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Executive Summary

Economic growth in Slovenia over the first three quarters of 2014 was significantly higher than the euro area average.
Export growth strengthened, which in the wake of weaker import growth maintained the contribution made to GDP by net
frade at a high level, and made a key contribution to the widening of the current account surplus to 5.7% of GDP. The
first signs of increased investment in industrial production capacity began to appear, conditioned by rising capacity utili-
sation and improved access to foreign financing. Another factor in the significant change in economic dynamics was the
reversal in fiscal policy, which acted to stimulate economic growth over the first three quarters of the year with the sup-
port of EU funds, as the positive contribution made by public investment was significantly larger than the negative contri-
bution made by the decline in final government consumption. Public infrastructure investment had a beneficial impact on
construction activity, despite the negative reversal in the third quarter, while weak growth in private consumption and
increased corporate turnover on the domestic market promoted growth in the majority of private-sector services.

Economic growth is already being reflected more strongly on the labour market. Unemployment fell, primarily as a result
of high outflows to employment, which increased most sharply in private-sector services. Employment agencies were
prominent in this process, having made the largest contribution to the growth of almost 1% in total employment in the
third quarter, which is fogging the actual picture of the sectoral breakdown of employment, particularly in industry and
construction. Following labour market reforms, which partly tightened the conditions applying to temporary employment,
the increase in employment via agencies was most likely the result of firms’ response to the demand for flexible forms of
employment. Average wages are also gradually rising in the wake of the employment growth, although their growth re-
mains behind the growth in labour productivity. The fall in inflation towards zero brought an increase in the real wage bill,
particularly in the third quarter, which is increasing consumer purchasing power.

The economic recovery in the narrower external environment remains weak, despite the ECB’s expansionary monetary
policy. At the same time sanctions and plummeting oil prices are weakening the Russian economy. There were therefore
further reductions in late 2014 in the economic growth forecasts for 2015 in the majority of the key export markets. The
forecasts nevertheless remain slightly more favourable on average than the estimates for 2014, which, given the im-
provement in the competitiveness of Slovenia’s export sector, is providing the main basis for further growth in domestic
economic activity.

The positive economic turnaround is not being reflected in domestic inflation. Inflation as measured by the HICP stood at
zero in the final quarter of 2014, largely as a result of falling commodity prices, and averaged just 0.4% over the year
2014, the lowest figure to date. In addition to headline inflation, the core inflation indicators were all below the euro area
average as well. The differences primarily derive from a greater loss of purchasing power in the crisis and the cautious
behaviour of domestic consumers, who have mostly not transferred the real increase in the wage bill into their final con-
sumption. This is primarily being reflected in further falls in prices of industrial goods. Lower prices of input commodities
and the outpacing of wage growth by productivity growth also suggest the absence of price and cost pressures at firms.

There was a large general government deficit in 2014, as a result of the increased burden of interest payments and one-
off factors related to bank recapitalisations and the repayment of old foreign currency deposits. On the other hand, there
was a significant increase in general government revenues. According to the estimates of the Ministry of Finance from
the end of December, the deficit stood at 5.3% of GDP, while the primary deficit after the exclusion of one-off effects and
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interest payments was estimated at just 0.1% of GDP. The general government debt was estimated to increase to 82.2%
of GDP by the end of 2014, partly as a result of the pre-financing of bond repayments in 2015. Sovereign borrowing
terms improved significantly. The required yield on 10-year Slovenian government bonds stood at just 2.1% in Decem-
ber, down 3.1 percentage points on a year earlier.

Despite the rapid economic recovery in 2014 and the improved medium-term outlook, Slovenian economic policy contin-
ued to face a number of challenges. Among the most significant ones are the non-functioning of the credit channel, high
unemployment, fiscal consolidation and the restructuring of the economy. These challenges can partly be addressed
through responsible and measured corporate ownership restructuring.

8 ECONOMIC AND FINANCIAL DEVELOPMENTS
January 2015



BANKA SLOVENITE

EVROSISTEM

Main macroeconomic indicators

2011 2012 2013 14Q1 14Q2 14Q3( 2011 2012 2013 14Q1 14Q2 14Q3
Slovenia euro area
Economic developments y-0-y growth rates in %
GDP 06 -26 -1.0 21 29 3216 07 05 11 06 08
- industry 24 23 01 29 40 49 30 -06 -07 11 00 08
- construction -101 -75 88 157 198 101 28 47 -34 14 10 -11
- mainly public sector services 00 13 05 09 04 05 07 03 00 10 09 07
- mainly private sector services 04 29 06 31 35 43| 20 07 05 11 05 08
Domestic ex penditure 08 57 21 08 21 19 07 22 09 10 07 05
- general govemment 43 45 41 47 09 00 -02 -02 02 08 09 11
- households and NPISH 01 30 -39 11 05 08} 02 -13 07 04 08 1.1
- gross capital formation 18 -165 22 25 97 70 29 65 -28 28 03 -16
- gross fixed capital formation 46 89 19 46 68 72| 16 -34 24 25 06 01
- inventories and valuables, contr. to GDP growth in pp o6 -18 01 04 06 O0O0f 03 -07 01 01 01 -03
Labour market
Employ ment 16 -08 15 03 07 099 01 05 -08 00 04 06
- mainly private sector services 22 43 47 03 08 104 02 06 -10 -01 04 07
- mainly public sector services 09 11 06 02 04 04 00 -01 02 05 05 04
Labour costs per employee 16 12 19 05 03 1121 117 17 18 14 14
- mainly private sector services 20 06 21 13 14 12 24 20 17 18 14 14
- mainly public sector services 01 -34 09 14 08 1913 09 17 15 14 13
Unit labour costs 04 03 09 19 20 16 05 17 13 07 12 11
- indlustry 00 33 08 03 -10 16| 00 21 20 07 25 14
in%
LFS unemploy ment rate 82 89 101 108 93 93 | 101 113 119 123 114
Foreign trade y-0-y growth rates in %
Current account balance as % of GDP 02 27 56 48 50 54(-01 15 21 23 22 21
External trade balance as contr. to GDP growth in pp 13 29 10 13 09 1409 15 04 01 00 03
Real export of goods and services 70 03 26 49 51 68| 66 24 20 38 29 41
Real import of goods and services 50 -39 14 34 42 55| 43 10 12 38 33 37
Financing in % of GDP
Banking system's balance sheet 1421 141.0 128.0 1266 123.2 121.0( 3328 3234 299.0 293.8 299.2 301.7
Loans to NFCs 551 529 448 381 370 354|462 447 421 418 413 408
Loans to households 25 230 24 20 218 216 526 525 520 51.7 513 51.0
Inflation in%
HICP 21 28 19 06 08 O01f 27 25 13 06 06 04
HICP excl. energy, food, alcohol and tobacco 04 07 09 09 10 04 14 15 11 08 08 038
Public finance in % of GDP
Debt of the general government 462 534 704 771 783 781 858 830 909 919 927
One year net lending/net borrowing of the general government 6.2 -37 -146 -133 -127 -130f 41 -36 -29 -28 -26
- interest payment 19 20 25 27 29 31 30 30 28 28 27
- primary deficit 43 17 -120 -106 -98 99| -11 -06 01 00 01
- deficit excl. bank recapitalisations 56 36 45 42 41 44
- primary deficit excl. bank recapitalisations S87 16 20 -7 45 13

Source: SORS, Eurostat, Bank of Slovenia, ECB, Ministry of finance, Bank of Slovenia calculations.

ECONOMIC AND FINANCIAL DEVELOPMENTS 9
January 2015



BANKA SLOVENIIE

EVROSISTEM

10 ECONOMIC AND FINANCIAL DEVELOPMENTS
January 2015



BANKA SLOVENITE

EVROSISTEM

International Environment

The economic growth forecasts for some of Slovenia’s most important trading partners were cut again in De-
cember. The economic recovery in the euro area remained relatively weak in the third quarter, and the avail-
able figures suggest that growth remained low also at end of the year. The indicator of economic sentiment in
the euro area and the harmonised unemployment rate remained stable in November. Monetary policy in the
major developed economies remained expansionary. There was no change in the ECB’s key interest rate in
December, although previously announced non-standard monetary policy measures were implemented. The
euro fell again in December. Oil price continued to fall sharply, reaching its lowest level of the last five years.

Economic sentiment

The economic sentiment in the euro area remained
stable in November and slightly above its long-term
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Figure 1.1: Confidence indicators — euro area
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average, although consumer confidence stalled at a
low level in the second half of the year. The harmo-
nised unemployment rate in October remained un-
changed for the third consecutive month at 11.5%, down

Figure 1.2: Harmonised unemployment rate
in %, seasonally adjusted
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Source: Eurostat, Bank of Slovenia's calculations.
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just approximately 0.5 percentage points on its peak in
2013. While unemployment remained stable but high,
towards the end of the year consumer confidence re-
mained significantly down on its level in the middle of the
year. The economic sentiment indicator remained practi-
cally unchanged in November at a level slightly above its
long-term average. The largest rise in the confidence
indicators was recorded by financial services, while con-
struction recorded the largest decline.

The aggregate PMI for the euro area strengthened
slightly in December. The PMI as measured by Markit,
an analytical house, rose slightly in December according
to the initial figure, but remained close to the year's low
recorded in November, an indication of the very weak
economic growth in the final quarter. Industrial production
in manufacturing in December is thought to have re-
mained unchanged from November, while activity in the
service sector is likely to have increased. New orders fell
in November, but are thought to have risen in December,
although growth was weak in both industry and in ser-
vices. Economic activity as measured by the PMI is ex-
pected to have declined in France for the eighth consecu-
tive month, while growth in Germany is expected to be at
its weakest of the last year and a half. Overall business
activity in the other euro area countries is expected to
have recorded its largest increase of recent months.

Economic activity and forecasts

Economic growth in the euro area was again rela-
tively weak in the second half of 2014. Euro area GDP
in the third quarter was up 0.2% in quarterly terms, while
year-on-year growth remained at 0.8%. The quarterly
growth was attributable to increased growth in private
consumption, while growth in public consumption re-
mained the same as in the second quarter. Growth in
imports and exports slowed in the third quarter, while
gross investment declined again. Of the major euro area
countries, GDP was up in quarterly terms in Germany,
France and Spain, but declined again in Italy, which
thereby slid again into technical recession. Economic

International Environment
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developments remained relatively weak in the early part
of the final quarter. Turnover in retail trade in October
was up 0.4% in monthly terms, and 1.4% in year-on-year
terms. The increase was primarily attributable to strong
growth in retail in Germany. Industrial production in the
euro area in October was unchanged in monthly terms,
but was up 0.7% in year-on-year terms. Among the major
euro area countries, industrial production was unchanged
in monthly terms in Germany, and declined in France,
Spain and Italy. After declining in September, the amount
of construction put in place strengthened in October, by

Figure 1.3: GDP in the euro area
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Figure 1.4: Economic activity in the euro area and EU
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just over 1% in monthly terms and in year-on-year terms.
The increase was attributable to an increase in the con-
struction of buildings.

Economic growth forecasts for some of Slovenia’s
most important trading partners were cut again. Of
Slovenia’s most important trading partners in the euro
area, in the final months of 2014 Consensus significantly
cut its forecasts for Germany, Austria and Italy. In De-
cember the 2015 economic growth forecasts for Germany
and Austria were cut for the fourth and third consecutive
months respectively, to 1.3% and 1.4%. Both forecasts
were down 0.1 percentage points on November. The eco-
nomic growth forecast for Italy was also cut, to 0.4%,
while the economic growth forecast for France remained
unchanged at 0.8%. Consensus’s economic growth fore-
casts for the euro area for 2014 and 2015 remained un-
changed in December at 0.8% and 1.1% respectively. In
its forecasts for eastern Europe, in December Consensus
again reduced its 2015 economic growth forecasts for
Russia and Serbia, to -0.9% and 0.6% respectively, down
1.0 percentage points and 0.7 percentage points on the
November forecasts. It also cut its forecast for Croatia, to
0.3%, down 0.1 percentage points on the November fore-
cast.

