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This alert mechanism report (AMR) initiates the eleventh annual round of the macroecq
imbalance procedure (MIP). The procedure aims at detecting, preventing and correcting imbg
that hinder the proper functioning of Member State economies, tm®ic and monetary union g
the Union as a whole, and at eliciting appropriate policy responses. The implementation of the
embedded in the European Semester of economic policy coordination to ensure consistency
analyses and recommendatiomsde under other economic surveillance tools (Articles 1 and

Regulation (EU) No 1176/2011).

The AMR analysis is based on the economic reading of a scoreboard of selected ind
complemented by a wider set of auxiliary indicators, analyticdstand assessment frameworks, a|
additional relevant information, including recently published data and forecasts. This AMR incly
reinforced forwardlooking assessment of risks to macroeconomic stability and for the evoluti
macroeconomic imbalaes. The AMR also includes an analysis of the euro-arda implications of
the Member States macroeconomic imbalances.

The AMR identifies Member States for whicld@pth reviews (IDRs) should be undertaken to as
whether they are affected by imbalascin need of policy action (Article 5 of Regulation (EU)
1176/2011). Taking into account discussions on the AMR with the European Parliament and
the Council and the Eurogroup, the Commission will then prepare IDRs for the Member
concernedThe IDRs will be published in spring 2022, and will provide the basis for the Comm
assessment regarding the existence and severity of macroeconomic imbalances, and
identification of policy gaps.




EXECUTIVE SUMMARY

This Alert Mechanism Report is the second one marked by the COVIEL9 pandemic, as the
economy recovers from the crisis that hit suddenly and unexpectedly in 2020he COVID-19
pandemic caused an economic crisis unique in its severity. Following the disruptions in theffo$t hal
2020, an initial phase of the economic recovery was quick to materialise when containment measures
were eased across Europe. The deployment of vaccines marked a change in the economic outlook for the
better. While differences among Member States gierie efforts in dealing with immediate effects of

the economic shock are bearing fruit. The successful rollout of vaccinations, accompanied by an effective
and targeted containment strategy, brought a stronger revival of economic activity from sgfingrith
economic policy coordination has shifted to laying the foundations for a solid and inclusive recovery and
stronger resilience. According to the Commission autumn 2021 economic forecast, most Member States
are expected to close the distance to theicrisis output levels by the end of 2021, with only a few
countries closing it next year.

The pandemic struck as most imbalances were undergoing a process of correction amid favourable
macroeconomic conditions while new risks associated with signs ofesheating were emerging A
sustained period of economic growth over most of the past decade facilitated a gradual correction of
imbalances. These were related to high levels of private and publitcd@ltP ratios, which were the

legacy of both the globdinancial crisis and the buildp that preceded it. Large current account deficits

or buoyant credit growth had also been corrected, resulting in external debt being gradually reduced and
banking systems being strengthened. In more recent years, tldebedra a buildip of challenges and

risks associated with signs of overheating in some sectors in some countries after a continued economic
expansion, mainly at the level of house prices and cost competitiveness, especially in countries where
economic growh was more buoyant.

The pandemic interrupted the reduction in debtto-GDP ratios, while housing prices accelerated,
suggesting an overall aggravation of macroeconomic riskBnbalances related to high government and
private debt worsened, driven by theagp drop in GDP and the fiscal impact of the necessary measures
taken to address the COWI® crisis, protecting production capacities and limiting the employment and
social impact. House prices, which had already been buoyant, accelerated furtheraariskareseveral
countries, in particular where they are accompanied by a significant increase in mortgage debt. Thanks to
their strong capital ratios and high liquidity buffers, banks were able to keep providing credit to the
economy. However, secondurtd effects in the banking sector could materialise as protective measures
are lifted and the longeéerm impact of the pandemic on firm solvency works its way through the
economy. External accounts worsened in countries dependent onbordss tourism evenues.
Extended policy support helped contain unemployment and stabilised household incomes. As the
recovery takes hold, labour shortages and cost pressures are emerging in some countries, and substantial
wage increases are foreseen in a number of deantr

The swift and coordinated policy response to the pandemic cushioned its economic impact, and the
Recovery and Resilience Facility (RRF) provides a unique opportunity to emerge stronger from the

crisis. The general escape clause of the Stability armv@ Pact was activated right after the pandemic
outbreak, supporting national fiscal measures. Agreement on the State Aid Temporary Framework
enabled Member States to use the full flexibility foreseen under state aid rules. The European instrument
for temporary Support to mitigate Unemployment Risks in an Emergency (SURE) helped protect jobs.
Governments delivered unprecedented fiscal and policy support, and the European Central Bank (ECB)
implemented a broad range of measures to preserve financiaitytaid ensure the smooth functioning

of financial markets. As the recovery unfolds, the effective implementation of reforms and investment in
the recovery and resilience plans (RRPs) will help foster a durable recovery, strengthen resilience and
accelere EUOs green and digital transitions. The i mpl e
imbalances and mitigate macroeconomic riskise plans provide a unique opportunity to place the
Member States most affectéy the COVID19 crisison a sustainedigher growth path, which will

foster job creationmprove debt sustainability and help to rebalanceEtim@peareconomy as a whale



The horizontal analysis presented in the AMR can be summarised as follows:

1

The COVID-19 crisis has temporarily affectedexternal positions, but has not fundamentally
changed current account patterns.Countries with important crodsorder tourism sectors have
generally seen a marked increase in current account deficits or a reduction in their modest surpluses.
This is expeted to correct gradually with the recovery in travel. Some of the large current account
surpluses declined mildly in 2020, bringing the current account for the euro area as a whole in line
with fundamentalsHowever the data for the first half of 2021 sh@ marked increase in the euro

area current account surplus, driven mainly by a higher balance of trade in services. The euro area
current account is currently forecast to return to its 2019 level in,288é&cting continued subdued
domestic demandOveall, the largest changes in current accounts have been compositional: in all
Member States, the private sector has increased
net lending positions decreased markedly because of the impact of the AO\iandemic and of
measures taken to mitigate it. Several Member States with large negative net international investment
positions (NIIP) recorded a worsening of their current accounts in 2020, but the impact on their NIIP
to-GDP ratios is forecast to graally reverse.

The disruption of economic activity in 2020 led to large increases in unit labour costs, which are
expected to be partially reversed with the recovery, but labour shortages and cost pressures are
emerging in a number of casesUnit labour csts rose across the EU as a result of stable
employment headcounts despite sharply falling production, enabled by the various public job retention
initiatives, especially shotime work schemes, which favoured a reduction in hours worked rather
than emplgment levels. These effects are reflected in temporary reductions in headline labour
productivity in 2020. With the recovery, productivity is edging up and reversing part of the losses in
unit labour costs. In some countries though, wage increases argpigksometimes resuming trends

from before the pandemic. However, the labour market situation differs across sectors and countries,
and while in some cases employment has broadly recovered-toigiselevels, in others gaps remain
significant. In someases, increased reallocation between jobs, firms and sectors may continue in the
recovery and may lead to some permanent changes to the productive capacity of countries. In some
other cases, labour shortages are emerging, especially in countries lefesl dffethe crisis and amid

higher demand. In combination with other factors, such as rapidly rising energy prices, cost pressures
may turn significant and become a risk going forward.

A range of policy measures preserved jobs and production capacity durnthe crisis by
supporting private sector liquidity and solvency Support measures such as moratoria on debt
repayments and government guarantees for credit helped avoid private sector liquidity shortages
turning into solvency troubles at the beginningled COVID-19 crisis. Moratoria allowed a delay in

debt repayments, increasing the nominal debt stock and related interest burden. With the phasing out
of those measures, possible repayment difficulties may surface, especially in sectors more affected by
the crisis and among firms already vulnerable beforehand. In many countries, increases in both
corporate and households borrowing have been accompanied by increased net savings.

Corporate indebtedness increased in most EU countries in 2020, sometimes sharpgNew
borrowing to cover sudden revenue losses and liquidity shortages resulting from the pandemic
contributed to the increase in the corporate -tel@DP ratios on top of the effect of the sharp
recession. While significantly increased net credit fldasted until early 2021, their more recent
moderation could be both a sign of lower demantlich could be related to corporations using
accumulated liquidityor lower supply of credit.

Household borrowing has picked up as the recovery strengtheni 2020, higher household debt
to-GDP ratios were mostly due to the large fall in GDP. Credit flows at the height of the pandemic
were muted, mainly on account of a sharp fall in consumption loans. At the same time, many countries
saw increases in mortgadoans in the face of high real estate market activity and accelerating house
prices. Since early 2021, net credit flows have become more significant in several countries as the
recovery unfolds.



1 The COVID-19 crisis and the measures governments took tashion it have had a major impact
on government debt.The vital extensive support that governments have delivered has contributed to
redirecting part of the adverse economic impact of the pandemic away from households and firms,
protecting jobs and growtpotential. Government debd-GDP ratios have increased more in the
countries disproportionately affected by the recession, principally due to their tourism sectors. With
the recovery, debtio-GDP ratios are expected to stabilise and some have alreatdy staclining; but
overall governments are emerging from this crisis with clearly higher indebtedness. The supportive
fiscal stance and monetary policy measures have been mutually reinforcing in maintaining confidence
and stability. Borrowing condition®if governments have remained supportive despite their increased
financing needsboth due to monetary policy measures and lotgyen factors such as the excess of
savings over investmeint the euro area. In light of inflation developments, costs of dang have
tightened slightly but remain overall low. Borrowing costs have increased somewhat more for some
Member States outside the euro area with floating exchange rates. Some of them haagigithe
shares of debt denominated in foreign currenaglatively short debt maturities.

1 The pandemic has been accompanied by a further acceleration of housing pricéllowing
years of increases, house prices accelerated further in 2020 and the first half of 2021 and reached their
fastest growth rates sindbe global financial crisis. Various EU countries are displaying risks of
overvaluation. That raises concerns particularly where household debt is high or rising fast. The
growth of house prices has been driven by a variety of factors fuelling demandrsichining
supply. Supply constraints were already present before the pandemic and lockdowns exacerbated them
temporarily. The pandemic may have led to some structural changes in housing demand as the shift to
more remote working may change geographicedfguences. Financial conditions have been
accommodative and overall are likely to continue supporting elevated housing demand, while
household incomes growing with the recovery are likely to sustain further house price growth.

1 The banking sector has maitained strong capital ratios but profitability weakened in 2020 and
the full impact of the crisis on bank balance sheets magnly be visible with a delay Conditions
in the banking sector have improved considerably since the global financial crisis piigh leaffers
built up in the prepandemic years and capital ratios increased further in 2020, including due to
temporary regulatory limits on dividend payments. The impact of the C&¥IExisis on the banking
sector has been limitaanks to the strengeningof the sector achieved after the financial crisis and
due toextensive temporary policy measures such as credit guarantees, debt repayment moratoria or
temporary regulatory relaxation. Nqerforming loans continued decreasing in 2020, particuiarly
countries where they were sizeable and where banks disposed of legacy assets. However, the long
standing issue of low profitability remains. Moreover, the full impact of the crisis on asset quality,
profitability and capital buffers masgtill materiali® once the policy measures are withdrawn
Potential €edback loops between banks, sovereigns tardcorporate sectashould be closely
monitored.

While the impact of the pandemic has been mitigated by the decisive policy actidhe pandemic
exacerbateddivergences among euro area countriedMember States with a significant cressrder

tourism sector were most exposed to the economic impact of the CO&/IRandemic, leading to
divergent impacts on employment and growth. As these countries were alscatised by relatively

large public, private or external debts, this has led to a wider dispersion of indebtedness within the euro
area. Some of these patterns are linked to temporary factors, such as the impact of the travel restrictions,
but, despite theuccess of the decisive policy action in mitigating the widening of economic and social
divergences, the crisis risks leaving a legacy and entrenching divergences.

A large current account surplus persists for the euro area as a whole, which highlightsahthere is

room to sustain the recovery at the euro area aggregate levélhis would also contribute to a faster
reduction in imbalanceShe current account for the area as a whole has temporarily declined to a level
close to its fundamentals, but is projected to return tecpses levels above fundamentals. The outcomes
at Member State level vary very significantiyhe external rebalaging in the euro area is all the more
important given the limited room for additional monetary support to sustain demand



In light of the interconnections among euro area economies, an appropriate combination of
macroeconomic policies across Member Stadeis needed in order to sustain the recovery, while
correcting imbalances and addressing emerging risksAn economic expansion ieuro area het
creditor countriesincluding on the basis of supportive demand conditiamsild not only be beneficial

for these countries themselves, but also fatdebtor countriesas higher growth in the euro area
suppors growth and deleveraging as well as the improvement in external positions in the latter group of
countries. A withdrawal of the extraordinary policy sugigaken over the crisis timed to the adjustment
needswould help in that respect. Marked and lasting improvements in productivity and competitiveness
in netdebtor countries would also contribute to external rebalancing and help easing the debt bardens. A
effective use of instruments put in place at euro area and EU level, with effective implementation of the
necessary reforms and investment would Heftering a durable recovery and strengthening resiljence
including by addressing imbalances and enmgrgisks It will be crucial that Next Generation EU and
Multiannual Financial Framework (MFF) financing is fully absorbed and channelled to the most
productive uses. This woulthaximisethe economic impact of the fundsd contribute to balanced
growth

The full impact of the pandemic on imbalances will only be clear with a lag, as second round effects

may play out. On the corporate side, pockets of underlying financial vulnerabilities due to depletion of
equity following protracted losses and high debtsain. Some corporates could be affected by structural
changes that necessitate adjustments to their business models. The expiration of support measures may
lead to an increase in nqerforming loans and bankruptcies at least in the sectors most affgctied
COVID-19 crisis and among firms that were vulnerable prior to the crisis. This may take some time to
materialise, depending on the types of forbearances that may be offered to otherwise insolvent borrowers.
The ability of insolvency proceedings t¢tear existing impairments are important to ensure the flow of

new credit to the economy. Government provision of guarantees for corporate loans help to preserve
viable corporate entities, but if sizeable could also result in feedback loops betweenptratecand
government sectors, also affecting banks. Corporate balance sheet weaknesses risk having an impact on
the labour market, and by extension the ability of some households to repay their credit. Strong increases
in mortgage credit are an additionagk factor, particularly in the event of a correction in housing
markets. Likewise, a further deterioration of commercial real estate asset prices might also weaken the
financial sector.

Financing conditions will affect the evolution of imbalancesThe low interest rate environment has
enabled governments, corporations and households to take on higher debt and cushion the effect of the
pandemic, protecting jobs and production capacity. An increase in interest rates would raise the financing
costs of debin both the public and private sectors, increasing risks where financing needs are high.
Inflation has picked up markedly in the euro area and many other advanced economies since the
beginning of 2021. While the determinants of this pigkin inflation, ncluding the surge in energy

prices, appear mostly transitory, there is a risk that the duration may not be sliveors long as
financing conditions are not tightened, higher inflation can ease the debt burden. But a protracted increase
in inflation could result in tighter financing conditions and higher borrowing costs.

Developments in housing markets warrant close monitoringHigh house prices represent a risk,

particularly when combined with high household indebtedness, compounded by uncbdaimntarket

adjust ment s. This poses a risk for househol ds6 abi
interest rates could put additional pressure on mortgage repayment ability, withdineffects on the

banking sector. Continued price incsea as the recovery continues could feed into wage pressures and

drive higher mortgage borrowing. Housing affordability has deteriorated in recent years, with potentially

adverse macroeconomic consequences, linked to lower private consumption and latbitity;, ared a

diversion of credit away from productivignhancing investment.

Reducing the high levels of both government and private debt crucially depends on the recovery
developing into asustainedexpansion, which requires productive investmentA sustained recovery

hinges on a supportive policy stance and stigled withdrawal of the extraordinary policy support taken

over the crisis. Asustainedeconomicexpansion depends on strengthening economic and social resilience,
which requires the implemenitan of adequate reforms and investmemroductivityenhancing
investment is needed to drive growth in the medium term and to support structural transformations that
are needed to deliver the green and digital transitions amid demographic change. That is all the more



important as a number of aoimies are marked by high public and private debt and relatively low
potential growth, which makes reducing high levels of debt more diffitnlta situation of high
government debt improving the composition of expenditure and revenue is needed toheramtzce

from which public investment is delivered, as deleveraging, on the basis of a credible fiscal adjustment
strategy, is also necessary to ensure space to address any future crises. At the same time, private
investment may be hampered by corporatievkraging needs. The effective implementation oRR&s

has an important role to play in supporting public and private investment, thereby helping to overcome
the longterm impact of the pandemic and opening a path to stronger growth and resilieaagewh

RRF, in combination with European Structural and Investment funds, will promote an investment
recovery and their effective implementation will make the EU economy more sustainable, inclusive,
resilient and better prepared for the green andaligi@nsition, consistent with the Union objectives in

that regard.

The pandemic has highlighted the positive role of countecyclical discretionary fiscal policy,
supportive monetary policies and European coordination in responding to the economic crisishe
COVID-19 crisis has shown that sizeable discretionary fiscal reactions can be effective in mitigating the
immediate impact of a large shock, and successful in paving the way for a swift rebound. The immediate
national fiscal effort was buttressed blget use of flexibility existing within the EU regulatory
frameworks. The collective reaction fostered confidence. Monetary policy measures contributed to
preserving favourable financing conditions for all sectors of the economy throughout the pandemic,
undepinning economic activity and safeguarding mediemm price stability. The mutually reinforcing
effects of fiscal and monetary policies have been crucial for cushioning the impact of the crisis and
supporting the recovery. While monetary policy is expécto remain accommodative in the coming
years, the low interest rate environment and the recent edging up of inflation limit the possibility for
further monetary easing. Fiscal policy may thereby need to maintain a stabilisation role if downside risks
emeage while prudent budgetary policy in normal times creates confidence in the effectiveness of
budgetary policy in times of crisis.

Preventing and correcting macroeconomic imbalances remains essentidlirst, a weak economic
recovery could cause a spikedarporate bankruptcies leading to job losses as well as increased calls on
crisisrelated guarantees for corporate loans and a retrenchment of investment. Second, adverse economic
developments could accentuate the soverbmmk loops. Third, booming ass@nd house prices could
increase the vulnerability of the household sector due to unsustainable asset price booms. These risks can
adversely affect government debt sustainability, and limit the room for fiscal policy to respond to future
challenges. Unwiding the buildup of vulnerabilities will also help consolidate the recovery and
strengthen longerm growth. More similar economic structures and more synchrobisgidess cycles

will contribute to increasing the effectiveness of the common monetagypoli

By promoting an investmentrich recovery, the RRF will contribute to macroeconomic stability.

The effective implementation of thecovery andresilienceplans will make the EU economy more
sustainable, inclusive, resilient and better prepared fogiteen and digital transitions. It will also help
mitigate the risk of divergences within the EU as the RRF grants are targeted towards Member States with
lower GDP per capita, higher unemployment and hit the hardest by the CBVtilsis. Moreover, in
contrast to the years following the global financial crisis, higher public investment will support the post
pandemic recovery. RRF grants will fund highality investment projects and enable productivity
enhancing reforms, without giving rise to higher oasl deficit and debt ratios. These grants and other
sources of EU financing are estimated to boost public investment in Member States by an average of
about 0.5% of GDP per year in 2021 and 2022.

Preventing and correcting macroeconomic imbalances enharke Me mber St atesdé ability
to shocks and supports economic convergencenwinding or preventing the buidp of imbalances

will help consolidate the recovery and strengthen {@rgh growth. Countries with existing imbalances

need to resume theprepandemic trajectory of correction, supported by policies to bolster potential

growth. The reduction of imbalances can also yield positive spillovers across countries. Deeper economic

and financial integration and more synchronised business cyclescevittibute to increasing the

effectiveness of the common monetary policy especially in the case of euro area members, enabling it to

better respond to future challenges.



This AMR concludes that IDRs are warranted for 12 Member States: Croatia, Cyprus, Frace,
Germany, Greece, Ireland, Italy, the Netherlands, Portugal, Romania, Spairgand Sweden.These

Member States were subject to an IDR in the previous annual cycle of MIP surveillance, and were
considered to be experiencing imbalances (Croatia, Francma@gr Ireland, the Netherlands, Portugal,
Romania, Spain, and Sweden) or excessive imbalances (Cyprus, Greece, and Italy). The new IDRs will
assess how those imbalances have developed, analysing their gravity, evolution and the policy response
delivered byMember States, with the view to update existing assessments and assessing possible
remaining policy needs. Section 3 provides a summary of how those imbalances have evolved and section
4 elaborates on countgpecific information.

In addition, a number of Member States that were not subject to an IDR in the previous round

display developments that merit particular attention. Slovakiais marked by strong house price

growth alongside a sustained albeit slowing increase in household borrowing. Exports kadlymar
concentrated in a few specific sectors and there have been cost competitiveness losses, but export market
shares have so far not been adversely affected. In the ddsegdry, the interplay between government
borrowing and external financing in artext of significant debt exposure in foreign currency merits
attention. House price growth has been strong. Cost competitiveness pressures are mounting, but export
market shares have so far not been adversely affected.

There is also the need to monitothe development of risks in other Member States, in many
instances linked to housing marketsin the case of Denmark and Luxembourg, developments in the
housing market point to a builgp of risks. While changed preferences, supportive financial conditions
and supply constraints may sustain house price growth, the risk of a downward correction, with potential
implications for the wider economy, cannot be dismissed. Czechia is marked by strong house price
growth and persistent cost competiveness losseshthat been significant for some years. In Malta,
growing private debt combined with weaknesses of the insolvency framework create particular
vulnerabilities. Monitoring and surveillance should follow developments closely in these six Member
States and asdain whether they are consistent with and conducive to macroeconomic stability. The
balance of risks does not at present point to a need for an IDR. Section 4 provides more information on
countryspecific developments.



1 = THE MACROECONOMIC C ONTEXT AND EVOLUTIONDF
IMBALANCES IN THE ERO AREA

The economic backdrop

This AMR is prepared against the economic backdrop of the COVIBL9 pandemic. The initial

impact of the pandemic was a sharp recession, as restrictive measures to contain the spread of the virus
had a marked impact on economic activity in 2020. The result was a GDP retraction of 5.9% in the EU
and 6.4% in the euro area in 2020,hwibnsiderable variation across countries. Some countries recorded
falls at around or over the douldé@it mark and others experienced mild recessions. The improving
health situation enabled an easing of containment from the second quarter of 2020, theam&covery.
Different waves of the pandemic drove an uneven recovery until early 2021. Foatrofivaccinations,
accompanied by an effective and targeted containment strategy, as well as extensive public support
measures enabled higher mobilitydasa strongethanexpected revival of economic activity from spring

2021. Overall, the Commission autumn 2021 economic forecast expects GDP to grow by 5% in both the
EU and the euro area in 2021 and by 4.3% in 2022. Most Member States are forecasttie dissence

to their precrisis output levels by the end of 2021, with only a few countries closing it next year (Graph
1.1a).(H

While the impact has been mitigated by the decisive policy actiothe pandemic exacerbated
divergences among euro area countrieghis reflects the uneven toll of the pandemic and differences in
econanic structures. Contadbtensive services have been more adversely affected by the restrictions
than manufacturing. This has resulted in a wide divergence in the economic performance, both within and
across countries. Countries that have substantial-basier tourism sectors, and have been particularly
affected by the mobility restrictions, experienced shatipanaverage GDP contractions alongside
substantial deteriorations of their external accounts. This is the case for Greece, Portugal ancdh&pain. T
recession has also hit hard countries with high domestic debt such as France and Italy (s&el Gyaph
Those are also countries with some of the highest private, government or external debts in the EU. The
recovery is forecast to be slower in some of these countries.

An exceptional policy response has been crucial for cushioning the impact of the COUD® crisis

and for supporting the recovery, while having a positive impact on macroeconomic stability.
Governments have delivered unprecedented fiscal support in orgeotert jobs and incomes and
support businesses, reducing the risk of corporate bankruptcies. Moratoria were provided for tax
payments and debt repayments by households and corporations, and government guarantees were
provided for bank loans. As a resititt,2020, household gross disposable income was essentially constant

in the EU as a whole despite the marked recession. The EU's unemployment rate rose by just 0.4
percentage points and corporate bankruptcies were very contained, as much of the imphsbrbesi

by governments.

An unprecedented coordination of policy responses took place at EU lev&he general escape clause

of the Stability and Growth Pact was activated right after the pandemic outbreak, supporting fiscal
measures. Agreement on the 8tétid Temporary Framework enabled Member States to use the full
flexibility foreseen under state aid rules. The European instrument for temporary support to mitigate
unemployment risks in an emergency (SURE) protected labour markets. The Coronaviruss&®espon
Investment Initiatives (CRIl and CRII plus) and REAEU mobilised and topped up cohesion policy
funds to support the public health sector, enterprises and the most vulnerable population. Financial
instruments were made available by theropean Stabity Mechanismand the EHropean Investment

Bank The effective implementation of reforms and investment Recovery and Resilience Facility (RRF)

() European Commission, Europed&conomic Forecast Autum@021, Institutional paper 160, November 2021. See also
CroitorovO. etal( 202 1) , AiThe macroecodA®mipa nidrepm ct i|iQuartedhp Report@Otttd 2 r e a 0
Euro Areg DG ECHN, European Commissigivol. 20, No 2, Part.|



will help make the EU economy more sustainable, inclusive, resilient and better prepared for the green
and digitaltransition, consistent with the Union objectives in that regard.

