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1. INTRODUCTION

This staff working document provides the underlying technical analysis as part of the
Alert Mechanism Report. The present staff working document provides background
information and accompanies the Commission Communication, which highlights the main
concerns at the current juncture and identifies Member States for which in-depth reviews
(IDRs) should be undertaken to assess whether they are affected by imbalances (Article 5 of
Regulation (EU) No 1176/2011) ('). The present staff working document provides the
economic reading of the scoreboard (%). The analysis contained in the present staff working
document also builds on analytical tools and assessment frameworks, additional published
data, notably in-year data for 2025, and forecasts, largely based on the Commission autumn
2025 economic forecast (})°(%). In comparison with previous editions of this staff working
document, part of the cross-country considerations around risks of imbalances was
streamlined considering the content of the new European Macroeconomic Report, which
conveys a narrative around risks to the macro-financial stability of the EU economy (°).

Taking into account discussions on the AMR within the Council, the Commission will
then prepare In-Depth Reviews for the Member States that may be affected by, or may
be at risk of being affected by, imbalances. The In-Depth Reviews will be published in
early 2026 and will provide the basis for the Commission assessment of the existence and
severity of macroeconomic imbalances, and for the identification of policy gaps. The
eventual conclusions on the existence of imbalances and their severity are planned to be
published with the spring package of the European Semester.

(* Commission communication, Alert Mechanism Report 2026, COM(2025) 956.

(?) This staff working document with the economic reading of the scoreboard is accompanied by another staff working
document that contains the values of the scoreboard: Commission staff working document, Statistical Annex
accompanying the Alert Mechanism Report 2026, SWD(2025) goo.

(3) The cut-off date for the scoreboard data, i.e. the date on which data were extracted from the Eurostat database for
the preparation of this report, was 31 October 2025. For any other data, the cut-off date was also 31 October 2025.

(4) European Commission, European Economic Forecast, Autumn 2025, Institutional Paper 327, November 2025.

(5) 2026 European Macroeconomic Report, SWD(2025) 957.



2. IMBALANCES, RISKS AND ADJUSTMENT: MAIN

DEVELOPMENTS

2.12. EXTERNAL SECTOR

Qountries with current acoount balance (3 year average, in %of GP) above 6%or below -4%in 2024 in blue
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e In 2024, the 3-year averages of the current account balances of four Member States
were below the lower scoreboard threshold of -4% of GDP: Greece, Cyprus,
Romania and Slovakia. Three other Member States had averages above the upper
threshold of 6% of GDP: Denmark, Ireland, and the Netherlands. As for the NIIP
readings, they were below the scoreboard threshold of -35% of GDP for seven
Member States: Ireland, Greece, Spain, Cyprus, Portugal, Romania, and Slovakia.

e Between 2023 and 2024, the current account balances increased in around half of
the Member States (Graph 2.3.b). Ireland recorded the strongest increase (9.1 pps.),
while Luxembourg, Croatia, Slovakia, Poland and Romania faced declines of more
than 1 pp. in their current account balances. The largest current account surpluses
were recorded in Ireland (®) (16.2% of GDP), Denmark (12.2%), and the Netherlands
(9.1%), while Greece (-7.2%), Romania (-8.2%) and Cyprus (-8.2%) continued to record
the highest current account deficits (Graph 2.3.a) (’). Balances in around half of the
Member States remained below the pre-pandemic level, with deficits in Greece,
Romania and Cyprus being the furthest below. The current account balances of most
Member States remained below levels suggested by fundamentals in 2024 (Graph
2.2.a).

e Current account balances are generally forecast to remain stable across countries. In-
year 2025 data, however, suggest that the EU aggregate current account balance will
somewhat decline compared to 2024 levels, and the current account balance is set to
remain broadly stable in most countries, with some exceptions. These are, in

(®) In the case of Ireland, the current account balance improved due to a strong surplus in goods and a significant rise in
service exports, including a substantial one-off export of intellectual property from the MNE sector, see International
Monetary Fund. European Dept. "Ireland: 2025 Article IV Consultation-Press Release; Staff Report; and Statement by
the  Executive  Director for  Ireland", IMF  Staff  Country  Reports 2025 128  (2025),
https://doi.org/10.5089/9798229012768.002

(7) The current account balances of Ireland, Denmark, the Netherlands and Cyprus also somewhat reflect noticeable
movements due to the presence of multinational enterprises (MNEs) and/ or special purpose entities (SPEs).


https://doi.org/10.5089/9798229012768.002
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particular, Ireland, Latvia on the worsening side and Greece on the strengthening
side.

e From a saving-investment perspective, the net lending/borrowing positions were
driven mainly by persistently high savings of the private sector in most Member
States in 2024. Surpluses were driven by the corporate sector savings in Ireland,
Denmark, and the Netherlands, while in most other Member States, households
contributed more strongly (Graph 2.3.c). The household net lending position
strengthened in most Member States and EU funds also contributed to the increase
of the net external position in several Member States. In Cyprus, Greece and
Romania, however, households contributed greatly to the deficits, along with the
government in the case of Romania and corporations in the case of Cyprus.

e In 2024, the net international investment position (NIIP) strongly increased in
almost all Member States, mainly due to valuation effects in equity and bond
holdings, with positive current account balances also contributing. The largest
increases were recorded in Sweden and Denmark (about 30 pps.), and in Ireland
(about 20 pps.) (Graph 2.3.f). By contrast, Croatia (-2.8 pps.), Malta (-7.9 pps.) and
Luxembourg (-8.2 pps.) recorded the strongest NIIP declines. The current account
balances of some net-debtor countries remain below the levels necessary for the
correction of their strong negative NIIPs, as estimated by prudential or fundamental
benchmarks (®). In most net-creditor countries, NIIPs remained considerably above
levels explained by economic fundamentals, notably in Germany (Graph 2.2.b). The
NIIP-to-GDP ratios are projected to [decline or somewhat remain stable] in most
member states in 2025.

(8) The current account required to reach a specific NIIP target is the current account required to reach the prudential
threshold over the next 10 years, or to halve the gap to the NIIP in line with fundamentals, whichever is higher, and is
based on the European Commission’s Spring Forecast. NIIP prudential thresholds are determined from the
maximisation of the signal power in predicting a balance of payment crisis, taking into account country-specific
information summarised by per-capita income. The NIIP in line with fundamentals (NIIP norms) are obtained as the
cumulation over time of the values of the current account norms. For the methodology for the computation of NIIP
prudential and fundamental benchmarks, see A. Turrini and S. Zeugner (2019), “Benchmarks for Net International
Investment Positions”, European Economy, Discussion Paper 097/2019.
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Graph 2.1:Change in current account balances vs net international investment position
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Graph 2.2:Current account and net international investment position
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Source: Eurostat and European Commission calculations.

(9) Current accounts in line with fundamentals (current account norms) are derived from reduced-form regressions
capturing the main determinants of the saving-investment balance, including fundamental determinants, policy
factors and global financial conditions, and is based on the European Commission’s Spring Forecast. 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 for the computation of the fundamentals-based 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.
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Graph 2.3:Selected graphs for the external sector
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2.2. COMPETITIVENESS

Gountries with HOP based real effective exchange rate against 42 trading partners (3 year % change) abovelbdow +- 3% (EA) and +- 10% (non-EA)
in 2024 in blue
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e For the HICP-based REER (9, the three-year changes were beyond the scoreboard
thresholds in eight Member States: Czechia, Estonia, Croatia, Latvia, Lithuania, the
Netherlands, Poland, and Slovakia.

¢ Nine Member States exceeded the scoreboard threshold for the changes in export
performance against advanced economies in the three years up to 2024: Belgium,
Germany, Estonia, Luxembourg, the Netherlands, Austria, Slovakia, Finland, and
Sweden.

e The three-year change in unit labour cost, based on hours worked, was above the
scoreboard threshold in twenty-four Member States: Belgium, Bulgaria, Czechia,
Germany, Estonia, Ireland, Spain, France, Croatia, Cyprus, Latvia, Lithuania,
Luxembourg, Hungary, Malta, the Netherlands, Austria, Poland, Portugal,
Romania, Slovenia, Slovakia, Finland, and Sweden.

e In 2024, headline inflation approached the 2% target in the euro area but remained
high in some non-euro area countries, such as Romania, Hungary and Poland. Over
2025-2026, headline inflation is expected to remain higher than the euro area
average in several EU countries, particularly in Romania, Hungary, and Slovakia, and
to remain below the euro area average in Cyprus, France, Ireland, Denmark, Sweden,
Finland, and Italy. Cumulated price and cost differentials are forecast to continue to
build up in some countries (Graph 2.4.a). Although of relatively smaller magnitudes
than those seen since the pandemic, inflation differentials thus compound previous
increases.

(%) Unless otherwise specified, REER refers to HICP-based REER, 42 trading partners.
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Graph 2.4:Inflation and unemployment dynamics
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e Strong falls in unemployment were recorded in countries with high unemployment
rates in recent years, such as Greece, Spain, and lItaly, but unemployment rates have
started to increase somewhat in some countries. In Finland and Estonia, it has
increased by more than 1 pp. by the end of the third quarter of 2025.

¢ Nominal compensation per employee continued to rise strongly in 2024 and is
expected to slow down in 2025 and 2026 overall. For 2024, internal EU dynamics have
been again very divergent, with increases of less than 2% in Finland, less than 4% in
Cyprus, Luxembourg, Italy, France, and Belgium, and more than 10% in Hungary,
Poland, Bulgaria, Latvia, and Romania (Graph 2.6.b). The 2024 real wages ('") at EU
level almost closed the gap with their 2019 level, but remained visibly below in
Czechia, Italy, France, and Greece while having increased by double digits in Bulgaria,
Romania, Hungary, Poland, Latvia, Croatia, Portugal, Slovenia, and Cyprus.

e For 2024, unit labour costs (ULCs) growth remained high, and the 3-year change was
double digits in many Member States reflecting legacy from the high inflationary
periods of 2022, 2023, and, to a lesser extent, 2024. ULCs increased by close to 5% in
both the EU and the EA, ranging from little change in Finland, to increases of over
10% in Romania, Bulgaria, Croatia, and Hungary (Graph 2.6.c). Most of the ULCs
increase was driven by real compensation increases. In only a few cases, such as
Malta, Cyprus, Slovakia, Denmark, Poland, and Bulgaria, productivity gains visibly
subtracted from the ULCs growth. For 2025, ULCs are expected to grow at a more
moderate pace across the EU, with a few exceptions (Romania, Hungary, Croatia,
Slovenia, and Bulgaria), where annual growth rates are forecast to be above 6%.

(*) Nominal compensation per employee deflated by HICP.
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Graph 2.5:Nominal and real effective exchange rates

a) BU NEERindex b) Change in REERS, 2024-2021
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e The EU’'s nominal effective exchange rates (NEERs) appreciated in 2024, (Graph
2.5.a), and although they were partly offset by inflation differentials with trading
partners, overall real effective exchange rates (REER) still appreciated. The strongest
REER appreciation (Graph 2.5.b) in 2024 was in Poland, where it gained 7% due to a
strong zloty, while nominal depreciations supported REER losses of 4.4% and 2.3% in
Czechia and Hungary respectively. In Romania, both inflation differentials and NEER
gains pushed the REER to appreciate by almost 3%. Within the EA, 2024 saw
appreciations in Belgium, Estonia, and Croatia (of around 1.5-2%) and depreciations
in Lithuania, Latvia and Italy (around 1-1.5%). As of mid-2025, REERs have been
marked by an appreciating trend.

¢ In the three years to 2024, the export market shares against advanced economies
fell by 2.5% and 3.3% for the EU and the EA respectively. The largest losses were for
Belgium, Germany, Luxembourg, and Finland, but there were strong gains for Malta,
Spain, Croatia, and Portugal (Graph 2.6.e). The changes in 2024 point towards the
continuation of the post-pandemic trend of manufacturing-intensive Member States
losing export shares, while Member States exporting travel services gain export
shares (Graph 2.6.f), assisted by favourable export deflator dynamics.
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Graph 2.6:Selected graphs for competitiveness
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2.3. HOUSING MARKETS

Qountries with nominal house price index growth (1 yea ange) above 9%in 2024 in blue
Ef e x = efls RN o vER W I v v~ BBl s x A =

e In 2024, house prices increased above the 9% scoreboard threshold in seven Member
States: Bulgaria, Greece, Croatia, Lithuania, Hungary, Poland and Portugal.

¢ House prices increased in 2024 in almost all Member States, with some countries on a
clear path of high growth for several years. Growth was close to the scoreboard threshold
in Ireland, Spain and the Netherlands (Graph 2.7.a). Many of these countries experienced
sustained growth with limited slowdown in 2023. Cumulatively, house prices rose by more
than 20% over 2023-24 in Bulgaria, Poland, Greece, Croatia, Hungary, Lithuania, and by
more than 15% in Portugal and Slovenia. Conversely, prices fell in Germany, Luxembourg,
France, Austria and Finland, continuing declines from 2023. Over 2023 and 2024,
Luxembourg, Germany, Finland, Sweden, France, Austria and, marginally, Denmark saw
cumulative drops, with total reductions above 9% for Luxembourg, Germany and Finland.
By early 2025, growth resumed broadly, except in Finland.

Graph 2.7:House price evolution and House price change and household debt in 2024 vs
over/undervaluation in 2023
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e Price dynamics reflect valuation gaps. Countries that were near fair value or
undervalued in 2023, such as Bulgaria and Poland, saw the strongest growth (Graph 2.7.b).
Exceptions include Portugal and Greece, where prices continued to grow strongly despite
an estimated overvaluation of over 20%, and to a lesser extent Czechia and the
Netherlands. Declines were concentrated in highly overvalued markets such as
Luxembourg (where prices were overvalued by 32%) and Austria (+23%), while Sweden
(+23%) recorded only a marginal increase. Finland remains an outlier, with falling prices
despite a 16% undervaluation.
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¢ Housing transactions and mortgage credit rebounded in most countries. Credit growth
accelerated with lower interest rates, reaching five-year highs in Lithuania, Portugal,
Latvia, Estonia, Croatia, Spain, Hungary, Netherlands, Cyprus and Ireland (Graph 2.10.c).
Transactions — which had fallen in 2022-2023 — partially recovered in 2024 and exceeded
their 10-year average in Cyprus, Bulgaria, Spain, Portugal, Ireland, and Poland, markets
with continued house price growth. Conversely, transactions remained well below
historical averages in Austria, France, Luxembourg, Finland, and Slovenia where prices
have been muted, but also in Hungary despite rising prices.

¢ Borrowing capacity surged in 2024, often outpacing nominal house price growth. After a
14% drop between 2021-2023, borrowing capacity rose sharply in 2024 — by over 10% in
many countries, and up to 40% in Hungary, 30% in Romania, and around 20% in Poland
and Bulgaria. Gains were modest in Belgium, Germany and France. Despite this,
affordability remains constrained, with mortgage-to-income ratios elevated.

Graph 2.8:House price change vs borrowing capacity change, from 2021 to 2023 and from 2023
to 2024

a) 2021 to 2023 b) 2023 to 2024
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by devoting a constant share of their income to mortgage payment at the origination of the mortgage. (2) Data
used for computing borrowing capacity is median household income, interest rates and country-specific loan
maturity. For loan maturity is used the average of maximum maturity, available in Griinberger et al. (2023):
Housing taxation database 1995-2021, European Commission, Joint Research Centre (JRC). The LTV ratio
considered is 100% and other variables, like taxation, tax relief and transaction costs were fixed to zero to capture
only the impact of income and interest rates on borrowing capacity. (3) The straight line serves as a reference
where both variables — borrowing capacity and house prices — change by the same amount. (4) For more
detailed methodology see Andrle, M. and M. Plasil (2019): Assessing House Prices with Prudential and Valuation
Measures. IMF Working Paper No. 19/59.

Source: Eurostat, ECB, JRC and European Commission forecasts and calculations.

Source:

e Supply constraints remain tight and building permits in 2024 were low relative to the
past decade (Graph 2.9), in most countries, especially Germany, France, Sweden and
Finland. Building permits are at their highest levels in Portugal, Croatia, Latvia, Spain and
Greece compared to the last decade but are still low as the last decade was marked by
historically low construction activity. Supply constraints are likely to keep upward pressure
on prices through 2025-2026.
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Graph 2.9:Building permits for residential construction, 2013 to 2024
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Graph 2.10:Selected graphs on the housing market
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2.4. HOUSEHOLD DEBT AND SAVING

Quntries with consolidated household (+NASH) debt (in %of GDP) above 55%in 2024 in blue
B PN E E E B SR T v o vl A AR s

Gountries with consalidated household (HNAISH) credit flow (in % of debt stock in t-1) above 14%in 2024 in blue
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e In 2024, the household debt-to-GDP ratios of eight Member States were above the
scoreboard threshold of 55%: Belgium, Denmark, France, Cyprus, Luxembourg, the
Netherlands, Finland, and Sweden. Bulgaria was the only Member State which
displayed credit growth above the scoreboard threshold of 14% of the previous year's
debt stock.

e Compared to 2023, the debt-to-GDP ratios declined in the majority of countries (Graphs
2.11 and 2.14.e), with particularly large drops in very high-debt countries such as Cyprus,
the Netherlands and Denmark. Bulgaria and Estonia are the only EU Member States where
the 2024 debt ratio stood above its 2019 level. The Netherlands, Denmark, and Sweden
continued to record the highest debt-to-GDP ratios, joined by Luxembourg when
considering the debt-to-gross household disposable income ratio. In 11 Member States,
debt ratios remain above their prudential benchmark ('). In less than half of the Member
States, debt ratios are well explained by economic fundamentals.

(*2) Fundamental benchmarks are derived from regressions capturing the main determinants of credit growth and taking
into account a given initial stock of debt. Prudential thresholds identify a threshold above which banking crises
become more likely. The fundamentals-based and the prudential benchmarks are calculated following Bricongne, J.
C., Coutinho, L., Turrini, A., Zeugner, S. (2020), “Is Private Debt Excessive?”, Open Economies Review 31:471-512.
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Graph 2.11:Household debt-to-GDP ratios
140

120

100

80

% of GDP

60

40

20

NL DK SE A LU FR CY BE PT DE MT ES SK AT H E IT & HRBG Sl [E PL LT LV HU RO EU EA
2019 [ 2023 2024
m 2025f - Fundamentals benchmark 2024 < Prudential benchmark 2024
= == = MIPthreshold

Notes: Debt comprises loans (F4) and debt securities (F3), consolidated. 2025 figures present projections based on
available in-year data and forecasts.
Source: Eurostat and European Commission forecasts and calculations

Graph 2.12:Decomposition of changes in household debt-to-GDP ratios
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e Household deleveraging is forecast to slow down further and to start reversing in a
broader set of countries in 2025. The largest increases in the debt-to-GDP ratio in 2025
are expected for Bulgaria, Croatia, Estonia, Lithuania, and Portugal, all countries with low
to moderate debt ratios. Deleveraging is expected to continue at a swift pace in Ireland,
Greece, Cyprus, and Austria.

e The deceleration of the decline in household debt-to-GDP ratios is driven by the
slowdown in nominal GDP growth and the gradual recovery of credit flows after a strong
contraction in 2023 (Graph 2.12 and Graph 2.13). Household borrowing behaviour
remained muted in several countries, including Germany, France, and Italy in 2024; while it
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recovered dynamically in Portugal, the Netherlands, and several low- to moderate-debt
countries. Credit growth was particularly strong in Bulgaria, Croatia, Romania, Lithuania
and Hungary. Net credit flows in Bulgaria exceeded 21% of the previous year's debt stock
in 2024, resulting in significant growth in the debt ratio from a low basis.

Mortgage interest rates have now come down from their peak value in all countries for
new loans, while remaining above their pre-2019 level. For some countries (such as Spain
and ltaly) the cost of borrowing has decreased more significantly than for other countries
(such as Germany), where it remains close to its peak (Graph 2.14.a). The interest rate on
outstanding loans rose more slowly. For some countries with mostly fixed mortgage
interest rates (Graph 2.14.d), it continues to increase in 2025, putting upward pressure on
interest payments (Graph 2.14.c).

Households’ overall financial situation has improved. Real disposable household income
growth exceeded 2% in 2024. Households' gross saving rate remained above its long-
term average in several countries, including Germany, France and Spain (Graph 2.14.b). At
the same time, gross saving rates remained negative in Greece and Romania. In Estonia,
Latvia and Slovakia, saving rates dropped strongly in 2022, and they remained below their
pre-pandemic levels in 2024.

The proportion of non-performing loans remained stable at around 2% of total
household loans for the euro area as a whole. It continued to decline significantly in
Cyprus and Greece, countries with a legacy of high shares of non-performing loans. In
several countries with low proportions of non-performing loans to households, minor
upticks were observed in 2024. Moreover, in Belgium, Germany, France, and Sweden, a
slow but consistent upward trend can be noted.
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Graph 2.13:Net credit flows to households
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Graph 2.14:Selected graphs on household savings and debt
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Notes: a) Cost of borrowing concerns new (+renegotiated) loans for house purchase by HH and NPISH.

Source: ECB-MIR. b) The gross savings rate is measured as a proportion of HH (+NPISH) gross disposable
income, adjusted for changes in net equity in pension funds reserves. Source: Eurostat. ¢) Net interest paid =
interest paid — received. Source: ECB-QSA (D41G). d) Variable rate loans are defined as loans with an interest rate
reset due within one year and reflect outstanding loans to households. Source: ECB-RAI. ) GDI is

measured as adjusted gross household disposable income (B7G, GDHI adjusted for social transfers in kind).

f) NPLs are defined as HH gross non-performing loans and advances, % of total gross loans and advances to
households. Source: ECB-CBD2.

Source: Eurostat and ECB.
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2.5. NON-FINANCIAL CORPORATIONS

(ountries with consolidated non-financial e debt (in % of P) above 85%in 2024 in blue
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Gountries with consolidated non-financial corporate credit flow exd. FDI (in % of debt stock exd. D in t-1) above 13%in 2024 in blue
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e In 2024, the non-financial corporate debt-to-GDP ratios of eight Member States were
above the scoreboard threshold of 85%: Belgium, Denmark, Ireland, France,
Cyprus, Luxembourg, the Netherlands, and Sweden. No Member State showed
credit growth above the scoreboard threshold of 13% of the previous year's debt
stock.

e Non-financial corporate (NFC) debt-to-GDP ratios continued to decline in 2024 and
reached their lowest levels since 2006 (Graph 2.19.a). In one-third of the EU countries,
debt ratios increased in 2024, yet mostly from comparatively low levels, apart from
Luxembourg where debt increased from 264% to 272% of GDP (*). Corporate debt-
to-GDP exceeded the prudential benchmark in Luxembourg, Cyprus, Sweden,
Denmark, the Netherlands, Belgium, France, Ireland, Finland, Portugal, Malta and
Spain (Graph 2.15). In only about one-quarter of the EU countries can debt ratios be
explained by economic fundamentals. In 2024, the pace of deleveraging slowed
compared with previous years (Graph 2.19.c) and in most countries, deleveraging is
expected to cease or slow further as inflation remains contained and credit is
expected to accelerate (Graph 2.19.d).

(3) This increase was driven by a strong increase in FDI debt. Almost two-thirds of Luxembourg’s NFC debt is FDI debt
while on average in the EU this share is about one-quarter.
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Graph 2.15:Non-financial corporate debt-to-GDP ratios
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Source: Eurostat and European Commission forecasts and calculations.

e In the EU, credit growth, defined as credit flows excl. FDI in % of the lagged debt stock
excl. FDI, declined to 1.4% in 2024 (Graph 2.19.b) and in no country it exceeded the MIP-
threshold of 13% (Graph 2.16). Bank loan flows to EU NFCs showed signs of a recovery in
early 2025. This recovery, which was recorded in most countries, with Germany being a
notable exception (Graph 2.19.e), is in line with the European Commission Autumn
Forecast which expects corporate borrowing to pick up amid a recovery in demand, lower
interest rates and increased defence spending and investment.

Graph 2.16:Credit growth of non-financial corporations
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(1) Corporate debt includes loans (F4) plus debt securities (F3) as defined in the financial balance sheet accounts.
Corporate debt is consolidated, which means that transactions within the non-financial sector are excluded.
Source: Eurostat and European Commission calculations.
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e Borrowing costs rose in 2024 in almost all countries (Graph 2.17.b) but had peaked by
the end of 2024. The interest coverage ratio ('*) (ICR) decreased further in 2024 in most
countries, including France, Germany, Italy and Spain as well as in the EU and euro area
aggregates (Graph 2.17.a). Quarterly data shows that the lowest point in the euro area
was reached in 2024-Q3 and most countries including Germany, Spain and ltaly have
since then seen their ICRs increase again.

Graph 2.17:Corporate interest coverage ratio and costs of borrowing
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Notes: The interest coverage ratio is calculated as gross operating surplus over total interest before FISIM
allocation.
Source: ECB and Eurostat.

o Profit indicators deteriorated further in early 2024, but some have since stabilised. The
profit shares of European NFCs have fallen in almost all countries during 2024 in the EU
and the euro area (Graph 2.18.a). In several countries, such as Austria, Greece, Portugal,
Germany, Czechia, Poland, Finland and Spain, the profit shares were notably below their
pre-pandemic averages. Similarly, unit profit growth and profit margins decreased in 2023
and the first half of 2024 but have since started to stabilise in many countries (Graph
2.18).

(*4) The interest coverage ratio is calculated as gross operating surplus over total interest before financial intermediation
services indirectly measured (FISIM) allocation and measures how easily companies can pay the interest on their
outstanding debt.
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Graph 2.18:NFC profit indicators

a) Profit share and unit profit growth

43 12
8
42 10 o
3
o 2
8 41 \ 8 @
— Qo
S 40 o
R 6 o
(=)
< 39 5
5] ‘ 45
% 38 | X
S = ‘ 2 g
x 37 \, / \ /.f \ g
36 v |0 =
S
35 22
15 16 17 18 19 20 21 22 23 24 25 5
e PYOFf it share - EA20 Profit share - BU27
@ Unit profit growth - EA20 Unit profit growth - BU27

60

50

40

20

10

b) Profit margins

E5oEo k3 RHEE =Y El2E R

2019-4 2024-Q1 m2025-Q1 m2025-Q2

Notes: Unit profit growth is calculated as gross operating surplus divided by real GDP growth. The profit margin is
defined as gross operating surplus minus deprecation divided by net value added.
Source: ECB, Eurostat and European Commission forecasts and calculations

¢ In almost half of the EU countries, the share of non-performing loans (NPLs) increased
between 2023-Q4 and 2024-Q4, especially in Poland, Austria, Luxembourg and Germany,
but in most of these countries, the share remains low by historical standards (Graph
2.19.f). Bankruptcies increased to above pre-pandemic levels in many countries including
Greece, Hungary, France, the Netherlands and Austria.
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Graph 2.19:Selected graphs on non-financial corporations
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2.6. GOVERNMENT SECTOR

(ountries with general govemment gross debt (in % of above 60%in 2024 in blue
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e At the end of 2024, the government debt-to-GDP ratios were above the scoreboard
threshold of 60% in 12 Member States: Belgium, Germany, Greece, Spain, France, Italy,
Cyprus, Hungary, Austria, Portugal, Slovenia, and Finland.

e In 2024, some of the largest government deficits in the EU increased. Deficits worsened
significantly in Romania, Austria, Bulgaria, Finland, and Poland. In Belgium and France,
large deficits increased somewhat further and to a lesser extent in Slovakia too. A strong
improvement took place in Italy, and to a lesser extent in Hungary and Malta. Among
countries with highest debts, the improvements in Greece and lItaly stood out, with Greece
recording a surplus in its government accounts (Graph 2.20).

e In 2025, government balances are expected to improve in most EU countries with large
deficits, except in Belgium and Poland, but very often by small margins. On the contrary,
balances are weakening in 2025 for those countries that recorded surpluses or modest
deficits in 2024. For 2026, deficits are forecast to decline in the countries where they have
been high in recent years, except in Belgium and Hungary. In 2026, expected increases in
Estonia and Germany's deficits stand out (Graph 2.20).

Graph 2.20:Government balances across the EU
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e In 2024, government debt ratios increased in over half of the EU countries. Debt
increased in some countries where it is high, especially France. Conversely, it declined
further notably in Cyprus, Greece, Spain, and Portugal. In Austria and especially Finland
debt ratios are lower, but increases were marked in 2024. Debt ratios increased in several
countries with readings just below 60% of GDP as the passive deleveraging effect yielded
by nominal GDP growth was smaller. Among these countries, the debt increases were
more pronounced in countries with high deficits: Romania, Poland, and Slovakia too,
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stood out in that respect. Compared with the pre-pandemic period, among countries with
debt now close to or above 60% of GDP, Romania stands out with increases of some 20
pps of GDP, and France and Finland with some 15 pps. and 17 pps. rises respectively
(Graph 2.21).

Graph 2.21:Government debt across the EU
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intergovernmental loans, including those made through the European Financial Stability Facility).

Source: Eurostat and European Commission forecasts.

¢ Government debt ratios are expected to rise marginally in most of the EU in 2025 and
2026 as sizeable deficits persist and passive deleveraging weakens further (Graph 2.22).
Among the countries with debt in excess of 60% of GDP in 2024, debt may increase more
visibly in Belgium, France, and Finland, and to a smaller extent also in Austria and lItaly.
Rises will be large in Poland and Romania too, which have debts just below 60% of GDP
but continued high deficits. Debt dynamics are becoming more challenging as debts are
rolled over at higher costs. Rates on long-term bonds have increased further in 2025, in
particular for the best rated debt of the euro area (Grap 2.23.c and d). The rise in interest
spending is, and will continue to be, of course more marked in countries where debt is
rising faster and where average debt maturities are shorter, resulting in larger gross
financing needs (Graph 2.23.b). Hungary, Finland, Poland, and Romania stand out for
expected increases in interest expenditure of more than 1 pp. of GDP over the years 2023
to 2026 (Graph 2.23.e).
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Graph 2.22:Drivers of the evolution of the gov't debt-to-GDP ratios: post-pandemic and now
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Graph 2.23:Selected graphs on the government sector
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2.7. FINANCIAL SECTOR

e |n 2024, the EU banking sector maintained high profitability and low non-performing
loans (NPLs) amid slowly recovering credit growth. Over 2024, the financial system was
marked by geopolitical and economic uncertainty, while interest rates and inflation
declined. Despite these challenges, EU banks remained well capitalised and their asset
quality robust. The return on equity (RoE) remained with 9.1% in 2024 at historic highs
attained also in 2023 (). The Tier 1 ratio of EU banks remained stable, and in 2024 it
stood at 17.9% of risk-weighted assets (Graph 2.24.a). Relatively low profitability and
capitalisation can be found in the banking systems in Germany and France. NPLs
remained stable overall in 2024, standing at 1.9% (Graph 2.24.b). The highest NPLs ratio,
3.9%, was attained in Poland, followed by Cyprus and Greece.

e EU banks gained strength in 2024 with rising valuations and a gradual credit recovery.
The valuations of EU banks increased since mid-2024, outperforming their US peers. This
was driven by robust earnings growth and profitability, strong capital and liquidity
positions but also enhanced efficiency by growth in digital services and ongoing domestic
and cross-border banking consolidation. Credit growth started to recover at the end of
2024 in the euro area amid a partial decline of lending rates for households and NFCs
(Graph 2.25.a, b) and still relatively tight credit conditions. As in previous years, household
and corporate credit remained rather dynamic in some non-EA countries, namely Bulgaria,
Romania and Hungary (*®). In 2025, EU bank valuations surged by over 40% year-to-date
through October. Credit growth in 2025 rebounded strongly, with total bank lending in
the euro area expected to expand by about 3.1%.

(35) EBA Risk Dashboard, 2024-Q4.
(%)
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Graph 2.24:Banking sector: profitability, capital ratios and non-performing loans

a) Profitability and capital ratios b) Non-performing loans
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Notes: a) The Common Equity Tier 1 (CET1) ratio encompasses ordinary shares and retained earnings. CET1 ratio
and return on equity are average of quarterly data over the year. The average value for the EU is unweighted by
the economy size.

