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Executive Summary

The economic situation in the international environment is improving. Global economic growth forecasts were again
strengthened slightly at the end of the second quarter, while the survey indicators of confidence and activity indicate
rising economic growth in the euro area. The latest weighted estimates based on the Consensus forecasts suggest that
aggregate growth in Slovenia’s main trading partners will be slightly higher in 2017 and 2018, which is improving the
already favourable outlook for growth in Slovenian exports. Price pressures on global energy and commodities markets
have eased at the same time, which could neutralise the expected inflationary impact of the domestic economic expan-
sion. The appreciation of the euro is also helping to reduce import price pressures.

The restoration of faster convergence with the more advanced euro area countries is becoming increasingly evident.
Economic growth in Slovenia in the first quarter of this year was very high at 5.3%, significantly higher than the average
across the euro area. However, it remains balanced, at least for now, as activity in the export sector has increased
sharply alongside the rapid growth in domestic final consumption and investment. As a result, the contribution made to
GDP growth by net trade was strongly positive, in the amount of 0.8 percentage points, while the trade surplus remained
wide throughout the first five months of the year. The high growth continued in the second quarter, and the outlook for
the third quarter is also favourable for the moment: according to surveys at least, corporate activity and revenues are
increasing in all sectors, with construction firms anticipating the largest pick-up. The growth is also attributable to the
cessation of the corporate deleveraging process, as firms are gradually increasing debt financing via domestic banks.
Banks are also encouraging private consumption and housing investment via significant growth in household loans.

The surplus supply of labour is rapidly diminishing. Growth in employment is still strengthening, and the proportion of
permanent employment increased, while at the same time firms are increasingly facing a serious shortage of qualified
workers. The number of registered unemployed in June was down fully 15% in year-on-year terms. However, for the
moment the decline in the surplus supply of labour is not causing wage pressures, as nominal wage growth remains low,
while real wage growth was actually negative over the first four months of this year. In the first quarter, wage growth was
significantly outpaced by productivity growth, which further improved the cost competitiveness of the economy.

The high economic growth is creating the conditions for balanced public finances, as growth in general government reve-
nues is outpacing growth in expenditure. The consolidated general government deficit amounted to just EUR 85 million
over the first four months of the year, EUR 360 million narrower in year-on-year terms. The Ministry of Finance is fore-
casting a reduction in the budget deficit to 0.8% of GDP this year, 1 percentage point less than last year, while the gen-
eral government debt is forecast to decline to 77% of GDP. Despite the improvement in the fiscal position, the risks re-
main significant, and are partly related to the upward pressure on expenditure from various interest groups, which has
been strengthened by the favourable economic situation, while an electoral season is also approaching. Despite the
pressures, it is recommended that the government take advantage of the favourable economic situation to introduce
structural reforms in the area of healthcare, pensions and long-term care, and to gradually balance the structural fiscal
position. Over the long term this would strengthen the ability to act countercyclically in the event of any renewed deterio-
ration in the economic situation.

The easing of price pressures on global energy and commodities markets pushed inflation below 1% in June. June’s
euro price of a barrel of Brent crude was down 20% on February, while the contribution made to inflation in Slovenia by
energy prices declined from 1.1 percentage points to 0.2 percentage points, partly as a result of a waning base effect.
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Growth in services prices remained practically unchanged compared with the second half of last year, while prices of non
-energy industrial goods are continuing to fall. Core inflation thus remains below 1%, as the pass-through of high eco-
nomic growth into price growth remains surprisingly weak.
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Main macroeconomic indicators

2014 2015 2016 16Q3 16Q4 17Q1 2014 2015 2016 16Q3 16Q4 17Q1

Slovenia " euro area

Economic developments y-o-y growth rates in %

GDP 31 23 25 25 26 53|12 20 18 17 15 25
- industry 45 15 56 57 48 70 25 41 16 08 13 36
- construction 92 13 -123 92 92 13012 01 17 19 08 30
- mainly public sector services 01 10 23 21 35 26| 05 09 12 14 12 15
- mainly private sector services 47 25 26 27 25 62| 14 21 18 16 14 27

Domestic ex penditure 18 14 24 17 37 50 13 19 22 18 22 25
- general government 12 24 26 17 28 17| 07 13 18 17 14 13
- households and NPISH 20 05 28 21 40 40 08 18 21 19 19 17
- gross capital formation 43 28 10 05 38 105 35 28 30 16 40 58
- gross fixed capital formation 14 10 -31 -25 09 120( 16 32 37 21 52 40
- inventories and valuables, contr. to GDP growth in pp 06 04 08 06 05 -01) 04 -01 01 -01 -03 04

Labour market

Employ ment 04 11 20 21 24 2605 10 14 13 14 15
- mainly private sector services 05 12 20 21 23 26| 04 10 14 14 14 15
- mainly public sector services 04 08 22 24 27 26|10 09 12 13 12 12

Labour costs per employee 13 14 22 16 15 16 14 12 12 13 13 14
- mainly private sector services 23 15 14 07 10 18 ) 15 13 12 12 12 14
- mainly public sector services 20 12 50 50 50 401 11 12 14 15 16 14

Unit labour costs 20 03 17 11 12 42} 07 03 10 10 13 03
- industry 08 11 07 -13 00 -8} 08 -23 01 09 06 -2

v%

LFS unemploy ment rate 98 90 80 73 81 78|17 109 100 96 98 99

Foreign trade y-o-y growth rates in %

Current account balance as % of GDP 62 52 68 71 52 6723 00 00 00 00 00

External trade balance as contr. to GDP growth in pp 14 11 03 09 08 08 00 02 03 01 07 02

Real export of goods and services 57 56 59 56 46 87 ) 44 62 30 24 31 60

Real import of goods and services 42 46 62 50 63 88| 49 63 41 28 51 62

Financing in % of GDP

Banking system's balance sheet 116.6 107.7 100.8 100.3 100.8 100.5](297.8 283.0 277.4 2829 2774 279.1

Loans to NFCs 315 265 229 231 229 2321|402 389 381 383 381 380

Loans to households 214 212 214 211 214 215 505 50.0 49.7 496 497 495

Inflation in %

HICP 04 08 -02 00 07 20/ 04 00 02 03 07 18

HICP excl. energy, food, alcohol and tobacco 06 03 07 08 08 0708 08 09 08 08 08

Public finance in % of GDP

Debt of the general govemment 809 831 797 88 797 8141|920 903 8.2 9.0 8.2

One year net lending/net borrowing of the general govemment 54 29 18 17 18 14| 26 21 15 -18 -15
- interest payment 32 29 30 30 30 30| 27 24 22 22 22
- primary deficit 22 00 11 13 11 16 01 03 07 05 07
- deficit excl. bank recapitalisations 44 29 18 17 18 -14
- primary deficit excl. bank recapitalisations 13 00 141 13 11 1.6

Source: SORS, Eurostat, ECB, Ministry of Finance, Bank of Slovenia calculations.
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1 ‘ International Environment

Global economic growth forecasts were again strengthened slightly at the end of the second quarter. There
are also signs of rising economic growth in the euro area, where the economic sentiment strengthened signifi-
cantly after the positive outcome of the French elections, and the situation on the labour market continues to
improve. The latest weighted forecasts based on the Consensus forecasts suggest that aggregate growth in
Slovenia’s main trading partners will be slightly higher in 2017 and 2018, which is maintaining the already fa-
vourable outlook for growth in Slovenian exports. The monetary policies of the ECB and the Fed remain diver-
gent, while oil prices in June fell from May to reach their lowest level of the year. The euro strengthened some-

what against the US dollar.

Global economy

GDP growth in selected major economies slowed in
the first quarter of this year. Although growth in the US
slowed to 1.4%, the slowdown was less than initially esti-
mated, as private consumption and exports were larger
than originally expected. Growth also slowed in Japan,
primarily as a result of weaker private consumption. Year-
on-year growth in GDP in the UK remained at the level of
the second half of last year, as growth in private con-
sumption slowed slightly while gross fixed capital for-
mation strengthened. Of the BRIC countries, year-on-
year economic growth remained high in China, but de-
clined slightly in India, as a result of the withdrawal of
cash from circulation (demonetisation). At the same time
there was a sharp slowdown in the year-on-year contrac-
tion in economic activity in Brazil, and a continuation of
the upward reversal in Russia.

According to the latest forecasts by international in-
stitutions, global economic growth will strengthen
slightly. Current forecasts for global GDP growth in 2017
range from 2.7% to 3.5%. The IMF and the OECD re-
vised their global economic growth forecasts slightly up-
wards on their previous forecasts. The OECD’s June

ECONOMIC AND FINANCIAL DEVELOPMENTS
July 2017
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forecast for 2017 and 2018 envisages that consumer
confidence and growth in industrial production, employ-
ment and trade flows will contribute to higher global GDP
growth. The OECD slightly raised its growth forecasts for
China to 6.6% in 2017 and 6.4% in 2018, and is forecast-
ing positive growth in Brazil in 2017, and a rate of 1.6% in
2018. According to the OECD, the advanced economies
will continue to record even economic growth. The OECD
is forecasting economic growth of 2.1% in 2017 and 2.4%
in 2018 for the US, while the IMF has revised its growth

Figure 1.1: Annual GDP growth in important

- developed and BRIC countries
in %

EA
USA
Japan
China
India
Russia
Brazil

United Kingdom

Source: Eurostat, Tradingeconomics.
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forecast for the US downwards, from 2.5% to 2.1% in
2018, owing to the effects of the announced tax reform
and reduction in expenditure.

The prevailing risks to the economic outlook remain
on the downside, although they are slightly less pro-
nounced than at the beginning of the year. They are
related to the future uncertainty of US economic and
trade policy, and wider geopolitical tensions. The future
decisions of the US administration could have positive or
negative consequences. While the adoption of the pro-
posed fiscal package could have a positive effect in rais-
ing GDP, measures to strengthen trade protectionism
could have adverse consequences for the US and at the
global level. The ongoing tightening of global financial
conditions owing to the normalisation of the Fed’s mone-
tary policy also entails the risk of slower growth in emerg-
ing economies, which face internal imbalances and have
large US dollar exposures. The geopolitical risks are par-
ticularly high in the Middle East and in the Korean penin-
sula, while relations between Turkey and the EU remain
tense. The new US administration is not only introducing
additional uncertainty into the realm of politics, but also
with regard to security and military issues. The potential
downside risks entailed by the economic adjustments in
China, the health of the banking sector in Europe and the
upcoming Brexit negotiations also remain. The upside
risks include an improvement in the global economic cli-
mate, the strengthening of trade flows and growth in
stock market indices.

Figure 1.2: Global GDP growth in 2017 and 2018

annual
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Source: IMF, European Commission, OECD, World Bank.
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Euro area

The economic situation in the euro area is improving.
Quarterly economic growth reached 0.6% in the first
quarter of 2017, while the year-on-year rate stood at
1.9%. According to seasonally and calendar adjusted
data, the largest contribution to year-on-year economic
growth came from gross fixed capital formation, which
accounted for 1.2 percentage points. The contribution to
year-on-year GDP growth made by private consumption
stood at 0.9 percentage points, while the contribution
made by government consumption was 0.2 percentage
points. With import growth outpacing export growth, the
contribution made by net exports was negative in the
amount of 0.9 percentage points. In terms of sector, the
largest contribution to growth was made by private-sector
services, at 1 percentage point, followed by industry and
public services, which accounted for 0.3 percentage
points and 0.2 percentage points respectively, and by
construction, which accounted for 0.1 percentage points.

The economic sentiment in the euro area is strength-
ening. After the positive outcome of the French elections,
political risk in the EU and the euro area declined. The
credibility of European integration gained new impetus,
the most notable positive impact of which was the
strengthening of economic sentiment in the euro area
and the outlook for private consumption. The economic
sentiment in the euro area strengthened markedly in
June, in the majority of sectors, and among consumers.

Figure 1.3: Structure of GDP growth in the euro area — demand side

in p.p., seasonally and working days adjusted data

7 ; ; 7
changes in inventories

6 | mmexternal trade balance 6

| 3gross fixed capital formation

5 5
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2012

Source: Eurostat, Bank of Slovenia calculations.
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Figure 1.4: Confidence indicators - euro area
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Slovenia’s trading partners

The weighted average economic growth forecast for
Slovenia’s main trading partners was raised again at
the end of the second quarter, for both 2017 and
2018. Consensus left its economic growth forecasts for
2017 for Germany and France unchanged in June, at
1.6% and 1.4% respectively, while raising its forecasts for
Italy and Austria to 1.1% and 1.8% respectively. Consen-
sus slightly raised its GDP growth forecasts for 2018 for
Germany and ltaly to 1.7% and 1% respectively, while
leaving its forecasts for France and Austria unchanged.
Growth in economic activity is also expected in Slovenia’s
main trading partners in eastern and southern Europe.

Figure 1.5: Weighted forecasts for Slovenia's major trading
partners by month for 2017 and 2018

annual growth in %

21

Note: Includes trading partners with at least 1% share in Slovenia's total
exports of goods in the last 12 months with available data (more than 20
trading partners with a total share of around 90 %). Growth estimates for
2015 and 2018 are weighted with each country's share in total exports of
00ds.
ource: Consensus Economics, Bank of Slovenia calculations.
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The economic recovery will continue in Russia: GDP
growth is forecast to reach 1.3% in 2017, while the fore-
cast for 2018 remains unchanged at 1.7%. In June Con-
sensus revised its growth forecasts for Croatia slightly
downwards for both years, to 2.9% in 2017 and 2.6% in
2018. The favourable forecasts generally remain attribut-
able to growth in household consumption, while the main
factors acting to slow further economic growth in individu-
al countries are internal political risks and geopolitical
risks.

Euro exchange rate and
commodity prices

The divergence between the monetary policies of the
ECB and the Fed widened again in the second quar-
ter, the Fed raising its key interest rate again at its
June meeting. The target range is now 1.00% to 1.25%.
The decision is the result of positive data on economic
growth and a strengthening labour market. In contrast to
the normalisation of monetary policy in the US, the ECB
left its key interest rates unchanged in June: the rates on
the main refinancing operations, the marginal lending
facility and the deposit facility remained unchanged at
zero, 0.25% and -0.40% respectively. In its June mone-
tary policy meeting the ECB reiterated its commitment
from March to continue monthly securities purchases in
the amount of EUR 60 billion until at least the end of De-
cember 2017, or longer until inflation approaches its tar-

Figure 1.6: Euro/US dollar exchange rate and central
bank interest rates
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—ECB refinancing rate, % (lhs)

R e —Fed Funds, % (Ihs) T 135
—Euro/US dollar (rhs)

3.0 1.30

25 1.25

20 1.20

1.5 1.15

1.0 - 1.10

05 - 1.05

0.0 1.00

2014 2015
Source: ECB, Federal Reserve.

2016 2017



BANKA SLOVENIJE

EVROSISTEM

Box 1.1: Situation in the Russian economy and outlook

Russia emerged from recession in the final quarter of 2016,
despite the continuation of the international sanctions from
2014. The economic sanctions in connection with the Minsk
Accords (restricted access to capital markets, a ban on arms
trading, a ban on exports of dual-use goods and restricted
access to certain sensitive technologies and services) are
currently in force until 31 July 2017, but have now been ex-
tended for the next six months. As a result of the international
sanctions, the fall in oil prices, shocks on the financial mar-
kets and a fall in the domestic currency, economic growth in
Russia slowed sharply in 2014, while 2015 saw a contraction
of 2.8% in real GDP. The contraction slowed to 0.2% in 2016,
and in the final quarter of the year real GDP actually in-
creased in year-on-year terms, growth continuing in the first
quarter of 2017. In the wake of the gradual stabilisation of the
situation, in late 2016 and early 2017 risks declined in the
financial sector in Russia, liquidity improved and capital in-
flows increased, although they are still down on the period
before sanctions.

Measures to support the domestic economy contributed to the
stabilisation of inflation and the domestic currency. In the
wake of the introduction of sanctions, and as a result of the
fall in oil prices and the fall in the ruble, there was a sharp rise
in inflation, which forced the central bank to act. It raised the
key interest rate, and simultaneously took several measures
to support the financial system, primarily to provide liquidity
and to secure funding for bank recapitalisations. The financial
markets stabilised, and the central bank continued to pursue
measures for macroeconomic and financial stability, including
measures to stabilise the currency. The ruble fell in the wake
of the fall in oil prices, which moved from USD 114 for a barrel
of Brent crude in mid-June 2014 to USD 30 in early 2016. The
ruble is rising again as oil prices recover, the price of a barrel
exceeding USD 54 in early 2017. The ruble averaged 63 to
the euro in the first quarter of 2017, still almost half as much
again as its average of 2013, before the introduction of inter-
national sanctions in 2014. In the wake of the gradual recov-
ery in oil prices, the strengthening of the currency and the
slowdown in inflation, which fell from 16.9% in March 2015 to
4.1% in May 2017, its lowest level of the last five years, the
Russian central bank has cut the key interest rate three times
this year, and it currently stands at 9.0%.

Merchandise trade between Russia and the EU declined
sharply between 2014 and 2016 in the wake of the sanctions
and the fall in the ruble. The EU runs a trade deficit with Rus-
sia, which even in 2011 amounted to EUR 93 billion. Accord-

14

Figure 1: GDP and inflation
annual growth in %
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ing to Eurostat figures, merchandise imports from Russia to
the EU declined by just under 35% between the introduction
of sanctions in 2014 and 2016 inclusive, while merchandise
exports to Russia declined by 30% (in euro terms). Having
amounted to EUR 120 billion in 2013, EU exports to Russia
amounted to just EUR 72 billion in 2016. Imports from Russia
also declined, from EUR 207 billion in 2013 to just EUR 119
billion in 2016. Between 2014 and 2016 imports from Russia
fell sharply in the category of mineral fuels, mineral oils and
products of their distillation, which accounted for 77.5% of
total imports from Russia in 2013, but had declined to 65.7%
(in euro terms) of the total by 2016. The significant decline is
a reflection of the fall in energy prices on the international
market, as imports actually increased in volume terms be-
tween 2014 and 2016."
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Figure 3: Goods trade balance between EU28 and
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The economic growth forecast for Russia for 2017 was
raised, albeit with risks on account of the extension of sanc-
tions and the potential for large falls in energy prices. In June
Consensus was forecasting economic growth of 1.3% in 2017
and 1.7% in 2018. The rise in the forecasts was attributable to
the past recovery in energy prices, which improved the out-
look for public finances and the balance of payments via a
direct impact on government revenues and export earnings.
On the basis of Markit's composite PMI, the stronger econom-
ic activity seen in the first quarter of 2017 has continued in the
second quarter, as a result of stronger growth in new orders
and growth in employment. The unemployment rate fell to
5.3% in April, in line with the favourable developments in the
retail sector, which were partly attributable to increased con-
sumer confidence in the wake of the fall in inflation and a rise
in real disposable income. Despite the more favourable out-
look for GDP, Russia’s economic growth remains strongly
dependent on energy exports. Energy products still account
for around two-thirds of Russia’s total exports. There was no
significant change in this proportion between 2014 and 2016,
which means that the Russian economy has not diversified
significantly, despite the sanctions.2

The importance of the Russian economy to Slovenia has
diminished significantly in recent years, although a positive
reversal in export flows has been evident since last Septem-
ber. Slovenia’s exports to Russia rose in the years before the

get rate. The euro is strengthening despite the diver-
gence in monetary policies. It averaged USD 1.07 in
March, but had strengthened to USD 1.12 by June.
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Figure 4: Share of Slovenia's goods trade with

6 in% Russia
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2012 2013 2014 2015 2016 q12017
Source: SORS.

introduction of sanctions, and accounted for 4.7% of its total
merchandise exports in 2013. By 2016 the figure had de-
clined sharply, to just 3%. The recovery in the ruble towards
the end of 2016 was followed by a reversal: exports to Russia
over the first four months of this year were up 37% year-on-
year in value terms. Pharmaceutical products are prevalent in
exports to Russia, accounting for 40% of the total, followed by
electrical machinery and equipment and parts thereof, with
approximately 14%, while boilers, machinery and mechanical
appliances account for 10%. Russia’s share of Slovenia’s
merchandise imports also declined after 2013, from 2% in
2013 to 1.2% during the first four months of this year, albeit
with a positive trend since 2016. Mineral fuels, mineral oils
and products of their distillation are the prevalent category in
Slovenia’s imports from Russia.

1 Growth in energy imports from Russia could be curbed in the coming years
by the new proposal for US sanctions against Russia of 14 June 2017, which
targets the Nord Stream 2 project, whereby the sanctions would hit individual
European firms involved in the construction of the pipeline. LNG and other
hydrocarbon gases account for approximately a tenth of the EU’s total im-
ports of petroleum, refined petroleum products, mineral oils and products of
their distillation from Russia.

2 Despite stabilisation measures, the ruble remains strongly dependent on oil
prices. In the wake of a renewed sharp fall in US dollar prices of Brent crude
in May and June (down almost 12% on April), the ruble also fell significantly,
from 60.6 to the euro in April to 65.1 in June.

Having fallen in May and June, reaching its lowest
value of the year in June, the oil price later strength-

ened slightly. Oil prices fell because pumping by Opec
countries was larger than expected, despite their agree-
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Figure 1.7: Commodities
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ment to reduce production. Production of US shale oil
also increased. The price of Brent crude fall to its lowest
level of the year of USD 44.9 per barrel in June, primarily
on the basis of data showing an increase in stocks of i,
and forecasts that producers from North America and
certain Open members would increase production. After
moderate growth in the price of Brent crude over the re-
mainder of the month, by mid-July it had stabilised
around USD 48 per barrel. Other commodity prices were
also down on the beginning of the year. Food prices in
June were down a tenth in year-on-year terms.

International capital markets

Foreign share markets continued to rise. The repre-
sentative share index for Western Europe rose by 9.5%
over the first five months of the year, while the US index
was up 7.7%. The victory of a pro-European candidate in
the French presidential election reduced political risks
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Figure 1.8: Stock exchange indices
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and uncertainties surrounding further European integra-
tion. European investors’ confidence is also being
strengthened by encouraging economic figures. The lat-
ter was confirmed by two members of the Governing
Council of the ECB in their statements, although they
highlighted that there are not yet any convincing signs of
sustained inflation, primarily on account of weak wage
growth. The rise in the US index over the last two months
was attributable to the release of good corporate results
for the first quarter, as turnover and earnings per share
both exceeded analysts’ expectations. In the first half of
June the Fed raised its key interest rate as expected, and
announced its plan to reduce the bond portfolio. There is
also optimism surrounding the outlook for inflation in the
US. According to the president of the Federal Reserve
Bank of New York, the continued strengthening of the
labour market will eventually bring a rise in wages, and
consequently in inflation.