A concerted global monetary policy response led to accommodative financial condition$he
European Central Bank (ECB) implemented a broad range of measures to preserve financial sthbility a
ensure the smooth functioning of financial markets. It provided additional liquidity for banks, eased
collateral requirements, and undertook substantial additional purchases of public and private sector assets.
The accommodative monetary policy stanoelerpinned benign financial market sentiment and helped
avoid a credit crunch, and valuations in many bond and stock markets surpaspaddamic levels.
Together with longeterm factors, including the excess of savings over investment in the euro area
amongst others, high market liquidity ensured low sovereign borrowing costs, in some cases even lower
than before the onset of the crisis and spreads within the euro area narrowed. Expectations of a strong
recovery added to the positive sentiment in theketa, reinforced by the breakthrough in vaccine
developments in autumn 202

Financial conditions remain at historical low levels but signs of tightening should be monitored.
Although sovereign bond yields have risen slightly in 2021, they typically remeli below historical
averages. Governments with the strongest ratings enjoy negative ctcelmge interest rates on their

debts, while some increases have occurred in a number of Member States especially outside the euro area.
Easy, albeit slightlytightening, financing conditions have been evident in corporate bond markets and
bank lending rates have been at or close to record lows in the EU. The euro appreciated in the second half
of 2020 before receding somewhat, and this was mirrored by thenceseof a few noruro area
members.

Inflation picked up in 2021 but the increase is expected to be mostly transitorjeadline inflation in

the euro area rose to a igear high in recent months, following beldarget inflation over almost a
decade. Ifiation has been above targets in a number ofewi area Member States. Energy price
increases have been a major contributor to the increase, with core inflation increasing less.-jpénpick
inflation is expected to be mostly transitory, although metessarily shoitved. Some frictions tied to

the transition away from fossil fuels may take a while to resolve. The economic reopening has brought a
marked increase in demand but activity is constrained by supply bottlenecks. Sorteqags of risig

costs to some consumer prices is likely, although its extent is uncertain, and reduced profit margins may
absorb some of the increase. The risks of sustained inflation dynamics currently seem contained, as
inflation expectations in the euro area remaell\anchored and broadly reflect a return to-paademic

trends. However, structural adjustments, including the reaction of consumption patterns to the pandemic
and industryspecific skills shortages, may affect relative prices and wages, which maysanéation
volatility. A protracted increase in inflation could lead to changes in the timing of the normalisation of
monetary policy and result in tighter financial conditions and higher borrowing costs.

The EU economy is recovering faster than anticigad but the economic outlook remains uncertain.

Across the EU, successful vaccination campaigns have reduced the need for strong containment measures
to address future infection waves. Globally, pandemiated risks remain relevant due to lower
vaccinaton roll-out. Trade is still recovering from the pandesimiduced restrictions and it has been
dampened by supplyide bottlenecks, which affect activities highly integrated in global value chains.
Lasting reorientations of value chains generate costsmag bring risks as well as opportunities for EU
countries. The erosion of firmsé profitability and
This can detract from the recovery, and hamper corporate deleveraging. The withdrawal of policy support
may trigger a repricing of risk. Uncertainty could heighten volatility in financial markets with adverse
effects on financial and real estate asset prices given a general decoupling of securities prices from
economic fundamental€) (°) () On the upsid, faster progress in controlling the pandemic worldwide

(» European Securites and Markets  Authority (2021), ESMA Risk Dashboard, 3 June 2021.
https://wwwesma.europa.eu/sites/default/files/esm&68-1761 risk_dashboard_no_1 2021.pdf
(® Tightening of monetary policy bthe Fed could also affect financing conditions of the euro area corporate sector, especially as

gl obalisation has altered the transmission mechanism of monet a
has a sizeable impact on foreign fingh variables such as corporate bond spre@@s6é Zor z i M. et ali (2021), M
Fed spillovers are stronger and mor e encondf alSAprl 2021, t han t he |

https://www.ecb.europa.eu/pub/econosreésearch/resbull/2021/html/ecb.rb210415~8639b73bb6.en.html
() See also IMF (2021), Global Financial Stability Report, October 2021.



https://www.esma.europa.eu/sites/default/files/esma50-165-1761_risk_dashboard_no_1_2021.pdf
https://www.ecb.europa.eu/pub/economic-research/resbull/2021/html/ecb.rb210415~8639b73bb6.en.html

and the implementation of ambitious and coordinated reforms and investment across the EU could pave
the way for a sustained recovery.

The strong recovery is supportive of macroeconomic stability busecond round effects from the
recession may come with a lag and still pose risk&mid strong GDP growth, high government and
private sector debt ratios have stabilised or are slightly declining in most EU countries after increasing
markedly last year. T removal of policy support will inevitably expose potential underlying
vulnerabilities in industries and areas most affected by CEGMDThe lifting of moratoria on debt
repayments could lead to debt servicing difficulties for firms and householdsesmitl in corporate
insolvencies and unemployment. The interlinkages between sovereign and private debts and the financial
sector are a mechanism for the transmission of risks. A deterioration in government and private asset
quality may affect the balancéeets of financial institutions, whose low profitability has fallen further
under the pandemic. Difficulties in servicing debt may reduce investment, household incomes and
consumption, dampening economic growth and undermining deleveraging. The panden@d tma
deterioration of cost competiveness in a number of countries with strong labour cost increases already
before the crisis, which are in some cases forecast to continue. House prices are growing at their fastest
pace in over a decade, uninterrupt@ even reinforced during the pandemic. Unlike the increases in
indebtedness, the economic recovery is unlikely to lead to a correction in housing prices, although some
shortterm supply difficulties may ease. Accelerating house prices are a concamadooeconomic
stability especially when accompanied by high household debt and strong credit growth. Worsening
housing affordability can have economic costs by reducing consumption and undermining labour
mobility. At the same time, real estate and otheegagrice corrections could lead to a deterioration of
balance sheets of financial institutions.

Graph 1.1:  GDP in relation to pre -pandemic levels and pre  -crisis debt levels and the COVID -19 recession
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Source: AMECO, Eurostat and European Commission 2021 autumn economic forecasts

Spill-overs and euro area adjustment issues (%)

The COVID-19 crisis has exacerbated imbalances within the euro are@he majority of the countries

that were most affected by the COVID crisis were those that entered the pandemic with higher
government, private sector or external debt, in some cases compounded by low potential GDP growth.
The COVID-19 crisis has markéyl affected the external positions of rbtor countries with large
tourism sectors with more limited effects on other countries' external accounts. Some of the countries hit

(®) More attention to thesuro area dimension of imbalances was proposed in the 22 JuneRidtACompletingE ur ope & s
Economic and Monetary Unidiby JearClaude Juncker, Donald Tusk, Jeroen Dijsselbloem, Mario Draghi and Martin Schulz.
The role of interdependencies and systeimiplications of imbalances is recognised in Regulation (EU) No 1176/2011, which
defines imbalances with reference to "macroeconomic developments which are adversely affecting, or have the potential
adversely to affect, the proper functioning of the ecoynof a Member State or of the economic and monetary union, or of the
Union as a whole.The analysis contained in this report accompanies the assessment provided in the European Commission
Staff Working Document "Analysis of the Euro Area economy”, ace@mying the Commission Recommendation for a
Council Recommendation on the economic policy of the euro area
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hardest by the recession are recovering fast but the recovery in othersrésgirag more slowly. This
suggests that economic growth may contribute less to addressingeitdekl imbalances, at least in the
near future, and highlights the importance of effective reforms and investment to address structural
weaknesses and boost@atial GDP going forward?®)

The euro area trade balance increased slightly in 2020 as output declined in tandem with falling
demand. Both exports and imports of goods and services declined in 2020. The surplus of trade in goods
strengthened, largely pported by lower energy prices, while the services surplus fell, mainly due to the
fall in international travel. Overall, this paused the reduction in the euro area trade surplus that started in
2017. The trade balance is forecast to expand slightly il 20@ remain broadly constant in 2022
(Graph1.2). In 2021, despite the still sizeable output gap, euro area core inflaticdiirfleeaflation
excluding energy and unprocessed food) is expected to pick up while remaining below the headline
inflation target.

Graph 1.2:  Euro area output, domestic demand, trade balance and core inflation
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Source: AMECO and European Commission autumn 2021 economic forecast.

The euro area current account surplus contined its gradual decline in 2020 to the level consistent

with that suggested by euro area fundamentals but is increasing again in 2024.2020, the euro area
current account recorded a surplus of 2% of GDP (Gtaph). (") Despite the slight increase of the trade
balance, slightly lower income balances brought about the small decline of the current account. Both the
headlne and cyclicallyadjusted current accounts that equalled 1.6% of GDP came close to the current
account norm that reflects the euro area's economic fundamentals, estimated at 1.7% (&f GaP.
reflected domestic demand holding up better than in madéetpartners. However, data for the first half

of 2021 show an increase in the euro area current account surplus, driven mainly by a higher balance of
trade in services. Overall, the euro area current account is currently forecast to return to itse2049 lev
2021. This reflects a return of the difference between GDP and aggregate demand tpdtslpneic

level, and thus thpersistency ofubdued domestic demaf@raphl.2).

(%) See also E. MyermansV. Rutkauskas and V&imons(2021) ,Thefuneven impact of the COVADO pandemic across the euro
ared, Quarterly Report orthe Euro AreaDG ECFIN,European Commissioivol. 20, No 2, Part Il

(") The euro area current accownirplusmentioned and usetkre is takefrom euro area balance of payments statistics, which is
consistent with the current accounts Member Statesrtrefisa-vis partners outside of the euro area (under theaBed
"community concept"). This figure may differ from the sum of Member State headline current account balances, due to
asymmetries in the intrauro area balances reported by the differatibnal statistical institutes.

(®) The IMF model estimate of the euro area current account norm comes at 1% of GDP (sc20B0F (2021External Sector
Report August2021) which would imply a gap of 0.8% of GDP to the cyclicadlyjusted current acoot (which equals 1.8%
of GDP in their report). However, after making adjustméamtghe transitory impact of the COVHIO crisisthe estimated gap
is reduced to 0.6%.
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Graph 1.3:  Euro area current account by countries; and net lending and borrowing by sectors

a: Euro area current account b: Euro area net lending / borrowing by sector
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Source: Eurostat Balance of Payments, AMECO, and European Commission autumn 2021 economic forecast.

In 2020, the main changes to the external balances were sectoral rather than geographiciie

current accont surpluses of the largest contributors to the euro area surplus, Germany and the
Netherlands (Graph.3 a), declined drther in 2020. The positive contribution by ltaly, as well as the
negative contribution from France increased somewhat. The increase in the euro area surplus in the first
half of 2021 was largely driven by a surge in the current account of Ireland. Thrébations from

Germany and the Netherlands to the euro area surplus also grew and returned to their 2019 levels. The
share of Il'tal yods surplus further increased and
composition of the euro area surpluscigrently forecast to remain broadly stable going forward. By
contrast, the sectoral contributions to the external balance changed substantially in 20201 &oaph
Increased savings by households and, to a lesser extent, corporations, were offset by strong expansionary
fiscal policies. Private sector net lending is forecast to further expand in 2021, driven primahly by
corporate sector and despite a fall in precautionary savings and an increase in consumption by
households. Government net borrowing is forecast to remain almost unchanged, with the large increase in
the German deficit strongly contributing to the krguro area net government borrowing (Grap}.
Government positions are expected to narrow substantially in 2022 (seé&Sedton 2.4on the
government secthprAs a decline of similar magnitude is forecast for the private sector net lending, the
external position is projected to remain stable.

Graph 1.4:  Geographical distribu tion of the euro area government sector net borrowing
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Policy response

The pandemic has highlighted the positive role oftounter-cyclical discretionary fiscal policy,
supportive monetary policies and European coordination in responding to the economic crisishe
COVID-19 crisis has shown that sizeable discretionary fiscal reactions can be effective in mitigating the
immediae impact of a large shock, and successful in paving the way for a swift rebound. The immediate
national fiscal effort was buttressed by the easing of the EU regulatory frameworks. The collective
reaction fostered general economic confidence. Monetargypafieasures contributed to preserving
favourable financing conditions for all sectors of the economy throughout the pandemic, underpinning
economic activity and safeguarding mediterm price stability. The mutually reinforcing effects of
fiscal and monety policies have been crucial for cushioning the impact of the crisis and supporting the
recovery. While financing conditions are set to remain supportive, the low interest rate environment and
the recent edging up of inflation limit the possibility forther monetary easing. Fiscal policy may
thereby need to maintain a stabilisation role if downside risks emerge while prudent budgetary policy in
normal times creates confidence in the effectiveness of budgetary policy in times of crisis.

Preventing and @rrecting macroeconomic imbalances remains essentiakirst, a weak economic
recovery could cause a spike in corporate bankruptcies leading to job losses as well as increased calls on
crisisrelated guarantees for corporate loans and a retrenchment stimeve. Second, adverse economic
developments could accentuate the soverbamk loops. Third, booming asset and house prices could
increase the vulnerability of the household sector due to unsustainable asset pricg®ddrase risks

can adversely &ct government debt sustainability, and limit the room for fiscal policy to respond to
future challenges. Unwinding the builgh of vulnerabilities will also help consolidate the recovery and
strengthen longerm growth. More similar economic structureglamore synchronisedusiness cycles

will contribute to increasing the effectiveness of the common monetary policy.

Reducing the high levels of both government and private debt crucially depends on the recovery
developing into asustainedexpansion, whid requires productive investment The former hinges on

a supportive policy stance during the recovery and atimeld withdrawal of the extraordinary policy
support taken over the crisis. The strength of the expansion depends on boosting the economic
fundamentals, which requires the implementation of adequate reforms and investment. That is all the
more important as a humber of countries are marked by high public and private debt and relatively low
potential GDP growth. That makes reducing their debt msdwore difficult and calls for a credible

return to prudent mediwterm positions when economic conditions allow.

In light of the interconnections among euro area economies, an appropriate combination of
macroeconomic policies across Member States meeded in order to sustain the recovery, while
correcting imbalances and addressing emerging risksAn economic expansion ieuro area nhet
creditor countriesincluding through supportive demand conditionsvould not only be beneficial for

those countrieshemselves, butlsofor netdebtor countries, as higher growth in the euro area swpport
growth and deleveraging as well as the improvement in external positions in the latter group of countries.
A withdrawal of the extraordinary policy support taken other crisis timed to the adjustment needs
would help in that respedilarked and lasting improvements in productivity and competitiveness-in net
debtor countries would also contribute to external rebalancing and help easing the debt burdens. An
effective se of instruments put in place at euro area and EU level, with effective implementation of the
necessary reforms and investment, would help fostering a durable recovery and strengthening,resilience
including by addressing imbalances and emerging .rigkwill be crucial that Next Generation EU
financing is fully absorbed and channelled to the most productive uses. This would both strengthen the
economic impact of the funds and prevent the risk of an excessive growth-tshdahle activities and
externalimbalances in countries where EU funds inflows account for a large share of GDP.

By promoting an investmentrich recovery and strengthening resilience, the effective
implementation of reforms and investment under the RRF will contribute to macroeconomic
stability. The effective implementation of thhecovery andesilienceplans will make the EU economy
more sustainable, inclusive, resilient and better prepared for the twin transitions. It will also help mitigate

(® Eur opean Co mmilngpact of macroeroddnik Xevelofiments on fiscal outcaniReport on Public Finances in
EMU, Institutional Paper, 133, Part IlI.
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https://ec.europa.eu/info/sites/default/files/economy-finance/part_iii_impact_of_macroeconomic_developments_on_fiscal_outcomes.pdf

the risk of divergences within the EU d®tRRF grants are targeted towards Member States with lower
GDP per capita and hit the hardest by the COXY®Dcrisis. By supporting potential growth, the
implementation of the RRPs could improve debt sustainability, especially in Member States facing the
highest fiscal risks and too high private debts. Moreover, in contrast to the years following the global
financial crisis, higher public investment will support the gmtdemic recovery. RRF grants will fund
high-quality investment projects and enabledrctivity-enhancing reforms, without giving rise to higher
national deficit and debt ratios. These grants and other sources of EU financing are estimated to boost
public investment in Member States by an average of about 0.5% of GDP per year in 20222and 2
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2 = IMBALANCES, RISKS KD ADJUSTMENT: MAIN
DEVELOPMENTS ACROSEOUNTRIES

2.1. ASNAPSHOT OF HE SCOREBOARD OUTCOMES

The AMR builds on an economic reading of theMIP scoreboard of indicators, which provides a

filtering device for detecting prima facie evidence of possible risks and vulnerabilities The
scoreboard includes 14 indicators with indicative thresholds in the following areas: external positions,
competitveness, private and government debt, housing markets, the banking sector, and employment. It
relies on data of good statistical quality to ensure data stability and-aoosfy consistency. In
accordance with the MIP regulation (Regulation (EU) No 120%1), the role of the Commission is to
undertake an economic reading of the scoreboard values that enables a deeper understanding of the
overall economic context and taking into account couspmcific considerations; the scoreboard
indicators are not beead mechanically®) A set of 28 auxiliary indicators complements the reading of

the scoreboard.

In addition, this report uses forecasts, nowcasts and higlequency data to better gauge the
possible evolution of risks for macroeconomic stabilityTheofficial AMR scoreboard contains data up

to 2020. Given the significant uncertainty around the full impact of the C&@IRrisis, this report
includes a forwardooking assessment of the potential implications of the crisis for macroeconomic
stability andthe evolution of existing macroeconomic imbalances. That is in line with the approach
pursued in the AMR published in November 2020. Values of scoreboard variables for 2021 and
subsequent years have been estimated using Commission forecast data ang aogvbased on-year

data (see Annex 1 for details). There is substantial uncertainty underlying those forecasts and it is
necessary to bear this in mind in order to uphold the principles of transparency about analysis and data
used, and prudence on tleenclusions. In addition, as in previous years, insights from assessment
frameworks, as well as findings in existing IDRs and relevant analyses, are also taken into consideration
in the AMR assessment.

The scoreboard data suggest that the recent correctioof stock imbalances has been interrupted
with the COVID -19 crisis, while risks of overheating mainly related to housing markets may have
become more widespread.Counting the instances of values outside the thresholds in the AMR
scoreboard over the yeamveals the following (Graph.1.1)

1 The economic expansion between 2013 and 2019 helped reduce private and governne/@Ebt
ratios, which was reflectein a falling number of Member States exhibiting debt ratios beyond the
thresholds until 2019. The COVHDO crisis interrupted this reduction and more countries have
recorded, or are expected to record, readings of private and government debt abaeshbklth

91 Higher house prices have led to a growing number of country readings being above the relevant
thresholds in recent years. That pattern became clearly more visible in 2020 with more countries
exceeding the threshold.

9 Unit labour cost (ULC) growtibased on cumulative changes over 3 years) had been above the
thresholds in a number of cases before the COIAxrisis and ULC further grew sharply in 2020.
This was mostly driven by a mechanical effect of a much lower productivity due to reducey activi
a context of significant labour hoarding. ULC growth is expected to slow down as the recovery should
allow headline productivity to revive. Readings beyond the real effective exchange rate and export

(*9 On the rationale underlyindné construction of the AMR scoreboard and its reading see European Commission'{@6.6)
Macroeconomic Imbalance Procedure. Rationale, Process, Application: A CompgnHiumopean Economy, Institutional
Paper 039November 2016
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market share thresholds became more numerous 20 B0t are expected to unwind relatively
quickly.

1 A significant number of Member States has current accounts readings (basgdama8erages) that
continue to surpass either the upper or the lower thresholds. In recenttgesshave been more
counties with current account surpluses in excess of the upper thresfaidcountries witleficits
beyond the lower threshold. The COVID crisis has not fundamentally changed current account
patterns, although a few more countries have marginally crobsetthresholdg(*!) The recovery is
expected to help reduce the number of cases of very negative net international investment positions in
terms of GDP, which would mean a resumption of-gaademic trend of improving external
positions.

1 The crisis is showig an impact on the labour market. While unemployment rates have remained
overall contained, activity rates have declined and crossed the respective threshold in a few Member
States amid more people leaving the labour markets, which is also behind theeoni@ed
increases in headline unemployment rates. Heng and especially youth unemployment are
exhibiting their usual high sensitivity to changes in the labour market situation.

The rest of the AMR looks closely into these and other related issues.

Graph 2.1.1: Number of Member States recording scoreboard variables beyond threshold
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Note: The number of countries recording scoreboard variables beyond relevant thresholds is based on the vintage of the

scoreboard published with the respective annual AMR. Possible ex-post data revisions may imply a difference in the number

of values beyond thresholds computed using the latest figures for the scoreboard variables compared with the number

reported in the graph above. For the approaches followed for the f orecasts of the scoreboard indicators in 2021 and 2022,

see Annex 1. Forecasts for the following indicators are performed for 2021 only: House prices, Private credit flow, Private d ebt,
Financial sector liabilities, Long -term unemployment, Youth unemployme nt.

Source: Eurostat and Commission services calculations (see Annex 1)

(*) The increase in theumber of Member States with current account readhngsidethe thresholdbetween 2019 and 2020 data
vintages observed in Graghl.1lis mostly due to data revisions.

16



2.2. EXTERNAL SECTORND COMPETITIVENESS

2.2.1. EXTERNAL SECOR

The current accounts ofseveral Member States that have been marked by large stocks of external
liabilities were adversely affected by the COVIDB19 crisis, while the current account surpluses of
several countries remained largeAcross the EU, current account balances movedfiardnt directions

during 2020, with countries that rely heavily on exports of travel services experiencing strong
deteriorations in their current accounts. This included Croatia, Cyprus, Greece, and Malta, and to a
smaller extent, Portugal and Spain (Gr&p2.1). With the exception of Malta, all of them were marked

by large stocks of external liabilities before the COMI® crisis. Conversg) considerable improvements

in current accounts have been recorded in Czechia, Latvia, Lithuania and Poland, mainly on account of
higher trade balances, but also supported by rising investment income balances, amid reduced foreign
i nvest or s 6 ciisis.dargeeurréenhaccoumtesurpluses/edeclinedduring the pandemic in
GermanyDenmark andn particularin the Netherlandqutthey remain sizeablén the case of Slovenia,

the current account surplus increased further. Lower energy prices during 2020 increased the current
accounts of nearly all Member States.

While changes in external balances remained mostly limited and temporary given the magnitudé

the economic shock, there has been a big shift
flows. Households increased their savings for precautionary reasons and because of limited consumption
possibilities, while corporates typically redudéeir investment amid uncertainty, leading to increases in

the net lending/borrowing positions of private sectors (GaglB8a, b and c). Converige governments
intervened to support the economy in the crisis, while simultaneously facing lower revenues, leading to
large government net borrowing in all EU countries. The large sectoral swings broadly offset each other

and so did not induce substahta c hanges in the countriesédé overal

most Member States.

Graph 2.2.1: Current account balances and benchmarks in 2019 and 2020

15

10 o

Z ==HE°%§H é@&ﬁ(gj@é@ﬁélgezﬂeig

o
5 -4
O —
s 5
X
-10
o
-15
-20
-4 = w oW T w k= = w 4 - @ 4 N W X
o s¥EREESODETEE2E2Hz2EE0228% a0 06 35
Euro area Non-euro area
= Current account (CA) 2019, BoP m Current account (CA) 2020, BoP OCyclically-adjusted CA 2020
@CA norm 2020 =NIIP-stabilising CA 2020
Note: Countries are ranked by current account balance in 2020. Current account norms: see footnote 1 2. Cyclically -adjusted
current account balances: see footnote 1 5. The NIIP-stabilising current account benchmark is defined as the current account
required to stabilise the NIIP at the current level over the next 10 years or, if the current NIIP is below its country -specific

prudential threshold, the current account required to reach the NIIP prudential threshold over the next 10 years.
Source: Eurostat and Commission services calculations.

The current accounts of three Member States were belowhe lower MIP scoreboard threshold,
which reflects the threeyear average, in 2020The large current account deficit of Cyprus continued
deteriorating in 2020 reachind0.1% of GDP mainly on account of reduced international tourism but
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also due to deepiamy of the primary income balance deficit. Its thyear average moved further below

the MIP threshold. The current account is below its norm as well as below the level required to bring the
NIIP at the prudential benchmark over the next 10 y€&)g*®) The current account of Romania
maintained its steady downward trend by recording a marginal declife®@4of GDP, which slightly
increased the gap to the respective norm. While the current account of Ireland eQualtedf GDP in

2020, the 3year aveage came out close 6%, driven by an exceptionally large deficit in 20(9)

In 2020, four Member States had current account surpluses exceeding the upper MIP threshold.

That has been the case for Denmark, Germany, and the Netherlands for neartjea Beeaurpluses in
Denmark and Germany equalled 8.1% and 6.9% of GDP respectively in 2020, down compa?€d Svith

and the surplus of the Netherlands fell from 9.4% to 7% of GirtRen also by the activities of
multinational corporationsWhile the Darsh surplus declined as a result of a lower trade balance, in
Germany and the Netherlands falls were driven mainly by a lower investment income balance. The high
surplus in Slovenia expanded from 6% to 7.4% of GDP during the crisis, amid higher tradavesny p
income balances. Surpluses in all four countries remained substantially above their respective current
account norms and the NHRabilising current account benchmarks.

The current accounts of most other EU countries exceeded their countgpecific levels suggested

by fundamentals in 2020, with some notable exceptionBoth headline and cyclicallgdjusted current
accounts were above, or close to current accounts justified by fundamentals, as well as above the NIIP
stabilising current accounts in stoMember States (Grapgh2.1). (*%) Notable exceptions were Greece

and Portugal, with current account outturns below both the norm arishthece needed to reach the
prudential NIIP over 10 years. For both countries, and especially for Greece, the Q9¥iBis caused

a considerable decline in their current accounts, whictstradgthened significantly in previous years.

The current account deficits of countries with substantial cros$order tourism sectors are forecast

Graph 2.2.2: Evolution of current account balances
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(*3» Current accounts in line with fundamentals ("current account norms") are derived from rémtuceegressions capturing the
main determinants of the saviniyestment balance, including fundarteirdeterminants, policy factors and global financial
conditions. See L. Coutinho et al. (2018), "Methodologies for the assessment of current account benchmarks", European
Economy, Discussion Paper 86/2018, for the description of the methodology forntpetation of the fundamentadased
current account used in this AMR; the methodology is akin to S. Phillips et al. (2013), "The External Balance Assessment
(EBA) Methodology", IMF Working Paper, 13/272.

(*3 NIIP prudential thresholds are determined frdva maximisation of the signal power in predicting a balance of payment crisis,
taking into account countrgpecific information summarised by peaipita income. For the methodology for the computation of
NIIP prudential thresholds, see A. Turrini and Sugmer (2019), "Benchmarks for Net International Investment Positions",
European Economy, Discussion Paper 097/2019.

