the
revision of projected ageing costs (Slovakia). The revision of the long term
assumption on interest rates mitigates to some extent the increase of the fiscal
sustainability indicators (see Box 4.1). In the case of Italy, it leads to an
improvement of the long term risk category (from high to medium risk).

Beyond the debt projections and the risk classification provided in this report,
additional risk factors are analysed and considered in the overall assessment.
On the downside, risks are related to the presence of contingent liabilities,
notably related to government guarantees to the private sector, which
represents a source of additional vulnerability. These contingent liabilities
amounted to about 15% of GDP in 2020, with large differences across
Member States. Any possible future impact on public debt and deficit
crucially depends on the extent these guarantees are taken up by the private
sector and the extent they will be called. In the banking sector, risk reduction
indicators pointed to further improvement up to mid 2020, in particular,
regarding the level of non-performing loans ratios. However, while the crisis
is likely to lead to an increase of non-performing loans, the ability of the
banking sector to absorb the shock is overall higher than during the global
financial crisis. (*) Finally, the projections are contingent to the phasing-out
of some measures or the financing of some permanent measures until the
structural primary balance is brought back to its pre-crisis forecast level.

However, on the upside, there are many factors that contribute to mitigating
debt sustainability risks across the EU, notably the lengthening of debt
maturities in recent years, relatively stable financing sources (with a
diversified and large investors’ base), historically low borrowing costs,
supported by the ECB’s intervention. Moreover, the implementation of the

(*%) See European Commission, ECB and SRB (2020).
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reforms and investment under the NGEU/RRF is expected to have a
substantial positive and persistent impact on overall EU growth (*") in the
coming years (not reflected in the current debt sustainability analysis, as the
implementation of the RRF is on-going) and this, ceteris paribus, would
contribute to influence positively the debt sustainability of Member states by
lowering the debt-to-GDP ratio compared to what is presented in this report.

(*") See European Commission (2020a).
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Table 1: Fiscal sustainability risk classification by Member States (in brackets, risk classification in the DSM 2019
whenever the risk classification has changed)

Debt

Overall Overall S1 indicator - sustainability S2 indicator - Overall
SHORT-TERM MEDIUM-TERM overall risk analysis - overall risk LONG-TERM
risk category risk category assessment overall risk assessment risk category

assessment

MEDIUM
BG MEDIUM (LOW) | MEDIUM (Low)
cz MEDIUM MEDIUM
DK
DE
EE
IE MEDIUM
ES MEDIUM
FR MEDIUM
HR MEDIUM (LOW)
T MEDIUM (HIGH)
cy MEDIUM (LOW)
Lv
LT
Lu
HU MEDIUM MEDIUM
MT MEDIUM MEDIUM
NL MEDIUM (LOW) MEDIUM (LOW) MEDIUM MEDIUM
AT MEDIUM (LOW) MEDIUM (LOW) MEDIUM MEDIUM
PL
PT

MEDIUM MEDIUM
MEDIUM (LOW) | MEDIUM (Low)

Source: Commission services.

Table 2: Final DSA risk classification: detail of the classification
MEDIUM RISK
Baseline scenario at medium risk
BE, ES, FR, IT, PT, RO HR, CY, HU, NL, AT, FI
BG, CZ, DK, DE, EE, IE, LV, LT, LU, MT, PL, SE

Baseline scenario at medium risk

Debt level at high risk: SI, SK

Source: Commission services

13
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Table 3: Summary heat map of fiscal sustainability challenges

Heat map for short-term risks in EU countries

BE BG cz DK DE

S0 overall index

Overall SHORT-TERM risk category

EE IE ES FR HR

IT CY LV LT LU HU MT

Heat map for medium-term risks in EU countries

NL

AT PL PT RO Sl SK FI SE

S1 indicator in the EU countries

Sl indicator - Baseline scenario

S1indicator - overall risk category

IT CY LV LT LU HU MT

Sovereign-debt sustainability risks in EU countries

scenario
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1 . INTRODUCTION

1.1. THE COMMISSION FISCAL SUSTAINABILITY
ANALYSIS FRAMEWORK

Monitoring debt sustainability risks is critical
at the current juncture. The COVID-19
pandemic that erupted in 2020 caused an economic
crisis across the World, unique in its severity.
Based on the Commission Autumn forecast 2020,
the EU GDP has diminished by about 7%2% last
year. In this context, the EU/EA government
deficit ratio is estimated to have significantly
increased last year (by around 8 pps.) to around
9% of GDP. This deterioration reflects the
operation of automatic stabilisers and the
necessary sizeable discretionary fiscal measures
put in place to cushion households and firms from
the negative impact of the COVID-19 pandemic.
The deficit ratio is set to ease in 2021 and 2022 (to
around 5% of GDP), reflecting the unwinding of
pandemic-related emergency measures, as well as
the expected rebound in economic activity.
Mirroring the spike in deficits, and unfavourable
snowball effects, the aggregate government debt-
to-GDP ratio rose by around 15 pps. in 2020,
reaching respectively 95% and 102% in the
EU/EA. It is expected to continue rising by around
1-2 pps. cumulatively over 2021 and 2022. Hence,
the pandemic significantly heightened challenges
to debt sustainability, and assessing fiscal
sustainability risks appears particularly critical at
the current juncture, given also the persistently
high uncertainty about the evolution of the
pandemic and its economic impact .

This edition of the Debt Sustainability Monitor
(DSM) provides an update of fiscal
sustainability risks faced by Member States,
previously assessed in the 2019 Debt
Sustainability Monitor (DSM) (*8). It offers a
snapshot of the situation, based on results from the
latest available Commission macroeconomic
forecast (Autumn 2020 forecast). The assessment
also relies on the Economic Policy Committee
(EPC) commonly agreed methodology to project
medium-term GDP growth. (*) Last, it reflects
agreed long-term economic and budgetary

(*8) European Commission (2020a).

(*%) The so-called T+10 methodology commonly agreed with
the Output Gap Working Group (OGWG), see Havik et al.
(2014).

projections from the joint European Commission -
EPC 2018 Ageing Report. In a limited number of
cases, long-term budgetary projections have been
updated, to reflect recent pension reforms. ().

A multi-dimensional approach is used to assess
and differentiate fiscal sustainability risks in
the short, medium and long term. Fiscal
sustainability risks faced by Member States are
assessed according to the comprehensive
horizontal fiscal sustainability framework used in
the DSM 2019. This framework brings together in
a synthetic way results on debt sustainability
analysis (DSA) and fiscal sustainability indicators.
It allows gaining a horizontally consistent
overview of fiscal sustainability risks across time
horizons (short, medium and long term) and across
countries, based on a set of transparent criteria. In
particular, key results are summarised in an overall
summary heat map of fiscal sustainability risks per
time dimension. This framework is meant to allow
identifying the scale, nature and timing of fiscal
sustainability challenges. Such a comprehensive
and multidimensional assessment framework is
key to design appropriate policy responses.

A wealth of tools and scenarios support the
assessment along the different time dimensions.
The short-term dimension is assessed by the SO
indicator, which allows for an early detection of
short-term risks of fiscal stress (within the
upcoming year) stemming from the fiscal and / or
the macro-financial and competitiveness sides of
the economy. Fiscal sustainability challenges over
the medium term are captured through the joint use
of the medium-term fiscal sustainability indicator
S1 (%) and the debt sustainability analysis (DSA).
The latter ensures due consideration to medium-
term public debt dynamics (for which the DSA is
the reference toolkit). Challenges over the long
term are identified through the joint use of the

(®) This concerns notably Croatia, Romania, Italy and
Slovakia. The cut-off date for the preparation of the report
was 5 November 2020 (i.e. the date of publication of the
Commission Autumn forecast 2020). It does not integrate
developments that may have occurred since this date.

(®*) The S1 indicator shows the additional fiscal adjustment
effort required (in terms of improvement in the government
structural primary balance) over five years to reach the
60% of GDP debt ratio target in fifteen years.
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long-term fiscal sustainability indicator S2 (%?) and
the DSA. The joint use of these two tools allows
for an identification of long-term challenges
deriving from population ageing (mostly through
the S2 indicator that is particularly suited to this
purpose), while capturing potential vulnerabilities
stemming from high debt levels (through the DSA
tool). (%)

Assessing fiscal sustainability is admittedly
subject to particularly large uncertainty this
year. The current large degree of uncertainty
implies that the set of sensitivity tests and
alternative  scenarios  (including  stochastic
projections), routinely included in the DSM, is
particularly relevant this year. For the DSA,
different deterministic scenarios and stress tests are
performed to complement the traditional baseline,
including for instance the assumption of reversal to
historical averages for fiscal variables, or more
stringent economic and financial conditions.
Additionally, another scenario assumes a fiscal
adjustment path in line with the main provisions of
the Stability and Growth Pact. A detailed
description of the different scenarios and
sensitivity tests performed in this report is
provided in Box 1.1. Stochastic projections are an
important complement to this analysis, whereby a
very large number of shocks are jointly simulated,
based on the historical volatility of each economy
and correlation of shocks. Furthermore, some
alternative calculations — to the baseline - are also
computed for the fiscal sustainability indicators.

In the same manner, the qualifying additional
risk factors considered (either aggravating or
mitigating) are of particular importance for the
current exercise. Given the current high level of
uncertainty and given that the expected positive
impact on growth from the implementation of
reforms and investments under key EU initiatives
(notably the NGEU/RRF) cannot be reflected in
the quantitative assessment at this stage, the
quantitative results and ensuing risk assessment
based on this horizontal framework need, more
than ever, to be complemented by consideration of

(®) The S2 indicator shows the fiscal adjustment (to the
government structural primary balance) required to
stabilise the debt ratio over the infinite horizon.

(*®) A thorough description of the Commission multi-
dimensional approach can also be found in the Chapter 6
and in annex A9 of the report.

qualifying factors. To this end, a number of
additional aggravating and mitigating risk factors
are also considered, as a complement to model-
based quantitative results (see for example Chapter
5), and inform the overall assessment of debt
(fiscal) sustainability challenges. Actually, the
importance of such factors — sometimes more
qualitative in nature (such as institutional factors)
and / or country specific, and a prudent application
of judgment to reach a final assessment of
sustainability risks is a key feature of the
Commission DSA framework since 2014, and is in
line with other international institutions’ practices.

1.2.  NOVELTIES OF THE REPORT

The DSM 2020 brings a few novelties compared
to the previous report.

— First, owing to the exceptional crisis
circumstances, and the high uncertainty on the
economic prospects, a number of adjustments
to the standard underlying assumptions have
been made, concerning in particular fiscal
variables (see Box 1.1). In particular, in the
baseline, rather than assuming a constant
structural primary balance (SPB) at the last
forecast value (as in 2022, which is an
exceptionally very negative level, also
compared to historical averages), a gradual
return to the SPB pre-crisis forecast level is
assumed. This adjustment to the standard
assumption acknowledges the extraordinary
negative impact of the COVID-19 crisis on
public finances, which in part carries over to
2021-22, but which can be expected to
progressively unwind based on the phasing out
of some measures or financing of some
permanent ones by the Member States.

— Moreover, as agreed in November 2020 by the
EPC / AWG, the long term assumption on
interest rates has been revised, to reflect
decline of interest rates over the past
decades. (**) Moreover, the report provides an
analysis of the impact of the COVID-19 crisis
on medium-term growth (see Box 3.1). It also

(*) In particular, long term interest rates are assumed to
converge to 2% in real terms for all countries by T+30
(2050) — against 3% previously (see European Commission
- EPC (2020)).



tentatively explores the potential expected
impact of the EU NGEU/RRF on debt
sustainability (see Box 5.1). (%)

The remainder of the report is organised as
follows. Chapter 2 presents the short-term fiscal
sustainability analysis. Chapter 3 covers the
medium-term  fiscal sustainability analysis -
including DSA results. Chapter 4 discusses ageing
issues and long-term fiscal sustainability analysis.
Chapter 5 reviews additional aggravating and
mitigating risk factors. Finally, Chapter 6 sums up
the main results in an overall assessment of fiscal
sustainability  risks.  Several statistical and
methodological annexes are also provided at the
end of the report, including statistical country
fiches (see Annex A2).

(®) It should also be noted that the EU averages in the report
refer to EU27.

1. Introduction
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Box 1.1: Deterministic debt projection scenarios: the main assumptions

Gowernment debt projections are a stylised
set of trajectories a country’s government
debt may follow in the next 10 years
(currently until 2031). Debt projectionsrely on
assumptions about the key macroeconomic,
financialand fiscal variables thatunderpin the
debt ratio, with the realism of macro
assumptions intrinsically affectingthe realism
of debt projections themselves. Importantly,
the Commission baseline debtprojections rest
to a large extent on assumptions and
methodologies agreed with EU Member States
represented in different Council formations (*).
This ensures that the results are comparable
across countries and consistent with other EU
processes (notably the European Semester and
the Stability and Growth Pact (SGP)).

The baseline

The baseline constitutes the starting point
for assessing DSA risks and the central
scenario around which debt paths for
alternative and sensitivity testscenarios are
built. The assumptions used in the baseline for
the variables entering the debt dynamics (%) are
detailed below. This round, owing to the
exceptional crisis  circumstances, some
adjustments to the standard underlying
assumptions have been made and are described
below:

e Real GDP growth rates are: i) the
European Commission forecasts for the
first two years of the projections (until
T+2, currently 2022); ii) the so-called EPC
/ OGWG 'T+10 methodology' projections

() Notably the Economic Policy Committee (EPC)’s
technical Output gap working group (OGWG) and
Ageing working group (AWG).

(® For a detailed description of the debt dynamic
equation and the impact of macro variables on the
debt ratio projections, see Annex A6 in this report.

between T+3 and T+10 (). Actual GDP
growth is driven by its potential growth
and standard assumption regarding the
output gap closure, and affected by any
additional fiscal adjustment considered
overthe projection horizon, accordingto a
standard fiscalmultiplier (wherebyalpp.
of GDP adjustment impacts actual GDP
growth by 0.75pp. in the same year). (*)

Inflation (the GDP deflator) converges
from current country-specific levels to 2%

(the ECB target rate) by T+10 (%) and it

remains constantthereafter.

The primary balance is projected as
follows:

- Owing to the exceptional crisis
circumstances, the structural primary
balance (SPB) is generally assumed to
gradually returnto its pre-crisis forecastfor
2021, as estimated in the DSM 2019. The
linear adjustment starts from 2023, i.e. the
year after the T+2 European Commission
Autumn 2020 forecast, and is capped at a
maximum of 0.5 pp. of GDP per year ().
As aresult, while the baseline in previous
publications was broadly consistent with a
no-policy-change scenario, the current

O

O

)

©)

The estimates of potential GDP growth are based on
a production function methodology agreed with the
Member States in OGWG (see Havik et al. (2014) for
more details).

In the absence of any additional fiscal adjustment,
and in line with the EPFC/OGWG methodologies, the
output gap is assumed to close after three years, after
which actual and potential GDP growth coincide.

For non-EA countries targeting inflation, national
central bank targets are used instead, i.e.: CZ, SE:
2%; PL, RO: 2.5%; HU: 3%. The latter convergence
of inflation to its target, compared with the
assumption of the DSM 2019, is in line with the latter
closure of the output gap over the projection period.
For countries that over-reached their MTOs pre-
crisis, a lower SPB is assumed. For countries that are
forecasted to over-reach their MTO in 2022 (based on
the Autumn 2020 forecast), the SPB is assumed to
remain constant.

(Continued on the next page)
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Box (continued)

assumptionimplies the phasingout of some
measures or the financing of some
permanent ones. Once the pre-crisis
forecast SPB is reached, ageing-related
expenditures (including pension, health-
care, long-term care and education)
projected in the joint Commission - Council
Ageing Report 2018 (7), as well as property
income on government financialand non-
financial assets (]) are also included.

- Thecyclical component reflecting the
effect of automatic stabilisers is calculated
as the productofthe outputgapand country
specific budget balance semi-elasticities
(for taxes and expenditure) agreed with the
Member States and used in standard EU
budgetary surveillance (SGP)(°). The
cyclical component is by construction equal
to zero once the output gap closes.

- One-off and other temporary
measures are set to zero beyond the T+2
forecast.

e Interestrates projections assume that:
- Long-terminterestrateson new and
rolled over debt converge linearly from
country-specific current values to country-
specific market-based forward (nominal)
rates by T+10 (*°); beyond T+10, as ofthis
round, long-terminterest rates converge to
2% real by T+30 (4% nominal for most EU
countries) and  remain  constant
thereafter. (1) The latter assumption is a

() For countries having reformed their pension systems
recently, ageing costs have been updated to the latest
projections presented and validated at the EPC.
Compared to the DSM 2019, this is the case for
Slovakia.

() For details see Annex A8 of the Fiscal Sustainability
Report 2015.

() The budget semi-elasticities are those reported in
Mourre et al. (2019).

(*) This approach is similar to that used in the
Commission Forecasts.

() 4.5% nominal for Poland and Romania, and 5%
nominal for Hungary, given these countries’ higher
inflation targets.

downward revision compared to the past,
consistentwith the change introduced in the
Ageing Report 2021 (*).

- Short-terminterest ratesonnew and
rolled over debt converge linearly from
current values to market-based forward
(nominal) rates by T+10 (**); beyond T+10,
short termrates are assumedto convergeto
1% in realterms by T+30 (assuming ayield
curve coefficientof0.5). (%)

- Implicit interest rates are derived
endogenously in the debtprojectionmodel
based onthe above assumptions onmarket
interest rates, onthe maturitystructure of
government debtand onprojected financing
needs (*°).

e The exchange rate for non-EA countries
is the European Commission forecast for
T+2, with no appreciationordepreciation
thereafter.

e The stock-flow adjustment (SFA) is set
to zero after the forecast.

The impact of EU initiatives, notably of the
NGEU/RRF is not reflected in the baseline.
This approach is in line with the European
Commission Autumn forecast. The impact of
the NGEU/RRF is discussed separately in Box
5.1 ofthis report.

(*3 For details, see Part 1.4 of European Commission —
EPC (2020).

(*®) Formore details on the new and previous interest rate
assumptions, the rationale of the change and the
impact on debt ratio projections see Box 3.1 in the
DSM 2019.

(*) This factor of 0.5 reflects the standard slope of the
euro area yield curve. It was revised down from 0.83
previously, as a slope of 0.5 better reflects the level
observed before the financial crisis, around a period
when the euro area output gap was broadly closed
(and yields were not afected by unconventional
monetary policy measures).

(*) Fora detailed discussion, see Annex AS.

(Continued on the next page)
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Box (continued)

Map 1: Deterministic debt projections scenarios: alternative and sensitivity testscenarios

Alternative fiscal
policy scenarios

Historical SPB
Lower SPB

bility and Growth
Stablpact (SGP)

The factors conditioning a government’s
debt path are of two main Kkinds: fiscal
policy decisions on one hand, and changes in
macroeconomic conditions due to internal
policies orexternal shocks, on theother hand.
Foran array of options, thisreport proposes
different debt projection scenarios (Figure 1).

Alternative fiscal policy scenarios

Fiscal policy decisions are oftenan essential
driver of the debt path. Several fiscal policy
scenarios presented in this report show debt
trajectories associated to different policy
optionsin EU countries, being therefore useful
for analysis. Among the scenarios described
below, those assuming fiscal consolidation
(fiscal expansion, respectively) incorporate a
feedback effect on GDP growth whereby a 1
pp. of GDP consolidation effort (expansion,
respectively) impacts negatively (positively,
respectively) baseline GDP growth by 0.75pp.
in the same year) (*°).

1. The historical SPB scenario uses the
European Commissionforecasts until T+2,
after which it assumes that the SPB

(*) Carnot and de Castro (2015).

Sensitivity test
scenarios

Shock on interest rates

Shock on GDP growth

Combined shock on
interest rates and GDP

Shock on the exchange
rate

converges gradually to its historical
average (last 15years)in 4 years.

2. The loner SPB scenarioassumesthatthe
SPB returns as fromthe last forecast value
(2022) to only half of the levelassumed in
the baseline.

3. The Stability and Growth Pact (SGP)
scenario assumes that EU countries
comply as from 2023 with the main
provisions of the SGP (*"). In particular, a
yearly adjustment of 0.5 pp. of GDP is
assumed for countries whose headline
deficit is greater than 3% of GDP (until it
is brought below this level). Then, it is
assumed that EU countries’ structural
balances converge to the medium term
objective (MTO) according to the matrix
of required fiscal adjustment (*8), with an
annual adjustment capped at 0.6 pp. of
GDP. Once the MTO is reached, the

(*") To note that, on 20 March 2020, the Commission
activated the general escape clause of the Stability
and Growth Pact, which allows Member States to
undertake budgetary measures to deal adequately
with the crisis situation (see European Commission
(2020by)).

(*®) European Commission (2019), European
Commission (2015), and Council of the European
Union, ECOFIN (2015).

(Continued on the next page)
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Box (continued)

structural balance is assumed to remain
constant in structural terms until the end of
the projections (T+10) (*9).

Sensitivity test scenarios

Albeit significant, discretionaryfiscal policy
is not the only element susceptible to
influence a government’s debt trajectory.
Exogenous shocks to macro-financial variables
may swing the debt ratio offthe expected path.

To portray the response of agovernment’s debt

trajectory to suchshocks,aset of sensitivity

testscenarios is run aroundthe baseline :

1. *Sensitivity testsonshort-and long-term
interest rates: -1p.p./+1p.p.on short- and
long-terminterestrateson newandrolled
over debt over whole projection period,
2021-31).

2. ‘Sensitivity tests on nominal GDP
growth: -0.5/+0.5 p.p. on nominal GDP
growth over the entire projection period,
2021-31.

3. Combinedadverse/favourableshock on
interest ratesand nominal GDP growth:
+1p.p./-1p.p. on short- and long-term
interest ratesonnewandrolled over debt
and -0.5/+0.5 p.p.on nominal GDP growth
overthe entire projection period, 2021-31.

4. Sensitivity testonnominal exchangerate:
shockequalto maximum annual change in
the country’s exchange rate, observed over
the last 10 years, applied for first two
projection years, afterwhich the baseline
assumptionprevails.

Additionally to this set of deterministic debt
projections, stochastic debt projections are
run, whereby 2000 shocks affecting the
primary balance, GDP growth, interest rates
and the exchange rate, are jointly simulated,
based on the historical volatility of each

(*°) See Annex A8 for a detailed description.

Member State’s economy and correlation of
shocks (seerelated sectionofthis report).
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2 . SHORT-TERM FISCAL SUSTAINABILITY ANALYSIS

This chapter presents results for the short-term
fiscal sustainability analysis. As in the Debt
Sustainability Monitor 2019, the short-term fiscal
risk classification is based on the Commission
early-detection indicator of fiscal stress, the SO
indicator (section 2.1). These results are
complemented by a more thorough analysis of
short-term government gross financing needs, one
component of the SO indicator that is of particular
importance (section 2.2). Finally, this chapter
provides an analysis of the ease of (re-)financing
government debt, based on different indicators of
financial markets’ perceptions of sovereign risk
(section 2.3).

2.1. SHORT-TERM  FISCAL  SUSTAINABILITY
INDICATOR: THE SO INDICATOR

2.1.1. The SO indicator: conceptual elements

The SO indicator allows an identification of
risks of potential fiscal stress in the upcoming
year, based on a number of fiscal and structural
variables. SO is more precisely an early - detection
indicator of fiscal stress over a one year horizon
(Berti et al., 2012). Fiscal stress designates
situations ranging from a credit event, a request of
large official financing, to an implicit domestic
government default (when high inflation) and a
loss of market confidence (the latter has been the
most common situation of fiscal stress during the
global financial crisis in the case of European
countries, see Pamies Sumner and Berti, 2017).

The SO indicator is a composite indicator of
fiscal stress stemming from fiscal variables and
structural features of the economy. It is based on
a wide range of variables that have proven to
perform well in the past in detecting situations of
upcoming fiscal stress. Thus, unlike the traditional
medium- and long-term fiscal sustainability
indicators (the S1 and S2 indicators presented in
Chapters 3 and 4), the SO indicator is not a fiscal
gap indicator (i.e. it does not quantify the required
fiscal adjustment to ensure sustainable public
finances over a specific time horizon). The SO
indicator is neither a financial markets’ based
indicator of sovereign risk (see section 2.3 for an
analysis of the latter).

More precisely, the measurement of SO is based
on 25 fiscal and financial-competitiveness
variables. Table 2.1 provides the list of the 12
fiscal and 13 financial-competitiveness variables
that are used to construct the SO indicator. Most of
the financial-competitiveness variables are also
used as part of the scoreboard for the surveillance
of macroeconomic imbalances in the context of the
Macroeconomic Imbalances Procedure (European
Commission, 2016). This reflects the existing rich
evidence, also from recent experience in the EU, of
the role played by developments in the financial
sector and the competitiveness of the economy in
generating fiscal risks (Cerovic et al.,, 2018;
Pamies Sumner and Berti, 2017; Bruns and
Poghosyan, 2016; Berti et al., 2012).

The SO indicator is computed based on an
empirical method, the so-called signalling
approach. This method involves setting out
endogenously critical risk thresholds, by analysing
the behaviour of a large number of variables ahead
of past fiscal stress events. More precisely, these
critical thresholds are determined for each
individual variable entering the SO indicator, by
minimising the proportion of missed crises and
false alarms (or by maximising the ‘signalling
power’). Then, SO is computed as the weighted
proportion of variables that have reached their
critical thresholds, with weights given by their
'signalling power', and the critical threshold for SO
itself endogenously derived. The same method
applies for the two thematic sub-indices that reflect
either the fiscal or the financial-competitiveness
sides of the economy. The higher the proportion of
individual variables with values at or above their
specific threshold, the higher the value of SO (and
the sub-indices). The predictive performance of the
SO indicator fares well compared to other studies
(Cerovic et al., 2018).

SO's identification of short-term fiscal risks is
threefold. First, SO is a measure of overall short-
term risks to fiscal sustainability. Secondly, the
fiscal and financial-competitiveness sub-indices
help identifying vulnerabilities coming from one of
the two thematic areas, though not necessarily at
the aggregate level. Additionally, they also give
insights into specific areas for those countries
where high values of SO already flag overall
sustainability risks. Finally, individual variables of
SO allow for identifying specific sources of



2. Short-term fiscal sustainability analysis

Table 2.1: Thresholds and signalling power of SO indicator, fiscal and financial-competitiveness sub-indices and individual
variables
Variables safety threshold signaling  type |l error type Il error crisis no-crisis
power number number
Balance, % GDP > -9.61 0.07 0.04 0.89 44 1080
Primary balance, % GDP > 0.23 0.13 0.47 0.40 43 1058
Cyclically adjusted balance, % GDP > -2.50 0.23 0.52 0.25 40 981
Stabilizing primary balance, % GDP < 2.34 0.08 0.13 0.79 38 983
Gross debt, % GDP < 68.44 0.12 0.23 0.65 40 1047
Change in gross debt, % GDP < 8.06 0.12 0.06 0.82 39 1018
Short-term debt gen. gov., % GDP < 13.20 0.20 0.14 0.67 21 430
Net debt, % GDP < 59.51 0.20 0.18 0.62 26 586
Gross financing need, % GDP < 15.95 0.26 0.24 0.50 26 621
Interest rate-growth rate differential < 4.80 0.08 0.11 0.82 38 977
Change in expenditure of gen. government, % GDP < 1.90 0.11 0.13 0.76 41 1051
Change in final consumption expend. of gen. governm < 0.61 0.07 0.17 0.76 38 972
Fiscal index < 0.36 0.28 0.30 0.42 45 1083
L1.net international investment position, % GDP > -19.80 0.29 0.47 0.24 25 500
L1.net savings of households, % GDP > 2.61 0.33 0.42 0.25 28 699
L1.private sector debt, % GDP < 164.70 0.18 0.22 0.60 20 418
L1.private sector credit flow, % GDP < 11.70 0.37 0.28 0.35 20 409
L1.short-term debt, non-financial corporations, % < 15.40 0.20 0.54 0.26 19 403
L1.short-term debt, households, % GDP < 2.90 0.21 0.52 0.26 19 403
L1.construction, % value added < 7.46 0.22 0.27 0.51 43 1006
L1.current account, 3-year backward MA, % GDP > -2.50 0.34 0.35 0.31 42 983
L1.change (3 years) of real eff. exchange rate, based o1 < 9.67 0.11 0.18 0.71 24 460
L1.change (3 years) in nominal unit labour costs < 7.00 0.18 0.64 0.18 38 967
Yield curve > 0.59 0.37 0.34 0.29 35 813
Real GDP growth > -0.67 0.10 0.09 0.81 48 1124
GDP per capita in PPP, % of US level > 72.70 0.22 0.44 0.33 51 1129
Financial-competitiveness index < 0.49 0.55 0.32 0.13 52 1158
Overall index < 0.46 0.55 0.22 0.23 52 1158

(1) Variable names preceded by L1 are taken in lagged value. (2) The signalling power is defined as (1 - type | error - type |l

error). See Annex A4 for more details.
Source: Commission services.

vulnerability. Overall, this detailed identification
of sources of short-term fiscal risk enables
identifying precise areas calling for policy action
at the Member State and/or the Union level.

The interpretation of risk assessment results
based on the SO analysis should be made with
some caution:

— First, although the framework described above
is rather comprehensive, additional dimensions
that are relevant for the analysis of short-term
sustainability risks are necessarily left aside.
For instance, factors of a more qualitative
nature or variables for which data availability is
limited are not reflected by SO.

— Then, the SO indicator is based on yearly
outturn values of the different variables. This
reflects the fiscal stress identification approach
underpinning the SO indicator (whereby the
build-up of fiscal and structural imbalances in
the past and current years can lead to fiscal
stress in the next year). While it allows
complementing the traditional forward-looking
perspective of the DSA, it can present some

limitations in cases where real-time or foreseen
developments change rapidly. (%)

— Last, a high short-term risk signal, as
highlighted by SO, does not mean that fiscal
stress is inevitable (it is not a prediction), but
rather that there are significant vulnerabilities
that need to be addressed by appropriate policy
responses.

Hence, a broader analysis of country-specific
contexts should supplement the interpretation of
SO results.

2.1.2. Results of the SO indicator

As a result of the abrupt and large deterioration
of public finances in 2020, short-term risks of
fiscal stress are identified in several countries.
In 2020, 11 countries had values of SO above its
critical threshold, signalling risk of fiscal stress in
the upcoming year. This concerns Cyprus, Croatia,
Portugal, France, Slovakia, Spain, Finland,

(%) For example, the announcement of the NGEU/RRF is
deemed to have contributed to mitigate short-term risks,
while not being reflected yet in outturn data.
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Romania, Belgium, Italy and Latvia (see Graph
2.1). As a comparison, before the Covid-19 crisis,
no EU country was deemed to be at short term risk
of fiscal stress (as in the Debt Sustainability
Monitor 2019).

Graph 2.1:  The SO indicator for EU countries, 2009 and
2020
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(1) For more methodological explanations, see Berti et al.
(2012) and Pamies Sumner and Berti (2017).
Source: Commission services.

Nonetheless, the overall situation appears less
critical than during the global financing crisis,
notably thanks to sounder private and external
positions (with only one country — Cyprus - shown
to be at risk along this dimension, see more details
below). In 2009, SO flagged short-term risks of
fiscal stress in as many as 17 countries, notably
due to macroeconomic imbalances (captured by
financial-competitiveness variables, see Graph
2.2). Moreover, the extraordinary monetary policy
interventions that took place since March 2020 call
for caution when interpreting the results: indeed,
the induced ‘flattening” of the vyield curve
coefficient (an important variable entering the SO
calculation) should not necessarily be interpreted
as a crisis signal per se. (?") Importantly, such
interventions, together with decisive EU actions in
2020, (*® contributed to stabilising sovereign
financing conditions, lessening risks of short-term
fiscal stress. Specifically, a coherent policy mix

(%) For example, when ‘switching off’ this variable in the SO
calculation (implying a re-weighting of other variables),
Finland, Belgium and Latvia are not identified anymore at
short-term risk of fiscal stress.

(®®) These include the creation of the SURE, as well as the
announcement of the NGEU/RRF, as well as the ESM
PCS.

committed to support the economy for as long as
necessary and avoid a premature withdrawal of
fiscal support, also with respect to other large
economies, help mitigate risks of short-term fiscal
stress.

While there are no signs of a possible risk
reassessment by markets, the SO indicator
identifies some vulnerabilities in the short-term,
notably in countries with sizeable government
financing needs (see more details below and in
section 2.2.).

Graph 2.2:  Proportion of variables included in the SO
indicator flagging risks (i.e. above their critical
threshold), 2009 versus 2020
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(1) The proportion of fiscal variables flagging risks is based on
the 12 fiscal variable included in the SO indicator; the
proportion of financial-competitiveness variables flagging
risks is based on the 13 financial-competitiveness variables
included in the SO indicator.

Source: Commission services.

The thematic sub-indices allow identifying
significant vulnerabilities on the fiscal side in
most countries. In 2020, vulnerabilities are clearly
identified on the fiscal side in most Member States
(see Graph 2.3), leading to overall deteriorated SO
results. This is due to the necessary and rapid
increase of public spending to address the crisis,
combined with the contraction of public revenue,
induced by the economic crisis in 2020 (see Table
2.2). In some Member States, the weakening of
fiscal balances compound existing high level of
public debt (e.g. Italy, Portugal, Spain, Belgium,
France and Cyprus). As a result, government
financing needs are particularly large in some
countries, and also represent an important
determinant of identified risks (in particular, in
Italy, Hungary (*°), Spain, France and Belgium).

(®*) In Hungary, large financing needs also reflect the relative
short average maturity of public debt compared to its
European peers.



However, the lengthening of average debt
maturities over the past years contributes to
mitigate risks of fiscal stress, with a ratio of short-
term debt (as % of GDP) above its critical
threshold only in few cases (Portugal and Italy). In
the same vein, the historically low level of market
interest rates helps containing government interest
payments and budgetary balances compared with
the developments observed during the global
financial crisis in several countries.

The thematic sub-indices highlight limited
additional vulnerabilities coming from the
financial-competitiveness side, except in the
case of Cyprus. Indeed, like last year, Cyprus is
the only country identified as facing high short-
term risks stemming from the macro-financial side
of the economy (a financial-competitiveness sub-
index above its critical threshold, see Graph 2.3).
The current account deficit, the large negative net
international investment position, and the negative
level of households’ saving rate contribute to this
result, as well as some financial variables (short-
term debt of households and non-financial
corporations, as well as the private debt, see Table
2.3). In all other countries, the financial-
competitiveness sub-index is below its critical
threshold, suggesting sounder private and external
positions compared with the situation observed in
2009 (see Graph 2.3).

2. Short-term fiscal sustainability analysis

Graph 2.3:  Fiscal and financial-competitiveness sub-
indices, 2009 and 2020

1 - HR

2009
09 B ro HU ES

Lv CY

08 r PL PT

= 0.7 r
S ) MT EE LT

0.6 (Fin.-compt. K SK
threshold (0.49)
i SE

g
g04 Al

(5]
205

cz ML
g03 LU

AT
02 1 O FR

01
Fiscal threshold (0.36)
. . . . . . )

0 1 1 1
0 01 02 03 04 05 06 07 08 09 1

1. Fiscal index 2009
2020
09
08 r
I
RO T cy
3 06 FFin.-compt. *
< 5 Lthreshold (0.49]50 Fi— .L.V HR
SE o
el E8C *kerok Yo esk R Y
z : . .. * NL *
03 | LU ES
E’E o DEeSl G $e0 1
02 MI * AT &
L
01 -

Fiscal threshold (0.36)

L L L L s

0 1 1 1
0 01 02 03 04 05 06 07 08 09 1

Fiscal index 2020

(1) For more methodological explanations, see Berti et al.
(2012) and Pamies Sumner and Berti (2017).
Source: Commission services.
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Table 2.2: Fiscal variables used in the SO indicator, 2020
Primary Cycl. adj. SFab”' Change Short-term ‘Gros.s Interest Change Change
Balance (% primary Gross debt Net debt (% financing expend. gen. consumpt.
balance (% balance (% gross debt debt (% growth rate
GDP) GoP) Gop) | balance (s (0GDR) 5ol D GoP) GDP) need (%0 et oocy 9OVE(%  gen. govi (%
GDP) GDP) GDP) GDP)
BE =7 L7 -6.2 9.3 777 19.7 75 103.8 26.0 8.8 9.4 25
BG -3.0 -2.4 -2.0 14 25.7 5.5 0.0 8.8 5.8 6.5 6.2 24
cz -6.2 5.4 -4.0 19 37.9 7.6 0.5 27.3 10.6 6.1 7.0 22
DK -4.2 -3.5 -1.2 19 45.0 a7 3.4 14.8 16.2 55 7.3 18
DE -6.0 53 -3.2 2.6 71.2 1.5 3.8 54.1 22.0 4.3 7.0 22
EE -5.9 -5.8] -8.9 0.4 17.2 8.8 0.5 9.2 8.5 4.3 6.4 3.0
IE -6.8 5.7 L3 2.2 63.1 5.7 7.2 58.6 12.4 3.8 6.1 g
ES =122 =99 5.5 15.2 120.3 248 6.4 106.9 27.8 14.0 i 4.4
FR -10.5 9.1 -4.8 8.5 115.9 17.8 8.3 110.0 26.5 8.1 T3 25
HR -6.5 -4.2 -3.8 5] 86.6 13.8 3.3 60.9 18.6 11.8 8.4 83
IT -10.8 =7.2 5.1 16.5 159.6 249 19.7 148.8 32.7 11.2 10.1 2.8
Ccy -6.1 =47 -4.7 7.8 112.6 18.5 2.0 47.4 235 7.8 7 4.7
Lv -7.4 -6.7 -5.5 25 475 10.6 0.8 35.1 13.0 6.5 7.1 1.6
LT -8.4 -7.8 -7.6 0.8 47.2 qns 0.4 42.0 15.4 23 9.4 3.0
LU -5.1 -4.8 -2.1 1.4 25.4 3.4 0.7 -4.8 7.2 6.1 8.6 2.6
HU -8.4 45 -6.4 3.3 78.0 12.6 7.6 70.4 28.2 4.9 6.7 28
MT -9.4 -8.4 -6.5 4.2 55.2 12.6 5.3 29.6 15.4 92 10.3 52
NL -7.2 -6.5 -4.4 24 60.0 11.3 4.3 48.1 18.4 4.7 7.3 22
AT -9.6 -8.2 -6.2 5.3 84.2 13.7 3.0 61.0 18.4 7.1 )il il
PL -8.8 -7.4 -7.8 15 56.6 10.9 0.5 53.5 13.9 3.2 7.6 11
PT -7.3 -4.4 -3.6 12.2 135.1 17.9 209 130.3 20.0 9.6 7.4 24
RO -10.3 -8.6 -8.1 25 46.7 11.4 11 36.6 14.3 7.0 7.3 22
Sl -8.7 -7.0 -6.8 5.3 82.2 16.6 2.0 50.2 21.8 7.7 10.5 3.2
SK -9.6 -8.3 -7.4 35 63.4 15.0 0.7 : 16.8 7.0 9.3 4.4
Fl -7.6 -6.9 5.1 24 69.8 10.5 55 32.0 18.0 4.0 6.3 2.6
SE -3.9 -3.5 -1.3 1.0 39.9 4.8 7.3 9.2 10.7 2.8 4.2 1.4
Threshold -9.6 0.2 -2.5 2.3 68.4 8.1 13.2 59.5 15.9 4.8 1.9 0.6
Safety > > > < < < < < < < < <
Source: Commission services.
Table 2.3: Financial-competitiveness variables used in the SO indicator, 2020
. GDP per L.Net Intern. L'NE[ L.Private L.Private L.Short .debt L.Short debt L.Constructi L.Current L.Change L.Changg
Yield curve  Real GDP Inves.t savings on-fin real eff. nom. Unit
(ops.) growth (%) capita PPP Position (% households debt (% credit flow corp. (% households on (% value account (% exchange Labour
(% US level) v % GDP) GDP) (% GDP) GDP) (% GDP) added) GDP) rate (pps)  Costs (pps.)
BE 0.3 -8.4 80.5 50.6 3.4 179.1 3.8 30.2 15 5.4 0.1 25 5.3
BG 0.3 5.1 38.0 -31.2 : 91.8 5.6 13.0 18 45 25 8.7 19.5
cz -1.2 -6.9 64.6 -20.3 3.9 80.8 3.1 14.1 1.0 5.6 0.6 14 14.4
DK -0.1 -3.9 927 76.9 18 221.2 11.4 39.6 26 6.0 8.0 2.0 1.4
DE -0.2 -5.6 85.4 717 6.4 105.4 5.4 13.4 17 5.4 7.4 -0.6 7k
EE : -4.6 59.5 -21.4 5.2 97.8 3.8 7.7 0.9 6.4 17 18 199
IE 0.4 -2.3 141.4 -174.0 2.4 202.4 -9.1 239 0.8 2.6 -1.6 -2.2 -4.4
ES 0.7 -12.4 59.3 -73.9 .2 129.4 13 8.2 2.6 6.4 23 0.3 4.0
FR 0.2 -9.4 71.4 -22.9 5.4 153.3 8.0 253 14 5.8 -0.7 -1.4 13
HR 0.4 -9.6 44.0 -50.3 7 91.2 17 5.9 28 5.7 2.6 3.1 4.7
IT 2.0 O] 64.1 -1.5 1.6 106.6 0.2 14.7 2.7 4.3 2.7 0.2 3.2
Ccy 0.9 -6.2 62.6 -122.3 21 259.1 2.7 20.2 5.6 6.4 -5.2 -2.6 52
Lv 0.4 -5.6 48.9 -41.7 -18 67.1 15 6.3 12 6.5 0.1 23 17.0
LT 0.7 22 60.4 -24.1 0.4 55.1 3.0 38 0.8 73 14 37 16.4
LU -0.1 -4.5 1825 56.2 57 318.7 38 89.3 18 6.0 47 7.0 11.9
HU 1.9 -6.4 52.0 -43.7 33 66.6 32 1.1 23 5.6 0.7 -3.0 10.0
MT 0.7 <73 67.1 54.6 : 123.0 85 10.7 22 4.1 51 1.9 8.2
NL 0.0 -5.3 90.1 90.0 4.9 234.0 0.0 36.5 2.0 5.0 10.5 11 5.9
AT 0.1 7.1 87.7 12.1 4.6 120.1 4.5 10.9 24 6.8 18 -0.6 55
PL 0.2 -3.6 52.8 -49.4 =09 74.0 33 7.6 24 7.2 -0.4 4.1 22
PT 0.6 2913 53.3 -100.3 -1.4 149.2 22 15.4 23 4.3 0.5 1.9 76
RO 11 -5.2 49.5 -43.5 -3.4 46.7 2.0 9.9 0.7 7.1 -4.0 35 24.5
SI 0.3 =77l 61.0 -15.4 33 68.7 0.8 73 1.9 6.0 59 0.9 8.4
SK 0.3 -1.5 50.6 -66.3 2.7 91.6 5.0 12.9 1.6 7.6 -2.3 -0.1 145
FI 0.2 -4.3 79.0 3.6 0.2 147.5 7.6 15.3 3.8 75 -0.9 33 0.8
SE -0.4 -3.4 86.4 18.2 8.0 203.7 9.8 37.4 15.2 6.8 3.3 -4.8 8.1
Threshold 0.6 -0.7 72.7 -19.8 2.6 164.7 11.7 154 29 75 -2.5 9.7 7.0
Safety > > > > > < < < < < > < <

(1) Variable names preceded by L are taken in lagged values.
Source: Commission services.
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2.2,  SHORT-TERM FINANCING NEEDS

Among the SO fiscal variables, government
gross financing needs (GFN) are the strongest
predictor of fiscal stress events. This property
warrants a closer examination of GFN results,
including this variable’s definition.

The COVID-19 crisis put GFN at the core of
fiscal analysis. The extraordinary fiscal stimulus
governments provided to different economic
agents in 2020, paired with the need to roll over
large amounts of existing debt raised gross
financing needs substantially and emphasized the
importance of estimating GFN in real time.

2.2.1. Definition and measurement issues

While debt stock indicators capture solvency
risks, GFN is primarily a flow concept
informing mainly (*°) about the liquidity of
government finances in the short to medium
term. A given debt stock may be associated to
very different schedules of repayment flows and
thus financing needs, depending on the specific
borrowing terms, such as term-to-maturity
structure, amortisation schedules for principal and
interest. GFN are usually defined as the flow of
payment or financing obligations the government
faces to service its debt and cover its budget
deficit, if any, over the next period:

GFN = Headline deficit + Debt principal
amortisation + SFA

or

GFN = Primary deficit + Interest payments +
Debt principal amortisation + SFA (%)

(*® GFN’s mixed nature notably in terms of potential
adjustments from contingent liabilities' realisations or
variation of assets makes it also informative about
solvency-related risks.

(%) To capture additional government balance sheet changes,
other net debt-creating flows such as privatisations or bank
recapitalisations, which may not be reflected in the primary
balance, as well as cash-accrual differences, stock-flow
adjustments (SFA) also enter the formula. See also notes to
Table 2.4.

2. Short-term fiscal sustainability analysis

GFN may be measured using different data
sources and approaches, in both backward- and
forward-looking manner. Contrary to
government debt, which is an indicator well
defined in the EU and measured by national
statisticians using harmonised definitions set by
Eurostat, GFN is an indicator built for practical or
analytical purposes, which falls outside of the
scope of government finance statistics (%%). For
outturn data, such as the GFN used under SO,
different sources exist to estimate GFN
components, among them national statistical
institutes (NSls), national central banks (NCBs),
national authorities (ministries), debt management
offices (DMOs) or large data providers such as
Bloomberg. For forward-looking data, a few
institutions provide GFN projections, among them
the European Commission and the IMF (33).

Therefore, GFN are versatile metrics, useful for
a variety of analytical purposes. GFN estimates
are a particularly valuable concept in the case of
programme countries or more generally in a crisis
context, to define accurately the financing
requirements and the necessary sources to cover
those needs, including when calibrating the size of
the programme. They are also useful in regular
fiscal surveillance to monitor potential market roll-
over risks in the short to medium term.

International institutions and creditors are
paying increased attention to GFN in their
appraisal of fiscal risks. The same institution
may use multiple GFN definitions, depending
on the analytical purpose. Different financial
instruments may be considered under the universe
of GFN. The European Commission, the ECB and
the IMF have been using different GFN definitions
to monitor different risks (3*). Experts generally
agree that a broader definition of GFN flows,
mirroring the components of Maastricht debt
stocks, seems appropriate. Such a definition would
include currency and deposits, debt securities and
loans, but the scope may vary depending on the
purpose of the analysis.

(%) See for example Eurostat, ESA 2010, "Chapter 20 — The
government accounts”, where no mention is made of this
indicator.

(®¥) The ESM (Gabriele et al. 2017) and the ECB (2017) also
provided outturn estimations.

(*) See for example the ECB (2017) and the IMF (2019).
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In the European Commission’s Fiscal
Sustainability Reports and Debt Sustainability
Monitors, GFN are regularly examined in the
short- and medium-term fiscal sustainability
sections. For the medium-term, chapter 3.3 shows
GFN projections up to T+10.

For the purpose of short-term analysis
performed through SO, GFN are gauged more
comprehensively this round, just like the
medium-term measure, to be able to evaluate all
liquidity pressures EU countries are currently
facing, (see Table 2.4). Specifically, to reflect all
needs that require market financing, short-term
GFN are now computed to include the redemption
of all loans (official and commercial) reaching
maturity, as well as other debt creating net flows
(stock-flow adjustments).

Table 2.4: GFN definition - Components and debt

instruments included

Components and
debt instruments

Balance sheet items
GFN Components (liabilities) under

government debt included in the GFN

definition

Budget (Headline) deficit

Currency and deposits
. Debt securities
Maturing Debt urit

Commercial loans
Official loans
Other net debt-creating flows (SFA)

X X X X

(1) In this report, short and medium-term GFN are
calculated in the same way, based on the definition
previously used for medium-term GFN (see DSM 2019). This
formula uses outturn GFN values up to 2019 included and
estimations/projections based on the DSM model from 2020
onwards.

(2) Consolidated data.

(3) Stock-flow adjustments (SFA) include other ‘below the
line’ (not affecting the deficit) items that are net debt-
creating, such as the net acquisition of financial assets (e.g.
accumulation of cash deposits, nationalisation/privatisation,
financial sector recapitalisations, participation in a (new)
common financial instrument at EU level, buy back of public
debt, etc.) and the cash-accrual difference, when the
headline balance is considered on an accrual basis.
Source: Commission services.

2.2.2. Short-term GFN values in the context of
the COVID-19 crisis

As a result of the COVID-19 crisis, the gross
financing needs of all EU governments soared.
The important fiscal stimulus and liquidity support
governments provided to different economic
agents in 2020, paired with the need to roll over
large amounts of existing debt and the toll the
recession took on growth, substantially amplified
their gross financing needs.  Specifically,
government deficits and in some cases other debt-
creating net flows widened following discretionary
measures to support firms and households during
the pandemic. Such measures included grants to
self-employed people and small companies, wage
supplements to prevent lay-offs in companies
affected by the crisis, support of short-time work
schemes, recapitalisation of ailing companies, tax
relief and deferrals, among others. Liquidity
support may not have impacted fiscal flows
immediately (e.g. tax deferrals within the year),
but measures such as government guarantees
increased implicit or explicit contingent liabilities
and may materialise in the future, if some of the
agents benefiting from such guarantees do not
eventually recover (see Chapter 5, section 5.2).

In 2020-22, government GFN are expected to
exceed significantly the levels reached in 2019
and previous forecasts. In the EU/EA, gross
financing needs nearly doubled in 2020 compared
to 2019. In 2020, GFN are now estimated at some
23.0 / 24.3% of GDP, respectively, against 12.7 /
13.7% of GDP in 2019. According to the latest
Commission autumn forecast 2020, liquidity
pressures would moderate by some 4-5 pps of
GDP in 2021-22. Current forecasts for 2020-21
also show large GFN increases compared to pre-
COVID-19 forecasts, illustrative of the crisis’
impact. The additional financing needs created by
the crisis amount to some 10.3 / 10.5 pps of GDP
in 2020 and some 6.6 / 6.7 pps of GDP in 2021 for
the EU/EA, respectively (see Table 2.5).



Table 2.5: Gross Financing Needs (% of GDP), Outturn

(2019) and projections (2020-2022), by country

Additional GFN
(AF 2020 vs AF 2019)?
2019 | 2020 | 2021 | 2022 | 2019 | 2020 [ 2021
BE | 156 260 211 215 | 09 86 33
DE | 120 220 159 151 | 08 120 6.0
EE | 12 85 63 55| 02 82 59
E | 58 124 101 63 | 06 61 18
ES | 157 278 256 257 | -18 101 84
FR | 168 265 252 235 | -14 88 73
T | 204 327 290 274 | -08 112 68
v | 148 235 94 74 | 11 182 42
v | 45 130 61 64 | 03 88 33
T | 61 154 112 70 | -01 128 79
w30 72 37 33|25 17 27
MT | 57 154 140 110 02 105 96
NL | 77 184 156 151 | 06 110 85
AT | 86 184 149 125 | 09 107 78
PT | 120 200 151 147 | 20 71 30
si | 69 218 129 129 | 06 146 63
sk | 36 168 103 104 [ 01 130 6.0
Fl | 75 180 150 133 | -17 88 53
EA | 137 243 205 194 | -03 105 6.7
BG | 1.0 58 32 27 | 08 46 23
cz | 53 106 92 93| -06 49 38
DK | 63 162 51 70 | 07 117 04
HR | 144 186 144 158 | 19 68 3.1
HU | 178 282 238 232 | 23 90 58
PL | 46 139 76 70 | -13 87 19
RO | 76 143 155 182 | 04 54 47
SE | 56 107 96 85 | 08 46 38
EU [ 127 228 190 180 | -03 100 6.2

GFN ™

EA
(bn [1,638.4 2,723.3 2,428.7 2,395.8( -24.1 1,038.6 694.6
EUR)

(1) 2020-22 estimates are GFN projections calculated as the
sum of the budgetary deficit, amortisation of main debt
instruments (securities and loan principal repayments), as
well as other debt creating net flows.

(2) Change in GFN estimates between the Commission
autumn forecast 2020 and the Commission autumn forecast
2019.

(3) For post-programme surveillance countries (such as IE,
CY and PT), figures take into account official loans’
repayment schedule

Source: Ameco, ECB, Eurostat, ECFIN desks.

As shown under SO0, short-term GFNs are now
flashing for most EU countries in 2020
compared to previous years. Concretely, in IT,
HU, ES, FR, BE, CY, DE, SI, PT, HR, AT, NL,
FI, SK and DK short-term GFN flag risks, with
levels above the associated threshold. The highest
pressures would range between 32.8% of GDP in
Italy and 20% of GDP in Portugal. In Hungary,
Italy, France, Spain and Belgium, short-term GFN
were also close to or above the threshold in 2019
(see Graph 2.4). Although above the threshold,
2020 financing needs appear more limited as a
share of GDP in DK, SK, FI, NL, AT, and HR,
where they range between 16.2% and 18.6% of
GDP, respectively.

2. Short-term fiscal sustainability analysis

Graph 2.4:  Short-term GFN (% of GDP) vis-a-vis threshold,
2019 and 2020, EU countries
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(1) GFN outturn values for 2019 and 2020 estimates are
calculated as per Table 2.4. The threshold of around 16 has
been derived based on the signaling approach (see section
2.1). (2) Blue quadrants depict countries where GFN
exceeded this threshold in 2019 and /or 2020.

Source: Ameco, ECB, Eurostat, ECFIN desks.

Circumstances differ across the EU, with higher
vulnerabilities foreseen in high-debt countries
and/or in countries where the budgetary deficit
is expected to particularly widen. In several
highly indebted countries such as IT, PT, ES, BE,
FR, CY, HR and HU, the need to roll over existing
debt would make for an important share of GFN in
2020. Additionally, larger deficits call for new
debt issuance in virtually all EU countries,
constituting an important driver of GFN especially
where deficits are particularly sizeable in 2020
(RO, AT, SK, MT, PL, SI, LT, HU, FI, LV, PT,
NL, IE, HR, CZ, CY and DE, where deficits range
between 10.3% and 6% of GDP; see Table 2.6).

In 2021, financing needs are expected to recede
in all EU countries except Romania. GFN would
however remain sizeable (above 20% of GDP) in
Spain, France, Hungary and Belgium (see Table
2.5).
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Table 2.6: Gross Financing Needs Components (% of
GDP), 2020 projections, by country
Budget | Maturing

Deficit Debt SFA GFN

BE 11.2 13.5 1.2 26.0
DE 6.0 12.4 3.7 22.0
EE 5.9 0.1 2.6 8.5
IE 6.8 7.8 -2.1 12.4
ES 12.2 15.8 -0.2 27.8
FR 10.5 15.8 0.2 26.5
IT 10.8 20.7 13 32.7
CY 6.1 10.5 7.0 235
LV 7.4 4.3 1.4 13.0
LT 8.4 4.4 2.6 15.4
LU 5.1 49 -2.8 7.2
MT 9.4 5.9 0.1 15.4
NL 7.2 8.9 2.4 18.4
AT 9.6 8.5 0.3 18.4
PT 7.3 11.3 1.4 20.0
Sl 8.7 8.7 4.4 21.8
SK 9.6 4.1 3.2 16.8
FI 7.6 9.1 1.2 18.0
EA 8.8 14.0 1.5 24.3
BG 3.0 1.0 1.7 5.8
cz 6.2 4.2 0.2 10.6
DK 4.2 5.7 6.3 16.2
HR 6.6 13.0 -0.9 18.6
HU 8.4 17.2 2.6 28.2
PL 8.9 3.6 1.5 13.9
RO 10.3 4.0 -0.1 14.3
SE 3.9 6.5 0.3 10.7
EU 8.4 12.8 1.6 22.8

(1) See notes to Table 2.5
Source: Ameco, ECB, Eurostat, ECFIN desks.

A close monitoring of financing needs in real
time remains key in 2021. At the current juncture,
monitoring financing need developments, notably
in high debt countries and in countries where the
fiscal deficit is fast deteriorating, is key to timely
identify potential liquidity pressures and risks of
financing gaps. Improved practices such as
monitoring fiscal deficits in cash terms, identifying
more accurately other debt creating/reducing flows
of the stock-flow adjustment (SFA) (*), and
cooperating with national DMQOs to follow more
closely debt redemption and issuance plans could
significantly improve GFN estimates, in real time.

(®) See Table 2.1 for an indication of what stock-flow
adjustments (SFA) may include.

Despite the severity of the crisis, the ECB’s
monetary policy actions and EU initiatives have
contributed to stabilising sovereign financing
conditions. In 2020, euro area governments have
issued more than €1 trillion of debt on a net
basis. (*®) In spite of these significant additional
financing needs, most governments accessed
markets relatively smoothly (see Table 2.7). A
number of ECB monetary policy easing measures
and notably the ECB Pandemic emergency
purchase programme (PEPP), which was devised
in addition to the existing Asset purchase
programmes (APP), has been successful in
preserving favourable financing conditions for the
euro area governments. When looking at highly
indebted countries, purchases of euro area
government bonds through these programmes
corresponded to between some 30% of GFN in
Belgium, France and lItaly, to around 50% in
Portugal and nearly 60% in Cyprus in 2020 (see
Table 2.7). A continuation of large Eurosystem
asset purchases in 2021 should contribute to
preserve supportive financing conditions that year
(see Table 2.7). Additionally, recent EU initiatives
such as the NGEU/RRF should also contribute to
favourable financing conditions for EU sovereigns,
going forward (see Box 5.1 for a discussion of the
expected impacts of the NGEU/RRF).

(*) See ECB (2020).
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Table 2.7: Government GFN and possible total acquisitions of sovereign bonds by the Eurosystem, 2020 and 2021
estimates, by country
2020 2021
GFNs, EUR | Public sector Public sector asset| GFNs, EUR bn | Ranges of possible Ranges of possible
bn asset purchases purchases under public sector asset public sector asset
under APP and  APP and PEPP, purchases under purchases under

PEPP, EUR bn % GFNs 2020 APP and PEPP, EUR  APP and PEPP,

bn % GFNs 2021
BE 115.1 35.7 31.0 99.0 (16.8-32.1) (16.9-32.4)
DE 734.5 226.1 30.8 558.2 (121.2 - 232.2) (21.7 - 41.6)
EE 2.3 0.6 26.9 1.8 (1.3-2.5) (72.4-138.7)
IE 43.4 16.0 36.8 37.0 (7.8-14.9) (21.0 - 40.3)
ES 305.6 116.9 38.3 299.8 (54.8-105.1) (18.3-35.0)
FR 598.2 185.4 31.0 606.5 (93.9-179.9) (15.5-29.7)
IT 534.6 174.0 32.6 497.0 (78.1-149.7) (15.7-30.1)
cY 5.0 2.9 58.9 2.1 (1.0-1.9) (47.4 - 90.9)
LV 3.8 1.5 40.7 1.9 (1.8-3.4) (95.9 - 183.8)
LT 7.5 3.3 435 5.7 (2.7-5.1) (46.3 - 88.7)
LU 4.4 1.7 38.5 24 (1.5-2.9) (64.1-122.7)
MT 1.9 0.4 19.4 1.8 (0.5-0.9) (26.5-50.7)
NL 143.7 425 29.6 126.1 (26.9 - 51.6) (21.4 - 41.0)
AT 69.4 27.6 39.8 59.6 (13.5-25.8) (22.6-43.3)
PT 39.6 20.7 52.2 319 (10.8 - 20.6) (33.7-64.6)
S| 10.0 4.2 42.5 6.3 (2.2-4.2) (35.1-67.3)
SK 15.1 7.4 48.8 9.7 (5.3-10.1) (54.3-104.1)
FI 42.2 14.1 33.4 36.6 (8.4-16.2) (23.1-44.2)

(1) Asset purchase programme (APP), Pandemic Emergency Purchase Programme (PEPP).
(2) GFN estimates are calculated as previously specified in this section.

(3) 2020 Eurosystem purchases are outturn data and do not take into account reinvestments. The December 2020 purchases
under the PEPP are estimated because the country breakdown was not available.

(4) The total volume of possible asset purchases for 2021 does not include reinvestments. It is estimated based on the
following assumptions: (i) asset purchases under the APP will continue at a monthly pace of EUR 20 bn, (ii) asset purchases
under PEPP in 2021 are presented as a range of estimates based on the results of a Bloomberg survey of 35 economists, which
was published on 15 January 2021. The lower level is based on the minimum expected purchases for 2021 in the survey and
implies that the ECB will not spend the entire PEPP envelope. The upper level is based on the maximum expected purchases
for 2021 in the survey and implies that the remaining PEPP envelope at the end of December 2020 would be fully used, at a
constant monthly average pace, over the period between January 2021 and March 2022.

(5) Computations for possible Eurosystem purchases by country in 2021 also rely on the following additional assumptions: (i)
the public sector purchase program (PSPP) would continue to represent 80% of the overall purchases under the APP, in line
with the composition of asset purchases in previous years; (i) public sector securities would account for 90% of purchases
under the PEPP; iii) the government bonds and recognised agencies would make up for around 90% of the total pubic sector
securities purchases under the APP and the PEPP, while securities issued by international organisations and multilateral
development banks would account for the remaining 10%; (iv) the distribution of government bonds purchases is based on
the ECB’s capital distribution by euro area Member State as of 1 January 2019, including for purchases under the PEPP.

Source: Commission services, based on ECB data.
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2.3.  FINANCIAL MARKETS INFORMATION

This section provides an analysis of the ease of
(re-)financing government debt, based on
different indicators of financial markets’
perceptions of sovereign risk. Such information
complements debt projection based DSA results,
notably to identify, early on, signs of sustainability
risks over the short term. In practice, high
frequency financial data allows monitoring
emergence of potentially self-reinforcing adverse
fiscal sustainability ~developments (¥). While
assessing the nature of such developments in real-
time calls for caution, financial data provide an
important source of information to monitor
market’s perception, a driver of short-term debt
dynamics and, potentially, of self-reinforcing debt
dynamics.

Sovereign vyield conditions have remained
benign in the EU. Reflecting perceived
creditworthiness but also the low interest rate
environment,  notably  supported by the
accommodative monetary policy stance (see
section 2.2). Low financing costs continue to
contribute to mitigating rollover risks across the
EU, which continues to post low sovereign yield
spread development (see Chart 2.5). However,
some countries face higher financing costs (see
Chart 2.6), such as Romania. Other countries, such
as Italy, which experienced some financial stress in
2018, have instead recently benefited from a
moderation of spreads.

() For discussion of the market expectations on sovereign
debt default and risks of self-fulfilling crisis channel, see
Calvo (1988). For an application of the EU sovereign crisis
event see Miller and Zhang (2014).

Graph 2.5:  10-year government bond yield spreads to the
German bund - EU and EA aggregates
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(1) Yield spreads are as of January 2021.
(2) Aggregates represent unweighted averages.
Source: ECB LTIR database, Commission services.

Graph 2.6:  10-year government bond yield spreads to the
German bund - Selected countries
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(1) Countries are those whose spreads are (or have recently
been) above the lower risk threshold: 184.8 bps. Upper
threshold: 231 bps.

Source: ECB LTIR database, Commission services.

The SovCISS indicator (*8) shows that stress
temporarily surged following the onset of the
COVID-19 pandemic but is now subdued in
euro area sovereign debt markets, while
divergence in trends is low according to most
recent data. This indicator of systemic stress for
euro area sovereign bond markets continues to post
a moderate average level and the gap between
countries with the lowest and the highest score
appears low, notably compared to the degree of
divergence seen by the end of 2017 (see Chart
2.7). At the country level, notable developments
include a decline in the indicator for Italy

(®) The SovCISS (Composite Indicator of Systemic Sovereign
Stress) measures the level of stress in euro area sovereign
bond markets, following the CISS (Composite Indicator of
Systemic Stress) methodology developed in Hollo et al.
(2012). In the SovCISS, stress symptoms are measured
along three dimensions: (i) risk spreads; (ii) vyield
volatilities; and (iii) bid-ask spreads. For details, see
Garcia-de-Andoain and Kremer (2018).



following a peak in October 2018. The increase in
the gap between the minimum and the maximum
(i.e. the country range) seen during the COVID
outbreak was driven by a temporary surge in the
indicator in March, which affected countries to a
different extent.

Graph 2.7:  Composite indicator of Systemic Stress

(SovCISS) in euro area sovereign bond
markets
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(1) The SovCISS focuses on stress in sovereign bond markets.
It is available for the euro area and for 11 euro area
countries (AT, BE, FI, FR, DE, EL, IE, IT, NL, PT, ES). Countries
more affected by the crisis include EL, IE, IT, PT, ES. Less
affected countries include AT, BE, FI, FR, DE, NL.

Source: ECB, Commission services.

The EU and EA average sovereign ratings are
high and have not been adversely affected by
the COVID-19 crisis (see Graph 2.8). This
reflects stable or improving ratings in most
countries, with some exceptions (see Graph 2.9),
with Italy and Slovakia posting a recent ratings
deterioration (see Graph 2.10 and Table 2.8).

Graph 2.8:  Sovereign debt ratings - EU and EA aggregates
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(1) Ratings are computed as simple average (using an
alphanumeric conversion table) of long-term foreign
currency ratings, assigned by the major rating agencies.
Source: Commission services, based on Bloomberg data.
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Graph 2.9:  Countries posting a recent rating deterioration
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(1) Ratings are computed as simple average (using an
alphanumeric conversion table) of long-term foreign
currency ratings, assigned by the major rating agencies.
Source: Commission services, based on Bloomberg data.

Graph 2.10: Countries with the lowest ratings as of January
2021
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(1) Ratings are computed as simple average (using an
alphanumeric conversion table) of long-term foreign
currency ratings, assigned by the major rating agencies.
Source: Commission services, based on Bloomberg data.

In sum, markets’ perception of EU sovereign
risks remains overall benign, contributing to
favourable  short-term  debt  dynamics.
However, a premature withdrawal of fiscal
support, also with respect to other large
economies, or a departure from the commitment to
preserve fiscal sustainability in the medium term
may expose the fiscal sustainability risks identified
in the short-term for a number of countries.
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Table 2.8: Long-term foreign currency sovereign ratings (at January 1, 2021)
Moody's S&P Fitch
Rating Since Outlook Rating Since Outlook Rating Since Outlook
Euro area MS
AT Aal 24-06-2016  STABLE AA+ 13-01-2012  STABLE AA+ 13-02-2015 STABLE
BE Aa3 16-12-2011  STABLE Aau 13-01-2012  STABLE AA- 23-12-2016 NEG
cY Ba2 27-07-2018 POS BBB- 14-09-2018  STABLE BBB- 19-10-2018  STABLE
EE Al 23-04-2009  STABLE AA- 13-01-2012  STABLE AA- 05-10-2018  STABLE
Fl Aal 03-06-2016  STABLE AA+ 10-10-2014  STABLE AA+ 11-03-2016  STABLE
FR Aa2u 18-09-2015  STABLE AAu 08-11-2013  STABLE AA 12-12-2014 NEG
DE Aaau 05-07-2000  STABLE AAAu 13-01-2012  STABLE AAA 10-08-1994  STABLE
IE A2 15-09-2017  STABLE AA- 29-11-2019  STABLE A+ 15-12-2017  STABLE
IT Baa3u 19-10-2018  STABLE BBBu 27-10-2017  STABLE BBB- 28-04-2020  STABLE
LV A3 13-02-2015  STABLE A+ 21-02-2020  STABLE A- 20-06-2014  STABLE
LT A3 08-05-2015 POS A+ 21-02-2020  STABLE A 31-01-2020 STABLE
LU Aaa 20-09-1989  STABLE AAA 13-01-2012  STABLE AAA 10-08-1994  STABLE
MT A2 19-07-2019  STABLE A- 14-10-2016  STABLE A+ 11-08-2017  STABLE
NL Aaau 20-07-1999  STABLE AAAu 20-11-2015  STABLE AAA 10-08-1994  STABLE
PT Baa3 12-10-2018 POS BBBu 15-03-2019  STABLE BBB 15-12-2017 STABLE
SK A2 13-02-2012  STABLE A+ 31-07-2015 NEG A 08-05-2020 NEG
Sl A3 02-10-2020  STABLE AA- 14-06-2019  STABLE A 19-07-2019  STABLE
ES Baal 13-04-2018 STABLE Au 20-09-2019 NEG A- 19-01-2018 STABLE
Non-euro area MS

BG Baal 09-10-2020  STABLE BBB- 29-11-2019  STABLE BBB 01-12-2017 STABLE
HR Bal 13-11-2020  STABLE BBB- 22-03-2019  STABLE BBB- 07-06-2019  STABLE
cz Aa3 04-10-2019  STABLE AA- 24-08-2011  STABLE AA- 03-08-2018  STABLE
DK Aaau 23-08-1999  STABLE AAAU 27-02-2001  STABLE AAA 10-11-2003  STABLE
HU Baa3 04-11-2016 POS BBB 15-02-2019  STABLE BBB 22-02-2019  STABLE
PL A2 12-11-2002  STABLE A- 12-10-2018  STABLE A- 18-01-2007 STABLE
RO Baa3 06-10-2006 NEG BBB- 16-05-2014 NEG BBB- 04-07-2011 NEG
SE Aaa 04-04-2002  STABLE AAAU 23-01-2014  STABLE AAA 08-03-2004 STABLE

Source: Commission services, based on Bloomberg data.




3 . MEDIUM-TERM FISCAL SUSTAINABILITY ANALYSIS

The medium-term fiscal sustainability analysis
is based on two main tools. It consists, on one
hand, of debt sustainability analysis (DSA), which
deploys a rich analytical toolkit to identify fiscal
risks associated, essentially, to EU countries’ debt
ratio level and trajectory (see section 3.1). DSA
projections cover a period of 10 years. Medium-
term gross financing needs’ projections are
additionally presented (section 3.2). On the other
hand, the DSA is complemented by estimates of
the fiscal sustainability gap indicator S1, whereby
fiscal gaps in EU countries are analysed (see
section 3.3). DSA and S1 outcomes matter equally
towards the overall assessment of medium-term
fiscal risks.

Some specific issues are also explored in this
Chapter. In particular, this Chapter contains a Box
presenting the drivers of the revision of medium
term potential growth (see Box 3.1) and a Box
dedicated to the analysis of debt sustainability
challenges for Greece (see Box 3.2).