Source: ECB Consolidated Banking Data and European Commission.

Banking systems in some EU countries have been significantly exposed to real estate
with mortgages representing almost 50% of banks’ assets (Graph 2.25.c). The highest
exposure can be found in Sweden, Slovakia, Estonia and Denmark. The correction in EU
residential real estate through 2024 and into 2025 has remained relatively contained, but
with considerable variation among Member States, and house prices are growing again.
Segments of commercial real estate, particularly the office sector, have undergone a much
more significant adjustment. Office vacancy rates in Europe hit 8.8% at the end of 2024, up
from 8.6% earlier in the year, with much higher vacancy in peripheral districts and secondary
stock. However, large urban centres continue to post vacancy rates below 6%, as occupiers
focus on prime, energy-efficient space.

The high exposure of the financial sector to domestic sovereign debt (Graph 2.25.d)
increases risks of feedback loops in those Member States that are highly indebted (see
Section 2.6. on the government sector) or rely on foreign currency funding. The exposure of
banks (in terms of total assets) towards their domestic sovereigns is the highest in Romania
(27%), Poland (21%), Hungary (19%), Croatia (18%) and Italy (16%). Banking sectors that have
a strong domestic bias tend to be more exposed to changes in their home country's fiscal
and economic conditions. EU sovereign debt is under renewed pressure in 2024 and 2025
due to a combination of high debt levels, increasing bond issuance in some Member States,
rising interest costs (increasing cost of refinancing maturing debt) and weak nominal GDP
growth.
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Graph 2.25:Selected graphs on the financial sector
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2. Imbalances, risks and adjustment: main developments

Notes: d) Loans vis-a-vis domestic general government reported by MFIs and holdings of debt securities issued

by domestic general government reported by MFls, divided by total assets/liabilities reported by MFls. The data
for the euro area countries suggest that MFIs’ exposures to non-domestic sovereigns are very limited compared
to those to domestic sovereigns. The exposure of all sovereign debt holding for the euro area aggregate is 6.5%
as of 9/2025.

Source: Eurostat, ECB and European Commission calculations.
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BELGIUM

Unfavourable cost competitiveness developments have abated somewhat. Nominal unit
labour cost slowed down and increased less than the euro area average in 2024 while the
core inflation differential against the euro area narrowed, easing concerns about cost
competitiveness. Public debt levels remain high amid lower nominal GDP growth, with
widening government deficits further contributing to an increase in the government debt-to-
GDP ratio. Private debt ratios also remain high, but the associated risks appear limited.

Real GDP growth reached 1.1% in 2024 and is forecast to stand at 1.0% in 2025 and 1.1% in
2026. Headline inflation rebounded to 4.3% in 2024, but it is expected to ease to 2.8% in
2025. Core inflation decreased to 3.4% in 2024 and is forecast to decrease to 2.1% in 2025,
slightly below the euro area average. The unemployment rate remained close to historical
lows in 2024, at 5.7%. It is expected to increase to 6.0% in 2025.

The scoreboard reading for Belgium shows that five indicators were beyond their indicative
thresholds in 2024, namely export performance, nominal unit labour costs, household debt,
non-financial corporations debt, and government debt. Relevant developments worth
highlighting:

¢ External sustainability indicators remained stable in 2024, with a current account deficit
at 0.4% of GDP and a high but relatively stable net international investment position (NIIP)
at 58.6% of GDP. The current account deficit is expected to slightly increase in 2025, as
domestic demand remains relatively strong.

e Competitiveness developments reflect the moderation of inflation, and weak export
performance. ULC grew by less than the euro area average in 2024, due to lower nominal
wage increases alongside some productivity gains, and the 3-year change was 15.1% (vs.
14.6% in the EA). The 2024 HICP-based REER (') appreciated by 2.2%, due to nominal
exchange rate gains and positive inflation differentials, with the strong euro supporting a
further appreciation in the first half of 2025. In parallel, Belgium’s 3-year change in export
market share against advanced economies deteriorated in 2024, dropping by 14%,
marking one of the largest losses in the EU. However, this drop was accompanied by a
reduction in imports, and reflects the base effect associated with transitory large increases
in exports in 2021.

e Persistently high non-financial corporate debt, subdued activity, and a weak debt
service capacity pose challenges to the NFC sector. Despite a decline, NFC debt-to-GDP

(*7) Unless otherwise specified, REER refers to HICP-based REER, 42 trading partners
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remained elevated at 95% in 2024. Credit growth increased to 5% in 2024. While profit
indicators improved, the Interest Coverage Ratio (ICR) (*¥) is one of the lowest in the EU
and hit its lowest value in over a decade in 2024. Borrowing costs have come down from
their post-pandemic peak in the start of 2024 and will likely translate into an improved
debt service capacity from 2025 onwards. Deleveraging is expected to slow as a recovery
in demand and more favourable financing conditions are likely to boost borrowing.

¢ The household debt ratio plateaued at around 56% of GDP in 2024 (75% of gross
household disposable income (GHDI) in 2024), the lowest level observed over the last
decade, but is expected to rebound in 2026. Borrowing costs on new loans peaked at the
end of 2023 at almost 4% and have by 2025-Q3 come down to a bit above 3%, but
borrowing costs on the stock of outstanding loans continue to increase slowly. With net
credit flows gradually recovering against a background of disinflation and subdued real
GDP growth, the debt ratio is expected to remain above the MIP threshold of 55% over
the next years. In 2024, households' gross saving rate remained above its pre-pandemic
level, but below its longer-term average since 2000.

e House prices increased by 3.2% in 2024 and continue to grow moderately in 2025. The
decrease in interest rates combined with rising incomes led to a 7.0% increase in
borrowing capacity in 2024, supporting the growth of house prices. The price-to-income
ratio was 4 pps. above the long-term average, suggesting house prices are slightly
elevated relative to income. Overvaluation stood at 12%. Building permits declined to 583
m? per 1000 persons but still point to a relatively adequate level of housing supply (*).

e Government debt is high and increasing as a result of large and widening deficits.
Government debt edged up to 103.9% of GDP in 2024, some 6 percentage points (pps.)
above its pre-COVID-19 level. Debt is forecast to increase further in 2025 and 2026. The
government deficit remains high and worsened in 2024 to 4.4% of GDP and is forecast to
increase again this year and next. Gross financing needs are high. The average debt
maturity is among the longest in the euro area though, which slows down the pass-
through of higher interest rates into the rapidly increasing interest expenditure. Spreads
on Belgian long-term sovereign bonds compared with the best rated euro area sovereign
debt have been overall stable. An excessive deficit procedure for Belgium has been in
place since July 2024. Fiscal sustainability risks remain high in the medium term (%°).

¢ The financial sector remains sound. In 2024, the Tier 1 capital ratio was rather stable,
profitability remained high, and the NPL ratio remained low. Stage 2 loans significantly
declined in 2024 and are close to levels in other euro area countries. Credit dynamics
gradually expanded in 2024 and 2025.

(*8) The interest coverage ratio is calculated as gross operating surplus over total interest before FISIM allocation and
measures how easily companies can pay the interest on their outstanding debt.

(*9) EU last decade average stands at around 450 m?2 per 1000 persons.

(2°) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.1:Selected graphs, Belgium

a) Decomposition of rate of change of ULC b) Decomposition of debt by sector
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Table 3.1: Key economic and financial indicators, Belgium

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 19 17 17 11 10 11
Real GDP per capita (1 year % change) 15 11 09 05 05 07
GDP deflator (1 year % change) 19 36 55 19 25 19
Harmonised index of consumer prices (1 year % change) 19 46 23 43 28 18
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 14 22 60 34 21 18
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 03 04 0.0 -0.7 -03 -05
Qurrent account balance, balance of payments (% of GDP) 05(1) -09(2) 00 03 02 -04 -06 -06
of which: trade balance (% GDP) 04 04 -02 -04
of which: income balance (% GDP) -04 -01 04 00
Net international investment position (% of GDP) -35% -862(3) 171 (4) 456 53.9 52.6 58.6 53.2 51.9
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 389 327 286 286
Net lending-borrowing (% of GDP) 01 04 04 -05
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 32 6.2 15.0 151 124 7.7
Nominal unit labour cost index per hour worked (1 year % change) 15 31 65 24 31 20
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 36 16 0.0 16 -1.5 18
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 09 06 -05 22 03 -02
Export performance against advanced economies (3y % change) -3% 1.2 47 -6.6 -13.9 -10.3 -5.4
Export performance against advanced economies (1 year % change) 01 06 -4.1 -37 -20 05
Core inflation differential vis-a-vis the euro area (pps.) 04 02 10 05 -03 -04
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 654 (5) 497 (6) 123.0 113.2 97.0 94.8 92.0 91.7
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% -03 08 24 50 07 40
Households and housing market
Household debt, consolidated (% of GDP) +55% 473(5) 590 (6) 59.6 62.3 56.6 56.3 56.1 56.5
Household debt, consolidated (% of GHDI) 812 826 756 750
credit flow, i (% debt stock t-1) +14% 53 438 23 24 33 38
House price index, nominal (1 year % change) +9% 34 55 23 32 3.0 20
House prices over/undervaluation gap (7) 127 172 134 124
Standardized price-to-income ratio 106.1 1090 1020 1025
Building permits (m? per 1000 inh) 7902 7816 6706 5826
Government
General government gross debt (% of GDP) 60% 100.2 107.8 102.4 103.9 1071 109.9
General government balance (% of GDP) -13 -60 -40 -44 -53 -55
Banking sector
Return on equity of banks (%) 85 86 14 104
Tier-1 capital ratio banking sector (% risk-weighted assets) 167 185 179 176
Gross non-performing loans, domestic and foreign entities (% gross loans) 24 17 16 18 17
Cost of borrowing for households for house purchase (%) 19 17 36 34 32
Cost of borrowing for NFCs (%) 16 17 47 49 37
Labour market
Unemployment rate (% labour force Y15-74) +10% 57(8) 6.2 59 55 5.7 6.0 6.2
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 08 1.0 21 11 0.7 12

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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BULGARIA

Wage pressures remain elevated, and house prices continue to increase rapidly amid strong
credit growth, leading to increased macroeconomic risks. Following a decrease in 2024,
inflation ticked up in early 2025 and again in recent months, while continued strong rises in
nominal unit labour costs risk fuelling further price pressures. House prices have been
increasing strongly for some years in tandem with accelerating household borrowing, against
a backdrop of supportive financial conditions.

Real GDP growth reached 3.4% in 2024 and is forecast at 3.0% in 2025 and 2.7% in 2026.
Headline inflation decreased to 2.6% in 2024, but it has rebounded and is expected to reach
3.5% in 2025. With core inflation decreasing to 3.1% in 2024, its differential against the euro
area narrowed to 0.3 pps. in 2024 before increasing slightly in 2025. The unemployment rate
stood at 4.2% in 2024 and is expected to decrease in 2025, to 3.5%.

The scoreboard reading for Bulgaria shows that three indicators were beyond their indicative
thresholds in 2024, namely nominal unit labour costs, house prices, and households credit
flow. Relevant developments worth highlighting:

o External sustainability indicators remain close to balance, although the current account
deficit increased in 2024, reaching 1.6% of GDP. The current account balance is forecast to
improve but to remain in deficit in 2025. The slightly negative NIIP continued to narrow in
2024, while the NIIP excluding non-defaultable instruments (NENDI) remained strongly
positive.

e Competitiveness concerns relate to strong labour cost increases. Inflation decelerated in
2024 but recorded a short burst in early-2025, fuelled by services and processed food
inflation, and has rekindled again in recent months, with a 4.1% annual increase in
September. Last year, ULC continued to grow strongly, by 12% (with a 38% cumulated 3-
year change), despite considerable productivity gains, pushed by strong nominal wage
increases, especially in the public sector. In 2025, ULC growth is expected to be even more
robust. In 2024, the REER flattened out, as the strong nominal exchange rate appreciation
was offset by negative inflation differentials against trading partners. By mid-2025, it
started to marginally appreciate on account of the euro peg. Although Bulgaria lost
export market share in 2024, both against advanced economies and the world, the 3-year
change remains positive.

¢ The non-financial corporate sector has remained solid. NFC debt-to-GDP has been on a
declining path since 2013 and fell to 46% in 2024, supported by strong nominal GDP
growth. Credit growth remained solid at 7.5% and with bank loan flows maintaining an
upward trend over 2024, deleveraging is expected to cease. A moderate increase in
bankruptcies was accompanied by a simultaneous rise in new business registrations. The
share of NPLs continued to fall but remained above other EU countries.

e As credit growth continued accelerating, the household debt ratio increased by 2 pps. to
around 26% of GDP in 2024, which is still a relatively low level. Credit growth has been
exceeding the MIP threshold (14% of the previous year's debt stock) since 2021,
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surpassing 21% in 2024. In-year data indicates that credit growth continued at a high level
in 2025. In contrast to most other EU countries, borrowing costs have not increased and
lending has not decelerated since 2022. The debt ratio is expected to continue growing
over the coming years. Historical data from the non-financial accounts indicate a negative
household saving rate, but recent data are not available (*'). Although it continued to
decline in 2024, the proportion of non-performing loans, around 3% of overall bank loans
to households, remained significant.

House prices increased strongly, by 16.5%, in 2024 and maintained strong growth in the
first half of 2025. House price growth had already been high in earlier years, and the
current path is likely to continue. House prices are supported by rising incomes, which
increased by 10.1% in nominal terms in 2024, and by low mortgage interest rates. The
price-to-income ratio was 31 pps. below its long-term average, suggesting house prices
are moderate relative to income. Overvaluation stood at 12%. Building permits declined
moderately to 714 m? per 1000 persons but still point to an adequate level of housing

supply (*2).

Government debt remains low even if increasing recently. Debt came to 23.8% of GDP in
2024 and is forecast to increase somewhat significantly in 2025 but to remain contained.
The fiscal deficit increased to 3% of GDP in 2024 and is forecast to remain at that level in
2025 and to recede only very slightly in 2026. Some three quarters of the debt is
denominated in euro, but the imminent euro accession will eliminate those risks of
exchange rate volatility for government finances. Fiscal sustainability risks remain medium
in the medium term (*).

The financial sector remains stable, with credit growth continuing to show strength. In
2024, the Tier 1 capital ratio and return on equity remained well above the EU median.
The non-performing loans ratio declined marginally to 2.6% in 2024 and remains above
the EU median. Stage 2 loans and forborne loans remain high. Credit growth has been
very strong, both for companies and for households, amid favourable credit conditions,
reflecting the high liquidity in the banking sector on account of marked deposits growth.
While borrower-based macroprudential measures were introduced for the first time in late
2024 (**), mortgage credit growth has still been accelerating in 2025. Preparations for euro
adoption drove strategic adjustments in banking operations and regulatory compliance
efforts.

(>*) Important discrepancies exist between data on household saving from the non-financial and the financial accounts.
(2?) EU last decade average stands at around 450 m2 per 1000 persons.
(%3) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.

(24) Measures include requirements on loan-to-value ratio of 85%, debt service to income of 50% and a maximum matu
of 30 years.

rity
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Graph 3.2:Selected graphs: Bulgaria

a) Decomposition of rate of change of ULC b) Evolution of House Price Index and MFI Loans
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Table 3.2: Key economic and financial indicators, Bulgaria

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 29 28 17 34 30 27
Real GDP per capita (1 year % change) 44 36 20 35 31 28
CDP deflator (1 year % change) 48 90 80 72 58 35
Harmonised index of consumer prices (1 year % change) 21 55 86 26 35 29
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 11 34 89 31 29 25
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 21 0.0 -1.5 -1.7 -1.0 -09
Qurrent account balance, balance of payments (% of GDP) -10(1) -24(2) 19 -11 -09 -16 -07 -05
of which: trade balance (% GDP) 35 20 41 25
of which: income balance (% GDP) -16 -31 -50 -41
Net international investment position (% of GDP) -35% -462(3) -18.1(4) -374 -15.9 -6.3 -44 -5.7 -55
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 361 46.1 465 439
Net lending-borrowing (% of GDP) 30 -01 07 0.1
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 18.7 18.6 271 37.7 379 289
Nominal unit labour cost index per hour worked (1 year % change) 6.1 74 112 121 106 40
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 18 55 85 73 27 1.0
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 16 19 54 -03 07 05
Export performance against advanced economies (3y % change) -3% 103 9.9 155 6.3 -3.0 -1.7
Export performance against advanced economies (1 year % change) 29 54 -07 -17 00 04
Core inflation differential vis-a-vis the euro area (pps.) 0.1 14 40 03 05 04
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 1019(5) 556 (6) 722 58.9 48.0 459 44.7 44.7
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 40 40 82 75 77 79
Households and housing market
Household debt, consolidated (% of GDP) +55% 837(5) 258(6) 229 234 236 256 284 318
Household debt, consolidated (% of GHDI) 343 36.7
credit flow, i (% debt stock t-1) +14% 10.0 11.9 16.3 211 205 193
House price index, nominal (1 year % change) +9% 74 9.0 9.9 16.5 15.0 10.0
House prices over/undervaluation gap (7) -59 -03 38 18
Standardized price-to-income ratio 833 80.7 737 669
Building permits (m? per 1000 inh) 586.8 7178 8377 7141
Government
General government gross debt (% of GDP) 60% 225 23.6 229 238 285 306
General government balance (% of GDP) 18 -36 -20 -30 -30 =27
Banking sector
Return on equity of banks (%) 141 83 163 152
Tier-1 capital ratio banking sector (% risk-weighted assets) 197 219 209 217
Gross non-performing loans, domestic and foreign entities (% gross loans) 8.1 48 29 27 26
Cost of borrowing for households for house purchase (%) 34 27 26 25 25
Cost of borrowing for NFCs (%) 37 27 40 43 41
Labour market
Unemployment rate (% labour force Y15-74) +10% 40(8) 6.2 52 43 42 35 3.7
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 3.2 08 13 17 14 23

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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CZECHIA

Competitiveness developments have become more favourable. Headline and core inflation
have decreased and the core inflation gap with the euro area is expected to narrow further.
ULC growth moderated considerably. Lower inflation and currency depreciation contributed
to a depreciation of the REER in 2024, while the current account balance recorded a surplus.
Following a contraction in 2023, house prices rebounded and show signs of overvaluation.

Real GDP growth reached 1.2% in 2024 and is forecast at 2.4% in 2025 and 1.9% in 2026.
Headline inflation decreased strongly to 2.7% in 2024 and has decreased slightly further in
2025, when it is forecast to reach 2.3%. With core inflation decreasing to 4.1% in 2024, the
core inflation differential against the euro area narrowed to 1.2 pps. and it has narrowed
further in 2025 (with core inflation forecast at 3.0%). The unemployment rate stood at 2.6%
in 2024 and is expected to increase slightly to 2.7% in 2025.

The scoreboard reading for Czechia shows that two indicators were beyond their indicative
thresholds in 2024, namely nominal unit labour costs and the real effective exchange rate.
Relevant developments worth highlighting:

o External sustainability indicators continue to strengthen, as the current account balance
reached a surplus of 1.7% of GDP in 2024 and is forecast to remain in surplus in 2025. The
negative NIIP continued to reduce from -14.4% in 2023 to -7.1% of GDP in 2024 and is
expected to further moderate in 2025. The NENDI has remained positive.

e Competitiveness concerns receded due to decelerating inflation. In 2024, core inflation
decreased considerably, but headline hovered above 2.5% for most of the year. In 2024,
the REER depreciated by 4.4%, due to both nominal exchange rate depreciation and
negative inflation differentials, while gaining more than 14% in 3 years. The trend
continued in the first half of 2025, albeit at smaller magnitudes. ULC growth moderated
considerably, due to decelerating nominal wage increases and productivity gains, but the
3-year change was 20.3%. Following the strong recovery in 2023, Czechia’s export market
share against advanced economies dropped slightly last year.

¢ The non-financial corporate sector has remained resilient and is characterised by low
leverage, healthy credit demand and a solid debt service capacity. Czechia was one of the
few countries to record an increase in its NFC debt-to-GDP ratio, reaching 47.2%, as credit
growth increased to 9.5%. Bank loan flows to NFCs picked up in the first half of 2025, and,
together with easing financing conditions and a recovery in demand, the debt level is
expected to increase slightly to around 49% of GDP in the coming years. NFC profitability
indicators have remained resilient, and debt service capacity solid.

o After three years of deleveraging, the household debt ratio remained flat at 31% in 2024
(43% of GHDI) and is expected to rebound in 2025. While credit growth declined
somewhat in 2024, it remained significant, putting a brake on deleveraging. While
household investment in homes plateaued, households’ financial saving has boomed
since 2019, and the gross saving rate remains around 20%, 8 pps. above its pre-pandemic
level. Real consumption has remained flat since 2019, in line with employee
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compensation, despite a rise in income from other sources such as property (+3 pps. of
GHDI) and government (tax-benefit) transfers (+5pps. of GHDI).

¢ House prices increased by 5.0% in nominal terms in 2024 and accelerated in the first half
2025. The price-to-income ratio was 13 pps. above the long-term average, suggesting
house prices are elevated relative to income. Overvaluation stood at 15%, following years
of strong increases in house prices and only short-term price adjustment in 2023. Building
permits remained low, at 3301330 m? per 1000 persons, indicating potential supply
constraints (). The recent evolution in house prices has been supported by the decrease
in interest rates combined with rising incomes that led to a 12.4% increase in borrowing
capacity in 2024.

¢ Government debt remains limited, although it has been increasing recently. It reached
43.3% of GDP in 2024, approximately 14 pps. above its pre-COVID-19 level. It is forecast
to be essentially unchanged in 2025. The government deficit decreased to 2% of GDP in
2024 and is expected to remain around that level this year and next. Spreads on Czech
long-term sovereign bonds vis-a-vis the best rated sovereign debt of the EU have been
stable. Fiscal sustainability risks remain medium in the medium term (*°).

¢ The financial sector remained sound. The banking sector remained well capitalised, and
significantly increased its profitability in 2024, surpassing the EU median despite the
continued imposition of windfall taxes. The non-performing loans ratio remains very low.
Credit recovered in 2024, driven by a significant rebound in mortgage lending alongside a
decline in mortgage interest rates. The share of corporate loans denominated in euros
rose to 52% in 2024, reflecting ongoing euroization in the corporate segment.

Graph 3.3:Selected graphs, Czechia

a) HOP/OP-based REER 42 part. b) Overvaluation gap with respect to price/income,
price/rent and fundamental model valuation gaps
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(?5) EU last decade average stands at around 450 m?2 per 1000 persons.

(%) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Table 3.3: Key economic and financial indicators, Czechia

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 39 04 00 12 24 19
Real GDP per capita (1 year % change) 37 -02 -10 11 22 17
CDP deflator (1 year % change) 28 57 86 39 34 30
Harmonised index of consumer prices (1 year % change) 23 70 120 27 23 21
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 20 62 93 41 30 27
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 11 -03 -23 -1.0 12 1.9
Qurrent account balance, balance of payments (% of GDP) 09(1) 03(2) 07 -17 -01 17 19 21
of which: trade balance (% GDP) 66 38 49 65
of which: income balance (% GDP) -58 -55 -50 -4.7
Net international investment position (% of GDP) -35% -663(3) 108(4) -2238 -17.0 -14.4 =74 -6.8 =27
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 2717 323 285 338
Net lending-borrowing (% of GDP) 14 -05 10 35
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 1.8 16.6 184 203 19.0 137
Nominal unit labour cost index per hour worked (1 year % change) 46 54 84 53 43 35
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 84 8.0 243 144 39 =241
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 28 44 101 -44 13 14
Export performance against advanced economies (3y % change) -3% 4.2 -1.9 0.6 13 42 16
Export performance against advanced economies (1 year % change) 09 -16 68 -11 19 13
Core inflation differential vis-a-vis the euro area (pps.) 09 42 44 12 06 05
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 753(5) 610(6) 484 46.0 449 472 479 49.2
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 56 49 82 95 74 79
Households and housing market
Household debt, consolidated (% of GDP) +55% 527(5) 475(6) 312 33.0 307 306 312 3241
Household debt, consolidated (% of GHDI) 482 471 433 433
credit flow, i (% debt stock t-1) +14% 72 6.9 43 37 77 8.2
House price index, nominal (1 year % change) +9% 9.8 149 -1.7 5.0 10.0 8.0
House prices over/undervaluation gap (7) 18 172 159 150
Standardized price-to-income ratio 1023 1153 1127 1127
Building permits (m? per 1000 inh) 3670 4251 3401 3304
Government
General government gross debt (% of GDP) 60% 317 40.0 422 433 434 441
General government balance (% of GDP) 09 -46 -37 -20 -18 -20
Banking sector
Return on equity of banks (%) 134 106 137 151
Tier-1 capital ratio banking sector (% risk-weighted assets) 182 205 195 192
Gross non-performing loans, domestic and foreign entities (% gross loans) 22 17 12 12 12
Cost of borrowing for households for house purchase (%) 26 30 54 50 47
Cost of borrowing for NFCs (%) 27 40 85 65 53
Labour market
Unemployment rate (% labour force Y15-74) +10% 25(8) 24 25 26 26 27 3.0
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 22 03 0.7 09

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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DENMARK

The high current account surplus increased further in 2024 and is expected to remain
elevated in 2025. With low inflation, competitiveness developments have been favourable,
and Denmark has recorded export performance gains. Household debt levels remain high
despite a recent decrease and house prices show signs of overvaluation, but the associated
macroeconomic risks appear limited.

Real GDP growth reached 3.5% in 2024 and is forecast at 2.0% in 2025 and 2.1% in 2026.
Headline inflation decreased to 1.3% in 2024. It rebounded slightly and is expected to stand
at 1.9% in 2025, while core inflation, which decreased to 1.3% in 2024, would increase slightly
to 1.6% in 2025 and remain below the euro area average. The unemployment rate stood at
6.2% in 2024 and is expected to decrease to 6.1% in 2025.

The scoreboard reading for Denmark shows that three indicators were beyond their
indicative thresholds in 2024, namely the current account surplus, household debt, and
non-financial corporations debt. Relevant developments worth highlighting:

o External sustainability concerns related to the high current account surplus remain. The
Danish current account surplus increased from 11% of GDP in 2023 to 12.2% in 2024 and
is forecast to remain elevated in 2025. The pharmaceutical industry’s success as well as
relatively sluggish domestic demand have resulted in Denmark to have one of the highest
current account surpluses in the EU in 2024. The levels far exceeded the levels explained
by economic fundamentals, remaining beyond the indicative upper scoreboard threshold.
This surplus reflects a discrepancy between savings and investment in the corporation and
government sector. The NIIP increased by almost 30 pps., reaching 69% of GDP in 2024,
mainly on the back of the current account surplus and valuation effects.

e Competitiveness developments reflect low inflation and strong export performance. In
2024, average headline and core inflation rates were among the lowest in the EU (coming
in below 1.5%) and remained so throughout the first half of 2025. ULC growth was below
2% against the background of strong productivity gains and muted nominal wage
increases, while the 3-year change was 11.6%. Last year, the REER depreciated slightly as
nominal appreciation was more than offset by negative inflation differentials, but it
remained stable by mid-2025. The 3-year change in exports market shares against
advanced economies stood at close to 9%, marking one of the best performances in the
EU.

e The non-financial corporate sector is highly leveraged but levels of NPLs and
bankruptcies are low and activity and investment steady. The NFC debt-to-GDP ratio
remained broadly unchanged at around 115.5% in 2024. For this year and next, slight
deleveraging is expected. Credit growth increased to 5.8% in 2024. The interest coverage
ratio, which is one of the lowest in the EU, decreased further in 2024. Savings remained
low, further weighing on the debt service capacity of NFCs. Nevertheless, activity and
profitability indicators started to improve throughout 2024.
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e While having dropped by nearly a third over a four-year period, the household debt
ratio remains high at 86% of GDP and 135% of GHDI, among the highest in the EU. Net
credit flows are expected to accelerate in 2025 while deleveraging is forecast to continue
due to strong real GDP growth, before the debt ratio picks up in 2026. The household
saving rate is high, and significantly above its 2019 level, reflecting particularly an increase
in financial savings since 2023, as investment in homes remains somewhat below its pre-
pandemic level (as a % of GHDI). Household savings in Denmark have been on a longer-
term upward trend over the last two decades, supported by strong growth in assets and
asset income, and more prudent borrowing behaviour.

¢ House prices rose by 3.5% in 2024, and have shown some acceleration in the first half of
2025, notably in the Copenhagen area. The price-to-income ratio was 4 pps. above its
long-term average, suggesting house prices are slightly elevated relative to income.
Overvaluation stood at 11%. Building permits were low (418 m? per 1000 persons),
indicating potential supply constraints (*’). The recent evolution in house prices has been
supported by the decrease in interest rates combined with rising incomes that led to a
9.2% increase in borrowing capacity in 2024.

¢ Government debt is low and is declining further. It stood at 30.5% of GDP in 2024 and is
forecast to recede further in 2025 and 2026. The budget balance is clearly in surplus: it
came to 4.5% of GDP in 2024, with smaller surpluses being forecast for this year and next.
Since late 2024, yields on long-term Danish government bonds have been among the
lowest in the EU and below the best rated sovereign debt of the euro area.

¢ The financial sector is sound as the banks are well capitalised, and the non-performing
loans ratio is low. Profitability remained high in 2024 and is close to the EU median. Credit
growth has been moderate but steady. The banking sector maintains strong exposure to
real estate, which coupled with high household indebtedness still represents a risk for the
financial sector.

(?7) EU last decade average stands at around 450 m?2 per 1000 persons.
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Graph 3.4:Selected graphs, Denmark
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Table 3.4: Key economic and financial indicators, Denmark

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 22 16 06 35 20 24
Real GDP per capita (1 year % change) 17 12 -0.1 30 16 17
GDP deflator (1 year % change) 09 53 24 15 14 13
Harmonised index of consumer prices (1 year % change) 08 35 34 13 19 10
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 06 19 46 13 16 16
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 71 79 103 1.5 17 120
Qurrent account balance, balance of payments (% of GDP) 08(1) -14(2) 70 90 10 122 120 19
of which: trade balance (% GDP) 59 71 90 102
of which: income balance (% GDP) 11 19 20 20
Net international investment position (% of GDP) -35% -995(3) 200(4) 59.3 56.2 403 69.0 783 86.9
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 174 287 368 366
Net lending-borrowing (% of GDP) 70 91 107 118
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 14 6.2 95 116 7.7 55
Nominal unit labour cost index per hour worked (1 year % change) 08 30 35 15 25 14
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 0.2 -0.5 -1.0 -0.9 -4.5 -3.7
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) -01 -04 18 -08 -10 -12
Export performance against advanced economies (3y % change) -3% 0.5 10.6 39 8.9 6.0 75
Export performance against advanced economies (1 year % change) 11 42 -17 49 20 -02
Core inflation differential vis-a-vis the euro area (pps.) -04 -01 -04 -16 -09 -05
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 892(5) 777(6) 109.9 105.2 113.7 115.5 1141 113.0
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 27 56 41 58 28 29
Households and housing market
Household debt, consolidated (% of GDP) +55% 614(5) 790 (6) 1123 999 884 858 85.0 84.4
Household debt, consolidated (% of GHDI) 17141 1584 1373 1348
credit flow, i (% debt stock t-1) +14% 11 1.7 03 0.6 26 27
House price index, nominal (1 year % change) +9% 39 6.8 -3.8 35 70 5.0
House prices over/undervaluation gap (7) 58 158 99 106
Standardized price-to-income ratio 1022 1110 1039 1042
Building permits (m? per 1000 inh) 6847 6995 4035 4183
Government
General government gross debt (% of GDP) 60% 39.0 394 33.0 305 289 277
General government balance (% of GDP) 23 26 34 45 23 11
Banking sector
Return on equity of banks (%) 92 55 17 126
Tier-1 capital ratio banking sector (% risk-weighted assets) 198 203 210 205
Gross non-performing loans, domestic and foreign entities (% gross loans) 22 17 13 13 13
Cost of borrowing for households for house purchase (%) 21 22 52 46 38
Cost of borrowing for NFCs (%) 10 12 44 44 33
Labour market
Unemployment rate (% labour force Y15-74) +10% 48(8) 53 51 51 6.2 6.1 6.1
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 14 13 18 28 25 20

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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GERMANY

The current account surplus remains elevated, reflecting persistently weak domestic demand,
but is on a decreasing trend due to a significant worsening of export performance.
Productivity has stagnated and competitiveness indicators are mixed, with ULC growth
slightly above the euro area average but the REER appreciation in line with the euro area
average in 2024. House prices decreased slightly in 2024 but there are signs of housing
supply constraints.

