B

REPUBLIC OF SLOVENIA
FISCAL COUNCIL

Assessment of budgetary documents for
2023 and 2024

(Proposal for the Ordinance amending
the Ordinance on the framework for the
preparation of the general government
budgets for the 2022-2024 period,
Proposal for the Amendment to the
Budget of the Republic of Slovenia for
2023 and Draft Budget of the Republic of
Slovenia for 2024)

October 2022




Fiscal Council /October 2022

Document No: 30-3/2022/9

This assessment is based on the proposal for the amendment to the budget of the Republic of Slovenia for 2023, the draft
budget of the Republic of Slovenia for 2024, the proposal for the ordinance amending the ordinance on the framework
for the preparation of the general government budgets for the 2022-2024 period and the draft budgetary plan for
2023 (all received between 30 September and 13 October 2022). Some forecast values in EUR were calculated indirectly
from rounded proportions of GDP shown in the 2023 draft budgetary plan, so certain items do not sum exactly. An
expanded version of Section 4.1 of this document was published separately as the Fiscal Council’s assessment “Fulfilment of
conditions for the existence of exceptional circumstances in 2023”, which the Fiscal Council submitted to the Government of

the Republic of Slovenia on 23 September 2022. Data available up to and including 11 October 2022 were used.



Fiscal Council /October 2022

TABLE OF CONTENTS:

List of abbreviations 5
Executive summary 7
Legislative framework 9
1. Macroeconomic conditions and forecasts 10
1.1 Overview of macroeconomic conditions and forecasts 10
1.2 Assessment of the cyclical position of the economy 13
1.3 Comparison of the macroeconomic scenarios of the Draft budgetary plans for 2022 and 14
2023

2. Fiscal conditions and forecasts 16
2.1 Assessment of the projected revenues and expenditures in the Draft Budgets 16
Box 2.1: Projections of the general government balance in the Draft budgetary plan for 2023 25
Box 2.2: Impact of discretionary measures and legislation on the general government balance 28
2.2 Gross general government debt 31
3. Risks to the macroeconomic and fiscal scenarios 34
Box 3.1: Slovenia’s general government debt: An analysis of medium-term sustainability 38
4. Adequacy of fiscal policy orientations 40
4.1 Existence of exceptional circumstances in 2023 40
4.2 Assessment of the fiscal policy stance 42
Box 4.1: Indicative assessment of compliance of the Framework Proposal with fiscal rules 45
Box 4.2: Compliance of the Draft Budgets and Framework Proposal with fiscal rules 47
5. Annex 51
Literature 58



Fiscal Council /October 2022

FIGURES:

Figure 1.1:
Figure 1.2:
Figure 1.3:
Figure 1.4:
Figure 1.5:
Figure 1.6:
Figure 1.7:
Figure 1.8:
Figure 1.9:
Figure 2.1:
Figure 2.2:
Figure 2.3:
Figure 2.4:
Figure 2.5:
Figure 2.6:
Figure 2.7:
Figure 2.8:
Figure 2.9:
Figure 2.10:
Figure 2.11:
Figure 2.12:
Figure 2.13:
Figure 2.14:
Figure 2.15:
Figure 2.16:
Figure 2.17:
Figure 2.18:
Figure 2.19:
Figure 3.1:
Figure 3.2:
Figure 4.1:
Figure 4.2:

TABLES:

Table 1.1:
Table 2.1:
Table 5.1:
Table 5.2:
Table 5.3:
Table 5.4:
Table 5.5:
Table 5.6:

Real GDP

Business tendency and consumer surveys - expectations

Real GDP growth in 2023 forecasts for Slovenia

Real GDP growth in 2023 forecasts and scenarios for euro area

Demand factors and GDP

Supply factors and GDP

Tax bases

Output gap estimate range

Indicators of economic cycle dynamics 2005-2022

State budget balance structure 2022

State budget balance

State budget balance structure

Factors of state budget balance change

State budget revenue change

State budget receipts from the EU budget

State budget expenditure

Factors of state budget expenditure change (excluding COVID and inflation mitigation)
State budget investment expenditure

Factors of current expenditure change (excl. COVID and inflation mitigation)
State budget balance (excl. COVID, inflation mitigation, investment and interest)
State budget expenditure excluding COVID and inflation mitigation

General government debt

Change in general government debt

Yields on 10-year government EUR reference bonds

Reference 10-year government bond spreads against benchmark German bond
State budget debt repayment schedule until 2050

Key characteristics of debt maturities and current required yields

Gross general government debt

Estimates of sensitivity of general government balance (ESA) to deviation in GDP growth
Estimates of sensitivity of general government debt (ESA) to deviation in GDP growth
Fiscal policy stance

Fiscal policy stance excluding general government investment

Comparison of the macroeconomic scenarios of the Draft budgetary plans for 2022 and 2023

State budget projections 2022-2024

Output gap estimates

Structural balance estimates

Structural effort estimates

Structural primary balance estimates

Structural primary effort estimates

Maximum general government expenditure and deviation from the framework

10
10
11
11
12
12
12
14
14
17
17
18
18
19
19
21
21
21
21
23
23
31
31
31
31
32
32
33
37
37
43
43

14
18
52
53
54
55
56
57



Fiscal Council /October 2022

List of abbreviations

AJPES — Agency of the Republic of Slovenia for Public Legal Records and Related Services
BoS — Bank of Slovenia

COVID — Coronavirus disease

DBP — Draft Budgetary Plan

EBRD — European Bank for Reconstruction and Development

EC — European Commission

ECB — European Central Bank

EFB — European Fiscal Board

ESA — European System of Accounts

ESRB — European Systemic Risk Board

EU — European Union

EU IFl — The EU Independent Fiscal Institutions Network

EUR — euro

FC — Fiscal Council

FRA — Fiscal Rule Act

GDP — gross domestic product

HP — Hodrick—Prescott

IMAD — Institute of Macroeconomic Analysis and Development

IMF — International Monetary Fund

kWh — kilowatt hour

max E — Maximum general government expenditure

MFF = Multi-Annual Financial Framework

MoF — Ministry of Finance

MTO — medium-term budgetary objective under the European Commission rules
OECD - Organisation for Economic Cooperation and Development

PFA — Public Finance Act

PKP — anti-corona legislative packages

p.p. — percentage point

REACT-EU — Recovery Assistance for Cohesion and the Territories of Europe
RRF - Recovery and Resilience Facility

RS — Republic of Slovenia



Fiscal Council /October 2022

SORS - Statistical Office of the Republic of Slovenia

USD — US dollar

VAT — Value Added Tax

WIIW — Wiener Institut fir Internationale Wirtschaftsvergleiche

ZIPRS2324 —Implementation of the Republic of Slovenia Budget for 2023 and 2024 Act
ZPIZ — Pension and Disability Insurance Institute

Z77S — Health Insurance Institute



Fiscal Council /October 2022

EXECUTIVE SUMMARY

Under current circumstances, fiscal policy needs to maintain the flexibility to act fast and ensure
effective measures to cushion the blow of the cost of living crisis but at the same time avoid creating
additional inflationary pressures and putting at risk the sustainability of public debt in the medium
term. The draft budgets have taken such orientations into account o some extent, but they come with a
number of shortcomings and risks. We assess that the fiscal stimulus envisaged in the proposed budget
documents, mainly in the form of a further increase in the already high level of investment, is neither
necessary nor appropriate under the given circumstances and in view of expected economic trends.
The assessment of projections in the submitted budget documents was made more difficult as their
basis was set unrealistically in the 2022 revised budget. This increases the likelihood of higherthan-
projected growth rates in 2023, particularly for government expenditure. In addition to the continued
acceleration of investments, the rapid growth in expenditure is primarily due to discretionary measures
taken after the entry into force of the applicable budget last autumn. These measures, coupled with a
deteriorated starting position of public finances in 2022, the envisaged large-scale measures to tackle
the cost of living crisis and the cooling of economic activity, contribute to the projected high deficit in
2023.

% 3k ok

According to the proposed budgets, the general government deficit should reach 5.0% of GDP in
2023 and 2.4% of GDP excluding one-off factors. The latter deficit is expected to remain at a similar
level in 2024. The general government debt is projected to fall to 70% of GDP by the end of 2024
and thus remain higher than in the pre-pandemic period. The Fiscal Council estimates that such an
outturn would imply a relatively neutral fiscal policy stance on average over the next two years,
taking into account large one-off factors, overestimated investment and high inflation. If demand were
boosted further, fiscal policy would run counter to the ongoing monetary policy efforts to contain the
upswing in inflation expectations and also counter to economic policy’s own efforts to mitigate the cost

of living crisis.

The outlook for 2023 is shrouded in extreme uncertainty and marked by high geopolitical risks of a
further deterioration in the economic growth outlook, which calls for flexible action by the Government.
This can be described as an unusual event beyond control, which may have significant implications for
the financial situation of the general government sector. As a result, exceptional circumstances continue
to be invoked in 2023, as also foreseen by the Government in its budget documents. Flexibility in
tackling the cost of living crisis in the proposed budget documents entails the creation of a high
reserve, which the Fiscal Council considers appropriate, while ensuring its exclusively dedicated and
transparently presented spending. Measures to tackle the high cost of living must be effective and
must not permanently worsen the public finance position, so it is essential that they are temporary and,
as far as possible, targeted at helping the most vulnerable groups of the population and the most
exposed sectors of the economy. In introducing them, consideration should also be given to the burden-
sharing between the State and the private sector of the energy shock, which is unlikely to be
temporary, since, in our assessment, the private sector also has some room for manoeuvre.
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Budget developments will be largely driven, in addition to one-off factors, by sizeable discretionary
measures taken over the past year and the expected high level of investment. Discretionary measures
are expected to worsen the state of public finances by about 2% of GDP per year in the coming
years, acting on both the revenue and expenditure sides. The discretionary expenditure measures are
strongly predominant due to the proposed adjustments to the tax legislation, which partly neutralise
the effect of the original changes. The bulk of them relate to public sector salaries and social benefits,
which, in a context of high inflation and on the basis of existing legislation, in addition to measures to
address the cost of living crisis, ensures that their real value is preserved. The projected growth in
current government expenditure over the next two years is around 6% per year, which is about twice
the long-term average. The risks of even higher growth are significant, especially as regards salaries.

In the budget documents, investments are planned at a record high level, though we estimate this will
not be realised in full. A focus on investments is reasonable if they address the risks to which the
economy will be exposed in the future and may have an impact on growth in economic potential and
on the sustainability of public finances. However, their rapid increase is usually marked by inefficiency,
which could be particularly pronounced in the face of constraints on the supply side and the absorption
capacity of the administration. A relatively high share of the planned investments is expected to be
financed with EU funds, which reflects the conclusion of the past and the beginning of the new multi
annual financial framework (hereinafter: MFF), and the RRF funds, where there are already delays in
meeting the milestones as a condition for disbursements. However, the projected funding structure also
increases the already high level of domestic resources compared to the existing budget documents,
which also increases the risks of inefficient project implementation.

In a period of heightened uncertainty, fiscal policy needs to ensure credibility and transparency and
preserve the medium-term sustainability of the public debt, as assessed by the Fiscal Council, the
European Commission and other international institutions. Realistic planning can largely contribute to
the credibility of fiscal policy, where shortcomings have been perceived, in particular in the context of
the adopted revised budget for 2022 and in terms of the public investment projections. A heightened
uncertainty does not justify the significant deviation in the estimate of budget outturns a few months
before the end of the year from the likely developments, as witnessed for the third consecutive year.
We assess that this is to some extent a repetition of the abuse of the flexibility allowed by the
exceptional circumstances instrument, which infroduces unnecessary opacity into the budget planning
process and opens up room for inefficient spending of public money. Improving the investment
planning system or including more realistic estimates of the investment volumes in budgets could also
play an important role in increasing the transparency and reliability of budget plans. The highest level
of transparency should also be ensured in the use of funds in order to ease the effects of rising prices,
which is envisaged in the accompanying budget legislation.

