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® The current account (CA) deficit increased by c. €8.0 bn in 2022, to 9.7% of GDP from
6.8% in 2021, mainly due to the surge in energy and other import prices, but also due
to the transitory rebound in domestic demand following the end of the pandemic.

mThe sharp deterioration primarily reflects the surge in the fuel deficit which has

doubled, increasing by €7.3bn, to 6.3% of GDP from 3.2% of GDP in 2021, due to a

90% y-o0-y rise in energy costs, with volumes remaining broadly flat.

® Due to a sharp increase in import prices, which led to a 24% y-o-y increase in non-oil
imports, the non-oil trade deficit also widened by €5 bn y-o-y, to 12.4% of GDP from
11.5% in 2021, while import volumes rose by a mere +3.3% y-o-y.

m On the positive side, the strong rebound in tourism revenue by c. 70% y-o-y (up by
€7.1 bn y-0-y), which reverted to the high of 2019, offset the non-energy trade
balance deterioration.

m|n 2023, the CA deficit is expected to decrease decisively to 6.5% of GDP, due to the
partial reversal of adverse price effects; average decline in energy prices of c. 25%
y-0-y. This will lead to a 2.3% of GDP drop in the oil deficit. Moreover, the decline in
non-oil import prices of 6%, combined with the cooling-off of domestic demand,
following 2 years of exceptionally high growth, will slow import volume growth and
thus lead to a contraction in the non-oil trade deficit of 0.3% of GDP. Finally, increased
tourism revenue, by an estimated 10% y-o-y, is expected to lower the 2023 deficit by
another 0.3% of GDP.

m A further contraction of the CA deficit to 4.0% of GDP is anticipated in the period 2024-
26, as strengthened external demand is expected to support goods exports and
tourism revenue, while further RES capacity, energy efficiency gains and the
transformation of Greece to a regional energy hub (especially as regards LNG supply)
will limit net energy imports by an estimated 10-15%, compared with 2022 (in
constant price terms), equivalent to approximately 1.0% of GDP.

®An analysis of the net saving position of the economy provides a complementary
perspective on the CA deficit adjustment over the medium term. Specifically:

v The significant widening of the domestic savings-investment/spending gap of the
economy in 2022 mainly reflects the drop in household net savings by c. €12bn due
to higher consumption, which has been amplified by increased prices, combined
with pent-up spending from the pandemic years. As household consumption
growth aligns with disposable income trends, imports will decelerate, and the CA
deficit will decline by 2.3% of GDP compared to its 2022 level.

v Itis noteworthy that net savings of the non-financial corporate sector declined very
modestly in 2022 (-€2.4 bn) despite significantly higher investment spending
(estimated increase of €6.3 bn to 12.8% of GDP including inventories). This was the
result of the impressive increase in business profits (business savings). Lower input
costs and improving business performance are expected to lead to a sustained,
0.6% of GDP, net surplus in 2024-26, despite an increase in total fixed investment
to 18% of GDP, reducing the CA deficit by c. 1.5% of GDP compared with 2022.

v/ Net borrowing (negative savings) by general government is estimated to have
contracted sharply by an estimated 5.0% of GDP in 2022, from a Covid-19 induced
deficit surge to €15.0 bn, on average, in 2020-21 (-8.7% of GDP). Looking forward,
the return to a primary surplus is expected to translate into a further current
account improvement by c. 2% of GDP by 2024 compared to 2022.

m The increased deficit was financed by high quality FDI inflows (€6.4 bn) and RRF funds
(€3.6 bn) in 2022 (c. 5.0% of GDP combined). Another €12.0 bn of non-debt creating
inflows related to RRF grants, as well as additional FDI, are expected for the period
2023-26, which will finance new investment and growth enhancing reforms.
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Greece’s current account (CA) deficit

widened to 9.7 % of GDP but will
reverse course in 2023
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The deterioration, has been largely
driven by the spike in energy prices
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Greece’s current account deficit spiked in 2022,
due fo surging import prices and pent-up
household demand, but is expected fo reverse
course fto 6.5% of GDP in 2023 and 4% by 2024

The current account (CA) deficit of Greece increased by c. €8.0
bn y-o0-y (+65% y-0-y), to €20 bn in 2022 (9.7% of GDP), reflecting
Most
importantly, the main cause of the current deterioration appears

higher energy and non-energy commodity prices.

to be exogenous and largely reversible in the coming years.