Monetary policy

The major central banks are mostly maintaining an
expansionary monetary policy. In light of the weak eco-
nomic activity and falling inflation, the key interest rates in
certain developed economies remained low. In December
there was no change in the ECB’s key interest rate, which
has remained at 0.05% since September 2014, although
certain previously announced non-standard monetary
policy measures were carried out." The Federal Reserve
ended its QE programme in October, while its key interest
rate remains unchanged in the range from zero to 0.25%.
The Bank of England has maintained its key interest rate
at 0.5% since March 2009, and left the volume of govern-
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Figure 1.5: Projections of GDP growth in Slovenia's main trading
partners for the year 2015
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Figure 1.6: EUR/USD exchange rate and central banks'

interest rates
7.0 1 3 ] 1 r 1.70
—ECB main refinancing operations (%, left)
6.0 - —Fed Funds (%, left) L 160
—EUR/USD (right)
5.0 1.50
4.0 M | A’M 1.40
30 AT, TAY N 1.30
2.0 - 1.20
1.0 | 1.10
0.0 ; 1.00
2011 2012 2013 2014

Source: ECB, Federal Reserve.

ment bond purchases unchanged in December. The
Bank of Japan has held its key interest rate in the range
between zero and 0.10% since October 2010, and contin-
ued to pursue its programmes of non-standard economic
stimulus measures. By contrast, the central banks of cer-
tain countries (Russia, Brazil) raised their key interest
rates in December, owing to shocks on the financial mar-
kets and high inflation.

"These measures include the second auction of targeted longer-term refinancing operations (TLTROs), the covered bond purchase programme
(CBPP3) and the ABS programme. Details of the ECB's latest monetary policy measures are available at https://www.ecb.europa.eu/press/pr/

date/2014/html/index.en.html.
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Euro exchange
prices

The euro again fell against the US dollar in Decem-
ber. The price of Brent crude fell to its lowest level
since 2009. The euro has been falling against most ma-
jor currencies since the second quarter of 2014. In De-
cember it lost over 1% against the US dollar, and was
down a tenth in year-on-year terms. The euro averaged
USD 1.2331 in December. The euro rose sharply against
the Russian ruble: it was up 56% in year-on-year terms.
The price of Brent crude fell sharply in December for the
sixth consecutive month. The price of a barrel averaged
USD 62 over the month, down just over a fifth on Novem-
ber, and down 44% on December 2013. Other commodity
prices stabilised in November. After falling for six months,
US dollar commodity prices rose by 1.2% in monthly
terms in November, food prices recording the most nota-
ble rise of 1.8%. They nevertheless remained down just
over 3% in year-on-year terms in November.

rate and commodity

International capital markets

Risk appetite remained high in the final months of
2014. The positive atmosphere was attributable to the
improved economic results announced in the US and
strengthened expectations of the introduction of addi-
tional non-standard measures by the Japanese and Chi-
nese central banks, and the beginning of QE by the ECB.
By contrast, after six years of ensuring cheap money with
the aim of stimulating economic growth, the Federal Re-
serve ended its stimulus programme of government and
mortgage bond purchases. The withdrawal of the pro-
gramme was attributable to the recovery of the US econ-
omy, and above all to the positive results on the labour
market. The majority of share indices rose significantly
over this period, reaching record highs in November
(S&P, DJIA, DAX).

Oil prices have been falling sharply since September,
which is increasing volatility on the stock markets.
There is growing fear that the low oil price could fuel geo-

International Environment
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Figure 1.7: Commodities
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Figure 1.8: Foreign stock exchange indices

o % - 90
—USA(S&P500)

% —Western Europe (DJ EuroStoxx) e

60 —Croatia (Crobex) L 60
—Serbia (Belex) |

. —Eastemn Europe (MSCIEE) -

30 A g \( - 30

15 N "VV/’ L 15

0 AR
'\ 1V vv

-15 - -15

-30 - -30

-45 - -45

-60 - 60

-75 F-75

90

2009

Source: Bloomberg.

2010 201 2012 2013 2014

political tensions between Russia and Ukraine. The Rus-
sian stock market index (RTSI) lost 11% in November
alone. Oil and natural gas account for two-thirds of Rus-
sia’s exports, and almost half of its federal budget reve-
nues. As a result, falling oil prices have a profoundly
negative impact on Russia, the largest global oil pro-
ducer, while the impact on other financial markets re-
mains limited.
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2 ‘ Economic Trends and the Labour Market

Economic growth in Slovenia in the third quarter remained significantly higher than the euro area average.
Growth in industrial production strengthened slightly, which is, given the weak economic activity in the majority
of the main trading partners, an indication of increased exporters’ competitiveness, and net exports continued
to make a large contribution to GDP growth. In the context of the merely gradual recovery in private consump-
tion and the end of the decline in final government consumption, there was a further increase in value-added in
private-sector services primarily dependent on the domestic market. There was a notable downturn in con-
struction, but this was likely attributable to one-off factors, as public construction investment has continued to
grow in the third quarter. This remains the prevailing factor in the gross fixed capital formation, although first
signs of a possible recovery in investment in increased production capacity in line with the increase in utilisa-
tion are noted.

The situation on the labour market improved in 2014. The increase in employment was attributable to an in-
crease in employment in manufacturing, a slowdown in the fall in employment in construction and an increase
in employment in private-sector services, in particular at employment agencies. Outflows from registered un-
employment into employment over the first nine months of the year were up 15% as a consequence. Inflows
into unemployment due to the expiry of temporary employment contracts declined again as a result of labour
market reforms, and the unemployment rate also fell. The real wage bill and the average real gross wage in
the first ten months of the year were up slightly, although growth in the latter remained outpaced by growth in
labour productivity.

ECONOMIC AND FINANCIAL DEVELOPMENTS 15 Economic Trends and the Labour Market
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Confidence indicators and performance
limiting factors

The economic sentiment indicator has predominantly
remained unchanged since May, albeit with notable
changes within individual sectors. Manufacturing con-
fidence peaked in July and remained at a slightly lower,
although still positive, level in the following months. The
decline derived from a decrease in the indicators of total
orders and expected production, which have strength-
ened slightly by December. Confidence in construction

Figure 2.1: Confidence indicators
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Figure 2.2: Decomposition of consumer confidence indicator
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began to fall in May due to low assessments of expected
orders and employment. Confidence in private-sector
services was high, primarily as a result of optimistic as-
sessments of sales, which were relatively consistent with
the increase in consumer confidence over the first ten
months of the year. Consumer confidence declined
sharply in November in the wake of the announcement of
new fiscal consolidation measures, as all components of
the indicator decreased. Consumer confidence improved
slightly in December.

The proportion of enterprises facing insufficient de-
mand continued to vary widely from sector to sector
in 2014, but was in the most part significantly lower
than in 2013. Problems with demand in manufacturing
declined sharply, although this process stalled in the sec-
ond half of the year. The situation in wholesale and retail
trade was also improved, although the proportion of en-
terprises facing weak demand remained more than 50%
at the end of 2014. In contrast to wholesale and retail
trade, the corresponding proportion in other private-sector
services increased. Considering the increase in turnover
this is an indication of the concentration of turnover
growth in larger enterprises. Problems with demand in the
construction sector declined significantly since the start of
the large-scale investment in public infrastructure. Ac-

Figure 2.3: Limiting factors - insufficient demand
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Figure 2.4: Limiting factors - financing
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2014

cording to surveys they were the smallest in the sectors
primarily dependent on the domestic market.

Surveys reveal a decline in the proportion of enter-
prises with financing problems. The proportion of en-
terprises with financing problems declined in all sectors in
2014, although this process stalled in wholesale and re-
tail trade and in manufacturing in the final quarter. Com-
pared to the factors of demand, the proportion of enter-
prises with financial problems was relatively small. Ac-
cording to SORS survey, construction recorded the low-
est figure amongst all sectors in the final quarter. The fall
in the proportion was most likely the result of the rise in
the number of bankruptcies after the introduction of
changes to bankruptcy legislation and the more intensive
use of financing, not necessarily connected with the do-
mestic banks.2

Gross domestic product

Economic growth remained high in the third quarter,
the vast majority of sectors continued to record an
increase in activity. GDP was up 0.7% on the second
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Figure 2.5: GDP

_quarterly growth rates in %*
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Source: SORS, Bank of Slovenia estimates of private sector services' growth
rates.

quarter. Growth in value-added in manufacturing kept
slightly strengthening, as a result of high growth in ex-
ports. Activity in private-sector services kept increasing,
due to the recovery, albeit weak, in domestic final con-
sumption, and to the improvement in the labour market
situation. Wholesale and retail trade growth strengthened
as a result of increased purchases of consumer durables,
which had already been indicated by consumer surveys.
Sales growth of motor vehicles was particularly notable.
Turnover growth in storage services increased due to
export growth and the increased dynamic on the domes-
tic market. Higher growth was also recorded by profes-
sional, scientific and technical activities, deriving from one
-off factors that had an impact on advertising, as well as
from the increased demand for services related to con-
struction investment. Real estate activities also expanded
to a lesser extent, in connection with transactions in used
housing. Value-added in public services remained stable
in quarterly terms, in line with employment. Quarterly
economic growth was thus held back solely by financial
and insurance activities and, after five quarters of growth,
by construction.3

2 The net stock of bank loans to non-financial corporations excluding the effects of the transfer of non-performing claims to the BAMC, measures in
connection with Factor banka and Probanka, and the asset quality review was down almost 13% in year-on-year terms in September.

3 The quarterly decline of almost 3% in value-added in construction was the result of a decline in the amount of civil engineering work related to
public investment co-financed by European funds. The decline was most likely temporary in nature due to bad weather and the completion of works
before local elections, since growth in public expenditure on construction investment continued over the same period. In addition, the government is

planning a significant increase in investment in 2015.
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Figure 2.6: Differences in y-0-y growth rates of GDP components
between Slovenia and the euro area - production side*
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Year-on-year GDP growth in Slovenia has been sig-
nificantly outpacing the euro area average for one
year. All sectors other than public services are contribut-
ing to higher growth. Industrial production growth has
significantly outpaced growth across the euro area in the
last year, which is in accordance with the aim of export-
conditioned economic development. After a sharp decline
in construction following the bursting of the bubble at the
outbreak of the crisis, value-added growth in the sector
strongly outpaced the euro area average by the end of
2013 as a result of investment in public infrastructure.
The proportion of GDP accounted for by construction was
slightly above average in the third quarter. The proportion
of total construction put in place accounted for by civil
engineering work increased in the second quarter and the
third quarter to around 70%, an indication of the uneven
nature of the recovery in the sector and the dependence
on European funding. Value-added growth in private-
sector services outpaced the euro area in 2014 for the
second consecutive year, and was a key factor in the
recovery of the labour market. GDP in the third quarter
was up 3.2% in year-on-year terms, 2.4 percentage
points more than average growth in the euro area.

Production increased in most sectors of industry.
Industrial production in the third quarter was up almost
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Figure 2.7: Manufacturing production: Jul. 2014 — Sep. 2014
12 most important activities, average y-o-y change in %*
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Source: SORS, Bank of Slovenia calculations. Notes: Width of each column
represents a share of activity in total value added in manufacturing in 2013.
Pharmaceuticals are not included due to data confidentiality.

6% in year-on-year terms, and increased in 18 amongst
25 sectors. Relatively broad-based growth was also evi-
dent from merchandise exports, where at least 50
amongst 65 categories of goods according to the two-
digit SITC code recorded at least a slight increase. The
highest year-on-year growth was recorded by the manu-
facture of computer, electronic and optical equipment,
which was partly attributable to the base effect, as the
level of output in this sector fluctuates sharply. There was
a pronounced increase in growth in the car industry, in
connection with the launch of new production at Revoz
and increased sales of vehicles on the European market.
Growth also remained high in the electrical and metal
industries, while, after falling in the second quarter, output
also began to increase in the pharmaceutical industry, at
least in terms of the export figures. The energy sector
recorded high year-on-year growth again, in line with ac-
celerated resale of oil and gas, and a slight increase in
electricity production.

Aggregate demand

The most pronounced contributions to year-on-year
growth in GDP made by demand components were
recorded by investment and net exports. Growth in
gross fixed capital formation is currently based on con-
struction investment, which is primarily taking place in
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Figure 2.8: Contributions to y-0-y GDP growth - Figure 2.10: Differences in y-0-y growth rates of GDP components
expenditure side between Slovenia and the euro area - expenditure side*
in percentage points
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ernment consumption recorded weaker growth over
the first three quarters of the year, while renewed
growth in investment was notably stronger. The gap
by which government consumption trails the euro area
began to widen in 2011 with the beginning of more pro-
nounced fiscal consolidation, and its contraction reduced
year-on-year growth in GDP until its stabilisation in the
third quarter of 2014. In contrast to Slovenia, the contri-
bution made to economic growth by government con-
sumption in the euro area overall in the third quarter was
positive for the fifth consecutive quarter, and accounted

public projects. Investment in housing has continued to
decline in line with the freeze in the market for new hous-
ing. Prices of the latter fell further this year, and down-
ward pressure is also expected in the future, partly as a
result of the sale of the banks’ non-performing claims.
Despite the dominance of construction investment, the
quarterly developments are already indicating gradual
growth in investment in production capacity. This is also
evident from the increase in imports of capital goods and
from the sales revenues for such industrial goods on the
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for approximately a quarter of the actual year-on-year
growth. In line with the change in pitch of the consolida-
tion measures and the recovery of the labour market, the
gap by which growth in domestic private consumption
trails the euro area disappeared this year. After four years
of an extremely sharp decline in investment since the
bursting of the investment bubble at the outbreak of the
crisis, growth in investment began overtaking the euro
area average in 2013. The contribution made by net ex-
ports is already larger than the euro area average on
account of Slovenia’s greater export-orientation as small,
open economy, of a more pronounced decline in domes-
tic demand in the crisis, and, since mid-2013, particularly
of faster growth in exports.