(* In 2019, the current account deficit amounted19.9% of GDP Large volatility of external sector data for Ireland is strongly
linked to activities of multinational enterprises.

(*) Cyclically-adjusted current account balances take into account the impact of the cycle by adjusting for the domestic output gap
and that in trading partners, see M. Salto and A. Turrini (2010), "Compaitergative methodologies for real exchange rate
assessment”, European Economy, Discussion Paper 427/2010.
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to slowly improve over 2021 and 2022, while the largest surpluses are mostly but not always
expected to mildly decline(Graph2.2.2. Going forward,a gradual recovery of international travel is
expected, which could, however, be uneven and remain incomplete by the forecast horizon (see Box 1 on
tourism). It will lend support to improvements in the current accounts of countries strongly relying on
tourism exports, most notably Croatia, Cyprus and Greece. Yet the large current account deficit of Cyprus
is expected to improve only slowly. The current account of Romania is forecast to further worsen.
Conversely, the volatile current account of Irelandriggxted to record large surpluses over the forecast
period. The large surpluses of Denmark, Germany and Slovenia are forecast to decline, even if only very
mildly in the case of Germany, while the surplus of the Netherlands is forecast to reboundytdtsiearl
2019 level by 2022.

From the savings and investment perspective, the contribution of different sectors to external
positions is not expected to change substantially in most Member Staté&hile private sectors are
expected to mostly remain net lenglegovernments are projected to stay net borrowers in 2021 (Graph
2.2.3d). Within private sectors, the net lending positions of corporationsoezeafst to increase in most
Member States, and that of households to decline somewhat. On average, governments' net borrowing is
expected to decrease mildWithin public sectors, the net lending positions of Member States with a
high current account surs will have an impact on their external position.

Graph 2.2.3: Net lending/borrowing by sector in 2019  -2021
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Source: AMECO and European Commission autumn 2021 economic forecast.

During 2020, the net international investment positions (NIIPsvorsened in most large netebtor
countries, while they mostly improved in those with large positive positiongAfter having increased

in all but four EU countries in 2019, there were considerable -cmsstry differences in NIIP
developments during 202@;th the NIIPs of nearly half of the Member States declining. In 2020, there
were ten EU countries with NIIPs below the scoreboard thresheRb#6 of GDP, one less than in 2019.
In all those cases, for 2021, their positions are expected to remain tleavethe NIIPs suggested by
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fundamentals, and in six of them the NIIPs are projected at levels below the prudential thresholds (Graph
2.2.4. (*9 Large negative NIIPs are mainly forecast to improve. In the medium term, three Member
States with NIIPs below the85% mark in 2020 are expected to surpass it. Large positive NIIPs are
projected to further increase or raim broadly stable.

Graph 2.2.4: Netinternational investment positions (NIIP) 2019  -2022, 2025, and benchmarks in 2021
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and MT are out of scale.
Source: Eurostat and Commission services calculations (see also Annex 1).

The Member States with the largest negése NIIPs experienced the strongest declines during 2020

but the recovery is expected to allow improvements in most caseSyprus, Greece, Ireland, and
Portugal have NIIPs belowl00% of GDP and below their fundamental and prudential benchmarks. They
are followed by Spain with an NIIP of around5% of GDP. With the exception of Ireland, these
Member States experienced strong deteriorations in their positions, which in the case of Cyprus and
Greece amounted to around 20 percentage points of GDP. The rairs dvere the nominal GDP
declines, in particular in Greece, and the large current account deficits, especially in Cyprus. In Ireland, as
well as in Cyprus, NIIP levels largely reflect crdszrder financial relations of multinational enterprises

and ofspecial purpose entities. All those five countries are characterised by comparatively large negative
NIIP excluding nordefaultable instruments (NENDI), i.e. large shares of net debt liabilities in their
external position(*") Most of the external liabiliés of Greece is composed of public debt at concessional
terms. External sustainability of some Member States with large negative NIIPs will be supported by,
sometimes sizeable, inflows of grants under the Recovery and Resilience Facility (RRF), im additio

EU transfers under the Multiannual Financial Framework (MFF). Still, current projections suggest
stagnation of Cyprusd NIIP, even in the medium term
negative NIIPs should gradually improve towar@22 and over the medium term, on the back of strong
GDP growth and improved current accounts, with the expected progress being exceptionally swift in the
case of Ireland, amid large forecast current account surpluses.

Most of the EU countries with moderatdy negative NIIPs did not experience large changes in their
positions in 2020 and forecasts suggest improvements in most of them going forwaddl of these

(* NIP in line with fundamentals (NIIP norms) are obtained as the cumulation over tithe eflues of theurrent account
norms (see alstootnoe 12). For the methodology for the computation of NIIP stocks in line with fundamentals, see A. Turrini
and S. Zeugner (2019), "Benchmarks for Net International Investment Positions", European Economy, Discussion Paper
097/2019.

(*) NENDI is a subset of hNIIP that abstracts from its pure equigjated components, i.e. foreign direct investment (FDI) equity
and equity shares, and from intracompany ctussler FDI debt, and represents the NIIP excluding instruments that cannot be
subject to default. Semso European Commission, "Envisaged revision of selected auxiliary indicators of the MIP scoreboard",
Technical note; https://ec.europa.eu/info/businemsonomyeuro/economicandfiscalpolicy-coordination/eteconomie
governancemonitoringpreventioncorrection/macroeconomicbalanceprocedure/scoreland_en
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countries, Croatia, Hungary, Poland, Romania, and Slovakia, are expected to have NIIPs below their
fundamental benchmarks in 2021, but only the NIIPs of the latter two Member States are forecast at
levels below prudential thresholds. The NIIPs of all these Member States, as well as of other central and
eastern European and Baltic countries, are chaisete by large stocks of inward foreign direct
investment, and NENDIs that are much more favourable than their NIIPs. In addition, these countries are
comparatively large recipients of EU transfers under the MFF, which lendsagtigible support to their
external positions. The RRF grants that come on top of the MFF transfers further underpin increases in
the NIIPs of most of these countries. Overall, forecasts suggest improvements in the NIIPs of these

countries going forward, with the exception of Roimanhose position is expected to mildly deteriorate
(Graph2.2.4.

Diverging developments in 2020 have been rexed also within the group of Member States with

large positive NIIPs. The NIIPs of the Netherlands, Germany, Malta, and Belgium expanded further, on
the back of the continued sizeable current account surpluses for the first two countries, and in all four
cases helped by the decline in nominal GDP. In particular, the Netherlands, but also Malta, recorded also
strong positive valuation effects. Conversely, negative valuation changes limited the increase in the
German NIIP. Large positive NIIPs of Denmarkdahuxembourg declined amid negative valuation
changes, despite strong current account surpluses in the latter two countries.

External financing conditions may tightengoing forward, which could have consequences for some
non-euro area countries.At the onset of the COVIEL9 crisis, global financial market tensions were felt

in several noreuro area countries. At the time, currencies of someenioo area Member Statesost
notably Hungary's forint, were under pressure and depreciated in March and April 2020 but recovered and
stabilised already in May (Gragh2.5 as the global risk sentiment improved and capital flows stabilised.
Some renewed capital flows volatility or tightening of external financing conditions cannot be excluded
going forward, partly in anticipation of monetary tightening in the USA and other adiacoaomies.

In this context, noreuro area countries witforecastlarge net lending positions are less exposed to
external (re)financing risks if these would tfemerge, as are the Member States with substantial foreign
exchange reserve stocks. Exterfiahncing needs, both of the private and the government sectors, also
play a role in this context (see section 2.4 on the government sector).

Graph 2.2.5: Nominal effective exchange rates (NEER)
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2.2.2. COMPETITIVENES

Unit labour costs rose across the EU as a result of marked temporary reductions in heawi labour
productivity over the COVID -19 crisis. The scoreboard shows ULC growth, based on cumulative
growth over the three years to 2020, above the threshold in 18 Member States, compared to eight
countries one year ago. Prior to 2020, signs of potemtiedheating pressures existed in some countries,
including Bulgaria, Czechia, Estonia, Hungary, Latvia, Lithuania, Luxembourg, Malta, Romania and
Slovakia. In 2020 alone, ULC growth accelerated in 22 Member States. However, this exceptional ULC
growth is pojected to be partially reversed in many countries in 2021 and 2022, amid generally increased
ULC volatility.

The impact of the COVID-19 pandemic and structural frictions emerging in the recovery makes
changes in cost competitiveness difficult to assede sharp acceleration in ULC growth in 2020 and

its expected partial reversal in most countries in 2021 and 2022 is dominated by a statistical effect due to
extensive labour hoarding and the subsequent fall in headline per capita productivity Z@r&pihis

was induced by the government support to job retention schemes, mainly in the form of temporarily
expanded shotime work schemes, which favoured a reduction in hours worked rather than impacting
employment levelsThe combination of laboumarket slack and skill shortagesint to volatility and
uncertainty about ULC developments going forward. These are linkagpfaly chain issues and frictions

from the uneven economic recovery, as well as the accelerated digital transformation and longer term
structural changes. Given that recent years have been marked by high ULC growth for many countries,
cost competitiveness losseemain a risk to be watched, notably to grasp the extent to which the losses
recorded in 2020 can be recouped over the recovery. Policies to promote competitiveness and
productivity remain highly important for a sustainable recovery from the CENIDrisis.

Labour productivity fell in almost all EU countries in 2020, but it is expected to recover this year

and next (Graph2.2.6c). Labour inputs decreased during the CO\MM crisis, mainly on account of
reduced hours, while headcount employment moved little, supported by government measures including
expanded shotime work schemes, the use of which has declined significandly the recovery. As a

result, labour productivity based on the number of employees declined stronger as compared to labour
productivity based on hours worked in most countries. In 2021 and 2022, as the recovery sets in and
labour hoarding effects are resed, an upward jump in productivity figures is expected. In 2022,
productivity per person is forecast to be above its 2019 level in all Member States, except in Luxembourg,
Malta, Portugal and Spain.

Wage increases were moderate in 2020, but are expect@dpick up, sometimes markedly, in 2021

and 2022.Wage growth was subdued in most EU countries during the C@¥9lbxisis (Grapt2.2.6 d).
Compensation per employee is forecast to increase at an annual rate of over 5% in Bulgaria, Czechia,
Hungary, Italy, Latvia, Lithuania, Poland, Romania and Slovakia in 2021 and 2022. For Belgium, Estonia
and Ireland, the increases should avetdagf®veen 4% and 5%. In Bulgaria, Czechia, Estonia, Hungary,
Latvia, Lithuania, and Romania and Slovakia, persistently high wage and ULC growth was already a
concern before the pandemic, raising questions about cost competitiveness.

Across the euro area, UC developments should return to supporting external rebalancing when

the productivity effects have clearedULC growth in 2020 was stronger in some-debtor countries,

such as Greece, Portugal and Spain as they recorded sharper recessions andldabstantiaarding.

By 2022, the change in ULC growth will once again have become more supportive of external
rebalancing, as it is forecast to be slightly lower in-dwedtor than netreditor ones (GrapB.2.7). The

more limited impact on rebalancing compared to theparedemic time was affected by the lingering
impact on productivity, which would need to be addressex/éocome existing divergences. Conversely,
employee compensation is forecast to be higher itreelitor than in netlebtor countries.
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Graph 2.2.6: Unit labour cost, compensation and productivity growth
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Graph 2.2.7: Unit labour cost growth across the euro area
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Nominal effective exchange rates appreciated in most countries in 202lhe strongest appreciations

were recorded for Bulgaria, Greece, Latvia, Lithuania and Sweden. Only Hungary, and to a lesser extent,
Czechia and Poland recorded nominal depreciations. The appreciation in nominal effective exchange rates
reflects also thempreciation of the euro at the onset of the COXI@Dpandemic and the associated flight

to safe haven. In 2021 so far, nominal effective exchange rates have appreciated in most EU countries,
although in most cases more moderately than in 2020.

HICP -basedreal effective exchange rates (REERS) appreciated moderately in most Member States

in 2020 which partly reflects nominal appreciations.The only countries that withessed a depreciation

of the HICRbased REER were Croatia and Hungary. The strongest apjmesiavere recorded in
Bulgaria, Lithuania and Sweden. This moderate appreciation follows a depreciation withessed in most
Member States in 2019. Going forward, the Gilflatorbased REER, for which forecasts are available

for 2021, suggests that real Bange rates can be expected to increase moderately, with notable
appreciations only in Bulgaria, Czechia, Lithuania and Sweden (@rash).

REER developments are supportive of external rebalancing, but only to a limited exterfiome net
creditor countries, including Denmark, Germany, the Netherlands and Malta exhibited a REER
appreciation slightly above the EU avesagp 2020. Some large néébtor countries or countries that
have been more affected by the COVIB recession, such as Cyprus, Croatia, Greece, Italy, Portugal or
Spain, recorded some competitiveness gainsaxvis those netreditor countries thanks ttower
inflation, as suggested by more moderate REER developments (&2a@hThis tendency seems to also
persist in 2021, suggesting that REER developments remain moderately supportive of external
rebalancing in the neaerm.

Graph 2.2.8: Nominal and real effective exchange rates (NEER and REER) dynamics

a: NEER and REER, 2018-20 b: REER, GDP based
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Source: AMECO and European Commission autumn 2021 economic forecast.

Export market shares fluctuated strongly in 2020 and three Member States recded losses beyond

the scoreboard threshold.Based on the cumulated change over five years, France, Greece and Spain
recorded substantial export market share losses in excess of the threshold. In contrast, many countries also
recorded substantial gains,the case of Ireland, Lithuania and Poland beyond 30 percent. Export market
shares fluctuated strongly in 2020. EU countries, on average, gained some export market shares in 2020
alone, but with strong differences across countries.

Some countries with impatant export market share losses in 2020 are expected to recover only part

of the losses in the near futureApart from in Austria and Estonia, the sharp drop in the services balance

in the context of the COVIEL9 crisis stopped in recent quarters in BulgaCroatia, Cyprus, Greece,
Hungary, Italy, Malta, Portugal and Spain. The services trade balance of Germany remains slightly in
surplus, after a sharp improvement since the beginning of 2020. Trade balances in goods developed more
favourably in severatountries since 2019 and partly offset the decline in the service trade balance.
Export market shares are expected to increase particularly strongly in Croatia and Greece and Spain in
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2021 and 2022, as crebsrder travel recovers, but not in all casesughiato recover all losses withessed
in 2020.0verall, for the period 2022022, export market shares are expected to increase nistoima,
Ireland, LithuanialLuxembourgand Poland, and to decrease in Greece, Spain, France, and Portugal.

Export market share developments may contribute to some external rebalancing going forward.
Countries with large current account surpluses, including Denmark, Germany and the Netherlands, are
expected to lose, export market shares over the periodZIZA0 Data for thesecond quarter of 2021
continue to show service balance surpluses, in percentage of GDP, amidst strengthening goods trade
balances in Germany and the Netherlands. Nonetheless, these countries will likely lose part of the export
market share gains in seces from the COVIBL9 period as tourism flows recover.
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Box 1: Tourism during the COVID -19 crisis

Tourism was one of the most heavily affected economactivities in the COVID-19 crisis as the
measures to contain the pandemic included restrictions in the hospitality sector and on international t
The magnitude of the adverse impact is reflected in the large fall of nights spent by tourists1jGmaph
April 2020, the number of nights spent in tourist accommodations dropped by 95% as compared to the
month in 2019. A substantial recovery was recorded in the summer months, as domestic tourism came
to 2019 levels in August 2020. Conversedy,the August peak, crof®rder tourist nights remained 60%
below their level in August 2019. With the second wave of the pandemic, travel activity declined again.

A recent, stronger recovery, including in crossborder tourism, started in May 2021. It followed

substantial progress in vaccination and in the coordination on-lbooder travel rules within the EU,
through the introduction of thEU Digital COVID Certificate Both domestic and crod®rder tourism

increased in July, as compared to 2020 lewéh the latter improving more strongly. Taking also nowcastg
for August and September into account suggests that overall tourism activity in summer 2021 increasq
around 30% as compared to 2020, but still remains 16% below the 2019 levels, withosopusitional
changes(!) While domestic tourism seems to have exceeded the levels attained in summer of 2019 d
the summer months of 2021, especially in September,-barsier travel still lags behind the gpandemic
levels by more than 40%. Compag the first nine months of 2021 with the same period in 2020, shows th
tourism performance in 2021 grew only by some 12%, partly reflecting the fact that the first quarter of 2
was largely unaffected by the pandemic.

Graph 1: Tourist nights spentin the EU in 2020 and 2021
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national statistical institutions. See also footnote 1.

Source: Eurostat and European Commission estimates.

Member States that rely strongly on exports of travel services were hit especially hard as crassder
travel plunged with the pandemic.The largefall in international tourism had a particularly strong impact
onsome netlebtor countries, such as Croatia, Cyprus, Greece, Portugal or Spain, that have been recg
large surpluses in trade of travel services, as well as for Malta (@rapk?) For most of these countries,
the impact of the decline of international tourism on trade balances broadly accounts for the deteriorati
their overall trade balances during 2080 .(*) The negative effects on large exporters of tourism service
are gadually reversing in 2021, as the recovery of ctumsler tourism gained momentum. At the other end
of the spectrum are countries which normally import more travel services than they export. For them
reduction in international travel had a partiabpee effect on their trade balances, as tourists turned t
domestic destinations.
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Graph 2: Impact of tourism decline on trade balances, and nights spent projections for 2021

a: Tourism decline and trade balances, 2020 b: Nights spent by foreign tourists
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on AirBnB-reviews in case of missing data, up to September. Estimates for Cyprus, France and Ireland rely on the data
from national statistical institutions. For the last quarter of 2021, the projection assumes the same level of tourism

activity as in the data (and nowcast) of the third quarter of 2021, in percenta ge of 2019 nights spent.

Source: Eurostat and European Commissions estimates.

Preliminary data on 2021 indicate a partial and gradual recovery in international tourism, which
nonetheless varies across countriehe number of nights spent in tourism ateoodations by foreign
tourists in 2021 is projected to increase substantially in Croatia, Cyprus and Greece, and somewhat |

Spain (Grapl2 b). (°) At the same time, a rebound of international tourism activity in Portugal seems mg

muted, but the lead remains slightly above the level projected for Spain. Significant increases in cro
border tourism are projected also for Bulgaria, Italy, Romania and Slovenia and while for e.g. Austria
the Netherlands, along with a few other Member States, éscline expected, likely reflecting different
seasonal distributions of foreign touristsé vi

() For details about the AirBnB data, and for methodological explanations of nowcasEuregean Commission,

Europea Economic Forecast Autumn 2020Tour i sm i n pandemi c -tii me sb,Smpaatl @atnad ysi s

Topic 3.3. Institutional Paper 138lovember 2020The nowcasts use the language of each review as a proxy
differentiate between nights spent by domestic tourists and by foreign residents.

® The term 6internat i ointednatidna wadd irstnan@l services uesoeddd under the Eanebitera
the Balance of Payments statistics

(® Estimates of the impact from the decline in international travel on trade balances are based onegyikiptialm

to

in

analysis, which focusesdrade in valueadded terms by accounting for imports of inputs used in production of goods

and services consumed by foreign tourists. The analysis accounts for both the direct and indirect effects of the

in foreign tourist demand, i.e. also theckaard linkages to sectors of the economy not directly affected by the tourjst

change

demand. The analysis assumes that the money not spent for travel abroad is saved. For more details see: L. Goutinho,

G. Vuk gizie ugme r Snfethdiiénal Joyrisniideicle and its impact oaxternal balances in the euro area
Quarterly Report on the Euro AreBG ECFIN,European CommissioWol. 20, No 2, Part IlI

(* A partial example is Cyprus wheteigh net imports of services of international transport of passengeduced
stronglyin 202Q cushioning the overall impact on trade balahogernational transport of passengers is a separa
category in the Balance of Payments, but is related to international tourism. As 2020 data on these services

e
are not

availablefor many EU countries, it is not included in the analysis. Among other countries for which data is available,

accounting for this categorgoes not significantly alter the results. In Malta, the trade balance was comparati
strongly impacted also by chges intems other than travel

(® When comparing 2021 (projections) with the whole 2020, it should be reminded that nearly the whole first quar
2020 was not affected by the pandemmcithattourism activity washenon the rise as compared to120

ely

er of
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2.3. PRIVATE DEBT AN HOUSING MARKETS

2.3.1. PRIVATE DEBT

Private sector debt ratios increased markedly with the COVID19 crisis but are forecast to return

to their declining trend in 2021 in most countries.In 2020, the private sectatebtto-GDP ratio
increased in all EU countries, except Denmark, Ireland and Lithuania (@3, interrupting the
deleveraging that was underway in many countries. The increase in 2020 was principally due to the
decrease in GDP but borrowing also increased in most countries, particularly for corporates. Credit
guararees and debt repayment moratoria were important policy measures to overcome liquidity shortages
at the beginning of the COVHR9 crisis, but have also contributed to the debt increase. Private sector
debtto-GDP ratios exceeded the scoreboard threshol8% of GDP in 12 Member States (Belgium,
Cyprus, Denmark, Finland, France, Ireland, Luxembourg, Malta, the Netherlands, Portugal, Spain and
Sweden), compared to 10 countries one year ago, when Spain and Malta were belov2.@zbaghere

were marked increases for other Member States which stayed below the thréstadighrivate debts

stocks appear high when compared with benchmarks that account for espewtiffc economic
fundamentals and with thresholds that account for prudential con€)rEhis is the case for Belgium,
Cyprus, Denmark,France,Greece,Ireland, Luxembourg,Malta, the Netherlands, Portugabpainand
Sweden.

Overall, the COVID-19 crisis has increased isks associated with private debt levelsWith the
economic recovery, privatdebtto-GDP ratios are forecast to start declining in 2021 across the EU
(Graph2.3.1). Nonetheless, #y are expected to remain above their 2019 levels in most EU countries. As
gover nment support measures are phased out, fi
obligations may be compromised, especially sectors among those more severglyhkitGOVID 19

r ms o6

crisis and where balance sheets were already weaker before the crisis, leading to a deterioration in debt

quality. In addition, the rising debt levels by firms, households, governments and banks also led to higher
interconnectedness betwesactors, potentially accelerating the transmission of shocks across sectors.

Disruptions to global value chains and frictions from the uneven economic recovery, in a context of

accelerated digital transformation, pose risks and induce structural chacigaschuorning of firms and

jobs.

(*® Countryspecific debt benchmarks have been developed by the European Commission in cooperation with the EPC LIME
Working Group (European Commissi, "Benchmarks for the assessment of private debt", Note for the Economic Policy

Committee, ARES2017) 497084) and JC . Bricongne, L. Coutinho, A. Turrini and S.

Open Economies Revig®, 471512, 2020. Fundamentabssed benchmarks allow assessing private debt against values that
can be explained on the basiseconomic fundamentals, and are derived from regressions capturing the main determinants of
credit growth and taking into account a given initial stock of debt. Prudential thresholds represent the debt level betyond wh
the probability of a banking iis is relatively high; those levels are based on the maximisation of the signal power in predicting
banking crises by minimising the probability of missed crisis and of false alerts and incorporating-speaiig information

on bank capitalisation, gernment debt&andlevel of economic development.
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Graph 2.3.1: Private debt
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Source: Eurostat, AMECO, European Commission autumn 2021 economic forecast, and Commission services estimates for
private debt in 2021 (see Annex 1). Debt comprises loans (F4) and debt securities (F3).

2.3.1.1. Debt of non -financial corporations

Corporate indebtedness increased in most EU countries in 2020, sometimes sharpiy.2020, the
corporate debto-GDP ratio increased in 19 countries, largely due to the sharp drop in GDP. However,
net corporate credit flows also contributed to the increase, indfghairked revenue losses and perceived
liquidity shortages in 2020, which also contributed to a strong increase in corporate deposit holdings.
Nonf i nanci al c or p coto-@DPiraiios Snéreaged pa@igularlg stiorigly in a number of
countries wih already high corporate debt levels or large tourism sectors that were hard hit by the
recession (GrapR.3.3a). These countries include Cyprus, France, Greece, Italy, Malta, Portugal and
Spain. Very high levels of corporate debt also continue to exist in Belgium, Ireland, Luxembourg and the
Netherlands, although vulnerabilities are partly mitigated by a siadlaire of foreign direct investment
loans and crosborder intracompany borrowing.

NFCs debtto-GDP ratios remain high in many Member States and debt ratios were above levels
suggested by both economic fundamentals and prudential thresholds in 14 coumtsiin 2020 These

are Belgium, Cyprus, Denmark, France, Greece, Ireland, Luxembourg, Malta, the Netherlands, Portugal,
Spain, Sweden, and more marginally Austria and Italy (G&BI9). For most countries, NFC debt is

below its previous peak, given the substantial deleveraging that has taken place in recent years, but the
pandemic has undone some of this progress. For some countries, such as Austria, Belgiunk, Denmar
France, Finland, Germany, Greece, Italy, Luxembourg, Poland, Slovakia, and Sweden, corporate debt is
at or very close to its highest level since the-4880s.

Going forward, the high nominal GDP growth will mechanically lower the debtto-GDP ratio in

2021 and beyond, but starting from higher debt levelsThe strong recovery of GDP makes corporate
debtto-GDP ratios likely to decreadein some cases significantlyin 2021 in all EU countries, except
Greece, Hungary and Sweden (Gr&hB.3b). Credit flows are expected to exceed theirgaedemic

levels in more than half of the Member States. The high nominal GDP growth will nieadhatower

the debitto-GDP ratio in 2021 and beyond. The exceptional measures put in place in 2020 will be
gradually phased out and lead to increased debt repayments. In addition, NFCs may run down the sizeable
liquidity buffers they built up in 2020, amcertainty recedes and as an alternative to new borrowing,
which may also help with deleveraging.
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Graph 2.3.2: Non-financial corporations debt
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Source: Eurostat, AMECO, European Commission autumn 2021 economic forecast, and Commission services estimates for
NFC debt in 2021 (see Annex 1). Debt comprises loans (F4) and debt securities (F3).

