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Introductory remarks

The Development Reportis adocument that monitors the fulfilment of the strategic guidelines for Slovenia’s
economic, social and environmental development. At a time when a new strategy for Slovenia’s development
is being drafted, the Development Report 2016 shows the baseline situation and development challenges,
not only in terms of ensuring macroeconomic stability and the long-term sustainability of economic, social
and environmental development, but also in terms of meeting the country’s international commitments (e.g.
within the Europe 2020 strategy, the Stability and Growth Pact and the mechanism for detecting excessive
imbalances).

The Development Report analysis is based on selected development indicators, and focuses attention
on areas that represent a particular development challenge. The findings rely on official data released by
domestic and foreign institutions until 31 March 2016 and the revision of public finance data released on 20
April 2016.This year’s report therefore presents a review of trends up to 2015 or up to the last year for which data
are available. In areas where no relevant indicators exist owing to a lack of data, we have also consulted other
sources, particularly analyses by national and international institutions and reports on the implementation of
sectoral strategies and programmes. In the analyses conducted, Slovenia is mainly compared with EU Member
States. Where we did not have data for the entire EU, the average of those EU Member States for which data
were available was used. Slovenia is also occasionally compared with OECD countries, usually with the average
of the 21 EU Member States that are also OECD members. The terms ‘European average’ or ‘EU average’ refer to
the EU-28 group, whereas the term ‘'new Member States’ means the EU-13 countries that joined the EU in the
enlargements after 2004 (or the EU-12, without Croatia).

The Development Report is divided into two parts. The findings of the analysis are summarised in the main
body of the Report, which is then followed by a detailed report on progress by individual indicators for Slovenia’s
development. The subject matter is divided into four sections: macroeconomic framework; competitiveness
factors; the population and the welfare state; and environmental, regional and spatial development.
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Main findings

In the past few years, Slovenia has taken a number of positive steps and slightly narrowed its development
gap with the EU. During the crisis, Slovenia’s economic development gap widened considerably in relation
to the EU average. The economic downturn also disrupted macroeconomic balances and weakened the
material welfare of the population. In recent years, however, the economic situation has been improving.
The average annual growth of 3% of GDP in 2014 and 2015 was achieved in an environment of increased
foreign demand, improved economic competitiveness and stronger government investment. The economic
recovery was favourably impacted by the implementation of banking system stabilisation and the financial
and ownership restructuring of companies. In 2015 the general government deficit dropped below 3% of
GDP for the first time since the onset of the crisis. Economic growth has been accompanied by a recovery
on the labour market. This led to renewed growth in disposable income, which is a significant factor in the
material welfare of the population. Despite the decline in disposable income during the crisis, Slovenia,
owing to its highly developed social protection systems, has managed to keep social inclusion and access
to public services at a relatively high level, by international standards, and retain one of the lowest income
inequality rates in the EU. Life satisfaction has also remained relatively high despite the crisis. Pressures on
the environment have also eased in the past few years, but more as a result of lower economic activity during
the crisis and some non-systemic factors than sustainable shifts towards the more efficient use of energy and
commodities.

Regardless of these positive shifts, challenges remain in terms of ensuring a more sustainable
improvement to Slovenia’s growth potential and the welfare of its population, which will require more
radical structural changes. To strengthen its growth potential and improve the quality of life and welfare of
its population, it is vital that Slovenia increases its productivity and adjusts its social protection systems to
demographic changes, i.e. the rising share of the elderly population. Both would also have a positive impact
on fiscal consolidation, which is essential for Slovenia to create a stable macroeconomic framework as a
basis for sustainable development. However, economic development must also pursue the goal of reducing
the environmental burden, and the measures taken towards more efficient use of energy and commodities
should be considered an opportunity to increase productivity and competitiveness.

Priority measures should be focused on:

— Establishing strategic development priorities and improving the efficiency of the government and
its institutions responsible for making and executing coordinated development decisions;

— Increasing productivity by boosting the innovative capacity of businesses, providing a business
environment that fosters entrepreneurship, developing human capital supportive to the
competitiveness of the economy and encouraging the more efficient use of digital technologies;

— Ensuring sources of finance for businesses by establishing an effective banking system, faster
restructuring of enterprises, improving access to funding for small and medium-sized enterprises
and developing the non-bank segments of the financial system;

— Improving the governance of state-owned enterprises and restructuring their ownership;

— Continuing fiscal consolidation through more permanent measures for reducing the structural
deficit, particularly in order to ensure the fiscal sustainability of the pension system;

— Adjusting social protection systems to the ageing population, establishing a comprehensive system
of long-term care, improving the efficiency of the health system and strengthening its preventive
activities;

— Improving the system of labour market flexicurity in order to improve the efficiency of labour force
allocation and reduce labour market segmentation;

— Reducing environmental pressures through the more efficient use of energy and raw materials and
a transition to sustainable mobility.
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Summary

After the deterioration during the crisis, the economic situation and material living conditions have been
improvinginrecentyears, butamorelastingimprovementto growth potential andthe welfare of the population
will require more radical structural changes. During the crisis, Slovenia significantly increased its gap in GDP pcin
relation to the EU average. The economic downturn also disrupted macroeconomic balances and exacerbated the
material welfare of the population. In the last few years, however, positive shifts have been recorded in a number
of areas. As a result of economic growth boosted by exports and government investment, Slovenia stopped
moving away from the EU average in terms of GDP pc in 2014 and brought the general government deficit below
3% of GDP in 2015. The material situation of the population also started to improve with the recovery of labour
market conditions. However, since Slovenia’s growth potential declined during the crisis, economic progress has
been relatively slow; this has in turn diminished the possibilities for a greater improvement to the welfare of the
population, which is increasingly jeopardised by society not adjusting sufficiently to demographic changes. This
should be addressed by more radical structural changes, focused primarily on raising productivity and adjusting
social protection systems to reflect the accelerating ageing of the population. These changes are also essential in
order to consolidate the public finances and restore a stable macroeconomic framework as a basis for sustainable
development. Economic development should also pursue environmental goals, and the measures taken towards
the more efficient use of energy and commodities should also be considered an opportunity to raise productivity
and improve economic competitiveness.

After deteriorating during the crisis, the competitiveness of exporters has improved and positively affected
economic growth; however, in order to further improve the economic position, it is essential to boost
productivity. Cost and price competitiveness factors, in particular, have strengthened in recent years. Several
years of cost competitiveness gains have had a positive effect on the position of exporters on foreign markets.
Higher export competitiveness has increased Slovenia’s integration into international trade flows. The composition
of exports is also improving. However, these positive shifts have yet to be supported by gains in productivity,
which is low by international standards. Increasing productivity is essential for a more sustainable improvement
in competitiveness and to hasten the closing of the development gap, particularly in light of rising limitations to
labour force supply owing to population ageing. Alongside an urgent increase in investment, which could also
accelerate productivity growth in the short term, Slovenia also faces a number of challenges regarding investment
in longer-term productivity factors such as innovation capacity, the digital economy and human capital.
Competitiveness should also be boosted by creating an environment that is conducive to the establishment and
growth of businesses. In recent years, Slovenia has made particular headway regarding the ease of starting a
business; it is also improving the regulatory environment for start-up enterprises, but excessive red tape, especially
the lengthy procedures involved in obtaining permits, remains a significant burden on business operations.

The investment climate is improving, but investment that is essential to increasing productivity has yet to
be revived. Private investment, a key factor in raising productivity and preserving economic competitiveness, is
recovering only gradually; nevertheless the investment environment has improved over the past few years owing
to increased banking system stability, the deleveraging of companies and their increased profitability. Lending
activity, however, continues to contract owing to limited corporate demand and the persistent risk aversion of
banks. Given the high reliance of enterprises on bank funding owing to the poor development of other segments
of the financial system, this makes it very difficult for them to secure financing. In order to accelerate investment
activity, it is also necessary to expedite the ownership and financial restructuring of companies; with a view to
achieving this goal, the government has also strengthened the institutional framework in the past few years.
By privatising some of its companies, Slovenia has also increased the inflow of foreign investment over the last
two years, which is a welcome development in terms of strengthening the country’s growth potential, as foreign
investment enables the corporate sector to gain access not only to fresh sources of funding but also to new know-
how and markets. A rebound in investment activity would also help reduce the surplus of savings over investment,
which has widened significantly in recent years.

While investment in some long-term factors of value added growth is relatively high by international standards,
its efficient use in support of higher productivity remains a challenge. Slovenia’s R&D investment is relatively
high in comparison with investment in its international counterparts. Owing to the absorption of EU funds and
boosted by tax relief, business sector investments, in particular, have increased since the beginning of the crisis.
Expenditure on tertiary education is also high. The share of the population with tertiary education reached the EU
average; the strengthening of human capital in science and technology is especially encouraging. Despite positive
shifts, human capital, a significant factor of competitiveness and long-term growth, is not efficiently used in
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Slovenia. The composition and skills of tertiary educated people often fail to match the business sector’s demand.
Moreover, Slovenia has also had to deal with human capital flight in recent years. At the same time, as the cohorts
of prospective tertiary students are shrinking as a result of demographic changes, it will become increasingly
difficult to ensure that staff are sufficiently educated to support the competitiveness of the economy in the future.
The innovative capacity of the economy also remains weak, the main challenges being the insufficient transfer
of knowledge from the research to the business sector, the low rate of innovation activity on the part of small
businesses and the slow response to the rapid development of new technologies and process digitalisation. In
recent years, a reduction in public R&D investment has also become a matter of concern.

The favourable developments in fiscal consolidation should be reinforced by more permanent measures for
fiscal stability. After the significant deterioration in public finances in 2008, positive shifts have been witnessed
recently, which arise from the improvement in the economic situation and government intervention measures. In
2015 the general government deficit dropped below 3% of GDP for the first time since the onset of the crisis. With
a significant improvement in financing conditions in the last two years, expenditure on interest also fell in 2015.
This is favourable in view of the necessary reduction in general government debt, which in 2015 was still rising
and is already approaching levels which could have a negative effect on economic growth. In order to correct the
structural deficit, which goes back to the pre-crisis period, Slovenia will have to adopt more permanent measures
to stabilise the public finances. These should also tackle the areas where expenditure growth is also related to
demographic changes that affect long-term fiscal sustainability. The pressures on the public finances will also
have to be eased by boosting productivity and economic growth. On the revenue side, Slovenia could also make
better use of the possibility to increase revenues by broadening the tax base, changing the taxation of property
and improving the efficiency of state asset management.

The opportunities to improve quality of life increase as the economy recovers, but Slovenia must strengthen its
growth potential and adjust to demographic changes in order to achieve a more sustainable improvement to
the welfare of its population. Having contracted during the crisis due to the tightening labour market conditions,
household disposable income has mainly been rising since 2014 owing to growing employment and earnings
amid the recovering economy. Although during the crisis the material situation of the population deteriorated,
owing to its well developed social protection systems, Slovenia has managed to retain the relatively high levels
of the indicators of social inclusion, inequality and access to public services. Life satisfaction has also remained
high by international comparison. Over the longer term, most composite indicators of health have improved,
but the indicators for life-style related health status have deteriorated. However, in the years to come, it will not
be possible for Slovenia to maintain or even improve the quality of life and welfare of the population without
making major economic and social changes. In order to further improve basic material conditions, it is therefore
vital to improve productivity as the basis for sustainable growth in population income and to establish a system
of flexicurity on the labour market that reduces segmentation and is conducive to the efficient allocation of the
labour force. However, the main challenge is adjusting social protection systems to demographic changes.

It is becoming increasingly important for Slovenia to adjust its social protection systems to its ageing
population in order to further improve the quality of life and lower the pressures on the public finances. The
ageing of the population is reflected in rising pressures on public expenditure for their financing. The number of
older people per one working-age person will have doubled by 2060. Long-term projections indicate that age-
related expenditures will increase more in Slovenia than for all other EU Member States by 2060. Although the
2013 pension reform temporarily decelerated growth in the number of old-age pensioners, it did not significantly
improve the long-term sustainability of the pension system. The needs for health and long-term care services,
areas in which reforms have been in preparation for more than ten years, are also rising rapidly. The challenges
to social protection systems mainly involve adjusting their financing to the shrinking proportion of the active
population (i.e. taking account of population ageing), continuously improving the efficiency of the health care
system, strengthening preventive activities and establishing a comprehensive system of long-term care.

Slovenia has made progress in terms of reducing the environmental burden over the last few years, but long-
term management remains a challenge, particularly in view of faster economic growth. Greenhouse gas
emissions have been declining since 2008, largely as a consequence of lower energy consumption amid declining
economic activity during the crisis, but also due to the mild winters in recent years and the shut-down of a
thermal power plant. Despite this decline, the emission and energy intensities of the economy remain high, and
so Slovenia has not narrowed its gap with the EU average since the beginning of the crisis. With faster economic
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growth, it could therefore be more difficult to achieve further energy savings and emission reductions. Slovenia
stands out particularly with regard to its extensive energy consumption for transport, which is attributable to the
high level of transit through Slovenia and unsustainable mobility. More favourable developments are recorded
in manufacturing, although this sector’s energy consumption per unit of GDP also still exceeds the EU average.
Slovenia’s economy is characterised by low material productivity, meaning that it also has potential to increase its
competitive position by more efficient use of raw materials and energy. In some areas Slovenia performs better
than the EU. In view of its favourable natural assets, Slovenia not only has larger shares of renewable energy
sources and organically farmed areas, but also generates less municipal waste per person than the EU average.
Nevertheless, a transition towards a green economy, which will increase the competitiveness of the economy
and the welfare of the population with minimum impact on the environment, will require a shift towards more
sustainable production and consumption patterns.

Improvements in the efficiency of the government and its institutions would significantly contribute to the
implementation of development-oriented changes towards more stable and welfare-oriented economic
growth. Since the beginning of the crisis, Slovenia has slipped significantly on the international scales of
institutional competitiveness, and the trust of its people and companies in politics, the government and its
institutions is among the lowest in the EU. In the past few years, significant progress has been made towards
improving the efficiency of the government, for example, by reducing the administrative burden and the grey
economy and improving insolvency legislation; Slovenia has also adopted constitutional amendments to fiscal
policy and referendum rules and increased the efficiency of its judiciary. However, in order to help the economy
and society adapt to changes in the economic environment, Slovenia should increase the efficiency of the
government and its institutions responsible for making and executing key development decisions. In recent years,
the comprehensive and consistent planning of structural reforms has been increasingly impeded by the absence
of a strategic development framework that defines the development priorities and their effective implementation.
Development could also be boosted by establishing a more efficient spatial planning system, which is currently
characterised by extremely lengthy procedures. Strategic decisions on development orientations are essential not
only to formulate appropriate domestic development policies, but also for effective drawing on EU funds, which
can make a significant contribution to Slovenia’s development.






1 Macroeconomic framework

A stable macroeconomic environment is vital in order to
rapidly improve competitiveness factors, generate sustained
economic growth and create new jobs. Since the onset of the
economic crisis, the decline in GDP has been accompanied
by a deterioration in a number of macroeconomic indicators,
and the imbalances in several areas have remained or only
gradually improved. The public deficit has been relatively
high throughout the entire period, but declined below
3% of GDP in 2015, primarily as a result of the influence of
intervention measures. With the economic policy measures
implemented and the gradual recovery of economic growth,
imbalances related to a lack of capital and pressures on
long-term fiscal sustainability are increasingly coming to
the fore. Owing to the deleveraging of the private sector,
the surplus of savings over investment has been increasing
for several years, which is reflected in the wide surplus in the
current account of the balance of payments. An intensive
bank recovery process has been under way since the bank
recapitalisation in 2013; however, lending activities have
not yet started to recover, partly because of the cautiousness
of banks and partly because of weak demand for company
loans. With some positive shifts in the economic, fiscal and
finance situation in 2014 and 2015, a further reduction to
macroeconomic imbalances and the provision of stable
financing resources for companies are vital in order to
dchieve sustained economic growth.