According to our analysis based on the proposed budget documents, the potential risks of a
deterioration in the medium-term sustainability of government debt are relatively limited. The Fiscal
Council has assessed that the short-term deterioration of fiscal position, which increases the risk of
adverse reactions from financial markets and a rise in the required rate of return on new borrowings,
is likely to be smaller than predicted. At the same time, the State has ample liquid assets, which gives
it some leeway to neutralise the impact of the deficit on government debt. In the medium term, one of
the key economic policy tasks remains the preparation of comprehensive set of measures to limit the
impact of long-term risks to which public finances are exposed.
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Legislative framework

On 30 September 2022, the Government of the Republic of Slovenia (hereinafter: the Government)
submitted to the Fiscal Council the proposal for the ordinance amending the ordinance on the
framework for the preparation of the general government budgets for the 2022-2024 period
(hereinafter: the Framework Proposal), the proposal for the amendment to the budget of the Republic
of Slovenia for 2023 and the draft budget of the Republic of Slovenia for 2024, together with
related documents (hereinafter: Draft Budgets). The Ministry of Finance and the Fiscal Council have
concluded a Memorandums of understanding,! which sets out, within agreed deadlines, supporting
documentation that should accompany budget documents, which should be sent by the Ministry of
Finance to the Fiscal Council. This documentation was sent by the Ministry of Finance to the Fiscal
Council between 30 September 2022 and 3 October 2022. The projections of the general
government balance in the draft budgetary plan for 2023 (hereinafter: DBP23) according to the ESA
2010 methodology were sent by the Ministry of Finance to the Fiscal Council on 30 October 2022 and
the document itself on 13 October 2022. Pursuant to Articles 2 and 3 of the Fiscal Rule Act (FRA),
compliance with fiscal rules is assessed with respect to the entire general government sector, so that the
projections under the ESA 2010 methodology provide the basis for an overall assessment of
compliance with fiscal rules and of the fiscal policy stance in the Draft Budgets. In accordance with the
cooperation agreement, on 28 September 2022, IMAD presented the Fiscal Council’s Analysis Service
with economic trends and risks based on the autumn forecast.

Pursuant to Article 28 of the Public Finance Act (PFA), the Government is required to submit a budget
proposal to the National Assembly of the Republic of Slovenia by 1 October. If, upon submitting
budget documents or their amendments, the Government finds there has been a change in the
circumstances based on which the framework was adopted, it must also submit a framework
amendment to the National Assembly and the Fiscal Council. Pursuant to Article 9f of the PFA, the
Fiscal Council is required to submit the assessment of compliance with the fiscal rules in the
aforementioned documents to the National Assembly and the Government no later than 15 days after
receiving the Framework Proposal, i.e. by 15 October 2022, and the assessment in respect of the
Draft Budgets no later than 20 October 2022.

On 26 September 2022, the Fiscal Council presented its findings on the existence of exceptional
circumstances in 2023. Pursuant to Article 12 of the Fiscal Rule Act (FRA), the Government shall
determine whether exceptional circumstances have arisen or have ceased to exist after obtaining the
assessment of the Fiscal Council. In the present document, the Fiscal Council, in line with the existence of
exceptional circumstances, provides assessments of the compliance of fiscal developments presented in
the Draft Budgets and in the Framework Proposal with the fiscal rules in accordance with points 2 or 8
of paragraph two and points 2 or 5 of paragraph three of Article 7 of the FRA. As a result of the
existence of exceptional circumstances in March 2023, the implementation of the medium-term

balance, as specified in Article 3 of the FRA, is assessed merely indicatively.

! Available at: https://www.fs-rs.si/fiscal-council /co-operation/. (Only in Slovene)
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1. Macroeconomic conditions and forecasts

Key findings

. Following a rapid post-epidemic recovery, which was one of the most pronounced in the EU,
economic activity is expected to slow over the next two years mainly due to negative impulses
from the international environment and the weakening of the short-term stimulus effects during
the epidemic.

. The slowdown in the growth of nominal tax bases will be less pronounced due to high inflation,
so their growth should be mostly higher than in the years before the epidemic and their level is
expected to be much more favourable than projected in the last autumn forecast by IMAD, which
was the basis for next year’s current budget.

. According to currently available estimates, the positive output gap is expected to gradually
close over the next two years and, as a consequence, supply-side constraint pressures are
expected to ease somewhat.

1.1 Overview of macroeconomic conditions and forecasts

After a remarkably fast recovery in the last two years, growth in economic activity is expected to slow
markedly next year, with the possibility of a downturn in the face of high uncertainty over the energy
crisis. The level of real GDP in Q2 this year was almost 8% higher than at the end of 2019, i.e. before
the outbreak of the epidemic, which is one of the fastest recoveries of economic activity across the EU.
The recovery has been broad-based, with private consumption playing a key role, supported by
favourable labour market conditions and the use of the most part of the extra savings accumulated

during the epidemic.2 While growth in economic activity began to lose momentum already in the first

Figure 1.1: Real GDP Figure 1.2: Business tendency and consumer surveys -
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Source: SORS, FC calculations.

2 According to SORS data, the household saving rate was slightly lower in the first half of this year than in the same period of 2019.
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Figure 1.3: Real GDP growth in 2023 forecasts for Slovenia Figure 1.4: Real GDP growth in 2023 forecasts and scenarios for
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half of the year, it was still slightly above its long-term average.? Curtailed global supply chains and
higher commodity prices, especially for energy products, have resulted in lower foreign demand and
a deterioration in sentiment (Figure 1.2), thus increasing caution among domestic economic operators.
As implicitly derived from IMAD’s autumn forecast# this will lead to an ongoing decline in economic
activity already in the second half of this year, which is expected to continue into the beginning of next
year. Real GDP growth is thus projected to fall to 1.4% next year under the baseline scenario.
Despite a significant slowdown, the level of economic activity over the next two years under the
baseline scenario of the IMAD autumn forecast would be very similar to the level in the 2019 autumn
forecast (Figure 1.1). Otherwise, if economic activity in the main trading partners declines, which is
increasingly likely according to the forecasts published by international institutions following the
completion of IMAD’s forecast (Figure 1.4), economic activity in Slovenia could also decline next year
and could, according to IMAD’s estimates, be 1.5-2.0 percentage points lower than predicted in the

baseline scenario in the face of lower foreign demand.

The expected economic slowdown over the next two years will largely reflect the end of the positive
cyclical momentum, which the strengthened fiscal impulse is expected to ease only to a limited extent.
The slowdown in nominal GDP growth over the next two years will be entirely due to a moderation in
the positive cyclical momentum from last year and this year, which is expected to turn negative next
year (Figure 1.6). According to IMAD’s forecast, the growth of all demand factors is projected to
decelerate noticeably on average over the next two years and also to lag behind the 2015-2019
average. The most pronounced slowdown is estimated to be in household consumption and private
investment, mainly related to increased uncertainty and the resulting deterioration in sentiment and, in
the case of household consumption, also in the spending of the extra savings accumulated during the
epidemic. Lower growth in domestic demand is projected to slow imports more than exports, meaning
that the contribution of net exports should no longer be negative. The fiscal impulse to growth® is

3 The average quarterly seasonally adjusted GDP growth in the first two quarters of this year was 0.8%, compared to an average of 0.5% over the 20052021 period.

4 IMAD (2022). The forecasts of IMAD constitute the basis for the budgetary planning in accordance with the Decree on development planning documents and procedures for the
preparation of the central government budget and local government budgets (Official Gazette of the Republic of Slovenia [Uradni list RS], Nos 44/07 and 54/10).

5 According to IMAD’s projections, the direct contribution of government consumption and investments to nominal GDP growth is estimated to be around one-third or 2.3 percentage

points.
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Figure 1.5: Demand factors and GDP Figure 1.6: Supply factors and GDP
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expected to pick up somewhat next year (Figure 1.5), which in part makes sense from the point of
view of the counter-cyclical operation of fiscal policy, but will mitigate the fall in private demand only
to a limited extent. However, nominal GDP growth over the next two years is expected to be largely
driven by high inflation, as is the case this year. At the same time, the contribution of capital will
remain at a similar level, as the increase in government investment is expected to significantly offset
the decline in private investment. According to IMAD’s forecast that labour market conditions are
expected to remain favourable, the contributions of labour is also likely to remain at similar levels, as
will the contribution of total factor productivity.

Figure 1.7: Tax bases
nominal, average period growth in %
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6 The projected level of economic activity is expected to remain relatively favourable despite the slowdown in economic growth (see also Sections 1.2 and 1.3), but in conditions of
exceeding demand excessive additional impulses in the face of the current expansionary stance of (the level of) fiscal policy could trigger additional inflationary pressures due to
supply-side constraints.
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The deterioration in the economic outlook is also projected in the forecast of trends in key tax
bases,” but, mainly due to high inflation, growth will in most cases still be higher than in the
years before the epidemic. Annual GDP growth in current prices is projected to average 6.2% in the
2023-2024 period, which is higher than in the recovery period following the banking bailout (2014—
2019: 4.9%). In total, nominal GDP is expected to increase by EUR 7.4 billion over the two years up
to and including 2024.8 Growth in private consumption at current prices (5.6%) is also predicted to
exceed the average growth in the years prior to the epidemic, as is nominal growth in compensation
per employee (6.3%), which, given the expected slowdown in employment growth, will result from
stronger nominal wage growth. Growth in the net operating surplus will moderate noticeably over the
next two years, following the exceptionally high growth in 2021 and 2022, which was the highest
since the financial crisis. Nevertheless, this growth will only be slightly lower than in the pre-epidemic
period.

1.2 Assessment of the cyclical position of the economy

Available estimates have led the Fiscal Council to assess that the positive output gap will
gradually close over the 2023-2024 period. According to currently available estimates, in 2021, i.e.
after the outbreak of the epidemic, the negative output gap from 2020 closed relatively quickly, as
aggregate demand growth in 2021 and 2022 significantly outpaced the currently estimated growth
in economic potential. The rapid closing of the negative output gap also reflects the fact that the 2020
shock did not have lasting negative consequences for economic activity. According to currently
available calculations, the positive output gap is projected to narrow gradually over the period
covered by the Draft Budgets.? In both years, it is expected to remain below the 1.5% threshold
which, according to the EC methodology, demarcates the area of the normal period of the business
cycle from the so-called good times that mark the overheating of the economy.10

With the transition to the second half of 2022, the business sector faced supply-side constraints,
but pressures are expected to ease over the next two years. To determine the state of the economic
cycle, the Fiscal Council monitors a wide range of indicators. Following a rapid recovery in activity last
year and in the first half of this year, all indicators are above their long-term average levels, some
even reaching the highest levels to date. This is particularly the case for economic growth,
employment /unemployment and core inflation indicators. In this context, supply-side constraints are
increasingly evident, notably in the labour market, with companies pointing to a shortage of (suitably
skilled) workers and foreigners contributing over 70% of the growth in the labour force. In those
private sector industries facing labour shortages, this year’s nominal wage growth is well above the
long-term average, although it is lower in real terms in some cases due to high inflation. Favourable
conditions are also reflected in the recovery of loans to the private sector and in real estate prices.
Over the next two years, economic growth is expected to lose momentum and inflation should
moderate gradually, according to IMAD’s autumn forecast. However, the situation on the labour
market will continue to be driven by demographic trends, which will be reflected in lower employment

TTax hases such as listed by the Ministry of Finance (2019).

8 This would be less than in 2021 and 2022, when it increased by a total of EUR 10.9 billion. By comparison, in 2018 and 2019 it increased by a total of EUR 5.5 billion.

9 0f the nine output gap estimates used by the Fiscal Council, data for 2024 are currently not available for the three institutions that produce those estimates.