ECONOMIC AND FINANCIAL DEVELOPMENTS
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2 ‘ Economic Developments

The reestablishment of faster convergence on the more advanced euro area countries is becoming increasing-
ly evident. In the first quarter of this year, economic growth in Slovenia was extremely high at 5.3%, significant-
ly higher than the average across the euro area. However, it remained balanced, as activity in the export sec-
tor increased sharply alongside the rapid growth in domestic final consumption and investment. As a result,
the contribution made to GDP growth by net trade was strongly positive, in the amount of 0.8 percentage
points, while the trade surplus remained wide. The high growth continued in the second quarter, and the out-
look for the third quarter is also favourable for the moment: according to surveys at least, corporate activity
and revenues are increasing in all sectors, with construction firms anticipating the largest pick-up.

Confidence indicators

The confidence indicators point to continued high
economic growth in the second and third quarters.
Firms in private-sector services are reporting continuing
growth in turnover, which is expected to strengthen again
in the third quarter. This is in line with consumer confi-
dence, and consumers’ improved assessment of their

Figure 2.1: Expected demand in the next 3 months
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financial position and the expected economic situation. In
June construction confidence reached its highest level
since the first quarter of 2008, with the expected orders
indicator reaching extreme heights. Manufacturing firms
also remain optimistic: the slight decline in the assess-
ment of growth in demand in May was followed by a
sharp upturn in June.

GDP

The publication of the national accounts for the first
quarter of this year confirmed the additional impetus
in economic growth, which had already been sug-
gested by the monthly indicators of activity and con-
fidence. Growth has been increasing since the second
quarter of last year. GDP in the first quarter of this year
was up 1.5% on the previous quarter, and up 5.3% in
year-on-year terms, although it has not yet exceeded its
pre-crisis peak. Growth in value-added was higher in all
major segments of the private sector, and most notably
there was a pronounced reversal in construction. As
growth in the euro area did not accelerate, the gap by
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Figure 2.2: GDP convergence to euro area average
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which GDP growth in Slovenia is outperforming the euro
area is now 3.3 percentage points, making Slovenia one
of the fastest growing economies in the euro area.

Economic growth remains balanced for now, thanks
to a competitive export sector. In the first quarter, value
-added in manufacturing was up 7.3% in year-on-year
terms, supported by strong export demand and an upturn
in turnover on the domestic market. Growth was 1.2 per-
centage points higher than in the final quarter of last year.
The acceleration is being driven by the automotive indus-
try, with the launch of Clio production at Revoz, by the
wood, chemical and electro industries, and by the manu-
facture of rubber products, plastic products and other non
-metallic mineral products, the last of these in line with
the reversal in construction activity. The contribution
made to GDP growth by manufacturing was up 0.5 per-
centage points on the previous quarter at 1.5 percentage
points.

The reversal in lending activity, increased investment
and high growth in foreign trade are being reflected
in higher growth in value-added in private-sector ser-
vices. In the first quarter, year-on-year growth in total
value-added in private-sector services strengthened to
5.3%, up 2.6 percentage points on the final quarter of last
year. The largest difference in growth was recorded by
information and communication activities, where growth
in value-added stood at 9.5%. This was followed by pro-
fessional, scientific and technical activities, where turno-
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Figure 2.3: Manufacturing production: Jan. - Mar. 2017
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ver in investment planning services has been increasing
rapidly for several quarters, while marketing services are
also strengthening sharply in line with rising domestic
demand. The increase in value-added in financial and
insurance activities was likely attributable to the increase
in bank lending activity. Activity in trade, transportation
and storage, and accommodation and food service activi-
ties is continuing to strengthen, as merchandise trade,
transit and final consumption on the domestic market are
all increasing, the last partly as a result of rising numbers
of arrivals by non-residents. In the first quarter of the
year, the contribution made to GDP growth by private-
sector services increased to 2.3 percentage points, up
1.2 percentage points on the end of last year. Public ser-
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Note: *Real value of construction put in place.
vices are also continuing to contribute to GDP growth;
their increased value-added is primarily attributable to
high employment growth.

In the first quarter, there was an expected reversal in
year-on-year growth in construction activity. Value-
added was up 13% in year-on-year terms, which was
attributable to ongoing quarterly growth and, more so, to
a strong base effect in connection with last year's decline
in government investment. Growth in the amount of con-
struction put in place was high in all segments of con-
struction, including civil engineering work, which is proba-
bly a sign of the beginning a new cycle of government
investment. The crisis in construction reduced economic
growth by 0.6 percentage points last year, but the rever-

Figure 2.6: Differences in y-0-y growth rates of GDP components
between Slovenia and the euro area - expenditure side*
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sal in the first quarter of this year meant that construction
contributed 0.5 percentage points to growth. At the same
time demand for construction work is rising, as the value
of new contracts and the surface area covered by
planned construction are increasing, while growth in mort-
gage loans is having a beneficial impact on the residen-
tial real estate market. Value-added in construction is
increasing from a low level. It amounted to 4.3% of GDP
in the first quarter, only slightly below the euro area aver-
age, but still 1.2 percentage points less than its average
of the last 20 years.

Aggregate demand

Of the components of aggregate demand, growth in
investment and private consumption recorded the
largest outperformance of average growth across the
euro area in the first quarter. Year-on-year growth in
gross fixed capital formation increased to 12%, up 11
percentage points on the previous quarter, and up 8 per-
centage points on the euro area average. Growth in pri-
vate consumption also remained high, at 4%, thereby
exceeding the euro area average by 2.3 percentage
points. Of the main components, only year-on-year
growth in final government consumption slowed, albeit
largely as a result of a significant base effect in connec-
tion with last year's increased expenditure during the ref-
ugee crisis. Employment continued to increase in the
government sector, while there were also increases in

Figure 2.7: Contributions to volume y-o0-y growth in
gross fixed capital formation — Slovenia
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Figure 2.8: Governmentinvestment
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social transfers and, to a lesser extent, intermediate con-
sumption.

The new cycle of corporate investment is continuing,
which is not yet reducing capacity utilisation. The
manufacturing uncertainty indicator is at an extremely low
level: firms are profitable, and are expecting further rapid
growth in turnover. On average, they also have no financ-
ing difficulties. This is providing for relatively rapid year-
on-year growth in investment by non-financial corpora-
tions, which reached 8.4% in nominal terms in the first
quarter. Investment went to diverse areas: transport
equipment, machinery, intellectual property products, and
expansion of production facilities. Growth in investment in
the manufacturing sector nevertheless remains too low to
reduce high capacity utilisation, which is being sustained
at levels last seen in 2007, when economic growth stood
at 7%.

The government sector is already contributing to the
reversal in construction investment. Investment in
buildings and infrastructure in the first quarter was up a
fifth in year-on-year terms. Although the majority of the
growth was attributable to a strong base effect owing to
last year's decline in government investment, construc-
tion investment has been increasing in quarterly terms
since the second quarter of last year. In line with the
strong demand encouraged by favourable bank financing

Figure 2.9: Final consumption of households, wage bill and
consumer loans
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and increased certainty on the labour market, investment
in residential real estate is strengthening. In the first quar-
ter, it was up almost 14% in year-on-year terms. Invest-
ment in the construction of commercial real estate and
civil engineering work increased even more sharply. The
increase of 9% in the amount of construction put in place
in the latter segment relative to the final quarter of last
year is an indication of the beginning of a new cycle of
government investment.! Despite this growth, construc-
tion investment remains low for now: it amounted to
8.2 % of GDP in the first quarter of this year, down 3.6
percentage points on its average of the last 20 years.

* According to ESA 2010 methodology, government gross fixed capital formation in the first quarter was down 8.2% year-on-year in nominal
terms. This was attributable to a decline in investment by the BAMC according to this methodology, as it recorded net sales of real estate. Accord-
ing to consolidated fiscal figures, investment expenditure by central and local government in the first quarter was up 10.5% in year-on-year terms.
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Year-on-year growth in private consumption remains
rapid, encouraged by growth in employment and, to a
lesser extent, by increased activity on the part of do-
mestic banks. For the second consecutive quarter,
households increased their final consumption by 4%,
expenditure on durables again recording the highest
growth. According to seasonally adjusted figures, the
proportion of private consumption that they account for
increased to almost 11%, the highest figure to date. Con-
sumption continued to grow despite rising inflation out-
pacing wage growth, as employment continued to in-
crease rapidly. Last year the domestic banks also began
contributing somewhat to the growth in consumption, and
this year have strengthened their net issuance of con-
sumer loans. In the first quarter of this year, year-on-year
growth in consumer loans reached 9.5%, up almost
4 percentage points on the final quarter of last year.

The first quarter saw a pronounced increase in mer-
chandise exports, as a result of which the contribu-
tion to growth made by net trade was positive again.
Volume of merchandise exports was up more than 4% on
the final quarter of last year, and by 9% in year-on-year
terms. The majority of the increase was attributable to
increased demand from the euro area, although growth in
Table 2.1: Economic activity
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turnover was also stronger in other market groups, where
the strong recovery in growth in exports to the Russian
market continued. Foreign demand increased across a
large number of product categories. Sales of electrical
equipment, machinery, cars and metals increased sharp-
ly. Year-on-year real growth in exports of services re-
mained high, at almost 8%. The increase in investment
and domestic final consumption brought an increase in
imports, although the effect of the increase in exports
was larger, which meant that net trade made a significant
contribution to economic growth, in the amount of 0.8
percentage points.

Economic developments in
the first quarter

Economic growth is not showing signs of slowing,
with domestic demand strengthening slightly more
quickly than exports. Nominal growth in turnover in pri-
vate-sector services other than trade strengthened again
in April, to approach 9% in year-on-year terms, as all seg-
ments recorded high growth. Developments in construc-
tion in April and May were weaker than expected, alt-
hough the slowdown was temporary, given the optimism

B e 12m. to 12m. to 2017 2017 2017 2017 2017
Apr.16 Apr.17 Feb.17 Mar.17 Apr.17 Jan. 17 Apr.17
y-0-y in % monthly ++
Industrial production: - total * 5.6 7.5 7.6 9.3 7.8 1.5 2.9
- manufacturing 6.4 8.5 7.6 10.1 8.0 1.6 2.8
Construction: - total ** -154 5.5 211 41.5 27.8 1.5 17.4
- buildings 4.8 15.0 25.7 56.2 50.9 13.7 9.5
- civil engineering -19.1 -12.7 21.7 371 19.4 -1.8 24.4
Trade (volume turnover)
Total retail frade 0.9 7.8 15.4 13.0 9.6 4.6 1.8
Retail frade ex cept automotive fuel 1.9 34 0.9 7.5 3.6 0.6 1.6
- food, beverages, tobacco -0.3 -0.2 -1.4 4.7 2.1 0.4 1.7
- non-food (ex cept automotive fuel) 39 6.9 33 10.3 4.2 0.9 1.8
Retail rade and repair of motor vehicles 17.4 19.7 15.5 16.7 18.6 438 42
Private sector services *** + 5.1 4.9 7.3 8.2 8.7 1.9 2.8
Transport and storage + 3.0 59 10.9 13.1 10.6 25 4.8

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).
Source: SORS, Bank of Slovenia calculations.
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of construction firms. Growth in industrial production also
remains very high, as strong growth in exports has been
joined by demand on the domestic market. Only monthly
growth in retail turnover stalled, although in May it was
still up almost 8% in year-on-year terms. The rapid
growth in the domestic market and consequently in import
demand is outpacing export growth, at least in value
terms.
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Labour Market

Developments on the labour market remained favourable at the beginning of the year. Employment growth
strengthened again in the first quarter to 2.6%, the largest contributions to the growth coming from industry,
and the combined sector of trade and repair of motor vehicles, transportation and storage, and accommoda-
tion and food services. While employment has been growing at an increasing rate, growth in the number of self
-employed is slowing. According to the results of various surveys of employment expectations, employment
growth is also forecast for the coming months. The fall in the number of unemployed has strengthened further
in recent months. Unemployment stood at 84,793 in June, down 15% in year-on-year terms, and at the level of
2009. The fall in unemployment in the first half of the year was attributable to a decline in inflows into unem-
ployment, which was larger than the decline in outflows. The average year-on-year growth in nominal gross
wages over the first four months of the year was down on last year, while high employment growth took year-
on-year growth in the nominal wage bill to its highest rate of the last nine years. At the same time the rise in
inflation meant that average growth in the real wage bill over the first four months of the year was less than
last year’s average growth.

Figure 3.1: Contributions to employment growth
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2 The employment analysis uses quarterly national accounts figures. According to the monthly SORS statistics, growth in the workforce in employ-
ment averaged 1.6% last year. The discrepancy is the product of the different methodologies used to monitor employment. The national accounts
figures for employment include permanent employees, self-employed and assisting family members in private farming, self-employed in other
household activities, student work and other forms of temporary employment, employment in sea and coastal transport on Slovenian vessels, and
employment at Slovenian diplomatic and consular offices in the rest of the world. The monthly figures only count employees with employment
contracts and the self-employed in the workforce in employment.

3Public administration and defence, education, human health and social work activities (Sectors O, P and Q under the SKD 2008).
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Figure 3.2: Expected employment*
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largest contributions to the strengthened employment
growth came from trade and repair of motor vehicles,
transportation and storage, and accommodation and food
services, followed by industry, mostly public services, and
professional, scientific and technical activities and admin-
istrative and support service activities. The monthly fig-
ures, which provide for a more detailed view across indi-
vidual sectors, show that the largest contributions to
growth in the workforce in employment in the first quarter
came from manufacturing, administrative and support
service activities, and wholesale and retail trade and re-
pair of motor vehicles and motorcycles. A fall in the work-
force in employment was recorded by agriculture, forestry
and fishing, mining and quarrying, electricity, gas, steam
and air conditioning supply, financial and insurance activi-
ties, and activities of households as employers, undiffer-
entiated goods- and services-producing activities of
households for own use.

The rise in the number of vacancies continued in the
first quarter of this year. According to the SURS survey,
the number of vacancies stood at 15,362 in the first quar-
ter, the highest figure since measurement began, and
was up just over 24% in year-on-year terms.4 Manufactur-
ing and construction accounted for almost half of the noti-
fied vacancies, construction having also recorded the
largest year-on-year rise in the number of vacancies. A

Figure 3.3: Shortage of labour in manufacturing
% of enerprises

; ; ; ‘ ‘ 35
—shortage of labour in general
30 \ _ ; 30
\ shortage of skilled labour /
25 / 25
20 / 20

BNPR= :
5 \\/ [+ 5

08 09
Source: SORS.

rise in the number of vacancies was also recorded by the
Employment Service (ZRSZ), where employers notified
12,492 vacancies in May. The largest demand was for
elementary occupations in manufacturing, sales staff, and
drivers of heavy goods vehicles and tractor units.

In line with high economic growth and corporate opti-
mism, the outlook with regard to employment is im-
proving. The employment expectations expressed in the
SURS survey improved in all sectors covered by the sur-
vey. The highest demand for employment in the summer
is expected to come from retail. A similar picture is pre-
sented by Manpower, an HR firm, which is forecasting
employment growth in the third quarter in all sectors of
the economy, most notably in construction, financial and
business services, insurance, real estate, and transport,
logistics and communications. According to seasonally
adjusted figures, the employment forecast is up 5 per-
centage points on the same period last year, but down on
the previous quarter. Another indication of further employ-
ment growth came from the Employment Service survey
entitled Employment Preview 2017/1, in which employers
forecast employment growth of 2% for the second half of
2017. The largest growth in employment is forecast by
employers in the sectors of construction, and administra-
tive and support service activities, which includes employ-
ment activities. In addition to a seasonal effect, the for-

4 |In April 2013 the Labour Market Regulation Act abolished the mandatory notification of vacancies at the Employment Service for all employers
other than the public sector and firms under majority government ownership. Between April 2013 and the end of 2014 the figures were no longer
complete, for which reason SORS has conducted independent surveying of vacancies since the first quarter of 2015. The sample framework
includes all business entities with at least one employee whose primary registered business activity was in one of Sectors B to S.
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Box 3.1: Employment of agency workers by activity

Employment in the "employment activities" group, which in-
cludes staffing agencies, has been growing since the end of
2016. Over the first four months of the year the year-on-year
growth in the workforce in employment averaged over 18%.
Agency workers recruitment strengthened significantly in
2014, when it increased by as much as 91%. Afterwards, the
growth slowed down and only began to increase again in the
last quarter of 2016.

The growth of agency workers' employment was also record-
ed by the Ministry of Labour, Family, Social Affairs and Equal
Opportunities (MDDSZ). Once a year the staffing agencies
are obliged to provide the MDDSZ with a statistical report
covering the number and characteristics of posted workers.
Last year more than 20,000 workers were posted, which is
3.7% more than in 2015. 57% of agency workers were em-
ployed temporarily and 97% were posted to work in Slovenia,
with 41% of them in the Central Slovenia region. According to
citizenship, 75% of posted workers were Slovenian citizens,
while 11% were citizens of Bosnia and Herzegovina. Most of
the workers (68% last year) were posted to manufacturing,
while some less to professional, scientific and technical activi-
ties, and to wholesale and retail trade, repair of motor vehi-
cles and motorcycles.

If the monthly statistics on employment by individual activities
is adapted for the MDDSZ data on posted agency workers,
the annual growth rates of employment in some activities
slightly change. After the agency workers' employment termi-
nation, the staffing agencies post workers to work in other
activities, which results in unrealistic picture of employment
by activities as recorded by SORS.

Figure 1: Persons in employment
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According to adapted data, the employment growth in the
group of "other activities" increased exceptionally in 2015,
instead of the statistical 3% it increased for as much as 13%.
This reflects the small number of employees in this group, for
which employment growth was significantly affected by the
year-on-year increase in the number of agency workers from
the previous 250 to 1,700. In 2016, however, their decrease
by around 700 persons brought about a reversal in employ-
ment growth, which turned from a high statistical employment
growth (4%) into a negative one. In manufacturing, where
12,000 or 13,600 agency workers were posted in the last two
years, the year-on-year employment growth calculated on the
basis of adjusted data increased from statistical 1.5% to 5.0%
in 2015, and from 3.2% to 3.8% in 2016.

Figure 2: Growth rates of persons in employmentin
activities where most agency workers were posted

in %
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Figure 3: Activities where most agency workers
were posted
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mer is attributable to a burst of construction activity, while
the latter is an indication that employers will continue to
rely on staffing agencies. Similarly to May, the positions
most sought by employers included elementary occupa-
tions in manufacturing, drivers of heavy goods vehicles
and tractor units, and sales staff.

The structural mismatching on the labour market in-

creased slightly in the second quarter of 2017.5 The

gap between the shortage of skilled workers and the

shortage of workers in general, which is one of the indica-

tors of structural mismatching on the labour market, wid-

ened slightly, mostly as a result of an increased shortage
Table 3.1: Unemployment and employment

of skilled workers. Research by the Employment Service
also reveals the structural imbalances on the labour mar-
ket, as the occupations for which there is forecast de-
mand in the second half of the year include many in
which there has long been a shortfall, while furthermore
more than a third of employers report that they have al-
ready faced a shortfall of qualified personnel. There is a
particular shortage of technical profiles with specific
knowledge, and candidates for poorly paid or physically
demanding positions (e.g. drivers of heavy goods vehi-
cles and tractor units, elementary occupations in manu-
facturing, welders, and military personnel). Almost a third

2012 2013 2014 2015 2016 16Q1 16Q2 16Q3 16Q4 17Q1
in 1,000
Registered unemployed persons 110.2 119.8 1201 1127 103.2 1148 1025 974 97.9 1001
Unemployment rate in %
-LFS 89 101 98 90 80 89 78 73 81 78
- registered 120 131 131 123 112 125 111 106 106 10.8
Probability of transition between employ. and unemployment in %
- probability 1o find a job' 132 136 154 157 180 206 201 165 148 223
- probability 1o lose a job 28 28 26 25 23 30 19 20 24 27
in 1,000
Total employment® 937.3 926.8 930.9 9415 960.6 940.0 957.1 971.4 973.8 964.1
year-on-year growth in %
Persons in paid employ ment 13 27 05 13 22 16 22 23 27 32
Selfemployed 08 58 04 04 14 15 13 14 14 01
By sectors
A Agriculture, forestry and fishing -0 00 -01 -24 09 -08 -08 08 -11 -12
BCDE Manufacturing, mining and quarrying and other industry 11 19 03 09 28 25 30 29 26 26
F Construction 75 70 11 04 08 05 -08 -12 -05 15
GHI Trade, accommodation, transport 12 12 03 18 27 19 25 29 34 35
J Information and communication services 21 23 26 32 30 18 25 36 39 22
K Financial and insurance activities 17 28 21 12 19 18 22 18 -18 -18
L Real estate activities 14 05 09 14 05 00 00 00 19 18
MN Professional, technical and other business activities 05 01 26 32 29 26 28 27 35 38
RSTU Other activities 02 60 30 28 33 19 33 38 41 52
- mainly private sector (without O..Q)* 14 12 05 12 20 16 20 21 23 26
- mainly public services (O..Q)4 10 06 04 08 22 15 21 24 27 26
Total employment® 09 11 04 11 20 16 20 21 24 26

T 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.

5 The figure relates solely to manufacturing.
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of employers anticipate further difficulties in recruitment in
the future.

Unemployment

Unemployment is still falling rapidly. Registered un-
employment has been falling in year-on-year terms
since mid-2014. It stood at 84,793 in June, down 15% in
year-on-year terms, and at the level of 2009. The unem-
ployment rates are also falling. The surveyed unemploy-
ment rate stood at 7.8% in the first quarter, down just
over 1 percentage point in year-on-year terms, while the
registered unemployment rate stood at 9.8% in April,
down 1.7 percentage points in year-on-year terms. The

Figure 3.4: Unemployment
in %
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proportions of unemployed people with primary or lower
education and with tertiary education remain higher in
year-on-year terms, although the number of unemployed
in all education groups fell in year-on-year terms. Despite
the favourable developments on the labour market, the
proportion of long-term unemployed remains above 50%
and is still rising, as is the proportion of the long-term
unemployed who have been unemployed for more than
three years. The number in each category is falling in
year-on-year terms. Furthermore, the proportion of unem-
ployed people aged over 50 has been increasing since
2015, while the only age group to record an increase in
the number of unemployed was the over 60s.

Over the first six months of the year the number of
people newly registering as unemployed was almost
15,000 less than the number of deregistrations. The
number of people newly registering as unemployed was
down 9.1% on the same period last year, largely as a
result of a fall in the number of people registering as un-
employed because of the temporary employment termi-
nation. At the same time the number of deregistrations
was down 4.3% in year-on-year terms, largely as a result
of a decline in outflows to employment. The number of
new hires over the first four months of the year was up
2.6% in year-on-year terms. New hires in permanent em-
ployment recorded higher year-on-year growth than new
hires in temporary employment. The proportion of perma-
nent employment also increased, an indication of employ-
ers’ increased confidence in continuing economic growth.