3.1. DEBT SUSTAINABILITY ANALYSIS

The two most important components of the
DSA toolkit are the deterministic and the
stochastic debt projections (results follow in
sections 3.1.1. and 3.1.2). The deterministic
projections reflect a single outcome for the debt
trajectory following the impact of either policy or
pre-determined shock scenarios. The stochastic
projections reflect a probabilistic approach,
whereby the outcome is a distribution of debt
trajectories reflecting the impact on the baseline
value of shocks to the debt drivers drawn from
their historical probability distribution.
Considering alternative and stress test scenarios is
particularly important this year, given the high
degree of uncertainty linked to the COVID-19
crisis developments, and its impact on economic
growth prospects.

3.1.1. Deterministic debt projections

Deterministic ~ government  debt  projections
presented in this report reflect two type of
scenarios: policy scenarios, including the baseline

and a set of alternative policy scenarios, and
sensitivity tests around the baseline (%9).

Among these projection scenarios, five are more
relevant as their results determine the DSA risk
classification. These are the baseline, the historical
structural primary balance (SPB) scenario (see
section 3.1.1.1), as well as three sensitivity tests,
including a positive shock to interest rates, a
negative shock to GDP growth and a lower SPB
scenario (see section 3.1.1.2). These scenarios
appear first in this section. The remainder of
deterministic debt projection scenarios constitute
additional information useful in qualifying DSA
risks, yet they do not influence the risk
classification. This includes the Stability and
Growth Pact scenario (see section 3.1.1.3). Section
3.1.1.4 provides a comparison of the baseline with
the DSM 2019 results.

3.1.1.1. Baseline and historical scenarios

EU and EA aggregate results

Under the baseline, the EU and EA debt ratio
would continue to slightly increase until 2024,
before gradually declining by the end of the
next decade. On the basis of budgetary positions
from the European Commission's Autumn 2020
forecasts, and under the assumed gradual
correction of the structural primary balance (SPB)
beyond the forecast period, the EU debt ratio
would continue to slightly increase and peak at
96.5% of GDP in 2024, before slowly declining to
about 90% of GDP by 2031 (see Graph 3.1) ().
For the EA, the same scenario shows a similar
pattern, the debt ratio would peak at about 104.6%
of GDP in 2025, before slowly declining to about
98% of GDP by 2031 (see Graph 3.2). Despite the
downward trend, the debt ratio would remain well
above its pre-crisis end-2019 level (about 79% and
86% of GDP, respectively, in the EU and the EA)

(*) See Box 1.1 in Chapter 1 for an overview and definition of
the different deterministic scenarios.

(*) The baseline generally assumes that the government
primary balance (in structural terms) gradually converges
back to the pre-crisis (2021) forecast value in autumn 2019
(with an annual adjustment by no more than 0.5 pp. of
GDP), and remains constant (before ageing costs) for the
remainder of the projection period. Costs of ageing are
included in the projections as from the year the pre-crisis
forecast SPB is reached (see Box 1.1 for more details).
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for the next decade, and well above the 60% of
GDP Treaty reference threshold.

Graph 3.1:  Gross government debt projections (% of
GDP), European Union : baseline and historical
scenarios
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Source: Commission services.

Graph 3.2:  Gross government debt projections (% of
GDP), Euro area: baseline and historical
scenarios
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Source: Commission services.

Favourable snowball effects should allow a
progressive reduction of the aggregate debt
ratio, despite primary deficits (*). Under the
assumption of a gradual adjustment of fiscal
positions, the primary balance is expected to
remain in deficit over the entire projection period
under the baseline. However, favourable interest
rate — growth rate differentials (snowball effects)
are expected to more than compensate the positive
contribution from the primary deficits towards the
end of the projection period, and allow a
progressive reduction of the debt ratio (see Tables
3.1-3.2 and Graphs 3.3 - 3.4).

(**) Snowball effects refer to the net impact of the counter-
acting effects of interest rates, inflation and real GDP
growth (as well as exchange rates in some countries) on the
evolution of the debt ratio (see Annex A6 for more details).

Graph 3.3:  Gross government debt ratio variation
breakdown (% of GDP), European Union -
Baseline
% of GDP
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(1) Reading note: In 2021, a forecast primary deficit of 4.8%
of GDP contributes to increase the government debt ratio.
Source: Commission services.

Graph 3.4:  Gross government debt ratio variation
breakdown (% of GDP), Euro area - Baseline
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(1) Reading note: In 2021, a forecast primary deficit of 5% of
GDP contributes to increase the government debt ratio.
Source: Commission services.
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Table 3.1: Gross government debt projections (% of GDP) and underlying macro-fiscal assumptions, European Union -
Baseline
2020 2021 2022 2023 2024 2025 2028 2031
Gross debt ratio 93.9 94.6 94.9 96.0 96.5 96.4 93.8 90.1
of which Oustanding (non maturing) debt 68.3 72.6 73.9 75.1 76.1 76.4 75.2 72.3
Rolled-over short-term debt 7.8 8.2 8.3 8.4 8.5 8.5 8.3 7.9
Rolled-over long-term debt 7.9 8.2 8.3 8.5 8.6 8.7 8.5 8.2
New short-term debt 0.9 0.5 0.4 0.3 0.2 0.1 0.1
New long-term debt 9.1 5.0 4.0 3.6 3.0 25 1.6 1.5
Changes in the debt ratio (-1+2+3) 14.7 0.7 0.3 11 0.5 -0.1 -1.2 -1.2
of which (1) Overall primary balance (1.1+1.2+1.3) -6.9 -4.8 -3.3 -2.8 -2.2 -1.8 -0.9 -0.8
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) -3.3 -2.8 -2.3 -1.9 -1.5 -1.1 -0.6 -0.7
(1.1.1) Structural primary balance (before CoA) -3.3 -2.8 -2.3 -1.9 -1.4 -1.0 -0.3 -0.1
(1.1.2) Cost of ageing (incl. revenues pensions tax) 0.1 0.1 0.2 0.4 0.7
(1.1.3) Property incomes 0.0 0.0 0.1 0.1 0.1
(1.2) Cyclical component -3.6 -2.0 -1.0 -0.9 -0.7 -0.6 -0.3 -0.1
(1.3) One-off and other temporary measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (interest rate/growth differential) (2.1+2.2+2.3) 5.8 -3.5 -2.9 -1.7 -1.7 -1.8 -2.0 -1.9
(2.1) Interest expenditure 15 13 12 11 1.0 1.0 0.9 0.9
(2.2) Growth effect (real) 6.1 -3.7 -2.7 -1.4 -1.3 -1.2 -1.2 -1.0
(2.3) Inflation effect -1.7 -1.1 -1.3 -1.4 -1.5 -1.6 -1.7 -1.8
(3) Stock flow adjustments 1.9 -0.6 -0.1 0.0 0.0 0.0 0.0 0.0
PM : Structural balance -4.8 -4.2 -3.5 -3.0 -2.5 -2.1 -1.4 -1.5
Key macroeconomic assumptions
Actual GDP growth (real) -7.3 4.1 3.0 15 1.4 1.3 1.3 11
Potential GDP growth (real) 0.8 0.9 1.2 1.2 1.1 1.1 1.0 1.0
Inflation (GDP deflator) 21 12 15 15 1.6 1.7 1.9 2.0
Implicit interest rate (nominal) 1.7 1.4 1.3 1.2 1.1 1.0 1.0 1.0

(1) Given that the drivers of the EU28 change in the government debt ratio are calculated as GDP-weighted averages of
country-specific debt projections, small differences may exist between the total change in the government debt ratio and

the sum of its drivers.
Source: Commission services.

Table 3.2: Gross government debt projections (% of GDP) and underlying macro-fiscal assumptions, Euro area - Baseline
2020 2021 2022 2023 2024 2025 2028 2031
Gross debt ratio 101.7 102.3 102.6 103.9 104.6 104.6 102.1 98.2
of which  Oustanding (non maturing) debt 74.2 78.4 79.8 81.3 82.4 82.9 81.7 78.7
Rolled-over short-term debt 8.6 9.0 9.1 9.3 9.4 9.4 9.3 8.9
Rolled-over long-term debt 8.7 9.0 9.1 9.3 9.4 9.5 9.3 9.0
New short-term debt 0.9 0.5 0.4 0.4 0.3 0.3 0.2 0.2
New long-term debt 9.4 5.3 4.1 3.7 3.1 2.5 1.6 1.4
Changes in the debt ratio (-1+2+3) 15.8 0.6 0.3 13 0.7 0.1 -1.2 -1.3
of which (1) Overall primary balance (1.1+1.2+1.3) -7.2 -5.0 -3.4 -2.9 -2.4 -1.9 -1.0 -0.9
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) -3.2 -2.9 -2.3 -2.0 -1.6 -1.2 -0.6 -0.8
(1.1.1) Structural primary balance (before CoA) -3.2 -2.9 -2.3 -1.9 -1.5 -1.0 -0.2 0.0
(1.1.2) Cost of ageing (incl. revenues pensions tax) 0.1 0.2 0.2 0.6 0.9
(1.1.3) Property incomes 0.0 0.0 0.1 0.1 0.1
(1.2) Cyclical component -3.9 -2.1 -1.1 -0.9 -0.8 -0.7 -0.4 -0.1
(1.3) One-off and other temporary measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (interest rate/growth differential) (2.1+2.2+2.3) 6.8 -3.9 -3.0 -1.7 -1.7 -1.8 Pnil -2.0
(2.1) Interest expenditure 15 13 1.2 11 1.0 0.9 0.8 0.8
(2.2) Growth effect (real) 7.1 -4.1 -2.9 -1.3 -1.2 -1.1 -1.1 -0.9
(2.3) Inflation effect -1.8 -1.1 -1.3 -1.4 -1.5 -1.6 -1.8 -1.9
(3) Stock flow adjustments 1.9 -0.5 -0.1 0.0 0.0 0.0 0.0 0.0
PM : Structural balance -4.8 -4.3 -3.7 -3.1 -2.6 -2.1 -1.3 -1.4
Key macroeconomic assumptions
Actual GDP growth (real) -7.8 4.2 3.0 13 1.2 11 11 0.9
Potential GDP growth (real) 0.6 0.7 11 1.0 1.0 1.0 0.8 0.8
Inflation (GDP deflator) 2.0 1.1 13 14 1.5 15 1.8 2.0
Implicit interest rate (nominal) 1.6 1.3 1.2 1.1 1.0 0.9 0.8 0.8

(1) Given that the drivers of the EA change in the government debt ratio are calculated as GDP-weighted averages of
country-specific debt projections, small differences may exist between the total change in the government debt ratio and

the sum of its drivers.
Source: Commission services.
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The structural primary balances (SPB)
assumed in the baseline leads to higher debt
ratios than what would be implied by historical
SPB levels, for both EU and EA aggregates (see
Graphs 3.1 - 3.2, and Table 3.3 - Table 3.4). Under
the historical SPB scenario, the debt trajectory
decreases more than under the baseline
(government debt ratio decreasing in both EU and
EA by about 9.5 pps of GDP under the historical
SPB scenario compared with only about 5 pps. of
GDP for EU, and about 4 pps. of GDP for EA,
respectively, under the baseline over 2022-2031).
Concretely, this means converging to an average
structural primary balance of -0.1% / 0.4% of
GDP, respectively, for the EU / EA in the
historical SPB scenario (averages over the period
2005-19). The gap between the debt ratio under
baseline and the historical SPB scenario is found to
be slightly higher at the EA aggregate level than

for the EU (see Table 3.3).

The favourable snowball effects in the baseline
reflect the particularly favourable interest rate
— growth rate differential over the next ten
years (see also Graph 3.5).

Graph 3.5: Interest rate - growth rate differential(%),
outturn and projected values in the baseline

(based on the implicit interest rate)
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Source: Commission services.

Table 3.3: Gross government debt projections (% of GDP) - Baseline and historical SPB scenario, by country
B) Debt in 2031 using the .
Debtin 2022 | (A) Debt in 2031 - Baseline ( r:istorical last 15 yegrs B -A) Year xr:ee:agfs')[z;rr'i'g SPB
average (05-19) on the SPB

BE 118.6 121.2 109.6 -11.6 2029
BG 26.3 23.0 23.4 0.4 2024
cz 42.2 43.1 46.7 3.6 2028
DK 40.9 24.7 16.0 -8.8 2022
DE 69.0 57.1 50.1 7.0 2027
EE 26.4 317 311 -0.6 2029
IE 66.0 48.3 63.7 15.4 2025
ES 123.9 140.6 128.1 -12.5 2031
FR 119.4 119.9 119.6 -0.3 2027
HR 81.6 76.8 89.7 12.9 2027
IT 159.1 155.8 145.8 -10.0 2025
cy 102.8 82.6 83.3 0.7 2028
LV 455 45.3 50.9 5.6 2027
LT 49.5 429 48.7 5.8 2024
LU 28.9 17.9 13.0 -4.8 2022
HU 77.2 64.0 69.0 5.1 2028
MT 59.3 433 45.8 25 2029
NL 65.9 63.5 60.8 2.7 2028
AT 85.1 76.3 73.6 2.7 2029
PL 56.4 46.4 545 8.1 2025
PT 127.2 107.6 123.2 15.6 2027
RO 63.6 126.8 95.8 -31.0 2032
Sl 79.8 79.1 78.0 1.1 2032
SK 67.6 84.2 79.2 -5.0 2032
Fl 725 70.5 58.2 -12.2 2025
SE 40.3 30.6 20.8 -9.8 2022
EU 94.9 90.1 85.4 -47 :
EA 102.6 98.2 93.3 -4.9

Source: Commission services.




While the aggregate average structural primary
balance assumed in the baseline projections
between 2022 and 2031 appears weak by
historical standards, the average change in the
SPB seems to fall closer to the middle of the EU
distribution of past episodes of fiscal
adjustment (see Table 3.4). The average SPB over
2022-31 is lying into a higher quartile than the
middle of the distribution of EU primary balances
observed in the past, reflecting the persistent
impact of the COVID-19 crisis over the medium
term. Yet, at both the EU and the EA aggregate
levels, the pre-crisis SPB forecast, on which the
baseline is grounded, appears overall plausible
based on the European historical track record (see
Graphs 3.6-3.7). Indeed, the pre-crisis SPB
forecast used in the EU / EA projections, at -0.1/
0% of GDP, corresponds to a percentile rank of
56% and 55%, respectively, in the historical
distribution. In other words, looking at all EU / EA
countries' structural primary balances over the
period 1980 — 2020, outturn structural primary
balances were in 55% of cases at or above -0.1/
0% of GDP. This means that, by historical
standards, there is a 55-56% probability that the
EU / EA as a whole would achieve such a
structural primary deficit over the next decade.
However, when looking at the average change in
SPB, the average fiscal adjustment seems to be
slightly less than the middle of the historical
distribution (43% probability that the EU / EA as a
whole would achieve such a fiscal adjustment),
indicating a slightly more ambitious fiscal
adjustment than past episodes of fiscal
consolidation (see Table 3.4). Nevertheless, this
may just illustrate that over the sample period
considered (1980-20), there have not been many
episodes of significant fiscal adjustment.

3. Medium-term fiscal sustainability analysis

Graph 3.6:  EU projected structural primary balance (SPB)
level and percentile rank in different scenarios
against the distribution of EU countries' outturn
SPBs over 1980 — 2020

3-Year average level of Structural Primary Balance (1980-2020) - Probability
distribution

O AVG 05-19 SPB for EU: percentile rank
of 56%
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ra’nekc:isgsﬁ/n forecast for EU: percentie 3-year avg SPB greater than -0.1% of GDP
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— s
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(1) The distribution (yellow histograms) is calculated over a
dataset of all EU countries for the period 1980 - 2020.
Vertical axis: % sample; horizontal axis: SPB values as % GDP.
(2) The pre-crisis SPB forecast for EU is given by the value
reached in the year when all EU countries have converged
to their pre-crisis SPB forecast.

Source: Commission services.

Graph 3.7:  EA projected structural primary balance (SPB)
level and percentile rank in different scenarios
against the distribution of EU countries' outturn
SPBs over 1980 — 2020

3-Year average level of Structural Primary Balance (1980-2020) - Probability
distribution
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(1) The distribution (yellow histograms) is calculated over a
dataset of all EU countries for the period 1980 - 2020.
Vertical axis: % sample; horizontal axis: SPB values as % GDP.
2) The pre-crisis SPB forecast for EA is given by the value
reached in the year when all EA countries have converged
to their pre-crisis SPB forecast.

Source: Commission services.
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Table 3.4: Main macro-fiscal assumptions used in the baseline and historical scenarios, by country
Baseline
The year w_hgn Average Histqrical SPB Pelr(cefntile Percentile PeLce?tiIe Percentile
2022 the pre-cr|s|§ Average change (2022- scenario - average faf? .0 pre- rank of avg rank ot avg rank of AVG
SPB forecast is | (2022-31) (2022-31) crisis SPB | 7,005 31 | change | oo opR
31) forecast 2022-31
reached ) (4)
. SPB SPB SPB SPB @ G
(1) (2) (3) (4)
BE -3,7 -0,5 -1,8 0,2 -0,8 63% 7% 44% 44%
BG -0,6 0,4 0,2 0,2 0,0 47% 49% 44% 45%
cz -2,5 0,1 -0,8 0,3 -1,3 51% 66% 43% 67%
DK 0,7 0,7 0,7 0,0 1,7 42% 42% 47% 19%
DE -1,3 0,7 0,1 0,3 0,8 41% 52% 43% 26%
EE =55 -0,5 =il 7 0,4 -1,8 62% 7% 42% 70%
IE -0,5 0,9 0,6 0,5 -1,6 38% 43% 39% 76%
ES -5,2 -1,0 =3}l 0,3 -2,2 69% 90% 43% 67%
FR -3,7 -1,4 -2,1 0,3 -2,2 74% 82% 43% 76%
HR =il 0,9 0,2 0,1 -1,2 38% 50% A47% 2%
IT -1,2 0,1 -0,1 0,2 1,0 51% 57% 45% 26%
CcY -0,6 2,0 11 0,2 0,9 22% 35% 45% 29%
LV -2,4 -0,3 -0,9 0,2 -1,8 60% 68% 45% 73%
LT -1,2 -0,3 -04 04 -1,4 59% 61% 40% 69%
LU 1,2 1,2 1,2 0,0 1,9 33% 33% 48% 20%
HU A7/ 0,9 0,0 0,3 -0,6 38% 55% 43% 60%
MT -1,3 18 0,6 0,4 -0,2 25% 44% 40% 43%
NL -2,3 0,4 -0,5 0,4 -0,6 46% 63% 41% 46%
AT -2,1 1,1 -0,2 0,5 -0,3 34% 57% 38% 40%
PL -1,5 -0,3 -0,6 0,2 -1,9 60% 64% 44% 76%
PT -0,1 2,4 1,6 0,3 -0,1 19% 27% 43% 60%
RO -9,2 -4,6 -7,2 0,3 -4,4 97% 100% 43% 83%
Sl -4,1 0,7 -1,9 0,5 -2,2 42% 79% 39% 2%
SK -5,3 -0,8 -3,3 0,5 -3,1 66% 90% 39% 80%
Fl 2,1 -0,9 -11 0,2 0,0 68% 71% 44% 33%
SE 0,1 0,1 -0,1 0,1 1,0 57% 57% 47% 27%
EU -2,3 -0,1 -0,8 0,3 -0,5 56% 67% 43% 46%
EA -2,3 0,0 -0,8 0,3 -0,4 55% 67% 43% 56%

(1) Percentile ranks are calculated on the distribution of 3-year average SPB level over all EU countries for 1980 — 2020.

Source: Commission services.

Cross-country main results (42)

The baseline projects a decline in government
debt ratios in most EU Member States. Debt
ratios are expected to decrease in 17 countries with
particularly large reductions foreseen in DK, DE,
HU, CY, PT, and IE (ranging from 14 to 30 pps. of
GDP between 2020 and 2031). In these 6
countries, the substantial projected decrease of
government debt ratios is largely explained by the
structural primary surpluses projected over 2022-
31 (on average, on balance in DE and HU, about
0.6% of GDP in DK and IE, about 1.1% of GDP in
CY, and 1.6% of GDP in PT, respectively) and
favourable snowball effects. At the same time,
government debt ratios would increase in 9 other
countries, namely BE, CZ, EE, ES, FI, NL, FR,
RO and SK. In Romania, debt is set to be on a
particularly fast-increasing path, raising to above
125% of GDP in 2031, from currently low levels
(less than 50% of GDP in 2020). The projected
increase is significant also in the case of Spain and
Slovakia (about 20 pps. of GDP between 2020 and

() See detailed results by country in the fiches presented in
the Statistical Annex A2 of this report.

2031), reaching about 140% of GDP in 2031 in
Spain, and 84% of GDP, respectively, in Slovakia.
The increase is much milder in the case of BE, CZ,
EE, FI, NL and FR, however, starting from a high
level in BE and FR (reaching about 120% of GDP
in both countries by 2031) (see Graph 3.8).

In some highly indebted countries, government
debt burdens are therefore projected to only
marginally decline or even increase. Under the
gradual fiscal adjustment assumed under the
baseline, which implies a return to the pre-crisis
(2021) fiscal position as expected in autumn 2019,
in Spain, Belgium and France, the debt ratio would
increase even further in the coming decade
compared to 2020, while in Italy government debt
would only marginally decrease. Therefore, in
these four countries, debt would remain (well)
above 90% of GDP in 2031. Weak fiscal positions
(a structural primary deficit in France, Spain and
Belgium, and a small structural primary surplus in
Italy) contribute to these trends. A negative interest
rate - growth rate differential (very favourable
snowball effects) would however mitigate the debt
dynamic in all these countries (Graph 3.9; see also



section 3.1.1.2 for an illustration of interest rate
shocks).

In two other highly indebted countries,
Portugal and Cyprus, debt burden would ease
more markedly (by some 28 pps. and 30 pps. of
GDP, respectively) by 2031. In Portugal, despite
the projected large debt reduction, the debt-to-
GDP level will nevertheless remain above 100%,
while in Cyprus would just be falling below 90%.

Graph 3.8:  Peak year of gross government debt (% of
GDP) over the 2020-2031 projections, under
the baseline, by country
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Source: Commission services.

Graph 3.9: Interest rate - growth rate differentials (%) in
the baseline (based on the implicit interest
rate), 2020-31 average, selected EU countries
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Source: Commission services.

In several cases, fiscal assumptions, more in line
with historical patterns, would lead to a lower
debt ratio by the end of the projection period. If
the structural primary balance (before ageing
costs) were reverting, after 2022, to its historical
average, government debt ratios in 2031 would be
lower than in the baseline scenario in a large
number of countries (15). However, significantly
larger debt ratios would be projected in some high
debt countries such as Portugal, but also Ireland.
The largest negative differentials would be
recorded in BE, ES, IT, RO and FI (more than 10
pps. of GDP lower debt), while the largest positive
differentials would be recorded in PT and IE (more

3. Medium-term fiscal sustainability analysis

than 15 pps. of GDP higher debt; see Table 3.3)
given the important differences between recent and
historical primary balances (see Table 3.4).

Fiscal assumptions under the baseline appear
ambitious in some countries and less ambitious
in others. Due to the COVID-19 crisis, in all
countries, expected fiscal positions in 2022 appear
significantly weaker when compared to EU
historical experience, within the tails of the
distribution. Yet, in several countries, the pre-crisis
forecasted structural primary balances, on which
the baseline is grounded, may appear high by
historical EU standards. This is the case in PT, CY
and MT (structural primary surpluses close to or
above 2% of GDP) and to a lower extent in AT,
IE, HR and HU (structural primary surpluses of
about 1% of GDP) - see Table 3.4. In the cases of
PT, CY and MT, only around 20-25% of the EU
distribution displays a structural primary balance
greater than the level assumed for these countries
in the baseline scenario (around one third in the
case of AT, IE, HR and HU) (*®). At the same
time, within the group of high-debt countries (IT,
PT, BE, FR, ES and CY), fiscal positions, as
illustrated by the pre-crisis SPB forecast, appear
relatively weak in some cases based on EU
historical experience (e.g. France, Spain) (*9). In
the case of France and Spain, about 70% of the EU
historical distribution is above the -1.4% of GDP
and -1% of GDP, respectively, pre-crisis structural
primary deficits forecasted assumed in the baseline
scenario.

However, over the period 2020 to 2031, the
average fiscal adjustment assumed under the
baseline seems to be broadly in line with
historical trends for most countries.

(*°) A caveat to keep in mind when considering the percentile
rank measures used in this chapter is that while each
country's fiscal balance is analysed against the overall
distribution of fiscal balances of all EU countries, history
may prove that a certain country is more / less able to
sustain stronger fiscal positions.

(*) The relevant historical experience is given in this analysis
by the past distribution of observed structural primary
balances of all EU peers, which also includes the country-
specific historical experience.
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Table 3.5: Sensitivity tests on interest rates (+1 /-1 pp. on short- and long-term interest rates on newly issues and rolled-
over debt) around the baseline, by country
2031
End forecast (2022) The year when the pre-crsis Baseline Sahock (115 to market imerest | shock Cp e o market erest
forecast SPB is reached
rates rates
Implicit Implicit Implicit Implicit Debt‘ (diff. Implicit Dem, (diff.
SPB interest Debt SPB interest Debt interest Debt interest Debt th interest Debt wnh
Baseline Baseline
rate rate rate rate scenario) rate scenario)
BE -3.7 14 118.6 -0.5 0.9 1243 0.9 121.2 1.6 127.9 6.7 0.1 115.0 -6.2
BG -0.6 2.7 26.3 0.4 2.4 25.8 1.8 23.0 25 24.2 1.2 1.2 218 -1.1
cz -25 1.9 42.2 0.1 1.7 453 1.8 43.1 2.7 46.1 31 0.9 40.2 -2.8
DK 0.7 1.7 40.9 0.7 1.7 40.9 0.9 247 1.6 26.6 19 0.2 23.0 -1.8
DE -1.3 0.8 69.0 0.7 0.2 64.6 0.2 57.1 1.0 61.5 4.4 -0.7 53.1 -4.0
EE -3.5 0.2 26.4 -0.5 0.4 33.2 0.5 317 14 33.8 21 -0.4 29.8 -1.9
IE -0.5 1.6 66.0 0.9 13 61.0 1.0 48.3 1.7 51.3 3.0 03 45.6 -2.7
ES -5.2 1.7 123.9 -1.0 i3 140.6 13 140.6 22 149.1 8.5 0.5 132.6 -7.9
FR -3.7 0.9 119.4 -1.4 0.6 124.6 0.6 119.9 14 127.3 7.3 -0.2 113.2 -6.8
HR -1.3 2.4 81.6 0.9 il 83.6 16 76.8 24 82.0 52 0.8 72.0 -4.8
IT -1.2 2.0 159.1 0.1 1.9 159.9 2.0 155.8 28 166.3 105 12 146.1 -9.7
CcYy -0.6 i) 102.8 2.0 Lz 925 1.8 82.6 25 87.4 4.8 1.0 78.1 -4.5
Lv -2.4 1.6 455 -0.3 0.9 48.2 0.8 45.3 1.6 48.2 29 0.0 42.7 -2.6
LT -1.2 0.7 49.5 -0.3 0.6 47.4 0.9 42.9 1.7 45.8 29 0.0 40.2 -2.7
LU 1.2 1.1 28.9 1.2 1.1 28.9 1.0 17.9 1.5 18.9 1.0 0.6 17.0 -0.9
HU -1.7 3.2 77.2 0.9 31 70.8 &z 64.0 4.1 68.9 4.9 24 59.5 -4.5
MT -1.3 24 59.3 1.8 1.8 49.2 1.8 43.3 2.6 46.6 33 11 40.3 -3.0
NL -2.3 0.7 65.9 0.4 0.3 67.8 0.3 63.5 11 67.9 4.4 -0.6 59.4 -4.1
AT -2.1 15 85.1 1.1 0.8 81.2 0.8 76.3 15 81.0 4.6 0.1 72.0 -4.3
PL -1.5 24 56.4 -0.3 22 54.0 19 46.4 2a 49.1 28 IS 43.8 -2.6
PT -0.1 20 127.2 24 1.7 119.8 16 107.6 23 113.8 6.1 1.0 102.0 -5.6
RO -9.2 4.4 63.6 -4.6 51 132.6 5.0 126.8 6.0 134.4 7.7 41 119.6 -7.2
SI -4.1 2.0 79.8 0.7 1.0 76.7 1.0 79.1 18 84.1 5.0 0.2 74.4 -4.7
SK 455 1.8 67.6 -0.8 J1, 83.0 1518 84.2 1) 89.0 4.8 0.3 79.8 -4.4
Fl -21 0.8 725 -0.9 0.6 73.8 0.5 70.5 1.2 74.4 3.9 -0.2 66.8 -3.6
SE -0.1 0.1 40.3 -0.1 0.1 40.3 0.4 30.6 1.1 32.4 1.8 -0.3 28.9 -1.7
EU -2.3 13 94.9 -0.1 1.0 89.0 1.0 90.1 1.8 95.9 5.8 0.2 84.7 -5.4
EA 2.3 1.2 102.6 0.0 0.8 96.9 0.8 98.2 1.6 104.5 6.4 0.0 92.3 5.9
Source: Commission services.
3.1.1.2. Sensitivity analysis on deterministic would . sizeably affect . government  debt
debt projections dynamlcs by 2031, with some country
differences. Such a shock would lead to a

A set of sensitivity tests around the baseline
adds to the information provided in the policy
scenarios. These sensitivity tests introduce a
change or a shock to key underlying assumptions
of the baseline scenario i.e. on market interest
rates, economic growth, the primary balance and
exchange rates (see Graph 3.10 for example).

Main sensitivity tests

Three sensitivity tests — simulating, respectively,
a positive shock to interest rates, a negative
shock to GDP growth, and a negative shock to
the SPB - are particularly important in the DSA
risk classification. These scenarios determine,
alongside other factors, a country’s level of risk —
see Annex A9. The remainder of deterministic debt
projection  scenarios  constitute  additional
information useful in qualifying DSA risks, but
they do not influence the DSA risk classification.

A standard permanent shock on interest rates
on newly and rolled-over debt (-1 / +1 pp.)

difference between the most favourable and the
least favourable scenarios of around 11 pps. of
GDP in 2030 at the aggregate EU / EA level (see
Table 3.5). The impact would be particularly large
in highly indebted countries such as IT, ES, FR,
BE and PT or in countries with a large debt ratio
projected in 2031, such as RO. For instance, 1 pp.
permanently higher market interest rates would
lead to a much higher debt ratio in Italy by 2031
(around +10.5 pps. of GDP compared to the
baseline scenario) and in Spain, France, Belgium
and Romania (around +7 to +8 pps. of GDP).

Countries' vulnerabilities to interest rate shocks
differ, depending on the maturity of
government debt. In some countries, the effect of
market interest rate shocks on government debt is
amplified by the relatively short maturity of
government debt (e.g. HU or HR), implying rapid
transmission on the implicit interest rate. Other
countries, such as AT and IE, where the average
maturity of government debt is particularly high,
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Table 3.6: Sensitivity tests on the nominal GDP growth rate (+0.5 / -0.5 pp.) around the baseline, by country
The year when the pre-crisis SPB . Standardized (permanent) positive | Standardized (permanent) negative
End forecast (2022) ’ forecast is r’;ached Baseline shock (+0.5p(.';.) on GDP)gprowth shock (-O.Sp(.':).) on GDP)gro?mh

SPB arawih Debt SPB in:\;ist Debt (gverage Debt 2031 (gverage Debt203t ot (gverage Debt2031 "I

2022-31) 2022-31) scenario) 2022-31) scenario)
BE -3.7 3.5 118.6 -0.5 0.9 124.3 11 121.2 16 115.4 -5.8 0.6 127.4 6.2
BG -0.6 37 26.3 0.4 2.4 258 17 23.0 22 21.8 -1.2 12 24.2 13
cz -25 4.5 422 0.1 17 45.3 2.1 43.1 2.6 41.0 -2.0 16 45.2 21
DK 0.7 24 40.9 0.7 17 40.9 18 247 23 232 =il 13 26.3 1.6
DE -1.3 26 69.0 0.7 0.2 64.6 11 57.1 16 54.1 -3.0 0.6 60.3 3.2
EE -3.5 35 26.4 -0.5 0.4 33.2 33 317 3.8 30.5 =il 28 32.9 13
IE -0.5 26 66.0 0.9 13 61.0 28 48.3 33 45.8 -2.6 23 51.0 27
ES -5.2 4.8 123.9 =110 13 140.6 15 140.6 2.0 134.2 -6.4 1.0 147.3 6.8
FR 3.7 31 119.4 -1.4 0.6 1246 13 119.9 18 1143 5.6 038 125.9 5.9
HR -13 37 816 0.9 17 83.6 0.8 76.8 13 726 -4.2 0.2 81.3 45
IT -1.2 28 159.1 0.1 19 159.9 12 155.8 17 147.8 -8.0 0.7 164.2 8.5
CYy -0.6 3.0 102.8 20 17 925 17 82.6 22 779 -4.7 12 87.5 5.0
Lv 2.4 35 45.5 -0.3 0.9 48.2 1.8 45.3 23 43.2 2.1 13 47.6 2.3
LT -1.2 26 49.5 -0.3 0.6 47.4 25 429 3.0 40.9 -1.9 2.0 44.9 21
LU 12 27 28.9 1.2 11 28.9 23 17.9 28 17.0 -0.9 18 18.9 1.0
HU =l 4.5 77.2 0.9 31 70.8 25 64.0 3.0 60.6 -3.4 2.0 67.5 3.6
MT -1.3 6.2 59.3 18 18 49.2 32 433 37 40.9 -2.4 27 45.8 25
NL -23 19 65.9 0.4 0.3 67.8 0.8 63.5 13 60.4 -3.1 0.3 66.8 33
AT -2.1 25 85.1 11 0.8 81.2 11 76.3 1.6 724 -3.9 0.6 80.5 4.2
PL -15 35 56.4 -0.3 22 54.0 3.0 46.4 35 44.1 2.2 25 48.7 24
PT -0.1 35 127.2 2.4 17 119.8 1.0 107.6 15 1015 -6.1 0.5 114.1 6.5
RO 9.2 38 63.6 -4.6 5.1 132.6 26 126.8 31 122.3 -4.4 21 131.5 47
SI -4.1 3.8 79.8 0.7 1.0 76.7 24 79.1 29 75.4 -3.7 1.9 83.0 3.9
SK 5.3 43 67.6 -0.8 il 83.0 1.4 84.2 2.0 80.7 -3.6 0.9 88.0 3.8
FI 2.1 2.2 725 -0.9 0.6 73.8 12 70.5 17 67.2 -3.3 0.7 74.0 35
SE -0.1 2.4 40.3 -0.1 0.1 40.3 2.0 30.6 25 29.1 -1.5 15 322 15
EU -2.3 3.0 94.9 -0.1 1.0 89.0 1.4 90.1 1.9 85.6 -4.4 0.9 94.7 4.7
EA =2.3) 3.0 102.6 0.0 0.8 96.9 1.3 98.2 1.8 93.3 -4.8 0.8 103.3 5.1

Source: Commission services.

seem less exposed to market interest rate shocks,
despite similar or higher government debt levels.

Similarly, a permanent shock on nominal GDP
growth would have large effects on debt ratios.
The gap between the two extreme standard
scenarios (-0.5 / +0.5 pp.) would reach 10 pps. of
GDP in the EU / EA by 2031, with larger effects in
highly indebted countries (e.g. IT, PT, ES, BE, FR,
and CY; see Table 3.6). Importantly, a favourable
permanent shock on growth, compared to the
baseline, would allow a stronger decline of debt to
GDP ratios by the end of the horizon, especially in
highly indebted countries. (%)

A mild ‘fiscal fatigue' scenario (*6) would
increase the debt ratio compared to the baseline

(*) In this report, medium term potential growth has been
significantly revised downward in several countries
compared to the DSM 2019 (see Box 3.1). However, there
are large uncertainties related to the COVID-19
developments and its impact on medium term economic
prospects.

(“%) This scenario assumes lower fiscal adjustment beyond
2022, such that only 50% of the pre-crisis 2021 SPB
forecast is reached.

scenario by around 2 % pps. of GDP in the EU /
EA by 2031 (see Table 3.7). In this case, the
negative effect of a looser fiscal position on
government debt compared to the baseline scenario
would be partly compensated by some positive
feedback effects on growth. Larger gaps are found
in FR, PT, RO, LU, MT, CY and IT.

Additional sensitivity tests

A dual stress test of a +1/-1 pp. shock on short-
and long-term interest rates coupled with,
respectively, a -0.5/+0.5 pps. shock on nominal
GDP growth for the adverse / favourable
scenario shows the largest effects on debt ratios
in 2031. When considering such simultaneous
changes in economic conditions, the gap between
the debt ratios in the two extreme scenarios —
adverse combined and favourable combined -
would widen to as much as 16 - 18 pps. of GDP in
the EU / EA by 2031 (see Graph 3.10). Assuming
a more favourable economic outlook, coupled with
loser financial conditions would support a stronger
downward path for the debt trajectory.
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Table 3.7: Sensitivity test on the structural primary balance around the baseline (lower SPB scenario - only 50% of the pre-
crisis SPB forecast is reached), by country
2031
SPB - the Debt in the SPB . Lower SPB scenario - only 50% of Year when
year when Debt 2022 year when |change 22- Baseline the pre-crisis SPB forecast is Ihevp.re-
SPB 2022  the pre- the_p.re- the year reached crisis
. crisis when the . forecast
forizzzlsi s forecast s | pre-crisis Debt (diff. [ spBis
reached reached | forecast is SPB Debt SPB Debt 5 W'tlh reached
reached aseline
scenario)
BE -3,7 -0,5 118,6 124,3 3,2 -0,5 121,2 -0,8 122,4 1,2 2029
BG -0,6 0,4 26,3 25,8 1,0 0,4 23,0 0,2 24,4 1,4 2024
cz -2,5 0,1 42,2 45,3 2,7 0,1 43,1 0,1 43,5 0,4 2028
DK 0,7 0,7 40,9 40,9 0,0 0,7 24,7 0,3 27,4 2,7 2022
DE -1,3 0,7 69,0 64,6 2,1 0,7 57,1 0,4 59,2 2,1 2027
EE =5 -0,5 26,4 33,2 3,0 -0,5 31,7 -0,7 32,8 11 2029
IE -0,5 0,9 66,0 61,0 1.4 0,9 48,3 0,4 51,1 2,8 2025
ES 5,2 -1,0 123,9 140,6 4,2 -1,0 140,6 =il 142,4 1,8 2031
FR -3,7 -1,4 119,4 124,6 2,3 -1,4 119,9 -2,2 123,9 4,0 2027
HR =153 0,9 81,6 83,6 2,2 0,9 76,8 0.4 79,5 2,6 2027
IT -1,2 0,1 159,1 159,9 1,4 0,1 155,8 0,1 156,3 0,5 2025
CY -0,6 2,0 102,8 92,5 2,6 2,0 82,6 1,0 87,8 52 2028
LV -2,4 -0,3 45,5 48,2 2,1 -0,3 45,3 -0,5 46,2 0,9 2027
LT -1,2 -0,3 49,5 47,4 0,9 -0,3 42,9 -0,4 43,8 0,9 2024
LU 12 1,2 28,9 28,9 0,0 12 17,9 0,6 22,8 4,9 2022
HU -1,7 0,9 77,2 70,8 2,6 0,9 64,0 0,4 66,4 2,4 2028
MT -1,3 1,8 59,3 49,2 3,1 18 43,3 0,9 47,5 4,2 2029
NL -2,3 0,4 65,9 67,8 2,8 0,4 63,5 0,2 64,6 11 2028
AT -2,1 11 85,1 81,2 3,3 11 76,3 0,6 78,9 2,6 2029
PL -1,5 -0,3 56,4 54,0 1,2 -0,3 46,4 -0,5 47,5 11 2025
PT -0,1 2,4 127,2 119,8 2,4 2,4 107,6 1,2 114,4 6,8 2027
RO -9,2 -4,6 63,6 132,6 4,6 -5,1 126,8 7,2 135,7 8,9 2032
Sl -4,1 0,7 79,8 76,7 4,8 0,2 79,1 -0,1 80,2 1,2 2032
SK -5,3 -0,8 67,6 83,0 4,5 =il 72 84,2 -1,6 85,6 1,4 2032
Fl -2,1 -0,9 72,5 73,8 1,2 -0,9 70,5 -1,4 73,4 2,9 2025
SE -0,1 -0,1 40,3 40,3 0,0 -0,1 30,6 -0,2 31,2 0,6 2022
EU -2,3 -0,1 94,9 89,0 2,2 -0,1 90,1 -0,5 92,4 2,4 :
EA -2,3 0,0 102,6 96,9 2,3 0,0 98,2 -0,5 100,5 2,4

(1) This sensitivity test includes a feedback effect from the fiscal balance to growth.

Source: Commission services.

Finally, sensitivity tests on exchange rate
fluctuations are presented in the country-
specific analysis (see the country fiches in the
Statistical Annex A2). As several EU countries
issue a non-negligible share of their government
debt in a foreign currency (see chapter 5),
exchange rate fluctuations may cause some fiscal
risks in particular in countries with a floating
exchange rate regime. Therefore, a sensitivity
shock on the nominal exchange rate is also
computed, with substantial effects in a number of
countries (see country fiches in the Statistical
Annex A2 of this report, and Box 2.2 of the Debt
Sustainability Monitor 2016 for more details).



3. Medium-term fiscal sustainability analysis

Graph 3.10: Sensitivity tests around the baseline scenario on interest rates, nominal GDP growth and the structural primary
balance, EU and EA (% of GDP)
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Table 3.8: Gross government debt projections and underlying structural fiscal efforts (% of GDP) under baseline no-fiscal
policy change and SGP scenarios, by country
End forecast (2022) Baseline SGP scenario
AVG 2231 AVE 2231
change in
Structural  Sructural AVG 22:31 AVG22:31  SPB LIS | structural o
balance primary Debt SPB Debt 2031 | Debt 2031 SPB percentile percentile balance MTO reached in
balance 1) rank rank 2020
1 @
BE 5.3 0.5 118.6 -1.8 121.2 122.1 1.7 7% 28% 6.8 0.0 2032
BG -13 0.4 26.3 0.2 23.0 27.2 05 62% 44% 2.0 -1.0 2023
cz 3.2 0.1 422 0.8 431 425 0.8 66% 31% 4.2 0.8 2027
DK 0.0 0.7 40.9 0.7 24.7 32.0 0.4 46% 49% 0.4 05 2022
DE 1.9 0.7 69.0 0.1 57.1 61.0 05 62% 37% 3.4 0.5 2025
EE -3.6 0.5 26.4 1.7 317 30.9 -1.6 75% 28% -4.1 0.5 2029
IE 15 0.9 66.0 0.6 48.3 50.5 0.1 54% 31% 5.4 05 2024
ES 7.2 -1.0 123.9 3.1 140.6 140.7 31 89% 31% 6.0 0.0 2036
FR -4.8 14 119.4 2.1 119.9 117.8 1.7 7% 26% 5.1 0.4 2031
HR -3.2 0.9 816 0.2 76.8 80.2 0.1 56% 40% -4.0 -1.0 2026
IT -4.3 0.1 159.1 0.1 156.8 147.4 1.0 36% 24% 5.8 0.5 2031
cy 25 2.0 102.8 11 82.6 82.3 1.0 36% 34% -4.8 0.0 2027
Lv 3.1 03 455 0.9 453 458 11 70% 33% 5.7 -1.0 2027
LT 15 03 495 0.4 429 431 08 67% 28% 7.7 -1.0 2025
LU 0.9 1.2 28.9 12 17.9 16.3 1.1 34% 42% 2.2 0.5 2022
HU -4.0 0.9 77.2 0.0 64.0 63.2 0.1 51% 28% 6.7 -1.0 2028
MT 2.6 18 59.3 0.6 433 46.4 0.1 52% 26% 6.9 0.0 2028
NL 27 0.4 65.9 05 63.5 65.3 0.9 67% 31% -4.6 0.5 2026
AT 3.4 11 85.1 0.2 76.3 78.4 0.6 63% 27% 6.6 0.5 2028
PL 2.8 0.3 56.4 0.6 46.4 445 0.4 61% 29% 8.2 -1.0 2026
PT 2.6 24 127.2 1.6 107.6 108.5 1.4 30% 35% 3.3 0.0 2027
RO -115 -4.6 63.6 72 126.8 1111 5.4 98% 20% -8.6 -1.0 2042
S| 56 0.7 79.8 -1.9 79.1 81.5 2.2 82% 26% 6.9 0.3 2032
SK 6.4 0.8 67.6 33 84.2 84.0 3.2 90% 24% 7.8 -1.0 2033
Fl 2.7 0.9 72.5 11 70.5 65.4 0.6 64% 30% 5.3 05 2026
SE 0.2 0.1 403 0.1 30.6 322 0.1 56% 44% -14 -1.0 2022
EU 35 0.1 94.9 0.8 90.1 89.7 0.8 67% 30% -4.8 : :
EA 3.7 0.0 102.6 -0.8 98.2 97.9 0.8 66% 30% -4.8

(1) The SGP scenario includes a feedback effect from the fiscal balance to growth.

(2) In a number of countries, debt ratios projected under the SGP scenario are slightly higher than under the baseline. This is
mostly the case for countries reaching their MTO during the forecast (2021 or 2022) after which the structural balance is
assumed constant until the end of projections. In these cases, debt and interest payment dynamics may result in a higher
projected debt path than in the baseline. These cases should not be over- interpreted.

Source: Commission services.

3.1.1.3. Stabilty and Growth Pact
scenario

(SGP)

Under the SGP scenario, countries are assumed
to adjust their fiscal positions in line with the
EU’s economic and fiscal co-ordination and
surveillance frameworks beyond the short-term
forecast. Beyond 2022, a gradual adjustment of
fiscal policy is assumed that is consistent with the
EU economic and fiscal coordination and
surveillance frameworks, including any flexibility
applied by the competent EU institutions (*7) ().
In this scenario, changes in fiscal policy are

() See at the following link:
http://ec.europa.eu/economy_finance/economic_governanc
e/sgp/pdf/2015-01-
13_communication_sgp_flexibility guidelines_en.pdf.

() The "Commonly agreed position on Flexibility" was
endorsed by the ECOFIN Council of 12 February 2016
(Council document number 14345/15, available at
http://data.consilium.europa.eu/doc/document/ST-14345-

2015-INIT/en/pdf).

projected beyond the forecast horizon. In
particular:
— For countries whose deficit in 2022 is

forecasted to be larger than 3% of GDP, fiscal
adjustment is assumed as per the corrective arm
requirements of the SGP, i.e. yearly adjustment
of 0.5 pp. of GDP until the deficit is brought
below 3% of GDP.

— For countries whose deficit in 2022 is
forecasted to be smaller than 3% of GDP, but
that would not be expected to reach their
Medium-Term Objective (MTOQ) in 2022, the
fiscal adjustment is included as per the ‘matrix
of requirements of the preventive arm’, until
the MTO is reached (considering an yearly
adjustment by no more than 0.6 pp. of GDP).

— Last, for countries which are expected to (over-
Jreach their MTO in 2022, the structural


http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/2015-01-13_communication_sgp_flexibility_guidelines_en.pdf
http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/2015-01-13_communication_sgp_flexibility_guidelines_en.pdf
http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/2015-01-13_communication_sgp_flexibility_guidelines_en.pdf
http://data.consilium.europa.eu/doc/document/ST-14345-2015-INIT/en/pdf
http://data.consilium.europa.eu/doc/document/ST-14345-2015-INIT/en/pdf

primary balance is kept constant at the 2022
forecast value for the rest of the projection
period (*°).

— Moreover, as done in previous reports, this
scenario is run by taking into account a
feedback effect of fiscal consolidation on GDP
growth (a 1 pp. of GDP consolidation effort
impacting negatively on baseline GDP growth
by 0.75 pps. in the same year (*°)). Due to the
slightly different assumptions between the
baseline and the SGP scenario, a comparison
between both is difficult.

Government debt ratios would decrease in most
Member States under the SGP scenario, with a
strong decline in certain cases. Particularly large
reductions are projected in CY and PT (by more
than 25 pps. of GDP by 2031) and non-negligible
in countries such as DK, DE, HU, PL, IE and IT
(ranging from about 10pps. to 15 pps. of GDP by
2031). For some countries (e.g. ES, SK, NL, CZ,
FR, EE, BE and BG), the SGP scenario would only
ensure a decline of the debt-to-GDP level late over
the projection horizon. In RO, a mere stabilisation
is projected.

(*°) The SGP scenario does not take into account the possible
further granting of flexibility (on top of the one already
granted in the context of the European Semester) to
temporarily deviate from the MTO or adjustment path
towards it, under the structural reform and / or investment
clause. Furthermore, the scenario only mirrors compliance
with the adjustment path towards the MTO and does not
explicitly incorporate the debt reduction benchmark.
Nevertheless, one should keep in mind that in general,
though not always, under normal economic circumstances,
the convergence to the MTO under the preventive arm
tends to ensure compliance with the debt reduction
benchmark.

(*°) See Annex A8 for more details on this scenario.

3. Medium-term fiscal sustainability analysis

In only 11 countries government debt will not
exceed the Treaty reference value of 60% by
2031. Despite the assumed fiscal consolidation and
decreasing debt ratios, government debt burdens
would still linger at above 60% of GDP on average
in the EA in 2031, close to 150% of GDP in lItaly,
140% of GDP in Spain, close or above 120% of
GDP in Belgium and France, close or above 100%
in Portugal, close or above 80% of GDP in
Croatia, Cyprus, Austria, Slovenia and Slovakia
These high levels reflect the COVID-19 crisis
legacies, and some negative feedback effects on
growth in this scenario (%).

(®Y) In a number of countries, debt ratios projected under the
SGP scenario are slightly higher than under the baseline.
This is mostly the case for countries (over)-reaching their
MTO during the forecast (2021 or 2022) after which the
structural balance is assumed constant until the end of
projections. In these cases, debt and interest payment
dynamics may result in a higher projected debt path than in
the baseline. These cases should not be over-interpreted.
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Table 3.9: Comparison of the Debt Sustainability Monitor (DSM) 2020 with the Debt Sustainability Monitor (DSM) 2019 (each
based on the respective Autumn forecasts), baseline (all variables in differences between DSM 2020 - DSM
2019)

End forecast (t+2) Baseline scenario Debt
Structural
Structural primary Debt t+3 t+5 E_End.
balance projection
balance

BE -3.5 -0.9 19.9 21.1 27.9 21.3
BG -1.6 -0.5 6.7 8.1 9.2 10.6
Ccz -3.5 -0.8 11.0 12.6 18.2 17.3
DK -0.8 -1.1 10.4 12.2 11.7 13.9
DE -3.0 -1.2 15.3 18.3 22.2 19.8
EE -2.7 0.4 19.0 19.3 25.1 22.1
IE -1.2 -0.1 10.0 12.8 11.7 1.6
ES -4.0 0.0 28.5 28.1 36.7 33.3
FR -2.6 -1.1 22.2 22.6 27.6 20.2
HR -2.1 -0.2 13.4 14.9 18.4 12.5
IT -0.8 -0.3 28.0 27.3 26.0 9.3
CY -3.2 -0.9 11.8 15.9 18.4 20.7
LV -1.9 0.1 9.8 10.8 14.7 10.3
LT -1.1 -0.6 11.9 13.7 12.4 9.5
LU 0.1 0.1 8.3 10.0 8.8 9.0
HU -1.0 15 8.6 9.6 7.9 -4.8
MT -3.5 -0.4 17.2 20.4 25.4 25.5
NL -2.7 -0.1 19.1 20.9 26.6 25.3
AT -3.2 -0.1 17.3 19.9 26.2 25.1
PL -1.0 0.1 9.0 10.1 8.1 -1.7
PT -1.6 0.1 10.4 12.6 12.6 0.9
RO -6.9 -1.6 25.4 23.2 43.2 65.2
Sl -4.6 0.1 17.2 20.2 28.8 25.5
SK -5.8 -1.2 23.4 25.4 39.0 52.3
FI -2.0 -1.1 15.0 16.3 18.7 15.4
SE -1.2 -1.4 6.8 8.9 9.9 15.0
EU -2.5 -0.8 17.3 18.9 22.6 18.2
EA -2.6 -0.7 19.8 214 25.5 20.0

Source: Commission services.

3.1.1.4. Baseline results comparison with the
DSM 2019

This round of projections shows a significantly
more unfavourable fiscal outlook compared to
the Debt Sustainability Monitor (DSM) 2019,
reflecting the impact of the crisis and the
necessary fiscal response taken. In the short-
term, the structural primary balance at the end of
the forecast period reflecting the impact of the
COVID-19 crisis, exhibits much larger overall
deficits with this Autumn 2020 Commission
forecast compared to the previous round
(difference of -1.5 pp. and -1.7 pp. of GDP at the
EU and EA level, respectively, see Table 3.9).
Such worsening of the fiscal position (in all
countries, except LU) is expected to be particularly
significant in RO, SK and Sl (between -3.6 and -
3.8 pps. of GDP difference), but also non-

negligible in almost all the other countries (ranging
between -1.3 and -2.9 pps. of GDP difference).
Only BG, DK, IE, IT, LT, PL and FI are expected
to see a relatively less severe deterioration
compared to Autumn 2019 forecast (below a 1 pps.
of GDP difference). In the medium-term, end-
projection government debt ratios are expected to
be significantly higher compared to the DSM 2019
in all countries, by more than 30 pps. of GDP in 8
countries (ES, CY, MT, NL, AT, RO, SI, and SK),
by about 20 pps. of GDP in 5 countries (BE, EE,
HR, FR, and HU), and by about 10 pps. of GDP in
9 countries (BG, CZ, DE, IE, IT, LV, LU, PT, and
SE). Only FI, PL, and DK will see a relatively less
severe deterioration of about 9 pps. of GDP.
Overall, the 2022 debt aggregates are higher by
some 21 pps. and 24 pps. of GDP for the EU and
the EA, respectively, compared to the DSM 20109.
The less favourable aggregate fiscal outlook



reflects the expected deteriorated fiscal position for
the next two years, but also more challenging
economic growth conditions for the medium-term,

as opposed to one year ago. However, over the
medium-term, the debt trajectory is supported by
the assumption of a gradual return to the pre-crisis
forecast of the structural balance, which implies a
gradual adjustment in the fiscal position, and leads
to a decrease in the debt accumulation rate under
the baseline. Moreover, past the peak of the crisis,
the debt trajectory would still benefit from
favourable debt dynamics related to the interest —
growth rate differential throughout the projection
period (see Graph 3.11).

Graph 3.11: EU Interest rate - growth rate differentials (%),
under the baseline in the DSM 2020 and DSM
2019 (based on the implicit interest rate)

80 r
6.0 | forecasts/ projections
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r-g Baseline scenario DSM 2020
= = = = 1-g Baseline scenario DSM 2019

Source: Commission services.

3.1.2. Stochastic debt projections

Stochastic  projections  complement  the
deterministic government debt projections to
highlight potential risks for the debt dynamics
stemming from the uncertainty surrounding the
macroeconomic  and  fiscal  projections.
Stochastic projections produce a distribution of
debt paths, corresponding to a wide set of possible
underlying macroeconomic conditions, obtained
by applying shocks to the macroeconomic and
fiscal variables (government primary balance,
interest rates, economic growth and exchange
rate) (%3) of the baseline. Hence, stochastic
projections capture in a more comprehensive way
than standard deterministic projections the
uncertainty surrounding the macroeconomic
projections. The advantages of this approach are
three-fold: i) running a very large number of

(%) Shocks to the exchange rate are simulated only for non-EA
countries, for which the share of public debt denominated
in foreign currency can be significant.

3. Medium-term fiscal sustainability analysis

sensitivity tests; ii) calibrating the shocks to past-
observed country-specific volatility; iii) capturing
the country-specific correlation between the
different variables (%3).

Results presented in the form of fan charts
allow assessing the probability of reaching the
minimum and maximum levels of government
debt ratios under a large range of
macroeconomic shocks. Stochastic projection
results are generally presented in the form of fan
charts, featuring the cone of the debt-to-GDP ratio
distribution over the 5-year projection horizon. In
the fan charts, the projected debt path under the
baseline (around which shocks apply) and the
median of the debt ratio distribution are reported
respectively (as a dashed and a solid black line at
the centre of the cone) (see Graphs 3.12). The cone
covers 80% of all possible debt paths obtained by
simulating 2000 shocks to primary balance,
nominal growth, interest rates and exchange rate
(the lower and upper lines delimiting the cone
represent respectively the 10th and the 90th
distribution percentiles), thus excluding from the
shaded area simulated debt paths (20% of the
whole) that result from more extreme shocks, or
“tail events”. The differently shaded areas within
the cone represent different portions of the
distribution of possible debt paths. The dark blue
area (delimited by the 40th and the 60th
percentiles) includes the 20% of all possible debt
paths that are closer to the baseline.

In this update of the DSM, symmetric fan
charts are presented. Upside and downside risks
are treated as equally likely, as risks to the primary
balances under the baseline are considered to be
balanced.

When considering symmetric shocks around the
baseline, the government debt ratio in the EA
would increase with high probability above
current level over the next 5 years. From about
102% of GDP in 2020, the EA debt ratio is
projected to lie between 97% and 112% of GDP in
2025 with an 80% probability (see Graph 3.12). In
terms of debt dynamics, the probability that the EA
debt ratio would rise in 2021 is about 60%, and it
is expected to further increase afterwards in 2023
and 2024 with an 100% and 80% probability,

(*®) See Berti (2013) and Annex 7 for more details on the
methodology used.
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respectively. Therefore, the probability that the EA
government debt ratio would be higher in 2025
than its current level is high (around 65%). The
uncertainty surrounding the baseline is equally non
negligible by historical standards, as the width of
the cone reaches about 15 pps. of GDP in 2025.

Graph 3.12:  Gross public debt (% of GDP) from symmetric
stochastic projections (2020 - 25), Euro area
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Source: Commission services.

While the probability of a continuing rise of EA
government debt over the next 5 years is high,
some countries are even more likely to
experience upward trends. The relatively high
probability of higher EA government debt in 2025
than its current level reflects a probability of a debt
increase of more than 70% over the next five years
in seven countries. Relatively high probabilities of
increasing debt are in particular estimated in some
medium to high debt countries such as Spain
(95%), Netherlands (94%), France (93%), Slovakia
(91%), Belgium (71%), and Finland (71%) (see
Table 3.10). Some of the highly indebted countries
such as Portugal and Cyprus have a lower
probability of debt increase, at around 20%, while
others such as Italy remain at close to 50%.

Cross-country differences in terms of width of
the cone of the distribution reflect underlying
uncertainty surrounding the baseline. In
countries such as Estonia, Sweden, France, the
Netherlands and Germany, the distance between
the upper and the lower tails of the debt ratio
distribution is relatively limited (a difference
below 16 pps. of GDP). For instance, in France,
the debt ratio is projected to lie between 117% and

133% of GDP with an 80% probability. On the
other hand, in countries such as BG, CY, PT, HR,
HU and RO, a higher historical volatility of macro-
financial and fiscal conditions lead to much wider
debt distribution cones (of around 35 to 50 pps. of
GDP). This reflects the underlying heterogeneity
of Member States business cycle, and clearly
points to higher uncertainty surrounding baseline
projections for this latter group of countries, but
also to some extent the fact that their historical
past includes an episode of prolonged high
volatility of macroeconomic conditions during the
global financial crisis (see Table 3.10).

Stochastic debt projections can also be used to
derive 'non-increasing debt caps'. Non-
increasing debt caps are defined as the median
level of public debt to target in 2025 to ensure that,
even in the case of adverse shocks, public debt
ratios will not increase relative to their current
values with a 90% probability (see FSR 2015 and
DSM 2017 for more details). These values may
provide useful insights compared to conventional
uniform targets used in fiscal rules, by taking into
account country-specific economic features. In
other words, countries, characterised by large
uncertainties, such as the Baltics or Ireland, may
need to target lower debt levels, than more stable
economies.

Non-increasing debt caps largely differ between
Member States depending on current debt
levels, and country-specific economic volatility.
The EA non-increasing debt cap is estimated at
around 94% of GDP, with values ranging from
46.7% of GDP in Slovakia to 143% of GDP in
Italy among EA countries (see Graph 3.13).

For the vast majority of countries under
examination, the debt ratio that is projected to
be reached in 2025 under the baseline would
not be sufficient to contain debt trajectories in
case of adverse shocks. Indeed, in all countries
the median debt ratio projected in 2025 is above
non-increasing debt caps. Therefore, pursuing the
policies included in the baseline would not ensure
that countries would be immune to continuing debt
increases (with a 90% probability) in case of
negative shocks. This is particularly true for RO,
where despite a level of debt of 46.7% of GDP in
2020, the median debt ratio projected for 2025 is
close to 90%, significantly higher than its non-
increasing debt cap level (23% of GDP). However,



3. Medium-term fiscal sustainability analysis

Table 3.10:  Stochastic debt projections results by Member State (% of GDP)

_ . Diff. btw. Probability of
o . 10th percen_nle 90th percen_tlle percentiles 90th debt ratio in
Country Debt ratio in Me_dla_m debt Qf d_ebt _rat|q gf d_ebt _ratu_) and lOth_of debt 2025 greater
2020 ratio in 2025 | distribution in | distribution in . _ratu_) . than in 2020
2025 2025 distribution in symmetric (DA;)
2025

BE 117.7 124.1 109.8 140.1 30.3 711
BG 25.7 25.2 0.3 52.3 51.9 49.1
cz 37.9 45.7 33.9 57.7 23.7 79.9
DK 45.0 36.6 28.2 45.2 17.1 10.8
DE 71.2 67.7 60.0 76.3 16.4 29.8
EE 17.2 33.9 29.3 39.4 10.1 100.0
IE 63.1 61.5 49.2 77.1 27.9 44.3
ES 120.3 135.1 123.3 148.8 25.5 95.4
FR 115.9 124.7 117.1 133.4 16.3 93.0
HR 86.6 84.5 69.0 103.0 34.0 42.7
IT 159.6 160.1 145.7 176.6 30.9 52.2
CY 112.6 100.6 79.1 123.0 43.9 23.4
LV 47.5 49.7 35.6 67.3 317 56.1
LT 47.2 47.0 34.2 64.5 30.3 49.6
LU 25.4 2.4 14.1 35.5 21.4 43.9
HU 78.0 7.6 58.7 96.0 37.4 45.5
MT 55.2 58.5 46.8 72.5 25.8 61.7
NL 60.0 69.1 61.7 77.9 16.2 93.8
AT 84.2 87.0 73.5 101.0 27.5 60.4
PL 56.6 54.7 46.4 63.6 17.2 38.7
PT 135.1 124.4 106.0 144.2 38.2 235
RO 46.7 89.1 69.4 113.0 43.6 99.7
Sl 82.2 84.7 72.0 99.0 27.0 59.8
SK 63.4 78.7 63.9 95.5 31.6 90.9
FI 69.8 74.0 64.8 84.7 19.9 70.5
SE 39.9 38.4 32.5 44.2 11.7 36.4
EA-19 101.7 103.9 96.8 111.8 15.0 65.3

Source: Commission services.

this is also valid for countries such as IT, ES, BE, Graph3.13: Non-increasing debt caps and median debt
FR, HU, SK and NL, where the median debt ratio ratio in 2025 in selected Member States

is also significantly higher than its non-increasing 175 [ %ofGDP

debt cap level (with a gap ranging from 17 pps. of 455
GDP in IT to 32 pps. of GDP in SK).

"s Debt ratio, 2020
4 Median debt ratio, 2025
= Non-incresing debt cap, 2025
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Table 3.11:  Medium-term government gross financing needs (% of GDP) under the baseline, by country
2012 2019 2020 2021 2022 2031 Average 23-31| | Average 20-31
BE 26.3 15.6 26.0 211 215 19.9 20.7 21.2
BG 3.0 1.0 5.8 3.2 2.7 2.0 2.0 2.4
Ccz 11.6 5.3 10.6 9.2 9.3 7.1 7.9 8.3
DK 8.0 6.3 16.2 51 7.0 2.1 4.1 55
DE 23.2 11.0 22.0 15.9 15.1 10.9 12.9 14.1
EE 4.5 1.2 8.5 6.3 5.5 2.0 3.2 4.1
IE 18.7 5.8 124 10.1 6.3 4.9 5.1 6.3
ES 28.8 15.7 27.8 25.6 25.7 24.5 25.4 25.7
FR 21.8 16.8 26.5 25.2 23.5 20.0 21.3 22.3
HR 154 14.4 18.6 14.4 15.8 12.6 14.4 14.8
IT 26.8 20.4 32.7 29.0 27.4 25.7 25.7 26.7
CY 26.8 14.8 235 9.4 7.4 11.0 11.5 12.0
LV 4.0 4.5 13.0 6.1 6.4 5.0 5.9 6.6
LT 10.6 6.1 15.4 11.2 7.0 5.9 6.1 7.4
LU 4.6 3.0 7.2 3.7 3.3 0.8 0.6 1.6
HU 14.2 17.8 28.2 23.8 23.2 16.5 19.5 20.9
MT 9.6 5.7 15.4 14.0 11.0 4.5 7.2 8.8
NL 20.4 7.7 18.4 15.6 151 115 12.9 13.8
AT 9.3 8.6 18.4 14.9 12.5 7.8 9.9 11.3
PL 8.9 4.6 13.9 7.6 7.0 5.6 6.1 7.0
PT 27.9 11.0 20.0 15.1 14.7 12.8 13.3 14.2
RO 13.0 7.6 14.3 155 18.2 24.5 21.8 20.4
Sl 10.3 6.9 21.8 12.9 12.9 10.5 12.8 13.6
SK 13.9 3.6 16.8 10.3 104 7.4 9.3 10.1
Fl 13.6 7.5 18.0 15.0 13.3 9.6 10.7 11.9
SE 10.1 5.6 10.7 9.6 8.5 5.4 6.3 7.2
EU 20.9 12.7 22.8 19.0 18.0 14.9 16.1 17.1
EA 22.6 13.7 24.3 20.5 19.4 16.2 17.5 18.5

(1) Medium-term government GFN are calculated as the sum of the government budgetary deficit (+) / surplus (-), debt
amortisations and other debt-creating / reducing flows (stock-flow adjustments — SFA) - see also Section 2.2 Table 2.1 for the
definition of medium-term government GFN. Debt amortisations cover both debt securities and all types of loans, but not
currency and deposits. The data sources used are Eurostat for the share of short-term and long-term public debt and the ECB
(Centralised Securities Database) for the share of outstanding debt securities maturing within the year. For post-programme
surveillance countries, official loans’ repayments are taken into account. Discrepancies may appear with other institutions'
estimations (e.g. ECB, IMF) due to differences in the scope and sources used. Forecasts and projections are based on the
assumptions of the baseline. More information on these calculations can be found in the DSM 2016.

Source: Eurostat, ECB, Commission services.

3.2. MEDIUM-TERM FINANCING NEEDS

The COVID-19 pandemic drew attention to the
governments’ financing needs and especially to
these needs’ volume in the short-term, when
liquidity pressures tend to tower in a crisis. This
section looks at how post-COVID-19 gross
financing needs (GFN) are projected to develop
over the medium term. As already mentioned in
Section 2.2 and in past reports, GFN is a measure
able to serve a variety of fiscal analysis purposes,
besides being quantifiable from diverse sources
and with different methods.

For the purposes of medium-term analysis, this
section examines GFN projections, which follow
the same definition and components as short-
term GFN. Medium-term GFN include a broad

range of government liabilities (debt instruments).
Specifically, GFN are calculated as the sum of the
budget deficit, debt amortisations, and stock-flow
adjustments (SFA) (%) - see also Section 2.2,
Table 2.1. Similarly to short-term GFN shown
under SO, GFN values for 2019 are outturn data,
whereas 2020-31 figures represent estimations /
projections closely associated to the Commission’s
debt projection model, to which they are linked.

(**) Debt amortisations include both securities and loans, but
not ‘currency and deposits'- see also Section 2.2 Table 2.1
for the definition of government GFN. Stock-flow
adjustments (SFA) include other ‘below the line’ (i.e. not
affecting the deficit) net debt-creating items such as the net
acquisition of financial assets (e.g. accumulation of
cash/deposits, nationalisation, participation in a (new)
common financial instrument at EU level, etc.).



Medium-term GFN projections capture the
maturity of government debt and thereby
provide key complementary information on
liquidity-related vulnerabilities. If the debt to
GDP ratio remains a crucial metric to assess fiscal
sustainability, the current context of widened
deficits, low interest rates and, country-varying
debt maturities call for a careful account of gross
financing needs (*). Gross financing needs
provide a measure of a government’s liquidity, or
its facility to face upcoming financial obligations.
Hence, the projected dynamics of gross financing
needs usefully measure the extent to which
governments may need to tap financial markets
over the current and the coming years, thus
enabling an assessment of roll-over risks (°).

Average medium-term GFN would not reach
the levels seen during the economic and
financial crisis, and would generally decrease
over time. Though average GFN-to-GDP ratios
over the projection period would exceed the values
recorded pre-COVID-19, in 2019, these averages
are still below the liquidity stress seen in 2012.
Specifically, medium-term gross financing needs
for the EU/EA would average 17.1%/18.5% of
GDP over 2020-31, respectively, which compares
with 12.7%/13.7% of GDP in 2019 and
20.9%/22.6% of GDP in 2012 (see Table 3.11).
Moreover, they would generally decline by the end
of the projection period.

While easing over time, part of the COVID-19
impact is expected to linger on EU
governments’ liquidity needs for some years. At
aggregate level, EU/EA liquidity pressures are set
to ease by 2022, by some 5 pps of GDP compared
to 2020 (see Table 3.11 and section 2.2). However,
given the large scale of the 2020 upsurge, debt
stocks have been affected more durably, and
financing requirements would decline more
modestly further ahead, over the medium term.
Specifically, EU/EA GFN ratios are expected to
average, respectively, some 16.1%/17.5% of GDP
over 2023-31, which outhumber the respective
aggregates’ levels in 2019.

(*®) The indicator is also used by other institutions such as the
IMF, the ECB and the ESM.

(*®) Medium-term GFN projections have been introduced with
the DSM 2016. Outturn values for this variable have been
used in the SO indicator since 2012 (see chapter 2). More
details on the calculations can be found in the DSM 2016.