10 The EC defines normal times as a period in which the output gap estimate is between —1.5% and 1.5% of potential GDP, while good times are defined as a period in which the
output gap estimate exceeds 1.5% of potential GDP (EC, 2019). The requirements for structural efforts or regarding progress towards the medium-term fiscal objective as determined
by the EC (MTO) also depend on the definition of the economic cycle period in the absence of exceptional circumstances.
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Figure 1.8: Output gap estimate range Figure 1.9: Indicators of economic cycle dynamics 2005-2022
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growth and nominal wage growth that will continue to exceed long-term averages. Unemployment is
also expected to continue to decline although at a slower pace. The tightening of financing conditions
as monetary policy normalises is likely to be reflected in subdued loan and property price dynamics.

1.3 Comparison of the macroeconomic scenarios of the Draft budgetary plans for 2022 and 2023

The macroeconomic scenario of the DBP23!! is more favourable than that of the DBP22,'2 mainly
due to a stronger recovery in economic activity last year and this year. Economic growth was higher
last year and, according to the latest forecast, will continue to be higher this year than projected in
last year’s autumn forecast, which served as a basis for the drafting of the DBP22. Thus the starting
position for the government revenue projections in 2023 and 2024, which depends mainly on nominal
tax bases trends, is much better than at the tfime when the budget documents were drafted last autumn
(see Table 1.1). Nominal GDP is projected to be EUR 4.6 billion higher in 2022, along with
significantly higher levels of the other key tax bases. However, in addition to the starting position, the

Table 1.1: Comparison of the macroeconomic scenarios of the Draft budgetary plans for 2022 and 2023

2021 2022 2023 2024

Sep.21 outturn  diff. | Sep.21 Sep.22 diff | Sep.21 Sep.22 diff. | Sep.21 Sep.22 diff.
Real GDP, change in % 6.1 82 2/ 47 50 47 33 14 -1.8 29 26 07
Nominal GDP, EUR million 50,364 52,208 /844|53,352 57921 4,570|56,136 61951 587558890 65311 442/
Nominal GDP, change in % 73 110 271 59 109 50 5.2 70 17 49 54 05
Private consumption, EUR million 25,236 26,690 /,454(27,274 31,209 J3,935)|128,648 33,175 4526|19,890 34,771 4887
Compensation of employees, EUR million| 26,608 27,543  975| 27,646 29,498 /452(28,854 31,622 2769)|30,173 33,298 /25
Net operating surplus, EUR million 9,125 9,708  387| 9,113 10491 /379| 9,632 11,447 748/5])10,022 11,905 7482
Inflation-average, % 14 19 045 2.0 89 49 1.9 60 47 2.0 29 09

Source: IMAD, FC calculations .

11 The fiscal projections of the DBP23 (October 2022) are based on “Autumn Forecast of Economic Trends 2022” (IMAD, September 2022).
12 The fiscal projections of the DBP22 (October 2021) were based on “Autumn Forecast of Economic Trends 20217 (IMAD, September 2021).
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expected longer period of high inflation will contribute to a higher nominal level of tax bases over the
next two years compared to the DBP22 macroeconomic scenario. Thus the deterioration in the
economic outlook for the next two years is not expected to have a significant negative impact on
trends in general government revenue, although the growth of tax bases will gradually slow down.
GDP in current prices will thus be on average around EUR 6 billion higher per year in the 2023-2024
period than projected in last year’s autumn forecast, while private consumption will be nearly EUR 4.7
billion higher. The trends in other tax bases is also expected to be more favourable than in last year's
autumn forecast according to this year’s autumn forecast.
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2. Fiscal conditions and forecasts

Key findings

The assessment of the dynamics of the projections of fiscal aggregates for the next two years is
hampered by an inappropriate base resulting from the revised state budget for 2022. The
Fiscal Council assesses that this year's expenditure level in particular is likely to be lower than
projected. With this full year's outturn, the projections for 2023 could therefore show even
higher expenditure growth than foreseen in the Draft Budgets.

Without taking into account the measures in response to the epidemic and the cost of living crisis,
the general government budget deficit is projected to increase further by around EUR 900
million next year, of which less than half is due to the projected further increase in investment
expenditure, while growth in current spending is expected to continue at a high rate, driven also
by high inflation.

The projections of investment spending have further increased compared to current budget
documents, continuing the practice of an inadequate planning system with over-optimistic

projections.

Current expenditure growth, excluding the effect of measures in response to the epidemic and
the cost of living crisis, investments and interest, is projected to remain above its long-term
average in 2023 and 2024 due to a number of discretionary measures which are only to a

certain extent also a consequence of high inflation.

The planned deficit reduction in 2024 will be mainly due to the expiry of the measures in
response to the epidemic and the cost of living crisis and to the decline in investment linked to the
closure of the EU 2014-2020 MFF. The state budget balance, net of these one-off factors and
investments, is projected to deteriorate further, although the Fiscal Council estimates that the

growth projections of a number of expenditure categories are underestimated.

Following a significant increase during the crisis, the general government gross debt-to-GDP
ratio is expected to very gradually decline to the end of 2024 (to stand at 70% of GDP), but it
will nevertheless remain higher than before the crisis.

2.1 Assessment of the projected revenues and expenditures in the Draft Budgets

The revised state budget outturn for 2022 does not provide an adequate basis for assessing the

dynamics of fiscal aggregates in the projections of the Draft Budgets for the next two years.!3 The

revised budget and outturn for the first nine months of 2022 show that year-on-year expenditure

growth, excluding the direct effect of the measures in response to the epidemic and the cost of living

crisis, is expected to accelerate significantly over the last three months of this year. After a 9.9% year

-on-year growth in the first nine months, the growth of such core expenditure is expected to pick up to

13 For a more detailed analysis, see FC(2022a).
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Figure 2.1: State budget balance structure 2022 Figure 2.2: State budget balance
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as much as 29.3% in the last three months, or from 8.5% in the first nine months to 17.1% at the end
of the year if investment expenditure is also excluded. Based on the long-term average share that
spending in the last three months of the year represents in year-round consumption, which makes it
possible to take into account seasonal expenditure dynamics, we assess that, excluding the direct
effect of the measures in response to the epidemic and the cost of living crisis and taking into account
the adopted discretionary measures, expenditure in the revised budget for this year is overestimated
by around EUR 300-500 million. Given that, according to our assessment, revenues in the revised
budget are underestimated, albeit to a lesser extent than expenditure is overestimated, the actual
deficit realised this year will be around EUR 500 million lower than the estimate in the revised budget.
The same observation was made by the Fiscal Council in autumn 2020 when assessing the 2020
revised budget’4 and last autumn when drafting the budget documents for this year and next year,
which were based on the updated 2021 outturn estimate.!® Both times, it turned out at the end of the
year that the expenditure projections were overestimated, by around EUR 800 million in 2020 and
around EUR 700 million in 2021. Since in the revised budget the Government did not adjust regular
commitment appropriations (not related to measures in response to the epidemic and the cost of living
crisis) to lower actual spending than that foreseen under the currently valid budget for 2022, the
projected expenditure levels for 2023, given this year’s actual lower outturn, will show a higher
growth than projected in the Draft Budgets. This is a continuation of the inappropriate practice during
the enforcement of exceptional circumstances whereby spending in the budget documents in particular
is planned well above what would be justified on the basis of the measures in force and beyond the
limits that would otherwise be justified by uncertain circumstances. We assess that this is to some extent
a repetition of the abuse of the flexibility allowed by the exceptional circumstances instrument, which
introduces unnecessary opacity into the budget planning process and opens up room for inefficient

spending of public money.

The general government budget deficit is expected to increase significantly next year, largely due
to still undetermined measures aimed at cushioning the blow of the cost of living crisis, but also

1 FC (2020a).
15 FC (20210).
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Figure 2.3: State budget balance structure Figure 2.4: Factors of state budget balance change
FUR million o . .
500 - 4,000 - y-o-y difference in FUR million
o 3,000 -
-500 - 2,000 -
<&
_11000 | 1,000 | I I
-1,500 - 0 - . - r
-2,000 - -1,000 . .
-2,500 -2,000 - . .
-3,000 - -3,000 -
23500 | -4,000 -
-4,000 - -5,000 -
009 2020 2021 2022 203 2014 2020 2071 2022 2023 2024
® revenue excl. inflation mitigation ~ inflation mitigation™
. * . *
= halance excl. one-offs = COVID  inflation mitigation (ovio expen{ilture investment excl. COVID
M other expenditure* < balance

Source: MoF, FC calculations. Note: “positive sign denotes a decrease,

Source: Mof, FC calculations. i "
negative sign denotes an increase.

Table 2.1: State budget projections 2022-2024

total CovID inflation exc. COVID and excl. COVID and
(EUR million) (EUR million) mitigation inflation mitigation inflation mitigation
(EUR million) (EUR million) (change in %)*

2022 2023 2024 | 2022 2023 2024|2022 2023 | 2022 2023 2024 | 2022 12023 2024

Revenue 12,540 13,377 13,795 -212  -120|12,752 13,497 13,795| 141 5.8 2.2
VAT 4,744 5,038 5370 -58 -72( 4,801 5110 53701 135 64 5.1
Excise duties 1,516 1,452 1451 -105 -48( 1,621 1,500 1451 102 -7.5 -3.2
Personal income tax 1,558 1,719 1,984 1,558 1,719 1,984 29 103 154
Corporation tax 1,555 1,516 1,598 1,555 1,516 1598 39.5 -25 54
Receipts from the EU budget 1,195 1,778 1471 1,095 1,778 1471 262 488 -17.3
Non-tax revenues 689 542 553 689 542 553] -15.7 -21.3 2.0
Other 1,283 1,332 1,368 -50 0 1333 1332 1,368 234 -01 26
Expenditure 14,580 16,691 15,507| 1,087 445 23| 229 1,299|13,265 14,947 15,484| 15.7 12.7 3.6
Total labour costs™* 3860 4,180 4,268 57 10 0 3802 4,170 4,268) 108 9.7 23
Tr. to individuals and househ. 1,827 1,864 1,866 133 9 10| 74 491 1619 1,806 1085 62 115 2.8
Exp. on goods and services™ 1,518 1411 1,309 160 70 0 1,358 1,342 1,309( 80 -12 -24
Investment 1923 2452 1,817 62 143 0 1,862 2309 1817( 579 240 -21.3
Current tr. to soc. sec. funds 1,694 1,844 2,124 248 1446 1,844 2,124 72 1275 152
Subsidies 656 502 442 73 62 0] 154 40 429 399 4421 6.8 -69 107
Interest 674 646 728 674 646 728 -7.3 42 128
Payments to the EU budget 714 654 662 714 654 662 135 -84 11
Reserves 985 2,494 1,759 180 60 1,210 805 1,224 1,759 66.8 521 437
Other 729 645 531 174 91 13 555 554 519] 148 -03 -6.3
Exp. exd. invest. and interest | 11,983 13,593 12961 1025 302 23| 2729 1299|10729 11,992 12938 122 118 79
Balance -2,040 -3,314 -1,712(-1,087 -445 -23| -441 -1,419| -512 -1,450 -1,688| -221 -937 -239
Balance ex. inv. and inter] 557 -216 834 2,023 1,505 857| 409 -518 -648

Source: MoF, FC calculations. “change in balance and balance excluding investment and interest in EUR million; *“including transfers to
public institutions for this purpose.
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as a result of continued high growth in investment expenditure and current spending. The total
deficit is expected to increase to EUR 3,314 million next year (5.3% of the projected GDP) under the
Draft Budgets. This is as much as EUR 1,274 million higher than the estimate for 2022, when the
projected deficit is in fact too high according to the Fiscal Council. One of the key reasons for the
increase in the deficit next year is measures to ease the cost of living crisis, which are expected to
increase the deficit by EUR 1,419 million or by almost EUR 1 billion more than this year. This is mainly
due to EUR 1,210 million in the reserve for measures that are still to be determined. Next year, EUR
445 million is earmarked for COVID-19 response measures, which is EUR 642 million less than
projected for this year.'® Without taking into account the direct effect of measures in response to the
epidemic and the cost of living crisis, the deficit, which gives a more appropriate picture of fiscal
trends, is expected to amount to EUR 1,450 million next year (2.3% of the projected GDP), which is
EUR 937 million higher than estimated for this year. The increase in the deficit is expected to occur
despite the projected further revenue growth, albeit slowing from exceptionally high levels. In other
words, high growth in expenditure that is not related to the epidemic or the cost of living crisis is likely
to continue. Within this context, we assess that the investment spending projection is unrealistically high
and, if actually realised, would probably contribute to sustaining high inflation and would probably
be largely inefficient.’”” Current spending, excluding expenditure on investment and interest and the
effect of the measures in response to the epidemic and the cost of living crisis, is projected to further
increase sharply next year after this year’s record high growth, which is the result of high inflation and
substantial discretionary measures taken over the past year (see Box 2.2). Even without taking into
account the large EU funds on reserve, which are unlikely to be fully realised, its growth would exceed
the estimates of long-term growth in economic potential. It would also run counter to the European
Commission’s guidelines, which call on Member States to contain current spending growth.