Wage developments

Average year-on-year wage growth over the first four
months of the year was less than last year’s average.
Year-on-year growth in the average nominal gross wage
averaged 1.5% over the first four months of the year, less
than last year's average of 1.8%. Year-on-year growth
was higher in mostly public services (1.7%) than in the
private sector (1.4%). Growth in the average wage in the
private sector was practically unchanged from last year,
while in mostly public services it was down almost a half.
The latter is primarily attributable to promotions from the
end of 2015 dropping out of the year-on-year calcula-
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Table 3.2: Labour costs indicators

2012 2013 2014 2015 2016 16Q1 16Q2 16Q3 16Q4 17Q1
in EUR
Average gross wage 1531 1528 1545 1556 1584 1576 1566 1560 1636 1599
nominal year-on-year growth, %
Average net wage 04 06 08 04 17 20 13 15 18 19
Average gross wage 01 02 11 07 18 23 15 17 19 15
- mainly private sector (excl. 0..Q)" 09 07 14 08 13 17 11 09 15
- mainly public services (O..Q)1 22 23 02 06 33 39 28 37 29 ..
Average gross wage in manufacturing 25 28 33 21 21 24 17 15 28 22
Average real net wage2 23 -14 0.5 1.2 1.8 2.9 1.7 1.5 1.1 -0.1
Labour costs per hour worked® 03 21 19 09 30 07 15 39 59 27
Labour costs per hour worked in manufacturing® 30 06 36 05 32 08 11 33 77 34
Gross wage per unit of output4 19 02 15 05 14 17 08 14 17 -2
Gross wage per unit of output in manufacturing4 43 11 -18 15 .. 06 -27 16 06 -18
Unit labour costs*’ 08 05 -13 03 18 20 25 12 13 -10
Labour costs per employee5 10 05 13 14 22 26 32 16 15 16
Output per employee 18 00 27 12 05 06 07 03 02 27
Output per employee - manufacturing 1.7 17 51 06 30 45 31 22 41
HICP 28 19 04 08 02 09 04 00 07 20
GDP deflator 03 09 08 10 06 12 02 02 09 12

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

2HICP defilator.
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

employed (both based on national accounts).

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

Source: SORS, Bank of Slovenia calculations.

Figure 3.6: Nominal gross wages
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tions. In the private sector nominal gross wages have
increased in the majority of segments, while rates of more

28

than 3% have been recorded by mining and quarrying,
electricity, gas, steam and air conditioning supply, and
water supply, sewerage, waste management and remedi-
ation activities.

Growth in employment and wages continues to be
reflected in strengthening growth in the nominal
wage bill, which over the first four months of the year
recorded the highest figure of the last nine years.
Year-on-year growth in the nominal wage bill averaged
5% over the first four months of the year, as growth in the
private sector averaged 5.1% and growth in mostly public
services averaged 4.6%. The faster growth in the nominal
wage bill in the private sector is attributable to faster
growth in employment. Growth in the real wage bill aver-
aged 3% over the first four months of the year, just under
2 percentage points less than last year, as a result of the
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rise in inflation across the total economy. January’s year-
on-year growth in the average nominal gross wage was
higher than 4% in the sectors of mining and quarrying,
water supply, waste management, and manufacturing.

Last year’s growth in the nominal and real wage bill
was the highest since 2008. Growth in the nominal
wage bill stood at 4.6%, while growth in the real wage bill
stood at 4.8%. Growth in the nominal and real wage bills
stood at 5.6% and 5.8% respectively in mostly public ser-
vices, and at 4.2% and 4.4% in the private sector. The
main reason that growth was higher in mostly public ser-
vices than in the private sector was relatively higher wage
growth. Growth in the nominal and real wage bills was
higher in the private sector in December and January, as
a result of extraordinary payments in the private sector
and a base effect in mostly public services.
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Figure 3.7: Nominal and real total wage bill and average gross
wage per employee
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4 \ Current Account and Competitiveness Indicators

The current account surplus remains at a high level. In line with the strengthening of domestic final consump-
tion, intermediate consumption and investment, imports of merchandise and services increased sharply last
year and, even more so, this year, although exports increased by approximately the same amount at the same
time. As a result of the increase in imports, the ongoing widening of the merchandise trade surplus came to an
end in the last year. On the other hand, the surplus of trade in services increased further, in particular the sur-
pluses in transport services and construction services. The trade surplus has stood at almost a tenth of GDP
for more than a year, although the sharp increase in net outflows of earnings on direct investments have acted
to reduce the current account surplus over the last two years.

Slovenia’s competitiveness improved slightly in the first half of this year relative to the majority of its main trad-
ing partners outside the euro area. In the first quarter, exchange rate developments in particular had a positive
impact on euro area countries’ competitiveness in certain markets in Asia and Europe, and in the US. There
was no significant change in Slovenia’s price competitiveness on euro area markets, as higher growth in do-
mestic prices in the first quarter was followed by a renewed fall below the euro area average. Cost competi-
tiveness improved significantly in the first quarter, as domestic unit labour costs declined sharply.

Current account position Merchandise trade

The current account surplus remains roughly at its Merchandise exports increased sharply in the early
high level of the last three years, albeit with fluctua- part of the year, although growth in imports was even
tions. It amounted to 5.2% of GDP over the 12 months to stronger. Compared with the growth of around 5% seen
May, down 0.3 percentage points on a year earlier in the over the previous three years, when exports were already
wake of simultaneous strong growth in GDP. The surplus a notable driver of economic growth, the year-on-year
amounted to EUR 1,025 million over the first five months rate leaped to more than 11% during the first five months
of the year, slightly more than in the same period last of this year. Exports amounted to EUR 11.4 billion over
year. It remains dominated by the surplus of trade in ser-  the first five months of the year, compared with EUR 10.3
vices, which since the beginning of last year has also billion a year earlier. In line with the recovery in all com-
been the only component that is growing, the sharp in- ponents of domestic demand, there was an even larger
crease in the merchandise trade surplus having come to  jump in merchandise imports in the early part of the year:
an end. The trade surplus, i.e. the surplus of trade in mer- imports amounted to EUR 11.2 billion over the first five
chandise and services, thereby remains extremely high, months of the year, up 13.5% on the EUR 9.8 billion in
at between 9% and 10% of GDP. The overall current ac- the same period last year. Such a large increase was
count position has been narrowed over the last two years also attributable to a low base, imports having grown at
by the deficit in capital income of almost 4% of GDP. less than 3% over the previous three years when growth
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Figure4.1: Currentaccount components

% BDP, 12-month moving sums
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in domestic demand was relatively weak, and having not
grown at all for the two years before that, when domestic
demand contracted.

The merchandise trade surplus narrowed over the
first five months of the year. It amounted to EUR 620
million, compared with EUR 744 million over the same
period last year. Following last year's temporary decline,
it is increasing sharply again in monthly terms as a result
of this year's strengthening of exports, although by May it
had not yet reached the heights of the most recent period
of sustained low domestic demand. It amounted to 3.5%
of GDP over the 12 months to May.

Figure4.2: Goods trade
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Figure 4.3: Contributions to export growth by country groups
in percentage points (year-on-year), 3-month moving averages

Jother countries
16 - Emformer Yugoslavia excluding Croatia | L 16
mformer Soviet Union
14 4 mEEmembers of EU with their own currency | L 14
Eleuro area
12 -+ —total exports of goods, year-on-yearin % - L 12
10 | | 10
8 8
6 YN 6
SO LR eEra AR — F 4
2 AN LT ST TR el F2
0 r 0
2 2

2014 2015 2016
Source: SORS, Bank of Slovenia calculations.

2017

Trade in services

Exports of services have been growing particularly
strongly since the beginning of 2015, and gained ad-
ditional impetus in the second half of last year. Ex-
ports of services over the first five months of this year
were up 12% in year-on-year terms, compared with
growth of around 5% before 2015. Imports grew even
more slowly in previous years, but strengthened just over
half a year ago, the year-on-year rate of growth over the
first five months of this year reaching fully 11%. The sur-
plus of trade in services increased from EUR 822 million
over the first five months of last year to EUR 940 over the
first five months of this year. It amounted to 5.6% of GDP
over the 12 months to May.

Figure 4.4: Services exports
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The main factor in the year-on-year increase in the

surplus in recent years has been transport. Exports of

transport services over the first five months of the year

were up 12% in year-on-year terms, taking the surplus in
Table 4.1: Components of the current account
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transport services to EUR 411 million. The balance of
payments revision significantly reduced the estimated
value and dynamics in exports of travel services, which
over the first five months of the year were up just 6% in

in 12 months to
2014 2015 2016 May16 May17 15Q4 16Q1 16Q4 17Q1 May 16 May17__.

Current account balance 2179 1698 2,108
1. Goods 1,181 1,476 1,536
2. Services 1,697 1,860 2,174
2.1. Transport 715 821 932
2.2. Travel 1,315 1,276 1,337
2.3. Other -333 =237 94
3. Primary income 428 -1,263 -1,294
3.1. Labour income 120 201 149
3.2. Investment income 694 -1,557 -1,490
3.3. Other primary income 146 93 46
4. Secondary income 271 375 =309
Current account balance 5.8 4.4 83
1. Goods 3.2 3.8 3.9
2. Services 4.5 4.8 55
2.1. Transport 1.9 21 2.3
2.2. Travel 3.5 3.3 3.4
2.3. Other 0.9 0.6 0.2
3. Primary income -1.1 -3.3 -3.3
3.1. Labour income 0.3 0.5 0.4
3.2. Investment income -1.9 4.0 3.7
3.3. Other primary income 0.4 0.2 0.1
4. Secondary income 0.7 -1.0 0.8
Export of goods and services 5.6 4.9 5.0
Export of goods 59 4.7 4.0
Export of services 4.5 5.5 9.3
Transport 94 9.3 10.9
Travel 0.8 1.8 4.4
Other 4.9 6.5 12.9
Import of goods and services 4.4 3.6 4.2
Import of goods 3.8 3.6 4.0
Import of services 7.7 3.8 5.7
Transport 10.4 4.5 8.3
Travel 8.3 10.4 3.8
Other 7.6 1.3 55

in EUR million
2,167 2,115 416 677 343 561 153 182
1,752 1,413 338 484 227 375 17 75
1,997 2,293 485 467 526 507 169 203
877 964 210 215 228 241 82 0
1,316 1,332 312 311 322 272 104 109
-196 -4 -38 -59 24 6 -17 4
1,215 129 326 163 -3%8 233 -109 -79
192 143 58 42 36 37 13 13
-1,565 -1,514 373 -301 373 =371 -126 -96

99 73 -11 95 21 101 3 5
-307 -291 -81 -111 51 -88 -23 -17
in % of GDP

5.5 52 4.2 7.3 3.4 5.7 4.5 5.0
4.5 3.5 3.4 52 2.2 3.8 3.4 2.1
5.1 5.6 4.9 5.1 5.2 5.1 4.9 5.6
2.2 24 2.1 2.3 2.2 24 24 25
3.4 3.3 3.2 3.4 3.2 2.8 3.0 3.0
0.5 0.0 0.4 -0.6 0.2 -0.1 0.5 0.1
-3.3 -3.2 -3.3 -1.8 3.5 2.4 -3.2 2.2
0.5 0.3 0.6 0.5 0.4 0.4 0.4 0.3
4.0 3.7 -3.8 -3.3 3.7 -3.8 -3.7 2.7
0.3 0.2 0.1 1.0 0.2 1.0 0.1 0.1
0.8 0.7 0.8 -1.2 0.5 0.9 0.7 0.5
nominal year-on-year growth rates in %
52 7.6 3.9 4.2 56 126 85 144
4.8 6.8 29 3.1 40 131 79 140
7.1 10.7 8.1 9.1 12.1 106 113 164
102 M5 109 129 133 129 80 179
3.4 4.4 2.2 5.7 4.5 1.8 114 53
85 164 109 90 171 159 143  26.2
3.0 8.8 2.5 1.2 7.3 155 72 16.6
2.7 8.8 2.6 0.8 6.1 16.1 85 169
4.7 8.7 1.5 4.1 139 116 06 142
46 131 3.0 9.1 175  13.7 6.1 27.9
12.1 9.4 88 113 76 387 187 4.9
24 6.9 0.7 6.1 14.0 5.1 40 124

Note: Shares in GDP are calculated on the basis of monthly estimates of GDP.

Source: Bank of Slovenia.
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Figure 4.5: Services imports
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year-on-year terms, and were outpaced by imports for the
third consecutive year. Travel nevertheless still generates
the largest surplus in services, in the amount of EUR 505
million over the first five months of this year, although this
has been entirely stable for five years now according to
the revised figures. Construction also appeared among
the leading exporters of services for the first time last
year. Exports of construction services amounted to EUR
155 million over the first five months of the year, generat-
ing a surplus of EUR 116 million.

Primary and secondary income

The deficit in primary income amounted to EUR 401
million over the first five months of the year, while
the deficit in secondary income amounted to EUR 135
million. The combined deficit was slightly smaller than in
the same period last year, while developments in all the
main sub-categories have been roughly stable over the
last two years. Net inflows of labour income over the pre-
ceding 12 months amounted to 0.3% of GDP, while the
significantly larger transactions in private-sector current
transfers were roughly balanced. The deficit in official
current transfers and other primary income amounted to
0.6% of GDP. The largest flows were recorded by capital
income, where the deficit over the preceding 12 months
amounted to 3.7% of GDP, slightly less than a year earli-
er, but almost double the relatively stable deficit recorded
between 2007 and 2014.

34

Figure 4.6: Net primary income
flows in EUR mio(12-month sums)
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Figure 4.7: Net secondary income
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Net outflows of capital income amounted to USD 578
million over the first five months of the year. The
breakdown of capital income has changed significantly in
recent years. Net interest payments on loans and depos-
its over the first five months of the year declined to just
EUR 11 million, while net interest payments on securities
amounted to EUR 134 million, compared with EUR 246
million in the same period two years ago, when they
peaked. On the other hand, there was a sharp increase in
net outflows of earnings on direct investments, which
amounted to EUR 434 million over the first five months of
the year, compared with EUR 342 million in the same
period last year, having only rarely exceeded EUR 200
million before 2015.
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Figure 4.8: Nominal harmonised competitiveness indicator
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Selected competitiveness indicators

Slovenia’s price competitiveness on markets outside
the euro area was favourably impacted by the depre-
ciation of the euro in the first quarter. After rising in
2016, Slovenia’s nominal harmonised competitiveness
indicator, which reflects the movement of the euro
against a basket of currencies of major trading partners,
declined by 0.6% in year-on-year terms in the first quarter
of this year. This was attributable to the euro’s fall against
the Japanese yen, the US dollar, the Russian ruble, the
Hungarian forint and the Croatian kuna. The favourable
developments from the perspective of export price com-

Figure 4.9: Harmonised price competitiveness indicators
(based on HICP/CPI deflators)
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Figure 4.10: Labour productivity, ULC and compensation per
employee - total economy, Slovenia
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petitiveness came to an end after April, as the euro be-
gan rising again. Despite the rise in the euro in recent
months, its exchange rate against the US dollar still re-
mains down 16% on its average of 2014.

There was no significant change in Slovenia’s price
competitiveness in the euro area in the first half of
this year, as higher growth in domestic prices in the
first quarter was followed by a fall below the euro
area average. Of the main euro area partners, only Aus-
tria recorded faster price growth in the first quarter, while
prices in Germany, Italy and France rose by less. Slove-
nia’s harmonised price competitiveness indicator meas-
ured against the other euro area countries was up 0.2%

Figure 4.11: Nominal unit labour costs in relative terms
indices 2005 = 100, Slovenia compared to EA
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Box 4.1: Revised balance of payments for the period 2012—2016

In June this year, the balance of payments and external posi-
tion was revised for the period between 2012 and 2016. The
revisions predominately reflected lower surplus in the current
account of the balance of payments, especially for 2016,
when it was reduced from EUR 2.7 billion to EUR 2.1 billion,
or in terms of percentage in BDP, from 6.8% to 5.3%. Addi-
tionally, the net errors and omissions decreased over the
entire period, especially in 2016 from EUR -1.4 billion to EUR
-0.7 billion.

The major revisions were made for the following items:

Net inflows of labour income: SORS revised data on labour
income receipts. The revision was due to substantial asym-
metries (especially with Austria). Based on experience with
unreliability of data from the Labour Force Survey (LFS), this
data source was replaced with an administrative one that
includes income tax returns and bilateral data. The 2016 revi-
sion was reflected in the shrinkage of the current account
surplus for EUR 156 million (a similar level of decrease is
characteristic through the years 2012 to 2015).

Export of travel services: The average consumption of day-
trippers and fransit passengers was revised due to a signifi-
cant decrease in these numbers (source: TU_POTNIKI SORS
survey for 2016). According to the 2013 survey, the average
consumption of day-trippers was EUR 39, while that of transit
passengers was EUR 13.5. According to the 2016 survey, the
average consumption of day-trippers is EUR 35 and transit
passengers is EUR 11.5. Based on this data, the export of
travel services in 2015 was reduced by EUR 159 million,
while in 2016 it was reduced by EUR 156 million.

Figure 1: Balance of payments before and after
revision in million EUR
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EU transfers: SORS revised the EU transfers from 2013
onwards. The revision excluded from the capital transfers the
inaccurately used funds (investments), which the state had to
return. Largest amount of inaccurately used funds was in
2014 (EUR 78 million). The aforementioned change has also
affected the financial account, namely in neutralization (within
other receivables).

Reinvested earnings: Before the revision of reinvested prof-
its within direct investments abroad, the forecast for 2016
included EUR 89 million negative reinvested earnings based
on previous estimates. After the revision, the actual data for
2016 shows an increase in reinvested earnings of EUR 19
million. Regarding foreign direct investments in Slovenia, on
the basis of the estimates before the 2016 revision, it was
projected that foreign owners reinvested EUR 196 million in
profits; the reinvested amount after the revision stood at EUR
577 million. The revision of the reinvested earnings affects the
current and the financial account, which renders the impact
on the net error neutral contributing EUR 273 million to lower
surplus of the current account in 2016.

Government debt securities: Between 2012 and 2014 Slo-
venian government issued bonds denominated in US dollars
that were before the revision reported in euros at a fixed rate
(source: direct securities reporting). Based on the Eurostat
requirement and in accordance with ESA 2010, the value of
issued securities after the revision is reported at the current
EUR/USD exchange rate and not at a fixed one. As a conse-
quence, transactions in issued securities in 2016 increased
by EUR 877 billion (before the revision they stood at -1.6

Figure 2: Net international investment position before and
after revision in million EUR
EUR million
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billion EUR and after the revision at -2.5 billion EUR), which
represents the actual value of redemptions.

Government derivatives: Concurrently with the revision of
the government debt securities, data on the financial deriva-
tives related to securities transactions (currency swaps),

in year-on-year terms in the first quarter. These develop-
ments did not continue in the second quarter, as domes-
tic inflation again slid below the euro area average.

Cost competitiveness against the euro area is contin-
uing to improve. Because the increase in economic
growth in the first quarter was not tracked by growth in
employment and wages, unit labour costs (ULCs) in the
Slovenian economy declined by 1% in year-on-year
terms. Growth in average ULCs across the euro area
remained positive at the same time. Relative nominal
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whose source is the financial accounts statistics, were also
revised. Net transactions in financial derivatives decreased
especially in 2016, by EUR 265 million (before the revision it
amounted to EUR 50 million).

ULCs in the total economy in Slovenia, and particularly in
manufacturing, which is more exposed to international
competition, further approached the euro area average in
the first quarter. An improvement at the level of the total
economy has thus been occurring since the third quarter
of last year, when the effect of rising wages in the public
sector waned, while in manufacturing it has been occur-
ring since the beginning of 2016, when there was an ac-
celeration in growth in value-added.
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5 ‘ Financing of Non-Financial Corporations,
Households and Banks

The financial accounts reveal non-financial corporations to have continued the deleveraging process in 2016,
and that it is now coming to an end. This is indicated by the increase in bank loans in early 2017, which are
gradually complementing internal resources. The outlook on the labour market and the residential real estate
market promises sustained growth in household loans in the future. In their investment breakdown non-
financial corporations significantly increased trade credits to non-residents, which is coinciding with the im-
proved international environment and increased exports. Bank deposits are increasing markedly, for both non-
financial corporations and households. This is increasing the pressure on the sustainability of bank funding
from the perspective of maturity matching of assets and liabilities, as sight deposits now account for two-thirds
of total liabilities. The banks are intensively reducing their credit operations with the rest non-residents. Con-
trastingly, the investments in foreign government debt securities are increasing. On the funding side, whole-
sale funding is being replaced by domestic household deposits and long-term funding from the ECB.

Saving-investment gap The closing of the saving-investment gap can be ex-

by institutional sector pected to pick up pace in the future. Bank lending to
non-financial corporations has become positive, while

The surplus of saving over investment amounted to  geyelopments on the real estate market and the continu-

3.7% of GDP in the first quarter of this year, down 0.3 ing positive dynamic on the labour market suggest the

percentage points in year-on-year terms. In the sec-

ond half of last year and in early 2017 the closing of the

saving-investment gap proceeded more slowly than ex- Figure3.1: Saving-investment gap

pected. Despite an increase in borrowings via bank o - 8PP #quartermoving sum of flows . R
. . . 18 -/ Drest of the world —non-financial corporations | 1g
loans, net saving by non-financial corporations and 16 4 —banks —government L 16
households increased slightly in the first quarter. The 13 7 rerEanels i A [
latter was primarily the result of the ongoing increase in 13 Ir \"\ AO
sight deposits, in line with the persistent environment of 2 ,—\\: 2
low returns. In addition, non-financial corporations are 2 ’m L - )
further reducing their liabilities from debt securities and 2 i H H HiE ﬂ ,,,,,,,,,,,,,,,,,,, . ?2
other (non-bank) loans. In contrast to debt financing, non- fg — = fg
financial corporations are continuing to increase their _1'8 :?0
liabilities from equity. The banks are increasingly limiting 1% 1421
their funding from wholesale sources, and on the invest- -16 -16

ment side are focusing more on lending to domestic non- 2012 2013 2014 2015 2016 2017
. . . Sources: Bank of Slovenia - nonconsolidated financial accounts, SORS.
financial corporations and households.
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continuation of the lending cycle in the household portfo-
lio.