Economic developments in the final

quarter of 2014

According to the available monthly figures, economic
activity in early part of the final quarter was relatively
weak in services in particular. Total turnover in other
private-sector services in October was down 1% in

Table 2.1: Economic activity

Figure 2.11: Monthly economic activity indicators

seasonally adjusted indices, 2010 = 100
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Source: SORS.
Notes: *Retail trade and trade and repair of motor vehicles. **Private
sector services excluding trade and financial services.

monthly terms for the second consecutive month, most
notably in transportation and storage. Turnover in whole-
sale and retail trade excluding vehicles was up in Novem-
ber in monthly terms, but remained below its peak re-
corded in September. After rapid growth in the third quar-
ter, sales of vehicles slowed significantly in October and

12m. to 12m. to 2014 2014 2014 2014 2014
Oct.13 Oct.14 Aug. Sep. Oct. Jul. Oct.
y-0-y in % monthly ++

Industrial production: - total * 2.4 1.8 0.9 1.0 3.8 1.9 -0.8
- manufacturing -3.1 3.2 3.7 24 6.0 1.8 -0.3
Construction: - total ** -10.0 243 26.5 6.6 2.5 1.9 -89
- buildings 24.7 47 15.8 4.3 5.0 2.8 -0.8
- civil engineering -1.9 32.6 314 11.4 0.4 3.1 -12.0
Trade (volume turnover)
Total retail frade 4.1 0.1 0.7 41 0.4 0.6 1.2
Retail trade ex cept automotive fuel 4.1 -1.0 -0.3 1.7 0.5 0.2 02
- food, beverages, tobacco -3.1 2.2 -2.3 0.3 -1.0 -1.7 0.4
- non-food (except automotive fuel) -4.6 0.3 1.9 2.7 0.1 0.3 0.3
Retail rade and repair of motor vehicles 1.9 6.7 8.4 9.3 9.6 4.0 2.3
Private sector services *** + -1.5 29 52 24 2.6 1.1 0.6
Transport and storage + -1.0 5.7 5.9 8.5 3.0 1.7 -0.2

Sources: SORS, Bank of Slovenia calculations.
Notes: Data are working days adjusted.

* Volume of industrial production. ** Real value of construction put in place. *** Excluding trade and financial services. + Nominal turnover.
++: 3-month moving average compared to the corresponding average 3 months earlier. Data are seasonally and working days adjusted (except

for construction where data are seasonally adjusted).
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November. The decline in total construction activity
slowed in October as a result of an increase in the
amount of residential construction put in place. After de-
clining for two months, industrial production increased by
2.4% in October. This was primarily related to the con-
tinuing growth in exports, although sales of capital goods
on the domestic market also increased sharply.

Employment?

The continuation of economic growth had a positive
impact on employment. Total employment increased
gradually in 2014, the year-on-year increase reaching
0.9% in the third quarter. The number of employees be-
gan rising again in the second quarter after five years, the
year-on-year rate of growth reaching 0.6% in the third
quarter. At the same time growth in the number of self-
employed slowed, taking their contribution to total growth
in employment to less than the contribution made by em-
ployed persons. The proportion of total employment ac-
counted for by the self-employed is still approximately a
fifth, around 5 percentage points higher than the euro
area average.

Total employment in the private sector was up in
year-on-year terms for the third consecutive quarter.
Year-on-year employment growth stood at 1% in the third
quarter. Employment is increasing at non-financial corpo-
rations, with private-sector services being the main factor
in the increase. The rise in the number of employees in
professional, scientific and technical activities and in ad-
ministrative and support service activities exceeded 4%
over the first three quarters of the year. This is primarily
the result of the increase of employment at employment
agencies, which is clouding the picture of the sectoral
breakdown of actual employment, particularly in industry
and construction. Employment increased by 3.5% in
other service activities and by 0.8% in wholesale and
retail trade, transportation, and accommodation and food
service activities. The number of employees in informa-
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Figure 2.12: Contributions to employment growth
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tion and communication activities is continuing to rise.
Employment in manufacturing in the third quarter was up
in year-on-year terms for the second consecutive quarter,
by 0.4%. The decrease in employment in construction
slowed sharply from 7% in 2013 to just over 1% in the
third quarter of 2014. Employment in financial and insur-
ance activities is decreasing owing to the restructuring of
the banking sector: it was down 2.1% over the first three
quarters of the year.

Total employment in mostly public services in-
creased slightly, but not as a result of a rise in the
number of employees in the general government sec-
tor. The total number of employees in the third quarter
was up 0.4% in year-on-year terms in mostly public ser-
vices, but down 0.1% in the general government sector.
The number of employees in sectors not under direct
government control is continuing to increase. This is con-
firmed by the monthly SORS figures, which are not com-
pletely comparable to the national accounts figures, but
reveal that the workforce in employment in human health
and social work and in education has been increasing in
year-on-year terms since mid-2013. The decrease in em-
ployment has also recently come to an end in sectors

4 National accounts figures are used for employment, i.e. for employment according to the domestic concept. They represent the total of em-
ployed and self-employed persons. According to the monthly figures, the workforce in employment was up again in year-on-year terms in Octo-

ber, by 1.1%.
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under direct government control. The year-on-year reduc-
tion in employment in the general government sector was
its lowest since the end of 2013, while the workforce in
employment in public administration, defence and com-
pulsory social security increased slightly in year-on-year
terms in September, the first such increase since Novem-
ber 2010.

Table 2.2: Unemployment and employment

Labour market flows and unemployment

The number of new hires rose significantly in 2014.
The number of unemployed deregistering for reason of
employment was up 5% in year-on-year terms in the third
quarter, and by 15% over the first nine months of the
year. The increase in these outflows relative to registered
unemployment was the largest since 2008. This was the
result of the demand for labour and of youth employment
incentives under the emergency law adopted in Novem-
ber 2013, while the number of people included in active

2010 2011 2012 2013 13Q3 13Q4 14Q1 14Q2 14Q3

2009

Registered unemployed persons 86.4
Unemployment rate

-LFS 5.9

- registered 9.1
Probability of transition between employ. and unemployment

- probability to find a job’ 14.0

- probability to lose a job” 28
Total employment’ 982.9
Persons in paid employ ment 2.7
Self-employed 2.6
By sectors
A Agriculture, forestry and fishing -1.8
BCDE Manufacturing, mining and quarrying and other industry 8.7
F Construction 0.9
GHI Trade, accommodation, fransport 0.2
J Information and communication services 4.0
K Financial and insurance activities 1.8
L Real estate activities 4.2
MN Professional, technical and other business acfivities -0.5
RST Other activities 3.1

- mainly private sector (without O..Q)* -2.6

- mainly public services (0..Q)" 22
Total employment’ -1.8

in 1,000

100.5 110.7 110.2 119.8 116.1 120.7 128.8 1202 1145
in%

73 82 89 101 94 96 108 93 93

10.7 1.8 120 131 128 132 141 131 125
in %

142 138 132 136 136 116 161 178 145

28 26 28 28 25 30 33 22 22
in 1,000

961.7 946.0 938.2 924.3 933.5 9271 9185 9274 9415

year-on-year growth in %
27 21 11 30 31 19 03 02 06
03 05 05 51 54 68 30 25 18

20 25 10 00 01 04 -03 -03 -01
57 01 141 19 19 -07 -04 -01 01
94 -114 -718 -1 56 -26 -08 -05 -1.1
24 24 12 12 412 -05 -09 -02 08
08 03 21 23 23 27 19 19 19
07 -28 A7 27 -29 -25 -21 21 -21
060 -27 14 09 00 00 19 00 19
26 07 14 30 42 11 47 52 43
17 419 02 61 65 77 23 32 35
81 22 43 A7 47 03 03 08 10
23 09 11 06 -06 -01 02 04 04
22 -16 08 -15 15 -03 03 07 09

" Newly employed as a share of registered unemployed persons according to Employment Service of Slovenia. The higher the indicator's value,

the better chance of finding a job.

2Newly registered unemployed due to a job loss as a share of total employment. Calculation is based on Employment Service of Slovenia's data
and registered data of total employment. The higher the indicator's value, the higher chance of losing a job.

3 Employed and self-employed persons.

4 Public administration, education, human health and social work services according to NACE rev. 2.
Source: SORS, Employment Service of Slovenia, Bank of Slovenia calculations.

Economic Trends and the Labour Market 22

ECONOMIC AND FINANCIAL DEVELOPMENTS
January 2015



employment policy was down 5% on the first nine months
of 2013. The year-on-year increase in outflows from un-
employment for reason of first-time employment was also
encouraging. The number was up just over a quarter in
the third quarter, and by 46% in total over the first three
quarters of the year. This was the highest growth in out-
flows for reason of first-time employment since 2008,
both in absolute terms and relative to total outflows. The
favourable developments did not continue in November,
the number of outflows for reason of employment falling
for the first time in a year and a half, by 4.6%. At the

Figure 2.13: Expected employment

seasonally adjusted balances; 3-month moving averages
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Figure 2.14: Long-term unemployed persons
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same time there has been a decline in future employment
expectations in certain sectors since the middle of the
year.

Despite the increase in activity, manufacturing firms
are not reporting major problems with recruiting
skilled workers. The gap between the estimated short-
fall of skilled workers and the estimated shortfall of work-
ers in general has remained unchanged for several years
according to SORS figures, and the increase in activity
and employment in 2014 did not have any impact on the
gap. This is an indication that there has not yet been any
significant change in the relative levels of recruitment of
skilled and other workers.

Since peaking in January, the unemployment rate has
decreased. The number of registered unemployed de-
creased in monthly terms between February and the end
of September, which is to be expected because of sea-
sonal effects, although the total decrease over the first
nine months of the year was the largest since 2008. The
number of unemployed recorded a renewed seasonal rise
in October as a result of the inflow of those whose stu-
dent status had expired, although the increase was the
smallest in the last six years, partly as a result of a strong
outflows for reason of new hires. The number of regis-
tered unemployed has been falling in year-on-year terms

Figure 2.15: Unemployment
in %
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Source: Employment Service of Slovenia, SORS, Bank of Slovenia
calculations.
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since July: it was down 1.4% in the third quarter, and
continued falling in the final quarter. The number of regis-
tered unemployed stood at 119,458 in December, down
3.7% on December 2013. The number of long-term un-
employed has also fallen since the beginning of 2014,
although the proportion of total unemployment that they
account for increased from 47% to 53% as a result of a
sharper fall in the number of other unemployed. The de-
crease in the number of unemployed and the increase in
the workforce in employment were accompanied by a
decline in the registered unemployment rate, which fell by
just over a tenth from 14.2% in January to 12.6% in Octo-
ber, the first significant reduction since 2008. The survey
unemployment rate stood at 9.3% in the third quarter,
significantly lower than the euro area average.

The improvement in the situation on the labour mar-
ket has also been evidenced in lower inflows into
registered unemployment. The number of people newly
registering as unemployed in the third quarter was down
a tenth in year-on-year terms, and was down 5.3% overall
during the first three quarters of the year. Loss of tempo-
rary employment accounted for approximately half of
those newly registering as unemployed, although their
numbers were down 6% on the first nine months of 2013.
The figure has been falling since the implementation of
the labour market reform, which reduced the dual nature
of the market by tightening the restrictions on temporary
employment. The reduction in these forms of employment
is already slowing, which could indicate that the effects of
the labour market reform in terms of the reduction of seg-
mentation are slowly dissipating. Inflows of those made
redundant and those losing their jobs in bankruptcies also
declined in the third quarter, by a fifth, while inflows of
first-time job-seekers declined by 3.1%. Only the inflow of
first-time job-seekers recorded an overall increase in the
first three quarters of the year, at 4.8%. This is attribut-
able to the more encouraging situation on the labour mar-
ket, which encouraged this population group to abandon
inactivity in order to comply with the conditions for enroll-
ing in public measures to promote employment.
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Wage developments

The favourable developments on the labour market
have also been evidenced in growth in the average
nominal wage, which has been rising in year-on-year
terms for a year already. The average nominal gross
wage in the total economy over the first ten months of the
year was up 1.1% in year-on-year terms, primarily as a
result of growth in the private sector, where wages rose
by 1.4%. The rise in wages was primarily the result of a
rise of 3.2% in wages in primarily export-oriented manu-
facturing and a rise of 1.1% in wholesale and retail trade.