Graph 2.3.3: Decomposition of the change in NFC debt -to-GDP in 2020 and 2021
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Notes: Net credit flows (debt transactions) correspond to transaction of loans (F4) and debt securities (F3) from the Eurosta t
sectoral financial transactions accounts. In 2020, the contribution of net credit flows for Luxembourg amount to 40.1 pps.

Source: AMECO, Eurostat and Commission services estimates and calculations based on ECB monthly data on MFI loans and
debt securities transactions (flows) with the private sector from the BSI database, European Commission autumn 2021
economic forecast.

Overall, credit flows to NFCs since the beginning of the COVIBEL9 crisis have had distinctive

patterns reflecting different phases of the pandemioGraph 2.3.3 b). (**) Bank loans to NFCs
increased in over two thirds of Member States in 2020, including in a number of Member States with high
NFC debt, such as Denmark, France, Greece, Italy, Malta, the Netherlands, Portugal, Spain and Sweden.
That happened against a satiwhere government credit guarantees helped maintain credit flows and
moratoriaon debt repaymestkept the nominal debts higher than what they would have been. However,

(*9) In the case of bank loans to NFCs, the onset of the pandeiarch 2020came with a rapid acceleration of credit growth
its first months which was particularly marked in the cases of FrammSpain, among the large euro areamberqGraph
2.3.4b). This rapid rise wamore muted in Germany and more gradual in Italy and less visible ieurorarea EU countries.
At the same time, crodsorder intraeuro area loans got more significant at the onset of the crisis. Credit growth then fell
sharply, attaining rates of inase below the prpandemic level in most cases by early 20Ptis represerga very marked
departure from the gradually increasing, but broadly stable toasmsporates of recent years.
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credit growth to NFCs clearly lost momentum in some large Member States more reattaitijng rates

of increase below the pfgandemic level in most cases by early 2021, in contrast to the increasing picture
in the smaller Member States (Grapl8.4b). To the extent that the demand for credit by NFCs is
reduced due to corporations using accumulated liquidity buffers, credit flows may pick up in due course.
However, the overall redtion in credit could also be a sign of muted demand for or supply of credit,
which could indicate low investment activity ahead.

Credit guarantees and debt repayment moratoria helped NFCs ride out the pandemic but increased

debt repayment difficulties may still emerge going forward. Credit guarantees and debt repayment
moratoria were important policy measures to overcome liquidity shortages at the beginning of the
COVID-19 crisis, but have also contributed to the debt increase. In some casesabi®nam
technically insolvent companies will have been able to stay in the market, defer their payment obligations,
and delay liquidations that would otherwise have taken place. The delay in debt repayment by NFCs
allowed by the moratoria across the EU, eith&raagovernment measure or as voluntary initiative by
lenders, implied a mechanical increase in the debt stock. The phasing out of repayment moratoria over the
course of 2021, may uncover debt repayment difficulties in parts of the corporate sector. TiDe 120V

crisis has not resulted in an increase in corporate insolvencies so far, but these may emerge as normality
returns, potentially exposing risks for the financial sector.

High corporate debt levels and low profitability in some sectors could dent investment and debt
repayment prospects going forward.Profitability of corporates deteriorated in most Member States in
2020 (Graph2.3.4a). Although profitability of corporates rose in the first months of 2021 in nearly all
Member Statesyulnerabilities in service sectors more exposed to the pandemic remain. Sustained
inflation dynamics could also lead to compressed profit margins and debt repayment difficulties of some
firms if costs increase more than revenues, with recent developmesntergy prices being a risk factor.
Investment in equipment declined since the end of 2019 in all Member States but Cyprus. The decline
was strong in a number of countries with large corporate debts, including Ireland, Luxembourg, the
Netherlands and Bgium, as well as some countries with large tourism sectors, such as Italy, Malta,
Portugal and Spain. High corporate debt levels are a risk factor for private investment going forward,
particularly given the additional needs to suppbe green and digitaransformations. As the recovery
progresses, there are emergent signs that structural changes may be underway, in a context of increased
supply chain disruptions. These are evidenced by the combination of tightness and slack in the labour
market and perstent skill mismatches.

Graph 2.3.4: Gross operating surplus of corporates and bank loan flows to non -financial corporates
a: Corporates gross operating surplus b: EU bank loan flows to NFCs
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(1) Gross operation surplus to financial and non  -financial corporates, national currency. Gross operating surplus not available
for Bulgaria, Croatia and Malta. EU bank loan flows refer to 12 -month moving sum, billions of EUR.
Source: AMECO and ECB, BSI database.
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2.3.1.2. Household debt

Household debt increased with the pandemic in nearly all EU countrieddouseholds in most EU
countries were deleveraging in the 1w to the pandemic, but still displayed high levels of indebtedness
(Graph 2.3.5. The pandemic interrupted househaldleveraging or pushed household indebtedness
further up in countries that were already on an increasing debt traj¢@myh2.3.9. The increase in
household dektio-GDP ratios in 2020 was, in most cases, due to the large decline in GDP @3afph

This impact will be at least partly reversed in 2021 as the economies start to recover. In a number of
countries, dynamic credit growth, particularly mortgage debt, is likely to contribute to a more lasting
increase in debt ratios in face of high real estateketaactivity and accelerating house prices (Graph
2.3.7b). Overall, a number of countries, particularly those with houdetheibtto-GDP ratios that were

above countnspecific benchmarks prior to the pandemic, will continue to display high household debt.

In 2020, household debt levels in eight countries were above both what fundamentals and
prudential thresholds would suggst. As in 2019, these arBenmark, Finland, France, Greece, the
Netherlands, Portugal, Spain aSdieden(Graph2.3.5. Household debt continues to exceed prudential
levels in Belgium and Cyprus, despite being close to what can be explained by fundamentals, while
household debt is significantly above fundamentased benchmarks in Croatia and Slovakia, despite
being still below prudential levels. In some countries, debt ramsear considerably higher when
computed as a share of household gross disposable income. This is the case in Ireland, Luxembourg and
Malta, where household debt is estimated to exceed 100% of household gross disposabl¢?ficome.

Graph 2.3.5: Household debt
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1997 and 2020. Countries are presented in decreasing order of the household debt -to-GDP ratio in 2020.

Source: Eurostat, AMECO, Eu ropean Commission autumn 2021 economic forecast, and Commission services estimates for
household debt in 2021 (see Annex 1). Debt comprises loans (F4) and debt securities (F3).

(® For Malta this is an approximation as household GDI data iswvaitable from the Eurostat sectoral national accounts. The
estimate was obtained using the ratio of household GDI to GDP calculated from data for real GDI per capita, available in
Eurostat (B6G_R_HAB).
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Graph 2.3.6: Evolution of household debt -to-GDP ratios across the EU
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Only countries with developments that deviate significantly from those of the EU as a whole have been singled out
Source: Eurostat and Commission services estimates

Household net credit flows were less affected by the pandemic than those of corporatls.2020,

debt moratoria and reduced repayments helped sustain net credit flows to households, with some variation
across Member States. In Luxembourg and Sweden, countries with relatively high household debt (in
Luxembourg, relative to household gross degime income), net credit flows to households in 2020
reached around 4 to 5% of GDP. In other countries with relatively high household debt, including
Belgium, Finland and France, net flows were more contained and ranged between 2% and 3% of GDP.
This wasalso the case in Slovakia, where household debt remains below the prudential benchmark but
has been increasing for a number of years above the level suggested by fundamentals, and in Malta,
where household debt has also been increasing and is closeotadbatial benchmark.

On aggregate, bank lending to households resumed its previous trend after the intense pandemic
months. The pandemic marked a temporary decline in the net flow of bank loans (&afh). This

was most marked in France and Spain (among the large euro area countries) and overall corresponded to a
decline in the net flow of loans for consumption (Gr2ph8b). Those patterns may have been linked to
restrictions on mobility that hampered consumption opportunities. Conversely mortgage lending remained
relatively stable before acceleratitigvards the end of 2020

Household borrowing has become more dynamic in 202Net credit flows to households are expected

to be more sizeable in a number of countries this year. Forecasts for changes in debt and net credit flows
based on ECB monthly bank lending data (see Annex 1), indicate transactions picking up in most
countries The most marked increases are in Luxembourg, Malta and Sweden, with increases of over 4%
of GDP, followed by Belgium, France, and Slovakia (Gr@m.7 b). In Finland, among the countries

with higher household debt, credit flows to households are expected to remain close to 2% of GDP in
2021.

Although households have increased their savings, risks to their debt servicing cajitg could still
materialise. The household savings rate increased in 2020, due to forced savings in the lockdown or
precautionary motives. In 2021, the aggregate household savings rate is also forecast to be above its 2019
level. Household savings ratesmain relatively low in Cyprus and Greece. Denmark has also a
significantly lower savings rate than other countries with high debt in terms of households gross
disposable income (Graph3.9a). Over 2020 and early 2021, households accumulated financial assets,
particularly deposits, leading to strengthened financial positions. Debt repayment risks related to an
increase in unemployment thabuld negatively affect household income remain limited (GEBIBb).

However, although households currently face very low interest burdens, a change in the stance of
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monetary policy may affect their debt servicing capacity, particularly where variable rate contracts
predominate(?y)

Graph 2.3.7: Decomposition of the chang e in household debt -to-GDP in 2020 and 2021
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Source: Eurostat. Net credit flows (debt transactions) correspond to transaction of loans (F4) and debt securities (F3) from the
Eurostat sectoral financial transactions accounts. Other sources are AMECO and Commission services estimates and

calculations based on ECB monthly data on MFI loans and debt securities transactions (flows) with the private sector from the
BSI database.

Graph 2.3.8: Euro area bank loan flow to households
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(® The share of variable rate contracts for newshog loans has been above or close to 90%, since 2013 at least, in Bulgaria,
Cyprus, Finland and Latvia.
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Graph 2.3.9: Household debt, household savings and unemployment risks
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Source: Eurostat and AMECO. For Malta GDI is obtained using the ratio of household GDI to GDP calculated from data for
real GDI per capita, available in Eurostat (B6G_R_HAB). For Bulgaria and Croatia household GDI was also calculated using
2020 GDP and the last a vailable ratio household -GDI-to-GDP, as GDI data for 2020 is not available also for these countries.

2.3.2. HOUSING

In 2020, ten Member States experienced real house price increases above the scoreboard threshold

of 6%. These are Austria, Croatia, Estonia, Germany, Lithuania, Luxembourg, the Netherlands, Poland,
Portugal and Slovakia (Gragh3.10b), two countries more than one year algothe cases of Croatia,
Luxembourg, Poland and Slovakia, this is the second consecutive year with house price increases above
this threshold, while Portugal has had increases above 6% in every year since 2016.

In 2021, house prices have continued growingtrongly in most Member States.Real house prices
have further accelerated in the first half of this year, with 14 EU countries displayingrygear real
house price increases beyond 6% (Gra&pB.10 b). In Czechia, Denmark, Estonia, Latvia and
Luxembourgyearon-year real growth exceeded 10%. Over the first two quarters of 2021, real house
prices decreased in Cyprus, and to a lesser extent, Romania, and were essamiialhy i the cases of
Ireland and Italy.

The growth of house prices has been driven by a variety of factors fuelling demand and
constraining supply. Supply constraints were present before the pandemic and while lockdowns
exacerbated them temporarily, thean be expected to persist over coming years. The pandemic may
have led to some structural changes in housing demand as a shift to remote working may change
geographical preferences. In some locations this could mean demand outpacing supply. Financial
conditions have been accommodative and overall are likely to continue supporting elevated housing
demand. With household incomes growing with the recovery, further house price growth appears likely.

The recent house price increases reinforce the steady upwveatrend in house prices that has taken

place since 2013 across the EWReal house prices have increased in all Member States with the
exception of ltaly. The largest increases, by decreasing order, have been observed in Hungary,
Luxembourg, Ireland, Portady Czechia, Estonia and Lithuania (GrapB.10a). In 2020, the only EU
country that did not see a continuation of this increasing trend was Ireland, which displaydy broad
stable prices in 2019 and 2020.
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Graph 2.3.10: Real house price changes
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Source: Eurostat and Commission services calculations

House prices appear to be overvalued in most EU countried comparison of house prices indexes

with benchmarks that consider the impact of fundamental drivers of prices such as income and
demographics shows widespread evidence of overvalugfmhis is particularly the case for Austria,
Belgium, Czechia, Deanark, France, Germany, Hungary, Luxembourg, the Netherlands, Portugal,
Slovakia and Sweden, which all feature sizeable gaps (&&phla). Measures of affordabiliiy based

on the number of years of average income needed to buy a 100 square met(&)homsigow strong
overvaluation in Malta, Ireland and Croatia, while more than ten years of income are neededto buy
100sgm homein eleven other Member States. These are Austria, Cyprus, Estonia, France, Greece,
Hungary, the Netherlands, Poland, Portugal, Spain and Sweden &3apth).

In a number of cases, indications of potential house price overvaluation combine with high
household debt or accelerating mortgage creditLluxembourg combines high and strongly growing

house prices with very high levels of household debt. Austria, Belgium, Denmark, France, Germany, the
Netherlands, Portugal and Sweden, display signs of potentially overvalued house prices with substantial

in the case of Denmark very highhousehold debt. In the case of Slovakia, indications of potentially
overvalued house prices occur alongside the largest increase in household debt in recent years, although
starting from a low level.

Risks of substantialdownward adjustments of house prices are mitigated by the presence of supply
side constraints, but economic concerns remaimacroprudential measures have been put in place in
many Member States and have contributed to reduce the risks for the ovaraldirstability related to

the housing marke(?¥) Less dynamic housing supply contributed to the prices rises; however, lower
construction also reduces the direct economic impactofractionin house prices.

(% House price valuation gaps are computed with respect to benchmarks to capture spraifity effects. Synthetic valuations
gaps are based on tlygap obtained from different benchmarks: (i) pficencome deviation with respect to its lotgrm
average; (ii) pricgo-rent deviation from its longerm average; (iii) deviation from regressidrased benchmarks taking into
account demand and supplgomomic fundamentals (see N. Philiponnet and A. Turrini (2017), "Assessing House Price
Developments in the EU", European Commission Discussion Paper 048, May 2017). In the computation of the ftegedsion
benchmarks, cyclical explanatory variables aRefittered to contain their volatility.
() Price level estimates are obtained on the basis of national account and census data or, when not available, inforstaibn publi
on real estate agents websites. Ho8s erices.Insights fradnr"Hooselevy aRataset al . (20
of Price Level Esti mat es o, European Economy, Di scussion Paper
(* Macroprudential measures are monitored by the European Systemic Risk Board (ESRB). In September 2019, the ESRB issued
country-specific warnings and recommendations on meeliemm vulnerabilities in the residential real estate sector to nine
Member States: recommendations to Belgium, Denmark, Finland, Luxembourg, the Netherlands, and Sweden, and warnings to
Czechia, Francegnd Germany. Of the former group of countries, all had already received warnings by the ESRB in November
2016, and the same held for Austria. The MIP Regulation (Regulation (EU) No 1176/2011) calls on the Commission to take
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Graph 2.3.11: House prices, valuation met rics, household debt and housing cost overburden
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Housing affordability has deteriorated. As house prices have been growing faster than household
incomes, housing affordability has deteriorated. The increases in house prices are net reflect
acceleration of household indebtedness, overall, but this could materialise in the future as house
purchases become more expensive. House price growth has outpaced income growth in all EU countries
except Latvia, Cyprus and Ireland in 2020. In €mbourg, Germany, Denmark and Bulgaria, more than
10% of population spend at least 40% of their disposable income on housing costs; in Greece this is the
case for more than 36% of the population (Graghllb). Apart from the obvious social effects, this can

also have significant macroeconomic implications, principally through a misallocation of resources. High
house pricesnay lead to a reduction in aggregate private consumption and increase the net external trade
balance if house buyers have a higtiemaverage propensity to consume. When accompanied with
borrowing, it can lead to a diversion of credit from productigithancing investments. Last but not least,

a lack of affordable housing can negatively impact labour mobility and, by extension, competitiveness.

The commercial real estate (CRE) market was significantly affected by the COVIR9 shock amid

a large drop in transactions and price corrections.CRE has decoupled from residential real estate
developments since the COWI® outbreak. CRE transactions fell significantly, and its retail segment
suffered a major price correction. While incompleteness of data on @RE not allow a robust
assessment of risks and vulnerabilities, investor sun@yggest that market sentiment is still
deteriorating(?® This may represent a risk for some banks as CRE is commonly used as collateral for
NFC loans but especially for fesstate funds that are the main direct CRE holders.

into account any warnings or @omendations addressed by the ESRB to Member States subject to an IDR. An updated of the
2019 report is expected in the beginning of 2022.
(®) ECB (2021): Financial Stability Review, May 2021 on the basis of RICS Global Commercial Property Monitor.
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2.4. GOVERNMENT SECDR

The COVID-19 crisis and the measures governments took to cushion it have hadhajor impact on
government debt which increased in all Member States in 2020n 2020, government debt exceeded

the scoreboard threshold (of 60% of GDP) in the case of 13 Member States (Austria, Belgium, Croatia,
Cyprus, Finland, France, Germany, Greddengary, Italy, Portugal, Slovenia and Spain), which is two
more than in 2019 when Finland and Germany were below the threshold. Whilentstly temporary
measures introduced in 2020 had an immediate upward impact on the debt, by adding to its nominal
value, they reduced the impact of the pandantciced recession on other sectors of the economy.

The increases in government debt in 2020 have been most pronounced in countries hit hard by the
COVID-19 shock. The increase in 2020 was over 20 percentagiatp of GDP in case of Cyprus,
Greece, ItalyandSpain. By 2022, the largest increases in GDP relative to their 2019 levels are forecast to
have occurred in Belgium, Greece, Spain, France, Italy, and Malta. Of these, Belgium, France, Greece,
Italy and Spa entered the pandemic with high debt levels, which are forecast to stabilise by 2022.

The increase in debito-GDP ratio between 2019 and 2020 was a result of an increase in nominal

debt and an abrupt fall of GDP.In most countries, the largest contriloat came from the increase in
nominal debt, which includes the impact of the policy measures introduced to support the other sectors of
the economy. In the case of Greece and Italy, however, over half of the increase in the debt ratio came
from the denomiator effect, which is more considerable for higher starting debt levels and where the
recession was stronger (GrapH.J).

Graph 2.4.1: Decomposition of changes in government debt -to-GDP ratios
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Source: AMECO, European Commission autumn 2021 economic forecast

The outlook for 2021 and 2022 foresees a general stabilisation of government debt, although in
some cases it iset to rise further. By end 2022, around half of the Member States are expected to have
government debto-GDP above their 2020 levels (Grapht.1b). In several countries, government debt

is forecast to further increase in 2021, on the back of still considerable government deficits 2G¥aphs
and2.4.3b), with Malta and Slovakia expected to go over 60% of GDP. In 2022, thecd&aP should

be on a downward path in most countries, algoii is projected under a fmlicy change scenario be
increasing in Belgium, Czechia, Estonia, Latvia, Malta and Romania.

Government financing conditions have been benigrGovernment bond yields remained stable or even
presented a slightly decreasingnilen 2020 right after a moderate spike at the outbreak of the pandemic.
They increased slightly in 2021 while showing a convergence path, especially among the euro area
countries. Government bond vyields in Poland, Czechia and Hungary have increasedatontgélehn

the case of Romania increases have been more pronounced. The reduced volatility resulted from policy
actions that supported government financing. The monetary policy carried out by the ECB and other
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central banks in the EU was critical in thraspect and the supportive fiscal stance and monetary policy
measures have been mutually reinforcing in maintaining confidence and stability.

Gross financing needs increased significantly in 2020 but are expected to decrease steadily in the
coming years. The pandemic outbreak resulted in a noticeable rise of gross financing needs in all
Member States, in many cases by more than 10 percent of GDP (Austria, Cyprus, Finland, France, lItaly,
Malta, Poland, Slovakia, Slovenia and Spain). The highest gross figameeds in 2020, around 30% of
GDP, were reported in Italy and Spain (GrapH.3a). Financing needs are forecast to start falling in
2021 or 2@2 in the case ahostMember States, which is aligned with the deficit decreaser the next

years (Grapl2.4.3b). Nevertheless, in 2022, geofinancing needs are forecast to be above 20% of GDP

in France, Italy and Spain.

The structure of government debt might compound risks in some casescluding Bulgaria(*®),

Croatia, Hungary and Romania for which the share of debt denominated in fotgigncies is the
highest(?") Notably the relevance of debt in foreign currency for countries outside the euro area and
higher refinancing needs associated to structures tilted to low average maturity stand out in this respect.
Less developed and liquidarkets at home might also raise financing risks in some cases.

There are also some mitigating factors to the higher fiscal sustainability risks relative to before the
pandemic.Over the next decade, debt is forecast to remain abovyeapdemic levels iabout one third

of Member Stateg?®) However, the favourable differentials between interest rate and GDP growth in the
coming years are expected to help stabilising or reducing the debt ratios. The fiscal risks might also be
mitigated thanks to longer delmaturities, relatively stable financing sources and historically low
borrowing costs. Simultaneously, the effective implementation of reforms and investment under the
Recovery and Resilience Facility should support potential growth and improve delrtahikitya

The potential risks stem from an increase in interest rates or a materialisation of the COVIR9

related guarantees.Increases in interest rates could lead to increases in interest payments, particularly
for countries with high financing needs the future. The stock of guarantees could also yield additional
fiscal costs: it increased in the euro area by 14 percentage points of GDP between 2019 and 2020.
Governments with less fiscal space (including Belgium, France, Italy, Portugal and Spderhémted

more generous guarantee schemes. While these enabled support to be granted without directly affecting
fiscal balances, they will add to government debt if they are c##fed.

Going forward, managing the appropriate path to restore fiscal sustaiability will be important for

the recovery. The general escape clause of the Stability and Growth Pact, which allowed the Member
States to support their economies in the midst of the C@M@risis is expected to be deactivated as of
2023. When economiconditions allow, achieving prudent mediterm fiscal positions and ensuring

fiscal sustainability in the medium term will be essential. The risks related to large public debt should be
balanced with the risks stemming from premature withdrawal of CEMIMiscal measures as it may

slow the recovery®®) and have a negative impact on growth over time. For countries like Belgium,
Cyprus, France, Portugal and Spain that have high levels of both public and private debt, the implications
for the growth developents may be even more pronounced.

(*® In Bulgaria the risk coming from the currency composition of external debt is mitigated due to the currency board regime. In
addition, in the case of Bulgaria and Croatia, the accession to ERM Il may also smoothen the debt sustainability ritis thanks
lower risk premia.

(®) In July 2021, he share of government debérdminated in foreign currency saBulgaria 82%, Croatia 72.1%, Romania
51.1%, Poland 22.9%, Hungary 21.7%, Sweden 20%, Denmark 10.1%, Czechia 8%

(*® European Commission (202TMhe 2021 Stability and Convergence Programmes: an Overview, with an Assessment of the Euro
Area Fiscal Stance

(*® ECB (2021), Anancial Stability Review

(3% IMF (2021), Fiscal Monitor April 2021
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Graph 2.4.2: Government debt
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Graph 2.4.3: Government gross financing needs and deficit
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2.5. FINANCIAL SECTR

The EU banking sector has shown resilience ithe face of the pandemic so far, although it remains

marked by pre-existing challenges, such as low profitability.The EU banking sector entered the
pandemic well capitalised after several years of strengthening following the heavy fallouts of the global
financial crisis and the sovereign debt crisis. However, the robustness of the sector has varied across
countries, with some still marked by sizeable panforming loans, and with low profitability being a
widespread concern.

1 The EU banking sector has remmed resilient, both due to its strong starting position and the
policy measures introduced during the pandemicOverall, strong capital buffers were built in pre
pandemic years, and the common equity tier 1 (CET1) and solvency ratio further increa@2d, in 2
assisted by regulatory limits on dividends. Nmerforming loans (NPLs) continued decreasing amid
the disposal of legacy assets, and new NPLs were muted by moratoria on loan repayments introduced
after the pandemic breakout. The new credit was, im, tsupported by government guarantees for
corporate loans and temporary mapradential easing and financial conditions have remained loose
in 2021. The growth in financial sector liabilities remained limited in 2020, with only Estonia, Greece,
Hungary ad Lithuania going beyond the scoreboard threshold. Recent stress tests by the European
Banking Authority (EBA) show that, overall, the EU banking sector is resilient but there are large
differences across banks and those focused on domestic lending dowgthnet interest income
would face higher capital depletiofi?)

1 A main challenge of EU banking sector remains its low profitability(Graph2.5.1a). The return on
equity, which has been persistently low in most Member States, dropped further in 2020 in view of
higher loan loss provisions and lewrevenues. Profitability turned negative in Cyprus, Greece,
Ireland, Portugal and Spain. In 2021, there are signs of recovering profitdfd)itfhese cautiously
positive developments are also reflected in the market valuation of the EU banks. These ha
gradually recovered to pygandemic levels since last autumn, but remain somewhat below the overall
stock markets.

1 The banking sector in some EU countries remains challenged by combinations of very low
profitability, below average capital ratios or elevated NPLs(Graph2.5.3). (*3 In Greece, the NPL
ratio has declined significantly but it is still elevatéd) while profitability turned negative in 2020
and capital ratios rank among the lowest in the EU. Cypriot banks have also recorded considerable
reductions in their very high NPL ratios, while profitability also turned negative in 2020. In several
other countries, NPL ratios hawkeclined markedly over the last years, but they close to 5% in
Bulgaria, Croatia and Poland. The capital ratio is well below average in Spain and Portugal, and
profitability also turned slightly negative there in 2020.