Real GDP contracted by 0.5% in 2024 and is forecast to broadly stagnate in 2025 before
growing by 1.2% in 2026. Headline inflation decreased to 2.5% in 2024 and is expected to
stand at 2.3% in 2025. Core inflation eased to 3.2% in 2024 and has remained slightly above
the euro area average also in 2025. The unemployment rate stood at 3.4% in 2024 and is
expected to increase to 3.6% in 2025.

The scoreboard reading for Germany shows that three indicators were beyond their
indicative thresholds in 2024, namely export performance against advanced economies,
nominal unit labour costs, and general government debt. Relevant developments worth
highlighting:

o External sustainability indicators highlight the persistent current account surplus. The
three-year average of the current account balance decreased to 5% of GDP in 2024,
remaining below the indicative threshold of 6% and the higher levels recorded in the last
decade. The surplus continues to exceed what can be explained by economic
fundamentals. It mainly reflects weak domestic demand, which continued to broadly
stagnate at pre-pandemic levels in real terms (1.3% growth since 2019 excluding
inventories). The private sector is the main driver, as household savings continue to
exceed pre-pandemic levels and corporations also increased their net savings, reflecting
stagnant investment and a persistent decline of capital intensity. As a result of the
continued external surplus, the NIIP increased further to ca. 80% of GDP in 2024, and is
expected to remain among the largest worldwide in absolute terms.

e Competitiveness is marked by export underperformance. In 2024 and in the first half of
2025, headline inflation stayed broadly in line with that in the euro area, but core inflation
consistently exceeded the euro area average by around ¥z pp., owing to sticky services
inflation. Since last year, the REER appreciated, as the negative inflation differential was
offset by an appreciating euro. On the back of stagnating productivity and robust nominal
wage growth, ULC continued to grow slightly above the euro area average, with an
increase of close to 6% in 2024, as real wages closed in on their pre-pandemic levels, and
a 3-year change of 17.9%. At the same time, Germany has suffered a significant loss of
export market share (one of the highest in the EU) compared to advanced economies over
the last 3 years.

e An uncertain outlook and limited economic recovery characterise the non-financial
corporate sector. Its debt-to-GDP ratio decreased slightly to 58.9% of GDP, while credit
growth fell to 1.4% and deleveraging is expected to continue in 2025. Bank loan flows to
NFCs have remained subdued, making Germany one of the few countries without a
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recovery by early 2025. The debt service capacity weakened with both the interest
coverage ratio (ICR) and corporate savings decreasing compared to 2023. Despite this
decline, Germany’'s ICR remains high relative to other countries and by historical
standards. Financing conditions have started to ease as borrowing costs decreased
throughout 2024. Sentiment remains weak and the profit share fell further. Bankruptcies
and the share of NPLs increased, while new business registrations recovered only
modestly. Real investment growth has been negative since the end of 2022.

¢ The household debt ratio continued to decrease in 2024 and fell to 50% of GDP (64% of
GHDI) in 2024. Net credit flows remained close to zero but are expected to recover going
forward, slowing down further deleveraging. At 20%, the gross saving rate is among the
highest in the EU and stands at more than 2 pps. above its 2019 level. Real consumption
has been virtually flat since 2022 while real disposable income grew by 1.4%.

e House prices decreased by 1.5% in 2024, despite increasing nominal income, but are
increasing moderately in the first half of 2025. The price-to-income ratio was 2 pps. below
the long-term average, supporting the assessment of house prices being broadly in line
with fundamentals. Building permits fell further to 241 m? per 1000 persons, indicating
potential supply constraints (**). House prices started to recover in early 2025, supported
by decreasing interest rates combined with rising incomes that led to a 7.5% increase in
borrowing capacity in 2024.

e Government debt remains moderate but is forecast to increase. Government debt
declined to 62.2% of GDP in 2024. The budget deficit stood at 2.7% of GDP in 2024 and is
forecast to increase to 3.1% of GDP this year and 4% of GDP in 2026, driving up debt.
Those increases reflect the government'’s plans for higher public spending and tax relief.
Government guarantees have been among the largest in the EU. Fiscal sustainability risks
remain medium in the medium term (%°).

¢ Financial sector vulnerabilities remain contained. The capital ratio and notably
profitability, which improved in 2023 and was sustained in 2024, remain below the EU
median. This is driven by structural factors such as a fragmented market and competitive
pressures. Non-performing loans and bankruptcies increased in 2024, especially for NFCs.
Stage 2 loans increased to one of the highest values in the EU. The ongoing adjustment of
the commercial real estate market could affect banks with large exposures as liquidity
strains could force distressed sales and developer defaults.

() EU last decade average stands at around 450 m?2 per 1000 persons.

(29) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.5:Selected graphs, Germany
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Table 3.5: Key economic and financial indicators, Germany

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 16 05 -09 -05 02 12
Real GDP per capita (1 year % change) 15 04 -18 -08 0.1 12
GDP deflator (1 year % change) 18 36 67 31 30 27
Harmonised index of consumer prices (1 year % change) 17 40 60 25 23 22
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 13 23 51 32 28 25
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 8.3 6.7 54 5.0 53 48
Qurrent account balance, balance of payments (% of GDP) 12(1) -02(2) 81 57 55 58 46 38
of which: trade balance (% GDP) 62 44 39 38
of which: income balance (% GDP) 19 13 16 19
Net international investment position (% of GDP) -35% -837(3) 337(4) 51.6 68.1 68.7 79.7 761 69.8
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 473 542 532 628
Net lending-borrowing (% of GDP) 80 54 49 52
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 58 74 11.0 179 183 123
Nominal unit labour cost index per hour worked (1 year % change) 24 22 76 56 41 22
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 19 0.9 19 16 -0.8 -0.6
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 07 -01 38 04 -05 0.1
Export performance against advanced economies (3y % change) -3% -1.7 -3.2 -7.9 -9.3 -2.0 -5.8
Export performance against advanced economies (1 year % change) -10 -25 14 -34 -23 -17
Core inflation differential vis-a-vis the euro area (pps.) 03 02 02 04 03 04
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 780(5) 764 (6) 55.4 63.0 59.2 58.9 58.0 57.6
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 53 82 21 14 23 47
Households and housing market
Household debt, consolidated (% of GDP) +55% 513(5) 550(6) 52.0 548 50.6 49.7 49.0 48.5
Household debt, consolidated (% of GHDI) 693 709 66.0 636
credit flow, i (% debt stock t-1) +14% 39 46 0.7 06 1.9 28
House price index, nominal (1 year % change) +9% 6.2 8.5 -84 -1.5 3.0 3.0
House prices over/undervaluation gap (7) 36 204 95 44
Standardized price-to-income ratio 1033 1168 1032 976
Building permits (m? per 1000 inh) 4659 4902 3026 2407
Government
General government gross debt (% of GDP) 60% 61.2 66.8 62.3 62.2 63.5 65.2
General government balance (% of GDP) 15 -32 -25 -27 =31 -40
Banking sector
Return on equity of banks (%) 25 35 57 56
Tier-1 capital ratio banking sector (% risk-weighted assets) 163 166 177 184
Gross non-performing loans, domestic and foreign entities (% gross loans) 15 11 13 15 15
Cost of borrowing for households for house purchase (%) 17 17 40 38 37
Cost of borrowing for NFCs (%) 16 18 49 52 39
Labour market
Unemployment rate (% labour force Y15-74) +10% 32(8) 32 34 31 34 36 35
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 11 09 23 15

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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ESTONIA

Cost competitiveness continues to worsen while economic activity remains weak, leading to
increased macroeconomic risks. Core inflation has remained elevated and the inflation
differentials vis-a-vis the euro area have widened recently. Unit labour costs have continued
to increase significantly due to increases in nominal wages, adding to the increases recorded
in previous years, and export performance has worsened. House prices continue to grow,
with some signs of overvaluation.

Real GDP stagnated in 2024 (-0.1%) but is forecast to grow by 0.6% in 2025 and 2.1% in
2026. Headline inflation decreased to 3.7% in 2024 but has increased and is set to stand at
4.8% in 2025. While core inflation decreased to 5.1% in 2024, it is forecast to rise to 6.0% in
2025 with about half of it attributed to tax increases. Hence, the core inflation differential
against the euro area, which narrowed to 2.3 pps. in 2024, would stand at 3.5 pps. in 2025.
The unemployment rate stood at 7.6% in 2024 and is expected to remain stable in 2025.

The scoreboard reading for Estonia shows that three indicators were beyond their indicative
thresholds in 2024, namely the real effective exchange rate, export performance, and
nominal unit labour costs. Relevant developments worth highlighting:

¢ External sector developments remained stable. The current account deficit remained at
1.2% of GDP in 2024; however, as economic activity was sluggish, the underlying
cyclically-adjusted deficit appears to be considerably wider. The current account is
expected to widen somewhat. The NIIP increased markedly in 2024, to around -10% of
GDP, mostly due to valuation effects. The NENDI, which excludes non-defaultable
instruments from the NIIP, was positive in 2024.

e Competitiveness concerns persist. Both headline and core inflation differentials vis-a-vis
the euro area remained positive in 2024. They have increased by mid-2025 and are now
the highest in the euro area, mainly due to services inflation picking up, partly due to
increases in indirect taxes. The REER appreciated moderately in 2024, on account of both
higher domestic inflation and NEER appreciation, but gained 16% over 3 years, and
continued to strengthen over the first half of 2025. Last year, nominal wage increases
remained high despite some moderation, and, along with drops in productivity, pushed
ULC to rise by over 7%, with a 3-year growth of over 40%. In 2025, ULC growth has eased
somewhat. Real wages remained below their 2019 levels in 2024. Export market share
relative to advanced economies have fallen by some 4% over the three years up to 2024.

e High costs of borrowing, and subdued investment have strained the non-financial
corporate sector despite low indebtedness. The NFC debt-to-GDP ratio increased to
58.3% and is expected to stay close to 59% in the near future. Credit growth rose to 9.2%
in 2024, among the highest in the EU, and is expected to remain strong as bank loan flows
to NFCs increased strongly in the first half of 2025. The share of NPLs increased somewhat
in 2024 but was still among the lowest in the EU. Sentiment has remained weak and debt
service capacity deteriorated further as the costs of borrowing increased compared to
2023. The interest coverage ratio fell further as interest expenses rose and gross operating
surplus continued to decline. However, the gross operating surplus started to mildly
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increase in 2025, which, together with falling borrowing costs, suggests an improvement
in the debt service ability in the near future. Unit profits remained broadly stable in 2024.
Investment has been weak despite strong credit growth.

¢ The household debt ratio is moderate (at 38% of GDP and 55% of GHDI in 2024) but
increasing on the back of dynamic credit growth (8% of last year's debt stock in 2024).
The debt ratio is expected to continue increasing in 2025. Consumption growth outpaced
disposable income growth and led to a collapse in the gross saving rate in 2022. By 2024,
it has partially recovered to 7% of GHDI, still below its pre-pandemic level of 10%. This is
reflected particularly in a drop in financial savings (%), as mortgage lending and
investment in dwellings remained relatively dynamic. On the positive side, while having
declined recently, households’ net financial asset position remains above its pre-pandemic
level, both as a proportion of GHDI and in real terms.

e House prices rose by 6.1% in 2024, following a 5.9% increase in 2023. In the first half of
2025, house price growth slightly moderated. The price-to-income ratio was 3 pps. above
its long-term average in 2024, suggesting house prices are elevated relative to income.
Overvaluation stood at 9%. Building permits were low (364 m? per 1000 persons),
indicating potential supply constraints (*"). The recent evolution in house prices has been
supported by the decrease in interest rates combined with rising incomes that led to a
7.5% increase in the borrowing capacity in 2024.

¢ Government debt is low despite recent increases. It came in at 23.5% of GDP in 2024,
which is over 14 pps. above its pre-COVID-19 level. It is forecast to stay essentially
unchanged in 2025 but to edge up again in 2026. The fiscal deficit narrowed to 1.7% of
GDP in 2024 and is expected to decline somewhat this year before worsening next year.

¢ The financial sector remains resilient. Banks display a very low non-performing loan ratio,
while capital ratios and profitability remain above the EU median despite recent decline.
Loan growth has been among the fastest in the euro area despite relatively high bank
lending rates. Large exposure of the banking sector to real estate represents a risk.

(3°) The financial saving rate is negative according to the non-financial accounts, but positive according to the financial
accounts.

(34 EU last decade average stands at around 450 m?2 per 1000 persons.
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Graph 3.6:Selected graphs, Estonia
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Source: Eurostat and European Commission forecasts and calculations.

Table 3.6: Key economic and financial indicators, Estonia

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 43 13 -27 -0.1 06 21
Real GDP per capita (1 year % change) 41 11 -52 -07 08 24
GDP deflator (1 year % change) 44 74 86 40 40 43
Harmonised index of consumer prices (1 year % change) 31 74 91 37 48 28
Core inflation (HICP excluding energy, food, alcohol and tobacco) (1 year % change) 20 43 87 51 6.0 39
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 13 -15 =27 -1.9 -1.3 -1.7
Qurrent account balance, balance of payments (% of GDP) A7(1)  -06(2) 14 31 12 12 14 24
of which: trade balance (% GDP) 31 =14 10 03
of which: income balance (% GDP) -17 -20 -22 -15
Net international investment position (% of GDP) -35% -568(3) -17.1(4) -28.1 -19.0 -194 -9.7 -95 -8.7
NENDI - NIIP excluding non-defaultable instruments (% of GDP) 244 366 307 283
Net lending-borrowing (% of GDP) 28 07 -0.1 04
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 148 16.2 324 404 293 156
Nominal unit labour cost index per hour worked (1 year % change) 53 64 151 74 46 29
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 56 5.1 15.7 16.0 6.7 40
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 19 28 71 16 19 08
Export per against ies (3y % change) -3% 29 156 841 43 13 45
Export performance against advanced economies (1 year % change) 18 57 -41 -13 28 15
Qore inflation differential vis-a-vis the euro area (pps.) 10 23 38 23 35 17
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 1385(5) 617 (6) 61.9 58.1 543 583 59.2 59.0
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 11 60 30 92 77 75
Households and housing market
Household debt, consolidated (% of GDP) +55% 1280(5) 399 (6) 379 3841 36.7 3841 39.8 411
Household debt, consolidated (% of GHDI) 581 571 545 545
F credit flow, i (% debt stock t-1) +14% 73 76 6.3 8.0 94 99
House price index, nominal (1 year % change) +9% 6.1 142 59 6.1
House prices over/undervaluation gap (7) -102 05 76 94
Standardized price-to-income ratio 899 981 1044 1034
Building permits (m? per 1000 inh) 506.1 5513 366.1 3637
Government
General government gross debt (% of GDP) 60% 2.0 18.9 202 235 234 259
General government balance (% of GDP) -04 -30 -27 -17 -13 -44
Banking sector
Return on equity of banks (%) 91 93 185 164
Tier-1 capital ratio banking sector (% risk-weighted assets) 288 240 214 193
Gross non-performing loans, domestic and foreign entities (% gross loans) 16 12 11 12 14
Cost of borrowing for households for house purchase (%) 25 25 56 55 41
Cost of borrowing for NFCs (%) 28 30 63 66 50
Labour market
Unemployment rate (% labour force Y15-74) +10% 70(8) 52 6.2 6.4 76 75 71
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 23 0.7 20 31 0.8 0.2

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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IRELAND

External and private debt ratios remain high but related macroeconomic risks seem limited.
External sector data and private debt ratios in Ireland are affected by the statistical impact of
the extensive operations of multinational corporations. The current account surplus
increased and the negative NIIP continued to improve in 2024. Inflationary pressures have
remained contained, which has supported competitiveness, and Ireland has recorded export
market share gains. Non-financial corporations debt ratios decreased while remaining
elevated.

Real GDP growth rebounded to 2.6% in 2024 and is forecast to increase to 10.7% in 2025
before decreasing to 0.2% in 2026. Headline inflation decreased to 1.3% in 2024 and is set to
stand at 1.9% in 2025. Core inflation decreased to 2.3% in 2024. It has decreased slightly
further and is set to stand at 1.9% in 2025, hence remaining below the euro area average.
The unemployment rate stood at 4.3% in 2024 and is expected to increase to 4.6% in 2025.

The scoreboard reading for Ireland shows that four indicators were beyond their indicative
thresholds in 2024, namely the current account surplus, the net international investment
position, nominal unit labour costs, and non-financial corporations debt. Relevant
developments worth highlighting:

¢ External sustainability continues to strengthen, but external sector data are inflated and
volatile due to the impact of the activities of multinational enterprises (MNEs) in Ireland.
The current account surplus increased from 7.0% of GDP in 2023 to 16.2% in 2024, mainly
due to higher service exports, including a large one-off service export from MNEs. The
current account surplus is forecast to remain high in 2025 and 2026. The net international
investment position (NIIP) narrowed further, from -103.3% of GDP in 2023 to -81.4% in
2024. A further narrowing in this position is expected in the coming years, mainly due to
the continued current account surpluses.

e Competitiveness indicators reflect inflationary pressures below those in the euro area in
both 2024 and 2025. ULC evolved broadly in line with those in the single currency area in
2024 (with a 3-year change of 20.6%) and are expected to post figures below them in
2025. The REER marginally depreciated last year and in early 2025, but following the
euro’s appreciation relative to the dollar in April, it gained some 2%. Ireland’s export
performance against advanced economies has increased, but movements largely reflect
the activities of very large multinational enterprises in the country.

e High leverage continues to be the main weakness of the non-financial corporate sector
together with a high share of short-term debt. Deleveraging continued and the NFC debt-
to-GDP ratio decreased to 90.9% in 2024 supported by nominal GDP growth and active
deleveraging. Credit growth, defined as credit flows excl. FDI divided by the debt stock in
the previous year excl. FDI, declined to -0.8% and bank loan flows to NFCs have remained
subdued. Further deleveraging is expected in the next years. The interest coverage ratio
increased in 2024 as interest expenses have come down since 2023-Q2 and gross
operating surplus increased strongly in the second half of 2024. The share of NPLs
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decreased further in 2024. However, the share of short-term to long-term debt has been
above its long-term average.

The household debt ratio is relatively low when expressed as a share of GDP (24%), but it
remains moderate to high, at around 61%, when expressed as a share of GHDI. Net credit
flows increased in 2024 following a contraction when interest rates increased. The gross
saving rate is in line with its pre-pandemic level, but investment in homes has recently
strengthened significantly at the expense of financial saving.

House prices rose by 8.5% in 2024 and continued to increase at a similar pace in the first
half of 2025. In 2024, the price-to-income ratio was 3 pps. below the long-term average,
but it takes 12.5 years of income to buy a 100m? apartment on average, while the long-
term EU average is 8 years. Low affordability has been driven by lack of supply and
increased immigration. New housing units built in 2024 remain high at 5.6 per 1000
persons, reflecting some dynamism of housing supply. Despite some increase in interest
rates, the recent evolution in house prices has been supported by the increase in incomes
that led to a 4.4% increase in borrowing capacity in 2024.

Government debt remains limited as share of GDP and is declining further. Government
debt fell to 38.3% of GDP in 2024, which is some 18 pps. below its pre-COVID-19 level. It
is forecast to fall further this year and next. The government balance has been in surplus
since 2022, and it came at 4% of GDP in 2024. That has been largely due to high
corporate taxation revenues, with much of them paid by relatively few large foreign-
owned multinational enterprises and a large portion of those revenues is estimated to be
windfall, i.e. beyond what is explained by underlying domestic economic activity. The
budgetary surplus is expected to recede visibly this year and next.

The resilience of the large financial sector is underpinned by a well-capitalised banking
sector. The profitability of banks (both domestic retail banks and international investment
ones) increased further in 2024 but remains below the EU median. The non-performing
loans ratio remains low and declined slightly in 2024. The stage 2 ratio is rather high, and
linked to vulnerabilities in some NFC segments such as commercial real estate, but it
remained stable in 2024. Loan growth was rather dynamic in 2024, especially towards
households, but has decelerated somewhat in 2025 as interest rates for corporations rise.
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Graph 3.7:Selected graphs, Ireland
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Table 3.7: Key economic and financial indicators, Ireland

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 76 103 -25 26 107 02
Real GDP per capita (1 year % change) 60 85 -43 09 9.1 -08
GDP deflator (1 year % change) 19 22 34 45 24 20
Harmonised index of consumer prices (1 year % change) 06 33 52 13 19 19
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 05 20 44 23 19 19
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -06 -2.8 9.3 10.7 11.0 1.2
Qurrent account balance, balance of payments (% of GDP) 36 (1) 70(2) -5.1 46 70 162 97 78
of which: trade balance (% GDP) 193 346 334 M8
of which: income balance (% GDP) -244 -300 -264 -256
Net international investment position (% of GDP) -35% -1473(3) 279(4) -180.2 -130.2 -1033 -81.4 -51.7 -47.4
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -2609 -2743 -2697 -332.1
Net lending-borrowing (% of GDP) -163 36 54 157
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) -6.3 -10.2 9.9 206 124 4.0
Nominal unit labour cost index per hour worked (1 year % change) -12 -37 131 43 -4.7 46
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) -1.6 =27 -13 -1.8 -23 =241
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) -04 -15 37 -07 -06 -02
Export performance against advanced economies (3y % change) -3% 235 294 -76 52 10.6 114
Export performance against advanced economies (1 year % change) 49 52 06 104 13 13
Core inflation differential vis-a-vis the euro area (pps.) -05 00 -05 -06 -05 -02
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 820(5) 943(6) 195.8 135.3 110.7 90.9 78.3 779
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% -54 -14 289 -08 -46 27
Households and housing market
Household debt, consolidated (% of GDP) +55% 496 (5) 765 (6) 447 293 256 238 214 216
Household debt, consolidated (% of GHDI) 1062 7741 662 608
credit flow, (% debt stock t-1) +14% -1.5 -0.5 11 18 18 27
House price index, nominal (1 year % change) +9% 7.7 6.8 34 85 6.0 4.0
House prices over/undervaluation gap (7) -58 -57 -68 -53
Standardized price-to-income ratio 96.7 970 958 974
Building permits (m? per 1000 inh) 8161 9012 8686 7428
Government
General government gross debt (% of GDP) 60% 60.8 50.7 4138 383 331 325
General government balance (% of GDP) 0.1 -15 14 40 15 10
Banking sector
Return on equity of banks (%) 45 19 76 92
Tier-1 capital ratio banking sector (% risk-weighted assets) 233 230 218 215
Gross non-performing loans, domestic and foreign entities (% gross loans) 63 25 13 11 11
Cost of borrowing for households for house purchase (%) 30 28 38 40 36
Cost of borrowing for NFCs (%) 29 30 56 57 51
Labour market
Unemployment rate (% labour force Y15-74) +10% 44 (8) 58 55 43 43 46 47
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 0.7 12 6.7 33 1.9 17

Notes: See Annex 1.

Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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GREECE

While remaining elevated, external and government debt levels have continued to decrease,
alleviating the related vulnerabilities. The current account deficit widened slightly in 2024,
partly due to the import content of investment. The net international investment position
remains very negative despite its significant increase. The government debt-to-GDP ratio
continued to decrease, with the government primary balance recording a significant surplus
in 2024. The share of non-performing loans has continued to decrease. House prices have
increased further and show signs of overvaluation.

Real GDP growth was unchanged at 2.1 % in 2024 and is forecast to remain stable in 2025
and to reach 2.2% in 2026. Headline and core inflation decreased in 2024 (to 3.0% and 3.6%
respectively). They have remained broadly stable in 2025 (with headline inflation set to stand
at 2.8% and core inflation at 3.5%). The core inflation differential against the euro area, which
stood at 0.7 pps. in 2024, has widened somewhat in 2025. The unemployment rate stood at
10.1% in 2024 and is expected to decrease to 9.3% in 2025.

The scoreboard reading for Greece shows that five indicators were beyond their indicative
thresholds in 2024, namely the current account deficit, the net international investment
position, house prices, government debt, and the unemployment rate. Relevant
developments worth highlighting:

o External sustainability concerns remain. The current account balance remained sizeable,
well above its pre-2020 levels as well as above levels explained by economic
fundamentals. The deficit widened slightly to 7.2% in 2024. Continued robust investment
activity contributed to the widening of the deficit, while price effects partly mitigated this
effect in 2024. The current account deficit is forecast to somewhat reduce but remain
elevated. Grants and loans from the EU will help cover part of external financing needs,
although the capital account was balanced in 2024, after many years of positive capital
transfer inflows. The net international investment position increased substantially in 2024
but remained very negative, at -137.5% of GDP. The combination of substantial net
external borrowing and an expected deceleration in nominal growth will constrain its
further improvement.

e Competitiveness indicators remain stable despite an uptick in inflation. Both headline
and core inflation differentials vis-a-vis the euro area increased lately, owing to
contributions from the services component, and are expected to stay positive over 2025.
Last year, the REER remained virtually unchanged as the nominal appreciation of the euro
was almost completely offset by favourable inflation differentials with main trading
partners. It started to appreciate in 2025, particularly after April. In 2024, ULC growth
evolved in line with the euro area average and it is expected to come in slightly higher in
2025. Following years of improvement in the labour market, the unemployment rate is
expected to drop below the 10% scoreboard threshold in 2025. Although the 3-year
change in export market share boasts strong gains, the annual change for 2024 indicated
a marginal decline.
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e The non-financial corporate sector appears robust, with strong borrowing and
investment, accompanied by a continuing decline in the share of non-performing loans
(NPLs). After two years of deleveraging, the NFC debt-to-GDP ratio increased in 2024 to
55.5% and is expected to stay broadly at this level over the next two years. Credit growth
was strong at 10.4% in 2024 (the highest in the EU) and bank loan flows have continued
rising in the first half of 2025, suggesting that borrowing will remain robust. The share of
NFC NPLs continued to fall. The change in unit profit fell in 2023 and 2024, and turned
negative in the beginning of 2025. Real investment growth was lower in 2024 than in
2023, but still among the highest across the EU.

¢ The household debt ratio is moderate at 39% of GDP (51% GHDI) and has come down
significantly over the last two decades on the back of consistently negative net credit
flows, supported in recent years by strong nominal GDP growth. In 2024, net credit flows
turned marginally positive for the first time since 2010, helped by a public loan subsidy
program. Deleveraging is expected to continue, albeit at a lower speed, over the next
years. Households' gross saving rate remains negative at -2.5% and among the lowest in
the EU (*3), with little prospect of substantially improving. Household investment in
dwellings remains weak, at around 6% of GHDI, but has been on an upward trend since
2018. Fixed capital consumption has exceeded fixed capital investment since 2012, but the
gap is declining. Non-performing loans still represent 7% of overall bank loans to
households in Greece. This proportion continues to decrease, but at a clearly decelerating
speed.

e House prices increased by 9% in 2024. The price-to-income ratio was 8 pps. above its
long-term average, suggesting house prices are high relative to income. Overvaluation
stood at 22%. Building permits were low (342 m? per 1000 persons), indicating potential
supply constraints (**). The recent evolution in house prices has been supported by the
increase in incomes that led to an 8.2% increase in borrowing capacity in 2024.

¢ Government debt is high but is clearly declining. Government debt fell to 154.2% of GDP
in 2024, some 29 pps. below its pre-COVID-19 level. It remains the highest in the EU, and
is forecast to fall further this year and the next. The government balance has been
improving and a surplus of 1.2% of GDP was recorded in 2024, with the primary surplus
alone being at 4.7% of GDP. Smaller surpluses are forecast in 2025 and 2026. As Greece's
government debt is predominantly held by official lenders at favourable rates and long
maturities, interest expenditure growth has been contained, and gross financing needs are
limited and edging down. Spreads on Greek long-term sovereign bonds compared with
the best rated euro area sovereign debt have been receding further, staying at below 100
basis points since late 2024. The fiscal sustainability risks remain high in the medium term

(34).

(32) Household statistics might be distorted by measurement issues, as data from the financial transactions accounts
imply a positive gross savings ratio since 2019.

(33) EU last decade average stands at around 450 m?2 per 1000 persons.

(3%) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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e The financial sector situation improved further, but some concerns remain. The
capitalisation of the banking sector was stable in 2024 whereas profitability remained
strong, but both remained below the EU medians. The non-performing loans (NPL) ratio
of the banking sector further decreased, but at 3% it remained above the EU median. A
large share of NPLs in Greece is held by servicers and their workout is rather slow; as a
result, they still have the capacity to weigh on the economy. The share of Stage 2 loans

has been gradually decreasing.

Graph 3.8:Selected graphs, Greece
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Table 3.8: Key economic and financial indicators, Greece

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 20 14 24 24 241 22
Real GDP per capita (1 year % change) 21 18 24 22 21 23
GDP deflator (1 year % change) 01 24 63 32 28 25
Harmonised index of consumer prices (1 year % change) 08 28 42 30 28 23
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 05 07 53 36 35 26
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -1.9 -55 -8.1 -8.2 -6.7 -6.5
Qurrent account balance, balance of payments (% of GDP) -17(1) -02(2) -21 -79 -68 -72 -60 -62
of which: trade balance (% GDP) -12 -80 -50 -55
of which: income balance (% GDP) -09 00 -18 -17
Net international investment position (% of GDP) -35% -508(3) -495(4) -1478 -165.5 -145.9 -1375 -138.5 -136.5
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -1317 -1440 -1165 -1057
Net lending-borrowing (% of GDP) -17 -62 -56 72
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) -34 47 03 76 12.0 124
Nominal unit labour cost index per hour worked (1 year % change) -08 19 20 54 41 24
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 0.5 -1.8 -1.2 08 -1.2 0.7
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 02 -08 16 04 02 0.1
Export performance against advanced economies (3y % change) -3% 59 -26 3241 6.9 0.7 3.0
Export performance against advanced economies (1 year % change) 48 26 -14 -14 20 13
Core inflation differential vis-a-vis the euro area (pps.) -05 -13 04 07 11 05
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 571(5) 660(6) 59.0 61.7 531 55.5 56.1 56.6
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 04 70 46 104 63 6.1
Households and housing market
Household debt, consolidated (% of GDP) +55% 315(5) 356 (6) 574 528 409 39.0 372 357
Household debt, consolidated (% of GHDI) 76.1 654 530 512
credit flow, i (% debt stock t-1) +14% -22 -24 -1.0 0.2 0.2 04
House price index, nominal (1 year % change) +9% 26 8.0 139 9.0 10.0 8.0
House prices over/undervaluation gap (7) 97 28 174 220
Standardized price-to-income ratio 880 955 1028 1076
Building permits (m? per 1000 inh) 839 1819 2560 3418
Government
General government gross debt (% of GDP) 60% 184.8 194.8 164.3 154.2 147.6 1421
General government balance (% of GDP) 08 -65 -14 12 11 03
Banking sector
Return on equity of banks (%) 03 51 120 17
Tier-1 capital ratio banking sector (% risk-weighted assets) 162 146 162 16.7
Gross non-performing loans, domestic and foreign entities (% gross loans) 407 138 50 30 30
Cost of borrowing for households for house purchase (%) 30 28 41 41 36
Cost of borrowing for NFCs (%) 42 33 59 56 43
Labour market
Unemployment rate (% labour force Y15-74) +10% 94 (8) 198 149 11 10.1 93 86
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 05 -0.9 42 32

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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SPAIN

External sustainability indicators strengthened further in 2024. Thanks to contained
inflationary pressures, Spain’s competitive position has remained steady, with ULC growth
and core inflation in line with the euro area average. Spain’s current account surplus
increased further in 2024 and its net international investment position improved. The
unemployment rate, while remaining elevated, continued its downward trend in 2024. The
government deficit narrowed in 2024, which, together with strong nominal GDP growth, led
to a further decrease of the still high government debt-to-GDP ratio.

