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Inflation Determinants in Slovenia

Equlibrium process of Balassa-Samuelson effect

Growth in Slovenia more than twice as growth in Eurozone
Credit demand induced by lower real interest rates

Global surge of energy and food prices

Higher weight of energy and food prices in Slovenian CPI
Lack of competition



The Case of Slovenia

May 2004: Entry to EU

June 2004: Entry to ERM2

January 2007: Adoption of Euro



Is this Balassa-Samuelson Effect?
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Where Do We Stand Today?

Projections
2008 2009 2010
2003 2004 2005 2000 2007 April A April A April A

Activity, employment, wages real growih, %
Real GDF 20 44 41 5.7 6.1 4.2 -2 3.9 0.0 4.1
Employment 02 04 0.7 12 27 0.3 04 0.6 03 0.5
Average net wages (nominal) 75 44 b2 5.1 79 748 2 6.9 1.0 5.5
Disposable income” 1.7 4.2 1.7 5.2 6.6 3.0 -7 3.9 0.7 3.3
Average gross wages (nominal) 76 48 49 48 59 T4 0.8 7.0 11 5.6
Productivity 3.0 4.0 34 4.5 33 33 -16 33 0.3 3.6
ULC (nominal) 36 22 -14 12 20 4.0 14 36 14 1.9
Domestic demand real growth, %
Domestic demand 48 43 22 5.7 6.9 4.2 02 35 0.1 3.7
Household expend ture 3.9 30 24 40 31 3.2 -8 3.0 0.4 3.3
Governmert spending 19 31 32 44 14 26 07 1.9 04 1.8
Gross investment 10.2 10.5 oA 899 17.8 7.2 1.7 54 o0& 5.6
Balance of payments real growth, %
Exports of goods and services 3.1 125 10.1 123 13.0 9.5 2.1 8.2 -0.3 8.3
Imperts of goods and services 6.7 133 6.7 122 14.1 8.3 -16 1.7 0.3 7.8
Current account (EUR billion) 0.2 L7 0.6 09 -8 -2.2 -1.3 2.2 -14 =21

as % of GDP 05 -2.8 2.0 29 49 -6.1 31 -5.5 3.3 -5.0
Terms of frade™ 038 -1.0 2.0 06 0.0 -2.2 2.2 0.4 01 0.4
Prices average annual growtt, %
Consumer prices (HICP) a7 37 25 25 38 56 23 35 08 28
Non-administerad prices 59 3.0 1.2 19 41 55 20 36 0.3 3.0
Administered prices 44 6.1 74 48 21 59 14 32 2.2 0.9
International environment annuel growth, %
Forzign demand*** 6.0 74 46 9.0 6.6 55 A7 6.3 0.2 6.4
Qi USL per barrel) 288 .3 M2 b4y f2.r 100 2 98 29 97
Nen-oil commodities 113 160 6.0 217 1715 125 5 5.0 0.0 5.0
EMJ inflation 21 21 22 22 21 2.9 09 21 02 1.9
PPl Germany 1.7 16 45 5.5 20 23 04 1.8 0.1 1.8

* Net wages, other earnings from emoloyment and social benetis; HICH detlated
** Based on national accounts defiators.

*** Basket of foreign partners import volumes.

A - The difference between Aol 2008 and October 2007 projecions.

Source: Bank of Slovenia, Eurostat, Consensus Forecasts, JP Morgan, OECD Outiook,, IMF World Economic Qutlock.



Activity, Employment and Wages

Projecticns
2008 2009 2010
2003 2004 2005 2006 2007  April A April A April A
real growth, %
Real GDP 28 14 4 5.7 61 4.2 9.2 39 0.0 4.1
Empleyment -0.2 04 0.7 1.2 a7 0.9 0.4 0.8 0.3 0.5
Average net wages (nominal) [ 14 6.2 2.1 79 7.8 *2 6.9 1.0 55
Disposable income* 1.7 42 1.7 o2 6.6 3.0 0.7 3.9 0.7 3.3
Average gross wages (nominal) 16 16 49 4.8 29 7.4 0.8 7.0 11 5.6
Productivity 3.0 10 34 4.5 33 33 .6 33 03 36
ULC (nominal) 3.6 2.2 -1.4 12 20 4.0 ‘4 36 14 1.9

A: The difference between curent projections ard propctions in the Prce Stability Repori, Ocfcher 2007
* Net wages, other 2arnings from employment and social benefits; HICP deflated

Sovrce: SORS, Bank of Slovena calculations



Catching-up Process

Figure 2: Catching-up in per capita GDP implies catching-up
in prices
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GDP Growth by Components of Expenditure
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Contributions to Employment Growth
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Financial Deepening
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Lending to Domestic Private Sector
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Banking Sector
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Financial Inflows
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Interest Rates in Slovenia
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Current Account Development
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Public Finance Developments

Public finance devzlopments
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Food Prices in Slovenia and EMU
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Structure of HICP

average annual growth, % year-on-year growth in quarter, %
weighting 2003 2004 2005 2006 2007 0604 07Q1 0702 0703 0704
HICP 100.0% 57 37 25 25 38 23 26 3.2 a7 5.5
Breakdown of HICP:
Energy 34 T.o 119 85 34 23 0.6 3.3 1.1 8.6
Food B.1 13 02 27 71 39 40 6.1 75 107
processed 73 27 0.6 25 6.3 3.5 34 39 7.1 106
unprocessed 3.8 -14 048 3.1 BT 47 52 10.4 8.3 108
Other goods 438 1.8 03 .9 0% 0.4 01 0.0 04 09
Services 7 58 33 3.5 44 38 48 44 52 5.3

Core inflation indicators

HICP excluding energy, seasonal food and tax effects 833% 60 3.0 0.7 1.2 32 1.7 24 24 3.5 4.5

HICP excluding energy and unprocessed food 79.8% 6.3 37 1.3 15 34 21 26 26 3T 45

HICP excluding energy, food, alcohol and tobacco 65.1% 6.0 349 1.5 13 27 1.8 25 23 289 3.2

Administered and non-administered prices:"

Administered prices 21.5% 44 &1 74 48 21 1.1 08 20 07 54
Non-administered prices 785% 59 a0 12 18 4.1 28 3.1 35 4.4 55

Other price indicators:

Industrial producer prices om the domestic market 26 43 27 24 54 27 44 50 53 64
GDP deflator o6 33 17 20 34 158 4.0 33 432 38
Impn:rrtpril::es2 21 41 5.0 3.3 33 34 a7 48 20 3.1

Macroeconomic indicators:

Output gap (HP tremd) 09 06 10 01 15 07 13 18 156 11
Unit labour costs’ 42 05 08 03 25 06 0e 23 21 50
Labour costs per emp Iny&&"’ 76 48 48 4.8 o4 2.1 o4 06 o8 6.8
I-"rI::Hjucti'n.fitj,-'3 3.2 41 4.0 4.5 3.3 44 47 3.3 36 1.7

Profit indicator* 1.3 29 0g 17 14 11 34 =2 20 -1.2

Notes: 1 ECB methodology, 2 Nafional accounts data, * Gross wages only, ¢ Calculated as difference between the GOP defiator and wmit labour
co5ts.
Source: SORS, Eurosfat, ARC calculations.



Conclusions

Benefits of Euro Adoption

Unfavorable global developments of energy and food
prices

At least we cannot have exchange rate and B-o-P crises
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Price Stability Report
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