Figure 2.16: Total wage bill and average monthly gross wage
per employee
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Source: SORS, Bank of Slovenia calculations.

Figure 2.17: Total wage bill and average gross wage per employee
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Table 2.3: Labour costs indicators
2009 2010 2011 2012 2013 13Q3 13Q4 14Q1 14Q2 14Q3
in EUR
Average gross wage 1439 1495 1525 1526 1523 1504 1564 1527 1528 1524
nominal year-on-year growth, %

Average net wage 34 39 21 04 06 10 10 08 08 09
Average gross wage 35 39 20 01 -01 03 06 09 11 13
- mainly private sector (excl. 0..Q)’ 19 60 26 09 07 11 12 16 13 14
- mainly public services (0..Q)’ 68 -01 00 -22 -23 16 -10 -11 02 11
Average gross wage in manufacturing 09 89 39 25 28 30 36 39 28 31
Average real net wagez 25 18 01 -23 13 12 01 02 00 08
Labour costs per hour worked’ 36 12 20 -03 -21 10 21 23 23 22
Labour costs per hour worked in manufac’turing3 57 32 20 29 06 05 44 31 26 59
Gross wage per unit of output’ 102 04 03 19 06 -10 -18 -08 -11 -09
Gross wage per unit of output in manufacturing” 00 51 03 39 18 13 -18 02 -07 -5
Unit labour costs™”’ 85 05 07 06 14 02 27 12 -8 -1
Labour costs per employee° 19 40 16 12 19 15 52 05 03 11
Output per employee 61 35 23 18 05 13 24 17 22 23
Output per employee - manufacturing 83 147 36 13 09 18 54 37 35 47
HICP 09 21 21 28 19 22 11 06 08 01
GDP deflator 34 41 12 03 14 14 21 13 05 02

1 Public administration, education, human health and social work services according to NACE rev. 2.

2 HICP defiator.

3 Labour costs according to SORS calculations.

4 Unit of output for the total economy is defined as real GDP per person employed, and in manufacturing as real value added per person em-
ployed (both based on national accounts).

5 Labour costs calculated on the basis of employee compensation (national accounts).

Source: SORS, Bank of Slovenia calculations.

Wages have continued to increase in certain sectors with
limited competition, most notably electricity supply. The
end of a base effect meant that wages in mostly public
services have also been increasing in year-on-year terms
since June. The average wage in October was up 0.8%
in year-on-year terms in public administration and de-
fence, 0.6% in education, and 1.1% in human health and
social work. Average wages over the first ten months of
the year in public services nevertheless stagnated. The
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nominal wage bill over the first ten months of the year
was up 1.7% in year-on-year terms, having increased by
2.2% in the private sector and 0.5% in public services.
Growth stood at 2.5% in October. The average real gross
wage and the real gross wage bill are also increasing,
which is partly attributable to the simultaneous fall in infla-
tion.

Economic Trends and the Labour Market
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3 ‘ Current Account and Competitiveness Indicators

In the 12 months to October the current account surplus amounted to EUR 2.1 billion or 5.7% of GDP, slightly
more than a year earlier. It declined slightly in the first half of the year, before increasing again in September
and October as a result of a new increase in the merchandise trade surplus. Alongside rapid growth in exports,
thanks to an improvement in the competitiveness of the export sector, the terms of trade were also a factor in
this increase. The year-long decline in the surplus of trade in services came to an end in the autumn. The wid-
ening of the deficit in primary income acted in the opposite direction. This was the result of sharp growth in
interest payments on the general government’s rising external debt, while the deficit in income on FDI is also
expected to widen.

Figure 3.1: Currentaccount components

Current account position

% BDP, 12-month moving sums

6 6
After narrowing in year-on-year terms over the first 5 | | s
eight months of the year, the current account surplus 4 4 L4
. . . /
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ber and October, and accounted for just over a third of 1 _ 1
the total surplus over the first ten months of the year. This ~—~— e —— °
amounted to EUR 1.8 billion, or just over EUR 80 million 2 —/ 2
more than in the same period of the previous year. The 3 —\’\’\/ L 3
. . Ddcurrent account —goods
cumulative surplus in the 12 months to October -4 . o - -4
—services —primary income
amounted to EUR 2.1 billion or 5.7% of GDP, compared 1 —secondary income -5
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with 5.6% of GDP a year earlier. S P e S
Source: Bank of Slovenia.
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Merchandise trade

After slowing in August, year-on-year growth in ex-
ports rose sharply in the next two months, signifi-
cantly outpacing growth in imports. The rate leaptto a
high 13.8% in September, and was still 9.1% in October.
Year-on-year growth in merchandise imports was just
over 6 percentage points less. The merchandise trade
surplus over the two months amounted to EUR 420 mil-
lion, and accounted for just over a third of the cumulative
merchandise trade surplus over the first ten months of

Figure 3.2: Goods trade*
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Source: Bank of Slovenia.

Figure 3.3: Contributions to export growth by country groups

in percentage points (year-on-year), 3-month moving averages
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the year. The 12-month surplus reached EUR 1.137 mil-
lion or 3.1% of GDP in October, just under 1 percentage
point more than a year earlier.

Year-on-year growth in merchandise exports has
gradually been strengthening since mid-2013, primar-
ily as a result of growth in exports to EU Member
States. According to SORS figures, merchandise exports
to EU Member States over the first ten months of the year
were up 8.3%, while exports to non-EU countries were
unchanged over the same period. Alongside the very
gradual improvement in the economic situation in the EU
and the more favourable developments in export prices,
as of July 2013 this has also been attributable to Croa-
tia’s entry into the EU. Exports to euro area countries and
other EU Member States have accounted for between
80% and 90% of total growth in exports over the last
year. Over the same period the contribution by the former
Yugoslav republics other than Croatia and the countries
of the former Soviet Union was negative overall. Slove-
nian exporters partly compensated for the downturn on
these markets through sales in other markets outside the
EU. The proportion of total year-on-year growth in exports
accounted for by the latter is gradually increasing.

Exports of intermediate goods were the largest factor

in the year-on-year growth in exports of goods over

Figure 3.4: Contributions of main BEC groups to export growth
in percentage points (year-on-year), 3-month moving averages
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Source: SORS, Bank of Slovenia calculations.
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the first ten months of 2014. They accounted for be-
tween 50% and 60% of total growth in exports. The con-
tribution made by exports of consumer goods has also
been slowly increasing since December 2013. This fluctu-
ated sharply, from zero in April to more than 50% since
July, in connection with the renewed boom in the manu-
facture and export of cars. The contribution made by ex-
ports of capital goods averaged just under 20%. The rea-
son for the prevalence of the contribution made by inter-
mediate goods is the large proportion of total exports that
they account for. Growth in exports of capital and con-
sumer goods was higher at 9% and 7.2% respectively.

Merchandise imports strengthened in nominal terms
in the second half of the year, despite the continuing
fall in import prices. In the wake of increased industrial
production and exports, growth in imports of intermediate
goods has strengthened slightly in recent months. Im-
ports of intermediate goods over the first ten months of
the year were nevertheless down 1.1% in nominal year-
on-year terms, largely as a result of the sharp fall in oil
prices. Growth in imports of capital goods also strength-
ened sharply in September and October, taking the in-
crease over the first ten months of the year to 6%. Im-
ports of consumer goods recorded the highest growth, of
8.5%, despite the weak growth in private consumption.

Figure 3.5: External trade unit value indices
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Trade in services

The surplus of trade in services was unchanged in
October, while the surplus over the first ten months
of the year was narrower in year-on-year terms. Trade
in services has gradually strengthened in recent months:
year-on-year growth in imports stood at just over 10% in
October, while year-on-year growth in exports stood at
7%. Despite a small improvement, growth in exports re-
mains significantly outpaced by growth in imports. Ex-
ports of services over the first ten months of 2014 were
up just 3.8% in year-on-year terms, while imports were up
just over 10%, which narrowed the surplus of trade in
services over this period by EUR 132 milion to
EUR 1.4 billion. The cumulative surplus in the 12 months
to October amounted to EUR 1.6 billion or 4.4% of GDP,
compared with 4.8% of GDP a year earlier.

The surplus in transport and merchandise handling,
i.e. in services closely linked to merchandise trade,
widened in year-on-year terms in 2014. Both imports
and exports of transport services closely track develop-
ments in merchandise trade. Year-on-year growth in im-
ports has slightly outpaced exports since June inclusive,
as a result of which year-on-year growth in exports over
the first ten months of the year was slightly lower than
growth in imports at 8.9%. The most notable increases

Figure 3.6: Trade in services balance
mio EUR, 12-month moving sums
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were in freight rail transport and sea and coastal freight
water transport, and also in passenger transport by road.

Developments in trade in travel services were less
favourable. The number of arrivals by foreign visitors

Table 3.1: Components of the current account

over the first ten months of the year was up 5.7% in year-
on-year terms, while the number of overnight stays was
up just over 1%. In value terms, exports of travel services
were up just 0.2% in year-on-year terms while imports
were up almost 12%, partly as a result of an increase of

in 12 months to

2011 2012 2013 okt13 okt14 13Q2 13Q3 14Q2 14Q3 Oct.13 Oct.14
in EUR million

Current account balance 83 954 2,027 2,001 2107 587 477 563 603 180 300

1. Goods 936 -36 763 793 1,137 262 247 318 339 68 197

2. Services 1,406 1,509 1,755 1,735 1,624 485 532 433 530 132 131

2.1. Transport 583 633 654 645 702 174 177 186 196 53 59
2.2. Travel 1,158 1,278 1,345 1,328 1,278 322 433 302 412 17 118
2.3. Other -335 401 243 238 -35 -12 -78 -54 -78 -38 -46
3. Primary income 302 292 243 240 497 -6 192 129 199 -19 61
3.1. Labour income 234 376 348 365 383 70 85 13 % 31 31
3.2. Investment income 72 MM 899 892 1129 259 317 -321 -300 53 -100

4. Secondary income 84 2271 249 287 156 83  -110 -60 67 -1 33

in % of BDP

Current account balance 0.2 2.7 5.6 5.6 5.7 6.3 5.1 59 6.3 5.8 9.3

1. Goods 2.5 0.1 21 2.2 3.1 2.8 2.7 33 3.5 22 6.1

2. Services 3.8 4.2 4.9 4.8 4.4 52 5.7 45 5.5 4.2 4.1

2.1. Transport 1.6 1.8 1.8 1.8 1.9 1.9 1.9 1.9 20 1.7 1.8
2.2. Travel 3.1 3.5 3.7 3.7 34 35 4.7 31 4.3 3.7 3.6
2.3. Other 0.9 -1.1 0.7 0.7 -1.0 0.1 0.8 0.6 0.8 -1.2 -1.4
3. Primary income 038 0.8 0.7 0.7 -1.3 0.8 2.1 -1.3 2.1 0.6 -1.9
3.1. Labour income 0.6 1.0 1.0 1.0 1.0 0.7 0.9 1.2 1.0 1.0 1.0
3.2. Investment income 2.1 2.5 2.5 2.5 -3.0 2.8 -3.4 -3.3 -3.1 -1.7 -3.1

4. Secondary income -0.2 0.6 0.7 0.8 04 -0.9 -1.2 -0.6 0.7 0.0 1.0

nominal year-on-year growth rates in %

Export of goods and services 11.4 1.6 24 1.7 5.1 25 3.3 4.0 6.6 2.0 8.7
Export of goods 12.9 1.0 2.1 1.2 5.4 1.6 29 37 79 2.6 9.1
Export of services 5.4 4.1 3.9 39 3.7 6.4 4.6 5.3 2.1 0.7 7.0

Transport 8.2 29 3.4 20 8.6 25 3.9 9.1 9.8 0.2 9.7
Travel 26 1.7 1.5 0.7 0.7 0.8 3.7 1.8 2.2 3.6 1.3
Other 6.7 8.0 71 9.1 34 16.0 6.8 5.8 3.2 56 111

Import of goods and services 11.8 2.3 -1.6 -3.5 4.6 -3.6 0.5 4.4 6.0 3.0 3.8
Import of goods 13.6 -3.1 1.7 4.1 4.0 3.7 0.3 2.8 6.5 29 2.7
Import of services 1.6 2.8 -1.2 0.0 8.7 -3.3 -1.5 14.6 3.5 3.2 10.1

Transport 1.3 -1.6 3.4 26 8.3 20 -1.1 11.6 920 111 8.1
Travel -11.5  -10.6 4.9 3.7 9.1 -3.6 4.1 19.1 1.5 -1.7 1.9
Other 85 100 -1.6 0.4 8.6 5.0 00 143 28 38 131
Source: Bank of Slovenia.
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more than 30% in business travel abroad. The surplus of
trade in travel services over the first ten months of the
year narrowed by EUR 67 million in year-on-year terms to
EUR 1,086 million.