Real GDP increased by 3.5% in 2024 and is forecast to grow by 2.9% in 2025 and 2.3% in
2026. Headline inflation decreased to 2.9% in 2024 and is set to stand at 2.6% in 2025. Core
inflation moderated to 2.8% in 2024, and it is expected at 2.5% in 2025, almost in line with
the euro area average. The unemployment rate continued to edge down in 2024 and is
expected to reduce further in 2025, at 10.4%.

The scoreboard reading for Spain shows that four indicators were beyond their indicative
thresholds in 2024, namely the net international investment position, nominal unit labour
costs, government debt, and the unemployment rate. Relevant developments worth
highlighting:

o External sustainability indicators continue to strengthen, with a current account surplus
standing at 3.2% of GDP and an increasing NIIP. The current account surplus is forecast to
remain relatively stable, while the NIIP, standing at -41% of GDP in 2024, is expected to
increase further in 2025 and 2026, rising above the -35% scoreboard threshold.

e Competitiveness challenges remain contained. In 2024, the REER appreciated slightly, as
negative inflation differentials against trading partners partially offset the nominal
appreciation of the euro, a trend that continued into mid-2025. In 2024, ULCs growth
reached 3.5% slightly below the euro area figure, as nominal wage growth was partly
offset by productivity gains. The 3-year change in ULCs was 11.4%. The labour market has
improved significantly in recent years and the unemployment rate has decreased
markedly thanks to significant employment gains, although it remains the highest in the
EU.

e Despite a slight deterioration in debt service capacity, the non-financial corporate
sector remained robust. Deleveraging continued in 2024, with the debt-to-GDP ratio
standing at 63.4% in 2024, level around which it is expected to stabilise over the next year
or two. Credit growth turned positive, reaching 2.3% in 2024. The interest coverage ratio
reached its lowest point in mid-2024 in line with the euro area aggregate and has since
then started to slightly increase as interest expenses began to decline. The share of NPLs
continued to decrease, but bankruptcies picked up partly related to the new legal
framework for insolvencies, widening the gap with new business registrations. Profitability
indicators continued to deteriorate and savings decreased further.

e The household debt ratio is moderate at 44% of GDP (58% of GHDI) and has declined by
nearly 18 pps. over the last four years thanks to high nominal GDP growth and subdued
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borrowing. Net credit flows turned positive again in the second half of 2024 and further
accelerated in 2025. The household gross saving rate remains firmly above its pre-
pandemic level, largely due to a pick-up in financial saving, although non-financial saving
has slightly increased as well compared to 2019. The proportion of non-performing loans
to households is plateauing at just below 4%, which is still a significant level.

e House prices increased by 8.5% in 2024. In the first half of 2025, house prices are
showing signs of some acceleration. The price-to-income ratio was 1 pp. below the long-
term average, suggesting that house prices are still moderate relative to income.
Overvaluation stood at 10%. Building permits were low, at 354 m? per 1000 persons,
indicating potential supply constraints (**). The recent evolution in house prices has been
supported by the decrease in interest rates combined with rising incomes, which led to a
10.3% increase in borrowing capacity in 2024.

¢ Government debt remains high but is decreasing. It fell to 101.6% of GDP in 2024, which
is still about 4 pps. above its pre-COVID-19 level. Government debt is forecast to edge
down marginally in 2025 and 2026. The government deficit declined very marginally to
3.2% of GDP in 2024 and is forecast to narrow somewhat more visibly this year and the
next. Gross financing needs are sizeable. In 2024 and 2025, spreads on Spanish long-term
sovereign bonds compared to the highest-rated euro area sovereign debt declined
somewhat. Fiscal sustainability risks remain high in the medium term (*).

e The financial sector remained resilient in 2024. Profitability increased to record highs,
despite the ongoing effect of the temporary banking tax introduced in 2023. Banking
capitalisation remained stable, yet lower compared to EU peers. The non-performing
loans ratio further decreased in 2024, reaching a historical low, though at 2.5% it remains
slightly above the EU median. The ratio of Stage 2 loans slightly decreased in 2024 and
remains below the EU average. Bank lending remains resilient amid a buoyant economic
outlook.

(35) EU last decade average stands at around 450 m?2 per 1000 persons.

(3%) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.9:Selected graphs, Spain
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Table 3.9: Key economic and financial indicators, Spain

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 24 04 25 35 29 23
Real GDP per capita (1 year % change) 19 -0.1 13 24 17 12
GDP deflator (1 year % change) 13 28 62 29 25 24
Harmonised index of consumer prices (1 year % change) 15 36 34 29 26 20
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 11 16 41 28 25 20
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 25 12 13 21 29 29
Qurrent account balance, balance of payments (% of GDP) -0.1(1) 12(2) 23 07 27 32 27 27
of which: trade balance (% GDP) 31 11 38 42
of which: income balance (% GDP) -09 -05 -11 -10
Net international investment position (% of GDP) -35% -614(3) -168(4) -78.1 -69.7 -49.3 -41.0 -36.3 -31.0
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -516 -399 -233 -166
Net lending-borrowing (% of GDP) 26 14 39 43
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 23 12.0 94 114 133 101
Nominal unit labour cost index per hour worked (1 year % change) 21 33 57 35 35 27
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 1.2 -0.1 -0.8 -0.7 -1.9 04
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 06 -02 06 06 02 00
Export performance against advanced economies (3y % change) -3% 22 -8.7 13.2 125 101 47
Export performance against advanced economies (1 year % change) -02 -14 59 18 13 0.1
Core inflation differential vis-a-vis the euro area (pps.) 0.1 -04 -08 00 0.1 -01
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 548(5) 487 (6) 78.4 824 66.0 63.4 61.9 61.5
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 07 28 -29 23 37 49
Households and housing market
Household debt, consolidated (% of GDP) +55% 36.7(5) 442(6) 58.7 56.9 46.1 437 426 423
Household debt, consolidated (% of GHDI) 799 728 619 582
credit flow, i (% debt stock t-1) +14% -0.1 04 -19 13 29 36
House price index, nominal (1 year % change) +9% 6.0 44 4.0 85 13.0 8.0
House prices over/undervaluation gap (7) -08 49 58 100
Standardized price-to-income ratio 940 994 969 992
Building permits (m? per 1000 inh) 3385 2504 2999 354.1
Government
General government gross debt (% of GDP) 60% 996 114.8 105.2 101.6 100.0 98.2
General government balance (% of GDP) -29 -70 -33 -32 -25 =21
Banking sector
Return on equity of banks (%) 73 55 18 137
Tier-1 capital ratio banking sector (% risk-weighted assets) 135 147 147 150
Gross non-performing loans, domestic and foreign entities (% gross loans) 37 28 27 25 25
Cost of borrowing for households for house purchase (%) 19 17 38 34 28
Cost of borrowing for NFCs (%) 18 17 45 47 35
Labour market
Unemployment rate (% labour force Y15-74) +10% 126 (8) 155 145 122 114 10.4 9.8
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp -04 -05 23 09 07 03

Notes: See Annex 1.

Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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FRANCE

Vulnerabilities related to competitiveness continue to recede. Both headline and core
inflation remain below the euro area average. The real effective exchange rate has been
stable, and ULCs have increased less than the euro area average, supporting
competitiveness. Fiscal sustainability risks have aggravated as government debt has
increased further due to high government deficits amid low nominal GDP growth. While
remaining high, private debt ratios have decreased further.

Real GDP growth stood at 1.2% in 2024 and is forecast to decrease to 0.7% in 2025 before
rebounding slightly to 0.9% in 2026. Headline inflation decreased to 2.3% in 2024 and is
expected to stand at 1.0% in 2025. Core inflation declined to 2.3% in 2024 and has decreased
further in 2025. It is set to stand at 1.7% in 2025, remaining below the euro area average. The
unemployment rate stood at 7.4% in 2024 and is expected to increase to 7.6% in 2025.

The scoreboard reading for France shows that four indicators were beyond their indicative
thresholds in 2024, namely nominal unit labour costs, household debt, non-financial
corporations debt, and government debt. Relevant developments worth highlighting:

o External sustainability indicators remain stable, with the current account turning into
balance in 2024. The NIIP continued to further increase, reaching -23.0% of GDP in 2024,
and is forecast to remain relatively stable.

o Competitiveness developments remain stable. Since mid-2024, both headline and core
inflation have been below euro area averages. Last year, the REER remained stable, while
by mid-2025 and despite the NEER appreciation, it fell, driven by the stronger negative
inflation differential with main trading partners. ULC grew by only 2.7% in 2024 (with a 3-
year change of 11.4%) due to muted nominal wage growth and to some productivity
gains, and ULC is expected to grow by 1.6% in 2025. Over the 3 years up to 2024, France's
export market share against advanced economies remained broadly unchanged.

¢ High levels of non-financial corporate indebtedness and a further deterioration in debt
service capacity weigh on the financial soundness of the NFC sector. Deleveraging slowed
and NFC debt in France remains above the MIP threshold, at 90.7% of GDP. No further
deleveraging is expected over the next year or two. Credit growth fell to 1.5% in 2024. The
interest coverage ratio is the lowest in the EU and fell further in 2024, hovering slightly
above 2, its lowest level since the beginning of the monetary union. While in most EU
countries interest expenses peaked in 2024 and have started to decline, they have
increased continuously in France from 2022-Q2 until 2024-Q4 weighing on the debt
service capacity. Despite a slight increase from 2023, the share of NPLs has remained
comparatively low (at 3.8% in 2025-Q2), and the gap between bankruptcy filings and new
business registrations has narrowed. Yet, bankruptcy filings remain at historical highs.

¢ The household debt ratio continued to decline and reached 61% of GDP (74% of GHDI)
in 2024 on the back of a further slow-down in net credit flows. In-year data suggest credit
flows are slowly recovering in 2025, but not yet sufficiently to put a brake on
deleveraging. The saving rate remains almost 4 pps. of GHDI above its long-term average,
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and even more above the rate that could be expected based on the downward trend
observed over the 2010s. The increase is mostly reflected in a pickup in financial savings,
as investment fell sharply.

¢ House prices decreased by 3.7% in 2024. In the first half of 2025, house prices were
showing signs of stabilisation. The price-to-income ratio was 5 pps. below its long-term
average in 2024, but it takes 13.3 years of income to buy a 100m? apartment, while the
long-term EU average is 8 years, suggesting house prices are high relative to income.
Overvaluation stood at 9%. Building permits were low (371 m? per 1000 persons),
indicating potential supply constraints (*'). In 2024, borrowing capacity rose by only 1.1%
as interest rates on loans for house purchases still increased, offsetting the positive impact
of rising incomes and declining house prices.

e Government debt is high and increasing as a result of large deficits. Government debt
edged up to 113.2% of GDP in 2024, some 15 pps. above its pre-COVID-19 level.
Moreover, debt is forecast to increase further in 2025 and 2026. The government deficit
remains high. It worsened in 2024, to 5.8% of GDP, and is forecast to improve only
marginally this year. Gross financing needs are high and not declining, on account of the
high debt and deficits. Considerable uncertainty underlies the fiscal outlook for 2026, with
risks tilted to the downside, as the parliamentary discussions are ongoing. Spreads on
French long-term sovereign bonds compared with the best rated euro area sovereign
debt widened in mid and late 2024 before stabilising somewhat in 2025, although they
have recently again started to trend up slowly. The rating agency Fitch downgraded
French sovereign debt to A+ this September and Standard & Poor’s did so in October,
whereas Moody's kept the rating but with a negative outlook. An excessive deficit
procedure for France has been in place since July 2024. Government guarantees have
been among the largest in the EU. Fiscal sustainability risks remain high in the medium
term (%).

¢ The financial sector continues to be characterised by a relatively low profitability of
banks compared to other EU countries. The low profitability is mainly due to slow
balance-sheet repricing with fixed-rate mortgages and regulated savings products,
delaying banks’ ability to profit from higher interest rates. A temporary tax surcharge on
large companies weighs on net profits for banks with greater French exposure. French
banks' capitalisation is also lower than in the majority of other EU countries. The NPL ratio
has been stable and close to the EU average, as have Stage 2 loans. Retail and consumer
lending volumes started to recover in late 2024. The banking sector has rather high
exposure to the commercial real estate, but risks seem to be contained due to
conservative underwriting standards and diversified CRE loan books.

(37) EU last decade average stands at around 450 m?2 per 1000 persons.

(3%) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.10:Selected graphs, France
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Table 3.10: Key economic and financial indicators, France

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 19 06 14 12 07 09
Real GDP per capita (1 year % change) 15 0.1 12 09 04 07
GDP deflator (1 year % change) 10 24 50 24 15 17
Harmonised index of consumer prices (1 year % change) 15 28 57 23 10 13
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 07 18 40 23 17 16
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -04 -0.7 -0.7 -08 -0.2 04
Qurrent account balance, balance of payments (% of GDP) -02(1) 08(2) -02 -11 -10 01 02 08
of which: trade balance (% GDP) -08 -18 -14 -01
of which: income balance (% GDP) 06 07 03 02
Net international investment position (% of GDP) -35% -773(3) 82(4) -25.7 =311 -319 -23.0 -26.9 -255
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -323 -342 -317 -299
Net lending-borrowing (% of GDP) -01 -08 -08 03
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 18 59 8.9 114 8.2 55
Nominal unit labour cost index per hour worked (1 year % change) 03 31 38 27 15 13
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 11 -0.6 -1.8 =11 -2.0 -2.8
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 06 -13 35 03 -17 -08
Export performance against advanced economies (3y % change) -3% =21 -6.3 24 0.2 84 53
Export performance against advanced economies (1 year % change) -06 -21 22 -08 11 09
Core inflation differential vis-a-vis the euro area (pps.) -03 -03 -10 -05 -07 -06
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 512(5) 65.1(6) 88.6 100.6 92.3 90.7 924 93.7
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 55 65 25 15 49 48
Households and housing market
Household debt, consolidated (% of GDP) +55% 433(5) 63.1(6) 60.9 66.8 62.5 60.5 60.0 59.8
Household debt, consolidated (% of GHDI) 778 820 772 738
credit flow, i (% debt stock t-1) +14% 55 5.1 13 0.2 13 22
House price index, nominal (1 year % change) +9% 34 59 -04 -3.7 0.0 20
House prices over/undervaluation gap (7) 90 183 166 85
Standardized price-to-income ratio 1028 1093 1032 953
Building permits (m? per 1000 inh) 5736 5603 4373 3705
Government
General government gross debt (% of GDP) 60% 985 113.0 109.8 113.2 116.3 118.1
General government balance (% of GDP) -27 -68 -54 -58 -55 -49
Banking sector
Return on equity of banks (%) 63 58 59 66
Tier-1 capital ratio banking sector (% risk-weighted assets) 157 170 173 175
Gross non-performing loans, domestic and foreign entities (% gross loans) 28 20 19 20 20
Cost of borrowing for households for house purchase (%) 15 13 30 34 30
Cost of borrowing for NFCs (%) 15 14 43 46 36
Labour market
Unemployment rate (% labour force Y15-74) +10% 78(8) 8.9 7.7 73 74 76 8.0
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 04 03 1.9 15 1.0 1.0

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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CROATIA

In Croatia, price pressures and cost competitiveness pressures persist, leading to increased
macroeconomic risks. Unit labour costs have continued growing significantly due to wage
increases and inflation rates have remained elevated, among the highest in the euro area.
While external sustainability has remained sound, cost pressures are weighing on the services
sector. House prices have increased noticeably over the past years while bank lending for
house purchases has been buoyant.

Real GDP grew by 3.8% in 2024 and is forecast to grow by 3.2% in 2025 and 2.9% in 2026.
Headline inflation decreased to 4.0% in 2024, and is set to stand at 4.3% in 2025. While
decreasing, core inflation remained high in 2024, at 4.8%, and it is set to stand at 4.1% in
2025. Hence, the core inflation differential against the euro area, which narrowed to 1.9 pps.
in 2024, would stand at 1.7 pps. in 2025, mostly driven by services related to tourism. The
unemployment rate stood at 5.0% in 2024 and is expected to decrease to 4.7% in 2025.

The scoreboard reading for Croatia shows that three indicators were beyond their indicative
thresholds in 2024, namely the real effective exchange rate, nominal unit labour costs, and
house prices. Relevant developments worth highlighting:

o External sustainability remained sound in 2024, despite the deterioration of the current
account balance. The current account balance shifted from 0.1% of GDP in 2023 to a
deficit of 2.2% in 2024, due to a reduction in the services balance. The current account
deficit is forecast to increase slightly. The NIIP worsened somewhat to -29.6% of GDP in
2024 after years of improvements, but should somewhat strengthen over 2025 and 2026.
The NIIP excluding non-defaultable instruments (NENDI) was positive, at 21.4% of GDP in
2024,

e Competitiveness concerns persist. Headline and core inflation were 4% and 4.8%
respectively in 2024, some of the highest in the EA. They continued to remain high by
mid-2025, due to the services and food components. The REER appreciated by 5.4% in the
3 years to 2024 and appreciated by 1.5% year-on-year in 2024, driven by nominal
appreciation. It continued to appreciate in the first half of 2025 at around the same pace.
In 2024, ULC growth was substantially higher than the euro area average (10.8% vs. 4.5%),
with nominal wage increases and productivity losses contributing to the increase. The 3-
year cumulated change in ULC stood at 31.8%. The robust pace of ULC growth is expected
to continue in 2025, at above 8%, before moderating more visibly in 2026. Croatia
recorded an increase of almost 18% in export market share against advanced economies
in the 3 years up to 2024, although gains have started to flatten as of late.

¢ The non-financial corporate sector has remained robust with low leverage and a healthy
debt service capacity. In 2024, NFC debt-to-GDP decreased slightly to 41.8% while credit
growth declined to 5.3%. However, since mid-2024 bank loan flows to NFCs have
increased across maturities suggesting a possible pickup in credit growth in 2025. The
interest coverage ratio has declined recently but remains among the highest in the EU
and debt service capacity stayed solid. Activity and profitability indicators deteriorated
somewhat in recent quarters, while the share of NPLs has decreased further (although it
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remains high compared to other euro area countries) and bankruptcies have grown less
strongly than new business registrations.

¢ The household debt ratio remained stable at a low level (30% of GDP and 41% of GHDI)
in 2024, but credit flows have been growing dynamically since 2020. In 2024, credit flows
stood at 3% of GDP and at 11% of the previous year’s debt stock. If credit growth remains
strong, the debt ratio will start growing again as of 2025. New macroprudential measures
have been introduced as of the second part of 2025. They seem to have caused some
frontloading of borrowing (also helped by a temporary reduction in the cost of borrowing
for new loans) in the first half of the year, with credit growing even faster in 2025-Q2 but
decelerating again in 2025-Q3. Households' gross saving rate is at par with its pre-
pandemic level and in line with its long-term average. NPLs to households have continued
to decrease but remain at a significant proportion (more than 3%) of all bank loans to
households.

¢ House prices increased by 10.4% in 2024. In the first half of 2025 house prices continued
to grow at a fast pace. The price-to-income ratio was 8 pps. below the long-term average,
but it takes 16.0 years of income to buy a 100m? apartment, while the long-term EU
average is 8 years, suggesting house prices are high relative to income. Overvaluation
stood at 14%. Building permits remain at an adequate level (569 m? per 1000 persons),
indicating adequate housing supply (*°). The recent evolution in house prices was driven
by the increase of 16.5% in borrowing capacity due to the rise in incomes which offset the
increase in interest rates.

e Government debt is limited and is declining further. The government debt fell to 57.4%
of GDP in 2024, which is some 14 pps. below its pre-COVID-19 level. Debt is forecast to
continue decreasing in 2025. The fiscal deficit worsened to 1.9% of GDP in 2024, and it is
expected to widen somewhat further this year and to stabilise next, but to remain below
3% of GDP. Gross financing needs are expected to increase somewhat this year and
beyond, and to surpass the euro area average, amid an average debt maturity of just over
five years, which is among the lowest in the euro area. Fiscal sustainability risks remain
medium in the medium term (*°).

¢ The financial sector remains stable. The non-performing loans ratio keeps declining but
remains above the EU median. Bank profitability further remained high in 2024, above the
EU median. The Tier 1 capital ratio stays one of the highest in the EU despite a recent
decline. Loan growth remains strong. The financial sector’'s exposure to domestic
sovereign debt while declining remains one of the highest in the euro area.

(39) EU last decade average stands at around 450 m?2 per 1000 persons.

(4°) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.11:Selected graphs, Croatia
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Table 3.11: Key economic and financial indicators, Croatia

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 31 35 38 38 32 29
Real GDP per capita (1 year % change) 44 43 37 35 30 29
GDP deflator (1 year % change) 17 36 129 45 46 36
Harmonised index of consumer prices (1 year % change) 12 44 84 40 43 28
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 09 31 88 48 41 27
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 23 -04 -1.0 -19 -1.7 -28
Qurrent account balance, balance of payments (% of GDP) -13(1) -26(2) 21 -17 01 -22 -30 -32
of which: trade balance (% GDP) -02 -54 -21 -46
of which: income balance (% GDP) 24 36 22 24
Net international investment position (% of GDP) -35% -574(3) -268(4) -60.0 -425 -26.8 -29.6 -28.7 -26.7
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -98 93 201 214
Net lending-borrowing (% of GDP) 34 06 29 -08
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 16 95 138 318 342 257
Nominal unit labour cost index per hour worked (1 year % change) 15 36 116 108 85 45
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 20 -0.5 43 54 48 37
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 06 -02 45 15 16 05
Export performance against advanced economies (3y % change) -3% 119 -0.2 36.7 175 95 6.2
Export performance against advanced economies (1 year % change) 30 30 55 10 15 06
Core inflation differential vis-a-vis the euro area (pps.) -01 11 39 19 17 05
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 713(5) 404 (6) 58.6 53.0 422 4138 4141 409
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% -29 29 60 53 82 79
Households and housing market
Household debt, consolidated (% of GDP) +55% 478(5) 188(6) 348 35.1 296 302 319 340
Household debt, consolidated (% of GHDI) 487 462 421 414
credit flow, (% debt stock t-1) +14% 59 40 9.5 109 142 135
House price index, nominal (1 year % change) +9% 6.3 9.9 119 104 13.0 8.0
House prices over/undervaluation gap (7) 72 29 104 136
Standardized price-to-income ratio 895 933 929 916
Building permits (m? per 1000 inh) 3427 4386 5444 5686
Government
General government gross debt (% of GDP) 60% 733 7.7 60.9 574 56.2 56.1
General government balance (% of GDP) 02 -32 -08 -19 -28 -29
Banking sector
Return on equity of banks (%) 79 73 157 150
Tier-1 capital ratio banking sector (% risk-weighted assets) 207 230 217 205
Gross non-performing loans, domestic and foreign entities (% gross loans) 71 42 25 23 24
Cost of borrowing for households for house purchase (%) 35 28 32 37 30
Cost of borrowing for NFCs (%) 27 21 46 49 37
Labour market
Unemployment rate (% labour force Y15-74) +10% 62(8) 8.7 72 6.1 5.0 4.7 45
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 0.1 25 29 29 3.0 39

Notes: See Annex 1.

Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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ITALY

In Italy, concerns about high government debt remain alongside weak productivity growth.
Despite narrowing markedly in 2024, the government deficit, together with the impact of the
debt-increasing interest-growth-rate differentials and stock-flow adjustment, continues to
contribute to further increases in the government debt ratio. Domestic banks continue to
hold a significant share of government debt, which increases the risk of feedback loops. At
the same time, muted inflation developments and ULC increases that are in line with the
euro area average have contributed to strengthening external sustainability.

Real GDP growth declined slightly to 0.7% in 2024 and is forecast to decrease mildly to 0.4%
in 2025 before reaching 0.8% in 2026. Headline inflation decreased to 1.1% in 2024. It
rebounded slightly and is set to reach 1.7% in 2025. Core inflation decreased to 2.2% in 2024
and has remained stable, with the forecast for 2025 standing at 2.0%, below the euro area
average. The unemployment rate stood at 6.5% in 2024 and is expected to decrease to 6.2%
in 2025.

The scoreboard reading for Italy shows that one indicator was beyond its indicative threshold
in 2024, namely government debt. Relevant developments worth highlighting:

o External sustainability indicators continue to strengthen, with a current account surplus
of 1.1% of GDP in 2024, up from 0.2% in 2023. The current account surplus is forecast to
remain stable in 2025. The NIIP also increased from 8.9% of GDP in 2023 to 14.9% in 2024,
and is forecast to remain stable.

e Competitiveness developments remain subdued. Last year, inflation was among the
lowest in the EU. The REER depreciated, pushed by the negative inflation differential and
despite the strong NEER gain, but appreciated by mid-2025 following the euro
strengthening since April. For 2024, ULC growth evolved broadly in line with the EA and is
expected to follow closely in 2025 as well, with productivity per hour worked evolving
negatively since 2023, and adding to ULC growth. The 3-year change in export market
share against advanced economies was slightly negative (-0.8%) in 2024, marked by a
drop within the year.

¢ The non-financial corporate sector is characterised by low leverage and a solid debt
service capacity. In 2024, NFC debt decreased slightly to 56% of GDP and is expected to
remain broadly stable over the coming years. Credit growth stayed in negative territory at
-1.6%, but bank loan flows to NFCs show a clear upward trend pointing to a recovery in
credit growth. The interest coverage ratio fell in 2024 but is still comparatively high and
has started to increase again in recent quarters. The profit share continued to fall as did
unit profit growth, and activity indicators such as gross value-added growth or the change
in accounts receivable turnover remained muted.

¢ The household debt ratio continued to decline in 2024 to a moderate 36% of GDP (48%
of GHDI), as borrowing remained subdued. In-year data suggest a recovery of net credit
flows in 2025 and 2026, with the debt-to-GDP ratio remaining broadly stable. The saving
rate remains around 2 pps. of GHDI above its pre-pandemic level. This is reflected in
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investment in gross (and net) fixed capital formation, which was also boosted by
government support (in the form of net capital transfers) through the superbonus
programme over recent years. Financial savings have in contrast shrunk significantly in
2024.

e House prices rose by 3.2% in 2024 and continued to grow moderately into 2025. The
price-to-income ratio was 15 pps. below the long-term average, suggesting house prices
are moderate relative to income. House prices are estimated to be undervalued by 7%.
However, building permits were critically low (81 m? per 1000 persons), indicating low
supply (*). The recent evolution in average house prices has been supported by the
decrease in interest rates combined with rising incomes that led to a 11.5% increase in
borrowing capacity in 2024.

¢ Government debt is high and increasing. Government debt edged up to 134.9% of GDP
in 2024, which is around its pre-COVID-19 level. The government deficit declined
markedly to 3.4% of GDP in 2024 and it is expected to decline this year and next. Debt is
forecast to increase further in 2025 and 2026, reflecting also debt-increasing stock-flow
adjustments owed to the lagged impact on cash borrowing of the housing renovation tax
credits in previous years — the superbonus programme — on top of the deficits and against
a backdrop of low GDP growth. Gross financing needs are the highest in the euro area
and not declining much. Spreads on lItalian long-term sovereign bonds compared with the
best rated euro area sovereign debt have narrowed further in 2025. Besides, some of the
major credit rating agencies improved their ratings of Italy’s sovereign debt in 2025.
Government guarantees have been among the largest in the EU. An excessive deficit
procedure for Italy is in place since July 2024. The fiscal sustainability risks remain high in
the medium term (*3).

¢ Financial sector vulnerabilities remain despite substantial improvements over recent
years. The Tier 1 capital ratio remained broadly stable, although below the EU median.
Bank profitability remained strong in 2024 and was close to the EU median. The non-
performing loans ratio stagnated in 2024 and at 2.7% remained above the EU median.
Bank lending volumes remained muted in 2024, with some signs of recovery for the
household segment amid decreasing borrowing cost. Strong exposure to the domestic
sovereign, which is one of the most indebted in the EU, remains a risk for banks in Italy.

(4*) EU last decade average stands at around 450 m?2 per 1000 persons.

(42) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.12:Selected graphs, Italy
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Table 3.12: Key economic and financial indicators, Italy

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 09 13 10 07 04 08
Real GDP per capita (1 year % change) 12 17 10 07 05 09
GDP deflator (1 year % change) 09 24 62 20 22 18
Harmonised index of consumer prices (1 year % change) 10 34 59 11 17 13
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 06 15 45 22 20 20
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 24 25 0.1 -0.2 08 1.0
Qurrent account balance, balance of payments (% of GDP) 14 (1) 12(2) 27 13 02 11 10 09
of which: trade balance (% GDP) 28 12 16 23
of which: income balance (% GDP) -01 01 -14 -12
Net international investment position (% of GDP) -35% -717(3) 223(4) -6.1 44 89 149 1.2 123
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -59 20 6.7 135
Net lending-borrowing (% of GDP) 27 15 10 11
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 16 38 4.2 8.5 116 10.7
Nominal unit labour cost index per hour worked (1 year % change) 10 09 33 43 36 24
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 0.3 -1.0 0.7 0.0 =27 -3.5
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 01 -06 34 -12 -09 -09
Export performance against advanced economies (3y % change) -3% -1.0 -4.3 27 -0.8 43 08
Export performance against advanced economies (1 year % change) -06 -14 42 -23 09 04
Core inflation differential vis-a-vis the euro area (pps.) -04 -05 -04 -06 -04 -02
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 624 (5) 313(6) 65.6 67.2 57.9 56.0 55.6 56.0
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% -0.1 31 -14 -16 22 36
Households and housing market
Household debt, consolidated (% of GDP) +55% 363(5) 299(6) 409 423 36.9 36.0 359 359
Household debt, consolidated (% of GHDI) 526 535 491 478
credit flow, i (% debt stock t-1) +14% 25 27 -0.6 0.6 22 27
House price index, nominal (1 year % change) +9% -0.6 27 13 32 4.0 3.0
House prices over/undervaluation gap (7) -62 -50 -69 -66
Standardized price-to-income ratio 920 908 852 853
Building permits (m? per 1000 inh) 796 833 797 814
Government
General government gross debt (% of GDP) 60% 133.9 146.2 133.9 134.9 136.4 137.9
General government balance (% of GDP) -21 -88 -72 -34 -30 -28
Banking sector
Return on equity of banks (%) 59 53 127 132
Tier-1 capital ratio banking sector (% risk-weighted assets) 144 16.7 169 172
Gross non-performing loans, domestic and foreign entities (% gross loans) 88 36 27 27 27
Cost of borrowing for households for house purchase (%) 19 17 42 38 32
Cost of borrowing for NFCs (%) 18 16 49 52 38
Labour market
Unemployment rate (% labour force Y15-74) +10% 78(8) 10.6 9.0 7.7 6.5 6.2 6.1
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 15 -1.0 32 21 18 11

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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CYPRUS

While remaining high, private debt ratios continue to decrease, driven by debt repayment
and nominal GDP growth. Government debt has also been decreasing due to sustained
budget surpluses. In the financial sector, NPL ratios continue to fall. However, the external
deficit remains very substantial, standing at 8.2% of GDP in 2024, driven primarily by the
repatriation of profits by foreign-owned companies, as well as high domestic demand.

Real GDP grew by 3.9% in 2024 and is forecast to grow by 3.4% in 2025 and 2.6% in 2026.
Headline inflation decreased to 2.3% in 2024 and has decreased further in 2025, with the
annual forecast standing at 0.9%. Core inflation also eased, to 2.6% in 2024, and is set to
stand at 2.0% in 2025, below the euro area average. The unemployment rate stood at 4.9% in
2024 and is expected to decrease to 4.7% in 2025.