Revenue growth is expected to ease over the next two years following a significant pick-up last
year and this year, mainly due to the cooling of economic activity and lower inflation. Lower
growth in total revenues will be mainly due to lower growth in tax revenues, largely stemming from the

Figure 2.5: State budget revenue change Figure 2.6: State budget receipts from the EU budget
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16 |n the coming year, investment in healthcare and social infrastructure, mainly financed by REACT-EU, is expected to account for the bulk of expenditure on the COVID-19 response
measures. The remaining expenditure is expected to cover the costs of testing and vaccination and tourism restructuring subsidies, with EUR 60 million in the contingency reserve.
17n the last two years, the Fiscal Council has repeatedly warned of the risks posed by a sharp surge in public investment. For more information, see FC(2020b, 2021a).
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forecasted lower growth in tax bases and partly from measures to cushion the blow of the cost of
living crisis.'® According to the Draft Budgets, VAT revenue growth is projected to be around half of
this year’s level on the back of lower private consumption growth, while revenues from excise duties
are expected to fall as a result of reducing excise duties on energy products to the lowest possible
level.’? With the expected deterioration in business performance (following favourable results last
year), revenues from corporate and non-tax revenues are expected to fall. The decline in corporate
income tax revenues will stem from this year’s expected weaker corporate performance compared to
last year,20 while in the case of non-tax revenues, there are lower expectations for dividend income
from companies in which the State has an ownership interest2! Among the key tax categories, with
nominal wage growth projected to strengthen, partly driven by inflation, only income tax revenue
growth is projected to be higher than this year, despite the additional negative effects of
discretionary income tax changes.?2

A key driver of the total revenue growth next year is the projections of EU funds received, which
are not realistic according to the Fiscal Council. After a significant increase this year, which we still
assess as overestimated despite the reduction under the revised budget of almost EUR 0.5 billion
compared to the current budget, revenues from EU funds are projected to increase by almost half next
year, averaging more than EUR 1.6 billion per year in the 2023-2024 period.23 The high level of EU
funds foreseen next year is mainly due to the closure of the 2014-2020 MFF. Taking into account the
outturn up to the end of August, almost EUR 1.2 billion remains available under this heading, of which
almost EUR 800 million is expected to be spent next year24 The Draft Budgets envisages obtaining
funds under the RRF in the amount of EUR 391 million next year and EUR 467 million in 2024. Given
that there are already delays in meeting the milestones that are a condition for the disbursement of
funds, we assess that the revenue under this instrument will be lower than projected. We assess the
projection of revenues from the Cohesion Policy funds under the EU 2021-2027 MFF even more
unrealistic. The budget projections under this instrument include EUR 180 million next year and as much
as EUR 552 million of revenue in 2024. Achieving these projections would mean that we would be
able to spend more than a fifth of the total funds available in the first two years of the MFF, which
would be a significant efficiency gain compared to the experience with the previous MFF. The
absorption capacity of the administration to prepare and carry out projects that would justify such a
large volume of funding under the new MFF, in addition to closing the previous MFF and meeting the

RRF milestones, is also questionable.

High expenditure growth, excluding the direct effect of measures in response to the epidemic and
the cost of living crisis, will continue next year. Under the Draft Budgets, total expenditure is

18 According to Ministry of Finance’s estimates, the effect of the reduced VAT rate on energy products will be EUR 72 million when in force in the first five months of next year.
Assuming that the measure of reduced excise duties remains in place for the sume period of time, this would mean a shortfall of EUR 48 million.

19 This is a conservative assumption, in our view, as excise duty revenues are growing this year despite the excise duties being at their lowest level since February inclusive, given
that the sold volumes of excise goods are higher. They were higher in particular in the period when motor fuel prices in Slovenia were lower than in neighbouring countries, which
had a positive effect on consumption in transit traffic for both freight and tourists. We estimate that similar trends may also occur next year.

2 In fact, the corporate income tax revenue in a given year largely depends on the business performance of undertakings in the previous year. In the spring months, after submitting
the business reports, the liabilities for the previous year are settled and an advance payment is made based on the previous year’s actual business. This year, the settlement amount
was at a record high due fo the excellent business performance of undertakings in 2021, but next year it is likely to be lower. The advance payment will also be lower than this year.
21 See also footnote No 40. The expected drop in non-tax revenues is also influenced by the assumption of smaller inflows from borrowing and treasury operations, which, although
difficult to estimate in advance, have been relatively high in recent years.

22 For more information, see Box 2.2.

B This is 60% more than the record year 2014, when they amounted to well over EUR 1 hillion.

2 The revised budget shows that in the last four months of this year, almost EUR 400 million of revenue under the previous MFF is expected to be collected, which is approximately
EUR 100 million more than in the first eight months combined. We assess that this projection will not be fully realised, which means that under the assumption that all available funds
will be used by the end of 2023, this revenue next year would be even higher than that foreseen in the Draft Budgets.
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Figure 2.7: State budget expenditure Figure 2.8: Factors of state budget expenditure change
(excluding COVID and inflation mitigation)
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Figure 2.9: State budget investment expenditure Figure 2.10: Factors of current expenditure change
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projected to increase by 14.5% next year, largely on the back of a reserve amounting to EUR 2.5
billion (4.0% of projected GDP). Almost half of the reserve is made up of undetermined expenditure
to cushion the blow of cost of living crisis, and almost EUR 600 million of European funds under the RRF
and the new MFF, for which it is not yet clear how, if at all, they will be spent.25 Expenditure excluding
the direct effect of the measures in response to the epidemic and the cost of living crisis is projected to
increase significantly again next year (by 12.7% or EUR 1,682 million) following this year’s projected
highest ever growth. Around a third of this growth is due to the aforementioned European funds under
the RRF and the new MFF, which are allocated to the budget reserve and which we assess will not be
realised to the extent foreseen.

25 The remainder of the reserve (EUR 713 million) is made up of EUR 60 million for the COVID-19 response measures, EUR 260 million for the current budget reserve, which is the
maximum amount allowed under the Public Finance Act, almost EUR 300 million for various budget funds, EUR 90 million for natural disasters and EUR 10 million for the contingency
reserve managed by the SID Bank.

21



Fiscal Council /October 2022

High growth in expenditure is again expected to be on the back of the projected continued high
growth in investments. Investment expenditure is envisaged to increase by EUR 448 million compared
to 2022, with next year’s level in the Draft Budgets even around EUR 200 million higher than under
the current budget from last October. The realisation of the investment expenditures foreseen in the
state budget would imply that they would represent on average around 4.0% of GDP next year,
which is around twice the long-term average. The continuation of over-optimistic planning of investment
spending was also indirectly indicated by the Ministry of Finance, when it reduced the level of
investment spending this year in the revised budget by some EUR 400 million compared to the budget
in force. Nevertheless, after growth of around 25% in the first nine months of this year, annual
investment growth is expected to pick up to around 90% in the last three months of this year.
According to the Fiscal Council, having an improved investment planning system would make an
important contribution to increasing the transparency and reliability of budget plans without
jeopardising the realisation of investment projects.2¢

Growth in current spending is also projected to remain well above its long-term average next year,
supported by both high inflation and discretionary measures. For a proper analysis of the current
spending projection, it is appropriate this time to deduct from the total expenditure, in addition to the
direct effect of the measures in response to the epidemic and the cost of living crisis and investment
and interest expenditure, EUR 571 million of European funds under the RRF and the new MFF, which
are held in reserve. We estimate that these funds will not be fully realised and that the bulk of what
will actually be realised will be predominantly realised through investments. It would therefore not be
appropriate to include this part of the reserve in the analysis of current spending. Taking into account
all the above adjustments, growth in current spending is expected to slow by around half next year to
stand at 6.4%. This would still be more than around three times the average from the 2015-2019
period. The main contributor to this is expected to be transfers to the social insurance funds, which are
projected to increase significantly next year from this year’s already high level, notably the transfer to
the Health Insurance Institute of Slovenia (ZZZS). High growth in the transfer to the health insurance
budget will be due to the effect of the Emergency Measures to Ensure the Stability of the Healthcare
System Act, but even without its effect, growth in the transfer will be markedly high?” Labour costs,?28
which we assess to be significantly overestimated in the revised budget despite taking into account the
effect of the agreement reached with the trade unions, are expected to rise next year by around a
tenth. Should, in line with our expectations, the actual level realised this year be lower than planned in
the revised budget, the Draft Budgets’ projection of the level for 2023 implies a higher growth than
would be justified by the agreement reached with the trade unions and taking into account the effect
of regular promotions and employment growth. The opposite is true for the projections of expenditure
on transfers to individuals and households and expenditure on goods and services, as we assess that
here the revised budget’s estimate of this year’s outturn is too low. The Draft Budgets’ too-low
projection of the level of social transfers for the coming year reflects the continued practice of
underestimating this category of expenditure in budget planning and does not reflect the expected

% In the last two years, investment plans have increased significantly, but their implementation has fallen noticeably behind. In 2021, the actual outturn was 37% below the plans set
in autumn 2020 and one-fifth below the plans set last autumn, i.e. three months before the end of the year. The situation is similar this year, when the projection of the revised
budget for 2022 is 16% lower than that of last autumn, but we assess that the actual outturn will be approximately 15% lower than predicted by the revised budget.

27 According to the proposed financing plan, the Health Insurance Institute of Slovenia should receive EUR 305 million from the state budget this year, of which EUR 180 million on
account of the PKP10 anti-corona legislative package. Next year, however, according to the Draft Budgets, the transfer should jump to EUR 469 million, of which the effect of the
emergency law is EUR 96 million. Without taking into account the effect of the COVID-19 response measures and the emergency law, the transfer from the state budget to the Health
Insurance Institute of Slovenia is expected to be slightly less than EUR 400 million next year, which is about four times higher than this year.

2 State budget expenditure on wages and social contributions, including transfers to public institutions for this purpose.
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growth that would result from the statutory March adjustment of transfers to the previous year’s
inflation. Expenditure on goods and services is expected to be lower next year, and the drop will be
even more pronounced should our predictions that the revised budget’s estimate of this year’s outturn is
underestimated be realised. Such a projection does not appear realistic in view of the expected
continuation of high inflation affecting a number of intermediate consumption items. Expenditure on
subsidies, payments to the EU budget and other expenditure are also predicted to decrease next
year, moving away from developments last year and this year, when expenditure in these categories
have increased.

