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Summary

The general government deficit further decreased last year due to a stronger revenue growth which greatly exceeded the
increase in general government expenditure. In the first three quarters of 2017 the general government deficit was 0.4% of GDP
or 1.4 percentage points of GDP, i.e. EUR 400 million, less than in the same period of the previous year. The annual deficit will
be similar or below the assessment made by the Government in the Draft budgetary plan for 2018 (-0.8% of GDP). According to
the Fiscal Council’s (FC) estimate, the reduction in the structural balance deficit was much less significant in comparison with the
general government deficit. At the same time pressure on public finance is increasing, which could reduce the planned structural
effort in 2018. In the Fiscal Council’s opinion, the structural effort was at the minimum required limit already in the latest
budgetary documents. The materialisation of the aforementioned pressures would entail a reduction in the countercyclical
orientation of the fiscal policy and slow down the decrease in general government indebtedness.

The increase in general government revenue (6.1%) in the first three quarters of 2017 was mainly due to high and broadly
based economic growth and will probably not differ much from the latest official assessments of the Government on the annual
level (6.0%). The increase in general government revenue was largely derived from the higher revenue from taxes and social
contributions, and its increased dynamics as compared to 2016 was mainly due to a lower deceleration of drawing on EU funds
than in the previous year. The total general government expenditure increased by 2.8% in the first three quarters of 2017. This
was mainly due to compensations to employees and social transfers. The increase in general government expenditure in 2017 is
expected to be slightly below the target set by the Government (3.4%), which is mainly attributed to a lower-than-planned
increase in expenditure on investment and intermediate consumption.

At the end of the third quarter, the general government debt was EUR 650 million higher than in the same period of the previous
year. In addition to economic growth, the improvement of the primary balance also had a positive effect on the 3 percentage
points reduction in the share of debt in GDP to 78.5%, while further reduction thereof continued to be inhibited primarily by high
interest payments. A significant reduction in the implicit interest rate for the general government debt and the extension of its
maturity was not only due to the favourable financing conditions but also to the Government’s active debt-management policy.
This is a positive development given the high level of general government debt: over the next ten years, the Government will
have to make principal and interest payments averaging about 6% of the current GDP per year.

The majority of economic data published after the adoption of budget documents in the autumn of 2017 showed a continued
pattern of favourable economic trends, and the estimates of various institutions indicated that the negative output gap had closed
in 2017. In addition to the output gap, the Fiscal Council monitors a broader range of indicators to determine the cyclical p osition
of the economy. On the basis of these indicators, it may be assessed that Slovenia’s economy was still in a normal economic cycle
at the end of 2017. Indicators of economic activity, (un)employment and economic sentiment have already exceeded the average
growth rates/long-term levels. However, the movement of labour costs, indicators of prices and loans to the private sector still lag
behind the long-term average, while the surplus in the current account of the balance of payments remains high. Taking into
account the available forecasts, it may be assessed that the positive risks associated with economic trends derived particularly
from the domestic environment are prevailing. These risks are associated with a potential additional upswing in investment activity
and structural restrictions in the labour market with increased pressures on costs and prices.
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Fiscal trends — The general government sector

The general government deficit further decreased last year due to a stronger revenue growth, which strongly exceeded the
increase in general government expenditure. In 2017, the general government deficit amounted to 0.4% of GDP, which was 1.4
percentage points of GDP or EUR 400 million less than in the same period of 2016. Assuming similar trends in the last quarter of
the previous year, the annual deficit will be similar or below the latest official assessment made by the Government in the Draft
budgetary plan for 2018 (-0.8% of GDP). The reduction in deficit was mainly due to the favourable economic trends. According
to the Fiscal Council’s estimate, the reduction in the structural balance deficit, which does not take into account cyclical trends and
one-off measures, was much less significant. In addition to the reduction in the general government deficit, there was also an
increase in the surplus of the primary general government balance, which does not include interest payments, from 1.2% of GDP
in the first three quarters of 2016 to 2.5% of GDP in the same period last year.