The deficit in other business services is widening
fastest. The deficit over the first ten months of the year
more than doubled in year-on-year terms to just under
EUR 200 million. Although it is narrowing in year-on-year
terms, the deficit in intellectual property services remains
relatively wide at EUR 99 million. The deficit in all other
services widened from EUR 26 million over the first ten
months of 2013 to EUR 68 million over the same period
of 2014, just under half of which was attributable to the
widening of the deficit in financial services.

Primary and secondary income

The rapid widening of the deficit in primary income
continued in 2014. The deficit in capital income widened
by EUR 230 milion in year-on-year terms to
EUR 1,012 million. The largest factor in the widening defi-
cit was growth in net payments of income on investments
in securities, where the deficit widened by EUR 215 mil-
lion to EUR 443 million. Within this framework, expendi-
ture for financing the external general government debt

Figure 3.7: Net factor income
_mio EUR, 3-month moving sum
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increased by EUR 195 million in year-on-year terms to
EUR 611 million. In the context of divestment by Slove-
nian firms in the rest of the world and the expanded sell-
ing of domestic firms, the deficit in income on FDI is also
widening. It widened by EUR 75 million in year-on-year
terms to EUR 480 million, and is expected to further
widen in the coming years as the privatisation process
continues. The surplus in labour income widened by
EUR 36 million in year-on-year terms to EUR 320 million
as outflows remained unchanged. The surplus in other
primary income narrowed by EUR 60 million in year-on-
year terms to just under EUR 180 million. The cumulative
deficit in primary income over the 12 months to October
more than doubled in vyear-on-year terms to
EUR 497 million or 1.3% of GDP.

The deficit in secondary income narrowed in year-on-
year terms in the second and third quarters, while
October saw a surplus of EUR 33 million. The deficit
over the first ten months of the year narrowed by
EUR 93 million in year-on-year terms to EUR 252 million.
The reduction of the general government deficit (primarily
government transfers) accounted for EUR 60 million of
this narrowing, and other sectors for the remaining
EUR 33 million.

Selected competitiveness indicators®

Slovenia’s price competitiveness over the first three
quarters of the year improved as a result of the
weaker euro and lower growth in domestic prices.
The harmonised price competitiveness indicator meas-
ured relative to 20 major trading partners outside the euro
area fell by 1.4% between January and September, lower
growth in domestic prices accounting for 0.8 percentage
points of the decline. The faster fall in domestic inflation
and weaker euro, particularly towards the end of the pe-
riod, also had a favourable impact on the year-on-year
change in the indicator. With prices falling faster than in
the euro area overall, the price competitiveness of Slove-

5 A rise in the value of the harmonised competitiveness indicators (appreciation) entails a deterioration in competitiveness, while a fall
(depreciation) entails an improvement in competitiveness in comparison with the selected countries.
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Figure 3.8: Harmonised price competitiveness indicators
(based on HICP/CPI deflators)
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nian exporters on euro area markets also improved to a
lesser extent.

Cost competitiveness deteriorated in the first half of
2014 on markets outside the euro area, while its im-
provement on euro area markets strengthened. Ac-
cording to the ECB indicator, developments in nominal
unit labour costs were less favourable in the first half of
the year relative to trading partners outside the euro area,
although the loss of cost competitiveness was smaller
than in the euro area overall. Cost competitiveness on
euro area markets improved sharply at the same time.
Unit labour costs in the third quarter were just 2.1%
higher than the euro area average in the total economy,
and were 2.2% lower in industry.

Other factors in the good performance of the export
sector alongside cost competitiveness were the fa-
vourable terms of trade, the gradual strengthening of
the technological complexity of production and the
geographical diversification of exports. The terms of
trade have been improving since mid-2013, which was a
factor in the rapid recovery of exports. They are expected
to have further improved in the final quarter of 2014, pri-
marily as a result of the sharp fall in oil prices. In terms of
export structure and growth, the technological complexity
of production is gradually increasing. According to UN
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Figure 3.9: Harmonised cost competitiveness indicators*

(based on ULC deflators)
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Figure 3.10: Nominal unit labour costs*
indices 2005 = 100, data are seasonally and working days adjusted
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Source: Eurostat, Bank of Slovenia calculations.

Note: In the case of Slovenia, the temporary increase in the ULC for the total
economy in the last quarter of 2013 is due to the impact of the settlement of wage
disparities in the general government sector in the amount of almost 200 mio EUR.

methodology, exports of high-tech products over the first
three quarters of the year were up more than 8% in
year-on-year terms, outpacing the simultaneous average
growth in merchandise exports. Growth in exports of high
-tech products also significantly outpaced the euro area
average, which stood at just 2%. The proportion of total
merchandise exports accounted for by high-tech products
already exceeds 20% in Slovenia, and is gradually ap-
proaching the euro area average. Slovenia’s merchan-
dise exports are strongly dependent on demand in Ger-
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Figure 3.11: Nominal unit labour costs* in relative terms
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Source: Eurostat, Bank of Slovenia calculations.

Note: In the case of Slovenia, the temporary increase in the ULC for the total
economy in the last quarter of 2013 is due to the impact of the settlement of wage
disparities in the general government sector in the amount of almost 200 mio EUR.
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many, Italy, Austria, France and Croatia, although export-
ers have a significant presence in at least 15 other mar-
kets, an indication of the significant geographical diversifi-
cation of exports, with Switzerland and the US growing in
significance.
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4 Financing

The improved macroeconomic situation in the first half of 2014 contributed to a slight increase in household
consumption and the gradual boosting of corporate investment, although the sector’s financial surplus never-
theless remains high. Corporates are continuing to reduce their liabilities to domestic banks, which in the first
half of the year were more than compensated for by issues of commercial paper and bonds and by borrowing
via loans from the rest of the world. The measures to stabilise the banking system restored confidence in the
system, which sharply reduced sovereign borrowing costs. At the same time part of the private sector’s large
financial surplus began flowing into the domestic banks again in the form of deposits.

Savings-investment gap by sector hold saving. In the first half of 2014, the situation on the
labour market improved notably, households slightly in-

The improved domestic economic situation has al- , _ , , )
creased their consumption, causing a decline of their

ready been reflected in the private sector’s financial
accounts, and is being evidenced in the stabilisation
of its savings-investment gap. The one-year savings-

Figure 4.1: Savings-investment gap

% GDP, 4-quarter moving sum of flows
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deleveraging and the corresponding increase in house- Source: Bank of Slovenia - consolidated financial accounts, SORS.

6 The savings-investment surplus is defined as the surplus of financial assets (savings) over financial liabilities (investments).

7 Corporates or non-financial corporations (S.11) are market producers whose core business activity is the production of marketable goods and
non-financial services.

8 The transfer of bank loans to the Bank Asset Management Company (BAMC) in the final quarter of 2013 reduced corporate debt by
EUR 2.2 billion.
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financial surplus to 7.7% of GDP. As a result of govern-
ment capital transfers designed to stabilise the banking
system, financial corporations sharply increased their
financial surplus towards the end of 2013, but have nev-
ertheless continued to deleverage and to reduce loans to
the private sector. The capital transfers to the banking
system sharply increased the government sector’s finan-
cial deficit, although the stabilisation of the banking sys-
tem brought a sharp fall in the yields on Slovenian bonds
and a pronounced reduction in government borrowing
costs.

Corporate financing and financial assets

Corporate financial assets amounted to EUR 43 bil-
lion at the end of the first half of 2014, up
EUR 0.5 billion on the end of 2013. This was the first
significant increase in financial assets since 2009. Corpo-
rates recorded the largest increase in their investments in
trade credits and advances, which were up EUR 0.5 bil-
lion, primarily those granted to the rest of the world.
Loans to the rest of the world also increased, but to a
lesser extent. In the wake of a gradual increase in re-
tained earnings, corporates further increased their finan-
cial surplus, causing increased investments in sight de-
posits at banks by EUR 0.4 billion. Other claims against

Figure 4.2: Financial assets of NFCs (S.11)
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the government sector also increased by EUR 0.4 billion,
which was partly attributable to increased investment by
local government and prepayments for mobile networks.
Despite an increase of EUR 1.5 billion in investments via
transactions, negative revaluations of shares and other
equity reduced corporate financial assets by just over
EUR 1 billion.

Corporate financial liabilities increased by
EUR 0.9 billion in the first half of 2014 to
EUR 83.3 billion. This was the first significant increase in

Figure 4.3: Financial liabilities of NFCs (S.11)
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Figure 4.4: Financial liabilities of NFCs (S.11) to rest of the world
EUR billions

30 30
mmother accounts payable
m|oans
25 - mmdebt securities -2
mmequity and investment fund shares or units
20 - —total - 20
15 147 [] . . - 15
10 10
5 -5
0 ‘ 0
2009 2010 2011 2012 2013 2014

Source: Bank of Slovenia, non-consolidated data.

ECONOMIC AND FINANCIAL DEVELOPMENTS
January 2015



liabilities in the last three years. In the wake of a further
decline in domestic financing, corporates increased the
financing of their liabilities from the rest of the world, pri-
marily by issuing securities (both equities and debt secu-
rity), in the amount of EUR 680 million in the first half of
2014. A minority of the debt securities® were sold to resi-
dents. As domestic bank financing has dried up, loans
from the rest of the world are accounting for an increasing
proportion of financing. The proportion of total corporate
loans that were successfully obtained in the rest of the
world had reached 26% by mid-2014, up 5 percentage
points on a year earlier. Corporates have continued to
make debt repayments at domestic banks, in the amount
of EUR 0.5 billion in the first half of the year, while in-
creasing their business-to-business financing via loans by
EUR 0.25 billion. Liabilities from trade credits from the
rest of the world and intra-sectoral trade credits declined
by a total of EUR 0.2 billion.

Household financing and savings

Households increased their investments by
EUR 1 billion in the first half of 2014 to EUR 40.7 bil-
lion. The increase in household assets is primarily a re-
flection of the fall in the unemployment rate and growth in

Figure 4.5: Financial assets of households (S.14 and S.15)
EUR billions
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the real wage bill, while growth in household consumption
was relatively weak. Households invested the surplus in
the first half of the year in currency, in the amount of
EUR 0.2 billion in Slovenia and EUR 0.4 billion in the rest
of the world, and in domestic bank deposits, in the
amount of EUR 0.4 billion. The latter was a consequence
of the restoration of confidence in the domestic banking
system, which had been hit hard by the developments in
Cyprus in 2013 and the uncertainty related to the rescue
of the domestic banking system. By mid-2014 house-
holds had returned almost all of the deposits withdrawn in
2013 to the domestic banking system.

Slovenians households remain among the least in-
debted: their debt is half of the average household
debt in the euro area. Household financial liabilities
amounted to EUR 12.2 billion at the end of the second
quarter of 2014, down EUR 0.1 billion on the end of 2013.
This was a consequence of the net repayment of con-
sumer loans. Consumer loans remained down 8% in
year-on-year terms, while housing loans over the first ten
months of the year recorded year-on-year growth of more
than 1%.

Figure 4.6: Loans to households
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9 Corporates successfully issued just over EUR 400 million of commercial paper and bonds in the first half of 2014.
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Box 4.1: Risks in the banking sector

The bank recovery and resolution process begun in 2013 has
contributed to a significant reduction in risk in the banking
system. In the wake of a pronounced improvement in capital
adequacy and bank liquidity in December 2013, credit risk
remains high and very significant, although the resolution of
non-performing claims is stabilising the situation. There needs
to be a focus on the banks’ income risk, which is increasing in
an environment of low interest rates, contracting balance
sheets, aversion to the take-up of credit risk and increased
corporate financing in the rest of the world and on the capital
markets. Refinancing risk and macroeconomic risk are declin-
ing for the banks.

Credit risk remains high but is gradually stabilising. Non-
performing claims (classified claims more than 90 days in
arrears) rose during the first months of the year, but subse-
quently stabilised. The proportion of non-performing claims
declined by 2.5 percentage points in October to 13.2% as a
result of the transfer of claims from Abanka to the BAMC,
although the figure fluctuated downwards even without the
effect of the transfer. Non-performing claims also declined in
absolute terms in 2014 in the corporate sector in particular,
although the contraction in bank lending activity meant that
this was not reflected in an improvement in the quality of the
credit portfolio. A declining trend has been seen in accommo-
dation and food service activities and in transportation since
the beginning of 2014. The instability of non-performing

Figure 1: Change in stock and share of non-performing
claims in total claims in 2014
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claims and the upward fluctuations suggest that the risk of a
further deterioration in the banks' credit portfolio remains
high. The quality of the credit portfolio of non-residents is
notably low: it was not subject to resolution via transfer to the
BAMC, and is dependent on the economic recovery in the
countries of the western Balkans in particular.