Financial assets and financing of
non-financial corporations

The deficit in non-financial corporations’ financial
assets relative to liabilities diminished by EUR 0.9
billion in year-on-year terms in the first quarter. This
was primarily attributable to the ongoing deleveraging
process, which is now slowing and coming to an end after
five years. This is evidenced by the quarterly increase in
bank loans in the final quarter of last year (EUR 450 mil-
lion),8 which continued a ta lesser extent in the first quar-
ter of this year (EUR 40 million), in parallel with a further
decline in liabilities from other sources of debt financing
(debt securities, business-to-business lending and gov-
ernment loans).

The decline in corporate indebtedness is giving room
to increase debt financing. Corporate indebtedness is
down 45% on 2012, and amounts to 62% of GDP, signifi-
cantly less than the average across the euro area (104%
of GDP), and less than the threshold of 90% that empiri-
cal findings suggest as the limit for the sustainability of
corporate debt.” The structure of deleveraging is also
favourable, as in 2016 it was primarily attributable to re-

Figure 5.2: Financial liabilities of NFCs (S.11)
EUR billion, 4-quarter moving sums of transactions
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Figure 5.3: Financial assets of NFCs (S.11)
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valuations. This is evidence of the intensive clean-up of
the unhealthy parts of corporate balance sheets, making
non-financial corporations more attractive for bank financ-
ing.

Non-financial corporations’ financial assets
creased by EUR 1.8 billion in the first quarter of this
year. Other accounts receivable (trade credits and ad-
vances) account for the largest proportion of non-financial
corporations’ financial assets, within which there was a
pronounced increase (of 6%) in exposures to non-
residents in 2016, an indication of more intense involve-
ment in global value chains and the improved external
environment. Alongside other accounts receivable, in-
vestments in equity account for a significant proportion of
financial assets (35%).8 The trend of growth in assets in
the form of currency and deposits continued in the first
quarter of this year (they were up 11% in year-on-year
terms), which is coinciding with the high profits generated
in the previous period.

in-

Household financial assets
and financing

The surplus in households’ financial assets over lia-
bilities increased by EUR 0.9 billion in the first quar-

& Transactions excluding revaluations.

7Chen et al. (2015). Private Sector Deleveraging and Growth Following Busts. IMF WP/15/35.

8 In the event of any reversal in monetary policy and its adverse impact on asset prices in particular, the latter could indicate a certain sensitivity in
the investment structure, and a potential reduction in the capacity to obtain new funding via a decline in collateral values. Experience in the case
of the US suggests that the normalisation of monetary policy will not have a pronounced adverse impact on share markets.
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policies often include the offer of such instruments in ex-

Figure 5.4: Financial assets of households (S.14 and S.15) .
change for more favourable borrowing terms.

EUR million, 4 -quarter moving sum of transactions
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Box 5.1: Bank performance during the first five months of 2017

The positive dynamic in year-on-year growth in loans to the
non-banking sector is increasing. The importance of deposits
by the non-banking sector to bank funding is increasing. The
quality of the credit portfolio has improved further. The banks’
capital adequacy declined slightly, but remains above the
euro area average.

Year-on-year growth in total assets was positive in May for
the third consecutive month, at 1.5%. Corporate loans and
household loans are both increasing, while the stock of secu-
rities and other highly liquid forms of asset on bank balance
sheet is being maintained at high levels. On the funding side,
the banks reduced their debt on the wholesale markets over
the first five months of the year, and saw an increase in de-
posits by the non-banking sector, which was primarily attribut-
able to the inflow of household deposits.

Growth in loans to the non-banking sector has been positive
since last December. The stock of loans to the non-banking
sector in May was up 3.7% in year-on-year terms. The main
increase over the first five months of the year was recorded
by loans to households and non-financial corporations, while
loans to the government sector declined. Loans to non-
financial corporations have increased by significantly less
than household loans in nominal terms this year. After a long
period in negative territory, year-on-year growth in loans to
non-financial corporations turned positive in February and
reached 3.4% by the end of May. Year-on-year growth is
highest at the large domestic banks, at 6.0%, and close to 2%
at the banks under majority foreign ownership, while it re-
mains negative at the small domestic banks.

Figure 1: Loans to non-banking sector
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Growth in household loans strengthened slightly, reaching
6.9% by the end of May. The small domestic banks recorded
the highest growth of 8.7%, while growth at the large domes-
tic banks is slightly above the average across the system.
Growth in housing loans has been a fraction over 5% in re-
cent months, and reached 5.2% in May. The domestic banks
in particular are recording growth. Growth in consumer loans
has been positive since last April, and increased to 11.6%.
The increase in consumer lending has coincided with the
improvement in the economic situation and the situation on
the labour market. While last year the net increase in housing
loans strongly exceeded the net increase in consumer loans,
this year the net increases have been comparable in nominal
terms. The stock of housing loans on bank balance sheet is
nevertheless 2.6 times that of consumer loans.

The change in the breakdown of Slovenian banks’ funding
has continued in 2017. Deposits by the non-banking sector
gained further in importance, and accounted for just over 71%
of all funding in May 2017. The stock of wholesale funding is
declining as expected, albeit more slowly than in previous
years, as a large proportion of the debt to the rest of the world
has already been repaid. After a reduction in debt to the Eu-
rosystem in previous years, the stock of such liabilities in-
creased in the first half of this year, taking the proportion that
they account for to 3.1%. The banks exploited the opportunity
to take up funding at a favourable price, and participated in
the most recent targeted longer-term refinancing operations
(TLTRO II) at the ECB.

Figure 2: Percentage breakdown of
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Figure 3: ROE, net interest margin on interest-bearing assets
and ratio of impairment and provisioning costs to total assets
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Growth in deposits by the non-banking sector is strengthening
further. The year-on-year rate reached 5.8% in May, which
was largely attributable to household deposits. Growth in
deposits by non-financial corporations remains volatile, albeit
at a relatively low level. Growth in household deposits has
slowed in the last three months, but remains solid. The year-
on-year rate reached 5.7% in May. The traditional behaviour
of Slovenian savers and their aversion to alternative invest-
ments are expected to continue having a positive impact on
growth in household deposits. In the wake of persistently low
interest rates, the average maturity of deposits by the non-
banking sector is continuing to shorten. The proportion of total
deposits accounted for by sight deposits reached 66% in
May, up 6.5 percentage points on the same month last year.
Given their large excess liquidity and income pressure, the
banks have held deposit rates at minimal levels in both the
short-term and long-term segments, and thereby below the
euro area average.

The quality of the credit portfolio as measured by the NPE
ratio in line with the broader EBA definition has been improv-
ing in 2017. The NPE ratio stood at 7.7% in May, down 0.8
percentage points on the end of 2016. The stock of NPEs
amounted to EUR 3.2 billion, down EUR 305 million on the
end of 2016. Although the majority of the decline is attributa-
ble to a decline in NPEs to corporates, they still account for
two-thirds of the banking system’'s NPEs. The NPE ratio for
corporates stood at 15.3%, down 1.6 percentage points on
December 2016. Within the corporate sector, there was a
notable improvement over the first five months of the year in
the sectors of manufacturing, accommodation and food ser-
vice activities, construction, and real estate activities. SMEs
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Figure 4: Capital adequacy ratio (CAR) - comparison between
EMU and Slovenian banking system
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account for 57% of NPEs to corporates, and have a large
concentration of non-performing claims in the real estate ac-
tivities sector, although even here the NPE ratio is down on
the end of 2016.

The banks generated a solid pre-tax profit of EUR 210 million
over the first five months of the year. Profit in the banking
system was nevertheless down 14% in year-on-year terms,
primarily as a result of a decline in gross income. The banking
system’s gross income was down 5.6% in year-on-year
terms, as a result of a decline in net interest income, and a
decline in net non-interest income. The contraction in net
interest is still large: it stood at 8.4% over the first five months
of the year, and 10% when calculated over the preceding 12
months. As a result the net interest margin declined slightly
further to 1.84%. As in the same period last year, this year the
banks again released net impairments and provisions, in the
amount of EUR 15 million. Operating costs remain compara-
ble to the same period last year. The banks have recently
generated solid profit, despite the decline in net interest in-
come and gross income.

The capital adequacy of the Slovenian banking system de-
clined slightly in the first quarter, but nevertheless remains
above the euro area average. The total capital ratio reached
20.6% in March on an individual basis, and 18.8% on a con-
solidated basis. The decline was attributable to a larger in-
crease in capital requirements than in regulatory capital. In
the last few years the banks increased capital adequacy on
account of a contraction in lending activity and thus in capital
requirements, but in the wake of gradual growth in loans
since the end of 2016 capital requirements have been in-
creasing accordingly. The maintenance of capital adequacy in
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the future will depend on the ability to generate internal capi-
tal, particularly in the event of the further strengthening of
lending activity. The small domestic banks and savings banks
remain the weakest in capital terms. Their capital adequacy

Figure 5.7: Selected assets of domestic banks
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also declined significantly, by 20%. At the same time ex-
posure to securities issued abroad is increasing. The
banking system’s portfolio of domestic securities declined
by EUR 1 billion in 2016, while its portfolio of foreign gov-
ernment debt securities increased. In terms of funding
structure, the banks are increasingly paying down debt
on the wholesale markets, where interbank loans de-
clined by 20%. The latter is for now not having an impact
on domestic intermediation activity. Loans to domestic
households have been increasing continuously for two
years now, while loans to non-financial corporations in
the early part of the year were up 2.5% in year-on-year.

Domestic financial market

Investor sentiment on the domestic stock market re-
mained positive in the second quarter of this year.
The SBI TOP rose by 11.2% over the first five months of
the year. After an initial leap, the rise in the domestic
stock market index slowed in the second quarter, but it
has nevertheless outperformed the average across the
euro area. The average monthly volume of trading in
shares over the first five months of the year was up
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declined in the first quarter, and remains significantly below
the average for the Slovenian banking system and the com-
parable average across the euro area.

Figure 5.8: Market capitalisation on the LJSE and
annual turnover ratios (TR)

in EUR billion in%
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Source: Ljubljana Stock Exchange (LJSE), Bank of Slovenia calculations.

28.4% in year-on-year terms at EUR 29.6 million. The
concentration of volume remains high: more than 55% of
the total volume in shares related to just three issuers
listed on the prime market. The market capitalisation of
shares increased by 4.8% over the same period to EUR
5.2 billion. The increase in market capitalisation was at-
tributable to investors’ positive sentiment, while shares
continue to be delisted. The decline in the proportion of
the market capitalisation of shares on the Ljubljana Stock
Exchange accounted for by non-residents has continued.
The proportion accounted for by non-residents declined
by 3.2 percentage points over the first five months of the
year t0 23.4%.

The market capitalisation of bonds increased by 18%
over the first five months of the year to EUR 24.9 bil-
lion. The increase in market capitalisation was attributa-
ble to additional issuance of government bonds for the
purpose of restructuring government debt, which envisag-
es the replacement of bonds denominated in US dollars
with euro-denominated bonds. The average monthly vol-
ume remains modest, at EUR 1.5 million. The concentra-
tion of volume of trading in bonds is even higher than that
of shares: more than 65% of the total volume related to
just three corporate bonds. Issuance of debt securities
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6 ‘ Public Finances

Slovenia plans a reduction in the general government deficit to 0.8% of GDP this year, 1 percentage point less
than last year. The deficit is expected to continue narrowing in the following years, and to then turn into a sur-
plus. The objective of fiscal policy remains a balanced structural position by 2020. Slovenia has been generat-
ing a primary fiscal surplus since 2015. The general government deficit declined in the first quarter of this year.

The general government debt increased in the first quarter of this year, but is expected to decline again to
stand at 77.0% of GDP at the end of the year. In March and May the government executed further transactions
to convert US dollar debt into euro-denominated debt, thereby lengthening the average maturity of its debt and
reducing its cost. The borrowing terms remain favourable.

The European Commission’s assessment is that Slovenia was compliant with the rules of the Stability and
Growth Pact in the last year, but that this year there is a risk of some deviation, followed by a risk of significant
deviation from the rules of the Pact next year.

The risks in the fiscal area are related to the upward pressure on expenditure from various interest groups,
which has been strengthened by the favourable economic situation, while an electoral period is also approach-
ing. The risks also relate to possible one-off factors, and to the high level of implicit and potential liabilities.

According to these forecasts, the general government
debt in the euro area was forecast to reach 90.3% of
GDP by the end of the year, significantly higher than the
forecasts for Slovenia.

General government deficit

The general government deficit amounted to 1.8% of
GDP in 2016, while the general government debt
stood at 79.7% of GDP at the end of the year. The defi-
cit narrowed during the first quarter, and is planned to
amount to 0.8% of GDP this year according to the Minis-
try of Finance. In April's update to the Stability Pro-

General government revenues increased in the first
quarter as a result of the favourable economic situa-
tion, although revenues from the EU budget remained

gramme the Ministry of Finance outlined its plan for fur-
ther fiscal consolidation. The deficit is expected to narrow
by 1 percentage point to 0.8% of GDP this year. The defi-
cit narrowed during the first quarter, and amounted to
1.4% over the last four quarters. In May the European
Commission forecast that the deficit would amount to
1.4% of GDP this year, more than planned by the govern-
ment, and at the same level as the euro area overall.
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at a low level. General government revenues in the first
quarter were up 7.4% in year-on-year terms. Revenues
from taxes and contributions were up 7.3% in year-on-
year terms, outperforming their growth of the last few
years. Employment is strengthening, as are wages to a
lesser extent, which is being reflected in solid growth in
net social security contributions and revenues from per-
sonal income tax. Last year, particularly late in the year,
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Table 6.1: General government deficit and debt in Slovenia 2012-2019

Draft Budgetary

SORS Stability Programme EC
2017 Plan
% GDP 2013 2014 2015 2016 (1) 2016 2017 2018 2017 2018 2019 2020 2017 2018
Revenue 452 447 452 436 435 429 430 425 435 437 430 424 434 429
Expenditure 60.3 50.1 481 455 454 451 443 433 444 439 428 419 448 44.0
of which: interest 26 33 33 32 32 28 24 23 24 21 2 18 30 28
Net lending (+) / borrowing (-) -151 54 29 -18 -19 22 -13 -08 08 02 02 04 14 12
excl. support to fin. institutions 50 -44 -29 -18 -19 22 13 -08 08 -02 02 04 14 1.2
Primary balance -125 21 04 14 13 06 12 15 16 19 22 21 16 1.6
Structural balance 1.5 08 -09 06 03 01 00 -1.8 23
Debt 7.0 809 831 79.7 814 802 782 76.5 77 743 709 675 77.8 755
Real GDP (growth, %) 11 31 23 25 53 23 29 26 36 32 26 26 33 31

Note: For 2017 data from the first quarter is used.

Source: SORS (realization), Draft Budgetary Plan (Ministry of Finance, October 2016), Stability Programme (Ministry of Finance, April 2017),

European Commission (May 2017).

Figure 6.1: General governmentrevenue

contributions to year-on-year growth in p.p.
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and in the first quarter of this year, in the wake of growth
in disposable income there was also a significant in-
crease in private consumption, and thus in revenues from
indirect taxation. VAT revenues increased by 6.2%. Cor-
porate income tax revenues also continued to increase.
Capital transfers declined significantly last year as a re-
sult of the slow beginning to the disbursement of funds
from the new European financial framework. The decline
continued in the first quarter of this year, although the low
base meant that it was no longer as pronounced.

General government expenditure recorded growth in
the first quarter, albeit significantly less than govern-
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Figure 6.2: General government expenditure excluding
supportto financial institutions
contributions to y-o-y growth in p.p.
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ment revenues, but there was growth in multiple
types of expenditure, which was attributable to the
ongoing relaxation of austerity measures. General
government expenditure was up 2.7% in year-on-year
terms. Expenditure on compensation of employees has
continued to grow this year. Having increased by 1.5%
last year, employment in the government sector was up
2.3% in year-on-year terms in the first quarter of this year.
The average wage in the government sector is also in-
creasing: it was up 0.9% in the first quarter. The increase
was primarily attributable to September’s rise in the wage
scale, and promotions at the end of the year. There was
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Box 6.1: Public finance developments according to cash flow methodology

. . . Figure 1: Public finance developments
The consolidated general government deficit is narrowing in g .

the favourable economic situation. It amounted to EUR 85 8 :
million over the first four months of the year, EUR 360 million 12-month moving sum
narrower in year-on-year terms. The deficit was registered 6 ‘\ 4 6
primarily in the state budget (EUR 135 million), while the ; /\ /\ ; ’

year-on-year growth in %, national methodology 8

Health Insurance Institute also recorded a small deficit (EUR /\/ k/f/—\ ‘\

2 million). Local government budgets recorded a surplus posi- 2 / A\, \V N\

tion overall (EUR 49 million), up slightly on last year. The / /\/\[\

state budget recorded a total surplus of EUR 199 million in 0 mE

May and June, up EUR 79 million on the same period last P Jm H HHHH

year.

Revenues over the first four months of the year were up 9.0% 4 PR Ebalance (in % GDP)  —revenue 4
in year-on-year terms. There was an increase in tax reve- P of which: tax revenue  — expenditure 5
nues, a reflection of the favourable economic situation, pri- 2014 2015 2016 2017

marily as a result of further improvement in the conditions on Source: SORS, Ministry of Finance, Bank of Slovenia calculations.

the labour market, and also in non-tax revenues. Growth in
revenues from taxes and contributions stood at 7.3%, and at
6.9% over the first six months of the year. The highest growth
was recorded by corporate income tax, as a result of settle-
ments for the previous year, which are usually paid mainly in
April but were deferred to May last year. The high growth in
non-tax revenues is attributable to a year-on-year increase in

dividend payments, which were paid into the budget in April,
and in an even larger sum in May. Revenues from the EU
budget were approximately unchanged in year-on-year terms
over the first four months of the year, and were down in year-
on-year terms over the next two months.

Table 1: Consolidated* general government

2016 last 12 months to Jan. 17 2016 2017 Jan.-Apr.17
Jan.-Apr. Jan.-Apr.

EUR millions % GDP y-0y, % EUR millions y-0y, %
Revenue 15,842 16,294 40.2 39 5,038 5,490 9.0
Tax revenue 14,240 14,577 35.9 5.5 4,589 4,926 7.3
- goods and services 5,433 5,569 13.7 4.6 1,703 1,839 8.0
- social security contributions 5,721 5,833 14.4 5.1 1,869 1,981 6.0
- personal income 2,079 2,126 5.2 6.1 709 756 6.7
- corporate income 599 698 1.7 38.1 145 244 67.8
From EU budget 481 485 1.2 -37.1 203 207 2.0
Other 1,121 1,232 3.0 12.5 246 357 452
Expenditure 16,497 16,589 40.9 1.3 5,483 5,576 1.7
Current ex penditure 7,407 7,480 18.4 4.2 2,553 2,626 2.8
- wages and ofher personnel 3785 3,834 9.4 58 1,205 1,274 40

expenditure (incl. confributions)
- purchases of goods, services 2,371 2,393 59 2.6 703 725 3.1
- interest 1,074 1,076 2.7 4.0 588 590 0.4
Current transfers 7,700 7,745 19.1 21 2,596 2,641 1.7
- vansiers fo indviduals 6,496 6,540 16.1 20 2147 2,191 20
and households

Capital ex penditure, transfers 962 966 24 -41.9 174 178 25
To EU budget 427 398 1.0 27 160 131 -18.4
GG surplus/deficit -654 -295 0.7 -445 -85

Note: *Consolidated accounts of the state budget, local government budgets, pension and health fund on cash accounting principle.
Source: Ministry of Finance, Bank of Slovenia calculations.
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Consolidated general government expenditure over the first
four months of the year was up 1.7%, significantly less than
the increase in revenues. Expenditure increased in all catego-
ries other than subsidies and payments into the EU budget.
Expenditure on wages and other expenditure on employees
continued to increase, primarily as a result of measures intro-
duced last year and the rise in employment. Expenditure on

also an increase in social security benefits. Pension pay-
ments in the first quarter were up 1.6%, as a reflection of
the pension rate increase, in the wake of a small rise in
the number of pensioners. Growth in sickness benefits
was extremely high: it was up a seventh. Investment de-
clined again in the first quarter, primarily as a result of the
sale of real estate by the BAMC. Expenditure on interme-
diate consumption increased slightly, while interest pay-
ments declined.

General government debt
and government guarantees

The general government debt increased somewhat in
the first quarter of this year. It amounted to EUR
32,850 million or 81.4% of GDP at the end of March, up
1.7 GDP percentage points on the end of last year. The
increase was primarily the result of issuance of long-term
securities in the first quarter. A new 10-year bond was
issued in January, and an issue of a 30-year bond was
increased. By issuing long-term bonds in March and May
the government carried out a debt restructuring, replacing
some of its bonds issued in US dollars with euro-
denominated bonds. The euro bond issuance more than
compensated for the retired bonds in US dollars. Through
the debt restructuring the government is reducing its in-
terest expenses and lengthening the maturity of the debt.
The debt restructuring operations carried out by the gov-
ernment last year and during the first five months of this
year reduced the debt issued in US dollars from its origi-
nal level of USD 9.25 billion to USD 4.9 billion. In the
wake of May’s bond replacement, the Ministry of Finance
announced that long-term borrowing was completed for
this year. As a result of maturing debt principal (mostly in
October and May), the debt will decline towards the end
of the year, and is forecast to stand at 77% of GDP at the
end of the year according to the Ministry of Finance.
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goods and services and on transfers to individuals and
households also increased. Expenditure on sickness benefits
is the fastest growing category in latter expenditure category.
Over the first four months of the year it was up around 16%,
having increased by the same amount last year, and by a
tenth in 2015. The favourable situation on the labour market
has seen unemployment benefits decline.

Figure 6.3: Spreads on 10-year governmentbonds as compared

" to Germany
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Note: Spread s calculated as a difference between yield of 10-year
government bond and the yield of reference German bond on a daily basis

and is used as a measure of country's credit risk.

Source: Bloomberg, Bank of Slovenia calculations.

Guarantees declined in the first quarter of this year,
primarily as a result of the early repayment of a loan
raised by the BAMC. Government guarantees amounted
to EUR 6.7 billion or 16.5% of GDP at the end of the first
quarter, down EUR 137 million on the end of last year.
The largest decline was in guarantees issued under the
Regulating Measures of the Republic of Slovenia to
Strengthen the Stability of Banks Act in connection with
loans and bonds of the BAMC, the BAMC having made
partial early repayment of the loan in February. There
was also a decline in ordinary guarantees, mostly in
those issued to DARS d.d. The guarantees to DARS ac-
count for 38% of total guarantees, and still represent the
largest proportion of government guarantees issued to a
single firm. The required yield on Slovenian government
bonds declined slightly in the second quarter. A gradual
decline in required yields and spreads in the second
quarter was also seen in other euro area countries. The
decline with regard to Slovenian long-term bonds came to
a temporary end in mid-May, as a result of the transac-
tions to replace bonds denominated in US dollars with
euro-denominated bonds. In June Standard and Poor’s
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Box 6.2: EU financing after Brexit and potential impact on Slovenia

The exit of the UK from the EU will have significant conse-
quences for the EU budget and respectively for the Multi-
annual Financial Framework (MFF). The MFF allows the EU
to continue to pursue common policies over a period of sever-
al years, thereby ensuing predictability for users of EU funds.
The MFF sets out the maximum annual funding that the EU
can use in various areas. The current financial framework
covers a period of seven years, from 2014 to 2020. Each year
the EU adopts an annual budget, while the MFF sets the
framework for financial planning and financial discipline over
the longer term.