1.1 Macroeconomic stability and
economic growth

The recovery of economic activity in the last two
years has been encouraged in particular by the
growth in exports and the gradual recovery of private
consumption, which improved further last year. The
economic growth recorded in the last two years is
related to the improvement of economic conditions
in the international environment, improved export
competitiveness, the accelerated drawing of EU
funds and the reduced uncertainty in the domestic
environment. This was further supported by domestic
economic policy measures, particularly the stabilisation
of the banking system and the consolidation of the
public finances. In 2014 GDP growth was supported
by accelerated export and investment activities and in
2015 private consumption strengthened somewhat
amid the continued high growth in exports, whereas
the growth in investments slowed down considerably.
Exports, which have had a positive impact on economic
activities since mid-2009, rose more than the EU average
in the last two years and are the only aggregate of
consumption to exceed the 2008 level. This was a result
of the recovery of growth in foreign demand and the
increased competitiveness of the tradable sector. Until
2014 domestic consumption had been falling, at first
mainly owing to a strong decline in investment, in 2012-
2013 also due to a considerable reduction in private
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consumption. The recovery in private consumption,
which began in 2014 after two years of decline, is related
in particular to the improved labour market conditions.
Consumer confidence, which was at its highest level
since mid-2015, also improved considerably. Purchases
of durable goods, which had decreased significantly
during the crisis, rose during the period 2014-2015; the
purchases of other goods and services, representing
the dominant share of household consumption, also
gradually increased. During the period 2014-2015,
reductions in government spending came to a halt.
Despite higher GDP growth than the EU average in the
last two years, Slovenia remains among the countries
which experienced the steepest decline in economic
activity during the crisis. In 2015 the average GDP in the
EU was slightly above the 2008 level, while the Slovenia’
GDP was lagging behind by 4.2%.

Figure 1: Gross domestic product, exports and gross fixed
capital formation — a comparison between Slovenia and the
EU
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The growth in investment in the last three years
was mostly stimulated by government investments,
whereas private investments recovered only gradually,
despite the improved financing conditions and
the increase in companies’ own funds. Following a
41% decrease in the period 2009-2012, investments
started to increase only as recently as 2013; this rise
was primarily supported by an investment in a major
energy facility and by the increased drawing of EU
funds mostly earmarked for public infrastructure. In
2014 the growth in these investments accelerated at
the end of the financing period under the 2007-2013
financial perspective and they remained at a similar
level in 2015. With the economic recovery and growth
in orders, capacity utilisation also increased in 2014 and
2015, which contributed to a gradual recovery of private
investment in machinery and equipment, particularly



18 Development Report 2016
Macroeconomic framework

in the tradable sector, according to our estimate. The
improved operating results, especially those related to
the deleveraging of the corporate sector (see Chapter 1.3)
in recent years, have significantly reduced the debt-to-
gross operating surplus ratio of non-financial companies,
which was close to the entire euro area average in the first
half of 2015. Along with the more favourable borrowing
conditions (lower loan interest rates), this improved the
environment for new investment decisions taken by
companies which were increasing relatively modestly in
2015. This is also partly due to the extreme cautiousness
of banks which is a limiting factor for those companies
that have insufficient own resources available or no
access to alternative sources of financing in the capital
market or abroad. Furthermore, it is likely that this is also
partly due to the reluctance of enterprises to increase
demand for financial resources. Housing investments,
which had reached almost half the level in the years
before the crisis (2005-2007), began to grow towards
the end of 2015 and are the main reason why, out of all
the aggregates, joint investments continue to lag the
most behind the pre-crisis level.

Figure 2: Ratio of debt to gross operating surplus of the non-
financial corporate sector
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Source: Eurostat, ECB; calculations by IMAD.

The continued recovery in economic activity caused a
strengthening of employment growth in 2015, whereas
the growth in wages eased owing to structural reasons
and the need to maintain competitiveness’. The year
2014 witnessed the first positive turnin the labour market
since the beginning of the crisis and in 2015 the growth
of employment picked up pace (1.5%) by increasing in
almost all private sector activities. The most significant
contribution to this acceleration in employment growth
was made by activities with relatively high growth in their
value added (manufacturing, trade, transport, hotels and
restaurants as well as ICTs). The growth in employment

" For more details on labour market trends, see Chapter 3.1.

activities remained high, which is indicative either of
the persisting cautiousness of companies regarding
the recruitment of new employees or a desire for more
flexible forms of employment. In 2015 the growth of the
average gross wage per employee slowed down visibly
afterasignificantriseinthe previousyear.Asthe tendency
for companies to maintain their competitiveness
continues, this is attributed to the increase in the
share of employees with low wages and the absence
of price pressures. Despite the slowdown, the increase
in wages remained highest in manufacturing, pointing
to the existence of a stronger base and the capacity of
companies for further growth. After the decline during
the period 2012-2013, the average wage in the public
sector also increased slightly in 2014 and 2015. This was
due to the commencement of the promotion payment,
while wages in public corporations also continued to rise
(see Chapter 3.1).

The growth in consumer prices has been very
low since the onset of the crisis due to the weak
economic activity and the process related to the
internal adjustment of relative prices, whereas the
considerable reduction in the price of raw materials
in 2015 contributed to deflation for the first time
since independence. In the period 2009-2013, the
growth of prices eased due to economic growth and
adjustment processes: particularly food and energy
prices were rising, inflation being also due to measures
related to fiscal consolidation and the introduction
of certain environmental taxes. In the last two years,
price growth slowed further due to the fall in raw
material prices (in particular oil?) on the international
markets, the lower prices of imported products and the
smaller contribution of fiscal measures. At the end of
2015, the general price level was 0.5% lower than for
the previous year. External environment factors also
strongly affected the movement of the average prices
in the EU, where prices increased slightly (by 0.2%)
in 2015. The difference could be partly explained by
a higher share of energy products in the structure of
consumption in Slovenia (higher negative impact on
the decrease in prices and vice versa). In the last two
years, core inflation which does not include the prices
of food and energy products has also been relatively
lower in Slovenia. It is estimated that this was mainly
a result of two groups of factors. Firstly, the process
of adjusting the relative prices through the reduction
of unit labour costs was carried out intensively, and
was necessary in order to meet cost competitiveness
requirements; therefore, there were no supply-side
pressures for the rise in prices. Secondly, after a sharp
fall, economic activity in Slovenia started to recover
later than the EU average, with private consumption in
particular recovering later and more slowly, which was
reflected in the relatively slow growth in the prices of
non-energy products and services.

2 In 2015 the price of Brent crude oil decreased by 47% and
reached its lowest values in the last ten years.
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Box 1: Growth of potential GDP and output gap

The growth of potential GDP had slowed at the beginning of  Figure: Growth of potential GDP in Slovenia

the crisis, but was increasing gradually in the last two years. Labour N
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to an immediate stagnation at the onset of the crises. Because -

of the insufficient structural adjustments aimed at increasing
the resilience of the economy to shocks in the years before the
crisis and not always appropriate or timely action during the
crisis, a potential for GDP growth diminished. The decrease in
potential GDP growth in comparison to the period preceding
the crisis was due to a reduced capital contribution (in 2015,
this was 1.5% lower than the pre-crisis average) and total
factor productivity (by 1%). In 2015 the contribution of labour
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The output gap has been negative since the onset of the crisis, and began to close considerably in 2014 and 2015.
The output gap,” which measures the utilisation of production capacities and shows price pressures in the economy,
was positive in the pre-crisis period and particularly high in 2006 and 2007. Since the onset of the crisis, it has been
negative. In the early years of the crisis, the decline in investment demand therefore significantly contributed to a sharp
fall in foreign demand and to companies experiencing difficulties gaining access to financial resources, whereas in 2012
and 2013 there was a considerable decline in private consumption associated with the deterioration of the situation in
the labour market and the austerity fiscal measures taken. The negative output gap widened further during these years.
Since 2014, the production gap has begun to gradually narrow, primarily owing to increased government investments
financed mainly from EU funds. This figure remains negative because of uncertain circumstances on the financial
markets and consumer cautiousness exerting an influence on corporate investments and household spending.
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Source: EC, IMAD.

'The output gap is the difference between the actual and potential GDP, expressed as a percentage of potential GDP. Given the factors
affecting the calculation of potential growth, in particular the changes in methodology, the estimated growth in the past and the GDP
forecast, the output gap is a rather unstable macroeconomic indicator whereas, with the preparation of new calculations, its value may
change considerably, also for the past periods.
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The current account surplus of the balance of
payments, which reflects the widening of the gap
between saving and investments, reached 7.3% of
GDP in 2015. After the high deficit in the pre-crisis
years, the current account of the balance payments
was roughly balanced during the first three years of the
economic crisis. Given the accelerated deleveraging of
commercial banks and the corporate sector, the surplus
then started to rise in the following years, boosted by
the increased competitiveness of the tradable sector
(see Chapter 2.1) and the related strengthening of
exports. Despite the considerable debt reduction (see
Chapter 1.3) and improvement in business results,
private sector investments did not yet start to increase
noticeably, so that the savings-investment gap widened
further. The restricted access to bank loans and lack of
capital financing sources had a significant impact on
the uncertain economic prospects at the time and the
reluctance of enterprises to make major investment
decisions. The current account surplus increased
substantially in 2012, 2013 and 2015 (by approx. EUR 2
billion in total), mainly due to the growing surplus in the
balance of trade in goods. This was due to price factors
and better terms of trade in addition to a higher growth
in exports than imports in the last years. The surplus
has also been due to the accelerated drawing down
of EU funds, especially in 2014. On account of private
sector deleveraging abroad, net interest payments have
decreased since 2009 despite the growth in external
government debt financing expenses.

Adjustment of current accounts of the balance of
payments in the euro area has been asymmetrical since
the onset of the crisis and continues to increase the
macroeconomic imbalance of the entire area. A similar
change or turn in the current account balance in Slovenia,
resulting in a surplus, has been recorded in a number of euro
area countries since the beginning of the financial crisis. In

Figure 3: Changes to the current account of the balance of payments,
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2009 and 2010 the current account deficit also began
to decline in countries that had large fiscal imbalances
and an increasing number of austerity measures in
place. According to the European Commission, this was
largely due to the fall in domestic spending, particularly
private sector investments and private consumption,
as the limited increase in disposable income resulted
in higher savings on average. At the same time, most
of the countries that had a surplus prior to the crisis
either maintained or further increased it. Current
account adjustments in the euro area were asymmetric,
which increased the macroeconomic imbalance, i.e. the
average surplus of savings over investment, for the entire
area. In this regard, Slovenia, in particular, has a surplus
of savings over investment in the private sector which
has been net deleveraging abroad for the past seven
years amid the limited access to sources of finance.

Gross external debt, having maintained a similar
level since the onset of the crisis, changed its structure
radically.The share of publicdebtincreased considerably,
rising by EUR 22.4 billion in comparison with the pre-
crisis period, and accounts for more than half of the gross
external debt (42.2 pps higher than in 2008). Significant
growth in external government debt associated with the
recapitalisation of state-owned companies, mainly of
banks, the covering of the state budget deficit and the
pre-financing of debtors’ obligations has, in individual
years, even greatly exceeded the net repayment of debts
raised by the private sector in the pre-crisis period. In
2015, after an increase in 2014, it declined by EUR 1.5
billion and amounted to EUR 44.8 billion (116% of GDP)
at the end of the year. This was largely a consequence
of the slower growth in general government debt (see
Chapter 2.1) with regard to the continued deleveraging
of companies and banks abroad. At the end of the year
the external debt of commercial banks fell by EUR 12.6
billion compared to 2008, while non-guaranteed private
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Box 2: Assessment of Slovenia in the European Commission's excessive imbalance procedure

Under the EU economic governance, the European Commission has devoted special emphasis to the early
identification and correction of excessive macroeconomic imbalances in the EU Member States since 2012. The
imbalance identification procedure is based on 14 imbalance indicators (see Table) and an in-depth analysis to establish
the impact of the imbalances identified by the indicators on macroeconomic stability. If the European Commission
finds that macroeconomic imbalances exist, it will issue policy recommendations for the Member State(s) concerned. In
severe cases of excessive macroeconomic imbalances that could also put the operations of the Economic and Monetary
Union at risk, the EU Council shall initiate a procedure which will, in addition to recommendations to a particular
Member State, enhanced surveillance and monitoring, require that the State concerned submits a plan of corrective
actions. If a euro area Member State fails to take appropriate corrective action on several occasions in succession, it may
be fined up to 0.1% of its GDP.

According to the European Commission’ report for 2015, the imbalances in Slovenia are no longer excessive;
however, they still require careful monitoring and prevention. According to the data for 2014, Slovenia still exceeds the
limit value in 5 out of 14 indicators (6 in the preceding year); however, their values (except for the general improvement
debt) improved in 2014 and 2015. This is due to more favourable economic trends, including improved export
competitiveness and measures taken in the area of bank rehabilitation, as well as the restructuring and privatisation
of the financial and corporate sectors. The in-depth analysis of the European Commission?published at the beginning
of 2016 shows that the positive economic trends have continued and that they are accompanied by a recovery in the
labour market and private consumption growth. It also reports that there has been a certain level of progress regarding
the 2015 recommendations in the corporate restructuring area and the labour market, and improved efficiency of
justice, whereby the key challenges of Slovenia, according to the European Commission, remain associated with long-
term fiscal sustainability (including the adjustment of social protection systems to demographic changes) and the
establishment of an appropriate environment to revive investment activity.

Table: Results of the macroeconomic imbalance indicators for Slovenia

Indicator/Limit value 2004 | 2005 | 2006 | 2007 | 2008 | 2009 (2010 | 2011 | 2012|2013 | 2014
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he]
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g 5 !_ong term unemployment rate (15-74), 3-year change 05 % 05 -04 068 -10 -12 -11
3 g PP
S 7 | Youth unemployment rate (15-24), 3-year change in pp 0.2 % -1.7| -06/ -34/ -6.00 -55 -03

Source: Eurostat Portal Page - Macroeconomic imbalance procedure statistics, 2015.
Note: Indicators found to exceed the threshold value in the EU excessive imbalance procedure are marked in grey.

! Alert Mechanism Report 2016, 2015.
2Country Report Slovenia 2016, Including an In-Depth Review on the prevention and correction of macroeconomic imbalances, 2016.

debt decreased by EUR 14.4 billion. Despite its growth in onset of the crisis as a result of the increased borrowing
individual years, the publicly guarantee debt in 2015 was by the general government; in 2015, this figure fell
lower than in 2008. below 40% of GDP for the first time in this period. Since

2008, Slovenia has managed to exceed the limit of the EU
indicator for external imbalances (35% of GDP) because

Despite the deleveraging of the private sector, the net ! ; ¢ 270 VT
of a considerable increase in total liabilities as external

financial position deteriorated considerably since the
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claims. The rise in obligations was driven exclusively
by increased borrowing by the general government
(see Indicators 1.4 and 1.7) which exceeded the scope
of private sector debt repayment almost every year,
particularly for banks abroad. With the exception of 2013
and 2015, particularly 2015, the further deleveraging of
commercial banks abroad was the main reason for the
decrease in joint liabilities. The growth in joint foreign
claims, which was relatively slow, was primarily due to
debt claims, particularly in 2014. In that year, the outflow
of currency and deposits out of the country increased
and, at the same time, portfolio investments abroad in
connection with higher yields in international financial
markets increased notably. Total foreign claims remained
at the level attained, with a relative higher transfer of
national funds to accounts abroad.® In 2015 the net
improvement to the financial position was mostly a result
of the decrease in total liabilities. At the end of 2015 the
net international investment position recorded a net
debt external position amounting to EUR 14.4 billion or
37.3% of GDP (43.6% of GDP in 2014). In 2015, Slovenia
therefore came very close to the indicative limit for the
EU indicator of external imbalances (35% of GDP), and
was considerably below the level of the most indebted
euro area countries.*

1.2 Stability and quality of the public
finances

Fiscal stability represents one of the key elements of
macroeconomic stability. Structural problems arising
from the pre-crisis period along with the severe cyclical
deterioration of the public finances during the crisis had
an impact on the high deficits and considerable increase in
publicdebtafter 2008. In this way, Slovenia lostanimportant
buffer to mitigate adverse economic fluctuations, while the
debt financing costs began to crowd-out other expenditure,
thereby increasing pressure on their restructuring. The delay
in reform measures and an increasing number of people
having reached retirement age, which coincided with the
crisis period, strongly influenced the increase in pension
expenses, permanently altering the structure of general
government expenditure and increasing the transfer of
the state budget to cover the pension expenses in recent
years. Despite the improving fiscal indicators in 2014 and
2015, the long-term prospects underline the importance of
implementing further and more permanent fiscal balance
measures, which should be taken in the areas that pose
major challenges to long-term fiscal sustainability (social
protection systems, management of state-owned assets,
measures to increase the potential growth).

3 At the end of 2015 the amount of state funds abroad totalled
EUR 3,888 million, representing EUR 2,415 million more than in
2014.

4 At the end of 2015 Greece exhibited the negative international
investment position, amounting to 126.2%, Ireland: 81.0%,
Portugal: 116.5%, Spain: 91.0% and Cyprus: 138.1% of GDP.