A price-driven deterioration in the trade deficit, amplified by the
resilience of domestic demand

Indeed, the CA deficit widening was, primarily, driven by the
spike inimport prices of energy products and other industrial and
food commodities during 2022. Despite the rising prices, resilient
domestic demand, fueled by substantial cash buffers and
deferred spending from the previous years, prevented a
contraction in import volumes and led to a large negative saving
rate in the household sector. A similar energy-led deterioration
in the CA position occurred in the euro area, where a 0.7% of
GDP deficit was recorded in 2022, compared with a surplus of
2.3%in 2021.

The deficit in the oil* balance doubled to an all-time high of €13.2
bn in 2022 (6.3% of GDP from 3.2% of GDP in 2021), accounting
for most of the CA deficit widening. Fuel imports were up by c.
90% y-o-y in nominal terms, broadly on par with the increase in
fuel import prices, whereas fuel import volume remained
approximately constant compared with FY:2021.

International oil and natural gas (TTF) prices declined by -20%
y-0-y and -45% y-o0-y, respectively, in Q1:2023 and, despite a mild
increase projected for the rest of the year, they will remain
significantly below their average level in 2022. In fact, for
FY:2023, oil prices are projected to drop by 20% y-o-y and natural
gas prices by -60% (according to latest market-based estimates
from the relevant energy futures contracts), leading to a 2.3% of
GDP contraction of the oil deficit in 2023. Actually, the current
account data for January 2023 already recorded a 36% reduction
in the oil deficit on an annual basis (-€0.4 bn y-o-y).

The non-oil trade deficit has also widened significantly in 2022,
by €5.0 bn y-o-y, to a 14-year high of 12.4% of GDP, from 11.5%
of GDP in 2021, again mainly due to the effect of rising import
prices. Indeed, the average price of non-oil imports rose by 23%
y-0-y, whereas non-oil import volume increased only modestly,

1 The term “oil” in the Balance of Payments Statistics refers to all fuel-related trade transactions (including natural gas and other solid fuels)

Sources: ELSTAT, Bank of Greece & NBG Economic Analysis
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The non-oil trade deficit increased by
c. 1.0% of GDP y-o-y, due to sharply
rising import prices, but has been
largely offset by increased tourism
revenue
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Import price inflation has started to
decelerate for energy products...

Greece: Import price growth
(energy & intermediate goods)
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by 3% y-o-y down from +11% y-o-y in 2021, with the increase
mainly comprising of capital & intermediate goods imports
(+6.4% and 3.0% y-o-y in 2022, respectively) linked to the higher
total fixed investment (+11.6% y-o-y, in constant price terms in
FY:2022).

Non-oil exports were up by 23.3% y-o-y, in value terms, at the
same pace as non-oil export prices, with export volumes
remaining broadly flat, due to weaker external demand. The
significantly larger value of non-oil imports (c. 70% higher than
nominal overshadowed the positive

exports in terms)

contribution of rising exports.

The non-oil trade deficit is also expected to contract, albeit,
modestly in 2023, by 0.3% of GDP. Specifically, non-oil import
spending growth is estimated to slow to 6% y-o-y, mainly on the
back of a deceleration in import prices to 8% y-o-y and a decline
in non-oil import volumes.

The easing of imported inflation pressures in non-energy goods
has been evident since Q4:2022, as well as in early 2023.
Specifically, the annual growth of the non-energy import price
index for the Greek industry slowed to 5.0% y-o-y in January
2023, from 9.0% in Q4:2022 and a FY:2022 average of 12%.