3. Medium-term fiscal sustainability analysis

Important cross-country differences exist. These
differences reflect heterogeneity in terms of
government debt stock, maturity structure,
financing conditions, and government primary
balance. 2023-31 average gross financing needs
are estimated above their 2019 levels for 20
governments, with the largest increases projected
in RO, ES, SI, SK, IT, NL, BE and FR (by more
than 4 pps. of GDP). Only a few countries are
projected to see their 2023-31 average Qross
financing needs fall compared to 2019 (IE, DK,
LU, CY), while in Lithuania and Croatia 2023-31
average GFN would return to their 2019 levels.
Over 2023-31, medium-term GFN would remain
below their 2012 peak in all countries except RO,
HU, SI, LV and AT (see Table 3.11).

3.3. MEDIUM-TERM FISCAL SUSTAINABILITY
INDICATOR: THE S1 INDICATOR

Sustainability gap indicators measure the
additional budgetary adjustment that would
ensure sustainable public finances. Medium-
term sustainability is captured by the S1
indicator (°7). Specifically, S1 shows the additional
adjustment to the (baseline) structural primary
balance (cumulated over 5 years) that is required to
bring the debt-to-GDP ratio to 60% in 15 years,
including any expenditure arising from an ageing
costs. (°8) Alternative simulations assume a debt
target at the pre-crisis debt ratio. The timescale of
the indicator has been chosen sufficiently long to
allow the impact of ageing to be analysed in a
meaningful way, while still remaining subject to
influence from decisions by current taxpayers and
policy makers.

3.3.1. Results of the medium-term sustainability
indicator S1

The S1 indicator captures medium-term fiscal
sustainability risks linked to the government’s
capacity to bring the debt ratio to 60% of GDP
over the medium-term. Table 3.12 shows the

(") The medium term here refers to horizon at which the debt
target is reached (Y+15), as defined below.

(*® In line with the adjusted definition of the baseline this
round (see Box 1.1), for the S1 indicator, the fiscal
adjustment is assumed to start as from the year the pre-
crisis forecast SPB is reached (year Y), with the debt target
assumed to be reached 15 years thereafter (year Y+15).
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results for the S1 indicator computed by reference
to the baseline. The table also reports the
indicator’s breakdown into: i) the initial budgetary
position; ii) the debt requirement to reach the 60%
target debt; and, iii) the required adjustment to
cover the ageing costs.

EU and EA aggregates

The EU / EA aggregate structural primary
balance must significantly improve to achieve a
government debt ratio of 60% of GDP over the
medium term. (*°) The required improvement for
the EU and the EA amounts, respectively, to a
cumulative fiscal effort of 2.3 and 2.8 pps. of
GDP, i.e. a sustained average budgetary
consolidation effort of around 0.5 and 0.6
percentage points per year, respectively (see Table
3.12).

For the EU and the EA, the main drivers
pushing up the S1 sustainability gap indicator
are the debt requirement component and the
cost of ageing. The additional adjustment needed
to meet the debt target of 60% of GDP by the end
of the horizon considered accounts for the largest
positive component of the S1 indicator in both the
EU and the EA, respectively 2.3 and 2.9 pps. of
GDP. The cost of ageing component accounts for
0.9 pps. of GDP of the S1 sustainability gap in the
EU, and 1.0 pps. of GDP in the EA. On the other
hand, the initial budgetary position overall
contributes to reducing the S1 fiscal gap (by
approximately 1 pps. of GDP).

(*°) See note (**) above regarding the definition of the medium
term.

Table 3.12:  The medium-term sustainability indicator (S1)
and its components, pps. of GDP

Due to
Initial
s1 Budgetary reqLIJ:i)re;bmtent Ageing costs
position (IBP)
BE 4.3 -1.2 4.6 0.9
BG 3.1 -1.2 2.5 0.7
cz 0.9 -0.8 1.2 11
DK 4.2 -2.8 15 0.1
DE 1.1 -2.3 0.2 1.0
EE 2.9 -0.7 2.3 0.1
IE 1.8 -2.8 0.1 1.0
ES 7.7 0.8 5.4 15
FR 4.4 -0.6 4.8 0.3
HR 15 -2.2 1.6 0.9
IT 9.2 14 6.5 14
CY 0.6 -3.4 2.2 0.6
LV 1.8 -11 1.0 0.3
LT 1.0 -0.9 1.0 1.0
LU 3.9 -2.8 2.6 14
HU 0.3 -1.8 0.6 0.9
MT 3.5 -3.3 1.1 0.9
NL 0.1 -1.8 0.3 1.6
AT 0.3 -2.9 14 1.2
PL 1.6 -1.2 0.5 0.1
PT 2.0 -2.9 4.0 0.9
RO 14.8 8.8 4.3 1.7
Sl 1.6 -1.6 0.9 2.2
SK 3.2 -0.2 15 1.9
Fl 0.9 -0.8 1.0 0.8
SE 3.1 -1.8 1.6 0.3
EU 2.3 -0.9 2.3 0.9
EA 2.8 -1.1 2.9 1.0

Source: Commission services.

Cross-country results

The S1 indicator flags Romania, Italy, Spain,
France, Belgium and Slovakia to be at high risk
in the medium term. These six countries would
require a significant fiscal adjustment to achieve
the debt target of 60% of GDP over the medium
term. Other four Member States, PT, SI, Fl and NL
are flagged to be at medium risk, requiring
additional consolidation efforts, although not
exceeding 0.5 pps. of GDP per year, to achieve the
60% of GDP debt target. (°°). Finally, sixteen
countries (DK, LU, MT, SE, BG, EE, IE, LV, PL,
HR, DE, LT, CZ, CY, AT and HU) have an S1
indicator with a negative value, indicating that,
under the baseline, these countries are expected to
stay below the 60% of GDP threshold over the
horizon considered (Y+15). Almost half of the
low-risk countries (PL, MT, LV, LT, CZ, DK, SE)
are expected to meet the debt target already by

(®) The thresholds used to assess the scale of the sustainability
challenge based on the S1 indicator are as follows: 1) if S1
is less than zero, the country is assigned low risk; 2) if S1
is between 0 and 2.5 (thus requiring a further adjustment in
the structural primary balance of up to 0.5 pps. of GDP per
year in the 5 years following the SPB return to its pre-crisis
level), the country is assigned medium risk; 3) if S1 is
greater than 2.5 (implying an adjustment in the structural
primary balance of more than 0.5 pps. of GDP per year),
the country is assigned high risk.



year Y, when the SPB is assumed to return to its
2021 pre-crisis forecast value (5%).

Graph 3.14: The S1 sustainability indicator and its
components
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In most countries at high-risk according to S1,
the main driver of the medium-term fiscal gap
is the debt requirement, Given the high
accumulated stock of debt, debt requirement
constitutes the largest component of S1 in BE, ES,
FR and IT (see the debt trajectories of countries at
high risk according to S1, in Graph 3.15). In the
case of Romania, the initial budgetary position
strongly contributes to the large value of S1, given
a very deteriorated fiscal balance, which improves
only gradually over time, under the baseline.
Ageing costs are the main driver of S1 in Slovakia;
they compound the challenges derived from other
components especially in Romania, Spain and
Italy.

(®*) See Section 3.1.1.1 Table 3.3 for the exact years Y and the
debt levels reached at that point.

3. Medium-term fiscal sustainability analysis

Graph 3.15: Debt path to reach 60% of GDP (as per the S1
indicator), selected high-risk countries, % of
GDP
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Source: Commission services.

3.3.2. The required structural primary balance

The required structural primary balance
(RSPB) informs about the fiscal policy that
needs to be sustained in order to achieve a debt
ratio of 60% of GDP over the medium term.
The RSPB reflects the overall size of the structural
primary balance required to close the medium-term
sustainability gap, i.e. to reach a debt ratio of 60%
of GDP over the medium term. It is calculated as
the sum of the pre-crisis structural primary balance
forecast for 2021, as estimated in the DSM 2019,
and the required adjustment quantified by S1.

The overall required structural primary
balance to ensure a debt ratio of 60% of GDP
over the medium-term varies significantly
across EU countries. Graph 3.16 shows the RSPB
for each EU country and its breakdown into the
structural fiscal position forecast pre-crisis and the
S1 sustainability gap. At the individual country
level, the size of the RSPB varies substantially
from -3.5% of GDP for Denmark to more than 3%,
4% or 6% of GDP for Belgium, Portugal and Spain
respectively, and 9.4% of GDP for Italy and 10.1%
for Romania. The latter are rather high by
historical standards. During the past three decades,
there have been 14 episodes in advanced
economies and 26 episodes in emerging economies
when individual countries adjusted their structural
primary balance by more than 7 pps. of GDP (%?).

(°%) See IMF (2010). The list includes the following countries
(end date of episodes in parentheses): BE (1998), CY
(2007), DK (1986), FI (2000), GR (1995), IE (1989), IT
(1993), PT (1985), SE (1987, 2000), UK (2000).
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Graph 3.16: The required structural primary balance by
year Y+5 to reach 60% debt target at the end
of the debt adjustment period (Y+15)
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Sensitivity to debt targets and interest rates

To offset the increase in debt-to-GDP ratio
during the COVID-19 crisis over the medium
term, the structural primary balance would
require a lower adjustment than to reach a debt
ratio of 60% of GDP by the same horizon. For
the EU as a whole, the fiscal effort to absorb the
COVID-19 crisis debt (i.e. to return to the 2019
debt levels) in Y+15 would be lower than to meet
the 60% of GDP debt target the same year (Table
3.13 reports the cumulated adjustment needs for
different debt end-points). This is a direct
consequence of the fact that pre-COVID-19 crisis
debt levels exceeded 60% of GDP in several EU
countries. The structural primary balance
adjustment required to bring the debt-to-GDP ratio
at pre-crisis levels would be nonetheless still
demanding for ES and SK, with a cumulated
budgetary consolidation effort around 4 pps. of
GDP. (%)

Conversely, a higher adjustment of the
structural primary balance would be required
to offset higher interest rates. Specifically, if the
interest rate on new and rolled over debt increased
by an additional percentage point compared with
the reference assumption, the required fiscal

(®®) In some cases, the required fiscal effort to reach the pre-
COVID-19 debt level would in fact be higher than
measured by the standard S1 indicator, there where pre-
COVID-19 debt ratios were lower than 60% of GDP in
2019, thus constituting a more stringent debt target (e.g.
BG, CZ, DK, EE, LV, LT, NL, RO and SK).

adjustment to achieve a debt ratio of 60% of GDP
over the medium term would increase by 2 pps. of
GDP for RO, by 1 pp. of GDP or more for ES, IT,
BE, FR, and by 0.5 pps. of GDP or more for all EU
countries except LT, EE, DK, SE, BG and LU (see
Table 3.13) (5. These results illustrate the
importance of the favourable financing conditions,
as assumed in the baseline, for ensuring that the
fiscal effort to bring down debt remains at a
manageable level.

Table 3.13:  Required fiscal adjusmement to bring debt to
GDP to 60% over the medium term versus to its
pre-crisis level (2019) and sensitivity to interest
rates (pps. of GDP)

+ 1pp in the short-term /long
term interest rate on

maturing and new debt from

2022
Budgetary effort (cumulated |Difference in budgetary effort
SPB) (cumulated SPB)
60% of GDP Pre-crisis 60% of GDP Pre-crisis

(S1) levels (2019) (S1) levels (2019)
BE 4.3 0.8 1.1 1.2
BG -3.1 0.4 0.3 0.1
cz -0.9 17 0.6 0.4
DK -4.2 -1.6 0.4 0.3
DE -1.1 -1.1 0.7 0.7
EE -2.9 17 0.4 0.2
IE -1.8 -1.6 0.5 0.5
ES 7.7 4.5 1.6 1.7
FR 4.4 0.8 1.0 1.2
HR -1.5 -2.6 0.8 0.9
IT 9.2 2.8 12 15
cY -0.6 -3.6 0.8 0.9
Lv -1.8 0.3 0.5 0.4
LT -1.0 12 0.4 0.3
LU -3.9 -0.1 0.3 0.1
HU -0.3 -0.8 0.8 -0.1
MT -3.5 =il&) 0.5 0.5
NL 0.1 12 0.7 0.6
AT -0.3 -1.3 0.7 0.8
PL -1.6 -0.3 0.5 0.4
PT 2.0 =&l 0.9 11
RO 14.8 16.7 2.0 19
Sl 16 11 0.9 1.0
SK 3.2 4.2 0.9 0.8
FI 0.9 0.9 0.5 0.5
SE -3.1 -0.7 0.4 0.2
EU 2.3 0.8 0.9 0.9
EA 2.8 0.6 0.9 1.0

Source: Commission services.

(*) The shock is implemented only on new and rolled over
debt beyond the last year of the forecast (2022), and for
this reason, it takes time to have significant large effects on
the implicit interest rate.



3.3.3. Comparison with results in the DSM 2019

This section compares the results of the S1
indicator with those of the Debt Sustainability
Monitor 2019 (DSM 2019 henceforth).

The comparison of the S1 indicator results
between this round and the DSM 2019 should
be interpreted with caution, given the
exceptional crisis context and the ensuing
adjustment of the baseline. This round, the
baseline has been adjusted to reflect the
extraordinary impact of the crisis on public
finances, by assuming a gradual return of the
structural primary balance to the pre-crisis forecast
level (as explained before, and in Box 1.1). Hence,
the S1 indicator, whose computation is anchored to
the baseline, has also been adapted (see definition
above and Table3.14).

Table 3.14:  S1 fiscal sustainability indicators’ definition
DSM 2019

DSM 2020

Required fiscal adjustment, measured | Required fiscal adjustment, measured as
as cumulated adjustment of the SPB | cumulated adjustment of the SPB over 5
over 5 years as from the last forecast |years as from the year when the baseline
year (t+2), to bring the debt to GDP SPB would return to its pre-COVID
ratio to 60% in 13 years from present |crisis value (year Y), to bring the debt to
time t (2034) GDP ratio to 60% 15 years after year Y
(country-specific year)

End of adjustment period (SPB
adjusted and/or maintained): t + 15

End of adjustment period (SPB adjusted
and/or maintained): Y + 15

(1) For country-specific years Y, see Section 3.1.1.1.
Source: Commission services:

On the back of debt surges fuelled by the crisis,
sustainability gaps measured by the S1
indicator have increased in all but one EU
country. Most EU countries have maintained their
risk category, except for NL, Sl and SK, which
have deteriorated their risk classification, the latter
significantly, moving from low to high risk (see
Graph 3.17). Although several Member States
remain in the same risk categories as in the DSM
2019, the S1 current update shows a larger fiscal
adjustment needed to ensure medium-term
sustainability, except for PT. Member States with a
substantial increase in their required S1 adjustment
include RO (with a 9 pps. of GDP increase in S1),
SK, ES, NL, MT and SI, with an increase between
2.6 and 5.1 pps. of GDP. Portugal is the only
country for which the S1 gap is slightly lower this
round, by 0.3 pp. of GDP. The latter improvement
is associated to a slightly more favourable IBP,
notably reflecting the downward revision of
interest rates beyond T+10 (see Graph 3.18),

3. Medium-term fiscal sustainability analysis

which ensures more favourable debt dynamics (for
some countries, over that horizon - see Box 4.1).

Graph 3.17:  S1 comparison DSM 2020 vs DSM 2019 (pps. of
GDP)

15

S1 upperthreshold

-10 -

Source: Commission services.

The  variation in  the  medium-term
sustainability risks is still mainly driven by
changes in the requirement to meet the debt
target and the initial budgetary position ().
The role played by the debt requirement
component is more important this round and
reflects the government debt shock associated to
the COVID-19 crisis, which will take larger fiscal
efforts to adjust (Graph 3.18). All cases of
significant S1 increases flagged above (RO, SK,
ES, NL, MT, SI) are particularly driven by higher
debt requirement component this round. Similarly,
the case of a lower S1 this round, PT, is the only
one where the debt requirement is now lower (see
explanations above).

(*®®) The positive changes mean that the fiscal indicators and/or
their components have increased between the 2019 DSM
and this report. This report includes the same costs of
ageing from the Commission - EPC Ageing Report 2018,
except for four countries (HR, IT, RO and SK, see Chapter
4).
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Graph 3.18: Components of change in S1 (DSM 2020 based

on Commission 2020 Autumn forecast
compared to DSM 2019 based on Commission
2019 Autumn forecast)
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Box 3.1: Economic impact of COVID-19 over the next 10 years — a comparison of the
Autumn 2020 T+10 projections with the pre-COVID-19 projections from Autumn 2019

Although the start of national vaccination
programmes give grounds for optimism, the
degree of uncertaintysurroundingthe pandemic
is still extremely large (with specific riskslinked
to virus mutations & problems in accessing
adequate vaccine supplies). In addition, many
commentators expect a ‘new normal’ to emerge in
the way we live and work and the pandemic could
have economic effects that last well beyond the
medical emergency.

The directeconomicimpactofthe pandemic is
affected by policy measures as well as
behavioural changes aimed at reducing the
spread of the virus and avoiding contagion.
Massive policy initiatives have been deployed by the
EU and Member States to avoid bankruptcies, of
otherwise viable firms, and employment losses.
These measures, and the temporary nature of the
health crisis, should make the economic impact of
the pandemic largely temporary, as discussed in the
Commission’s Autumn forecast for the years 2020-
2022. (Y Nonetheless, some long-term economic
effects of COVID-19 could arise from delayed or
cancelled investment, disrupted education and
training, hysteresis on the labour-market and
frictionsin the reallocation of capital and labour. (%)

This box compares the 10-year ahead (‘T+10)
projections of potential GDP growth based on the
Commission’s Autumn 2020 forecast with those
based on the Autumn2019forecast (before the
emergence of COVID-19). Thisallows gauging the
longer run economic impact of COVID-19 under
certain assumptions. The T+10 projectionsare given
in Table 1, with a short technical description of the
methodology used for the projections provided in
annex 6. In interpreting these numbers, and
especially in terms of deciphering the impact of
COVID-19 on the economic prospects of individual
EU countries and the EU as a whole, a number of
pointsneedto be stressed.

() Autumn 2020 Commission Forecasts.

() See for example Bodnar, et al. (2020), Mattana et
al.(2020), Jorda, et al. (2020) and Barrero, et al.
(2020).

Firstly, these T+10 baseline projections are
calculated using a very stable methodology
endorsed by EU Member States back in 2014.
The only change which has been introduced over the
intervening 6-year period was an update of the
calculation method for the NAWRU anchor
introduced in the Spring 2020 forecasts. Since the
effects of the change to the NAWRU anchor were
relatively small, it is clear that methodological
factors are not driving the changes to the T+10
projectionsshown in Table 1 between Autumn 2019
and Autumn 2020. Whilst the T+10 numbers for
some EU countries are to some extent affected by
demographic, ageing-related, factors, nevertheless
Table 1 underlines the fact that the most significant
changes to the T+10 projections, relative to Autumn
2019, are driven by the changes to the short term
forecasts over the period 2020-2021. The T+10
implications of these changes to the short run
forecasts are therefore essentially a second-round
effect, with the Commission’s latest Autumn 2020
forecasts being the primary driver. A number of
technical adjustments have been introduced in 2020
to smoothen the overall potential output estimations
in view of the large but temporary shifts in hours
worked. By cushioning the labour market impact (in
line with the widespread resort to short-time
working schemes), these adjustments avoid
excessively pro-cyclical movements of estimated
potential growth.

Secondly, these no policy change T+10
projections are by no meansa forecast—theyare
simply a non-judgemental, rules based,
extrapolation of recentdevelopmentsin the key
structural growth drivers for the individual
Member States. Their purposeistoillustrate what
would happen to the Member State’s potential
growth rates if the labour, capital and total factor
productivity trends, which have emerged over the
years running up to the end of Autumn 2020 short
term forecasts (i.e. up to 2022), were to persist over
the medium to long run. We know that in the
Autumn 2020 forecast, the coverage of Member
States” Recovery and Resilience Programmes
(RRP’s) is very incomplete, which makes the no-

(Continued on the next page)
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Box (continued)

policy-change assumption more problematic than
usual. The picture is likely to look quite different in
Spring 2021, when the RRPs are fully reflected in
the T+10 projections.

Thirdly, given thatthe bulk of theeffects of the
COVID-19 shock should be mainly cyclical, not
structural, innature, the extent of the long-term
pass through from actual to potential is actually
small. For the euro area as a whole, the economic
pass through rate from the short term forecasts to the
final T+10 impact is much lower than would be
expected from an economic shock of the magnitude
of COVID. This smaller pass through reflects the
enormous levels of short term support which is
helping to temporarily protect the EA’s labour
potential and firms. At the level of the EA as a
whole, one can see the extent of this cushioning
impact in the Autumn 2020 forecasts, since the
contribution from labour to overall potential out put
is expected to slightly increase relative to the
Autumn 2019 projections.

Fourthly, whilst the passthrough rate for the EA
asawhole is relativelysubdued, thisis not the
case forasmall number of the countriesshown in
Table 1. Two factors are central in understanding
these country specific differences. T he first factor is
the dynamic pattern of the evolution of GDP over
the short term forecasting horizon, 2020-2022.
Essentially the shallower and more delayed the
recovery, the greater the negative potential output
impact. This pattern for the evolution of some EU
economiesis consistent with an assumption that the
impact of COVID is likely to extend beyond a
cyclical time horizon, with medium to long run
implicationsin termsof scarring effectsfor some of
these economies. The impact of a more protracted
drop in activity mostly translates into lower TFP

growth, with the economic interpretation being that
a necessary reallocation of labour and capital
depresses productivity for some time. The second
factor driving country specific differences are
compositional issues. If there are big changes to the
investment or the population of working age
forecasts over the period 2020-22, since neither of
these variables are smoothed, the effect on potential
is large since changes to these specific variables feed
directly into the potential numbers.

Finally, some structural effects may also be
includedinthe Autumn 2020 Forecasts (possibly
stemming from expectations about liquidity
constraints, zombie firms,skill losses, sectoral
reallocation). T hese effectswould also affect T+10
values (see Annex 6 for details on extension
methodsfrom T+2 to T+10). A graphical analysisof
the drivers for the EU as a whole given in Graph 1
below, show that the revisions between Autumn
2019 and Autumn 2020 are driven mainly by drops
in productivity and investment. As stressed earlier,
the labour market effects are cushioned by the
current array of discretionary policies.

Graph1: Drivers of potential growthinthe EU over the
10 years 2020-2029 (Differences between the
Autumn 2019 vs Autumn 2020 T+10
Projections)
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Source: Commission services.
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Box (continued)

Table 1: Potential GDP developments over 2 years 2020-2021 and the 10 years 2020-2029 (Differences between the

Autumn 2019 vs Autumn 2020 T+10 Projections)

Contributions to Potential GDP

Actual GDP Potential GDP -
Labour Capital TFP

2020-2021 Avg | 2020-2021 Avg | 2020-29 Avg 2020-29 Avg 2020-29 Avg 2020-29 Avg

Aut20 Autl9 | Aut20 Autl9 | Aut20 Autl9 | Aut20 Autl9 | Aut20 Autl9 | Aut20 Autl9
AT -1.5 1.4 0.7 1.7 0.8 1.5 0.1 0.3 0.5 0.6 0.3 0.7
BE -2.1 1.0 0.6 1.5 0.7 1.0 0.2 0.3 0.3 0.5 0.1 0.3
DE -1.0 1.0 0.8 1.4 0.8 1.1 -0.1 -0.1 0.3 0.4 0.6 0.8
DK -0.2 1.6 1.9 1.7 1.6 1.4 0.2 0.2 0.5 0.5 0.9 0.7
ES -3.5 1.4 0.2 14 0.9 1.2 0.2 0.2 0.4 0.5 0.3 0.5
FR -1.8 1.3 0.8 1.3 0.9 1.1 0.2 0.1 0.4 0.4 0.3 0.6
IE 0.3 3.4 2.2 4.1 2.6 2.9 0.5 0.6 0.5 0.8 1.5 1.5
IT -2.9 0.6 -0.2 0.4 0.5 0.4 0.2 0.0 0.1 0.2 0.2 0.3
LU -0.3 2.6 2.0 2.7 1.9 2.5 1.1 1.5 0.7 0.8 0.1 0.2
NL -1.6 1.3 0.7 1.5 0.6 0.9 0.1 0.1 0.3 0.4 0.1 0.5
PT -2.0 1.7 1.0 1.9 0.8 1.2 0.0 -0.1 0.2 0.4 0.7 0.9
Fl -0.7 1.0 0.9 1.2 1.0 1.0 -0.1 -0.2 0.5 0.5 0.6 0.7
SE 0.0 1.2 1.5 1.7 1.6 1.9 0.4 0.6 0.6 0.6 0.6 0.7
cz -1.9 2.2 1.4 2.6 1.6 2.1 0.1 0.1 0.6 0.7 1.0 1.4
EE -0.6 2.3 3.3 3.5 3.1 3.0 -0.1 -0.2 1.2 1.2 2.0 2.0
HU -1.2 2.8 2.5 3.9 2.3 34 0.1 0.3 1.1 1.5 1.2 1.5
LV -0.3 2.6 2.3 3.4 1.8 2.4 -0.9 -0.7 0.9 1.0 1.7 2.0
LT 0.4 24 3.7 3.9 2.6 24 -0.5 -0.6 1.2 1.2 1.9 1.8
PL -0.1 3.3 2.7 4.0 2.9 3.4 -0.6 -0.4 1.1 1.2 2.3 2.6
SK -1.4 2.7 1.0 2.8 13 2.5 -0.3 -0.3 0.7 1.0 0.9 1.8
S| -1.0 2.7 1.6 3.0 2.3 2.9 0.3 0.2 0.5 0.8 1.5 1.8
cY -1.2 2.5 1.6 2.6 1.6 2.1 0.4 0.7 0.8 1.1 0.4 0.2
MT -2.2 4.0 2.7 5.1 2.6 4.5 0.9 13 1.2 1.6 0.6 1.6
BG -1.3 2.9 1.3 2.7 1.5 2.1 -0.5 -0.6 0.7 0.9 1.3 1.7
RO -0.9 3.4 24 3.7 2.3 3.3 -0.6 -0.6 1.3 1.3 1.6 2.6
HR -1.9 2.5 1.1 2.6 0.7 1.4 -0.2 -0.3 0.6 0.8 0.3 0.8
EA -1.8 1.2 0.6 1.4 0.9 1.1 0.1 0.0 0.3 0.4 0.5 0.7
EU -1.6 1.4 0.8 1.6 1.0 1.3 0.0 0.0 0.4 0.5 0.7 0.9

Source: Commission services.
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Box 3.2: Debt sustainability analysis for Greece

Greece successfully completed its European
Stability Mechanism (ESM) stability support
programme on 20 August 2018. Following the
end of the programme, Greece has been integrated
into the regular economic surveillance framework
for EU Member States under the European
Semester for economic policy co-ordination. In
order to cater for the specific needs and challenges
of Greece, the Commission has activated enhanced
surveillance for Greece under Regulation (EU) No
472/20131, effective as from 21 August 2018. The
last 8™ Enhanced Surveillance Report was issued in
November 2020 (%) — alongside the 2020 autumn
European Semester package — including an update
of the debt sustainability analysis (DSA) and
capacity to repay.

Following the integration of Greece into the EU
regular surveillance framework, this edition of
the Debt Sustainability Monitor (DSM) provides
an analysis of Greece’s debt sustainability
challenges. The European Institutions have carried
out a comprehensive revision of the debt
sustainability framework for Greece in the 8"
Enhanced Surveillance Report published in
November 2020 (). The revised framework
includes a baseline scenario, which is aligned with
the Commission framework applied to assess the
debt sustainability challenges for all Member
States. In case of countries with clear policy
commitments, the framework allows for an explicit
assumption on the path of the primary balance to
reflect such commitments. Therefore, the fiscal
assumption continues to be based on the
conclusions reached at the June 2018

(Y) European Commission (2020d).

(® Until the 8" Enhanced Surveillance Report, the
assumptions for Greek debt sustainability analysis
have followed the methodology described in the June
2018 Fourth Review Compliance Report, based on
which Greece was put under enhanced surveillance as
of August 2018. For details on the revised
methodology, see 2020 November Enhanced
Surveillance Report, available online.
https://ec.europa.eu/info/publications/enhanced-
surveillance-report-greece-november-2020_en

Eurogroup (°). The revised framework also
includes a country-specific scenario analysis to
assess the long-term risks. This Box reports on the
revisions of the DSA baseline and underlying
macro assumptions since the 2019 European
Semester package published with the 2019 DSM
for the entire 40-year projection horizon (%), and, in
addition, presents the standard Commission
alternative scenarios and sensitivity tests for
assessing medium-term risks.

Debt sustainability analysis

The DSA update published with the 2020
autumn Semester package (henceforth, the 2020
DSA) shows that the COVID-19 crisis has
increased the medium-term debt sustainability
risks relative to the previous update of the 2019
autumn Semester package (henceforth, the 2019
DSA). The changes in the 2020 DSA are due to
both changes in methodology and the large revision
in macroeconomic projections in the near- and
medium-term due to the impact of the COVID-19
crisis (see Table 1) (°).

(® The details on the standardised horizontal approach
for the baseline assumptions are presented in Box 1.1,
Chapter 1. In addition to the fiscal path assumption,
the inflation assumption slightly differs from the
horizontal assumption beyond the last forecast year.
In order to enhance consistency with inflation
expectations as reflected by the markets in the
sovereign’s financing costs, the country-specific GDP
deflator was anchored to euro area inflation
expectations measured by the ‘5-year 5-year’
inflation-linked swaps until the fifth forecast year,
while assuming a gradual convergence to the 2%
inflation target by 2030. For details, see 2020
November Enhanced Surveillance Report. The
difference to the standardised horizontal assumption
for inflation is negligible.

(*) The revisions of the DSA baseline and underlying
macro assumptions are taken from the November
2020, and respectively, November 2019 Enhanced
Surveillance Reports.

(®) The 2020 DSA update also includes: updated
methodology, updated debt data for 2019, updated
macroeconomic projections, interest and amortization
payments on Greek Loan Facility (GLF) as well as
other loans, new bond issuances, and an updated
privatisation schedule. The income equivalents from
the SMP-ANFA profits are assumed to be disbursed
and used for debt service purposes only.

(Continued on the next page)
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Box (continued)

Table 1:  Main macro assumptions underlying the
baseline (2020 DSA vs. 2019 DSA update)

Average  Average
2020-29 _2030-60
2000sA 38 386 08 22 22 22 22 07 22
2019DSA 35 35 30 22 22 22 22 26 22

2020 2021 2022 2030 2040 2050 2060

Primary surplus (% of GDP)

2020D5A 90 50 35 07 17 16 15 06 15

Real growth (%) 2019 DSA 18 23 20 10 10 10 10 14 10

2020D5A 102 55 45 28 38 36 35 16 35

Nominal growth (%) 2019 DSA 32 36 33 3.0 3.0 30 30 31 3.0

202005A 15 16 16 21 31 40 70 18 34

Re-financing rates (%) 2019 DSA 2.7 31 35 46 43 39 34 39 41

Source: Commission services. Note: The 2020 DSA
primary balances until 2022 reflect the short-term
Commission Autumn Forecast, and are reported in
accrual terms, but the calculations take into account
cash-accrual adjustments.

Despite the deteriorated short-term outlook, the
baseline scenario shows a return to a declining
trend for the government debt-to-GDP ratio.
The pandemic is expected to have a sizeable impact
on the Greek government debt, which is projected
to increase from 180.5% of GDP in 2019 to over
207% of GDP in 2020. However, as the emergency
fiscal measures related to the pandemic are
expected to be temporary and the economy is
projected to start recovering in 2021, the
government debt-to-GDP ratio is expected to
follow a declining trend as from 2021. However, it
would remain at high levels, above 120% of GDP
until 2040, which reflects the deteriorated near- and
medium-term outlook when compared with the
previous 2019 DSA update, where the debt ratio
was expected to hover only above 100% at that
time (°). By 2060, the debt ratio is expected to be
about at the same level as in the previous 2019
DSA update (see Graph 1), supported by the
expected favourable financing conditions () over

(®) In 2033, there is a temporary hike in the debt ratio
when the deferred interest payments are capitalised
and included in the EDP debt.

(") The baseline includes the impact from the EU-level
recovery instruments, including the European Central
Bank’s Pandemic Emergency Purchase Programme,
only in so far as sovereign financing conditions are
expected to remain favourable and stable over the
medium-term, as well as foster convergence in euro
area spreads over the long-term, as real convergence
occurs in the long-term and the ‘flight-to-safety’
phenomenon within the euro area is being reduced.

the medium-term, and higher long-term growth
rates than in the previous 2019 DSA update (?).

Government gross financing needs (GFNs) are
expected to hover above 15% of GDP for the
next 20 years, before decreasing to about 13% of
GDP by 2060. This reflects much larger financing
needs than in the previous update over the near-
and medium-term, where GFNs were expected to
remain below 10% of GDP until early 2030. In the
long-term, the GFNs projections are in line with the
previous 2019 DSA update (see Graph 1).

Graph 1: Government debt-to-GDP ratio and GFNs
projections, baseline (2020 DSA vs. 2019 DSA)

240 | % ——Debt 2020 DSA 60
——Debt 2019 DSA
200 ——GFN 2020 DSA (ths) - 50

——GFN 2019 DSA (ths)

D HOOUNDA NN DAL N DA ®YN D
AN N NNANOOOOOS SIS TOOWLWLD
OO0 000000000000 O0O0O0 OO0 OO
NAAATNANANAAAANNAACATNTNTATQQ

Source: Commission services

The baseline assumptions are subject to
uncertainty, which is increasing over the
projection horizon. Financing conditions could
turn out less favourable than assumed, in particular
beyond the medium-term. As shown in the 8™
Enhanced Surveillance Report, with a higher risk

(® The long-term growth developments are anchored to
the macroeconomic assumptions of the revised 2021
Ageing Report (see European Commission - EPC
(2020)). These reflect the recent reforms affecting the
sustainability of public finances in the long-term
(such as pension reforms, and health and long-term
care measures), recent demographic projections with
an impact on participation rates and labour market
variables, and the assumption of convergence in
labour productivity across Member States. The
updated long-term growth is on average 0.4
percentage points higher compared to the one
assumed before. The projections do not take into
account the potential positive impact on potential
growth from reforms and investments that could be
implemented under the Recovery and Resilience
Facility, as these were unknown at the cut-off date of
this DSA update.

(Continued on the next page)
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Box (continued)

premium in the long-term, the debt ratio — while on
a declining path — would remain significantly
higher than in the baseline projections. The gross
financing needs would also be higher, but remain
marginally below 20% of GDP in the long term.
Should a higher risk premium be accompanied with
lower real GDP growth in the long-term, the debt
trajectory would not stabilise, and gross financing
needs would exceed 20% of GDP from the mid-
2030s onwards. As the 8" Enhanced Surveillance
Report argues, this highlights the importance of
proceeding with an ambitious growth agenda (°).

In addition to the assessment of long-term risks,
the medium-term risks are analysed in this Box
based on the Commission standard alternative
scenarios and sensitivity tests for assessing
medium-term fiscal sustainability risks (3°).
Given small rollover risks over the next 10 years,
standard negative shocks to growth or interest rates
do not have a sizable impact on the debt ratio over
the medium-term. Under all stress tests and
alternative scenarios considered in this DSM
update, the debt trajectory is expected to remain on
a downward path over the medium-term. However,
as GFNs are expected in the baseline to hover
above 15% of GDP and reach about 19% of GDP
in 2031, negative shocks to growth over the
medium-term could lead to more persistent fiscal
deficits, and therefore, lead to further increases in
GFNs. Nevertheless, considering the historical
distribution of shocks, the probability of the debt
ratio being higher in 2025 than its current level is
rather low, at about 12% (see fan chart in the
statistical annex below).

Additional mitigating and aggravating risk
factors exist. The structure of the Greek
government debt, in terms of maturity structure and
composition helps mitigating vulnerabilities, while
additional risks could emerge from sizeable

(®) For details on the alternative scenarios capturing
long-term risks, please see the 8" Enhanced
Surveillance Report.

(*%) For details on the calibration of the Commission
standard alternative scenarios and sensitivity tests for
assessing medium-term risks, please see the
methodological annexes of the DSM.

contingent liabilities. As official lenders hold the
majority of government debt, Greece is in principle
less exposed to rollover risks associated with high
debt levels (). A large share of debt is financed at
low rates by official lenders and the average
maturity increased substantially over the past years
(average residual maturity on medium and long-
term debt is about 21 years in 2020), effectively
insulating the financing costs from short-term
fluctuations and  reducing rollover  risks.
Furthermore, the Recovery and Resilience Facility
is also expected to be a mitigating factor that could
support growth potential through investments and
reforms. Aggregate interest expenditure is expected
to remain low in the baseline scenario by historical
standards. Moreover, risks stemming from an
increase in the share of short-term debt are more
than offset by the existing substantial cash buffer.
State cash reserves remained high at around €19.6
billion as of end-September 2020 (*?). By contrast,
the large negative international investment position
could be an aggravating factor, as well as the share
of non-performing loans in the banking sector,
which points to non-negligible uncertainty related
to contingent liability risks. Similarly, the
materialisation of contingent liabilities related to
state guarantees to firms and self-employed granted
during the pandemic could represent a non-
negligible risk. Finally, a sudden reversal in the
currently observed low-interest-environment over
the medium-term could also be considered an
aggravating factor, if it materialises.

(*Y) The share of government debt held by the non-
resident external official lenders is currently about
75% for Greece. Given the large weight of the
external official sector in total outstanding debt,
market perception of rollover risks is negligible.

(*» This includes the cash buffer account, amounting to
€15.7 hillion, which was built through disbursements
under the European Stability Mechanism programme
and dedicated to debt service. Greece may use this
amount for other purposes as well, following an
approval of the European Stability Mechanism’s
governing bodies.

(Continued on the next page)
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Box (continued)

1. General Government Gross Debt projections under baseline, alternative scenarios and sensitivity tests

EL - Debt projections baseline scenario | 2019 | 2020 | 2021 | 2022 ‘ 2023 | 2024 | 2025 ‘ 2026 | 2027 | 2028 | 2029 | 2030 ‘ 2031
Gross debt ratio 1805 2071 196 1931 1873 1822 1796 1766 1732 1694 1651 1604 1555
Changes in the ratio (-1+2+3) 57 26,6 -6 65 58 51 2,6 -30 34 38 43 -48 4.8
of which
(1) Primary balance 45 -38 -36 -08 22 22 22 22 22 22 22 22 22,
(2) Snowball effect (2.1+2.2+2.3) -1,6 27 79 57 235 29 04 08 1,2 -16 21 26 -2,6)
(2.1) Interest expenditure 22 31 29 28 27 25 23 22 21 21 19 19 19
(2.2) Growth effect -34 184 -88 -6,2 -41 -34 07 08 -08 09 -10 12 14
(2.3) Inflation effect -04 22 -19 -23 22 -20 -19 22 -25 -28 -30 -32 31
(3) Stock-flow adj 04 09 -32 -15 00 00 00 00 00 00 00 00 0]
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cing needs and financial informati

Profile redemption for existing securities and official loans, as of Jan. 2021 - EL

%0 ot stock of maturing securities and loans (% 2020G0P):  223,1
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4. Risks related to government's contingent liabilities
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4 . LONG-TERM FISCAL SUSTAINABILITY ANALYSIS

4.1. LONG-TERM FISCAL  SUSTAINABILITY
INDICATOR: THE S2 INDICATOR

4.1.1. Baseline results of the S2 indicator

Fiscal sustainability in the long term relates to
the achievement of the government's
intertemporal budget constraint. This constraint,
which is also known as the solvency condition,
refers to the capacity of a country to meet its debt
obligations, over an infinite horizon, with a stream
of future primary surpluses. This condition
requires that the government debt stabilises over
the long term (i.e. by 2070). Other things equal,
the greater the projected cost of ageing, the more
difficult it is to fulfil the intertemporal budget
constraint, as higher revenue (in present terms) is
required to cover these additional costs, in addition
to other expenditure, including the cost of
servicing the outstanding debt.

The S2 indicator is the central element of the
long-term sustainability analysis. Using the
infinite version of the government budget
constraint, the S2 fiscal sustainability gap indicator
measures the budgetary adjustment that would
ensure sustainable public finances in the long term.
Specifically, this indicator shows the upfront
adjustment to the (baseline) structural primary
balance (subsequently kept constant at the adjusted
value forever) that is required to stabilise debt-to-
GDP ratio over the infinite horizon, taking into
account any additional expenditure arising from an
ageing population ().

(°%) The upfront adjustment to the structural primary balance is
anchored to the baseline, and assumed to take place once
the structural primary balance reaches its pre-crisis forecast
value (see annex A5 for further details).

Table 4.1: Results of the S2 long-term sustainability
indicator
s2 CoA
S2 IBP CoA Pensions HC LTC Others
BE 3.7 1.0 2.7 0.9 0.3 1.4 0.0
BG 25 0.1 25 1.9 0.1 0.1 05
cz 4.8 0.2 4.6 26 0.6 11 0.3
DK 1.0 0.1 0.9 -1.3 0.7 1.7 -0.3
DE 2.1 0.1 2.2 1.0 0.5 0.3 0.5
EE 0.7 0.6 0.2 0.8 0.4 0.4 0.3
IE 24 -0.9 B 1.0 0.7 1.8 -0.3
ES 0.2 11 0.8 -1.9 0.0 1.0 0.0
FR 11 17 2.8 3.2 0.2 05 0.3
HR -2.1 -0.3 -1.8 -2.5 0.8 0.3 -0.3
IT 11 0.5 0.6 -1.8 0.6 1.8 -0.1
cy 0.2 1.7 1.9 18 0.2 0.2 0.4
Lv -0.3 0.5 -0.8 -1.3 0.2 0.1 0.2
LT 0.3 0.3 -0.1 -1.6 0.2 0.9 0.5
LU 107 0.7 11.4 74 1.0 26 0.3
HU 33 -1.1 4.3 29 0.5 0.4 0.6
MT 4.6 -1.7 6.3 815} i 0.9 0.4
NL 33 0.3 3.0 0.9 0.4 17 0.0
AT 24 0.6 3.0 0.0 1.0 16 0.3
PL 1.6 0.6 1.0 -0.9 0.7 0.7 0.5
PT -1.5 -1.7 0.2 -2.0 1.5 0.7 0.0
RO 6.5 4.9 16 0.7 03 0.2 0.4
Sl 34 -0.3 37 24 0.3 0.6 0.4
SK 7.7 1.4 6.3 4.7 0.7 0.4 0.4
FI 3.2 2.1 12 0.4 05 15 0.4
SE 2.9 0.7 2.2 -0.2 0.6 1.5 0.4
EU 1.5 0.6 0.9 -0.6 0.4 0.9 0.1
EA 12 05 0.7 0.7 0.4 0.9 0.0

Source: Commission services.

The S2 indicator points to fifteen Member
States at high or medium fiscal risk in the long
term (°). The upfront adjustment to the primary
structural primary balance implied by the S2
indicator in the EU is shown in Table 4.1 and
Graph 4.1. Luxembourg, Slovakia and Romania,
the countries for which the S2 indicator stands
above the high risk threshold (with an S2 level of
10.7, 7.7 and 6.5 pps. of GDP, respectively), face
substantial long-term sustainability challenges.
The large long-term fiscal gap for these countries
is related in particular to an unfavourable initial
budgetary position (IBR) in the case of Romania,
and to the projected pressure stemming from an
ageing population and more specifically pension
spending, in the case of Luxembourg and Slovakia.
The other countries with fiscal gaps pointing to
medium risk are CZ, MT, BE, SI, NL, HU, FI, SE,
BG, AT, IE and DE.

(*") The calculation of the S2 indicator is based on the cost of
ageing reported in the Ageing Report 2018 and subsequent
updating of the pension spending related to reforms
between 2018 and 2019 in the following countries: Croatia,
Italy, Romania and Slovakia.
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Graph 4.1:  The S2 sustainability indicator and its
components
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(1) For the long-term sustainability indicator S2, the following
thresholds are used to assess the scale of the sustainability
challenge: 1) if S2 is lower than 2, the country is assigned low
risk; 2) if S2 is between 2 and 6, the country is assigned
medium risk; 3) if S2 is greater than 6, the country is assigned
high risk (see European Commission, 2012 and 2016a).
Source: Commission services.

Government spending on health and long-term
care contributes to widening the fiscal
sustainability gap in all the Member States.
Graph 4.1 shows for each Member State a
disaggregation of the S2 indicator in terms of the
initial budgetary position (IBP) (%) and the three
components of the long-term cost of ageing
(CoA) (%9, namely pensions, healthcare, long-term
care, and other determinants (education
expenditure and unemployment benefits, see also
Table 4.1). The -contribution of government
spending on health and long-term care to the
sustainability gap is particularly high (greater than
or equal to 2.0 pps. of GDP) for LU, AT, IE, IT,
DK, MT, PT, SE and NL. Expenditure on pensions
is estimated to widen the sustainability gap in
fourteen countries, especially in LU, SK, MT, HU,
CZ, SI, BG and CY (greater than or equal to 1.5
pps. of GDP). Overall, the contribution of the total
cost of ageing to long-term sustainability risks is
expected to be very significant, exceeding 2 pps. of

(°®) More specifically, this component of S2 is given by the gap
between the initial structural primary balance, and the debt-
stabilising primary balance, and thus abstracting from
future changes due to the cost of ageing.

(®) The long-term budgetary projections (incorporated in the
calculation of the sustainability indicators presented here)
have been published in European Commission - EPC
(2018). For Croatia, Italy, Romania, and Slovakia, pension
expenditure projections have been updated following
recent reforms (see European Commission, 2020a).

GDP in LU, SK, MT, CZ, HU, SI, IE, NL, AT,
BE, BG, SE and DE.

In a bit less than half of the Member States the
sustainability gap is due to both an
unfavourable initial fiscal position and the cost
of ageing. This is reflected in the position of a
significant number of countries in the top right
quadrant in Graph 4.2, which maps the Member
States according to their respective values for the
S2 indicator and the two components (costs of
ageing and IBP).

Graph 4.2:  The EU countries mapped across the S2
components
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Source: Commission services.

Almost all Member States have an
unfavourable initial fiscal position and/or
adverse expected developments in the cost of
ageing. Only HR has both a favourable initial
fiscal position and a favourable impact from the
projected budgetary cost of population ageing.
Among the eleven Member States that have a low
long-term sustainability risk (S2 less or equal to
2.0 pps. of GDP), Croatia, Portugal, France, and
Latvia are the only Member States that have a
negative S2 sustainability gap (lying in the area
south-west of the solid diagonal line). BG, DE, IE,
CY, LU, HU, MT, AT, PT and SI enjoy a
favourable initial budgetary position but an
unfavourable impact of projected age-related costs
(located in the top left quadrant). With the
exception of Cyprus and Portugal, the favourable
initial budgetary position in these countries is not
sufficient to guarantee long-term sustainability,
given the expected long-term increase in ageing-
related expenditure. Other countries (Spain, Latvia,
Lithuania and  France) face favourable



developments in long-term age-related spending
but an unfavourable initial budgetary position
(lying in the bottom right quadrant). For France
and Latvia the drop in age-related spending offsets
the unfavourable initial fiscal position, thereby
leading to a negative reading for the S2 indicator,
while for Spain and Lithuania the drop in age-
related spending does not offset the unfavourable
initial fiscal position but still yields a low S2 level.
In Italy, while recent reforms yield a less adverse
age-related spending development, this component
remains on an upward path.

Besides the S2 indicator, the overall long-term
sustainability risk takes into account the overall
results of the DSA. The results of the overall
long-term sustainability risks are presented in
chapter 6, while the methodology used is presented
in Annex A9 (7).

4.1.2. The required structural primary balance

The overall size of the required structural
primary balance (RSPB) is informative about
the overall fiscal policy that needs to be
sustained to close the sustainability gap. The
RSPB is the sum of the structural primary balance
reached in the baseline (i.e. the pre-crisis forecast
value) and the required additional effort measured
by S2 to stabilise the debt ratio in the long term.
The RSPB is estimated at 11.9% of GDP for
Luxembourg, 6.9% of GDP for Slovakia and at
6.5% of GDP for Malta. Graph 4.3 shows that for
fifteen Member States the structural primary
surplus required to stabilise debt in the long term
exceeds 2% of GDP.

(™ Box 4.1 of the Fiscal Sustainability Report 2018 also
discusses more extensively the approach used to assess
long-term sustainability challenges.

4. Long-term fiscal sustainability analysis

Graph 4.3:  The required structural primary balance to
stabilise debt-to-GDP ratio over the infinite
horizon (% and pps. of GDP)
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Source: Commission services.

The percentile rank of the RSPB implied by the
S2 indicator gives an indication of the degree of
the plausibility of the implied adjustment. The
RSPB can be benchmarked to the history of
primary balances in the EU, hence allowing an
assessment of how common (or uncommon) the
fiscal position assumed in the projections is,
relative to the structural primary balance
distribution for all EU countries over 1980-2020.
In particular, it indicates where a very large
primary balance implied by the S2 is unlikely to be
sustained in the long term, based on historical
evidence. The required structural primary balances
appear particularly large in LU, MT, SK, CZ, HU,
SI, NL, AT, IE, BE, BG, DE and SE (see Table
4.2) — as the associated percentile rank is below
20%.
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Table 4.2: Plausibility of the S2 implied fiscal adjustment
Baseline SPB RSPB
end period S2 (% of GDP) Percentile rank
EE 203 37 3.1 13%
BG 0.4 25 29 15%
£2 01 4.8 4.9 50
DK 0.7 1.0 16 27%
DE .7 21 29 15%
EE 0.5 0.7 0.3 29%
IE 0.9 2.4 33 120
ES 1.0 0.2 0.8 66%
FR 1.4 1.1 26 84%
HR 0.9 2.1 -1.2 71%
T 0.1 11 12 33%
e 20 0.2 2.1 21%
Lv 0.3 -0.3 -0.6 64%
o 03 03 0.0 550
LU 12 10.7 11.9 0%
HU 0.9 33 4.2 8%
MT 1.8 46 6.5 1%
NL 0.4 3.3 3.7 10%
AT & 24 35 11%
PL 0.3 16 1.2 33%
FL 28 15 0.9 39%
RO -4.6 6.5 1.9 25%
SI 0.7 34 41 w0
SK 0.8 77 6.9 1%
5l 0.9 3.2 23 pen
SE 0.1 2.9 2.8 16%
EU -0.1 15 14 30%
EA 0.0 12 12 33%

Member States, notably given the deteriorated
initial budgetary position. As Graph 4.4 shows, for
Bulgaria and Sweden the risk category according
to the S2 indicator changes from low to medium,
while Slovakia is the only country for which the
category moves from medium to high risk. The
risk category improved only for Italy, from
medium to low risk. Indeed, in this highly indebted
country, the downward revision of the interest rate
assumption has a substantial (favourable) impact
on projected interest payments, and hence, on the
gap to the debt-stabilising primary balance. (%)
Among countries at medium and high risk, the
latest S2 results indicate greater long-term
sustainability challenges by more than 0.5 pps. of
GDP compared to DSM 2019 for SK, LU, SE,
MT, BG, HU and NL. In the case of SK, the
revision is largely driven by the updated projected
costs of ageing, in line with recent pension
reforms.

Source: Commission services.

4.1.3. Comparison with previous results

This section compares the results of the S2
indicator with those presented in the Debt
Sustainability Monitor 2019 (DSM 2019
henceforth). As in the DSM 2019, the cost of
ageing in this report refers to the long-term
projections reported in the Ageing Report 2018,
although such projections were updated to reflect
recent pension reforms.

The decrease in the long-term fiscal
sustainability gaps in the EU and the EA hides
differences across Member States. Compared to
the DSM 2019, the S2 sustainability gap has
decreased by 0.5 pps. of GDP for the EU27 (%)
and by 0.6 for the EA, notably driven by a change
in the interest rate assumption to reflect the past
decades’ decline of interest rates. ("?) Still, the
required permanent fiscal adjustment to ensure
long-term sustainability is higher in eleven

(™) Note that in the DSM 2019 reference was still made to
EU28, with an S2 level of 2.4 for that aggregate (as shown
in Graph 4.6). The S2 for the EU27 computed on the basis
of DSM 2019 was instead 2.0. The EU27 aggregate has
now declined to 1.5 in the present report.

(") The long-term convergence value of long-term market
interest rates has been generally revised from 5% to 4% in
nominal terms (see Box 4.1).

Graph 4.4:  S2 comparison with DSM 2019 (pps. of GDP)
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Source: Commission services.

(") Assuming a long term interest rate at 5% in nominal terms
(as in the DSM 2019), the S2 indicator would reach 2.6
pps. of GDP for IT, hence a higher value compared to the
DSM 2019, signalling medium risk (see Table 4.3).



Graph 4.5: Components of change in S2 (2020 Autumn
Forecast compared to DSM 2019 based on
2019 Autumn Forecast)
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Source: Commission services.

According to the S2 indicator, the number of
Member States with a low risk for long-term
sustainability increased from seven in 2014 to
eleven in Autumn 2020, while it was twelve in
Autumn 2019. This can be seen in Graph 4.6,
which allows a comparison between values of the
S2 indicator across consecutive Commission
forecast vintages (from spring 2015 to autumn
2020). The S2 sustainability gap for the EU as a
whole, after reaching a low risk level in 2015,
returned to a value corresponding to the medium
risk category in 2018. The low risk level of the S2
indicator between 2015 and 2017 reflects the fiscal
consolidation undertaken following the economic
and financial crisis, as well as general
improvement in pension projections in the 2015
Ageing Report, as a result of more favourable
demographic assumptions and the impact of
enacted pensions reforms. Higher long-term
sustainability challenges in the EU as a whole
since 2018 reflect the slight increase in age-related
spending of about 0.6 pps. of GDP in the long term
in the 2018 Ageing Report compared to the 2015
Ageing Report. The slight decrease this round
reflects the downward revision of the interest rate
assumption, with favourable impacts in some large
and highly indebted countries. In the case of
Ireland, Spain and Latvia, the volatility of the
long-term fiscal sustainability gap across forecast
vintages reflects an initial weak budgetary position
around the years of the economic and financial
crisis, followed by a substantial consolidation
after. The increase in the S2 indicator level seen in
the latest vintage for Slovakia, Luxembourg,
Malta, Cyprus, and Hungary are driven largely by
higher projected age-related costs in the long term,

4. Long-term fiscal sustainability analysis

largely driven by the updated projected costs of
ageing in the case of Slovakia, in line with recent
pension reforms, while in the other countries it
reflects mainly the impact of the revision to the
interest rate assumption, with lower assumed
interest rate implying lower interest expenditures
but also a higher present value of the cost of
ageing, underpinning a noticeable increase of that
component in the case of Luxembourg, Malta,
Cyprus, and Hungary. For Sweden, Bulgaria,
Denmark and the Netherlands, the increase in the
S2 indicator is driven by a less favourable initial
budgetary position.
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Graph 4.6:  The S2 sustainability indicator across the Commission forecast vintages (pps. of GDP)
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Source: Commission services.

presence of automatic adjustment mechanisms in

4.2. SENSITIVITY ANALYSIS OF THE S2 social security systems, indexation rules of social

INDICATOR benefits (for the TFP risk scenario), and the

outstanding level of debt (for the interest rate

The S2 indicator is sensitive to changes in key  scenario).

assumptions of the baseline. Fiscal projections

under the baseline are surrounded by uncertainties

over a longer horizon. Given these uncertainties,

risks can be assessed by comparing the baseline

with alternative scenarios. The two alternative

scenarios considered in this section are (i) the TFP

risk scenario and (ii) the interest rate scenario (74).

The S2 results of each sensitivity scenario are

reported in Table 4.3.

The S2 fiscal gap varies widely across Member
States and sensitivity scenarios. In some
countries, the S2 fiscal gap indicator appears
overall more sensitive to underlying assumptions
than others. This reflects mainly differences in
structural and institutional factors, such as the

(™) The alternative scenarios are specified as follows: (i) the
“TFP risk scenario’ assumes a negative shock to the long-
term economic outlook in the form of a lower total factor
productivity (e.g. TFP growth converges to 0.8% in the
long term instead of 1%); and (ii) the ‘interest rate
scenario’ tests the impact of a higher interest rate paid by
the government on its newly issued debt over the long term
- i.e. the nominal short- and long-term interest rate
converging, by T+30, to 2.5% and 5%, respectively instead
of 2% and 4% in the baseline.



Table 4.3: S2 results of sensitivity analysis and associated
long-term risk
S2 alternative scenarios
S2 baseline
scenario TFP Interest rate
sensitivity risk sensitivity risk
BE 3.7 4.7 4.0
BG 25 2.7 24
Ccz 4.8 4.8 4.6
DK 1.0 0.8 0.8
DE 21 2.7 2.2
EE 0.7 0.9 0.9
IE 24 25 25
ES 0.2 0.6 1.7
FR -1.1 0.0 0.0
HR -2.1 -2.2 -1.6
IT 1.1 12 2.6
CcYy 0.2 0.4 0.4
LV -0.3 -0.1 0.3
LT 0.3 0.4 0.9
wo| w7 | ows | oer |
HU &3 3.3 3.2
MT 4.6 4.7 3.9
NL 3.3 3.3 3.4
AT 2.4 3.3 25
PL 1.6 18 1.8
PT -1.5 -0.5 -0.6
RO
3
SK
FlI 3.2 35 3.2
SE 2.9 2.8 2.6
EU 1.5 2.0 2.1
EA 1.2 1.8 1.9

Source: Commission services.

The lower TFP growth scenario tends to have
overall small — yet non-negligible - impacts on
the long-term fiscal gap. The difference in the
sustainability gaps of the TFP risk scenario
(compared to the baseline) is highest for Romania,
France, Portugal, Belgium and Austria. This
notably reflects the fact that pension indexation
rules in place tend to affect differently the
magnitude of the sustainability gaps. When
pension benefits are indexed to wages, the
pension-to-GDP ratio is largely invariant to
changes in labour productivity developments,
compared to countries where they are linked to
prices (e.g. France and Austria).

The impact of a higher interest rate in the long
term on the sustainability gaps appears overall
similar, though higher in highly indebted

4. Long-term fiscal sustainability analysis

countries. In particular, a higher interest rate
would be more challenging for Italy, Spain, France
and Portugal (see Graph 4.7). Under the interest
rate scenario, an overall lower long-term fiscal gap
under the interest rate scenario, as observed for
some countries (e.g. LU and MT), is explained by
two counter-acting effects: on one hand, higher
interest rates increase future interest payments,
entailing a higher fiscal adjustment needed to meet
the IBC; on the other hand, as future ageing costs
enter the S2 calculation in discounted terms, higher
interest rates decrease their weight in present
value.

Graph 4.7:  S2 - Difference between interest rate/TFP risk
and baseline scenarios (pps. of GDP)
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Box 4.1: A downward revision to long-term interest rates

Risk-free interest rates hawe been falling
across the globe for some decades, as
acknowledged by a rich literature. In this
environment, the conventional interest rate
assumptions usedforprojections in different
institutional reports appeared increasingly
contrasting (*). Forimproved realism,interest
rate assumptions have been progressively
revised after 2019.

In early 2020, the Commission adjusted the
interest rate assumption underpinning its
debt projections up to t+10 to reflect market
expectations, () and deferred the former
conventional T+10 target of 3% real (5%
nominal) to T+30. This revision has applied
since the Debt Sustainability Monitor (DSM)
2019. Later in 2020, the Council’s working
group on Ageing Populations and
Sustainability (AWG) furtheragreed on lower
target values for interest rates by T+30, as
reflected in the Ageing Report (AR) 2021 ().

The Box describes these new assumptions
for setting interest rates’ targets ower the
long term. In particular, long-term interest
rates on newandrolled-over debt are assumed
to first converge to country-specific forward
market rates at T+10 (2031) (as revised since
the DSM 2019), then converge to 2% real by
T+30 (2051) (4% nominal for most EU
countries), remaining constant thereafter. (*)

() Before 2020, the Ageing Reports, Debt Sustainability
Monitors and Fiscal Sustainability Reports used a 3%
real (5% nominal) (target) value to project (long-
term) interest rates. Recent reports considered a
slower linear convergence to this value, pushing this
target further into the future. The reference value of
5% reflected historical interest rate averages in some
countries, including the largest EU members - see
European Commission-EPC (2017), Part 1.4. Table
1.4.1.

() This approach is similar to that used in the
Commission Forecasts. For details, see Chapter 3and
Box 3.1 of the European Commission (2020a).

() See Part 1.4 of European Commission - EPC (2020).

() 4.5% nominal for Poland and Romania, and 5%
nominal for Hungary, given these countries’ higher
inflation targets).

The latter assumption is in line with the
assumptionofthe Ageing Report 2021.

The remainder of this box is organised as
follows: the first sectiondescribes therationale
behind the downward revision to interest rates’
targetsoverthe long term; thesecond section
presentstherevised assumptions;finally, the
third section analyses the impact of this
revision on thelong-termfiscal sustainability
gap (the S2 indicator), and the related risk
classification.

Economic rationale revisited

Interest rate decline preceded COVID-19.
Even before the COVID-19 crisis, risk-free
nominal interest rates in advancedeconomies
had been trending downward for several
decades (see Graph 1). Real rates declined in
parallel, though to a slightly lesser extent.
Persistently low inflation and sluggish
economic growthsuggest aseculardecline of
the real equilibrium rate to historically low
levels, as reflected in market expectations of
persistently low interest rates in the years to
come.

This global phenomenon is well documented
in the literature, being associated to both
structural and circumstantial drivers. The
forces pulling down interest rates are attributed
both to ‘structural factors’ havingtriggered an
excess of realsavingsoverinvestment and to
more circumstantial or policy-related drivers.
Structural factors include demographic changes
such as expectedageing (precautionary savings
inducing), income growth in emerging
economies (especially China), rising income or
wealth inequality, low productivity, sluggish
inventionand innovation, and lowinvestment
profitability, also associated to depressed
investment and deleveraging. Circumstantial
drivers include the scarcity of safe assets and
increased demand thereof amidst global
uncertainty, as seenin the euro area after the
sovereign debtcrisis. Moreover, monetary and

(Continued on the next page)
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Box (continued)

prudential policy may also play a role as
circumstantial factors, since they canregulate
destabilizing financial cycles, modulate their
booms and busts, influence portfolio
management, and thereby keep the real
economy out ofalow interest, low outputtrap.

The pandemic is expected to leawe a legacy
of ewen lower interest rates. Currently,
several economists take the view that the
COVID-19 crisis could further depress the
equilibrium real interest rate, possibly for
decadesahead. Recent evidenceindicates that
the real natural rate of interestcould decline for
decades in the aftermath of pandemics, as the
latterinduce labourscarcity, ashiftto greater
precautionary savings (Jordaetal,2020) (%), a
boost to income inequality (The Economist,
2020), and changes of beliefs about risk, with
long-lasting effects (Kozlowski et al, 2020).
The channel of excess savings, which played
animportantrole in past decades, is expected
to continue to feature prominently during the
current crisis. As lockdowns made cashharder
to spend, private-sector demand fell, leading to
money hoarding and driving down the
equilibriumreal interest rate (Goy, G. and van
den En, 2020; The Economist, 2020). Some
upward effects on interest rates could be noted
if there was persistent supply of ‘safe’
government bonds. However, if potential
growth falls and shortage of safe assets persists
as risk premia remain elevated, orevenrise as
a result of increased risk aversion and
behavioural changes, the crisis would have an
additional downward, lasting effect on the
equilibriumrate (%).

() This study focuses on a dataset of European
countries: France (1387-2018), Germany (1326-
2018), Italy (1314-2018), the Netherlands (1400-
2018), Spain (1400-1729, 1800-2018), and the UK
(1314-2018).

(®) See Goy etal. (2020) and Kozlowski et al. (2020).

Graph1: Interestrate decline

1a. Natural (or real equilibrium) rate
estimates for advanced economies

-
s
k]

ar yield on

Jan 80
Jan-82
Jan 06
<. Jan-08

R
Advanced & onomies, nomnal -4
; Emerging markets, nominal -
I ------ Advanced economies, real R
[ === Emerging markets, real

(1) 1a: Estimates provided by the New York Fed,
following Holston, Laubach, Wiliams (2017).

(2) 1b: Simple averages of available data for selected
countries.

Source: DG ECFIN based on New YorkFed (1a),
Macrobond, and national sources (1b).

(Continued on the next page)
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Box (continued)

Table 1: Selected macroeconomic assumptions in subsequent projection rounds (baseline scenario)

Long-term market interest rate

Inflation target

Linear convergence to:

Debt Sustainability

Monitor 2020 by T+30 (2051)

- country-specific forward market rates at T+10 (2031)
- 2% real (4% nominal in all EU27 except PL, RO (4.5%) and HU (5%)),

2% for all EU27,
except PL, RO
(2.5%) and HU (3%)

- maintained thereafter, until the end of projection period T+50 (2070).

Linear convergence to:

Debt Sustainability
Monitor 2019

- country-specific forward market rates at T+10 (2030)
- 3% real in all EU28 except PL, RO (2.5%) and HU (2%),
(5% nominal in all EU28) by T+30 (2050)

2% for all EU28,
except PL, RO
(2.5%) and HU (3%)

- maintained thereafter, until the end of projection period T+50 (2070).

(1) Individual Member States' growth rates are country-specific. See Chapters 3 of the 2018and 2021 Ageing Reports,

Underlying Assumptions & Projection Methodologies.
Source: European Commission

Interest rate assumptions in the DSM 2020

Interest rate assumptions over the long-term
in the DSM 2020 are those of the AR 2021,
implying that interest rates beyond T+10 are
now lower compared to the DSM 2019. In
this report, long-terminterest rateson newand
rolled-over debtwill first converge linearly to
country-specific forward market rates at T+10
(2031), similarly to the DSM 2019. Between
T+10 (2031) and T+30 (2051), however, this
report foresees a lower interest rate target
compared to the DSM 2019. Specifically,
beyond T+10, long-termreal rates on new and
rolled-over debt are assumed to converge
linearly to 2% by T+30 (2051), a target
common to all EU countries. This implies
convergenceto 4% nominal rates bythe same
year, formost EU countries exceptPolandand
Romania (4.5% nominal) and Hungary (5%
nominal), given higher inflation targets in these
countries (*). All interest rates would remain
constant thereafter, until 2070 (see Table 1).

Impact on S2 and the long-term fiscal risk
classification

This downward revision to interest rates’
targets owver the long term generally leads to
lower S2 values. This is the case for most
countries, butespecially forthose laden with

() Inflation is still assumed to reach 2% for all other
countries.

high debt, such as Spain, ltaly, France or
Portugal. In these cases, lower interest rates
would come with reduced interest payments
and thus smaller contribution to the
sustainability gaps fromthe initial budgetary
position (reflecting lower future interest
payments), compared to the old assumption
(see Table 3 and Annex A5). The effect of
reduced future interest payments filters through
the debt structure, progressively translating into
lower implicit interest rates over the projection
period (see Table 2).

In a few country cases, S2 increased as
interest rates are reduced compared with
the previous assumption. In countries with
lower debt ratios but with projected ageing
costs significantly rising, lower interest rates
have a strong gap-increasing effect on S2
components in discounted terms. The latter
effect outstrips the fiscal margin expected from
the lower future interest payments. Indeed, on
one hand, lower interest rates reduce future
interest payments, entailing a lower fiscal
adjustment needed to meet the IBC; on the
otherhand, as future ageing costs enter the S2
calculation in discounted terms, lower interest
rates increase these terms’ weight in present
value (see also section4.2 of thereport). This
case is best illustrated by Luxembourg and
Malta, but applies alsoto other countries, such
as SE, CZ, DK, SK, FI and BG, to a smaller
extent (see Table 3).

(Continued on the next page)




4. Long-term fiscal sustainability analysis

Box (continued)

Table 2. Nominal implicit interest rate (1IR), long-term
projections (%), by country

Current | old interest | Current | old interest [ Current | Old interest
baseline rate baseline rate baseline rate
DSM 2020 [ assumption |DSM 2020 assumption | DSM | assumption

(4%) (5%) (4%) (5%) 2020 (5%)

2030 2030 2040 2040 2070 2070

BE 0.9 0.9 13 1.4 3.7 4.7
DE 0.2 0.2 0.8 1.0 3.9 4.9
EE 0.4 0.4 0.7 0.7 34 4.2
IE 12 12 12 12 37 4.7
ES 1.3 1.3 20 21 3.8 4.8
FR 0.6 0.6 13 1.5 38 4.7
IT 1.9 19 25 2.7 3.7 4.6
cY 1.7 1.7 2.2 %3 38 4.7
v 0.8 0.9 1.4 1.6 3.9 4.8
LT 0.8 0.8 1.7 19 3.9 4.9
LU 0.4 0.4 2.0 2.5 4.0 5.0
MT 1.8 1.8 3.0 34 4.0 5.0
NL 03 0.3 0.7 0.8 3.8 4.7
AT 0.8 0.8 1.0 il 82 B
PT 16 1.7 20 22 3.5 4.4
Sl 1.0 1.0 1.4 s B 4.9
SK 11 11 11 11 4.0 5.0
FI 0.6 0.6 0.6 0.7 4.0 5.0
BG 23 23 2.6 3.0 4.0 5.0
cz 1.8 1.8 29 34 4.0 5.0
DK 11 1.0 11 1.0 4.0 5.0
HR 16 1.6 2.0 22 3.9 4.8
HU 3.2 3.2 35 3.6 4.0 5.0
PL 20 20 21 22 3.9 4.9
RO 4.9 4.9 5.0 52 3.9 4.9
SE 0.1 0.1 2.3 2.8 4.0 5.0
EA 0.8 0.8 1.4 1.5 3.8 4.7
EU 1.0 1.0 1.6 7 BiE) 4.8

(1) Long-terminterest assumptions as per Tablel above.
Source: Commission services.

Variation in S2 values aside, the revision to
long-terminterest rates leaves countries’ S 2
risk classification largely unaffected. The
assumption of a lower long-term interest rate
used in this report does notchange the S2 risk
category for any EU country except for Italy.
For lItaly, where the new S2 value is now
lower, as explained above, the S2 risk
classification has moved from mediumto low
(see Table 3),also implying a reductionin the
overall long-term risk category, from high to
medium (see Chapter 6).