In the last two years, fiscal indicators have improved
on the basis of enhanced economic activity, a smaller
impact of one-off factors and due to measures, which
however were mainly temporary.> The measures were
designed in emergency circumstances, and were not
long-term oriented. It is therefore reasonable to retain
them only for a short period until they are replaced by
measures which do not pursue only short-term austerity
goals but rather contribute to the long-term structural
adjustment of the public finances. The effects of these
measures, along with the renewed economic growth,
significantly contributed to the reduction of the public
deficit reaching the lowest level since the onset of the
crisis (2.9% of GDP) last year whereas the primary balance®
(0.0% of GDP) was balanced for the first time in this period.
The measures adopted so far have only partially curbed
the total rise in expenditure which, since the onset of
the crisis, has been strongly affected by numerous one-
off factors and growing interest expenditure as well
as pension expenses, which have been financed by an
increasing transfer from the state budget in recent years.
Such trends strongly reduced the possible increase in
other expenditure categories and therefore undermined
the development role of the public finances.

Figure 4: General government revenue and expenditure in
Slovenia
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Source: SI-STAT Data Portal — National accounts — General government accounts —
Main general government aggregates, April 2016.

> Temporary measures in terms of expenditure had an impact
on the wage policy, the employment of civil servants, social
benefits and transfers. In recent years, fiscal consolidation has
also been carried out by restricting expenditure on goods
and services; these effects were mostly achieved through
linear approach-based measures and not on the basis of
systemic expendiutre reviews. Moreover, in order to support
consolidation, subsidies were reduced and largely replaced
by other instruments (see Box 3) of support to the corporate
sector. Most of the permanent measures were adopted in order
to support an increase in revenues; moreover, activities to
enhance tax collection were also introduced.

¢ General government balance, excluding interest expenditure.
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Table 1: Absorption of EU sources by fund in the period 2007-2015% in Slovenia, in EUR million
Funds/policies 2007 2008 2009 2010 2011 2012 2013 2014 2015
European Regional Development Fund 0.0 0.0 78.8 308.2 3823 326.0 277.5 276.7 186.2
European Social Fund 0.0 0.0 6.4 104.7 1343 107.4 155.5 127.0 77.9
Cohesion Fund 0.0 0.0 104.9 99.4 60.2 107.0 193.3 3485 3754
Agriculture and Fisheries Policy 0.1 208.3 2203 2179 220.2 267.5 271.7 263.5 200.4
Other 0.0 15.8 359 203 15.1 337 357 20.5 38.8
Total 0.0 2241 446.3 750.5 812.1 841.6 933.7 | 1.036.2 878.7

Source: The Ministry of Finance. Note: *Funds through which the cohesion policy is implemented in Slovenia. The financial resources represent Slovenia's budget revenues and

are not all allocated to the general government sector.

Figure 5: Sources of financing gross general government
investment
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General government investment supported by EU
funds had a positive effect on the economic recovery in
recent years. The high level of investment, particularly
in 2014 and 2015, is related to the conclusion of the
programming period for drawing EU funds under the
2007-2013 EU financial perspective. Last year, a large
increase was recorded in the absorption of funds from
the Cohesion Fund, where the largest absorption lags
were recorded in previous years and the funds were
earmarked in particular for financing state investment
in the construction of environmental protection
infrastructure and the modernisation of rail and
transport infrastructure. The level of state investment in
the period 2014-2015 has been the highest so far, and
EU funding represented approximately 30% of its value.
During the economic crisis, when private investment
was low (see Chapter 1.1.), the increase in state
investment co-financed by EU funds thus contributed to
the strengthening of economic activity.

Slovenia already had a deficit in the pre-crisis period,
which was primarily structural. The estimate provided
by the IMAD demonstrates that, in the years of the
highest economic growth just prior to the crisis, the

Figure 6: Actual and structural general government balance,
Slovenia
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Source: SI-STAT Data Portal - National accounts - General government accounts —
Main general government aggregates, April 2016. IMAD, calculation of the structural
balance.

structural deficit even increased and, during the crisis,
it fell significantly for the first time in 2012 (from —4.7%
to —1.9% of GDP) and remained at a similar level in
2015 (—2.1% of GDP). Over the last three years, Slovenia
therefore did not achieve the recommended fiscal
effort under the excessive deficit procedure measured
by reducing the structural deficit. The discretionary
measures adopted in this period (via the bottom-up
assessment) that complement the estimate of fiscal
effort measured on the basis of the output gap estimate
in the corrective part of the Stability and Growth Pact
also fell short of recommendations’.

7 According to the European Commission’s assessment (Analysis
of the 2016 Draft budgetary plan of Slovenia, November 2015),
the difference between the recommended discretionary
measures and the measures adopted for the period 2013-2015
amounts to 2% of GDP. The European Commission highlights
the fact that revisions to national accounts (particularly the
increase in nominal GDP when changing from ESA 1995 to ESA
2010) have a considerable effect on this difference; however,
even when taking these factors into consideration, the scope
of the discretionary measures is smaller than that which is
recommended.
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Box 3: Scope and efficiency assessment of government financial support to the non-financial corporate sector

Support to the corporate sector has only gradually Figure: Assessment of government financial support, Slovenia,
decreased since 2008. With the onset of the economic current prices

crisis, the previously high amounts of government financial W Tax sources W Guarantees
intervention' in the economy continued to increase, not ~ @Favourableloans ® Capital investments
only owing to the recapitalisations of the banking sector Corporate investments # Subsidies for rals
y 9 P 9 Subsidies from abroad (EU funds) ~ m General government subsidies

but also the increased support to other companies. In the 1200
period 2009-2014, under a scheme termed “aid to remedy
a serious disturbance in the economy during the crisis”
(primarily for the bank recapitalisation), Slovenia allocated
EUR 4.7 billion (12.9% of the average GDP in this period);
the amount of this intervention was one of the largest in
the EU. The already high level of financial support to the
non-financial corporate sector before the crisis (2005:
2.2% GDP) began to rise further in 2006 and peaked in
2009 when, with additional measures to mitigate the
consequences of the crisis, it reached 3% of GDP amid a fall
in GDP. Later on, the support started to gradually decline;
however, it remained at a high level in 2014 (2.5% of GDP).

In EUR million

Among instruments of the government’s financial
support to the non-financial corporate sector (excluding g8 8§ & 8 g g
recapitalisations of the banking sector), particularly N o s 8 8 o
tax instruments which are considered less transparent,
have increased considerably. As a result of the elimination
of special measures to mitigate the crisis, different classification of transactions to Slovenian Railways, and the
introduction of austerity measures, general government subsidies have gradually decreased since 2010. After 2007,
their decrease has been partially replaced by increased subsidies from funding of the European Structural Funds. Since
2011, subsidies have also been increasingly replaced by tax instruments. The tax instruments which have the nature
of state aid, focus on tax reliefs in paying environmental taxes and reducing social contributions (see Indicator 1.11).
General tax exemptions and reliefs which are not state aids and derive from tax liability arrangement from corporate
income tax also provide support to the economy. In 2006, tax reliefs for R&D, for employment of disabled persons,
and for carrying out practical training in professional education were introduced, while in the following years reliefs
for investment and employment were also introduced. The amount of these reliefs has gradually increased, too. In the
early years of the economic crisis when the corporate income tax rate decreased, the total amounts of these tax reliefs
did not increase significantly; however, since 2012, the growth of tax reliefs has accelerated and they are estimated to
have exceeded 0.4% of GDP in 2014. Supports through tax instruments are considered less transparent and less target-
oriented; it is also difficult to control and reduce them.?

2011
2012
2013
2014

Source: The Ministry of Finance, SURS, calculations by IMAD.

Given the insufficient target-orientation, the efficiency of government financial support in Slovenia is considerably
low compared to other EU Member States. Analyses based on state aid data show that the forms of support are
less efficient in Slovenia than in other countries due to insufficient orientation to development targets and poor
selection of recipients and allocation of amounts of aid (fragmentation).® As a rule, subsidies are more efficient than
tax instruments, which are on the rise. In the period 2007-2013, with regard to the increased tax relief for R&D, gross
domestic expenditure on research, development and innovations by business sector increased significantly in nominal
terms (see Chapter 2.3), which may have a favourable influence on the entire society and may also reflect these reliefs.
On the other hand, under the impact of other corporate sector issues (indebtedness, access to financial sources), the
increased investment tax reliefs until 2012 failed to boost the investments. Considerable support to the corporate
sector constitutes a redistribution of funds from very successful to less successful companies, which is not encouraging
for the development of the economy and society in the long run and is not in accordance with Slovenia’s industrial
policy and its Smart Specialisation Strategy.

! Our assessment of government financial support included data on the following: (i) the general government subsidies; (ii) the
subsidies obtained from the EU structural funds; (iii) the state aid for instruments such as: rail grants (under the general government, rail
grants have no longer been shown among the subsidies since 2011), grants for corporate investments, tax reliefs from environmental
taxes and reduction in social contributions, favourable loans and guarantees; and (iv) the general tax reliefs from corporate income
tax for R&D, investments, employment, employment of disabled persons and provision of practical training in professional education.
2 Klemm, 2009, Niche, Heidhues, 2006, Hyman, 1993, Aronson, 1985.

3 Rojec et al,, 2008; Rojec et al., 2010; Burger et al,, 2012; and Murn, 2015, Ministry of Finance, 2016.
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Figure 7: Structure of general government revenue and expenditure in Slovenia
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Source: SI-STAT Data Portal - National accounts — General government accounts — Main general government aggregates, March 2016.

The main challenge for the years ahead remains the
need to replace the intervention measures with more
permanent measures supporting further fiscal effort.
The documents adopted® in 2015, which define the fiscal
policy, indicate a gradual release of temporary measures
in terms of expenditure, which have helped reduce the
deficit in recent years. Therefore, the main challenge

Restructuring tax burdens by reducing tax on labour and
replacing a part of this loss by increasingly taxing wealth
could bring about additional improvements.'® Additional
tax savings could also result from curbing or reducing
state financial support to the corporate sector, which has
recently increased through tax instruments (see Box 3 and
Indicator 1.11).

for the coming years remains their replacement with

more permanent measures. Otherwise, the fiscal effort
will be insufficient to reach structural balance by 2020

Figure 8: General government debt, Slovenia

and achieve fiscal stability. Fiscal policy aimed at more 40000 %
permanent structural adjustments should focus on # In EUR million ** 80
several areas and systemic measures to curb the growth 35,000

*In % GDP

of expenditures and support the growth of revenues.

This refers primarily to the following: (i) the renewal 30,000

of social protection systems and their adjustment to

demographic changes; (ii) the systemic rationalisation 25,000

in individual areas of general government expenditure
based on the detailed review of expenditure; (i) the
management of state assets to guarantee their higher
profitability, thereby reducing the risks which caused a
huge increase in public debt during the last crisis; (iv) the
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corporate earnings and increasing taxes on consumption.’

8 Stability Programme 2015, 2016 and 2017 state budgets, Draft

budgetary plan 2016

9 Studies show that taxes on property and consumption have
a smaller negative impact on economic growth than taxes on
corporate profits and taxes on income from labour (IMF, 2015,

p. 28).
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Source: SI-STAT Data Portal — National accounts - General government accounts —
Main general government aggregates, April 2016.

1% Austria, for example, plans to finance its reduced tax burden
on labour with the income from improvements in collecting
existing duties (since the introduction of cash registers).












































































































































































































































































































2.17 Trust in
institutions

Trust in institutions’ remained low in Slovenia in 2015.
Having declined significantly since the beginning of the
crisis, it is now among the lowest in the EU. According
to the latest survey, the proportion of respondents who
trust the parliament and the government rose slightly
compared with 2014, but is lower than the previous
measurement taken (Standard Eurobarometer 83). Trust
in local authorities declined and trust in political parties
remained very low. Trust in the government and local
authorities remains below the EU average, and trust in
the parliament and political parties is among the lowest
in the EU. The low trust in institutions is largely related
to dissatisfaction with the current economic and general
situation in Slovenia. The most recent Eurobarometer
data show that respondents are still dissatisfied with the
employment situation in Slovenia (91%), the situation
of Slovenia’s economy (80%) and the quality of life
in Slovenia (53%), but the share of respondents who
perceive the current situation to be bad has declined in

Table: Trust in institutions, in %
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all these areas. The majority also expect things to remain
generally the same over the next year.

Trust in the EU and its institutions has also declined.
Compared with the measurements taken in spring
2015 (Eurobarometer 83) and the previous year, trust
in the EU and its main institutions declined in the latest
measurement and is at its lowest point in 12 years. In
November 2015 the share of respondents who trusted
the EU was 10 percentage points lower than one year
earlier and below the EU average for the first time. In total
30% of respondents in Slovenia trust the EU parliament
and the European Commission and slightly fewer trust
the European Central Bank (28%); these figures are also
below the EU average. The lower levels of trust can be
attributed to the increase in the proportion of people
who believe that things are heading in the wrong
direction in the EU. This is mainly related to the extent
of the refugee crisis in Europe, given that as many as
74% of respondents in Slovenia see immigration as the
most important issue currently facing the EU. In contrast
to previous years, a smaller proportion of respondents
perceive the economic situation to be the EU’s main
concern (19%), but more worry about terrorism (17%).

2005 2007 2008 2009 2010 2011 2012 2013 2014 2015

Slovenia 33 31 34 19 23 10 12 6 9 11
Parliament

EU 35 35 34 30 31 27 28 25 30 28

Slovenia 39 32 36 29 27 12 15 10 13 16
Government

EU 31 34 34 29 29 24 27 23 29 27

Slovenia 14 13 17 9 1 7 9 6 6 6
Political parties

EU 17 18 20 16 18 14 15 14 14 15

Slovenia N/A N/A 39 40 39 36 34 29 31 27
Local authorities

EU N/A N/A 50 50 47 45 43 44 43 42
£U Slovenia 55 65 60 50 47 38 39 37 40 30

EU 45 48 47 48 42 34 33 31 37 32

Source: Eurobarometer.Note: Data for individual years are the latest available data in the given year (autumn measurement). Data for the EU for 2005 are for the EU-25, between
2007 and 2012 for the EU-27 and between 2013 and 2015 for the EU-28; N/A - data not available.

Figure: Trust in EU institutions, Slovenia, in %
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'The source of data is Eurobarometer, which is based on a public opinion poll on the level of trust in selected institutions, the possible

answers being: “tend to trust’, “tend not to trust”and “don’t know".
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Overview of indicators - Demographic changes and the welfare state
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Source: calculations by IMAD.

Standard deviation

Note: The table shows Slovenia’s position relative to the unweighted arithmetic average of the EU Member States. It was calculated with regard to the set of countries for which data
for individual indicators were available; Cyprus, Malta, Luxembourg and Croatia were excluded from the analysis due to a lack of data. The data in the table are for 2008 and the last
year for which data for EU Member States were available (the last year is indicated in the table). A positive indicator value means above-average development relative to the EU, while
a negative value indicates that Slovenia lags behind the EU average on that indicator.



3.1 Fertility rate and
life expectancy

The fertility rate,” which has hovered around 1.56
children per woman of childbearing age since 2008
(2014: 1.58), has been at the EU average for the last
two years. No EU country has a fertility rate that would
ensure even a simple replacement of the population
(2.1), the countries coming closest to this figure being
France, Ireland and Sweden. In Slovenia around 1,000
fewer children have been born in the last two years than
the average for 2008-2012, not only because women
are having children later but also due to a faster decline
in the number of women of childbearing age (in 2014 by
6,500). Meanwhile, the mean age of mothers at childbirth
continues to increase, by around one month per year.
Judging by the size of the generations and assuming
there is no change to current fertility rates or family
policy (which is otherwise favourable by international

Table: Total fertility rate and life expectancy at birth
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comparison), we can infer that the number of births will
also decline in the years to come.

In 2014 life expectancy? in Slovenia increased more than
in previous years and was at the EU average. A girl born
in 2014 could expect to live 83.7 years (7 months longer
than a girl born one year earlier) and a boy 78.0 years (one
year longer). In the period 1987-2014 the gender gap
narrowed by 2.3 years; life expectancy rose by 9.8 years
for men and by 7.6 for women, which is attributable to
advances in medicine, greater access to health services, a
healthier lifestyle and better living conditions.* In the last
two years (2012 and 2013), life expectancy at birth was
at the EU average® (above the average for women and
below for men); life expectancy at the age of 65 (EU: 19.8
years) was somewhat lower (at the EU average for women
and below for men). Women aged 65 can be expected to
live another 21.3 years and men another 17.2 years. The
gap between men and women is wider than in the EU
on both indicators, which means that there is room for
improvement in improving the lifestyles of men.

| 2000 | 2005 | 2007 | 2008 | 2000 | 2000 | 2011 | 2012 | 2013
Life expectancy
Slovenia, by gender, together 76.2 77.5 784 79.1 79.4 79.8 80.1 80.3 80.5
Men 722 73.9 746 75.5 759 76.4 76.8 771 77.2
Women 79.9 80.9 82.0 82.6 82.7 83.1 833 83.3 83.6
EU, by gender, together N/A 785 79.1 794 79.6 79.9 80.3 80.3 80.6
Men N/A 754 76.0 76.3 76.6 76.9 774 77.5 77.8
Women N/A 81.5 82.2 823 82.6 82.8 83.1 83.1 833
Fertility rate
Slovenia 1.26 1.26 1.38 1.53 1.53 1.57 1.56 1.58 1.55
EU N/A 1.51 1.56 1.61 1.61 1.62 1.58 1.58 1.55

Source: Eurostat Portal Page - Population and Social Conditions — Population - Demography — Mortality, 2014. Note: N/A - not available.