Activity in corporate restructuring and the adoption of meas-
ures to further reduce non-performing claims at the banks
could significantly contribute to the management of credit risk.
A recovery in economic activity could contribute to this proc-
ess via an improvement in corporates’ financial position, li-
quidity and operating results. Increased lending activity would
contribute to an improvement in the quality of bank invest-
ments. However, the level of corporate indebtedness as
measured by leverage is relatively high, while the mainte-
nance of tightened credit standards is a significant limiting
factor on new credit growth. The contraction in corporate
loans stopped deepening in 2014, but nevertheless remains
sharp. Corporate loans over the first ten months of the year
were down 30% in year-on-year terms, or down 11% exclud-
ing the effects of measures to stabilise the banking system.
The most recent survey figures (BLS) show that (estimated)
corporate demand for loans increased in 2014 after a long
period of decline, and that the banks’ credit standards are not
being tightened further, which is increasing the likelihood that
the contraction in loans to non-financial corporations will be-

Figure 2: Loans to non-banking sector
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gin to slow in the upcoming period. Growth in consumer loans
to households remains negative, growth in housing loans
stands at just 1.3%. Loans to households remain the lowest-
risk segment of the banks’ credit portfolio and, in the context
of rising consumer confidence, represent a potential source
for improving the quality of the banks’ overall credit portfolio.

Income risk is rising. Given the high realisation of credit risk,
there is a high likelihood of the additional creation of impair-
ments and provisions, and consequently a rise in income risk
at the banks. Income risk is on the rise, despite an improve-
ment in performance and an increase in the net interest mar-
gin. Although the banks’ net interest income was up 11% in
year-on-year terms over the first ten months of the year, inter-
est income has been adversely affected by the contraction in
loans. An environment of low interest rates and the question
of whether the banks will be able to generate sufficient in-
come to cover operating costs and impairment costs are plac-
ing additional pressure on the banks’ income risk. The effect
of cuts in reference interest rates is passed through primarily
into the banks' deposit rates, while lending rates on new
transactions are declining very slowly. The retention of high
difference over average euro area interest rates is encourag-
ing creditworthy customers to seek financing in the rest of the
world, and could result in the loss of a source of bank income
over the longer term.

The risk aversion policy is redirecting the banks towards less
risky, but less profitable investments. The proportion of the
banks’ total assets accounted for by securities had risen to
24% by October 2014. The banks’ greater focus on govern-
ment bonds is additionally increasing income risk on account
of potential sovereign downgradings or a renewed loss of
confidence on the international financial markets in the more
vulnerable countries of the euro area.

Refinancing risk declined in 2014 as debt repayments to the
rest of the world were intensified. Most banks, particularly
those under majority domestic ownership, have already re-
paid the majority of their debt raised on the wholesale mar-
kets. The restoration of confidence in the domestic banks has
seen household deposits returning to the banking system.
This positive development was particularly notable at the
large domestic banks, which in 2013 had seen the largest fall
in savers' confidence and decline in household deposits. The
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Figure 3: Change in stock of household deposits
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banks will remain exposed to the risk of less-stable funding
structure as a result of the projected low rates of growth in
household deposits in the next two years.

The expected moderate growth in wages in the context of a
slight increase in household consumption, the fall in deposit
rates and households’ renewed interest in alternative forms of
investment suggest that growth in deposits will be modest in
the future. ECB policy suggests that its funding will remain a
sufficient source of liquidity. However, the banks’ perception
regarding the sufficiency of creditworthy demand is not yet at
the level where they would place such funding in corporate
loans.

The strengthening of economic growth, largely as a result of
the favourable dynamics in exports, and the improvement in
the situation on the labour market have brought an improve-
ment in the macroeconomic situation in Slovenia, while the
banks are seeing a decline in macroeconomic risks. The risks
to GDP growth nevertheless remain on the downside in 2015,
as the economic growth forecasts for the main trading part-
ners are being lowered, while the government's new fiscal
consolidation measures could have an adverse impact on
domestic consumption.

Financing



BANKA SLOVENIIE

EVROSISTEM

Bank financial assets and liabilities

The financial assets of the banking sector!®
amounted to EUR 44 billion at the end of the first half
of 2014, up EUR 1 billion on the end of 2013. This was
the result of a decline in loans to all sectors: corporate
loans were down EUR 0.5 billion, loans to Slovenian
banks were down EUR 0.3 billion, household loans were
down EUR 0.1 billion and loans to non-residents were
down EUR 0.1 billion. The stock of investments in debt

Figure 4.7: Financial assets of banks* (S.122 and S.123)
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Figure 4.8: Financial liabilities of banks* (5.122 and S.123)
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securities was unchanged at EUR 8.2 billion, although
there was a change in their breakdown: the banks re-
duced their investments in government securities by
EUR 0.4 billion over the first half of the year, and invested
the proceeds in foreign debt securities. The sole bank
assets to record an increase were deposits
(by EUR 0.1 billion). This was primarily a structural effect:
the banks reduced their balance at the central bank by
EUR 0.9 billion, but invested EUR 1 billion in deposits at
foreign banks.

Bank financial liabilities declined by EUR 1 billion in
the first half of the year to stand at EUR 39.2 billion at
the end of the second quarter. Liabilities from loans
recorded the largest declines: by EUR 1.5 billion to the
central bank as a result of the repayment of the 3-year
LTRO, by EUR 0.4 bilion to the rest of the world
(primarily debt repayments to foreign banks) and by
EUR 0.3 billion to Slovenian banks. The increase was in
loans from the government sector, which were up
EUR 0.4 billion." Deposits remain the most important
source of bank funding, accounting for 62% of the total,
of which household deposits account for 39% and corpo-
rate deposits for 12%. In addition to households, corpo-
rates also increased their deposits at banks, by EUR 0.4
billion and also deposits by the government sector in-
creased by EUR 0.2 billion. Deposits by the central bank
and by the rest of the world declined, by EUR 0.6 billion
in total. The banks’ equity amounted to EUR 4.1 billion at
the end of the second quarter of 2014, down
EUR 0.2 billion on the end of 2013.

Domestic capital market

After the confirmation of the new government and the
continuation of the privatisation process, the situa-
tion on the domestic market stabilised, which had a
positive impact on domestic stock exchange devel-
opments. The successful completion of the sale process
for three of the 15 firms being sold by the SSH raised the
volume of trading on the Ljubljana Stock Exchange. The

10 Banks refers to the sector of other monetary financial institutions (S.122 + S.123), which comprises banks, savings banks and money-market

funds.
11 Calling of the government guarantee for Factor banka and Probanka.

40 ECONOMIC AND FINANCIAL DEVELOPMENTS

January 2015

Financing



Figure 4.9: Slovenian stock exchange indices
in %
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Slovenia calculations.
sale processes for a further seven of the firms listed for
sale are now in progress. The share market thus remains
relatively attractive to non-residents, largely because of
privatisation. The largest net purchases of Slovenian
shares in recent months (including November) were
made by residents of Germany, Austria and Croatia. The
largest net sales of shares were made by residents of the
US. The proportion of the market capitalisation on the
Ljubljana Stock Exchange accounted for by non-residents
stood at 25.3% in November.

Box 4.2: Direct investment

The stock of inward FDI in Slovenia amounted to
EUR 8.9 billion at the end of 2013, down 3.5% on the end of
2012. Foreign owners recorded their worst annual result to
date at the aggregate level in 2013 (a loss of EUR 8.4 mil-
lion), which was largely attributable to the financial and insur-
ance activities sector. Foreign owners provided net financing
to Slovenian firms throughout the 1994 to 2013 horizon. Debt
instruments accounted for 18.8% of total FDI on average, the
figure reaching 22.1% in 2013. The main holdings of inward
FDI are those of Switzerland and EU Member States, most
notably Austria, Italy, Germany and France, which invest by
far the most in the sector of financial services except insur-
ance and pension funding.
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Figure 4.10: Issues of corporate* bonds and commercial papers

300 net value in mio EUR; number of issues
270 | net value of commercial papers (left) |

mmnet value of bonds (left)
240 +—number of issued bonds (right) r

J|—number of issued commercial papers (right) L

—_
o

210
180
150
120
90
60
30

o =~ N W B~ 01 O N o ©

2006 2007 2008 2009 2010 2011 2012 2013 Oct.

Source: CSCC, Bank of Slovenia calaculation. 2014

Note: *Itincludes data that are consistent within the definition of non-

financial companies in the Standard Classification of institutional sectors.
Thanks to the expansionary monetary policy adopted
by the ECB last June, the required yields on govern-
ment bonds of euro area countries are falling, as are
the required yields on domestic corporate bonds. The
increased expectation of further non-standard measures
by the ECB brought an additional fall in the required yield
on government bonds in October. The required yield on
domestic corporate bonds also fell as a consequence,
which is encouraging domestic firms to seek alternative
sources of financing. The diversification of financing is
having a significant impact on the stability of the entire
system.

At the end of 2013 firms with FDI accounted for 4.5% of the
entire population of Slovenian firms (excluding financial inter-
mediaries). The most important sector was manufacturing,
which in 2013 accounted for 12.1% of all firms with FDI and
employed nearly half of all employees at firms with foreign
capital.

The stock of Slovenian outward FDI amounted to
EUR 5.1 billion at the end of 2013, down almost 10% on the
previous year. The main factor in this decline was the high
losses recorded by affiliates. Firms in the rest of the world
with Slovenian owners/co-owners have been generating a
loss overall since 2009. The loss amounted to
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Figure 1: Foreign direct investment in Slovenia - positions
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EUR 445.1 million in 2013, the highest figure to date. Equity
accounts for three-quarters of outward FDI. The largest hold-
ings of outward FDI at the end of 2013 were in the former
Yugoslav republics, which accounted for 75.1% of the total.
Service activities prevail in the division of outward FDI be-

By issuing commercial paper, firms are diversifying
their short-term debt financing and balancing the
fluctuations in their generation of free cash flow.
Eight such instruments were issued during the first ten
months of the year, with a total nominal value of
EUR 190 million. Four firms not listed on the stock ex-
change also opted for such issuance. In 2013 there was
only one such firm, an indication that lower required
yields are making commercial paper an increasingly rec-
ognised source of short-term financing. There was also a
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Figure 2: Foreign direct investment in Slovenia - transactions
EUR million
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tween production and services, accounting for 53.8% of the
stock of Slovenia’s outward FDI at the end of 2013.

positive response from firms that issued bonds. Three
firms issued bonds on the domestic market during the
first ten months of the year, the largest issue accounting
for 75% of the total nominal value. A non-financial corpo-
ration had a successful bond issue on the foreign market
for the first time in four years; the 5-year bonds were is-
sued at a fixed coupon rate of 3.25%. Corporate bonds of
the same maturity were issued on the domestic market at
a fixed coupon rate of 3.85%.
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5 ‘ Public Finances

According to the latest Ministry of Finance estimates from the end of December 2014, the general government
deficit is expected to have amounted to 5.3% of GDP, or 3.4% of GDP excluding one-off effects in connection
with bank recapitalisations and the repayment of old foreign currency deposits. This was higher than forecast
in the most recent update of the Stability Programme. The figures available for the first three quarters of the
year reveal growth in general government revenues as a result of measures implemented and the improved
macroeconomic situation, while general government expenditure excluding recapitalisations increased only
slightly less, government investment and interest payments having increased sharply. General government
debt stood at 78.1% of GDP at the end of September 2014. The increase in debt was partly attributable to the
pre-financing of upcoming debt repayments, in addition to the financing of the deficit. Security issues in 2014
were undertaken at significantly lower interest rates.

Slovenia is planning to cut the deficit to less than 3% of GDP in 2015. The European Commission’s assess-
ment is that the government will eliminate the excessive deficit, but that the structural adjustment will be less
than the requirements. The government is planning the majority of its deficit reduction measures on the expen-
diture side, although certain taxes have been raised. The largest saving is planned in the area of compensa-
tion of employees, which has not been secured in the planned amount by the agreement reached with the
public sector unions, for which reason additional measures will be required. Another expenditure item to be
curbed is intermediate consumption. Revenue-side measures encompass a rise in tax on financial and insur-
ance services, the maintenance of the 50% bracket for personal income tax in 2015, higher environmental
taxes, and further measures to curb the grey economy. The taxation of student work will also be higher.