The scoreboard reading for Cyprus shows that six indicators were beyond their indicative
thresholds in 2024, namely the current account deficit, the net international investment
position, unit labour costs, household debt, non-financial corporations debt, and
government debt. Relevant developments worth highlighting:

o External sustainability concerns remain. The current account deficit narrowed to 8.2% of
GDP in 2024 from 9.7% in 2023. It is one of the highest deficits in the EU, and far in excess
of the deficits recorded before the pandemic as well as the level suggested by
fundamentals. Non-energy goods and primary income balances were the key
contributors, mainly reflecting the repatriation of profits, and strong domestic demand.
The current account deficit is expected to narrow somewhat but remain elevated. The NIIP
improved, reaching -84.1% of GDP in 2024, on the back of strong GDP growth and
valuation effects. It is forecast to further increase. The NIIP largely reflects the activities of
special purpose entities (SPEs). The NIIP excluding SPEs was estimated at around -33% in
2024.

e Competitiveness indicators remain stable. In 2024 both headline and core inflation were
below the EA values, and headline inflation continued to fall in 2025 with negative
contributions from energy and non-energy industrial goods components. The REER
remained flat over 2024 despite NEER gains. Last year ULC growth was 1.6% (3-year
change of 13.7%) and is forecast to reach 1.8% in 2025 as nominal wage growth remains
moderate and productivity gains strong, due to a growing export-oriented ICT sector. The
2024 3-year change in export market share is positive, in double digits territory.

e The non-financial corporate debt-to-GDP ratio has continued falling but remains
elevated. NFC debt decreased to 116% of GDP in 2024, its lowest level in two decades, but
is still the third highest in the EU and above the MIP threshold of 85%. Close to one-third
of corporate debt is FDI debt with a high share of non-financial special purpose entities.
Credit growth was muted at 0.6% in 2024. Bank loan flows increased again in recent
quarters and with an expected recovery in borrowing, deleveraging is expected to slow.
While the share of NPLs remains among the highest in the EU, it has continued to
decrease.



3. Country sections

e The household debt ratio continued falling strongly in 2024, to 57% of GDP (81% of
GHDI), more than 30 pps. less than four years ago. Deleveraging was underpinned by
strong real GDP growth and still elevated inflation, while net credit flows contracted
further. Credit flows are expected to start recovering gradually as of 2025 and to slow
down debt deleveraging. At 6% in 2024 (**), the household saving rate stands around its
pre-pandemic level. It is expected to increase going forward on the back of solid
disposable income growth. Non-performing loans to households in Cyprus still make up a
considerable proportion (8%) of overall bank loans to households, the highest proportion
among EU countries, but it continues to decrease.

¢ House prices increased by 2.1% in 2024 and remained stable in the first half of 2025. The
price-to-income ratio was 25 pps. below the long-term average suggesting house prices
are moderate relative to income. Building permits were abundant (1953 m? per 1000
persons), indicating no supply constraints (**). The recent evolution in house prices has
been supported by rising incomes that led to an 8.7% increase in borrowing capacity in
2024.

e Government debt is moderate and has continued to decrease. It fell further to 62.8% of
GDP in 2024, which is some 30 pps. below its pre-COVID-19 level. Government debt is
forecast to decrease visibly again in 2025 and 2026, likely falling below 60% of GDP this
year. Significant budgetary surpluses have been recorded since 2022 — 4.1% of GDP in
2024 alone — which are expected to continue, even if likely more limited, thereby helping
the debt reduction. Fiscal sustainability risks remain medium in the medium term (**).

¢ The financial sector situation has improved over recent years, but some concerns persist.
The Cypriot banking sector performed positively in 2024. Banking profitability hit record
highs, and stands well above the EU median, as does the banking sector’s capitalisation.
Non-performing bank loans further declined to 3.1%, still above the EU median. NPLs
have largely migrated to the non-bank financial sector. In addition, the Credit Acquiring
Companies are in large part foreign owned, which limits the impact of these NPLs on the
domestic financial sector. Credit provision remained muted in 2024, due to tight financial
conditions and macroprudential tightening aimed to reinforce financial buffers. High
exposure to commercial real estate represents a source of risk, related to potential
valuation changes, though there are no sign of stress in the Cypriot commercial real
estate market.

(43) The benchmark revision implied a considerable upward revision of households’ gross saving rate.
(44) EU last decade average stands at around 450 m?2 per 1000 persons.

(45) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.13:Selected graphs, Cyprus
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Table 3.13: Key economic and financial indicators, Cyprus

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 60 53 36 39 34 26
Real GDP per capita (1 year % change) 48 37 16 23 20 14
GDP deflator (1 year % change) 11 28 56 31 16 17
Harmonised index of consumer prices (1 year % change) 07 30 39 23 09 15
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 05 18 38 26 20 21
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -4.1 -6.9 -74 -8.3 -8.6 =78
Qurrent account balance, balance of payments (% of GDP) -22(1) 01(2) -48 -74 -97 -82 -78 -74
of which: trade balance (% GDP) 07 23 20 36
of which: income balance (% GDP) -55 -96 -118 -118
Net international investment position (% of GDP) -35% -667(3) -443(4) -1249 -109.6 -924 -84.1 -778 =775
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -3196 -1987 -80.1 -529
Net lending-borrowing (% of GDP) -45 -73 -97 -88
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 03 5.2 7.5 137 123 54
Nominal unit labour cost index per hour worked (1 year % change) 23 09 86 16 18 19
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) -1.5 -1.9 03 1.0 -3.5 -2.5
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) -01 -10 37 04 -16 -05
Export performance against advanced economies (3y % change) -3% 143 296 207 15.0 12.8 16.6
Export performance against advanced economies (1 year % change) 45 102 28 53 46 28
Core inflation differential vis-a-vis the euro area (pps.) -06 -02 -11 -02 -04 00
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 621 (5) 1248 (6) 191.3 161.9 124.5 116.0 111.4 1094
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 32 -0.1 0.1 06 14 36
Households and housing market
Household debt, consolidated (% of GDP) +55% 36.7(5) 89.1(6) 96.4 793 623 574 55.9 55.2
Household debt, consolidated (% of GHDI) 1287 1031 889 809
credit flow, i (% debt stock t-1) +14% 13 18 09 21 24 31
House price index, nominal (1 year % change) +9% 26 -0.3 29 21 20 19
House prices over/undervaluation gap (7) 25 -112 161 -186
Standardized price-to-income ratio 958 842 782 748
Building permits (m? per 1000 inh) 16904 20588 20883 19525
Government
General government gross debt (% of GDP) 60% 96.5 96.8 7141 62.8 56.4 51.0
General government balance (% of GDP) -0.1 -15 17 41 33 30
Banking sector
Return on equity of banks (%) 04 08 218 183
Tier-1 capital ratio banking sector (% risk-weighted assets) 168 194 234 259
Gross non-performing loans, domestic and foreign entities (% gross loans) 230 70 37 31 31
Cost of borrowing for households for house purchase (%) 24 23 42 45 35
Cost of borrowing for NFCs (%) 36 32 55 54 42
Labour market
Unemployment rate (% labour force Y15-74) +10% 6.7 (8) 8.9 7.0 58 49 4.7 45
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 15 26 341 18 0.1 -09

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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LATVIA

Cost competitiveness is deteriorating amid stagnant economic activity, leading to increased
macroeconomic risks. Despite a slow-down, wage growth remains high and unit labour costs
are expected to continue growing faster than the euro area average in 2025. The current
account deficit narrowed in 2024 against the backdrop of stagnating economic activity, but
export performance continued to worsen.

Real GDP stagnated in 2024. It is forecast to rebound in 2025, growing by 1.0%, before
accelerating to a 1.7% growth in 2026. Headline inflation decreased to 1.3% in 2024, but it
rebounded and is set to reach 3.6% in 2025. While decreasing, core inflation reached 3.7% in
2024 and is set to stand at 3.4% in 2025 (above the euro area average). The unemployment
rate stood at 6.9% in 2024 and is set to stand at 6.8% in 2025.

The scoreboard reading for Latvia shows that two indicators were beyond their indicative
thresholds in 2024, namely the real effective exchange rate and nominal unit labour cost.
Relevant developments worth highlighting:

¢ The external sector improved somewhat. The current account deficit narrowed from 3.8%
of GDP in 2023 to 1.6% in 2024, as the economy stagnated. The deficit is forecast to
widen noticeably in 2025. The net international investment position increased to around -
20% of GDP in 2024 and is mostly composed of direct investment. The net position
excluding non-defaultable instruments, the NENDI, was positive in 2024.

o Competitiveness concerns persist, driven by wage increases. In 2024, annual average
headline inflation was below the euro area value, although core inflation was above. In
2024, the 3-year change in the REER was almost 10%, mostly due to high inflation in 2022
and 2023, but year-on-year it depreciated by 1% despite some nominal appreciation. It
remained broadly flat in the first half of 2025. Robust nominal wage increases and
stagnating productivity pushed ULC to increase by close to 9% in 2024 (cumulating to
over 32% over the last 3 years), which is expected to moderate to around 5% in 2025. The
3-year change in export market share against advanced economies was negative in 2023
and 2024.

e Low indebtedness, a solid debt service capacity and a low share of NPLs underpin the
robustness of the non-financial corporate sector. NFC debt stood at 36% of GDP in
2024, and it is expected to increase slightly in the coming years. Credit growth increased
to 5.7% in 2024. The share of NPLs fell further and remains one of the lowest in the EU.
Profitability and activity indicators have been weak. Real investment growth turned
negative in 2024 and was among the lowest in the EU. However, as financial conditions
improved, investments have surged in the first half of 2025 with real investment growth
reaching 8.5% in 2025-Q2.

¢ The household debt ratio increased slightly to 19% of GDP (27% of GHDI) in 2024 and
remains low. Credit growth is dynamic, at 8% of last year's stock, and if continued, the
debt ratio is set to continue increasing over the coming years. In spite of a low debt stock,
households’ net interest payments increased to more than 3.6% of GHDI in 2024. The cost
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of borrowing on outstanding loans peaked at around 6% in 2023 and remains high at
more than 4% in 2025-Q3. Households' gross saving rate took a strong hit in 2022 and
2023 as real incomes contracted on the back of high inflation, but is gradually recovering
as consumption remains flat while disposable income is recovering. Savings are mainly
invested in physical capital, but financial saving turned positive in 2024 after two years of
negative values.

¢ House prices increased by 4.2% in 2024 and have continued to grow at a slightly faster
pace into 2025. The price-to-income ratio was 13 pps. below the long-term average
suggesting house prices are moderate relative to income. Overvaluation stood at 10%.
Building permits were low (375 m? per 1000 persons), indicating potential supply
constraints (*). The recent evolution in house prices has been supported by the decrease
in interest rates, combined with rising incomes that led to a 13.2% increase in borrowing
capacity in 2024.

¢ Government debt remains limited although it has increased recently. It came to 46.6% of
GDP in 2024. Debt is forecast to increase further in 2025 and 2026. The government
deficit declined to 1.8% of GDP in 2024 but is expected to worsen to 3.1% of GDP this
year and even more next year. The fiscal sustainability risks have worsened and are now
borderline between low and medium in the short term, and medium in the medium term,
having previously been assessed as low in both the short and medium terms (*').

¢ Financial sector resilience reflects the sound and well capitalised banking sector with
strong digital adoption. The Tier 1 capital ratio declined in 2024 but remains one of the
highest in the EU. Profitability remained strong in 2024 and is well above the EU median.
The non-performing loans ratio remained stable and is below the EU median. Stage 2
loans slightly increased in 2024. Credit dynamics were boosted by the reduction in capital
requirements for commercial real estate loans. The significant exposure of lenders to real
estate represents a potential risk.

(48) EU last decade average stands at around 450 m?2 per 1000 persons.

(47) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.14:Selected graphs, Latvia

a) HICOP/CPI-based REER 42 part. b) Decomposition of rate of change of ULC
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Table 3.14: Key economic and financial indicators, Latvia

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 28 17 -09 00 10 17
Real GDP per capita (1 year % change) 36 22 -07 08 22 28
GDP deflator (1 year % change) 36 51 107 24 48 36
Harmonised index of consumer prices (1 year % change) 27 66 9.1 13 36 22
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 19 34 84 37 34 27
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 0.8 -06 -4.5 -36 -3.2 -3.0
Qurrent account balance, balance of payments (% of GDP) -15(1) -19(2) 03 -22 -38 -16 -4.1 -33
of which: trade balance (% GDP) -04 -22 -37 -16
of which: income balance (% GDP) 07 00 -02 00
Net international investment position (% of GDP) -35% -503(3) -243(4) -47.1 -304 =255 -19.7 =225 =231
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 14 181 204 274
Net lending-borrowing (% of GDP) 18 -09 -19 -03
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 144 149 20.7 322 244 175
Nominal unit labour cost index per hour worked (1 year % change) 51 52 93 87 47 32
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 36 46 11.0 9.6 19 -0.7
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 13 19 72 -09 06 00
Export performance against advanced economies (3y % change) -3% 45 133 -1.9 -29 -3.5 28
Export performance against advanced economies (1 year % change) 17 49 -48 -14 29 16
Core inflation differential vis-a-vis the euro area (pps.) 09 14 35 09 10 06
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 805(5) 687(6) 50.6 408 353 36.0 36.6 372
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 18 06 14 57 96 90
Households and housing market
Household debt, consolidated (% of GDP) +55% 553(5) 198 (6) 218 201 18.2 19.4 19.9 206
Household debt, consolidated (% of GHDI) 313 283 270 273
credit flow, i (% debt stock t-1) +14% 20 5.0 43 83 89 91
House price index, nominal (1 year % change) +9% 9.1 9.3 37 42 3.0 3.0
House prices over/undervaluation gap (7) 52 64 124 103
Standardized price-to-income ratio 862 900 904 870
Building permits (m? per 1000 inh) 2942 3703 3720 3754
Government
General government gross debt (% of GDP) 60% 38.8 4438 444 466 48.3 49.9
General government balance (% of GDP) -06 -54 -24 -18 =31 -35
Banking sector
Return on equity of banks (%) 88 66 203 176
Tier-1 capital ratio banking sector (% risk-weighted assets) 202 262 206 219
Gross non-performing loans, domestic and foreign entities (% gross loans) 49 27 13 13 13
Cost of borrowing for households for house purchase (%) 27 27 55 54 42
Cost of borrowing for NFCs (%) 30 32 59 64 50
Labour market
Unemployment rate (% labour force Y15-74) +10% 6.7 (8) 75 75 6.5 6.9 6.8 6.6
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 18 -04 -14 09 -04 -03

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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LITHUANIA

Cost pressures remain but have been moderating and external sustainability indicators are
favourable. Headline and core inflation have decreased markedly but core inflation is
expected to remain above the euro area average in 2025 and 2026. While decelerating, unit
labour costs have continued to grow significantly, adding to previous years of strong
increases. House prices increased strongly in 2024 and are set to slightly moderate in 2025.

Real GDP growth rebounded to 3.0% in 2024 and is forecast to decrease slightly to 2.4% in
2025 before increasing to 3.0% in 2026. Headline inflation decreased strongly, to 0.9% in
2024, and rebounded in 2025, with the annual forecast standing at 3.4%. Core inflation also
decreased significantly, reaching 3.2% in 2024. It has remained broadly stable and is set to
stand at 3.1% in 2025 with the core inflation differential against the euro area increasing
slightly. The unemployment rate stood at 7.1% in 2024 and is expected to remain unchanged
in 2025.

The scoreboard reading for Lithuania shows that three indicators were beyond their
indicative thresholds in 2024, namely real effective exchange rate, nominal unit labour costs,
and house prices. Relevant developments worth highlighting:

e External developments remained favourable. The current account balance increased
from 1.1% of GDP in 2023 to 3.2% in 2024 and is forecast to decrease somewhat. The NIIP
increased and reached a close to a balanced level in 2024. As liabilities largely consist of
foreign direct investment, the NIIP net of non-defaultable instruments is positive.

e Competitiveness concerns remain but are moderating. In 2024, annual average headline
inflation was the lowest in the euro area on account of negative contributions from
energy, although core inflation was 3.2%. Both headline and core inflation are expected to
stay above euro area values in 2025. In 2024, the 3-year change in REER cumulated to
more than 9%, but year-on-year it depreciated by 1.6% due to negative inflation
differential and despite some nominal exchange gains, while for 2025 it remained broadly
flat. Strong nominal wage increases have pushed ULC growth at close to 6% in 2024 (and
36% over the last 3 years), with the same growth expected in 2025. The 3-year change in
exports market share against advanced economies remains positive, but a clear flattening
trend is visible over time.

e Despite a deterioration in profitability measures, the non-financial corporate sector
remains robust marked by low leverage, strong debt service capacity, and resilient activity.
NFC debt-to-GDP stood at 30.5% in 2024, among the lowest values in the EU. Credit
growth declined somewhat to 8.5% but bank loan flows to non-financial corporates
increased in recent quarters signalling a possible pick-up in corporate credit growth
ahead. The interest coverage ratio declined but remained above the EU/EA average.
Bankruptcies increased somewhat, unit profit decreased, and the profit margin contracted
further. Debt service capacity and activity indicators remained robust.

e The household debt ratio increased slightly to 22% of GDP (31% of GHDI) in 2024 but
remains low. It has been relatively stable around that level for the last decade. Dynamic
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credit growth is likely to put upward pressure on the household debt ratio over the next
years. Households' gross saving rate is solid, substantially above its pre-pandemic level,
and forecast to strengthen going forward. Savings are used to finance investment, with
the financial saving rate around zero in 2024.

¢ House prices increased by 9.7% in 2024 and continued to rise at a similar rate in the first
half of 2025. The price-to-income ratio was 6 pps. below the long-term average,
suggesting house prices are moderate relative to income. Overvaluation stood at 9% in
2024. Building permits were 450 m? per 1000 persons, indicating mild supply constraints
(*%). The recent evolution in house prices has been supported by the decrease in interest
rates combined with rising incomes that led to a 11.2% increase in borrowing capacity in
2024. The recent evolution in house prices has been supported by the decrease in interest
rates combined with rising incomes that led to an 11.2% increase in borrowing capacity in
2024.

¢ Government debt remains limited even if increasing recently. Government debt came in
at 38% of GDP in 2024. It is forecast to increase further in 2025 and 2026. The fiscal deficit
increased to 1.3% of GDP in 2024; while it is expected to increase this year, it is still
forecast to be below 3% of GDP. Gross financing needs are expected to increase further
but to remain below the euro area average. Fiscal sustainability risks remain medium in
the medium term (*9).

¢ The financial sector is characterised by a sound and well-capitalised banking sector with
strong digital adoption. Capitalisation remains one of the highest in the EU. Profitability
remained strong in 2024 and is the highest in the EU. The non-performing loans ratio is
the lowest in the EU. Credit growth recovered in late 2024.

Graph 3.15:Selected graphs, Lithuania

a) HICP/CPI-based REER 42 part. b) Decomposition of rate of change of ULC
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(48) EU last decade average stands at around 450 m?2 per 1000 persons.

(49) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Table 3.15: Key economic and financial indicators, Lithuania

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 47 29 07 30 24 30
Real GDP per capita (1 year % change) 56 27 -07 24 23 33
GDP deflator (1 year % change) 34 77 100 32 35 39
Harmonised index of consumer prices (1 year % change) 28 79 87 09 34 28
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 23 54 96 32 31 33
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 03 29 -1.2 -06 20 20
Qurrent account balance, balance of payments (% of GDP) -12(1) -11(2) 17 08 11 32 15 11
of which: trade balance (% GDP) 31 38 39 55
of which: income balance (% GDP) -14 -30 -28 -22
Net international investment position (% of GDP) -35% -619(3) -117(4) -304 -13.4 -4.6 -0.7 -16 06
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -16 193 265 336
Net lending-borrowing (% of GDP) 31 24 27 47
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 14.7 20.0 371 36.2 25.2 159
Nominal unit labour cost index per hour worked (1 year % change) 48 84 122 56 56 39
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 44 6.9 13.0 9.2 08 -0.9
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 12 32 63 -16 04 06
Export performance against advanced economies (3y % change) -3% 148 203 6.6 238 22 49
Export performance against advanced economies (1 year % change) 75 58 -16 10 16 10
Core inflation differential vis-a-vis the euro area (pps.) 13 35 46 04 07 11
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 798(5) 498(6) 342 30.6 29.7 305 31.2 314
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 73 92 120 85 96 90
Households and housing market
Household debt, consolidated (% of GDP) +55% 565(5) 178 (6) 225 231 211 219 235 249
Household debt, consolidated (% of GHDI) 333 321 305 312
credit flow, i (% debt stock t-1) +14% 8.3 9.9 6.6 105 138 135
House price index, nominal (1 year % change) +9% 7.7 14.0 9.8 9.7 9.0 6.0
House prices over/undervaluation gap (7) 73 -07 54 89
Standardized price-to-income ratio 863 86.3 919 940
Building permits (m? per 1000 inh) 5310 6273 4527 4501
Government
General government gross debt (% of GDP) 60% 36.0 425 371 38.0 39.8 44.7
General government balance (% of GDP) 04 -28 -07 -13 -22 -25
Banking sector
Return on equity of banks (%) 120 13 212 187
Tier-1 capital ratio banking sector (% risk-weighted assets) 189 216 186 211
Gross non-performing loans, domestic and foreign entities (% gross loans) 25 14 08 07 05
Cost of borrowing for households for house purchase (%) 23 24 55 52 40
Cost of borrowing for NFCs (%) 26 29 60 6.1 48
Labour market
Unemployment rate (% labour force Y15-74) +10% 66(8) 6.5 72 6.9 71 71 6.8
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 26 14 03 13 06 03

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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LUXEMBOURG

Private sector debt remains high, and house prices have continued to correct. The debt of
the non-financial corporate sector increased further in 2024 and is the highest in the EU.
Household debt remains high compared to incomes. After a further correction in 2024,
house prices seem to have stabilised but continue to show signs of overvaluation.

Real GDP growth stood at 0.4% in 2024 and is forecast increase to 0.9% in 2025 and 1.9% in
2026. Headline inflation, which was below 3% in 2023, eased to 2.3% in 2024 and is set to
remain at the same value for 2025. At 2.5% in 2024, core inflation was below the euro area
average and remained below also in 2025, with the annual forecast standing at 1.9%. The
unemployment rate stood at 6.4% in 2024 and is expected to increase in 2025 (to 6.6%).

The scoreboard reading for Luxembourg shows that four indicators are beyond their
indicative thresholds in 2024, namely the export performance against advanced economies,
nominal unit labour costs, and both the household and non-financial corporations debt.
Relevant developments worth highlighting:

o External sustainability indicators remain elevated. The current account surplus
decreased to 4.3% of GDP in 2024, from 6.8% of GDP in 2023. It exceeds the level
explained by economic fundamentals. The current account surplus is forecast to further
decrease in 2025 before increasing again. The NIIP remained positive but is forecast to
decrease.

e Competitiveness developments remain moderate. The 2024 headline and core inflation
averages were close to euro area values, while headline hovered around the target in the
first months of 2025. The REER remained almost constant in 2024 and appreciated only
slightly by mid-2025 on account of euro’s appreciation. Last year ULC increased by 4.1%
(bringing the 3-year change to 24.2%) and are expected to grow above 4% in 2025, with
the 3-year increase set to remain above the Scoreboard threshold. In 2024, the 3-year
change in export performance against advanced economies is still negative, with a large
in-year drop.

e Robust profitability notwithstanding, the non-financial corporate sector remains
characterised by high leverage and a weak debt service capacity. The NFC debt-to-GDP
ratio hit a new record high by increasing to 271.6% in 2024, the highest level in the EU.
Close to two-thirds of this debt can be attributed to FDI, with intra-group financing
including with special purpose entities and multinational companies playing an important
role. Credit growth was negative at -1.7% and bank loan flows to non-financial
corporations declined in recent months. A fall in corporate savings in 2024 and a low
interest coverage ratio strained the debt service capacity. The share of NPLs increased in
2024 albeit from comparatively low levels and is now around the EU median. Profitability
remained robust, but financing conditions stayed tight by historical standards and debt
serviceability continues to be weak as in other euro area countries.

¢ The household debt ratio decreased to 62% of GDP in 2024, still high and above the MIP
threshold of 55%. When expressed as a % of GHDI, it remains among the highest
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household debt ratios observed in the EU at 125% in 2024. Deleveraging was supported
by subdued borrowing activity in a context of elevated inflation. Credit flows are expected
to gradually recover over the next years, slowing down the deleveraging process. At 12%
in 2024, households’ saving rate has returned to its longer-term average. While financial
savings have been volatile, investment in GFCF has remained solid at around 10%.

¢ House prices decreased by 5.2% in 2024, after having fallen by around 9% in 2023, but in
the first half of 2025 hey show signs of moderated growth. The price-to-income ratio was
19 pps. above the long-term average. suggesting house prices are still elevated relative to
income. Overvaluation stood at 10%. Building permits were reduced to 737 m? per 1000
persons, indicating that housing supply remains dynamic (*°).

¢ Government debt remains low. Debt edged up to 26.3% of GDP in 2024 and is forecast
to stay close to that level in 2025 and 2026. The government balance turned into a surplus
of 0.9% of GDP in 2024, while deficits standing below 1% of GDP are expected this year
and next.

e The large financial sector is stable but has substantial exposures to certain sectors. The
banking sector is well capitalised and liquid, and profitability has risen sharply in 2024,
benefiting from higher interest rates. The ratio of non-performing loans has been very low
despite a mild increase in 2024. High household indebtedness, coupled with recent
adjustment of overvalued house prices, represents the main risk for the domestically
oriented banking sector. The credit provision has been very muted in 2024. The financial
sector is also significantly exposed to the commercial real estate sector, although mainly
via large investment funds without a direct link to domestic real estate.

Graph 3.16:Selected graphs, Luxembourg
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(5°) EU last decade average stands at around 450 m?2 per 1000 persons.
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Table 3.16: Key economic and financial indicators, Luxembourg

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 19 17 041 04 09 19
Real GDP per capita (1 year % change) -02 00 -18 -12 -05 04
CDP deflator (1 year % change) 16 53 69 46 30 30
Harmonised index of consumer prices (1 year % change) 19 38 29 23 23 17
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 14 23 39 25 19 18
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 72 6.1 57 55 5.0 43
Qurrent account balance, balance of payments (% of GDP) 42(1) 49 (2) 77 50 68 43 40 47
of which: trade balance (% GDP) 369 382 381 383
of which: income balance (% GDP) -292 -332 -313 -340
Net international investment position (% of GDP) -35% -1617(3) 694 (4) 571 463 476 394 31.8 283
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -37382 -417638 -38508 -40992
Net lending-borrowing (% of GDP) 85 43 68 43
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 9.1 10.8 21.0 242 18.6 10.7
Nominal unit labour cost index per hour worked (1 year % change) 41 46 94 41 41 22
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 15 0.6 -1.5 -24 -3.3 -0.9
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 07 -01 -05 -01 -01 -04
Export performance against advanced economies (3y % change) -3% 27 148 -6.1 -15.9 14 -2.3
Export performance against advanced economies (1 year % change) 12 06 68 -86 38 28
Core inflation differential vis-a-vis the euro area (pps.) 04 03 -11 -03 -05 -03
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 1266 (5) 880(6) 2315 266.7 264.1 271.6 2551 2501
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% -17 15 -100 -17 -64 84
Households and housing market
Household debt, consolidated (% of GDP) +55% 968 (5) 830 (6) 65.1 67.4 63.2 61.6 60.5 59.5
Household debt, consolidated (% of GHDI) 1332 136.7 1296 1250
credit flow, (% debt stock t-1) +14% 73 73 -2.8 12 22 33
House price index, nominal (1 year % change) +9% 76 126 -9.1 -5.2 0.0 3.0
House prices over/undervaluation gap (7) 10 289 204 104
Standardized price-to-income ratio 1154 1433 1316 1194
Building permits (m? per 1000 inh) 1641.1 14033 8985 7370
Government
General government gross debt (% of GDP) 60% 217 245 247 263 2638 274
General government balance (% of GDP) 24 -06 -07 09 -08 -05
Banking sector
Return on equity of banks (%) 55 50 83 89
Tier-1 capital ratio banking sector (% risk-weighted assets) 206 190 185 184
Gross non-performing loans, domestic and foreign entities (% gross loans) 07 07 08 09 09
Cost of borrowing for households for house purchase (%) 17 16 41 40 34
Cost of borrowing for NFCs (%) 13 14 38 42 33
Labour market
Unemployment rate (% labour force Y15-74) +10% 59(8) 56 56 52 6.4 6.6 6.7
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 05 19 1.9 13 1.0 03

Notes: See Annex 1.

Source: Eurostat and ECB; European Commission for forecast figures (Autumn

forecast 2025).
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HUNGARY

In Hungary, core inflation has remained elevated and unit labour costs have continued to
increase significantly, recording one of the largest cumulative increases in the EU over the
past 3 years. The current account balance recorded a surplus in 2024 against the backdrop of
stagnating economic activity, but export performance has worsened recently. The
government deficit narrowed in 2024 but remains significant, contributing to increases in the
government debt-to-GDP ratio in the context of lower nominal GDP growth than in previous
years. After a slow-down in 2023, house prices have picked-up.

Following a contraction in 2023, real GDP grew mildly by 0.6% in 2024. It is expected to grow
by 0.4% in 2025 before accelerating in 2026, with real GDP growth set to reach 2.3%.
Headline inflation decreased strongly, to 3.7% in 2024, but it has rebounded slightly and is
set to stand at 4.5% in 2025. Core inflation also decreased significantly in 2024, to 5.9%. It
has decreased marginally further and is set to stand at 5.3% in 2025, with the core inflation
differential against the euro area remaining high but narrowing from 3.1 pps. in 2024 to 2.8
pps. in 2025. The unemployment rate stood at 4.5% in 2024 and is set to remain stable in
2025.

The scoreboard reading for Hungary shows that three indicators were beyond their indicative
thresholds in 2024, namely nominal unit labour costs, house prices, and government debt.
Relevant developments worth highlighting:

o External sustainability concerns continued to recede somewhat. In 2024, the current
account balance further increased, reaching 1.6% of GDP, from a balanced level in the
previous year, mainly driven by low domestic demand due to stagnating economic activity
and an improvement in the terms of trade. The current account surplus is forecast to
decrease in 2025. The NIIP remained relatively stable, reaching -34.2% of GDP in 2024,
and is projected to reduce.

e Competitiveness concerns persist. In 2024 headline inflation was 3.7%, but an uptick to
4.5% is expected in 2025. Core inflation was close to 6% in 2024 and is expected to drop
by less than 1 pp. in 2025. Last year, the REER depreciated by more than 2%, as the forint
shed value in nominal terms against the main trading partners’ currencies. By mid-2025,
the REER continued to depreciate on account of the NEER component. The recent trend of
strong nominal wage growth continued in 2024 and, together with subdued productivity
growth, pushed ULCs to increase by close to 12%, pushing the 3-year growth to almost
48%. Despite moderating, annual ULC growth is still expected to remain high in 2025, at
around 9%. The 3-year increase in ULCs has been above the scoreboard threshold since
2020. The 3-year change in export market share against advanced economies is flat in
2024, marked by a large in-year drop.

e Despite low levels of non-financial corporate indebtedness, a weak debt service
capacity and low profitability point to weaknesses in the sector. NFC debt stayed broadly
stable at 56% of GDP while credit growth decreased to 3.1%. Bank loan flows to NFCs
have decreased further in recent months. Interest expenses have started to decline
recently, however, so has gross operating surplus. The share of NPLs remained broadly
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stable at slightly above 3% (around the EU median), while bankruptcy filings, which had
grown markedly between mid-2022 and mid-2023, declined somewhat. The profit share
has fallen together with return on equity, and debt service capacity has deteriorated as
savings and the interest coverage ratio decreased.

¢ The household debt ratio remained stable around 17% of GDP (24% of GHDI) in 2024,
among the lowest in the EU. Credit growth accelerated to around 10% of the previous
year's debt stock, which, if it continues, is likely to exert upward pressure on the debt ratio
going forward. At 19% in 2024, the gross saving rate is among the highest in the EU.
While investment in fixed capital is not particularly high in comparison with the EU overall,
Hungary has a very high financial saving rate (13% of adjusted GHDI). The proportion of
non-performing loans to households kept declining and reached around 3% in 2024.