(3% In July 2021, the European Banking Authority (EBA) published results of theviB®& stress test involving 50 banks from 15
EU and EEA countries, which cover 70% of the EU banking sector assets. This exercise had a specific focus on loans under
moratoria/ad wi t h public guarantees. This yd®r & entarreé vs ithe at id owsird
interest rate environment, which assumed an EU GDP decline of 3.6% over three years. The results suggest that the EU banking
sector would staabove a CET1 ratio of 10%, with a capital depletion of EUR 265bn against a starting CET1 ratio of 15%.
Credit losses would explain most of the capital depletion. The scenario would also result in a significant decrease in the
contribution of profits frontontinuing operations, especially from net interest income.
(® The median return on equitf EU bankdell from 5.8% in 2019 to 2.7% in 202Blowever, it increased to 7.1% in Q2 2021.
(® NPLs in the set ofcoreboard auxiliary indicators is definedtatsl gross NPLs and advances as percentage of total gross loans
and advances (gross carrying amount), for the reporting sedtonestic banking groups and stealdne banks, foreign
controlled subsidiaries anfdreign controlled branches, all institutics 0 . Har moni sed data on NPL ratio
since 2014. Thus, for the data concerningfihee a Graph2.5.1 b displays data for the ratio of gross Aperforming debt
instruments (NPDs) over total gross debt instruments, which is available in longer time series, and that refers, besides loan
also to other debt instruments held by the banking sectorlafike is typically slightly lower than NPL ratios, much because
the denominator is larger, i.e., total gross debt instruments are larger than total loans. The difference betweenit® two rat
currently amounts to 5 percentage points for Greece and p@yprus, while for most countries it is below 1 p.p.
(3% Graph 2.5.1 b is based on Q1 2021 data when NPL ratio for Greece was 26%. The data for Q2 2021 released afér the cut
date of the AMR (22 October 2021) point to very substantial reductitiedfiPL ratio towards 16% (provisional value).
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Risks to the banking sector remainand the full impact of the crisis on asset quality, profitability

and capital buffers will only be visible once the support measures are fully withdrawnThe impact

of the COVID19 shock on the banking sector has been limited by extensive support potisyres

aimed mostly at the corporate sector. These are being gradually withdrawn and most measures are
scheduled to expire by the end of 2021. Their withdrawal will expose underlying solvency or liquidity
issues. This represents a risk for the bankingosexs debtors will need to meet repayment obligations

that they had been shielded from.

1 Corporate and household solvency difficulties may still materialise as normality is restored.
Private debt was already high in several Member States before the paadenmncreased further in
2020. Corporate solvency issues represent a major risk, particularly in some sectors more affected by
the crisis. So far, corporate insolvencies have remained low. Risks related to household mortgage debt
have so far been conted by public income support schemes and increased household savings. Long
standing supply issues in housing markets reduce the risk of material downward adjustments in house
prices. Nevertheless, future solvency issues in the corporate sector could deladlockon effect on
employment, and affect household solvency as well.

1 NPLs are expected to rise, especially in some sectors and countrigdficulties in debt repayment
by NFCs whose profitability is most affected could lead to an increase of NPlemdilthere has
been a marked increase in Stage 2 loans, which represent loans with significantly increased credit
risk. (3% The share of Stage 2 loans in the euro area was 13% in 2020 and is expected to increase to
17% in 2021(%%) The regional distributin of economic activities means that increases in NPLs may
be unevenly distributed across regions, and therefore disproportionately affect certain countries
banking sectorq®”) The increase of interest rates can represent another challenge for higtdyédeve
firms with low liquidity buffers.

1 Feedback loops between banks, sovereigns and NFCs should be closely monitohedhe euro
area, the ECBOSs pandemi ¢ uedsrgimedebanayy financigh markett progr
sentiment and contributed stability of the banking sector during the pandemic. However, banks in
some countries absorbed a large share of the newly issued public debt, which was partly driven by
support measures towards corporate sectors. This representsraviiskk of the inteconnectedness
between bank balance sheets, the corporate sector and the level of public debt, not least in a situation
of potential increases of loAgrm rates globally.

Structural challenges for the banking sector that were present before the pandemic main, and

may be more difficult to resolve.Excess capacity has been a laagn challenge of EU banking sector,
resulting in low cost efficiency and low profitability. The ongoing process of digitalisation and green
transition pose new challenges for thenking sector that will have to redirect funding across industries at
times when its persistently low profitability constrains its own investment, and which could be
exacerbated if its asset quality was to deteriorate.

The nonbanking financial sector, which has been affected by the persistent low interest rate
environment, is facing new challengesThe persistent lowield environment strained the profitability

and balance sheet of ntwank financial institutions with asset portfolios largely investedou-risk

assets such as insurers and pushed them to increase their leverage and exposure to more ri€By assets.
An abrupt increase of the interest rates outlook could trigger a global repricing of risks implying asset
valuation losses for the EU ndranking sector. Lifeinsurers seem to be most affected so far by the

(®%) Stage 2 loans are loans whose credit risk has significant increased since its initial recognition but unlike in casg lob8sage
are not yetonsidered crediimpaired orin default

(%) ECB (2021) Financial Stability Review, May 2021.

(37) The euro area data confirm that Stage 2 loans increase was more pronounced for sectors more affected by the pandemic and the
restrictions on mobility e.g. in accommodation services from 7% in 2019 to 25% in 202Din the area of arts and
entertainment from 6% to 23% respectively. ECB (2021): Financial Stability Review, May 2021. Similar trends are also visible
in recent NPL data. EBA Risk Dashboard for Q2 2021 shows that diverge in asset quality across\eezases For example,
for accommodation and food service the NPL ratio rose further from 9% in Q1 2021 to 9.6%2062Q2nd for arts,
entertainment and recreation from 7.9% to 8.2%.

(®® ECB (2021) Financial Stability Review, May 2021.
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COVID-19 shock as their premiums declined in 2020, while they increased for tHiéenlomsiness(®°)
Furthermore, the pandemic led to some commercial real estate price corrections gnateffact on the
performance of real estate funds (see section on housing above).

Graph 2.5.1: Banking sector profitability and capital and non -performing loans

a: Profitability and capital ratios [ ga (2020)

b: Non-performing loans
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Box 2: Employment and social developments

Throughout the pandemic the labour market remained resilient, largely thanks to
unprecedented support measures at nationalnd EU level. The widespread use of job retention
schemes, supported by the EU instrument for temporary Support to mitigate Unemployment
in an Emergency (SURE) and other types of interventions, including extdissaeand monetary
support,cushimed the impact of the COVHR9 shock on jobs and incomemd prevented the
health crisis from becoming a job crisis. The effect of the COWrecession on labour markets
was generally Wshaped: in most countries, labour markets were significantly affextthe very
onset of the crisis, but a partial rebound rapidly followed, largely owing to the brisk recover
economic activity(%)

Unemployment increased only slightly in 2020 compared to the size of the shock and ig
expected to fall back to around prepandemic levels in 2022The EU unemployment rate (15
74 years old) rose to 7% in 2020 (with a peak of 7.7% reached following thevdive of the
pandemic), only 0.3 percentage point (pp) above the average 2019 level. Such increases we
compared to the GDP contraction of around 6% for the EU as a w#olée highest increases
were recorded in the Baltics (2.4 pp in Estonia,ghan Lithuania and 1.8 pp in Latvia), Sweder
(1.5 pp) and Spain (1.4 pdh seventeen EU countries, the unemployment rate moved up by
than one percentage poifihe unemployment rate even fell in Poland, France, Italy and Greec
2020. In the fist half of 2021, unemploymemtecreased in a majority of Member Stat€ke
youth unemployment rate (424) in the EU showed initial signs of recovery by fBR1 but still
stood at 17.4% in the second quarter of 2021, nearly triple the unemploymentf e o
populationaged23 4 years ol d. According to the Co
the EU unemployment rate is still expected to stabilise in 2021 but then to fall back to areung
pandemic levels in 2022.

However, the lowerthan-expeced increase in unemployment rates partly reflects
withdrawals from the labour market and thereby lower activity rates. The activity rate (154
years old) dropped by 1.7 ppfrom 73.6% in the fourth quarter of 2019 to 71.9% in the seco
quarter of 2020 but returned to its prpandemic level in the second quarter of 20ie activity
rates fell in most Member States in 2020, with the highest declines (between 1 pp and
recorded by Italy, Spain, Ireland, Portugal, Bulgaria and Greece. In 2025, iiethained below
prepandemic levels in a significant number of cases.

Employment rates, while falling in almost all Member States in 2020, are gradually
rebounding in 2021, but not in all sectorsin the EU the employment rate (3@ years old) fell
to 72.4% in 2020 from 73.1% in 2019. The largest falls were observed in Spa8mp), Ireland
(-1.7 pp), and Bulgaria-1.6 pp), while Poland (+0.6 pp), Malta (+0.5 pp) and Croatia (+0.2 p
were the only countries in which the employment rate increasethelrfirst quarter of 2021
employment rates still fell in most Member States, but in the second quarter of 2021
increased again, gradually returning to-pesndemic levels except notably in sectors most hit k
social distancing needs.

Government support measures have mitigated the effect of the fall of market incomes on
disposable incomesln addition to the use of job retention schemes, governments implement
range of measures to raise net transfers, including extended unemployment benefits
deferrals of certain payments such as tax or utility bills on the top of moratoria on
repayments. The real gross disposable household income per capita fell by 2.7&6-{yeen) in
the second quarter of 2020, but recovered by the end of the yekagraained largely unchanged
between 2019 and 2020. The increase in the at risk of poverty or social exclusion rate (AROF
2020 was contained or decreased compared to 2019 in at least half of the Member States. In
were, nonetheless, estimated $ome Member State§)

Nevertheless, important challenges lie ahead.
The pandemic has accelerated structural trends in the labour market, raising concerns for

the people affected.The longterm trend of falling labour demand for occupations with irgut
tasks has accelerated (Graph)1Low teleworkable occupations can be increasingly affected K
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automation. In addition, the phasiogt of support measures might lead to significgol

shedding in the most supported sectors depending on the extent to which the demand f
related goods and services will recovEhe speed and effectiveness of labour reallocation w,
depend on whether the skills of displaced workers are ssptoific or adaptable to other sectors,
and effectiveness of 1&killing and upskilling. While such reallocation could accompany the twi
transitions and lead to productivity and competitiveness gains, the duration of unemploymen
increase in the absencé targeted and effective policy interventions. In their natioeabvery

and resilience plans, most Member States plan measures to support job recovery, b
strengthened coordination of the measures will be key for successful labour market tra@§ition

Labour shortages are reemerging, raising need for reskilling and up-skilling (Graph 1 .
Prior to the pandemic, labour shortages were already at a historical peak across the
Containment measures linked to the pandemic and the resulting écatismptions drove the
decline in labour shortages as many firms withdrew their job openings during the lockd
However, labour shortages are on the rise again in cwosttrieswith sizeable increases in job
vacancies in Austria, Belgium, Croatia, &any, Lithuania, Portugal, Slovakia and Slovenig
Shortages currently affect in particular the information and communication sectors
construction. The growing labour shortages may not only reflect the quick recovery from the
recession and a decssain the number of crodmrder workers, but also signal that skills
mismatches, which had already existed before the crisis, may grow further with the progress
twin transitions (%)

The pandemic and its aftermath risk increasing inequality in varous forms.In 2021, long
term unemployment has increased in most Member States, as more people have been unen
since the pandemic startedhe large interruption in recruitment limited opportunities fo
unemployed and labour market entrarigluding many young people or migrant® Youth
unemployment rose significantly during the pandemic in most Member States and in the sé
quarter of 2021 it stood above 30% in Greece (38.5%), Spain (38.2%) and ltaly (32.
Lockdowns also exacerbat@tequalities in access to education to health and social services
that may have an impact on the labour market in the medium and long termthehitepact on
working hours was stronger for workers with lower education levelsaddition, with the
exception of the Netherlands, workers on temporary contracts were particularly affected by
losses in 2020. While income support measures have strongly mitigated the regressive imp
the crisis on labour market incom@y there remain major concerrfor the labour market
prospects of these workers, also given the decreasing relative demand-fetemarkable and
routine occupations.

Graph 1: Employment and unemployment evolution

a: Employment in occupations with different b: Unemployment and labour shortages in the EU
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Source: a) European Commission, 2021 Labour market and wage developments in Europe report (forthcoming)
b) Eurostat, LFS and Europe an Commission, EU -BCS
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For a more irdepth discussion of recent labour market development wsegpean Commission, 2021 Labddarket
andWageDevelopments in Europe report (forthcoming).

Thanks to theextensiveuse of job retention schemes, the downtwas refleted norein a drop in hours worketh
2020(-5.5%) tharin an increase in unemployme@DP contraction was deepier2020than in 2009-4.3%),but the
increase inunemploymentwas sizeably lower (monthly unemployment ratesreasecby up to 2.6 p in the EU
betweer2008and2009.

In March 2021, the European Commission set a newekel target to reduce the number of people at risk of povert
or social exclusion by at least 15 million by 2030. It is one of the three headline targets in th& erepyment,
skills, and social inclusion to be achieved by 2030 as part of the European Pillar of Social Rights Action Plan.

In March 2021, the Commission adopted a Recommendation for Effective Active Support to Employment (EASE
invite MemberStates to implement coherent packages of strengthened active labour market policies to suppg
transitions in the recovery. In line with the EASE recommendation, active labour market policies and p
employment services are an integral part of tRiPR of 20 Member States, while all Member States includedng
re-skilling policies into their plans.

For a more irdepth discussion of skills, séairopean Commissio(2021) Proposal for a Joint Employment Report
2022 from the Commission and the@cil.

See: CroitorovO.etal. 202 1) , AiThe macr oecoAdmipca nidreprd cct | Quartetiglee
Report on the Euro AredDG ECFIN,European Commissioiv/ol. 20, No 2, Part | See alsdhe 2021 report of the
Employment and Social Developments in Europe (ES&@ig)Fasani, F., Mazza, J. (2028) vulnerable workforce:
migrant workers in the Cowvidl9 pandemic. JRC Technical report

Employment and Social Developments in Europe (ESDE) Annual Review 2021.
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https://ec.europa.eu/social/main.jsp?catId=738&langId=en&pubId=8402&furtherPubs=yes
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file:///C:/Users/cantoer/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/8E6KXHGS/JRC120730.%20Publications%20Office%20of%20the%20European%20Union.%20https:/op.europa.eu/en/publication-detail/-/publication/43d3d0e2-a679-11ea-bb7a-01aa75ed71a1/language-en/format-PDF/source-194348210
file:///C:/Users/cantoer/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/8E6KXHGS/JRC120730.%20Publications%20Office%20of%20the%20European%20Union.%20https:/op.europa.eu/en/publication-detail/-/publication/43d3d0e2-a679-11ea-bb7a-01aa75ed71a1/language-en/format-PDF/source-194348210

3 « SUMMARY OF MAIN CHALLENGES AND SURVEIANCE
IMPLICATIONS

The COVID-19 crisis interrupted the correction of macroeconomicimbalances related to high
government, private and external debts, and came at the time when overheating risks were
emerging in some countries after several years of strong growtfhe pandemiinduced recession
stopped a broad process of deleveraging fhigh government and private sector indebtedness that had
taken place in a number of Member States over most of the past decade, especially its second half when
economic growth became stronger and helped bring debt ratios down. Large current accotsbdefici
buoyant credit growth had also been corrected, resulting in external liabilities being gradually reduced
and banking systems being strengthened. In more recent years, there had beenmdiuildhlienges

and risks associated with signs of overlmeptn some sectors in some countries, mainly at the level of
house prices and cost competitiveness, especially where economic growth was more buoyant, and after a
relatively long economic expansion. Trends in house prices that were starting to gaimigate the
COVID-19 crisis continued and in some cases even accelerated during the pandemic. Cost
competitiveness was deteriorating in some of the faster growing countries prior to the pandemic and more
recent developments are still hard to assess aavHible datarestill distorted by the unusual fall in
productivity in 2020 and the interplay with extensive labour market support measures.

A number of imbalances have been exacerbated by the COVAHID9 crisis and new challenges may be
looming. In 2020,government and private sector d&tHGDP ratios rose sharply due to the recession and

to higher borrowing to mitigate the fallout of the crisis. However, thanks to the marked economic
recovery, debt ratios are now stabilising or have already startadidgcNonetheless, the crisis leaves a
legacy of higher debt as governments are coming out of the crisis with clearly highto-G&® ratios.

The private sector, mostly in countries where private debt was already high prior to the crisis, is also
burdened with higher debt. The successful implementation ofrduevery andresilienceplans can

support public and private deleveraging by helping to enhancetéomggrowth. However, in the short

term, a deterioration in government and private asset quality may affect the balance sheets of financial
institutions, whose low profitability safallen further under the pandemic, and impair credit supply for

the recovery. External accounts have been less affected but deteriorated for countries whboedenoss
tourism is more significant, including some with large negative net internatiorestiment positions. At

the same time, housing markets have gained further dynamism over this crisis and house price growth is
at its highest since over a decade in several Member States. The risks of house price overvaluation are
rising, which raises conogs particularly where household debt is high. Cost competitiveness pressures
may be picking up strongly with the recovery, especially in countries less affected by the crisis.

Overall, challenges are present in a number of Member StateShe main challeges relate to:

1 A number of Member States are affectedniyitiple and interconnected stock vulnerabiliti&his is
typically the case for those countries that were hit by bbast credit cycles coupled with current
account reversals following the globfancial crisis, which also had implications for the banking
sector and for government debt. Nearly all of those Member States have been hit hard by the COVID
19 crisis, reflecting also the high relevance of co@sler tourism in their economies:

- In the case of Cyprus and Greece, elevated debts and large negative net international investment
positions combine with lasting challenges for the financial sectors. The current accounts of these
Member States worsened in 2020 on the back of falling traveloamigm revenues. Although further
progress was observed in reducing 4penforming loans in 2020, they remain high in both countries.

In the case of Greece, potential output growth has been slow in a context of high unemployment.

- In Croatia, Ireland, Ptugal, and Spain, imbalances related to high debts were receding until the

outbreak of the COVIEL9 crisis. However, in Croatia, Portugal and Spain these trends were
interrupted by the pandemioduced recession and ddbtGDP ratios edged up visibly. 12020,
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Ireland stood out by avoiding a recession in GDP while the sector composition of its economy had a
favourable impact on its external accounts.

In Romania and Hungary, vulnerabilities mainly relate toitierplay between government debt and
externalfinancing against a backdrop of overheating risks and large fiscal deficits. In Romania, the
current account deficit has been significant and persistent for a number of years and no improvement
is expected in the near future. Government debt has beeg fasit since before the COVAL® crisis
reflecting large fiscal deficits, and is set to further increase adding to external financing needs. In
Hungary, government financing needs have been large in recent years, and will remain so, in light of
short debtmaturities and large fiscal deficits, and the source of such financing is partly external. In
both countries, a nenegligible share of debt is denominated in foreign currency, which compounds
the links between the external sector and the fiscal situdtidhe case of Hungary, house prices are
edging up sharply and inflationary and cost competitiveness pressures are visible against the backdrop
of a strong recovery and lasting policy support.

In a few Member States, vulnerabilities are mainly linkedatge government deltb-GDP ratios

that have further increased during the crismupled with lasting concerns relatingpgotential output
growthandcompetitivenessrhis is particularly the case for Italy, where vulnerabilities are also linked

to the lanking sector and the large, even if still declining in 2020, stock efpedorming loans, and

in a context of lasting weak labour market performance. Belgium and France mainly face issues linked
to high government debt that increased markedly with |gtest crisis, and potential growth issues
amidst weak competitiveness. In France, private debt continued to rise from already relatively high
levels, in particular corporate debt. In Belgium, the high private debt also grew further in 2020. In
both Belgium and France, house prices may be overvalued and became more dynamic recently.

Some Member States are characterisedalye current account surpluselat remain above levels

that economic fundamentals would justify. This is the case for Germany andetherldinds. The

euro area surplus is expected to edgehigpyear, following a temporary decline last year. The large
surpluses may reflect forgone growth and domestic investment opportunities.m#lyahave
consequences for tHenctioningof the euro aga in a context of a recovery that needs to be sustained
against a backdrop that is still marked by significant uncertainty. In both cases, house price dynamics
point to risks of overvaluation, which in the case of the Netherlands have been there fdrea afim
years and are accompanied by high household debt.

In Czechia and Slovakiapst competiveness losses have combined with strong house price fgrowth

some years. Cost competitiveness losses had been recorded before the crisis and continued marked
growth in employee compensation point to overheating risks amid continued large fiscal deficits, with
government debt being higher in Slovakia. The performance of the external sector of these countries
does not seem to have been affected but the signifazantentration of exports in a few specific
sectors constitutes a vulnerability. These are compounded by strong house price growth, with
increasing risks of house price overvaluation. In the case of Slovakia, these come alongside relatively
high household &bt following years of increases.

In some Member States, developments in the housing markets are addisks ttinked to house

prices valuationften in a context of high household debt. That is the case of Sweden, and also of
Denmark and Luxembourdrecent house price data suggest that after some-|skeattdownward
adjustment house prices in Sweden accelerated again in 2020, reinforcing overvaluation concerns. In
Luxembourg, buoyant house price growth has become even more dynamic during thehiokibas
compounded risks of overvaluation and occurs alongside high household debt relative to household
gross disposable income. In Denmark, the very recent acceleration in house prices occurred alongside
high household debt.

In the case of Malta, arewvated and growing private debt stock and persisting weaknesses of the
insolvency framework create particular vulnerabilities.
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This AMR concludes that IDRs are warranted for 12 Member States: Croatia, Cyprus, France,
Germany, Greece, Ireland, Italy, theNetherlands, Portugal, Romania, Spainand Sweden.These
Member States were subject to an IDR in the previous annual cycle of MIP surveillance, and were
considered to be experiencing imbalances (Croatia, France, Germany, Ireland, the Netherlands, Portugal
Romania, Spain, and Sweden) or excessive imbalances (Cyprus, Greece, and Italy). The new IDRs will
assess if those imbalances are aggravating, under correction, or corrected, with the view to update
existing assessments and assessing possible remadticygneeds.

In addition, a number of Member States that were not subject to an IDR in the previous round

display developments that merit particular attention. Slovakiais marked by strong house price

growth alongside a sustained albeit slowing increas@ausehold borrowing. Exports are markedly
concentrated in a few specific sectors and there have been cost competitiveness losses, but export market
shares have so far not been adversely affected. In the ddsegdry, the interplay between government
borrowing and external financing in a context of significant debt exposure in foreign currency merits
attention. House price growth has been strong. Cost competitiveness pressures are mounting, but export
market shares have so far not been adversely affecte

There is also the need to monitor the development of risks in other Member States, in many
instances linked to housing marketsin the case of Denmark and Luxembourg, developments in the
housing market point to a builgp of risks. While changed preérces, supportive financial conditions

and supply constraints may sustain house price growth, the risk of a downward correction, with potential
implications for the wider economy, cannot be dismissed. Czechia is marked by strong house price
growth and peifistent cost competiveness losses that have been significant for some years. In Malta,
growing private debt combined with weaknesses of the insolvency framework create particular
vulnerabilities. Monitoring and surveillance should follow developments gldasethese six Member

States and ascertain whether they are consistent with and conducive to macroeconomic stability. The
balance of risks does not at present point to a need for an IDR. Section 4 provides more information on
countryspecific developments.
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4. MEMBER STATES SPEOT COMMENTARIES

4.1. BELGIUM

In June 2021, no macroeconomic imbalances were identified in Belgium. In the updated scoreboard
including figures until 2020, the indicators for private sector consolidated debt and general government
gross debt indicators are above their indicative thresholds.

After a 5.7% contraction in 2020, real GDP is forecast to increase by 6% in 2021 anith 2@22. The
nominal GDP level in 2022 is forecast to be 8.4% above its 2019 level.

Relevant developments since the previous report can be swadasi follows:

1 External vulnerabilities remain limited. In 2020, the  Graph Al: Debt across sectors in the econom
current account recorded a smalf@us. The NIIP is Belgium
clearly positive, and is forecast to remain at broadly 2so
the same level in 2021 and 2022. The marked increasg:t00
in the unit labour cost (ULC) in 2020 reflects the large
drop in productivity during the COVIA9 crisis, é 150
partly due to labour feoding. In 2021 and 2022, pays
dynamics are expected to largely offset thé
recuperation in productivity. 50
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1 The private sector debtto-GDP ratio increased 0
further above the threshold in 2020. It was negatively
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affected by the sharp decline in GDP in 2020. The fHousf_ehold, _
debt of Belgian no#inancial corporations is high and e e poratons
increased to almost 126% of GDP, but the high share Source: Eurostat angbmmission services

of crossborder intragroup lending, which inflates this

figure, reduces risks. Household indebtedness, which mainly reflects mortgage debt, datinue
increase in 2020, but the rise in the household-tee®DP ratio is mostly due to the drop in GDP, as

net credit flows to households were contained. Measures to support household and firm income have
contributed to the stabilisation in the share oftperforming loans in 2020. House price growth
accelerated in 2020 and house prices show signs of potential overvaluation.

1 The government debtto-GDP ratio further increased in 2020, to 112.8% of GDP, reflecting the
sharp drop in GDP and the substantjalernment support measures to mitigate the impact of the
COVID-19 crisis. Risks associated to financial and public sector feedback loops remain limited. The
financial sector remains sound.

1 The increase in thanemployment rate was contained in 2020, in@sing only slightly to 5.6%,
thanks to government support measures, which have been prolonged until the end of 2021. It is
forecast to increase slightly in both in 2021 and 2022. Youth unemployment increased in 2020, and is
forecast to increase to 20.5%2621.

Belgium entered the COVHDI crisis with no identified macroeconomic imbalances, although with a
high private sector and general government gross debt, involving limited risks. With the -Q@¥i3is,
debt, both for the private and public segtbas further increased and warrant monitoring. Overall, the
Commission does not consider it necessary at this stage to carry out furtieptm analysis in the
context of the MIP.
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4.2. BULGARIA

In June 2021, no macroeconomic imbalances were identified in Bulgaria. In the updated scoreboard
including figures until 2020, the unit labour cq&1LC) growth indicator is above their indicative
thresholds.