Table 3: S2values and risk categories, under the
current DSM 2020 baseline and the old
interest rate assumption, pps of GDP

Current Old interest
baseline rate
DSM 2020 | assumption

(4%) (5%)

BE 3.7 3.9 -0.3
DE 2.1 2.2 -0.1
-0.1
-0.1
-1.4
-1.0
-1.2
-0.1
-0.5
-0.5
1.9
0.8
-0.1
0.0
-0.7
-0.3
0.2
0.1
0.1
0.2
0.2
-0.4
0.0
-0.2
-1.4
SE 2.9 2.6 0.4
EA 1.2 1.8 -0.6
EU 1.5 2.0 -0.5

Impact

(1) Long-terminterest assumptions as per Tablel above.
Source: Commission services.
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5 « ADDITIONAL AGGRAVATING AND MITIGATING RISK
FACTORS FOR FISCAL SUSTAINABILITY

Additional aggravating and mitigating risk
factors are taken into account - as a
complement to the quantitative results of the
framework — in order to ensure a balanced
overall assessment of fiscal sustainability
challenges. The previous chapters presented
quantitative results on the basis of (debt)
projections (later summarised in the DSA risk
assessment) and fiscal gap indicators. Yet, these
quantitative results need to be interpreted against
additional aggravating and/or mitigating risk
factors that are only partially factored-in in the
quantitative results of the framework. Such factors
are particularly relevant at the current juncture of
very high uncertainty.

A number of potential sources of fiscal risks is
considered. First, beyond the size of government
debt, its composition may give an important
indication of potential vulnerabilities. The debt
composition, notably in terms of maturity and
currency denomination, but also in terms of
investor base, matters when projecting debt and
financing needs, and assessing rollover risks. Other
qualitative, namely institutional factors could also
be deemed relevant, as stressed in the academic
literature (). Section 5.1 provides a more
thorough analysis, by looking at the debt structure
by debt holder’s profile and country of residence.
Additionally, implicit and contingent liabilities
need to be carefully monitored, notably the
government guarantees granted as a response to
the COVID-19 crisis (see section 5.2). Finally,
government assets can be relevant, as a mitigating
factor, when analysing sustainability issues (see
section 5.3). Going forward, the EU NGEU/RRF is
expected to contribute to strengthening debt
sustainability, but could not be reflected in the
projections. A Box tentatively explores the
potential impact of the Recovery and Resilience
Facility, with a sizable financial envelope of
€672.5 billion. (see Box 5.1). The additional risk
factors considered in this chapter are treated
horizontally in the overall assessment, insofar the
identified vulnerabilities or supporting factors may
materialise in the short, medium or long term.

Some other factors are not examined in this
chapter. This concerns in particular the quality

(™) See Box. 1.2, Chapter 1, 2018 Fiscal Sustainability Report.

of institutions. As shown by a rich literature, the
quality of institutions is an important supporting
factor of public debt sustainability. In the EU, a
deeply integrated region of mainly advanced
economies, evidence suggests that the quality of
institutions would be on average higher and less
heterogeneous than in other parts of the world (for
a literature review, see Box 1.2 of the FSR 2018).

5.1. RISKS RELATED TO THE GOVERNEMENT
STRUCTURE

The structure of government debt can play an
important role in ensuring sustainable public
finances in different ways. First, by determining
the level and response of interest payments to
changes in economic and financial conditions.
Then, by influencing the degree of risks, notably
refinancing and rollover risks. According to IMF
(2014), an optimal government debt portfolio
should minimise interest payments subject to a
prudent degree of refinancing and rollover risks
(cost — risk trade-off).

The debt composition needs to be analysed
along several dimensions. In this section, the
analysis focuses on three aspects: the maturity
structure, the currency denomination composition
and the nature of the investors’ base (7). With this
aim, three main variables of debt structure are
used: i) the share of short-term debt in total
government debt (at original maturity); ii) the
share of debt denominated in foreign currency in
total government debt, and iii) the share of debt
held by non-residents in total government debt.

A risk-based approach is used to capture
additional  vulnerabilities or  mitigating
capacity, stemming from the composition of
government debt. The values of the three main
selected variables are analysed against critical
thresholds of fiscal risk obtained through the
signalling approach - the same as in the

(%) Other dimensions could also be considered such as the type
of interest rates (fixed / variable), and relatedly the
presence of indexation mechanisms (e.g. inflation-linked
bonds), or state-contingent features, as well the nature of
debt instruments (the latter is analysed to some extent in
section 5.2 of this chapter).



computation of SO (7). Fiscal risk levels are
determined accordingly: i) high risk (red), if the
values are at or above the threshold of fiscal risk
from the signals' approach; ii) medium risk
(yellow), if the values are below the threshold
obtained from the signals' approach, but at or
above a benchmark of around 80% of the same
threshold; iii) low risk (green) otherwise. The
results are reported for all countries in the form of
a joint heat map (see Table 5.1) and separately for
each country in the statistical fiches in Annex A2.

The share of short-term government debt
matters insofar it captures refinancing and
rollover risks. In particular, with a high share of
short-term debt, a government may be vulnerable
to increases in monetary policy rate, and to rapid
changes in financial markets’ perceptions. From
this angle, fiscal risks exist for several EU
countries (see Table 5.1). The share of short-term
debt is particularly high in Sweden (about 20% of
total government debt), with the short-term debt
ratio also exceeding 10% in Hungary, Portugal,
Italy and Denmark. Yet, these results need to be
further qualified, as they do not reflect only the
shallowness or the saturation of the domestic
sovereign debt market. First, treasury cash-flow
management has an influence on the headline
short-term debt and the availability of other liquid
financial assets such as cash deposits could
mitigate potential stress. Also, the weight of short-
term debt as a share of GDP is worth considering
in parallel (e.g. for Sweden, given the low level as
a share of GDP, this ratio is limited) (“®). In the
case of external short-term debt of non-euro area
countries, the level of a country's international
reserves equally deserves consideration (7°).
Looking at historical trends, an overall reduction
of the share of government short-term debt has
been observed in most countries since the last
financial crisis, with limited changes in debt

(") For details on the signals approach see Chapter 2. This
methodology shows that, based on historical events, the
three variables appear to be relatively good leading
indicators of fiscal stress. See also Annex A7 for more
details.

(®) See SO indicator table on fiscal variables.

(™) The extent to which international reserves are greater or
equal than the country's stock of short-term external debt
(the Greenspan-Guidotti rule) shows whether the country
has enough resources to counter a sudden stop in capital
flows and its capacity to service its short-term external
debt.

5. Additional aggravating and mitigating risk factors for fiscal sustainability

composition since the 2018 Fiscal Sustainability
Report (%9).

The share of debt denominated in foreign
currency captures governments’ exposure to
exchange rate fluctuations. A domestic currency
denomination traditionally protects governments
against currency mismatches between a govern-
ment’s interest expenditure and tax revenue (81).
Yet, in some countries, the rationale behind
foreign-currency-denominated debt issuance is to
attract foreign investors, not willing to bear the
foreign currency risk. Ultimately, this may reduce
funding costs for these governments (all else being
equal) by reducing liquidity premia (Eller and
Holler, 2018). As advanced economies finance
themselves overwhelmingly in their own currency,
currency-related fiscal risks are largely absent for
the EU countries that have adopted the euro (Table
5.1). Yet, foreign currency-denominated debt may
pose risks in some Central and Eastern European
countries (CEEC). This is the case of Bulgaria,
Croatia and Romania (with a share well above
50% of total debt) (82), which have a high exposure
to exchange rate risks as well as to a lesser extent
Poland, Sweden and Hungary. For all these
countries, hedging of foreign currency positions
can mitigate such risks (%), whereas pegs or
currency boards also significantly reduce exposure
to fiscal risks from the share of public debt in
foreign currency (34). All of these countries are not
part of the euro area and in most of them, the
major share of their foreign currency issuances are
denominated in euro. As stressed by Eller and

(®) In the wake of major financial crises or large scale
financial innovation (such as quantitative easing), changes
in the debt composition can be large and sudden (see
Abbas et al., 2014 and also Box 3.4 in Chapter 3 of the
2018 Fiscal Sustainability Report).

(1) Note that exchange rate fluctuations not only affect interest
payments but also the valuation of the stock of debt.
Therefore their impact on the debt dynamic may be
particularly large (see European Commission (2017a),
Chapter 2, Box 2.2).

(%) Bulgaria has a currency board since 1997 and nearly all of
its foreign currency debt is issued in euro. While the peg is
maintained, shocks to debt in foreign currency are virtually
zero. Croatia has tightly managed arrangements, also
limiting exchange rate fluctuations.

(®) Hedging operations are not taken into account in the DSM.

(®) On the idiosyncrasies of different exchange rate regimes
and the extent to which exchange rate shocks could impact
the public debt-to-GDP ratios see European Commission
(2017a) - Chapter 2, Box 2.2.
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Holler (2018), while the share of foreign-currency
denominated debt has remained largely stable on
average across CEEC since 2009, some
governments have succeeded in reducing their
reliance on foreign currency borrowing, e.g. in
Czech Republic, Hungary, Poland and Romania.

Another important composition dimension to
consider is the investor base, and in particular
the share of debt held by non-residents. On one
hand, the foreign investor base tends to be more
volatile and prone to sudden stops in situations of
heightened uncertainty. On the other hand, a large
foreign investor base underlines a country’s
worthiness and thus contributes to lower funding
costs in normal times. It may also be beneficial for
financial and macroeconomic stability as a higher
share of foreign investors reduces the risks of
adverse loops between the sovereign and the
national banking systems (Bouabdallah et al.,
2017) (%). In the heat map in Table 5.1, foreign
held debt figures are shown against a double
shading that blends the colour coding of volatility
risks from non-resident tenure (left side of the
shaded cells) with that of sovereign risk given by
the average spread on 10-year government bonds
vs. Germany (right side of the shaded cells).
Several euro-area countries with large shares of
foreign held public debt could be at this juncture
associated with creditor confidence (Belgium,
Estonia, Ireland, France, Cyprus, Latvia,
Lithuania, Austria, Portugal, Slovenia, Slovakia
and Finland), whereas for some other non-euro
area countries such as Poland, Romania and
Hungary, the relatively large share of foreign held
debt could be more associated with a search for
yield given a more emerging markets status and
relatively small local-currency markets.

However, certain financing from international
creditors pose no liquidity risks, this being the
case for official lenders such as the IMF, ESM
or other multilateral institutions associated to
financial assistance programmes. A more
detailed breakdown of government debt by holder
shows that a few countries, which are potentially at
some risk according to the broader foreign creditor
base indicated above (Cyprus, Ireland and
Portugal), feature such stable sources of lending

(%) Moreover, when government debt is traded on the
secondary market, is it sometimes difficult to keep track of
the residency of the creditors.

(see Graph 5.1). In other EU countries, debt mostly
shifted in the past years either to domestic central
banks (and the ECB) or to financial sector holders
from the rest of the EA.

Table 5.1: Risks related to the government debt structure,

by country (20189)

Short-term public Public debt in Public debt held
debt foreign currency by non-residents
(original maturity)

Shares of total debt (%):

BE 0,0

BG 0,1 43,9
(ov4 1,4 11,4 40,5
o« IO $o: 25,8
DE 6,3 3,5 48,3
EE 6,1 0,0 9,8
N e Al
ES 6,5 0,0 49,0
FR 2.2 vl
HR 4.6 32,7
IT 0,1 31,5
CY 2,1 3,4

LV 2,3 0,0

LT 0,0 0,0

LU 3,2 0,0 45,3
HU 20,5 338 I
MT 0,0 15,2
NL 0,1

AT 4,2 0,6

PL 1,1 28,4

PT

RO 3,1

Sl 3,0
SK 1,3

I
Fl e
SE 21,3 19,3

(1) Upper and lower thresholds: (i) Share of short-term
government debt: upper threshold 6.57%; lower threshold
5.3%; (ii) Share of government debt in foreign currency:
upper threshold 31.58%; lower threshold 25%; (iii) Share of
government debt held by non-residents: upper threshold
49.01%; lower threshold 40%. Spread on 10-year; government
bonds vs. Germany - 2019 last value - upper threshold 231;
lower threshold 185 (see also Annex A8 and A9). (2) Share of
short-term debt: based on partially missing information for
Netherlands.

Source: Eurostat, ECB.

For almost all EA countries, the signals of
investor confidence illustrated in Table 5.1
emerge also from the overview of government
debt allocation to different holders (Graph 5.1).
For medium size and larger EA economies,
comparatively more  significant shares of
government debt are currently in the hands of non-
EA central banks in the form of reserve assets (the
case of German, French, Austrian, Finish, and
Dutch government debt). For smaller EA
economies (e.g. Latvia, Lithuania, Slovenia and
Slovakia), the rest of the EA financial sector has
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Graph 5.1:  Holders of government debt, 2019-Q4, market value (% of GDP)
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(1) Debt refers to consolidated general government debt at market value, which for some countries differs from debt at
nominal value (EDP debt) used in the rest of the report and represented here by white diamonds. For more details, see
https://www.bis.org/publ/qtrpdf/r_qt1509g.htm and https://www.bis.org/statistics/totcredit/credgov_doc.pdf. (2) Only data
for total MFIs (Monetary Financial Institutions) are reported. The split between commercial banks and central banks is an
estimate based on annual nominal data. The category ‘International reserve holders’ represents holdings by international
organisations and non-EA central banks as reserve assets. The category ‘(Rest of) Eurosystem’ includes holdings by the ECB.
The category ‘Non-financial private sector’ represents holdings by non -financial corporations (NFCs) and households (HH).

Source: Commission services based on ECB, Eurostat, IMF.

become a more important holder of government
debt than these issuers' domestic financial sectors,
suggesting that home bias here is disappearing or
transforming as the EA grows more integrated
financially and financial institutions follow
harmonised prudential rules under the Single
Rulebook.

While evidence of domestic versus foreign debt
holdings is mixed, the latter is more likely to
entail risks when the foreign tenure is not
particularly safe or confidence-driven. In some
countries, such as Italy, Netherlands and Malta, a
relatively high share of government debt is
domestically held. Conversely, in a few cases
relatively larger shares of government debt held by
foreign and / or unidentified investors outside the
euro area that are not reserve asset holders
(’unallocated’) may reflect risks usually associated
to this uncertain, potentially more volatile basis
(Poland, Hungary, Croatia, Cyprus) - Graph 5.1.

The analysis of risks arising from the debt
profile needs not be confined to these indicators
and the associated benchmarks. Other factors,
some of which mentioned above, such as the
exchange rate regime, the role of the central bank

in mitigating short-term liquidity needs, the
capacity of the market to absorb debt, influence as
well the results of the analysis. The underlying
reasons for debt profile vulnerabilities, such as
contagion, incomplete credit markets, weak debt
management practices, may also be important in
this regard.

5.2. LOOKING BEYOND ‘GOVERNMENT DEBT’:
RISKS RELATED TO GOVERNMENT OTHER
DIRECT AND CONTINGENT LIABILITIES

This section provides an analysis of the size and,
when possible, the evolution of government
liabilities other than ‘EDP (or Maastricht) debt’
in the EU. Such a complementary analysis allows
identifying additional risk factors compared to the
results of the standard debt sustainability analysis
provided in this report (see chapter 3). The section
looks in particular into government direct
liabilities that are not included in the EDP debt
(sub-section 5.2.1), while sub-sections 5.2.2 to
5.2.3 discuss risks linked to contingent liabilities.
The latter are particularly important in the context
of the COVID-19 crisis. The analysis of contingent
liability risk is organised around three statistical
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tools or modules: i) statistics on explicit contingent
liabilities (section 5.2.2); ii) statistics on potential
triggers for contingent liabilities, complemented by
iii) a review of risks stemming from implicit
contingent liabilities related to the banking sector
(section 5.2.3).

5.2.1. EDP debt, other debt and non-debt
financial instruments: a  snapshot
overview

The EDP debt liabilities were the main
component of on-balance government gross
liabilities in 2019 in all Member States. In the
EU as a whole, the EDP debt was around 80% of
GDP and accounted for more than three-quarters
of total gross financial liabilities in 2019 (see
Graph 5.2). In terms of instrument coverage, debt
securities, commonly in the form of bills,
commercial papers and bonds, account for more
than two-thirds of the government gross debt in
most Member States. Contributions of loans, coins
when issued by governments and deposits held by
entities classified inside general government tend
to be less significant across Member States (59).

Graph 5.2:  Debt and non-debt financial liabilities in EU
Member States in 2019
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The difference between total gross liabilities
and the EDP debt varies widely across Member
States. In 2019, the portion of total gross
government liabilities (at market value) not

(®%) The share of loans can nevertheless be significant in some
Member States, in particular in those that have benefited
over the past years from financial assistance in the form of
official loans.

reflected in the EDP debt (measured at face value)
ranged from 45% to 35% of GDP in Estonia,
Denmark, Luxembourg and Sweden, and below
15% of GDP in Germany. This difference, as
shown in Graph 5.2, consists of other debt
instruments (so-called non-EDP debt), non-debt
financial instruments and a gap due to different
valuation and consolidation methods applied to
financial liabilities (7).

Among non-EDP debt liabilities, “other
accounts payable” is the most significant
component. Other accounts payable include trade
credits and advances. These are in most cases
outstanding ~ short-term liabilities of  the
government from transactions of goods and
services, and to a lesser extent other timing
differences in settling obligations. During periods
of financial distress, this debt instrument can
become an important government financing
alternative. For instance, in few Member States,
such as Italy, Portugal, Romania, Spain and
Slovenia, government trade debt tended to be
higher during the global financial crisis. Over time,
stocks of trade credits and advances have receded
in these Member States, while increasing in others
(e.g. Belgium and Denmark). In 2019, as a share of
GDP, these liabilities were highest in Croatia
(3.0%), Italy (2.7%), Luxembourg (2.0%), Finland
(1.8%) and Belgium (1.7%), compared to an EU
average of 1.6% of GDP (see Graph 5.3) (%).

(") The valuations of the EDP debt and ESA 2010 balance
sheets are different. In particular, total gross EDP debt of
the general government is valued at face value, while in
ESA 2010, government gross liabilities are valued at
market prices.

(%) Eurostat (2015) and (2019a).



Graph 5.3:  Trade credits and advances in selected
Member States in 2011 and 2019

45 1 %ofGDP 2011
* 2019

40 — = =EUavg. 2019

35
30 °
25
20
5+ - T 7 A B Nl F ialing
10 f * °

05 r

0.0 n n n n
~ I~ o n B o T w X
= = - 0 %) F [ = b
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Other liabilities (debt and non-debt financial
instruments) are typically a narrow set of total
government liabilities. In 2019, these other
liabilities were more relevant for Sweden (10% of
GDP - of which mainly insurance, pensions and
standardised guarantees), Slovenia (5.7% of GDP
— of which mainly financial derivatives and
employee stock options) and Austria (4.6% of
GDP - of which mainly equity and investment
fund shares), while accounting for less than 0.6%
of GDP in the majority of other Member States.

The gap reflecting valuation and consolidation
effects can be relatively large in some Member
States. Ranging from 23% to 0.5% of GDP in
2019, this gap was highest in particular in
Belgium, Spain, and France. In most cases, the
magnitude of this gap is affected largely by the
impact of different valuation bases for the EDP
debt (face value) and gross financial liabilities
(market value) and to a lesser extent by the impact
of the consolidation method (EDP debt is
consolidated both within and between the
subsectors of the general government, gross
financial liabilities only within subsectors). The
consolidation effects are in fact small in most
Member States (%9).

5.2.2. Contingent liabilities in the EU

As part of the analysis of contingent liabilities
proposed in this report, this section contains an

(®) Eurostat (2019b).

5. Additional aggravating and mitigating risk factors for fiscal sustainability

overview of explicit contingent liabilities, as
reported by Eurostat. These explicit contingent
liabilities  include  government  guarantees,
liabilities related to off-balance PPPs (public -
private partnerships) and contingent liabilities
related to government interventions in the financial
sector. This information can also be found in the
statistical countries fiches (see Annex A2). Note
that some of this information may be overlapping,
e.g. guarantees issued in the context of government
interventions in the financial sector form a subset
of total government guarantees. For this reason,
evaluating the total risk by summing up the
indicators could overestimate the potential impact.
However, Eurostat official data are only available
with a significant lag (available data on guarantees
only cover a period until 2018). Yet, in the current
context of the COVID-19 crisis, governments have
granted guarantees to the private sector in a
number of EU countries, particularly relevant for
the analysis of debt sustainability. Therefore, this
section also presents more recent data on
government guarantees, based on Member States’
reporting in their 2021 Draft Budgetary Plans.

Government guarantees and PPPs prior to the
COVID-19 crisis

Government guarantees represent a source of
potential fiscal cost in several Member States, in
case they are called. Government guarantees are
typically designed to reimburse a lender in case of
possible losses linked to the loans it has provided.
Government guarantees are issued to promote
economic stability or pursue other public policy
objectives, with the examples of guarantees on
student loans or guarantees on the losses incurred
by exporters in case of non-payment by a trading
partner. Before the COVID-19 crisis, in 2018, the
highest stocks of outstanding government
guarantees were in Finland (32.6% of GDP) and
Austria (16.3% of GDP) (see Graph 5.5). In
Finland, a sizeable part of the guarantees were
related to export guarantees, student loans and
funds for supporting housing production (*°), and
have been overall increasing since 2010 (Graph
5.4). In Austria, guarantees were largely provided
to nonfinancial private entities for export
promotion, to public and private financial
institutions during the crisis, and to non-financial

(*®) http://www.treasuryfinland.fi/en-
US/Statistics/State_guarantees
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public corporations such as road and rail
infrastructure companies (*!). In the EU as a
whole, public guarantees declined from around
13% of GDP in 2010 to 9% of GDP in 2018. This
largely reflects a decline in the use of government
guarantee schemes for financial institutions
granted in the context of the financial crisis in
number of EU Member States.

Graph 5.4:  Developments in government guarantees in
selected EU Member States, 2010-2018
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Government guarantees can be one-off (based
on individual contracts for large amounts) or
standardised (issued in large numbers for small
amounts). In most Member States, the largest
category of government guarantees relates to one-
off guarantees granted under individual contractual
arrangements, usually involving more sizeable
amounts. In 2018, the stock of one-off guarantees
ranged from more than 31.0% of GDP in Finland
and 16.3% of GDP in Austria to less than 0.5% of
GDP in Romania, Lithuania, Czech Republic,
Bulgaria, Slovakia, Estonia and Ireland (see Graph
5.5). On the other hand, the total amount
committed in standardised guarantee schemes to
support public policy objectives carries a modest
risk for future public expenditure in most Member
States. These schemes account for more than 1%
of GDP only in France (2.4%), Romania (1.8%),
Italy (1.7%), Estonia (1.5%) and Finland (1.5%).

Contingent liabilities linked to off-balance
public private partnerships (PPPs) are a modest
source of risk for most Member States. The use

Y See IMF (2018b).

of public private partnerships (PPPs) for economic
and social infrastructure projects, such as for the
development of transport infrastructures and
hospitals, can generate additional liabilities for the
government. Depending on the distribution of risks
and rewards between private and public partner,
assets and liabilities related to PPPs can be
recorded either on government’s balance sheet or
on the private partner’s balance sheet. The first
ones (on-balance PPPs) affect government’s debt
directly. However, also those PPPs where the
private partner is exposed to the majority of risks
and rewards, and which are therefore recorded off
government’s balance sheet, government may be
contractually obliged to step in under certain
circumstances (for example, failure of the private
partner). For the EU as a whole, contingent
liabilities related to off-balance PPPs have
modestly accounted for no more than 0.4% of
GDP since 2010 and are only affecting few
Member States (see Graph 5.5). In 2018, more
sizeable contingent liabilities related to off-balance
PPPs were recorded in Slovakia (2.9% of GDP),
Portugal (2.7% of GDP) and Hungary (1.5% of
GDP).

Graph 5.5:  Government guarantees and PPPs in EU
Member States in 2018
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Government guarantees granted in the
context of the COVID-19 crisis

Data on the impact of the COVID-19 crisis on
the stock of government guarantees remain
scarce. Government guarantees were the largest
category of COVID-19-related liquidity support
measures and the majority of Member States put in
place guarantee schemes to mitigate the economic



and social impact of the crisis. According to
Commission estimates, Member States have put in
place schemes that amounted to around 15% of
GDP in the EU in late 2020. This amount,
however, represents the maximum size of the
guarantee frameworks, while the actual take-up or
contractual agreements between households, firms,
financial sector and government is smaller. This
take-up appears to be uneven across Member
States, and was estimated to be around one-fourth
on average in the EU in late 2020. The
quantification is made difficult by the evolving
situation, as some schemes were set up as
temporary and some were modified in response to
the evolving situation. Schemes put in place in
Germany, ltaly, France, Spain and Belgium were
relatively large, compared to average size reported
across countries, with the take-up being higher in
Italy, France and Spain (%2).

The national promotional banks and
institutions (NPBIs) and new EU level
instruments are involved in liquidity support
programmes in response to COVID-19. While
some governments have directly guaranteed loans
issued by banks to households and firms, other
Member States have relied on their national
promotional institutions. These institutions include
the Bulgarian Development Bank, KfW in
Germany, KredEx in Estonia, the Hellenic
Development Bank, BPI France, CDP in Italy,
Altum in Latvia, INVEGA in Lithuania, the Malta
Development Bank, the Polish Development Fund,
and Finnvera in Finland. In addition to domestic
guarantees, Member States also issued guarantees
to support new EU level instruments, in particular
the SURE and the European Guarantee Fund (%).

() Some of these Member States provided information on
COVID-19 related guarantees and, in some cases, on their
take-up, in their 2021 Draft Budgetary Plans. For example,
according to the Draft Budgetary Plan of Germany,
guarantees adopted or announced in response to COVID-
19 outbreak amounted to 19.6% of GDP, while their take-
up at the time of the finalisation of the plan was estimated
at 1.5% of GDP. According to the Draft Budgetary Plans of
France and Spain, size of the guarantee schemes available
to the domestic economy was around 14% of GDP in both
Member States, but the plans did not provide information
on take-up. The Draft Budgetary Plan of Belgium
estimated the size of the available schemes at 11.3% of
GDP and their take-up at 0.7% of GDP.

(*) The temporary Support to mitigate Unemployment Risks in
an Emergency (SURE) is available for Member States that
need to mobilise significant financial means to fight the

5. Additional aggravating and mitigating risk factors for fiscal sustainability

Contingent liabilities related to government
interventions to support financial institutions

A subset of contingent liabilities related to
government interventions to support financial
institutions have followed a downwards trend
since 2013. Following an increase during and
immediately after the financial crisis, the financial
exposure of the government due to the financial
stability schemes has been declining since 2013-14
in  most Member States (see Graph 5.6).
Government guarantees to the financial sector
peaked in 2008 in Ireland (187.6% of GDP) and in
2009 in the United Kingdom (35.7% of GDP),
Belgium (17.9% of GDP) and the Netherlands
(12.7% of GDP) (*%). In 2019, the contingent
liabilities linked to financial stability schemes
varied from 0.1% of GDP in Germany and 1.2% of
GDP in ltaly to 6.5% of GDP in Belgium, 2.9% of
GDP in Luxembourg and 2.8% of GDP in Spain.
Lower outstanding contingent liabilities in recent
years reflect the fact that improved financial
stability did not require a renewal of the expiring
guarantees issued as part of support packages for
financial institutions and that the creation of the
Banking Union and its bank resolution framework
provides a credible alternative to direct public
support. Crystallisation of some government
guarantees between 2008 and 2019 also
contributed to a lower stock of outstanding
guarantees, though it resulted in additional
government expenditure, liabilities and debt
increase (*°). In particular, government guarantees
were called upon in Belgium (2011), Germany

negative economic and social consequences of the COVID
outbreak on their territory. It can provide financial
assistance up to €100 billion in the form of loans from the
EU to affected Member States. Loans provided to Member
States under the SURE instrument are underpinned by a
system of voluntary guarantees from Member States.
Furthermore, to support financing of companies, especially
SMEs, the EIB Group created the European Guarantee
Fund, amounting to €25 billion. This guarantee fund
enables the EIB Group — in partnership with local lenders
and national promotional institutions — to scale up its
support to small and medium-sized companies (SMEs) and
others in the real economy by mobilising up to €200
billion. The Fund's operations will be jointly guaranteed by
the participating Member States from their national
budgets, proportionate to their contribution to the EIB
capital.

(®*) See Eurostat (2019c).
(%) See ECB (2018).
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(2011-12, 2014-17), Denmark (2011), Spain
(2013-16), Latvia (2014), and Portugal (2010) (*®).

Graph 5.6:  Contingent liabilities linked to the financial
sector interventions in the EU, 2008-2019
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Source: Eurostat.

5.2.3. Risks from contingent (implicit) liabilities
related to the banking sector

In order to complement the analysis of potential
contingent liabilities specifically related to the
banking sector, an additional ‘module’ is
provided (as in the previous report). This
module consists of a heat map reporting values of
variables that indirectly capture potential building
risks in the banking sector. Indeed, as seen in the
previous section, the banking sector has often been
an important trigger for government contingent
liabilities. Adverse developments in terms of
private sector credit flows, house prices, bank
loan-to-deposit ratios and non-performing loans
can represent substantial risks to the government’s
financial position in the future and thus give rise to
contingent liabilities, though recent regulation,
notably under the Banking Union, helps mitigate
that risk. A set of six variables, which have proven
in the past to be good leading indicators of banking
— fiscal crises, is assessed against specific
thresholds (see Table 5.2) (°").

(%) See Eurostat (2019c) for details about the impact of these
guarantees on government finances.

(°") The calculation of the specific thresholds for the six
variables used in the fiscal risk heat map to assess the
potential exposure of government finances to uncertainty
over the banking sector relies on the signals’ approach.
This approach is explained in detail in Chapter 2 and
Annex A4 and Annex A10.

Fiscal risks due to contingent liabilities related
to the banking sector are still present, although
risks have been reduced. An overall reduction is
observed in most countries since 2014 (see also
Graph 5.7). Between 2019 and 2020, NPLs ratios
continued to decline in most Member States, with
more sizeable reductions in Cyprus (-6.0 pps.),
Portugal (-3.2 pps.), Slovenia (-2.0 pps.), Italy
(-2.0 pps.) and Hungary (-2.0 pps.) (®®). As of
2020Q2, the NPL coverage ratio shows that in
most countries, NPLs are provisioned for in
proportions of at least one third. Only in few cases,
NPLs appear both high as a share of total loans,
and provisioned for a level lower than 33% (e.g.
Ireland). Additional indicators point to contained
vulnerabilities. Liquidity risks as indicated by the
bank loan-to-deposit ratio are identified only in
few Member States, e.g. in Denmark, Sweden, and
Finland. Finally, developments of private sector
credit flows and house prices flag low risks in
most Member States.

Caution is however warranted in interpreting
these developments as the magnitude of the
negative impact of COVID-19 crisis on banks’
balance sheets remains uncertain. Recent figures
and risk indicators are affected by public support
measures adopted by Member States and by
monetary policy measures. (*) In particular, both
may have contributed to the further lowering of
NPL ratios in 2020, despite the onset of the crisis.
The banks’ balance sheets have in many cases
grown on the back of government-supported
lending, while the underlying quality of the
borrowers has overall deteriorated. This should be
borne in mind when interpreting recent figures and
inferring the impact of the crisis (and of mitigating
measures) on credit risk.

In this context, assessing the impact of the crisis
using regular tools such as the Symbol model is

(°®) This overall declining trend is also confirmed by ECB data
throughout 2020.

(*®) For a detailed discussion of this point see for instance the
latest issue (November 2020) of the risk reduction
monitoring report, jointly prepared by the services of the
European Commission, the European Central Bank (ECB)
and the Single Resolution Board (SRB), which provides a
regular assessment on risk (reduction) within the Banking
Union. See “Risk reduction monitoring report”
https://www.consilium.europa.eu/media/41645/joint-risk-
reduction-monitoring-report-to-eq_november-2019_for-

publication.pdf
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envisaged only at a later stage, when more
robust quantitative information becomes
available. In particular, predicting NPL ratio
developments (e.g. under an adverse scenario) is
difficult as the proportion of loans subject to
COVID-19 related measures provides only an
imprecise estimate of the potential proportion of
loans that will be affected by the pandemic, as the
impact will also depend on the macroeconomic
impact of the crisis, the extent of mitigating
country-specific and bank-specific measures
provided and the speed of economic recovery.

Table 5.2: Potential triggers for contingent liabilities from
the banking sector, by country
Private House price Bank loan-to- NPL ratio (% NPL ratio NPL coverage
sector . : . N change (pps .
credit flow nominal index deposit ratio of total 2020 v ratio
(% GDP) change (%) (%) gross loans) 2019) (%)
BE 3.8 4.0 98.4 2.0 0.0 41.8
BG 5.6 6.0 0.7 [INGEEN 483
cz 3.1 @2 81.3 L2 0.0 56.0
ok [ 24 SR 19 0.2 34.5
DE 5.4 5.8 128.5 i3 0.0 [Sigs)
EE 3.8 7.0 109.2 L5 -0.3
IE -9.1 2.3 88.7 -0.5
ES 13 5.2 107.2 -0.5 43.3
FR 8.0 3.3 109.3 -0.3 49.5
HR N7 9.0 70.2 -1.8 67.5
IT 0.2 -0.1 104.8 -1.8 52.7
cY 2.7 3.7 56.8 -6.0 46.6
Lv i 9.0 7L, 1.8 -0.5 36.9
LT 3.0 6.8 75.3 1.4 -0.5  [IETSENE
LU 3.8 10.1 5 0.0 J
HU 3.2
MT 815
NL 0.0
AT 4.5 5.8 102.2 2a -0.4 52.7
PL 3.3 8.7 0.1 62.3
PT 2.2 9.6 =22 51.7
RO 2.0 3.4 -0.7 65.5
Sl 0.8 6.7 -2.0 523
SK 5 {0) OGNS -0.1 62.5
FI 7.5 1.0 oo [INEZEEN
SE 9.9 2.5 0.0 40.9

(1) Upper and lower thresholds (see Annex A7): (i) Private
sector credit flow (% GDP): upper threshold 11.7%; lower
threshold 9.4%; (ii). Nominal house price index (Y-o-Y
Change): upper threshold 13.21%; lower threshold 11.0%; iii)
Bank loans-to-deposits ratio: upper threshold 133.4%; lower
threshold 107.0%; (iv). NPL ratio: upper threshold 2.3%; lower
threshold 1.8%; (v). NPL ratio (Change): upper threshold 0.3
pps; lower threshold 0.2 pps; (vi) NPL coverage ratio: lower
threshold 66%; upper threshold 33%.

Source: Eurostat (2019 - for private sector credit flows and
change in house price nominal index), EBA(June 2020 - for
other variables reported).
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Graph 5.7:  Non-performing loans ratio (% of total loans),
EU average and countries with a ratio above
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5.3.  OTHER FACTORS

5.3.1. Government assets and net debt

The debt concept used in this report is general
government debt, also referred to as
‘Maastricht debt” or ‘EDP debt’ (}%). It
comprises financial liabilities related to the
following debt instruments: currency, deposits,
debt securities and loans (1°%). The stock of gross
consolidated debt at year-end is measured at
nominal (face) value rather than at market value.
Making use of gross debt means that government-
owned assets Vvis-a-vis counterparts outside the
general government are not netted out. The fact
that figures are consolidated across the general
government sector means that any liability of
which the counterpart is another general
government unit is netted out.

The use of gross government debt, which is
central in the EU’s fiscal surveillance
framework, has a number of advantages. The
choice of gross debt as benchmark indicator was
laid down in the Treaty (*2). It is a widely used

(%) General government includes central government, state
government, local government and social security.

(1Y Maastricht debt does thus exclude monetary gold and
SDRs; equity and investment fund shares; insurance,
pensions and standardised guarantee schemes; financial
derivatives; and other accounts payable such as trade
credits.

(292) Art. 126 and Protocol 12 of the Treaty on the Functioning
of the European Union.
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Graph 5.8:  Gross debt, total liabilities, and financial assets in 2019 (% of GDP)
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concept, allowing for international comparison.
When assessing risks of fiscal stress, gross debt is
the obvious starting point considering that it
summarises governments’ contractual financial
obligations and reveals the magnitude of eventual
refinancing needs.

Yet, government assets also impact public
finances in several ways and might provide
useful supplementary insights. On the one hand,
government-held assets can become a source of
fiscal risks. This is, for example, the case when
state-owned companies run into financial
difficulties. On the other hand, government assets
generate revenue, such as interests or dividends,
which are included in the structural balance
calculations and thus accounted for in the S1 and
S2 indicators. In addition, government assets can
theoretically help to reduce debt when sold off. In
practice however, effective control, marketability,
liquidity, earmarking of financial means and
societal concerns can limit this possibility. In
addition, the valuation of assets is intricate, in
particular for non-financial assets (%).

Net government debt offsets gross debt with
certain types of financial assets. It is defined as
“gross debt minus financial assets corresponding to
debt instruments” (IMF, 2013). Net debt thus
provides a measurement of how much gross debt

(%) See Box 5.1 of the FSR 2018.

would remain after liquidating financial assets to
redeem part of the outstanding debt. It should be
noted that financial assets are marked-to-market
when possible. As a result, in the EU context, net
debt entails adding up two items that are valued in
a different way as EDP debt is valued at nominal
value. This also means that valuation effects will
be present only for the marked-to-market financial
assets and will fluctuate along the economic cycle.
Because of the differences in valuation of assets
and liabilities, and, most importantly, given the
conceptual shortcomings for policy use, Eurostat
does not publish official net debt figures.
However, Eurostat does publish total government
liabilities, measured at market value, which are
generally higher in percent of GDP than the
Maastricht debt ratio due to both larger scope (%)
and valuation effects included on the liabilities
side (see Graph 5.8).

Net debt is found to have a significant effect on
financing costs and the occurrence of fiscal
crises, though the direct impact of assets is less
clear. According to Gruber and Kamin (2012)
there is a robust and significant effect of fiscal
positions, including net debt, on long-term bond
yields for OECD countries. Relatedly and in line
with previous research, Berti et al. (2012) highlight

(%% For more details on the differences in scope and definition
between EDP debt (Maastricht definition) and total
government liabilities, please see Box 5.1 of the DSM
2019.
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Graph 5.9:

Change in gross and net government debt ratio (pp. of GDP, 2009-19)
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that net debt is an important predictor of fiscal
stress episodes (the European Commission’s SO
early-detection indicator of fiscal stress includes
the variable). Ichiue and Shimizu (2015) confirm
that net debt helps explain forward rates for a
group of advanced economies but find that assets
as such do not (1%°). Henao-Arbelaez and Sobrinho
(2017) find that the presence of financial assets
does not significantly reduce sovereign spreads
and the probability of debt crises in advanced
economies, contrary to what is the case for
emerging economies.

The difference between gross and net debt can
be substantial. For instance, when governments
sell financial assets, this may not immediately
affect their gross debt figures (Eurostat, 2014).
Alternatively, when governments intervene to
recapitalise financial institutions, gross debt rises
but the parallel acquisition of a portfolio of
financial assets might fully or partly neutralise the
operation’s impact on net debt (1%). Evidently,

(%) Assets matter, however, for resilience during crisis
episodes: IMF (2018a) found that countries that enter
recessions with strong balance sheets seem to experience
shallower and shorter recessions.

(296) Only the operations which are considered to take place at
market price are recorded as financial transactions,
resulting in acquisition of assets, whereas any excess paid
by the government over the market price would require
recording of government expenditure (capital transfer).
Moreover, even when an operation is deemed to take place
at market price, it would impact the net debt calculation
used in this chapter when the underlying instruments are

asset quality could be an issue in such a scenario
and the marketability of such assets would
realistically be limited in the near term. Moreover,
the wvaluation of financial assets is based on
observed market values. As a result, their value
might drop substantially in the event of rising
market pressures. The sale of large amounts of
government assets might itself induce negative
effects on market valuation. Also maturity
mismatches between liabilities and assets need to
be reckoned with. In sum, interpreting net debt
indicators requires caution and case-by-case
analysis.

Which financial assets should be considered to
compute a concept of net debt that would be
relevant for assessing debt sustainability, varies
depending on their capacity to mitigate risks. In
keeping with the Maastricht debt definition, the net
debt concept discussed hereafter considers
financial assets in the form of currency, deposits,
debt securities and loans, i.e. the same categories
that compose gross debt on the liability side, while
debt is measured at nominal (face) value. A more
risk-based approach would be to restrict assets to
those that are considered highly liquid, such as
currency and deposits and certain debt securities,
which could be more relevant for determining the
capacity to pay debt obligations in stressed
situations and assessing liquidity position to

debt securities or loans, but not in the case of equity
holdings.
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honour high gross financing needs. The challenge
of conducting the debt sustainability analysis based
on a concept of net debt is in determining the
appropriate scope and valuation of
assets/liabilities (1°7).

In 2019, the average net debt (%) was 15 pps. of
GDP lower than gross debt in the EU, with
differences varying between 7 and 50 pps. of
GDP for individual Member States. This
essentially reflects the large variation of
government financial assets across Member States,
which might be due to the set-up of pension
systems, the past materialisation of contingent
events, or country-specific fiscal policies such as
maintenance of large cash buffers. The difference
between gross and net debt was more than 30 pps.
of GDP for Sweden, Finland, Luxembourg and
Cyprus (see Graph 5.8) and 20-25 pps. in the cases
of Austria, Germany, Denmark, and Slovenia. For
Luxembourg and Estonia, among the Member
States with the lowest gross debt, net debt is even
negative as the value of financial assets exceed the
outstanding government debt at face value. The
difference between gross and net debt is less than
10 pps. of GDP for Romania, Poland, France,
Hungary, Ireland and Latvia. Among the Member
States considered, for those with the highest
government debt, e.g. Italy, Portugal and Belgium,
net debt is 13-14 pps. of GDP lower than gross
debt (as seen for France, the difference is a bit
below 10 pps. of GDP). Also in net terms, these
countries have the highest debt burden among EU
Member States. Overall, country rankings for
indebtedness are similar when comparing gross
and net debt.

Some exceptions aside, gross and net debt rose
synchronously over the past decade in the EU
(see Graph 5.9). In Malta and Germany, both
variables substantially decreased between 2009
and 2019. A reduction of gross and net debt by at
least 5 pps. of GDP is also observed over this
period in Hungary, Sweden and Austria. In around
half Member States, debt increased under both
gross and net terms. A large (positive) difference

(1) See for a more detailed discussion, Box 5.1, Chapter 5,
2018 Fiscal Sustainability Report.

(298 Measured as the difference between, on the one hand, EDP
debt and, on the other hand, financial assets in the form of
currency and deposits (AF.2), debt securities (AF.3) and
loans (AF.4).

between changes in gross and net debt is found for
Cyprus. In this country, gross debt rose by 40 pps.
of GDP, respectively, between 2009 and 2019. By
contrast, over the same period, net debt decreased
by 1 pp. of GDP. The large-scale financial sector
rescue operations led to higher deficits and debt
but also involved the accumulation of financial
assets. This example illustrates how net debt
figures help interpret increases in gross debt that
result from financial assistance to the private
sector.

5.3.2. Other relevant factors: NGEU/RRF

Additional factors need to be considered in the
debt sustainability assessment. This concerns in
particular the important EU initiatives adopted in
2020, such as the SURE and, going forward, the
NGEU/RRF. The impact of the NGEU/RRF is
expected to have a substantial positive and
persistent impact on overall EU growth () in the
coming years, and this, ceteris paribus, should
contribute to influence positively the debt
sustainability of Member states. Yet, the impact of
this major initiative could not be reflected in the
current debt sustainability analysis, given the fact
that the process of assessing and approving the
Recovery and Resilience Plans is on-going and
their benefit will be deployed upon timely and full
implementation. However, some first elements are
provided in the Box 5.1, related to the amounts
involved, the estimated impact on economic
growth and the channels via which the EU
recovery plan should support public debt
sustainability.

(2%%) See European Commission (2020c).



Box 5.1: The implications of the RRF for debt sustainability: some first elements

Introduction

This box presents some preliminary reflections
on the impact of the Recovery and Resilience
Facility (RRF) on general government debt
projections. It recalls the size of the RRF package
and a preliminary assessment of its economic
impact as reported in the Autumn 2020 European
Commission Economic Forecast. It also discusses
channels through which it is expected to affect debt
projections, beyond the forecast horizon, under
various assumptions.

1. AMOUNT OF RRF SUPPORT

The RRF will make up to €672.5 billion (%) in
loans and grants available to support reforms
and investments in EU Member States (?). To
this end, Member States should submit Recovery
and Resilience Plans (RRPs), covering their reform
and investment agenda for the whole period up
until August 2026. A pre-financing of 13% is
envisaged upon approval of Members States’
RRPs, implying that disbursements could start
early in the second half of 2021. The disbursement
of funds to the Member States by the EU should
take place up to the end of 2026, subject to delivery
on agreed milestones and targets. Funds borrowed
in the market by the EU should be repaid by the
end of 2058. Repayment of grants is expected to

(Y) Amount expressed in 2018 price levels.

(3 The European Commission proposed the RRF on 27
May 2020. The RRF is the centrepiece of the Next
Generation EU (NGEU) initiative, a €750 billion
temporary recovery instrument to help repair the
immediate economic and social damage brought
about by the coronavirus pandemic. The NGEU also
features the Recovery Assistance for Cohesion and
the Territories of Europe (REACT-EU) initiative,
which adds €47.5 billion support over 2021-2022 to
extend crisis response/repair measures, disbursed via
the European Regional Development Fund (ERDF),
the European Social Fund (ESF), the European Fund
for Aid to the Most Deprived (FEAD). The NGEU
also includes €30 billion of support via further
European programmes or funds such as Horizon2020,
InvestEU, rural development or the Just Transition
Fund (JTF). On 21 July 2020 the European Council
reached a political agreement on NGEU (and the
2021-2027 long-term EU budget) and by December
2020 a final agreement was reached with the
European Parliament on the RRF. The RRF is
expected to enter into force in Q1-2021.

take place via both the GNI-based contributions
and new EU own resources.

Table 1:  Total RRF Grant support, country allocation

Maximum RRF Grant available per country

Amount (EUR Bls)  Share of GDP (%) Share of EU (%)
BE 5.9 13 1.8
BG 6.3 10.6 1.9
cz 7.1 3.4 21
DK 1.6 0.5 0.5
DE 25.6 0.8 7.6
EE 1.0 3.6 0.3
IE 1.0 0.3 0.3
EL 17.8 10.8 53
ES 69.5 6.3 20.6
FR 39.4 1.7 11.7
HR 6.3 13.0 1.9
IT 68.9 4.2 20.4
CcY 1.0 4.8 0.3
Lv 2.0 6.8 0.6
LT 22 4.6 0.7
LU 0.1 0.2 0.0
HU 7.2 5.4 2.1
MT 0.3 25 0.1
NL 6.0 0.8 1.8
AT 35 0.9 1.0
PL 239 4.6 7.1
PT 13.9 7.0 4.1
RO 14.2 6.7 4.2
Sl 1.8 3.9 0.5
SK 6.3 7.1 1.9
Fl 21 0.9 0.6
SE 3.3 0.7 1.0
EU 338.0 2.6 100

(1) Amounts are taken from the RRF regulation (see
Annex | c), where they are expressed in current prices.
This explains the difference with respect to the originally
quoted amount (312.5), which referred to 2018 price
levels. (2) The draft regulation envisages two envelopes
for grants, which have been merged in the table. The
allocation key for one of the envelopes will be revised
once finalised macroeconomic data for 2020 and 2021
become available (see section 1). (3) 2020 GDP levels
are used to compute GDP shares. Note that this causes
some upward bias, as the GDP level for the future years
is understated.

Source: RRF regulation (political agreement of
December 2020), see
https://data.consilium.europa.eu/doc/document/ST-
14310-2020-INIT/en/pdf

(Continued on the next page)
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Box (continued)

For the RRF grant component, Table 1 below
reports maximum amounts available per
Member State (3). The country allocation key for
the grant component is set as follows. Two
envelopes are established: (i) for 70% of the total
envelope of €312.5 billion (at 2018 prices - or €338
at current prices) of available grants, the allocation
key will take into account the Member State's
population, the inverse of its GDP per capita, and
its average unemployment rate over the past 5 years
(2015-2019), all compared to the EU average; (ii)
for the remaining 30% of the total envelope, the
formula will replace the 2015-2019 unemployment
rate indicator by the observed loss in real GDP in
2020 and the observed cumulative loss in real GDP
over the period 2020-2021. This allocation key
aims at ensuring that more vulnerable countries
receive more financial support, while this goal also
prevails when accounting for the repayment of
grants (i.e. net transfers) (%).

For the RRF loan component, it is less
straightforward to infer the amounts that will be
drawn by each country. Two caps apply for the
RFF loans that Member States can access: (i) they
may apply for loans under the RRF up to a
maximum of 6.8% of their GNI, (2019, current
prices); (ii) provided the overall cap of EUR 360
billion (at 2018 prices) for the EU as a whole has
not been reached (°). In addition, the relative take
up rate for RRF loans across countries is likely to

(® Figures in Table 1 are expressed in current prices as
reported in the draft regulation.

(*) See e.g. ECB Economic Bulletin Issue 6/2020 Box 8,
showing that under the assumption of repayment
based on countries share of EUs GNI, Greece would
be the largest net recipient of support from the RRF
relative to its GDP, among the euro area countries,
while Spain and ltaly, which are expected to be
among the most heavily affected Member States in
terms of both deaths and economic fallout, will also
receive sizeable fiscal support. Those computations
were based on the proposal for an RRF regulation
that reflected the European Council conclusions of 21
July 2020.

(®) Specifically, this prevents a straightforward
estimation of the relative amounts that will be drawn
by each country because, if all countries were to
apply for 6.8% of their GNI, the total loans would
amount to EUR 900 billion. Hence, the EUR 360
billion implies a “first come first serve” principle on
top of the 6.8% of GNI cap for the granting of loans
under the RRF (an increase is possible beyond that
cap, under exceptional circumstances, subject to
available resources).

be affected by prevailing market financing
conditions.

2. TREATMENT OF THE RRF IN THE
COMMISSION FORECAST

The Commission 2020 autumn forecast assumes
in the budgetary projections for 2021 the 10%
pre-financing of Recovery and Resilience
Facility grants (). This pre-financing is treated as
a financial transaction with no impact on the budget
balance, but with a public debt-reducing impact .
The approach used was as follows. As usual, the
forecast incorporated measures that had been
credibly announced and sufficiently detailed in
(draft) budgets by the forecast’s cut-off date of the
forecast, irrespective of whether they were planned
to be part of the RRPs. Thus, in principle, only
measures planned for 2021 could be included.
Exceptions apply when the budgetary impact of the
measures extends beyond 2021, or in the case of
multi-year budgets also covering 2022. The pre-
financing of RRF grants (initially 10% of the total
envelope — see Table 2 — it has now been revised to
13%) has been included in the forecast as a
financial transaction, with a debt-reducing impact
via a negative stock-flow adjustment (7).

(®) See Box 1.4.3 in the Commission 2020 autumn
forecast Report entitled: “The inclusion of Next
Generation EU and its Recovery and Resilience
Facility in the forecast”.

(") Note that this approach may create a bias in the
projections for the general government balance and
debt. In particular, the inclusion in the forecast of
expenditure measures that may eventually qualify for
funding with RRF grants will decrease the general
government balance of the Member States, as the
corresponding revenue is not (yet) included in the
deficit forecast. However, this deficit bias will be
reflected in a higher general government debt only to
the extent that the total amount of the measures
exceeds that of the grants’ pre-financing in the stock-
flow adjustment.

(Continued on the next page)




5. Additional aggravating and mitigating risk factors for fiscal sustainability

Box (continued)

Table 2:  Pre financing of RRF Grants accounted for in
the government forecast in 2021

Pre-financing of RRF Grants in 2021
(Autumn 2020 forecast)

Amount (EUR Mis)  Share of GDP (%)
BE 557 0.1
BG 646 1.0
Cz 734 0.3
DK 168 0.1
DE 2459 0.1
EE 110 0.4
IE 138 0.0
EL 1753 1.0
ES 6392 0.5
FR 4055 0.2
HR 643 1.2
IT 7083 0.4
CY 104 0.5
LV 202 0.7
LT 262 0.5
LU 10 0.0
HU 677 0.5
MT 22 0.2
NL 603 0.1
AT 324 0.1
PL 2485 0.5
PT 1425 0.7
RO 1493 0.7
Sl 168 0.3
SK 630 0.7
Fl 252 0.1
SE 400 0.1
EU 33797 0.2

(1) The table shows the debt-reducing impact of the
pre-financing of RRF grants in 2021, via a corresponding
negative stock-flow adjustment, as has been taken into
account in the Commission 2020 autumn forecast.

(2) It refers to a 10% level of pre-financing, as reflected
in the Commission 2020 autumn forecast, although the
amount of pre-financing has now been revised to 13%.
Source: Commission services.

3 IMPACT OF THE RRF ON DEBT PROJECTIONS:
FIRST ELEMENTS

The RRF will represent a temporary (yet
sustained over several years) fiscal impulse
across EU Member States, whose impact on
national public debt in the medium term will
depend on a number of factors and channels.
Section 3.1 reviews the relevant channels through
which the RRF is expected to affect debt dynamics,
including through indirect economic growth
effects, while section 3.2. provides a first broad
estimate of the expected overall impact on debt,
which notably depends on the assumed fiscal
multiplier and additionality of general government
expenditures financed by RRF grants (&).

3.1. Relevant channels and factors

Direct impact on the budget balance and
government debt

The direct impact of the RRF on the budget
balance (and government debt) will depend on
the degree of additionality of the general
government expenditure financed by these
funds. The grant component of the RRF represents
an additional source of public revenue for national
governments, intended to finance investments and
support reforms as set out in Member States’
Recovery and Resilience Plans. Under the
statistical principle of budgetary neutrality (°),
expenditure reported as RRF-related and financed
by RRF grants should not affect the general
government budget balance. This is achieved by
recording in national accounts the grants from the
RRF in the same budgetary year as the underlying
expenditure, to avoid any distortions arising from
possible lags and leads in the timing of cash
inflows and outflows in any given year. However,
if RRF grants fund measures that would exist in a
counterfactual scenario without the RRF, then the
budget balance (and also government debt) would

(®) Additionality here refers to the fact that RRF funds
would serve to finance measures that would
otherwise not have been considered. Instead, in the
regulation, additionality implies that RRF funds do
not substitute for recurring national expenditures nor
for other EU funds (see RRF regulation (final
compromise text) recital 10a, art. 4a and art. 8).

() See Eurostat’s guidance:
https://ec.europa.eu/eurostat/documents/1015035/113
37978/Draft_guidance_note_on_the_statistical_recor
ding_of the_recovery_and_resilience_facility.pdf

(Continued on the next page)
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Box (continued)

directly be improved by comparison to that
counterfactual.

The direct impact of the RRF on government
debt at the end of a given year will depend on
the actual timing of the disbursement of grants
with respect to the expenditure financed by
those grants. While in ESA 2010, the budget
balance is recorded in accrual terms, (*°)
government debt is directly affected by cash flows.
Therefore, the direct impact of RRF grants on
government debt will depend on the disbursement
profile of those grants with respect to the timing of
related outflows. For instance, if RRF grant-funded
expenditures take place before funds are actually
received, the government will have to issue (short-
term) debt to finance this additional spending. In
case of (full) additionality, such issuance will add —
at least temporarily - to the debt burden (*%). Yet,
such a potential impact should be temporary and
contained.

Indirect impact via GDP growth effects

The additional expenditure financed by RRF
grants and loans is expected to have a significant
impact on GDP growth. The additional
expenditure will not only boost aggregate demand
during the implementation period of the RRF (up
until 2026), it is also expected to increase to some
extent potential growth over the medium term,
especially if this expenditure increases the physical
and human capital, and is accompanied by
significant structural reforms. According to the
Commission Quest model simulations (*?), the RRF

(*) This means that revenues and expenditure — including
interest payments — are recorded when they are
incurred, regardless of when the money is actually
received or paid.

(*Y) As the budget balance (in accrual terms) will not be
affected, these amounts will be recorded in stock-
flow adjustments.

(*?) Presented in the Commission Staff Working
Document, “ldentifying Europe's recovery needs”,
May 2020, which accompanied the Commission
proposal for an RRF regulation. The Commission
Autumn 2020 Forecast report provides updated
simulation results that focus on the GDP growth
impact (omitting details of the impact on debt).

impact on EU GDP growth will be significant (*)
and remain positive over the medium term (with a
still positive impact in 2030, i.e. beyond the
implementation period).

The size and the persistence of such GDP
growth effects will however depend on a number
of factors. First, the impact of the RRF-financed
measures (i.e. reforms and investments) will
depend on the degree of additionality of these
measures. The higher the additionality, the larger
the incremental impact on economic activity will
be. On the other hand, crowding-out effects,
stemming from potentially adverse effects on
financing conditions, should be limited at the
current juncture (with monetary policy constrained
at the effective lower bound, in many countries).
The announcement of the RRF seems in fact to
have contributed to the easing of financing
conditions, by boosting investors’ confidence.
Moreover, public investment has the potential to
crowd in private investment in some activities.
Potential (net) import-leakages should also be
mitigated by the fact that the NGEU/RRF is a
coordinated fiscal expansion. Moreover, the
persistence of economic effects, or the impact of
the RRF on potential growth, will depend on the
quality of reforms and investment projects financed
by this facility (e.g. how effective implementation
of reforms and how much additional public
spending goes to productive capital) (*4).

The loan component could impact government
debt through different channels. On the one
hand, the stock of government debt could increase
if RRF loans give rise to additional expenditure.
The extent to which it will do so is also not fully
straightforward: in case of partial additionality,
RRF loans would partially substitute for other
financing sources, thus only partially increasing
total debt. On the other hand, given the lower cost
of RRF loans compared with market financing for
some Member States, this debt instrument could

(*¥) Real GDP in the EU is estimated to be up to 2%
higher during the years of the RRF’s active operation,
compared to a no-policy change baseline, based on
the estimations provided ion the Commission
Autumn 2020 forecast.

(*) In the Commission DSA, the short-term fiscal
multiplier is fixed at 0.75, in line with past estimates.
In the literature, the average elasticity of potential
output to public capital is estimated at around of 0.1
(see Bom and Lighthart, 2014).

(Continued on the next page)
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also lead to a debt-reducing effect through lower
interest expenditure.

Going forward (beyond the medium term here
envisaged), the favourable output effect of the RRF
should ease as the fiscal stimulus is withdrawn,
depending on the degree of persistence of the
effects (discussed above). This, together with the
nature of the resources mobilised to repay the EU
debt instrument issued to fund the RRF, could have
a bearing on long-term debt dynamics.

Overall, the RRF should contribute to
cushioning the effect of the economic crisis,
thereby dampening its persistent adverse impact
(i.e. so-called hysteresis effects). It should also
promote and support a faster and more resilient
economic recovery, and foster favourable
macroeconomic spillover effects across the EU.
Given its long maturity, the RRF will also
contribute to a lengthening of average debt
maturity, further insulating Member States’
financing costs from short-term fluctuations and
reducing rollover risks.

3.2. Impact on debt projections under
alternative assumptions

In the Staff Working Document that
accompanied the RRF proposal (%), the
Commission illustrated the potential impact of
the RRF package on key macroeconomic
variables, including debt-to-GDP. Using QUEST,
the Commission macroeconomic model, this
analysis illustrated the key aspects of the impact of
the RRF package highlighted in the previous
section. In particular, it distinguished two stylised
scenarios according to the degree of additionality
of measures financed by RRF grants, with a high
and a low additionality scenario based on 100%
and 50% additionality, respectively. Both scenarios
assumed that 50% of loans would trigger additional
measures.

The results presented by the Commission
suggested that the RRF would reduce EU debt-
to-GDP by around 1 pps. by 2026. Impacts were

(*) See Commission  Staff Working Document,
“Identifying Europe's recovery needs”, May 2020.
For a discussion of these results see Verwey et al.
(2020) VoxEU column entitled “Next Generation
EU: A recovery plan for Europe”.

shown to be broadly similar under the high and the
low additionality scenario (i.e. -1.3 and -1.2 pps.,
respectively). Larger effects were estimated for
highly indebted countries (around -5.5 to -6 pps. of
GDP). Those results were based on estimates of
RRF based on the original proposal. Since then, the
draft regulation has amended the relative size of the
grants and loans component, although only to a
limited extent. For that reason, and as the analysis
presented by the Commission in its Staff Working
Document accounted for both components, it is
expected that results still provide a relevant
benchmark to assess the potential impact of the
RRF package. Going forward, such results will be
updated using the DSA model once the RRPs are
adopted and detailed information on their content is
known.
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6 . OVERALL ASSESSMENT OF FISCAL SUSTAINABILITY

CHALLENGES

6.1. INTRODUCTION

This chapter summarises the main results of the
fiscal sustainability analysis presented in this
report. The main results, based on a horizontal
assessment framework as in previous reports, (*1%)
are presented in an overall summary heat map of
debt (fiscal) sustainability risks per time dimension
(short, medium and long term), This
comprehensive and multidimensional assessment
reflects the main debt projection results, and the
fiscal sustainability indicators (see Box 6.1 for a
summary of the methodological approach used).
Owing to the exceptional crisis circumstances,
some adjustments to the standard underlying
assumptions have been made. (*%)

Given the current high level of uncertainty and
key EU initiatives approved last year (not
reflected in this assessment), the quantitative
results and ensuing risk assessment based on
this horizontal framework need, more than
ever, to be complemented with a broader
reading and interpretation of results. To this
end, a number of additional aggravating and
mitigating risk factors are also considered, as a
complement to model-based quantitative results
(see for example Chapter 5), and inform the
overall assessment of debt (fiscal) sustainability
challenges. Actually, the importance of such
factors — sometimes more qualitative in nature
(such as institutional factors) and / or country
specific, and a prudent application of judgment to
reach a final assessment of sustainability risks is a
key feature of the Commission DSA framework
since 2014, and is in line with other international
institutions’ practices.

The debt (fiscal)  sustainability  risk
classification, complemented by the
consideration of additional factors, allows

(*19) See for example the Debt Sustainability Monitor 2019.

(M%) In particular, in the baseline, rather than assuming a
constant structural primary balance (SPB) at the last
forecast value (as in 2022), a gradual correction of the SPB
to pre-crisis forecast level is assumed. This adjustment to
the standard assumption acknowledges the extraordinary
negative impact of the COVID-19 crisis on public finances,
which in part carries over to 2021-22, but which can be
expected to progressively unwind.

identifying (sustainability) vulnerabilities that
need to be addressed by appropriate economic
policies. The framework is meant to allow
identifying the scale, nature and timing of debt
(fiscal) sustainability challenges. The ensuing
results are notably used in the context of the EU
integrated system of fiscal and economic
surveillance, in particular  supporting the
formulation  of  policy = recommendations.
Importantly, when a country is deemed to be at
high risk in the short, medium or long term, it does
not mean that fiscal stress is inevitable (in the short
term) or that debt is unsustainable (in the medium
to long term), but rather that there are significant
debt (fiscal) sustainability vulnerabilities that need
to be addressed by appropriate  policy
responses. (112), (%)

6.2.  MAIN RESULTS

6.2.1. Short-term fiscal sustainability challenges

As a result of the abrupt and large deterioration
of public finances in 2020, due to the COVID-19
crisis and the necessary fiscal response taken,
short-term risks of fiscal stress are identified in
several countries. In 2020, eleven countries had
values of SO above its critical threshold, signalling
risk of fiscal stress in the upcoming year. This
concerns in particular Cyprus, Croatia, Portugal,
France, Slovakia, Spain, Finland, Romania,
Belgium, Italy and Latvia (see Chapter 2). As a
comparison, before the Covid-19 crisis, no EU
country was deemed to be at short term risk of
fiscal stress (as in the DSM 2019). However,

(*2) For instance, the latter assessment is anchored to a baseline
assumption, which differs from a ‘programme’ DSA,
where the central scenario reflects policy commitments. In
line also with the IMF definition of debt sustainability in
the context of financial assistance, the Commission DSA
framework deems debt to be unsustainable only if there is
no economically and politically feasible fiscal adjustment
that at least stabilises the debt to GDP level, under both
baseline and realistic stress test scenarios.

(***) In countries already subject to financial assistance, the
standard risk classification becomes less relevant, given
that risks have already materialised, and that respect of
policy commitments ensures debt sustainability. By the
same token, for Greece, whose DSA reflects post-
programme commitments, no risk classification is provided
in the report.



despite the severity of the crisis and the surge in
short-term gross financing needs, monetary policy
support from the Eurosystem and EU initiatives
have helped stabilise sovereign financing
conditions and enabled markets to absorb sizeable
government financing needs.

Nonetheless, the overall situation appears less
critical than during the global financing crisis,
notably thanks to sounder private and external
positions (with only one country — Cyprus - shown
to be at risk along this dimension in 2020 -
according to the financial-competitiveness sub-
index). In 2009, SO flagged short-term risks of
fiscal stress in as many as seventeen countries,
notably due to macroeconomic imbalances.
Moreover, the extraordinary monetary policy
interventions that took place since March 2020,
together with decisive EU actions in 2020, (}14)
contributed to stabilising sovereign financing
conditions, lessening significantly risks of short-
term fiscal stress. Specifically, a coherent policy
mix committed to support the economy for as long
as necessary, while maintaining a strong
commitment to fiscal sustainability in the medium
term, also with respect to other large economies,
help mitigate risks of short-term fiscal stress.

6.2.2. Medium-term fiscal
challenges

sustainability

Over the medium term, eight countries are
found to face high risk, including Belgium,
Spain, France, Italy, Portugal, Romania,
Slovenia and Slovakia. These results assume a
gradual return to the pre-crisis forecast level of the
structural primary balance. They are driven by
already high pre-COVID-19 debt ratios in several
countries (above 90% of GDP in Belgium, Spain,
France, Italy and Portugal), and the significant
impact of the crisis, which is projected to only
gradually unwind, though resulting in a late
decline of debt ratios over the projection period in
some cases (in particular, in Belgium, Spain and
Slovakia). In the case of Romania, the high risk
classification reflects a particularly fast-increasing
debt path (bringing the debt ratio above the high
risk threshold by 2031). For Slovenia and
Slovakia, vulnerabilities to more adverse macro-
financial developments or to weaker fiscal

(**) These include the creation of the SURE, the announcement
of the NGEU/RRF, as well as the ESM PCS.

6. Overall assessment of fiscal sustainability challenges

improvement, than assumed in the baseline,
explain the high risk classification. More
generally, under-achievement of the assumed
gradual return to pre-crisis forecast levels of the
structural primary balance would lead to less
favourable debt dynamics. In most cases (all but
Portugal and Slovenia), the medium term fiscal
gap indicator (the S1 indicator) confirms the DSA
results (see Chapter 3).

Six additional countries appear at medium risk
over the medium term (Croatia, Cyprus,
Hungary, Netherlands, Austria and Finland),
with overall consistent signals across the
different  scenarios  considered. (}*°)  The
remaining twelve Member States (Bulgaria,
Czechia, Denmark, Germany, Estonia, Ireland,
Latvia, Lithuania, Luxembourg, Malta, Poland and
Sweden) are classified at low medium term risk. In
some countries however, stochastic projections,
featuring the uncertainty surrounding baseline
projections, point to some vulnerabilities — due to
the historical volatility of the main debt drivers in
these countries (Bulgaria, Czech Republic and
Latvia). In the case of Ireland, when scaling
government debt with GNI, a more accurate
measure of repayment capacity in this country,
medium term  vulnerabilities appear more
important than suggested according to the standard
GDP metric. (*16)

Average medium-term gross financing needs
are set to remain below the levels seen during
the economic and financial crisis and to
generally decrease over time.

6.2.3. Long-term fiscal sustainability challenges

Over the long term, five countries appear to be
at high risk, including Belgium, Luxembourg,
Romania, Slovenia and  Slovakia. In
Luxembourg, Romania and Slovakia, this risk
classification is due to the large long-term fiscal
sustainability gap (the S2 indicator), driven by the
projected fast increase of ageing costs (in
particular, in Luxembourg and Slovakia; see

(M%) The S1 indicator points to lower risks in some cases
(Croatia, Cyprus, Hungary and Austria), although being at
borderline values between low/medium risk for Cyprus,
Hungary and Austria.

(**%) The debt ratio would still stand at more than 60% of GNI
by 2031 (against 48.3% of GDP).
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Chapter 4). In Romania (and to a lesser extent in
Slovakia), the fast increase of ageing cost is
compounded by deteriorated initial budgetary
position. In Belgium and Slovenia, the high risk
classification reflects a significant fiscal gap to
meet the inter-temporal budget constraint
combined (S2 at medium risk) with debt
vulnerabilities in the medium term (captured by
the DSA component being at high risk).

Sixteen additional countries are deemed at
medium fiscal sustainability risk over the long
term (Bulgaria, Czech Republic, Germany,
Ireland, Spain, France, Croatia, Italy, Cyprus,
Hungary, Malta, Netherlands, Austria, Portugal,
Finland and Sweden). The significant long term
fiscal sustainability gap (S2) is mostly fuelled by
the projected increase in ageing costs. However, in
some cases (Spain, France, Croatia, Italy, Cyprus
and Portugal), the overall long-term risk
classification reflects debt vulnerability in the
medium term, (with the DSA risk category being
medium or high), while the evolution of the cost of
ageing does not appear to be problematic. Only
five Member States (Denmark, Estonia, Latvia,
Lithuania and Poland) are classified at low risk
over the long term.

Under more adverse macro-financial
assumptions, long-term fiscal challenges would
be more acute in most countries. For instance,
under the TFP risk scenario (with lower projected
economic growth over the long term), the S2
indicator would be substantially higher in many
countries. The difference in the long-term
sustainability gaps of the TFP risk scenario
(compared to the baseline) is highest for Romania,
France, Portugal, Belgium and Austria . If
financial conditions were permanently worse than
assumed in the baseline, long-term fiscal gaps
would also be significantly higher in some highly
indebted countries (in particular, in Italy, Spain,
France and Portugal). In the case of Italy, more
adverse financial conditions would lead to a
deterioration of the S2-based risk category (from
low to medium risk; see Table 4.3 in Chapter 4).

6.2.4. Comparison with the DSM 2019 results

In general, the updated projections show higher
levels of debt to GDP ratios, and less favourable
trajectories for the debt ratios over the
projection period, compared with the DSM

2019, owing to the severe crisis brought about by
the pandemic and the necessary fiscal policy
response This has led to significantly worse
starting budgetary positions (see Graph 6.1), and
lower projected medium-term growth (see Graph
6.2). The impact of the COVID-19 crisis is
expected to have some scarring effects on the
economy, also in light of the fact that the impact of
EU recovery strategy, in particular NextGeneration
EU/RRF, on growth could not be included in the
analysis (see Box 5.1).