¢ House prices increased by 13.7% in 2024 in nominal terms and maintained a strong
growth in the first half of 2025. The price-to-income ratio was 1 pps. below its long-term
average in 2024, but it takes 14.3 years of income to buy a 100m? apartment, while the
long-term EU average is 8 years, suggesting house prices are elevated relative to income.
Overvaluation stood at 10%. Building permits were low in 2024 (241 m? per 1000
persons), indicating potential supply constraints (*'), which would fuel house price
increases looking ahead. Recent growth in house prices has been supported by subsidised
mortgage programmes and rising household incomes, both of which have boosted
households’ borrowing capacity.

e Government debt is significant and not declining, as fiscal deficits remain high.
Government debt edged slightly up to 73.5% of GDP in 2024, which is still above its pre-
COVID-19 level by some 9 pps. The government deficit fell to 5% of GDP in 2024 but it is
expected to decrease only marginally in 2025 and worsen in 2026. With lower nominal
GDP growth than in previous years, the government debt ratio is forecast to increase
somewhat in 2025 and 2026. Government gross financing needs continue being sizeable.
Yields on Hungarian long-term sovereign bond yields remain among the highest in the
EU. Interest expenditure doubled in recent years to close to 5% of GDP in 2024 and is
expected to remain elevated at some 4% of GDP. A significant share of government debt
is denominated in foreign currencies (around 30% in 2024). Government guarantees are
significant and have been increasing in recent years. An excessive deficit procedure for
Hungary has been in place since July 2024. The fiscal sustainability risks have worsened
and are now high in the medium term, whereas they were previously assessed as
medium (*3).

¢ The financial sector remains sound overall, but some vulnerabilities remain. The Tier 1
capital ratio increased and is close to the EU median. The non-performing loans ratio has
been declining and attained historical lows. Government policies, including specific taxes
on the banking sector and interest rate caps, have had an adverse impact on profitability.
Nevertheless, banks have earned high interest income, and their profitability remained
strong in 2024, well above the EU median. The extensive use of caps on loans and

(54) EU last decade average stands at around 450 m?2 per 1000 persons.

(52) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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deposits rates hampers the functioning of monetary policy. Hungarian banks’ exposure to
domestic sovereign debt is among the highest in the EU and it increased in 2024 because
the government is providing tax incentives for banks to hold more sovereign debt.

Graph 3.17:Selected graphs, Hungary
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Table 3.17: Key economic and financial indicators, Hungary

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 49 22 08 06 04 23
Real GDP per capita (1 year % change) 52 25 -07 09 06 25
GDP deflator (1 year % change) 45 88 151 76 64 43
Harmonised index of consumer prices (1 year % change) 29 78 170 37 45 36
Core inflation (HICP excluding energy, food, alcohol and tobacco) (1 year % change) 20 56 140 59 53 44
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 18 -25 -45 -25 05 04
Qurrent account balance, balance of payments (% of GDP) 01 (1) -18(2) 05 -49 00 16 01 -03
of which: trade balance (% GDP) 43 -14 41 43
of which: income balance (% GDP) -38 -35 -4.1 =27
Net international investment position (% of GDP) -35% -536(3) -105(4) -46.5 -48.4 -39.2 -34.2 =322 -30.0
NENDI - NIIP excluding non-defaultable instruments (% of GDP) -46 -22 -6.7 41
Net lending-borrowing (% of GDP) 21 -28 12 19
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 105 181 36.6 476 403 281
Nominal unit labour cost index per hour worked (1 year % change) 39 80 158 115 87 57
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 0.9 -5.7 103 73 104 16
Real effective exchange rate - 42 trading partners, HIGP deflator (1 year % change) 02 -27 153 -23 08 35
Export performance against advanced economies (3y % change) -3% 28 -0.2 16 03 -0.1 -6.2
Export performance against advanced economies (1 year % change) 09 -11 82 -54 -26 11
Core inflation differential vis-a-vis the euro area (pps.) 09 36 91 31 28 23
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 638(5) 46.1(6) 50.3 60.0 55.6 56.3 541 53.9
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 91 16.7 75 31 37 93
Households and housing market
Household debt, consolidated (% of GDP) +55% 435(5) 330(6) 183 201 16.8 1741 17.8 184
Household debt, consolidated (% of GHDI) 272 291 238 235
credit flow, i (% debt stock t-1) +14% 75 1.9 37 99 111 106
House price index, nominal (1 year % change) +9% 145 143 741 137 15.0 9.0
House prices over/undervaluation gap (7) 29 91 90 105
Standardized price-to-income ratio 968 1042 973 993
Building permits (m? per 1000 inh) 4085 3565 2606 2405
Government
General government gross debt (% of GDP) 60% 68.6 76.3 732 735 73.7 739
General government balance (% of GDP) -22 -69 -68 -50 -46 -5.1
Banking sector
Return on equity of banks (%) 145 108 212 194
Tier-1 capital ratio banking sector (% risk-weighted assets) 156 1741 178 187
Gross non-performing loans, domestic and foreign entities (% gross loans) 60 33 24 22 21
Cost of borrowing for households for house purchase (%) 45 51 98 71 69
Cost of borrowing for NFCs (%) 17 48 127 90 8.1
Labour market
Unemployment rate (% labour force Y15-74) +10% 51(8) 36 39 44 45 45 44
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 36 22 3.0 23 12 08

* If actual data were unavailable at the cut-off date, forecast or nowcast data are presented instead; * Denotes values above prudential thresholds;

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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MALTA

In Malta, economic activity has remained strong and price pressures have been contained,
with core inflation below the euro area average and unit labour costs set to slow down.
External sector developments have been favourable. House price increases have been robust,
but there are no signs of overvaluation. The government deficit narrowed, and government
debt is set to remain broadly stable in 2025 and 2026.

Real GDP growth reached 6.8% in 2024 and is forecast to decrease to 4.0% in 2025 and 3.8%
in 2026. Headline inflation decreased to 2.4% in 2024 and is set to remain unchanged in
2025. Similarly, core inflation decreased significantly and reached 2.1% in 2024, below the
euro area average. It is set to stand at 2.3% in 2025, almost in line with the euro area
average. The unemployment rate stood at 3.1% in 2024 and is set to decrease to 3.0% in
2025.

The scoreboard reading for Malta shows that one indicator was beyond its indicative
threshold in 2024, namely nominal unit labour costs. Relevant developments worth
highlighting:

o External sustainability indicators remained positive. In 2024, the current account surplus
increased, reaching 7.1% of GDP, while it is forecast to fall in 2025. The NIIP decreased in
2024, reaching around 84% of GDP, but remaining one of the highest within the EU. The
NIIP continues to remain above levels suggested by economic fundamentals and is
forecast to increase slightly, also reflecting the country’s position as an international
financial centre.

e Competitiveness pressures are contained. Headline and core inflation have been close to
euro area averages in 2024 and are set to remain so in 2025 as well. Last year, the REER
appreciated slightly on account of the nominal euro gains, but it depreciated by 2% by
mid-2025. ULC grew close to 5% in 2024 (with the 3-year growth standing at 13.6%),
despite robust productivity growth. It is expected to pick up to 6% in 2025, as productivity
is expected to flatten. The 3-year change in export market share against advanced
economies has been positive, in double digits territory.

e The NFC sector remained robust as the non-financial corporate debt-to-GDP ratio
decreased somewhat to 61% in 2024. The debt-to-GDP ratio is expected to broadly stay
at this level over the next years. Credit growth decreased to 4.4% and bank loan flows to
NFCs have declined in recent quarters. Debt service capacity remained solid with the
interest coverage ratio increasing again in 2024 after two years of decline. The share of
NPLs fell further and is now close to the EU median. Similarly, bankruptcies decreased
somewhat. Activity and profitability indicators remained solid and real investment turned
positive again in 2024.

¢ The household debt ratio remained stable at around 47% of GDP (71% of GHDI) in 2024.
Credit growth was dynamic amid low interest rates compared to the rest of the euro area,
but its impact on the debt ratio was counteracted by strong nominal GDP growth. With
real GDP growth decelerating, the debt ratio could start increasing again as of 2025. At
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19% in 2024, the household saving rate stands above its pre-pandemic level and is among
the highest in the EU.

House prices increased by 6.7% in 2024 and continued to grow at a similar pace into
2025. The price-to-income ratio was 7 pps. below the long-term average, suggesting
house prices are moderate relative to income. Undervaluation stood at 13%. Building
permits remain high (2284 m? per 1000 persons), reflecting a significant reaction of supply
to increased demand (**), which may also stem from the population increasing
significantly in the recent years. The recent evolution in house prices has been supported
by the decrease in interest rates combined with rising incomes that led to a 10.4%
increase in borrowing capacity in 2024.

Government debt is limited but deficits are significant, even if declining. Government
debt fell marginally to 46.2% of GDP in 2024. It is forecast to increase marginally in 2025
and 2026. The government deficit receded further to 3.5% of GDP in 2024 and it is
forecast to decline somewhat in 2025 and 2026. An excessive deficit procedure has been
in place for Malta since July 2024.

The financial sector remains sound overall. The banking sector has high levels of
capitalisation, and its profitability remained strong in 2024, though below the EU median.
The non-performing loans ratio has been slightly declining and in line with the EU
median. The financial sector has a relatively high exposure to real estate. Sectoral
systemic risk buffers introduced in 2023 target residential mortgages, enhancing banks'
resilience to potential real estate shocks.

Graph 3.18:Selected graphs, Malta
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Source: Eurostat and European Commission forecasts and calculations.

(53) EU last decade average stands at around 450 m?2 per 1000 persons.
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Table 3.18: Key economic and financial indicators, Malta

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 80 39 106 68 40 38
Real GDP per capita (1 year % change) 43 21 63 39 11 14
GDP deflator (1 year % change) 21 32 52 33 27 22
Harmonised index of consumer prices (1 year % change) 15 25 56 24 24 21
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 12 23 49 21 23 20
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 1.4 12.8 5.0 42 6.1 58
Qurrent account balance, balance of payments (% of GDP) -24 (1) -16(2) 167 82 63 71 49 54
of which: trade balance (% GDP) 206 184 177 186
of which: income balance (% GDP) -38 -102 -114 -115
Net international investment position (% of GDP) -35% -816(3) -231(4) 82.6 106.8 91.8 83.9 86.0 86.8
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 856 1286 1408 1302
Net lending-borrowing (% of GDP) 186 98 75 86
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 6.1 147 38 136 9.1 155
Nominal unit labour cost index per hour worked (1 year % change) 31 46 -17 49 58 40
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 14 -0.8 -0.5 15 -0.7 -0.2
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 06 -11 42 08 -01 00
Export performance against advanced economies (3y % change) -3% 37 8.2 -10.7 13.6 288 179
Export performance against advanced economies (1 year % change) 28 -35 119 84 41 22
Core inflation differential vis-a-vis the euro area (pps.) 02 03 00 -07 -01 -01
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 578(5) 570(6) 73.0 76.6 66.5 61.0 60.2 62.2
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 77 63 66 44 64 109
Households and housing market
Household debt, consolidated (% of GDP) +55% 46.1(5) 399 (6) 52.0 549 481 46.8 47.0 474
Household debt, consolidated (% of GHDI) 847 833 761 712
credit flow, i (% debt stock t-1) +14% 101 6.4 5.0 8.1 72 6.9
House price index, nominal (1 year % change) +9% 5.7 5.1 6.2 6.7 5.0 3.0
House prices over/undervaluation gap (7) 00 28 95 129
Standardized price-to-income ratio 1032 9299 969 926
Building permits (m? per 1000 inh) 36985 25526 2167.7 22837
Government
General government gross debt (% of GDP) 60% 421 496 470 462 47.0 472
General government balance (% of GDP) 20 -70 -44 -35 -32 -28
Banking sector
Return on equity of banks (%) 61 27 106 84
Tier-1 capital ratio banking sector (% risk-weighted assets) 202 221 222 222
Gross non-performing loans, domestic and foreign entities (% gross loans) 31 30 20 19 19
Cost of borrowing for households for house purchase (%) 27 21 22 21 19
Cost of borrowing for NFCs (%) 38 37 50 48 44
Labour market
Unemployment rate (% labour force Y15-74) +10% 33(8) 40 41 35 341 29 238
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 46 38 4.7 5.0 3.0 18

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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THE NETHERLANDS

The current account surplus remains elevated. At the same time, competitiveness indicators
reflect high wage growth. Private sector debt ratios remain high. After correcting in 2023,
house prices rebounded and show signs of overvaluation while credit flows to households
have picked up.

Real GDP growth rebounded to 1.1% in 2024 and is forecast to increase slightly to 1.7% in
2025 and 1.3% in 2026. Headline inflation decreased in 2024, reaching 3.2%, and is set to
stand at 3.0% in 2025. Core inflation decreased significantly to 3.2% in 2024, slightly above
the euro area average. It is set to decrease further to 2.8% in 2025. The unemployment rate
stood at 3.7% in 2024 and is expected to increase slightly to 3.9% in 2025.

The scoreboard reading for The Netherlands shows that six indicators were beyond their
indicative thresholds in 2024, namely the current account surplus, nominal unit labour cost,
the real effective exchange rate, export performance against advanced economies, non-
financial corporations debt, and household debt. Relevant developments worth highlighting:

o External sustainability concerns remained in 2024 and are related to the high and long-
standing current account surplus. In 2024, the current account surplus somewhat reduced,
reaching 9.1% of GDP, due to the resilient domestic demand, but still far exceeding the
levels explained by economic fundamentals. The current account surplus is forecast to
further increase. Following a substantial reduction from a peak of almost 90% of GDP in
2020 to 52% in 2023 due to valuation changes, the NIIP has increased to 62.1% of GDP in
2024. It is forecast to decrease in 2025, despite the high current account surpluses.

e Competitiveness developments reflect high inflation and exports underperformance. In
2024 core inflation was slightly higher than the euro area value, but headline was almost 1
pp. above. For 2025, the positive gap is expected to remain. Last year, the 3-year REER
appreciated by 3.3%, with a year-on-year strengthening of 1% on account of nominal
exchange rate gains of the euro, while the trend continued stronger by mid-2025, also
pushed by a positive inflation differential. ULC increased strongly in 2024, at close to 6%,
driven by robust nominal wage growth and stagnating productivity, with a growth of over
18% over the last 3 years. The 3-year change in export market share evolved negatively,
dropping by almost 5% in 2024.

e Although the profitability and debt service capacity of the non-financial corporate
sector remain robust, debt levels are elevated and bankruptcies have increased. Despite
continued deleveraging, the NFC debt-to-GDP ratio stood at 108.6% in 2024, well above
the MIP threshold. For the coming years, deleveraging is expected to decelerate. Credit
growth remained in negative territory at -1.4%, while bank loan flows to NFCs started to
pick up in recent months. Gross operating surplus increased again in 2024, but so did
interest expenses (which had decreased until 2024-Q1), causing the interest coverage
ratio to remain stable. Bankruptcies increased in 2024 and the gap to new business
registrations widened. Despite a decline, the profit share remained high compared to its
long-term average as did unit profit growth, while investment activity remained weak.
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¢ The household debt ratio decreased in 2024 but remains very high at 93% of GDP (and
140% of GHDI), far above the MIP threshold of 55%. Deleveraging was supported by still
elevated inflation, in spite of dynamic credit flows. Credit flows accelerated markedly in
2024 and are expected to remain solid going forward. The saving rate remains almost 1
pp. above its 2019 level. Real consumption grew in line with real compensation over
2019-24, but less than real disposable income. The increase in savings in 2024 was fully
underpinned by an increase in financial savings, as investment in fixed capital remains
slightly below its pre-pandemic level.

¢ House prices increased by 8.2% in 2024 but accelerated in the first half of 2025. The
price-to-income ratio was 8 pps. above the long-term average, suggesting house prices
are elevated relative to income. Overvaluation stood at 17%. Building permits increased
(534 m? per 1000 persons in 2024 when it was 464 m? in 2023), indicating some rise in
housing supply. The recent evolution in house prices has been supported by the rise in
incomes that led to a 9.2% increase in borrowing capacity in 2024.

e Government debt remains limited. Government debt fell further to 43.7% of GDP in
2024. It is forecast to increase somewhat in 2025 and 2026. A fiscal deficit of 0.9% of GDP
was recorded in 2024; the deficit is expected to worsen visibly this year and next, but to
remain limited and not surpass 3% of GDP. Government guarantees are significant on
account of support for players in the housing market, including social housing. Yields on
Dutch long-term sovereign bonds remain one of the lowest in the euro area.

¢ The financial sector is characterised by sound banks and a complex non-banking sector.
The capitalisation of banks has been stable in 2024 and attained the EU median.
Profitability remained elevated by historical standards also in 2024 but still below the EU
median. The non-performing loans ratio remained very low, but Stage 2 loans increased in
2024. Credit growth has been gradually recovering. High exposure of the financial sector,
including non-banks, to real estate, and particularly to commercial real estate, represents
a risk factor. Non-banks, including investment funds, face increasing regulatory scrutiny.

Graph 3.19:Selected graphs: The Netherlands

a) Decomposition of external position (current and b) Decomposition of debt by sector
capital accounts)
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Source: Eurostat and European Commission forecasts and calculations.
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Table 3.19: Key economic and financial indicators, The Netherlands

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 25 24 -06 11 17 13
Real GDP per capita (1 year % change) 18 17 -16 04 12 08
CDP deflator (1 year % change) 23 38 63 57 32 33
Harmonised index of consumer prices (1 year % change) 19 51 41 32 30 25
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 12 28 64 32 28 27
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 75 74 8.8 8.4 9.2 93
Qurrent account balance, balance of payments (% of GDP) 10(1) -08(2) 79 76 94 91 92 95
of which: trade balance (% GDP) 104 96 99 110
of which: income balance (% GDP) -25 -20 -05 -19
Net international investment position (% of GDP) -35% -942(3) 251 (4) 53.8 721 521 621 55.2 60.5
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -91 70 132 170
Net lending-borrowing (% of GDP) 73 114 92 89
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 39 99 9.8 18.3 20.2 144
Nominal unit labour cost index per hour worked (1 year % change) 21 27 86 62 42 34
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 13 31 24 33 -0.7 15
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 08 11 10 09 05 04
Export performance against advanced economies (3y % change) -3% 3.2 49 -4.7 -4.6 -22 01
Export performance against advanced economies (1 year % change) 15 11 -22 -17 04 00
Core inflation differential vis-a-vis the euro area (pps.) 02 08 14 03 04 06
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 767 (5) 1090 (6) 139.3 1341 117.7 108.6 106.0 1043
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 0.1 53 -03 -14 36 44
Households and housing market
Household debt, consolidated (% of GDP) +55% 479(5) 705 (6) 1117 107.3 96.0 932 924 91.9
Household debt, consolidated (% of GHDI) 1714 1595 1431 1397
credit flow, i (% debt stock t-1) +14% 23 36 1.0 38 4.0 4.0
House price index, nominal (1 year % change) +9% 8.2 119 -1.9 8.2 9.0 6.0
House prices over/undervaluation gap (7) 42 127 133 172
Standardized price-to-income ratio 945 1091 106.0 1084
Building permits (m? per 1000 inh) 6694 6950 4643 5335
Government
General government gross debt (% of GDP) 60% 51.8 50.8 4538 437 452 479
General government balance (% of GDP) 16 -20 -04 -09 -19 =27
Banking sector
Return on equity of banks (%) 82 64 109 106
Tier-1 capital ratio banking sector (% risk-weighted assets) 189 192 186 193
Gross non-performing loans, domestic and foreign entities (% gross loans) 19 15 13 14 13
Cost of borrowing for households for house purchase (%) 24 20 38 39 34
Cost of borrowing for NFCs (%) 13 12 40 42 32
Labour market
Unemployment rate (% labour force Y15-74) +10% 36(8) 51 42 36 37 39 41
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 08 12 21 18 1.0 04

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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AUSTRIA

Against the backdrop of persistent inflationary pressures, concerns about competitiveness
developments remain. While the core inflation differential against the euro area has
narrowed, unit labour costs have continued to grow significantly. While the current account
surplus was stable in 2024, export performance was weak. The government deficit widened
in 2024, with further deficits set to contribute to increases in the government debt-to-GDP
ratio in the coming years.

Real GDP contracted by 0.7% in 2024 and is forecast to broadly stagnate in 2025 (0.3%)
before accelerating in 2026 by 0.9%. Headline inflation decreased strongly to 2.9% in 2024. It
rebounded and is set to stand at 3.5% in 2025. Core inflation also decreased significantly to
3.9% in 2024. It decreased further and is set to stand at 3.1% in 2025, with the core inflation
differential against the euro area narrowing. The unemployment rate stood at 5.2% in 2024
and is expected to increase slightly to 5.6% in 2025.

The scoreboard reading for Austria shows that three indicators were beyond their indicative
thresholds in 2024, namely nominal unit labour costs, export performance against advanced
economies, and government gross debt. Relevant developments worth highlighting:

o External sustainability indicators continue to strengthen. The current account surplus
remained stable from 1.6% of GDP in 2023 to 1.5% of GDP in 2024, still mainly reflecting
the weak domestic demand due to the recession. The surplus is forecast to further reduce
in 2025. The NIIP increased by almost 7 pps. to 23.9% of GDP in 2024, mainly due to
valuation effects and the current account surplus but is expected to decrease in 2025.

e Competitiveness developments are marked by high inflation and ULC growth and export
underperformance. In 2024, both headline and core inflation were above the euro area
values and are expected to stay there in 2025 as well. Last year, the REER appreciated
slightly and continued the trend in the first half of 2025 as well, pushed mainly by nominal
euro gains. The 3-year change in ULC cumulated to 20% in 2024, with an annual increase
of 8% last year alone, as productivity dropped on account of subdued economic activity
while nominal wage increases were robust to catch up with high past inflation. The 3-year
change in export market share was negative in 2024, marked by a large in-year drop.

e The profitability of the non-financial corporate sector has been low and debt service
capacity has weakened. In 2024, NFC debt-to-GDP remained around 70% while credit
growth decreased slightly to 0.8%. For this year and next, debt-to-GDP is expected to
decrease further despite a mild increase in credit growth. In 2024, economic activity has
remained subdued, accompanied by low business sentiment. The interest coverage ratio
continued to decline reaching its lowest level in over two decades in 2024-Q3 but has
shown a slight improvement since. Profit indicators have further deteriorated from already
low levels, with the profit share about 10 pps. below its long-term average and negative
unit profit growth, but there have been signs of stabilisation in recent quarters. NPLs and
bankruptcies increased, albeit from a low level, with the share of corporate NPLs reaching
4.4% by the end of the 2024.
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e The household debt ratio continued to decrease in 2024 reaching 43% of GDP (56% of
GHDI), a moderate level. Household borrowing remained negative but is expected to
slowly recover going forward. At 17% of adjusted GHDI in 2024, the saving rate stands
solidly above its pre-pandemic level and its longer-term average since 2000. Contrary,
investment in gross fixed capital formation by households remains slightly below its pre-
pandemic level.

e House prices decreased by 0.4% in 2024 after having fallen by some 3% in 2023. In the
first half of 2025, the fall in house prices appears to have ended, and house price growth
restarted. The price-to-income ratio was 16 pps. above the long-term average, suggesting
house prices are slightly elevated relative to income. Overvaluation stood at 17% in 2024.
After a strong decline in 2023, building permits reduced further in 2024 (from 707 m? per
1000 persons in 2022 to 471 m? in 2023 and 425 m? in 2024), indicating potential supply
constraints (*%).

¢ Government debt is significant and is increasing with the large deficits. Government debt
increased to 79.9% of GDP in 2024, which is some 9 pps. above its pre-COVID-19 level, in
part reflecting the recession of the past two years. Moreover, debt is expected to increase
further in 2025 and 2026. The government deficit increased to 4.7% of GDP in 2024 and is
forecast to recede slightly to 4.4% in 2025 and 4.1% in 2026. Gross financing needs are
sizeable despite an average debt maturity that is the highest in the euro area.
Nonetheless, spreads on Austrian long-term sovereign bonds compared with the best rate
euro area sovereign debt remain limited and have narrowed marginally in 2024 and
further in 2025. An excessive deficit procedure for Austria has been in place since this July.
Government guarantees have been among the largest in the EU. The fiscal sustainability
risks have worsened and are now high in the medium term, whereas they were previously
assessed as medium (*°).

¢ The financial sector remains stable. The Tier 1 capital ratio remained stable in 2024, while
profitability remained strong by historical standards, though below the EU median. The
non-performing loans ratio kept mildly increasing, while the Stage 2 ratio decreased but
remained well above the EU median. The provision of credit, notably mortgages, has
further declined. The existing exposure of the banking sector to Russia, though
decreasing, represents a source of risk.

(54) EU last decade average stands at around 450 m?2 per 1000 persons.

(55) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.20:Selected graphs: Austria
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Table 3.20: Key economic and financial indicators, Austria

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 22 12 -08 -07 03 09
Real GDP per capita (1 year % change) 16 05 -16 -12 00 06
GDP deflator (1 year % change) 14 341 72 44 36 28
Harmonised index of consumer prices (1 year % change) 19 42 77 29 35 24
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 19 31 73 39 31 27
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 16 20 0.7 06 14 13
Qurrent account balance, balance of payments (% of GDP) 12(1) 08(2) 15 13 16 15 10 15
of which: trade balance (% GDP) 31 10 17 24
of which: income balance (% GDP) -16 02 00 -08
Net international investment position (% of GDP) -35% -830(3) 208 (4) 75 141 175 239 217 219
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -42 -46 -57 -18
Net lending-borrowing (% of GDP) 13 13 21 13
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 5.0 9.8 101 19.6 211 14.0
Nominal unit labour cost index per hour worked (1 year % change) 18 29 84 80 35 20
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 24 15 18 24 22 13
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 07 00 38 07 08 0.1
Export performance against advanced economies (3y % change) -3% 13 -13 -1.9 -4.1 -0.4 =31
Export performance against advanced economies (1 year % change) 06 -15 33 -39 -10 05
Core inflation differential vis-a-vis the euro area (pps.) 08 11 24 11 07 06
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 719(5) 723(6) 727 76.9 713 69.5 67.8 67.8
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 37 54 13 08 16 42
Households and housing market
Household debt, consolidated (% of GDP) +55% 496 (5) 70.1(6) 49.7 50.9 446 428 415 408
Household debt, consolidated (% of GHDI) 696 688 606 559
credit flow, i (% debt stock t-1) +14% 29 34 -16 -04 08 18
House price index, nominal (1 year % change) +9% 5.7 10.2 -29 -04 3.0 20
House prices over/undervaluation gap (7) 95 273 240 166
Standardized price-to-income ratio 1128 1308 1245 1159
Building permits (m? per 1000 inh) 9356 8364 4709 4249
Government
General government gross debt (% of GDP) 60% 74.9 81.2 77.8 79.9 814 82.8
General government balance (% of GDP) 00 -58 -26 -47 -44 -4.1
Banking sector
Return on equity of banks (%) 84 67 16 100
Tier-1 capital ratio banking sector (% risk-weighted assets) 161 173 187 186
Gross non-performing loans, domestic and foreign entities (% gross loans) 28 19 22 24 24
Cost of borrowing for households for house purchase (%) 18 15 39 40 34
Cost of borrowing for NFCs (%) 15 16 45 48 37
Labour market
Unemployment rate (% labour force Y15-74) +10% 51(8) 53 5.7 51 52 56 55
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 1.0 0.1 18 1.0 1.0 08

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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POLAND

While inflation has come down, concerns about competitiveness remain. The real effective
exchange rate has appreciated significantly and, despite slowing down, the growth in unit
labour costs has remained high. At the same time, Poland has gained export market share
against advanced economies over the past years but the current account balance is
worsening and set to get into a small deficit. Government debt has continued to increase
due to large fiscal deficits which partly reflect defence spending.

Real GDP growth increased to 3.0% in 2024 and is forecast to increased further to 3.2% in
2025 and 3.5% in 2026. Headline and core inflation decreased strongly in 2024, reaching
3.7% and 3.9% respectively. They decreased further and are set to stand at 3.4% and 2.8%
respectively in 2025, with the core inflation differential against the euro area hence
narrowing from 1.1 pps. in 2024 to 0.3 pps. in 2025. The unemployment rate stood at 2.9% in
2024 and is expected to increase slightly to 3.1% in 2025.

The scoreboard reading for Poland shows that three indicators were beyond their indicative
thresholds in 2024, namely the real effective exchange rate, nominal unit labour costs, and
house prices. Relevant developments worth highlighting:

o External sustainability indicators remained close to balance in 2024. The current account
was balanced in 2024, decreasing from a surplus of 1.6% in 2023 and is expected to be in
deficit in 2025 and 2026. The NIIP increased in 2024, reaching -28.3% of GDP, mainly due
to nominal growth and valuation effects, and remains close to these levels. The NIIP
excluding non-defaultable instruments (NENDI) remained positive at 7% of GDP in 2024.

e Competitiveness concerns remain. In 2024, headline and core inflation were close to 4%,
and while in 2025 the core inflation is expected to decelerate, headline inflation is not set
to change substantially. The REER appreciated by almost 18% over 2021-2024
cumulatively, with a gain of 7% in 2024 alone. It was pushed mainly by a strong zloty,
marking the highest appreciation in the EU. By mid-2025, the REER continued
appreciating, albeit at a slower pace. Despite robust productivity gains, ULC increased by
6% in 2024, on account of the double digits nominal wage growth. ULC change reached
31% over 2021-2024 cumulatively. As productivity is set to remain strong and nominal
wage increases to moderate sightly, ULC are projected to grow by 5% in 2025. In terms of
export market share against advanced economies, Poland continues to perform strongly.

e A high and increasing share of NPLs points to some weakness in the non-financial
corporate sector despite low indebtedness and sound profitability. The NFC debt-to-GDP
ratio decreased slightly to 31.2% and is expected to hover around 30% over the next 1-2
years. Credit growth stood at 5.6% and bank loan flows to NFCs have been increasing
since mid-2023. The interest coverage ratio decreased further in 2024 but remained high
compared to other EU countries. The share of NPLs to the NFC sector increased
considerably in 2024 from 5% in 2024-Q1 to 6.2% in 2024-Q4 and is now among the
highest in the EU while bankruptcies stayed broadly unchanged. The profit share dropped
sharply in 2023 but was back to about its pre-pandemic level by the end of 2024. Activity
and sentiment indicators remained muted.
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e The already low household debt ratio continued to decline in 2024, though at a slower
speed, and reached 23% of GDP (31% of GHDI). Net credit flows remained sluggish in a
context of still high borrowing costs. After a substantial drop over 2022-23 associated
with high inflation, the saving rate rebounded strongly in 2024. NPLs to households
continue to decline but are still significant at around 3.5% of all bank loans to households
in 2024.

¢ House prices increased by 15.0% in 2024 but were decelerating in the first half of 2025.
The price-to-income ratio was 11 pps. below its long-term average, but it takes 11.8 years
of income to buy a 100m? apartment, while the long-term EU median is 8 years,
suggesting house prices are high relative to average income. Overvaluation stood at 2%.
Building permits were relatively high (637 m? per 1000 persons, compared to the long-
term EU average of around 450 m? per 1000 persons), indicating a dynamic housing
supply. The recent evolution in house prices has been supported by the decrease in
interest rates combined with rising incomes that led to a strong increase in borrowing
capacity in 2024 (+20.8%).

e Government debt remains moderate but is increasing fast, driven by continued high
deficits. Debt increased to 55.1% of GDP in 2024, which is some 10 pps. above its pre-
COVID-19 level. Moreover, it is forecast to increase again in 2025 and 2026. The fiscal
deficit increased to 6.5% of GDP in 2024 and is forecast to remain high this year and next.
Gross financing needs have been rising and have become sizeable, and above the EU
average, on account of those large deficits and an average debt maturity that is one of
the lowest in the EU. Yields on Polish sovereign long-term bonds declined in comparison
with the best rated sovereign debt in the course of 2025. Interest expenditure has been
clearly rising. A significant, albeit stable, share of government debt is denominated in
foreign currencies. An excessive deficit procedure for Poland has been in place since July
2024. The fiscal sustainability risks have worsened and are now high in the medium term,
whereas they were previously assessed to be medium (*°).

e The financial sector remains stable. Profitability and capital ratio of banks remained
strong in 2024 and are close the EU median. The future profitability of banks is still subject
to legal risks related to previously granted foreign currency mortgages. The NPLs ratio
slightly decreased in 2024 but at 3.9% is the highest in the EU. Credit dynamics showed
signs of recovery in 2024, especially for the corporate sector. Polish banks' exposure to
domestic sovereign debt is significant and among the highest in the EU, which represents
a potential source of risk.