The revenue increase (6.1%) was mainly due to the higher revenue derived from taxes and social contributions, associated with
the favourable economic and labour market conditions. The stronger growth dynamic was also the result of a lesser decline in
capital revenue, particularly revenue from the EU budget. After a decline in 2016, total general government expenditure
increased by 2.8% in the first three quarters of 2017. The year-on-year growth in all major expenditure categories increased
throughout the year. The increase in compensation of employees (4.2%) continued, the relaxation of austerity measures resulted in
an increased growth of social transfers and the increase in intermediate consumption expenditure was also higher than in the
previous year. After a considerable decline in 2016, investment expenditure slightly declined further in the first three quarters of
last year, which was due to a still low level of drawing on EU funds. Interest payments remained at a similarly high level as in
previous years.
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General government revenue

The increase in general government revenue (6.1%) in the first three quarters of 2017 was mainly due to strong and broadly
based economic growth and will, at the annual level, probably not differ much from the latest official assessments presented by
the Government in the Draft Budgetary Plan for 2018 (6.0%). The revenue increase would thus be similar to the projected
nominal GDP growth. The increase in general government revenue continues to be largely derived from the higher revenue from
taxes and social contributions, and its increased dynamics as compared to 2016 was mainly due to a lesser decline in capital
revenue as a result of maintenance of the volume of drawing on EU funds at the same low level as in the previous year.

As regards tax revenues, there was a stronger year-on-year increase in revenues from taxes on production and imports (4.2%),
particularly from VAT, which is considered to be the result of faster nominal increase in private consumption. The increase in
current taxes on income and wealth (7.0%) remained at the same level as in the previous year, with the increase in total
compensation of employees remaining similar to previous year, while the gross operating surplus recorded a much higher
increase. In our estimate, the total increase in tax revenues in 2017 will be in line with the Government’s assessments, with taxes on
production slightly higher than planned, and revenues from taxes on income and wealth slightly lower than planned. The continued
considerable improvement in labour market conditions last year resulted in increased revenue from social contributions (6.6%),
which, in our estimate, will prove to have been higher than that projected by the Government throughout 2017. Other current
revenues also showed an increase, including property income resulting from major dividend payments by state-owned companies
in the first three quarters of 2017. Capital revenue, which declined considerably (-79.1%) in 2016 on the transition to the next
European financial perspective, further declined in the first three quarters of 2017. The dynamics of capital revenue thus show two
missed years in drawing on EU funds and has a significant impact on the dynamics of the Government’s investment activity.
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General government expenditure

After a decline due to a sharp drop in investment activity on the transition to the next European financial perspective in 2016,
general government expenditure increased by 2.8% in the first three quarters of 2017. The increase in the whole year is
expected to be slightly below the target set by the Government for 2018 (3.4 %), which is mainly attributed to a lower-than-
planned increase in investment expenditure in conjunction with a reduced drawing on EU funds and a lower increase in
expenditure on intermediate consumption, where the increase was planned considerably above the long-term average. The
increase in expenditure would thus equal only less than one half of the anticipated GDP growth.

The increase in expenditure in the first three quarters of 2017 was again largely due to compensation of employees, but its
growth slowed down in comparison with 2016 and was within Government projections. The number of employees in the general
government increased by 1.8% (register data), growth being highest in healthcare and social assistance services (3.4%). The
higher increase in social transfers (2.7%) as a result of further relaxation of austerity measures, was also in line with projections.
Expenditure on intermediate consumption also increased, but it was considerably lower than the planned 9% annual increase. In
the case of such an increase that has been exceeded only twice since 2000, expenditure on intermediate consumption would
exceed the FC's current estimate by almost EUR 150 million in 2017. The estimated expenditure on subsidies was also
overestimated by approximately EUR 50 million. In the first three quarters of 2017 it remained at the same level as in the same
period of the previous year; an annual increase of almost one-fifth had been expected. The key reason for the lower increase of
expenditure than planned was investment, which was planned to increase by a good 3% after a nearly 30% decrease in 2016,
but it actually decreased by approximately the same percentage in the first three quarters of 2017. In the first three quarters of
2017, interest payments remained at approximately the same high level as in the previous year while they should decrease by
almost 10% in the whole year according to the Government’s October projections.
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General government debt