After contracting by 4.4% in 2020, real GDP is expected to grow by 3.8% in 2021 and by 4.1% in 2022.
With the return to economic expansion, nominal GDP in 2022 is forecast to be 17% above its 2019 level.

A number of relevant developments can be sumnthasdollows:

1 The current account balance registered a small Graph A2: Debt decomposition by sector
deficit of 0.3% of GDP in 2020, for the first time since Bulgaria
2012. Its decline was mainly due to the contraction of 10
exports of tourism services caused by the COYD 168
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costs are expected to continue increasing markedly Source: Eurostat and ECB

even if less than in 2020, despite recovering
productivity growth, as compensation per eaygle is set to increase strongly.

1 Corporate indebtedness increasedn 2020, but deleveraging is expected to resume with the
economic recovery. Although credit growth moderated, the sharp decline of GDP in 2020
temporarily reversed the process of debt daiaging that had been based on strong nominal GDP
growth. With the return of economic growth, the corporate-tel@DP ratio should return to a
downward path. The real growth ratehouse pricesincreased to 5.2% in 2020. It is set to moderate
somewhatn 2021, but is supported by buoyant mortgage credit growth.

1 Government debtwas below 25% of GDP in 2020 and is set to remain below 30% of GDP in 2021
despite the planned increase of government expenditure.

1 The financial sector maintained sufficient liquidity and capital adequacy during the CQG1AD
crisis, supported by the measures the Bulgarian National Bank introduced in March 2020 and the
entry of Bulgaria into the Banking Union in July 2020. The-performing loans ratioemains high,
although it declined further to 5.9% in 2020 will be important going forward to monitor closely
the effect of the phasing out of public support measures, such as the loan moratoria and the guarantee
schemes

1 The labour market conditionswere not particularly affected by the recession in 2020 largely thanks
to the use of shotime work schemes. The unemployment rate increased to 5.1% in 2020 from a
historical low level in 2019, but is forecast to start declining as of 2022.

Bulgaria entered the COVIEL9 crisis with no identified macroeconomic imbalances, although non
performing loans and corporate indebtedness were relatively high, albeit declining. With the -@@VID
crisis, the private sector debd-GDP ratio increased temporarilyni 2020, but is set to decline
afterwards. Wage compensation is expected to continue itpgmdemic growth path. Overall, the
Commission does not consider it necessary at this stage to carry out furttieptm analysis in the
context of the MIP.
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4.3. CZECHIA

In June 2021, no macroeconomic imbalances were identified in Czechia. In the updated scoreboard

including figures until 2020, the unit labour cq&iLC) growth indicator is above their indicative
thresholds.

After a GDP decline of 5.8% in 2020, real GDP is forecast to increase by 3% in 2021 and 4.4% in 2022.
With the return to economic expansion, nominal GDP in 2022 is forecast to be 13.2% al2BiDits
level.

A number of relevant developments can be sunsedias follows:
1 External vulnerabilites remained contained. Graph A3: GDP, ULC and house prices

While a current account surplus of 3.6% of GDP Czechia
was recorded in 2020, it is expected to move back to 2

a broadly balanced position in 2021. The NIP, " /
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defaultable instruments (NENDI) was alreadys 2 /-"._Iﬂ u
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1 Unit labour cost growth was already high before€ -4 ’
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COVID-19 crisis. Wih the recovery in productivity, = ULC growth
ULC growth is expected to moderate despite strong o o e Do oo price index
growth in compensation per employee in 2021 and Source: Eurostat and Commission services

2022.

1 Private indebtednessremained low. While it increased slightly in 2020, private debt remains well
within the prudentiabnd fundamental benchmarks. Credit flows have been positive but limited for
both households and companies. Damking sectoris well capitalized and its profitability is high.
The nonperforming loans ratio remains low.

1 General government debtincreasedo 37.7% of GDP in 2020 and is forecast to rise to 42.4% of
GDP in 2021 and 44.3% in 2022. While the level of government debt is still relatively low, it grows
at a high pace amid large budget deficits.

1 House priceshave been growing briskly over an exded period of time, with increasing indications
of potential overvaluation. Real house price growth remained high in 2020, at 5.5%, although it

dipped below the scoreboard threshold. With household disposable income expected to continue

growing stronglym 202122, a further acceleration of house prices seems likely, as also suggested by
available data for 2021. Upward price pressures could be mitigated by an expecteg joick
residential construction in 2021 and 2022 and rising mortgage interestmatesrayoing monetary
tightening.

Czechia entered the COWD® crisis with no identified macroeconomic imbalances, although
competitiveness and pressures in the housing market involved some risks. With the1GQViis,
some risks have increased. Overall, the Commission does not cahsideessary at this stage to carry
out further indepth analysis in the context of the MIP.
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4.4. DENMARK

In June 2021, no macroeconomic imbalaneese identified in Denmark. In the updated scoreboard
including figures until 2020, the current account surplus and the private sector debt indicators are above
their indicative thresholds.

After a 2.1% decrease in 2020, real GDP is forecast to increas8%yin 2021 and 2.7% in 2022. The
nominal GDP level in 2021 is forecast to surpass its 2019 level by around 10.4%.

A number of relevant developments can be sunsedias follows:

1 Regarding external sustainability, the current Graph A4: Real house price
account balance continuehowing a large surplus, 140 Denmark 30
which came in at 8.1% of GDP in 2020. Even though L
expected to steadily decline in the coming years, it is
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1 Private sector indebtedness remains high but is
decreasing. Danish households have been deleveraging over recent years, althdwgiseheld
debt ratio increased marginally to 1I7% of GDP in 2020, affected by the decline in real GDP. The
household dektio-GDP ratio is the highest in the EU but is projected to continue decreasing in 2021
as a share of GDP. Despite accelerating house prices, the increase in mortgage lendiegl remain
moderate. The interest burden reduced further while the share of loans with variable rates remains
relatively high, although much lower than a decade ago. The high level of household gross debt is
accompanied by significantly higher, albeit less ligdidancial assets, notably houses and pension
savings.

1 Real house pricegrowth was 4.6% in 2020, below the threshold in the scoreboard. Real house price
growth increased in the first half of 2021, reaching the peak of 13.5% year on year in the second
quarer of 2021but it is forecast to decelerate in the near future. Valuation gap estimates indicate
potential overvaluation. The average house price gap continues to increase, and the price to income
gap is comparatively high.

1 The banking sectorhas remainedtable and banks remain profitable, liquid, and well capitalised,
while the norperforming loans ratio is low. Despite a sharp increase in 2020 due to the
implementation of COVIBL9-related measuregovernment debtis relatively low at around 42%
of GDP.The budget deficit was only 0.2% of GDP in 2020, partly due teafiheffects.

1 Thelabour market has remained strong. The unemployment rate increased slightly in 2020 to 5.6%.
Due to the strong recovery of the Danish economy, employment exceede@-gengemic level,
and the number of unemployed went below thepganedemic level by 2021 Q2.

Denmark entered the COVILD® crisis with no identified macroeconomic imbalances, although the high
private sector indebtedness and current account surplus iesaine risks. During the COWAL® crisis,

private sector indebtedness has increased moderately, while house prices have risen markedly, and the
current account surplus has remained high. Overall, the Commission does not consider it necessary at
this stagedo carry out further irdepth analysis in the context of the MIP.
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4.5. GERMANY

In June 2021, the Commission concluded that Germany was experiengargeconomic imbalances,
reflecting a subdued level of investment relative to savings, which havebmates relevance. In the
updated scoreboard, which includes figures until 2020, the current account balance, unit labour cost
(ULC) growth, house pricgrowth, and government debt indicators are above their indicative thresholds.

After a 4.6% decrease in 2020, real GDP is forecast to increase by 2.7% in 2021 and 4.6% in 2022. The
nominal GDP level in 2022 is forecast to be 9.4% higher than in 2019.

A number of relevant developments can be summarised as follows:

1 The current account surplus, standing at 6.9% of Graph A5: Net lending/borrowing by sector
GDP in 2020, remains high. It has gradually narrowed
since 2015, but is forecast to persist above Tbis is
linked to subdued private and pubiiovestment, which 1
are constrained among others by bottlenecks to
investment, such as in infrastructure and housirfys
While private and public investmerftave gradually 3
increased in recent years, they remain below the euro
area average.

Germany

1 Unit labour costsincreased sharply in 2020 due to the °
strong decline in output combined with relatively stable,
employment and compensation. The relationship 060708091011 12 13 14 15 16 17 18 19 20 21f22f
between labour cost and output is expected to NOrMaliS@m bammione " o vo ey

as GDP recovers. Source: Ameco

1 Government debtexceeded the indicative geboard threshold of 60% of GDP, rising to 68.7% of
GDP in 2020 and is expected to peak at 71.4% in 2021, reflecting policy support during the-COVID
19 pandemic. Théanking systemremains adequately capitalised with a very low level of-non
performing loas, although its profitability is low after a further decline in 2020.

1 Real house pricegirew by 7.1% in 2020 and continued to grow brishklyhe first half of 2021 amid
a continued shortfall in housing supply. House price developments show sigpstenitial
overvaluation.

Germany entered the COWI® crisis with a large domestic savings surplusderpinned primarily by

net savings of households and the governmiém. current account surplus persists at a high level, as
private investment remaimsuted despite policy support in the COVIB context, and public investment

has not yet filled longstanding investment gaps. House prices have grown strongly. Overall, the
Commission finds it opportune, also taking into account the identification of indesain June, to
examine further the persistence of imbalances or their unwinding.
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4.6. ESTONIA

In June 2021, no macroeconomic imbalances vieeatified in Estonia. In the updated scoreboard
including figures until 2020, real effective exchange rate, unit labour cost (ULC) growth, house price
growth, financial sector liabilities and the youth unemployment rate indicators are above theinimdicati
thresholds.

After a 3% decrease in 2020, real GDP is forecast to increase by 9% in 2021 and 3.7% in 2022. The
nominal GDP level in 2022 is forecast to be 16% above its 2019 level.

A number of relevant developments can be summarised as follows:

1 External vulnerabilities remain contained, with the Graph A6: Real house price index
NIIP forecast to stabilise at arour#2% of GDP in
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1 Growth in house pricesaccelerated to 6.9% in 2020 and is expected to accelerate further in 2021,
fuelled by the early withdrawal of pension asset2021, increasing construction material prices and
supplysi de bottl enecks, while househol dsd borrowing
price metrics do not point to potential overvaluation risks. Bdmking sectorremains resilient with
a high capital ratio and a low ngerforming loans ratio.

1 The government debtto GDP ratio remains low, but rose by 10 pps in 2020, due to a higher public
deficit, lower nominal GDP and precautionary financing by the government. It is forecast to reach
20.4% of GDP in 2022.

1 Thelabour market conditions deteriorated in the wake of the COMID crisis. After a steady
decrease over the past decade, the unemployment rate rose to 6.8% in 2020. It is forecast to start
falling in 2022. The youth unemploymentteaincreased markedly in 2020, and it is expected to
continue increasing in 2021.

Estonia entered the COVHDO crisis with no identified macroeconomic imbalances, although with a
negative net international investment position involving limited risksh W& COVID19 crisis, house

price growth has accelerated but house prices do not appear to be overvalued. Overall, the Commission
does not consider it necessary at this stage to carry out furthdepth analysis in the context of the

MIP.
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4.7. IRELAND

In June 2021, the Commission concluded that Ireland was experiencing macroeconomic imbalances, in
particular involving vulnerabilities linked thigh private, public and external debt. In the updated
scoreboard including figures until 2020, the current account balance, the net international investment
position, private sector debt and the activity rate indicators are above their indicative tiw.¢8hol

After an expansion of 5.9%
2021 followed by 5.1% in 2022. The nominal GDP level in 2022 is forecast to be 28.1% above its 2019
level.

A number of relevant developments carsbenmarised as follows:
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External sustainability remains a concern. The NIIP  Graph A7: Debt across sectors in the econorr
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thresholds. The hlgh share of crdm®der intragroup Note: Modified Gross National Income (GNI*) captures more
. . . accurately the underlying economic activity by eliminating son
lending in corporate @bt reduces risks. In 2020, theimpactofmuitnationals
household debt reached about 36% of GDP and 64% of GNI*. While below the prudential threshold

and declining, it is still high relative to household disposable income (109%).

Government debtincreased slightly, to 58.4% of GD® 2020. It is expected to resume its declining
trend in 2021. In contrast, the government debt relative to GNI* remains large.

Thebanking sectoris in a healthier position than in the run up to the 2010 financial crisis. Banks are
well-capitalised but fee longesterm challenges related to profitability, which turned negative in
2020. Nonperforming loans (NPLs) have reduced substantially over the past years and the NPL ratio

remained low, at 2.6% in June 2021.

House priceswere stagnant in 2020 in raarms, but are expected to pick up slightly in 2021 driven
by supply shortfalls. Valuation gap metrics do not point to potential overvaluation, but housing
affordability remains an issue, with the average number of years of income required to buy a

dwelling being among the highest in the EU.

Theunemployment rateincreased to 5.7% in 2020 and is forecast to rise to 7.5% in 2021 as a result
of the COVID19 crisis, but is likely to start falling again thereafter. The Hyess change in the
activity rate tuned negative in 2020, but is forecast to be again positive in 2021 and 2022.

Ireland entered the COVHR9 crisis with vulnerabilities linked to external, private sector and

gover nment debt . As lrelandbs econkedntp expmmad and despi t e
private debt eased somewhat, but government debt has increased. Overall, the Commission finds it
opportune, also taking into account the identification of imbalances in June, to examine further the
persistence of imbalances or their unding.

4 The PostProgramme Surveillance (PPS) report from autumn 2021irédand also discusses some of the vulnerabilities

highlighted in the AMR.
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4.8. GREECE

In June 2021, the Commission concluded that Greece was experiencing excessive macroeconomic
imbalances, relating to high governmelebt, incomplete external rebalancing and high-periorming

loans, in a context of high unemployment and low potential growth. In the updated scoreboard, including
figures until 2020, a number of indicators are above their indicative thresholds, ndraelyett
international investment position (NIIP), the government debt, the export market share, the financial
sector liabilities, the unemployment rate and the activity (&fe.

After a sharp contraction b¥% in 2020, real GDP is forecast to reboundhwitowth expected to reach
7.1% in 2021, 5.2% in 2022. The nominal GDP level in 2022 is forecast to be 2.4% higher than in 2019.

A number of relevant developments can be summarised as follows:

1 External sustainability worsened in 2020 as the Graph A8: NIIP by sector
negative NIP ratio fell further on account of the Greece
contraction in GDP and the marked deterioration of
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forecast to start decreasing in 2021. Loegn gross

financing needs have not changed significantly since the hiegirof the pandemic, mainly due to
the decrease in the refinancing rates.

1 Banking sector profitability turned negative in 2020 and the common equity tier 1 capital ratio is
one of the lowest in the EWartly due to thengoingcleanupo f b a n k sslbeetd Whila siilc e
high, at 26.1% in March 2021, the rperforming loans rati¢*?) decreased markedly in 2020 and is
expected to continue falling at slow pace in 2021. Following the expiry of the moratoria, an initial
assessment shows a moderate advepact on asset quality, but downside risks remain.

1 Theunemployment rate continued declining even during the pandemic, mainly due to government
support measures, but remained high at 16.3% in 2020. It is forecast to further decline over the
forecast hodon.

Greece entered the COVAID crisis with vulnerabilities linked to government debt, incomplete external
rebalancing, legacy neperforming loansunemployment and low potential growth. With the COY&D

crisis, government debt, and external imbalances have increased. Overall, the Commission finds it
opportune, also taking into account the identification of excessive imbalances in June, to exdhgne fu

the persistence of macroeconomic risks and to monitor progress in the unwinding of excessive
imbalances.

(*) Some of the vulnerabilities highlighted in this AMR are discusséde 12" enhancedsurveillance eport forGreece

(*3) According to the European Central Bank, smarforming loans as a share of total gross loans and advances on a consolidated
basis (i.e. including cash balances at central banks and other deepusits in the denominator). This figure is different than
the one reported under enhanced surveillance, which followp@&darming loans as a share of total gross customer loans on a
solo basis, as reported by the Bank of Greece.
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4.9. SPAIN

In June 2021, the Commission concluded that Spain was experiencing macroeconomic imbalances,
relating to high levels of externglrivate and government debt, which have ctossler relevance, in a
context of high unemployment. In the updated scoreboard including figures until 2020, a number of
indicators are above their indicative thresholds, namely the net international invegtsition (NIIP);

unit labour cost (ULC) growth, the export market share, the government debt and private sector debt, the
unemployment rate as well as the activity rate.

After a 10.8% decrease in 2020, real GDP is forecast to increase by 4.6% in 2@23%nd 2022. The
nominal GDP level in 2023 is forecast to be 2.6% above its 2019 level.

A number of relevant developments can be summarised as follows:

il
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negative NIIPto-GDP ratio widened, mainly due to Spain
the contraction in GDP but also some negative 30
valuation changes. The NIIP ratio reach88.5% in 250

2020, but is forecast to improve in 2021 and 2022. The 200
NIIP net of nordefaultable instruments (NENDI) 8
remains sizeable. The current account surplus declineﬁdlo
to 0.8% of GDP in 2020 accompanied by a
deterioration in the export market share, partly due to

the weak international tourism. The current account is  ® 7 oz 00 10 11 12 13 14 15 16 17 18 19 20 21f
projected to be slightly in surplus in 2021 and 2022. ® Non financial corporations

B Household
B General government

o

o
o
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a delining path until 2019. With the COVIHR9 crisis, Source: EurostaindCommission services

the private debto-GDP ratio increased to slightly

abovel46% of GDP in 2020, reflecting both the net credit flows to the cormmeterand, to a
larger extent, the sizeable fall in GDP, thereby excegtlie MIP threshold of 133%. The increase in
the private debto-GDP ratio is likely to be partly reversed in 2021, due to the expected economic
recovery.

The already higlgovernment debtto-GDP ratio increased by 25 pp. in 2020, reaching 120% of
GDP, refecting the depth of the recession and the impact of the government support measures
undertaken in response to the COVID crisis. It is forecast to decline moderately by 2022, reaching
116%. Risks associated to negative financial and public sector tdettizgps remain and may be
amplified by increasing vulnerabilities in the corporate sector related to the pandemic

The banking sector enhanced its resilience during the past decade. Through the COVtDsis,

banking sector capitalisation has marginéihproved, although it is still low. The liquidity position

of banks has remained reassuring. Profitability has been persistently low and turned negative in 2020.
The nonperforming loans ratio decreased to 2.8% in 2020. However, it may increase goiagiforw

once the effect of the phasing out of public support measures, such as the loan moratoria and the
guarantee schemes, will be fully visible.

After declining for several years, thmemploymentrate increased again in 2020 to 15.5%, in the
context of he COVID-19 crisis and remains above the indicative threshold. The unemployment rate

is forecast to decrease in 2021 and 2022. The activity rate decreased and remains below the indicative
threshold. In addition, labour market segmentation remains of goncer

Spain entered the COVHDO crisis with vulnerabilities linked to external, private sector and government
debt and high unemployment. With the CO\NDcrisis, debt ratios and unemployment have increased.
Overall, the Commission finds it opportune, alaking into account the identification of imbalances in
June, to examine further the persistence of imbalances or their unwinding.
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4.10. FRANCE

In June2021, the Commission concluded that France was experiencing macroeconomic imbalances,
relating to high government debt and weak competitiveness in a context of low productivity growth,
which have crosborder relevance. In the updated scoreboard incluiitjuges until 2020, a number of
indicators are above their indicative thresholds, namely, government and private sector debt, export
market share as well as the activity rate.

After a decrease of 7.9% in 2020, real GDP is forecast to increase by 6.5%lirarad 3.8% in 2022.
The nominal GDP level in 2022 is forecast to be 6.7% above its 2019 level.

A number of relevant developments can be sunsedias follows:

1 The external position worsened in 2020, with the Graph A10: Decomposition of debt
negative NIIPto-GDP ratio decreasing to akte30% France
on the back of an increased current account deficioo
and the fall in GDP. The current account is set tox,
improve somewhat in the coming years, with the,
expected rebound of exports. The NIIP is projected %o .

stabilize around current levels.
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indebtedness is flanked by a parallel increase in = General government
corporate liqudity buffers, while rising household Source: EurostaindCommission services

debt was also accompanied by an increase in deposits.
Real house pricesgrew somewhat faster in 2020 than in 2019 and show signs of potential
overvaluation.

1 The already higlgovernment debtto-GDP ratio increased by 18ps. to 115% of GDP in 2020,
reflecting the government support measures in response to the GIO\Mbsis and the depth of the
recession. It is forecast to start declining in 2021.

1 After several years of improvementpmpetitiveness metrics were adverselgffected by the
COVID-19 crisis. Unit labour cost growth temporarily increased in 2020, despite a fall in
compensation per employee. This is expected to be only partially reversed in the coming years. The
marked loss in export market shares in 2020 isosleé recovered over the coming years.

1 The banking sector has shown healthy and rising equity levels, while the already low non
performing loans ratio continued declining in 2020, to 2.2%. However, this figure could increase
with the gradual phasing oof government support measures.

1 Thelabour market situation worsened in 2020 due to the COMID crisis, with a decrease in total
employment and the activity rate. Both the employment and the activity rates are expected to
improve from 2021 onwards.

France entered the COVHDO crisis with vulnerabilities linked to government debt and competitiveness
in a context of low productivity. With the COVID crisis, government, external and private debt stocks
have increased. Overall, the Commission findspjportune, also taking into account the identification of
imbalances in June, to examine further the persistence of imbalances or their unwinding.
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4.11. CROATIA

In June 2021, the Commission concluded that Croatia was experiencing macroeconomic imbalances,
relating to high levels of external, private and government debt in a context of low potential growth. In
the updated scoreboard including figures 220, the net international investment position (NIIP), unit

labour cost (ULC) growth, house price growth and general government gross debt indicators are above
their indicative thresholds.

After an 8.1% decrease in 2020, real GDP is forecasted to indoga®.1% in 2021 and 5.6% in 2022.
The nominal GDP level in 2022 is forecasted to be 9.5% above its 2019 level.

A number of relevant developments can be sunsedias follows:
1 External sustainability worsened in 2020. The Graph All: NIIP, private debt and government d
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1 The house price indexexceeded the threshold in 2020 again, with a growth of 7.3% in real terms,
increasing the housing affordability problem. 2021 should bring a deceleration of house prices.
House prices warrant further monitorindgg@considering the developments in construction prices.

1 The private debtto-GDP ratio increased from about 88% of GDP to 98% in 2020, due to the GDP
decline and positive albeit low credit flows. The increase in both the corporate and household debt
ratios is likely to be reversed in 2021, due to the denominator (GDP growth) effect. iMhile
banking sectoris well capitalized and its profitability is high, it is also characterized by a relatively
high nonperforming loans ratio, above 5Pbowill be imporant going forward to monitor closely the

effect of the phasing out of public support measures, such as the loan moratoria and the guarantee
schemes

1 After having declined for five consecutive years, glogernment debtto-GDP ratio increased by 16
pp. in 220, to 87.3% of GDP, reflecting the government support measures in response to the
COVID-19 crisis and the depth of the recession. With expected economic recovery and withdrawal of
fiscal support, the decline in government debt is forecast to resum2lin 20

Croatia entered the COVH29 crisis with vulnerabilities linked to government, private sector and
external debt in a context of low potential growth. With the CGl3xrises, debt ratios have increased.
Overall, the Commission finds it opportune,cataking into account the identification of imbalances in
June, to examine further the persistence of imbalances or their unwinding.
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4.12. ITALY

In June 2021, the Commission concluded that Italy was experiencing excessive macroeconomic
imbalances, involving high government debt and protracted weak productivity dynamics, which have
crossborder relevance, in a context of labour market and bankingrstaetgilities. In the updated
scoreboard including figures until 2020, the government debt and the activity rate indicators are above
their indicative thresholds.

After real output contracted sharply by 8.9% in 2020 as a result of the COVID19 crisiSDieajrowth
is projected to rebound by 6.2% in 2021 and 4.3% in 2022. The nominal GDP level in 2022 is expected to
exceed its 2019 level by 4.6%.

A number of relevant developments can be sunsedias follows:

1 The external position is stable with a balaed net Graph A12: Potential growth and private debt
international investment position (NIIP). The currel
account surplus of 3.8% of GDP in 2020 is expected
marginally decline in 2021, largely due to an increasing
bill and stronger import demand.

1 Private debt increased in 2020, with both hsehold and
corporate debt being close to the prudential a
fundamentals based benchmarks. From 2021, ©
components of private debt are set to fall, with tI -0 2
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over the medium term, as GDP growth recovéssit
labour cost growth increased in 2020 but is expected to slow down amid moderate wage growth
going forward.

1 Thegovernment debt-to-GDP ratio increased by 21 pps. in 2020, reaching 155.6%. Over half of the
increase in the debt ratio is due to the denominator effect. The government debt ratio is expected to
start declining in 2021, despite the prolonged policy support, arehtain on a downward path in
the following years. Risks to public finances associated with financial and corporate sector feedback
loops remain, given the sizeable share of publicly guaranteed kahghe risk of increasing
corporate insolvencies, allbdiom currentlow levels.

1 Improvements have continued in th@nking sector, but vulnerabilities remain. The reduction of the
non-performing loans (NPLs) ratio has further progressed, but, at 4.5% in the first quarter of 2021,
remains above the euro aragerage of 2.4%. The liquidity measures in response to the pandemic
supported bank lending volumes. However, bank profitability has further declined int2Q#Me
important going forward to monitor closely the effect of the phasing out of public suppasures,
such as the loan moratoria and the guarantee schemes

1 Theunemployment rate continued to decline in 2020, to 9.2%, unlike in most other EU countries,
but is expected to increase in 2021. The youth unemployment rate increased further ind2320 an
very high. The size of the labour force is still smaller than before the CQ9IErisis. Persistent
skill mismatches could prevent a faster reduction of the unemployment rate in the coming years.