Figure: Mean age of women at childbirth (2000 and 2012) and fertility rate in EU countries (2012)
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Source: Eurostat Portal Page - Population and Social Conditions — Population - Demography - Fertility, 2016.

' The total fertility rate is the sum of age-specific birth rates in a calendar year. It indicates the number of live births per woman if, during
her entire childbearing age, the age-specific fertility rates remain unchanged from the given calendar year.
21n 2014 the mean age of mothers at birth totalled 30.6 for all births and 29.1 for the first births (1.4 and 1.6 years more, respectively,

than in 2004).

3 Life expectancy is the average number of years that a person aged x years can expect to live, assuming that age-specific mortality rates

remain unchanged during their lifetime.
4 OECD (2014), Health at a Glance: Europe 2014.

5 SURS does not publish data on total life expectancy. Moreover, its data on life expectancy by gender differ slightly from those published

by Eurostat due to the different methodologies used.
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3.2 Net migration

In the last few years total net migration has been
low or negative in Slovenia, primarily owing to more
Slovenian citizens emigrating from the country. Around
8,000 Slovenian citizens per year moved abroad in 2012-
2014, resulting in a net migration figure of -5,500. In the
last few years, Slovenian citizens already accounted for
the majority (57.3%, on average) of all emigrants, i.e.
citizens and foreign nationals together, compared with
only 27.6% per year on average in the past (the average
for the period 1995-2011). The negative net migration
of citizens, a continuous trend since 2000, has therefore
increased significantly in the last three years. The
majority move to Austria and Germany (in 2014 almost
half of all emigrated citizens), with around a tenth going
outside Europe. Among the foreign nationals moving
to Slovenia, the majority (approx. 70%), still come from
the countries of the former Yugoslavia. Around 45% of
foreigners move to Slovenia in order to find work, but
family reunification has been almost as important a
reason since 2011.

People emigrating from Slovenia are slightly older and
better educated than those who immigrate. A total
of 28.2% of emigrated citizens over 15 years old had
completed at least higher education, which is the largest
share in the four years since comparable data have
been available; most settled in Germany and Austria

(together 36.6%). Among the immigrated foreigners
older than 15 years, only a good tenth had completed at
least higher education and just over half had completed
upper secondary education. Slightly less than 5% of all
immigrated foreign nationals come to Slovenia to study.
The average age of all the immigrants together is around
33 (of foreign nationals, 32), while the average age of the
emigrants is 36 (of citizens, 37).

Table: Net migration (with statistical corrections), per 1,000 population

2000 2005 2007 2008 2009 2010 2011 2012 2013 2014
Slovenia 1.4 3.2 7.1 9.2 5.6 -0.3 1.0 0.3 0.2 0.2
EU 2.1 3.1 3.1 24 1.4 1.5 1.5 1.7 33 1.8
Source: Eurostat Portal Page - Population and social conditions - Demography, 2015.
Figure: Emigration from and immigration to Slovenia
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Source: SURS.



3.3 Age-dependency
ratio

Owing to the declining number of working-age people
and the growing number of older people, the age-
dependency ratio’ has been rising more rapidly in
recent years. Slovenia had 23.5 children and 28.5 older
people (together 52.1) per 100 working-age population?
at the beginning of 2015. The number of older people
(65+) is rapidly rising,® not only as a result of gains in life
expectancy, but also due to large post-war generations
joining the ranks of the older population (65+). Given
that the number of births was still at around 30,000 per
year up to the early 1980s, this trend will also continue
in the decades to come. At the same time, the smaller
cohorts of people born in the 1990s (when the number
of births per year was below 20,000) are entering the
group of 20-year-olds (the working-age population).
Since 2012 the number of working-age people (20-64
years old) has thus been falling.* This means a decline
in the potential active population, which will require
the systems for the funding of social protection and the
demand on the labour market to be adapted. With the
current organisation of social protection systems, the
declining working-age population and the increasing
age-dependency ratio represent a growing problem

Table: Age-dependency ratio
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for their financing. The old-age dependency coefficient
in Slovenia is otherwise still below the EU average,
but the gap is narrowing: according to EUROPOP2013
demographic projections, this coefficient will exceed the
EU level by around 2022, which implies, among other
things, increasing problems in financing ageing-related
expenditure.

The ageing index® for Slovenia shows that the number
of older people has exceeded the number of children
since 2004. The number of older people is rising much
faster than the number of children. The number of
people aged 80 and above is increasing particularly
rapidly. In 2015 there were 21.4% more older people
than children in Slovenia, which is an increase of 18.4
percentage points over 2004. The shares of older people
and children in the total population rose to 17.9% and
14.8%, respectively, by 2015 (in 2004: 15.0% and 14.6%).
People older than 80 years accounted for as much as
4.8% of the total population (in 2004: 2.9%). The parent
support ratio, which shows the number of persons aged
85 years and over in relation to those between 50 and
64, is therefore also rising rapidly. In 2015, it was 9.7,
compared with 4.5 in 1990. The increase in the share of
the older population indicates the urgent need to adjust
society, the environment and social systems to the larger
number of older people.

2000 2005 2007 2008 2009 2010 2011 2012 2013 2014 2015
Slovenia 47.6 46.4 46.6 47.1 47.4 47.5 47.8 48.6 49.6 50.7 52.1
EU N/A 53.7 537 53.7 53.9 54.2 54.3 54.9 55.6 N/A 57.3
Source: Eurostat Portal Page — Population and Social Conditions - Population, 2015.
Note: N/A - not available.
Figure: The young-age-dependency ratio, the old-age-dependency ratio and the ageing index, 2015
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Source: Eurostat Portal Page — Population and Social Conditions — Population 2016; calculations by IMAD.

'The situation as at 1 January 2014 (in the entire text).

2 The young-age-dependency ratio: (0-14 years)/(20-64 years). The old-age-dependency ratio: (65+)/(20-64 years). The total age-

dependency ratio: ((0-14 years)+(65+))/(20-64 years).
*1n 2015 it increased by more than 9,000.
4In 2015 it was almost 24,000 smaller than in 2011 (-1.8%).

5The ageing index is the ratio of the number of older people to the number of children: (65+ years)/(0-14 years)*100.

6By 2030 it is projected to rise to 15.8 and by 2060 to 43.
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3.4 Employment rate

Amid the ongoing economic recovery, the employment
rate has beenrising since 2013. Having exceeded the EU
average before the crisis, it fell in 2009 after the decline
in economic activity, and was below the EU average in
2012-2014. With the rebound in economic activity, it has
risen in the last two years, returning to the EU average
in 2015 (65.5%). During the crisis the employment rate
declined slightly more for men, mainly owing to an
above-average fall in activity in the construction sector
and the low-technology manufacturing industries,
both of which are dominated by male employees. The
gap between the two employment rates therefore
narrowed, but the rate for men remained higher than
for women. Young people (15-20 years) were among
those particularly affected by the crisis, and the
employment rate for this demographic fell the most
in the period from 2008 to 2013. However, this figure
then rose more notably in 2015, partly due to the larger
volume of student work, demographic trends and active
employment policy programmes targeted at young
people. The employment rate of older people (aged 55—
64) remained higher in 2015 than in 2008, particularly
as a result of the pension reform and the demographic
effect of employed people entering the group of older
workers, thereby increasing the employment rate for
this group. Nevertheless, the employment rate for older
people is still one of the lowest in the EU.

The employment rate of low-skilled workers has risen
the most in the last two years under the impact of the

structure of the recovery of economic activity. The
employment rate of low-skilled workers fell the most
in 2008-2013, owing to a significant decline in activity
in construction and manufacturing, i.e. sectors that
mainly employ a low-skilled labour force. As in other
countries in the EU, the employment rate of those with
higher education declined the least in the analysed
period, mainly as a result of recruitment in public service
activities and a smaller fall in activity in sectors that have
a more educated workforce. In 2015 in particular the
employment rate for low-skilled workers was up relative
to 2013 (by 4.7 percentage points to 36.8%), owing
— especially in the first year of recovery - to a notable
increase in hiring through recruitment agencies, which
usually provide labour for manufacturing, a sector in
which most of the labour force has low, secondary and
upper secondary education, and - in the last year - to a
visible recovery in direct hiring in manufacturing.

Table: Employment rate (15-64 age group) according to the Labour Force Survey, in %

2000 2005 2006 2007 2008

2009 2010 2011 2012 2013 2014 2015

Slovenia 62.7 66.0 67.1 68.3

67.6 66.5 64.4 63.8 63.0 64.5 65.5

EU N/A 63.4 64.3 65.3

64.6 64.1 64.3 64.2 64.1 64.8 65.5

Source: Eurostat Portal Page - Population and Social Conditions — Labour market, 2015.

Note: N/A - data not available; data for individual years refer to the second quarter.

Figure: Change in the employment rate by population group, between 2008 Q2 and 2013 Q2, and 2013 Q2 and 2015 Q2
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Note: Data for this period refer to the second quarter of the given year.
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3.5 Unemployment
rate and long-term
unemployment rate

With the continued economic recovery, the
unemployment rate fell for the second year in
succession, but remained twice as high as in 2008. Data
from the labour force survey show that, after bottoming
outinthethird quarter of 2008 (4.1%), the unemployment
rate had risen sharply by 2013 due to a decline in
economic activity. With the recovery of economic activity,
it then started to fall in 2013 (seasonally adjusted). By
2015 it had dropped by 1.2 percentage points (to 9.2%)
and was lower than the EU average (9.5%), to which it
had come fairly close during the crisis. At the onset of
the crisis, the adverse effects on manufacturing and
construction caused the unemployment rate for men
to rise more than the unemployment rate for women.
However, in 2012 the unemployment rate for women
had nevertheless exceeded the rate for men again, and
by 2015 the gap between the two widened slightly
more. In the last two years, the unemployment rate for
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low-skilled people declined the most (by 4.5 percentage
points to 13.7% in 2015), in line with the structure of
growth in employment through recruitment agencies,
which provide labour to the manufacturing sector; the
unemployment rate for people with upper secondary
and higher education remained more or less unchanged.
Young people (aged 15-24)" were hit hardest by the
crisis, their unemployment rate having risen to 24.1% in
2008-2013, before dropping notably over the next two
years and reaching 15.5% in 2015.2

The long-term* unemployment rate fell last year for
the first time since the onset of the crisis but remains
over two times higher than its lowest level in 2009. As
a result of a prolonged period of weak labour demand,
the long-term unemployment rate in Slovenia has risen
sharply since 2009. After the modest increase in 2014, it
fell to 4.7% in 2015. In 2009-2014 the rates for men and
women increased by a similar extent: while the male rate
rose particularly at the beginning of this period, the female
rate increased steadily throughout the period. During the
crisis the long-term unemployment rate for young people
rose the most, but last year it dropped significantly and
stood at 6.1%. Despite the 2015 decline, the share of long-
term unemployed in total employment remains large
(51.5%) and slightly above the EU average (49.4%).

Table: Unemployment rate and long-term unemployment rate (15-74 age group)

2000 2005 2008 2000 | 2010 | 20m 2012 203 | 2014 | 2015
Unemployment rate
Slovenia 6.9 58 41 56 7. 7.7 8.2 104 93 9.2
EU N/A 8.9 68 88 95 93 103 108 10.1 95
Long-term unemployment rate
Slovenia 43 3.0 19 17 32 35 39 5.1 53 47
EU N/A 42 26 29 38 40 46 5.1 5.1 47

Source: Eurostat Portal Page - Population and Social Conditions — Labour market, 2015. Note: N/A - data not available; data for individual years refer to the second quarter.

Figure: Change in the unemployment rate by population group, between 2008 Q2 and 2015 Q2
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' This was a result of the high prevalence of temporary forms of employment in this group, which was caused by enterprises not
renewing fixed-term employment contracts and reducing the extent of student work during the crisis.

2This may be mainly the result of the increased volume of student work and specific active employment policy programmes targeted at
young people (e.g. the Youth Guarantee scheme). The decline is however also due to demographic factors, with the number of young

people already having fallen for a long period.
* Unemployment extending for a year or longer.
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3.6 Temporary and
part-time employment

In 2015 the prevalence of temporary employment’
increased further. In the second quarter of 2015, the
share of temporary employment in total employment
stood at 17.8% (which is 1.3 percentage points more
than in the second quarter of 2014) and was still higher
than the EU average. The increase in the prevalence of
temporary employment — despite the labour market
reforms in 2013 which caused its share to decline in 2013
—is mainly related to employers’caution in hiring and last
year's increase in student work. The share of temporary
employment is still highest among young people (the
15-24 age group), ranking among the highest in the
EU. Similar to other countries, temporary employment is
more prevalent among women than men.

In 2015 the share of part-time employment in total
employment remained similar to 2014, but higher
than before the crisis. In the second quarter of 2015,
it totalled 10.7%, 0.2 percentage points less than in the

second quarter of 2014. In 2008-2015 it rose slightly
more than in the EU as a whole which, in our view, was
primarily a result of the greater significance of student
work for total youth employment.? Precisely owing to the
prevalence of student work among young people (aged
15-24), the share of part-time employment is largest in
this age group, where it is also significantly above the EU
average.

Table: Shares of temporary and part-time employment in total employment?, in %

‘ 2000 ‘ 2005 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014 ‘ 2015
Temporary employment
Slovenia 12.8 16.8 16.9 16.4 17.7 17.5 16.7 15.4 16.5 17.8
EU N/A 13.9 14.2 135 14.0 14.1 13.8 13.7 14.0 14.4
Part-time employment
Slovenia 53 7.8 8.1 9.7 10.5 9.1 8.5 9.3 10.9 10.7
EU N/A 173 17.6 18.1 18.7 18.8 193 19.7 19.7 19.7

Source: Eurostat Portal Page- Population and Social Conditions — Labour market - Employment, temporary employment, part-time employment.

Note: * Data refer to the second quarter of the year.

Figure: Shares of temporary employment in total employment among young people aged 15-29 in Slovenia and the EU, and the

share of student work in total youth employment
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Source: Eurostat Portal Page — Population and Social Conditions — Labour market — Employment, temporary employment SURS; calculations by IMAD.

" The term ‘temporary employment’ refers to fixed-term employment and other forms of employment that are considered to be

temporary forms of work in Slovenia.

2The share of student work in the total employment of young people (in the 15-24 age group) totalled 37.9% in the second quarter of

2008 and 50.4% in the second quarter of 2015.



3.7 Minimum wage

After increasing strongly in 2010-2013, growth in the
minimum gross wage slowed over the last two years; the
ratio of the minimum gross wage to the average wage
has nevertheless risen significantly since the onset
of the crisis. Because the crisis coincided with changes
in legislation,’ the ratio increased to 50.8% (which is 10
percentage points more than in 2008), putting Slovenia
at the top of the EU rankings.? Throughout the crisis,
minimum wage growth exceeded labour productivity
growth in private sector activities, but lagged behind in
the last two years. During the crisis, Slovenia recorded one
of the largest declines in economic activity in the EU. At
the same time, it was also the country with the largest
real increase in the minimum wage (by almost 30%); in
some countries, the minimum wage remained almost
unchanged for several years and even declined in others
in certain years. This increase impeded a more rapid
adjustment of wages to the crisis in 2010-2012, weakened
the cost competitiveness of the economy and increased
unemployment. It also narrowed wage inequality, an area
in which Slovenia had otherwise not diverged from the
EU average, even before the crisis.? At the end of 2015 the
definition of the minimum wage was changed, and since
1 January 2016 the allowances for unfavourable working
hours have been exempted from the minimum wage
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and paid separately. However, in order to really improve
the material situation of minimum wage recipients, who
often work unfavourable hours, it would also be necessary
to adjust the tax treatment of minimum wages.