Non-oil import volumes will decline by an estimated 2.0% y-o-y
in 2023 according to NBG estimates, based on a stylized import
demand equation. This slowing is expected to reflect: i) a
deceleration in private consumption growth, following two years
of exceptionally high demand, which has been bolstered by
deferred spending during the pandemic and ii) negative base
effects related to the pre-emptive inventory built up by
enterprises in 2022, arising from the high uncertainty regarding
the adequacy of the supply of some goods and the fear of new
price increases.

On the export side, the value of non-oil goods exports is expected
to increase by 8.0% y-o-y, in 2023, on the back of a similar rise in
export prices, with broadly stable volumes due to still weak
external demand conditions, especially in the euro area.

The tourism-led increase in the services surplus is expected to
continue in 2023, while inflows of EU funding are expected to
pick-up.

The substantial increase in the services surplus, compared with
2021, resulting from the €7.1 bn surge in tourism revenue (+67%
y-0-y), sets a strong base for future services revenue growth.
Although tourism revenue returned to 2019 levels, in nominal
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terms, its share in GDP remained 1 pp below 2019, as nominal

T L A S T s GDP in 2022 surpassed its pre-pandemic level by more than 13%.

categories
The total services surplus increased by €6.6 bn y-o-y in 2022, to
Greece: Import price growth 9.3% of GDP from 7.1% of GDP in 2021 - as the surplus in non-
(Key categories)
20 1 yoy yoy [ 20 tourism services (mainly shipping) increased only slightly by €0.3
15 15 bn, compared to the previous year, however still remaining 1.3%
of GDP lower than in 2019.
10 10
5 s Early signs for 2023 presage an increase in tourism revenue of c.
10% y-o-y, through positive carryover effects on tourism services
0 0
prices and a small increase in arrivals, which should bolster the
> cesemsmENNNaR > services surplus by 0.3% of GDP in 2023. The net contribution of
§523555355538 5 other services exports is expected to remain broadly unchanged,
Manufacturing inputs (excl.energy, index) compared to 2022 due to the subdued shipping market
e F00d, beverages & tobacco (index)
= Non-durable consumer goods (index) conditions in key market segments and increased payments for

Tourism revenue rebounded strongly shipping services — especially for energy imports.

in 2022 (+67% y-o-y) but remained
1% of GDP lower compared to their ) o ] )
2019 high combined deficit of 0.2% of GDP in 2022, compared with a

surplus of 0.9% of GDP in 2021, due to higher payments of

The primary and secondary income balance recorded a

Net tourism & transportation revenue .. . . . .
(%GgP) dividends and interest to non-resident holders of Greek financial

% GDP assets and decreased EU funding, in y-o-y terms. A small
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GDP could occur in 2023, if the net increase in tourism revenue

The CA deficit is expected to decline reaches 15-20% y-o-y, compared to 10% y-o-y assumed in the

to 6.5% of GDP in 2023 and to c. basellne scenario.
4.0% in the period 2024-26

income balance in 2023, on the back of rising EU-related inflows.

All in all, the above factors are projected to lower the CA deficit
close to 6.5% of GDP in 2023. The CA deficit in 2023 could decline
to 6.0%, if energy prices remain at their current low levels, which
are 15% below the respective market-based estimates for
FY:2023 (according to which energy prices will pick-up during the
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Looking forward, an average CA deficit of 4.0% of GDP is

Current Account Balance (as % GDP)

2024 projected for the period 2024-26, as external demand is
2021 | 2022 | 2023f| 26f expected to gain traction, supporting goods exports growth and
. tourism activity. Moreover, the impact of the global inflation
Current Account 68 97 -65 -40 . . - .
Non-oil Trade Balance | -115 | -124 | -12,1 | -114 shock on energy and non-energy import prices is projected to
Non-oil Exports 160 | 173 175 | 181 dissipate further, leading to an improvement in the terms of
Non-oil Imports 25 | B1 | 26 BA trade. Increasing investments on energy efficiency will also help
0il Balance 32 63 40 | -25 .
Services Balance 71 94 | 95 | 98 to reduce Greece’s dependency on imported energy products,
PrimaryIncome Balance | 02 | 01 | -01 | 00 lowering its energy deficit from the relatively high historical