Italy entered the COVIEL9 crisis with vulnerabilitiedinked to the high level of government debt and
weak productivity growth, in a context of still relatively high unemployment. With the COVtDsis,

debt ratios have increased, while financial sector vulnerabilities and some vulnerabilities in the labo
market remain. Overall, the Commission finds it opportune, also taking into account the identification of
excessive imbalances in June, to examine further the persistence of macroeconomic risks and to monitor
progress in the unwinding of excessive inabaks.
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4.13. CYPRUS

In June 2021, the Commission concluded that Cyprus was experiencing excessive macroeconomic
imbalances. Vulnerabilities relate bigh stocks of external, government, and private debt, and still high
non-performing loans, alongside a substantial current account deficit. In the updated scoreboard including
figures until 2020, a number of indicators are above their indicative threshmddnely the current
account, net international investment position (NI1IP), government debt and private sect@f)debt.

After a 5.2% decline in 2020, real GDP is forecast to increase by 5.4% in 2021 and 4.2% in 2022. The
nominal GDP level in 2022 is fotast to be 7% above its 2019 level.

A number of relevant developments can be sunsedias follows:

1 External vulnerabilities remain a concern, as the  Graph A13: Debt and non performing loans
NIIP remained significantly negative in 2020, even if Cyprus
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91 After years of steady decline, thevate debt ratio rose in 2020 due to the pandeiimiduced fall in
nominal GDP. The household debt ratio reached 91% of GDP, while the debt ratiofofammial
corporations increased to almost % 0f GDP. For 2021, building on the expected economic
recovery, private indebtedness is projected to return to a declining pathaining though above
prudential and fundamental thresholds.

1 Banking sector profitability turned negative in 2020. The stook nonperforming loans (NPLs)
remains high, but declined significantly in 2020. The NPL ratio has remained stable at around 10% in
the first half of 2021. Furthermore, additional portfolio sales have been planned. The lifting of the
loan moratorium in Jarary 2021 has not yet shown a significant adverse impact on asset quality, but
it will be important going forward to monitor closely the effect of the phasirtgof public support
measures

Cyprus entered the COVHDO crisis with vulnerabilities linkedo external, private sector and
government debt. With the COVID crisis, the current account deficit has deteriorated, while debt
ratios have increased. Overall, the Commission finds it opportune, also taking into account the
identification of excessivMenbalances in June, to examine further the persistence of macroeconomic risks
and to monitor progress in the unwinding of excessive imbalances.

(¥ The PostProgrammeSurveillance (PPS) report from autumn 2021 @yprus also discusses some of the vulnerabilities
highlighted in the AMR.
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4.14. LATVIA

In the previous round of the MIP, no macroeconomic imbalances were identified in Latvia. In the updated

scoreboard, a number of indicators are above their indicative thresholds, namely real effective exchange

rate changes, and unit labour cost (Ulgggwth.

After a 3.6% decrease in 2020, real GDP is forecast to increase by 4.7% in 2021 and 5% in 2022. The

nominal GDP level in 2022 is forecast to be 12.9% above its 2019 level.

A number of relevant developments can be sunsedias follows:

il

The current account swung to a surplus of 2.9% of  Graph A14: Decomposition of unit labour cost
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increased further in 2020, due to the combination of
declining productivity and continued wage growth.

Latvia

N M S 0O~
O HA A A A Ao

consi

Wage growth remained high due to persistent skills shortages and because-CDKIBted job
losses accrued predominantly in the lage sectors. COVI9 related productivity effects are
expected to be transitory but the wage pressures coming from falling labour supply are expected to

remain a factor going forward as demographic deeli i s

expected

share increased considerably in 2020. The Hb@8ed real effective exchange rate appreciated,

considerably influenced by depreciation of the Russian rouble, which fell some 20% in 2020.

Real house price gowth slowed considerably in 2020, following several years of dynamic price
growth. Private sector debt levels stayed stable, with subdued credit in the corporate sector. The

financial sectoris sound and well capitalised, but profitability deterioratgdificantly in 2020.

Theunemployment rateincreased to 8.1% in 2020, in light of the COVID crisis. It is forecast to
start declining in 2021. Also youth unemployment increased in 2020 and is forecast to increase
further in 2021. The worsening in thétaur market conditions due the COVID crisis is expected

to be temporary with the unemployment rate approaching itsrjzis level by 2023.

Latvia entered the COVHR9 crisis with no identified macroeconomic imbalances, although with a
negative netriternational investment position and high unit labour cost growth. Issues relating to labour
supply pressures and cost competitiveness are expected to persist even beyond th&9C@gIR but

risks appear contained. Overall, the Commission does naiadenit necessary at this stage to carry out
further indepth analysis in the context of the MIP.
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4.15. LITHUANIA

In the previous round of the MILo macroeconomic imbalances were identified in Lithuania. In the
updated scoreboard, which includes figures until 2020, five indicators are above their indicative
thresholds, namely the real effective exchange rate, unit labour cost (ULC) growth, hoesgrnith,
financial sector liabilities and the youth unemployment rate.

After a 0.1% decrease in 2020, real GDP is forecast to increase by 5% in 2021 and 3.6% in 2022. The
nominal GDP level in 2022 is forecast to be 18% above its 2019 level.

A number ofrelevant developments can be summarised as follows:

il

External vulnerabilities remain contained, as the Graph A15: Decomposition of unit labour cost
current account recorded a surplus of 7.3% of GDP in Lithuania
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and in the first half of 2021, growth of wages stayed

elevated, exceeding 10%. The labour share is already relatively high compared to the past, and labour
compensation in the public sector is set to slow down following the surge during the pandemic,
therefore the current pace of wage growth is not expected to be sustained. Unit labour costs are
forecast to grow visibly, but at a slightly lower rate than in recent years.

The real estate market is withessing an acceleratibouse prices However, valudon gap metrics

do not show signs of potential overvaluation. House price growth reached 6.4% in 2020 and
accelerated in the first half of 2021. This is partially due to{ogilsupply side constraints that have
started easing slowly. House prices arpaeted to lose momentum in the coming years, partly due to
the projected slowdown in labour income growth. While mortgage credit has been growing
dynamically, the household indebtedness is still rather low.b@in&ing sectoris well capitalised,
profitable and NLPs are very low.

Pressures in thiabour market are starting to remerge. The unemployment rate increased to 8.5%

in 2020, but is expected to gradually decrease going forward. Youth unemployment increased in
2020, but is forecast to start decligim 2021. In many economic sectors, labour shortages, which
were mounting before the pandemic crisis, are exerting upward pressure on labour costs.

Lithuania entered the COVHDR9 crisis with no identified macroeconomic imbalances, although with
accumulaing pressures in the labour market. Recently shortages in the labour market started to re
emerge, thus exerting upward pressure on labour costs, although unit labour cost growth is forecast to
diminish somewhat. Overall, the Commission does not considecéssary at this stage to carry out
further indepth analysis in the context of the MIP.
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4.16. LUXEMBOURG

In the previous round of the MIP, no macroeconomic imbalances were identified for Luxembourg. In the
updated scoreboard including figures until 2020, unit labour cost (ULC) growth, house price growth,
private sector debt level and credit growth, as wely@gh unemployment indicators are above their
indicative thresholds.

Real GDP contracted relatively mildly in 2020, by 1.8%, as a result of the CQ¥I®isis, and reached
its precrisis level again in the first quarter of 2021. Real growth is foretas8% in 2021 and 3.7% in
2022, leaving the nominal GDP level in 2022 17.6% higher than in 2019.

A number of relevant developments can be summarised as follows:

il

External sustainability risks remain limited. The Graph A16: Credit supply conditions
current account and the net internatiomsdestment > & Luxembourg
position are markedly positive.
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L u x e mb o ubal §indreial gehtre account for 80% of corporate debt, which reduces risks.

Household debtincreased further in 2020 to about 69% of GDP, which is below the reference
benchmarks, although substantially higher if compared to disposable income (170%)agdortg
credit accelerated further, in a context of very fast house price growth. This has prompted the
national systemic risk board to activate magradential (loarto-value) limits and to increase the
countercyclical capital buffer as from January 2021.

House priceshave increased at douhdigit rates since the pandemic outbreak, with clear indications

of potential overvaluation. Price rises are forecast to moderate though, on the back of the adopted
measures being implemented. They include reforms ofdaedand property taxation to help address

the structural housing undsupply. Investments in residential construction are also stepped up,
aiming at improving the public supply of affordable housing.

The banking sectoris well capitalised and liquid, thlough profitability dropped in 2020. The ratio

of nonperforming loans has remained very low, also due to timely and appropriate policy responses,
including moratoria and shetérm employment schemes. A persistence of dynamic mortgage
growth, amid alreaglhigh household indebtedness, represents a risk for the banking sector.

Luxembourg entered the COWD crisis with no identified macroeconomic imbalances, although with
some risks related to increasing housing prices and household debt. These risksteased further.
Overall, the Commission does not consider it necessary at this stage to carry out fudbpthranalysis

in the context of the MIP.

65



4.17. HUNGARY

In the previous round of the MIP, no macroeconomic imbalances were identified for Hungary. In the
updated scoreboard including figures until 2020, the net international investment position (NIIP), unit
labourcost (ULC) growth, general government debt, financial sector liabilities and youth unemployment
indicators are above their indicative thresholds.

After a 4.7% decrease in 2020, real GDP is forecast to increase by 7.4% in 2021 and 5.4% in 2022. The
nominalGDP level in 2022 is forecast to be 25.1% above its 2019 level.

A number of relevant developments can be summarised as follows:

il

On the external sidevulnerabilities remain, although Graph A17: NIIP, private debt and government d
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markedly. Like other countries in the region, Hungary
continued to gain export market shares, which benefited from recent inward FDI projects. Official
reserves recovered somewhat since early 2020.

Private sector indebtednessose in 2020, owing to preferential loan schemes and a debt moratorium
introduced during the COVIR29 pandemic. The household détGDP ratio remains among the
lowest in the EU. Nearly two fifths of the domestic loans of-fioancial corporations are in foreign
currency. The crisis brought a temporary deterioration onabeur market. The unemployment

rate stood at 4.3% in 2020, but is forecast to start falling in 2021.

The growth of reahouse pricesslowed to 1.9% in 2020 (5% inominal terms), after marked
dynamism in the past half decade. Nominal house price growth accelerated visibly in the first half of
2021, to 11.9% in the second quarter. House prices show signs of potential overvaluation in some
areas, posing some affordatyilchallenges. Residential construction has been expanding on the back
of various policy initiatives.

The general government debincreased by 15 pps in 2020, to 80.1% of GDP, mainly because of
additional borrowing due to the COVAIDO crisis and the rewvahtion of the foreign currency
denominated debt. It is forecast to decrease to slightly above 77% of GDP by 2022 even though
discretionary spending remains strong on the back of windfall revenues. Gross financing needs are
high, but are projected to decseadue to the increasing average maturity. The Central Bank
maintains a generous asset purchase programme absorbing sethiedsvof the government issued
bonds. Theébanking sectorremains overall sound but public sector feedback loops are of relevance
with holdings of government debt accounting for almost one fifth of bank assets. Rising liabilities of
the financial sector are partly explained by liquigityosting monetary policy measures to support

the economy in 2020. The withdrawal of debt moratoraainemes may pose challenges for banking
sector, whose tier 1 capital ratio is lower than the EU average.

Hungary entered the COVHD9 crisis with no identified macroeconomic imbalances, although with risks
related to cost pressures, government debt atractand the housing market. With the COMI® crisis,

risks have remained. Overall, the Commission does not consider it necessary at this stage to carry out
further indepth analysis in the context of the MIP.
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4.18. MALTA

In the previous round of the MIP, no macroeconomic imbalances were identified for Malta. In the
updated scoreboard including figures until 2020 two indicators are aboveirttieative thresholds,
namely the private debt and unit labour cost (ULC) growth.

After the decline of 8.3% in 2020, real GDP is forecast to grow by 5% in 2021 and 6.2% in 2022 on the
back of a strong recovery from the COVID crisis, leaving nominal GDiA 2022 7.3% above its 2019
level.

A number of relevant developments can be summarised as follows:

1 Thenet international investment position(NIIP) is Graph A18: Debt decompositi
strongly positive, reflecting tMite Maltads positi ol
international financial centre. After recordirstrong 300
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1 Theprivate debt-to-GDP ratio increased in 2020, to
about 139% and thereby mildly exceed the
scoreboard threshold. The ratio is expected to remain around the same level in 2021. Corporate debt
increased in 2020 from an already high level but is forecast to start declining slightly in 2021. While
steps had been taken to address somevamtey laundering framework issues, Malta has been added
to the list of jurisdictions under increased monitoring by the Financial Action Task Force (an inter
governmental body against money laundering). Still, the consequences of this decision are expected
to remain limited if the identified shortcomings are swiftly addressed as Malta is committed to do.
Household debt increased strongly in 2020 and is expected to remain broadly unchanged in 2021, at
just over 100% of household gross disposable income. Houlséabt mainly consists of mortgages.
House priceshave grown in a sustained way in recent years, with some indications of potential
overvaluation although their growth was lower in 2020. Data for the first half of 2021 suggest the
growth is picking up agai

1 Government debthas increased by 13 pps in 2020, to 53.4% of GDP due to the GO¥/Hisis,
reflecting the depth of the recession and in particular the government support measures. It is expected
to continue increasing in 2021 and 2022 and to fall bagkst above 60% by 2031.

Source: EurostandCommissiorservices

1 The banking sectoris well capitalised with a strong liquidity position. The provisioning levels
increased and the coverage ratio improved but profitability plummeted in 2020. At 3.6%, the non
performing loans ratio remained medte in 2020t will be important going forward to monitor
closely the effect of the phasing out of public support measures, such as the loan moratoria and the
guarantee schemeg$here is an ongoing review of the insolvency framework. Exposure of banks to
the real estate sector is substantial.

1 Theunemployment rateremains low. It slightly increased to 4.4% in 2020, reflecting the effects of
the COVID-19 crisis. However, as recovery takes hold, it is expected to start declining in 2021 and
decrease to alnso precrisis level in 2022.

Malta entered the COVIR9 crisis with no identified macroeconomic imbalances although relatively
dynamic house price growth involved |Iimited risks,
the COVIDB19 crisis,house price pressures moderated somewhat, but still require monitoring. Private

and government debt increased. Overall, the Commission does not consider it necessary at this stage to
carry out further indepth analysis in the context of the MIP.
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4.19. THE NETHERLAND

In June 2021, the Commission concluded that the Netherlands was experiencing macroeconomic
imbalances, in particular involving the high stock of private debt and the large current account surplus,
which have crosborder relevance. In the updated scoretbaacluding figures until 2020, a number of
indicators are above their indicative thresholds, namely the-yle@eaverage of the current account
balance, nominal unit labour costs, private sector debt and house price growth.

After a 3.8% decrease in 202real GDP is forecast to increase by 4% in 2021 and 3.3% in 2022. The
nominal GDP level in 2022 is forecast to be 10.2% above its 2019 level.

A number of relevant developments can be summarised as follows:

f The current account surplus decreased to 7% of  Graph A19: Net lending/borrowing by sector
GDP in 2020 but the thregear average of 9.1% . The Netherlands
remains well above the scoreboard threshold. The
decline in 2020 was a result of a decrease in incomeg
account balances, mainly in investment income. Thg
trade balance remained stable in 2020 though wit8®
lower underlying trade volumes. From a savings\,\‘i0
perspective, the surplus in the household and
corporate sectors widened but this was more thans
offset by the government sector, which moved sharply
into net borrowing territory due to the implementation 10 11 12 13 14 15 16 17 18 19 20 21f 22f

=== Corporations = Households and NPISH
of c_r|5|srelated _f|scal support measures. Th_e ove_rall = General government =T otal cConOmY
savings rate in the Netherlands remains high Source: Eurostat

compared to fundamentals and other EU countries. For 2021 and 2022, the savings surplus is
expected to increase moderately, with the government deficit forecastdawnar

1 Private indebtedness continued to increase in 2020 to almost 234% of GDP and remains
significantly above the scoreboard threshold. The high levelogiorate debt, which is mainly
driven by the intregroup debt of multinationals, remained roughlgbé¢ in 2020. Théwousehold
debt ratio rose to over 100% of GDP, mostly due to the drop in GDP, but is expected to decrease in
2021 as economic activity recovers from the COM®crisis.

1 Real house pricesncreased by 6% in 2020, with some indicationpatential overvaluation. High
house prices are driven by a number of kbagn factors on both the demand (low interest rates in
combination with mortgage interest deductibility, underdeveloped private rental market) and the
supply side (housing constrim falling short of demographic requirements). House price growth is
expected to continue and stay above the threshold in 2021.

The Netherlands entered the COVID crisis with a longstanding large domestic savings surplus
accompanied by high private laelevels. Having somewhat decreased during the C@\risis, the
savings surplus is expected to increase again going forward. Private sector debt has remained high.
Overall, the Commission finds it opportune, also taking into account the identificdtionbalances in

June, to examine further the persistence of imbalances or their unwinding.
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4.20. AUSTRIA

No macroeconomic imbalances were identified in Austria in the previous round of the MIP. In the
updated scoreboard, which includes figures until 2020, government debt, house price growth and unit
labour cost (ULC) growth indicators are above their indieathresholds.

After a sharp contraction of economic activity in 20807%, real GDP is forecast to bounce back by
4.4% in 2021. With the economic recovery under way, real GDP is expected to grow by 4.9% in 2022,
with nominal GDP 8.8% above its 2019 leve

A number of relevant developments can be sunsedias follows:

il

External vulnerabilities and competitiveness Graph A20: Real house price index
concerns remain limited. The current account
surplus declined to 1.9% of GDP in 2020 and the
current account is expected to be broadly badnc
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Government debtdeparted from its downward trajectory and increased by 13 pps. in 2020, to 83.2%
of GDP, as a direct result of automatic stabilisers and the significant fiscal response taken. The
government debin-GDP ratio is forecast to start decliniimy2021.

Risks associated with thiganking sector seem to be limited. Banks have little net exposure to
neighbouring countries, improved capitalization and lowered leverage. Thperfomming loans
ratio dropped continuously since 2014, to 2.0% in 2020.

Real house pricesaccelerated in 2020, to 6.2%, with indications of potential overvaluation. The
growth in house prices increased further in the first two quarters of 2021. At the same time, credit
growth accelerated in 2021 and household debt levelsragesllly in line with their longstanding

level.

In the labour market, shorttime work schemes helped to mitigate the effect of the economic

downturn on unemployment, leading instead to a strong drop in hours worked. The unemployment
rate increased moderateto 5.4% in 2020, but is forecast to decline from 2021 onwards.

Austria weathered the COVHD9 crisis with no identified macroeconomic imbalances. With the COVID

19 crisis, government and private debt have increased and house prices are on tHthdaghaart of

these developments are expected to be partly reversed going forward. Overall, the Commission does not
consider it necessary at this stage to carry out furthetépth analysis in the context of the MIP.
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4.21. POLAND

In the previous round of the MIP, no macroeconomic imbalances were identified in Poland. In the
updated scoreboard including figures until 2020, theimternational investment position (NIIP), unit
labour cost (ULC) growth and house price growth indicators are above their indicative thresholds.

After a 2.5% decrease in 2020, real GDP is forecast to increase by 4.9% in 2021 and 5.2% in 2022. The
nominal P level in 2022 is forecast to be 23.6% above its 2019 level.

A number of relevant developments can be summarised as follows:

il

External vulnerabilities remain contained, as the Graph A21: Real house price index
NIIP, while negative, improved gradually until 2020.
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House price growth reached 7.1% in 2020, as low Source: Eurostat, ECEommission services

interest rates and increased savings from the pandemic led to a spike in demand for houses.
Nevertheless, mortgage growth remains contained so far. As the recovery in the construction secto
gathers pace, increasing the supply of houses, house price growth is expected to ease in 2021.

The banking sectorremained overall well capitalised and in good condition, despite the pandemic.
The nonperforming loans ratio dropped in 2020 but is corapeely high and may increase going
forward as a result of the COVHDI crisis.Government debtincreased to 57.4% of GDP in 2020,
compared to 45.6% in 2019, mainly due to additional borrowing in light of the CQ9I&xisis. It is
forecast to start falligin 2021.

Despite the COVIBLI9 crisis,labour market conditions continued to improve. The unemployment
rate dropped slightly in 2020, but it is expected to marginally increase to 3.3% in 2021 driven by the
phaseout of government support measures. Emegrdabour shortages have been putting upward
pressure orunit labour costs, which increased by 6.3% in 2020. These shortages are expected to
ease as migration inflows return and peptdemand gradually fades. Compensation growth is
forecast to be strong aligh, with a marked productivity upswing expected to mitigate unit labour
cost growth.

Poland entered the COVHD9 crisis with no identified macroeconomic imbalances, although with a
negative net international investment position involving limited risks. With the GO¥IPrisis,
government debt has increased and house price growth haseateel, but the associated risks appear
contained. Overall, the Commission does not consider it necessary at this stage to carry out further in
depth analysis in the context of the MIP.
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4.22. PORTUGAL

In June 2021, the Commission concluded that Portugal was experiencing macroeconomic imbalances,
relating to large stocks of net external liabilities, private and government debt, whifgerforming

loans remained high, against a backdrop of low productivity growth. In the updated scoreboard including
figures until 2020, a number of indicators are above their indicative thresholds, namely the net
international investment position (NIIP), private and goweent debt, house price growth, unit labour

cost (ULC) growth and the activity raié?

After contracting by 8.4% in 2020 as a result of the COY®pandemic, real GDP is forecast to
increase by 4.5% in 2021 and 5.3% in 2022. Nominal GDP in 2022 msa&ireo be around 5.7% above
its 2019 level.

A number of relevant developments can be summarised as follows:

il

External sustainability remains an issue due to aGraph A22:NIIP, private debt and government d
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5553 General government debt
Private sector indebtednesshas interrupted its —Private sector debt
downward path during the COVHD9 shak in 2020, T T Netinternational investment positon
mainly due to the economic contraction, which
pushed the ratio of private debt up by 14 pps. close to 164% of GDP. Going forward, private
indebtedness is set to return to a downward path. Helped by debt moratoria,-ffeefooming loans
(NPLs) ratio continued to decrease during the pandemic, to 4.9% in BO&({l be important going
forward to monitor closely the effect of the phasing out of public support measures, such as the loan
moratoria and the guarantee schenmdsreover, the capitatatio of thebanking sector and its
profitability are low.

Source: Eurostat and Commisssenvices

Government debtincreased by 19 pps. in 2020, to antatie high of 135.2% of GDP, due to a
sudden primary deficit and an unfavourable snowball effect in the context of the CIOVEDsis.

The garernment debto-GDP ratio is set to resume its downward path in 2021. While mitigating
factors are at play linked to its profile and composition, as well as the substantial cash buffer, the
government dektio-GDP ratio is expected to remain above its-paademic level for some years.
Risks associated to financial and public sector feedback loops remain and may be amplified by
increasing vulnerabilities in the corporate sector related to the pandemic.

Real growth in house pricesexceeded the indicative #whold for five years in a row until 2020.
House prices show signs of potential overvaluation. However, the house price growth slowed down
in 2021, helped by increased construction volumes and moderation in demand in some market
segments.

The activity rate declined in 2020. This coincides with a slight increase in the unemployment rate.
Both the activity rate and unemployment rate are expected to start improving again this year.

Portugal entered the COVHR9 crisis with vulnerabilities linked to largecstks of external, private and
government debt in a context of low productivity growth. With the C&l@I@risis, debt ratios have
increased further. Overall, the Commission finds it opportune, also taking into account the identification
of imbalances in Jue, to examine further the persistence of imbalances or their unwinding.

(* The PostProgramme Surveillance (PPS) report from autumn 2021Péstugal also discusses some of the vulnerabilities

highlighted in the AMR.
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4.23. ROMANIA

In June 2021, the Commission concluded that Romania was experiencing macroeconomic imbalances, in
particular a persistent sizeable current account deficit in a context of large government deficits, while
previous overheating pressures were receding. lupdated scoreboard including figures until 2020, a
number of indicators are above their indicative thresholds, namely the current account balance, the net
international investment position (NIIP) and unit labour cost (ULC) growth.

After a decrease of 38 in 2020, due to the COVHR9 crisis, real GDP is forecast to pick up in 2021,
increasing by 7% in 2021 and 5.1% in 2022. Nominal GDP in 2022 is forecast to exceed its 2019 level by
21.4%.

A number of relevant developments can be summarised as follows.

1 As to external sustainability, the current account Graph A23: Debt decomposit
deficit at 5% of GDP in 2020 is forecast to widen in Romania
2021 to around 6% of GDP, largely due to a strongly
negative trade balance The NIIP is set to remain®
stable at aroune#8% of GDP in 2021 and 2022. They °
NIIP excluding nordefaultable instruments (NENDI) £ o

is slightly negative. =
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1 Competitivenesswas further negatively affected by a -1
marked increase in nominal unit labour costs in 2020, ;5
partially due to the sharp fall in output and the -
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however, marked recuperations in productivity are Source: Eurostat

expected to limit unit labour cost growth despite
comparatively strong growth of compensation per employee.

House pricesincreasedlightly in 2020 but house price growth is forecast to accelerate in 2021.

General government debt while still clearly below the 60% of GDP threshold, has increased by 12
pps in 2020, due to COVHRI crisis measures and continued fiscal deficits. Themaonent debto-

GDP ratio is estimated to increase to 49.3% of GDP for 2021 and expected to continue growing in
2022.

1 The nonperforming loans ratio of thieanking sectorwas broadly stable over 2020 and early 2021
at around 4% of total loans. Private ealebt is very low.

1 Theunemployment rateincreased to 5% in 2020. It is forecast to remain at the same level in 2021,
but start declining afterwards. Also the youth unemployment rate increased in 2020 and is forecast to
increase further in 2021.