In 2024, the total state budget deficit is forecasted to decrease mainly due to the planned expiry
of measures in response to the epidemic and high cost of living, while the balance excluding this
effect will deteriorate further despite a decrease in investment spending. The total state budget
deficit is estimated at EUR 1,712 million or 2.6% of the projected GDP, which would be less than half
the 2022 level. The projected reduction in the deficit would be entirely due to the planned expiry of
measures in response to the epidemic and the cost of living crisis in the amount of EUR 1,864 million2°
Revenue growth is expected to slow further due to a drop in revenues from the EU funds as a result of
the end of the MFF 2014-2020. Nevertheless, we assess that the level of this revenue category in
2024 is still too high, mainly due to the over-optimistic projections for the absorption of cohesion funds
under the new MFF. We also consider the projected funds under the RRF to be too high3° Total
revenue growth will therefore be driven by the growth in tax and non-tax revenues, which is expected
to increase in line with the projected pick-up in economic growth. Expenditure growth, which excludes
the direct effect of measures in response to the epidemic and high cost of living, is expected to slow,
but it will be higher than revenue growth. The slowdown will be mainly due to the projected decline in
investment spending, which is linked to the expected drop in revenues from EU funds. However, growth
in current spending in 2024 is expected to remain above the average of the pre-pandemic period,
although, assuming that next year’s expenditure is realised in line with the projections of the Draft

Figure 2.11: State budget balance Figure 2.12: State budget expenditure excluding COVID and
(excl. COVID, inflation mitigation, investment and interest) inflation mitigation
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29 The Draft Budget for 2024 envisages only EUR 23 million of expenditure on the COVID-19 response measures and no measures to cushion the blow of the cost of living crisis.
30 |n 2024, the Draft Budget envisages the revenue under the RRF in the amount of EUR 467 million and the cohesion envelope under the new MFF in the amount of EUR 552 million. If
these projections are not achieved, this will have no impact on the balance, as the expenditure side of the reserve is budgeted at the same level.
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Budgets, the projected growth in a number of expenditure categories is, in our assessment,
underestimated. This applies mainly to labour costs, transfers to individuals and households, and
expenditure on goods and services. The projected growth in labour costs under the Draft Budgets lags
behind the expected effects of the agreement with trade unions$' and the effects of regular
promotions and expected employment growth, while the projected growth in social transfers and
intermediate consumption falls short of projected inflation. In our assessment, the Draft Budgets for
2024 reflects a continued practice of implausible medium-term budget planning, which is not fully
justified despite the high degree of uncertainty arising from the current situation.

31 The agreement concluded with the trade unions will continue to have an impact on higher labour costs in 2024, because in accordance with the agreement, an additional pay rise for
a limited number of public employees will be put in place with the April salary in 2023. As a result, the agreement will also have an impact on higher year-on-year growth in salary
expenditure in the first three months of 2024. See also Box 2.2.
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Box 2.1: Projections of the general government balance in the Draft budgetary plan for 2023

This assessment of the budget documents pays more attention to the state budget projections than
to the projections of the general government balance because of a number of factors that give rise
to the unreliability of the latter, which are to some extent beyond the control of the Ministry of
Finance. The main reason for this is the large reserve in the state budget projections, a category that
does not exist in the accounting methodology according to which the general government balances are
managed. Given that next year EUR 1.2 billion of the state budget reserve is earmarked for potential
new measures in response to high cost of living, which are not yet known, and that almost EUR 600
million will be spent on revenues from EU funds, which are also not yet known, the Ministry of Finance
had to allocate these funds in the current general government projections across the categories of
general government expenditure without a proper basis. In addition, the unreliability of the general
government sector projections also stems from the issue of the appropriate distribution of the financial
effect of COVID-19 response measures across expenditure categories.! Furthermore, the general
government balances include, as a one-off factor, expenditure directly related to the war in Ukraine,
which is not reflected in the state budget projections.

Figure 1: General government balance and primary balance Figure 2: Factors of general government balance change
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Excluding the direct effect of emergency-related measures,?2 the general government deficit is
expected to further grow next year and to remain higher in 2024 than this year despite the
projected improvement. Taking into account all the above-mentioned factors that contribute to the
unreliability of this projection, the total general government deficit is expected to increase to 5.0% of
GDP next year. The total direct effect of the measures imposed in response to the epidemic, the cost
of living crisis and the war in Ukraine is estimated at 2.6% of GDP, which is similar to the assumption
for this year. Thus the deterioration of 1.2 percentage points of GDP from a total projected deficit of
for this year will be almost entirely due to developments unrelated to the aforementioned events. In
addition to the cyclically adjusted balance turning from positive to negative on the back of the
projected deterioration in economic conditions, the deterioration in the core balance will mostly be due
to further growth in capital expenditure. In 2024, the deficit is projected to decline to 2.2% of GDP,
but excluding these one-offs, the deficit will be 0.9 percentage points of GDP higher than projected
for this year and about twice as high in nominal terms.

General government revenue growth is expected to gradually ease over the 2023-2024 period
from the very high levels of last year and this year. The projected slowdown is in line with the
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Figure 3: General government revenue change Figure 4: Revenue categories and their bases
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projected dynamics of economic activity. However, the lower growth in tax revenues due to the
projected moderation in domestic demand will be partly offset by slightly higher growth in social
contributions, mainly related to the projected strengthening of nominal wage growth, and by higher
inflows of EU funds as the previous MFF comes to an end and the spending of funds under the RRF
becomes more noticeable. We estimate revenue forecasts to be broadly in line with the projected
trends in tax bases, with the exception of revenues from personal and household income taxes. In fact,
with extensive tax changes that increase net income of the population or decrease tax revenues, we
would expect a more visible deviation of the revenue projection from the trend in the tax base.

Growth in spending, even if excluding the effect of emergency-related measures, is also expected
to slow over the next two years, but we estimate that the low projected growth in 2024 is
unrealistic. Growth in total expenditure is expected to pick up further next year after this year’s
continued high growth, mainly due to the projected large volume of subsidies to cushion the blow of
the cost of living crisis. Spending, excluding the effect of the emergency-related measures, should
increase only slightly less next year than this year, when growth is expected to be at a record high.

Figure 5: General government expenditure change Figure 6: Structure of general government gross fixed
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The increase is expected to be driven to a similar extent by higher spending on investments,
compensation of employees and social benefits. Investments are therefore expected to reach 7.0 % of
GDP next year, which is by far the highest level ever.3 The focus on strengthening public investments is
in principle appropriate and in line with the guidance of international institutions, but there is a risk
that the realisation of projections would exceed the absorption capacity of the national economy and
administration. This increases the risk of their inefficient implementation and of creating macroeconomic
imbalances. However, we assess the projections for expenditure on compensation of employees and
social benefits as realistic and broadly in line with our assessment of the effect of the agreement on
wage increases concluded with public sector trade unions and the effects of the legislative adjustment
of social benefits. In 2024, growth in spending, excluding the effect of emergency-related measures, is
likely to be only around a third of that projected for the following year. This would be partly due to a
decline in investments, which should remain at a very high level, and partly to lower growth in other
categories of spending. In particular, we assess the assumption of a slowdown in the growth of social
benefits as unrealistic. Expenditure on social benefits, excluding pension expenditure, is set to
decrease, even though in accordance with the legislation it should be adjusted to the previous year’s
inflation, which IMAD forecasts will be 6.0%.

Table: General government balance projections (excl. expenditure on COVID, inflation mitigation and Ukraine)

o outturn DBP23 change change in % contribution in p.p.
FUR million, unless stated SORS
otherwise

2021 ¢ 2022 2023 2024 | 2021 2022 2023 2024|2021 2022 2023 2024|2021 2022 2023 2024
Revenue 23.295;25.415 27.055 28.109|2.871 2.120 1.640 1.054|{14,1 9,1 6,5 3,9/141 9,1 65 3,9
Total taxes 11.2825 12.409 12.983 13.670( 1.623 1.127 575 686 168 100 46 53 79 48 23 25
Taxes on prod.and imp. 6.859. 7.799 8065 8389 893 940 265 325 150 13,7 34 40| 44 40 10 1,2
Cur. taxes on inc., wealth 4.408: 4588 4891 52471 727 180 303  355[ 197 41 66 73 36 08 12 13
Capital taxes 15 21 28 33 3 6 1 6| 233 42,7 311 2100 00 00 00 00
Social contributions 8.746: 9.250 9.835 10.355 673 510 579 519 83 58 63 53 33 22 23 19
Property income 316 360 336 345 9 4 N 99 28 139 -67 27 00 02 -01 0,0
Capital transfers 433 643 902 573 166 210 259 -329| 620 484 404 -365 08 09 10 -12
Other 2519: 2728 2.829 2897 401 210 101 68 189 83 37 24/ 20 09 04 03
Expenditure 23.372:26.148 28.542 29.533(1.770 2.776 2.395 990| 82 11,9 9,2 3,5 82119 9,2 35
Compensation of employees 6.026: 6.109 6.830 7.113] 306 83 711 284 53 14 118 421 14 04 28 10
Intermediate consumption 3.024; 3467 3738 3901 357 343 272 162( 129 110 78 43 17 15 10 06
Social benefits 9.563: 10.328 11.053 11.659| 535 765 725 606 59 80 70 55 25 33 28 121
Gross fixed capital form. 2445 3490 4313 4158 515 1.045 823 -156| 26,7 42,7 23,6 -36( 24 45 31 -05
Interest 6425 661 638 689 -104 19 -3 511-140 29 -35 80/ -05 01 -0,1 0.2
Subsidies 309% 606 383 563 12 297 -223 181 4,0 96,1 -36,8 4720 01 13 -09 06
Other 1263, 1487 1.588 1450 149 224 100 -138 134 178 67 87| 07 10 04 -05
Balance -76; -733 -1.488 -1.424|1.102 -657 -755 64
Balance (in % of GDP) 01 -1,3 -24 -22

Source: SORS, MoF, FC calculations.

TFor 2020 and 2021, there is a difference in the distribution of the financial effects of the individual COVID-19 response measures across the categories of general government
expenditure between the balances of the Statistical Office and the Ministry of Finance. In addition, the cumulative volume of the COVID-19-related expenditure over the 2020—2024
period in the general government balances is around 450 million less than in the state budget balances. Even if part of this difference could be aftributed to the fact that in the state
budget projections for 2022 and 2023 a total of EUR 240 million is held in reserve, which may not have been included in the general government projections, we would expect no
significant differences between the general government and the state budget balances throughout the whole period when the COVID-19-related measures have a financial effect.
2Since the beginning of the epidemic, the Fiscal Council has been paying more attention to fiscal developments which do not include the effect of measures to mitigate the
consequences of the epidemic and, starting this year, also the cost of living crisis and the war in Ukraine, given that such an analysis more adequately shows the emergence of
potential risks to the sustainability of public finances in the medium term.

3To date, the highest level ever was 5.1% of GDP in 2009 and 2014.
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Box 2.2: Impact of discretionary measures and legislation on the general government balance

Following the approval of the 2023 budget in autumn 2021, a number of measures have been
taken that will have a negative impact on the state of public finances in the future. However, fiscal
policy at the end of last year and in 2022 was largely marked by the adoption of measures taken in
response to the epidemic and the high rise in energy prices. In addition, a number of relatively
extensive discretionary measures have been adopted that will have a lasting impact on the state of
public finances. This will be influenced not only by discretionary measures, but also by some provisions
that have already been enacted in the past. Among these, inflation-related measures are particularly
relevant now. The automatic adjustment of certain types of government expenditure to inflation, in
particular social benefits, which ensures that real value is preserved, implies their permanent and, in
view of current price developments, relatively high increase.

The Fiscal Council regularly monitors discretionary economic policy measures and their impact on
the general government balance. In addition to assisting in the analysis of regular budget
developments, the monitoring of such measures also serves as an important input for assessing how
realistic the projections contained in the budget documents are. At the same time, the level of
discretionary measures suggests room, or a need, for additional economic policy measures in the
coming years against the background of macroeconomic projections which in particular determine
revenue developments.