The number of minimum wage earners declined
significantly* with the recovery of the economy in
2015 (to 37,159), but remained almost twice as high
as in the year before the new minimum wage act was
passed (2009). With the increase in employment, the
share of minimum-wage earners in total employment
also dropped notably last year but remained at 6.2%,
much larger than in 2009 (3.0%). The majority of workers
receiving the minimum wage were still recorded in
private sector activities, although in the last two years
their number declined by a third to 28,259 (2009: 18,596).
In the period 2009-2015 their share increased from 3.8%
to 6.3% of all persons employed. Meanwhile, the increase
in the otherwise small share of minimum wage earners
in public service activities was much larger (from 0.3%
to 5.7%). The doubling of the number in the last four
years (to 8,900) was mainly due to cuts in public servants’
wages. Relative to 2009, the number of minimum wage
earners rose the most in both relative and absolute terms
in education, where it was 45-fold. In absolute terms, it
also rose notably in the sectors of distributive trades and
health and social care.

Table: Average gross minimum wage paid, average gross wage and the ratio between the two, Slovenia

Minimum gross | Nominal growth Real growth in Average gross | Nominal growth | Real growth in Ratio of minimum
wage in minimum wage | minimum wage wage in gross wage gross wage wage to average wage
2000 322 10.3 13 800 10.6 1.6 40.3
2005 499 4.9 24 1.157 4.8 22 43.1
2008 571 8.0 2.2 1.391 83 25 41.1
2009 593 37 2.8 1.439 34 25 41.2
2010 679 14.6 126 1.495 39 2.1 454
2011 718 5.7 3.8 1.525 2.0 0.2 47.1
2012 763 6.3 35 1.525 0.1 -24 50.0
2013 784 2.7 0.9 1.523 -0.2 -2.0 514
2014 789 0.7 0.5 1.540 1.1 0.9 51.2
2015 791 0.2 0.7 1.556 0.7 12 50.8
Source: SURS, SKD_2002 until 2008, SKD_2008 from 2009 onwards, Ministry of Labour, Family and Social Affairs, AJPES.
Figure: Minimum gross wage, July 2015, in PPS
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Source: Eurostat Portal Page, 2015. Note: Data for the 22 EU Member States where a minimum wage is enforced by law.

'1n 2010 a new Minimum Wage Act was passed, which determined a new, significantly higher minimum wage, the method of transition
to the higher minimum wage level and the mechanism for its adjustment.
2 Luxembourg, with a ratio of 47.6%, is the closest to Slovenia; the lowest ratios were recorded for the Czech Republic and Spain (33.0%
and 34.2%, respectively).
3 In both the 90/10 inter-decile ratio (2014: 3.2; in the EU in 2010: between 2.1 and 4.7) and the share of low-wage earners (2014: 17.5%; EU

2010: 17.0%).

4n 2015 the number of minimum wage recipients dropped by 22.0% on average, the most in the sectors of manufacturing, professional
activities, construction and distributive trades (by a third, or by 8,000 persons combined).
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3.8 Young people
neither in employment
nor in education or
training

In 2008-2014 the share of young people neither in
employment nor in education or training (the NEET
rate) increased more in Slovenia than in the EU, but
remained below the EU average. This is explained by
the significantly higher participation of young people
in upper secondary and tertiary education than the EU
average. The NEET rate is therefore lowest in the 15-19
age group.' In the 20-24 age group,® the NEET rate is
much higher, which is linked to the modest demand
for young people (without experience) with completed
upper secondary and tertiary education (the first cycle
of Bologna study programmes), but is still lower than
the EU average due to their high participation in tertiary
education. In 2008-2014 the NEET rate for young
people aged 25-29 rose the most, which is related to
the increase in the number of tertiary graduates, the
lack of jobs for these graduates and a skills mismatch.
Despite the implementation of the Youth Guarantee
schemes, the NEET rate in the 20-24 and 25-29 age
groups did not change significantly in 2014, but the rate
for the 30-34 age group continued to rise, which was,
in addition to the modest demand for labour, partly due

to active employment policy programmes and labour
market intervention measures being targeted at those
younger than 30. In the 20-24 age group, the female and
male NEET rates are almost equal, but the NEET rate is
significantly higher for women than men among those
aged 25-29 and 30-34. It also increased more during
the crisis. Women tend to face more problems in the
transition from education into employment than men,
which is attributable to worse employment prospects
for young people graduating from social sciences, where
women predominate, and restrictions on employment in
the public sector, where women make up a larger share
of the workforce than men.

Table: Share of young people (20-34) neither in employment nor in education or training, in %

2002 2005 2008 2009 2010 2011 2012 2013 2014
Slovenia 109 104 84 10.5 1.1 1.1 135 154 159
EU 19.6 18.7 16.5 18.5 19.1 19.3 19.9 20.1 19.3
Source: Eurostat Portal Page — Population and social conditions - Education and training, 2016.
Figure: Share of young people (25-29) neither in employment nor education or training, 2008 and 2014, in %
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Source: Eurostat Portal Page — Population and social conditions — Education and training, 2016.

"1n 2014 the share was 4.3% in Slovenia (EU: 6.4%).
21n 2014 the share was 13.8% in Slovenia (EU: 17.8%).



3.9 Social protection
expenditure

After a period of growth at the beginning of the crisis,
social protection expenditure declined in 2012 and
2013. The decline was a consequence of changes to
social legislation' and fiscal consolidation measures,?
which entered into force in 2012. Expenditure growth
during the crisis was attributable to deteriorating labour
market conditions, mass retirements and the rising
demand for health care and long-term care services.
Among the major expenditures, expenditure related to
old age, the category that accounts for the largest share
of total social protection expenditure, expanded the
most. Accelerated retirement before the implementation
of the new pension legislation and the larger size of the
retiring generation means the increase would have been
even larger had the government not adopted measures
to restrict the adjustment of pensions for inflation.
Expenditure on sickness and health benefits also rose
significantly.

In terms of social protection expenditure as a share
of GDP, Slovenia lags behind the EU average, most
notably in expenditure on unemployment benefits.
Slovenia’s social protection system nevertheless provides
relatively good access to health services and reduces
the poverty risk. A comparison between expenditure
on social protection in PPS in Slovenia and the EU
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average reveals that Slovenia lags the most behind the
EU in terms of expenditure on unemployment, where it
reaches only just over half of the average expenditure
in the EU. This is due to a small share of unemployment
benefit beneficiaries, which also appears to be the reason
why the at-risk-of-poverty rate of unemployed people is
much closer to the EU average than the at-risk-of-poverty
rate for the entire population. Slovenia exceeds the EU
average only in expenditure on social exclusion, which is
- together with the effective targeting of beneficiaries -
also likely to be the reason why social transfers are more
effective at reducing the poverty risk in Slovenia than in
the EU as a whole. The efficiency of our system is also
corroborated by the fact that Slovenia spends much less
on its management (management and administration
costs and other expenses).

Table: Social protection expenditure in Slovenia and in the EU, as a % of GDP

2000 2005 2007 2008 2009 2010 2011 2012 2013
Slovenia 27.5 226 209 21.0 237 244 245 249 249
EU N/A N/A N/A 27.0 29.9 29.7 294 29.8 N/A

Source: Eurostat Portal Page - Social Protection, 2015.

Note: Social protection expenditure as a % of GDP is calculated on the basis of the most recent GDP data available (First release from 31 August 2015); N/A - data not available.

Figure: Social protection expenditure in PPS per capita, 2013
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H more than in the EU as a whole, expenditure as a share
3‘1 0 Health expendlture of GDP rose at an above-average rate and was higher

than the EU average. In 2013 current health expenditure

After a significant decline during the crisis, health accounted for 8.8% of GDP; total health expenditure,
expenditure rose in real terms in 2014 and 2015. including capital formation, accounted for 9.1% of GDP
According to the first estimate, current health expenditure (EU: 8.7% of GDP). In the period 2009-2013 current health
(excluding capital formation) amounted to 8.5% of GDP expenditure per capita in PPS USD contracted by roughly
in 2015 and 8.6% of GDP in 2014." Health expenditure the same extent as in the EU as a whole (by 0.3% per year
is closely linked to HIIS revenue, as the HIIS is required in real terms). In 2013 it totalled PPS USD 2,511 (PPS EUR
to have a balanced budget and may not borrow or raise 2,163), which was 90.3% of the EU average (2008: 90.6%)
contribution rates. The higher revenue from contributions or 73% of the OECD average (2008: 77%).
for compulsory health insurance in 2015 (by 3.3% in real
terms) mainly stemmed from higher employment and The measures taken during the crisis have contributed
earnings in the private sector and additional revenue to a more efficient health expenditure structure. A
from the increase in contributions levied on student comparison of the health expenditure movements by
work. Furthermore, most of the measures for balancing function shows a significant turn during the crisis, which
the HIIS budget that had been adopted during the crisis was positive from the perspective of recommendations
remained in force. After several years of austerity, in 2015, regarding the restructuring of health expenditure
the HIIS was able to allocate these additional funds for towards improving the efficiency of the system:
the expansion and improved evaluation of some priority growth in expenditure on out-patient ambulatory care
programmes (e.g. model practices, oncology, nursing strengthened; expenditure on hospital care declined;
homes, biological medicines), the reduction of waiting investment in prevention and public health surged; and
times and increased expenditure on sickness benefits. expenditure on system administration declined notably.
According to the first estimate, current public expenditure It is less encouraging to note that Slovenia is lagging
accounted for 6.1% of GDP in 2014 and 2015, while its further and further behind in the share of expenditure on
share in total expenditure rose from 71.4% in 2014 to long-term health care (SI: 10%; OECD: 12%), particularly
71.9%in 2015. community nursing and attendance allowances. While the
majority of more advanced OECD countries had already
During the crisis, health expenditure in relation to GDP intensified public funding for these services before the
surged, while per capita expenditure remained around crisis, Slovenia still recorded below average growth in this
the pre-crisis level. As in 2009-2013 GDP contracted expenditure during the crisis.
Table: Health expenditure*
Health expenditure, Public health expenditure, Private expenditure, Out-of-pocket
as a % of GDP as a % of GDP" share in current expenditure, share in

expenditure, in % current expenditure, in %
2005 2013 2014 2015 2005 2013 2014 | 2015 2005 2013 2015 2005 2013 2015

Slovenia™ 8.0 8.8 8.6 85 59 6.2 6.1 6.1 26.5 29.0 28.1 13.0 12.6 12.5

EU™ 7.7 83 N/A N/A 6.0 6.2 N/A N/A 25.0 26.7 N/A 215 20.7 N/A

Source: OECD Stat; Eurostat; WHO HFA-DB; SURS: Health expenditure and sources of funding, June 2015.

Notes: *Excluding capital formation (in 2013 capital formation amounted to 0.4% of GDP): in compliance with the revised international methodology of the System of Health
Accounts (SHA 2011), the basic indicators on health no longer include capital formation. ** For Slovenia the calculation of the share of GDP is based on the revision of GDP
in September 2015 (SURS, National Accounts), for 2015, the first release by SURS in February 2016, and for 2014 and 2015, the first estimate (see Note 1). ***The EU average is
calculated as an unweighted arithmetic mean - sources: OECD and Eurostat for Cyprus, Bulgaria, Romania and Croatia; WHO HFA-DB for Malta; N/A - data not available.

Figure: Real growth rates of health expenditure by function, per capita, Slovenia and the OECD, 2005-2009 and 2009-2013
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Source: OECD Health Statistics 2015.

T HIIS Business Report for 2015. (Draft, March 2016). Data according to the SHA methodology are estimated in cooperation with SURS.
Expenditure as a share of GDP for 2015 is calculated based on SURS’s First Release in February 2016.



3.11 Expenditure on
long-term care

After increasing during the crisis, total expenditure on
long-term care (LTC)' declined in real terms in 2013.
According to the latest data available, it also fell as a share
of GDP and totalled 1.31% of GDP. Owing to austerity
measures in the public sector, public expenditure on
LTC declined by 2.9% in real terms in 2013; private
expenditure on co-payments in institutions also
decreased (—1.7%). Broken down by source of funding,
the share of private expenditure increased again, to
27.5%; broken down by function of care, the share of
expenditure on long-term social care was up to 33.3%.

Slovenia’s gap with the OECD average in terms of long-
term care development is widening. In 2005-2013,
public LTC expenditure rose by 2.2% per year in real
terms in Slovenia and by an average of 0.4% in the OECD
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(OECD Health at a Glance 2015). In terms of public LTC
expenditure (0.95% of GDP), Slovenia is lagging further
and further behind the OECD average (2013: 1.66%
of GDP). There is a wide gap in the share of long-term
health care services (SI: 0.8% of GDP; OECD: 1.1% of
GDP; these mainly include community nursing, nursing
allowances and institutional health care) and an even
wider gap in long-term social services (Sl: 0.1% of GDP;
OECD: 0.5% of GDP: particularly social care at home).
While more advanced OECD countries primarily increase
public funding for long-term care at home, the ratio in
Slovenia is the opposite, as Slovenia increases funding
for institutional care rather than care at home. As in
2013 as much as 77.7% of expenditure was allocated for
long-term care in institutions (retirement homes, special
social welfare institutions, hospitals) and only 22.3% for
long-term care at home,? the comprehensive systemic
regulation of LTC funding must be devised as soon as
possible.

Table: LTC expenditure by source of funding and function, 2005-2013

In EUR million As a % of GDP Breakdown, in % Realigr:/zwth, rle\ZIe::g\eM:I:,ni::}o

2005 | 2012 | 2013 | 2005 | 2012 | 2013 | 2005 | 2012 | 2013 2013/2012 2005-2013
Long-term care 314 480 471 1.08 133 1.31 100.0 100.0 100.0 -2.6 3.2
By source of funding:
Public expenditure 245 349 342 0.84 0.94 0.95 77.8 72.7 725 -2.9 2.2
Private expenditure 70 131 130 0.24 0.33 0.36 222 27.3 27.5 -1.7 6.0
By function
Health care 230 327 314 0.79 0.87 0.90 733 68.5 67.9 0.5 29
Social care 84 153 157 0.29 0.40 0.44 26.7 321 333 15 6.1

Source: SURS Long-term care (Release: December 2015).

Note: The conversion into constant prices was made using the GDP implicit price deflator.

Figure: Public expenditure on long-term (health and social) care as a share of GDP, 2013
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Source: OECD Health at a Glance 2015. Slovenia: SURS - Health expenditure and sources of funding (June 2015) and Long-term care (December 2015).

' As defined by the OECD, Eurostat and the WHO (A System of Health Accounts 2011, pp. 88-95 and p. 114). The report of the inter-
institutional working group on the use of the international methodology to monitor LTC spending, LTC beneficiaries in Slovenia and for
data analysis was published by IMAD in the Working Paper, 2/2014 http://www.umar.gov.si/fileadmin/user_upload/publikacije/dz/2014/

DZ02_14_summary.pdf).

2 In Slovenia institutional care is more expensive than care at home, as it includes integrated health and social services and
accommodation costs. The quality of services in institutions is therefore much higher than at home. The ratio is thus highly in favour of
institutional care. However, data on the number of LTC recipients in institutions relative to the number of those receiving LTC at home
show a reversed ratio — approximately one-third are recipients of various forms of institutional care, while close to two-thirds receive LTC

at home or only receive cash benefits (see Chapter 3.3).
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3.12 Pension
expenditure

Pension expenditure’ increased further in 2015 and
the budget transfer to the pension fund? also remains
high. Pension expenditure, including the annual
pension allowance, totalled EUR 4.305 billion and was
up 0.4% (expenditure excluding the annual allowance
was at the level of 2014). In 2015 there was once again
no indexation of pensions. The number of old-age
pensioners expanded less than in previous years (a net
increase of 5,800, which is nearly three times less than
the average for 2010-2013) because the transition
periods (the last one will expire in 2020) have caused the
retirement conditions to be tightened from year to year
as the provisions of the pension reform become fully
applicable. Expenditure on the annual allowance was
higher, with the limit for annual allowance entitlement
raised from the pension amount of EUR 622 to EUR 750,
this increase being financed by funds received from
Kapitalska Druzba (EUR 19 million). The budget transfer

stood at EUR 1.482 billion, which is less than in the
previous two years, but still accounts for 29.3% of PDII
revenue.

Pension expenditure as a share of GDP in Slovenia
is still below the EU average, but is rising faster than
in the EU due to the rapid ageing of the population.
According to the most recent data available, pension
expenditure as a share of GDP® remained below
the EU average in 2012. While in the EU it was 1.2
percentage points higher than in 2008, it was as much
as 1.9 percentage points higher in Slovenia. Pension
expenditure is expected to stabilise over the medium
term due to the ZPIZ-2 (The Pension and Disability
Insurance Act), before starting to rise again in 2023 and
reaching the 2013 level by 2028.* This means that the
new pension system does not ensure long-term fiscal
sustainability; in contrast, pension expenditure for the
EU as a whole is also projected to stay at the current level
in the long term.