The main challenges in the fiscal area are the implementation of the planned fiscal consolidation and the re-
duction of the high general government debt. The risks are related to the macroeconomic environment and the
potential impact of measures of a one-off nature on fiscal aggregates.
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General government deficit rect taxes. VAT rates were raised in mid-2013, which was
the main reason that VAT revenues over the first nine
months of 2014 were up 6%. Levels of excise duties on
alcohol and tobacco were up on the previous year, while
excise duties on energy products were also up in
year-on-year terms in the second half of the year in par-
ticular. While there were year-on-year increases in excise
duty revenues on tobacco (1.1%) and alcohol (7.3%) over
the first three quarters of the year, excise duty revenues
on energy products declined (by 2.4%). The increase in
revenues from direct taxes was attributable to the aboli-

The general government deficit excluding the support
for financial institutions and other one-off effects is
expected to have amounted to around 3.5% of GDP in
2014 according to the latest estimates. In the Draft
budgetary plan for 2015,'2 the Ministry of Finance is fore-
casting a general government deficit of 4.4% of GDP,
including expenditure on bank recapitalisation in the
amount of 0.9% of GDP. In its most recent forecasts of
November, the European Commission estimated the
same figure for Slovenia’s general government deficit.

According to the latest Ministry of Finance estimates from Figure 5.1: General governmentrevenue
the end of December 2014, the general government defi- iy RSO BRI B GO 19
cit including bank recapitalisation and the repayment of 10 10
old foreign currency deposits is expected to have 8 8
amounted to 5.3% of GDP. The deficit in Slovenia was 6 6
thus larger than the euro area average in 2014 (which 2 ;
European Commission estimates put at 2.6% of GDP), 0 0
while the general government debt is estimated to have -2 -2
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in tax rates have recently been applied primarily to indi- Sotics: SORS, Bank of Soveniaicakcuiatons.

Table 5.1: General government deficit and debt in Slovenia 2011-2018

SORS Dratt Budgefary Stability Programme EC
SORS Plan Stbilty Programme EC

as % BDP 2011 2012 2013 2014 2015 2014 2015 2016 2017 2018 2014 2015 2016
Revenue 436 444 452 453 444 464 455 46 438 434 452 45 40
Expenditure 498 481 597 4097 472 505 479 461 445 431 496 474 466

of which: interest 19 20 25 33 32 34 33 33 31 30 33 32 30
Net lending (+) / borrowing (- 62 37 146 44 28 41 24 45 07 03 44 29 27

excl. support to fin. Institutions  -56  -36 45 35 28 32 24 5 07 0.3 35 29 27
Structural balance 28 24 20 45 10 07 04 25 22 28
Debt 462 534 704 822 832 809 811 760 725 704 822 89 806
Real GDP (growth, % ) 06 26 -1.0 20 16 05 07 13 17 17 24 17 25

Source: SORS (realisation), Ministry of Finance (April 2014), European Commission (EC, November 2014).

2The Ministry of Finance submitted the Draft budgetary plan for 2015 to the European Commission on 15 October 2014. During the adoption of the
revised state budget for 2014, the Ministry of Finance stated that the revised budget was targeting a general government deficit of 4.3% of GDP.
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Figure 5.2: General government expenditure (excluding
support to financial institutions)
contributions to y-o-y growth in p.p.
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tion of the automatic indexation of tax allowances and the
net taxable base in the scale of personal income tax
brackets, and the abolition of personal income tax allow-
ances for those aged over 65. The improved economic
situation was evident in the rise in revenues related to the
labour market, which saw gradual growth in employment
and average wages. As a result there was an increase in
revenues from personal income tax (by 1.1%) and net
social security contributions (by 1.8%) over the first nine
months of the year, the latter partly as a result of the in-
creased taxation of certain categories of health insurance
contribution.

The increase in general government expenditure
(after the exclusion of support for financial institu-
tions) over the first three quarters of the year was a
reflection of government investment activity and the
rise in debt. The increased general government expendi-
ture was the result of strengthened government invest-
ment activity, particular in local government, in connec-
tion with the use of EU funds. The high growth in interest
payments was the result of the large increase in debt at
the end of 2013 and in the first quarter of 2014. Other
categories of expenditure mostly declined over the first
nine months of the year. Compensation of employees
was down 1.5% in year-on-year terms, as a result of
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measures adopted in the previous year, and employment
also declined by 0.3%. Expenditure on social benefits
and social transfers fell in 2014 for the third consecutive
year; it was down 1.3% over the first three quarters of the
year. Expenditure on intermediate consumption was up
by 0.3% over the same period. Interest expenditure
amounted to 3.3% of GDP in 2014 according to esti-
mates. This means that the primary deficit, which also
excludes expenditure on bank recapitalisations and other
one-off effects, was minimal in 2014.

Bank recapitalisations again had an impact on the
general government deficit in 2014, albeit signifi-
cantly less than in the previous year. Two banks were
recapitalised in the final quarter of 2014. The second
tranche of the recapitalisation of Abanka in the amount of
EUR 243 million was carried out in October, while De-
cember saw the recapitalisation of Banka Celje in the
amount of EUR 190 million. A total of EUR 433 million
was allocated to the two banks, equivalent to 1.2% of
GDP. The banks also transferred non-performing claims
to the BAMC. Bank recapitalisations accounted for the
equivalent of 10.1% of GDP in the deficit in 2013.

General government debt and

government guarantees

The general government debt amounted to 78.1% of
GDP at the end of September 2014,and is expected to
have risen to 82.2% of GDP by the end of the year,
partly as a result of the pre-financing of bond repay-
ments in 2015. The general government debt stood at
EUR 28,933 million at the end of September, up
EUR 3.5 billion on the end of 2013. The general govern-
ment deficit over the first nine months of the year
amounted to EUR 1,254 million. Borrowing in the afore-
mentioned period was primarily undertaken via bond is-
sues. There were bond issues of USD 3.5 billion
(EUR 2.6 billion) in February, and EUR 2 billion in April.
The largest repayment in the aforementioned period was
the RS65 government bond, which matured in April in the
amount of EUR 1.5 billion. The treasury issued a 7.5-year
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Box 5.1: Public finance developments according to cash flow methodology, January to October 2014

The consolidated general government deficit during the first
ten months of 2014 narrowed by EUR 267 million in
year-on-year terms. The main year-on-year improvement in
the position was in the second quarter, as a result of im-
proved corporate income tax settlements and the payment of
the concession fees for mobile telephony radio frequencies.
Since July the deficit has been widening in year-on-year
terms, primarily as a result of a large increase in investment
expenditure and interest expenditure. The deficit is mostly
arising in the state budget, where the improvement is also
largest. The position is more favourable at the Health Insur-
ance Institute on account of growth in revenues from social
security contributions, while the local government position is
less favourable on account of the large increase in investment
expenditure.

Table 1: Consolidated general government (GG) balance*

A deficit of EUR 1.2 billion was planned in the revised state
budget for 2014, approximately EUR 300 million less than in
the previous year. The National Assembly approved the re-
vised state budget for 2014 on 19 November 2014. That the
deficit is larger than originally planned (by EUR 200 million) is
primarily a reflection of the underestimation of interest expen-
diture, while the transfer to the Pension and Disability Institute
is also higher than planned, KAD having paid in no funds, in
contrast to the original plans. There was also considerable
change in the breakdown of revenues, in reflection of the
replacement of real estate tax with certain other tax revenues
and concession fees. The state budget recorded a deficit of
EUR 1,169 million over the first eleven months of the year.
The deficit in October was EUR 79 million wider in
year-on-year terms, primarily as a result of increases in inter-

2013 2014

2013 last 12 months to Oct. 14 Jan.-Oct. 14
Jan.-Oct. Jan.-Oct.
mio EUR % BDP  medl. rast, % mio EUR medl. rast, %
Revenue 14,728 15,410 4.5 47 11,923 12,605 5.7
Tax revenue 12,648 13,123 353 3.7 10,385 10,859 4.6
- goods and services 5,027 5,201 14.0 5.6 4,134 4,307 4.2
- social security confributions 5127 5,243 14.1 3.6 4,230 4,345 2.7
- personal income 1,868 1,906 5.1 4.5 1,518 1,555 2.5
- corporate income 265 456 1.2 54.5 197 387 %.9
From EU budget 938 1,019 2.7 20.0 600 681 13.5
Other 1,141 1,268 34 5.1 939 1,066 13.5
Expenditure 16,286 16,702 44.9 3.7 13,328 13,743 3.1
Current ex penditure 6,838 7,024 18.9 4.5 5,691 5,877 3.3
- Wages and ofher personnel 3617 3,625 98 09 3,001 3,010 03
expenditure (incl. contributions)
- purchases of goods, services 2,239 2,201 59 -1.9 1,825 1,787 2.1
- interest 840 1,090 29 42.4 759 1,009 33.0
Current transfers 7,671 7,601 20.5 -1.5 6,382 6,311 -1.1
- ransiers fo individuals 6,343 6,334 170 0.0 5,305 5,206 02
and households

Capital expenditure, fransfers 1,351 1,691 4.6 35.6 876 1,215 38.8
To EU budget 425 386 1.0 6.1 379 340 -104
GG surplus/deficit -1,558 -1,292 -3.5 -1,404 -1,138

Source: Ministry of Finance, Bank of Slovenia calculations.

Note: * Consolidated central government budget, local government budgets and social security funds (pension and disability insurance fund and

health insurance fund) in cash accounting principle.
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Figure 1: Public finance developments
y-0-y growth in %, national methodology
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est and investment, although there was also an increase in
revenues, particularly from EU funds. Alongside increased tax
revenues, the latter were the main factor in the year-on-year
narrowing of the deficit in November by EUR 106 million.

The available monthly figures indicate year-on-year growth in
tax revenues in both October and November. According to
the figures of the Public Payments Administration (report on

bond with a nominal value of EUR 1 billion in October.
October also saw 18-month treasury bills mature in the
amount of EUR 1 billion, and a new issue of 18-month
treasury bills in the amount of close to EUR 0.5 billion.

Government guarantees amounted to 21.1% of GDP
at the end of September 2014, and the level of guar-
antee calls was higher than usual. The stock of guar-
antees stood at EUR 7.8 hillion at the end of 2014, ap-
proximately a third of which related to DARS. A total of
EUR 432 million of guarantees were called in the first
eleven months of the year, the majority (EUR 428 million)
of which related to the orderly wind-down of Probanka
and Factor banka.

Required yields and borrowing costs fell on bonds
and treasury bills during 2014. The required yield on
Slovenian 10-year government bonds averaged 2.6%
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Figure 2: Cumulative deficit of the budget of the RS
mio EUR
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allocated general government revenues and coverage), al-
most all classes of taxes were up in year-on-year terms in
these two months. Growth was highest in corporate income
tax and property tax, at around 20%, and in excise duties, at
5%; personal income tax and social security contributions
were up around 3.5%. VAT revenues were down in year-on-
year terms in October and November.

over September and October. It fell to 2.5% in November
and to 2.1% in December, thereby maintaining the falling

Figure 5.3: Interest rates on government bonds and T-bills and
required yield on 10-year bond in 2014
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trend seen throughout 2014. The fall in yields began at
the end of 2013, after the measures to stabilise the bank-
ing system had been taken. The ECB'’s policy of mone-
tary stimulus also had a beneficial impact on the fall in
yields on the government bonds of euro area countries,
as in the recent period did the markets’ expectations of
the introduction of additional non-standard measures by
the ECB. Interest rates on treasury bills also fell in 2014.
In the last auction in November, the interest rate on is-
sues of 3-month and 6-month treasury bills was zero,
while the rate on the 12-month bills was 0.25%.

Planned developments in the general
government deficit

In the Stability Programme Slovenia is planning the
gradual reduction of the general government deficit
and the attainment of structural balance. A deficit of
less than 3% of GDP is forecast for 2015. According to
the Draft budgetary plan for 2015, the general govern-
ment deficit in Slovenia should fall to 2.8% of GDP in
2015. This is slightly more than the forecast in the most
recent Stability Programme of April 2014, which envis-
aged the further reduction of the deficit in the coming
years and the attainment of structural balance by 2017.