Graph 6.1:  Government debt and primary balance for the
EU, outturn and forecast / projected values, %
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Graph 6.2:  Potential GDP growth for the EU, %

%

CIONDOORNWAUION0W©O
———T—T—TTTTT

CoocoorPrRPrRrRPERRPEEN

201920202021 2022 2023 2024 2025 2026 2027 2028 2029 2030

DSM 2020 = = =DSM 2019

Source: Commission services.

In terms of risk classification, most important
changes are observed over the short term - with
now eleven countries at risk of fiscal stress in the
upcoming year, while no country was deemed to
face such risks in the DSM 2019.



Over the medium term, seven countries exhibit a
worsening of their risk category compared to
the DSM 2019 (Slovenia and Slovakia — moving
to high risk — and Croatia, Cyprus, Hungary,
Netherlands and Austria — moving to medium
risk). This deterioration is explained by the large
increase of debt to GDP ratios in 2020 (with ratios
having breached the medium risk threshold in
some countries), the (only) gradual reduction of
the 2022 (large) primary deficits assumed in the
baseline, and the lower growth of potential GDP
over the projection period.

Over the long term, six countries are deemed to
face more acute risks compared to the DSM
2019 (Slovenia and Slovakia — moving to high risk
- and Bulgaria, Croatia, Cyprus and Sweden —
moving to medium risk). In some countries, this
revision reflects the deterioration of the DSA-
based risk assessment (Slovenia, Croatia and
Cyprus). In others, it is driven by unfavourable
changes in the initial budgetary position (Bulgaria
and Sweden), or by the revision of projected
ageing costs due to recent pension reform
(Slovakia). The revision of the long term
assumption on nominal interest rates (from 5% in
the DSM 2019 to 4% in this report) mitigates to
some extent the increase of the (S2) fiscal gaps
(see Box 4.1). In the case of Italy, it leads to an
improvement of the long term risk category (from
high to medium risk).

6.2.5. Additional mitigating and aggravating
risk factors

Beyond the debt projections and the risk
classification provided in this report, additional
risk factors are analysed and considered in the
overall assessment:

— On the downside, potential high risks are
related to the presence of contingent liabilities,
notably related to government guarantees to the
private sector, which represents a source of
additional vulnerability. These contingent
liabilities amounted to about 15% of GDP in
2020, with large differences across Member
States, and could be partly reflected in public
debt and deficits to the extent they are called.
In the banking sector, risk reduction indicators
pointed to further improvement up to mid
2020, in particular, regarding the level of non-

6. Overall assessment of fiscal sustainability challenges

performing loans ratios. (**')  However,
situations differ across countries (see Chapter
5).

— However, on the upside, there are many factors
that contribute to mitigate debt sustainability
risks across the EU, notably the lengthening of
debt maturities in recent years, relatively stable
financing sources (with a diversified and large
investors’ base; see Chapter 5), and historically
low borrowing costs, supported by the ECB’s
intervention,. Moreover, the implementation of
reforms and investments under the NGEU/RRF
is expected to have a substantial positive and
persistent impact on overall EU growth (118) in
the coming years (not reflected in the current
debt  sustainability  analysis as  the
implementation of the RRF is on-going) and
this, ceteris paribus, would contribute to
influence positively the debt sustainability of
Member states by lowering the debt-GDP ratio
compared to what is presented in this report
(see Box 5.1 in Chapter 5).

(*7) See European Commission, ECB and SRB (2020).
(118) See European Commission (2020c).
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Table 6.1: Fiscal sustainability risk classification by Member States (in brackets, risk classification in the DSM 2019
whenever the risk classification has changed)

Debt
Overall Overall S1 indicator - sustainability S2 indicator - Overall
SHORT-TERM MEDIUM-TERM overall risk analysis - overall risk LONG-TERM
risk category risk category assessment overall risk assessment risk category
assessment
MEDIUM
BG MEDIUM (LOW) MEDIUM (LOW)
Ccz MEDIUM MEDIUM
DK
DE
EE
IE MEDIUM
ES MEDIUM
FR MEDIUM
HR MEDIUM (LOW)
IT MEDIUM (HIGH)
oy MEDIUM (LOW)
LV
LT
LU
HU MEDIUM MEDIUM
MT MEDIUM MEDIUM
AT MEDIUM (LOW) MEDIUM (LOW) MEDIUM MEDIUM
PL
PT
MEDIUM MEDIUM
MEDIUM (LOW) MEDIUM (LOW)

Source: Commission services.

Table 6.2: Final DSA risk classification: detail of the classification
MEDIUM RISK
scenario at medium risk
BE, ES, FR, IT, PT, RO HR, CY, HU, NL, AT, FI
BG, CZ, DK, DE, EE, IE, LV, LT, LU, MT, PL, SE

Baseline scenario at medium risk

Debt level at high risk: SI, SK

Source: Commission services.
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Table 6.3: Summary heat map of fiscal sustainability challenges

[ Heat map for short-term risks in EU countries
HR IT CY LV LT LU HU MT NL

SO0 overall index

Overall SHORT-TERM risk category

Heat map for medium-term risks in EU countries
S1indicator in the EU countries
IT CY LV LT LU HU

Sl indicator - Baseline scenario - ! 1.6 0.9

S1indicator - overall risk category MEDIUM - MEDIUM - MEDIUM -

Sovereign-debt sustainability risks in EU countries
HR IT CY. LV LT LU HU PL PT RO SI SK FI SE

scenario MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM

Debt level (2031) 76.8 82.6 64.0 635 763 791 842 705

Debt peak year 2026 2026 2024 2026 2025 2024 2026 2024

Average Structural Primary Balance (2022-
2031) Percentile rank

Historical SPB scenario MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM

Debt level (2031) 63.7 89.7 83.3 69.0 60.8  73.6 78.0 792

Debt peak year 2025 2023 2026 2026 2026 2024 2025 2024 2025 2024

Average Structural Primary Balance (2022-
2031) Percentile rank
Negative shock (-0.5p.p.) on nominal GDP MEDIUM MEDIUM
growth
Debt level (2031) . d 66.8 80.5

MEDIUM
74.0

Debt peak year 2026 2026 2025 2025

830 880
Positive shock (+1p.p) to the short- and MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
841  89.0

long-term interest rates on newly issued

Debt level (2031) 61.5 82.0 87.4 68.9 67.9 810 74.4

Debt peak year 2026 2025 2025

Lower SPB scenario (equal to 50% of the MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
pre-crisis forecast SPB)
Debt level (2031) 79.5 87.8 66.4 64.6 78.9 80.2 85.6 73.4
Debt peak year 2026 2026 2026 2025 2026 - 2025

Stochastic projections MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM

Z,roohability of debt in 2025 greater than in 2020 o e S s o s GRS G T
Difference of the 10th and 90th percentile in
2025 (p.p. of GDP) m - 275 220
Debt sustainability analysis - overall risk e — e, =S R m
category

MEDIUM

Heat map for long-term risks in EU countries
HR IT LV LT LU HU MT NL

CY AT PL PT RO SK Fl SE
S2 indicator - Baseline scenario A | A 3.3 4.6 33 2.4 3.2 2.9

Debt sustainability analysis - overall risk MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
category
Overall LONG-TERM risk category MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM

(Source: Commission services

Source:
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Box 6.1: The methodology underpinningthe debt (fiscal) sustainability risk classification
and the overall assessment

Assessment of short-term fiscal sustainability
challenges

The fiscal stress risk indicator SO is used to
evaluate fiscal sustainability challengesover the
shortterm (the upcoming year). T hese challenges
can capture situations ranging from a credit event, a
large financial assistance programme, to an implicit
domestic default (e.g. through high inflation) or
(relevant in the EU context) a loss of market
confidence. In particular, countries are deemed to
face high short-term risks of fiscal stress whenever
the SO indicator is above its critical threshold (see
chapter 2). In all other cases, countries are deemed
to be at low short-termrisk.

Beyondthe SO indicator used to reachan overall
short-term risk assessment, additional indicators
/ variables are consideredinthe analysis. These
indicators / variables are reported in cross-country
tables and country by country fiches (see statistical
annexes), including i) values of the two fiscal and
financial-competitiveness sub-indexes, and ii) the
individual variables incorporated in the composite
indicator SO (see also Chapter 2). These variables
are meant to support the reading and interpretation
of SO results on a country by country basis.

Finally, a complementary analysis is provided,
related to short-term financing needs and
financial markets’ perceptionsof sovereignrisk.
Short-term financing needs, a particularly important
indicator of short-term risks (one component of the
S0 indicator) are given particular attention in this
report. T he analysis of short-term fiscal risksis also
complemented by financial markets’ information on
the ease of (re-)financing government debt (see
Chapter 2, as well as the statistical country fiches).

Assessment of medium-term fiscal sustainability
challenges

e Approach usedintheoverallassessment of
medium-term challenges

Medium-term fiscal sustainability challenges are
assessed based on both the S1 indicator and the
debt sustainabilityanalysis (DSA). T he joint use of
the Sl indicator and the DSA, introduced with the

FSR 2015, allows capturing medium-term
sustainability challenges in acomprehensive way. In
particular, the integration of DSA results in medium-
term risk assessments enables taking into account
the impact of different economic, financial and fiscal
assumptions (notably more adverse circumstances
than the baseline) on the projected evolution of
public debt over the next 10 years. On the other
hand, the S1 indicator appears relatively more suited
to capture risks for public finances stemming from
population ageing. (Y)

A prudent approach is used to determine the
overall medium-term risk category. The
horizontal assessment framework for fiscal
sustainability challenges sets at potential high
medium-term sustainability risk countries that are
deemed to be either at high risk based on the Sl
indicator and / or at high risk based on DSA results.
In other words, a country is considered to face high
sustainability challenges in the medium term if
either its baseline S1 or DSA or both point in that
direction. For the attribution of a medium risk level,
the criterion applies the same way: a country is
considered to be at medium sustainability risk in the
medium term if either its S1 or DSA points in that
direction (while none of the two indicates high
risks).

e Assessment of medium-term challenges
basedon the S1 indicator

The medium-term fiscal sustainability S1
indicator measures the size of the fiscal gap that
needs to be closed to bring debt ratiosto 60% of
GDP. More precisely, the S1 indicator measures the
fiscal adjustment required (in terms of structural
primary balance) to bring debt ratiosto 60% of GDP
in 15 years (see chapter 3). For the S1 indicator, the
identification of medium-term  sustainability
challenges relies on calculations grounded on the
baseline scenario. Countries are deemed to face
potential high / medium / low sustainability risks in

() S1 is a particularly suited tool to assess the impact of
ageing, through the decomposition of the indicator
that allows singling out the cost of ageing
contribution to the fiscal gap.

(Continued on the next page)
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Box (continued)

the medium term, according to S1, depending on the
value taken by the indicator wunder the
aforementionedscenario. Asin previous reports, the
values of the Sl indicator are gauged with regard to
the benchmark structural fiscal adjustment required
in the SGP (astructural adjustment of up to 0.5 pps.
of GDP per year). (9

Additional calculationsare providedin order to
measure the sensitivity of this indicator to
underlying assumptions. S1 calculations under two
alternative scenarios are provided in the cross-
country tables (see Chapter 3) and statistical country
fiches: i) a higher interest rate scenario and ii) a
different debt target (with a debt target set at its
2019 value). These alternative calculations aim at
supporting the reading and interpretation of the
reference Sl results. For each of the scenarios
mentioned, S1 values are accompanied by the
indication of the relative position (in the SPB
distribution forall EU-28 countriesover 1980-2019)
of the related required structural primary balance
(RSPB). This allows grasping more easily how
common /uncommon the implied fiscal position is.
Thresholds used for the S1 sub-components and the
percentile rank of the RSPB are reported in Annex
Ab.

e Overall DSA assessment

The overall DSA assessment is based on both
deterministic debt projections under a set of
scenariosand on stochastic debt projections. In
particular, two main scenarios are used for the DSA
assessment: i) the baseline, and ii) the historical
structural ~ primary balance (SPB) scenario.
Additionally, the overall DSA assessment relies on
results for three adverse sensitivity tests (on nominal
growth, interest rates and the government primary
balance), as well as stochastic projections, atool that
allows assessing the impact of individual and joint
macroeconomic shocks around baseline projections.
Finally, due account to the results of the Stability
and Growth Pact (SGP) scenario is also made in the

() Given that the adjustment is assumed to take place
over 5 years, according to the S1 standard definition,
the upper threshold of risk is therefore set at 2.5 pps.
of GDP, while the lower threshold is at 0 pps. of
GDP. Countries are considered at high risk when the
S1 value is above 2.5 pps. of GDP, and at medium
risk when S1is between 0and 2.5 pps. of GDP.

DSA section (see Chapter 3). This scenario assumes
compliance with the main provisions of the SGP
(see Annex A5 for detailed explanations).

The approach usedallows for a transparent and
comprehensive risk assessmentmapping, from
individual scenarios to an overall DSA
assessment. Practically, for each of the DSA
scenarios,  sensitivity  tests, and stochastic
projections, individual assessments are made (in
terms of high / medium / low risk for the country
under examination) that are then combined into an
overall DSA assessment per country. A country is
assessed to be at high risk if the baseline projections
point to such a high level of risk, or alternatively if
they point to an overall medium risk assessment but
potential high risks are highlighted by alternative
scenarios (historical SPB scenario; sensitivity tests
on macro-fiscal assumptions) or the stochastic
projections. This second criterion for a high-risk
assessment allows prudentially capturing upward
risks around baseline projections in cases where the
latter appear to entail medium risks. The economic
rationale followed to reach the overall DSA
assessment is explained in detail through decision
treesin Annex A6.

The DSA assessment takes into account debt
levels, debt paths, and the plausibility of
underlying fiscal assumptions. Variables used in
the DSA assessment are: i) the level of gross public
debt over GDP at the end of projections (currently
2031); ii) the year at which the debt ratio peaksover
the 10-year projection horizon (which provides a
synthetic indication of debt dynamics); and iii) the
country’sposition of the average SPB (in the overall
SPB distribution for all EU-28 countriesover 1980-
2019) assumed over the projection periodunder the
specific scenario (%). T he first two variables (end-of-
projection debt ratio and debt peak year) are used
also in the assessment of each of the sensitivity tests.
Due account is also given to macro-financial
uncertaintiesthrough stochastic projections. T he
stochastic projection results are evaluated based on
the following two indicators: i) the probability of a
debt ratio at the end of the 5-year stochastic
projection horizon (currently 2025) greater thanthe

() As summarised by its percentile rank, which gives a
sense of how common / uncommon the assumed
fiscal stance is relative to cross-country historical
record.

(Continued on the next page)
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Box (continued)

initial debt ratio (in 2020), which captures the
probability of a higher debt ratio due to the joint
effects of macroeconomic shocks; ii) the difference
between the 90" and the 10" debt distribution
percentiles, measuring the width of the stochastic
projection cone, i.e. the estimated degree of
uncertainty surrounding baseline projections. Annex
A6 reports all upper and lower thresholds used for
each of the individual variables and indicators
mentioned above.

Beyondthese projections, other scenariosare run
to complement the analysis of medium-term fiscal
sustainability challenges. These additional
scenarios are reported in Chapter 3, and in the
statistical country fiches, and are used to
complement the analysis of medium-term
challenges. These scenariosinclude the Stability and
Growth Pact (SGP) scenario, enhanced / combined
sensitivity testson interest ratesand growth, as well
as sensitivity tests on exchange rates for relevant
countries.

Assessment of long-term fiscal sustainability
challenges

e Approach usedin theoverallassessment of
long-termchallenges

Long-term fiscal sustainability challenges are
assessed based on both the S2 indicator and the
DSA. Thejoint use of the S2 indicator and the DSA,
introduced in the FSR 2018, allows capturing long-
term  sustainability challenges in a more
comprehensive way than the assessment based only
on the long-term fiscal gap indicator S2. In
particular, the inclusion of the overall DSA results in
the long-term risk assessment framework aims at
prudently capturing risks linked to medium to high
debt-to-GDP ratios. (*) On the other hand, the S2
indicator is particularly well suited to capture risks
for public finances stemming from population
ageing.

() Such an integrated approach allows addressing one of
the flaws of the S2 indicator, namely that it abstracts
from risks related to the level of the stock of debt.
Indeed, the S2 indicator, grounded on the inter-
temporal budgetary constraint, does not require that
the debt-to-GDP ratio stabilises at a specific value
and the adjustment implied by the S2 indicator might
in fact lead to debt-to-GDP ratio stabilising at
relatively high levels (see Box 4.1 inthe FSR 2018).

A prudent approach is used to determine the
overall long-term risk category. If the DSA
indicates a higher risk category as compared to the
risk indicated by the S2 indicator, the overall
sustainability risk is revised upward by one
category. If the opposite applies, such as lower DSA
risk than the S2 indicator, the risk category
associated with the S2 indicator prevails. A country
is assessed to be at a potential high risk if (i) the S2
indicator flags high risk irrespective of the risk
category implied by the overall DSA results or (ii)
the S2 indicator is medium risk, but the overall DSA
is high risk. In turn, a country is assessed at medium
risk instead of low risk in the long term if, for
instance, the S2 indicator flags low risk and the
overall DSA either medium or high risk (see Annex
AB). If both the S2 value and the overall DSA point
to low risk, the long-term sustainability challenges
are assessed as low risk.

e Assessment of long-termchallenges based on
the S2 indicator

The long-termfiscal sustainability S2 indicator
allows measuringthe fiscal gap to meetthe inter-
temporal budgetary constraint. The S2 indicator
measures the fiscal adjustment required (in terms of
structural primary balance) in order to meet the
inter-temporal budget constraint over an infinite
horizon (including to cover future costs of ageing).
Countries are considered at high / medium / low
sustainability risk in the long run depending on the
S2 indicator value, calculated on the basis of the
baseline scenario. These values are considered
against a set of relevant thresholds, based on
empirical evidence lookingat past episodes of fiscal
consolidations. (%)

Furthermore, additional calculations are
providedin orderto stress testthe sensitivity of
thisindicator to alternative assumptions. Such a
sensitivity analysis is all the more needed since any
long-term projection exercise is surrounded by
important uncertainties. In particular, two alternative
scenarios are considered: i) the ‘TFP risk scenario’

() Lower and upper thresholds of risk for S2 are set at 2
and 6 pps. of GDP respectively, as in previous
reports. Countries with S2 above 6 pps. of GDP are
therefore deemed to be at high risk, while being at
medium risk if S2 is between 2 and 6 pps. of GDP.

(Continued on the next page)
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Box (continued)

and ii) the “interest rate scenario’. These calculations
are also meant to support the reading and
interpretation of S2 results. Similarly to S1, S2
values under all scenarios are accompanied by an
indication of the relative position of the related
required structural primary balance (in relation to the
SPB distribution for all EU 28 countries over 1980-
2019).

Other mitigating and aggravating risk factors
considered

In addition to theelementsalready mentioned,
the Commission fiscal sustainability framework
provides an analysisof additional mitigating and
aggravatingrisk factors. Some of these additional
factorsare particularly relevant for the specifictime
dimension considered (e.g. gross financing needs in
the upcoming vyear and financial markets’
perceptions of sovereign risk when analysing short-
term risks). Other additional factors are considered
horizontally in the overall assessment insofar the
identified vulnerabilities or supporting factors may
materialize in the short, medium or long term (see
Chapter 5). Their consideration isneeded to arrive at
a balanced assessment of fiscal sustainability
challenges.

In this latter additional analysis, three main
components are considered: i) the structure of
government debt financing, in terms of maturity,
currency and debt holders; ii) additional government
liabilities (beyond EDP debt) — including contingent
liabilities (e.g. government guarantees) — and iii)
government assets— notably to derive estimations of
net debt.
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Al.l. SHORT-TERM FISCAL SUSTAINABILITY CHALLENGES

Table A1.1: SO and sub-indexes heat map

SO0 overall index

Overall
S0 SHORT-
Financial [ TERM
competitiv|  risk
eness sub{ category

SO Fiscal
sub-index

index

(1) The following thresholds are used to identify countries at risk of fiscal stress: 0.46 for the SO; 0.36 for the fiscal sub-index and
0.49 for the financial-competitiveness sub-index. They have been derived using the signals' approach (see chapter 2).
Source: Commission services.
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Cross-country tables

Table A1.2: Fiscal variables used in the SO indicator, 2020

Primary  Cycl. adj. S.tab"' Gross Change Short- _Gros_s Interest Change  Change
Balance primary Net debt  financing expend. consumpt.
(%GDP) balance  balance balance debt gross debt term debt (%GDP) need growth gen. govt gen. govt

(%GDP)  (%GDP) (%GDP)  (%GDP) (%GDP) %GD rate diff. ) ’

BE

BG

Ccz

DK

DE

EE

ES

FR

HR

CYy

Lv

LT

LU

HU

NL

AT

PL

PT

RO

Sl

SK

Fl

SE

(1) The upper thresholds used for each variable have been derived using the signals' approach (see chapter 2). The lower
thresholds have been set at 80% of the original signals' approach thresholds, for prudential reasons.
Source: Commission services.
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Table A1.3: Financial-competitiveness variables used in the SO indicator, 2020

GDP per L.Net L.Short-

vield Real GDP capitain intern. savings L.Private L.P(lvate term d_ebt term debt  ction L.Current real eff.
curve growth PPP Invest. household debt credit flow  nonfin. household  (%value account
0, it 0y 0
(9%US position s (%GDP) (%GDP) (%GDP) corp. ¢ (%GDP)  added) (%GDP)

level) __(%GDP, rate

BE

BG

cz

DK

DE

EE

ES
FR

HR

cy
Lv
LT
Ly
HU
MT
NL
AT
PL
PT
RO
sl
sK
FI

SE

L.Net L.Short- L.Constru L.Change L.Change

exchange

(1) The upper thresholds used for each variable have been derived using the signals' approach (see chapter 2). The lower

thresholds have been set at 80% of the original signals' approach thresholds, for prudential reasons.
Source: Commission services.
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Cross-country tables

Additional indicators

Table Al.4: Risks related to the structure of public debt financing, by country (2019)

Short-term public Public debt in Public debt held
debt foreign currency by non-residents
(original maturity)

Shares of total debt (%0):

a0l
284 )
o

(1) The upper thresholds used for each variable have been derived using the signals' approach; the lower thresholds have
been set at 80% of the original signals' approach thresholds, for prudential reasons (see Annex A9).
Source: Eurostat, ECB.
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Table A1.5: Potential triggers for governments' contingent liability from the banking sector, by country

Private NPL ratio

House price Bank loan-to- NPL ratio (% NPL coverage

se'ctor nominal index deposit ratio of total change (pps ratio
credit flow change (%) (%) ross loans) 2020 v (%0)
(% GDP) ge (0 ° 9 2019) °

(1) The upper thresholds used for each variable have been derived using the signals' approach, except for the NPL coverage
ratio; the lower thresholds have been set at 80% of the upper thresholds, for prudential reasons (see Annex A9 and chapter 5).
Source: Eurostat (2019), EBA (June 2020).
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Cross-country tables

Table A1.6: Financial market information

Sovereign yield spreads
(bp.) - 10 year - Nov. 2020
BE
BG
cz
DK
DE

EE
IE
ES
FR
HR
IT
cy
Lv
LT
LU
HU
MT
NL
AT
PL
PT
RO
sl
sK
FI
SE

(1) The upper thresholds used for each variable have been derived using the signals' approach; the lower thresholds have
been set at 80% of the original signals' approach thresholds, for prudential reasons (see Annex A9).
Source: ECB.
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Al.2. MEDIUM-TERM FISCAL SUSTAINABILITY CHALLENGES

Table A1.7: Sl indicator, cost of ageing sub-component and required SPB related to S1, baseline and alternative scenarios,
by country (pps. and % of GDP)
Slindicator - Slindicator -
Baseline scenario | Higher interest
of wich of wich

Cost of
ageing

Cost of
ageing

(1) The upper and lower thresholds used for S1 are 0 and 2.5. The threshold used for the cost of ageing sub-component
corresponds to the EU average. The upper and lower thresholds used for the required SPB are 15% and 30%.
Source: Commission services.
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Table A1.8: DSA heat map, by country

Sovereign-debt sustainability risks in EU countries

BE BG cz DK DE EE IE ES FR HR IT Ccy Lv LT LU HU MT NL AT PL PT RO SI SK Fl SE

Baseline scenario MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM

Debt level (2031) 76.8 82.6 64.0 635 76.3 79.1 842 705

2026 - - - 2025 2024 2026 2024

Debt peak year

Average Structural Primary Balance (2022-
2031) Percentile rank

Historical SPB scenario MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM

2025 2023 2026

Debt level (2031) 89.7 833 69.0 60.8 736 780 792

2026 2026 - 2025 2024 2025 2024

63.7

Debt peak year

Average Structural Primary Balance (2022-
2031) Percentile rank

Negative shock (-0.5p.p.) on nominal

GDP growth MEDIUM MEDIUM MEDIUM
Debt level (2031) 66.8 805 830 880 740
Debt peak year 2026 2025 2025

Positive shock (+1p.p.) to the short- and

long-term interest rates on newly issued MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
Debt level (2031) 615 82.0 87.4 68.9 679 8.0 841 89.0 744
Debt peak year 2026 2025 2025

Lower SPB scenario (50% of pre-crisis

forecast SPB) MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM| MEDIUM
Debt level (2031) 87.8 646 789 802 856 734
Debt peak year 2026 2026 2026 2025 2026 - 2025

Stochastic projections MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
Probability of debt in 2025 greater than in
2020 (%) 80% 24% 100% 60%  91%

Difference of the 10th and 90th percentile in
2025 (p.p. of GDP)
Debt sustainability analysis - overal
risk assessment

23.7

m MEDIUM MEDIUM- MEDIUM MEDIUM: MEDIUM

(1) All thresholds used and decision trees to derive the DSA risk assessment are presented in the Annex A9.

Source: Commission services.
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Al.3. LONG-TERM FISCAL SUSTAINABILITY CHALLENGES

Table A1.9: S2, cost of ageing sub-components and required SPB related to S2, baseline and alternative scenarios, by
country (pps. and % of GDP)

S2 indicator -
Baseline
scenario

BE 3.7 4.7 4.0

BG 2.5 2.7 2.4

Cz 4.8 4.8 4.6

S2indicator - | S2indicator -
TFP risk Interest rate

(1) The upper and lower thresholds used for S2 are 2 and 6. The thresholds used for the cost of ageing sub-components
correspond to the EU average. The upper and lower thresholds used for the required SPB are 15% and 30%.
Source: Commission services.
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ANNEX A2
Country fiches

Belgium

BE - Debt projections baseline scenario

| 2018 | 2019 [ 2020 | 200 | 2022 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2000 | 200 | 20a

Gross debt ratio 99.8 9.1 17.7 117.8 118.6 121.0 122.8 124.0 124.8 125.1 124.9 124.3 123.0 121.2
Changes in the ratio (-1+2+3) 2.3 17 19.7 0.1 0.9 24 18 12 0.8 0.3 0.1 0.6 -1.3 -1.8
of which
(1) Primary balance (1.1+1.2+1.3) 13 0.0 9.2 5.2 4.7 4.1 -3.6 3.1 2.6 2.1 -1.6 -1.2 -1.0 0.9
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.0 -1.3 -4.8 2.8 3.7 3.2 2.8 2.3 -1.9 -1.4 -1.0 -0.5 -0.5 0.7
(1.1.1) Structural primary balance (bef. CoA) 0.0 -1.3 -4.8 2.8 3.7 3.2 2.8 2.3 -1.9 -1.4 -1.0 -0.5 -0.5 0.5
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2
(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 0.8 11 -4.5 2.5 -1.0 0.9 0.8 0.7 0.7 0.7 0.7 -0.6 0.4 0.2
(1.3) One-off and other temporary measures 0.5 0.2 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) -1.3 -13 9.3 4.7 4.2 -1.8 -1.8 1.9 -1.8 -1.8 -1.8 -1.8 2.3 2.7,
(2.1) Interest expenditure 21 2.0 21 18 16 15 14 13 1.2 12 11 11 10 10
(2.2) Growth effect -1.8 -1.7 89 -4.6 -4.0 -1.4 1.2 1.1 0.9 0.7 0.6 0.5 0.9 -1.3
(2.3) Inflation effect -16 -16 -16 -1.9 -1.8 -1.9 2.0 2.0 21 2.2 2.3 2.3 2.4 2.4
(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 03 12 05 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.4 0.3 12 05 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 2.1 3.3 6.8 4.6 5.3 4.7 4.1 3.6 31 2.6 2.1 -1.6 -1.6 -1.7]
% of GDP Annual changein debt ratio, baseline scenario- BE
250 Debt as % of GDP - BE
1550
200 1450
150 1350
100 1250 e L ————
/ — Trse-ll
50 1150 /T Tr=ea _
105.0
00 -
%0
50 0
-100 50 N S
018 2019 2020 22021 02 2028 024 0% 026 027 08 2029 2030 2031 018 019 00 202 02 0B 0% 05 026 027 08 209 2030 2031
OPrimary deficit Blnterest expenditure DOGrowth effect (real)
@|nflation effect |Stock flow adjustments =Change in gross public sector debt
=—Baseline — — -SGPscenario — - — Historical SPB scenario Lower SPB scenario
1550 Debt as % of GDP - BE . Dett a5 % of GDP - BE
1450 1450
1350 1350
1250 1250
1150 1150
1050 1050
%0 %0
850 80
50 750 . . . . . . . . . . . . . s
018 019 00 021 02 028 024 05 0% 027 208 2029 2030 203 2018 019 2020 2202 202 2028 202 2025 2206 20277 2028 2020 2030 2031
—Baseline —&—Lower GDP growth scenario —e—Higher GDP growth scenario ——Baseline —e—Lower interest rate scenario —&— Higher interest rate scenario ====Exchange rate shock
1550 Debx as % of GDP - BE (%h0fGDP) Stochastic cebt projections 2021-2025 - BE
155.0
1450
1450
1350
1350
1250 1250
150 1150
1050 1050
%0 %0
80 80
%0 L L L L L L L L L L L L L 750 R R R R R R .
018 2019 2020 22020 202 2028 204 2025 0% 22027 208 2029 2030 203 2018 2019 2020 2021 202 03 2024 2025

= Baseline Favourable combined scenario  —4#— Adverse combined scenario

E==1p10_p20 B2 p20_pd0 BN p40_p60 EEEAP60_p80 E==1pB0_p90 ====p50 ——Baseline
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2. Risk classification and sustainability indicators summary tables

' Debt sustainability analysis (detail)
Short Medium B Long
S1 . Historical ~ Lower GDP Higher Lower SPB  Stochastic DSA S2
term term Baseline ) . e term
SPB growth interestrate  scenario projections

MEDIUM
(52=3.7)
% |
if. between percentiles 30.3
S0 indicator 2009 2020 Critical threshold
Overall index 0.48 0.48 0.46
Fiscal sub-index 0.88 0.88 0.36
Financial competitiveness sub-index 0.27 0.27 0.49
2019 DSM 2020 DSM
Slindicator
Overall index 41 43
of which Initial budgetary position -0.5 -1.2
Debt requirement 3.4 4.6
Ageing costs 11 0.9
Required structural primary balance related to S1 35 3.8
2019 DSM 2020 DSM
S2 indicator
Overall index 48 37
of which Initial Budgetary position 0.8 1.0
Ageing costs 4.0 27
of which Pensions 19 0.9
Health care 0.4 0.3
Long-term care 1.6 14
Others 0.1 0.0
Required structural primary balance related to S2 4.2 3.1

Profile redemption for existing securities and official loans, as of Jan. 2021 -BE

Total stock of maturing securities and official loans (% GDP): 90.96
30
25
20
o
o5
8
10
5
-5.0
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 0
@Primary deficit @Stock-flow adjustments ®interest rate payments Lsfrig\?er v 2 3 R 5 %siduaﬂr\\(namritsv & vy uy By Bsgand
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans
70 Market perception of sowereignrisk - BE g
a
60 g‘;g Sovereign Ratings Local currency | Foreign currenc
céaéal as of Jan 2021, BE [long term |short !ernj long term [short term|
50 B2 Moody's Aa3 P-1 Aa3
2 gL S&P A | Al [ A | Add
5% B2 Fitch AN AL FL+
g Baa2
Baal
2 A3 - -
ﬁ% Sovereign yield
£\ — ¥\ spreads (bp)*-
10 Aa3 -
/ — W \/ Aaz as of November [10¥ea
Aal
0 Aaa (2020 |

2016-02  2016-08 2017-02 2017-08  2018-02 2018-08 2019-02 2019-08 2020-02  2020-08

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

Country fiches
Belgium

Public debt structure -
BE (2019)

5. Risks related to government's contingent liabilities

Net International
Investment Position

General government contingent liabilities | BE | EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 13.8 9.6 10.7 9.8 9.3 6.7
of which  One-off guarantees 132 9.1 10.1 9.2 87 6.2
Standardised guarantees 0.6 0.6 0.6 0.6 0.6 05
Public-private partnerships (PPPs) (% GDP) 0.1 0.3 0.3 0.3 0.3 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilities and assets outside gen. gov. under guarantee | 11,5 7.6 85 73 6.6 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul us | 76 | 85 | 73 | 66 | 12
Government's Share of non-
- I ) NPL coverage
contingent liability performing loans -
risks from banking (%):
sector - BE (2019)
2.0 41.8
6. Realism of baseline assumptions
3-Year average level of Structural Primary Balance (1980-2020) - Probability o
N 9% of GDP Historical debt
12%
_ AVG 0510 $PB for BE: perceatile rank “0
of 44%
1% O * Pre crsis forecast SPR for BE: percentile 120
AVG 22.31 SPB under SGP for BE: 100 d
bl perceatilerskof 7% 0
0 60
0
#
2
b 0
RANRREIILLLEILERISIEEIIILLRIIILER
o 2322222332333 2232Q3R3RARARRARIRARRRR
E 2 E 2 3
b A : ! ’ ! ¢ ! £ M Debt reduction episode == <<+ Baseline debt projections === Debt-to-GDP ratio
1550 Detit a5 % of GDP - BE Changes in debt - Breakdown - BE - pp of GDP
20 . Projections
1450 !
150 !
1350 i
100 H
1250
50
1150
00 :
1050 :
50 :
%0 ;
80 -100 ‘
_ -150 H
016 2017 018 2019 020 2021 02 2028 024 05 0% 2027 2028 2029 2030 2031 2122016 DEDD 22004 D208 e
———Baseline -~~~ Baseline_Autumn Forecast2019  — — - Baseline_Autumn Forecast 2018 mmm Primary deficit Snowball effect Stock-flow adjustments ~ ==e==Changes in debt ratio
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Macro-fiscal assumptions, Belgium Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1177 1178 1186 1251 1243 1212 1180 1235 1221
Primary balance 92 -5.2 4.7 2.1 -12 -0.9 -6.4 -2.2 -33
Structural primary balance (before CoA) -4.8 -2.8 -37 -14 -05 05 -38 -16 2.1
Real GDP growth -84 41 35 0.6 04 11 -0.3 0.8 0.5
Potential GDP growth 06 0.6 10 05 04 08 0.7 0.7 0.7
Inflation rate 17 16 15 18 19 20 16 18 18
Implicit interest rate (nominal) 2.0 16 14 0.9 09 0.9 17 1.0 12
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1177 1178 1186 1256 1252 1221 1180 1240 1225
Primary balance 92 -5.2 4.7 -2.3 -1.3 0.2 -6.4 -2.2 -33
Structural primary balance -4.8 -2.8 -37 -16 -0.6 0.6 -38 -15 2.1
Real GDP growth -84 41 35 0.6 03 07 -0.3 0.7 05
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1177 1178 1186 1198 1142 1096 1180 1179 1180
Primary balance 92 -5.2 4.7 04 05 03 -6.4 -0.9 2.3
Structural primary balance (before CoA) -4.8 -2.8 37 0.5 05 05 -38 0.2 -11
Real GDP growth -84 41 35 13 12 08 -0.3 08 0.6
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1177 1180 1192 1286 1294 1279 1183 1271 1249
Implicit interest rate (nominal) 2.0 19 17 1.6 16 16 1.8 1.6 16
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1177 1175 1181 1217 1195 1150 1178 1200 1194
Implicit interest rate (nominal) 2.0 14 11 04 0.2 0.1 15 04 0.7
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 177 1173 1176 1213 1194 1154 1175 1197 1192
Real GDP growth -84 4.6 4.0 11 0.9 16 0.1 13 10
7. Lower growth scenario 2020 2020 202 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1177 1183 1197 1291 1294 1274 1186 1274 1252
Real GDP growth -84 36 30 0.1 -0.1 0.6 -0.6 03 0.1
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1177 1178 1186 1254 1250 1224 1180 1239 1224
Primary balance 92 -52 -4.7 -2.2 -14 -12 -6.4 -24 -34
Structural primary balance (before CoA) -4.8 2.8 37 -16 -0.8 -0.8 -38 17 2.2
Real GDP growth -84 41 35 0.6 04 11 -0.3 08 05
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1177 1178 1186 1251 1243 1212 1180 1235 1221
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2021 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 1177 1170 1170 1180 1148 1095 1173 1164 1166
Implicit interest rate (nominal) 20 14 11 0.4 02 01 15 0.4 07
Real GDP growth -84 46 40 11 09 16 0.1 13 10
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1177 1181 1194 1300 1313 1301 1184 1285 1260
Implicit interest rate (nominal) 20 18 16 13 12 12 18 13 14
Real GDP growth -8.9 36 30 0.0 -0.1 0.6 -0.8 0.2 0.0




Bulgaria

Country fiches
Bulgaria

. General Government Gross Debt projections under baseline, alternative scenarios and sensitivity tests

BG - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 22.3 20.2 257 264 26.3 26.3 25.8 253 24.7 24.2 238 235 232 23.0
Changes in the ratio (-1+2+3) 31 2.0 55 0.6 0.1 0.0 05 0.6 05 0.5 0.4 0.4 03 0.2
of which
(1) Primary balance (1.1+1.2+1.3) 2.6 2.5 2.4 2.3 0.7 03 0.2 0.1 0.1 0.1 0.1 0.0 0.0 0.1
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 2.1 15 -15 17 0.6 0.1 0.4 03 0.2 0.1 0.1 0.0 0.0 0.1
(1.1.1) Structural primary balance (bef. CoA) 21 15 -15 1.7 0.6 0.1 04 04 04 0.4 0.4 0.4 0.4 0.4
(1.1.2) Cost of ageing 0.0 0.0 0.1 0.2 0.3 0.3 0.4 0.4 05
(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 0.6 10 0.9 0.6 0.1 0.2 0.2 0.1 0.1 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) -1.0 -13 14 0.7 0.8 0.2 0.3 0.4 0.4 0.4 0.3 0.3 0.3 0.3
(2.1) Interest expenditure 0.7 0.6 0.6 0.7 0.7 0.6 0.6 0.6 0.5 0.5 0.5 0.4 0.4 0.4
(2.2) Growth effect 0.7 0.8 11 0.6 0.9 0.3 0.4 05 0.4 0.4 03 0.3 03 03
(2.3) Inflation effect -1.0 -11 0.3 0.7 05 05 05 05 05 0.5 0.5 0.5 0.5 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 0.6 17 17 -1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.6 17 17 -1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.2) Adj due to the exct 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 14 1.0 2.0 24 -1.3 0.8 0.2 03 03 04 04 04 05 0.5
% of GDP Annual changein debt ratio, baseline scenario- BG
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60 60.0
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@|nflation effect |Stock flow adjustments =Change in gross public sector debt
=—Baseline — — -SGPscenario — - — Historical SPB scenario Lower SPB scenario
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ility indicators summary tables

Debt sustainability analysis (detail)

Long
Historical Lower GDP Higher Lower SPB  Stochastic term

CEEEI SPB growth interestrate  scenario  projections

isk category MEDIUM

Debt level (2031)
Debt peak year
ercentile rank

robability debt higher -

2023 2023 2023 MEDIUM  \EDIUM

(S2=25)

S0 indicator 2009 2020 Critical threshold
Overall index 0.65 0.35 0.46
Fiscal sub-index 0.33 0.23 0.36
Financial competitiveness sub-index 0.82 0.42 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -5.4 -31
of which Initial budgetary position -2.3 -1.2
Debt requirement -3.6 -25
Ageing costs 0.5 0.7
Required structural primary balance related to S1 -4.2 -2.7
2019 DSM 2020 DSM
S2 indicator
Overall index 1.6 25
of which Initial Budgetary position -0.8 -0.1
Ageing costs 24 25
of which Pensions 16 19
Health care 0.2 0.1
Long-term care 0.1 0.1
Others 0.5 0.5
Required structural primary balance related to S2 2.8 29

Profile redemption for existing securities and official loans, as of Jan. 2021-BG

Total stock of maturing securities and official loans (% GDP): 20.40
5
4
4
3
3
2
2
1
1
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 0
" o " 2020 g 2y 3y 4y 5Y 6Y v 8y 9y 10y 11y 12Y Beyond
@Primary deficit @Stock-flow adjustments ®interest rate payments Leftover Residual Maturity 1;0\(
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans
300 Market perception of sowereignrisk -BG g
a
Caa3 ; 7 ;
50 Can> Sovereign Ratings Local currency Foreign currency
Céaﬂl as of Jan 2021, BG [long term short term|long term |short term|
200 B2 Moody's Baal Baal
F BL, s&p BBB A2 BBB A2
S, Ba2
Si50 Bag Fitch BBB BBB F2
2 Baa3
g e
a;
100 A3 - -
A2 Sovereign yield
50 ﬁg\S spreads (bp)*-
10-year
222 as of November
Asa 2020

0
2016-02  2016-08  2017-02  2017-08 ~ 2018-02  2018-08 ~ 2019-02  2019-08 ~ 2020-02  2020-08

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

Country fiches

Bulgaria

Public debt structure -
BG (2019)

5. Risks related to government's contingent liabilities

Share of government debt
by non-residents (%):
43.9

net International Investment Position

Net International
Investment Position

General government contingent liabilities | BG | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 0.7 0.5 0.4 0.3 0.2 6.7
ofwhich ~ One-off guarantees 0.7 04 0.3 0.2 0.1 6.2
Standardised guarantees 0.0 0.1 0.1 0.1 0.1 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 1.1
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 0.1

GhP) Toul 00 | 00 | 00 | 00 | 00 | 12

Government's
contingent liability
risks from banking
sector - BG (2019)

6. Realism of baseline assumptions

NPL coverage
ratio

48.3
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Macro-fiscal assumptions, Bulgaria Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 57 264 263 242 235 20 261 244 248
Primary balance 24 -2.3 0.7 01 00 01 -18 0.0 04
Structural primary balance (before CoA) -15 -17 -0.6 04 04 0.4 -13 0.3 -0.1
Real GDP growth -5.1 26 37 17 13 12 04 15 12
Potential GDP growth 12 15 17 15 13 12 15 14 14
Inflation rate 14 28 21 20 20 20 21 20 21
Implicit interest rate (nominal) 2.7 2.7 2.7 2.1 19 18 2.7 2.1 2.3
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 257 264 263 267 210 212 261 268 266
Primary balance 24 -2.3 0.7 -05 -0.5 -05 -1.8 -05 -0.8
Structural primary balance -15 -17 -0.6 -05 -05 05 -13 -05 -0.7
Real GDP growth -5.1 26 37 15 13 12 04 15 12
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 257 264 263 250 241 234 261 250 253
Primary balance 24 2.3 0.7 01 01 0.1 -1.8 0.0 -0.5
Structural primary balance (before CoA) -15 17 -0.6 04 04 04 -13 0.3 0.1
Real GDP growth -5.1 26 37 16 15 12 04 15 12
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 57 264 264 249 244 242 262 251 254
Implicit interest rate (nominal) 2.7 3.0 31 2.6 2.5 2.5 2.9 2.6 2.7
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 257 263 261 235 26 218 261 237 243
Implicit interest rate (nominal) 2.7 2.5 24 15 13 12 2.6 16 18
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 57 262 260 234 25 218 260 236 242
Real GDP growth 5.1 3.1 4.2 2.2 18 17 0.7 20 17
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 257 265 265 250 245 242 262 252 255
Real GDP growth -5.1 21 32 12 08 0.7 0.1 10 07
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 57 264 263 249 245 244 261 251 254
Primary balance 24 -2.3 -0.7 0.1 -0.2 03 -18 0.1 -0.6
Structural primary balance (before CoA) -15 17 -0.6 0.2 02 02 -1.3 0.1 0.2
Real GDP growth -5.1 26 37 17 13 12 04 15 12
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 257 264 263 242 235 20 261 244 248
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2021 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 57 262 259 28 216 27 259 230 27
Implicit interest rate (nominal) 27 25 24 15 13 12 26 16 18
Real GDP growth -5.1 31 42 22 18 17 0.7 20 17
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 257 264 263 249 246 244 261 251 254
Implicit interest rate (nominal) 2.7 28 29 23 22 22 28 24 25
Real GDP growth -5.6 21 32 11 08 07 -0.1 0.9 0.7




Country fiches
Czechia

Czechia
CZ - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 2.1 30.2 379 40.6 422 439 45.0 457 46.0 459 453 446 438 431
Changes in the ratio (-1+2+3) 2.2 -1.8 76 2.7 1.6 17 12 0.7 0.3 0.1 0.6 0.7 0.8 0.8
of which
(1) Primary balance (1.1+1.2+1.3) 17 10 5.4 -4.0 -3.0 2.5 2.1 -1.6 11 0.7 0.3 0.2 0.2 0.1
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.5 0.3 3.4 2.5 2.5 2.1 -1.6 -1.2 0.7 0.3 0.1 0.1 0.0 0.1
(1.1.1) Structural primary balance (bef. CoA) 0.5 0.3 3.4 2.5 2.5 2.1 -1.6 -1.2 0.7 0.3 0.1 0.1 0.1 0.1
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.2 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 12 12 2.0 -15 0.5 0.5 0.4 0.4 0.4 0.4 -0.4 -0.3 0.1 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) 11 12 19 0.9 -18 0.9 0.9 0.9 0.9 0.8 0.8 0.9 0.9 0.9
(2.1) Interest expenditure 0.7 0.7 0.8 0.8 0.7 0.7 0.7 0.7 0.7 0.8 0.8 0.8 0.8 0.8
(2.2) Growth effect -1.0 0.7 2.2 11 17 0.8 0.8 0.8 0.7 0.7 0.7 08 08 0.8
(2.3) Inflation effect 0.9 12 -1.0 05 0.8 0.8 0.8 0.9 0.9 0.9 0.9 0.9 0.9 0.9
(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 0.3 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 0.7 0.3 0.2 0.4 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 0.1 0.0 0.1 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 0.2 -1.0 4.2 33 3.2 2.8 24 -1.9 -15 11 0.6 0.7 0.8 0.9
% of GDP Annual changein debt ratio, baseline scenario- CZ
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ility indicators summary tables

Debt sustainability analysis (detail)

robability debt higher

|
Long
. Historical ~ Lower GDP Higher Lower SPB  Stochastic DsA ! S2
Baseline . - . 1 term
SPB growth interestrate  scenario projections
1
isk category MEDIUM I
Debt level (2031) |
Debt peak year 2026 2026 I MEDIUM MEDIUM
ercentile rank I (S2=4.8)
1

S0 indicator 2009 2020 Critical threshold
Overall index 0.34 0.37 0.46
Fiscal sub-index 0.42 0.37 0.36
Financial competitiveness sub-index 0.31 0.37 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.9 -0.9
of which Initial budgetary position -1.3 -0.8
Debt requirement -25 -1.2
Ageing costs 0.9 11
Required structural primary balance related to S1 -2.6 -0.7
2019 DSM 2020 DSM
S2 indicator
Overall index 48 438
of which Initial Budgetary position 0.0 0.2
Ageing costs 4.8 4.6
of which Pensions 2.3 2.6
Health care 0.8 0.6
Long-term care 11 11
Others 0.6 03
Required structural primary balance related to S2 51 4.9

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

120
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Country fiches

net International Investment Position

Czechia

Public debt structure -
CZ (2019)

Share of government debt
by non-residents (%):
40.5

Net International
Investment Position

General government contingent liabilities | CZ | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 0.6 0.3 0.3 0.2 0.2 6.7
ofwhich ~ One-off guarantees 0.6 0.3 0.3 0.2 0.2 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 00 | 00 | 00 | 00 | 00 | 12

Government's
contingent liability
risks from banking
sector - CZ (2019)

6. Realism of baseline assumptions

NPL coverage
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Macro-fiscal assumptions, Czechia Levels Averages

1. Baseline scenario 2020 2021 2022 2021 2029 2031 2020-22  2023-31  2020-31
Gross public debt 319 406 422 49 Me 431 402 M8 437
Primary balance 5.4 -4.0 -30 -0.7 -0.2 0.1 4.1 1.0 -18
Structural primary balance (before CoA) -34 25 -2.5 -0.3 0.1 0.1 -28 -0.6 -1.1
Real GDP growth -6.9 31 45 15 19 19 02 18 14
Potential GDP growth 12 16 19 15 15 16 16 16 16
Inflation rate 34 14 19 20 20 20 23 20 20
Implicit interest rate (nominal) 24 2.1 19 17 17 18 2.1 17 18
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 319 406 422 42 439 425 402 M4 33
Primary balance 5.4 4.0 -30 0.4 -0.2 0.1 4.1 0.9 17
Structural primary balance -34 25 -2.5 0.0 0.0 0.0 -28 0.6 -1.1
Real GDP growth -6.9 31 45 15 18 17 02 18 14
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 379 406 422 462 461 467 402 458 444
Primary balance 54 4.0 -3.0 11 -09 11 41 -14 21
Structural primary balance (before CoA) -34 -25 -25 -08 08 08 -28 11 -15
Real GDP growth -6.9 31 45 19 19 17 02 18 14
4. Higher IR scenario 2020 2021 2022 2021 2029 2031 2020-22  2023-31 202031
Gross public debt 319 407 425 416 410 461 404 465 450
Implicit interest rate (nominal) 24 24 23 25 26 2.1 24 25 25
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 379 40.5 419 43 423 40.2 40.1 432 424
Implicit interest rate (nominal) 24 18 15 09 09 09 19 10 12
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 319 405 419 46 429 410 401 435 427
Real GDP growth -6.9 36 50 20 24 24 06 23 19
7. Lower growth scenario 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 379 408 425 4713 464 452 40.4 46.2 447
Real GDP growth -6.9 2.6 40 10 14 14 0.1 13 09
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 319 406 422 460 448 435 402 450 438
Primary balance 5.4 -40 -3.0 -0.7 0.3 0.2 4.1 -1.0 -18
Structural primary balance (before CoA) -34 25 -2.5 0.4 0.1 0.1 -28 -0.6 -1.2
Real GDP growth -6.9 31 45 15 19 19 02 18 14
9. Exchange rate depreciation scenario 2020 2021 2022 207 2029 2031 2020-22 2023-31  2020-3L
Gross public debt 319 409 427 464 450 435 405 453 M1
Exchange rate depreciation 00% 60% 60% 00% 00% 00% 40%  00%  10%
10. Favourable combined scenario (GDP & IR) 2020 2021 2022 207 2029 2031 2020-22 2023-31  2020-3L
Gross public debt 319 404 416 430 407 383 99 49 414
Implicit interest rate (nominal) 24 18 15 09 09 09 19 10 12
Real GDP growth -6.9 36 50 20 24 24 06 23 19
11. Adverse combined scenario (GDP & IR) 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 39 407 423 415 469 461 403 464 449
Implicit interest rate (nominal) 24 22 2.1 21 22 22 23 21 22
Real GDP growth 14 26 40 10 13 14 -03 12 09




Denmark

Country fiches
Denmark

DK - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 34.0 333 45.0 411 40.9 40.2 38.7 36.4 345 325 30.6 28.6 26.6 24.7
Changes in the ratio (-1+2+3) -1.9 0.7 1.7 3.9 0.2 0.7 -1.5 23 -1.9 -1.9 2.0 2.0 2.0 -1.9
of which
(1) Primary balance (1.1+1.2+1.3) 15 45 -35 -1.8 -1.2 0.5 0.2 1.0 12 12 13 13 13 12
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 16 4.2 0.3 03 0.7 0.8 0.9 1.0 1.2 12 13 13 13 12
(1.1.1) Structural primary balance (bef. CoA) 16 42 0.3 0.3 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 0.1 0.1 0.1 0.2 0.2 0.1 0.0 0.1 0.0
(1.1.3) Others (taxes and property incomes) 0.0 0.1 0.2 0.3 0.4 0.5 0.6 0.6 0.6
(1.2) Cyclical component 0.1 0.3 -3.0 2.1 -1.9 -1.3 0.6 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 0.8 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) 0.2 0.4 19 -15 -1.0 12 13 1.2 0.8 0.7 0.7 0.7 0.6 -0.6]
(2.1) Interest expenditure 0.8 0.7 0.7 0.7 0.7 0.6 05 04 04 0.4 0.3 0.3 0.2 0.2
(2.2) Growth effect 0.8 0.9 14 -1.5 -1.0 1.1 -1.0 -1.0 05 0.4 0.4 0.3 0.3 0.3
(2.3) Inflation effect 0.2 0.3 0.2 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.6 0.6 0.6 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 03 43 6.3 4.2 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 03 43 6.3 4.2 0.4 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 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 0.8 35 04 04 0.0 0.2 0.4 0.6 0.8 0.9 1.0 11 11 1.0
% of GDP Annual change in debt ratio, baseline scenario- DK
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ility indicators summary tables

Debt sustainability analysis (detail)

isk category

Debt level (2031)

Debt peak year
ercentile rank

Baseline

robability debt higher

Lower SPB  Stochastic
scenario  projections

Historical Lower GDP Higher
SPB growth interestrate

essarsrssssssrssssssssEEsssssannEEn

S0 indicator 2009 2020 Critical threshold
Overall index 0.42 0.41 0.46
Fiscal sub-index 0.28 0.46 0.36
Financial competitiveness sub-index 0.50 0.38 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -5.6 -4.2
of which Initial budgetary position -3.0 -2.8
Debt requirement -2.6 -1.5
Ageing costs 0.0 0.1
Required structural primary balance related to S1 -4.7 -3.5
2019 DSM 2020 DSM
S2 indicator
Overall index 0.4 1.0
of which Initial Budgetary position -0.2 0.1
Ageing costs 0.6 0.9
of which Pensions -1.2 -13
Health care 0.7 0.7
Long-term care 15 17
Others -04 -0.3
Required structural primary balance related to S2 1.2 1.6
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Country fiches
Denmark

Risks related

Net International
Investment Position

Public debt structure -
DK (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | DK | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 9.9 12.5 12.3 117 14.8 6.7
of which  One-off guarantees 9.8 124 123 117 147 6.2
Standardised guarantees 0.1 0.1 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.1 0.2 0.2 0.2 0.2 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilities and assets outside gen. gov. under guarantee 0.3 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
financial institutions (%  |Special purpose entity 0.2 0.0 0.0 0.0 0.0 0.1
GhP) Toul 05 | 00 | 00 | 00 | 00 | 12

Government's Share of non-

- I ) NPL coverage
contingent liability performing loans -
risks from banking (%):
sector - DK (2019)

1.9 34.5

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

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 450 411 409 R5 286 247 N4 RN5  HO
Primary balance -35 -1.8 -12 12 13 12 -2.2 0.9 0.2
Structural primary balance (before CoA) 0.3 0.3 0.7 0.7 0.7 0.7 04 0.7 0.6
Real GDP growth -39 35 24 13 12 13 0.7 17 15
Potential GDP growth 18 19 20 13 12 13 19 14 15
Inflation rate 05 15 18 19 20 20 13 19 18
Implicit interest rate (nominal) 2.1 16 17 11 09 0.9 18 11 1.3
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 40 411 409 363 342 30 24 363 378
Primary balance -35 -18 -12 0.2 0.2 0.2 -2.2 0.0 -0.5
Structural primary balance 0.3 0.3 0.7 04 0.3 0.2 0.4 04 04
Real GDP growth -39 35 24 15 13 14 0.7 17 15
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 450 411 409 300 228 160 24 292 35
Primary balance -35 -1.8 -1.2 24 30 29 2.2 20 09
Structural primary balance (before CoA) 03 03 0.7 24 24 24 0.4 21 17
Real GDP growth -39 35 24 18 16 13 0.7 17 15
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 450 413 412 338 302 266 25 338 HI
Implicit interest rate (nominal) 2.1 2.0 2.1 17 16 16 2.1 17 18
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 450 410 406 313 211 230 22 314 U1
Implicit interest rate (nominal) 2.1 12 13 0.5 0.3 0.2 16 0.5 08
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 450 409 405 34 212 232 92 314 A1
Real GDP growth -39 40 29 18 17 18 1.0 2.2 19
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 450 413 413 37 300 263 26 336 3HI
Real GDP growth -39 30 19 08 07 08 03 12 10
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 450 411 410 41 07T 274 N4 341 362
Primary balance -35 -18 -14 0.9 10 09 2.2 0.6 0.1
Structural primary balance (before CoA) 03 03 0.3 0.3 03 03 03 0.3 0.3
Real GDP growth -3.9 35 2.7 13 12 13 08 17 15
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 450 415 415 B0 291 252 27 380 B4
Exchange rate depreciation 00% 02% 02% 00% 00% 0.0% 01% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 450 408 402 302 258 216 20 303 332
Implicit interest rate (nominal) 21 12 13 0.5 03 02 16 0.5 08
Real GDP growth -3.9 40 29 18 17 18 10 22 19
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 450 411 409 R5 284 244 04 R4 349
Implicit interest rate (nominal) 21 18 19 14 13 13 20 14 16
Real GDP growth -4.4 30 19 0.8 0.7 08 0.2 12 10




Country fiches
Germany

DE - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 61.8 59.6 7.2 701 69.0 69.1 68.7 67.8 66.4 64.6 62.6 60.7 58.7 57.1
Changes in the ratio (-1+2+3) 33 21 115 11 11 0.1 0.4 0.9 -14 -1.8 2.0 2.0 -1.9 -1.6
of which
(1) Primary balance (1.1+1.2+1.3) 28 23 5.3 34 -1.9 -1.5 -1.0 0.6 0.2 0.3 0.3 0.4 0.3 0.2
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 21 17 2.7 2.1 -1.3 0.9 0.5 0.1 0.3 0.7 0.6 0.5 0.3 0.2
(1.1.1) Structural primary balance (bef. CoA) 21 17 2.7 2.1 -1.3 0.9 0.5 0.1 0.3 0.7 0.7 0.7 0.7 0.7
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.2 0.3 05 0.7
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1
(1.2) Cyclical component 0.9 0.6 2.6 -1.3 0.6 0.5 0.5 0.5 0.5 0.5 0.3 -0.2 0.0 0.0
(1.3) One-off and other temporary measures 0.2 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) 0.9 0.9 2.6 2.8 22 13 1.4 15 -15 -15 1.7 -1.6 -1.6 -1.5
(2.1) Interest expenditure 0.9 0.8 0.7 0.6 0.6 04 03 0.3 0.2 0.2 0.1 0.1 0.1 0.1
(2.2) Growth effect 0.8 0.3 34 24 17 0.7 0.7 0.7 0.6 0.5 0.6 0.6 05 0.4
(2.3) Inflation effect -11 -13 -15 -1.0 -1.0 11 11 11 11 1.2 1.2 1.2 12 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 0.4 1.0 3.6 17 0.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 05 0.9 37 17 0.8 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 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 11 0.9 34 2.1 -1.9 -14 0.8 04 0.1 0.6 0.5 0.4 0.2 0.1
% of GDP Annual change in ebt ratio, baseline scenario- DE
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Long
Historical Lower GDP Higher Lower SPB  Stochastic term

CEEEI SPB growth interestrate  scenario  projections

isk category MEDIUM

Debt level (2031)
Debt peak year
ercentile rank

robability debt higher -

615

MEDIUM  vEDIUM
(s2=21)

S0 indicator 2009 2020 Critical threshold
Overall index 0.19 0.37 0.46
Fiscal sub-index 0.35 0.67 0.36
Financial competitiveness sub-index 0.10 0.21 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.4 -11
of which Initial budgetary position -3.2 -2.3
Debt requirement -0.4 0.2
Ageing costs 1.2 1.0
Required structural primary balance related to S1 -1.2 -0.4
2019 DSM 2020 DSM
S2 indicator
Overall index 2.2 21
of which Initial Budgetary position -0.8 -0.1
Ageing costs 3.0 22
of which Pensions 15 1.0
Health care 0.5 0.5
Long-term care 0.4 0.3
Others 0.6 0.5
Required structural primary balance related to S2 35 29

%0 Gross Financing needs as % of GDP- DE - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -DE
Total stock of maturing securities and official loans (% GDP): 43.33
9
8
7
6
a
5
8
s4
3
2
1
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 0
@Primary deficit @Stock-flow adjustments ®interest rate payments Lsf?rf\?e . v 2 3 R 5 %{esiduama{witsy & vy uy By Bel;OY"d
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans
35 Market perception of sowereignrisk - DE g
a
ggg Sovereign Ratings Local currency Foreign currency
Céiaﬂl as of Jan 2021, DE |long term |short term|long term jshort term|
2% B2 Moody's Aaau Aaau
£ BL, s&p A | Alru | A | Al
K Ef Fitch AAA AAA Fl+
i B
Baal
10 A3 —
A2 Sovereign yield
5 ﬁg\S spreads (bp)*-
10-year
222 as of November
Asa 2020

0
2016-02  2016-08  2017-02  2017-08  2018-02  2018-08 201902  2019-08  2020-02  2020-08

e 10-year Yield spreads =====CDS Spread =====SovCISS === Moody's rating (RHS)
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ture of public debt fi

net International Investment Position

Country fiches
Germany

Share of short-term
government debt (p.p.):
6.3

Public debt structure -
DE (2019)

5. Risks related to government's contingent liabilities

Share of government debt
by non-residents (%):
48.3

Net International
Investment Position

General government contingent liabilities | DE EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 16.7 15.3 14.3 13.4 12.8 6.7
of which  One-off guarantees 16.7 153 143 134 128 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.6 0.3 0.2 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 13 | 07 | 05 | o1 | o1 | 12

Government's
contingent liability
risks from banking
sector - DE (2019)

Bank loans-to-
deposits ratio
(pp):

128.5

6. Realism of baseline assumptions

NPL coverage

ratio

37.9

3-Year average level of Structural Primary Balamce (1980-2020) - Probability

AVG 0519 $PB for DE: percentils rask
of 26%

o

P AVG 12-31 SPB under SGP for DE:
percentile resk of 62%

’ Pre-crisis forecast SPB for DE: percastile

Debt as % of GDP - DE
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Macro-fiscal assumptions, Germany Levels Averages

1. Baseline scenario 2020 2021 2022 2021 2029 2031 2020-22  2023-31  2020-31
Gross public debt 712 701 690 646 607 571 701 640 655
Primary balance 5.3 -34 -1.9 03 04 02 -35 -0.2 -1.0
Structural primary balance (before CoA) 27 2.1 -1.3 0.7 07 07 20 03 03
Real GDP growth -5.6 35 26 08 09 0.7 02 09 0.7
Potential GDP growth 08 09 10 08 0.6 0.7 09 08 08
Inflation rate 26 14 15 18 19 20 18 18 18
Implicit interest rate (nominal) 11 09 08 02 02 02 10 03 05
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 712 701 690 653 631 610 701 653 665
Primary balance 5.3 -34 -1.9 -0.5 04 04 -35 0.7 14
Structural primary balance 27 2.1 -1.3 -0.3 04 04 20 04 -0.8
Real GDP growth -5.6 35 26 10 0.7 0.7 02 09 0.7
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 712 701 690 613 551 501 701 606 630
Primary balance 53 -34 -19 12 15 11 -35 0.6 04
Structural primary balance (before CoA) 21 21 -13 17 17 17 -20 12 04
Real GDP growth -5.6 35 26 13 11 0.7 02 09 0.7
4. Higher IR scenario 2020 2021 2022 2021 2029 2031 2020-22  2023-31 202031
Gross public debt 712 703 695 672 642 615 703 666 675
Implicit interest rate (nominal) 11 12 13 10 10 10 12 10 11
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 712 699 685 622 5714 B3l 698 615 636
Implicit interest rate (nominal) 11 0.6 04 05 -0.6 0.7 07 -04 0.1
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 712 698 683 625 581 B4l 698 619 639
Real GDP growth -5.6 40 31 13 14 12 05 14 12
7. Lower growth scenario 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 712 704 696 668 634 600 704 661 672
Real GDP growth -5.6 30 21 03 04 02 -0.2 04 03
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 712 701 690 654 620 592 701 648 661
Primary balance 5.3 -34 -1.9 0.0 0.0 0.2 -35 04 12
Structural primary balance (before CoA) 2.7 2.1 -1.3 04 04 04 20 0.0 05
Real GDP growth -5.6 35 2.6 08 09 0.7 02 09 0.7
9. Exchange rate depreciation scenario 2020 2021 2022 207 2029 2031 2020-22  2023-31  2020-3L
Gross public debt 712 704 696 652 612 576 704 646 660
Exchange rate depreciation 00% 00% 00% 00% 00% 00% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2021 2022 207 2029 2031 2020-22 2023-31  2020-3L
Gross public debt 712 696 679 601 549 503 695 596 621
Implicit interest rate (nominal) 11 0.6 04 05 -0.6 0.7 07 -04 0.1
Real GDP growth -5.6 40 3.1 13 14 12 0.5 14 12
11. Adverse combined scenario (GDP & IR) 2020 2021 2022 2027 2029 2031 2020-22 202331 2020-31
Gross public debt 712 703 694 674 644 618 703 667 676
Implicit interest rate (nominal) 11 11 10 06 06 0.6 11 07 08
Real GDP growth -6.1 30 21 02 04 0.2 -0.3 04 0.2




Estonia

Country fiches

Estonia

EE - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 8.2 84 17.2 225 26.4 29.2 312 32.6 335 338 33.7 33.2 324 317
Changes in the ratio (-1+2+3) 0.9 0.2 8.8 53 39 2.8 2.0 14 0.9 0.4 0.1 0.5 0.8 0.7
of which
(1) Primary balance (1.1+1.2+1.3) 0.5 0.1 5.8 5.8 5.1 4.3 -3.6 3.0 2.4 -1.9 -15 -1.0 0.8 0.6
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 2.3 -2.0 -4.0 4.1 35 3.1 2.6 2.2 -1.8 -1.3 0.9 -0.5 -0.5 0.5
(1.1.1) Structural primary balance (bef. CoA) 2.3 2.0 -4.0 4.1 35 3.1 2.6 2.2 -1.8 -1.3 0.9 -0.5 -0.5 0.5
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 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 18 21 -1.8 1.7 -1.6 1.2 -1.0 0.8 0.7 0.6 0.6 -0.5 0.3 0.2
(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) 0.7 0.6 0.4 0.7 12 -15 -1.6 -16 -16 -16 -16 -15 -1.6 -1.4]
(2.1) Interest expenditure 0.0 0.0 0.0 0.0 0.0 01 01 01 0.1 0.1 0.1 0.1 0.1 0.1
(2.2) Growth effect 04 0.4 0.4 0.6 0.7 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 11 0.9
(2.3) Inflation effect 0.4 0.3 0.1 0.2 05 0.6 0.6 0.7 0.7 0.7 0.7 0.7 0.7 0.6
(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 0.7 0.9 2.6 0.2 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 0.9 2.6 0.2 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 2.3 2.0 4.1 4.1 3.6 31 27 2.3 -1.9 -14 -1.0 0.6 0.6 0.6
% of GDP Annual changein debt ratio, baseline scenario- EE
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Long
term

Historical Lower GDP Higher Lower SPB  Stochastic DSA

CEEEI SPB growth interestrate  scenario  projections

Risk category

* Debt level (2031)
Debt peak year
- Percentile rank
- Probability debt higher 100.0%
Dif. between percentiles

essarrsssssssrssssssssEEssssssnnan

S0 indicator 2009 2020 Critical threshold
Overall index 0.48 0.33 0.46
Fiscal sub-index 0.27 0.40 0.36
Financial competitiveness sub-index 0.57 0.29 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -5.3 -2.9
of which Initial budgetary position -0.5 -0.7
Debt requirement -4.8 -2.3
Ageing costs 0.0 0.1
Required structural primary balance related to S1 -5.8 -3.4
2019 DSM 2020 DSM
S2 indicator
Overall index 0.8 0.7
of which Initial Budgetary position 05 0.6
Ageing costs 0.2 0.2
of which Pensions -0.8 -0.8
Health care 0.3 0.4
Long-term care 0.3 0.4
Others 04 03
Required structural primary balance related to S2 0.3 0.3

eeds and financial in

90 Gross Financing needs as % of GDP- EE - DSAprojections Profile redemption for existing securities and official loans, as of Jan. 2021 - EE
8. 0 Total stock of maturing securities and official loans (% GDP): #N/A
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Country fiches
Estonia

Net International
Investment Position

public debt structure - | Snare of short-term
EE (2019) governmen(ts (iebt (p-p.):

5. Risks related to government's contingent liabilities

General government contingent liabilities | EE | EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 17 15 15 17 16 6.7
ofwhich ~ One-off guarantees 0.0 0.0 0.0 0.0 0.0 6.2
Standardised guarantees 17 15 15 17 15 05
Public-private partnerships (PPPs) (% GDP) 0.2 0.2 0.2 0.1 0.1 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee na na. na. na na 1.1
gov. related to support to - [Securiies issued under liquidity schemes na. na. na na. na. 0.0
financial institutions (%  |Special purpose entity na na na na na 0.1
GDP) Total n.a. n.a. na. n.a. n.a. 1.2
Government's Bank loans-to-
contingent liability deposits ratio
risks from banking (p-p.):

sector - EE (2019)

109.2

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balance (1980-2020) - Probability