Table: Share of the population aged 65 or more, employment rate of older workers, duration of working life and pension

expenditure as a % of GDP

Share of the po'pulation Employment rate of older Duration of working life* Pension expenditure,
aged 65+, in % workers (55-64 years) as a % of GDP**
2000 2008 2014 2000 2008 2014 2000 2008 2014 2000 | 2008 2013
Slovenia 13.9 16.3 17.5 24.0 384 31.8 34.0 34.1 11.0 9.5 1.7
EU N/A 171 18.5 N/A 55.9 329 343 353 N/A 1.3 N/A

Source: Eurostat, 2015.

Notes: N/A - data not available; *The number of years a person aged 15 or more is expected to be active on the labour market; **According to the ESSPROS methodology.

Figure: Selected PDII revenues and expenditures, Slovenia
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Source: Bulletin of Government Finance, Pension and Disability Insurance Institute of the Republic of Slovenia 1992-2015, 2016.

' According to the PDII balance sheets (source: MF), together with annual pension allowance. While it was previously recorded under
pensions, the annual pension allowance was included among social security transfers in 2015. For data comparability purposes, we have

taken it into account among pensions.

2The Republic of Slovenia covers the difference between PDII revenues (from contributions and other sources) and PDII expenditures
by funds from the state budget and other sources. These include all funds under the item of ‘Transfers from the state budget’ of the PDII

balance sheets (MF).

3 According to ESSPROS methodology (the European System of Integrated Social Protection Statistics).

4The 2015 Ageing Report, 2015.



3.13 Gross adjusted
disposable income per
capita

Gross adjusted disposable income per capita rose in
2014 afterthe slowdown in its growth at the onset of the
crisis and a decline in 2012 and 2013. At the beginning
of the crisis the growth of gross disposable income
slowed as a consequence of a larger decline in economic
activity and a steeper fall in employment than the EU
average. In 2012 and 2013 gross adjusted disposable
income contracted, not only owing to lower employment
and wages but also due to austerity measures in the
area of social transfers. With the improvement in labour
market conditions, gross adjusted disposable income
increased in 2014. In relation to the EU, Slovenia reached
the highest level of gross disposable income per capita
in PPS in 2008, 83.5%, which was a wider gap than in
economic development as measured by GDP in PPS (89%
of the EU average). With the economic crisis and fiscal
consolidation measures, Slovenia’s gap in disposable
income had risen to 22 percentage points by 2014 (the
latest figure available), which is a 5-percentage-point
wider gap than that for economic development (see
indicator 2.1).
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The structure of disposable income shows that
Slovenian households earn more income from
employment and less from property than the average
EU household. Owing to the deterioration in labour
market conditions, in 2008-2014 the share of income
from employment (compensation of employees)
declined slightly more in Slovenia than the EU average,
but remained larger.! The share of social transfers does
not differ significantly from the EU average. Its increase
during the crisis was also similar to that in the EU. On the
other hand, Slovenia diverges significantly from the EU
average in terms of its share of income from property (in
2014 this share totalled 2.3% in Slovenia and an average
of 12.2% in the EU).

Table: Gross adjusted disposable income of households and NPISHs per capita, Slovenia and the EU average, year-on-year

growth rates, in %

2000 2005 2007 2008 2009 2010 2011 2012 2013 2014 2015
Slovenia 55 6.5 77 8.9 0.3 0.5 1.8 -2.8 -1.3 1.1 03
EU 6.7 3.7 43 13 -14 25 1.6 1.9 0.3 2.0 N/A

Source: SURS and Eurostat Portal Page — Annual Sector Accounts.

Note: * according to the quarterly non-financial sector accounts, N/A — data not available.

Figure: Gross adjusted disposable income of households and NPISHs in PPS per capita in Slovenia and selected EU countries, in 2014
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'In Slovenia it totalled 81.4% of disposable income in 2014; in the EU as a whole, 76.5%.



142 Development Report 2016

Indicators of Slovenia’s development

3.14 Actual individual
consumption per
capita

After the moderation of its growth at the onset of the
crisis and a decline in 2012 and 2013, actual individual
consumption per capita’ stopped falling in 2014. After
the rapid growth in the pre-crisis period, its growth
eased significantly at the beginning of the crisis. We
estimate that, in the first years of the crisis, the decline in
consumption was prevented primarily by wage growth
in 2008-2010 as a result of the introduction of the new
system for public sector wages and the increase in the
minimum wage. The decline in individual consumption
in 2012 and 2013 was, in our view, due to the contraction
in government consumption and a fall in household
disposable income owing to falling employment and
wages. With the recovery of economic activity and
an increase in disposable income, actual individual
consumption stopped falling in 2014.

Slovenia has widened its gap in individual consumption
per capita in PPS in relation to the EU average since
2010. Despite the contraction in economic activity
and employment, the modest growth in disposable
income at the beginning of the crisis helped individual

consumption stay at the level achieved.In 2011 individual
consumption reached 80.2% of the EU average, which is
a slightly wider gap than in the measure of economic
development (GDP per capita, see indicator 2.1).
Slovenia’s divergence from the EU average since 2011
reflected the urgently needed austerity measures in
the public sector, which reduced expenditure on social
transfers in kind and average earnings in 2012 and 2013.
Despite GDP growth and modest growth in individual
consumption in 2014, individual consumption per
capita in PPS moved further away from the EU average
to 75.7%.

Table: Actual individual consumption per capita, year-on-year growth, in %

2000 2005 2007 2008 2009 2010 2011 2012 2013 2014
Slovenia 2.0 43 9.4 8.7 1.5 2.0 1.6 -1.7 -3.6 0.2
EU N/A 4.4 4.5 1.0 -35 3.7 2.0 2.2 0.2 2.7

Source: Eurostat Portal Page - National accounts.
Note: N/A - data not available.

Figure: Actual individual consumption per capita in PPS, in 2014
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" According to the national accounts methodology, actual individual consumption per capita includes resident household expenditure
on goods and services at home and abroad, individual government expenditure and the expenditure of non-profit institutions serving
households (NPISHs); it does not include expenditure on real estate and valuables, which fall under investment.



3.15 Income inequality

Despite the increase in income inequality indictors in
2008-2014, Slovenia is one of the countries with the
lowest income inequality rates in the EU. Slovenia has
the second lowest rate of income inequality in Europe
as measured by the Gini coefficient, and the third lowest
rate as measured by the quintile share ratio (80/20). In
2014 the Gini coefficient rose by 0.6 percentage points
to 25% while income inequality as measured by the
income quintile share ratio (80/20) increased by 0.1
percentage points to 3.7. In the period 2008-2014 the
Gini coefficient was up 1.6 percentage points and the
income quintile ratio was up 0.3 percentage points.

The increase in income inequality during the crisis
was attributable to a decline in income’ in lower
income brackets. It reflected the economic crisis, fiscal
consolidation measures and changes to social legislation?
implemented in 2012. Since 2007, the share of income
per family member in the lowest quintile had decreased
by 0.8 percentage points, while the corresponding share
in the highest quintile had increased by 1.0 percentage
points. Regarding the deciles, the bottom income deciles
experienced the largest decline and the top income
deciles the largest increase in income during the crisis.

Table: Income inequality indicators, 80/20 and Gini
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2005 2006 2007

2008

2009

2010

2011

2012

2013

2014

Slovenia 34 34 33

34

32

3.4

35

3.

4

3.6

3.7

80/20
EU 5.0 5.0 5.0

5.0

4.9

4.9

5.0

5.

0

5.0

5.2

Slovenia 23.8 237 23.2

234

227

238

238

23.

7

244

25.0

Gini

EU 30.6 303 30.6

309

30.5

304

30.8

30.

4

305

31.0

Source: Eurostat.

Note: Until 2009, data for the EU-27, since 2010, data for the EU-28. Data for Ireland and Estonia are not yet available.

Figure: Income inequality indicators, Gini and 80/20, 2014
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2In 2012 the Exercise of Rights to Public Funds Act started to be implemented.

' The indicators of income inequality for 2014 are calculated on the basis of income distribution in 2013.
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3.16 Life satisfaction

In autumn 2015, life satisfaction’ in Slovenia exceeded
the long-term average for the first time in six years,
approaching the levels seen before the crisis. According
to the Standard Eurobarometer survey, Slovenians have
been more satisfied with their lives than people in the
EU as a whole in all the years of measurement;? however,
the EU average had already exceeded its long-term
average in spring 2014. General life satisfaction is still
highest in the northern EU Member States. The results
of the autumn 2015 measurement already reflect the
consequences of migration pressures.

In autumn 2015 satisfaction increased in all four areas
measured by the Eurobarometer: household financial
situation, personal employment situation, and
employment and economic situation in the country.
Slovenian respondents are still the most satisfied with
the financial situation of their households (64%), where
in autumn 2015 satisfaction also exceeded the level seen
before the crisis. They are the least satisfied with the
employment situation in the country (7%). On the other
hand, their optimistic expectations® dropped in all areas
except the personal employment situation.

Table: Life satisfaction, in %

In the results of the autumn 2015 survey, the issue of
migration stands out and has probably also affected
evaluations of satisfaction. Migration may partly
explain the relatively significant increase in the level
of life satisfaction in Slovenia: on the basis of their
own experiences with migration or seeing pictures of
migrants, people may have adjusted their expectations
and criteria for evaluating life satisfaction and are more
satisfied with what that have (crisis adaptation), as
what until recently has been seen as the main problem
now appears less acute. When asked about the two
most important issues currently facing the country,
respondents stressed immigration as the main problem
(48% of respondents), which has therefore overtaken
unemployment (41%) and the economic situation
(27%), the issues that had previously been seen as the
main concerns. In evaluations of the main issues at the
personal level there were no significant changes in the
last measurement.

Autumn| Spring |Autumn| Spring |Autumn| Spring |Autumn
2008 | 2009 | 2009 | 2010 | 2010 | 2011 | 2011

Spring |[Autumn| Spring |Autumn| Spring |Autumn| Spring |Autumn
2012 | 2012 | 2013 | 2013 | 2014 | 2014 | 2015 | 2015

Slovenia 85 86 86 85 85 83 83

85 85 85 79 84 81 81 87

EU 76 77| 78 78 78 79 75

77 76 75 75 80 79 80 81

Source: Eurobarometer.
Note: In the case of two annual measurements, the annual average is taken into account.

Figure: Life satisfaction, in %
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"The Eurobarometer measures life satisfaction with the following question: All things considered, how satisfied would you say you are
with your life these days? The possible answers are: very satisfied, satisfied, dissatisfied and very dissatisfied. In our analysis, the category

of satisfied people includes those who are very satisfied and satisfied.

2 After Slovenia’s accession to the EU, since October 2004 life satisfaction has been measured by the Standard Eurobarometer survey

twice a year.
3The proportion of those expecting things to improve.















4 Environmental, regional and spatial
development

Environmental development

. 4.1 Greenhouse gas emissions
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Overview of indicators — Environmental, regional and spatial development

Indicator W 2008 = The year before last W Last year
! Emission intensity of the economy (greenhouse gas
Q emissions/GDP) I
q- . . . . I
b= Energy intensity, in toe/EUR in PPS
i ]
) Emission-intensive industries as a share of total
o .
~ manufacturing -
q- . . . . ‘
é Share of RES in gross final energy consumption, in %
2 [
: . . | [
g 3 Share of road freight transport in total freight
g 5 transport, in %
g []
©
: O
£ by Municipal waste generated, per capita
S h I
: n
w
q- . . .
§ Agricultural intensity - average yield of wheat
q- . . . . . . .
é Agricultural intensity - average milk yield per animal
3 Agricultural intensity - share of organically cultivated
I areas I
i ]
o Environmental taxes, as a % of GDP
) ]

-2 -1 0 1 2

Standard deviation

Source: Calculations by IMAD.

Note: The table shows Slovenia’s position relative to the unweighted arithmetic average of the EU Member States. It was calculated with regard to the set of countries for which data
for individual indicators were available; Cyprus, Malta, Luxembourg and Croatia were excluded from the analysis due to a lack of data. The data in the table are for 2008 and the last
year for which data for EU Member States were available (the last year is indicated in the table). A positive indicator value means above-average development relative to the EU, while
anegative value indicates that Slovenia lags behind the EU average on that indicator.



4.1 Greenhouse gas
emissions

After declining with the onset of the crisis, greenhouse
gas (GHG) emissions have continued to fall since 2011.
According to the ARSO estimate, total GHG emissions
amounted to around 16,600 Gg of CO, equivalent' in
2014, which was approximately 23% less than their
peak in 2008 and around one-tenth less than in 2013.
Since the beginning of the crisis, GHG emissions have
declined in all eight source categories, but the most in
the energy and transportation sectors, which account
for the majority of emissions, and in the consumption of
fuels in industry and households. The significant decline
in the energy sector, where emissions are almost entirely
due to electricity generation in thermal power plants,
mainly stemmed from the shut-down of the biggest
plant. The top position in terms of emissions is now
occupied by the transport sector. Its emissions declined
too, but are still fairly high by international standards,
owing in part to the relatively favourable competitive
conditions established through tax policies (the refund
of excise duties) and strong merchandise flows through
Slovenia. Emissions from the consumption of household
fuels also declined in 2014, which could be attributed
to the milder weather conditions; emissions from waste

Table: Emission intensity of the economy (GHG/GDP ratio)
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were also lower, as were emissions from other sources.
Meanwhile, emissions were up in agriculture. Emissions
from industrial processes also rose slightly again, but
since their share was modest, they had a relatively minor
impact on the quantity of total emissions.2 The main
component of GHG emissions is carbon dioxide, which
is generated mostly by the combustion of fuels; this is
followed by methane and dinitrogen monoxide, which
derive mostly from agriculture and landfilled waste.?

Emission intensity is also declining, but was
nevertheless relatively high until 2013 by international
standards.* GHG emissions fell considerably during the
economic crisis owing to a steep decline in GDP, and this
moved Slovenia much closer to meeting its international
commitments. Nevertheless, with the emission intensity
in the EU improving faster than in Slovenia, the gap has
been widening. In 2013 Slovenia thus generated around
25% more emissions per unit of GDP than the EU as a
whole, compared with 14% more in 2000. In 2014 GHG
emissions fell significantly, whereas GDP at constant
prices rose, which significantly improved the emission
intensity of the economy.

2000 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Slovenia 0.61 0.51 0.49 0.46 0.46 0.46 0.45 0.44 043 0.41 0.36
EU 0.54 0.45 0.43 0.40 0.39 0.38 037 0.35 0.34 033 N/A

Source: Eurostat Portal Page - Environment and Energy, 2016; Eurostat Portal Page - Economy and Finance, 2016; for 2014, ARSO. Calculations by IMAD.

Note: N/A - data not available

Figure: GHG emissions by emission source category, Slovenia
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' A unit of CO, equivalent is the amount of GHG expressed in the amount of CO, which has the same greenhouse effect. 1 gigagram

(Gg) is 1,000 tonnes.
2 See Indicator 4.3 Emission intensive industries.

* Greenhouse gases include carbon dioxide (CO,), methane (CH,), dinitrogen monoxide and fluorinated gases (F-gases).
4 Emission intensity is the ratio of a country’s GHG emissions to its GDP. For methodological purposes, we used the movement of GDP at
constant prices in the time comparison, and GDP in purchasing power standards (PPS) for a given year in the international comparison.
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4.2 Energy efficiency

Despite the decline in primary energy consumption,
energy intensity’ has remained relatively high in
recent years. One of the targets of the EU climate
and energy package for 2020 is a 20% reduction in
energy consumption with regard to the anticipated
consumption according to the baseline scenario, with
no additional measures. The Member States set their
national unbinding targets according to their own
scenarios. Three quarters of EU countries are required to
reduce their energy consumption by 2020, while some,
including Slovenia, are required to limit an anticipated
strong increase. As EU Member States are well on
track to meet their 2020 targets, more ambitious goals
have already been set for 2030. The decline in energy
consumption in Slovenia mainly reflected the weak
economic activity, alongside the climate changes in the
past two years, with higher annual temperatures and
lower consumption of energy for heating. The decline
in energy consumption is impeded by the high energy
consumption in transport. Having mostly converged
towards the EU average until 2007, energy intensity in
Slovenia has since been falling more slowly. In 2014 it
was a quarter higher than the EU average.