At the end of the third quarter, the general government debt was EUR 650 million higher than in the same period of the previous
year. In addition to economic growth, which directly impacts the denominator in the presentation of the relative ratio, the cyclical
improvement of the primary balance has recently also had a positive effect on the 3 percentage points reduction in the GDP
share to 78.5%. A considerable reduction in the share of debt in GDP is still inhibited by a high level of interest payments, which
is partially also due to the Government’s additional borrowing, taking advantage of the favourable financing conditions on the
market. The required yield on Slovenian government bonds is at its all-time low and has been around 1% since the beginning of
2016. The Government has been replacing relatively expensive bonds issued in US dollars in the period 2012-2014 with
cheaper bonds. At the same time, there was a relatively large amount of pre-financing to meet future liabilities, which is also
reflected in the amount of the Government’s financial resources on the treasury single account. This balance has decreased over
the past two years, but still totalled EUR 4.9 billion, or 11.5% of GDP, at the end of 2017. In addition to favourable financing
conditions, the Government’s active debt-management policy has in recent years contributed to a significant reduction in the
implicit rate of interest for the general government debt, to less than 4%, and to a more appropriate time distribution of
liabilities, particularly in terms of extending the due date for payment of the principal. This is a positive development given the
high level of general government debt: over the next ten years, the Government will have to make principal and interest
repayments averaging EUR 2.5 billion or about 6% of the current GDP per year.
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Public finance budgets
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Macroeconomic trends

In our view, the Slovenian economy was in a normal economic cycle at the end of 2017. After four years of favourable economic
trends, estimates by various institutions show that the negative output gap has closed in 2017. The current output gap estimates by
some institutions (the EC and the OECD) already point to the overheating of the economy, but, due to the uncertainty and
variability of such estimates, we have also been monitoring other indicators to determine the cyclical position of the economy.
Indicators of economic activity, (un)employment and economic sentiment have already exceeded the average growth rates/levels
since 2005. On the other hand, the movement of labour costs, indicators of prices and loans to the private sector in particular still
lag behind the long-term average, while the surplus in the current account of the balance of payments remains high.

The majority of economic data published after the adoption of budget documents in the autumn of 2017 showed a continued
pattern of favourable economic trends. The strong economic growth continued in the third quarter of 2017. Gross domestic
product was higher year on year in the first three quarters by 4.7%, which was double the average increase in the EU. Taking
into account an increase in all GDP components, economic growth was broad-based. The strong growth in exports was due to the
favourable economic conditions in our trading partners and improved competitiveness of exporters. The revival of investment
activity continued, particularly as demand growth, the need to replace equipment and the favourable financial position of
enterprises stimulated the growth of investment in machinery and equipment. There was also a revival of private-sector
investments in construction projects. Household consumption was positively affected by continued considerable improvement in
labour market conditions, with the number of employed last year having been exceeded only in 2008. There was also a gradual
increase, albeit a moderate one, in wages. The core inflation rate (excluding energy and food) has remained slightly below 1%
since 2016.
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Macroeconomic trends

The increase in domestic demand is still not reflected in cost and price pressures and, given the prevailing methods of financing the

private sector, which, particularly in the corporate sector, is not based on any major borrowing, did not yet cause any economic

imbalances. The existing forecasts and risk assessments point to a rise in the possibility of an overheating of the economy in the

future years. Although the increase in economic activity is expected to slow in the next few years, most forecasts show continued

favourable economic trends. Despite the relatively high level of uncertainty at the international level, which could slow growth in

Slovenia’s major trading partners, positive risks were accumulating in the domestic environment. Economic activity could

particularly be accelerated by giving an additional impetus to investment activity, while cost and price pressures in the economy

could also be increased due to structural restrictions in the labour market.
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