The box shows discretionary revenue and expenditure measures that have a direct impact on the
general government balance and are not related to the measures adopted in response to the

Table: Discretionary measures not related to COVID and inflation mitigation

o enfry into | 2022 2023 2024|22-21 23-22 24-23
EUR million
force

Revenue
Act Amending the Value Added Tax Act Oct.21] -12 -14 -14) -12 -2 0
Act Amending the Corporate Income Tax Act Jan22( -27 -27 -21| -21 0 0
Act Amending the Personal Income Tax Act Mar.22| -257 -502 -650( -257 -245 -148
Act Amending the Personal Income Tax Act Jun.23 400 398 0 400 -2
Expenditure
Agreement on raising the salaries of nurses and nursing staff Nov.21| 110 110 110 110 0 0
Scientific Research and Innovation Adhivity Act Nov.21| 34 50 521 34 15 3
Extraordinary indexation of pensions Jan.22( 145 146 148] 145 1 ]
Salary increases for police officers Jan22( 16 16 16| 16 0 0
Act Amending the Health Care and Health Insurance Act Mar22) 32 55 55 32 23 0
Act Amending the Pension and Disability Insurance Act Mar22( 15 15 15[ 15 0
Act Governing the Provision of Funds for Investments in Sports Infrastructure in the Republic Apr22| 30 30 30] 30 0 0
of Slovenia in the 2023—2027 Period
Emergency Measures to Ensure the Stability of the Healthcare System Act Jul22[ 39 116 531 39 77 -62
Act Amending the Long-Term Care Act Jul.22 3 26 36 3 23 10
Act Amending the Parental Protection and Family Benefits Act Sep.22 13 20 0 13 7
Agreement on salaries in the public sector Sep.22| 130 548 674 130 418 126
Share in % of GDP
Revenue -05 -02 -04 -05 03 -02
Expenditure 1.0 1.8 19/ 1.0 09 00
Balance -1.5 -20 -23] -1.5 -06 -03

Source: Government of the Republic of Slovenia, National Assembly, FC calcvlations and estimafes.
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epidemic and the cost of living crisis.! We have reviewed measures related to employee
compensation, pensions and other social benefits along with a few smaller categories of expenditure
(see Table) which were introduced after the adoption of the 2023 state budget in autumn 2021. The
size of the static effects is largely taken from the official explanations at the time of the adoption of
the legislation, but in some cases the size of the estimated effects varies according to different sources.
For this reason too, we have assessed some of the effects ourselves. In addition to the static analysis,
we have also sought to identify the rebound effects of the measures by performing dynamic
simulation, since government incentive measures that affect demand also have an impact on
government revenue developments.

The estimates show a significant negative impact of discretionary measures on future fiscal
trends. The negative impact of last year’s discretionary measures on the general government deficit
alone could average around 2% of GDP per year over the next two years. If, in addition, only the
statutory indexation of pensions and other social benefits were taken into account, the effect of an
increase in the deficit would be even greater.2 As a result, growth in the included spending categories
will significantly deviate from the medium-term sustainable increase in expenditure based on long-
term expected nominal economic growth (compare with the indicators in Box 4.2). The average growth
in expenditure based solely on the measures already adopted and taking into account the effect of
the statutory adjustments would exceed the mentioned growth in economic potential by around two
percentage points. This would cumulatively result in an expenditure overrun of around EUR 1 billion
over two years (2023 and 2024).

The dynamic simulation shows that the strong initial negative fiscal effect of the discretionary
measures might only be temporary. This is due to the fact that most of the measures increase
household disposable income, which has an indirect impact on increased spending and thus on
government revenues. In particular, the temporary increase in inflation stimulated by the measures in
the simulation contributes to this effect, bearing in mind that the increased inflation has an impact on
the nominal level of economic activity and thus on the size of the denominator in relative comparisons.
As a result, the real effect of the discretionary measures will be smaller than suggested by the static
analysis, but the fiscal balance will still be negatively affected in the medium term (see Figure).
Despite the relatively strong positive impact of the new measures on general government revenue
implied by the dynamic simulation, the discretionary measures adopted in autumn 2021 limit the scope
for further expenditure increases with unchanged other factors or, in the absence of counteracting such
trends by a structural increase in revenue, lead to a requirement to limit the level of other expenditure.
Consequently, in order to achieve sustainable growth in public spending over the medium term, the

Figure: Simulation of impact of discretionary measures on
genereal government budget halance and debt
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level of other categories (in particular intermediate spending and investment) should remain
unchanged or even decrease slightly.

1The impact of measures adopted in response to the epidemic and the cost of living crisis on the state budget is presented in Chapter 2.
2Taking into account also the regular promotions in the public sector, the increase in employment and the increase in the number of pension recipients, the additional deficit would

average slightly below 3% of GDP per year.
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2.2 Gross general government debt

After a significant increase in 2020, the general government debtto-GDP ratio is expected to
slightly decline by the end of 2024, but it will nevertheless remain higher than before the current
crisis. The decline in the debt-to-GDP-ratio from 79.8% in 2020 should be very gradual, with a drop
of 1.5 percentage points of GDP over the period of the Framework Proposal (2023 and 2024). With
the continuation of primary balance deficit and the realisation of the predicted nominal GDP growth,
which is expected to be higher than the implicit interest rate on the back of the high contribution of
inflation, the debt ratio is projected to reach 70% of GDP by the end of 2024.

The State’s financing conditions are tightening relatively rapidly. After a one-year period of
hovering around 0% between mid-2020 and mid-2021, the required yield on Slovenian government
bonds has been rising since autumn 2021, as in most other euro area Member States. At the start of a

Figure 2.13: General government debt Figure 2.14: Change in general government debt
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Figure 2.17: State budget debt repayment schedule Figure 2.18: Key characteristics of debt maturities and
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the fiscal year 2022- no information on interest payments.

tightening monetary policy cycle, the dynamics of the increase accelerated and the required yield
approached 3.5% at the end of September. After a decade, the harmonised interest rate has once
again exceeded the current implicit interest rate, which is calculated over total debt. This year, we
have seen an increase in the mark-up above the required yield for German government bonds, which,
with the exception of the increase during the outbreak of the COVID-19 epidemic, hovered around
0.5 percentage points over the last three years, to a level above 1 percentage point. The increase in
the mark-up this year was thus between the increases in the mark-ups on Portuguese and Spanish (0.4
percentage points) and ltalian (0.7 percentage points) long-term bonds. Demand for the two first
issues of long-term bonds far outstripped the supply even in 2022, when in this respect EUR 1.75
billion of debt has been issued so far. In addition, 16 additional issues of six existing long-term bonds
for a total amount of more than EUR 2.3 billion were made in 2022 until September. In addition, this
year the Treasury also purchased USD-denominated bonds with a high coupon interest rate, plus some
EUR 650 million of RS 83 bonds maturing in the following year (the coupon interest rate being 0.2%)).
Due to the increase in debt, the expected further tightening of financing conditions and the fact that it
is at a very low level, the decline in the interest expenditure-to-GDP ratio is expected to stop and
gradually increase over the medium term. Slovenia’s credit rating remains stable.

Even in less favourable conditions on the financial markets, the current favourable liquidity
position of the state budget leaves a relatively large margin of manoeuvre for action in the crisis.
The balance in the treasury single account further rose by EUR 3.2 billion to total EUR 9.0 billion (just
under 16% of GDP projected for 2022) by the end of September this year. In the Draft Budgets, the
Government announces its intention to reduce debt by using part of high liquidity reserves created
through pre-financing cumulatively over the 2022—2024 period by around EUR 2.5 billion (around 4%
of projected GDP for 2022). This is reasonable in view of the current increase in financing costs and
the fact that the projections of the Draft Budgets foresee a significant part of expenditure in the
reserve, which is unlikely to be realised or will not be realised in full. By September, all liabilities for
this year (around EUR 2.5 billion) arising from issued long-term bonds had already matured. A further
EUR 0.2 billion of USD-denominated bonds and EUR 0.2 billion of treasury bills issued are still due by
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the end of the year. The stock of other matured liabilities arising from issued long-term bonds and
treasury bills (EUR 1.4 billion) in the coming year is among the lowest in this decade relative to current
issues of securities. In 2024, approximately EUR 2.5 billion of principal liabilities from issued long-term
bonds will fall due. The government guarantees, which stood at EUR 4.6 billion or 8.2% of GDP at the
end of Q2 2022, are expected to rise to 9% of GDP by 2023 as a result of the guarantees granted
to energy companies.32 Repayment of these guarantees is subject to a number of uncertainties.

Given that the relatively high level of debt may impair fiscal stability in the event of new shocks,
it is necessary to exercise caution when it comes to additional borrowing. Two consecutive shocks
have led to a significant increase in general government debt at the global level, mainly due to
extensive measures to contain their effects, which is accompanied by a recent tightening of monetary
policy. According to the latest forecast by the IMF33 in terms of the increase in the general
government debt, Slovenia will rank in the lower half of EU Member States in 2024 compared to
2019. However, as the debt increases to relatively high levels, it becomes more sensitive to possible
additional shocks or changes in macroeconomic trends, which may cause instabilities in the
implementation of the fiscal policy.

Figure 2.19: Gross general government debt
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Source. IMF, for Slovenia DBP23, FC calculations.

32The Implementation of the Republic of Slovenia Budget for 2023 and 2024 Act (ZIPRS2324) allows new state guarantees to be issued for EUR 2.8 million (4.5% of GDP) and EUR 1.5
billion (2.5% of GDP) respectively.

33 IMF (2022a). The forecast is not made under the ESA 2010 methodology but is the latest forecast (October) that enables a comparison between countries. The last forecast by the EC
that included the projection for the general government debt under the ESA 2010 was made in spring 2022. According to that forecast, in terms of the increase in debt in 2023
compared to 2019 levels, Slovenia is expected to rank in the middle among EU Member States.

33



Fiscal Council /October 2022

3. Risks to the macroeconomic and fiscal scenarios

Key findings

. The macroeconomic scenario underlying the projections of the Draft Budgets is dominated by
downside risks.

. The risks to the fiscal scenario are also predominantly downside, despite some factors that could
lower the deficit.

. In the budget documents, the scale of the measures to cushion the blow of the cost of living crisis
and the sharing of the burden of the energy price shock between the general government sector
and the private sector are particularly exposed to high uncertainties.

. The simulations of the economic growth slippage scenarios suggest the possibility of delaying
fiscal consolidation.

. The absence of action on long-term challenges exacerbates the risks to the long-term
sustainability of public finances.

The macroeconomic scenario underlying the projections of the Draft Budgets is dominated by
downside risks. These stem mainly from the international environment and relate to developments in
the energy markets, which, particularly in the context of the war in Ukraine, are characterised by
extremely high prices and price volatility. In line with the expected persistence of high energy prices
and possible quantitative restrictions on energy supplies, the risks are reflected, among other things, in
high inflation and declining projections for global economic growth, including in Slovenia’s most
important trading partners. The euro area is expected to be hit hardest by the energy crisis because
of its dependence on energy supplies from Russia. The national economic shock from high prices of
imported energy is quite high34 while the final distribution of its costs between the general
government sector, the households and the business sector is unknown. Based on the currently available
information, the action taken to date and the actual possibilities for burden-taking could be more even
than in the case of the COVID-19 shock, when most of the burden was borne by the State due to the
nature of the shock.3> Recently, recession in 2023 in some countries is no longer only indicated by
negative scenarios, but also by baseline forecast scenarios3¢ The risks to economic activity associated
with the epidemic are lower than those stemming from the energy crisis and lower than in the past two
years. Nevertheless, in the event of new strains emerging, they could have a significant impact, in

3 According to the Fiscal Council’s estimate, it could account for nearly two-thirds of the country’s expenditure on mitigating the consequences of the COVID-19 shock in 2022 and
2023.