Secondary Income Balance| 07 | -01 ] 02 ) 01 average levels, compared to the euro area average. Specifically,

Source: Bank of Greece & NBG Economic Analysis estimates

[ the installation of additional RES capacity and energy efficiency
gains improvements along with the transformation of Greece to

Sources: ELSTAT, Bank of Greece, European Commission & NBG Economic Analysis GREECE | NBG Special Focus Report |April 2023 p. 4



Investment-related import spending
is picking up as the economic
recovery gathers momentum
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from the fiscal tightening in 2022
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a regional energy hub (especially as regards LNG supply) are
expected to limit net energy imports for domestic use by an
estimated 10-15%, compared with 2022 (in constant price
terms), lowering the oil deficit by nearly 1.0% of GDP by 2026.

However, the pace of improvement will be slowed by the
relatively strong investment growth — increase in GFCF’s share in
GDP by c. 4.0 pps to 18% until 2026 — which is expected to
underpin Greece’s economic overperformance vis-a-vis the euro
area, fueling spending on procyclical import categories such as
capital goods and intermediate inputs.

Since the drivers of medium-term adjustment are more difficult
to quantify through the conventional trade flow analysis of the
CA, we attempt to shed some additional light by using a
complementary analysis focusing on the savings-investment
balance of the economy.

The 2022 CA deficit reflects a temporary widening in the
savings/investment gap of the economy, which is expected to
reverse course in the coming years.

Under the savings/investment (S-1) perspective, the CA deficit
corresponds to the difference between the economy-wide
investment and national savings which, in turn, can be further
decomposed into the net saving balances of the key sectors of
economic activity i.e., households, corporates and general
government.

The widening in 2022 deficit had been primarily driven by the
sharp increase in household spending?, in excess of household
disposable income, that led to a deterioration in this sector’s
saving balance by €12.5 bn y-o-y. This additional spending largely
reflected the post Covid-19 rebound in private consumption,
which has been combined with revived fixed capital formation by
households (mainly residential construction), as well as higher
prices of consumer and investment products. Households used
the increased stock of their savings from previous years —in part
arising from large fiscal support — in order to finance excess
spending in 2022. Indeed, the household saving rate (flow
concept) entered negative territory in 2022, following two
extraordinary years of positive household saving balances.
Specifically, 2020-21 net savings stood at +€2.5 bn, per year, on
average (1.4% of GDP). To put this in context, during 2014-2019
the average net savings were -€6.6 bn per annum (-3.7% of GDP).

2 The analysis of the savings/investment gap of the economy has been based on Quarterly Non-Financial Sector Accounts data
published by the Hellenic Statistical Authority for 9M:2022 and NBG projection of Q4:2022 data, as well as NBG estimates of
the potential impact on sector accounts of GDP data revision by ELSTAT on March 7, 2023

Sources: ELSTAT, Bank of Greece, European Commission & NBG Economic Analysis
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(o[ EN RS el RE ko i@ As mentioned above, in 2022, household expenditure
GDP and impact to the CA balance * skyrocketed after two years of pandemic-related spending

2024-26f| . 1straints and households spent around €10 bn, or ¢.5.0% of
2022e|2023f! avgvs
2022 GDP, more than their disposable income flows.
Households 65 | 15 23 Looking forward, a rebalancing in the net savings position of
Corporates (NFCs) | -1,1 | 0,8 1,4 Greek households is expected (improvement in the S-I gap by
1.5% of GDP in 2023 and by 2.3%, cumulatively, between 2022
Gen. Government 4,7 1,0 2,0 X . . X
) and 2024-26) as private consumption is projected to track the
Impact to the y-o- . . . .
Ch:nge in CA b’;lanyce real disposable income more closely. This moderation should be
'21 » ,7 . . . . .
(+ stands for deficit N > sufficient to offset the gradual increase in household investment
reduction) : : spending (mainly related to housing). The rebalancing in
* positive value denotes deficit reduction

s household spending behavior will be the key driver of the

P - slowing in import growth, in volume terms, as described
Substantial improvements in cost

competitiveness support investment previously.
and business transformation

It is important to note that in 2022, non-financial corporations

Nominal unit labour costs exhibited a modest savings-investment gap of -€2.4 bn (1.2% of

