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The latest data on the implementation of General Government Budget in
12M:2021 suggest that the overperformance has been even more
pronounced than previously thought due to the overperformance of the
economy’s activity.

Indeed, General Government primary deficit (on a modified cash basis)
contracted by almost 40% y-o-y (or by €4.6 bn) to 4.2% of GDP in 2021
compared with 7.3% of GDP in 2020.

Fiscal trends improved rapidly in H2:2021 — following almost 1% year of
substantial fiscal expansion — supported by the strong improvement in
cyclical conditions in the economy, with the General Government primary
deficit (modified cash basis) turning to a surplus of €1.5 bn (0.8% of GDP)
in H2:2021 from a deficit of about 5% of GDP (€9.0 bn) in H1:2021.

A €4.9 bn increase in tax revenue (+11.4% y-o-y), 0.7% of GDP above the
2022 Budget target, lowered the primary deficit by 0.5% of GDP on an
annual basis.

Specifically, the strength of economic recovery led to a stronger-than-
expected rebound in VAT revenue — up by 16.1% y-o-y — accounting for
nearly half of the estimated increase in total tax revenue in 2021.

The largest surprise came from corporate income tax (CIT) revenue that
increased by an impressive 43% y-0-y (€1.0 bn higher than in 2020 and €0.3
bn above the target for 2021), reflecting a sharp improvement in business
activity.

On the expenditure side, the gradual unwinding of support measures in the
second half of 2021 and favorable cyclical conditions led to better-than-
expected outturn in primary expenditure that declined by 3.2% of GDP, on
an annual basis, remaining broadly flat in nominal terms.

NBG estimates that the General Government primary deficit in 2021,
according to the Enhanced Surveillance definition that applies additional
adjustments to the cash data, will decrease to 5.5-6.0% of GDP compared
with 7.9% in 2020.

Most importantly, the more favorable starting point is expected to bolster
the fiscal adjustment effort in 2022, with the primary government budget
returning to a broadly balanced position in 2022 — compared with a deficit
of 1.2% of GDP estimated in the Budget —assuming a gradual easing of fiscal
pressure related to the energy crisis over the course of the year. This
estimate takes into account the already announced additional measures to
cushion the impact of the ongoing, energy-driven, upsurge in inflation in
early 2022 and the recent reduction in real estate taxation (ENFIA).

General government debt is projected to fall to 192% of GDP in 2021 (from
206% in 2020) and to below 183% in 2022; significantly lower than the
Budget 2022 estimates of 197% and 190% respectively, due to the fiscal
overperformance in 2021 and highly supportive cyclical conditions. This
performance is expected to support the effort to regain the investment
grade status while bolstering credibility in a period of increasing sovereign
ylelds due to the gradual normalization of monetary pollcy
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The significant improvement in State
budget tax revenue (11.4% y-o-y in
2021) reflects the buoyancy of VAT
and CIT revenue
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The gradual unwinding of support
measures in the second half of 2021
and favorable cyclical conditions led
to better-than-expected outturn in
primary expenditure (y-o-y decline of
3.2% of GDP in 2021)
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The improved fiscal outcome in 2021
sets a more favorable starting point
for 2022 bolstering the fiscal
adjustment

Budget 2022 figures adjusted for the latest information
2020 2021e 2022f

% GDP

State budget balance (ESA2010) -12,8 -7,7 -2,6
Net revenue 28,7 30,1 30,3

of which tax revenue 26,9 27,5 27,6
Primary expenditure 38,0 34,8 30,1

Other Gen.Gov. Entities balance &

nat.account adjustments (ESA2010 2,7 0,2 0,4
approximation)

General government balance (ESA
2010)

Interest payments 3,0 2,6 2,5

101 7,5 2,2

Enhanced Surv. adjustments -0,8 0,7 0,2

General government primary

-7,9 -5,5 0,5
balance

Sources: Greek Ministry of Finance & NBG Econ. Analysis calculations

Sources: Greek Ministry of Finance, NBG Econ. Analysis estimates
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disposable income in 9M (estimated at +12.0% y-o-y) and

buoyant economic sentiment.

A €4.9 bn increase in tax revenue (+11.4% y-o0-y) — compared
with an estimated nominal GDP growth of 9.8% — 0.7% of GDP
above the 2022 Budget target, lowered the primary deficit by
0.5% of GDP on an annual basis. Specifically, the strength of
economic recovery led to a stronger-than-expected rebound in
VAT revenue — up by 16.1% y-o-y (or€2.4 bn) in FY:2021 and €0.4
bn above the annual target — accounting for nearly half of the

estimated overperformance in total tax revenue in 2021.

However, the largest surprise came from corporate income tax
(CIT) revenue that increased by an impressive 43% y-o-y (€1.0 bn
higher than in 2020 and €0.3 bn above the target for 2021),
reflecting the sharp improvement in business activity. Indeed,
business profits (as approximated by the gross operating
surplus) rose by 14.8% y-o-y in 9M:2021 and appeared to remain
on a steep upward trend through Q4:2021, with business
turnover up by 21% y-o-y in FY:2021, exceeding by 4.9% its pre-
pandemic level in FY:2019.

The strong turnaround in economic activity and better than
expected labor market developments led PIT and excise tax
revenue €0.5 bn and €0.1 bn higher than the respective budget
targets. Nonetheless this improvement has been outpaced by
nominal GDP growth, with their share in GDP declining by 0.7%

on an annual basis.