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

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 172 25 264 338 B2 37 21 R4 298
Primary balance 58 58 51 19 10 -06 56 21 30
Structural primary balance (before CoA) -4.0 -4.1 -35 -13 -05 05 -39 -15 2.1
Real GDP growth -4.6 34 35 31 30 29 08 33 2.7
Potential GDP growth 33 33 31 29 30 25 32 30 30
Inflation rate 08 13 23 21 21 20 15 2.1 20
Implicit interest rate (nominal) 04 0.2 0.2 04 04 0.5 0.3 0.3 0.3
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 72 25 264 333 R4 09 21 319 294
Primary balance 58 58 51 18 09  -06 56 20 29
Structural primary balance -4.0 -4.1 -35 -12 -04 -04 -39 -13 -20
Real GDP growth -4.6 34 35 30 32 2.7 08 33 2.7
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 72 25 264 323 35 311 21 314 201
Primary balance -5.8 -5.8 5.1 -16 -1.1 -11 -5.6 -2.0 -29
Structural primary balance (before CoA) -4.0 4.1 -35 -11 -11 -11 -39 -15 21
Real GDP growth -4.6 34 35 35 36 25 08 33 2.7
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 172 226 266 351 349 338 22  B6 307
Implicit interest rate (nominal) 04 0.7 0.8 12 13 14 0.7 12 1.0
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 172 24 262 327 36 298 20 312 289
Implicit interest rate (nominal) 04 -0.3 -0.4 -0.5 -04 -04 -0.1 -0.5 -04
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 172 24 262 3Bl 322 N5 20 36 292
Real GDP growth -4.6 3.9 4.0 36 35 34 11 3.8 31
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 172 26 266 346 342 329 21 3B2 N4
Real GDP growth -4.6 29 30 26 25 24 04 28 22
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 172 25 264 342 B9 N8 21  R8 301
Primary balance -5.8 -5.8 5.1 21 -12 -0.9 -5.6 -2.3 31
Structural primary balance (before CoA) -4.0 4.1 -35 -15 0.7 0.7 -39 -1.6 2.2
Real GDP growth -4.6 34 35 31 31 29 08 33 2.7
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 172 225 264 338 B2 37 21 R4 298
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 172 224 260 319 307 286 219 305 283
Implicit interest rate (nominal) 04 -0.3 0.4 -05 0.4 04 0.1 -05 0.4
Real GDP growth -4.6 39 40 36 35 34 11 38 31
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 172 224 263 345 343 33 20 330 303
Implicit interest rate (nominal) 04 05 05 0.8 08 09 05 08 0.7
Real GDP growth -5.1 29 30 25 25 24 03 2.7 21




Country fiches
Ireland

|E - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 63.0 57.4 63.1 66.0 66.0 65.0 63.2 61.0 58.6 56.2 53.8 517 49.9 483
Changes in the ratio (-1+2+3) -4.0 5.6 5.7 3.0 0.0 11 -1.8 2.2 24 24 2.5 2.0 -1.8 -1.6
of which
(1) Primary balance (1.1+1.2+1.3) 17 18 5.7 -4.9 -1.4 0.8 0.3 0.2 0.3 0.4 0.6 0.4 0.3 0.2
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.8 0.8 4.3 -39 0.5 0.0 04 0.9 0.7 0.6 0.6 0.4 0.3 0.2
(1.1.1) Structural primary balance (bef. CoA) 0.8 0.8 4.3 -39 0.5 0.0 04 0.9 0.9 0.9 0.9 0.9 0.9 0.9
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.2 0.3 0.3 0.5 0.6 0.7
(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 10 10 -1.3 -1.0 -1.0 0.8 0.7 0.6 0.4 0.2 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) -38 -39 2.2 -1.9 -15 -1.9 2.0 2.0 21 2.0 -1.9 -1.6 -15 -1.5
(2.1) Interest expenditure 16 13 11 10 1.0 0.9 0.9 0.8 0.7 0.7 0.6 0.6 0.5 0.5
(2.2) Growth effect 5.2 3.2 14 -1.8 -1.6 2.0 2.0 -1.8 -1.9 1.7 -1.6 -1.2 -1.0 -1.0
(2.3) Inflation effect 0.2 -1.9 0.3 -1.0 0.8 0.9 0.9 0.9 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0
(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 15 0.0 2.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 15 0.0 21 0.0 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 0.8 05 54 4.8 -15 -1.0 04 0.1 0.0 0.1 0.1 0.1 0.2 0.3
% of GDP Annual changein debt ratio, baseline scenario- IE
100 Debt as % of GDP - IE
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ility indicators summary tables

Debt sustainability analysis (detail)

Long

Historical ~ Lower GDP Higher Lower SPB  Stochastic DSA term

SPB growth interestrate  scenario  projections

I
I
I
I e
I
I
I
I

Baseline

Debit level (2031) 63.7
Debt peak year
ercentile rank
robability debt higher

MEDIUM  vEDIUM
(S2=2.4)

S0 indicator 2009 2020 Critical threshold
Overall index 0.74 0.42 0.46
Fiscal sub-index 0.81 0.32 0.36
Financial competitiveness sub-index 0.70 0.47 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.6 -1.8
of which Initial budgetary position -3.2 -2.8
Debt requirement -0.7 -0.1
Ageing costs 13 1.0
Required structural primary balance related to S1 -1.3 -0.9
2019 DSM 2020 DSM
S2 indicator
Overall index 29 24
of which Initial Budgetary position -1.0 -0.9
Ageing costs 3.9 33
of which Pensions 16 1.0
Health care 0.8 0.7
Long-term care 16 18
Others -0.1 -0.3
Required structural primary balance related to S2 4.2 33

Gross Financing needs as % of GDP- IE - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -IE
Total stock of maturing securities and official loans (% GDP): 50.69

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 0

N . i 2020 1 2y 3y 4y 5Y 6Y v 8y 9y 10y 11y 12Y Beyond
oPrimary deficit @Stock-flow adjustments Blnterest rate payments Leftover Residual Maturity ?;Y
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans

Market perception of sowereignrisk - IE g
a
80 ggg Sovereign Ratings Local currency Foreign currency
70 Céaaal as of Jan 2021, IE_[long term |short term|long term |short term|
© B2 Moody's A2 A2 P-1
2 BL, s&p AR ALY A AL+
550 Ef Fitch A+ At Fl1+
2 Baa3
i =
a;
30 A3 - -
20 N\ — < ﬁ% Sovereign yield
‘Az3 spreads (bp)*- g
B
Asa 2020

0
2016-02  2016-08  2017-02  2017-08  2018-02  2018-08 201902  2019-08  2020-02  2020-08

e 10-year Yield spreads =====CDS Spread =====SovCISS === Moody's rating (RHS)
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Country fiches
Ireland

Risks related i i i i stment Position

Net International
Investment Position

Public debt structure -
E (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | IE | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 311 43 15 0.1 0.0 6.7
of which  One-off guarantees 311 43 15 0.1 0.0 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.7 0.6 0.7 0.8 0.7 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee [ 177 1.2 05 0.0 0.0 1.1
gov. related to support to - [Securiies issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
financial institutions (%  [Special purpose entity 127 31 1.0 0.0 0.0 0.1
GhP) Toul 305 | 43 | 15 | 00 | 00 | 12

Government's
contingent liability
risks from banking
sector - |E (2019)

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balance (1980-2020) - Probability

- 9% of GDP Historical debt
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AVG 05-19 SPB for [E: percentile rank 30
of T6%
1% * Pre.criss forscast SPR for IE: percentils 10
AVG 1231 SPB under SGP for IE: ®
bl perceatileraskof $4% 0
a% 50 .."--
0
#
10
b 10
R 8853338583885 3 2328523388488
o 2222222323232 R8ARQAVRA/ARIK/IR/RRRR
Les 4 3 2 Bl ] 1 2 3 4 § 6 Mae o : - :
Debt reduction episode == <<+ Baseline debt projections === Debt-to-GDP ratio
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Macro-fiscal assumptions, Ireland Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 631 660 660 562 517 483 650 564 586
Primary balance 57 -4.9 -14 04 04 0.2 -4.0 0.1 -09
Structural primary balance (before CoA) -43 -39 05 09 09 0.9 -29 0.7 -0.2
Real GDP growth -2.3 29 26 31 23 20 11 28 23
Potential GDP growth 21 23 26 26 23 20 23 26 25
Inflation rate 05 17 13 17 18 20 11 17 15
Implicit interest rate (nominal) 19 16 1.6 12 11 10 17 12 1.3
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 631 660 660 573 537 505 650 575 594
Primary balance 57 49 -4 0.0 00 00 40 01 11
Structural primary balance -43 -39 05 0.2 0.1 0.0 -29 0.1 -0.6
Real GDP growth -2.3 29 26 29 24 20 11 28 23
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 631 660 660 629 630 637 650 635 639
Primary balance 5.7 -4.9 -14 -19 21 2.3 -4.0 -1.8 -2.3
Structural primary balance (before CoA) -4.3 -39 -05 -16 -16 -16 -2.9 -14 -18
Real GDP growth -2.3 29 26 26 23 20 11 28 23
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 631 662 665 581 541 513 652 583 600
Implicit interest rate (nominal) 19 19 2.0 1.8 17 17 19 1.8 18
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 631 659 656 545 495 456 648 547 572
Implicit interest rate (nominal) 19 13 12 0.6 05 0.3 15 0.6 08
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 631 658 654 544 495 458 647 546 572
Real GDP growth -23 34 3.1 36 2.8 2.5 14 3.3 2.8
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 631 663 666 582 541 510 653 583 601
Real GDP growth -2.3 24 21 26 18 15 0.7 23 19
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 631 660 660 575 538 511 650 577 596
Primary balance 5.7 -4.9 -14 0.0 00 0.3 -4.0 0.2 -12
Structural primary balance (before CoA) -4.3 -39 -0.5 0.4 04 04 -2.9 0.3 -05
Real GDP growth -2.3 29 26 30 23 20 11 28 23
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 631 660 660 562 517 483 650 564 586
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 631 656 650 527 473 432 646 530 559
Implicit interest rate (nominal) 19 13 12 0.6 05 03 15 0.6 08
Real GDP growth -2.3 34 31 36 28 25 14 33 28
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 631 662 664 583 546 519 652 585 602
Implicit interest rate (nominal) 19 17 18 15 14 14 18 15 16
Real GDP growth -2.8 24 2.1 25 18 15 0.6 22 18




Country fiches

Spain
ES - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 97.4 95.5 120.3 122.0 123.9 128.3 132.0 134.9 137.2 139.0 140.4 1412 1412 140.6
Changes in the ratio (-1+2+3) -11 -1.9 24.8 17 1.9 4.4 37 2.9 2.3 18 13 0.8 0.0 0.7
of which
(1) Primary balance (1.1+1.2+1.3) 0.1 -0.6 9.9 -1.4 6.7 5.9 5.3 4.7 4.1 3.6 31 2.6 2.1 -1.7
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) -0.6 -1.8 -3.6 -3.8 5.2 4.7 4.3 3.8 3.3 2.9 2.4 -1.9 -1.5 -1.0
(1.1.1) Structural primary balance (bef. CoA) -0.6 -1.8 -3.6 3.8 5.2 4.7 4.3 3.8 3.3 2.9 2.4 -1.9 -1.5 -1.0
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 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 0.9 14 6.1 -3.6 -1.5 1.2 -1.0 0.9 0.8 0.7 0.7 -0.7 -0.6 -0.6
(1.3) One-off and other temporary measures 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 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) -1.0 0.9 15.2 5.2 4.7 -15 -1.6 -1.8 -1.8 -1.8 -1.8 -1.8 2.1 2.3
(2.1) Interest expenditure 24 23 24 22 20 19 18 18 1.7 17 18 18 18 18
(2.2) Growth effect 2.3 -1.8 134 6.0 5.5 2.0 -1.8 -1.8 -1.6 -1.4 -1.2 -11 -1.3 -1.4
(2.3) Inflation effect 12 -13 0.6 -13 12 14 -16 17 -1.9 2.1 2.3 25 2.6 2.8
(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 0.1 -1.6 0.2 05 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.1 -16 0.2 05 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 3.0 -4.0 6.0 6.0 1.2 6.6 6.1 5.6 5.1 4.6 4.2 3.7 3.3 2.9
;Jﬁ OﬂfGDP Annual changein debt ratio, baseline scenario- ES .
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2. Risk classification and sustainability indicators summary tables

' Debt sustainability analysis (detail)

Short Medium B Long
. Historical Lower GDP Higher Lower SPB  Stochastic DSA S2

term term Baseline ) . e term

SPB growth interestrate  scenario projections

MEDIUM
[Tosaw |
if. between percentiles 255
S0 indicator 2009 2020 Critical threshold
Overall index 0.79 0.50 0.46
Fiscal sub-index 0.69 0.88 0.36
Financial competitiveness sub-index 0.85 0.30 0.49
2019 DSM 2020 DSM
Slindicator
Overall index 38 7.7
of which Initial budgetary position 0.6 0.8
Debt requirement 3.0 5.4
Ageing costs 0.3 15
Required structural primary balance related to S1 2.8 6.7
2019 DSM 2020 DSM
S2 indicator
Overall index 18 0.2
of which Initial Budgetary position 1.7 11
Ageing costs 0.1 -0.8
of which Pensions -1.0 -1.9
Health care 0.4 0.0
Long-term care 1.0 1.0
Others -0.3 0.0
Required structural primary balance related to S2 0.8 -0.8

Profile redemption for existing securities and official loans, as of Jan. 2021 - ES

Total stock of maturing securities and official loans (% GDP): 99.07
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a
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Country fiches
Spain

net International Investment Position

Public debt structure - | Share of short-term Share of government debt
ES (2019) government debt (p.p.): by non-residents (%):
6.5 49.0

Net International
Investment Position

5. Risks related to government's contingent liabilities

General government contingent liabilities | ES | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 18.8 9.6 78 6.7 5.6 6.7
of which  One-off guarantees 18.8 9.6 78 6.7 56 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.4 0.4 0.4 0.3 0.3 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 4.6 0.3 0.1 0.0 0.0 1.1
gov. related to support to - [Securiies issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0 0.0
financial institutions (%  [Special purpose entity 4.8 40 37 30 28 0.1

GhP) Toul 94 | 43 | 38 | 30 | 28 | 12

Government's
contingent liability
risks from banking
sector - ES (2019)

Bank loans-to-
deposits ratio
(pp):

NPL coverage
ratio

107.2 43.3

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balance (1980-2020) - Probability
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Macro-fiscal assumptions, Spain Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1203 1220 1239 1390 1412 1406 1221 1372 1334
Primary balance 99 74 67 36 26 -17 80 37 47
Structural primary balance (before CoA) -36 -38 -5.2 -29 -19 -1.0 -4.2 -29 -32
Real GDP growth -124 54 48 11 08 10 -0.8 12 0.7
Potential GDP growth -0.2 0.6 10 10 08 10 05 10 09
Inflation rate 0.7 11 10 16 18 20 09 16 14
Implicit interest rate (nominal) 2.2 19 17 1.3 1.3 13 19 14 15
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1203 1220 1239 1393 1415 1407 1221 1374 1336
Primary balance 9.9 -14 -6.7 -3.6 26 -15 -8.0 -37 -4.8
Structural primary balance -36 -38 -52 -29 -19 -08 -4.2 -29 -32
Real GDP growth -124 54 48 10 08 10 -0.8 12 0.7
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1203 1220 1239 1335 1303 1281 1221 1313 1290
Primary balance 99 14 -6.7 -1.8 -09 -0.9 -8.0 2.4 -38
Structural primary balance (before CoA) -36 -38 -5.2 -0.9 -0.9 -0.9 -4.2 -16 -2.2
Real GDP growth -124 54 48 18 16 10 -0.8 13 08
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1203 1223 1246 1434 1476 1491 1224 1418 1369
Implicit interest rate (nominal) 2.2 2.2 2.1 2.0 2.1 2.2 2.1 2.0 2.1
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1203 1217 1233 1348 1352 1326 1218 1329 1301
Implicit interest rate (nominal) 2.2 17 14 0.6 05 0.5 17 0.7 10
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1203 1215 1229 1350 1359 1342 1215 1332 1303
Real GDP growth -124 59 53 16 13 15 -04 17 11
7. Lower growth scenario 2020 2020 202 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1203 1225 1250 1432 1467 1473 126 1414 1367
Real GDP growth 124 49 43 05 03 05 -11 0.7 0.2
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1203 1220 1239 1395 1422 1424 1221 1378 1339
Primary balance 99 -14 -6.7 -38 -29 21 -8.0 -39 -4.9
Structural primary balance (before CoA) -36 -38 -5.2 -32 2.3 -15 -4.2 -32 -34
Real GDP growth -124 54 48 11 08 10 -0.8 12 0.7
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1203 1220 1239 1390 1412 1406 1221 1372 1334
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2021 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 1203 1212 1222 1309 1301 1266 1212 1290 12711
Implicit interest rate (nominal) 22 17 14 0.6 05 05 17 0.7 10
Real GDP growth -124 59 53 16 13 15 -0.4 17 11
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1203 1224 1247 1447 1492 1510 1225 1430 1378
Implicit interest rate (nominal) 22 20 19 17 17 18 20 17 18
Real GDP growth 2129 49 43 05 03 05 -1.3 0.6 0.1




France

Country fiches

France

FR - Debt projections baseline scenario

| 2018 | 2019 | 2000 | 2001 | 202 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 200 | 2031 |

Gross debt ratio 9.1 9.1 115.9 117.8 1194 1217 1234 124.4 124.8 124.6 123.8 122.6 1211 119.9
Changes in the ratio (-1+2+3) 03 0.1 17.8 1.9 1.6 2.2 17 11 0.4 0.2 0.9 -1.2 -15 1.2
of which
(1) Primary balance (1.1+1.2+1.3) -0.6 -1.6 9.1 1.1 5.1 4.4 38 3.2 2.7 2.2 2.0 -1.8 -1.6 -1.7
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) -1.4 -1.9 -3.8 -4.5 3.7 3.3 2.8 2.4 -1.9 -1.4 -1.5 -1.6 -1.6 -7
(1.1.1) Structural primary balance (bef. CoA) -1.4 -1.9 38 -4.5 3.7 33 2.8 2.4 -1.9 -1.4 -1.4 -1.4 -1.4 -1.4
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.2 0.2
(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 0.9 12 5.2 2.4 -1.3 11 0.9 0.8 0.8 0.7 0.5 -0.2 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.9 0.1 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) 0.9 12 85 5.7 3.9 21 21 21 23 2.4 2.9 -3.0 31 2.8
(2.1) Interest expenditure 17 15 14 12 1.0 0.9 0.9 0.8 0.8 0.7 0.7 0.7 0.7 0.7
(2.2) Growth effect -1.7 -1.4 9.8 6.3 35 -1.5 13 11 1.1 -1.1 -1.5 -1.5 -15 -1.2
(2.3) Inflation effect 0.9 12 21 0.6 14 -16 17 -1.8 -1.9 2.0 21 2.2 2.3 2.4
(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 0.1 03 0.2 0.5 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.2 0.4 0.2 0.6 0.4 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 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 3.1 3.3 5.1 5.7 4.8 4.2 37 3.2 27 2.2 23 2.3 2.3 2.4
% of GDP Annual changein debt ratio, baseline scenario- FR
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2. Risk classification and sustainability indicators summary tables

' Debt sustainability analysis (detail)
Short Medium B Long
S1 . Historical ~ Lower GDP Higher Lower SPB  Stochastic DSA S2
term term Baseline ) ’ A
SPB growth interestrate  scenario projections

2026 2026

if. between percentiles -

MEDIUM

S0 indicator 2009 2020 Critical threshold
Overall index 0.39 0.55 0.46
Fiscal sub-index 0.96 0.88 0.36
Financial competitiveness sub-index 0.09 0.38 0.49
2019 DSM 2020 DSM
Slindicator
Overall index 39 4.4
of which Initial budgetary position 0.1 -0.6
Debt requirement 3.4 48
Ageing costs 0.4 0.3
Required structural primary balance related to S1 25 3.0
2019 DSM 2020 DSM
S2 indicator
Overall index 0.2 -11
of which Initial Budgetary position 2.0 1.7
Ageing costs -1.9 -2.8
of which Pensions -2.2 -3.2
Health care 0.3 0.2
Long-term care 0.5 0.5
Others -0.5 -0.3
Required structural primary balance related to S2 -1.3 -2.6

Profile redemption for existing securities and official loans, as of Jan. 2021 -FR

Total stock of maturing securities and official loans (% GDP): 88.19
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Risks related

Country fiches

France

Public debt structure -
FR (2019)

5. Risks related to government's contingent liabilities

stment Position

Net International
Investment Position

General government contingent liabilities | FR | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 11.8 11.9 12.1 116 116 6.7
of which  One-off guarantees 9.8 9.8 9.9 9.3 93 6.2
Standardised guarantees 2.0 2.1 22 2.3 24 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liablities of gen. Liabilities and assets outside gen. gov. under guarantee 21 18 2.0 15 14 11
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 0.1

GhP) Toul 21 | 18 | 20 | 15 | 14 | 12

Government's
contingent liability
risks from banking
sector - FR (2019)

Bank loans-to-
deposits ratio
(pp):

109.3

6. Realism of baseline assumptions

NPL coverage

ratio

49.5

3-Year average level of Stractural Primary Balance (1980-2020) - Probability

1%
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Macro-fiscal assumptions, France Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1159 1178 1194 1246 1226 1199 17 1229 1216
Primary balance 91 11 51 -2.2 -1.8 -17 11 -2.6 37
Structural primary balance (before CoA) -38 -45 -37 -14 -14 -14 -4.0 -2.0 -25
Real GDP growth 94 58 31 0.9 13 10 -0.2 11 0.8
Potential GDP growth 0.7 10 12 08 09 10 10 09 09
Inflation rate 28 05 12 17 18 20 15 17 16
Implicit interest rate (nominal) 13 11 0.9 0.6 0.6 0.6 11 0.6 0.8
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1159 1178 1194 1249 1229 1178 177 1228 1215
Primary balance 91 11 51 -2.2 -11 0.2 11 -2.2 -34
Structural primary balance -38 -4.5 -37 -15 -03 0.3 -4.0 -14 2.1
Real GDP growth -94 58 31 0.9 08 14 -0.2 10 0.7
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1159 1178 1194 1238 1215 1196 177 1225 1213
Primary balance 91 11 5.1 2.2 -17 -1.8 11 -25 3.7
Structural primary balance (before CoA) -38 -45 37 -16 -16 -16 -4.0 -2.0 -25
Real GDP growth -9.4 58 31 13 13 10 -0.2 11 08
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1159 1181 1201 1287 1282 1273 1180 1270 1248
Implicit interest rate (nominal) 13 13 1.3 1.3 13 14 1.3 1.3 13
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1159 1175 1188 1208 1173 1132 1174 1190 1186
Implicit interest rate (nominal) 13 08 0.5 -0.1 -0.1 -0.2 09 0.0 0.2
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1159 1173 1184 1209 1179 1143 1172 1193 1187
Real GDP growth 94 6.3 3.6 14 18 15 0.2 16 12
7. Lower growth scenario 2020 2020 202 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1159 1183 1205 1285 1275 1259 1182 1268 1246
Real GDP growth -94 53 26 04 07 05 -0.5 0.6 03
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1159 1178 1194 1258 1252 1239 1177 1245 1228
Primary balance 91 11 5.1 -2.7 -25 -24 11 -31 -4.1
Structural primary balance (before CoA) -38 -4.5 37 2.2 2.2 2.2 -4.0 -25 -29
Real GDP growth -9.4 58 31 0.9 12 10 -0.2 11 0.8
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1159 1184 1205 1256 1235 1208 1182 1239 1225
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 1159 1170 1178 1172 1128 1079 1169 1155 1159
Implicit interest rate (nominal) 13 08 0.5 0.1 0.1 0.2 09 0.0 02
Real GDP growth -9.4 6.3 36 14 18 15 0.2 16 12
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1159 1181 1202 1297 1296 1289 1181 1280 1255
Implicit interest rate (nominal) 13 12 11 10 10 10 12 10 10
Real GDP growth -9.9 53 26 03 0.7 05 -0.7 05 0.2




Croatia

Country fiches
Croatia

HR - Debt projections baseline scenario

| 2018 | 2019 | 2000 | 2001 | 202 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 200 | 2031 |

Gross debt ratio 74.3 72.8 86.6 823 816 82.9 838 84.3 84.2 83.6 82.4 80.8 78.9 76.8
Changes in the ratio (-1+2+3) 33 -15 13.8 4.2 0.7 12 0.9 0.5 0.1 0.6 -1.2 -1.6 -1.9 21
of which
(1) Primary balance (1.1+1.2+1.3) 25 26 4.2 0.7 -1.3 -1.0 0.7 0.3 01 0.5 0.7 0.9 12 13
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.9 0.5 1.7 0.1 -1.3 0.9 0.4 0.0 0.4 0.9 1.0 11 12 13
(1.1.1) Structural primary balance (bef. CoA) 0.9 0.5 1.7 0.1 -1.3 0.9 0.4 0.0 04 0.9 0.9 0.9 0.9 0.9
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.1 0.2 03 05
(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 21 2.5 0.9 0.0 0.1 0.2 0.3 0.3 0.4 0.2 -0.1 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 0.9 9.5 37 2.0 0.2 0.3 0.2 0.0 0.1 0.5 0.6 0.7 0.8
(2.1) Interest expenditure 23 2.2 23 21 19 18 17 16 15 14 14 13 13 12
(2.2) Growth effect 21 2.0 77 -4.6 2.9 0.5 0.2 0.2 0.2 0.2 0.4 05 05 05
(2.3) Inflation effect -15 -11 05 12 -1.0 11 11 12 -13 -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 0.6 2.1 0.0 -13 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 11 19 0.9 -14 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 0.5 0.1 1.0 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 -14 -17 -4.0 2.0 3.2 2.6 21 -16 11 05 0.4 0.3 0.1 0.1
% of GDP Annual change in debt ratio, baseline scenario- HR
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

. Historical Lower GDP Higher Lower SPB  Stochastic DSA S2
Baseline . - . term
SPB growth interestrate  scenario projections
MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
76.8 89.7 813 82.0 79.5
MEDIUM 2026 MEDIUM MEDIUM

S0 indicator 2009 2020 Critical threshold
Overall index 0.84 0.61 0.46
Fiscal sub-index 0.64 0.84 0.36
Financial competitiveness sub-index 0.93 0.49 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.0 -1.5
of which Initial budgetary position -2.2 -2.2
Debt requirement 0.4 1.6
Ageing costs -0.2 -0.9
Required structural primary balance related to S1 -1.0 -0.6
2019 DSM 2020 DSM
S2 indicator
Overall index -2.1 -21
of which Initial Budgetary position -0.3 -0.3
Ageing costs -1.9 -1.8
of which Pensions -2.2 -25
Health care 0.5 0.8
Long-term care 0.2 0.3
Others -0.3 -0.3
Required structural primary balance related to S2 -1.1 -1.2

Gross Financing needs as % of GDP- HR - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -HR

Total stock of maturing securities and official loans (% GDP): 72.93
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Country fiches
Croatia

. Risks related

Net International
Investment Position

Public debt structure -
HR (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | HR | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 2.0 19 2.7 2.7 14 6.7
ofwhich ~ One-off guarantees 2.0 19 2.7 2.7 14 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.1 0.1 0.1 0.1 0.1 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 00 | 00 | 00 | 00 | 00 | 12

Government's

contingent liability
risks from banking
sector - HR (2019)

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balamce (1980-2020) - Probability
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Macro-fiscal assumptions, Croatia Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 866 823 816 836 8.8 768 835 80 824
Primary balance 4.2 0.7 -1.3 05 09 13 2.1 0.3 0.3
Structural primary balance (before CoA) -17 0.1 -13 09 0.9 0.9 -1.0 04 0.1
Real GDP growth -9.6 5.7 37 0.2 06 06 -0.1 04 03
Potential GDP growth 05 16 16 03 03 06 13 04 06
Inflation rate 0.7 14 12 17 18 20 11 17 15
Implicit interest rate (nominal) 2.9 2.6 24 1.7 16 16 2.6 1.8 2.0
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 866 823 8L6 836 82 802 835 88 830
Primary balance -4.2 0.7 -1.3 0.2 03 0.2 2.1 0.1 -0.6
Structural primary balance -17 0.1 -1.3 04 0.3 0.2 -1.0 0.1 -0.2
Real GDP growth -9.6 5.7 37 0.6 04 0.7 -0.1 04 03
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 866 823 816 879 894 897 835 872 863
Primary balance -4.2 0.7 -1.3 -1.3 -11 -0.8 2.1 -1.2 -14
Structural primary balance (before CoA) -17 0.1 -13 -13 -1.3 -1.3 -1.0 -13 -12
Real GDP growth -9.6 5.7 37 03 03 06 -0.1 04 03
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 866 85 821 864 848 820 837 848 846
Implicit interest rate (nominal) 2.9 2.8 2.7 24 24 24 2.8 2.5 2.5
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 866 82 812 89 Tl 720 833 793 803
Implicit interest rate (nominal) 2.9 2.3 21 11 0.9 0.8 24 12 15
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 866 80 809 808 773 726 831 792 802
Real GDP growth -9.6 6.2 4.2 0.7 11 11 0.3 0.9 08
7. Lower growth scenario 2020 2021 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 866 827 824 85 845 813 839 848 846
Real GDP growth -9.6 5.2 32 -0.3 0.1 0.1 04 01 -0.2
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 866 823 816 845 86 795 835 831 832
Primary balance -4.2 -0.7 -13 0.1 05 0.9 21 0.0 05
Structural primary balance (before CoA) -17 0.1 -1.3 0.4 04 04 -1.0 0.1 0.2
Real GDP growth -9.6 5.7 37 0.2 05 0.6 -0.1 04 03
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 866 844 855 875 847 806 85 88 87
Exchange rate depreciation 00% 21% 21% 00% 00% 0.0% 14% 00% 03%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 866 818 805 783 737 680 829 766 782
Implicit interest rate (nominal) 29 23 21 11 09 08 24 12 15
Real GDP growth -9.6 6.2 42 0.7 11 11 03 0.9 08
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 866 826 822 873 89 834 838 86 852
Implicit interest rate (nominal) 29 2.7 26 21 20 20 2.7 21 23
Real GDP growth -101 52 32 -04 0.0 0.1 -0.6 -0.1 -0.2




Italy

Country fiches

IT - Debt projections baseline scenario

| 2018 | 2019 | 2000 | 2001 | 202 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 200 | 2031 |

Gross debt ratio 134.4 134.7 159.6 159.5 159.1 159.9 160.2 159.9 158.8 157.5 156.0 185.7 155.6 155.8
Changes in the ratio (-1+2+3) 0.3 0.2 24.9 0.1 0.4 0.8 0.3 0.3 11 -1.3 -14 03 0.1 0.2
of which
(1) Primary balance (1.1+1.2+1.3) 14 18 1.2 4.4 2.9 2.2 -1.4 0.8 0.6 0.4 0.2 0.4 0.6 0.8
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 11 14 2.2 1.7 1.2 0.8 0.3 0.1 0.0 0.1 0.2 0.4 -0.6 0.8
(1.1.1) Structural primary balance (bef. CoA) 11 14 2.2 1.7 1.2 0.8 0.3 0.1 0.1 0.1 0.1 0.1 0.1 0.1
1.1.2) Cost of agein 0.0 0.0 0.0 0.1 0.3 0.5 0.6 0.9 11
(L12) geing
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.2
(1.2) Cyclical component 0.2 0.3 5.2 -3.0 -1.9 -1.4 1.1 0.9 0.6 0.3 0.0 0.0 0.0 0.0
1.3) One-off and other temporary measures 0.1 0.1 0.2 0.2 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(13) porary
(2) Snowball effect (2.1+2.2+2.3+2.4) 1.0 2.0 16.5 4.3 31 14 11 11 17 1.7 1.7 0.7 0.7 -0.6)
(2.1) Interest expenditure 36 34 3.6 34 31 3.0 3.0 29 29 29 29 29 30 30
(2.2) Growth effect -1.2 0.5 145 6.2 -4.4 2.4 -1.9 1.7 21 2.0 -1.9 0.8 0.7 0.6
(2.3) Inflation effect 14 0.9 17 -15 -1.9 2.0 21 23 24 26 2.7 2.8 2.9 31
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
24) g
(3) Stock-flow adjustments 0.7 0.0 13 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 0.7 0.0 13 0.1 0.1 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
I
Pro memoria
Structural balance 2.6 -1.9 5.8 5.0 4.3 38 33 2.8 2.8 3.0 3.1 3.3 3.6 3.8
% of GDP Annual change in debt ratio, baseline scenario- IT
00 1950 Debt as % of GDP - IT
50 185.0
20 1750
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100 1550 B T T e——
% wol /7= -
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—Baseline —&—Lower GDP growth scenario —e—Higher GDP growth scenario ——Baseline —e—Lower interest rate scenario —&— Higher interest rate scenario ====Exchange rate shock
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2. Risk classificati stainability indicators summary tables

Debt sustainability analysis (detail)

?::)n:t Mteedrlrl;m s1 , Historical  LowerGDP  Higher  Lower SPB  Stochastic DSA S2 s
: Baseline ; > A term -
SPB growth interestrate  scenario projections :
Risk category :
: Debt level (2031)
Debt peak year 2024 2024 2024 MEDIUM
Percentile rank
: Probabilty debt higher -
: Dif. between percentiles
S0 indicator 2009 2020 Critical threshold
Overall index 0.58 0.48 0.46
Fiscal sub-index 0.96 1.00 0.36
Financial competitiveness sub-index 0.38 0.21 0.49
2019 DSM 2020 DSM
S1indicator
Overall index 8.8 9.2
of which Initial budgetary position 22 14
Debt requirement 58 6.5
Ageing costs 0.8 14
Required structural primary balance related to S1 8.9 9.4
2019 DSM 2020 DSM
S2 indicator
Overall index 21 11
of which Initial Budgetary position 15 0.5
Ageing costs 0.6 0.6
of which Pensions -0.7 -1.8
Health care 0.7 0.6
Long-term care 0.9 18
Others -0.4 -0.1
Required structural primary balance related to S2 2.2 1.2

Profile redemption for existing securities and official loans, as of Jan. 2021 - IT
Total ficial loans (% GDP): 131.11

-5.0

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 0
oPrimary deficit B Stock-flow adjustments ®Interest rate payments
BMaturing LT debt OMaturing ST debt —Gross Financing needs - Baseline ® Maturing securities  m Official loans
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Country fiches
Italy

Public debt structure -
IT (2019)

5. Risks related to government's contingent liabilities

Net International
Investment Position

General government contingent liabilities | IT | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 6.1 2.1 24 39 4.4 6.7
ofwhich ~ One-off guarantees 54 12 12 25 26 6.2
Standardised guarantees 0.7 1.0 12 14 17 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 5.1 0.4 0.4 0.9 1.2 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 51 | 04 | 04 | 09 | 12 | 12

Government's
contingent liability
risks from banking
sector - IT (2019)

6. Realism of baseline assumptions

NPL coverage

ratio

52.7

3-Year average level of Structural Primary Balamce (1980-2020) - Probability

¢
A

of 26%

percentile resk of 36%

AVG 12-31 SPB under SGP for IT:
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’ Pre-crisis forecast SPR for IT: percentils
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o= Baseline ===~ Baseline_Autumn Forecast 2019

— — -Baseline_Autumn Forecast 2018

% of GDP
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Historical debt
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Debt reduction episode

2012
2014
2016
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----- Baseline debt projections === Debt-to-GDP ratio

Changes in debt - Breakdown - IT - pp of GDP

Projections

2012-2016

mmm Primary deficit

2016-2020 2020-2024 2024-2028 2028-2031

Snowball effect Stock-flow adjustments ~ ==e==Changes in debt ratio
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Macro-fiscal assumptions, Italy Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1596 1595 1591 1575 1557 1558 1594 157.7 1581
Primary balance 12 4.4 -2.9 04 04 -0.8 -4.8 0.8 -1.8
Structural primary balance (before CoA) 2.2 -17 -12 0.1 0.1 0.1 -17 0.0 -04
Real GDP growth 9.9 41 28 13 05 04 -1.0 10 05
Potential GDP growth 0.1 -0.4 0.7 0.7 05 04 0.1 06 05
Inflation rate 13 10 12 16 18 20 11 16 15
Implicit interest rate (nominal) 24 2.2 2.0 1.9 19 2.0 2.2 19 2.0
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1596 1595 1591 157.7 1537 1474 1594 1561 1569
Primary balance 12 -4.4 -2.9 03 16 2.7 -4.8 0.3 -09
Structural primary balance 2.2 -17 -12 11 2.3 34 -17 12 05
Real GDP growth -9.9 41 28 0.9 05 05 -1.0 0.9 04
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1596 1595 1591 1549 1490 1458 1594 1540 1554
Primary balance 12 4.4 -29 09 13 09 -4.8 0.3 -1.0
Structural primary balance (before CoA) 2.2 17 -1.2 18 18 18 17 13 06
Real GDP growth -9.9 41 28 14 12 04 -1.0 10 05
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1596 1600 1602 1631 1637  166.3 1599 1636 1626
Implicit interest rate (nominal) 24 2.5 24 2.6 2.7 2.8 25 2.6 2.6
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1596 1591 1581 1521 1482 1461 1589 1522 1539
Implicit interest rate (nominal) 24 19 16 12 12 12 2.0 12 14
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1596 1588 1577 1523 1491 1478 1587 1526 1541
Real GDP growth 99 4.6 3.3 18 10 0.9 0.7 15 10
7. Lower growth scenario 2020 2020 202 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1596 1603 1606 1628 1626  164.2 1601 1631 1623
Real GDP growth -9.9 36 23 08 0.0 -0.1 -1.3 05 0.1
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1596 1595 1591 1576 1561  156.3 1594 1579 1583
Primary balance -12 -4.4 -29 -04 04 -09 -4.8 -09 -19
Structural primary balance (before CoA) 22 17 -1.2 0.1 01 01 17 0.1 -05
Real GDP growth -9.9 41 28 13 05 04 -1.0 10 05
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1596 1596 1592 1575 1558 1859 1595 1578 1582
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 1596 1583 1567 1471 1420 1386 1582 1473 1500
Implicit interest rate (nominal) 24 19 16 12 12 12 20 12 14
Real GDP growth -9.9 46 33 18 10 09 -0.7 15 10
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1596 1602 1606 1652 1663  169.3 160.1 1656  164.2
Implicit interest rate (nominal) 24 24 22 22 23 24 23 23 23
Real GDP growth -104 36 23 0.7 0.0 -0.1 -1.5 05 0.0




Cyprus

Country fiches
Cyprus

CY - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 99.2 94.0 112.6 108.2 102.8 102.5 101.6 100.1 98.1 95.5 92.5 89.1 85.8 82.6
Changes in the ratio (-1+2+3) 5.7 5.1 185 4.4 5.4 0.3 0.9 -15 2.0 26 31 3.4 33 3.2
of which
(1) Primary balance (1.1+1.2+1.3) 1.1 38 3.7 0.2 0.4 0.2 01 04 0.8 12 16 15 15 15
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 4.4 23 2.4 0.2 0.6 0.2 03 0.7 11 16 2.0 18 17 15
(1.1.1) Structural primary balance (bef. CoA) 44 23 2.4 0.2 0.6 0.2 0.3 0.7 11 16 20 20 20 20
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.3 05
(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 24 2.7 -1.3 0.3 0.2 0.0 0.2 0.3 0.3 0.4 0.4 -0.3 0.1 0.0
(1.3) One-off and other temporary measures -1.9 -1.3 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) 34 -1.5 7.8 3.3 2.4 0.5 0.8 11 12 -1.4 -15 -1.8 -1.8 -1.7
(2.1) Interest expenditure 24 23 24 21 19 18 18 17 1.7 16 16 15 15 14
(2.2) Growth effect -4.6 2.9 6.1 -4.0 31 -1.0 1.2 -1.4 -1.4 -1.4 -1.4 -17 -1.6 -1.4
(2.3) Inflation effect -11 0.9 0.7 14 13 13 14 -15 -15 -16 -16 17 17 17
(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 79 0.1 7.0 -12 33 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 7.9 0.1 7.0 12 33 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 2.1 0.0 4.8 -1.9 25 2.0 -15 -1.0 0.6 0.1 0.4 0.3 0.2 0.1
% of GDP Annual changein debt ratio, baseline scenario- CY
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

. Historical Lower GDP Higher Lower SPB  Stochastic DSA S2
Baseline ) ’ A term
SPB growth interestrate  scenario projections
MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM
82.6 83.3 87.5 87.4 87.8
MEDIUM MEDIUM MEDIUM

S0 indicator 2009 2020 Critical threshold
Overall index 0.71 0.64 0.46
Fiscal sub-index 0.56 0.72 0.36
Financial competitiveness sub-index 0.77 0.60 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.4 -0.6
of which Initial budgetary position -4.0 -34
Debt requirement 1.8 2.2
Ageing costs -0.2 0.6
Required structural primary balance related to S1 -0.1 1.4
2019 DSM 2020 DSM
S2 indicator
Overall index -0.7 0.2
of which Initial Budgetary position -1.6 -1.7
Ageing costs 0.9 1.9
of which Pensions 17 18
Health care 0.3 0.2
Long-term care 0.2 0.2
Others -1.2 -0.4
Required structural primary balance related to S2 15 2.1

Profile redemption for existing securities and official loans, as of Jan. 2021 -CY

Total stock of maturing securities and official loans (% GDP): 113.00
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Risks related

Country fiches

Cyprus

Public debt structure -
CY (2019)

5. Risks related to government's contingent liabilities

stment Position

General government contingent liabilities | CY | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 16.0 15.3 9.0 8.5 79 6.7
ofwhich ~ One-off guarantees 16.0 15.1 8.7 8.2 79 6.2
Standardised guarantees 0.0 0.3 0.3 0.2 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.9 0.8 0.8 0.7 0.7 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 5.6 56 0.0 105 9.4 1.1
gov. related to support to - [Securiies 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 0.1

GhP) Toul 56 | 56 | 00 | 105 | 94 | 12

Government's
contingent liability
risks from banking
sector - CY (2019)

6. Realism of baseline assumptions

NPL coverage

ratio

46.6

Net International
Investment Position

3-Year average level of Structural Primary Balance (1980-2020) - Probability
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percentile resk of 36%
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Macro-fiscal assumptions, Cyprus Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1126 1082 1028 955 891 826 1079 942 976
Primary balance 37 0.2 0.4 12 15 15 -14 0.9 03
Structural primary balance (before CoA) 24 0.2 -0.6 16 20 2.0 -1.0 13 0.7
Real GDP growth -6.2 37 30 15 19 17 0.2 15 12
Potential GDP growth 16 17 18 16 16 15 17 16 16
Inflation rate 08 13 12 16 18 20 11 16 15
Implicit interest rate (nominal) 24 19 19 1.7 17 18 2.1 17 1.8
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1126 1082 1028 946 83 823 1079 937 972
Primary balance 37 -0.2 0.4 13 14 14 -14 10 04
Structural primary balance 24 0.2 -0.6 16 15 14 -1.0 12 0.6
Real GDP growth -6.2 37 30 18 18 15 0.2 15 12
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1126 1082 1028 947 834 833 1079 939 974
Primary balance 37 0.2 04 12 13 10 -14 0.9 03
Structural primary balance (before CoA) 24 0.2 -0.6 15 15 15 -1.0 11 06
Real GDP growth -6.2 37 30 19 19 16 0.2 15 12
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1126 1084 1033 981 928 874 1081 969 997
Implicit interest rate (nominal) 24 2.2 2.1 2.3 24 2.5 2.2 2.3 2.3
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1126 1080 1023 930 86 781 1076 916 956
Implicit interest rate (nominal) 24 17 16 12 11 10 19 12 14
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1126 1077 1018 922 80 779 1073 910 91
Real GDP growth -6.2 4.2 35 20 2.4 2.2 0.5 20 16
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1126 1087 1038 990 934 875 1084 976  100.3
Real GDP growth -6.2 32 25 10 14 12 -0.2 10 07
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1126 1082 1028 971 924 878 1079 %2 991
Primary balance 37 -0.2 -04 0.5 06 05 -14 0.3 0.1
Structural primary balance (before CoA) 24 0.2 -0.6 0.7 10 10 -1.0 0.5 02
Real GDP growth -6.2 37 30 15 18 16 0.2 15 12
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1126 1082 1028 95 891 826 1079 %2 976
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 1126 1074 1013 898  8L7 737 1071 885 932
Implicit interest rate (nominal) 24 17 16 12 11 10 19 12 14
Real GDP growth -6.2 4.2 35 20 24 2.2 05 20 16
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1126 1086 1036 996 946 894 1082 982  100.7
Implicit interest rate (nominal) 24 20 20 20 21 21 21 20 21
Real GDP growth -6.7 3.2 2.5 1.0 14 12 -0.3 1.0 0.6




Country fiches
Latvia

LV - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 37.1 36.9 415 459 455 47.0 48.0 485 48.6 482 475 46.8 46.0 453
Changes in the ratio (-1+2+3) -1.9 0.2 10.6 -16 0.4 14 1.0 0.6 0.1 0.4 0.7 0.7 0.8 0.7
of which
(1) Primary balance (1.1+1.2+1.3) 0.1 0.1 -6.7 2.8 2.6 2.2 -1.9 -1.5 11 0.6 0.6 0.6 0.5 0.6
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) -1.6 -1.5 5.0 2.1 2.4 2.0 -1.6 -1.2 0.7 0.3 -0.4 0.4 -0.5 -0.6
(1.1.1) Structural primary balance (bef. CoA) -1.6 -1.5 5.0 2.1 2.4 2.0 -1.6 -1.2 0.7 0.3 0.3 -0.3 -0.3 0.3
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.2 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 15 14 1.7 0.7 0.2 0.3 0.3 0.3 0.3 0.3 -0.2 -0.1 0.0 0.0
(1.3) One-off and other temporary measures 0.0 0.2 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) 2.2 0.9 25 21 -15 0.8 0.8 0.9 1.0 11 1.3 1.3 -13 -1.3
(2.1) Interest expenditure 0.7 0.7 0.7 0.7 0.7 0.6 0.6 05 0.5 0.4 0.4 0.4 0.4 0.4
(2.2) Growth effect -1.5 0.7 22 2.2 -15 0.8 0.7 0.7 0.7 0.7 0.8 08 08 0.7
(2.3) Inflation effect -15 0.9 0.4 0.6 0.6 0.6 0.7 0.7 0.8 0.8 0.8 0.9 0.9 0.9
(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 0.2 0.8 14 2.3 -15 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.2 0.8 14 23 -15 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 2.3 2.1 5.7 2.8 31 2.6 21 1.7 -1.2 0.8 0.8 0.8 0.9 -1.0
% of GOP Annual changein debt ratio, baseline scenario- LV
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ility indicators summary tables

Debt sustainability analysis (detail)

Historical ~ Lower GDP Higher Lower SPB  Stochastic

CEEEI SPB growth interestrate  scenario  projections

isk category MEDIUM

Debt level (2031)
Debt peak year 2026
ercentile rank

robability debt higher -

essarsrssssssrssssssssEEsssssannEEn

S0 indicator 2009 2020 Critical threshold
Overall index 0.65 0.48 0.46
Fiscal sub-index 0.45 0.49 0.36
Financial competitiveness sub-index 0.76 0.48 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -3.3 -1.8
of which Initial budgetary position -11 -11
Debt requirement -25 -1.0
Ageing costs 0.3 0.3
Required structural primary balance related to S1 -35 -2.1
2019 DSM 2020 DSM
S2 indicator
Overall index 03 -0.3
of which Initial Budgetary position 05 05
Ageing costs -0.3 -0.8
of which Pensions -14 -13
Health care 0.4 0.2
Long-term care 0.1 0.1
Others 0.7 0.2
Required structural primary balance related to S2 0.0 -0.6

140 Gross Financing needs as % of GDP- LV - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -LV
20 Total stock of maturing securities and official loans (% GDP): 40.15
; 12
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100 Market perception of sowereignrisk - LV g
a
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. Risks related

Country fiches

Latvia

Public debt structure -
LV (2019)

5. Risks related to government's contingent liabilities

Net International
Investment Position

General government contingent liabilities | LV | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 2.4 1.6 15 14 14 6.7
ofwhich ~ One-off guarantees 19 11 0.9 0.9 0.9 6.2
Standardised guarantees 0.5 0.5 0.5 0.5 05 05
Public-private partnerships (PPPs) (% GDP) 0.3 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilities and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 00 | 00 | 00 | 00 | 00 | 12

Government's Share of non-

contingent liability

performing loans

NPL coverage

: ) ratio
risks from banking (%):
sector - LV (2019)
1.8 36.9
6. Realism of baseline assumptions
3-Year average level of Structural Primary Balamce (1980-2020) - Probability i
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Macro-fiscal assumptions, Latvia Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 415 49 45 482 468 453 463 413 411
Primary balance 67 28 26 06 06 -06 40 <11 18
Structural primary balance (before CoA) -5.0 2.1 -24 -0.3 03 03 -32 -08 -14
Real GDP growth -5.6 49 35 14 18 17 0.9 16 15
Potential GDP growth 23 23 22 15 15 17 22 16 17
Inflation rate 10 13 14 17 19 20 12 17 16
Implicit interest rate (nominal) 18 15 16 0.9 09 0.8 17 1.0 12
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 475 459 455 481 470 458 463 414 471
Primary balance 67 28 26 08 07 07 40 11 18
Structural primary balance -5.0 2.1 24 -0.6 -0.6 -06 -32 -09 -15
Real GDP growth -5.6 49 35 17 17 17 0.9 16 14
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 475 459 455 500 504 509 463 496 488
Primary balance -6.7 -2.8 -2.6 -15 -15 -16 -4.0 -17 -2.3
Structural primary balance (before CoA) -50 2.1 24 -14 -14 -14 -32 -15 -19
Real GDP growth -5.6 49 35 17 17 17 0.9 16 15
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 415 460 458 498 490 482 465 490 483
Implicit interest rate (nominal) 18 1.8 2.0 1.6 16 16 19 17 17
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 475 458 452 467 M7 427 462 458 459
Implicit interest rate (nominal) 18 13 12 0.3 0.1 0.0 14 0.3 0.6
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 415 457 451 468 450 432 461 459 460
Real GDP growth -5.6 5.4 4.0 19 2.3 2.2 13 21 19
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 475 461 459 497 487 416 465 488 482
Real GDP growth -5.6 44 30 0.9 13 12 0.6 11 10
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 415 459 45 486 414 462 463 417 414
Primary balance -6.7 -2.8 -2.6 -0.8 0.7 -0.8 -4.0 -12 -19
Structural primary balance (before CoA) -5.0 21 2.4 05 -05 -05 -32 -0.9 -15
Real GDP growth -5.6 49 35 14 18 17 09 16 15
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 475 462 461 487 413 457 466 478 4715
Exchange rate depreciation 00% 06% 06% 00% 00% 0.0% 04% 00% 0.1%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 415 456 448 453 430 407 460 444 448
Implicit interest rate (nominal) 18 13 12 0.2 01 00 14 0.3 06
Real GDP growth -5.6 54 40 19 23 22 13 21 19
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 475 460 457 499 493 M85 464 491 484
Implicit interest rate (nominal) 18 17 18 13 12 12 18 13 15
Real GDP growth -6.1 44 30 09 13 12 04 11 09




Country fiches

Lithuania
LT - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031 |
Gross debt ratio 33.7 35.9 47.2 50.7 49.5 485 474 46.1 44.9 437 432 428 427 429
Changes in the ratio (-1+2+3) 5.4 2.2 113 35 1.2 0.9 1.2 -13 -1.2 -1.2 0.6 03 0.2 0.2
of which
(1) Primary balance (1.1+1.2+1.3) 15 11 -1.8 5.5 2.4 1.7 -1.0 0.9 0.8 0.7 0.9 -1.0 -11 -1.2
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.1 0.4 7.1 -4.5 -1.2 0.7 0.3 0.4 0.6 0.7 -0.9 -1.0 -1 -1.2
(1.1.1) Structural primary balance (bef. CoA) 0.1 0.4 7.1 -4.5 -1.2 0.7 0.3 0.3 0.3 0.3 0.3 -0.3 -0.3 0.3
(1.1.2) Cost of ageing 0.0 0.0 0.1 0.3 0.4 0.6 0.7 0.9 1.0
(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 16 16 0.7 -1.0 -1.3 -1.0 0.8 0.5 0.3 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) -1.9 -14 0.8 -1.9 22 2.6 22 22 2.0 -1.9 1.4 -1.3 -1.3 -1.0
(2.1) Interest expenditure 0.9 0.9 0.6 0.5 0.3 0.3 03 0.3 0.3 0.3 0.3 0.3 0.3 0.4
(2.2) Growth effect -1.4 -1.4 0.8 13 1.2 -1.7 13 -1.4 13 1.2 0.8 0.7 0.7 0.5
(2.3) Inflation effect -13 0.9 05 11 13 12 12 11 11 -1.0 0.9 0.9 0.9 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 2.1 48 2.6 0.1 -14 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 21 48 2.6 0.1 14 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 -1.0 -1.3 1.7 5.0 -15 -1.0 0.6 0.7 0.8 -1.0 -1.2 -1.3 -14 -1.6)
% of GDP Annual changein debt ratio, baseline scenario- LT
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ility indicators summary tables

Debt sustainability analysis (detail)

Historical ~ Lower GDP Higher Lower SPB  Stochastic

CEEEI SPB growth interestrate  scenario  projections

isk category

Debt level (2031)
Debt peak year
ercentile rank

robability debt higher

essarsrssssssrssssssssEEsssssannEEn

S0 indicator 2009 2020 Critical threshold
Overall index 0.58 0.37 0.46
Fiscal sub-index 0.58 0.40 0.36
Financial competitiveness sub-index 0.57 0.36 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.7 -1.0
of which Initial budgetary position -1.2 -0.9
Debt requirement -2.1 -1.0
Ageing costs 0.7 1.0
Required structural primary balance related to S1 -2.6 -1.2
2019 DSM 2020 DSM
S2 indicator
Overall index 0.5 0.3
of which Initial Budgetary position 0.2 0.3
Ageing costs 03 -0.1
of which Pensions -13 -1.6
Health care 0.3 0.2
Long-term care 0.9 0.9
Others 04 0.5
Required structural primary balance related to S2 0.6 0.0

180 Gross Financing needs as % of GDP- LT - DSAprojections Profile redemption for existing securities and official loans, as of Jan. 2021 -LT
160 Total stock of maturing securities and official loans (% GDP): 43.61
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. Risks related

Country fiches
Lithuania

Public debt structure -
LT (2019)

5. Risks related to government's contingent liabilities

Net International
Investment Position

General government contingent liabilities | LT | EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 0.9 0.9 1.0 1.0 0.9 6.7
ofwhich ~ One-off guarantees 03 0.2 0.2 0.3 0.2 6.2
Standardised guarantees 0.7 0.6 0.8 0.8 0.7 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 00 | 00 | 00 | 00 | 00 | 12
Government's

contingent liability
risks from banking
sector - LT (2019)

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

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 472 507 495 437 428 429 491 47 458
Primary balance 18 55 24 07 10 -12 53 10 21
Structural primary balance (before CoA) 11 -45 -12 -0.3 03 03 -4.3 -0.3 -13
Real GDP growth 2.2 30 26 2.7 18 13 11 24 21
Potential GDP growth 36 37 33 20 18 13 35 21 24
Inflation rate 15 24 26 23 21 20 22 23 22
Implicit interest rate (nominal) 16 11 0.7 0.7 0.8 0.9 11 0.7 0.8
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 472 507 495 44 M1 K1 491 457 465
Primary balance 18 55 24 09 08 07 53 11 21
Structural primary balance 71 -4.5 -12 -0.7 -0.7 -06 -4.3 -08 -16
Real GDP growth -2.2 30 26 23 19 14 11 24 21
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 472 507 495 411 413 487 4091 47 881
Primary balance 18 -55 2.4 -16 -1.8 -20 -5.3 -1.8 -2.6
Structural primary balance (before CoA) 11 -45 -1.2 -1.0 -10 -10 -4.3 -11 -19
Real GDP growth -2.2 30 26 23 20 13 11 24 21
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 472 508 499 454 451 458 493 464 411
Implicit interest rate (nominal) 16 14 11 14 16 17 14 15 14
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 472 505 491 421 407 402 489 430 445
Implicit interest rate (nominal) 16 08 0.2 -0.1 -0.1 0.0 09 0.0 0.2
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 472 504 40 44 412 409 489 434 M7
Real GDP growth 2.2 35 31 3.2 2.3 18 15 29 2.6
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 472 509 499 451 446 449 493 461 469
Real GDP growth -2.2 25 21 22 13 08 08 19 17
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 472 507 495 442 435 438 491 42 462
Primary balance -18 -55 24 -0.8 -11 -14 -5.3 -12 2.2
Structural primary balance (before CoA) 11 -4.5 -1.2 04 04 04 -4.3 0.4 -14
Real GDP growth -2.2 30 26 2.7 18 13 11 24 21
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 472 507 495 437 428 429 4091 47 458
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 472 503 487 408 391 384 487 418 435
Implicit interest rate (nominal) 16 08 0.2 0.1 0.1 00 09 0.0 02
Real GDP growth -2.2 35 31 32 23 18 15 29 26
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 472 508 498 455 453 460 492 465 471
Implicit interest rate (nominal) 16 13 0.9 11 12 13 13 11 11
Real GDP growth -2.7 2.5 2.1 2.1 13 0.8 0.6 1.9 1.6




Luxembourg

Country fiches
Luxembourg

LU - Debt projections baseline scenario

| 2018 | 2019 | 2000 | 2001 | 202 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 200 | 2031 |

Gross debt ratio 21.0 22.0 25.4 21.3 289 28.0 26.4 24.3 22.8 214 20.2 19.2 184 17.9
Changes in the ratio (-1+2+3) -14 1.0 34 1.9 15 0.9 -1.5 21 -16 -1.4 -1.2 -1.0 0.7 05
of which
(1) Primary balance (1.1+1.2+1.3) 34 2.7 -4.8 -1.0 0.8 0.2 04 11 1.0 0.9 0.7 0.6 0.3 0.1
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 3.2 2.7 -1.9 11 12 12 11 11 1.0 0.9 0.7 0.6 0.3 0.1
(1.1.1) Structural primary balance (bef. CoA) 32 2.7 -1.9 11 12 12 12 12 1.2 12 12 12 12 12
(1.1.2) Cost of ageing 0.1 0.2 0.4 0.5 0.7 1.0 12 14 16
(1.1.3) Others (taxes and property incomes) 0.1 0.2 0.2 0.3 0.4 0.5 0.5 05 05
(1.2) Cyclical component 0.2 0.0 2.9 2.2 2.0 -1.3 0.7 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) 0.9 0.8 14 -1.0 0.8 11 11 -1.0 0.6 0.5 0.5 0.4 0.4 0.5
(2.1) Interest expenditure 0.3 0.3 0.3 0.3 0.3 0.3 03 0.2 0.2 0.2 0.2 0.2 0.2 0.2
(2.2) Growth effect 0.7 05 1.0 0.9 0.7 -1.0 0.9 0.9 0.4 0.4 0.3 0.3 03 03
(2.3) Inflation effect 05 0.7 0.1 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
(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 2.9 4.6 2.8 19 15 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 2.9 4.6 2.8 19 15 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 2.9 2.4 2.2 0.8 0.9 0.9 0.9 0.8 0.8 0.6 0.5 0.4 0.1 0.1]
% of GDP Annual changein debt ratio, baseline scenario- LU
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2. Risk classification

Debt sustainability analysis (detail)

ility indicators summary tables

Historical

Baseline SPB

isk category

Debt level (2031)
ebt peak year
ercentile rank
robability debt higher

Lower GDP
growth

Lower SPB  Stochastic
scenario  projections

Higher
interest rate

essarsrssssssrssssssssEEsssssannEEn

S0 indicator 2009 2020 Critical threshold
Overall index 0.23 0.30 0.46
Fiscal sub-index 0.26 0.23 0.36
Financial competitiveness sub-index 0.22 0.33 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -5.7 -3.9
of which Initial budgetary position -2.8 -2.8
Debt requirement -39 -2.6
Ageing costs 11 14
Required structural primary balance related to S1 -4.5 -2.7
2019 DSM 2020 DSM
S2 indicator
Overall index 8.6 10.7
of which Initial Budgetary position -0.7 -0.7
Ageing costs 9.4 11.4
of which Pensions 6.1 74
Health care 0.9 1.0
Long-term care 21 2.6
Others 0.2 03
Required structural primary balance related to S2 9.8 11.9

Gross Financing needs as % of GDP- LU - DSA projections

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
@Primary deficit @Stock-flow adjustments
BMaturing LT debt OMaturing ST debt

2029 2030 2031
Elnterest rate payments

=Gross Financing needs - Baseline

35 Market perception of sowereignrisk - LU

Basis points
5 8 B

-
5

5

0
2016-02  2016-08  2017-02  2017-08 ~ 2018-02  2018-08 ~ 2019-02  2019-08 ~ 2020-02  2020-08

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

% GDP

Profile redemption for existing securities and official loans, as of Jan. 2021 - LU
Total stock of maturing securities and official loans (% GDP): 19.42

2y 3y 4y 5
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Residual Maturity 12Y

m Maturing securities  m Official loans

2020 g
Leftover

Sovereign Ratings Local currency Foreign currency
as of Jan 2021, LU [long term |short term|long term |short term|
Moody's Aaa Aaa

S&P AMA Al+ AAA Al+
Ftch AMA AMA Fl1+

Sovereign yield
spreads (bp)*-
as of November
2020
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Country fiches
Luxembourg

net International Investment Position

Public debt structure -
LU (2019)

Share of government debt
by non-residents (%):
45.3

Net International
Investment Position

General government contingent liabilities | LU | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 9.0 113 12.5 11.9 1.1 6.7
of which  One-off guarantees 8.2 105 116 11.0 103 6.2
Standardised guarantees 0.8 0.8 0.8 0.9 0.9 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 4.9 35 3.9 3.3 29 1.1
gov. related to support to - [Securiies 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 0.1

GhP) Toul 49 | 35 | 39 | 33 | 29 | 12

Government's
contingent liability
risks from banking
sector - LU (2019)

6. Realism of baseline assumptions

NPL coverage
ratio

38.6

3-Year average level of Structural Primary Balamce (1980-2020) - Probability

AVG 05-19 SPB for LU: percentile rank
of 20%

’ Pre-crisis forecast SPB for LU: percetile

- AVG 12-31 SPB under SGP for LU
percentile rek of 34%
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Macro-fiscal assumptions, Luxembourg Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 54 213 289 214 192 179 212 21 233
Primary balance -48 10 -08 09 06 0.1 -2.2 05 -0.2
Structural primary balance (before CoA) -19 11 12 12 12 12 0.1 12 09
Real GDP growth -45 39 2.7 16 14 17 0.7 22 18
Potential GDP growth 19 22 23 16 14 17 21 17 18
Inflation rate -0.2 14 13 17 18 20 08 17 15
Implicit interest rate (nominal) 14 11 11 1.0 10 10 12 1.0 11
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 254 213 289 23 193 163 212 222 235
Primary balance -48 10 08 09 10 10 -2.2 0.7 00
Structural primary balance -19 11 12 11 11 11 0.1 11 09
Real GDP growth -45 39 2.7 19 16 18 0.7 22 18
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 254 213 289 203 162 130 212 204 221
Primary balance -4.8 -1.0 -0.8 15 16 11 2.2 11 03
Structural primary balance (before CoA) -19 11 12 22 22 22 0.1 21 16
Real GDP growth -4.5 39 2.7 21 19 17 0.7 22 18
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 54 214 291 21 201 189 213 28 239
Implicit interest rate (nominal) 14 14 15 15 15 15 15 15 15
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 254 212 287 27 184 170 211 214 228
Implicit interest rate (nominal) 14 08 0.7 0.6 06 0.6 10 0.6 07
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 54 212 286 207 183 170 211 214 228
Real GDP growth -4.5 44 32 21 19 2.2 1.0 2.7 2.3
7. Lower growth scenario 2020 2021 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 254 2714 291 21 201 189 213 228 239
Real GDP growth -4.5 34 2.2 11 09 12 04 17 14
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 54 213 292 244 232 28 213 250 256
Primary balance -4.8 -1.0 -12 0.3 0.0 -06 -24 0.0 -0.6
Structural primary balance (before CoA) -19 11 0.6 0.6 06 06 0.1 0.6 04
Real GDP growth -4.5 39 31 16 14 17 08 22 18
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 54 213 289 214 192 179 212 221 233
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 254 211 285 20 176 161 210 208 223
Implicit interest rate (nominal) 14 08 0.7 0.6 06 06 10 0.6 07
Real GDP growth -4.5 44 32 21 19 22 10 2.7 23
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 54 213 288 210 187 172 212 2171 21
Implicit interest rate (nominal) 14 13 13 13 13 13 13 13 13
Real GDP growth -5.0 34 22 11 09 12 0.2 17 13




Hungary

Country fiches
Hungary

HU - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 69.1 65.4 78.0 719 71.2 71.0 76.6 75.8 745 72.9 70.8 68.5 66.2 64.0
Changes in the ratio (-1+2+3) 3.0 37 12.6 0.1 0.7 0.2 05 0.8 -1.2 1.7 2.0 2.3 2.3 2.3
of which
(1) Primary balance (1.1+1.2+1.3) 0.2 0.2 5.9 -3.0 2.0 -1.6 -1.2 0.8 0.4 0.1 0.5 0.6 0.8 0.9
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) -1.8 2.1 4.2 -1.8 1.7 1.2 0.8 0.4 0.0 0.5 0.9 0.9 0.9 0.9
(1.1.1) Structural primary balance (bef. CoA) -1.8 2.1 4.2 -1.8 1.7 -1.2 0.8 0.4 0.0 0.5 0.9 0.9 0.9 0.9
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 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 2.0 24 1.7 11 0.3 0.4 0.4 0.4 0.4 0.4 -0.4 -0.3 0.1 0.0
(1.3) One-off and other temporary measures 0.0 0.2 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) -4.5 -3.8 33 3.0 3.2 -1.8 -1.6 -1.6 -1.6 -1.6 -15 17 -1.5 -1.4
(2.1) Interest expenditure 24 2.2 25 24 23 23 22 22 22 21 21 21 20 2.0
(2.2) Growth effect 35 2.9 42 2.9 33 -1.8 -1.6 -1.5 -1.6 -1.6 -1.5 -1.7 -1.6 -1.5
(2.3) Inflation effect 33 32 34 2.6 23 22 22 22 22 2.2 21 21 2.0 -1.9
(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 0.3 3.4 0.0 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 17 0.4 2.6 0.1 0.5 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 0.6 0.8 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 4.1 4.3 6.7 4.2 -4.0 35 3.0 2.6 21 17 -1.2 -1.2 -11 -1.1]
% of GDP Annual changein cebt ratio, baseline scenario- HU
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2. Risk classification ility indicators summary tables

= === — — - - :
' Debt sustainability analysis (detail) I :

Short Medium I Long
S1 " Historical Lower GDP Higher Lower SPB  Stochastic DSA S2 H

term term Baseline i i - | EIn
SPB growth interestrate  scenario projections H

isk category MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM :

Debt level (2031) 64.0 69.0 67.5 68.9 66.4 | H

MEDIUM ebt peak year MEDIUM | MEDIUM vepium

ercentile rank (S2=3.3) :

robability debt higher 45.5% | :

1 :

S0 indicator 2009 2020 Critical threshold
Overall index 0.74 0.46 0.46
Fiscal sub-index 0.56 0.84 0.36
Financial competitiveness sub-index 0.84 0.25 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.7 -0.3
of which Initial budgetary position -2.9 -1.8
Debt requirement 0.4 0.6
Ageing costs -0.2 0.9
Required structural primary balance related to S1 -1.8 0.6
2019 DSM 2020 DSM
S2 indicator
Overall index 2.7 33
of which Initial Budgetary position -0.6 -1.1
Ageing costs 33 43
of which Pensions 19 29
Health care 0.6 0.5
Long-term care 0.4 0.4
Others 04 0.6
Required structural primary balance related to S2 3.6 4.2

cial informati

3. Financing needs al

200 Gross Financing needs as % of GDP- HU - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 - HU
Total stock of maturing securities and official loans (% GDP): 69.15
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o
o 8
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4
2
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400 Market perception of sowereignrisk - HU g
a
350 ggg Sovereign Ratings Local currency Foreign currency
20 ngl as of Jan 2021, HU [long term |short term|long term |short term|
B2 Moody's Baa3 Baa3
250 BL, S&P BBB A2 BBB A2
S Ba2
§200 Bﬁaila Fitch BBB BBB F2
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Country fiches
Hungary

Risks related

Net International
Investment Position

Public debt structure -
HU (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | HU | EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 6.6 6.1 58 5.0 5.2 6.7
ofwhich ~ One-off guarantees 6.2 5.9 5.6 4.9 51 6.2
Standardised guarantees 0.3 0.2 0.2 0.1 0.1 05
Public-private partnerships (PPPs) (% GDP) 22 1.8 17 15 1.3 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 00 | 00 | 00 | 00 | 00 | 12
Government's

contingent liability
risks from banking
sector - HU (2019)

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balance (1980-2020) - Probability
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Macro-fiscal assumptions, Hungary Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 80 779 772 729 685 640 777 718 733
Primary balance 59 30 20 01 06 09 36 01 10
Structural primary balance (before CoA) -4.2 -18 -17 0.5 09 0.9 -2.6 0.2 -05
Real GDP growth -6.4 40 45 22 25 23 0.7 23 19
Potential GDP growth 25 25 2.7 22 22 20 26 22 23
Inflation rate 55 34 30 30 30 30 40 30 32
Implicit interest rate (nominal) 3.7 3.3 3.2 3.0 31 3.2 34 3.1 3.2
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 80 7719 712 724 6716 632 T 114 729
Primary balance 59 30 20 04 08 09 -3.6 0.0 -0.9
Structural primary balance -4.2 -18 -1.7 0.9 11 10 -2.6 0.3 -04
Real GDP growth -6.4 40 45 22 25 22 0.7 23 19
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 0 779 772 738 710 690 777 734 745
Primary balance -5.9 -30 -2.0 -05 -0.3 0.3 -36 0.7 -14
Structural primary balance (before CoA) -4.2 -18 -17 0.3 -0.3 0.3 -2.6 -05 -1.0
Real GDP growth -6.4 40 45 25 24 21 0.7 23 19
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 80 782 7718 758 725 689 780 747 755
Implicit interest rate (nominal) 3.7 3.7 37 3.8 3.9 41 3.7 3.8 3.8
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 70 716 766 701 649 595 74 691 711
Implicit interest rate (nominal) 3.7 2.9 2.7 2.3 2.3 24 3.1 24 25
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 0 716 765 705 657 606 773 695 715
Real GDP growth -6.4 45 5.0 2.7 3.0 2.8 1.0 28 24
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 80 783 779 753 716 675 80 742 752
Real GDP growth -6.4 35 40 17 20 18 04 18 14
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 80 779 772 736 701 664 77728 740
Primary balance -59 -30 -2.0 0.2 0.2 04 -36 -04 -12
Structural primary balance (before CoA) -4.2 -1.8 -17 0.1 04 04 -2.6 0.1 0.7
Real GDP growth -6.4 40 45 22 24 23 0.7 23 19
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 780 806 822 774 729 681 803 763 713
Exchange rate depreciation 00% 80% 80% 00% 00% 0.0% 5.3% 00% 13%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 80 773 759 679 621 563 771 669 694
Implicit interest rate (nominal) 37 29 2.7 23 23 24 31 24 25
Real GDP growth -6.4 45 50 2.7 30 28 1.0 28 24
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 780 782 778 761 729 695 780 750 758
Implicit interest rate (nominal) 37 35 34 34 35 37 36 34 35
Real GDP growth -6.9 35 40 17 20 18 0.2 17 14