The UK is the second-largest contributor to the EU budget,
immediately after Germany in terms of net payments into the
EU budget according to the European Commission’s data for
the 2011 to 2015 period. If the UK leaves the EU by mid-
2019, i.e. before the end of the current financial framework,
and if no extension to the negotiations occurs in accordance
with the two-year period from the triggering of Article 50 of the
Treaty on European Union, the loss to the EU budget for
2020 will be at minimum just over EUR 8 billion, the size of
the UK's average budget contribution between 2013 and
2015. The sum could be even greater, as the UK’s net contri-
bution in 2015 amounted to EUR 11.5 billion, or 7.9% of all
EU budget expenditure in that year.! This is merely 0.1% of
EU GDP.2 Should Brexit happen before the end of 2020, the
current financial framework would have to be revised because
of the loss of UK contributions, although there are no clear
guidelines for such an adjustment to the financial framework.

The impact of Brexit on the EU’s public finances will be the
permanent loss of the UK’s net contribution to the EU budget.

Figure 2: Slovenian net budgety balance with respect to EU long-
term financial framework
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This will also have a structural impact on the EU’s public fi-
nances, as the absolute amount of the EU budget will be
reduced. The EU’s own resources? for the period of 2014 to
2022 are based on the Council Decision of 26 May 20144
according to which the total amount of own resources allocat-
ed to the Union to cover annual appropriations for payments
can amount up to 1.23% of the total gross national income
(GNI) of all EU Member States, whereby the total annual
amount of appropriations for commitments may not exceed
1.29% of EU GNI.

Brexit will affect the dynamics of budget negotiations in the
Council of the EU, while there could be an additional structur-
al impact of Brexit in connection with ending of the correction
mechanism in favour of the UK. The exit of the UK could lead

Figure 1: Net operational budget balance of EU members with
respect to the EU budget, 2015
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Figure 3: Slovenia - spending structure for individual
programmes in a long-term financial framework
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to major changes in the system of own resources of Member
States.

There are several options for the adjustment of the EU budget
because of Brexit. One is that the Member States decide to
maintain the current level of budget expenditure by increasing
Member States’ contributions. Increasing the EU’s revenues
from traditional own resources and VAT requires the amend-
ment of the Council Decision on the system of own re-
sources,® which all Member States approve in accordance
with their constitutional rules. Because this could be demand-
ing in political and operational terms, it is more likely that the
European Commission will raise the level of national contribu-
tions on the basis of GNI, whereby all Member States would
have to pay more, and the largest increase would probably
fall on the largest contributors to the EU budget, which would
entail politically difficult coordination.

A second option is to reduce budget expenditure, and thus
national spending from the EU budget. Budget cuts could
encompass several programmes, from cohesion and agricul-
tural funding, to programmes for competitiveness and eco-
nomic growth.

Another potential scenario is a combination of an increase in
contributions and a reduction in expenditure, where the distri-
bution of the contribution increases and expenditure cuts
would depend on coordination between Member States. The
burden of the largest increase in contributions would again
probably fall on the largest net contributors to the EU budget.

Slovenia has been a net recipient since joining the EU, having
received more from the EU budget since 2004 than it has
paid in. Slovenia’s positive budget balance has gradually
increased, and its annual spending of EU funds averaged in
excess of EUR 900 million between 2011 and 2015. Slove-
nia’s largest spending of funds was from the item of “smart
and inclusive growth”,” from where more than 90% of the
funding was earmarked for cohesion targets for growth and
employment, the remainder going to competitiveness targets

upgraded Slovenia’s long-term debt by one notch from A
to A+, which made an additional contribution to the de-
cline in required yields on Slovenian government debt.

for growth and employment. The second largest objective in
Slovenia’s spending is the conservation of natural resources,
which is related to funding from the agricultural and fisheries
funds. The proportion of Slovenia’s total operational budget
spending that they account for has declined in recent years
compared with the increase in funding for sustainable eco-
nomic growth.

In the event that the prevailing decision in the wake of Brexit
is to maintain EU expenditure at the same level as before the
UK'’s exit, and to increase national contributions on the basis
of GNI, there is likely to be an increase in Slovenia’s contribu-
tion. In the event that the prevailing decision is to reduce
spending, for Slovenia this would entail a loss of funding for
individual programmes. The third option of a combination of
increased contributions and reduced spending would entail
Slovenia having to increase its contribution to the EU budget
while also reducing its spending of EU funds. The estimates
of by how much Slovenia’s contribution would increase and
its funding would be reduced depend on the agreement
reached in the exit negotiations.

1 Source: European Commission, 2017.
2Source: Eurostat, 2017.

3 Own resources comprise traditional own resources (customs duties and
sugar levies), own resources based on value added tax (VAT), and own
resources based on GNI (a standard percentage of the GNI of each Member
State is levied for expenditure not covered by the other own resources, to
balance EU revenues and expenditure).

4 Official Journal of the European Union L 168 of 7 June 2014, http://eur-
lex.europa.eu/legal-content/EN/TXT/HTML/?
uri=CELEX:32014D0335&from=EN.

5 |bid, pp 107-108.

6 An increase in national contributions to the EU budget is less acceptable for
the Member States that are already major net contributors to the EU budget
(most notably Germany, France, the Netherlands, Italy and Sweden). By
contrast, budget cuts would be unacceptable for the Member States that are
net recipients from the EU budget (Poland, the Czech Republic, Romania,
Hungary, Spain, Slovenia and others).

7 The financial framework 2014-2017 uses slightly different terminology for
these budget items than in the previous financial framework.

Planned developments in the
general government deficit

According to the Ministry of Finance’s forecasts, the
general government deficit is expected to gradually
narrow, reaching 0.8% of GDP this year, while the
fiscal position is forecast to be in surplus as of 2019.
The deficit in 2016 was smaller than planned, while the
macroeconomic situation has been more favourable than

The required yield on Slovenian government bonds stood
at around 1.1% at the end of June, while spread over the
German benchmark was close to 68 basis points.
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previously expected this year, and is expected to remain
so in the following years. The nominal general govern-
ment deficit is therefore narrowing more quickly than pre-
viously planned, and a surplus is anticipated in the final
two years of the programme period. The primary position
was in surplus last year for the second consecutive year,
and the surplus is expected to increase this year and in
the following years.

The objective of fiscal policy remains a balanced
structural position by 2020. The objective of fiscal poli-
cy remained unchanged in April's update to the Stability
Programme, namely a balanced structural fiscal position
by 2020. The objective is not aligned with the require-
ments of the Stability and Growth Pact, which for Slove-
nia envisage a more ambitious medium-term budgetary
objective in the amount of a surplus of 0.25% of GDP.
The fiscal effort® envisaged by the Ministry of Finance is
largest in 2017, and smaller in the following years.

The European Commission’s assessment is that ad-
ditional measures are required to ensure conver-
gence to the medium-term objective, which would be
in line with the requirements of the Stability and
Growth Pact. According to the European Commission’s
estimates, in 2016 Slovenia complied with the recom-
mended adjustment path towards the medium-term ob-
jective. A fiscal effort in the amount of 0.6% of GDP is
required of Slovenia this year, and the requirement could
be even higher in 2018.10 The European Commission
finds that, in light of the calculations of the structural defi-
cit for Slovenia, there are risks of some deviation from the
rules of the Stability and Growth Pact in 2017, and risks
of a significant deviation from the rules in 2018. In the
European Commission’s assessment, Slovenia is meet-
ing the rules with regard to debt reduction. The Fiscal
Council established in March also emphasises that the
favourable macroeconomic situation demands the consid-
eration of additional structural adjustments in the public
finances, and has called for restraint in general govern-
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ment expenditure during the time that economic situation
is favourable.

Progress on structural reforms is slow. The govern-
ment has decided not to introduce a real estate tax during
this term, but is still planning to adopt healthcare reform
and reform to long-term care. The last two are also in-
cluded in this year's specific recommendations to Slove-
nia by the European Commission, which also recommend
the adoption of the necessary measures to ensure the
long-term sustainability and suitability of the pension sys-
tem. Work is continuing in the area of changes to the
pension system. The government was briefed on the draft
of agreed starting points for the overhaul, and at the end
of June authorised the labour minister to sign the agreed
starting points, which were also adopted by the Economic
and Social Council in early July.

The risks in the area of fiscal policy primarily remain
related to controlling general government expendi-
ture. The government reached an agreement with the
public sector unions and with the FIDES union with re-
gard to public sector pay, although certain groups of em-
ployees are not satisfied with their position. Negotiations
for carrying out some of the agreed measures

Figure 6.4: Public finance structural balance
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Source: EC, Ministry of Finance - Stability Programme, April 2017.

9 The fiscal effort is defined as the change in the structural fiscal position. The structural position is calculated by eliminating cyclical components,
one-off effects and other temporary measures from the fiscal position. It amounted to a deficit of 1.7% of GDP in 2016. According to European
Commission estimates, Slovenia reduced its structural deficit by 0.4% of GDP in 2016, which is the change in structural position or fiscal effort.

10 Slovenia has committed itself to improving the structural position at the target pace until the medium-term objective is reached. The pace of
convergence is set out by the rules, and may be modified in particular with regard to the economic cycle and the amount of sovereign debt. Ac-
cording to the European Commission’s May forecasts, Slovenia is expected to be in a period of normal economic conditions this year (normal
economic conditions are defined by an output gap of between -1.5% and +1.5% of potential GDP). Because the debt level is above 60% of GDP,
a structural effort of more than 0.5% of GDP is expected, namely 0.6% of GDP.
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(elimination of disparities in the wage system) were not
completed on time. Pensioners will receive a larger annu-
al bonus this year, and as of October the minimum pen-
sion for full years of service will be EUR 500. Further
pressure on expenditure comes from the demand for
funding for the defence budget, and from uncertainty in
connection with the financing of major investment pro-
jects, both in terms of the time dimension and the re-
quired amount of funding. The reduction of the deficit
could be hindered by one-off factors such as BAMC
transactions and court judgments.

54

ECONOMIC AND FINANCIAL DEVELOPMENTS
July 2017



7 \ Price Developments

BANKA SLOVENIJE

EVROSISTEM

Year-on-year inflation fell in the second quarter of this year. In this period there was most notably a fall in cer-
tain prices on international markets that had been a significant factor in the rise in inflation in the first quarter.
Growth in the harmonised index of consumer prices (HICP) thus stood at 1.4%. Services prices rose, in con-
trast to headline inflation. This also raised year-on-year growth in core inflation, which remains below the euro
area average as a result of the weak pass-through for now of the positive situation in economic activity into

price growth.

Structure of price developments

The fall in inflation in the second quarter was fol-
lowed by a significant change in its structure. Year-on
-year price growth as measured by the HICP stood at
1.3%, down 0.7 percentage points on the previous quar-
ter. The decline was entirely the result of a decline of 0.8
percentage points in the contribution made by prices of
goods, while the contribution made by services prices
increased by 0.2 percentage points. The decline in the
former was largely attributable to external factors, as
commaodity price pressures have diminished and the base

Figure 7.1: Contributions to headline HICP inflation
contributions in p.p.
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effect wanes, while the large rise in food prices on the
Mediterranean market seen in the first quarter has also
eased. Growth in services prices is largely the result of
extraordinary rises in individual prices in the category.

Macroeconomic factors

Core inflation rose slightly in the second quarter, but
remains slightly below the euro area average. Core
inflation as measured by the HICP excluding energy,
food, alcohol and tobacco averaged 0.8% in the second
quarter, up 0.1 percentage points on the first quarter.
This was the result of year-on-year growth in services
prices, while year-on-year growth in prices of non-energy
industrial goods slowed again. The latter was also a fac-
tor in Slovenia’s inflation rate being slightly below the
euro area average.

Upward pressure on core inflation is strengthening,
but there is not yet any major pass-through into final
consumer prices. On the demand side, the positive situ-
ation on the labour market has continued, and has been
followed by relatively high growth in the nominal wage bill
and an increase in real household disposable income.
Year-on-year growth in real final household consumption
is high, and growth in consumer loans is strengthening.
Pressures are also higher on the supply side, which is
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Figure 7.2: Inflation in Slovenia and the euro area
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being reflected in import prices and producer prices. On
the other hand productivity growth outpaced wage growth
in the first quarter, which reduced unit labour costs for
firms, and increased cost competitiveness is allowing
prices to be maintained at current levels.

Microeconomic factors

Oil prices on global markets reduced year-on-year
growth in energy prices in the second quarter of this
year. A barrel of Brent crude averaged USD 45.8 in the
second quarter, down almost 10% on its average in the
first quarter. The fall in oil prices in the second quarter
and the waning base effect brought a fall in prices of re-

Figure 7.3: Inflation, perceptions and expectations

100 points of balance % 10
80 \\,‘1\ 8
60 "'\\ \ 6
40 \/\A rrrrrr , "A\ 4
A
20 ‘ AN V \UA“ '*\l‘/hh 2
i f‘/ e/\ /VJ 0
—HICP inflation (rhs) \/\,V
20 7 —inflation perceptions (Ihs) 2
—inflation expectations (lhs)
-40 ‘ ‘ ‘ ‘ ‘ : ‘ -4
08 09 10 11 12 13 14 15 16 17
Sources: SORS, Eurostat.

56

fined petroleum products and liquid fuels as excise duties
remained unchanged. There were no major changes in
other sub-categories of energy prices. Year-on-year
growth in energy prices consequently declined by 4.4
percentage points to 3.7%, halving their contribution to
inflation to 0.5 percentage points. Owing to the higher
weight given to energy prices in the basket of goods and
services in Slovenia, the fall was slightly larger than in the
euro area overall, where energy prices in the second
quarter were down by 3.6%.

The supply-side shock that brought a sharp rise in
prices of fresh vegetables in the early part has died
away. After strong temporary year-on-year growth in pric-
es of unprocessed food in the first quarter owing to bad
weather in the Mediterranean, these prices fell sharply in
the second quarter. This was primarily the result of a fall
in prices of vegetables, while growth in other sub-
categories increased slightly. Year-on-year growth in pric-
es of processed food remained unchanged, as did their
structure. Year-on-year growth in prices of unprocessed
food across the euro area slowed sharply, while prices of
processed food rose. Year-on-year growth in food prices
declined by 0.2 percentage points more in Slovenia than
across the euro area overall, to stand at 0.9%.

Growth in services prices remains higher than the
average across the euro area. Year-on-year growth in
services prices increased strongly in the second quarter,
which did not seem to be the result of increased demand,
but of extraordinary rises in certain services prices. In

Figure 7.4: Energy prices
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Figure 7.5: Food prices
year-on-year growth, %

20 n 20
Al IVA\ .
10 1V} ,.A\_:]A /Al 10
5 R\ IR f/\v -t 5
° W
-5 V 5
10 4- —food —processed food 1 10
—unprocessed food ——seasonal food
----- tobacco
-15 : : -15
11 12 13 14 15 16 17

Sources: Eurostat, Bank of Slovenia calculations.

April prices of passenger air transport recorded the
highest current growth since the beginning of the
measurement of inflation by the HICP. Prices of pack-
age holidays also rose slightly at the same time, although
this dynamic was expected in line with the Easter and
First of May holidays. Subscription fees for radio and tele-
vision also rose strongly in April, as a result of an in-
crease in the cost of programming rights, as did prices of
Table 7.1: Breakdown of the HICP and price indicators
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Figure 7.6: Prices of services and industrial goods
excluding energy
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services in connection with cars. Other marketable ser-
vices did not record any major rises during this period.
Year-on-year growth in services prices increased by the
same amount in the euro area overall, but the rate re-
mains higher in Slovenia.

The year-on-year fall in prices of non-energy industri-
al goods deepened again. Despite the positive situation

weight _ @verage year-on-year growth, % year-on-year growth in quarter, %
2017 2013 2014 2015 2016 2017 16Q1 16Q2 16Q3 16Q4 17Q1 17Q2
HICP 100.0% 19 04 08 02 17 09 04 00 07 20 14
Breakdown of HICP:
Energy 11.9% 18 -14 -78 -52 59 19 72 49 05 81 37
Food 28% 49 08 09 05 21 02 01 07 10 25 16
processed 154% 36 18 07 04 12 02 05 07 05 12 12
unprocessed 74% 17 14 14 07 39 04 08 09 23 63 25
Other goods 278% 08 -10 -06 05 07 03 02 09 -06 -06 -08
Services 374% 23 18 09 16 19 07 18 21 18 16 22
Core inflation indicators:
HICP excl. Energy 81% 20 07 04 06 1.1 02 07 08 08 12 10
HICP excl. energy and unprocessed food 807% 14 09 04 06 08 02 08 07 07 08 09
HICP excl. energy, food, alcohol and tobacco 652% 09 06 03 07 08 03 09 08 08 07 08
Other price indicators:
Industrial producer prices on domestic market 03 11 05 -14 09 16 -19 -15 -07 06 14
GDP deflator 09 08 1.0 06 12 02 02 09 12
Import prices’ 15 11 14 -20 47 35 -38 09 01 48 45

Note: * Calculations based on available data for the first two months in the second quarter ' National accounts figure.

Source: SORS, Eurostat, Bank of Slovenia calculations.
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in the domestic economy, prices of non-energy industrial
goods fell, and for the moment are not responding to the
growth in domestic demand. Of the actual prices, the
largest decline was in year-on-year growth in prices of
clothing, whose seasonal dynamic has diminished each
year for several consecutive years now. Prices of sports
equipment and prices of spare parts for cars also record-
ed growth of this type. In general prices of motor vehicles
remain the largest factor in the negative growth. Across
the euro area year-on-year growth in prices of motor vehi-
cles was unchanged in the second quarter, but remains
positive, in contrast to Slovenia.

Industrial producer prices

Year-on-year growth in industrial producer prices on
the domestic market continued in the second quarter.
Atter falling for more than three years, industrial producer
prices on the domestic market have moved into positive
growth this year. The rate reached 1.5% in May. It was
primarily evident in prices in the manufacture of basic
metals and fabricated metal products, and the manufac-
turing of computer, electronic and optical products. Be-
cause commodity and energy prices on the global market
have been falling in current terms in recent months, this is
reducing input costs for firms, thereby again easing up-
ward pressures on industrial producer prices.

58

Figure 7.7: Producer prices on domestic market
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8.1 Estimation of the Phillips curve for Slovenia

After a long-lasting recession, understanding the dynamics of inflation has become a major challenge not only
in the euro area, but also globally. Between 2012 and 2016 inflation in Slovenia and across the euro area re-
mained at low levels, irrespective of the recovery in economic activity after 2013. This article tries to offer an
insight in the factors behind the unexpectedly low inflation, and to analyse price developments using the Phil-
lips curve framework. The preliminary findings suggest a flattening of the Phillips curve for Slovenia in the
2012 to 2015 period, which is the period of the beginning of the recovery in economic activity, when price
growth was absent. The results show that during this period there was a breakdown in the relationship be-
tween real variables and inflation, i.e. a diminished response from inflation to certain indicators in the domestic
economy. The results of the analysis also suggest the gradual reestablishment of the link after 2015.

The “missing inflation” and the role of
foreign and domestic factors
driving the Slovenian inflation

The period between 2012 and 2015 in the euro area
became known as the "missing inflation" period, as
the economic growth after 2013 was not followed by
growth in prices. The divergence in the expected rela-

Figure 8.1.1: Contributions to y-o-y GDP growth —
expenditure side
in percentage points
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tionship between economic activity and inflation that was
common for most of the euro area and was the main rea-
son behind the systematic overprediction of inflation has
taken centre stage in political and academic debate. In
Slovenia the post-crisis period saw exceptionally low
price growth that turned into deflation in 2015. By con-
trast, Slovenia’s real GDP growth rate increased strongly
after 2013, making Slovenia one of the fastest-recovering

Figure 8.1.2: Real GDP, HICP and HICPXEF*
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Figure 8.1.3: Contributions of HICP components to disinflation
y-0-y growth in % and contributions in percentage points
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Source: ECB, Bank of Slovenia calculations.

economies in the euro area. The main engine behind the
GDP growth in Slovenia between 2012 and 2015 were
the above-average net exports (in the beginning as a
result of the decline in imports, and later as a result of the
recovery in foreign demand and the improved competi-
tiveness of the export sector). In the same time, especial-
ly before 2014 however, private consumption saw strong-
ly negative growth as a result of government austerity
measures, high economic uncertainty and a sharp deteri-
oration in the labour market conditions (Figure 8.1.1).

The reasons for the missing inflation phenomenon
should be looked for in the different roles that foreign
and domestic factors played in the period before the
financial crisis and in its aftermath. Given that Slove-
nia is a small, open economy, its price developments are
largely under the influence of prices of primary commodi-
ties on the global market. Figure 8.1.3 illustrates the con-
tributions to the systematic fall in inflation, as measured
by the HICP, after the second half of 2012, when inflation
reached a peak in the period after the outbreak of the
crisis, which was nonetheless lower than the pre-crisis
peak in 2008. The largest contribution to the decrease in
inflation in Slovenia came from the fall in energy and food
prices, which followed the fall in oil prices and food prices
on global markets. Slovenian inflation saw a sharper drop
than the average across the euro area in this period.

Figure 8.1.4: Historical decomposition of HICP

5 in percentage points 5
oM
4 mNEER Loy
== GDP
3 ~ m oil price 13
/../ \\ —HICP sa, y-0-y in %

A 2

1

0

-1
-2
-3 3

09 10 11 12 13 14 15 16 17

Note: Shocks do not add up to the y-o-y growth rate since the contributions of
the deterministic part are omitted in the figure above.
Source: Bank of Slovenia calculations.

There were two main reasons for this phenomenon. First-
ly, the foreign factors, which are an important input factor
in the production process, as well as in final consumption,
had a larger impact on final prices due to their higher
weights in the Slovenian HICP. Additionally, the final con-
sumption in Slovenia declined significantly during the
crisis period.