Romaira entered the COVIELY crisis with vulnerabilities linked to a widening current account deficit, a
deteriorating external position and significant cost competitiveness losses. With the -CO\l3is,
government debt has increased, albeit from low lev@israll, the Commission finds it opportune, also
taking into account the identification of imbalances in June, to examine further the persistence of
imbalances or their unwinding.
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4.24. SLOVENIA

In the previous round of the MIP, no macroeconomic imbalances were identified for Slovenia. In the
updated scoreboard including figures until 2020, the current account surplus, unit labour cost growth, the
general government gross debt and the youth unemployment growth indicators are above their indicative
thresholds.

After a 4.2% decrease in 2020, real GDP is forecast to increase by 6.4% in 2021 and 4.2% in 2022. The
nominal GDP level in 2022 is forecasttte 11.1% above its 2019 level.

A number of relevant developments can be sunsedias follows:

f The large current account surplus widened Graph A24: Net lending/ borrowing by sector
further from 6% to 7.4% of GDP in 2020, pushing
the 3years average above the upper indicative®
threshold. The curréraccount surplus is forecast to
narrow somewhat in 2021 and 2022. The negative®
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2012, reaching-15.2% of GDP in 2020 and isg ©
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in 2020 to 69.7% of GDP and remains below the Households and NPISH === General government
prudential and fundamental benchmarks. This=== corporatinns === Total economy
increase mainly reflects the drop in GDP as the credit Source: Ameco
flow was negtve in 2020.House pricesgrew at 5.2%, in line with recent trends.

1 The banking sectorremains well capitalised, its profitability declined only slightly, and the- non
performing loans ratio continued to ease in 2020.

1 Government debtincreased to 79.8% dEDP in 2020, compared to 65.6% in 2019, due to the
additional borrowing in light of the COVH29 crisis the sharp drop in GDP in 2020 to a lesser
extent. General government debt is forecast to decline in 2021 and 2022.

1 Labour market conditions deteriorate somewhat in context of the COWI® pandemic. The
unemployment rate increased slightly to 5% in 2020, compared to 4.5% in 2019. The youth
unemployment rate, which had declined strongly in previous years, increased particularly sharply,
from 8.1% in 20120 14.2% in 2020. However, 2021 data point towards an improvement in labour
market conditions and fall in unemployment ratdsit labour cost grew by 7.4% in 2020, on the
back of labour hoarding associated with the COND crisis. Improved productivity ver the
recovery is forecast to lead to a decline in unit labour costs in 2021 and 2022.

Slovenia entered the COWVD® crisis with no identified macroeconomic imbalances, although with a
high government debt, involving limited risks. With the COWXxrisis, government debt has increased
and the large current account surplus widened further. Overall, the Commission does not consider it
necessary at this stage to carry out furthedepth analysis in the context of the MIP.
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4.25. SLOVAKIA

In the previous round of the MIP, no macroeconomic imbalances were identified in Slovakia. In the
updated scoreboard including figures until 2020,rteeinternational investment position (NIIP), the real
effective exchange rate (REER), unit labour cost (ULC) growth and house price growth indicators are
above their indicative thresholds.

After a 4.4% decrease in 2020, real GDP is forecast to increa88%yin 2021 and 5.3% in 2022,
bringing nominal GDP in 2022 13.6% above its 2019 level.

A number of relevant developments can be sunsedias follows:

1 External vulnerabilities remain. At around-66% of Graph A25: House price and mortgage growtt
GDP, the NIIP was still significantly above the
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growth is expected to markedly slow down due to a Real house price index (2015=100). fight axis
reversal of the labour hoarding effect on productivity, Nominal house price index (2015=100), right axis
while the high growth of compensation per employee is Source: Eurostat, ECEommission services
set to continue weighing on it. The Hi@Rsed REER was slightly above the threshold in 2020, but
export market shares have not been adverselytaffetligh export concentration in a few sectors
and integration in global value chains remain risk factors though.

o

1 Private sector indebtednessand in particular household mortgage debt, has been increasing for
several years, but its growth rate had desedaHousehold debt increased to around 47% of GDP in
2020. It remains slightly below prudential levels but in excess of the level implied by fundamentals.

1 Real house prices accelerated to 7.2% in 2020, thereby possibly contributing to household
indebtedess. House prices show signs of potential overvaluation. House price growth is expected to
decrease in 2021.

1 Due to supportive fiscal policgovernment debtincreased by 12 pps, to 59.7% of GDP in 2020. It
is expected to marginally increase in 2021 buetcert to around 60% of GDP afterwards, supported
by robust growth, low interest rates and declining primary budget deficits.

1 Thebanking sectoris sound with robust capital buffers. The rmerforming loans ratio continued
to decrease in 2020 and is beldahe EU average, but it could increase as crisis measures are
withdrawn. Housing market exposure of bank balance sheets has increased.

Slovakia entered the COVAIO crisis with no identified macroeconomic imbalances, although external
sustainability, dorastic price pressures and dependence on the automotive industry involved some risks.
With the COVIDB19 crisis, some risks have increased. Overall, the Commission does not consider it
necessary at this stage to carry out furthedepth analysis in the ctext of the MIP.
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4.26. FINLAND

In the previous round of the MIP, no macroeconomic imbalances were identified in Finland. In the
updated scoreboaréhcluding figures until 2020 two indicators, private sector debt and general
government gross debt, are above their indicative thresholds.

After a 2.9% decrease in 2020, real GDP is forecast to increase by 3.4% in 2021 and 2.8% in 2022. The
nominal GDP leel in 2022 is forecast to be 8.7% above its 2019 level.

A number of relevant developments can be sunsedias follows:

M On the external side,the current account balance  Graph A26: Debt decomposition by sector
turned positive and the trade surplus widened Finland
marginally in 2020 as export marketasa increased. .,
Going forward, the current account is expected to
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recovery. However, favourable credit conalits
including low interest rates and rapid growth in residential building construction are expected to
sustain the increase in the private deb&GDP ratio even if the effect of the COVI® recession

fades.
1 Government debtincreased to 69.5% of GDP irD20, compared to 59.5% in 2019, due to the
government 6s fiscal response to the <c¢crisis and,

forecast to stabilise at 71% from 2021 onwards.

1 The banking sector remains well capitalised and the nparformingloans ratio is low and has
remained broadly unchanged and is not expected to rise significantly. There was no visible impact of
COVID-19 crisis on debt servicing nor on number of company bankruptcies. Risks to financial
stability remain limited, despiteignificant crossborder exposures, especially with other Nordic
countries.

1 Labour market conditions deteriorated marginally during the crisis aided by government support
measures that limited the increase in the unemployment rate to 1.1 percentagépiogitsy it to
7.8% in 2020. The unemployment rate is forecast to start gradually declining from 2021 onwards, as
the economy recovers, but it is not expected to drop to itpgmmdemic level before 2023.

Finland entered the COVH29 crisis with no idetified macroeconomic imbalances, although with
vulnerabilities linked to the private sector debt. With the COWDcrisis, the private debt ratio has
increased, but risks remain limited. Overall, the Commission does not consider it necessary atehis stag
to carry out further irdepth analysis in the context of the MIP.
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4.27. SWEDEN

In June 2021, the Commission concluded that Sweden was experiencing macroeconomic imbalances,
relating to risks of overvalued house prices coupled with a high and rising household debt. In the updated
scoreboard including figures until 2020, two indicatare above their indicative thresholds, namely
private debt and youth unemployment.

After declining by 2.8% in 2020, real GDP is forecast to increase by 3.9% in 2021 and by 3.5% in 2022.
The nominal GDP level in 2022 is forecast to be 9.9% above thed2®19

A number of relevant developments can be sunsedms follows:

f  The current account surplus increased to 5.7% of  Graph A27: House price and mortgage growtt
GDP in 2020 while the NIIP decreased slightly, close
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1 Thegovernment debtlevel remains low despite significant support measures during the pandemic.
In 2020, government debt increased to 39.7% of GDP. In 2021, it is expected to start declining.

1 The banking sector remains healthy. During the pandemtbe tierl capital ratio and the nen
performing loans incidence improved from already sound scores. The FSA partly reversed the
loosening of macr@rudential measures during 2021 and reinstated the amortization requirement as
of 1 September 2021. Regagds of the overall healthy financial position, the leverage ratio of
Swedish banks is among the highest in the EU.

1 Notwithstanding policy support measurasmemployment increased to 8.3% in 2020. Youth
unemployment jumped to approximately 24% in 2020. Themployment rate is forecast to start
falling from 2021 onwards.

Sweden entered the COVII crisis with vulnerabilities linked to risks of overvalued house price levels
coupled with high and continuously rising household debt. With the CQ¥I&isis,private debt ratios,

house prices and the unemployment rate have increased. Overall, the Commission finds it appropriate,
also considering the identification of imbalances last June, to examine further the persistence of
imbalances or their unwinding.
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ANNEX 1: FORECASTS AD NOWCASTS OF THE BADLINE
SCOREBOARD INDICATORS

To enhance the forwailldoking elements in the scoreboard reading, the AMR analysis builds also,
whenever possi bl e, on forecasts and projections for
year. Whenever available, such figures are based ondhemsion autumn 2021 forecast. Otherwise,

figures mostly display nowcasts based on proxy indicators, prepared by Commission services for this

AMR.

The table below summarises the assumptions used for the forecasts and nowcasts figures of headline
scoreboad indicators. The GDP figures used as denominators in some ratios stem from the Commission
autumn 2021 forecast.

In case of multannual rates of change (e.g., the filgar change of export market shares), only the 2021
and 2022 component is based on forecasts, whereas components related to 2020 or earlier years use the
Eurostat data underlying the MIP scoreboard.

Table 1:Approaches to forecasts and nowcasts for MIP scoreboard headline indicators
Indicator Approach Data sources
Current account balance, | Values fromCommission autumn 2021 foreca$tthe current accoun
AMECO
of GDP (3 year average) balance (Balance of Payments concept)
Net internationa The Commission autumn 2021 forecasts for total economy ne
investment position (% g lending/borrowing provides the NIIP change treftects transactions
GDP) for 20212023, for 2024 and 2025, the current account forecast fi AMECO,
the IMF's World Economic Outlook is used assuming the capit Eurostat
account to stay constant. Other effects (e.g. valuation changes),
taken into account until 2021Q2,caassumed to remain nil thereaftd
Real effective exchange ra Values from the Commission autumn 2021 forecast
T 42 trading partners, HIC AMECO
deflator (3 year % change)
Export market sharé % of Figures are based on the Commission autumn 2021 forfcgst
world exports (5 year 9% nominal goods and services (G&S) exports for EU Member Sta
change) (national accounts concept), and ii) Commission forecast of G& AMECO
exports in volumes for the rest of the world, translated to ndmin
levels by the Commission US import deflator and EUR/USD exch
rate forecasts.
Nominal unit labour cos Values from the Commission autumn 2021 forecast
index, 2010=100 (3 year ¢ AMECO
change)
House price indey The forecast for 2021 includes 2021Q2 data where available. It
(2015=100), deflated ( assumes 2021Q34 house price growth to follow the predicted Eurostat,
year %change) growth rate from the shoeterm relationship given by a housing Commission
valuation model shared with Member States in the coofetke EPC services
LIME working group.
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Private sector credit flow
consolidated (% of GDP)

The figure for 2021 represents a proxy of credit flows 2020Q4
2021Q3, using consolidated data from ECB quarterly sectoral acq

for 2020Q4Q2, plus proxies for some credit flow components froj ECB (QSA,BSI,
2021Q3. The latter uses ECB BSI MFI loan flows to the private s¢ SEC)
to project 2021Q3 bank loan components, and ECB SEC nomina
security issuance to project 2021Q3 bond issuance.
Private sector debl{ The figure for 2021 proxies private sector debt for-2081Q4. It use;
consolidated (% of GDP) consolidated data from ECB quarterly sectoral accounts for 2021 ECB (QSA, BSI
This figure is projected forward to 2021Q3 using bank logurés SEC)’ '
(based on ECB BSI) and bond liability data (based on ECB SEC)
assumes 2021Q4 credit to be the same as in 2020Q4 (see abg
General government gro Values from the Commission autumn 2021 forecast AMECO
debt (% of GDP)
Unemployment rate (3 yed Values from the Commission autumn 2021 forecast
AMECO
average)
Total financial  secto 2021 figure represent donth ECB MFI liabilities growth until
liabilities, nonconsolidated September 2021. ECB (BSI)
(1 year % change)
Activity rate - % of total The 2021 and 2022 rate of changes are based on the Commis AMECO

population aged 164 (3
year change in pp)

autumn 2021 forecast for the change in the entire labour force
ages) minus the Commission autumn forecast for thelaigmu
change (154 age group).

Long-term unemploymen
rate - % of active
population aged 134 (3
year change in pp)

The nowcast for 2021 is based on latest data (20208 Assuming g
constant rate for rest of the year)

Eurostat (LFS)

Youth unemployment rate
% of active population age
15-24 (3 year change in pp

The nowcast for 2021 is based on latest data (2028dpnassuming
a constant rate for rest of the year)

Eurostat (LFS)
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ANNEX 2: MIP SCOREBOARD

Table 1. MIP scoreboard 2020

External imbalances and competitiveness

Internal imbalances

Employment indicators?

Current Net Real effective [Export market{ Nominal unit |House price | Private sector | Private sector General {Unemployment | Total financial | Activity rate - % Long-term Youth
account international | exchange rate - | share - %of | labour cost index credit flow, debt, government rate sector of total unemployment | unemployment
balance - %of | investment 42 trading world exports index (2015=100), | consolidated | consolidated | gross debt | (3 year average) liabilities, |population aged |rate - % of active irate - % of active
Year2020 GDP position partners, HICP (5 year % (2010=100) deflated (% of GDP) (% of GDP) | (% of GDP) non- 15-64 population aged | population aged
(3 year average); (% of GDP) deflator change) (3 year % (1year % consolidated | (3 year change in 15-74 15-24
(3 year % change) change) change) (1 year % Pp) (3 year change in § (3 year change in
change) pp) pp)
Thresholds -4%1/+6% -35% a1 ;Z‘)/("N(E:)EA) -6% 12;’/&‘(0?)&) 6% 14% 133% 60% 10% 16.5% -0.2 pp 0.5 pp 2pp
BE 0.1 44.4 25 10.9 7.5p 3.6 1.1p 192.0p 112.8 5.7 8.8 0.6b -1.2 -4.0
BG 0.8 -26.3 7.1 16.0 20.4 5.2p 4.2 94.3 24.7 4.8 111 0.9 -1.1 1.3
Ccz 15 -12.5 5.6 10.1 19.2 55 24 81.9 37.7 23 34 0.5 -0.4 0.1
DK 8.1 68.8 0.9 115 6.2 4.6 4.8 220.9 42.1 5.2 57 1.1b -0.3 -0.8
DE 7.4 61.7 24 13 11.1p 7.1 6.0p 120.1p 68.7 3.4bp 11.3 1.1bp -0.5bp 0.6bp
EE 1.0 -21.5 5.8 17.6 17.1 6.9 3.6 104.4 19.0 55 175 0.5 -0.7 5.8
IE -5.8 -174.0 -1.2 50.0 -6.3 -0.2 -1.8 188.9 58.4 55 7.2 -0.8 -1.7 0.9
EL -3.7 -175.0 0.4 -10.1 6.4p 5.5e 5.4p 125.3p 206.3 17.6 27.4 -0.9 -4.7 -8.6
ES 1.6 -85.5 11 -6.8 11.0p 22 4.4p 146.4p 120.0 15.0 9.5 -1.7 -2.7 -0.3
FR -1.0 -30.2 2.7 -6.9 4.6p 4.4 13.0p 173.7p 115.0 8.5 11.6p -0.5 -1.3 -1.9
HR 1.6 -47.8 0.5 0.1 13.7p 78 1.3p 98.0p 87.3 7.5 7.3 0.7 -2.5 -6.3
IT 32 24 0.6 -2.8 55 22 4.1 1189 155.6 9.9 6.8 -1.3 -1.8 -5.3
CcYy -6.6 -136.7 0.1 28.5 5.8p 0.7p -2.6p 260.5p 115.3 7.7 -2.5 1.9 -2.4 -6.5
LV 0.7 -34.7 5.9 18.2 18.4 2.7 -1.8 66.5 43.2 7.3 10.8 1.2 -1.1 -2.1
LT 3.7 -15.8 6.9 39.3 18.3 6.4 0.3 54.7 46.6 7.0 285 2.6 -0.2 6.3
LU 4.5 39.9 15 20.6 111 13.8 445 316.8 24.8 6.0 -3.6 2.0 -0.4 7.8
HU 0.7 -48.1 -4.9 8.2 13.2p 1.9p 7.7p 76.4p 80.1 38 55.3 16 0.6 21
MT 3.0 60.3 21 13.2 19.7 2.2p 9.0 139.1 53.4 3.9 19 4.9 -0.9 0.3
NL 9.1 113.9 3.8 7.4 14.0p 6.0p -1.3p 233.7p 54.3 3.7 3.3p 12 -1.0 0.2
AT 1.6 9.3 3.2 5.2 12.2 6.2 4.7 131.2 83.2 4.9 10.6 0.2 -0.5 0.7
PL 0.7 -44.5 11 36.9 12.3p 7.1p 15 75.9 57.4 35 11.7 1.4 -0.9 -4.0
PT 0.0 -106.4 0.0 -0.9 16.2p 7.7 4.4p 163.7p 135.2 6.8 7.2 -0.4 -2.2 -1.3
RO -4.9 -48.3 34 20.6 26.1p 23 1.3p 48.5p 47.4 4.4 134 1.9 -0.5 -1.0
Sl 6.4 -15.2 19 20.2 149 52 -0.9 69.7 79.8 4.9 14.0 0.4 -1.2 3.0
SK -1.8 -65.7 58 8.1 16.4 7.2 3.7 95.3 59.7 6.3 9.9 0.3 -1.9 0.4
F -0.4 -5.3 23 12.3 6.1 13 6.5 155.2 69.5 7.3 77 1.6 -0.9 1.3
SE 4.6 16.4 -4.8 45 9.4 3.0 11.6 215.7 39.7 7.2b 11.2 0.0 -0.1 6.0

Figures highlighted are the ones at or beyond the threshold. Flags: b: Break in series. p: Provisional. e: Estimated.

1) For the employment indicators, see page 2 of

the new German system of integrated household surveys, including the LFS, the figures for Germany in 202
additional data from other integrated household surveys.
Source: European Commission, Eurostat and Directorate General for Economic and Financial Affairs (for Real Effec
exports of goods and services)

the AMR 2016. 2) House price index e = estimate by NCB for EL. 3) Labour Force Survey indicators, b = due to technical issues
0 are not direct estimates from LFS micro

with the introduction of

-data, but based on a larger sample including

tive Exchange Rate), and International Monetary Fund data, WEO (for world volume
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Table 2. Auxiliary indicators, 2020
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BE -5.7p 23.9p na 0.8 37.8 -3.6 174.8 -1.7p 0.4 11.4 0.8p 2.4p -5.6p 2.1p 0.5 11.5 6.2p 66.4 14.2p
BG -4 .4 19.2 0.9p 1.3 47.1 3.9 84.8 2.1 3.0 16.6 12.7 -4,2 -2.1 5.9p 39.2 18.2p 2.9 24.7 7.9p
CZ -5.8 26.2 2.0p 4.8 36.9 2.5 81.5 -1.5 3.7 10.6 2.2 1.0 -4.2 1.9p 10.9 28.6 4.8 34.0 12.1p
DK -2.1 22.4 3.0p 8.1 30.0 0.4 8.4 -0.4 -2.0 12.0 1.2 0.9 -1.4 1.9p -8.1 12.3 5.5 111.7 17.4p
DE -4.6p 21.9p 3.1p 6.8 53.2 2.9 49.8 -1.3p 0.1 1.8 2.9p -1.4p -3.8p 1.2p 11.2 21.6 7.0p 57.7 14.4p
EE -3.0 30.7 1.8p 1.9 42.3 11.4 112.5 -0.5 1.3 18.1 1.4 2.9 -0.3 1.6p 23.4 20.2 5.G. 41.8 8.8p
IE 5.9 39.7 1.2p -6.8 -292.9 8.2 428.5 -0.7 -2.5 50.7 -3.0 17.4 7.5 3.4p -35.4 13.2 2.1 35.9 8.8p
EL -9.0p 11.7p 1.5p -5.0 -155.2 1.8 23.4 -1.8p -3.2 -9.7 -3.1p -13.6p -7.9p 26.4p -13.7 14.0e 1.1p 59.5 13.8p
ES 10.8p 20.3p 1.4p 1.2 -52.8 2.6 78.9 -1.3p -1.2 -6.4 0.9p -12.2p -7.0p 2.8p -11.2 14.8 6.0p 62.5 15.8p
FR -7.9p 23.0p 2.4p -1.8 -41.9 0.4 50.3 -1.1p 0.6 -6.4 0.0p -7.9p -7.0p 2.2p -3.6 11.9 6.1p 68.7p 16.2p
HR -8.1p 22.3p 1.3p 1 -0.3 2.1 65.3 -2.0p -2.0 0.6 1.5p -14.8p -7.0p 5.3p -11.9 24.5 na 38.3 7.6p
IT -8.9 17.8 1.5p 3.7 1.4 -1.1 30.8 -1.3 -1.9 -2.4 5.9 -6.1 -7.0 4.5p -7.5 1.2 4.1 45.1 13.9p
cY -5.2p 20.0p na -10.0 -170.4 -0.61 18B86.4 -3.3p -3.0 20.1 -0.8p 2.8p -4.7p 11.0p -15.0 5.3p 7.6p 91.0 13.6p
LV -3.6 24.5 0.7p 4.7 14.5 2.8 60.0 -1.6 1.5 18.8 9.3 5.7 -1.3 4.6p 27.8 23.5 3.0 20.9 10.0p
LT -0.1 21.1 1.2p 9.1 15.2 2.0 56.2 -2.4 21 30.9 2.8 8.3 1.5 2.2p 26.5 23.0 3.2 24.6 15.5p
LU -1.8 16.8 na 4.0 -4095.3 -214.4 6136.5 -2.0 0.0 21.2 -0.5 Q.2 -3.6 0.7p 6.6 35.0 3.7 69.2 14.3p
HU -4.7p 26.8p 1.6 0.5 -2.4 111.5 327.3 -2.2p -6.5 8.7 1.4p 2.0p -3.7p 3.6p 14.4 40.4p 4.1p 20.9 10.8p
MT -8.3 21.7p 0.7 -2.3 270.2 29.9 1602.5 -5.5 0.7 13.7 2.4 1.6 -10.7 3.6p 20.7 16.1p 3.9p 54.0 10.7p
NL -3.8p 21.3p na 6.9 9.2 -16.7 567.0 -0.5p 2.0 7.9 1.8p 3.1p -3.3p 1.9p 3.0 26.4p 5.3p 103.0p 16.7p
AT -6.7 25.2 3.2p 1.8 -C.6 -4.1 57.4 -1.4 1.4 5.7 -0.2 -2.9 -5.2 2.0p E.5 19.3 5.1 £3.2 11.9p
PL -2.5 16.6 1.4p 5.2 -6.2 2.9 48.5 -1.6 -1.0 37.6 3.5 8.0 -2.4p 6.0p 4.9 28.0p 2.0 34.8 10.5p
PT -8.4p 12.1p 1.6p 0.0 -47.0 2.0 87.2 -1.7p -1.9 -0.4 2.2p | -10.7p -6.7p 4.9p -1.0 311 3.4p 69.5 11.4p
RO -3.9p 24.6p 0.5p -3.1 -7.2 1.4 46.4 -1.2p 1.0 21.2 5.4p -1.8p -2.2p 3.9p 23.5 14.3 2.6p 16.2 9.1p
Sl -4.2 18.9 2.2p 6.9 2.0 0.9 42.9 -2.0 -0.2 20.8 1.4 -0.8 -3.7 3.0p -0.5 21.4 2.3 27.8 9.3p
SK -4 .4 19.6 0.9 1.3 -14.8 -0.2 70.4 -2.1 3.8 8.6 -2.2 0.6 -2.5 2.5p 10.1 28.4 3.9 47.2 9.7p
Fl -2.9 24.2 2.9 0.9 4.9 -0.8 50.2 -0.9 -1.0 12.8 0.1 1.1 -0.8 1.5p -5.5 3.9 7.1 69.6 16.0p
SE -2.8 24.8 3.5p 5.7 -4.5 5.3 92.4 -0.8 -7.4 5.0 -0.8 3.3 -1.5 1.0p 7.4 c.8 5.0 94,7 17.6p

Flags: e: Estimated. p: Provisional.

1) Official transmission deadline for 2020 data on Gross domestic expenditure on R&D is 31 October

2021 while data were extracted on 22 October 2021. 2) House price index e = estimate by NCB for EL.

Source: European Commission, Eurostat and Directorate General for Economic and Financial Affairs (for Real Effective Exchange
non -performing loans, domestic and foreign entities), and International Monetary Fund data, WEO (for world volume exports of good
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Table 2 (continued) : Auxiliar y indicators , 2020

Long-term Youth Young people neither in People living in
Activity rate - % unemployment unem ployment em p!oym ent norlln People at_ risk of ppverty People at flsk of poverty Severely m aterially household; with yery
rate - % of education and training - or social exclusion - after social transfers - deprived people - low work intensity -
Employment of total 5 rate - % of ; 2 g 7 X
Year : g active = % of total population % of total population % of total population % of total population % of total population
(1year % population : active
2020 population g aged 15-24 aged 0-59
change) aged 15-64 population $
%, aged 15-74
(%) % aged 15-24 3 year 3 year 3year ) 3 year 3 year
(%) % % % % % %
(%) change in pp change in pp change in pp change in pp change in pp

Flags: b: Break in series. p: Provisional. u: Low reliability.

1) Labour Force Survey indicators, b = due to technical issues with the introduction of the new German system of integrated h ousehold surveys, including the LFS, the figures for Germany in 2020 are not
direct estimates from LFS micro -data, but based on a larger sample including additional data from other integrated household surveys. 2) Official transmissio n deadline for 2020 data for the Income and
Living Conditions ( EUSILC) indicators is 30 November 2021 while data were extracted on 22 October 2021; b = major substantive and methodological ¢ hanges for DE.

Source: European Commission, Eurostat
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