According to European Commission assessments,
Slovenia’s Draft budgetary plan for 2015 is broadly
compliant with the recommendations made in the
excessive deficit procedure. Slovenia is expected to
reduce the general government deficit to below the refer-
ence value of 3% of GDP in 2015. However, in light of the
forecast for the fiscal effort, as defined by the change in
the structural position,3 on which the recommendations
are based, the target will not be attained. In the recom-
mendation of 2013 Slovenia was instructed to make a

Figure 5.4: Public finance structural balance
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Source: EC, Ministry of Finance - Stability Programme, April 2014.

fiscal effort of 0.7% of GDP in 2013, and 0.5% of GDP in

both 2014 and 2015.14

The principal measures to cut the deficit in 2015 are
based on reductions in compensation of employee,
intermediate consumption and certain other expendi-
ture measures, while certain tax rises are also
planned. It is evident from an addendum to the Draft
budgetary plan for 2015 that the consolidation in 2015 is
primarily to be undertaken via expenditure. The greatest
savings are expected from the reductions in compensa-
tion of employees, and in intermediate consumption and
subsidies. On 16 December 2014 the National Assembly
approved the Act Regulating Measures in the Area of
Wages and Other Labour Costs in the Public Sector for
2015, which is based on the agreement previously
reached between the government and the public sector
unions. It sets out the extension of the austerity meas-
ures applied in 2014 into 2015, and certain additional
measures. The savings in the wage bill are estimated to

13 The cyclically adjusted general government position reveals the position after the elimination of cyclical developments. The structural position is
calculated by eliminating one-off effects and other temporary measures in addition to cyclical components.

14 According to the latest European Commission forecasts and estimates, Slovenia’s structural adjustment in 2013 was 0.0% of GDP, and is fore-
cast at -0.4% of GDP overall in 2014 and 2015 (a deterioration of 0.7% of GDP in the structural position in 2014, and an improvement of 0.3% of
GDP in 2015). The structural adjustment revised for changes in potential growth and for the effect of revenue windfalls/shortfalls stands at -1.1% in
2014 and 0.3% in 2015. The cumulative revised structural adjustment over 2013 to 2015 (a deterioration of 1.2% of GDP) was the opposite of that
recommended (an improvement of 1.7% of GDP). The estimate under the bottom-up approach, which takes account of discretionary measures in
revenues and developments in revenues under government control, shows the fiscal adjustment to be 1.5% of GDP short of the recommendation in
2013 and 2014, but higher in 2015 at 2.1% of GDP, compared with the recommendation of 1.5% of GDP.
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be around EUR 90 million less than planned. The other
measures planned include a reduction in the local gov-
ernment funding basis, and a reduction in expenditure on
subsidies and intermediate consumption. The revenue
side includes a rise in the tax on financial services and
the tax on insurance services, while the 50% personal
income tax bracket will remain in force. Environmental
taxes were also raised, including the charge per unit of
CO2 emissions. Other planned revenue increases include
higher taxation of student work, and further measures to
curb the grey economy.

The government is continuing consultations for the
adoption of a fiscal rule act. In May 2013 the National
Assembly approved the inclusion of a balanced budget
rule in the constitution, and the government is preparing a
fiscal rule act. It has to be adopted with a two-thirds ma-
jority; adoption in the National Assembly is scheduled for
February 2015.

The risks in the fiscal area are primarily related to the
impact of one-off factors, the macroeconomic situa-
tion and the temporary nature of the measures
adopted. In previous years measures to ensure the sta-
bility of the banking system brought a sharp increase in
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the general government deficit, and were the main factor
in the high rise in debt. The planned bank recapitalisa-
tions were carried out by the end of 2014, with the excep-
tion of Gorenjska banka, which was given time until the
end of the year to take action to strengthen its capital. In
July 2014 the European Court of Human Rights gave
Slovenia one year to find a systemic solution to the re-
payment of old foreign currency deposits, which had an
impact on the deficit in 2014. The risks in connection with
economic activity are related in part to the potential nega-
tive impact of the international environment and to the
consolidation measures, while the relaxation of certain
restrictions on expenditure is tied to GDP growth of more
than 2.5%. Another risk is that a significant part of the
consolidation is being undertaken via measures of a tem-
porary nature (e.g. in the area of public sector wages, the
temporary 50% bracket for personal income tax).
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6 \ Inflation

Inflation dynamics in the last quarter of 2014 was primarily influenced by falling global commodity prices and
the effects of past price increases. The annual inflation rate was zero, while the growth of food prices and ser-
vices was counterbalanced by the fall in prices of industrial goods. Improved situation in the economy has not
yet reflected on the inflation, since consumers due to large loss of purchasing power during crisis continues to
behave cautiously and private consumption growth is very weak, while at the same time companies do not
face price or cost pressures. This keeps core inflation in Slovenia low and below the euro area average. The
average annual inflation rate as measured by the HICP was 0.4% in 2014, the lowest recorded level since the
calculation of the indicator HICP.

Structure of inflation erage fall in prices of non-energy industrial goods re-
mained almost unchanged.
Annual inflation as measured by the HICP averaged

0.4% in 2014, the lowest figure to date, and down
1.5 percentage points on the previous year. Food
prices and energy prices made the largest contributions

Figure 6.1: Inflation
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Source: Eurostat.
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Macroeconomic factors and core inflation
indicators

Core inflation fell again in the final quarter, despite a
base effect, and remains below the euro area aver-
age. Core inflation as measured by the HICP excluding
energy, food, alcohol and tobacco averaged 0.3% in the
final quarter, down 0.1 percentage points on the previous
quarter. Services prices were the main factor raising the
year-on-year inflation in Slovenia, while prices of non-
energy industrial goods acted to reduce it. This inflation
indicator is 0.3 percentage points less than the euro area
average.' The differences primarily derive from a greater
loss of purchasing power and the cautious behaviour of
domestic consumers, who despite the improvement in the
situation on the labour market and the real increase in the
wage bill have mostly not transferred this purchasing
power into their final consumption. Year-on-year growth
in the HICP excluding energy and unprocessed food also
fell in the final quarter, but remains higher than the nar-
rower indicator at 0.5%, primarily as a result of the rise in
excise duties on alcohol and tobacco in the spring
months. In contrast to the two aforementioned indicators,
the broadest definition of core inflation as measured by
the HICP excluding energy rose slightly, as a result of a
rise in prices of unprocessed food in the final quarter.
Table 6.1: Breakdown of the HICP and price indicators

Figure 6.2: Core inflation
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2014

The positive macroeconomic turnaround is not being
reflected in the core inflation indicators. The gradual
recovery in purchasing power did not lead to a rise in final
consumer prices, which remain significantly down on their
pre-crisis level, as a result of which the recovery in pri-
vate consumption is also weak. In addition, the core infla-
tion indicators are reflecting changes in households’
shopping habits. Lower prices of input commodities and
the outpacing of wage growth by productivity growth also
suggest the absence of price and cost pressures at firms.

last 12 months

i quarterly average averace month
utez 14Q1 14Q2 14Q3 14Q4  Dec.13 Dec.14  Oct.14 Nov.14 Dec.14
HICP 1000% 06 08 01 0.0 1.9 0.4 0.1 0.1 0.1
Breakdown of HICP:
Energy 14.7% 23 02 -15 -20 18 -14 09 07 43
Food 26% 15 07 03 06 4.9 0.8 0.7 0.8 0.2
processed 16.1% 22 24 17 11 3.6 1.8 1.1 1.3 1.1
unprocessed 7.5% 01 -28 -26 -0.7 76  -1.5 01 02 -7
Other goods 264% 05 -06 -13 -14 09 -1.0 A7 140 14
Services 3%5.2% 19 23 15 15 22 1.8 1.3 1.1 22
Core inflation indicators:
HICP excl. energy 863% 11 09 03 04 1.9 0.7 0.2 0.2 0.6
HICP excl. energy and unprocessed food 77.8% 11 13 06 05 1.4 0.9 0.3 0.3 0.9
HICP excl. energy, food, alcohol and tobacco 67.7% 09 1.0 04 03 0.9 0.6 0.0 0.0 0.8

Source: SORS, Eurostat, Bank of Slovenia calculations.

15 In the analysis of the inflation for the euro area the fourth quarter of 2014 includes only data for October and November due to the data unavail-

ability.
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Due to the absence of supply-side and demand-side

pressures core inflation remains low.

Microeconomic factors and the structure
of inflation

The sharp fall in oil prices on global markets sharply
reduced energy prices in the final quarter of 2014,
despite the fall in the euro and the rise in excise du-
ties. The overall fall in energy prices in the final quarter of
2014 stood at 2.0% in year-on-year terms, 0.5 percent-

Figure 6.3: Energy prices
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age points more than in the third quarter. US dollar oil
prices on global markets fell by approximately 45% be-
tween June and December. This fall did not fully pass
through into final prices of Slovenian refined petroleum
products, as it was mitigated in the final quarter by the fall
in the euro and a rise in excise duties for the needs of
fiscal consolidation. Refined petroleum products ac-
counted for 0.3 percentage points of the fall in inflation in
the final quarter. Gas prices were down in year-on-year
terms over the same period, and prices of solid fuels con-
tinued to fall. By contrast, heat energy prices rose slightly
in year-on-year terms, while the fall in electricity prices
slowed. Energy prices across the euro area fell more than
in Slovenia in the final quarter, by 2.3%.

Growth in food prices remained relatively low in the
final quarter. Overall growth in food prices slowed in
2014 as a result of a sharp fall in prices of unprocessed
food in the second and third quarters. They fell by 0.7%
in the final quarter, 1.9 percentage points less than in the
third quarter. This was largely attributable to a sharp rise
in fruit prices. The slowdown in growth in prices of proc-
essed food continued in the final quarter, in line with the
year-on-year fall in food prices on global markets. The
year-on-year rate of growth was down 0.6 percentage
points on the third quarter at 1.1%; prices of processed

Figure 6.5: Food prices
_ year-on-year growth, %
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food would have remained unchanged had it not been for
the rise in excise duties on alcoholic beverages and to-
bacco. Overall growth in food prices across the euro area
was lower in the final quarter, at 0.3%.

Average year-on-year growth in services prices in the
final quarter was primarily subject to one-off factors,
and was unchanged from the third quarter. Year-on-
year growth in services prices slowed in the second half
of the year, to average 1.4% in the final quarter. Rises in
the prices of certain services in the first half of the year
were followed by a slowdown or price falls in the second
half of the year, most notably in prices in passenger air
transport, and prices of car insurance and municipal ser-
vices. Prices of certain marketable services, such as tele-
communications and internet services and accommoda-
tion and food services, fell further. There were also two
notable one-off effects in the final quarter from the tempo-
rary reduction in health insurance premiums: a fall in No-
vember 2014, and a base effect from the reduction in
December 2013. The trend of slowing services prices
was also seen across the euro area, where year-on-year
growth stood at 1.0% in the final quarter.

The recovery in economic activity and favourable
developments on the labour market have not yet
been reflected in prices of non-energy industrial

Figure 6.6: Prices of services and non-energy industrial
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Inflation

goods, which are still falling. The fall accelerated by a
further 0.1 percentage points to average 1.4% over the
final quarter. This was largely attributable to a sharper fall
in prices of clothing and footwear in the final months of
the year. Prices of clothing and footwear in the final quar-
ter were down 2.4% in year-on-year terms, having re-
mained unchanged in the previous quarter. In addition,
while it had seemed as though the long fall in car prices
had come to an end in the second quarter, there were
further falls in car prices in the third quarter, the fall deep-
ening in the final quarter. Prices of household equipment

Figure 6.7: Prices of categories of services
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Figure 6.8: Prices of non-energy industrial goods
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are also still falling, although the fall was slightly less than
in the previous quarter. By contrast, prices of sports
equipment rose sharply in year-on-year terms in the final
quarter. They had fallen at a rate around 15% for the ma-
jority of the year, but were up 17.4% in December.

Industrial producer prices

The year-on-year fall in industrial producer prices on
the domestic market began slowly to ease. It averaged
1.1% over the third quarter, 0.3 percentage points less
than in the previous quarter. The fall in prices also slowed
very gradually in October and November. The largest
factor was the stabilisation of intermediate goods prices,
where in September prices in the production of basic met-
als recorded their first rise since December 2011, growth
continuing in the next two months. The year-on-year fall
in prices in the manufacture of computer, electronic and
optical equipment also slowed. Prices of capital goods
rose slightly in October and November, after a long pe-
riod of falls. The fall in energy prices has also eased
slightly in recent months, as a result of the further
strengthening of year-on-year growth in water supply
prices. By contrast, prices in the manufacture of paper
and printing began to fall, and prices in the manufacture
of chemicals and chemical products also moved into the
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Figure 6.9: Producer prices on domestic market
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negative zone. Prices in the production of consumer
goods fell slightly more sharply at the same time. In the
group consumer non-durables goods, prices in the manu-
facture of pharmaceutical products fell more sharply,
while prices in the manufacture of chemicals and chemi-
cal products began to fall. In the group consumer dur-
ables goods, prices in the manufacture of furniture and
prices in other manufacturing fell.

Inflation
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