(%) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.21:Selected graphs, Poland

a) Decomposition of rate of change of ULC b) Nominal house price index
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Table 3.21: Key economic and financial indicators, Poland

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 53 33 02 30 32 35
Real GDP per capita (1 year % change) 53 35 06 33 35 37
CDP deflator (1 year % change) 20 67 99 38 36 31
Harmonised index of consumer prices (1 year % change) 16 73 109 37 34 29
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 09 63 93 39 28 26
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -1.2 0.0 -0.7 -0.1 06 -0.1
Qurrent account balance, balance of payments (% of GDP) 041(1) 03(2) -12 -04 16 03 -01 -05
of which: trade balance (% GDP) 28 36 59 40
of which: income balance (% GDP) -40 -40 -43 -37
Net international investment position (% of GDP) -35% -594 (3) -43(4) -55.0 -39.9 -31.8 -28.3 -30.0 -28.5
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -147 -05 6.1 70
Net lending-borrowing (% of GDP) 03 05 17 06
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 5.7 141 251 30.7 269 149
Nominal unit labour cost index per hour worked (1 year % change) 23 55 139 6.1 50 31
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) -0.2 0.2 9.3 175 179 9.9
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 09 00 106 70 22 06
Export performance against advanced economies (3y % change) -3% 138 15.9 77 58 741 14
Export performance against advanced economies (1 year % change) 46 38 72 -10 10 0.1
Core inflation differential vis-a-vis the euro area (pps.) -01 42 43 11 04 05
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 684 (5) 317(6) 403 37.6 323 31.2 30.8 305
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 48 56 31 56 8.1 78
Households and housing market
Household debt, consolidated (% of GDP) +55% 451(5) 217(6) 345 308 236 227 219 212
Household debt, consolidated (% of GHDI) 481 433 336 310
credit flow, i (% debt stock t-1) +14% 57 09 -0.2 33 33 33
House price index, nominal (1 year % change) +9% 6.4 105 8.8 15.0 6.0 5.0
House prices over/undervaluation gap (7) 114 34 46 19
Standardized price-to-income ratio 862 897 86.7 893
Building permits (m? per 1000 inh) 6218 7430 5395 6369
Government
General government gross debt (% of GDP) 60% 479 52.8 495 551 59.5 64.9
General government balance (% of GDP) -08 -40 -52 -65 -68 -63
Banking sector
Return on equity of banks (%) 69 51 16 146
Tier-1 capital ratio banking sector (% risk-weighted assets) 161 166 181 181
Gross non-performing loans, domestic and foreign entities (% gross loans) 63 51 41 39 39
Cost of borrowing for households for house purchase (%) 44 48 83 77 71
Cost of borrowing for NFCs (%) 36 42 87 77 74
Labour market
Unemployment rate (% labour force Y15-74) +10% 29(8) 41 32 28 29 341 341
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 24 28 43 18

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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PORTUGAL

External sustainability has improved further while public and private debt ratios have
continued to decrease. Following a rebound in 2023, the current account has strengthened
further in 2024, and external indebtedness has declined. The government debt-to-GDP ratio
has fallen further and is set to continue decreasing, with the government budget recording a
surplus in 2024, and expected to remain close to balance in the coming years. House prices
remain overvalued as house price growth accelerated in nominal and real terms.

Real GDP growth stood at 2.1% in 2024 and is forecast at 1.9% in 2025, before increasing to
2.2% in 2026. Headline and core inflation decreased in 2024, both reaching 2.7%. They have
decreased further since and are set to reach 2.2% and 2.3% in 2025 respectively, almost in
line with the euro area averages. The unemployment rate stood at 6.5% in 2024 and is
expected to marginally decrease in 2025, to 6.3%.

The scoreboard reading for Portugal shows that four indicators were beyond their indicative
thresholds in 2024, namely the net international investment position, nominal unit labour
cost growth, house prices, and government debt. Relevant developments worth highlighting:

e External sustainability continues to improve. The current account surplus further
increased from 0.5% of GDP in 2023 to 2.1% in 2024, mainly due to larger net exports of
services and a reduction in the primary income deficit. The surplus is forecast to
somewhat reduce in 2025. The NIIP continued to increase from -72.3% in 2023 to -58.3%
in 2024, mainly due to valuation effects and nominal growth, and a further increase is
expected for 2025.

e Competitiveness challenges remain contained. The REER stayed flat in 2024 and was
broadly stable by mid-2025, despite the strong euro. In spite of sizeable productivity
gains, ULC rose by close to 6% in 2024 as nominal wage growth was strong, but they are
set to decelerate in 2025. Over the last three years, nominal ULC per hour grew by almost
18%, exceeding the MIP threshold of 9%. At 17% in 2024, the 3-year change in export
market share is one of the highest in the EU.

¢ The non-financial corporate debt-to-GDP ratio continued to fall reaching 66.3% in 2024
and is expected to stay around 65% in the coming years. Credit growth increased but, at
1.9%, remained subdued. Bank loan flows to NFCs been have increasing since the
beginning of 2025 suggesting that credit growth will pick up in 2025. Debt service
capacity declined in 2024 as savings fell and the interest coverage ratio decreased further.
Despite comparatively weak activity and a slight deterioration in profit indicators, real
investment growth turned positive again in 2024.

¢ The household debt ratio continued to decline in 2024, though at a slower speed than in
previous years, and reached 53% of GDP (66% of GHDI), just below the MIP threshold of
55% of GDP, and 16 pps. less than four years ago. Net credit flows recovered dynamically
but their impact on the debt ratio was cushioned by still elevated inflation. With inflation
coming down and net credit flows continuing to grow, the debt ratio is likely to rebound
somewhat as of 2025.
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¢ House prices increased by 9.1% in 2024 and accelerated further in the first half of 2025.
The price-to-income ratio was 25 pps. above the long-term average, suggesting house
prices are becoming elevated relative to income. Overvaluation stood at 23%. Building
permits were high (655 m? per 1000 persons), indicating that housing supply is dynamic
(*"). The recent evolution in house prices has been supported by the decrease in interest
rates combined with rising incomes that led to a 11.6% increase in borrowing capacity in
2024, as well as tourism-related demand for short-term rents. Looking ahead, as interest
rates decline and incomes are expected to rise, borrowing capacity is likely to strengthen,
making credit-financed home purchases more accessible and potentially supporting
further house price growth.

¢ Government debt is high but declining. Government debt fell further to 93.6% of GDP in
2024, which is some 23 pps. below its pre-COVID-19 level. Government debt is forecast to
continue declining in 2025 and 2026. A budget surplus of 0.5% of GDP was recorded in
2024 and a balanced budget is forecast for 2025. Spreads on Portuguese long-term
sovereign bonds compared with the best rated euro area sovereign debt have been
overall stable and contained in 2025, after declining in previous years amid a series of
upgrades by major credit rating agencies. Gross financing needs are limited. Fiscal
sustainability risks are now medium in the medium term, whereas they were previously
assessed to be high (9).

e The financial sector developed positively in 2024, while some moderate vulnerabilities
remain. Banks' capital ratio and profitability attained the EU median in 2024. The non-
performing loans ratio keeps declining but remains slightly above the EU median, as do
Stage 2 loans. Credit dynamics remained moderate in 2024 while growth picked up in the
first half of 2025. Risks associated with financial and public sector feedback loops have
further decreased.

Graph 3.22:Selected graphs, Portugal

a) Housing market b) Decomposition of debt by sector
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(57) EU last decade average stands at around 450 m?2 per 1000 persons.

(%) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Table 3.22: Key economic and financial indicators, Portugal

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 30 12 31 24 19 22
Real GDP per capita (1 year % change) 30 08 20 10 12 16
GDP deflator (1 year % change) 17 31 75 48 32 28
Harmonised index of consumer prices (1 year % change) 10 29 53 27 22 20
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 08 16 54 27 23 21
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 11 -03 -0.7 0.2 13 1.5
Qurrent account balance, balance of payments (% of GDP) -12(1) 11(2) 10 -11 05 21 12 12
of which: trade balance (% GDP) 12 -21 15 23
of which: income balance (% GDP) -02 10 -10 -02
Net international investment position (% of GDP) -35% -569(3) -144(4) -105.5 =929 =723 -58.3 -54.9 -50.3
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -529 -356 -187 -91
Net lending-borrowing (% of GDP) 20 0.1 20 31
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 6.5 13.2 125 17.8 205 139
Nominal unit labour cost index per hour worked (1 year % change) 29 38 86 58 49 26
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 0.8 -1.9 -1.4 0.6 -0.3 -0.2
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 00 -09 22 03 -03 00
Export performance against advanced economies (3y % change) -3% 6.5 -5.8 17.0 17.3 1.3 54
Export performance against advanced economies (1 year % change) 23 -06 78 17 08 07
Core inflation differential vis-a-vis the euro area (pps.) -02 -04 04 -01 -02 00
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 538(5) 588(6) 88.1 86.3 70.0 66.3 65.4 64.8
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% -08 33 02 19 45 49
Households and housing market
Household debt, consolidated (% of GDP) +55% 336(5) 310(6) 65.6 649 541 525 537 552
Household debt, consolidated (% of GHDI) 840 797 699 659
credit flow, i (% debt stock t-1) +14% 09 29 -0.4 4.0 74 8.1
House price index, nominal (1 year % change) +9% 9.8 103 8.2 9.1 16.0 9.0
House prices over/undervaluation gap (7) 52 128 215 230
Standardized price-to-income ratio 1000 1191 1246 1246
Building permits (m? per 1000 inh) 4383 5884 6334 6545
Government
General government gross debt (% of GDP) 60% 1211 1231 96.9 93.6 913 89.2
General government balance (% of GDP) -11 -30 13 05 00 -03
Banking sector
Return on equity of banks (%) 21 45 138 144
Tier-1 capital ratio banking sector (% risk-weighted assets) 145 164 179 190
Gross non-performing loans, domestic and foreign entities (% gross loans) 96 38 27 24 23
Cost of borrowing for households for house purchase (%) 15 12 41 39 30
Cost of borrowing for NFCs (%) 26 23 54 53 40
Labour market
Unemployment rate (% labour force Y15-74) +10% 59(8) 7.7 6.7 6.5 6.5 6.3 6.2
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 21 05 4.0 32 26 17

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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ROMANIA

Risks related to external sustainability and competitiveness remain. Large fiscal deficits have
fuelled domestic demand and contributed to large current account deficits. Core inflation
has remained elevated, and the real effective exchange rate has appreciated further. With
high wage increases, Romania recorded the highest increase in unit labour costs in the EU in
2024. At the same time, external indebtedness has remained stable against the backdrop of
strong nominal GDP growth.

Real GDP growth stood at 0.9% in 2024 and is forecast to remain subdued, at 0.7% in 2025
and 1.1% in 2026. Headline inflation decreased to 5.8% in 2024. It has rebounded and is set
to stand at 6.7% in 2025. While decreasing, core inflation remained elevated in 2024, at 8.4%.
It has decreased further and is forecast to stand at 6.5% in 2025, with the core inflation
differential against the euro area remaining high but narrowing from 5.5 pps. in 2024 to 4.1
pps. in 2025. The unemployment rate stood at 5.4% in 2024 and is expected to increase
moderately to 6.1% in 2025.

The scoreboard reading for Romania shows that three indicators were beyond their
indicative thresholds in 2024, namely the net international investment position, the current
account deficit, and nominal unit labour costs. Relevant developments worth highlighting:

e Large current account deficits raise concerns about external sustainability. Large fiscal
deficits have fuelled domestic demand growth in recent years, resulting in sizeable current
account deficits, which markedly exceeded estimated current account benchmarks. The
current account deficit remained substantial and increased to 8.2% in 2024, up from 6.7%
in 2023. The deficit is forecast to improve as import-heavy private consumption is set to
decelerate significantly in 2025 and 2026 due to sizeable fiscal consolidation measures. A
growing cost of government debt adds to the primary income deficit. Large fiscal deficits
keep the economy heavily reliant on external financing. Capital transfers from the EU,
including the RRF, and foreign direct investment covered slightly more than half of
external financing needs in 2024. Substantial foreign exchange reserves and EU funds
inflows mitigate the immediate risks of liquidity drying out. The net international
investment position (NIIP), which stood at close to -41% of GDP in 2024, remains broadly
stable, owing to strong nominal growth. The NIIP seems unlikely to improve substantially,
as nominal growth is slowing down and external financing needs remain substantial. The
composition of the NIIP is dominated by non-defaultable instruments, notably FDI.

e Competitiveness concerns persist due to significant inflation differentials and high wage
increases, which are however moderating markedly. In 2024 both headline and core
inflation were the highest in the EU. In 2025 they are set to remain high, on account of the
phasing-out of energy support measures and VAT and excise duty increases. Last year, the
REER appreciated by close to 3%; both the nominal appreciation of the Romanian leu and
positive inflation differentials contributed. By mid-2025 the REER continued to appreciate,
albeit at a slower pace. ULC increased by 18% in 2024 (the highest annual increase in the
EU), as nominal wage increases were strong and productivity decreased, pushing the 3-
year increase to more than 50%. The 3-year change in export market share remained
positive in 2024, although in-year losses were registered.



3. Country sections

e Despite some weaknesses in economic activity, the non-financial corporate sector
remained robust with low leverage and comparatively favourable financing conditions.
NFC debt stayed relatively constant at close to 28% of GDP, the lowest level in the EU and
is expected to mildly decrease in the next years. In 2024 credit growth decreased slightly
to 10.1%. Although bank loan flows to NFCs have decelerated in recent months, they have
remained strong, indicating that credit growth is likely to remain robust in 2025. The share
of NPLs increased mildly throughout 2024, while bankruptcies stayed broadly unchanged.
Activity indicators have remained below their long-term averages.

¢ The household debt ratio remained stable at around 13% of GDP (19% of GHDI) in 2024,
the lowest level in the EU. Net credit flows recovered strongly to 11% of the previous
year's debt stock in 2024, not far away from the MIP threshold of 14%. As a proportion of
GDP, however, their magnitude remains small and for the time being insufficient to push
the debt ratio upward in a context of still high inflation. According to the non-financial
sectoral accounts data, the gross saving rate has been negative for the last 18 years (with
the exception of 2020 due to forced saving) (*°). It improved to -1% in 2024 after two
years of high inflation, but remains a concern for the resilience of the household sector.
While non-financial saving (mostly investment in homes) is around the EU average, at
around 10% of GHDI, financial savings are consistently and significantly negative. Non-
performing loans to households continue to decline but are still significant at around
3.5% of all bank loans to households in 2024.

¢ House prices increased by 5% in 2024 and continued to grow at a similar pace into 2025.
The price-to-income ratio was 53 pps. below the long-term average. Undervaluation
stood at 26%. Building permits were low (462 m? per 1000 persons), indicating limited
increases in supply. The recent evolution in house prices has been supported by the
decrease in interest rates combined with rising incomes that led to a strong increase in
borrowing capacity in 2024 (+28%).

¢ Government debt remains moderate but is increasing fast as fiscal deficits have been
very high recently. Debt increased further to 54.8% of GDP in 2024, which is some 20 pps.
above its pre-COVID-19 level, and government debt is forecast to increase further in 2025
and 2026. The government deficit rose to 9.3% of GDP in 2024 and is forecast to decline
gradually to about 6% in 2026 due to several fiscal adjustment packages. Gross financing
needs continue being sizeable and above the EU average. Romanian long-term sovereign
bond yields are the highest in the EU and spreads against the best rated sovereign debt
of the EU increased in 2025, especially around the election period. Interest expenditure
has been rising too, doubling to around 3% of GDP in 2025 from a few years ago. A very
significant share of government debt is denominated in foreign currencies (over half of it
in recent years). An excessive deficit procedure for Romania has been ongoing since 2020.
Short-term fiscal sustainability risks have worsened and are now high, whereas they were
previously assessed as being low, and remain high in the medium term (%9).

(59) Household statistics might be distorted by measurement issues, as data from the financial transactions accounts
imply a positive gross savings ratio since 200g9.

(°) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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¢ The financial sector is stable but subject to moderate risks in specific asset categories.
The Tier 1 capital ratio and profitability remained strong in 2024, well above the EU
median. The non-performing loans ratio of the banking sector remained stable in 2024,
and 2.7% above the EU median. Credit growth rates remained high in 2024 but
decelerated in 2025. Romanian banks' exposure to domestic sovereign debt is rather
significant and the highest in the EU, partly due to shallow financial markets, and has
increased in recent years. This represents a risk factor in face of increasing government

indebtedness.

Graph 3.23:Selected graphs, Romania
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Table 3.23: Key economic and financial indicators, Romania

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 59 20 23 09 07 11
Real GDP per capita (1 year % change) 64 26 22 10 09 12
GDP deflator (1 year % change) 60 72 124 96 78 68
Harmonised index of consumer prices (1 year % change) 30 6.1 97 58 67 59
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 18 37 97 84 65 56
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -3.2 -6.0 -78 -8.1 <75 -74
Qurrent account balance, balance of payments (% of GDP) -02(1) -13(2) -42 -73 -67 -82 =77 -62
of which: trade balance (% GDP) -34 -57 -49 -60
of which: income balance (% GDP) -08 -16 -18 -22
Net international investment position (% of GDP) -35% -543(3) -80(4) -46.7 -46.2 -41.6 -413 -45.7 -473
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -62 <71 -65 -84
Net lending-borrowing (% of GDP) -30 -53 -39 -67
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 241 18.9 30.2 51.0 452 311
Nominal unit labour cost index per hour worked (1 year % change) 76 6.1 159 180 6.1 46
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) -2.0 24 6.8 9.7 8.2 8.2
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 01 09 55 27 26 28
Export performance against advanced economies (3y % change) -3% 115 53 6.8 20 42 3.0
Export performance against advanced economies (1 year % change) 30 12 54 -26 38 36
Core inflation differential vis-a-vis the euro area (pps.) 07 17 47 55 41 34
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 66.0(5) 26.1(6) 327 314 284 277 27.0 264
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 21 102 116 101 92 87
Households and housing market
Household debt, consolidated (% of GDP) +55% 513(5) 159(6) 158 153 127 125 128 131
Household debt, consolidated (% of GHDI) 243 228 195 185
credit flow, i (% debt stock t-1) +14% 7.7 58 43 109 11.0 106
House price index, nominal (1 year % change) +9% 5.0 54 33 5.0 5.0 5.0
House prices over/undervaluation gap (7) 77 -129 -209 -259
Standardized price-to-income ratio 699 603 514 471
Building permits (m? per 1000 inh) 5423 5916 4563 4618
Government
General government gross debt (% of GDP) 60% 35.0 479 493 54.8 59.1 61.1
General government balance (% of GDP) -32 -77 -6.7 -93 -84 -62
Banking sector
Return on equity of banks (%) 125 126 168 177
Tier-1 capital ratio banking sector (% risk-weighted assets) 181 205 199 209
Gross non-performing loans, domestic and foreign entities (% gross loans) 53 34 25 26 27
Cost of borrowing for households for house purchase (%) 49 48 73 64 59
Cost of borrowing for NFCs (%) 54 57 90 82 90
Labour market
Unemployment rate (% labour force Y15-74) +10% 57(8) 54 58 56 54 6.1 58
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 29 3.0 27 18 02 0.1

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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SLOVENIA

With inflation coming down, competitiveness concerns have reduced. The real effective
exchange rate depreciated slightly in 2024, and unit labour costs slowed down despite still
high nominal wage increases. External sustainability remains strong, with the current account
recording a surplus of 4.5% of GDP in 2024. The government deficit narrowed in 2024, and
government debt is set to decrease in the next years.

Real GDP growth stood at 1.7% in 2024 and is forecast to decrease to 1.0% in 2025 before
rebounding to 2.4% in 2026. Headline and core inflation decreased significantly in 2024, to
2.0% and 2.9% respectively. Headline inflation rebounded slightly and is forecast to stand at
2.5% in 2025 while core inflation is set to stand at 2.4%, in line with the euro area average.
The unemployment rate stood at 3.7% in 2024 and is expected to decrease to 3.4% in 2025.

The scoreboard reading for Slovenia shows that two indicators were beyond their indicative
thresholds in 2024, namely nominal unit labour costs and government debt. Relevant
developments worth highlighting:

o External sustainability continues to be strong. The current account surplus reached 4.5%
of GDP in 2024, from 4.8% in 2023, and is forecast to somewhat reduce. The NIIP further
improved, reaching 9.9% of GDP in 2024, from 3.6% in 2023, mainly due to the current
account surplus. The NIIP excluding non-defaultable instruments (NENDI) remains
positive, reaching 23% of GDP in 2024.

o Competitiveness indicators remain contained. In 2024, both average headline and core
inflation rates evolved broadly in line with those in the euro area and are expected to do
so in 2025 as well. Last year, the REER depreciated slightly, as the inflation differential
more than offset the nominal exchange rate gains. By mid-2025 the REER continued to
depreciate, mainly on account of negative inflation differentials against main trading
partners. ULC increased by 5.3% last year, driven by marginal productivity losses and
robust nominal wage increases, and by more than 20% over the last 3 years. In 2025,
nominal wages growth is expected to accelerate and despite a pick-up in productivity,
ULC is set to increase by 6%. The 3-year change in export market performance against
advanced economies turned slightly negative in 2024.

¢ The non-financial corporate sector has stayed solid with little change from the previous
year, featuring low leverage and robust debt service capacity, though borrowing and
investment have been lacklustre. The debt-to-GDP ratio declined slightly to 32.3% where
it is expected to remain over the coming years. Credit growth stood at -2.7% in 2024.
Bank loan flows to NFCs increased modestly and turned positive in the beginning of 2025.
The interest coverage ratio fell further in 2024 but remained high compared to other EU
countries. The share of NPLs stayed at below 3% in 2024, while real investment growth
turned negative.

e Household balance sheets look healthy overall. The household debt ratio rebounded
slightly in 2024 to just above 24% of GDP (34% of GHDI), still a low level. Credit flows
recovered dynamically after a mild deceleration on the back of high borrowing costs. If
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continued at a similar rate, they might gradually push up the household debt ratio over
the coming years. Households' saving rate is solid at around 13%, in line with its pre-
pandemic level, and more or less equally split between financial and non-financial savings.

¢ House prices increased by 7.5% in 2024, but showed signs of deceleration in the first half
of 2025. The price-to-income ratio was 7 pps. above the long-term average, suggesting
house prices are slightly elevated relative to income and overvaluation stood at 6%.
Building permits were relatively low (423 m? per 1000 persons), indicating potential supply
constraints (°'). The recent evolution in house prices has been supported by the decrease
in interest rates that led to a 13.6% increase in borrowing capacity in 2024.

¢ Government debt is moderate and is declining. Government debt decreased to 66.6% of
GDP in 2024, which is around its pre-COVID-19 level. Debt is forecast to continue
decreasing in 2025 and 2026. The government deficit fell further to 0.9% of GDP in 2024
and it is forecast to widen marginally this year and next but to be just over 2% of GDP.
Spreads on Slovenian long-term sovereign bonds compared with the best rated euro area
sovereign debt have narrowed further in 2024 and 2025. Fiscal sustainability risks remain
medium in the medium term (%?).

e The soundness of the financial sector reflects high banking sector capitalisation and
profitability in 2024, which are close to the EU median. The non-performing loans ratio
slightly increased in 2024 but at 1.7% is below the EU median. There has been also a mild
increase in Stage 2 loans. After a previous strong decline, credit started to recover in late
in 2024. The increase in house prices in recent years that represents a source of risk seems
to have some to an end in 2024.

Graph 3.24:Selected graphs, Slovenia
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Source: Eurostat and European Commission forecasts and calculations.

(6*) EU last decade average stands at around 450 m?2 per 1000 persons.

(52) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Table 3.24: Key economic and financial indicators, Slovenia

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 44 22 24 17 10 24
Real GDP per capita (1 year % change) 40 19 18 14 07 22
GDP deflator (1 year % change) 19 34 100 35 38 27
Harmonised index of consumer prices (1 year % change) 17 36 72 20 25 23
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 12 25 67 29 24 22
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 6.1 53 24 28 4.0 34
Qurrent account balance, balance of payments (% of GDP) 05(1) 08(2) 66 33 48 45 29 28
of which: trade balance (% GDP) 88 55 66 6.1
of which: income balance (% GDP) -22 -22 -18 -16
Net international investment position (% of GDP) -35% -651(3) 43(4) -20.0 =75 36 99 11.0 11.0
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -33 95 193 230
Net lending-borrowing (% of GDP) 60 32 48 46
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 5.6 135 148 204 20.7 15.7
Nominal unit labour cost index per hour worked (1 year % change) 25 45 78 53 6.3 34
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 04 0.0 11 11 -0.6 -1.0
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 04 -04 29 -04 -03 00
Export performance against advanced economies (3y % change) -3% 122 3.2 1.0 -04 741 72
Export performance against advanced economies (1 year % change) 37 03 17 -03 20 18
Core inflation differential vis-a-vis the euro area (pps.) 02 05 17 00 00 0.1
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 605(5) 53.1(6) 440 39.8 347 323 325 325
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% -12 41 -29 -27 65 62
Households and housing market
Household debt, consolidated (% of GDP) +55% 406 (5) 343(6) 271 26.7 239 242 247 253
Household debt, consolidated (% of GHDI) 384 355 333 335
credit flow, i (% debt stock t-1) +14% 6.1 48 39 6.8 72 74
House price index, nominal (1 year % change) +9% 79 10.2 7.2 75 5.0 4.0
House prices over/undervaluation gap (7) -6.1 19 36 55
Standardized price-to-income ratio 956 1010 1052 1069
Building permits (m? per 1000 inh) 3533 4430 4716 4232
Government
General government gross debt (% of GDP) 60% 70.6 75.9 68.3 66.6 65.2 63.7
General government balance (% of GDP) 05 -5.1 -26 -09 -22 -23
Banking sector
Return on equity of banks (%) 100 14 168 149
Tier-1 capital ratio banking sector (% risk-weighted assets) 177 166 180 178
Gross non-performing loans, domestic and foreign entities (% gross loans) 62 23 15 16 17
Cost of borrowing for households for house purchase (%) 24 21 41 36 29
Cost of borrowing for NFCs (%) 21 20 49 51 40
Labour market
Unemployment rate (% labour force Y15-74) +10% 55(8) 54 46 37 37 34 35
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 33 08 14 09 -06 07

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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SLOVAKIA

Concerns about competitiveness, external sector developments, government debt and the
housing market persist. Despite a decrease in 2024, inflation rates remain high, with core
inflation set to stand well above the euro area average in 2025. Export performance
worsened and the current account deficit widened in 2024. The current account is set to
widen further, fuelled by fiscal deficits which also contribute to increases in government
debt. House prices have accelerated and show signs of overvaluation.

Real GDP grew by 1.9% in 2024, and real GDP growth is forecast to slow down, to 0.8% in
2025 and 1.0% in 2026. Headline and core inflation decreased significantly in 2024 (at 3.2%
and 4.3% respectively), but they rebounded in 2025, due to increases in VAT and other taxes
and effects of adjustments in energy subsidies, with headline inflation forecast to reach 4.2%
and core inflation 5.4%, implying a widening of the core inflation differential against the euro
area from 1.4 pps. in 2024 to 3.0 pps. in 2025. The unemployment rate stood at 5.3% in 2024
and is expected to increase to 5.4% in 2025.

The scoreboard reading for Slovakia shows that five indicators were beyond their indicative
thresholds in 2024, namely the current account deficit, the net international investment
position, real effective exchange rate, export performance, and nominal unit labour costs.
Relevant developments worth highlighting:

e Concerns about external sector developments persist. The current account deficit
widened from 3% of GDP in 2023 to 4.6% in 2024, significantly exceeding pre-pandemic
levels, and is largely driven by the fiscal deficit. The current account deficit is forecast to
increase further in the coming years. Strong nominal growth and valuation effects
contributed to the NIIP rising to -55% of GDP in 2024. The NENDI, which accounts for
instruments that are subject to lower default risks, also experienced a slight increase,
reaching around —12% of GDP.

o Competitiveness concerns persist, despite some moderation. In 2024, headline and core
inflation rates remained high at 3.2% and 4.3% respectively. Both rates are expected to
increase in 2025, further widening the gap with the euro area. Last year, the 3-year change
in REER cumulated to over 8%, while year-on-year it appreciated slightly. By mid-2025,
the strong euro and positive inflation differentials pushed the REER higher. Despite
sizeable nominal wage increases, ULC growth moderated substantially last year due to
strong productivity gains, but cumulated to 23% over the last 3 years. The three-year
change in export market share was -4.5% in 2024, marked by a considerable in-year drop.

e In spite of a solid non-financial corporate sector, borrowing and investment have
remained subdued. The NFC debt-to-GDP ratio decreased further to 39.2% in 2024 and is
expected to remain roughly at this level in the coming years. Credit growth remained
muted in 2024 at -1.1% but since the beginning of 2025, bank loan flows to NFCs have
started to pick up strongly amid signs of easing credit standards. Debt service capacity
has remained robust, as the interest coverage ratio increased in 2024 and is one of the
highest in the EU. The share of NPLs for NFCs remained broadly unchanged at around
2.5% in 2024. Real investment grew by 1.8% in 2024.
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¢ The household debt ratio decreased slightly in 2024 and stands just above 43% of GDP
(59% of GHDI in 2024), a moderate level. Net credit flows remained subdued in 2024 but
are expected to recover in 2025, potentially putting upward pressure on the debt ratio. In
2022, the gross saving rate declined as real consumption continued to grow while real
disposable income contracted, but it is gradually recovering. In 2024, the gross saving rate
stood at 8%, still somewhat below its pre-pandemic level of 10%.

¢ House prices increased by 3.8% in 2024 and are showing signs of strong acceleration in
2025. The price-to-income ratio was 6 pps. below the long-term average, but it takes 14.3
years of income to buy a 100m? apartment, while the long-term EU median is 8 years,
suggesting house prices are high relative to income. Overvaluation stood at 8%. in 2024
Building permits were low, at 293.1 m? per 1000 persons, suggesting limited supply
increases (). The recent evolution in house prices has been supported by the rise in
incomes that led to a 6.0% increase in borrowing capacity in 2024.

e Government debt level is still moderate but is increasing as deficits continue to be high.
Debt increased to 59.7% of GDP in 2024, which is approximately 12 pps. above its pre-
COVID-19 level. It is forecast to increase further in 2025 and 2026. The government deficit
increased slightly to 5.5% of GDP in 2024 and is forecast to only marginally improve this
year and next, continuing to add to debt. Spreads on Slovak long-term sovereign bonds
compared to the highest-rated euro area sovereign debt have narrowed slightly in 2024
and 2025 but remain among the highest in the euro area. An excessive deficit procedure
for Slovakia has been in place since July 2024. Short-term fiscal sustainability risks have
worsened and are now high, whereas they were previously assessed to be low, and remain
high in the medium term (*4.

e The financial sector’s remained resilientas banking sector capitalisation has remained
stable in 2024 but below the EU median. While bank profitability decreased in 2024, it
remained high compared to historical levels and but below the EU median. The non-
performing loans ratio, which had been steadily decreasing from 2016 to 2022, increased
slightly in 2023 and 2024, reaching 1.9%. Credit continued to slow down, with credit to
NFCs contracting slightly in 2024.

