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SLOVENIA

Economic growth is projected to remain solid and broad-based. Investment will
accelerate as more EU structural funds are disbursed and capacity constraints bite. A
strong labour market will lead to faster wage gains, supporting private consumption.
Euro area growth should help exports remain buoyant despite cost increases. Higher
energy prices and the disappearance of economic slack should push up inflation.

The fiscal stance is broadly neutral, though the budget deficit continues to fall.
Accommodative euro area monetary policy is having an expansionary effect, and bank
balance sheets have improved substantially. To contain cost pressures, Slovenia should
enhance competition by accelerating its privatisation programme, which would also
bolster inward FDI opportunities, and also by undertaking product market reforms and
reduce barriers to entrepreneurship.

Slovenia has not taken full advantage of globalisation, with a low FDI stock and
comparatively weak integration into global value chains. The authorities could
encourage internationally competitive firms to locate operations in Slovenia by reducing
onerous regulation and creating competitive markets. Also, labour market rigidities
push those with obsolete skills into long-term unemployment or early retirement.
Inclusiveness would be boosted by giving such workers the training needed to find a
new occupation.

Growth has become more broad-based

The economy continues to outperform the euro area, with domestic demand the main

driver of growth. Private consumption, especially of durables, is accelerating, as

households gain confidence. Government consumption is also increasing, in part due to

the relaxation of austerity measures such as public sector wage freezes. Investment growth

has recovered, having decreased in early 2016 due to slower disbursement of EU structural

Slovenia

1. Percentage of manufacturing firms pointing to labour shortages as a factor limiting production.
Source: Eurostat, industry database; OECD, Main Economic Indicators database; and OECD Economic Outlook 101 database.

1 2 http://dx.doi.org/10.1787/888933503662
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funds. Exports have continued to perform well, with Slovenia gaining market share,

contributing to a record-high current account surplus.

Unemployment continues to fall, which combined with an ageing labour force, has led

to initial signs of shortages in some occupations. As a result, foreign workers accounted for

a quarter of new hires in 2016, which has helped moderate wage growth. Energy prices

have recently pushed headline inflation to 2% for the first time since the 2013 domestic

banking crisis.

Labour reforms are needed to remove bottlenecks

The repair of bank balance sheets places financial institutions in a position to support

investment through lending to households and firms, with non-performing loans having

been offloaded to the Bank Assets Management Company. This has improved the

transmission of expansionary euro area monetary policy, although interest rates on new

business loans remain higher than the euro area average.

Slovenia has an inclusive labour market, with the exception of older workers and the

long-term unemployed, leaving few underutilised sources of labour. Therefore, better

targeted active labour market policies and closing of remaining bridges to early retirement

in the social welfare system could help damp potential inflationary pressures.

Alternatively, Slovenia could expedite a planned tightening of fiscal policy if inflation

Slovenia: Demand, output and prices
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2013 2014 2015 2016 2017 2018

Current prices 
EUR billion 

GDP at market prices  35.9    3.1 2.3 2.5 3.8 3.1 
Private consumption  19.8    2.0 0.5 2.8 3.7 3.7 
Government consumption  7.1    -1.2 2.5 2.6 1.9 1.4 
Gross fixed capital formation  7.2    1.4 1.0 -3.1 6.8 5.1 
Final domestic demand  34.0    1.2 1.0 1.5 4.0 3.5 
  Stockbuilding1 - 0.1    0.6 0.4 0.8 0.0 0.0 
Total domestic demand  33.9    1.8 1.4 2.4 4.0 3.5 
Exports of goods and services  27.0    5.7 5.6 5.9 5.5 5.7 
Imports of goods and services  25.0    4.2 4.6 6.2 6.0 6.4 
  Net exports1  2.0    1.4 1.1 0.3 0.2 0.0 

Memorandum items
GDP deflator      _ 0.8 1.0 0.6 2.6 2.6 
Harmonised index of consumer prices      _ 0.4 -0.8 -0.2 2.6 3.1 
Private consumption deflator      _ 0.0 -0.7 -0.5 2.4 3.1 
Unemployment rate      _ 9.7 9.0 8.0 7.3 6.3 
General government financial balance2      _ -5.4 -2.9 -1.8 -1.0 -0.2 
General government gross debt2      _ 99.5 102.5 97.8 97.0 95.7 
General government debt, Maastricht definition2      _ 80.9 83.1 79.7 76.3 73.3 
Current account balance2      _ 6.2 5.2 6.8 7.4 7.2 

1.  Contributions to changes in real GDP, actual amount in the first column.                              
2.  As a percentage of GDP.            
Source: OECD Economic Outlook 101 database.      

      Percentage changes, volume 
(2010 prices)
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accelerates. Promoting life-long learning would boost labour supply and also help workers

adapt to future changes brought by globalisation. However, further global integration is

hindered by the prevalence of state-owned enterprises, and the programme of

privatisation has slowed.

Inflationary pressures will begin to emerge

The pace of the economic expansion is projected to strengthen, with economic slack

soon disappearing. Household incomes should rise as falling unemployment leads to

public and private-sector wage pressures. Higher incomes, combined with lower

precautionary savings, are projected to lead to strong sustained growth in private

consumption. Private investment will increase to meet rising demand, while public

investment will also pick up due to renewed disbursement of EU structural funds. Exports

will continue to grow, mostly due to a strengthening euro area economy. Economic growth

will close the fiscal deficit and ensure continued public-debt reduction.

Stronger-than-expected growth in the euro area would further boost exports, while

faster wage growth could accelerate private consumption. Failure to adhere to government

expenditure ceilings could lead to temporarily higher growth, although at the cost of

higher inflation resulting in the loss of export market share. Growth could be reduced by an

early tightening of euro area monetary policy, reducing private investment. Alternatively,

an increase in geopolitical uncertainty or protectionism could damage Slovenia's export

markets, especially outside Europe.