Country fiches

Malta
MT - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 45.2 426 55.2 60.0 59.3 59.5 59.1 58.2 56.6 54.6 52.1 49.2 46.2 433
Changes in the ratio (-1+2+3) 3.6 2.6 12.6 48 0.7 0.2 0.4 0.9 -1.5 2.1 2.5 2.9 3.0 2.9
of which
(1) Primary balance (1.1+1.2+1.3) 35 19 -8.4 5.1 2.6 -1.9 -1.3 0.7 0.1 0.4 0.8 13 14 15
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 13 0.3 5.8 2.5 -1.3 0.9 0.4 0.0 0.5 0.9 14 18 17 16
(1.1.1) Structural primary balance (bef. CoA) 13 0.3 5.8 2.5 -1.3 0.9 0.4 0.0 0.5 0.9 14 18 18 18
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.2
(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 22 22 2.6 2.6 -1.3 -1.0 0.8 0.7 0.6 0.6 0.5 -0.5 0.3 0.2
(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) -1.8 17 42 12 34 17 1.7 -16 1.7 1.7 -16 -1.6 -1.6 -1.5
(2.1) Interest expenditure 15 14 11 12 13 12 11 11 1.0 10 0.9 0.9 0.8 0.8
(2.2) Growth effect 24 21 34 -1.6 3.4 -1.7 -1.6 -1.5 -1.5 -1.5 -1.5 -1.4 -1.5 -1.4
(2.3) Inflation effect -1.0 -1.0 0.2 0.8 13 12 12 12 1.2 11 11 -1.0 -1.0 0.9
(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 1.0 0.1 0.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 17 1.0 0.1 0.9 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 0.3 -17 6.9 37 2.6 21 -15 -1.0 05 0.0 0.5 0.9 0.9 0.8
% of GDP Annual changein debt ratio, baseline scenario- MT
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ility indicators summary tables

Debt sustainability analysis (detail)

robability debt higher

I :

Long -

. Historical Lower GDP Higher Lower SPB  Stochastic DSA ! S2 H

Baseline ) . A 1 term

SPB growth interestrate  scenario projections H

1 H

isk category I :
Debt level (2031) | H
ebt peak year ; MEDIUM vepium :
ercentile rank I (S2 = 4.6) :
I :

S0 indicator 2009 2020 Critical threshold
Overall index 0.45 0.29 0.46
Fiscal sub-index 0.20 0.49 0.36
Financial competitiveness sub-index 0.58 0.18 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -6.4 -35
of which Initial budgetary position -4.8 -3.3
Debt requirement -2.0 -11
Ageing costs 0.3 0.9
Required structural primary balance related to S1 -4.0 -1.6
2019 DSM 2020 DSM
S2 indicator
Overall index 3.0 4.6
of which Initial Budgetary position -2.2 -1.7
Ageing costs 5.2 6.3
of which Pensions 2.0 35
Health care 18 15
Long-term care 1.0 0.9
Others 04 0.4
Required structural primary balance related to S2 55 6.5

2019

2020 2021
@Primary deficit
BMaturing LT debt

2022 2023 2024 2025
@Stock-flow adjustments

OMaturing ST debt

2026

2027 2028

Gross Financing needs as % of GDP- MT - DSA projections

2029

2030 2031

Elnterest rate payments
=Gross Financing needs - Baseline
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Profile redemption for existing securities and official loans, as of Jan. 2021 -MT
Total stock of maturing securities and official loans (% GDP): 49.10

2020 g 2y 3y 4y 5Y 6Y v 8y 9y 10y 11y 12Y Beyond
Leftover Residual Maturity 12Y
m Maturing securities  m Official loans
Sovereign Ratings Local currency Foreign currency
as of Jan 2021, MT [long term |short term|long term |short term|
Moody's "R
S&P A A2 A A2
Ftch At At Fl1+
Sovereign yield
spreads (bp)*-
as of November [10¥ea
2020




Risks related t

Country fiches
Malta

Public debt structure -
MT (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | MT | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 15.7 14.6 135 9.5 8.7 6.7
ofwhich ~ One-off guarantees 15.7 14.6 135 9.5 87 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.1 0.1 0.1 0.1 0.1 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee na na. na. na na 1.1
gov. related to support to - [Securiies issued under liquidity schemes na. na. na na. na. 0.0
financial institutions (%  |Special purpose entity na na na na na 0.1
GDP) Total n.a. n.a. na. n.a. n.a. 1.2

Government's

contingent liability
risks from banking
sector - MT (2019)

6. Realism of baseline assumptions

Net International
Investment Position

3-Year average level of Structural Primary Balance (1980-2020) - Probability

A

of 43%

O

’ Pre-crisis forecast SPB for MT:
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P AVG 212-31 SPB under SGP for MT:
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Macro-fiscal assumptions, Malta Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 552 600 593 546 492 433 582 532 544
Primary balance -84 51 26 04 13 15 -5.4 0.2 -1.2
Structural primary balance (before CoA) -58 -25 -13 09 18 18 -32 0.8 -0.2
Real GDP growth -1.3 30 6.2 28 28 31 06 29 23
Potential GDP growth 23 30 34 27 28 27 29 26 27
Inflation rate 06 15 2.1 21 20 20 14 21 19
Implicit interest rate (nominal) 2.3 2.2 24 1.8 18 18 2.3 19 2.0
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 552 600 593 554 508 464 582 543 553
Primary balance -8.4 -5.1 -2.6 01 06 0.7 54 02 -15
Structural primary balance -58 -25 -13 0.6 09 0.8 -32 0.3 -0.6
Real GDP growth -1.3 30 6.2 28 31 29 0.6 29 23
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 552 600 593 543 496 458 582 536 547
Primary balance -84 5.1 -2.6 02 06 05 -5.4 0.2 -15
Structural primary balance (before CoA) -58 -25 -13 0.6 06 06 -32 0.3 -0.6
Real GDP growth -1.3 30 6.2 32 32 2.7 0.6 29 23
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 552 602 597 566 520 46,6 584 552 560
Implicit interest rate (nominal) 2.3 2.6 2.8 2.5 2.5 2.6 2.6 2.6 2.6
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 552 599 589 526 467 403 580 513 530
Implicit interest rate (nominal) 2.3 19 19 11 10 11 2.0 12 14
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 552 598 588 529 471 409 579 515 531
Real GDP growth -13 35 6.7 33 3.3 3.6 0.9 34 2.8
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 552 603 598 564 514 458 585 549 558
Real GDP growth -1.3 25 5.7 23 23 26 03 24 18
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 552 600 593 559 519 475 582 549 557
Primary balance -84 5.1 -2.6 0.2 05 06 54 04 -6
Structural primary balance (before CoA) -5.8 -25 -1.3 0.3 09 09 -32 0.2 0.7
Real GDP growth -1.3 30 6.2 28 28 30 0.6 29 23
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 552 600 593 546 492 433 582 532 544
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 552 596 584 510 447 380 577 497 517
Implicit interest rate (nominal) 23 19 19 11 10 11 20 12 14
Real GDP growth -1.3 35 6.7 33 33 36 0.9 34 28
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 552 602 596 567 521 468 583 553 560
Implicit interest rate (nominal) 23 24 26 22 22 22 24 22 23
Real GDP growth -1.8 25 5.7 23 23 26 0.1 23 18




Country fiches
Netherlands

NL - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 52.4 48.7 60.0 63.5 65.9 67.6 68.8 69.3 69.3 68.8 67.8 66.5 65.1 63.5
Changes in the ratio (-1+2+3) -45 37 113 35 2.5 17 11 0.5 0.0 0.5 -1.0 -1.3 -14 -1.6
of which
(1) Primary balance (1.1+1.2+1.3) 23 25 -6.5 5.3 34 2.8 2.2 1.7 -1.2 0.7 0.2 0.1 0.1 0.0
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 12 11 -39 35 2.3 -1.9 -1.4 0.9 0.5 0.0 0.4 0.3 0.1 0.0
(1.1.1) Structural primary balance (bef. CoA) 12 11 -39 35 2.3 -1.9 -1.4 0.9 0.5 0.0 0.4 0.4 0.4 0.4
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.2 05 0.7
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.2
(1.2) Cyclical component 11 12 2.6 1.7 1.1 0.9 0.8 0.8 0.7 0.7 0.7 -0.4 0.2 0.0
(1.3) One-off and other temporary measures 0.0 0.2 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 17 -1.6 24 -16 -15 11 11 1.2 1.2 1.2 1.2 -1.4 -14 -1.7]
(2.1) Interest expenditure 0.9 0.8 0.6 04 04 0.3 03 0.3 0.2 0.2 0.2 0.2 0.2 0.2
(2.2) Growth effect -1.3 0.8 27 13 1.2 0.6 05 05 0.4 0.3 0.2 0.4 0.4 05
(2.3) Inflation effect 14 -15 0.9 0.8 0.7 0.8 0.9 -1.0 -1.0 11 1.2 1.2 12 -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 05 0.3 2.4 0.2 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 05 0.3 24 0.2 0.5 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 0.3 0.3 -4.6 3.9 2.1 2.2 17 -1.2 0.7 0.2 0.3 0.1 0.0 0.2
% of GDP Annual change in debt ratio, baseline scenario- NL
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2. Risk classification ility indicators summary tables

Debt sustainability analysis (detail)

I :

Long

. Historical Lower GDP Higher Lower SPB  Stochastic DsA ! S2 term H

Baseline ) . A I H

SPB growth interestrate  scenario projections H

isk category MEDIUM  MEDIUM  MEDIUM  MEDIUM  MEDIUM | LOW | :

Debt level (2031) 635 60.8 66.8 67.9 64.6 | H

MEDIUM MEDIUM ebt peak year 2025 2025 2026 2026 2026 MEDIUM | MEDIUM MEDIUM -
(S1=0.1) : Percentile rank (S2=3.3) :
robability debt higher 93.8% | :

1 :

S0 indicator 2009 2020 Critical threshold
Overall index 0.41 0.39 0.46
Fiscal sub-index 0.57 0.60 0.36
Financial competitiveness sub-index 0.33 0.27 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -3.2 0.1
of which Initial budgetary position -2.3 -1.8
Debt requirement -1.3 0.3
Ageing costs 0.4 1.6
Required structural primary balance related to S1 -2.4 0.5
2019 DSM 2020 DSM
S2 indicator
Overall index 2.8 33
of which Initial Budgetary position 0.0 0.3
Ageing costs 2.8 3.0
of which Pensions 0.6 0.9
Health care 0.5 0.4
Long-term care 1.9 17
Others -0.2 0.0
Required structural primary balance related to S2 3.6 3.7

cial informati

3. Financing needs al

200 Gross Financing needs as % of GDP- NL - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -NL
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Risks related

Country fiches
Netherlands

net International Investment Position

Public debt structure -
NL (2019)

5. Risks related to government's contingent liabilities

Share of government debt
by non-residents (%):
40.0

Net International
Investment Position

General government contingent liabilities | NL EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 6.6 38 36 35 33 6.7
ofwhich ~ One-off guarantees 6.6 3.8 3.6 35 33 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilities and assets outside gen. gov. under guarantee 16 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 16 | 00 | 00 | 00 | 00 | 12
Government's Bank loans-to- | Share of non-
contingent liability deposits ratio | performing loans
risks from banking (p-p.): (%):
sector - NL (2019)
118.1 2.0

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balance (1980-2020) - Probability

AVG 05-19$PB for NL: percentils rask
of 46%

’ Pre.crisis forecast SPB for NL: parcentile

™ AVG 12-31 SPB under SGP for NL:
percentile resk of 67%
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Macro-fiscal assumptions, Netherlands Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 600 635 659 688 665 635 631 674 663
Primary balance 65 53 34 07 01 0.0 51 10 20
Structural primary balance (before CoA) -39 -35 -2.3 0.0 04 0.4 -33 -0.3 -11
Real GDP growth -5.3 22 19 04 06 09 -0.4 06 04
Potential GDP growth 09 0.6 09 04 0.2 05 08 04 05
Inflation rate 19 13 12 16 18 20 15 16 16
Implicit interest rate (nominal) 12 0.8 0.7 0.3 0.3 0.3 0.9 0.3 0.5
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 600 635 659 687 672 653 631 678 666
Primary balance 65 53 34 08 06 -04 51 12 22
Structural primary balance -39 -35 -2.3 -0.3 03 03 -33 -0.7 -13
Real GDP growth -5.3 2.2 19 08 04 0.6 -04 0.6 04
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 600 635 659 667 633 608 631 656 650
Primary balance -6.5 -5.3 -34 0.2 03 00 5.1 0.7 -18
Structural primary balance (before CoA) -39 -35 -2.3 0.4 04 04 -33 0.0 -0.8
Real GDP growth -5.3 2.2 19 0.9 07 07 -0.4 0.6 04
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 600 636 664 713 700 679 633 700 683
Implicit interest rate (nominal) 12 11 11 1.0 11 11 11 1.0 11
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 600 633 655 664 632 594 629 650 645
Implicit interest rate (nominal) 12 0.5 0.2 -04 -05 -0.6 0.6 -04 -0.1
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 600 632 654 667 638 604 628 654 647
Real GDP growth -5.3 2.7 24 0.9 11 14 0.1 11 08
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 600 637 665 709 693 668 634 696 680
Real GDP growth -5.3 17 14 -0.1 0.1 04 -0.8 0.1 -0.1
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 600 635 659 691 672 646 631 678 667
Primary balance -6.5 -5.3 -34 -0.8 -0.3 0.2 5.1 -11 21
Structural primary balance (before CoA) -39 -35 2.3 0.2 02 02 -33 -0.5 -12
Real GDP growth -5.3 2.2 19 05 0.6 08 -0.4 0.6 04
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 600 635 660 688 665 635 631 675 664
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 600 630 649 644 607 565 626 630 629
Implicit interest rate (nominal) 12 05 0.2 04 -0.5 -0.6 0.6 04 0.1
Real GDP growth -5.3 2.7 24 09 11 14 -0.1 11 08
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 600 635 661 712 700 681 632 699 682
Implicit interest rate (nominal) 12 09 0.9 0.7 07 07 10 0.7 0.8
Real GDP growth -5.8 17 14 -0.1 0.1 03 -0.9 0.1 -0.2




Country fiches
Austria

AT - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 74.0 70.5 84.2 85.2 85.1 86.4 87.0 86.9 86.2 85.0 83.3 81.2 78.8 76.3
Changes in the ratio (-1+2+3) 4.4 35 137 1.0 0.1 13 0.6 0.1 0.7 -1.2 17 21 2.4 25
of which
(1) Primary balance (1.1+1.2+1.3) 18 21 8.2 5.2 2.4 2.1 1.7 -1.2 0.8 0.3 0.1 0.6 0.5 0.4
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.6 0.7 5.2 -39 2.1 -1.6 1.2 0.7 0.3 0.2 0.7 11 0.9 0.6
(1.1.1) Structural primary balance (bef. CoA) 0.6 0.7 5.2 -39 2.1 -1.6 -1.2 0.7 0.3 0.2 0.7 11 11 11
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.4
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1
(1.2) Cyclical component 12 14 31 -1.3 0.3 0.4 0.5 0.5 0.5 0.6 0.6 -0.6 0.4 0.2
(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) -1.6 0.9 5.3 3.6 2.2 0.8 11 1.3 -15 -16 -16 -15 -1.9 2.
(2.1) Interest expenditure 16 14 14 12 12 11 1.0 0.9 0.8 0.8 0.7 0.7 0.6 0.6
(2.2) Growth effect -1.9 -1.0 5.2 33 21 05 0.6 0.7 0.8 0.8 0.7 0.6 0.9 -11
(2.3) Inflation effect -13 -13 -14 -16 14 14 14 -15 -15 -15 -16 -1.6 -1.6 -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 -1.0 0.6 0.2 0.6 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base -1.0 0.6 0.3 05 03 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 0.1 0.0 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 -1.0 0.8 6.6 5.2 34 2.8 2.2 -16 11 05 0.0 0.5 0.3 0.1
% of GDP Annual change in debt ratio, baseline scenario- AT
200 Debt as % of GDP - AT
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2. Risk classification ility indicators summary tables

Debt sustainability analysis (detail)

(S2=2.4)

|

Long

. Historical ~ Lower GDP Higher Lower SPB  Stochastic DsA ! S2 t
Baseline ) . A 1 erm
SPB growth interestrate  scenario projections
isk category MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM MEDIUM :
Debt level (2031) 76.3 73.6 80.5 81.0 78.9 1
MEDIUM 2024 2024 2025 2025 2025 MEDIUM | MEDIUM MEDIUM

1
1

S0 indicator 2009 2020 Critical threshold
Overall index 0.31 0.40 0.46
Fiscal sub-index 0.64 0.88 0.36
Financial competitiveness sub-index 0.16 0.15 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.3 -0.3
of which Initial budgetary position -3.6 -29
Debt requirement 0.4 14
Ageing costs 0.8 1.2
Required structural primary balance related to S1 -0.8 0.8
2019 DSM 2020 DSM
S2 indicator
Overall index 23 24
of which Initial Budgetary position -0.9 -0.6
Ageing costs 32 3.0
of which Pensions 0.6 0.0
Health care 1.0 1.0
Long-term care 1.4 16
Others 0.1 03
Required structural primary balance related to S2 3.8 35

cial informati

3. Financing needs al

Gross Financing needs as % of GDP- AT - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -AT

Total stock of maturing securities and official loans (% GDP): 68.34

200
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Country fiches
Austria

net International Investment Position

Public debt structure -
AT (2019)

Net International
Investment Position

General government contingent liabilities | AT | EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 334 18.8 17.1 16.2 16.3 6.7
of which  One-off guarantees 334 188 171 16.2 16.3 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.1 0.1 0.1 0.1 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilities and assets outside gen. gov. under guarantee 1.0 05 05 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 10 | 05 | o5 | 00 | 00 | 12
Government's Share of non-
- I ) NPL coverage
contingent liability performing loans -
risks from banking (%):
sector - AT (2019)
2.1 52.7
6. Realism of baseline assumptions
3-Year average level of Structural Primary Balance (1980-2020) - Probability o
N 9% of GDP Historical debt
12%
— AVG 05-19 $PB for AT: perceatile rask 100
of 0% 0
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Macro-fiscal assumptions, Austria Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 842 82 81 80 8l2 763 849 835 838
Primary balance 8.2 -5.2 2.4 0.3 06 04 -53 05 -1.7
Structural primary balance (before CoA) -52 -39 2.1 0.2 11 11 -37 0.1 -0.9
Real GDP growth 11 41 25 0.9 08 14 0.1 0.9 07
Potential GDP growth 0.7 08 08 10 08 11 08 09 09
Inflation rate 20 19 16 18 19 20 18 18 18
Implicit interest rate (nominal) 19 15 15 0.9 0.8 08 16 1.0 11
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 842 82 81 84 81 784 849 841 843
Primary balance -8.2 -5.2 2.4 0.4 0.1 00 -53 -0.8 -19
Structural primary balance -52 -39 2.1 0.2 0.2 0.1 -37 -04 -12
Real GDP growth -1.1 41 25 0.9 10 12 -0.1 09 0.7
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 842 82 81 826 116 736 849 815 824
Primary balance -8.2 -5.2 2.4 02 08 03 -5.3 0.2 -15
Structural primary balance (before CoA) 5.2 -39 21 0.8 08 08 37 0.3 0.7
Real GDP growth -1.1 41 25 14 12 11 -0.1 10 0.7
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 842 84 86 876 849 810 8.1 861 859
Implicit interest rate (nominal) 19 18 1.9 15 15 15 1.8 1.6 16
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 842 80 847 85 T8 720 846 809 819
Implicit interest rate (nominal) 19 13 12 0.3 0.1 0.1 15 04 0.6
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 842 848 844 823 718 724 845 808  8L7
Real GDP growth 1.1 4.6 3.0 14 13 2.0 0.2 14 11
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 842 86 859 878 848 805 82 8.2 860
Real GDP growth -1.1 36 20 04 03 09 -0.5 04 0.2
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 842 82 81 87 88 789 849 844 845
Primary balance -8.2 -52 -24 -0.7 0.1 01 -53 -08 -19
Structural primary balance (before CoA) 5.2 -39 2.1 0.2 06 06 37 0.3 -1.2
Real GDP growth -1.1 41 25 09 08 14 -0.1 0.9 0.7
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 842 89 865 862 84 715 85 847 849
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 842 847 839 799 745 683 843 784 799
Implicit interest rate (nominal) 19 13 12 0.3 01 0.1 15 0.4 06
Real GDP growth -1.1 46 30 14 13 20 0.2 14 11
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 842 84 856 882 88 821 8.1 8.7 863
Implicit interest rate (nominal) 19 16 17 12 12 11 17 13 14
Real GDP growth -1.6 36 20 04 0.2 09 -0.6 04 0.1




Country fiches

Poland

PL - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 48.8 457 56.6 57.3 56.4 56.0 55.2 54.0 52.6 51.3 49.8 485 473 46.4]
Changes in the ratio (-1+2+3) -1.8 31 10.9 0.7 0.9 0.4 0.8 1.2 -14 -1.4 -15 -1.3 1.2 -1.0
of which
(1) Primary balance (1.1+1.2+1.3) 12 0.7 -1.4 2.8 1.7 -1.5 1.1 0.7 0.7 0.6 0.4 0.5 0.5 0.5
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.4 -1.5 6.8 2.4 -1.5 11 0.7 0.3 0.4 0.4 0.4 -0.5 -0.5 0.5
(1.1.1) Structural primary balance (bef. CoA) 0.4 -1.5 -6.8 2.4 -1.5 11 0.7 0.3 0.3 0.3 0.3 -0.3 -0.3 0.3
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.2) Cyclical component 16 22 0.9 0.6 0.3 0.3 0.4 0.4 0.3 0.1 0.0 0.0 0.0 0.0
1.3) One-off and other temporary measures 0.0 0.0 03 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
porary
(2) Snowball effect (2.1+2.2+2.3+2.4) 17 2.2 15 14 22 -1.9 -1.9 -1.9 2.0 -1.9 -1.9 1.7 17 -1.4]
(2.1) Interest expenditure 14 14 14 14 13 1.2 1.2 11 11 10 10 0.9 0.9 0.9
(2.2) Growth effect 2.5 21 16 -1.8 -1.9 -1.5 -1.6 -1.6 -1.6 -1.6 -1.6 -1.4 -1.4 -11
(2.3) Inflation effect 0.6 -15 -15 -1.0 -16 -16 -15 -15 -14 -14 -13 -13 12 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
g
(3) Stock-flow adjustments 11 03 19 0.7 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 12 05 15 0.8 03 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 0.2 0.4 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 -1.8 2.9 8.2 37 2.8 24 -1.9 -15 -15 -14 -14 -14 -14 -1.3
% of GDP Annual change in debt ratio, baseline scenario- PL
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ility indicators summary tables

Debt sustainability analysis (detail)

Historical ~ Lower GDP Higher Lower SPB  Stochastic

CEEEI SPB growth interestrate  scenario  projections

isk category

Debt level (2031)
Debt peak year
ercentile rank
robability debt higher -

essarsrssssssrssssssssEEsssssannEEn

S0 indicator 2009 2020 Critical threshold
Overall index 0.55 0.45 0.46
Fiscal sub-index 0.22 0.40 0.36
Financial competitiveness sub-index 0.73 0.48 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -2.2 -1.6
of which Initial budgetary position -1.2 -1.2
Debt requirement -14 -0.5
Ageing costs 0.3 0.1
Required structural primary balance related to S1 -2.6 -1.9
2019 DSM 2020 DSM
S2 indicator
Overall index 1.9 16
of which Initial Budgetary position 0.7 0.6
Ageing costs 12 10
of which Pensions -0.6 -0.9
Health care 0.7 0.7
Long-term care 0.6 0.7
Others 0.5 0.5
Required structural primary balance related to S2 1.6 1.2

160 Gross Financing needs as % of GDP- PL - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -PL
10 Total stock of maturing securities and official loans (% GDP): 41.01
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Risks related t

Country fiches

Poland

Public debt structure -
PL (2019)

Share of government debt | Share of government debt
in foreign currency (%): by non-residents (%):
28.4 44.1

5. Risks related to government's contingent liabilities

General government contingent liabilities |

PL =Y

2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 17 15 17 14 13 6.7
ofwhich ~ One-off guarantees 13 10 10 0.7 0.7 6.2
Standardised guarantees 04 0.6 0.7 0.7 0.6 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilities and assets outside gen. gov. under guarantee na na. na na. na. 1.1
gov. related to support to - [Securiies issued under liquidity schemes na. na. na na. na. 0.0
financial institutions (%  [Special purpose entity na na na na. na 0.1
GDP) Total n.a. n.a. na. n.a. n.a. 1.2

Government's
contingent liability
risks from banking
sector - PL (2019)

6. Realism of baseline assumptions
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NPL coverage

Net International
Investment Position
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Macro-fiscal assumptions, Poland Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 5.6 573 564 513 485 464 568 512 526
Primary balance -14 -2.8 -1.7 -0.6 -0.5 05 -4.0 0.7 -15
Structural primary balance (before CoA) -6.8 -24 -15 -0.3 03 03 -36 -05 -13
Real GDP growth -36 33 35 32 30 25 11 30 25
Potential GDP growth 26 28 28 29 30 25 27 29 29
Inflation rate 35 17 29 2.7 26 25 2.7 2.7 2.7
Implicit interest rate (nominal) 3.1 2.5 24 2.1 2.0 19 2.7 2.1 2.2
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 566 573 564 505 472 445 568 504 520
Primary balance 14 -2.8 -1.7 0.2 -0.2 0.2 -4.0 -05 -14
Structural primary balance -6.8 -24 -15 0.0 -0.1 -02 -36 -0.3 -11
Real GDP growth -3.6 33 35 32 31 26 11 30 25
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 5.6 573 564 549 545 545 568 551 555
Primary balance 14 -2.8 -17 -17 -17 -18 -4.0 -17 -2.3
Structural primary balance (before CoA) -6.8 24 -15 -16 -16 -16 -36 -16 21
Real GDP growth -3.6 33 35 29 30 25 11 30 25
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 56 574 567 529 507 491 569 529 539
Implicit interest rate (nominal) 3.1 2.8 2.8 2.7 2.7 2.7 2.9 2.7 2.7
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 566 572 561 497 465 438 566 497 514
Implicit interest rate (nominal) 3.1 2.3 21 14 13 11 2.5 15 17
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 566 570 559 497 466 441 565 497 514
Real GDP growth -36 3.8 4.0 37 35 3.0 14 35 30
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 5.6 576 569 529 506 487 570 529 539
Real GDP growth -3.6 28 30 2.7 25 20 08 25 21
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 5.6 573 564 518 494 475 5.8 518 530
Primary balance -14 -2.8 -1.7 -0.7 -06 0.7 -4.0 08 -16
Structural primary balance (before CoA) -6.8 24 -15 05 -05 -05 -3.6 -0.6 -14
Real GDP growth -3.6 33 35 32 30 25 11 30 25
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 566 585 587 532 503 480 579 532 544
Exchange rate depreciation 00% 43% 43% 00% 00% 0.0% 2%  00%  0.7%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 566 569 556 482 446  4L7 564 482 502
Implicit interest rate (nominal) 31 23 21 14 13 11 25 15 17
Real GDP growth -3.6 38 40 37 35 30 14 35 30
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 5.6 574 566 530 510 495 569 530 539
Implicit interest rate (nominal) 31 26 26 24 23 23 28 24 25
Real GDP growth -4.1 2.8 3.0 2.6 2.5 2.0 0.6 24 2.0




Country fiches
Portugal

PT - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 1215 117.2 135.1 130.3 127.2 126.7 125.8 124.3 122.3 119.8 116.8 1137 110.5 107.6
Changes in the ratio (-1+2+3) 4.7 4.3 17.9 4.9 31 05 0.9 -15 2.0 25 3.0 31 3.2 2.9
of which
(1) Primary balance (1.1+1.2+1.3) 30 31 4.4 -1.8 0.5 0.0 04 0.9 13 1.8 19 2.0 2.0 19
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 2.0 16 0.3 0.6 0.1 04 0.9 14 19 24 22 21 2.0 19
(1.1.1) Structural primary balance (bef. CoA) 20 16 0.3 0.6 0.1 04 0.9 14 19 24 24 24 24 24
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.1 0.2 0.3 05
(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 17 21 35 -1.4 0.4 0.4 0.5 0.5 0.5 0.6 0.4 -0.2 0.0 0.0
(1.3) One-off and other temporary measures 0.7 0.6 0.5 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 17 12.2 5.9 35 0.5 0.4 0.6 0.7 0.7 1.1 -1.2 1.2 -1.0
(2.1) Interest expenditure 34 3.0 29 2.6 25 24 23 22 21 20 20 19 18 18
(2.2) Growth effect 34 2.6 117 6.8 4.3 11 0.9 0.9 0.8 0.7 -1.0 0.9 0.8 0.6
(2.3) Inflation effect 2.2 2.0 25 17 -1.8 -1.8 -1.9 2.0 2.0 2.1 21 21 2.2 2.2
(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 0.7 0.4 14 0.9 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 0.4 14 0.9 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 -1.3 -14 33 33 2.6 2.0 -14 0.8 03 0.3 0.3 0.3 0.2 0.1
% of GDP Annual change in debt ratio, baseline scenario- PT
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

St:?r: Mfedr::m S1 . Historical Lower GDP Higher Lower SPB  Stochastic DSA S2 It_ong
Baseline . . . erm H
SPB growth interestrate  scenario projections H
isk category MEDIUM
Debt level (2031) :
MEDIUM  : Debt peak year MEDIUM -
(S1=2) - Percentile rank 27.0% :
robability debt higher 23.5% :
if. between percentiles
T T T T T T T T T T T T T T T T T T T T T T T T T T T T L T T T I T e N
S0 indicator 2009 2020 Critical threshold
Overall index 0.82 0.61 0.46
Fiscal sub-index 1.00 0.96 0.36
Financial competitiveness sub-index 0.72 0.42 0.49
2019 DSM 2020 DSM
Slindicator
Overall index 23 20
of which Initial budgetary position -25 -29
Debt requirement 4.3 4.0
Ageing costs 0.5 0.9
Required structural primary balance related to S1 4.6 44
2019 DSM 2020 DSM
S2 indicator
Overall index -0.3 -15
of which Initial Budgetary position -1.0 -1.7
Ageing costs 0.8 0.2
of which Pensions -1.0 -2.0
Health care 17 15
Long-term care 0.6 0.7
Others -0.5 0.0
Required structural primary balance related to S2 2.1 0.9

Profile redemption for existing securities and official loans, as of Jan. 2021 -PT
Total stock of maturing securities and official loans (% GDP): 113.76

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 -5

@Primary deficit @Stock-flow adjustments ®interest rate payments Lsfr:g\?er v 2 3 R 5 %sidual%amritsv & vy uy By Belgand
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans
400 Market perception of sovereignrisk -PT g
a
350 Eg:% Sovereign Ratings Local currency Foreign currency
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Risks related

Country fiches
Portugal

Public debt structure -
PT (2019)

5. Risks related to government's contingent liabilities

Net International
Investment Position

General government contingent liabilities | PT | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 133 6.7 5.6 6.3 5.6 6.7
of which  One-off guarantees 133 6.7 5.6 6.3 56 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 36 32 3.0 2.7 25 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilities and assets outside gen. gov. under guarantee 9.5 35 25 2.9 2.2 1.1
gov. related to support to - [Securiies 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 0.1

GhP) Toul o5 | 35 | 25 | 29 | 22 | 12

Government's
contingent liability
risks from banking
sector - PT (2019)

6. Realism of baseline assumptions

NPL coverage
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51.7
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Baseline debt projections === Debt-to-GDP ratio

Changes in debt - Breakdown - PT - pp of GDP
Projections
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Snowball effect Stock-flow adjustments ~ ==e==Changes in debt ratio
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Macro-fiscal assumptions, Portugal Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1351 1303 1272 1198 1137 1076 1309 1186 1217
Primary balance -4.4 -1.8 05 18 20 19 -2.2 13 05
Structural primary balance (before CoA) 03 -0.6 -0.1 24 24 24 -04 18 13
Real GDP growth -9.3 54 35 0.6 08 05 -0.2 0.7 05
Potential GDP growth 0.7 13 14 06 05 05 11 06 08
Inflation rate 22 13 14 17 19 20 16 17 17
Implicit interest rate (nominal) 2.3 2.1 2.0 17 17 16 2.1 17 1.8
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1351 1303 1272 1196 1140 1085 1309 1188 1218
Primary balance -4.4 -1.8 -0.5 16 18 18 -2.2 12 04
Structural primary balance 03 -0.6 0.1 20 19 18 -04 16 11
Real GDP growth -9.3 54 35 0.9 07 0.6 -0.2 0.7 05
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1351 1303 1272 1245 1238 1232 1309 1247 1262
Primary balance -4.4 -1.8 05 0.3 -0.5 -0.8 2.2 -05 -0.9
Structural primary balance (before CoA) 0.3 -0.6 0.1 0.3 -0.3 -0.3 -04 -0.3 -0.3
Real GDP growth -9.3 54 35 0.6 05 05 -0.2 0.7 05
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1351 1306 1279 1233 1185 1138 1312 1222 1244
Implicit interest rate (nominal) 2.3 2.3 2.3 2.2 2.3 2.3 2.3 2.3 2.3
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1351 1299 1265 1165 1092 1020 1305 1153 1191
Implicit interest rate (nominal) 2.3 18 17 12 11 1.0 19 12 14
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1351 1297 1260 1157 1085 1015 1303 1146 1185
Real GDP growth 93 5.9 4.0 11 13 1.0 0.2 12 10
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1351 1309 1284 1241 1191 1141 1315 1229 1250
Real GDP growth -9.3 49 30 0.1 03 0.0 -0.5 0.2 0.0
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 1351 1303 1272 1218 1181 1144 1309 1213 1237
Primary balance -4.4 -18 -05 0.9 09 0.7 -2.2 06 0.1
Structural primary balance (before CoA) 0.3 -0.6 0.1 12 12 12 04 0.9 06
Real GDP growth -9.3 54 35 0.6 0.6 05 -0.2 0.7 05
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1351 1303 1272 1198 1137 1076 1309 1186 1217
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2021 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 1351 1293 1253 1125 1043 962 1299 1114 1160
Implicit interest rate (nominal) 23 18 17 12 11 10 19 12 14
Real GDP growth -9.3 59 40 11 13 1.0 0.2 12 10
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 1351 1308 1282 1252 1210 1167 1314 1240 1258
Implicit interest rate (nominal) 23 22 22 20 20 20 2.2 20 21
Real GDP growth -9.8 49 30 0.0 03 0.0 -0.7 0.2 0.0




Romania

Country fiches
Romania

RO - Debt projections baseline scenario

| 2018 | 2019 | 2000 | 2001 | 202 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 200 | 2031 |

Gross debt ratio 34.7 B3 46.7 54.6 63.6 72.2 80.4 88.3 95.7 102.6 109.0 115.1 121.0 126.8
Changes in the ratio (-1+2+3) 0.4 05 114 79 9.0 8.6 8.2 79 74 6.9 6.4 6.1 5.8 5.8
of which
(1) Primary balance (1.1+1.2+1.3) -1.8 -3.2 -8.6 9.4 -10.2 95 8.9 8.4 -1.8 7.3 6.9 6.4 5.9 5.4
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 2.1 -3.8 -6.9 -8.0 9.2 8.8 8.3 7.9 1.4 6.9 -6.5 -6.0 5.6 5.1
(1.1.1) Structural primary balance (bef. CoA) 2.1 -3.8 -6.9 8.0 9.2 8.8 8.3 -1.9 -1.4 6.9 6.5 -6.0 5.6 5.1
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 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 0.6 0.8 1.7 -1.4 -1.0 0.8 0.6 0.5 0.4 0.4 -0.4 -0.4 0.3 0.3
(1.3) One-off and other temporary measures 0.3 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) 2.3 2.4 25 0.8 -12 0.9 0.7 05 05 0.4 0.4 0.3 0.1 0.4
(2.1) Interest expenditure 11 12 16 19 22 27 31 35 39 43 4.7 5.0 5.4 5.8
(2.2) Growth effect -14 -1.3 1.9 -15 -1.9 -1.8 -1.8 -1.8 2.0 2.2 25 2.6 2.6 25
(2.3) Inflation effect 2.0 22 -1.0 -13 -15 -1.8 2.0 22 23 25 2.6 2.1 2.9 3.0
(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 0.2 03 0.2 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 0.0 0.8 0.1 0.7 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 0.2 0.5 0.3 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 3.2 5.0 8.6 9.9 -11.5 -11.4 -11.4 -11.3 -11.3 -11.2 111 111 -11.0 -10.9
% of GDP Annual changein debt ratio, baseline scenario- RO
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

St:?r: Mfedr::m S1 . Historical Lower GDP Higher Lower SPB  Stochastic DSA S2 It_ong
Baseline . . . erm H
SPB growth interestrate  scenario projections H
isk category MEDIUM
ebt peak year :
ercentile rank :
robability debt higher 99.7% :
if. between percentiles _
.................................................................................................................................................. i
S0 indicator 2009 2020 Critical threshold
Overall index 0.70 0.49 0.46
Fiscal sub-index 0.46 0.53 0.36
Financial competitiveness sub-index 0.81 0.47 0.49
2019 DSM 2020 DSM
Slindicator
Overall index 5.7 148
of which Initial budgetary position 5.4 8.8
Debt requirement -15 4.3
Ageing costs 18 1.7
Required structural primary balance related to S1 1.1 10.1
2019 DSM 2020 DSM
S2 indicator
Overall index 8.8 6.5
of which Initial Budgetary position 51 49
Ageing costs 37 1.6
of which Pensions 24 0.7
Health care 0.7 0.3
Long-term care 0.2 0.2
Others 04 0.4
Required structural primary balance related to S2 4.2 1.9

needs and financial informati

200 Gross Financing needs as % of GDP- RO - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021-RO
’ Total stock of maturing securities and official loans (% GDP): 56.37

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 0

@Primary deficit @Stock-flow adjustments ®interest rate payments Lsfrig\?er v 2 3 R 5 GRVesiduaI7V\v/Ia(urit$V & vy uy By Bsgand
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans
600 Market perception of sowereignrisk -RO g
a
Caa3 7 7 7
500 Can> Sovereign Ratings Local currency Foreign currency
céaéal as of Jan 2021, RO [long term |short term|long term |short term|
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S Ba2 N N
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8 e
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Country fiches
Romania

Risks related t i net International Investment Position

Share of government debt
by non-residents (%):
46.3

Net International
Investment Position

Public debt structure -
RO (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | RO | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 2.2 2.4 24 2.2 2.1 6.7
ofwhich ~ One-off guarantees 0.8 0.6 0.5 0.4 0.4 6.2
Standardised guarantees 13 18 19 18 1.8 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee na na. na. na na 1.1
gov. related to support to - [Securiies issued under liquidity schemes na. na. na na. na. 0.0
financial institutions (%  |Special purpose entity na na na na na 0.1
GDP) Total n.a. n.a. na. n.a. n.a. 1.2

Government's
contingent liability
risks from banking
sector - RO (2019)

NPL coverage
ratio

65.5

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balance (1980-2020) - Probability
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Macro-fiscal assumptions, Romania Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 467 546 636 1026 1151 1268 550 1012 897
Primary balance -86 94 102 73 64 54 94 74 19
Structural primary balance (before CoA) -6.9 -8.0 9.2 -6.9 -6.0 -51 -8.1 -6.9 -12
Real GDP growth -5.2 33 38 25 25 21 06 25 20
Potential GDP growth 25 24 23 23 24 21 24 23 23
Inflation rate 28 29 29 2.7 26 25 29 2.7 2.7
Implicit interest rate (nominal) 45 44 44 4.7 49 5.0 44 4.7 46
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 4.7 546 636 977 1055 1111 550 %1 850
Primary balance -8.6 94 -102 55 39 23 94 56 -6.6
Structural primary balance -6.9 -8.0 -9.2 -4.9 -33 -18 -8.1 -4.9 -5.7
Real GDP growth -5.2 33 38 24 25 22 0.6 24 20
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 467 546 636 885 909 %58 550 865 786
Primary balance -8.6 94 102 31 2.3 2.3 9.4 4.1 -5.4
Structural primary balance (before CoA) -6.9 -8.0 9.2 -2.3 -2.3 2.3 -8.1 -35 -4.6
Real GDP growth -5.2 33 38 36 37 21 0.6 26 21
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 46.7 547 640 1061 1205 1344 551 1050 926
Implicit interest rate (nominal) 45 4.7 49 5.6 5.8 6.0 4.7 5.6 54
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 4.7 545 632 993 1100 1196 548 977 869
Implicit interest rate (nominal) 45 41 3.9 38 39 41 41 39 39
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 4.7 544 631 1003 1118 1223 547 988 878
Real GDP growth 5.2 3.8 4.3 30 3.0 2.7 1.0 3.0 25
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 467 548 641 1050 1186 1315 552 1038 916
Real GDP growth -5.2 28 33 20 20 16 03 20 16
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 467 546 636 1052 1204 1357 550 1047 922
Primary balance -8.6 94 102 -84 -18 -14 -94 -84 -8.7
Structural primary balance (before CoA) -6.9 -8.0 9.2 -8.1 -1.6 12 -8.1 -8.1 -8.1
Real GDP growth -5.2 33 38 25 25 22 06 26 21
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 4.7 568 681 1070 1195 1311 572 1056 935
Exchange rate depreciation 00% 52% 52% 00% 00% 0.0% 35% 00% 09%
10. Favourable combined scenario (GDP & IR) 2020 2021 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 4.7 542 627 970 1069 1155 545 953 81
Implicit interest rate (nominal) 45 41 39 38 39 41 41 39 39
Real GDP growth -5.2 38 43 30 30 2.7 1.0 30 25
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 4.7 547 640 1064 1210 1350 551 1053 928
Implicit interest rate (nominal) 45 46 47 51 53 55 46 51 50
Real GDP growth -5.7 28 33 19 20 16 0.1 19 15




Slovenia

Country fiches

Slovenia

S| - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 70.3 65.6 822 80.2 79.8 82.2 837 84.6 85.0 84.7 84.0 82.9 81.2 79.1
Changes in the ratio (-1+2+3) 3.9 4.7 16.6 21 0.4 2.3 16 0.9 0.3 0.2 0.7 -1.2 17 21
of which
(1) Primary balance (1.1+1.2+1.3) 2.7 22 -1.0 -4.8 -3.6 34 3.2 2.8 2.5 2.0 -1.6 -1.2 0.7 0.2
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 10 0.2 5.2 -4.6 4.1 3.6 3.1 2.6 2.2 1.7 -1.2 -0.7 -0.3 0.2
(1.1.1) Structural primary balance (bef. CoA) 10 0.2 5.2 -4.6 4.1 3.6 3.1 2.6 2.2 1.7 -1.2 -0.7 -0.3 0.2
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 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 18 25 -1.6 0.2 05 01 0.1 0.2 0.3 0.4 0.4 -0.4 0.5 0.5
(1.3) One-off and other temporary measures 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 0.0
(2) Snowball effect (2.1+2.2+2.3+2.4) 2.6 2.0 5.3 37 22 11 -1.6 -1.9 21 23 23 2.3 2.4 2.3
(2.1) Interest expenditure 20 17 17 16 15 13 12 11 1.0 0.9 0.9 0.8 0.8 0.8
(2.2) Growth effect 3.0 21 49 39 29 -1.6 -1.8 2.0 2.0 -1.9 -1.8 17 17 -15
(2.3) Inflation effect -16 -16 -13 -13 0.8 0.9 -1.0 11 1.2 -13 -14 -15 -15 -16
(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 15 05 4.4 32 -18 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 15 05 4.4 32 -1.8 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 -1.0 -1.9 6.9 6.2 5.6 4.9 4.3 37 3.2 2.6 2.1 -1.6 -11 0.6
% of GDP Annual changein cebt ratio, baseline scenario- S|
200 Debt as % of GDP - S|
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2. Risk classificatio

d sustainability indicators summary tables

' Debt sustainability analysis (detail) :
Short Medium Long
term term S1 . Historical Lower GDP Higher Lower SPB  Stochastic DSA S2 t H
Baseline . . . erm H
SPB growth interestrate  scenario projections H
isk category vebiuv vebiuv [EICEIEIGEE VEDIUM  MEDIUM [ ]
Debt level (2031) 79.1 78.0 83.0 84.1 80.2 :
MEDIUM  : Debt peak year “_ 2026 MEDIUM H
(S1=1.6) : Percentile rank (S2=3.4) :
robability debt higher 59.8% :
if. between percentiles 27.0
................................................................................................................................................... N
S0 indicator 2009 2020 Critical threshold
Overall index 0.64 0.43 0.46
Fiscal sub-index 0.56 0.72 0.36
Financial competitiveness sub-index 0.68 0.28 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -1.0 16
of which Initial budgetary position -24 -1.6
Debt requirement 0.0 0.9
Ageing costs 14 2.2
Required structural primary balance related to S1 -0.3 2.3
2019 DSM 2020 DSM
S2 indicator
Overall index 5.4 34
of which Initial Budgetary position 0.0 -0.3
Ageing costs 5.4 37
of which Pensions 3.6 24
Health care 0.8 0.3
Long-term care 0.7 0.6
Others 04 0.4
Required structural primary balance related to S2 6.1 4.1

Profile redemption for existing securities and official loans, as of Jan. 2021 -S1

Total stock of maturing securities and official loans (% GDP): 74.96

8
6
4
2
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 0
@Primary deficit @Stock-flow adjustments ®interest rate payments Lsfr:g\?er v 2 3 R 5 %sidual%amritsv & vy uy By Belgand
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans
160 Market perception of sovereignrisk -S1 g
a
140 Eg:% Sovereign Ratings Local currency Foreign currency
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Country fiches
Slovenia

Public debt structure -
SI(2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | Sl | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 14.4 10.6 9.6 8.6 75 6.7
ofwhich ~ One-off guarantees 144 10.6 9.6 8.6 75 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 1.1 0.0 0.0 0.0 0.0 1.1
gov. related to support to Securities issued under liquidity schemes 0.0 0.0 0.0 0.0 0.0
financial institutions (%  [Special purpose entity 0.0 0.0 0.0 0.0 0.1
GhP) Toul 11 | 00 | 00 | 00 | 00 | 12

Government's
contingent liability
risks from banking
sector - S (2019)

NPL coverage
ratio

52.3

6. Realism of baseline assumptions

Net International
Investment Position

3-Year average level of Structural Primary Balamce (1980-2020) - Probability
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Macro-fiscal assumptions, Slovenia Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 822 802 798 84T 89 791 807 830 825
Primary balance 70 48 36 20 12 -02 51 20 28
Structural primary balance (before CoA) -52 -4.6 -4.1 -17 -0.7 0.2 -4.6 -17 -24
Real GDP growth 11 51 38 23 21 19 0.6 22 18
Potential GDP growth 13 19 23 25 22 20 18 24 23
Inflation rate 21 16 1.0 15 18 20 16 15 16
Implicit interest rate (nominal) 2.5 2.0 2.0 12 1.0 1.0 2.2 12 15
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 822 8.2 798 88 848 815 807 842 833
Primary balance -1.0 -4.8 -36 -2.4 -15 -05 51 -2.3 -30
Structural primary balance -52 -4.6 -4.1 2.1 -11 0.0 -4.6 -2.0 -2.7
Real GDP growth -1.1 5.1 38 23 20 19 0.6 2.2 18
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 822 8.2 798 826 8.1 780 807 8l6  8l4
Primary balance -1.0 -4.8 -36 -16 -1.3 -1.3 5.1 -19 2.7
Structural primary balance (before CoA) -5.2 -4.6 4.1 -1.3 -1.3 -1.3 -4.6 -17 -25
Real GDP growth -1.1 5.1 38 28 25 20 0.6 23 19
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 822 804 803 875 868 84l 810 859 847
Implicit interest rate (nominal) 2.5 2.3 2.3 1.9 18 18 24 1.9 2.0
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 822 800 793 81 192 744 805 803 804
Implicit interest rate (nominal) 2.5 18 16 0.5 0.3 0.2 2.0 0.6 09
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 822 798 791 823 197 754 804 806 805
Real GDP growth 1.1 5.6 4.3 28 2.6 2.4 0.9 2.7 2.3
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 822 805 805 873 81 830 8L1 86 845
Real GDP growth -1.1 46 33 18 16 14 0.2 17 13
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 822 8.2 798 81 86 802 807 85 828
Primary balance -1.0 -4.8 -36 -2.2 -14 -05 5.1 21 -29
Structural primary balance (before CoA) 5.2 -4.6 4.1 -19 -1.0 0.1 -4.6 -19 -2.6
Real GDP growth -1.1 5.1 38 23 2.1 19 0.6 22 18
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 822 802 798 847 89 791 807 80 825
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 822 796 786 797 762 709 801 780 785
Implicit interest rate (nominal) 25 18 16 0.5 03 02 20 0.6 09
Real GDP growth -1.1 5.6 43 28 26 24 09 2.7 23
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 822 804 803 81 875 850 810 864 850
Implicit interest rate (nominal) 25 22 22 15 14 14 2.3 16 18
Real GDP growth -1.6 46 33 18 16 14 0.1 17 13




Country fiches
Slovakia

SK - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 49.9 485 63.4 65.7 67.6 716 75.2 78.2 80.6 82.5 83.8 84.6 84.8 84.2
Changes in the ratio (-1+2+3) -1.8 -14 15.0 2.3 1.9 41 36 3.0 2.5 19 13 0.7 0.2 05
of which
(1) Primary balance (1.1+1.2+1.3) 0.4 0.1 -8.3 6.7 -4.9 4.7 4.4 4.1 3.7 33 2.9 25 2.0 -1.6
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) -0.9 -1.6 6.5 6.2 5.3 -4.8 4.4 3.9 3.5 3.0 2.6 2.1 -1.7 -1.2
(1.1.1) Structural primary balance (bef. CoA) -0.9 -1.6 6.5 6.2 5.3 -4.8 4.4 3.9 35 3.0 2.6 2.1 -1.7 -1.2
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 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 13 15 1.7 0.5 04 01 0.0 0.2 0.2 0.3 0.3 -0.3 0.4 0.4
(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) -15 -11 35 2.0 27 0.7 0.9 11 13 14 -16 1.7 -1.8 2.
(2.1) Interest expenditure 13 12 13 12 11 11 1.0 1.0 0.9 0.9 0.9 0.9 0.9 0.9
(2.2) Growth effect -1.8 11 38 2.8 2.7 0.6 0.6 0.7 0.8 0.9 0.9 -1.0 11 -1.3
(2.3) Inflation effect -1.0 12 -16 0.4 11 12 13 -13 -14 -15 -15 -1.6 -1.6 17
(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 0.1 0.4 31 2.4 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.1 05 32 2.4 03 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 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pro memoria
Structural balance 2.3 2.8 -1.8 -1.3 6.4 5.9 54 4.9 4.4 -39 35 -3.0 2.6 2.1
% of GDP Annual changein debt ratio, baseline scenario- SK
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2. Risk classification and sustainability indicators summary tables

Debt sustainability analysis (detail)

St:?r: Mfedr::m S1 . Historical Lower GDP Higher Lower SPB  Stochastic DSA S2 It_ong
Baseline . . . erm H
SPB growth interestrate  scenario projections H
isk category veDiuM  mepiuv [ICECICEINSCHI  VEDIUM
ebt level (2031) 84.2 79.2 88.0 89.0 85.6 :
ebt peak year A :
ercentile rank :
robability debt higher 90.9% :
if. between percentiles _
.................................................................................................................................................. i
S0 indicator 2009 2020 Critical threshold
Overall index 0.50 0.54 0.46
Fiscal sub-index 0.47 0.73 0.36
Financial competitiveness sub-index 0.52 0.44 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -1.8 32
of which Initial budgetary position -0.8 -0.2
Debt requirement -1.2 15
Ageing costs 0.1 1.9
Required structural primary balance related to S1 -2.6 25
2019 DSM 2020 DSM
S2 indicator
Overall index 38 7.7
of which Initial Budgetary position 13 14
Ageing costs 2.6 6.3
of which Pensions 11 4.7
Health care 0.9 0.7
Long-term care 0.4 0.4
Others 0.1 0.4
Required structural primary balance related to S2 3.1 6.9

200 Gross Financing needs as % of GDP- SK - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -SK
Total stock of maturing securities and official loans (% GDP): 56.55
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Risks related t

Country fiches
Slovakia

Public debt structure -
SK (2019)

5. Risks related to government's contingent liabilities

Net International
Investment Position

General government contingent liabilities | SK | EU
2013 2015 2016 2017 2018 2018

State guarantees (% GDP) 0.0 0.0 0.0 0.0 0.0 6.7
ofwhich ~ One-off guarantees 0.0 0.0 0.0 0.0 0.0 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 1.3 11 32 29 26 0.3
2013 2015 2016 2018 2019 2019

Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee na na. na. na na 1.1
gov. related to support to - [Securiies issued under liquidity schemes na. na. na na. na. 0.0
financial institutions (%  |Special purpose entity na na na na na 0.1
GDP) Total n.a. n.a. na. n.a. n.a. 1.2

Government's
contingent liability
risks from banking
sector - SK (2019)

Bank loans-to-
deposits ratio
(pp):

109.6

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

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 634 657 676 825 846 842 656 806 769
Primary balance 83 67 49 33 25 -16 66 32 41
Structural primary balance (before CoA) 65 -6.2 -53 -30 2.1 -12 -6.0 -30 -38
Real GDP growth -15 47 43 11 12 16 05 11 10
Potential GDP growth 0.7 13 19 12 13 17 13 13 13
Inflation rate 33 06 17 19 19 20 19 19 19
Implicit interest rate (nominal) 2.5 19 18 12 11 11 2.1 12 14
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 634 657 676 826 845 840 656 806 768
Primary balance 83 67 49 33 24 14 66 32 41
Structural primary balance 65 -6.2 -53 -30 -20 -09 -6.0 -30 -37
Real GDP growth -15 47 43 11 12 15 05 11 10
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 634 657 676 787 790 792 65.6 774 744
Primary balance -8.3 -6.7 -4.9 -2.3 -2.0 -20 -6.6 2.7 3.7
Structural primary balance (before CoA) -6.5 -6.2 -5.3 -2.0 -2.0 -20 -6.0 -25 -34
Real GDP growth -1.5 47 43 17 17 17 05 12 11
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 634 658 680 80 82 890 657 832 789
Implicit interest rate (nominal) 2.5 2.2 2.2 1.9 18 19 2.3 1.9 2.0
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 634 655 672 801 812 798 654 782 750
Implicit interest rate (nominal) 2.5 17 14 0.5 04 0.3 19 0.6 09
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 634 654 670 803 816 807 653 784 751
Real GDP growth -15 5.2 4.8 16 17 2.1 0.8 16 14
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 634 660 681 849 8.7 880 658 830 787
Real GDP growth -1.5 42 38 0.6 07 11 0.2 0.6 05
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 634 657 676 829 854 856 656 8Ll 772
Primary balance -83 -6.7 -4.9 -35 27 -19 -6.6 -34 -4.2
Structural primary balance (before CoA) -6.5 6.2 -5.3 -32 2.4 -16 -6.0 -32 -39
Real GDP growth -15 47 43 11 13 16 05 11 10
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 634 661 683 832 8.2 849 659 813 774
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 634 652 666 779 784 764 651 760 733
Implicit interest rate (nominal) 25 17 14 0.5 04 03 19 0.6 09
Real GDP growth -1.5 5.2 48 16 17 21 08 16 14
11. Adverse combined scenario (GDP & IR) 2020 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 634 659 680 856 8.0 900 658 838 793
Implicit interest rate (nominal) 25 21 20 15 15 15 2.2 16 17
Real GDP growth -8.0 42 38 05 0.7 11 0.0 0.6 04




Country fiches
Finland

Finland
FI - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 59.6 59.3 69.8 718 725 734 738 738 733 2.1 719 7.3 70.8 70.5
Changes in the ratio (-1+2+3) -1.6 0.4 10.5 2.0 0.7 0.9 0.4 0.1 0.4 0.6 0.8 0.6 0.4 03
of which
(1) Primary balance (1.1+1.2+1.3) 0.0 0.2 -6.9 4.2 2.9 2.4 -1.9 -1.5 -1.4 1.2 -11 -11 -1.3 -1.5
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.5 0.8 -4.6 2.9 2.1 1.7 -1.3 0.9 -1.0 -1.0 -1 -1 -1.3 -1.5
(1.1.1) Structural primary balance (bef. CoA) 0.5 0.8 -4.6 2.9 2.1 1.7 -1.3 0.9 0.9 0.9 0.9 -0.9 -0.9 -0.9
(1.1.2) Cost of ageing 0.0 0.0 0.0 0.2 0.4 0.5 0.7 0.8 0.9
(1.1.3) Others (taxes and property incomes) 0.0 0.0 0.0 0.1 0.2 0.4 0.5 04 0.4
(1.2) Cyclical component 0.6 0.6 2.3 -1.3 0.8 0.7 0.6 0.6 0.4 0.2 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) 11 0.9 24 2.4 21 -15 -15 15 -1.8 -1.9 -1.9 1.7 17 -1.8
(2.1) Interest expenditure 0.9 0.8 0.7 0.7 0.6 05 05 04 04 0.4 0.4 0.4 0.4 0.4
(2.2) Growth effect 0.9 0.7 2.6 -1.9 -15 0.8 0.7 0.7 0.9 0.9 0.9 0.7 0.7 0.8
(2.3) Inflation effect -11 -1.0 0.9 11 12 12 13 -13 -13 -14 -14 1.4 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 05 0.4 12 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.2 0.3 12 0.4 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 0.2 0.1 0.0 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 -14 -17 5.3 35 2.1 2.2 -1.8 -14 -14 -14 -15 -15 -1.7 -1.8
% of GDP Annual change in debt ratio, baseline scenario- FI
140 Debt as % of GDP - FI
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2. Risk classificatio d sustainability indicators summary tables

Debt sustainability analysis (detail)

St:?r: Mfedr:.:m S1 . Historical Lower GDP Higher Lower SPB  Stochastic DSA S2 It_ong
Baseline . . . erm H
SPB growth interestrate  scenario projections H
isk category MEDIUM | LOW | MEDIUM  MEDIUM  MEDIUM | LOW |
Debt level (2031) 705 | 882 740 74.4 73.4 H
MEDIUM MEDIUM ebt peak year 2024 2024 2025 2025 2025 MEDIUM MEDIUM MEDIUM -
(S1=0.9) : Percentile rank 7L0%  55.0% (52=3.2) H
robability debt higher 70.5% :
if. between percentiles
................................................................................................................................................... N
S0 indicator 2009 2020 Critical threshold
Overall index 0.33 0.49 0.46
Fiscal sub-index 0.35 0.67 0.36
Financial competitiveness sub-index 0.31 0.40 0.49
2019 DSM 2020 DSM
Slindicator
Overall index 0.5 0.9
of which Initial budgetary position -0.8 -0.8
Debt requirement 0.0 1.0
Ageing costs 13 0.8
Required structural primary balance related to S1 -0.4 -0.1
2019 DSM 2020 DSM
S2 indicator
Overall index 36 32
of which Initial Budgetary position 1.7 21
Ageing costs 1.9 12
of which Pensions 0.0 -0.4
Health care 0.5 0.5
Long-term care 1.6 15
Others -0.2 -0.4
Required structural primary balance related to S2 2.6 23

Profile redemption for existing securities and official loans, as of Jan. 2021 -FI

Total stock of maturing securities and official loans (% GDP): 53.82
12
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8
o
o 6
8
4
2
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@Primary deficit @Stock-flow adjustments ®interest rate payments Lsfr:rf\?er v 2 3 R 5 %sidual%amritsv & vy uy By Belgand
BMaturing LT debt OMaturing ST debt =Gross Financing needs - Baseline m Maturing securities  m Official loans
60 Market perception of sovereignrisk - Fl g
a
Caa3 ; 7 ;
0 Can> Sovereign Ratings Local currency Foreign currency
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© B2 Moody's Aal Aal
] BL s&p AAH ALY AAH ALY
S Ba2
e ga Ftch AA+ AA+ Fl+
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& e
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“ A3 ___
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Country fiches
Finland

Risks related

Net International
Investment Position

Public debt structure -
FI (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | Fl | EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 236 28.3 21.8 318 32.6 6.7
of which  One-off guarantees 22.8 2713 26.7 30.5 311 6.2
Standardised guarantees 0.8 1.0 11 12 15 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.0 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 00 | 00 | 00 | 00 | 00 | 12
Government's

contingent liability
risks from banking
sector - Fl (2019)

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balance (1980-2020) - Probability
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Macro-fiscal assumptions, Finland Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 698 718 725 727 713 705 14 724 721
Primary balance -6.9 -4.2 -2.9 -12 -11 -15 -4.6 -15 -2.3
Structural primary balance (before CoA) -4.6 -29 2.1 09 -09 -09 -32 -1.0 -16
Real GDP growth -4.3 29 22 13 10 11 0.3 11 0.9
Potential GDP growth 0.7 11 12 10 10 11 10 10 10
Inflation rate 15 17 17 19 19 20 16 19 18
Implicit interest rate (nominal) 12 1.0 0.8 0.6 0.5 05 1.0 0.6 0.7
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 698 718 725 713 684 654 714 706 708
Primary balance -6.9 -4.2 -2.9 -05 03 02 -4.6 -0.9 -1.8
Structural primary balance -4.6 -29 2.1 -0.1 -0.1 -02 -32 -04 -11
Real GDP growth -4.3 29 2.2 14 12 12 03 11 0.9
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 698 718 725 685 628 582 714 673 683
Primary balance -6.9 -4.2 -29 04 10 07 -4.6 0.0 -12
Structural primary balance (before CoA) -4.6 -2.9 21 12 12 12 -32 0.7 -0.3
Real GDP growth -4.3 29 22 15 16 11 03 11 09
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 698 720 730 749 743 744 16 747 739
Implicit interest rate (nominal) 12 12 12 12 12 12 1.2 1.2 12
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 698 716 721 705 684 668 712 702 705
Implicit interest rate (nominal) 12 0.7 0.5 0.0 -0.1 -0.2 0.8 0.0 0.2
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 698 715 719 705 685 672 710 702 704
Real GDP growth -4.3 34 2.7 18 15 16 0.6 16 14
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 698 721 732 750 742 740 L7 741 739
Real GDP growth -4.3 24 17 08 05 0.6 -0.1 0.6 04
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 698 718 725 740 734 734 14 737 731
Primary balance 6.9 -4.2 -29 -16 -16 -19 -4.6 -18 -25
Structural primary balance (before CoA) -4.6 -29 2.1 -14 -14 -14 -32 -14 -19
Real GDP growth -4.3 29 2.2 12 10 11 03 11 09
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 698 725 738 739 124 715 720 736 732
Exchange rate depreciation 00% 00% 00% 00% 00% 0.0% 00% 00% 0.0%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 698 713 715 684 657 637 709 681 688
Implicit interest rate (nominal) 12 0.7 0.5 0.0 0.1 0.2 08 0.0 02
Real GDP growth -4.3 34 2.7 18 15 16 06 16 14
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 698 719 728 753 749 752 715 750 741
Implicit interest rate (nominal) 12 11 10 0.9 09 09 11 0.9 0.9
Real GDP growth -4.8 24 17 0.7 05 0.6 -0.2 0.6 04




Sweden

Country fiches
Sweden

SE - Debt projections baseline scenario | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031
Gross debt ratio 38.9 35.1 39.9 405 40.3 39.6 38.6 37.2 36.0 34.8 33.7 32.5 315 30.6
Changes in the ratio (-1+2+3) -1.8 3.8 48 0.6 0.2 0.6 -1.0 -14 -1.2 -1.2 -1.2 -11 -1.0 0.9
of which
(1) Primary balance (1.1+1.2+1.3) 13 0.9 -35 2.6 -1.3 0.9 0.5 0.0 0.0 0.0 0.1 0.1 0.0 0.1
(1.1) Structural primary balance (1.1.1-1.1.2+1.1.3) 0.8 0.8 -1.0 -1.0 0.1 0.1 0.1 0.0 0.0 0.0 0.1 0.1 0.0 0.1
(1.1.1) Structural primary balance (bef. CoA) 0.8 0.8 -1.0 -1.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 -0.1 0.1 0.1
(1.1.2) Cost of ageing 0.0 0.1 0.1 0.1 0.2 0.2 0.3 0.3 0.4
(1.1.3) Others (taxes and property incomes) 01 0.1 0.2 0.3 0.3 0.4 0.5 0.4 0.4
(1.2) Cyclical component 0.5 0.1 2.5 -1.6 -1.2 0.8 0.4 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) 13 11 1.0 -1.9 -15 -15 -15 15 1.2 11 1.1 11 -1.0 -1.0
(2.1) Interest expenditure 0.5 0.4 04 0.1 0.0 0.0 01 01 0.1 0.1 0.1 0.1 0.1 0.1
(2.2) Growth effect 0.8 05 12 -13 0.9 0.9 0.9 0.9 0.6 0.6 0.6 05 05 05
(2.3) Inflation effect -1.0 -1.0 05 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6
(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 0.7 -18 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(3.1) Base 0.4 24 0.3 0.2 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 0.3 0.6 0.1 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 0.3 0.4 -14 0.9 0.2 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.2 0.3
% of GDP Annual changein debt ratio, baseline scenario- SE
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ility indicators summary tables

Debt sustainability analysis (detail)

Long
Historical Lower GDP Higher Lower SPB  Stochastic term

CEEEI SPB growth interestrate  scenario  projections

isk category

Debt level (2031)
ebt peak year
ercentile rank

robability debt higher -

MEDIUM  vEDIUM
(S2=29)

S0 indicator 2009 2020 Critical threshold
Overall index 0.31 0.32 0.46
Fiscal sub-index 0.15 0.18 0.36
Financial competitiveness sub-index 0.40 0.40 0.49
2019 DSM 2020 DSM
Slindicator
Overall index -5.4 -31
of which Initial budgetary position -3.1 -1.8
Debt requirement -2.6 -1.6
Ageing costs 0.3 0.3
Required structural primary balance related to S1 -4.3 -3.3
2019 DSM 2020 DSM
S2 indicator
Overall index 12 29
of which Initial Budgetary position -0.6 0.7
Ageing costs 18 22
of which Pensions -0.3 -0.2
Health care 0.5 0.6
Long-term care 13 15
Others 03 0.4
Required structural primary balance related to S2 2.3 2.8

Gross Financing needs as % of GDP- SE - DSA projections Profile redemption for existing securities and official loans, as of Jan. 2021 -SE
Total stock of maturing securities and official loans (% GDP): 28.36
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Country fiches
Sweden

. Risks related

Net International
Investment Position

Public debt structure -
SE (2019)

5. Risks related to government's contingent liabilities

General government contingent liabilities | SE | EU
2013 2015 2016 2017 2018 2018
State guarantees (% GDP) 115 11.0 10.5 9.8 10.0 6.7
of which  One-off guarantees 115 11.0 105 9.8 100 6.2
Standardised guarantees 0.0 0.0 0.0 0.0 0.0 05
Public-private partnerships (PPPs) (% GDP) 0.0 0.0 0.0 0.0 0.0 0.3
2013 2015 2016 2018 2019 2019
Contingent liabiliies of gen. Liabilties and assets outside gen. gov. under guarantee 0.2 0.0 0.0 0.0 0.0 1.1
gov. related to support to - [Securiies 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 0.1
GhP) Toul 02 | 00 | 00 | 00 | 00 | 12
Government's Private sector Tl GEEERR
contingent liability  [credit flow (% o g
risks from banking GDP):
sector - SE (2019)
9.9 40.9

6. Realism of baseline assumptions

3-Year average level of Structural Primary Balamce (1980-2020) - Probability
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Macro-fiscal assumptions, Sweden Levels Averages

1. Baseline scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 99 405 403  H8  R5 306 402 349 363
Primary balance 35 26 13 0.0 01 -0.1 25 02 07
Structural primary balance (before CoA) -1.0 -1.0 -0.1 -0.1 -0.1 01 -0.7 -0.1 -0.3
Real GDP growth -34 33 24 17 17 18 08 19 16
Potential GDP growth 14 16 17 17 17 18 16 17 16
Inflation rate 16 14 15 18 19 20 15 18 17
Implicit interest rate (nominal) 10 -0.2 0.1 0.2 0.3 04 0.3 0.2 0.2
2. SGP scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 99 405 403 B2 M2 322 402 361 371
Primary balance 35 26 13 03 02 01 25 04 -09
Structural primary balance -1.0 -1.0 0.1 -0.1 -0.1 01 -0.7 -0.1 -0.2
Real GDP growth -34 33 24 18 17 18 08 19 16
3. Historical SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 399 405 403 35 258 208 402 309 332
Primary balance -35 -2.6 -1.3 14 18 16 -25 10 02
Structural primary balance (before CoA) -1.0 -1.0 0.1 16 16 16 0.7 13 08
Real GDP growth -34 33 24 21 21 18 08 19 16
4. Higher IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 99 406 405 36O A0 R4 403 361 31
Implicit interest rate (nominal) 1.0 0.1 05 08 0.9 11 05 0.8 0.7
5. Lower IR scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 99 403 400 3B7 31 289 401 339 b4
Implicit interest rate (nominal) 1.0 -0.5 -0.3 -04 -0.3 -0.3 0.1 -0.3 -0.2
6. Higher growth scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 399 403 399 3B 32 201 400 339  3H4
Real GDP growth -34 3.8 29 2.2 2.2 2.3 11 24 21
7. Lower growth scenario 2020 2020 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 99 406 406 B9 B9 322 404 360 371
Real GDP growth -34 28 19 12 12 13 05 14 12
8. Lower SPB scenario 2020 2021 2022 2027 2029 2031 2020-22  2023-31  2020-31
Gross public debt 99 405 403 H2 B0 3N2 402  3$H3 365
Primary balance 35 26 -14 0.0 0.0 -0.2 25 02 08
Structural primary balance (before CoA) -1.0 -1.0 0.2 0.2 -0.2 0.2 0.7 0.2 0.3
Real GDP growth -34 33 25 17 17 18 08 19 16
9. Exchange rate depreciation scenario 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 99 421 434 335 HO 329 418 316 386
Exchange rate depreciation 00% 65% 65% 00% 00% 0.0% 43%  00% 11%
10. Favourable combined scenario (GDP & IR) 2020 2020 2022 2027 2029 2031 202022 2023-31 202031
Gross public debt 99 402 397 327 209 215 99 N9 346
Implicit interest rate (nominal) 10 -0.5 -0.3 04 -0.3 -0.3 0.1 0.3 -0.2
Real GDP growth -34 38 29 22 22 23 11 24 2.1
11. Adverse combined scenario (GDP & IR) 2000 2000 2022 2027 2029 2031 202022 2023-31  2020-31
Gross public debt 99 404 402 AT N4 304 402 348 362
Implicit interest rate (nominal) 10 0.0 0.3 0.5 06 07 0.4 0.5 0.5
Real GDP growth -3.9 28 19 12 12 13 03 14 11




ANNEX A3

Data sources and information

DATA SOURCES AND INFORMATION

The projections presented in this report are based
on Autumn 2020 Commission forecast and on
Council / Commission Ageing Report 2018. The
cut-off date for the preparation of the report was 5
November 2020 (i.e. the date of publication of the
Commission Autumn forecast 2020). Therefore, it
does not integrate developments that may have
occurred since this date.