The historical decomposition of inflation in Slovenia!
confirms the different intensity of impact of domestic
and foreign factors in the different periods. Figure
8.1.4 illustrates the contributions made by shocks in indi-
vidual variables (external, domestic and financial) to infla-
tion developments since 2009. Since we are interested in
the price developments in the disinflation period between
2012 and 2015, the interpretation of the results focuses
on this period. What we can observe from the historical
decomposition of inflation is that the largest contributions
to the drop in inflation in 2012 and 2013 came from
shocks from the domestic environment, whose impact
notably diminished after the first half of 2014, in line with
the ongoing economic recovery. In the same time, the
shocks on inflation induced by foreign factors begin in-
creasing, which was mostly related to the fall in oil and
commaodity prices, and inhibited the price growth that was
expected to follow the growth in domestic activity. The
deflation was thus primarily a result of shocks from the

1 The historical decomposition of inflation is the result of an estimated vector autoregression model in which the structural shocks are identified
by means of Cholesky decomposition. The analysis was conducted on quarterly data for the period between the beginning of 1997 and the first
quarter of 2017. The analysis is based on the analysis by Drenkovska and KoCevar in their draft paper Drivers of domestic inflation and the ex-

change rate pass-through: the case of Slovenia.
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external environment at a time when global oil and food
prices were falling sharply (in 2014 and 2015), as food
and energy account for around 35% of Slovenia’s HICP.

There are initial signs of the reestablishment of the
relationship between inflation and economic growth.
The historical decomposition of shocks on inflation also
indicates that after 2015 the sensitivity of domestic infla-
tion to changes in the domestic real activity has in-
creased. Concurrently with the reversal of the inflation
dynamics since the beginning of 2016, the impact of do-
mestic factors has begun to strengthen, while oil prices
shocks to inflation have begun to diminish, particularly in
the early part of this year, when the inflation rate reached
around 2%, partly due to base effects. The results of the
preliminary analysis of the link between domestic inflation
and economic activity with the help of a Phillips curve
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2012. This renders the coefficients of the economic varia-
bles dependent on the period, and may reveal a different
structural relationship between inflation and the cyclical
variable in the different length samples. '3 The benchmark
specification for the single equation's small open econo-
my Phillips curve with fixed coefficients for small, open
economies is as follows:

M= C+ PMey +ymee+ Bx; +Omfep + €

(1)

where . is the annualised quarterly inflation rate season-
ally adjusted, m- is the inflation expectations variable, x; is
a real activity measure, mr is the imported inflation varia-
ble, and p is an appropriate lag.

In light of the ongoing debate in the literature con-
cerning the notable specification uncertainty of the
Phillips curve, we estimate a set of different, but

equally valid from economic perspective Phillips
curves for Slovenia. In the different specifications we
included various variables of economic activity and vari-
ous estimates of the output gap, several different import-
ed inflation variables (oil prices, imported commaodity pric-
es), and a set of different inflation expectations measures
(such as measures founded on the SURS survey of con-
sumer opinion of inflation developments (about price
trends in the coming/past 12 months), and the average
rate of growth in last four quarters). In all specifications
there was an inflation inertia variable, or a first lag of the
harmonised index of consumer prices. "

model are presented below.

Analysis of inflation in Slovenia by means
of the Phillips curve

The above mentioned disconnect characterised with
an economic recovery and an absence of price
growth was investigated in a Phillips curve frame-
work adjusted for a small, open economy.2 The speci-
fication of the model thus includes, alongside the varia-
bles of economic activity and inflation expectations, varia-
bles of imported inflation, that is, foreign factors that exert
a significant impact on domestic prices. The model was
assessed separately for two different periods: the period
between 1995 and 2012, and the period between 1995
and 2015. The longer period encompasses the period of
excessive disinflation the euro area and in Slovenia after

The disconnect between the output indicators and
the inflation can be graphically represented through
the change in slope of the Phillips curve for Slovenia
in the 2012 to 2015 period. The scatterplot in Figure
8.1.5 represents the significant estimated parameters of

12 The traditional Phillips curve is a single-equation model that describes the historic inverse relation between the unemployment rate and the
inflation rate in a particular economy. In this analysis the New Keynesian version of the model is used, where the basic specification of the Phillips
curve model is expanded for the purposes of analysing inflation in small, open economies, where the assumption is that growth in consumer
prices is determined by factors of economic activity and inflation expectations.

13 Here we follow the methodological approach developed within the framework of LIFT, the Low Inflation Task Force at the ECB.

4 In our specifications we use the seasonally adjusted harmonised index of consumer prices as the measurement of inflation, while real GDP,
various estimates of the output gap, employment, the employment gap and similar measurements, which are included in the model with a lag, are
used in various specifications as the measurement of economic activity. Only the results containing significant estimates of these variables are
presented in the analysis. Measurements on the basis of the SURS survey of price developments in the past and over the next 12 months (the
net balance of responses) that most closely approximate the expectations of economic entities are used as the inflation expectations variables. To
assess the robustness of the estimates, as an additional measurement of expectations, the model uses the average of the last four year-on-year
inflation rates, which represents an approximation of expectations of the movement in inflation on the basis of actual rates in the past (backward
looking). An additional assessment of the robustness of the estimates is made by alternately using oil prices on the global market and non-energy
commodity prices as imported inflation variables in the model. The significant estimates of parameters of variables in the majority of the specifica-
tions are evidence of the right choice of measurements.
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Figure 8.1.5: Change in the Phillips curve - real
activity estimated coefficients
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variable. Similar results are obtained when oil price is used as a measure of
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Source: Bank of Slovenia calculations.
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economic activity variables obtained through the estima-
tion of several different specifications of the Phillips curve
in different time periods: the x-axis represents the esti-
mated parameters for the period up to 2012, while the y-
axis represents the estimated parameters for the period
that includes the missing inflation. In the diagram, the
points lie below the 45-degree red line, which indicates
the flattening of the Phillips curve in the period that in-
cludes the 2012-2015 phenomenon.'s The slope of the
Phillips curve can broadly be defined as the response of
inflation to a change in the economic activity variable.
The flattening of the Phillips curve is thus the result of a
decline in the responsiveness of inflation to changes in
economic variables, i.e. a decline in the values of the
significantly significant estimates of economic variables
estimated in the various specifications of the model on
data including the period of missing inflation.

We observe a flattening of the Phillips curve also in
the case of the estimated inflation expectation varia-
bles. In the estimation of various specifications of the
Phillips curve, we also obtained estimates of the parame-
ters of inflation expectations variables in the two different
periods. The analysis depicted in Figure 8.1.6 indicates a
flattening of the slope also in the case of inflation expec-
tations during the period of missing inflation. In other

Figure 8.1.5: Change in the Phillips curve - inflation expectation
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words, the estimates of inflation expectations during this
period are lower i.e. have less explanatory power with
regard to changes in the inflation rate. This applies both
to survey-based measures and to measures funded in
the observed average inflation rate in the last four years.

The findings on the flattening of the Phillips curve are
consistent with findings in other euro area countries.
Similar conclusions are reached in analyses done for
other countries, for example by Kromphardt and Logeay
(2011), Christiano et al. (2014), Murphy (2014), and
Gilchrist et al. (2015). However, there is a certain hetero-
geneity across the EU with respect to the obtained esti-
mation results of the respective Phillips curves, and with
respect to the changes in the inflation sensitivity to eco-
nomic activity variables.® In their paper, Gross and
Semmler (2017) find that, historically speaking, it seems
that inflation in periods of growth reacts more strongly to
GDP, while during a deep recession, such as that suf-
fered recently by the euro area, the response of inflation
abates. For a robustness check, we also estimated vari-
ous specifications of the Phillips curve on extended data
series through in model that includes interactive terms
based on dummy variables for the period of the missing
inflation. The basic specification is given by equation 2:

15 If most of the points were above the line, it would mean that the gradient of the curve had increased, while if the points were on the line or ran-
domly distributed around it, it would mean that there is no indication of a change in gradient.

6 The results for Germany and France reveal a stable relationship between inflation and real activity, while an increase in the gradient of the
Phillips curve was found for Italy and Spain (see Alvarez & Urtasun [2013] and Riggi & Venditti [2015]). The increased sensitivity of inflation to the
output gap may be the result of a decline in nominal rigidity, which could be attributable to the implementation of various structural measures (on

the labour market, etc.) or the depth of the recession itself.
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M= C+ ymee+ Bx; + Omfep + Dymes + DBx; + €

(2)

where mis the annualised quarterly inflation rate after the
exclusion of seasonal effects (headline and core infla-
tion), me¢ is the inflation expectations variable, x; is the
economic variable, mf is the imported inflation variable, D
is the dummy variable, which has a value of one in the
2012 to 2015 period and a value of zero elsewhere, and
p is an appropriate lag. The estimates of the various
specifications of this form of the model confirm the unusu-
al response of inflation to real activity in the 2012 to 2015
period, and the flattening of the Phillips curve in this peri-
od. In addition, the estimated specifications encompass-
ing the period of the reversal of the inflation dynamics,
from 2016 onwards, indicate a gradual restoration of the
expected relationship between inflation and economic
activity.

The results from the analysis of Slovenian inflation
indicate that the formation of consumer prices in Slo-
venia is heavily influenced by foreign factors, which
through sustained adverse shocks caused a pro-
longed period of lower-than-expected inflation. How-
ever, our analysis of domestic inflation using the Phillips
curve framework reveals that the period of low inflation
after the crisis can also be explained by domestic factors,
i.e. a non-linear relationship between inflation and real
activity. The coefficients of the economic activity variables
may vary depending on the size and duration of the out-
put gap, the level and volatility of inflation, and the level
of anchoring of inflation expectations, which are ques-
tions for further analysis.
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Q | statistical Appendix

The appendix cites a selection of statistics drawn up the Bank of Slovenia, for which it is responsible. They
cover financial institutions and markets, international economic relations, and financial accounts.

The broader selection of statistics disclosed in the tables of the statistical appendix are available in the Bank of
Slovenia bulletin and on the statistics pages of the Bank of Slovenia website, where there is also a link to the
data series.

The concise methodological notes for the statistics in this appendix are given on page 78, while more detailed
explanations are given in the appendix to the Bank of Slovenia bulletin.
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Table 9.1: Consolidated Balance Sheet of the Monetary Financial Institutions

EUR million 2013 2014 2015 16Q3 16Q4  Mar.17  Apr.17  May 17
1.1. Claims of the Bank of Slovenia 4,771 7,278 5410 6,862 6,544 6,735 6,818 6,841
1.2. Claims of other MFIs 5,165 6,680 8,266 7,383 8,113 8,203 8,282 8,393

1. Claims on foreign sectors (foreign assets) 9,936 13,958 13,676 14,246 14,656 14,939 15,100 15,235
2.1. Claims of the Bank of Slovenia on central govemment 233 263 2,327 4,219 4,618 4,823 4,937 5,041

2.2.1.1. Loans 1,083 1,149 1,298 1,212 1,506 1,396 1,364 1,243
2.2.1.2. Securities 5,480 6,105 5814 5,660 4,767 4,633 4,492 4,541
2.2.1. Claims on central government 6,563 7,254 7,112 6,872 6,273 6,029 5,856 5,784
2.2.2.1. Loans 581 671 622 571 576 588 588 581
2.2.2.2. Securities 0 0 0 0 0 0 0 0
2.2.2. Claims on other general govemnment 581 671 622 571 576 588 588 581
2.2. Claims of other MFls on general government 7,144 7,926 7,734 7,443 6,849 6,617 6,445 6,365
2.3.1.1. Loans 14,135 11,213 10,040 8,984 9,259 9,311 9,379 9,337
2.3.1.2. Securities 767 524 462 47 405 410 41 407
2.3.1. Claims on nonfinancial corporations 14,902 11,737 10,502 9,455 9,664 9,720 9,790 9,745
2.3.2. Households and non-profit institutions serving households 8,917 8,762 8,856 8,974 9,154 9,305 9,352 9,413
2.3.3.1. Loans 1,460 1,087 898 789 864 871 871 897
2.3.3.2. Securities 303 408 534 521 547 351 351 351
2.3.3. Claims on nonmonetary financial institutions 1,763 1,495 1,432 1,310 1,411 1,222 1,222 1,248
2.3. Claims of other MFIs on other non-MFls 25,582 21,995 20,790 19,740 20,228 20,247 20,364 20,406

2. Claims on domestic non-MFls 32,959 30,183 30,850 31,402 31,696 31,686 31,746 31,812

3. Remaining assets 3,670 3,77 3,119 2,354 2,168 1,890 1,752 1,772

Total assets 46,565 47,912 47,646 48,002 48,519 48,515 48,598 48,818
1.1. Bank of Slovenia 1,054 10 16 0 1,267 531 1,146 414
1.2. Other MFls 8,241 7,409 5,920 5,152 5,076 4,823 4,666 4,800

1. Obligations to foreign sectors (foreign liabilities) 9,294 7,419 5,936 5,152 6,343 5,354 5,812 5,214

2.1.1.1. Banknotes and coins (after 1.1.2007 ECB key) 4,189 4,673 4,956 5,023 5,160 5,110 5,160 5,167
2.1.1.2. Ovemight deposits at other MFIs 8,832 10,441 13,057 14,787 15,471 16,241 16,285 16,435
2.1.1.3.1. Non-monetary financial institutions 15 44 9 51 69 62 5 23
2.1.1.3.2. Other government sector 28 28 53 73 62 79 78 75
2.1.1.3. Overnight deposits at the Bank of Slovenia 43 4l 63 123 131 140 83 98
2.1.1. Banknotes and coins and ovemight liabiliies 13,065 15,185 18,075 19,933 20,761 21,491 21,528 21,700
2.1.2.1. Deposits at the Bank of Slovenia - 1 1 0 0 0 0 0
2.1.2.2. Deposits at other MFls 9,804 9,363 7,837 6,800 6,864 6,561 6,462 6,276
2.1.2. Time deposits 9,804 9,364 7,838 6,800 6,864 6,561 6,462 6,276
2.1.3. Deposits reedemable at nofice up to 3 months 209 379 315 474 464 540 571 593
2.1. Banknotes and coins and deposits up to 2 years 23,078 24,929 26,229 27,207 28,089 28,592 28,561 28,568

2.2. Debt securities, units/shares of money market funds and
80 42 56 81 102 68 101 95

repos

2. Banknotes and coins and instruments up to 2 years 23,157 24,971 26,285 27,289 28,190 28,660 28,662 28,663

3. Long-tern financial obligations to non-MFls 1,498 1,598 1,550 1,560 1,510 1,456 1,448 1,491

4. Remaining liabilities 15,783 17,229 15,378 15,590 14,083 14,581 14,235 14,956

5. Excess of inter-MF| liabilities -3,168 -3,305 -1,504 -1,589 -1,607 -1,536 -1,558 -1,506

Total liabilities 46,565 47,912 47,646 48,002 48,519 48,515 48,598 48,818
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Table 9.2: Balance Sheet of the Bank of Slovenia
EUR million 2013 2014 2015 16Q3 16Q4 Mar.17  Apr.17  May 17
1.1. Gold 89 101 100 121 112 119 118 115
1.2. Receivable form IMF 369 392 367 392 361 338 334 328
1.3. Foreign cash 0 0 0 0 0 0 0 0
1.4. Loans, deposits 373 3,031 699 1,110 588 317 260 219
1.5. Securities 3,844 3,651 4,141 5,135 5,380 5,859 6,003 6,075
1.6. Other claims 9 103 103 103 103 103 103 103
1. Claims on foreign sectors (foreign assets) 4,771 7,278 5,410 6,862 6,544 6,735 6,818 6,841
2.1. Claims on central government 233 263 2,327 4,219 4,618 4,823 4,937 5,041
2.2.1. Loans 3,682 1,098 901 635 714 1,152 1,142 1,150
2.2.2. Other claims 3 3 44 99 99 99 99 99
2.2. Claims on domestic monetary sector 3,685 1,101 946 734 813 1,251 1,241 1,249
2.3. Claims on other domestic sectors 2 2 2 2 2 2 2 2
2. Claims on domestic sectors (domestic assets) 3,919 1,366 3,275 4,955 5,433 6,076 6,180 6,291
3. Remaining assets 2,200 2,317 1,685 1,096 948 725 617 592
Total assets 10,890 10,961 10,370 12,914 12,924 13,536 13,615 13,724
1. Banknotes and coins (ECB key from 1.1.2007 on) 4,189 4,673 4,956 5,023 5,160 5,110 5,160 5,167
2.1.1.1.1. Ovemight 1,503 1,526 1,634 2,324 2,252 3,009 2,726 2,669
2.1.1.1.2. With agreed maturity 605 - - - - = = =
2.1.1.1. Domestic currency 2,108 1,526 1,634 2,324 2,252 3,009 2,726 2,669
2.1.1.2. Foreign currency - - - - - - - -
2.1.1. Other MFls 2,108 1,526 1,634 2,324 2,252 3,009 2,726 2,669
2.1.2.1.1. Ovemight 364 2,718 1,730 3214 1,949 2,660 2,379 3,311
2.1.2.1.2. With agreed maturity 1,350 - - - - - - -
2.1.2.1. In domestic currency 1,714 2,718 1,730 3,214 1,949 2,660 2,379 3,311
2.1.2.2. Foreign currency 73 94 60 54 78 55 55 52
2.1.2. General government 1,787 2,812 1,789 3,267 2,027 2,715 2,434 3,363
2.1.3.1. Non-financial corporations - - - - - - - -
2.1.3.2. Non-monetary financial institutions 17 45 1 51 69 62 5 23
2.1.3. Other domestic sectors 17 45 1 51 69 62 5 23
2.1. Domestic sectors 3912 4,383 3,434 5,642 4,348 5,786 5,164 6,055
2.2. Foreign sectors 1,054 10 16 0 1,267 531 1,146 414
2. Deposits 4,966 4,393 3,450 5,642 5,615 6,317 6,310 6,469
3.1. Domestic currency - - - - - - - -
3.2. Foreign currency - - - - - - - -
3. Issued securities 0 0 - - - - - -
4. SDR allocation 4 257 275 270 275 274 M 266
5. Capital and reserves 1,339 1,440 1,472 1,792 1,657 1,603 1,631 1,624
6. Remaining liabilities 156 197 218 187 218 232 244 198
Total liabilities 10,890 10,961 10,370 12,914 12,924 13,536 13,615 13,724
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Table 9.3: Balance Sheet of other Monetary Financial Institutions

EUR million 2013 2014 2015 16Q3 16Q4 Mar.17 Apr. 17 May 17
1.1.1. Cash 282 292 294 293 322 305 329 325
1.1.2. Accounts and deposits at the Bank of Slovenia, other claims 2,108 1,526 1,634 2,324 2252 3,009 2726 2,669
1.1.3. Securities of the Bank of Slovenia - - - - - - - -

1.1. Claims on Bank of Slovenia 2390 1,818 1,928 2617 2574 3315 3,055 2,99
1.2.1. Loans 2432 1,719 1,264 1,031 1,031 935 974 981
1.2.2. Debt securities 363 378 245 253 256 265 208 208
1.2.3. Shares and other equity 117 61 62 2 2 2 2 2

1.2. Claims on other MFI's 2912 2158 1,572 1,286 1,289 1,202 1,184 1,191
1.3.1. Loans 26,176 22,883 21,714 20,531 21,358 21,470 21,555 21,472
1.3.2. Debt securities 5702 6,352 6,060 5979 5030 4,730 4,622 4,637
1.3.3. Shares and other equity 849 685 759 673 689 664 633 662

1.3. Claims on nonmonetry sectors 32,727 29,920 28,524 27,183 27,077 26,863 26,809 26,771

1. Claims on domestic sectors (domestic assets) 38,028 33,897 32,024 31,086 30,940 31,381 31,048 30,957
2.1.1. Cash 23 29 34 34 38 35 35 40
2.1.2. Loans 1,697 2839 2767 2,092 2628 2546 2540 2,459
2.1.3. Debt securities 372 498 1,027 1,037 1,162 1,157 1,163 1,182
2.1.4 Shares and other equity 559 572 567 567 567 567 567 577

2.1. Claims on foreign monetary sectors 2,651 3938 4395 3731 439 4306 4,305 4,258
2.2.1. Loans 2530 2135 1,597 1,290 1,168 1,120 1,104 1,113
2.2.2. Debt securities 1,378 1,878 1,870 1,964 2,154 2,382 2477 2,631
2.2.3. Shares and other equity 273 329 405 399 39% 395 395 391

2.2. Claims on foreign nonmonetary sectors 4181 4342 3871 3653 3,718 3,897 3977 4,136

2. Claims on foreign sectors (foreign assets) 6,833 8,279 8266 7,383 8113 8,203 8,282 8,393

3. Remaining assets 1,455 1,399 1,314 1,138 1,125 1,065 1,074 1,063

Total assets 46,315 43,575 41,603 39,607 40,178 40,649 40,404 40,413
1.1.1. Deposits, loans from the Bank of Slovenia 3,682 1,098 901 635 714 1,152 1,142 1,150
1.1.2. Deposits, loans from other MFls 2440 1,733 1,301 1,080 1,123 986 1,041 1,037
1.1.3. Debt securities issued 150 93 38 14 18 22 17 16

1.1. Laibilities to monetary sectors 6,272 2924 2240 1,729 1,855 2160 2,199 2,202
1.2.1.1. Overnight 8542 10,129 12,661 14,321 15,038 15744 15805 15,970
1.2.1.2. With agreed maturity 12,214 12,481 10,604 9,015 9,061 8689 8567 8377
1.2.1.3. Reedemable at notice 221 449 474 614 615 647 688 700

1.2.1. Deposits in domestic currency 20,977 23,059 23,739 23950 24,715 25,080 25,060 25,043
1.2.2. Deposits in foreign currency 441 463 599 652 632 652 629 627
1.2.3. Debt securities issued 256 176 84 40 38 24 24 24

1.2. Liabiliies to nonmonetary sectors 21,674 23,698 24,422 24642 25385 25,757 25,713 25,699

1. Obligations to domestic sectors (domestic liabilities) 27,946 26,622 26,661 26,371 27,240 27,917 27,913 27,901
2.1.1. Deposits 4538 3551 2578 2,099 2084 1,954 1,898 1,926
2.1.2. Debt securities issued 1,200 1,344 975 710 710 699 602 602

2.1. Liabilities to foreign monetry sectors 5738 4,895 3553 2809 2794 2653 2500 2,528
2.2.1. Deposits 2,054 2052 1,94 1,781 1720 1,662 1,659 1,764
2.2.2. Debt securities issued 32 25 27 23 23 23 23 23