(based on number of employees) GDP) in 2022 - compared with an average savings surplus of

0 Sooreaon 10 4€3.5 bn (2.0% of GDP) in 2010-19 and +€1.0 bn in 2020-21 - as
o 2 ¢ 10 corporate profitability increased sharply. This occurred despite
> g 10 much higher investment spending (increase in fixed capital
EZ EZ formation by NFCs of €6.3 bn y-o-y or c.2% of GDP). The
100 160 surprising performance of the corporate sector reflects a boom
90 % in corporate profitability, which increased by an estimated €8.0
% % % § é § % % é % § g bnin FY:2022 (as depicted in the operating surplus in the national

Relative ULC (GR/EA, index, 2001=100) accounts). Looking forward, the negative impact on net sectoral

Greece: Unit labour costs (index, 2001=100) savings of the projected increase in GFCF is expected to be
Euro area: Unit labour costs (index, 2001=100)

cushioned by further improvements of business performance

A sustained upward trend in goods and the decline of input costs, compared with their 2021-22

BT LI highs. Accordingly, the corporate sector savings surplus is

Non-oil exports & travel receipts estimated at about 0.6%, on average, over the period 2024-26,

(% GDP) corresponding to a 1.4% of GDP improvement vis-a-vis the
20 - o Gop . 20
18 ! 18 estimated 2022 outcome.
ﬁ E ii In sharp contrast to the 2007-08 spike in the CA deficit and the
1(2] i 1(2) corresponding deterioration in the economy’s S-I balance in this
8 : 8 period, which had been mainly driven by the government sector,
z E z the net borrowing of the general government sector declined
2 E 2 significantly in 2022. Specifically, net borrowing (S-1 gap) by the
0 NS 8Rg9NTQYg :: 5 5 0 general government plummeted by an estimated -€9 bn in 2022

(or nearly -5% of GDP), from a Covid-19 induced deficit surge to
e NON-0il €XpoTrts (%GDP) . .

Travel recelpts (% GOP) €15 bn, on average, in 2020-21 (-7.7% of GDP). Looking forward,
the return to a higher primary fiscal surplus from 2023 onwards
is expected to be translated into a current account improvement

by c. 2.0% of GDP.

Sources: GREECE | NBG Special Focus Report |April 2023 p. 6
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FDI inflows at a record high of €6.4
bn, is an important and growth-
enhancing source of CA deficit
financing with further upside in the
coming years
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All in all, the combined improvement in the S-I balance of the
main sectors of economic activity portends a decline in the CA
deficit by 5.7% of GDP, in comparison with 2022, to an average
level of 4.0% in 2024-26.

From a broader Balance-of-Payments perspective, the increased
CA deficit has been financed by non-debt creating FDI inflows -
which climbed to an all-time high of €6.4 bn in 2022 - and RRF
funds (€3.6 bn) in 2022 (c. 5.0% of GDP combined). Another €12
bn of non-debt creating inflows related to RRF grants are
expected for the period Q2:2023-Q4:2026 which will help
financing increased fixed capital formation and other categories
of growth enhancing domestic spending. FDI prospects remain
favorable as the country improves its competitive position and
remains attractive, in terms of relative asset valuations,
especially when the prospect of a sovereign rating upgrade to
investment grade is taken into consideration.
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Sources: NBG, BoG, ELSTAT, Ministry of Finance, EU Commission, IHS Markit, IOBE, AIA, ADMIE
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