On the expenditure side, the gradual unwinding of support
measures in the second half of the year and favorable cyclical
conditions led to better-than-expected outturn in primary
expenditure, that declined by 3.2 pps of GDP on an annual basis
(€1.8 bn lower than the Budget target) in 2021, despite the
related to Covid-19, and the

compensation for damages from natural disasters (floods,

continued fiscal support

wildfires) and energy-related subsidies.

The surplus in social security funds increased slightly to 0.6% of
GDP in 2021 from 0.5% of GDP in 2020, supported by increasing
employment especially in H2:2021, partly offsetting the 0.2 pp

decline in the surplus of local governments as per cent of GDP.

In view of the above developments, NBG estimates that the

General Government primary deficit in 2021, according to the
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A strong increase in public
investment, including RRF spending,
to an 18-year high in 2022 cements
the economic recovery

Public investment spending (PIB)
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The Covid-related impact on public
debt-to-GDP ratio is estimated to be
fully reversed in 2022, much earlier
than initially expected
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Enhanced Surveillance definition, will decrease to about 5.5-
6.0% of GDP, compared with the 2022 Budget estimate of 7.3%
and 7.9% in 2020. Most importantly, the more favorable starting
point is expected to bolster the fiscal adjustment effort in 2022,
with the primary government budget returning to a broadly
balanced position in 2022, compared with a deficit of 1.2% of
GDP estimated in the Budget assuming a gradual easing of the
fiscal pressures related to the energy crisis over the course of
2021. This estimate takes into account the activation of new
measures in early 2022 to cushion the impact of the ongoing
energy-driven upsurge in inflation, the targeted support to firms
and households still affected by the pandemic and the recently
announced reduction in real estate taxation (ENFIA) with an
additional fiscal cost of about 0.2% of GDP. Nonetheless the
intensification of the energy crisis could pose additional fiscal

challenges in 2022.

This outcome is expected to be combined with, a substantial
increase in public investment as indicated by Budget targets for
2022 (including expenditure financed by the RRF). PIB spending
is planned to increase by 23% y-o-y to €11 bn in 2022 with the
share of public investment in GDP climbing to an 18-year high of
about 5.7%, supporting economic growth and giving rise to
positive second-round effects on activity, given the high

multiplier effect of public investment on GDP.

The above estimates are derived by applying prudent Budget
assumptions, regarding the annual changes of all key budgetary
components in 2022, to the seemingly stronger fiscal outcomes
in FY:2021 and taking also into account the additional fiscal cost
of measures announced in early 2022. In cyclically adjusted
terms, the primary deficit is estimated in the vicinity of 3.0% of
GDP in 2021 and is expected to return to a broadly balanced
position in 2022, in conjunction with the sharp shrinkage in the

output gap.

General government debt is projected to fall to 192% of GDP in
2021 (from 206% in 2020) and to below 183% in 2022;
significantly lower than the respective Budget 2022 estimates of
197% and 190% respectively, due to the fiscal overperformance

in 2021 and highly supportive cyclical conditions.
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This report has been produced by the Economic Research Division of National Bank of Greece S.A., which is regulated by the Bank of Greece and the Hellenic Capital
Market Commission, and is provided solely as a sheer reference for the information of experienced and sophisticated investors who are expected and considered to
be fully able to make their own investment decisions without reliance on its contents, i.e. only after effecting their own independent enquiry from sources of the
investors’ sole choice. This report does not constitute investment research or a research recommendation, and as such, it has not been prepared under legal
requirements designed to promote investment research independence. The information contained in this report does not constitute the provision of investment
advice and under no circumstances s it to be used or considered as an offer or an invitation to buy or sell or a solicitation of an offer or invitation to buy or sell or
enter into any agreement with respect to any security, product, service or investment. No information or opinion contained in this report is sufficient to support an
investment decision — and should constitute any representation or warranty as to future performance of any financial instrument, credit, currency rate or other
market or economic measure. Past performance is not necessarily a reliable guide to future performance. National Bank of Greece S.A. and/or its affiliates shall not
be liable in any matter whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of profits and damages) of
any reliance on or usage of this report and accepts no legal responsibility to any investor who directly or indirectly receives this report. The final investment decision
must be made by the investor and the responsibility for the investment must be taken by the investor. Any data provided in this report has been obtained from
sources believed to be reliable but has not been independently verified. Because of the possibility of error on the part of such sources, National Bank of Greece S.A.
does not guarantee the accuracy, timeliness or usefulness of any information. Information and opinions contained in this report are subject to change without notice
and there is no obligation to update the information and opinions contained in this report. The National Bank of Greece S.A. and its affiliate companies, its
representatives, its managers and/or its personnel or other persons related to it, accept no responsibility, or liability as to the accuracy, or completeness of the
information contained in this report, or for any loss in general arising from any use of this report including investment decisions based on this report. This report
does not purport to contain all the information that a prospective investor may require. Recipients of this report should independently evaluate particular information
and opinions and seek the advice of their own professional and financial advisers in relation to any investment, financial, legal, business, tax, accounting or regulatory
issues before making any investment or entering into any transaction in relation to information and opinions discussed herein. National Bank of Greece S.A. has
prepared and published this report wholly independently of any of its affiliates and thus any commitments, views, outlook, ratings or target prices expressed in these
reports may differ substantially from any similar reports issued by affiliates which may be based upon different sources and methodologies. This report is not directed
to, or intended for distribution to use or use by, any person or entity that is a citizen or resident of or located in any locality, state, country or other jurisdiction where
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The analysis is based on data up to February 17, 2022, unless otherwise indicated
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