2.2. Liabilities to foreign nonmonetary sectors 2,086 2077 1,91 1804 1,743 168 1,681 1,787

2. Obligations to foreign sectors (foreign liabilities) 7,824 6972 5535 4613 4537 4338 4,182 4,315

3. Capital and reserves 3906 4512 4,676 4,858 4,853 4,846 4,829 4,737

4. Remaining liabilities 6,641 5469 4,731 3,766 3,547 3,549 3,431 3,459

Total liabilities 46,315 43,575 41,603 39,607 40,178 40,649 40,404 40,413
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in % on annual level 2012 2013 2014 2015 Mar.17 Apr. 17 May 17
1. Interest rates of new loans
1.1. Loans to households
Households, revolving loans and overdrafts 8.75 8.53 8.20 8.01 7.82 7.81 7.86
Households, extended credit 8.65 8.06 8.02 7.84 7.72 7.73 7.73
Loans, households, consumption, floaing and up to 1 year initial rate fix ation 502 504 501 419 425 417 410
Loans, households, consumption, over 1 and up to 5 years initial rate fixation 7.22 7.21 7.00 5.64 5.67 5.74 5.72
Loans, households, consumption, over 5 years initial rate fixation 7.33 7.19 7.07 5.28 6.07 6.14 6.08
C. loans, households, consumption, floating and up to 1 year initial rate fix ation 478 476 447 382 372 348 322
C. loans, households, consumption, over 1 and up to 5 years initial rate fixation 660 674 660 561 5.41 537 531
C. loans, households, consumption, over 5 year inifial rate fixation 6.93 7.15 6.53 5.58 4.81 4.99 5.40
APRC, Loans to households for consumption 7.70 8.00 8.28 7.42 7.57 7.59 7.58
Loans, households, house purchase, floating and up to 1 year initial rate fixation 327 314 318 222 203 202 204
Loans, households, house purchase, over 1 and up to 5 years initial rate fix ation 5.61 554 565 387 339 322 3.09
Loans, households, house purchase, over 5 and up to 10 years initial rate fixation 548 540 506 316 260 266 253
Loans, households, house purchase, over 10 years initial rate fixation 5.47 5.17 4.87 3.16 2.62 2.74 2.76
C. loans, households, house purchase variabel and up to years initial rate fixation 327 3N 316 221 2.01 200 200
C. loans, households, house purchase, over 1 and up to 5 years initial rate fix ation 559 590 541 263 345 265 277
C. loans, households, house purchase, over 5 and up to 10 years initial rate fixation 538 534 503 304 272 248 238
C. loans, households, house purchase, over 10 years initial rate fixation 5.80 5.71 4.87 3.12 2.60 2.68 2.69
APRC, Loans to households for house purchase 3.63 3.48 3.55 2.85 2.7 2.77 2.78
Loans, households, other purposes, floating and up to 1 year initial rate fix ation 5.62 569 511 3.51 348 365 3.65
Loans, households, other purposes, over 1 and up to 5 years initial rate fixation 6.64 6.51 596 593 573 506 543
Loans, households, other purposes, over 5 years initial rate fixation 5.83 6.42 6.44 7.79 5.58 6.70 5.87
1.2. Loans to nonfinancial corporations (S.11)
S.11, bank overdraft 539 553 530 345 279 255 255
S.11, extended credit 725 739 728 716 7.66 - -
Loans, S.11, up to EUR 0,25 million, floating and up to 3 months initial rate fix ation 5.69 5.55 4.81 3.38 3.1 3.24 3.09
Loans, S.11, up to EUR 0,25 million, over 3 months and up to 1 year initial rate fix ation 6.40 6.44 5.77 3.50 3.26 2.98 3.08
Loans, S.11, up to EUR 0,25 million, over 1 and up to 3 years initial rate fix ation 6.99 6.57 5.92 4.23 3.32 4.48 4.06
Loans, S.11, up to EUR 0,25 million, over 3 and up to 5 years initial rate fix ation 694 628 593 536 501 414 499
Loans, S.11, up to EUR 0,25 million, over 5 and up to 10 years initial rate fixation 6.94 670 58 487 332 369 387
Loans, S.11, up to EUR 0,25 million, over 10 years initial rate fixation 8.19 7.58 5.87 3.34 - 2.68 2.63
Loans, S.11, over EUR 0,25 and up to 1 million, floating and up to 3 months initial rate fix ation 5.22 5.08 4.62 2.49 2.36 2.26 2.28
Loans, S.11, over EUR 0,25 and up to 1 million, over 3 months and up to 1 year initial rate fix ation 6.04 6.00 5.29 2.57 2.83 2.1 2.33
Loans, S.11, over EUR 0,25 and up to 1 million, over 1 and up to 3 years initial rate fix ation 6.35 6.31 5.27 3.06 1.44 2.87 1.58
Loans, S.11, over EUR 0,25 and up to 1 million, over 3 and up to 5 years initial rate fix ation 6.77 5.60 5.97 - 2.29 1.87 1.76
Loans, S.11, over EUR 0,25 and up to 1 million, over 5 and up to 10 years inifial rate fixation 5.47 5.83 5.46 3.06 1.78 2.31 1.74
Loans, S.11, over EUR 0,25 and up to 1 million, over 10 years initial rate fixation - 7.50 6.32 - - - -
Loans, S.11, over EUR 1 million, floating and up to 3 months initial rate fixation 4.21 4.21 3.94 2.61 2.27 1.88 2.14
Loans, S.11, over EUR 1 million, over 3 months and up to 1 year initial rate fixation 566 515 484 187 195 151 2.41
Loans, S.11, over EUR 1 million, over 1 and up to 3 years initial rate fixation 5.70 4.07 4.60 1.00 1.1 - 1.71
Loans, S.11, over EUR 1 million, over 3 and up to 5 years initial rate fixation 4.40 4.49 4.07 - 3.44 2.99 1.31
Loans, S.11, over EUR 1 million, over 5 and up to 10 years initial rate fixation 5.95 3.84 4.62 1.79 1.61 1.44 2.26
Loans, S.11, over EUR 1 million, over 10 years initial rate fix ation 4.81 4.81 235 35 44 - -
2. Interest rates of new deposits
2.1. Households deposits
Households, overnight deposits 020 011 007 003 002 0.01 0.01
Deposits, households, agreed maturity up to 1 year 2.31 186 098 028 0.11 015  0.10
Deposits, households, agreed maturity over 1 and up to 2 years 406 346 19 070 032 032 034
Deposits, households, agreed maturity over 2 years 446 38 233 107 062 070 098
2.2. Deposits of nonfinancial corporations (S.11)
S.11, overnight deposits 152 122 082 002 0.01 0.01 0.01
Deposits, S.11, agreed maturity up to 1 year 273 179 130 006 004 002 005
Deposits, S.11, agreed maturity over 1 and up to 2 years 030 023 013 057 02 02 018
Deposits, S.11, agreed maturity over 2 years 211 158  0.63 107 024 023 043
2.3. Deposits redeemable at notice of households and nonfinancial sector together
Deposits redeemable at notice, up to 3 months notice 424 347 18 010 002 0.01 0.01
Deposits redeemable at notice, over 3 months notice 4.02 3.08 1.79 0.93 0.04 0.04 0.06
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Table 9.5: International investment position

EUR million 2013 2014 2015 16Q2 16Q3 16Q4 17Q1

NET INTERNATIONAL INVESTMENT POSITION (1-2) 17,087 17,219 15441 15080 15234 14900  -14,387
1 ASSETS 33360 39484 42223 42809 42232 42588 43,398
11 Direct investment 6,813 6,970 7,252 7,607 1,724 7,739 7,886
111 Equity 3,795 3,769 3,959 4,088 4,148 4121 4,157
112 Debtinstruments 3,018 3,202 3,293 3,519 3,576 3,618 3,729
1.2 Portfolio investment 11,386 12,375 14458 15263 15956 16,719 17,535
1.2.1 Equity and investment fund shares 2,755 3,193 3,484 3,378 3,501 3,583 3,840
122  Debtsecuriies 8,631 9182 10974 11886 12454 13135 13,695
1.3 Financial derivatives 89 241 1,266 1,098 849 1,166 924
1.4 Other investment 14402 19,060 18460 18071 16989 16,259 16,300
141 Other equity 530 629 641 643 645 641 641
142 Curency and deposits 5647 10,737 10,301 9,415 8,405 8,153 7,560
143 Loans 4,181 3729 3122 2,971 2,842 2,670 2,5%
144 Insurance, pension and standardized guarantee schemes 131 141 129 140 140 141 145
145  Trade creditand advances 3,636 3,601 3,737 4,252 4,254 4,038 4,546
146 Other accounts receivable 217 224 529 651 703 615 813
1.5 Reserve assets 669 831 87 770 715 705 754
151 Monetary gold 89 101 100 122 121 112 119
152 Special drawing rights 220 247 264 204 203 207 207
153  Reserve positon in the IMF 149 145 104 195 189 154 131
154 Other reserve assefs 21 345 320 249 202 232 2097
2 LIABILITIES 50,447 56,703 57,664 57,800 57,466 57,488 57,786
2.1 Direct investment 10531 11,837 1335 14314 14700 14975 15268
211 Equy 7,292 8,186 9804 10525 10872 11,542 11,746
212 Debtinstruments 3,240 3,651 3,552 3,789 3,828 3,433 3,522
22 Portfolio investment 16,065 23,797 23959 23306 23593 21439 22447
221 Equity and investment fund shares 811 1,030 1,038 983 1,076 966 1,025
222  Debtsecuriies 15254 22,767 22921 22323 2517 20473 2142
23 Financial derivatives 690 247 163 200 163 139 118
24 Other investment 23161 20,822 20,186 20,069 19,009 20,934 19,953
241 Other equity 2 28 32 36 37 35 36
242  Currency and deposits 4,165 3,338 2,965 3,189 2,788 4,148 3,309
243  Loans 14759 13128 12851 12313 11,821 12155 11,745
244 Insurance, pension and standardized guarantee schemes 275 218 21 244 216 213 232
245  Trade credit and advances 3,527 3,421 3,433 3,575 3,469 3,705 3,889
246  Other accounts payable 171 425 408 44 410 402 468
247  Special drawing rights 241 257 275 212 270 275 274
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Table 9.6: Gross external debt
EUR million 2013 2014 2015 16Q3 16Q4 17Q1  May 17
TOTAL (1+#2+3+4+5) 41,632 47,212 46,627 45,318 44,805 44,861 44,570
1 GENERAL GOVERNMENT 15,434 23,317 24,824 24,377 22,953 23,668 23,540
1.1 Short-term, of that 73 664 1,507 1,104 1,304 1,036 792
Debt securiies 45 228 15 2 2 22 55
Loans . 157 1,201 813 1,058 828 557
Trade credit and advances 28 21 35 59 42 35 44
Other debt liabiliies 257 257 210 182 151 135
1.2 Long-term, of that 15,361 22,654 23,316 23,274 21,649 22,632 22,748
Debt securiies 14,073 21,101 21,813 21,748 19,877 20,863 20,978
Loans 1,281 1,548 1,500 1,523 1,768 1,766 1,768
2 CENTRAL BANK 2,742 2,083 2,217 2,105 3,457 2,611 2,502
21 Short-term, of that 2,500 1,826 1,942 1,835 3,182 2,337 2,236
Currency and deposits 2,500 1,825 1,942 1,835 3,182 2,337 2,236
22 Long-term, of that 241 257 275 270 275 274 266
Special drawing rights (allocations) 241 257 275 270 275 274 266
3 DEPOSIT TAKING CORPORATIONS, except the Central Bank 7,519 6,591 5,195 4,193 4117 3,940 3,990
31 Short-term 893 747 702 730 817 820 980
Currency and deposits 707 597 490 522 578 600 691
Debt securities 58
Loans 121 144 207 185 221 159 218
Trade credit and advances
Other debt liabiliies 7 6 5 23 18 61 70
3.2 Long-term 6,626 5,844 4,493 3,463 3,300 3,120 3,01
Currency and deposits 958 916 534 432 387 371 387
Debt securiies 837 954 652 293 287 271 239
Loans 4,800 3,941 3,301 2,735 2,620 2,475 2,380
Trade credit and advances 3 4 7 3 5 2 4
Other debt liabiliies 29 29 0 1 1 1 1
4 OTHER SECTORS 12,698 11,570 10,839 10,815 10,845 11,120 10,950
41 Short-term, of that 4,039 3,947 3,976 4,269 4,245 4,557 4,486
Debt securities 4 5 0 2 2 4 2
Loans 444 453 487 747 47 514 537
Trade credit and advances 3,492 3,396 3,385 3,391 3,643 3,833 3,744
Other debt liabiliies 100 9 102 130 153 206 203
4.2 Long-term, of that 8,659 7,623 6,364 6,546 6,601 6,563 6,465
Debt securiies 238 480 441 451 284 263 263
Loans 8,113 6,885 6,155 5,818 6,041 6,004 5,906
Trade credit and advances 4 6 7 16 16 18 17
Other debt liabiliies 304 252 260 260 259 279 278
5 DIRECT INVESTMENT: intercompany lending 3,240 3,651 3,552 3,828 3,433 3,522 3,588
NET EXTERNAL DEBT POSITION 15,443 15,559 13,754 12,228 11,730 11,024 10,500
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Table 9.7: Balance of payments

EUR million 2014 2015 2016 16Q3 16Q4 17Q1  May 2017
I.  Current account 2179 1,698 2,108 557 343 561 182
1. Goods 1,181 1,476 1,536 376 227 375 75
1.1. Export of goods 22,961 24039 24,991 6,119 6,407 6,857 2,396
Exportf.o.b. 2936 23940 24971 6,092 6,393 6,819 2,397
Coverage adjustment -188 -149 -194 -42 -19 =37 -15

Net export of goods under merchanting 199 231 186 60 26 69 15
Nonmonetary gold 15 17 29 8 7 6 0

1.2. Import of goods 21,780 22,563 23,454 5,743 6,180 6,482 2,322
Import c.i.f. 2580 23305 24,112 5,891 6,343 6,680 2,391
Coverage adjustment -160 -115 5 14 3 -19 2
Valuation adjustment 656 656 680 -166 -179 -188 67
Nonmonetary gold 15 30 27 5 12 9

2. Services 1,697 1,860 2,174 655 526 507 203
2.1. Export of services, of that 5,558 5,866 6,410 1,812 1,699 1,514 570
Transport 1,529 1,672 1,854 463 501 486 179

Travel 2,060 2,098 2,190 774 487 438 177
Construction services 217 292 385 108 12 89 K7}
Telecomm., computer and inform. services 457 519 552 140 154 123 43

Other business services 779 824 929 207 318 264 9

2.2. Import of services, of that 3,862 4,007 4,236 1,157 1,173 1,007 366
Transport 814 851 922 220 272 245 89

Travel 745 823 854 356 166 166 68
Construction services 234 120 104 28 37 23 10
Telecomm., computer and inform. services 483 533 509 129 151 17 41

Other business services 1,003 1,024 1,147 266 366 217 108
Primary income -428 -1,263 -1,294 -379 -358 -233 -79

3.1, Receipts 1,093 1,345 1,436 336 319 435 131
Compensation of employ ees 235 323 276 63 69 67 24
Investment 368 500 623 176 138 123 59

Other primary income 490 522 537 97 13 244 48

3.2 Expenditure 1,521 2,608 2,730 715 678 668 210
Compensation of employ ees 114 122 127 2 33 30 12
Investment 1,063 2,057 2,113 562 511 495 155

Other primary income 344 429 490 121 134 143 43

4. Secondary income 271 -375 -309 95 -51 -88 17
4.1. Receipts 709 733 745 184 217 179 I
4.2. Expenditure 980 1,108 1,054 278 267 267 88
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Table 9.8: Balance of payments - continued

EUR million 2014 2015 2016 16Q3 16Q4 17Q1  May 2017
Il. Capital account 79 412 -302 -54 -106 -47 -18
1. Nonproduced nofinancial assets 24 -37 -45 0 -15 3 0
2. Capital ransfers 102 449 -257 -54 91 -50 -18
lll.  Financial account 2,251 1,658 1,129 419 156 414 134
1. Direct investment -584 -1,269 -380 -306 101 -219 21
Assets 155 292 431 55 142 155 16
Equity and reinvested earnings -45 178 270 60 122 36 -4
Debt instruments 200 114 161 5 19 119 19
Liabiliies 739 1,560 1,311 360 41 374 5
Equity and reinvested earnings 791 1,785 1,515 347 406 281 -32
Debt instruments -51 -225 -204 14 -365 92 27
2. Portfolio investment -3,968 2,929 5,079 702 2,693 -329 -302
Assets 426 2,016 2,073 514 817 739 321
Equity and investment fund shares 127 116 97 8 -53 105 -3
Debt securities 299 1,900 2,17 506 870 634 324
Liabiliies 4,394 914 -3,005 -188 -1,876 1,068 623
Equity and investment fund shares 101 52 48 14 23 15 5
Debt securities 4,293 -966 -3,053 -202 -1,899 1,053 618
3. Financial derivatives -51 98 215 -33 -44 -13 5
. Other investment 6,765 208 -2,758 106 2,517 992 408
4.1. Assets 4,737 -617 2,335 -1,079 -684 6 -465
Other equity 84 10 0 2 -2 0 0
Currency and deposits 5,037 -516 2,205 -1,020 -282 579 -525
Loans 299 -408 -203 -36 -111 -49 27
Insurance, pension and stand. guar. schemes 8 -8 10 0 1 3
Trade credits and advances -16 -5 161 -73 -202 506 -11
Other assets -17 309 96 49 -87 125 44
4.2. Liabilities -2,028 -825 423 -1,185 1,893 -987 873
Other equity 7 " 4 0 0
Currency and deposits -831 -400 1,175 -406 1,353 -837 -568
Loans 1,246 -315 -818 533 334 -381 -310
Insurance, pension and stand. guar. schemes -54 3 -8 -28 -3 19
Trade credits and advances -144 -100 137 -7 233 195 9
Other liabiliies 240 25 67 -46 -24 18 14
Special drawing reights (SDR) 0 0 0 0 0 0 0
5. Reserve assets 89 -113 97 -50 17 43 2
IV. Net errors and omissions -6 -453 -677 -84 -82 -100 -30
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Table 9.9: Non-consolidated financial assets — outstanding amounts