Table: Primary energy consumption, fixed-base index 2005=100

Final energy consumption? in Slovenia is significantly
affected by strong energy consumption in transport
and, in recent years, lower consumption of energy
for heating. In the period 2005-2014 final energy
consumption fell twice as slowly in Slovenia than in the
EU. The energy consumed by industry fell faster,® but
the improvement was cancelled out by higher energy
consumptionintransport,*which was mainly attributable
to increasing freight transit through Slovenia.> Annual
fluctuations were, in addition to economic activity, also
influenced by excise policy.® The decline in household
consumption of energy for heating in the past few years
has been attributable primarily to the installation of
heat distribution systems in multi-dwelling houses and
increasingly efficient heating appliances; the steep fall
in 2014 was also due to the unusually warm weather
during the heating season.”

2005 2008 2009 2010 2011 2012 2013 2014 2020 target*
Slovenia 100.0 106.5 97.3 101.7 102.8 98.8 96.3 93.1 104.2
EU 100.0 98.8 93.4 96.7 93.0 92.5 91.6 88.0 86.6

Source: Eurostat Portal Page - Europe 2020 indicators, 2014; EC Energy Efficiency, Reporting targets; calculations by IMAD.

Note: *One of the three 20-20-20 environmental targets of the EU.

Figure: Final energy consumption by consumer sector in Slovenia and the EU
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" Energy intensity is the ratio of energy consumption to GDP in purchasing power standards (PPS).

2 Final energy consumption includes the consumption of primary energy reduced by energy for transformations, own use and losses.
3The reduction in Slovenia was mainly due to the transition to a less energy-intense process of aluminium production.

4 Liquid fuels sold in Slovenia are included in the Slovenian energy balance, regardless of where the buyer is from or in which country

the fuel is used.

° See also indicator 4.6 Share of Road Transport in Total Freight Transport.
% In 2009, 2010 and since 2013, the price of fuels in Slovenia has been higher than in neighbouring countries, which has also been

reflected in lower sales in Slovenia.

7 According to the Slovenian Environment Agency, 2014 was the warmest year since 1850, which is when continuous meteorological

measurements began.



4.3 Emission-intensive
industries

In the last few years, the total output in emission-
intensive industries’ in Slovenia mostly grew faster on
average than in other manufacturing industries. This
trend was interrupted in 2008 and 2009, primarily as a
result of the lower output in the manufacture of basic
metals, and then in 2014, mainly owing to the more
modest output in the chemical industry. In the last five
years under observation, emission-intensive industries
generated around a quarter of the total value added
in manufacturing, which is one of the largest shares
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in the EU.2 Given the greater significance of emission-
intensive industries and the higher energy intensity in
manufacturing in Slovenia than in the EU as a whole,? the
impact of emissions trading on production costs and,
consequently, business results and competitiveness is
also greater than in the EU.* In order to reduce exposure
to higher costs, it is therefore crucial that Slovenia
continues to reduce its energy intensity and proceed
with technological restructuring in its emission- and
energy-intensive industries.

Table: Production in emission-intensive industries and energy intensity in manufacturing

2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

Production in e@ssmn—mtenswe industries (annual 1042 1121 1143 93.7 81.2 108.9 1023 102.0 1027 1019
real growth rate index)

Manufacture of pulp, paper and paper products 102.5 99.0 98.5 89.8 89.8 101.3 100.7 97.0 100.3 102.3

Manufacture of chemicals, chemical products and 1076| 113.0| 121.7| 1010| 858| 1147| 1024| 1046| 1039| 992
an-made fibres

Manufacture of other non-metallic mineral 93.1| 1062| 1058 1025| 724| 987| 907| 959 983| 1050
products

Manufacture of basic metals 103.2 119.6 106.7 68.6 70.3 109.5 111.0 101.1 1034 107.1
Production in manufacturing, excluding emission- 103.9| 1048| 107.1| 1047| 813| 1061| 1020 983| 980| 1047
intensive industries (annual real growth rate index)
Energy intensity in manufacturing (index 1000| 958| 866| 789| 772| 752 711 73| 72| 692
2005=100)
GHG emissions from industry (index 2005=100) 1000 1039| 98.1 937| 760| 752| 705| 688| 700| 712

Source: SI-STAT Data Portal - National Accounts and Mining and Manufacturing (SURS), 2015; calculations by IMAD.

Figure: The share of emission-intensive industries in manufacturing and the share of manufacturing in the value added of the
economy, 2013
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Source: Eurostat, National Accounts, 2015.

' According to the World Bank methodology, these include the following NACE subsections: the manufacture of paper and paper
products; the manufacture of chemicals and chemical products; the manufacture of cement, lime and plaster; the manufacture of other
non-metallic mineral products; and the manufacture of basic metals.

2 In Slovenia, these industries generated 26.6% of the total gross value added in manufacturing in 2013 (compared with 18.6% in the
EU). Moreover, manufacturing also accounts for a larger share in the total value added of the economy (22.5%; in the EU, 15.3%). The
shares of the chemical industry and basic metals, in particular, are higher than the EU average.

3 Energy intensity is the ratio of the consumption of energy (fuels, electricity and heat) to value added, expressed at constant prices.
4The climate and energy package adopted in 2010 and the emissions trading system are likely to have a double effect on the costs for
businesses: direct costs for the purchase of emission allowances and indirect costs paid through higher electricity prices.
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4.4 Renewable energy
sources

The share of renewable energy sources (RES) in final
energy consumption is higher than the EU average,
but is increasing slightly more slowly in the long term
than in the EU. In Slovenia it increased more noticeably
particularly in 2009, when final energy consumption
fell by almost one-tenth because of the crisis, while
the consumption of RES increased by around one-
fifth." Since then, growth has slowed significantly. In
2014 final energy consumption fell owing to the warm
weather during the heating season; the consumption of
RES for heating? declined even more. The share of RES
thus dropped somewhat that year? According to our
estimates, final energy consumption did not change
significantly in 2015. The consumption of RES also
stagnated, reflecting lower production in hydroelectric
power plants, above-average temperatures during the
heating season and lower consumption of liquid fuels.

The share of RES in heating in Slovenia is twice as high
as the EU average, with a higher share in electricity and
alower share in transport. As in the EU, the most widely

Table: Share of RES in gross final energy consumption, in %

used source of renewable energy for heating is wood,
while the main renewable energy source for electricity
production is hydropower. The share of energy from
other renewable energy sources was also relatively low
in Slovenia in 2014 (12%) compared with the EU, where
this share was three times higher, owing partly to the
intense exploitation of wind energy. This is also the main
difference in their RES structures. Slovenia is also in the
bottom quarter of EU countries (and far from the targets
set) in terms of its share of RES in transport. In the last ten
years, the use of RES in Slovenia increased by almost 30%,
mainly on account of wood, biofuels and solar energy,
which contributed 39 percentage points, 18 percentage
points and 14 percentage points to growth, respectively.

The amount of RES grants has been rising in recent
years, particularly in the production of solar energy.
In 2005 a total of EUR 16 million was devoted to grants
for promoting electricity generation from RES, the bulk
of which was intended for hydroelectric power plants.
Since 2010 the amount of RES grants has been strongly
rising, exceeding EUR 110 million in 2015, when the
largest amount was allocated for solar power plants.
With a shift towards more expensive energy sources, the
amount of grants per unit of power generated from RES
increased several fold.

2005 2008 2009 2010 2011 2012 2013 2014 2020 target*
Sl total 16.0 15.0 20.0 20.5 20.2 21.0 225 219 25.0
EU total 9.0 11.0 124 12.8 13.1 14.3 15.0 16.0 20.0
Slin electricity 28.7 30.0 338 322 31.0 31.6 331 339
EU in electricity 149 17.0 19.0 19.7 21.7 235 254 275
Slin transport 0.4 14 2.0 2.8 2.1 29 35 2.6 10.0
EU in transport 1.4 3.6 43 4.8 34 5.0 5.4 59 10.0
Slin heating 19.0 19.2 27.3 284 30.2 31.7 337 333
EU in heating 10.8 13.1 14.7 148 15.5 16.2 16.6 17.7
Source: Eurostat Portal Page - Europe 2020 indicators, 2015. Note: * One of the three 20-20-20 environmental targets of the EU.
Figure: Funds disbursed to support electricity production from RES, Slovenia
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'The increase in the consumption of RES is also attributable to a broader capture of statistical data in this period.
2n recent years, the consumption of energy for heating has also declined as a result of more energy-efficient heat distribution systems and

heating appliances, in addition to mild winter temperatures.

3 Owing to the high water levels in 2014, Slovenia also recorded the highest electricity output in hydro-power plants thus far. According to
the methodology, hydro-power production is normalised (i.e. averaged and distributed over a longer period of time), so that its contribution
to growth in RES consumption did not offset the decline in the consumption of RES for heating.



4.5 Road freight
transport

After declining since 2009, the share of road freight
transport increased in 2015 and remained well above
the EU average. In the EU it stagnated in the middle of
the last decade, while in Slovenia it had been rapidly
rising, so that Slovenia exceeded the EU average in 2005
and maintained a gap of around 6 percentage points as
of 2009, before narrowing it slightly in 2014. In 2015 the
number of tonne-kilometres performed by domestic
hauliers increased significantly year-on-year, by 10%;
the volume of rail transport rose considerably less in the
same period, by around 2%. The share of road freight
transport in total freight transport thus overshot 81%
again.The volume of road freight transport exceeded the
pre-crisis level by around one-tenth and the volume of
rail freight transport by around 19%. From a sustainable
development perspective, faster restructuring in favour
of rail transport would be necessary, which would be
best achieved through the implementation of railway
infrastructure projects.

Slovenia has one of the largest freight transport
volumes per capita in the EU, primarily owing to
its transit location and the density of its transport
infrastructure. Freight transport by domestic hauliers
increased particularly significantly in 2003-2008. In 2014
domestic hauliers transported 2.3 times the amount of
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tonne-kilometres of freight per inhabitant transported
by average hauliers in the EU. This increase is attributable
to Slovenia’s location at the crossing of the V and X pan-
European transport corridors (where transport also
expanded with the enlargement of the EU) and a highly
developed motorway network, the largest in the EU in
per capita terms. Slovenia also has a relatively high level
of freight transport by rail where, alongside the extensive
railway network, the connection with the port of Koper
also plays a significant role with around 60% of freight
transhipped in Koper transported by rail.

Slovenian hauliers perform more and more of their
services abroad, while the share of freight transported
by foreign hauliers on Slovenian roads is rising.” This
trend also continued after 2008. In the period 2008-
2014 the total distance of journeys made by Slovenian
hauliers declined by more than 5%; the distance of
journeys performed in the territory of Slovenia by
all hauliers dropped by around 7%. Within that, the
distance of journeys performed by Slovenian hauliers
(solely) abroad increased by 26%, while the journeys
made in the national territory and those at least partly
connected to the territory of Slovenia (i.e. when goods
are loaded or unloaded in Slovenia) declined by 16%.
This means that transport by foreign hauliers on
Slovenian roads expanded, which is also confirmed by
data on the number of passages through toll stations,?
according to which the share of foreign freight vehicles
on Slovenian motorways rose by 15 percentage points to
68% in 2008-2012.

Table: Share of road transport in total freight transport in tkm, in %

2000 2005 2008 2009 2010 2011 2012 2013 2014
Slovenia 71.9 77.3 822 84.0 823 814 82.1 80.7 79.8
EU* 73.7 76.4 76.3 77.5 76.2 756 752 754 754

Source: Eurostat Portal Page — Transport, 2015; for 2007-2013 calculations by IMAD. Note: *For some countries, data from previous years are taken into account in the calculations.

Figure: Road freight transport in Slovenia and the EU*
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Source: Eurostat Portal Page — Population and Social Conditions and Transport, 2015; calculations by IMAD. Note: *Data for Malta not available; data for some countries are from previous years.

! As there are no official statistical data on tonne-kilometres performed in individual countries, this is concluded from a comparison of
vehicle-kilometres driven on Slovenian roads by domestic freight vehicles (source: SURS) and by all freight vehicles (source: Slovenian

Infrastructure Agency).

2 Freight vehicles registered at toll stations in the entire territory of Slovenia between 19 April 2008 and 26 April 2008, and between 4
May 2008 and 11 May 2008, DARS 2009; Proposals for the new price list, DARS 2013.



156 Development Report 2016

Indicators of Slovenia’s development

4.6 Waste

Having declined during the crisis, waste generation
increased in 2013 and 2014. In 2014 approximately
4.7 million tonnes of different types of waste was
generated in Slovenia, around 5% more than in
2012.' One fifth was municipal waste, i.e. waste from
households and other waste of similar origin managed
by the providers of mandatory local public services for
environmental protection. After rising by about 15% in
2013, municipal waste increased by another 5% in 2014.
The quantity of separately collected municipal waste,
which is rising in the long term, increased to 65% of
total waste generated. The other four-fifths was waste
from production and service activities. After declining
significantly at the onset of the crisis, the quantity of this
waste has increased slightly since 2012. The vast majority
of waste, around nine-tenths, was generated in four
sectors: (i) manufacturing; (i) construction; (iii) water
supply, sewerage, waste management and remediation
activities; and (iv) electricity, gas and steam supply.

Waste management continues to improve. The total
quantity of waste recovered in 2014 amounted close
to 6.1 million tonnes; after two years of decline, this
was roughly the same as in 2010 and 2011. The actual
amount recovered (excluding pre-treatment or removal
and backfilling) was approximately 50% lower. Recycling,
a very desirable form of recovery from an environmental

Table: Municipal waste generation and treatment, 2014

perspective, amounted to nearly 2.7 million tonnes,
which is 44% of total recovery. Landfilling is the least
favoured option in the waste management hierarchy.
The quantity of landfilled waste amounted to around
283,000 tonnes, almost one-tenth less than in 2013 and
around 5% of the total amount recovered. The share of
landfilled municipal waste decreased again, totalling
around one-quarter in 2014, as two-thirds of municipal
waste was already collected separately and as residual
mixed municipal waste must be treated before going to
landfill.

In terms of municipal waste generation, Slovenia
performs better than the EU. In 2014 a total of 43 kg of
municipal waste per person was generated in Slovenia,
which is 9% less than the EU average. Compared with the
EU, a larger share of municipal waste was recycled and a
smaller share was landfilled; however, at the same time,
a relatively large amount of waste remained in treatment
(the “other treatment” category). In the EU, as many as
six EU Member States have already reduced their share
of landfilled municipal waste to below 5% of total waste
generated.

Type of municipal waste treatment, in %
Generation, kg/ | Recycling (without i . i
. A Composting Incineration Landfill Other*
capita composting)
Slovenia 432 29.2 6.9 0.2 234 40.5
EU 475 27.6 15.8 26.7 27.8 2.1
Source: Eurostat Portal Page — Environment and Energy, 2016; calculations by IMAD.
Note: The 'other’ category includes the pre-treatment and temporary storage of waste (waste treatment that remained unfinished in a given year).
Figure: Municipal waste generated and landfilled, 2014
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Source: Eurostat Portal Page — Environment and Energy, 2016.
Note: Data for Romania, Ireland and Greece are for 2013.

'1n 2012 the methodology was changed (certain waste types were reclassified as by-products).



4.7 Agricultural
intensity

The consumption of mineral fertilisers and pesticides,
which is declining in the long term, rose slightly in
2014. Agricultural producers used around 136,000
tonnes of mineral fertilisers in 2014, around a third of
which were main macronutrients (NPK fertilisers, i.e.
nitrogen, phosphorus and potassium). This was around
3% more than in 2013, but around 13% less or - per unit
of utilised agricultural area (UAA) — around 11% less than
the average for the last ten years. The total quantity of
active ingredients in pesticides sold was approximately
1,000 tonnes; around two-thirds were used in agriculture,
according to the preliminary estimate. Total pesticide
sales were about 10% higher than in 2013, but 16% lower
than the average for the last ten years. The majority of
pesticides sold were fungicides for plant disease control,
followed by herbicides for weed control.

Agricultural efficiency as measured by average yields of
the most important crops fluctuates between the years
depending on weather conditions, while agricultural
efficiency as measured by the milk yield per animal
is improving. Under the impact of very favourable
weather conditions, the average yield per hectare
increased for both main crops in 2014, by approximately
one-fifth for wheat and two-thirds for maize. In both,
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this figure was also up on the ten-year average. As this
was not too high, the increase may also indicate better
exploitation of natural resources than in previous years.
The relatively low average milk yield per animal is also
rising in the long term, which is favourable from the
perspective of the environmental burden per output.
The total environmental burden per output measured
by the number of animals per unit of agricultural area
is relatively high but has been declining in the last few
years according to surveys.

The share of agricultural holdings involved in
controlled organic farming is rising and exceeds the EU
average. Around 5% of agricultural holdings with around
9% of UAA were involved in controlled organic farming
in 2014, which is less than planned but higher than the
EU average. Only the area of agricultural holdings with
a certificate for organic farming was up in 2014, while
the area in conversion to organic farming declined. The
largest share is accounted for by permanent grassland
intended for animal production, but the fastest growth
is recorded for other types of land, where production is
driven by high demand. Under the impact of favourable
weather conditions, total organic crop production rose
notably in 2014; the production of animals was also up.