35 One of the fundamental unknowns in the distribution of energy costs for the State, likewise for the scale of the national economic shock, is the future price of energy products and
also the way in which it is supported by setting the energy price cap for consumers. An analysis of the fiscal effects of the price cap for households in Germany (Bauermann et al.,
2022) shows that the range of estimates of fiscal costs can be very large taking into account different eligibility methods. Taking into account the results of the above analysis and the
adjustment for the share of households using gas (12% in Slovenia compared to 48% in Germany), the share of consumption covered by the price cap (100% in Slovenia compared to
the scenario of 80% in Germany) and the capped price (EUR 0.07/kWh in Slovenia and EUR 0.1/kWh in Germany), the cost of capping natural gas prices for households in Slovenia could
be around 0.5% of GDP. With the same support provided for the business sector and taking into account the share of household consumption in total natural gas consumption, the cost
would exceed 2% of GDP.

3.E.g. the latest OECD forecast for Germany and the negative scenario for the euro area (Figure 1.4).
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particular, on the resurgence of additional disruptions in supply chains and also on the functioning of
the service sector. Weak global demand could be further constrained in the face of high price growth,
due to the resulting highly coordinated action of central banks and the rapid tightening of financing
conditions.

Despite the prevailing downside macroeconomic risks, there are also some factors that could
improve the economic picture in the coming years compared to the baseline scenario. The private
sector in particular could contribute to this, considering that over recent years it has built up some
reserves to cope with shocks despite the COVID crisis. The current price shock, taking into account the
unchanged share of energy consumption, translates into around EUR 1 billion higher energy
expenditure by households, which on average is roughly equivalent to almost a half of one month of
their gross disposable income. After a sharp increase during the epidemic period, the household
savings rate declined to its pre-crisis level which equals the long-term average in the middle of this
year.3” However, the increase in household deposits with banks by EUR 1.3 billion in a year to August
2022 and by almost EUR 5 billion since the end of 2019 suggests some potential — probably
heterogeneous across income brackets — to cope with high energy prices. At the same time, growth in
gross operating surplus (according to national accounts statistics) in the year to Q2 2022 was more
than double the long-term average for the economy as a whole, giving companies some room for
manoeuvre in the face of persistently high raw material prices38 In addition to a growth in profits in
diversified miscellaneous service activities, growth in profits in trade, transport, and accommodation
and food services stood out in particular. Implicitly, a similar conclusion can be drawn for electricity,

gas and water supply activities, based on the available data.

The downside risks to the fiscal scenario, which stem from macroeconomic risks and the final
scale of measures to tackle the cost of living crisis, are significant. General government revenue
could be lower than projected if the negative macroeconomic scenario materialises, although the
scenario could increase the revenue bases at least in the short term, given the more likely supply shock
and the consequently higher price growth that would follow. Higher inflation could also imply — albeit
with a lag, which is likely to be shorter as high inflation persists — higher statutorily guaranteed regular
adjustments to individual categories of expenditure. Furthermore, increased inflation could also
reinforce demands for extraordinary or additional adjustments, in particular of employee
compensation and social transfers. In addition to such indirect effects of inflation, possible additional
measures to help mitigate the cost of living crisis on households and the business sector could also have
a greater impact on general government expenditure. Here the major challenge to be addressed
concerns in particular the potential demands to reimburse (a part of) the losses due to the setting of
energy price caps or the provision of additional capital for the operations of the undertakings
affected.3? The losses of these undertakings could also be reflected in lower dividend payments to the
state budget.40 According to the ESRB (2022), the escalation of macroeconomic risks and risks arising

37While the decline in the savings rate after the epidemic crisis up to the middle of this year was faster and larger than the decline in the savings rate during the global economic
crisis more than a decade ago, this time the savings rate has not yet fallen to historically low levels. Rough calculations suggest that if the savings rate were to fall from current
levels to the historic low level reached in 2012, savings could be reduced by just over EUR 1.5 billion.

3 Corporate energy costs amounted to around EUR 2.4 billion in 2021 (energy costs as a share of total corporate expenditure amounting to just over 2%) and would increase by
around EUR 2.4 billion in 2022 with the already realised doubling of average energy prices (taking into account balance of payments data on import energy prices) if consumption
remained unchanged. This, according to AJPES, is less than the net profit of corporations in 2019 (EUR 4.5 billion), 2020 (EUR 2.9 billion) and 2021 (EUR 5.7 hillion).

% Although it has been already set at just below EUR 1 billion in the revised state budget adopted for 2022 and at a total of around EUR 750 million in the Draft Budgets for 2023 and
2024. These funds are shown in the “B balance” (financial receivables and investment account). The use of these funds does not affect the state budget balance, but it does increase
the debt of the state budget.

400b The three energy companies for which the Government issued guarantees in 2022 to ensure the security of electricity and gas supply (HSE, Gen Energija and Geoplin) paid around
EUR 25 million dividends to shareholders (the State) in 2021, according to their annual business reports.
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from deteriorating financing conditions, along with the reduced debt repayment capacity of
undertakings and the population, a fall in asset prices and in the quality of assets, and a decline in the
profitability of credit institutions, could also affect the stability of the financial system, with a possible
impact on the implicit liabilities of the general government sector. Risks also stem from the likely
underestimated projection of transfers to individuals and households (ESA: social compensation
excluding pensions), which foresees stagnation in 20244' In addition, certain pending legislative
changes could have an impact on fiscal aggregates, in particular on the expenditure side. These
concern in particular long-term care, the pension system, school meals, parental protection and family
benefits and also displaced persons from Ukraine#2 Any agreements on additional salary increases
for certain groups of public employees also pose a significant risk.

There are also upside risks to the achievement of the baseline fiscal scenario. These are mainly
related to lower-than-projected expenditure outturns in the budget documents (see also Chapter 2),
notably in terms of projected large-scale general government investments, which are increasingly
financed by domestic resources,*3 and to the expenditure projections associated with the cost of living
crisis. In this respect, doubts about the actual absorption of the high level of EU funds available and
the envisaged rapid implementation of projects arise in particular on the basis of previous experience
with budget planning and the failure so far to meet the targets in the context of the conditionality of
the absorption of the RRF funds44 the absorption capacity of the administration, and supply-side
constraints.45 Uncertainties about the progression of the energy crisis are also reflected in an
extremely high budget reserve (see Chapter 2). The Implementation of the Republic of Slovenia
Budget for 2023 and 2024 Act (ZIPRS2324) stipulates that the scope of funds of the general budget
reserve intended to finance COVID-19 and the consequences of the cost of living crisis is not limited.4¢

The simulations of the economic growth slippage scenarios suggest the possibility of delaying
fiscal consolidation. In its autumn forecast, IMAD produced a downside scenario of slowing economic
growth and rising inflation based on a risk analysis. However, the presentation of its results is not
sufficient to determine a multi-annual fiscal scenario. We therefore present a set of scenarios of
deviations of economic growth from the baseline scenario, in which the most pessimistic scenario is the
closest to IMAD’s downside scenario. We simulated the scenarios using a simple model” which enables
the simulation of the effects of various economic growth assumptions on public finance and the feed
back effects of fiscal policy on economic growth. Estimates suggest that with economic growth 0.5
percentage points lower than that in the baseline scenario each year over the 2022-2024 period
(real GDP would grow by 2.5% per year on average rather than by 3%) and with unchanged fiscal
policy, the general government deficit could be slightly above 3% of GDP in 2024 rather than around

41 With similar growth to that predicted for pensions, expenditure for this purpose would increase by around 0.5% of GDP in 2024, according to the projections in the Draft Budgets.

42 The potential impact of these measures on the general government balance in 2023 and 2024 is estimated at around EUR 500 million per year. We assess that the likelihood of this
legislation being adopted is relatively low.

#3This runs counter to the recommendations made by international organisations and also by the Fiscal Council to make the most of the investment funds available under the various
EU mechanisms.

# Despite having set milestones for meeting the targets of the National Recovery and Resilience Plan for Q2 2022, which are a condition for the disbursement of funds under the RRF,
Slovenia has not yet submitted a request for the dishursement of these funds. The milestones and targets are set out in the Operational Arrangements between the European
Commission and Slovenia, available af: https://ec.europa.eu/info/sites/default/files/slovenia_rrf_oa_-_countersigned.pdf

45See Boxes 2.2 and 2.3 in FC(2021h).

4 1n response to the Fiscal Council’s request of 5 October 2022 to the Ministry of Finance regarding the specific provisions of Articles 28 and 72 of the Implementation of the Republic
of Slovenia Budget for 2023 and 2024 Act (ZIPRS2324), which set out the rules for the use of these funds, the Ministry of Finance, by letter of 6 October 2022, further clarified that the
Government can only reallocate funds within sub-programmes aimed at mitigating the consequences of the COVID-19 epidemic and at easing the cost of living crisis. In view of this
explanation, there are therefore no risks of non-targeted use of said funds for those purposes.

471n this model, the economic activity impacts public finances through automatic stabilisers and the fiscal policy influences the economic activity reversely through multipliers. For a
more detailed explanation of the model, see: http://www.fiscalcouncil.ie/wp-content/uploads/2012/09/FAR_Sept2012.pdf (Annex B).
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Figure 3.1: Estimates of sensitivity of general government Figure 3.2: Estimates of sensitivity of general
balance (ESA) to deviation in GDP growth government debt (ESA) to deviation in GDP growth
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2.2% of GDP. However, if economic growth each year over the 2022-2024 period were 1.5
percentage points lower than that projected in the baseline scenario, the baseline scenario deficit in
2024 could be around 4.5% of GDP instead of around 2% of GDP:8 In the latter case, the general
government debt ratio would increase to levels close to 77% of GDP in 2024, contrary to the
projected gradual decline in the baseline scenario, and its dynamics would indicate unsustainable
developments over the medium term.

A growing risk to public finances is also posed by the failure to address the long-term challenges
facing public finances. These relate in particular to the green transition and to ensuring the
sustainability of social protection systems. The Fiscal Council#? assesses that the annual investment gap
required to achieve the milestones of the green transition set out in the National Energy and Climate
Plan will be around 2% of GDP by 2030. Given the lack of interest from the private sector, most of
the burden should be borne by the State.’0 According to IMF simulations, delaying the immediate start
of a gradual green transition would weaken economic growth in advanced economies by 0.1-0.2
percentage points per year,?! which would probably also worsen the fiscal position. At the same time,
according to the latest estimates in the Ageing Report,52 the annual fiscal cost of ageing under existing
social protection systems in Slovenia is projected to increase by around two percentage points of GDP
by 2030 compared to 2019. As the analysis of the sustainability of general government debt (see
Box 3.1) suggests, it could become unsustainable even if half of the sum of the two mentioned risks
were to materialise. General government debt is thus exposed to significant risks already in the
medium term.

“Figures 3.1 and 3.2 show the possible general government balance and debt trends according to different economic growth assumptions. The baseline scenario indicates the
projection of the general government balance and debt set out in the DBP23. The economic growth assumptions are 0.5 percentage points higher or lower in 2021 and 0.5, 1 and 1.5
percentage points higher or lower in the 2022—2023 period relative to the baseline scenario of the IMAD forecasts (Autumn Forecast, 2022). The maximum shock with regard to the
deviation of GDP growth by £1.5 percentage points is determined based on average absolute errors in the IMAD forecasts in the current and subsequent year in the 2002—2019
period.

49F((2022b)

50Even in the absence of green transition efforts, the risks to public debt are significant, as they may make the debt unsustainable. See simulations in Zenios (2022).

STIMF (2022a).

S2EC(202140).
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Box 3.1: Slovenia’s general government debt: An analysis of medium-term sustainability

Debt sustainability analysis shows a country’s capacity to finance its outstanding liabilities aris-
ing from its past fiscal policy stance in the event of macroeconomic and fiscal shocks. In analysing
the debt sustainability based on the framework developed by the IMF,! first a baseline scenario
based on macroeconomic and fiscal projections is estimated, followed by alternative scenarios which
show the response of debt to various shocks. The responsiveness and changes in the dynamics and the
level of the general government debt indicate the vulnerability of public finances to shocks other than
those included in the baseline scenario; however, the actual shocks may deviate from those used in the
analysis in terms of both their direction and magnitude.