EUR million 2013 2014 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 17Q1
Domestic sector
Total 179,597 186,403 187,509 185,949 184,492 182,815 183,621 183,755 188,322
Monetary gold and SDRs 309 348 362 363 312 326 325 320 326
Currency and deposits 37,061 46,009 46,730 46,572 44,219 43,243 43,447 42,676 43,805
Debt securities 18,319 19,804 22,044 22,828 23,894 24,827 26,200 26,103 26,633
Loans 49,970 44,453 41,359 39,625 39,362 38,000 37,278 37,472 37,873
Shares 19,529 20,175 19,369 19,713 19,658 18,670 18,770 18,765 19,582
Other equity 22,483 23,002 23,752 23,304 23,302 23,558 23,690 23,949 24,786
Investment fund shares/units 3,105 3,642 3,686 3,879 3,813 3,838 3,981 4,049 4,269
Insurance and pension schemes 6,541 7,132 7,366 7,406 7,509 7,599 7,713 7,737 7,826
Other 22,279 21,837 22,841 22,258 22,422 22,754 22,217 22,685 23,222
Non-financial corporations
Total 43,301 41,273 42,283 41,321 41,841 42,101 41,854 42,340 43,699
Currency and deposits 4,646 5,095 5,481 5,816 5,846 5,845 5,998 6,385 6,510
Debt securities 194 184 160 142 167 171 174 127 119
Loans 6,151 6,043 6,035 5,849 6,105 5,862 5,845 5,696 5,809
Shares 4,525 3,063 2,836 2,896 2,861 2,854 2,654 2,665 2,809
Other equity 11,806 11,359 11,770 11,472 11,496 11,746 11,705 11,837 12,203
Investment fund shares/units 108 108 98 99 92 82 87 52 64
Insurance and pension schemes 387 408 458 427 482 470 443 438 476
Other 15,484 15,015 15,444 14,621 14,792 15,070 14,947 15,140 15,709
Monetary financial institutions
Total 55,703 53,206 50,401 50,657 50,376 50,111 51,286 51,933 52,962
Monetary gold and SDRs 309 348 362 363 312 326 325 320 326
Currency and deposits 7,351 10,358 7,713 7,560 7,225 6,863 7,325 7,168 7,204
Debt securities 12,086 13,226 15,041 15,973 16,893 17,747 18,926 18,971 19,488
Loans 34,556 27,863 25,670 25,179 24,362 23,653 23,290 24,099 24,522
Shares 846 666 651 641 627 597 559 552 531
Other equity 186 314 328 299 285 286 287 285 283
Investment fund shares/units 12 12 10 9 7 6 6 6 6
Insurance and pension schemes 35 37 38 38 38 39 39 38 39
Other 322 382 587 595 625 595 529 495 563
Other financial institutions
Total 15,225 17,368 17,100 17,134 17,322 17,242 17,570 17,554 18,017
Currency and deposits 1,096 1,316 1,268 1,201 1,340 1,246 1,230 1,256 1,328
Debt securities 5,108 5,634 5,889 6,040 6,174 6,264 6,476 6,431 6,404
Loans 3,624 3,388 3,151 3,033 2,999 2,993 2,876 2,876 2,847
Shares 2,598 3,580 3,387 3,427 3,272 3,183 3,354 3,377 3,607
Other equity 196 640 624 612 606 609 647 625 618
Investment fund shares/units 1,672 1,918 1,924 2,001 1,996 2,034 2,103 2,140 2,248
Insurance and pension schemes 202 218 210 182 205 204 197 188 213
Other 731 675 648 639 729 710 687 661 753
General government
Total 28,617 36,063 39,141 37,564 35,468 33,502 32,665 31,029 31,674
Currency and deposits 5,985 10,369 12,979 12,358 10,017 9,221 8,684 7,060 7,687
Debt securities 598 507 707 548 532 499 485 447 448
Loans 4,940 6,469 5,809 4,911 5,180 4,763 4,542 4,089 3,914
Shares 9,091 10,128 9,864 10,048 10,253 9,470 9,670 9,828 10,233
Other equity 4,560 4,904 5,153 4,856 4,808 4,819 4,856 4,910 4,889
Investment fund shares/units 163 206 223 244 236 234 233 252 270
Insurance and pension schemes 2 12 32 23 25 22 19 21 14
Other 3,278 3,468 4,375 4,576 4,418 4,475 4,178 4,422 4,219
Households and NPISHs
Total 36,751 38,492 38,585 39,272 39,486 39,860 40,246 40,898 41,969
Currency and deposits 17,984 18,871 19,290 19,636 19,791 20,069 20,210 20,807 21,077
Debt securities 334 253 247 125 128 146 139 127 174
Loans 700 691 694 653 715 729 725 712 782
Shares 2,469 2,739 2,631 2,701 2,645 2,565 2,533 2,343 2,401
Other equity 5,734 5,785 5,877 6,066 6,108 6,098 6,196 6,291 6,794
Investment fund shares/units 1,151 1,398 1,433 1,528 1,482 1,483 1,552 1,600 1,681
Insurance and pension schemes 5,914 6,457 6,628 6,736 6,759 6,865 7,016 7,053 7,084
Other 2,464 2,298 1,786 1,827 1,858 1,905 1,876 1,966 1,977
Rest of the world
Total 51,405 58,345 58,052 58,349 58,728 58,632 58,200 57,730 58,002
Monetary gold and SDRs 241 257 270 275 267 272 270 275 274
Currency and deposits 4,293 3,497 2,990 3,167 3,710 3,443 2,972 4,380 3,471
Debt securities 15,572 23,282 23,382 23,331 22,966 22,665 22,902 20,889 21,644
Loans 16,697 15,676 15,481 15,231 14,850 14,656 14,275 14,213 13,947
Shares 3,687 4,556 4,337 4,539 4,886 5,225 5,259 5,160 5,326
Other equity 4,815 5,401 5,825 6,284 6,402 6,482 6,833 7,089 7,288
Investment fund shares/units 28 21 23 25 24 25 26 25 27
Insurance and pension schemes 275 218 217 221 232 244 216 213 232
Other 5,796 5,436 5,627 5,276 5,392 5,621 5,447 5,486 5,792
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Table 9.10: Non-consolidated liabilities — outstanding amounts
EUR million 2013 2014 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 17Q1
Domestic sector
Total 197,674 205,453 204,033 202,665 201,139 199,559 200,522 199,639 203,750
Monetary gold and SDRs 241 257 270 275 267 272 270 275 274
Currency and deposits 35,203 38,457 38,536 39,172 37,577 36,918 37,698 38,354 39,233
Debt securities 25,125 33,538 35,028 34,824 35,000 35,271 36,322 33,513 34,119
Loans 61,027 54,637 51,647 49,845 49,122 47,570 46,505 46,858 47,087
Shares 20,887 22,274 21,242 21,615 22,101 21,498 21,532 21,359 22,151
Other equity 24,199 25,395 26,534 26,608 26,673 27,071 27,529 28,076 29,198
Investment fund shares/units 1,839 2,143 2,181 2,303 2,209 2,220 2,315 2,374 2,481
Insurance and pension schemes 6,684 7,209 7,452 7,498 7,604 7,704 7,790 7,810 7,914
Other 22,468 21,543 21,143 20,526 20,587 21,035 20,560 21,020 21,293
Non-financial corporations
Total 84,847 82,273 80,415 78,891 79,315 79,039 78,462 78,338 80,309
Debt securities 818 1,088 1,192 1,179 1,223 1,321 1,376 955 1,015
Loans 31,297 28,629 26,779 25,127 25,272 24,586 23,990 23,563 23,730
Shares 14,225 14,233 13,242 13,421 13,649 13,218 13,119 12,762 13,253
Other equity 22,453 23,013 23,980 24,039 24,139 24,475 24,868 25,308 26,413
Other 16,054 15,310 15,221 15,126 15,031 15,438 15,109 15,750 15,897
Monetary financial institutions
Total 50,512 48,917 46,507 47,006 47,065 46,883 48,277 49,224 50,442
Monetary gold and SDRs 241 257 270 275 267 272 270 275 274
Currency and deposits 33,048 34,122 33,219 34,012 34,673 35,072 36,579 37,528 38,390
Debt securities 1,667 1,666 1,223 1,149 847 820 800 801 781
Loans 10,427 7,073 5,753 5,574 4,970 4,360 4,333 4,330 4,564
Shares 3,866 4,399 4,562 4,539 4,729 4,738 4,721 4,724 4,791
Other equity 823 945 994 1,005 1,029 1,072 1,090 1,091 1,108
Investment fund shares/units 36 37 61 56 66 66 81 99 65
Other 404 419 424 396 484 484 403 375 469
Other financial institutions
Total 16,069 17,540 17,110 17,001 16,939 16,778 16,873 16,852 17,359
Debt securities 39 136 92 73 73 123 121 118 121
Loans 5,070 4,453 3,991 3,678 3,365 3,143 3,063 2,924 2,870
Shares 1,486 2,174 2,003 2,093 2,233 2,107 2,143 2,154 2,360
Other equity 472 947 971 964 992 1,007 1,049 1,140 1,143
Investment fund shares/units 1,804 2,106 2,120 2,247 2,143 2,154 2,234 2,275 2,416
Insurance and pension schemes 6,684 7,209 7,452 7,498 7,603 7,703 7,790 7,810 7,914
Other 513 516 482 448 530 540 475 431 536
General government
Total 33,945 44,477 47,747 47,556 45,617 44,600 44,499 42,668 42,936
Currency and deposits 2,155 4,335 5,317 5,160 2,904 1,846 1,120 826 843
Debt securities 22,601 30,647 32,521 32,423 32,857 33,006 34,025 31,639 32,202
Loans 3,448 3,846 4,432 4,738 4,812 4,694 4,303 5,047 4,765
Shares 1,309 1,469 1,435 1,562 1,489 1,435 1,550 1,719 1,747
Other equity 451 491 588 600 513 517 522 537 533
Other 3,981 3,689 3,454 3,074 3,041 3,101 2,980 2,900 2,844
Households and NPISHs
Total 12,301 12,245 12,254 12,211 12,203 12,260 12,410 12,558 12,705
Loans 10,785 10,637 10,692 10,728 10,702 10,788 10,817 10,994 11,158
Other 1,516 1,608 1,561 1,482 1,500 1,473 1,593 1,564 1,547
Rest of the world
Total 33,328 39,295 41,527 41,632 42,080 41,888 41,299 41,846 42,573
Monetary gold and SDRs 309 348 362 363 312 326 324 319 325
Currency and deposits 6,151 11,050 11,184 10,567 10,352 9,768 8,721 8,702 8,043
Debt securities 8,767 9,548 10,399 11,335 11,860 12,221 12,779 13,479 14,158
Loans 5,640 5,492 5,192 5,012 5,090 5,085 5,048 4,827 4,733
Shares 2,330 2,457 2,464 2,637 2,444 2,397 2,497 2,566 2,757
Other equity 3,099 3,008 3,043 2,981 3,031 2,968 2,994 2,962 2,877
Investment fund shares/units 1,294 1,520 1,528 1,602 1,628 1,643 1,692 1,700 1,815
Insurance and pension schemes 131 141 131 129 137 140 140 141 145
Other 5,607 5,730 7,224 7,007 7,227 7,340 7,104 7,150 7,721
Table 9.11: Net financial assets
EUR million 2013 2014 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 17Q1
Domestic sector -18,077 -19,050 -16,524 -16,717 -16,647 -16,744 -16,900 -15,884 -15,428
Non-financial corporations -41,546 -41,000 -38,133 -37,570 -37,474 -36,938 -36,608 -35,997 -36,609
Monetary financial institutions 5,191 4,289 3,894 3,651 3,311 3,227 3,009 2,709 2,520
Other financial institutions -844 -172 -10 133 383 465 696 702 658
General government -5,328 -8,414 -8,606 -9,992 -10,149 -11,097 -11,834 -11,639 -11,262
Households and NPISHs 24,450 26,246 26,331 27,062 27,283 27,599 27,836 28,340 29,265
Rest of the world 18,077 19,051 16,524 16,717 16,647 16,745 16,901 15,884 15,429
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Table 9.12: Non-consolidated transactions in financial assets — four quarter moving sum of flows

EUR million 2013 2014 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 17Q1
Domestic sector
Total -1,512 3,741 2,045 862 -712 -492 -2,759 -1,691 2,709
Monetary gold and SDRs -12 12 0 0 -18 -56 -56 -56 0
Currency and deposits 777 8,795 2,624 455 -2,310 -783 -3,261 -3,906 -441
Debt securities 993 646 3,319 3,086 3,726 3,317 3,485 2,863 2,639
Loans -3,799 -4,658 -3,774 -3,119 -2,244 -2,355 -2,009 -733 -369
Shares 139 -824 -32 181 -79 -521 -513 -353 -80
Other equity 430 201 660 479 496 754 306 485 472
Investment fund shares/units 27 152 211 167 121 7 50 2 37
Insurance and pension schemes -23 182 192 178 106 110 137 138 128
Other -44 -766 -1,154 -567 -509 -1,029 -898 -132 323
Non-financial corporations
Total 132 -412 -417 358 274 -149 -91 1,023 1,445
Currency and deposits 583 456 496 735 736 444 526 570 663
Debt securities -16 -14 -28 -36 -18 -3 15 -6 -37
Loans -207 75 -305 -192 -87 -208 -176 -213 -391
Shares -6 -337 -34 103 55 77 50 -13 33
Other equity 110 -100 387 294 290 561 206 441 452
Investment fund shares/units -20 -1 -1 -3 -6 -7 -8 -28 -20
Insurance and pension schemes -41 24 36 23 25 10 -20 2 -10
Other -271 -516 -967 -565 -722 -1,022 -686 270 754
Monetary financial institutions
Total -3,413 -1,546 -1,964 -1,797 -1,132 691 2,095 2,542 3,400
Monetary gold and SDRs -12 12 0 0 -18 -56 -56 -56 0
Currency and deposits 613 2,936 -2,081 -2,849 -3,339 -1,098 -361 -373 -23
Debt securities 512 791 2,878 2,764 3,544 3,227 3,524 2,847 2,705
Loans -4,344 -5,251 -3,202 -2,052 -1,453 -1,353 -886 303 817
Shares -147 -208 79 141 93 -70 -74 -91 -61
Other equity 148 155 122 14 29 26 35 56 38
Investment fund shares/units -13 -4 -2 -2 -2 -2 -2 -2 -1
Insurance and pension schemes -1 2 2 1 1 0 0 0 1
Other -169 22 241 185 14 18 -87 -139 -74
Other financial institutions
Total 96 -116 -119 35 35 -82 -49 -63 -2
Currency and deposits -270 158 -136 -133 13 -133 -34 61 -9
Debt securities 305 100 311 313 226 256 221 157 84
Loans -92 -304 -317 -192 -150 -112 -171 -203 -197
Shares 75 -79 57 49 -92 -132 -104 -59 99
Other equity 13 26 0 15 10 5 10 -35 -28
Investment fund shares/units 74 59 64 31 31 47 38 28 24
Insurance and pension schemes -24 15 -24 -34 -27 -24 -7 12 7
Other 14 -91 -73 -14 24 11 -2 -24 17
General government
Total 1,512 5,019 3,758 1,318 -847 -2,007 -5,851 -6,513 -3,640
Currency and deposits -71 4,356 3,729 1,936 -563 -969 -4,333 -5,331 -2,338
Debt securities 191 -131 180 58 32 -111 -234 -112 -93
Loans 866 821 62 -665 -568 674 -783 -655 -623
Shares 271 -123 -75 -69 -52 -316 -315 -57 -69
Other equity 147 93 118 118 134 132 20 -7 -30
Investment fund shares/units 4 16 32 26 30 16 -16 -10 -5
Insurance and pension schemes 0 2 5] 0 0 -5 -13 -1 -5
Other 103 -17 -293 -86 140 -78 -178 -340 -477
Households and NPISHs
Total 161 796 787 947 958 1,055 1,137 1,321 1,505
Currency and deposits -78 889 617 766 842 974 940 1,167 1,266
Debt securities 0 -99 -22 -13 -58 -51 -42 -22 -20
Loans -23 1 -11 -17 14 -7 7 35 25
Shares -54 =77 -58 -44 -82 -80 -71 -132 -83
Other equity 13 27 32 38 33 30 35 30 40
Investment fund shares/units -19 83 119 116 68 18 38 14 39
Insurance and pension schemes 43 138 172 188 107 129 176 126 135
Other 279 -165 -61 -87 35 42 54 101 103
Rest of the world
Total -772 3,424 795 -516 -518 322 -1,902 -1,662 -1,583
Monetary gold and SDRs 0 0 0 0 0 0 0 0 0
Currency and deposits -4,186 -805 -273 -350 371 406 -24 1,198 -252
Debt securities 3,784 4,444 -64 -999 -683 17 -1,645 -2,885 -1,616
Loans -196 -1,142 -723 -627 -1,470 -1,685 -1,308 -1,028 -948
Shares 54 1,040 634 335 499 672 658 529 356
Other equity -32 -51 1,024 1,377 1,113 1,098 703 546 552
Investment fund shares/units 2 -1 2 & 2 1 1 0 0
Insurance and pension schemes 39 -54 -1 3 20 29 -2 -8 0
Other -237 1 207 -258 -372 -216 -285 -13 322
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Table 9.13: Non-consolidated transactions in liabilities — four quarter moving sum of flows
EUR million 2013 2014 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 17Q1
Domestic sector
Total -2,459 1,704 271 -884 -2,293 -1,646 -3,963 -3,065 1,184
Monetary gold and SDRs 0 0 0 0 0 0 0 0 0
Currency and deposits -3,988 3,170 1,185 644 -1,061 -224 -805 -828 1,629
Debt securities 5,338 4,602 1,838 338 1,135 1,469 -174 -1,971 -1,193
Loans -4,031 -5,735 -4,292 -3,472 -3,524 -3,904 -3,298 -1,637 -1,039
Shares 271 172 436 246 277 187 174 269 214
Other equity 247 102 1,666 1,888 1,617 1,812 987 922 924
Investment fund shares/units -38 39 145 142 59 7 3 -1 24
Insurance and pension schemes 27 121 189 189 139 146 128 120 123
Other -284 -767 -897 -859 -935 -1,139 -977 60 501
Non-financial corporations
Total -1,680 -2,309 -2,149 -1,112 =777 -947 -804 276 613
Debt securities 20 288 122 83 102 162 174 -227 -218
Loans -1,389 -1,965 -2,989 -2,434 -2,169 -2,256 -1,661 -740 -752
Shares 32 54 275 152 176 137 128 49 3
Other equity 105 171 1,271 1,470 1,488 1,678 945 862 863
Other -447 -857 -829 -383 -374 -668 -389 333 718
Monetary financial institutions
Total -7,302 -2,320 -2,701 -2,282 -1,593 496 1,922 2,291 3,177
Monetary gold and SDRs 0 0 0 0 0 0 0 0 0
Currency and deposits -4,221 1,002 -554 -146 156 1,887 3,402 3,508 3,689
Debt securities -627 14 -530 -525 -750 =77 -417 -339 -56
Loans -2,320 -3,367 -1,542 -1,536 -980 -1,279 -1,006 -826 -399
Shares -23 114 128 44 52 24 24 17 6
Other equity 0 0 0 0 0 0 0 0 0
Investment fund shares/units 12 0 26 19 Bl 12 20 43 -1
Other -122 -82 -230 -138 -102 -71 -100 -112 -63
Other financial institutions
Total -162 -635 -186 73 -21 0 -126 -198 -124
Debt securities -10 1 -52 -72 -72 24 24 42 41
Loans -350 -694 -750 -461 -174 -241 -309 -348 -380
Shares 56 3 33 51 49 26 22 4 5
Other equity 141 -68 283 305 16 21 39 58 59
Investment fund shares/units -50 39 119 123 28 -5 -17 -44 26
Insurance and pension schemes 27 121 189 189 139 146 128 120 123
Other 25 -36 -8 -62 -7 30 -13 -30 2
General government
Total 6,954 7,040 5,373 2,450 55 -1,318 -5,194 -5,846 -3,062
Currency and deposits 232 2,168 1,739 790 -1,216 -2,111 -4,206 -4,336 -2,060
Debt securities 5,956 4,299 2,297 851 1,855 1,360 45 -1,446 -960
Loans 347 395 988 872 -309 -315 -564 -102 -50
Shares 205 0 0 0 0 0 0 200 200
Other equity 0 0 112 112 113 114 3 2 2
Other 214 176 237 -175 -387 -366 472 -164 -194
Households and NPISHs
Total -268 -71 -65 -12 42 122 239 411 580
Loans -317 -103 1 87 107 187 241 378 542
Other 47 33 -66 -99 -65 -65 -2 33 37
Rest of the world
Total 175 5,460 2,570 1,229 1,064 1,476 -698 -287 -59
Monetary gold and SDRs -12 12 0 0 -18 -56 -56 -56 0
Currency and deposits 579 4,821 1,166 -538 -878 -152 -2,480 -1,880 -2,322
Debt securities -561 488 1,417 1,749 1,909 1,865 2,014 1,949 2,216
Loans 36 -65 -205 -274 -190 -136 -18 -124 -278
Shares -78 44 166 270 143 -36 -29 -93 62
Other equity 151 48 18 -32 -8 40 22 109 100
Investment fund shares/units 67 102 68 28 64 65 48 2 13
Insurance and pension schemes -10 8 -8 -8 -13 -8 7 10 6
Other 3 2 -50 34 54 -106 -206 -205 144
Table 9.14: Net financial transactions - four quarter moving sum of flows
EUR million 2013 2014 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 17Q1
Domestic sector A7 2,036 1,775 1,745 1,581 1,154 1,204 1,374 1,524
Non-financial corporations 1,813 1,897 1,733 1,470 1,051 798 713 746 831
Monetary financial institutions 3,889 775 737 485 460 194 173 251 223
Other financial institutions 257 519 67 -38 56 -82 78 135 122
General government -5,442 -2,021 -1,614 -1,132 -901 -689 -657 -668 -578
Households and NPISHs 429 867 852 960 916 932 898 909 925
Rest of the world -947 -2,036 -1,775 -1,745 -1,581 -1,154 -1,204 -1,374 -1,524
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METHODOLOGICAL NOTE

International economic relations

The balance of payments methodology and Slovenia’s
international investment position are based on the recom-
mendations of the sixth edition of the IMF’s Balance of
Payments and International Investment Position Manual
(IMF, 2009). The external debt statistics are based on the
External Debt Statistics: Guide for Compilers and Users
(IMF, 2014), which was also issued by the IMF and is
fully compliant with the aforementioned manual.

The balance of payments is a statistical illustration of
economic transactions between residents of a certain
economy and non-residents taking place during a specific
period. A fransaction is an interaction between two institu-
tional units that occurs by mutual agreement or through
the operation of the law and involves an exchange of
value or a transfer.

The international investment position is statistical
statement that shows at a point in time the value of finan-
cial assets of residents of an economy that are claims on
non-residents or are gold bullion held as reserve assets,
and the liabilities of residents of an economy to non-
residents.

The gross external debt is derived from the international
investment position. It consists of non-contingent liabili-
ties requiring the repayment of principal and/or interest at
a specific period in the future that are simultaneously
debt to a non-resident of a specific economy. The net
external debt is derived from the difference between the
claims and liabilities vis-a-vis non-residents via such in-
struments. The concept of external debt does not include
equities or financial derivatives.
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Statistics of financial institutions and

markets

The methodology for the balance sheets of financial insti-
tutions is based on the methodology of the European
Central Bank (ECB) and the euro area. The data source
is the statistical report by monetary financial institutions.

The features of the methodology are as follows:

e The sector of monetary financial institutions (MFls)
comprises banks, savings banks, credit unions and
money-market funds.

e Loans are disclosed in gross amounts.

e The items “loans and deposits” and “debt securities”
under claims and liabilities, on account of the inclu-
sion of marketable/non-marketable securities in the
items of loans and deposits and securities. According
to the ECB methodology non-marketable securities
are included under loans and deposits, while marketa-
ble securities are included under debt securities.

o Under the ECB methodology relations on behalf and
internal relations are included in net amounts.

o The figures for certain items (loans, deposits, securi-
ties other than shares, issued debt securities) are
disclosed at nominal value in accordance with the
ECB requirement. The nominal value for individual
instruments means the amount of principal that the
obligor owes the creditor under the contract:

— loans: outstanding principal, excluding accrued
interest, commission and other costs,

— deposits: amount committed for a fixed term, ex-
cluding accrued interest,

— debt securities: nominal value.

The consolidated balance sheet of monetary financial
institutions discloses the overall (consolidated) balance
sheet of the Bank of Slovenia and other monetary finan-
cial institutions at the end of the month. Mutual claims
and liabilities of sectors S.122 and S.121 are excluded.
On the liability side of the balance sheet, liabilities to do-
mestic sector S.1311 are excluded in certain items, and
are captured under other liabilities.
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The balance sheet of the Bank of Slovenia discloses
the balance sheet of the Bank of Slovenia at the end of
the month in accordance with ECB's methodology.

The balance sheet of other monetary financial institu-
tions discloses the aggregate balance sheet of other
monetary financial institutions, i.e. banks, savings banks,
credit unions and money-market funds, at the end of the
month.

The legal requirements with regard to interest rate sta-
tistics of MFIs are set out in Regulation ECB/2013/34
amended by Regulation ECB/2014/30, which defines the
statistical standards according to which monetary finan-
cial institutions report their interest rate statistics. The
interest rate statistics of MFls relate to the interest rates
on which a credit institution or other institution reach
agreement with a client. A new operation is defined as a
new agreement between a household or non-financial
corporation and a credit institution or other institution.
New agreements include all financial contracts whose
terms first set out the interest rate on a deposit or loan,
and all new negotiations with regard to existing deposits
and loans.

Financial accounts statistics

The methodological basis for compiling the financial ac-
counts consists of the ESA 2010, which sets out common
standards, definitions, classifications and accounting
rules.

The financial accounts disclose the stocks and transac-
tions recorded by individual institutional sectors in individ-
ual financial instruments as claims and liabilities.

The institutional sectors comprise the domestic sectors
and the rest of the world. The domestic sectors comprise
non-financial corporations, monetary financial institutions
(central bank, deposit-taking corporations, money-market
funds), other financial institutions (investment funds, oth-
er financial intermediaries, financial auxiliaries, captive
financial institutions and money lenders, insurance corpo-
rations, pension funds), the general government sector
(central government, local government, social security
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funds), households and non-profit institutions serving
households (NPISHSs).

Financial instruments comprise monetary gold and
SDRs (special drawing rights), currency and deposits,
debt securities, loans, shares, other equity, investment
fund shares/units, insurance and pension schemes, and
other instruments (financial derivatives, other accounts
receivable/payable).

Transactions comprise the difference between increases
(acquisitions) and decreases (disposals), i.e. the net
transactions in an individual financial instrument.

Net financial assets discloses the difference between
the stock of financial assets and the stock of financial
liabilities, while net transactions discloses the difference
between transactions in financial assets and transactions
in financial liabilities.

The annual and quarterly stocks at the end of the period
and the annual and quarterly transactions (four-quarter
moving sums) are given in the table. The figures are un-
consolidated, which means that they include claims and
liabilities between units within the framework of an institu-
tional sector.
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