(83) EU last decade average stands at around 450 m?2 per 1000 persons.

(54) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.
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Graph 3.25:Selected graphs, Slovakia

a) Net Lending/Borrowing by Sector - Siovakia b) Decomposition of rate of change of ULC

10 20

8

6

4
o 2 10
3, .
‘*6 1]
x-2 &«

4 0

-6

-8
-10
12 -10

09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25126f 14 15 16 17 18 19 20 21 22 23 24 25f 26f
e Inflation (HICP) )
=1 Households and NPISH s General government [ Real Compensation/hr.
Emmmm Productivity/hr. (neg. contrib.)
uLc
mmm Corporations Total economy - === ULCin BU27

Source: Eurostat and European Commission forecasts and calculations.




3. Country sections

Table 3.25: Key economic and financial indicators, Slovakia

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 31 11 24 19 08 10
Real GDP per capita (1 year % change) 29 11 21 19 10 12
CDP deflator (1 year % change) 19 39 100 34 38 36
Harmonised index of consumer prices (1 year % change) 22 55 110 32 42 41
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 18 46 95 43 54 26
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -1.9 -33 -5.8 -5.8 -45 -5.5
Qurrent account balance, balance of payments (% of GDP) 03(1) 19(2) -23 -50 -30 -46 -59 -60
of which: trade balance (% GDP) 07 -19 15 -03
of which: income balance (% GDP) -30 -31 -45 -43
Net international investment position (% of GDP) -35% -516(3) -10(4) -67.5 -62.3 -57.8 -55.0 -54.6 -55.2
NENDI - NIIP excluding non-defaultable instruments (% of CDP) -162 -158 -150 -124
Net lending-borrowing (% of GDP) -17 -40 -26 -36
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 115 121 173 233 19.8 125
Nominal unit labour cost index per hour worked (1 year % change) 47 39 88 55 44 22
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 1.0 41 75 8.3 54 35
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 09 13 6.1 07 14 17
Export performance against advanced economies (3y % change) -3% 24 -0.5 -23 -4.5 74 40
Export performance against advanced economies (1 year % change) -02 -14 58 -39 38 24
Core inflation differential vis-a-vis the euro area (pps.) 08 26 45 14 30 04
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 720(5) 452(6) 484 472 410 39.2 39.2 39.2
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 17 71 -36 -11 59 57
Households and housing market
Household debt, consolidated (% of GDP) +55% 477(5) 299 (6) 421 46.5 438 433 444 46.0
Household debt, consolidated (% of GHDI) 607 633 610 592
credit flow, i (% debt stock t-1) +14% 9.8 8.0 46 43 73 83
House price index, nominal (1 year % change) +9% 75 9.8 -0.2 38 9.0 6.0
House prices over/undervaluation gap (7) 14 128 110 78
Standardized price-to-income ratio 959 1035 970 936
Building permits (m? per 1000 inh) 4284 4341 3665 2931
Government
General government gross debt (% of GDP) 60% 496 58.8 55.8 59.7 61.9 64.0
General government balance (% of GDP) -11 -40 -53 -55 -50 -46
Banking sector
Return on equity of banks (%) 90 77 15 102
Tier-1 capital ratio banking sector (% risk-weighted assets) 164 179 186 187
Gross non-performing loans, domestic and foreign entities (% gross loans) 33 21 18 19 20
Cost of borrowing for households for house purchase (%) 16 14 38 41 37
Cost of borrowing for NFCs (%) 22 22 53 57 44
Labour market
Unemployment rate (% labour force Y15-74) +10% 59(8) 6.8 6.5 58 53 55 57
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 14 0.7 20 20

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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FINLAND

Cost pressures have been very limited in the context of low inflation and stagnating
economic activity. At the same time, export performance has been weak in recent years.
While remaining high, household debt has decreased against the backdrop of contracting
credit flows. The government deficit widened in 2024 and is set to remain substantial in the
next years, contributing to increases in government debt in a context of low nominal GDP
growth.

Real GDP growth stood at 0.4% in 2024 and is set to decrease to 0.1% in 2025 before
rebounding to 0.9% in 2026. Headline inflation decreased to 1.0% in 2024 but has
accelerated and is forecast to stand at 1.9% in 2025. Core inflation was below the euro area
average in 2024, at 2.2%. It has increased mildly and is set to stand at 2.4% in 2025, in line
with the euro area average. The unemployment rate stood at 8.4% in 2024 and is expected
to increase to 9.5% in 2025.

The scoreboard reading for Finland shows that four indicators were beyond their indicative
thresholds in 2024, namely export performance, nominal unit labour costs, household debt,
and government debt. Relevant developments worth highlighting:

¢ External sustainability is marked by a slight current account deficit at 0.7% of GDP in
2024, which is forecast to widen somewhat. The NIIP increased from 12.9% of GDP in 2023
to 24.7% in 2024, mainly on the back of valuation effects, and is forecast to decrease but
remain close to this level in 2025.

e Competitiveness developments are marked by low price growth on the back of long-
term subdued activity. In 2024, the REER depreciated by 1% on account of negative
inflation differentials against trading partners and despite a strong euro. However, by
mid-2025 it appreciated slightly. In 2024, ULC growth was the lowest in the EU, marked by
low nominal wage increases, but the 3-year change cumulated to almost 11%. Export
performance against advanced economies was among the weakest in the EU, dropping by
close to 8% in the 3 years up to 2024.

¢ The non-financial corporate debt service capacity has remained weak, and borrowing
and investment subdued. NFC debt-to-GDP stayed at 78.3% and is expected to slightly
decrease in the next years. Credit growth fell to 0.9% in 2024 and bank loan flows to NFCs
have remained subdued. The interest coverage ratio fell to its lowest value in over two
decades in 2024-Q1 and has since remained among the lowest in the EU. At the same
time, corporate savings have decreased considerably. However, borrowing costs have
started to fall and with interest expenses likely having peaked, debt service capacity is
expected to improve in 2025. During 2024, the share of NPLs has increased, albeit from
very low levels. After a deterioration in 2023, profit indicators improved in 2024, whereas
real investment growth remained negative.

e The household debt ratio decreased to 64% of GDP (and 83% of GHDI) in 2024, and
remains high. Net credit flows continued to be negative in 2024, implying that the volume
of reimbursements exceeded the volume of new loans given out. A contributing factor
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was that, due to the high proportion of flexible rate mortgages, the cost of borrowing on
outstanding loans had risen from less than 1% in 2021 to 4% early 2024. By 2025-Q3, it
has come down again to below 3%. Households' net interest payments were around 1.5
pps. of GHDI higher in 2024 than in 2021. Credit growth is expected to recover slowly
going forward. As real disposable income recovered in 2024 while real consumption
remained flat, the saving rate increased to 12%, around 1 pp. above its 2019 level.

¢ House prices decreased by 3.1% in 2024 and shows signs of stabilisation in the first half
of 2025. The price-to-income ratio was 21 pps. below the long-term average, suggesting
house prices are moderate relative to income. House prices are estimated to be
undervalued by 15%. Building permits were low (302 m? per 1000 persons), indicating a
limited increase in supply°(®).

e Government debt is significant and is increasing, while deficits are substantial. Debt
increased to 82.5% of GDP in 2024, which is some 17 pps. above its pre-COVID-19 level, in
part reflecting the recession and low growth in recent years. Moreover, debt is forecast to
increase further in 2025 and 2026. The government deficit increased to 4.4% of GDP in
2024 and it is forecast to stay essentially unchanged this year before receding somewhat
next year (). Recurrent debt-increasing stock-flow adjustments also contribute to the
rising debt, much on the accumulation of financial assets by the public pension funds.
Gross financing needs have been increasing and are high and interest expenditure has
been clearly rising. Nonetheless, spreads on Finnish long-term sovereign bonds compared
with the best rate euro area sovereign debt remain limited and have receded very slightly.
Government guarantees have been among the largest in the EU. Fiscal sustainability risks
remain high in the medium term (*).

¢ The financial sector faces limited risks. The capitalisation and profitability of the banking
sector have remained broadly unchanged and close to the respective EU medians. The
non-performing loans ratio continued to increase, from 1.1% in 2023 to 1.4% in 2024,
while remaining below the EU median. At the same time, the high share of mortgage debt
with variable interest rates represents a risk and the housing market has experienced a
price correction despite house prices showing signs of undervaluation.

(65) EU last decade average stands at around 450 m?2 per 1000 persons.

(%6) In June 2025, the Commission decided not to initiate an excessive deficit procedure for Finland in view of the excess
over 3% of GDP in 2025 and 2026 being due to additional defence expenditure in accordance with Article 2(5) of
Regulation (EU) No 1467/97, which establishes that if the national escape clause is activated, the Commission and the
Council may decide not to reach a conclusion regarding the existence of an excessive deficit. Finland has requested the
activation of the national escape clause on 30 April 2025, and the Commission recommended to the Council in line
with such a request and the Council recommended accordingly in July 2025. See Report prepared in accordance with
Article 126(3) of the Treaty on the Functioning of the European Union, COM(2025) 615 final.

(7) European Commission (2025), Debt Sustainability Monitor 2024, European Economy Institutional Paper 306.


https://economy-finance.ec.europa.eu/document/download/902a2505-edb3-4c0a-8200-e0b1ec567c04_en?filename=COM_2025_615_1_EN_ACT_part1_v3.pdf
https://economy-finance.ec.europa.eu/document/download/902a2505-edb3-4c0a-8200-e0b1ec567c04_en?filename=COM_2025_615_1_EN_ACT_part1_v3.pdf
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Graph 3.26:Selected graphs, Finland
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Table 3.26: Key economic and financial indicators, Finland

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 19 03 -09 04 0.1 09
Real GDP per capita (1 year % change) 18 0.1 -13 -04 -03 07
GDP deflator (1 year % change) 14 34 35 07 09 17
Harmonised index of consumer prices (1 year % change) 10 32 43 10 19 16
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 05 18 41 22 24 14
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% -1.1 -03 -1.0 -13 -0.8 -1.0
Qurrent account balance, balance of payments (% of GDP) -08(1) -06(2) -08 -06 -09 -07 -09 -15
of which: trade balance (% GDP) 01 -06 00 04
of which: income balance (% GDP) -09 00 -09 -10
Net international investment position (% of GDP) -35% -779(3) 24(4) -1.5 -04 129 247 209 20.0
NENDI - NIIP excluding non-defaultable instruments (% of CDP) 36 106 65 36
Net lending-borrowing (% of GDP) -07 -05 -09 -06
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) -14 71 146 10.7 74 46
Nominal unit labour cost index per hour worked (1 year % change) 04 32 50 02 20 23
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 0.3 -0.5 -1.8 -1.9 -3.6 -3.0
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) 01 -10 30 -09 -09 -04
Export performance against advanced economies (3y % change) -3% 52 0.5 -6.2 -7.5 -2.6 20
Export performance against advanced economies (1 year % change) 31 -10 -33 -33 27 11
Core inflation differential vis-a-vis the euro area (pps.) -05 -03 -09 -07 00 -07
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 64.1(5) 892(6) 81.3 82.3 779 78.3 77.8 76.8
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 43 40 41 09 04 16
Households and housing market
Household debt, consolidated (% of GDP) +55% 495(5) 626 (6) 65.5 68.4 64.7 639 633 62.1
Household debt, consolidated (% of GHDI) 894 921 848 826
credit flow, i (% debt stock t-1) +14% 41 40 -04 -03 0.1 06
House price index, nominal (1 year % change) +9% 0.8 25 -6.2 -3.1 -1.0 0.0
House prices over/undervaluation gap (7) 13 12 -100 149
Standardized price-to-income ratio 986 958 825 785
Building permits (m? per 1000 inh) 6770 6555 3586 3024
Government
General government gross debt (% of GDP) 60% 65.8 741 771 825 88.1 90.9
General government balance (% of GDP) -08 -28 -29 -44 -45 -40
Banking sector
Return on equity of banks (%) 73 82 135 132
Tier-1 capital ratio banking sector (% risk-weighted assets) 198 191 197 199
Gross non-performing loans, domestic and foreign entities (% gross loans) 14 12 11 14 13
Cost of borrowing for households for house purchase (%) 09 11 39 39 29
Cost of borrowing for NFCs (%) 15 17 49 50 38
Labour market
Unemployment rate (% labour force Y15-74) +10% 76(8) 7.7 74 72 8.4 95 9.3
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 19 19 26 06 -0.5 -05

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).




3. Country sections

SWEDEN

House prices, household debt, and corporate debt levels remain elevated. Credit flows to
corporates contracted in 2024 and lending to households remained muted but corporate
and household debt ratios remain elevated. The interest coverage ratio of corporates is
among the lowest in the EU. House prices stagnated in 2024 but show early signs of a
rebound while remaining overvalued.

After contracting in 2023, real GDP grew by 0.8% in 2024 and is forecast to expand by 1.5%
in 2025 and 2.6% in 2026. Headline and core inflation decreased in 2024, with headline
inflation reaching 2.0% and core inflation 3.2%. Headline inflation rebounded slightly and is
forecast to stand at 2.5% in 2025 while core inflation continued to ease and is forecast to
stand at 2.4%, in line with the euro area average. The unemployment rate stood at 8.4% in
2024 and is expected to increase slightly to 9.0% in 2025.

The scoreboard reading for Sweden shows that four indicators were beyond their indicative
thresholds in 2024, namely export performance, nominal unit labour costs, household debt,
and non-financial corporations debt. Relevant developments worth highlighting:

o External sustainability indicators continued to increase, with a current account surplus
reaching 5.9% of GDP in 2024, close to the level recorded in 2023. The current account
surplus is forecast to fall slightly but remain high in 2025 and 2026. The NIIP increased
strongly, reaching 67.4% of GDP in 2024, mainly on the back of valuation effects and the
current account surplus.

o Competitiveness developments remain relatively stable, despite weak export
performance. Both headline and core inflation rates were moderate in 2024 and are set to
remain so in 2025 as well. Last year, the REER appreciated only slightly, but the first half of
2025 was marked by strong gains, particularly due to the strengthening krona. ULC
growth was 4% in 2024, driven by robust wage increases and despite productivity gains,
and cumulated to almost 16% over the last 3 years. In 2025, ULC are set to moderate
further. The 2024 3-year change in export market share stood at -4.8%.

¢ Non-financial corporate debt has remained high and debt service capacity deteriorated
further. The NFC debt-to-GDP ratio decreased marginally to 116.9% and is expected to
keep declining gradually over the next two years. Credit growth decreased further to -
1.6% in 2024, but bank loan flows to NFCs have started to increase in recent quarters,
suggesting a rebound in credit growth in 2025. The interest coverage ratio, which is
among the lowest in the EU, fell further in 2024 but showed first signs of recovery after
mid-2024. Debt service capacity deteriorated also due to savings reaching a historical low
and revenue generation remaining weak. Despite an increase in the share of NPLs in 2024,
the share remains the lowest in the EU.

¢ The household debt ratio decreased by 2 pps. to 84% of GDP (121% of GHDI) in 2024,
but remains high. Net credit flows remained subdued in 2024. With inflation coming
down and credit growth expected to increase in 2025, the deleveraging process is
expected to slow down going forward. Due to the high proportion of variable rate
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mortgages, the cost of borrowing on outstanding loans climbed up from around 1.5% in
2021 to more than 4% by mid-2024. By 2025-Q3, it has come down again to below 3%. As
a result, households’ net interest payments were more than 1 pps. of GHDI higher in 2024
than in 2021. The household saving rate is high, at 18% in 2024, and above its 2019 level.
Savings mostly reflect financial saving, as investment in fixed capital is relatively weak,
around 5% of GHDI.

¢ House prices were relatively stable in 2024, but began to grow modestly in the first half
of 2025. The price-to-income ratio was 9 pps. above the long-term average suggesting
house prices are slightly elevated relative to income. Overvaluation stood at 20% in 2024.
Building permits were low (320 m? per 1000 persons), indicating potential supply
constraints in the near future (*®). The recent evolution in house prices has been
supported by the decrease in interest rates combined with rising incomes that led to an
8.9% increase in the borrowing capacity in 2024.

¢ Government debt is low even if increasing somewhat recently. Debt increased to 34% of
GDP in 2024 and is forecast to edge up slightly in 2025 and 2026. A budget deficit of 1.6%
of GDP was recorded in 2024 and only marginally higher readings are expected for this
year and next. Since mid-2024, yields on Swedish long-term government bonds have
been among the lowest in the EU and slightly below the best rated sovereign debt of the
euro area.

¢ The financial sector is stable, but characterized by high exposure to real estate, both
directly and indirectly, while household indebtedness remains elevated. The banks’ Tier 1
capital ratio has remained high and above the EU median while profitability has decreased
somewhat while remaining close to the EU median. The non-performing loans ratio mildly
increased in 2024 but is among the lowest in the EU (1.1%). Credit provision to
households rebounded in 2024 but credit to corporates contracted. Exposure to CRE
remains a source of risk.

(°8) EU’s last decade average stands at around 450 m2 per 1000 persons.
g 45 p p
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Graph 3.27:Selected graphs, Sweden
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Table 3.27: Key economic and financial indicators, Sweden

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 21 15 02 08 15 26
Real GDP per capita (1 year % change) 08 07 -09 05 12 24
GDP deflator (1 year % change) 24 35 58 30 16 14
Harmonised index of consumer prices (1 year % change) 19 38 59 20 25 06
Core inflation (HIGP excluding energy, food, alcohol and tobacco) (1 year % change) 12 27 66 32 24 18
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 25 51 53 52 57 56
Qurrent account balance, balance of payments (% of GDP) 05(1) -10(2) 32 53 58 59 55 53
of which: trade balance (% GDP) 28 34 31 33
of which: income balance (% GDP) 04 19 27 26
Net international investment position (% of GDP) -35% -865(3) 117(4) 71 21.0 39.0 67.4 53.5 55.8
NENDI - NIIP excluding non-defaultable instruments (% of CDP) =117 -69 -64 20
Net lending-borrowing (% of GDP) 32 53 58 60
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 71 6.8 118 15.6 137 8.0
Nominal unit labour cost index per hour worked (1 year % change) 25 26 6.7 39 26 13
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) -5.9 -13 -7.5 -9.7 -4.6 26
Real effective exchange rate - 42 trading partners, HICP deflator (1 year % change) -28 -04 -34 05 33 -05
Export performance against advanced economies (3y % change) -3% -3.3 4.0 -3.8 -4.8 46 341
Export performance against advanced economies (1 year % change) -06 -04 15 03 03 -02
Core inflation differential vis-a-vis the euro area (pps.) 02 06 16 04 00 -03
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 646(5) 660(6) 1113 121.3 117.9 116.9 115.0 1129
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 69 70 00 -16 19 28
Households and housing market
Household debt, consolidated (% of GDP) +55% 527(5) 73.1(6) 88.7 923 85.5 83.6 831 82.8
Household debt, consolidated (% of GHDI) 1270 1330 1232 1208
credit flow, i (% debt stock t-1) +14% 57 55 0.6 16 26 37
House price index, nominal (1 year % change) +9% 27 59 -5.3 0.1 1.0 6.0
House prices over/undervaluation gap (7) 283 345 244 197
Standardized price-to-income ratio 1200 1249 1120 1085
Building permits (m? per 1000 inh) 7119 7543 3302 3198
Government
General government gross debt (% of GDP) 60% 394 37.2 32.0 34.0 345 353
General government balance (% of GDP) 08 -08 -09 -16 -17 -24
Banking sector
Return on equity of banks (%) 13 94 1341 126
Tier-1 capital ratio banking sector (% risk-weighted assets) 204 204 204 207
Gross non-performing loans, domestic and foreign entities (% gross loans) 11 09 10 11 11
Cost of borrowing for households for house purchase (%) 15 18 44 42 30
Cost of borrowing for NFCs (%) 11 18 51 48 36
Labour market
Unemployment rate (% labour force Y15-74) +10% 70(8) 6.7 8.3 7.7 84 9.0 84
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 09 0.2 1.9 12

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).
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EURO AREA

The euro area current account increased further in 2024, partly due to subdued domestic
demand, but is set to decrease in 2025. Inflation has decreased and stabilised, mitigating the
euro’'s nominal appreciation, with the real effective exchange rate increasing only marginally
in 2024. Unit labour costs are gradually easing following increases due to the catching-up of
nominal wages amid stagnant productivity. Private debt ratios have decreased further amid
still muted credit and favourable nominal GDP growth.

Real GDP increased by 0.9% in 2024 and is forecast grow at a slightly higher pace in 2025
and 2026, with GDP growth forecast at 1.2% each year. Headline and core inflation decreased
in 2024, to 2.4% and 2.8% respectively, and have decreased further in 2025, with headline
inflation forecast to stand at 2.1% and core inflation at 2.4%. The unemployment rate stood
at 6.4% in 2024 and is expected to remain stable in 2025.

The scoreboard reading for the euro area shows that three indicators were beyond their
indicative thresholds in 2024, namely the export performance against advanced economies,
nominal unit labour costs, and general government debt. Relevant developments worth
highlighting:

¢ External sector developments remained contained. In 2024, the current account surplus
further increased to 2.7% from 1.7% of GDP in 2023, reaching pre-pandemic levels well
above benchmarks. Subdued domestic demand and the normalisation in terms-of-trade
were the key factors in this increase in 2024. Despite disposable income growth exceeding
inflation, private consumption remained sluggish in real terms, while corporate
investments remained muted, and the net position of governments remained stable. The
current account surplus is forecast to fall slightly in 2025. The NIIP increased strongly from
3.9% in 2023 to 12.2% of GDP in 2024, on the back of the current account surplus and
valuation effects.

e Competitiveness concerns remain, stemming from exchange rate dynamics, subdued
productivity, and export underperformance. In 2024, average headline and core inflation
rates moderated gradually after the strong inflationary shock, standing at 2.4% and 2.8%,
respectively. In 2025, headline inflation is set to come back close to the 2% target, and
core inflation is expected to follow with a slight positive gap. Last year, the REER
appreciated only marginally, as the NEER gains of the euro were almost offset by a
negative inflation differential against main trading partners. Despite maintaining a
negative inflation differential, the REER appreciated in the first half of 2025, as the euro
rallied, particularly after the policy measures announced in the US since April. The 2024 3-
year change in ULCs cumulated to almost 15%, surging by close to 5% within the year, as
productivity stayed flat on account of the subdued economic activity, and nominal wage
increases were robust to catch up with the high past inflation. Export performance against
advanced economies was weak, marked by a 3-year drop of more than 3%.

¢ Non-financial corporate debt declined further in 2024, to 72.9% of GDP in the euro area
and is expected to broadly stay at this level over the next years. Despite a modest
recovery in real growth in 2024, lower inflation rates together with a slight pickup in
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borrowing, slowed the pace of deleveraging. Credit growth remained muted at around
1.0% in the euro area and bank loan flows to NFCs have started to pick up again in the
first half of 2025 in line with the European Commission Autumn Forecast which expects a
recovery in demand, lower interest rates and increased investment. Although elevated
borrowing costs and high interest burdens have further weakened debt service capacity,
recent data and easing financial conditions suggest an impending recovery. While profit
indicators such as profit shares, unit profit growth or profit margins deteriorated further
early in 2024, they have since stabilised, and activity measures have started to modestly
improve. However, an increase in NPLs and bankruptcies points to weaknesses in the
sector and persistent elevated trade policy uncertainty and geopolitical tensions pose a
downside risk to the borrowing and investment activity of NFCs.

¢ The household debt ratio decreased to 51% of GDP (68% of GHDI) in 2024, 10 pps. lower
than 4 years ago. Net credit flows are recovering gradually, slowing down the
deleveraging process. At 15%, the gross saving rate remains around 2 pps. above its pre-
pandemic level, mostly on account of increased financial saving, underpinned by strong
real disposable income growth in recent years.

e The euro area housing market shows early signs of a moderate recovery. House prices
rose by 2% in 2024 after a 1.2% drop in 2023. Mortgage rates fell gradually during 2024
from their late-2023 peak but have stabilized since early 2025 at levels still well above
those seen before 2022. Credit and housing transactions are recovering but remain below
pre-2022 levels. The price-to-income ratio improved again in 2024—though less than in
2023—and now stands about 2% below its long-term average.

e Government debt stopped declining in 2024 and risks going up for the euro area. In
2024, government debt was essentially unchanged at 87.1% of GDP in the euro area.
Those readings are below the peaks recorded in 2020 at the worst of the pandemic crisis,
but are still more than 3 pps. above pre-COVID-19 levels. Moreover, debt is forecast to
edge up in 2025 and again in 2026 by about 1 pp. of GDP in each year®(®). That is the
result of the continuation of high deficits and sometimes significant debt-increasing
stock-flow adjustments, and with lower inflation yielding less relief to the debt ratios. In
2024, the average government deficits fell to 3.1% of GDP in the euro area. Deficits are
forecast to increase slightly in 2025 and, on unchanged policies, again in 2026. Interest
rates on long-term government bonds for euro area members have increased somewhat
in 2025, including for the best rated issuers. However, spreads across the euro area have
narrowed though as yields for the least well rated debt increased less or even fell
marginally. Yields on short- and medium-term debt often declined, leading to rising term
premia.

e The euro area financial sector remains sound. The Tier 1 capital ratio of the banking
sector increased slightly further in 2024. Bank profitability also increased mildly, with the
growth in non-interest income compensating tighter interest margins in the context of
lower interest rates and subdued lending activity. The non-performing loans ratio

(%9) Based on data for euro area aggregates for government debt on a non-consolidated basis (i.e. not corrected for
intergovernmental loans, including those made through the European Financial Stability Facility).
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remained unchanged, at 1.9%, but the Stage 2 loan ratio increased. Lending to firms and
households rebounded from the 2023 trough while remaining below historical averages

but the pick-up in bank lending continued in 2025.

Table 3.28: Key economic and financial indicators, Euro Area

average average forecast
Thresholds Bench.|  Bench.ll 2017-2019  2020-2022 2023 2024 2025 2026
Output and Prices
Real GDP (1 year % change) 20 12 04 09 12 12
Real GDP per capita (1 year % change) 18 10 -02 05 09 10
GDP deflator (1 year % change) 14 30 6.1 30 25 23
Harmonised index of consumer prices (1 year % change) 15 37 54 24 21 19
Core inflation (HICP excluding energy, food, alcohol and tobacco) (1 year % change) 10 21 50 28 24 21
External position
Current account balance, balance of payments (% GDP, 3y average) -4%16% 34 21 14 14 241 22
Qurrent account balance, balance of payments (% of GDP) 29 14 17 27 20 19
of which: trade balance (% GDP)
of which: income balance (% GDP)
Net international investment position (% of GDP) -35% -10.8 -08 39 122 156 156
NENDI - NIIP excluding non-defaultable instruments (% of GDP) -292 -29.7 -244 -237
Net lending-borrowing (% of GDP) 27 20 20 28
Competitiveness
Nominal unit labour cost index per hour worked (3y % change) 9% (EA) 12% (Non-EA) 34 6.7 9.7 146 143 101
Nominal unit labour cost index per hour worked (1 year % change) 15 23 62 45 341 23
Real effective exchange rate - 42 trad. part., HICP defl. (3y % change) +3% (EA) £10% (Non-EA) 27 09 15 17 -5.8 -3.5
Real effective exchange rate - 42 trading partners, HIGP deflator (1 year % change) 11 -03 48 05 -19 -08
Export performance against advanced economies (3y % change) -3% 19 03 -3.8 -3.3
Export performance against advanced economies (1 year % change) 03 -10 20 -05
Core inflation differential vis-a-vis the euro area (pps.) 00 00 00 00 00 00
Corporations
Non-financial corporate (NFCs) debt, consolidated (% of GDP) +85% 81.0 846 75.3 729 718 77
NFC (excl. FDI) credit flow, cons. (% debt stock t-1, excl. FDI) +13% 23 51 17 10 29 45
Households and housing market
Household debt, consolidated (% of GDP) +55% 571 585 526 511 505 50.2
Household debt, consolidated (% of GHDI) 773 772 707 68.1
F credit flow, i (% debt stock t-1) +14% 32 37 05 12 24 31
House price index, nominal (1 year % change) +9% 45 6.8 -1.2 20 47 38
House prices over/undervaluation gap (7)
Standardized price-to-income ratio 984 106.1 9299 975
Building permits (m? per 1000 inh) 4382 4407 3493 3280
Government
General government gross debt (% of GDP) 60% 855 932 87.0 8741
General government balance (% of GDP) -06 -52 -35 -31 -32 -33
Banking sector
Return on equity of banks (%) 55 50 85 88
Tier-1 capital ratio banking sector (% risk-weighted assets) 159 169 174 178
Gross non-performing loans, domestic and foreign entities (% gross loans) 38 21 19 19
Cost of borrowing for households for house purchase (%) 18 16 37 37 33
Cost of borrowing for NFCs (%) 17 17 47 49 38
Labour market
Unemployment rate (% labour force Y15-74) +10% 6.7 (8) 8.3 75 6.6 64 6.4 63
Labour force participation rate - % pop. aged 15-64 (3y change in pp) -0.2 pp 09 0.2 25 17

Notes: See Annex 1.
Source: Eurostat and ECB; European Commission for forecast figures (Autumn forecast 2025).




ANNEX 1: NOTES TO THE TABLES OF THE COUNTRY SECTIONS

Table A1.1: Notes to the tables of the Country sections

Fgures highlighted are the ones at or beyond the threshold.

(1) Gurrent acoounts in line with fundamentals (current acoount norms): derived from reduced form regressions capturing the main determinants of thel
saving-investment balance, induding fundamental determinants, policy fadors and global finandal conditions. See Goutinho, Turrini, and Zeugner|
(2018), “Methoddlogies for the Assessment of Gurrent Acoount Benchmarks”, ELiropean Economy, Discussion Paper 86, DGETHAN, European Gommission.

(2) Qurrent acoount required for a spedfic NIP target: calaulations make use of Gommission's T+10 projections. See Goutinho, Turrini, and Zeugner|
(2018), “Methodalogies for the Assessment of Gurrent Acoount Benchmarks”, ELiropean Economy, Discussion Paper 86, DGEJAN, European Gommission.

(3) Prudential NIPNENDI benchmark: the prudential benchmark is the country-spedfic NIIP beyond which estimates suggest that a balance of
payments aisis is more likely. Turrini and Zeugner (2019), “Benchmarks for Net International Investment Rositions”, Buropean Economy, Discussion|
Paper 97, DGECHAN European Gommission.

(4) Fundamentals-explained NIIP benchmark (NIIP norm): the NIIP achieved if the country had run a current acoount balance in line with fundamentals
since 1994. It thus represents the part of the NIP that can be explained by fundamentals. Turini and Zeugner (2019), “Benchmarks for Nef|
International Investment Rositions”, ELiropean Eoonomy, Discussion Paper 97, DGETAN, ELropean Commission.

(5) Prudential threshdd for non-finandal corporate and househald debt-to-@DPratio: corresponds to the level above which banking carises become more]
likely. It is derived from regressions minimising the probability of missed aises and that of false aerts. Bricongre et al. (2019), “Is Rivate Debt
Excessive?, Qpen Economies Review, 1-42.

(6) Fundamentals-based benchmarks for non-finandal corporate and household debt-to-@DP ratios: assesses private debt from regressions capturing
the main determinants of credit growth and taking into acoount a given initial stock of debt. Bricongre et al. (2019), “Is Rivate Debt Excessive?, Cpen
Eoconomies Review, 1-42.

(7) House prices over/undervaluation gap: is the simple average of the price-to-income, price-to-rent and model valuation gaps. The model valuation)
gap is estimated in a cointegration framework using a system of five fundamental variables: total population, real housing stodk, real disposablel
income per capita, real long-term interest rate and price deflator of final consumption expenditure. Based on Fhiliponnet and Turrini (2017), “Assessing
House Rice Developments in the BJ', Euiropean Eoonomy, Discussion Papers 48, DGEIHN ELropean Gommission.

(8) Non-acodlerating wage rate of unemployment

Source: European Commission
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Annex 2. MIP scoreboard
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