Table: Consumption of NPK fertilisers and pesticides and the share of organic production area

2000 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
NPK fertiliser use, in kg/ha of UAA* Slovenia 147 115 120 116 105 95 103 104 96 98 100
Pestlc@e sales, in thousand tonnes of active Slovenia 15 14 13 12 12 12 11 11 10 09 10
ingredient**
Slovenia 1.1 4.6 55 59 6.1 4.7 6.4 7.0 73 8.1 8.6
Organic production area as a share of UAA, in %
EU N/A 3.6 3.7 4.0 44 4.7 52 55 57 58 59

Source: SI-STAT Data Portal - Environment and Natural Resources — Agriculture and Fishing, 2016; Eurostat Portal Page — Agriculture, Forestry and Fisheries, 2016; calculations by IMAD.
Notes: *In 2010 the consumption of NP/UAA (excluding potassium) in Slovenia was 2.2% higher than in the EU (source of data: Eurostat). **The figure on the quantity of pesticides
sold is the sum of active ingredients with very different toxicity levels, which makes international comparisons extremely difficult; N/A — not available.

Figure: Average yields of main crops and milk production
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4.8 Intensity of tree
felling

Tree-felling is increasing in the long term, but in 2014 it
was particularly pronounced as a result of emergency
removals in the aftermath of the severe ice storm that
year. Around 6.4 million m* of wood was cut in 2014,
which is 62% more than in 2013 and almost twice the
average annual removal since 2000. For the first time
since measurements began, tree felling reached (and
slightly exceeded) the potential for felling determined in
the forestry management plans,’ in contrast to previous
years when only two-thirds of the felling permitted was
carried out. As a consequence of severe ice damage,
most of the removal (two-thirds) was for sanitation
purposes, whereas felling for tree-tending purposes, which
normally accounts for the largest share, declined. Amid a
renewed slight increase in the annual wood increment,
the tree-felling intensity rose significantly in 2014, by
28 percentage points, to 74%.2 In terms of volume (but
not structure), this figure is very close to that envisaged
in the action plan,* according to which the tree-felling
intensity could be increased to 75%, and 6.5 million m?
of wood could be cut per year without jeopardising
sustainable development.

Table: Intensity of tree felling, ratio

The increased felling is reflected in the higher
production of raw wood categories and, in turn,
higher net exports; the untapped potential in the
forest-wood chain remains relatively large. In 2014
around 5.3 million m3 of roundwood (i.e. unprocessed
wood) was obtained, approximately 50% more than in
2013 and 85% more than the average since 2000.* The
consequences of the ice storm were strongly reflected
in the structure of industrial wood: the volume of
pulpwood, which is low-quality wood that generates
low value added, rose the most, while the volume of the
highest quality wood, sawlogs and veneer logs, increased
the least. With around half of the year-on-year increase
in unprocessed wood production being exported, total
annual wood exports — which had been growing for a
long period - rose by 54%. As total imports contracted
by around one-fifth, net wood exports almost doubled,
reaching 1.9 million m3. Within those, net exports of the
highest-quality wood also expanded notably (by 60% or
almost 400,000 m3), although its production increased
the least (by 25% or 420,000 mq).

2000 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Slovenia 38.0 43.0 48.6 414 43.6 423 416 47.1 46.4 46.2 74.0
EU 61.0 65.0 N/A N/A N/A N/A 62.7 N/A N/A N/A N/A

Source: Eurostat Portal Page — Agriculture, Forestry and Fisheries, 2016; SI-STAT Data Portal — Environment and Natural Resources — Forestry and Hunting, 2016; calculations by IMAD.

Note: N/A - not available.

Figure: Tree felling and the structure of wood by category, Slovenia
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Source: SI-STAT Data Portal - Environment and Natural Resources — Agriculture and Fishing, 2016; Slovenia Forest Service; calculations by IMAD.

" The potential (or allowable) felling is determined in the forestry management plans of the Slovenia Forest Service with a view to
ensuring sustainable development, i.e. the long-term stability of all forests and their habitats irrespective of ownership.

2The intensity of tree felling is calculated as the ratio of annual felling to annual wood increment.

3 Akcijski nacrt za povecanje konkurenc¢nosti gozdno-lesne verige v Sloveniji do leta 2020 (Action Plan to Increase the Competitiveness

of the Forest-Wood Chain in Slovenia by 2020).

“The quantity obtained is dependent on the quantity of felled wood and its utilisation rate, which in turn depends on the type of trees

and the structure of wood categories.



4.9 Environmental taxes

In 2014 revenue from environmental taxes as a share
of GDP declined slightly after several years of almost
uninterrupted growth, but was still significantly higher
than before the crisis due to the high excise duties
on energy. As a result of higher excise duty rates' and
higher or new other taxes (the introduction of the CO,
tax on motor fuels, the sale of emission allowances, the
increase in annual road user charges), revenue from
environmental taxes relative to GDP was 0.9 percentage
points higher in 2014 than in 2008 and 0.7 percentage
points higher than in 2005. In 2014 this figure fell
slightly owing to the growth of revenue from excise
duties on liquid fuels? lagging behind GDP growth and
a small decline in the inflows of taxes on environmental
pollution (partly due to a reduction in the tax on the use
of fluorinated greenhouse gases).

More than three-quarters of environmental taxes are
accounted for by energy taxes, with taxes on pollution
and transport gaining importance in recent years.
Revenue from taxes on energy accounted for 77% of
environmental taxes collected in 2014, the bulk being
from excise duties on liquid fuels. Their consumption
is relatively high in Slovenia, given the large volume
of transit and other road transport, which is related,
among other things, to its dispersed settlement pattern
and poorly developed public transport infrastructure.
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In the past few years, a somewhat higher share of
environmental tax revenues was raised from: (i) taxes on
transport, which reached a 12% share in 2014, the bulk
arising from annual road user charges; and (ii) taxes on
pollution, which accounted for a 9% share in 2014 as a
result of the more broadly based tax on CO, emissions.
The share of taxes on the use of natural resources, which
is low, was stable. Most of the environmental tax burden,
around two-thirds, was borne by households, which can
be attributed in part to methodological simplification,
according to which most of motor fuel consumption,
and hence energy taxes, is ascribed to households.

Among EU Member States, only Denmark outpaces
Slovenia in terms of its environmental tax burden
relative to GDP. In 2014 revenue from environmental
taxes as a share of GDP was 1.4 percentage points higher
in Slovenia than the EU average. The high share is mainly
due to the extensive use of motor fuels in road transport,
with the tax rate on energy also being relatively high.
Totalling EUR 236.4 per tonne of oil equivalent of final
energy consumption, the implicit tax rate on energy in
2014 was only slightly above the weighted EU average
and 17% above the unweighted EU average.

Table: Environmental tax revenues, as a % of GDP, Slovenia and the EU

2000 2005 2008 2009 2010 2011 2012 2013 2014
Slovenia 2.88 3.15 295 3.49 3.62 3.46 3.83 3.97 3.89
EU (weighted average) N/A 2.51 2.29 2.36 2.37 2.40 2.44 245 2.46

Source: Eurostat Portal Page — Environment and Energy, March 2016).
Note: N/A - not available.

Figure: Revenue from environmental taxes, Slovenia and the EU, 2014
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'In 2014 the average excise duty rate (calculated as the average of daily rates) for petrol was 45% higher than in 2008, and for diesel fuel
38% higher than in 2008. With the sharp increase in excise duty rates in 2009, the option to obtain a partial refund of excise duties paid
on diesel fuel used for commercial purposes was introduced (up to the minimum amount set in the EU energy directive).
2In 2014 the average excise duty rate for diesel fuel was around 2% higher year-on-year and for petrol around 1% lower.
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4.10 Regional variation
in GDP per capita

Economic activity measured by the real GDP growth
rate was positive in 2014 in all regions except the
Zasavska region. The highest economic growth
rates were again recorded by the Gorenjska and the
Primorsko-notranjska regions.! In the Zasavska region,
economic growth was still negative, but to a lesser extent
than in 2013. At around 58% of the national average,
Zasavska also recorded the lowest GDP per capita. The
Osrednjeslovenska region was again the only region that
surpassed the national average, by around 42%.

Having widened during the crisis, Slovenia’s gap
with the EU average in GDP per capita narrowed in
2014 in both cohesion regions. Zahodna Slovenija
was close to the EU average, while Vzhodna Slovenija
lagged more than 30% behind (in 2008, Zahodna was
at 108% and Vzhodna at 73% of the EU average in this
comparison).? After 2008 the gap with the EU average
widened across all regions,® notably those of Zahodna
Slovenija, particularly the Obalno-kraska region. In
2014 the latter increased its gap relative to 2008 by 14

Table: Regional GDP, Slovenia

index points. Among the regions of Vzhodna Slovenija,
Zasavska widened the gap the most, by 15 index points.
In all regions these developments reversed in 2014, as
none of the regions increased their gaps. One of the
regions, Osrednjeslovenska, exceeded the EU average
throughout the period under observation. In 2014 it
surpassed it by 17%, which was 12 index points less than
in 2008.

The crisis had a seemingly favourable impact on
interregional disparities, which have narrowed
since peaking in 2010. According to our calculations,
the relative dispersion of GDP per capita® has been
decreasing since 2010, but not as a result of a balanced
regional development policy. The decline is attributable
instead to a larger fall in economic activity in those
regions that generate the largest share of Slovenia’s GDP
and also have the highest GDP per capita. The relative
dispersion in Slovenia is one of the lowest in the EU.
The ratio between the two regions with extreme values
of per capita GDP is also relatively low compared with
other countries in the EU, where the differences may
even be 10-fold (e.g. the United Kingdom), but this is
understandable given Slovenia’s small size. In 2014 the
trends from previous years continued in Slovenia and
the ratio increased only slightly, from 1:2.4 to 1:2.5.

GDP per capita Real GDP GDP,
Cohesion/statistical region Slovenia =100 EU=100 i::z‘g::;'l‘ in% 2014
2010 2011 2012 2013 2014 2014 | (sLo=3%) | SO=100%
Zahodna Slovenia 121.2 120.2 120.1 119.7 119.3 98 3.2 56.0
Obalno-kraska 108.7 106.1 101.4 98.3 97.6 80 2.7 5.3
Goriska 93.6 92.2 91.1 90.6 90.5 75 23 52
Gorenjska 82.8 829 833 85.6 87.5 72 5.2 8.7
Osrednjeslovenska 1453 144.2 145.1 144.0 142.4 17 29 36.8
Vzhodna Slovenia 81.7 82.5 82.5 82.7 82.9 68 2.9 44.0
Primorsko-notranjska 70.5 69.9 68.8 70.2 71.7 59 5.1 1.8
Jugovzhodna Slovenia 95.2 94.9 93.9 95.0 96.1 79 39 6.6
Posavska 81.6 829 83.2 84.0 824 68 0.3 3.0
Zasavska 61.0 60.5 58.7 58.8 57.7 47 -2.5 1.6
Savinjska 90.6 91.8 91.9 91.5 91.9 76 33 1.3
Koroska 74.2 76.6 78.7 79.5 80.1 66 29 2.8
Podravska 825 83.0 829 82.6 82.6 68 3.1 129
Pomurska 64.2 66.0 67.1 68.0 67.8 56 2.0 3.8
Z&Z’gg}y of GDP per capita 23.8 23.1 23.1 22.5 21.9

Source: SI-STAT Data Portal - Economy - National Accounts — Regional gross domestic product, 2014, Eurostat — General and Regional Statistics, 2016; calculations by IMAD.

" Under Regulation (EU) No. 1319/2013, the following amendments to the NUTS classification entered into force: the Notranjsko-kraska
region was renamed Primorsko-notranjska and the Spodnjeposavska region was renamed Posavska. Moreover, the borders of four
NUTS 3 regions were changed: the municipality of Litija was excluded from Osrednjeslovenska and joined with Zasavska, while the
municipalities of Radece and Bistrica of Sotli passed from Savinjska to Posavska. The borders of NUTS 2 regions were also changed
accordingly. The amendment applies from 1 January 2015; the data for previous years were not adjusted

2 Under the EU cohesion policy, those regions at the NUTS 2 level with a GDP per capita less than 75% of the EU average are considered

less developed.

3The only exception is the Osrednjeslovenska region, which still exceeds the EU average. However, this share has also declined.
4The dispersion of regional GDP per capita is measured as the sum of the absolute differences between regional and national GDP per
capita weighted by the share of population and expressed as a percentage of national GDP per capita.



4.11 Regional variation
in the registered
unemployment rate

In 2015 the registered unemployment rate continued
to fall in all regions, except Pomurska. The largest
decline was recorded by the Zasavska region; however,
this was mainly a statistical effect because, under the
new NUTS 3 regulation,’ Zasavska now also includes
Litija, a municipality with a below-average registered
unemployment rate, while the other three municipalities
ofthisregionstillhaveabove-averagerates.Theregistered
unemployment rate in the Zasavska region declined by
2.5 percentage points (but by only 1 percentage point
excluding these changes). Not including the statistical
effect, the registered unemployment rate dropped the
most in the Koroska region, by 1.5 percentage points.
Above-average rates were recorded by the same regions
as in the previous year, all of which, with the exception of
Primorsko-notranjska, are located in the cohesion region
of Vzhodna Slovenija. The highest rate was posted by
the Pomurska region, where it rose by 0.5 percentage
points to 18.9% and surpassed the national average by
more than half. The lowest rate, almost a third below
the national average, was once again recorded in the
Gorenjska region (at 8.6%).

Map: Registered unemployment rates by region, 2015
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Source: SMARS, SURS, mapping by IMAD.

! See note 1in the indicator 4.10 Regional disparities in GDP per capita.
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Interregional  disparities in the registered
unemployment rate measured by absolute dispersion?
have been stable in the last four years. In the early years
of the crisis, interregional disparities had been rising,
reaching their peak in 2010, when the dispersion rate
was 2.4%. After 2010, however, they declined, owing to
a faster increase in unemployment in those regions of
Zahodna Slovenija with below-average rates; in the last
four years, they remained relatively stable, with small
year-on-year fluctuations. In 2015 they amounted to
1.8% of GDP, which is 0.1 percentage points more than
a year earlier. On the other hand, the ratio between
the two regions with extreme values increased from
1:1.9 to 1:2.2, reflecting the higher rate of registered
unemployment in the Pomurska and the lower rate in
the Gorenjska region.

In all regions, young people were the group of
unemployed that was disproportionately affected by
the contraction of the labour market during the crisis.
After 2013, when the total registered unemployment
rate had already started to fall across the regions, the
registered unemployment rate for young people aged
15-29 had still been rapidly rising, especially in the
Zasavska, Primorsko-notranjska and Osrednjeslovenska
regions, and reached its peak in 2014. In 2015 it
otherwise declined in all regions, the most in Zasavska
(by 5.5 percentage points), but was still at least 1.5 times
as high as the total rate. It was highest in the Pomurska
region, at 29.8%, which is 2.2 times as much as in the
Gorenjska region, which has the lowest rate.

Registered unemployment rate 2015,
Slo=12.3 %

[ <92%

[ >=92%<123%
I >=123%<154%
Bl >=154%

Registered long-term unemployment
rate, Slo=6.5 %

Registered unemployment rate for
women, Slo = 13.7 %

Registered unemployment rate for
. young people aged 15-29, Slo = 20,1 %

—— Cohesion region border (NUTS 2)
—— Statistical region border (NUTS 3)
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where t =year,

A; = the active population of the region,

Ag = the active population of Slovenia,

SB, =the registered unemployment rate of the region,
SBg = the registered unemployment rate of Slovenia.
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RS = Republic of Slovenia

SEF = Slovene Enterprise Fund

SHARE = Survey of Health, Ageing and Retirement in Europe

SID Bank = Slovenian Export and Development Bank

SIPO = Slovenian Intellectual Property Office

SKD = Standard Classification of Activities

SME = small and medium-sized enterprises

SPIRIT = Public Agency for Entrepreneurship, Internationalization, Foreign Investments and Technology
SSH = Slovenian Sovereign Holding

SURS = Statistical Office of the Republic of Slovenia

TAXUD =Taxation and Customs Union Directorate

TEA = total early-stage entrepreneurial activity

TES = Sostanj Thermal Power Plant

tkm = tonne-kilometre

UAA = utilised agricultural area

USD = US dollar

VAT = value added tax

WEF = World Economic Forum

WIPO = World Intellectual Property Organization

ZGD = Companies Act
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