The data sources for Greece generally come from
ECFIN Country desk and national authorities.

SECTION 3

Financing needs and financial information

Profile redemption for existing securities and
official loans

Maturing securities — Bloomberg, Active
sovereign securities, Yearly outstanding amounts,
as % of GDP, Extracted on January 2021.
In some cases, the scheduled redemption profile
may not take into account possible buybacks not
reported by Bloomberg.

Official Loans — ECFIN Country Desks (Cyprus,
Ireland, Portugal), Programme Loans Repayment
Schedule, Yearly, as % of GDP.

Note: Actual nominal GDP for 2020 (European
Commission 2020 Autumn Forecast) is used to
compute the total stock of maturing securities and
official loans as share of GDP, throughout the
scheduled redemption period.

Gross Financing Needs as % of GDP — DSA
Projections

Sources — See Box 2.4 of the Debt Sustainability
Monitor 2016, European Commission

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 on January
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, FlI,
FR, EL, IE, IT, NL, PT).

Moody’s sovereign credit rating — Bloomberg,
Local currency long-term sovereign credit rating,
Moody’s, Extracted on January 2021.

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,
2019 data, General government consolidated gross
debt, Original maturity of less than 1 year, as % of
total, Available for all countries except the NL.

Share of short-term government debt (for the
NL) — Eurostat, 2019 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, 2019 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, 2019 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
— Eurostat, 2019 data, General government
consolidated gross debt, Rest of the world, Total-
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all maturities, % of total, Available for all
countries except EL.

Net International Investment Position (1IP) —
Eurostat, 2019 data, % of GDP.

SECTION 5

Risks related to government’'s contingent
liabilities
Risks related to government’s contingent liabilities

State guarantees — Eurostat, 2018 data, % of
GDP.

One-off guarantees — Eurostat, 2018 data, % of
GDP.

Standardised guarantees — Eurostat, 2018 data,
% of GDP.

Public-private partnerships (PPPs) — Eurostat,
2018 data, % of GDP.

Contingent liabilities of general government
related to support to financial institutions -
Eurostat, 2019 data, % of GDP.

Government’s contingent liability risks from the
banking sector

Private sector credit flow - Eurostat (MIP
scoreboard), 2019 data, % of GDP.

Change in nominal house price index -
European Commission, DG ECFIN, Unit Bl
House Price Database, 2019 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 2020 data.

Share of non-performing loans — European
Banking Authority (EBA), Risk indicator, Ratio of
non-performing loans and advances (NPL ratio),
June 2020 data.

Non-Performing Loans (NPL) coverage ratio —
European Banking Authority (EBA), Risk

indicator, Coverage ratio of non-performing loans
and advances, June 2020 data.



ANNEX A4

The early-detection indicator of fiscal stress risk (SO)

A41. THE METHODOLOGY FOR THE
CALCULATION OF THE THRESHOLDS

For each variable used in the composite indicator
SO the optimal threshold is chosen in a way to
minimise, based on historical data, the sum of the
number of fiscal stress signals sent ahead of no-
fiscal-stress episodes (false positive signals — type-
I error) and the number of no-fiscal-stress signals
sent ahead of fiscal stress episodes (false negative
signals — type-1l error), with different weights
attached to the two components. The table below
reports the four possible combinations of events.

Table A4.1: Possible cases based on type of signal sent by
the variable at t-1 and state of the world at t

Fiscal stress episode No-fiscal stress episode

Fiscal stress
signal

False Positive signal

True Positive signal (Type | error)

No-fiscal stress False Negative signal
signal (Type Il error)

True Negative signal

Source: Commission services

Formally, for each variable i the optimal threshold
(t]) is such as to minimise the sum of type I and
type Il errors for variable i (respectively fiscal
stress signals followed by no-fiscal stress episodes
- False Positive signals - and no-fiscal-stress
signals followed by fiscal stress episodes — False
Negative signals) as from the following total
misclassification error for variable i (TME; ): (%)

t” =argmin(TME, (t,)) =

ti €T,
Zargmin[FNi(tiL FR(, )} @
teT, Fs Nfs
i=1,..,n

where T; = set of all values taken by variable i over
all countries and years in the panel; FN;(t;) = total
number of false negative signals sent by variable i

(**%) Following this methodological approach the optimal
threshold will be such as to balance between type | and
type Il errors. For variables for which values above the
threshold would signal fiscal stress, a relatively low
threshold would produce relatively more false positive
signals and fewer false negative signals, meaning higher
type | error and lower type Il error; the opposite would be
true if a relatively high threshold was chosen.

(over all countries and years) based on threshold
t;; FP;(t;) = total number of false positive signals
sent by variable i (over all countries and years)
based on threshold ¢;,; Fs = total number of fiscal
stress episodes recorded in the data; Nfs = total
number of no-fiscal-stress episodes recorded in the
data; (*°) n = total number of variables used.

It is straightforward to see from (1) that in the
minimisation problem False Negative signals are
weighted more than False Positive signals as:

1 1

Fsﬁ

This is due to the fact that the total number of
fiscal stress episodes recorded over a (large
enough) panel of countries will be typically much
smaller than the total number of non-fiscal-stress
episodes. This is a positive feature of the model as
we might reasonably want to weigh the type Il
error more than the type | given the more serious
consequences deriving from failing to correctly
predict a fiscal stress episode relative to predicting
a fiscal stress episode when there will be none.

The threshold for variable i (with i = 1,..., n)
obtained from (1) is common to all countries in the
panel. We define it as a common absolute
threshold (a critical value for the level of public
debt to GDP, or general government balance over
GDP, for instance) but it could also be defined as a
common relative threshold (a common percentage
tail of the country-specific distributions). (**) In
the latter case, while the optimal percentage tail
obtained from (1) is the same for all countries, the
associated absolute threshold will differ across
countries reflecting differences in distributions
(country j's absolute threshold for variable i will
reflect the country-specific history with regard to
that variable). Both the aforementioned methods
were applied and a decision was made to focus
exclusively on the first, given that the second one
tends to produce sensitive country-specific
absolute thresholds for variable i only for those

(%) Here we simplify on the total number of fiscal stress and
non-fiscal-stress episodes as in fact also these numbers
vary across variables. This is due to the fact that data
availability constraints do not allow us to use the whole
series of episodes for all variables.

(**YySee, for instance, Reinhart, Goldstein and Kaminsky
(2000); Hemming, Kell and Schimmelpfennig (2003).
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countries having a history of medium to high
values for the variable concerned (or medium to
low, depending on what the fiscal-stress-prone side
of the distribution is), while country-specific
thresholds would not be meaningful for the rest of
the sample.

The TME function in equation (1) is the criterion
we used to calculate the thresholds but it is not the
only possible criterion used in the literature. The
minimisation of the noise-to-signal ratio (NSR) is
another possible option. (*22) In this case the
optimal threshold for variable i (t;) is obtained
as:

t _ar%ETln(NSRi (t ))_ar%EI"TnIH[ TR (t,)/Fs j @)

i=1,...n

where TP;(t;) =total number of true positive
signals sent by variable i (over all countries and
years) based on threshold t;. The TME
minimisation was preferred to this alternative
criterion based on the size of the total errors
produced.

A4.2. THE CALCULATION OF THE COMPOSITE
INDICATOR SO

The early-detection indicator of fiscal stress (S0) is
constructed in a similar way to what done in
Baldacci et al. (2011) and Reinhart et al.
(2000). (*?%) To a certain country j and year t,a 1 is
assigned for every variable i that signals fiscal
stress for the following year (a dummy d‘ is
created for each variable i such that d}tzl
if a fiscal stress signal is sent by the variable and
d}'t = 0 otherwise, i.e. if a no-fiscal-stress signal is

(*?®) See, for instance, Reinhart, Goldstein and Kaminsky
(2000); Hemming, Kell and Schimmelpfennig (2003).

(2%%) See Berti et al. (2012). The difference with Baldacci et al.
(2011) is that Berti et al. do not use a system of "double
weighting" of each variable incorporated in the composite
indicator based on the weight of the subgroup of variables
it belongs to (fiscal and financial-competitiveness variables
here) and the weight of the individual variable within the
group. The difference with Reinhart et al. (2000) is in the
way the individual variables' weights are computed
(Reinhart et al. use as weights the inverse of the noise-to-
signal ratios of the individual variables as they apply the
NSR criterion, rather than the TME minimisation).

sent or the variable is missing). The value of the
composite indicator SO for country j and year t
(50;,) is then calculated as the weighted number of
variables having reached their optimal thresholds
with the weights given by the "signalling power"
of the individual variables:

C i C Z; i
S0, = wdj =) ———d; @)

n
i=1 i=1 k
h it " Z
k=1

where n = total number of variables; z; = 1 — (type
| error + type Il error) = signalling power of
variable i; and h]’-‘t € {0,1} is an indicator variable
taking value 1 if variable k is observed for country
j at time t and O otherwise. (*2*) The variables are
therefore assigned higher weight in the composite
indicator, the higher their past forecasting
accuracy. (%)

(*) This ensures that the sum of the weights is equal to 1
regardless of data availability (which is of course necessary
to be able to analyse the evolution of the composite
indicator).

(*%®) Moreover, as evident from (3), the weight attached to each
variable is decreasing in the signalling power attached to
the other variables, as well as in the number of variables
available for a given country and year.



ANNEX A5

The medium- and long-term fiscal sustainability indicators (51,

52)

A5.1. NOTATION
t: time index. Each period is one year

ty: last year before the long-term projection (i.e.
last year forecasted in the European Commission
Autumn Forecast 2020, 2022).

to: last year before the start of the fiscal
adjustment (country-specific).

to + 1: first year of the long-term projection period
(i.e. start of the fiscal adjustment).

t,: end of the fiscal adjustment (relevant for S1)

t,: target year for the debt ratio (country-specific,
relevant for S1).

t;: final year of the long-term projection period
(e.g. 2070).

Notice that t, < t; < t, < t3.
D, debt-to-GDP ratio (at the end of year t).
PB,: ratio of structural primary balance to GDP

APB, = PB, — PB,,: change in the structural
primary balance relative to the base year t,. In the
absence of fiscal adjustment, it equals the change
in age related expenditure (AA,) Hrt > t,.

AA, = A, — Ay,0 change in age-related costs
relative to the base year t,.

c: the annual increase in the primary structural
balance during fiscal adjustment (i.e. between t, +
1 and t, ) (relevant for S1).

S: = c(t; — ty) : the value of the S1 indicator, i.e.
the total fiscal adjustment.

r: differential between the nominal interest rate
and the nominal GDP growth rate i.e.

1+r= g : where R and G are, respectively, the

nominal interest rate and the nominal growth rate.

If the interest-growth rate differential is time-
varying, we define:

as;v = (1 + rs+1)(1 + rs+2) (1 + T',,)
av;v =1

as the accumulation factor that transforms 1
nominal unit in period s to its period v value.

A5.2. DEBT DYNAMICS

By definition, the debt-to-GDP ratio evolves
according to:

Dy =1 +1)D;, — PB,. @)

That is, the debt ratio at the end of year t, D,, is a
sum of three components: the debt ratio at the end
of the previous year (D;_,), interest accrued on
existing debt during year t (rD,_;), and the
negative of the primary balance (—PB,).

Repeatedly substituting for D,, the debt ratio at
the end of some future year T >t can be
expressed similarly, as:

T

Dy =D,y 17— Z(PBiai;T). 2
The path of the debt ratio is thus determined by the
initial debt ratio, accrued interest (net of growth),
and the path of primary balances from t through T.

Important warning

It should be noted that the actual calculation of the
S1 and S2 indicators also accounts for property
income and tax revenue on pensions, although they
are not explicitly included in the derivations in
order to simplify them and to facilitate the
interpretation of results. Their inclusion would be
trivial, implying "adding" terms to the formulas
similar to that for "ageing costs" AA;.

A5.3. DERIVATION OF THE S1 INDICATOR

The S1 indicator is defined as the constant annual
improvement in the ratio of structural primary
balance to GDP, from year t, + 1 up to year t,,
that is required to bring the debt ratio to a given
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level by year t,. (*?®) In addition to accounting for
the need to adjust the initial intertemporal
budgetary position and the debt level, it
incorporates  financing for any additional
expenditure until the target date arising from an
ageing population.

During the S1 adjustment, the primary balance (as
a percentage of GDP) increases by a constant
annual amount ¢ > 0 each year starting from t, +
1 through t,. The adjustment is assumed to be
permanent. Under the assumed consolidation
schedule, the change in the primary balance is thus
given by

PB; = SPB,, + c(i — t;) — AA; + API; + CC; (3i)
forty<i<ty

PB; = SPB,, + c(t; —t,) — AA; + API; + CC; (3ii)
N S 2

=S5

fort,>i>t

Using (2), the debt ratio target D,, can then be
written as:

t2
th = Dtoatoifz - z (PBiai;tz) “)

Replacing (3i)-(3ii) into (4) yields:

ty

Dy, = Dey@uyyt, — z (SPBe, + (i — to)) ai,

i=to+1
ty
_ Z (sthn +oty — t0)> s, (5)
ety ~to)
i=t;+1 =5
ty

+ Z ((aA;—API - CCY) ayye,)

i=to+1

After some straightforward manipulations, (*?7) we
can decompose the S1 into the following main
components:

(*2%) This is in contrast to the S2 indicator, which is defined as
an immediate, one-off adjustment.

(**") Add and subtract D, on the LHS of (5). In the second term
on the LHS, rewrite c(i—ty) =S; —c(t; — i), then
exchange —S; -Zfitoﬂ(ai;tz) on the LHS for D, on the
RHS. Finally, divide by Zfzztoﬂ(ai;tz), simplify, and group
the terms as in (6).

Si=c(t;y —ty) =
T

Dy (e, = 1) Silea(BPhttie,) B2y a(CCittie,)

=—_o -_gpB, —

Zfit[ﬁl(ai?fz) Z:itoﬂ(ai;tz) Zfit[ﬁl(‘li?fz)

A

¢ .
Yiltg ((tl - l)ai;tz) D¢, — Dy,
+c % +5
Zi=t0+1(aiFfz) Zi=t0+1(aiFfz)
B c

Z:itoﬂ(AAiai;tz)

Z:ifou(ai;tz)

D

where (T) is the total adjustment (the S1 indicator
by definition); (A) the strict initial budgetary
position (i.e. the gap to the debt-stabilising primary
balance); (B) the cost of delaying the adjustment;
(C) the required additional adjustment due to the
debt target (DR); and (D) the additional required
adjustment due to the costs of ageing (LTC). The
total initial budgetary position (IBP) is the sum of
A and B i.e. includes the cost of delaying the
adjustment.

A5.4. DERIVATION OF THE S2 INDICATOR

The intertemporal budget constraint and the S2
indicator

According to a generally invoked definition, fiscal
policy is sustainable in the long term if the present
value of future primary balances is equal to the
current level of debt, that is, if the intertemporal
government budget constraint (IBC) is met. Let us
define the S2 as the immediate and permanent one-
off fiscal adjustment that would ensure that the
IBC is met. This indicator is appropriate for
assessing long-term fiscal sustainability in the face
of ageing costs. (%)

Since the S2 indicator is defined with reference to
the intertemporal government budget constraint
(IBC), we first discuss which conditions are
required for the IBC to hold in a standard model of
debt dynamics. From (2), the debt to GDP ratio at
the end of any year t > ¢, is given by:

(%8 Note that the derivation of S2 does not assume that either
the initial sequence of primary balances or the fixed annual
increase (S2) are optimal according to some criterion. S2
should be considered as a benchmark and not as a policy
recommendation or as a measure of the actual adjustment
needed in any particular year.

(6)



t
Dy = Dy — Z (PB;at;;c). ™

i=to+1

Rearranging the above and discounting both sides
to their time t, values, we obtain the debt ratio
on the initial period:

t

(D PB; )
Do = <“to:t> " Z <afoii>- ©

i=tg+1

Assuming an infinite time horizon (t —» o) we get:
t
. Dy . PB;
Dy, = lim ( —— | + lim Z
t—oo ato;t t—oo L ato;l—
D, PB;
ﬁm<q+z(1)
Eoo \ @yt Qtysi

i=to+1
Either both of the limits on right-hand side of
equation (8ii) fail to exist, or if one of them exists,
so does the other.

(8ii)

Let us define the no-Ponzi game condition (also
called the transversality condition) for debt
sustainability, namely that the discounted present
value of debt (in the very long term or in the
infinite horizon) will tend to zero:

nm<Df >=0 (90)
t=00 \ Ay yip

Condition (9i) means that asymptotically, the debt
ratio cannot grow at a rate equal or higher than the
(growth-adjusted) interest rate, which is what
would happen if debt and interest were
systematically paid by issuing new debt (i.e. a
Ponzi game).

Combining the no-Ponzi game condition (9i) with
(8ii), one obtains the intertemporal budget
constraint, stating that a fiscal policy is sustainable
if the present discounted value of future primary
balances is equal to the initial value of the debt
ratio.

- ([ PB; N
Dy, = -;1 <;ﬂl> (9ii)
On the other hand, substituting the intertemporal
budget constraint (9ii) into (8ii) implies the no-
Ponzi game condition. This shows that the no-
Ponzi game condition (9i) and the IBC (9ii) are, in

fact, equivalent.

Annex A5

The medium- and long-term fiscal sustainability indicators (S1, S2)

Assuming that the intertemporal budget constraint
is satisfied through a permanent, one-off fiscal
adjustment whose size is given by the S2, from
to + 1 onwards we can write:

PB; = SPB,, + S, — A4; + API; + C(; (10)
for i>t,.

Then the intertemporal budget constraint (9ii)
becomes

0

D, - <PBKO +5, — AA; + API, + cci) (i)

Ay
i=to+1 foit

Here the ratio of structural primary balance to
GDP, PB; is re-expressed in terms of the required
annual additional effort, S2, and the change in age-
related costs relative to the base year t,, combining
the equation (10) with equation (9ii).

According to the theory on the convergence of
series, necessary conditions for the series in
equation (9ii)-(9iii) to converge are for the initial
path of primary balances to be bounded and the
interest rate differential in the infinite horizon to be
positive (3%°). The latter is equivalent to the
modified golden rule, stating that the nominal
interest rate exceeds the real growth rate (i.e.
tll)rg> . > 0). (B9

After some rearranging, (***) we can decompose
the S2 into the following two components:

S, =
- (APli + cci)

i=to+1

D QAp,.i
=—" — _—SPB, o

- 1 - ® 1
i=to+1 Ful i=to+1 m (11)

+7
Zi=t0+1 (ng)

—_—
B

where (A) is the initial budgetary position i.e. the
gap to the debt stabilising primary balance (*3?);

(*#°) The latter is an application of the ratio test for convergence.

(%) See Escolano (2010) for further details on the relationships
among the stability of the debt ratio, the IBC and the no-
Ponzi game condition.

(3% In addition, constant multiplicative terms are systematically
taken out of summation signs.

(*2)In practical calculations, the present value of property
income is also accounted for in the initial budgetary
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and (B) the additional required adjustment due to
the costs of ageing.

If the interest-growth rate differential r is constant,
the accumulation factor simplifies to ag, =
A+r0)A 47102 A+n)=>0Q+7r)"5.
Then equation (10) can be simplified further by
noting that:

©

2. (ai) - ; ) (ﬁ) =% (12)

i=to+1

Thus, for a constant discounting factor, (11) can be

rewritten as:
API; + CC;
S, =rD,, —SPB, —7 Z — =
atg;i

(13i)

If the interest-growth rate differential and the
structural primary balance are constant after a
certain date (here t; = 2070), equation (11) can
be rewritten as:

D
S, = fo — SPB,,

2069 ( 1 )+ 1
Sty i) T TQ2060

2069 (APIi + CCi) n APlyg70 + CCho70

i=to+1

Aty T Q2069

2069 ( 1 )+ 1 -
EotINatyi) T Qrgiz069 (13ii)
2060 (DA; + AdAz070
t=hotl T @iyi2069

+ Clto;i
o ()]
Stotl\ay i) T Agz069

wherer; =rand AA, = Ad,y,, for t=t; =
2070.

Derivation of the steady state debt level (at the
end of the projection period) corresponding to
the S2

Assuming that the intertemporal budget constraint
is satisfied and that the primary balance and the
interest-growth rate differential are constant at

position. Property income enters the equation in an
identical manner as age-related costs AA, (i.e. term (B)),
but with an opposite sign.

their long-run levels after the end of the projection
period, then the debt ratio remains constant at the
value attained at the end point of the projection
period (i.e. at t; = 2070).

To see this, rewrite (9ii) as:

Dy, = iil <¢l::lz) = i;z:ﬂ <§:ll) + ii;l (%) (14i)
Using (7) and the fact that for t > ¢, the primary

balance and interest-growth rate differential stay
constant at PB, = PB,, we can rearrange (14i) to

obtain the debt ratio at t5:

t3

- (PB;
D¢, = Dyyarye, — z (PBaryye,) = Z <a L_)
o

i=to+1 i=tz+1 > 3t
_z< PB,, ) PBy,
(1 +rt3 .
We can generalising the above to each t > t; by
using (7) with the initial year changed to t5 instead

of t,, we see that for each year after t5, the debt
ratio remains unchanged at this value:

(14ii)

t

Z (PBiaxy;e)

i=tz+1

D¢ = Dy ap ;e —

t3(1+ ) " - PB,, Z (1+7)""

i=t3+1 (15)
t—t;
t—ts 1-(1+7r,) °\| PB,
=@ n) ™ o (o
1-(1+m,) Ty,
=1
PB -
=—52=D for t>t,

where D is the constant debt ratio reached after the
end of the projection period.

Using (4), the primary balance at the end of the
projection period can be calculated as:

PB,, = SPB,, + API,, + CCy, + S, — AA,, (16)
Replacing (16) into (15), the constant (steady-
state) debt ratio (D ) is given by:

PB,, SPBy, +API, +CC,, +5, — A,

Tty Ty

Sl

an



The S2 adjustment implies that the sum of debt
and the discounted present value of future changes
in aged-related expenditure is (approximately)
constant over time

Replacing equations (16) and (13i) into (15), and
assuming a constant interest rate differential, the
following equation is obtained:

o 2 o) 2, (@)
i=t+1

i=t+1

o S () 3 (AR

i=to+1 i=ty+1

(18)

Equation (18) can be interpreted as follows.
Implementing a permanent annual improvement in
the primary balance amounting to S2 (equation 5),
which is both necessary and sufficient to secure
intertemporal solvency, implies that the sum of
explicit debt (the first term in both sides) and the
variation in age-related expenditure or implicit
debt (the second terms in both sides) is
(approximately) constant over time. Equation (17)
is exact in the steady state (e.g. after 2070),
holding only as an approximation during transitory
phases (i.e. for time-varying interest rate
differentials). (**%)

(**%) Moreover, equations (17) and (18) imply that both the debt
and the variation in age-related expenditure are constant
over time in the steady state.

Annex A5
The medium- and long-term fiscal sustainability indicators (S1, S2)
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ANNEX A6

Decomposing debt dynamics, projecting the interest rate on
government debt and projecting potential growth

A6.1. DECOMPOSING THE DEBT DYNAMICS

Deterministic government debt projections are
based on a general identity characterising the
evolution of the stock of debt. In a simplified
version, the evolution of the government debt to
GDP ratio can be described in the following way:

_ n (1+ip) f (1+ip) e
df =a. dt—l' (1+90) +a’. df—l' (1+g0) . o1

pb: + fi (1)

where d, represents the total government debt to
GDP ratio in year t

a™ represents the share of total government
debt denominated in national currency

a’ represents the share of total government
debt denominated in foreign currency

i, represents the implicit interest rate on
government debt (34)

g: represents the nominal growth rate of
GDP (in national currency)

e, represents the nominal exchange rate
(expressed as national currency per unit of foreign
currency)

pb, represents the primary balance over
GDP

f: represents the stock-flow adjustments over
GDP.

In order to obtain the debt dynamics, d,_, is

subtracted from both sides of equation (1). This
gives the following expression:

Ad, = a™.d,_,. %90 4

( ) (H(—gt))

f it—ge)+ee.(1+i _

al.diy. (1+g0) pb: + f;
@

where &, = ei— 1 represents the rate of
t-1
depreciation of the national currency.

(***)By simplicity, it is assumed that this interest rate is the
same for government debt denominated in national
currency and in foreign currency.

Decomposing further the nominal GDP growth
rate, and rearranging the different terms, we
obtain:

_ e gre
Ady = diy- (1+90) ey (1+gp)

(1+it)
d,_ D 4 o f g, e,
t-1 (1+9¢) t-15t (1+9¢)

@

—pbetf;

where gr; represents the real growth rate of GDP

7, represents the inflation rate (in terms of
GDP deflator, in national currency)

This expression allows us identifying the key
drivers of the debt ratio dynamics, in particular the
snow-ball effect, which can be further decomposed
into four terms:

it

- (+) the interest rate effect: d;,_;.——
(1+g0)

. are
- (-) the real GDP growth effect: —d;_;. a+an

- (-) the inflation effect: —d,_,. Z.H9"0
(1+4gy)

(1+it)
t (1+g¢)

- (+) the exchange rate effect: a/.d,_,. €

As can be easily seen from this expression, both
the interest rate and the foreign exchange
depreciation rate contribute to the increase of the
debt ratio. On the other hand, higher real GDP
growth and higher inflation erode the debt to GDP
ratio. (**)

Other key contributors to the debt motion are the
primary balance (pb,) (that is further decomposed
in our tables between the structural primary
balance before cost of ageing, the cost of ageing,
the cyclical component and one-offs and other
temporary measures) and stock and flow
adjustments (f;).

(**%) This presentation, based on the government debt ratio
identity equation, allows grasping the impact of real GDP
growth and inflation on the debt motion coming from direct
valuation effects (as government debt is expressed as a
share of GDP). However, the primary balance is also
influenced by economic activity and inflation. Such
behavioural effects are explicitly taken into account in the
fiscal reaction function scenario presented in chapter 2 of
the report.
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As can be seen from the exchange rate effect
expression, both valuation effects affecting the
stock of foreign currency denominated debt and

interest rate payments (on this share of
government debt) contribute to the debt
dynamic. (**®) Looking at historical series,

Eurostat includes the exchange rate effect on the
stock of foreign currency denominated debt in
stock and flow adjustments, while the impact due
to the cost of servicing debt in foreign currency is
included in interest payments. In our tables, we
follow this convention.

In practice, the equation used in our model is
slightly more complex than equation (1), as we
consider three currencies: the national currency,
the EUR (foreign currency for non-euro area
countries) and the USD (foreign currency for all
countries). Hence, equation (1) becomes:

dt = an. dt_l.(l;it) + aeur. dt_l.(l;it) L +

: '(§+gt) (1+g¢) "er-1

usd 1+iy) -1 e b 1)
a=—. =19 & ey pb: + fi 1)
where a®"" represents the share of total

government debt denominated in euros
a*s?  represents the share of total
government debt denominated in USD

e, represents the nominal exchange rate
between the national currency and the euro
(expressed as national currency per EUR)

é. represents the nominal exchange rate
between the USD and the euro (expressed as USD
per EUR).

Such a specification allows taking into account the
effect of exchange rate movements on government
debt not only in non-euro area countries, but also
in euro area countries (among which government
debt issued in USD can be significant).

(**®) An indirect effect, due to the fact that exchange rate
movements affect the value of GDP in domestic currency
through changes in prices in the tradable sector, could also
be shown. However, in practice, in line with other
institutions practices (e.g. IMF), these effects are not
isolated (data limitation would require to impose further
assumptions; effect likely to be of second-order).

A6.2. PROJECTING THE IMPLICIT INTEREST RATE
ON GOVERNMENT DEBT

As seen from equation (1), a key driver of the debt
motion is the implicit interest rate on government
debt. Projecting the implicit interest rate on
government debt requires not only assumptions on
market interest rates (for newly issued debt), but
also taking into account explicitly the current and
future maturity structure of government debt
(between short-term and long-term government
debt, and between maturing, rolled-over or not,
and non-maturing government debt). This allows a
differential treatment in terms of interest rates
applied to successive "debt vintages”, and
interestingly captures different levels of exposure
of sovereigns to immediate financial markets'
pressures.

Formally, in our model, the implicit interest rate is
expressed in the following way:

ity = ap_q. 57 + (1 — ap_y). iirtT (3)

where iii, is the implicit interest rate in year

t (137)

isT is the market short-term interest rate in
year t

iirtT is the implicit long-term interest rate in
year t

a;_, is the share of short-term debt in total
government debt (and (1 — a;_,) is the share of
long-term debt in total government debt). (%)

Our model considers two types of government debt
in terms of maturity: short-term debt (debt issued
with an original maturity of less than one year)
and long-term debt (debt issued with an original
maturity of more than one year). Furthermore,
government debt can be decomposed between new
debt (debt issued to cover new financing
requirements), (**) maturing debt (i.e. existing

(*3) This corresponds to i, in the previous section.

(*%8) Hence, as indicated by the t index, these shares may vary
through time depending on the debt dynamic.

(**) This amount also corresponds to the yearly budgetary
deficit.
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debt that is maturing within the year (**°) and that
needs to be repaid), rolled-over (i.e. whose
repayment is covered by newly issued debt) or not,
and outstanding debt (i.e. existing debt that has not
reached maturity). Combining these different
aspects, a,_; (and (1 — a;_;)) used in (3) can be
described as follows:

STN_ ,STR

_ Di—1 +Di4
A1 = T o, (4)
LTN , ,LTR
1—a _ Dy +Dym 4Dy (5)
t-1 — D1

where DTV is the new short-term government

debtinyeart —1

D{TR is the maturing and rolled-over short-
term government debt (i.e. the existing short-term
debt that has reached maturity, and whose
repayment is covered by newly issued short-term
debt)

DETN is the new long-term government debt

DETR is the maturing and rolled-over long-
term government debt (i.e. the existing long-term
debt that has reached maturity, and whose
repayment is covered by newly issued long-term
debt)

Df¢_, is the outstanding (non-maturing) long-
term government debt.

Moreover, the implicit long-term interest rate used
in (3) can be further decomposed:

Grd" = By it + (1 = Bey)- 1ird] (6)

where ,_; is the share of newly issued long-term
debt (corresponding to both new debt and maturing
and rolled-over debt) in total long-term
government debt in year t — 1 (and (1 — B;_;) is
the share of outstanding long-term debt in total
long-term government debt)

itT is the market long-term interest rate in
year t.

(*%) Another way to describe it is that this existing debt has a
residual maturity of less than one year.

The share of newly issued long-term debt
(respectively outstanding debt) in total long-term
government debt, used in expression (6), is
described as follows:

_ ool

Be-1 = pg_,+DEIN+DETR @)
_ DY,

(1= Be-1)= (8)

o LTN, ,LTR
De_1+D¢=q +D¢Zy

Hence, replacing iirfT in (3) by its expression in
(6) gives:

ity = @p_1. 55T + b iFT+ (1 — ap_q —
by_y). iirkT (©))

From equation (3)', we can see that the implicit
interest rate on government debt at year t is a
weighted average of market short-term and long-
term interest rates and of the implicit interest rate
on outstanding (i.e. non-maturing) long-term debt
in year t — 1. Hence, depending on the weight of
outstanding debt in total government debt, an
increase of market interest rates will transmit more
or less quickly to the implicit interest rate on
government debt.

In the projections, the following assumptions are
made:

- ifT is supposed to converge linearly to 4% in
nominal terms (**Y) (2% in real terms) for all
countries by the T+10 horizon;

- iT is supposed to converge linearly to i!” time a
coefficient corresponding to the historical (pre-
crisis) EA yield curve (currently 0.5) for all
countries by the T+10 horizon;

- new debt (DY and DETN)is assumed to be
issued in the projections, as a proportion of the
variation of government debt, based on the shares
given by Estat (of short-term and long-term

(**YFor some non-euro countries, the convergence value is
higher: PL, RO: 4.5%; HU: 5%, reflecting higher inflation
targets by the national central banks.
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government debt), (14?) whenever government debt
is projected to increase; (**%)

- short-term debt issued in year t — 1 is assumed to
entirely mature within the year, and to be rolled-
over (D;TR) as a proportion of past government
debt, based on the share of short-term government
debt given by Estat, whenever government debt is

projected to increase; (**4)

- a fraction of long-term debt issued in the past is
assumed to mature every year, and to be rolled-
over (DETR), whenever government debt is
projected to increase. (***) This fraction is
estimated based on Estat data on the share of long-
term government debt and on ECB data on the
share of existing long-term debt maturing within
the year. (14%)

Finally, the values of the different variables over
the forecast horizon (especially it”, i and iirT,
are set consistently with the available forecast
values of the implicit interest rate (iir;) and

information on the maturity structure of debt.
A6.3. TECHNICAL OVERVIEW OF THE T+10
METHODOLOGY

The following model is solved from T+3 up to
T+10 (note that as of T+6, for the EU-15 without

(¥2) More precisely, we use the average shares over the last 3
years available.

(**%) Otherwise, in the cases where government debt is projected
to decrease, for instance, in case of a budgetary surplus, no
new debt needs to be issued.

(**) Otherwise, in the cases where government debt is projected
to decrease, for instance, in case of a budgetary surplus,
only part of this maturing debt needs to be rolled-over
(none when government debt is assumed to strongly
decrease, for example, when a large budgetary surplus
allows repaying past maturing debt).

(**%) See previous footnote.

(¥%) More precisely, the starting point (currently 2020) is
calculated based on the 2019 ECB data on the share of
long-term debt that is maturing within the year. Beyond
this year, it is assumed that the share of maturing long-term
debt linearly converges from the value taken in the last
available year (2020) to the country-specific historical
average by the end of the T+10 projection horizon.
Additionally, for post-program countries, IE, CY and PT,
the redemption profile of official loans has been taken into
account for the calculation of the long-term debt maturing
within the year.

Germany, the model for the capital and investment
module deviates from the general framework
below and is governed by the rules described
further down in the text):

YPOT,, = LSEKS OTFPS,,

TFP; =L
U HEK®

Kie = Iy + (1 — 8)Kj—4

I, = LYPOT't
i = YPOT, l

1. TFP trend: Kalman-filter extension. T+10 TFP
is capped (i.e. a ceiling is imposed) on the basis of
US TFP growth.

2. Capital:

a) Investment to potential GDP ratio: ARIMA
process to produce extended series (extension to
avoid end-point bias for HP filter)

b) Depreciation rate: fixed T+2 rate which is
calculated on the basis of the capital law of motion

c) Investment rule: (K;; and [;; as defined in the
equation system above) up to T+5; after T+5: a
mix between a capital rule (K;, defined as

YPOT; . .
it—1 YPOT“;) and [;; defined by capital law of

motion) and the investment rule for EU-15 (except
DE); investment rule for all other member states.
The weight of the capital-rule based investment is
gradually decreasing.

3. Trend labour: LS;; = (POPW;PARTS; (1 —
NAWRU;))HPERES;

a) Working age population: use Eurostat
projections on population growth (“proj_np”)

b) Participation rate: up to T+5: HP-smoothed
ARIMA process to produce extended series
(extension beyond T+5 to avoid end-point bias for
HP filter); for projection up to T+10 we use
Ageing Working Group (AWG’s) Cohort
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Simulation Model with a technical transition rule
smoothing the break in T+6.

c) Average hours worked: ARIMA process to
produce extended series up to T+5 (extension to
avoid end-point bias for HP filter) and HP
smoothed. From t+6 to t+10 we forecast hours
using a stabilisation rule: hours(t) = hours(t-1)*1.5
— hours(t-2)*.5. Results are comparable with those
from the AWG.

d) NAWRU (T+2 = last year of the ECFIN
forecast):

Between T+2 and T+5:
NAWRU;7,, = NAWRU,;

NAWRU; — NAWRU;;_,
* 2

NAWRUiT+2 = NAWRULT+1
NAWRUiT+3 = NAWRULT+2

Between T+6 and T+10: convergence rule
and prudent rule

T+10 anchor based on panel regression
(union density, tax wedge, almp, unemployment
benefits replacement rate, demographics/education
and a set of macro control variables i.e. TFP, real
interest rate, construction)

4. Output gap: closure of the output gap by T+5;
each year as of T+3, YGAP decreases by 1/3 of the
T+2 YGAP. The gap closure rule states that if the
gaps are not closed before the end of the medium
term (T+5), they should be mechanically closed by
that time.
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Stochastic debt projections based on a historical variance-

covariance matrix

This Annex provides a description of the
methodology used for stochastic debt projections
based on the historical variance-covariance matrix
approach and the data used to implement it. (#")

A7.1. THE METHOD TO OBTAIN (ANNUAL)
STOCHASTIC SHOCKS TO
MACROECONOMIC VARIABLES

Stochastic shocks are simulated for five
macroeconomic variables entering the debt
evolution equation: the government primary
balance, nominal short-term interest rate, nominal
long-term interest rate, nominal growth rate and
exchange rate. First, the methodology requires
transforming the time series of quarterly data for
each macroeconomic variable x into series of
historical quarterly shocks §; as follows:

X fd —_—
5q - Xq XQ*l

A Monte Carlo simulation is then run by extracting
random vectors of quarterly shocks over the
projection period (2021-25) from a joint normal
distribution with zero mean and variance-
covariance matrix identical to that of historical
(quarterly) shocks. The quarterly shocks (g4)
obtained in this way are aggregated into annual
shocks to primary balance, nominal short-term
interest rate, nominal long-term interest rate,
nominal growth, and exchange rate for non-EA
countries, as follows:

— the shock to the primary balance b in year t is

given by the sum of the quarterly shocks to the
primary balance:

g=1

— the shock to nominal growth g in year t is given
by the sum of the quarterly shocks to growth:

(*7) For more details see Berti (2013).

— the shock in year t to the nominal exchange rate
e is given by the sum of the quarterly shocks to
the exchange rate:

4
e _ e
& _qu

g=1

— the shock in year t to the nominal short-term
interest rate i° is given by the sum of the
quarterly shocks to the short-term interest rate:

The calculation of the shock to the nominal short-
term interest rate in annual terms is justified based
on the fact that the short-term interest rate is
defined here as the interest rate on government
bonds with maturity below the year. With the
equation above, we rule out persistence of short-
term interest rate shocks over time, exactly as done
in standard deterministic projections. In other
words, unlike the case of the long-term interest
rate (see below), a shock to the short-term interest
rate occurring in any of the quarters of year t is not
carried over beyond year t.

— the aggregation of the quarterly shocks to the
nominal long-term interest rate i- into annual
shocks takes account of the persistence of these
shocks over time. This is due to the fact that
long-term debt issued/rolled over at the
moment where the shock takes place will
remain in the debt stock, for all years to
maturity, at the interest rate conditions holding
in the market at the time of issuance (}4%). A
shock to the long-term interest rate in year t is
therefore carried over to the following years in
proportion to the share of maturing debt that is
progressively rolled over (ECB data on
weighted average maturity is used to
implement this). For countries where average
weighted maturity of debt T is equal or greater
than the number of projection years (5 years,
from 2021 to 2025), the annual shock to long-
term interest rate in year t is defined as:

(¥8) The implicit assumption is made here that long-term
government bonds are issued at fixed interest rates only.
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4
L lwe
el = TZ i if t = 2021
q=1

4

L2 .

e;szz el if t = 2022
q=-4

4
L 3w
s;L=FZ el’ if t = 2023

q=-8

4
. 4 .
=2 Z eth if t = 2024

q=-12

4
L5 .
e =2 Z elh if t = 2025
q=-16

where q = -4, -8, -12, -16 respectively indicate the
first quarter of years t-1, t-2, t-3 and t-4. The set of
equations above clearly allows for shocks to the
long-term interest rate in a certain year to carry
over to the following years, till when, on average,
debt issued at those interest rate conditions will
remain part of the stock.

For countries where the average weighted maturity
of debt is smaller than the number of projection
years, the equations above are adjusted
accordingly to reflect a shorter carryover of past
shocks. For instance, countries with average
weighted maturity T = 3 years will have the annual
shock to the long-term interest rate defined as
follows (149):

4
PR
el = 52 el if t = 2021
q=1

4

L2 .

e;L=§Z el if t = 2022
q=—4

4

git = Z ei’ if t 2023

q=-8

(**%) Annual shocks to the long-term interest rate for countries
with weighted average maturities of 2 and 4 years will be
defined in a fully analogous way.

Finally, the weighted average of annual shocks to
short-term and long-term interest rates (with
weights given by the shares of short-term debt, a*,
and long-term debt, a*, over total) gives us the
annual shock to the implicit interest rate i:

: is L
& =a’c" +a“¢

A7.2. APPLYING STOCHASTIC SHOCKS TO THE
CENTRAL SCENARIO

All results from stochastic projections presented in
this report refer to a scenario in which shocks are
assumed to be temporary. In this case, annual
shocks ¢ are applied to the baseline value of the
variables (primary balance b, implicit interest rate
i, nominal growth rate g and exchange rate e) each
year as follows:

b, = b, + e with b, = baseline (from standard
deterministic projections) primary balance at year t

g: = g: + & with g, =baseline (from standard
deterministic projections) nominal GDP growth at
year t

i, =1, +& with T, = baseline (from standard
deterministic projections) implicit interest rate at
year t

e; = &, +¢f with &, = nominal exchange rate as
in DG ECFIN forecasts if t within forecast
horizon; nominal exchange rate identical to last
forecasted value if t beyond forecast horizon.

In other words, if the shock in year t were equal to
zero, the value of the variable would be the same
as in the standard deterministic baseline
projections.

A7.3. THE DEBT EVOLUTION EQUATION

Through the steps described above we obtain
series, over the whole projection period, of
simulated government primary balance, nominal
growth rate, implicit interest rate and nominal
exchange rate that can be used in the debt
evolution equation to calculate debt ratios over a 5-
year horizon, starting from the last historical value.



The debt evolution equation takes the following
form:

A =a"d 2L gt
1+g, 1+9, €4

where d; = debt-to-GDP ratio in year t
a™ = share of total debt denominated in
national currency (**)

af = share of total debt denominated in
foreign currency

b, = primary balance over GDP in year t

¢; = change in age-related costs over GDP
in year t relative to starting year (*>1)

fi = stock-flow adjustment over GDP in
year t

All the steps above (extraction of random vectors
of quarterly shocks over the projection horizon;
aggregation of quarterly shocks into annual
shocks; calculation of the corresponding simulated
series of primary balance, implicit interest rate,
nominal growth rate and exchange rate; calculation
of the corresponding path for the debt ratio) are
repeated 2000 times. This allows us to obtain
yearly distributions of the debt-to-GDP ratio over
2021-25, from which we extract the percentiles to
construct the fan charts.

In the construction of the asymmetric fan charts, a
restriction is placed on the upside primary balance
shocks. This allows to exclude the primary balance
shocks that are higher than a one half standard
deviation of the primary balance sample.

(*%%) Shares of public debt denominated in national and foreign
currency are kept constant over the projection period at the
latest ESTAT data (ECB data are used for those countries,
for which ESTAT data were not available).

(™Y Figures on age-related costs from the
Commission's 2018 Ageing Report were used.

European

A7.4. THE DATA USED

For the calculation of the historical variance-
covariance matrix, quarterly data on government
primary balance are taken from ESTAT; nominal
short-term and long-term interest rates are taken
from IMF-IFS and OECD; quarterly data on
nominal growth rate come from ESTAT and IMF-
IFS; quarterly data on nominal exchange rate for
non-EA countries come from ESTAT.

Results using the methodology described above
were derived for all EU countries by using both
short-term and long-term interest rates, whenever
possible based on data availability, to keep in line
with standard deterministic projections. This was
indeed possible for the vast majority of EU
countries, the only exceptions being Bulgaria,
Croatia and Estonia. (*%2) Shocks to the primary
balance were simulated for all countries but two
(Croatia and Estonia), based on availability of
sufficiently long time series of quarterly primary
balances.

In general, data starting from the late 90s - early
2000s until the second quarter of 2020 were used
to calculate the historical variance-covariance
matrix.

(**)For Estonia and Croatia we only used the short-term
interest rate as quarterly data on the long-term rate were
not available; for Bulgaria we used the long-term interest
rate only as data on the short-term rate were not available
for most recent years.

Annex A7
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ANNEX A8

The Stability and Growth Pact scenario

The SGP scenario assumes that Member States
implement the provisions of the Stability and
Growth Pact (SGP) as from 2023. The main
features of this scenario are summarised in Table
A8.1, and detailed below. For all countries, the
structural (and headline) balance for 2021 and

2022
forecast.

is that of the Commission 2020 autumn

Table A8.1:

SGP scenario: main features

Date

Countries under EDP
or with excessive
deficit*

Countries not under
EDP whose SB < MTO
in 2022

Countries not under
EDP whose SB >=
MTO in 2022

2021-22

SB = forecast value

From 2023 until the
year of correction of
the exessive deficit (if
any)

Fiscal consolidation (in
terms of SB) fixed by
Council
recommandation or (as
arule) by 0.5 pp. of
GDP per year

Fiscal consolidation (in
terms of SB) determined

After the correction of
excessive deficit (if
any) until the year the
MTO is reached

Fiscal consolidation (in
terms of SB) determined
by the matrix (for cyclical

conditions), investment

and structural reforms’
clauses (flexibility
communication)

by the matrix (for cyclical

conditions), investment

and structural reforms'
clauses (flexibility
communication)

After the MTO is
reached until 2031

SB constant (= MTO)

SB constant (= MTO)

SB constant (>= MTO)

taking into account the debt level and future
ageing-related liabilities (see European
Commission, 2019). Thereafter, Member States are
assumed to keep their structural balance constant
at the MTO (*5). Therefore, future changes in
ageing costs are assumed to be compensated
through expenditure re-allocation or additional
revenues. More details are available in Table A8.1.

For countries under the preventive arm that have
not reached their MTO, the annual fiscal
adjustment is determined according to the matrix,
as specified in the Commission Communication on
flexibility (see Table A8.2). This matrix
determines the required fiscal adjustment on the
basis of the Member State’s cyclical position, the
debt ratio (below or above 60% of GDP) and the
presence of sustainability risks (*°).

Table A8.2:  Matrix specifying the fiscal adjustment towards
the MTO in terms of the change in the

structural balance (preventive arm of the SGP)

* Refers to a deficit breaching the 3% of GDP threshold.
Source: Commission services

For countries breaching the 3% of GDP deficit
threshold in 2022, a structural fiscal adjustment is
assumed, as from 2023, until the headline deficit is
brought below 3% of GDP (**°). Thereafter, a
structural consolidation effort is maintained until
the Medium Term budgetary Objective (MTO) is
reached, in line with the requirements of the
preventive arm of the Pact, detailed below (**4).

For countries under the preventive arm, the
structural balance is assumed to converge, as from
2023, to the MTO. Each Member State sets an
MTO at a level that ensures debt sustainability,

(*%%) Only one Member State (Romania) is currently under the
corrective arm of the SGP (EDP). However, in the SGP
scenario, as a rule, it is assumed that, beyond the forecast
horizon (2022), when the deficit is greater than 3% of
GDP, countries adjust by 0.5 pp. of GDP per year until the
excessive deficit is corrected (in line with Article 3.4 of
Regulation 1467/97).

(***) The annual fiscal adjustment required to reach the MTO is
determined according to Regulation 1466/97, as clarified
by the Commission Communication regarding SGP
flexibility (‘Commission Communication on flexibility
hereafter) of 13 January 2015 (COM (2015)12 final). See
also the commonly agreed position on flexibility within the
SGP as endorsed by the ECOFIN Council of 12 February
2016 (Council document number 14345/15).

Condition

Required annual

fiscal adjustment

Debt below 60% of
GDP and no
sustainability risk

Debt above 60% of
GDP or
sustainability risk

Exceptionnaly bad times

Real growth < 0% or
output gap < -4

no adjustm

ent needed

Very bad times

-4 <= output gap < -3

0

0.25

0 if growth below
potential, 0.25 if

0.25 if growth below
potential, 0.5 if

15

. -3 <=output gap < -
Bad times 15 growth above growth above
potential potential
Normal times L5 <= output gap < 05 >0.5

Good times

output gap >= 1.5

> 0.5 if growth below
potential, >= 0.75 if
growth above
potential

>=0.75 if growth
below potential, >= 1
if growth above
potential

Source: Commission services

Moreover, to reflect the feedback effect of fiscal
consolidation on the economy, the SGP scenario
assumes that a 1 pp. of GDP consolidation effort
has a negative impact on baseline GDP growth of
0.75 pp. in the same year (**').

(*®) In this scenario, MTOs remain constant, while in the EU
framework the minimum MTOs are revised every 3 years
(e.g. a reduction in debt or a revision in ageing costs would
normally allow for a change in MTO). If a Member State
already exceeded its MTO in 2022, it is assumed that it
keeps its structural balance at that higher level thereafter.

(*%%) In practice however, the annual fiscal adjustment is capped
to 0.6 pp. of GDP, reflecting the past implementation of the
preventive arm.

(357) Carnot and de Castro (2015).



Table A8.3 shows the fiscal effort required as of
2023 that is incorporated in the debt projections. In
2023, the required adjustment ranges from 0 pps.
of GDP for the few Member States that would
have already (over-) achieved their MTOs in 2022
(DK, LT, LU and SE) to 0.5 - 0.6 pp. of GDP for
almost all other Member States. By 2031, most
Member States would have reached their MTOs in
this scenario, with the exception of BE, ES, RO, SI
and SK.

Table A8.3: Fiscal adjustment required under the SGP
scenario (change in structural balance, pps. of

GDP)

reached in

BE 05 [ 05 [ [ 05 [ 06 06 2032

Source: Commission services

Some important elements should be kept in mind
when interpreting the results.

— First, the 2021-2022 fiscal forecast reflects the
activation of the general escape clause of the
SGP in March 2020, which allows Member
States to depart from the fiscal requirements
that would normally apply (**®). The
Commission has confirmed that the general
escape clause will remain active in 2021, while
no decision has been taken for its application in
2022. In spring 2021, the Commission will
reassess the situation, taking into account
updated macroeconomic projections, and take
stock of the application of the general escape
clause. The SGP scenario assumes compliance
with the normal EU fiscal rules as from 2023.

(%% See https://www.consilium.europa.eu/en/press/press-
releases/2020/03/23/statement-of-eu-ministers-of-finance-
on-the-stability-and-growth-pact-in-light-of-the-covid-19-
crisis/ and
https://ec.europa.eu/info/sites/info/files/economy-
finance/2_en_act_partl v3-adopted_text.pdf.

Annex A8

The Stability and Growth Pact scenario

— Second, the SGP scenario only reflects the
reduction of the headline deficit below 3% of
GDP and subsequent compliance with the
adjustment path towards the MTO. It does not
explicitly incorporate the debt reduction
benchmark. Nevertheless, under normal
economic circumstances, the convergence to
the MTO tends to ensure compliance with the
debt reduction benchmark as well.

— Lastly, Member States are assumed to comply
with the required change in the structural
balance and not explicitly with the expenditure
benchmark (**°). However, while the annual
fiscal effort measured by the expenditure
benchmark can differ from the fiscal effort
measured by the change in the structural
balance (%), both measures tend to broadly
concur over a medium-term horizon.

(*°) The required fiscal effort is also translated into an
expenditure benchmark (a cap on primary expenditure
growth net of discretionary revenue measures). Member
States’ progress towards their MTOs is assessed based on
both the change in the structural balance as well as respect
of the expenditure benchmark.

(%) The fiscal effort measured by the expenditure benchmark
can differ, for example due to changes in interest
expenditure, which improve the structural balance but are
excluded from the expenditure benchmark. Moreover, the
expenditure benchmark is set based on a 10-year average
potential growth, while the structural balance is calculated
based on the point estimate of potential growth.
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ANNEX A9

Assessment of fiscal sustainability challenges: criteria used and

decision trees

A9.1. THE OVERALL APPROACH FOLLOWED IN
FISCAL SUSTAINABILITY RISK ASSESSMENT

The approach followed in fiscal sustainability risk
assessment is the one wused in the Debt
Sustainability Monitor 2019. An overview of the
overall approach and the elements that feature in it
is provided in Graph A9.1.

In the remainder of this annex, the approach to
reach an overall assessment of medium-term and
long-term fiscal sustainability risks is described in
more details. A summary overview of the
thresholds used in fiscal sustainability risk
assessment (and in particular in the summary heat
map in Chapter 6) is provided in Section A9.4.

A9.2. THE APPROACH USED IN THE ASSESSMENT
OF MEDIUM-TERM FISCAL SUSTAINABILITY
RISKS

The assessment of medium-term  fiscal
sustainability risks is based on an overall
conclusion on the country's DSA and on S1 (under
the baseline scenario). A country is assessed to be
at potential high (medium) risk if either the
baseline S1 indicator or the DSA or both are
highlighted in red (yellow) (see Graph A9.2).

The overall risk category of the country's DSA is
reached by looking at debt projection results under
two different scenarios (baseline scenario;
historical SPB scenario) and a series of negative
sensitivity tests (on nominal growth, interest rates
and primary balance) around the baseline
projections. (*1)  Synthetic  stochastic  debt
projection results are also taken into account to
reach the overall risk assessment on DSA.

The decision tree that is followed in this respect
can be visualised in Graph A9.3. Practically, a
country's DSA is deemed to highlight potential
high risks if the baseline debt projections are
assessed to entail high risks, or if they are deemed
to entail medium risks, but high risks are still
highlighted by alternative scenarios (the historical
SPB scenario or at least one of the sensitivity tests

(%% Positive sensitivity tests are neglected in the overall
assessment as the idea is rather to stress test baseline debt
projections against upward risks.

on macro-fiscal assumptions) or by stochastic
projections. The high-risk assessment based on the
latter criterion is meant to prudentially capture
significant upward risks around a baseline that is
already considered at medium risk. (162

Finally, at the lowest level of granularity, the risk
assessment  for each debt projection
scenario/sensitivity test and for stochastic
projections, on which the overall DSA assessment
relies, follows an economic rationale that is
explained in Graph A9.4. The variables used to
summarise deterministic debt projection results are
the following:

e The level of the debt ratio at the end of
projections (2031);

e The year in which the debt ratio peaks over the
10-year projection horizon (providing a
synthetic indication of debt dynamics);

e The percentile rank of the average SPB
assumed over the projection horizon in the
specific scenario (giving a sense of how
common/uncommon the fiscal stance assumed
in the projections is, relative to the SPB
distribution for all EU countries over 1980-
2020). (*63%)

(*%) A prudential approach is what guides this choice. In
particular, adopting a high level of prudence has been
considered as particularly important in the case of countries
being already considered at medium risk under the baseline
scenario. In this case, an historical SPB scenario (where
fiscal policy is assumed to revert to historical behaviour) in
red would be sufficient to lead to a high risk assessment, as
indicated in Graph A9.3. This high level of prudence has
not been deemed necessary for a country that is, on the
contrary, deemed to be at low risk (thus far from
vulnerable) under the baseline scenario (in this case a
medium or high risk assessment under the historical SPB
scenario does not lead in itself to a medium risk
assessment).

(*%% For the individual sensitivity test scenarios, the percentile
rank of the average SPB over the projection horizon is not
used for the scenarios' risk assessment. The reason is that
these sensitivity tests are all run around the baseline
scenario, for which the variable percentile rank of the
average SPB is already used in the assessment.
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Graph A9.1: Decision tree for the multi-dimensional approach to the assessment of fiscal sustainability risks

Short-term risk assessment

Risk assessment based on:
+ S0 indicator
= S0 fiscal subindex
= 50 financial-competitiveness subindex
= Gross financing needs
= Sovereign 10y yield spread vs. Germany

Overall

Medium-term risk assessment

Variables:

Risk assessment
based on:

Scenarios:

> SHORT-TERM

risk assessment

+ 51 indicator in baseline scenario

Overall risk category
for

S1 indicator

Risk assessment
based on variables:
+ Debt level at end of projections
» Debt peak year
s Percentile rank of average
structural primary balance (SPB)
over projections

Risk assessment
for each of the following standard DSA
scenarios:

+ Baseline scenario
* Historical SPB scenanio

Risk assessment
based on variables:
« Debt level at end of projections
« Debt peak year

Risk assessment
for each of the following sensitivity test
nari d the baselii

« MNeg. shock to nominal growth
* Pos. shock to interest rates
« MNeg. shock on the primary balance

Risk assessment
based on variables:
* Prob. that debt ratio in T+5 = debt
ratioin T
« Diff. betw. the 10th and 90th debt

Risk assessment
for stochastic projections

distribution percentiles in T+5

Long-term risk assessment

Risk assessment
based on:
« Overall risk category for Debt sustainability
analysis

Risk assessment
based on:

« 52 indicator in baseline scenario

Overall
MEDIUM-TERM
risk assessment

Overall risk category
for

Debt sustainability
analysis

Overall
LONG-TERM
risk assessment

Source: Commission services.
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Graph A9.2: Decision tree for the assessment of medium-term fiscal sustainability risks

Overall
S
| S1 indicator risk category & MEDIUM-TERM
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! :
| P - |
! | FALSE |
! ‘ \l« ’ MEDIUM |
H RISK |
1
: at least one i
: :
! :
b e e e 1
1
J

Source: Commission services.

Stochastic debt projections are summarised using
the following two indicators (as indicated in
Chapter 3):

e The probability of a debt ratio at the end of the
5-year stochastic projection horizon (2025)
greater than the initial (2019) debt ratio
(capturing the probability of a higher debt ratio
due to the joint effects of macroeconomic and
fiscal shocks);

e The difference between the 10" and the 90™
debt distribution percentiles (measuring the
width of the stochastic projection cone, i.e. the
estimated degree of uncertainty surrounding
baseline projections).

As indicated in Graph A9.4, a DSA scenario is
highlighted as high risk in case the debt ratio at the
end of projections is considered at high risk (above
90% of GDP — see Table A9.1 for thresholds on all
DSA variables) or if the debt peak year and the
SPB percentile rank are both assessed as high risk,
which means that the debt ratio is on a longer (at
least up to T+7) increasing path, even with
projections that are based on a relatively ambitious

SPB (see again Table A9.1 for precise
thresholds). (164)

A sensitivity test (on growth, interest rate or the
primary balance) is highlighted as high risk if it
leads to a debt ratio at the end of projections above
90% (red), or if the end-of-projection debt ratio is
between 70% and 90% (thus already significantly
above the 60% Treaty reference value) and the
debt peak year is highlighted in red, thereby
indicating that the debt ratio is still on an
increasing path towards the end of projections (up
to T+7 at least).

Finally stochastic debt projections are summarised
in red if the probability of a debt ratio at the end of
the 5 years of projections greater than the initial
debt level is assessed as high risk (with different
thresholds being set in this case for different
groups of countries with different initial debt ratios
— see Table A9.1). On the contrary, the fact of
having a high level of estimated uncertainty
around baseline projections is in itself considered

(%%%) As indicated in Table A9.1, the SPB percentile ranks used
as upper and lower thresholds are 15% and 30%. The 15%
percentile rank corresponds to the 85" distribution
percentile in the SPB distribution (over all EU countries for
1980-20), which corresponds to an SPB of 3.0% of GDP,
while the 30% percentile rank corresponds to the 70"
distribution percentile, which is an SPB of 1.4% of GDP.



Graph A9.3: Decision tree for country risk assessment based on debt sustainability analysis

Baseline scenario

MEDIUM RISK
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at least 1
OR — N
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at least 2
J ,\\
FALSE 1 TRUE
ps . — A

.
\\ \%

MEDIUM RISK

Overall DSA risk category

Source: Commission services.

as a sufficient condition for a high-risk assessment
but leads to a medium-risk assessment (this high
volatility can be associated with very low or
relatively low debt levels, in which case it cannot
be meaningfully considered as high risk).

As already explained, the overall assessment
reached for the country's DSA is then integrated
with the assessment reached using the traditional
S1 indicator (under the baseline scenario) as
indicated in Graph A9.2.

A9.3. THE APPROACH USED IN THE ASSESSMENT
OF LONG-TERM FISCAL SUSTAINABILITY
RISKS

The assessment of overall long-term fiscal
sustainability risks is based on the results of the S2

sustainability gap indicator and the overall
conclusion on the country’s DSA. A country is
assessed to be at potential high risk if (i) the S2
indicator flags high risk irrespective of the risk
type implied by the overall results of the DSA or
(ii) the S2 indicator is at medium risk, but the
overall results of DSA point to either medium or
high risk. Furthermore, a country is assessed at
medium risk instead of low risk if the long-term
sustainability S2 is assessed at low risk and the
overall DSA flags either medium or high risk (see
Table A9.2). The inclusion of the overall DSA
results in the long-term risk assessment framework
aims at prudently capturing risks linked to high
debt levels. More explanations can be found in
Box 4.1 of the FSR 2018.

Annex A9

Assessment of fiscal sustainability challenges: criteria used and decision trees
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Graph A9.4: Assessment criteria used for debt projections, sensitivity tests and stochastic debt projections

DSA scenarios (Baseline, HSPB)
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Table A9.1:

Thresholds used for DSA variables

Variable

Threshold

Debt ratio at the end of projections (2031)

Red: above 90%
between 60% and 90%

Green: below 60%

Debt peak year

Red: peak year btw. T+7 and end projections (2027-31), or still increasing at end projections
peak year between end of forecasts (T+3) and T+6 (2023-26)

Green: peak year within forecast horizon (2020-22)

Percentile rank of average SPB over projection period
(2022-31)

Red: if smaller than (or equal to) 15%
between 15% and 30%

Green: greater than 30%

Probability of debt ratio at the end of 5-year stochastic
projection horizon (2025) greater than initial (2020)
debt ratio

Red: if probability above 30%

Initial (2019) debt ratio at or above . - . -
90%: if probability strictly positive and at or below 30%

Green: if zero probability

Red: if probability above 60%

Initial (2019) debt ratio at or above

60% and below 90%: if probability between 30% and 60%

Green: if probability below 30%

Initial (2019) debt ratio below| if probability above 70%

-
60%: Green: if probability at or below 70%

Difference between 10" and 90" debt distribution
percentiles from stochastic projections

Red: the third of the countries with highest dispersion

the third of the countries with intermediate dispersion

Green: the third of the countries with lowest dispersion

Source: Commission services.
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Table A9.2:

Assessment approach based on the S2 indicator and the overall results of the DSA

S2 indicator - baseline
scenario

Debt Sustainability Analysis
(DSA) - overall risk

MEDIUM RISK
LOW RISK

RISK CATEGORY

MEDIUM RISK MEDIUM RISK
MEDIUM RISK
LOW RISK
LOW RISK MEDIUM RISK
LOW RISK LOW RISK

Source: Commission services.

A9.4. A SUMMARY OVERVIEW OF THRESHOLDS
USED IN FISCAL SUSTAINABILITY RISK
ASSESSEMENT

In this section we provide a summary overview of
thresholds used to identify fiscal sustainability
risks (with the only exception of thresholds used
for DSA variables that have already been
discussed and reported in the previous section —
see Table A9.1).

For the indicators / variables discussed in this
section, the thresholds themselves, as well as the
methodologies used to derive them, have already
been described in more detail in other sections of
the report (Chapters 2 - 5, Annexes A4 — A5). Here
the purpose is to provide a quick reference for the
identification of fiscal sustainability challenges
reported in the different heat maps presented in
this report (see also Annexes Al — A2).

As explained in Chapter 2, the thresholds of risk
for SO and the two SO sub-indexes (fiscal and
financial-competitiveness) have been calculated
using the signals' approach (see Annex A4 for
details), and are reported in Table A9.3.

For all other variables used to identify short-term
risks (see Chapters 2, 5), the upper thresholds of
risk (above which values are highlighted in red)
have also been derived using the signals' approach
(see Chapter 5 and Annex A4), while lower
thresholds of risk (above which values are

highlighted in yellow, till when they remain below
the upper threshold of risk) have been set at around
80% of the original signals' approach thresholds,
for prudential reasons (see Table A9.3). (1%°)

For the S1-S2 indicators and respective ageing
sub-components (used in the assessment of
medium- and long-term sustainability challenges
respectively), upper and lower thresholds are also
reported in Table A9.3.

For S1 and S2 ageing sub-components (cost of
ageing sub-component for S1; pensions, healthcare
and long-term care sub-components for S2),
thresholds (above which values are highlighted in
red) correspond to the EU average (see Table
A9.3). Finally, for the percentile rank of the
required structural primary balance (RSPB)
associated with S1 and S2 respectively, the same
upper and lower thresholds are used as for the
percentile rank of the average structural primary
balance in DSA scenarios (see Table A9.1).

(*%) Variables common to the scoreboard used in the
Macroeconomic Imbalances Procedure (MIP) have here
different thresholds than under the MIP because the
methodologies used to calculate these thresholds are
different.

245



European Commission
DEBT SUSTAINABILITY MONITOR 2020

246

Table A9.3:

All thresholds used in fiscal sustainability assessment (except for DSA variables)

Safety Upper Lower
threshold threshold
SHORT-TERM RISKS
S0 overall index < 0.46
SO fiscal sub-index < 0.36
SO financial-competitiveness sub-index < 0.49
Fiscal risks from fiscal context
Balance (% of GDP) > -9.6 -1.7
Primary balance (% of GDP) > 0.2 0.3
Cyclically-adjusted balance (% of GDP) > -2.5 -2.0
Stabilising primary balance (% of GDP) < 23 19
Gross debt (% of GDP) < 68.4 54.8
Change in gross debt (% of GDP) < 8.1 6.4
Short-term public debt (% of GDP) < 13.2 10.6
Net debt (% of GDP) < 59.5 47.6
Gross financing needs (% of GDP) < 15.9 12.8
Interest-growth rate differential (%) < 4.8 3.8
Change in governement expenditure (% of GDP) < 19 15
Change in governement consumption (% of GDP) < 0.6 0.5
Fiscal risks from macro-financial context
Yield curve (%) > 0.6 0.7
Real GDP growth (%) > -0.7 -0.5
GDP per capita in PPP (% US level) > 72.7 87.2
Net international investment position (% of GDP) > -19.8 -15.8
Net savings households (% of GDP) > 2.6 31
Private debt (% of GDP) < 164.7 131.8
Private credit flow (% of GDP) < 11.7 9.4
Short-term debt non-financial corporations (% of GDP) < 15.4 12.3
Short-term debt households (% of GDP) < 2.9 2.3
Construction (% of value added) < 75 6.0
Current account balance (% of GDP) > -2.5 -2.0
Change in REER (%) < 9.7 7.7
Change in nominal ULC (%) < 7.0 5.6
Fiscal risks from financial market developments
Sovereign yield spreads (bp) - 10 year < 231.0 184.8
MEDIUM-TERM RISKS
S1 indicator < 25 0.0
Cost of ageing sub-component < 0.5 :
RSPB related to S1 - Percentile rank > 15% 30%
DSA variables see Table A9.1
LONG-TERM RISKS
S2 indicator < 6.0 2.0
Pensions sub-component < 0.4
Health care sub-component < 0.7
Long-term care sub-component < 0.7 :
RSPB related to S2 - Percentile rank > 15% 30%
ADDITIONAL VARIABLES
Structure of public debt
Share of short-term public debt (% of debt) < 6.6 53
Share of public debt in foreign currency (% of debt) < 31.6 25.0
Share of public debt held by non-residents (% of debt) < 49.0 40.0
Contingent liabilites linked to banking sector
Bank loans-to-deposits ratio (%) < 133.4 107.0
Share of non-performing loans (% of loans) < 2.3 1.8
Change in share of non-performing loans (p.p.) < 0.3 0.2
NPL coverage ratio (% loans) > 66.0 33.0
Change in nominal house prix index (%) < 13.2 11.0

Source: Commission services.




ANNEX A10

Signalling approach for the analysis of government debt

structure, sovereign yield spreads and banking sector

vulnerabilities

Table A10.1: Thresholds, signalling power, type | and type Il errors obtained by applying the signals' approach

Variables safety threshol signaling typel type ll
d power error error
Government debt structure variables
Government debt held by non-residents, share of total, % < 49.01 0.30 0.36 0.33
Government debt issued in foreign currency, share of total, % < 31.58 0.08 0.21 0.71
Government short-term debt, share of total, % < 6.57 0.21 0.69 0.10
Government bond yield spread

Govt bond yield spreads relative to Germany/US, 10-year

benchmark, basis points < 231.00 0.37 0.10 0.52
Variables of banking sector vulnerabilities

Bank loan to deposit ratio < 133.37 0.24 0.23 0.53
Non-performing loans to total gross loans, % < 2.30 0.21 0.69 0.10
Change in non-performing loans to total gross loans, % < 0.30 0.38 0.25 0.37
Change in nominal house price index, YoY growth < 13.21 0.19 0.17 0.65

Source: Commission services.

Table A10.1 reports results on optimal thresholds, signalling power, type | and type Il errors obtained by
applying the signals' approach (as explained in Annex Al) to individual variables describing the structure
of public debt financing, sovereign yield spreads and variables capturing banking sector vulnerabilities. In
all these cases, optimal thresholds of fiscal stress are determined (by relating the historical behaviour of
the variables to the time series of fiscal stress events, as explained in Annex A4). These variables are
notably used in the heat maps on government debt structure and government contingent liability risks (see
Chapter 5 and Annexes A1-A2) and in the table with financial market information reported in the country

statistical fiches (see Annex A2).
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