The analysis of medium-term debt sustainability takes into account the projections of the Frame-
work Proposal and IMAD’s autumn forecast for 2022. The framework of the analysis covers the
2022-2027 period, using the latest available IMAD projections for 2024 to extend macroeconomic
projections into 2025-2027. The projections of fiscal aggregates from the end of the projection peri-
od of the Framework Proposal (2024) to the end of the analysed period were supplemented with
standard income elasticities, while expenditure was set by assuming that the difference between reve-
nue and expenditure growth would be the same as in the long-term 2000-2019 period.2 The underly-
ing assumption was a gradual tightening of financing conditions, based on which the implicit interest
rate on the general government debt would amount to approximately 2.6% in 2027, which would cor-
respond to the level of mid-2019 and would still be approximately two percentage points less than
the nominal GDP growth. The baseline scenario also included the assumption that the high level of cash
balance and deposits (the treasury single account balance) would be reduced by EUROQ.5 billion in
2022 and by EUR 1 billion in 2023, which is also the implicit assumption in the Draft Budgets.

The analysis of medium-term debt sustainability provides several alternative scenarios, in which
shocks are determined in standard magnitudes, primarily related to the historical fluctuations of
the variables that are subject to shocks in these scenarios. Shocks in the alternative scenario of low-
er real GDP growth, for instance, are set to one standard deviation of real GDP growth in the 201 2-
2021 period, where the elasticity of the response of inflation and the interest rate to the change in the
GDP growth and to the worsening of the primary balance, by 0.25% and -0.25%, is assumed respec-
tively. According to this scenario, real GDP would fall by an average of just under 2% in 2023 and
2024 (in the baseline scenario, it would grow at around 2% according to IMAD’s projections). The sce-
nario of a worsened primary balance is also based on a long-term deviation and the response of the
interest rate to the same extent as in the event of a real GDP shock. In this scenario, the primary bal-

Figure 1: Probability distribution of general Figure 2: General govenment debt response to shocks
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ance deficit over the 2023-2024 period would be about twice that of the baseline scenario. The in-
terest rate shock is implemented as a 200 basis point increase in the interest rate from the baseline
scenario over the 2022-2027 period.

The analysis suggests a broadly sustainable dynamics of the general government debt in the me-
dium term with regard to certain risks in case of shocks. Risks are asymmetric and skewed upwards
in the projected debt distribution (see Figure 1). The assessment of the risks to debt sustainability in the
medium term is primarily based on potential slower economic growth, while a deteriorated primary
balance would also have an impact, implying a higher risk assessment. In the aforementioned cases,
the debt-to-GDP ratio could rise relatively rapidly, to between 75% and 80% of GDP, whereas in the
case of a combined macroeconomic-fiscal shock, the debt could rise close to 85% of GDP. Neverthe-
less, its dynamic should not become unsustainable in view of the assumed economic growth despite the
gradual tightening of financing conditions over the next five years. A similar picture is shown by the
results of additional simulations of a double GDP shock, which (if the financing conditions remained
unchanged) would raise the debt-to-GDP ratio permanently to a level just above 90% of GDP and
would stabilise at that level. In contrast, if the duration of the primary balance shock was prolonged,
the debt dynamics would become unsustainable by the end of the observation period, as no stabilisa-
tion of debt would occur at a higher level. Simulations of the potential outturn of implicit liabilities sug-
gest that debt would become unsustainable only in the event of significant shocks of this kind (e.g. by
around 5% of GDP in two consecutive years). The risks become more pronounced in the event of more
permanent shocks (cf. Figure 3.2), e.g. a reduction in the average annual GDP growth in the 2023-
2027 period by slightly less than one percentage point. In such a case, the debt dynamics of the com-
bined shock becomes unsustainable already in the second half of the period.

1 The currently available template can be found at: https://www.imf.org/external/pubs/ft/dsa/mac.htm.
2 Due to the expected increase in costs resulting from an ageing population, such an assumption may underestimate expenditure levels.
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4. Adequacy of fiscal policy orientations

Key findings

. In September 2022, the Fiscal Council assessed that the outlook for 2023 was shrouded in
extreme uncertainty and marked by high geopolitical risks, which could be considered as an
unusual event, although the economic conditions alone do not currently justify the existence of
exceptional circumstances.

. Fiscal policy needs to provide flexibility to act in the current uncertain environment, and
additional fiscal stimulus is neither necessary nor appropriate at this fime due to supply-side
constraints.

. Most indicators point to a relatively neutral fiscal policy impulse over the next two years on
average, which is appropriate, although developments in some budget categories and certain
orientations in budget documents are subject to significant risks.

. The general government deficit is supposed to fall below the Maastricht criterion at the end of
the period covered by the Draft Budgets, while general government debt is projected to remain
above the 60% threshold, although its reduction is expected to be appropriate.

4.1 Existence of exceptional circumstances in 202353

The outlook for 2023 is currently shrouded in extreme uncertainty and marked by high
geopolitical risks of a further deterioration in the economic growth outlook, which calls for
enabling a flexible action by the Government. This can be described as an unusual event beyond
control, which may have significant implications for the financial situation of the general government
sector.54 While taking action to ease the effects of the energy price increases, the Government needs
to preserve as much room for manoeuvre as possible for future action, in particular by limiting the
growth of current spending. Measures to address the energy crisis must be timely, targeted and
temporary and must not worsen the structural position of public finances. In the event of the persistent
price shocks, this particularly applies to the adjustment of different categories of public expenditure to
the current high level of energy prices.

The current economic situation is not a sufficient reason to invoke exceptional circumstances in
2023. Economic activity and employment levels in Slovenia already exceeded their pre-crisis levels on
average in 2021, indeed exceeding them by among the highest margins in the EU. In the coming year,
GDP and employment levels are expected to remain at the levels projected in autumn 2019,
according to the updated IMAD projections. The same applies to all components of domestic

53The text is a summary of the assessment published on 26 September 2022. See FC (2022c).

54The Fiscal Rule Act (FRA) sets out two conditions for the existence of exceptional circumstances that allow for a deviation from the medium-term balance, provided that it does not
jeopardise fiscal sustainability in the medium term. Pursuant to paragraph one of Article 12 of the Fiscal Rule Act, such a deviation is only permitted (i) in periods of severe economic
downturn or (ii) in the case of an unusual event outside the control of the party concerned which has a major impact on the financial situation of the general government sector, as
defined by the Stability and Growth Pact.
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consumption, which has increased since the lifting of restrictive measures, with its growth being
reflected in an increased willingness to spend. This was made possible by households’ savings made
during the crisis and the still favourable financing conditions, combined with significant crisis support
from the State to households and businesses. The favourable economic situation has also been
reflected in the labour market, with unemployment at an all-time low, companies reporting difficulties
in recruiting suitably skilled labour and foreigners accounting for the majority of new hiring.

Since the Fiscal Council’s last assessment on the fulfilment of the conditions for invoking
exceptional circumstances, uncertainties have increased significantly and the outlook for future
economic growth has deteriorated. This is also reflected in a gradual lowering of forecasts for GDP
growth and alternative scenarios that also point to the possibility of a recession in the EU, the euro
area and Slovenia. The main reason for the increased uncertainties is the escalating geopolitical
situation, which is affecting both foreign demand and commodity prices, in particular energy prices.
We estimate the macroeconomic shock from higher prices of energy products to be around 6% of
GDP in 2022 compared to 2021, with an additional almost 1% of GDP to follow in 2023. The
magnitude of the shock justifies intervention by the State, but part of the shock should also be
absorbed by businesses and households. Significant uncertainties and shocks also reduce the reliability
of statistics and input data for assessing compliance with fiscal rules.

The European Commission has justified the extension of the escape clause to 2023 mainly on the
grounds of high uncertainties. The European Commission stated its opinion on the use of the general
escape clause in 2023 in its press release on the European Semester Spring Package on the basis of
the May 2022 forecast.5> It concluded that given the high degree of uncertainty, high risks associated
with the war in Ukraine, the energy price shocks and continued supply chain disturbances, national
fiscal policies should be provided sufficient room to react in 2023 as well. In June 202156 the
European Commission concluded on the basis of its spring forecasts that the grounds for the validity of
the general escape clause would cease to exist in 2023. Also according to the March 2022 press
release,’” which was prepared on the basis of the February forecast, the general escape clause was
to be deactivated as of 2023.

The Fiscal Council expects that once none of the conditions for invoking exceptional circumstances
is met, the Government will activate the correction mechanism in accordance with the national
legislation. With a multifaceted response to ease the cost of living crisis, the Fiscal Council expects the
Government to transparently and credibly define the measures and evaluate their impact on public
finances in order to be able to assess the state of fiscal policy in the absence of these measures.
Article 14 of the Fiscal Rule Act provides that the minister responsible for finance should implement
measures as defined in the act governing public finance for the purpose of balancing public finance in
the medium term if the Government, on the basis of an assessment of the Fiscal Council, determines that
circumstances referred to in paragraph one of Article 12 of the Fiscal Rule Act have ceased to exist
and that the structural balance of the general government sector is lower than the minimum value as
defined in paragraph three of Article 3 of that act. The Fiscal Council will continue to assess budget
documents in accordance with the applicable national legislation. In line with the latter, it expects
measures to be put in place to ensure that public finances are prepared to respond to future shocks
and that challenges to long-term fiscal sustainability are adequately addressed. The intentions set out

$SEC (20220).
6 EC (2021).
57EC (2022b).
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by the Government in this regard when requesting an assessment of the existence of exceptional

circumstances in 2023 are therefore appropriate.58

4.2 Assessment of the fiscal policy stance

Given the current uncertain environment, fiscal policy needs to ensure effective measures to
address the cost of living crisis but at the same time limit additional fiscal impulses, as a general
stimulus to the economy is not needed under the baseline macroeconomic scenario. The main short
-term objectives of fiscal policy in the current circumstances are to help ease the pressures arising from
price increases and to prevent additional inflationary pressures. As aid is focused on expenditure in
the contexts of both price increases and containing the consequences of the epidemic, expenditure
(indirectly also the revenue policy measures) has an impact on the available resources of households
and businesses and thus on aggregate demand. Action needs to be set in a macroeconomic
environment that, after the lifting of the restrictive measures to contain the epidemic, is conducive to a
rapid recovery in economic activity and marked with historically excellent conditions on the labour
market. The situation on the labour market, however, is also reflected in a shortage of adequately
skilled labour force and, in the most exposed activities, therefore also by upward wage pressures.
Additional stimulus to economic growth is therefore neither necessary nor appropriate in such
circumstances.>® Moreover, in the event of a significant price shock, the State alone will not be able to
bear the entire burden, which is likely to be not only temporary but structural in nature and will
therefore have to be partly borne by the private sector, together with the unavoidable costs of
gradually decreasing energy intensity. These facts thus see fiscal policy facing a difficult choice
regarding the scope and manner of implementing measures to address the cost of living crisis under
the uncertain circumstances without creating additional inflationary pressures in the context of a
relatively rapid normalisation of monetary policy.

The high degree of flexibility for action allowed by exceptional circumstances and foreseen in the
budget documents should not be abused, as happened to a certain extent in the case of the
legislation relating to the COVID-19 pandemic. The uncertain situation — in particular related to the
possibility of a global recession, the cost of living crisis and, to a lesser extent, the epidemic— dictates
a high degree of flexibility in conducting fiscal policy. The Draft Budgets provide this with the
unprecedented high level of the budget reserve. A basic condition for the transparent use of the high
budget reserve funds, which allow for a swift operation of fiscal policy in the event of unexpected
circumstances, are the provisions prescribing that these funds should be used exclusively for their
intended purpose. Given that specific sub-programmes are dedicated to action in the aforementioned
areas, the Fiscal Council expects from the Ministry of Finance that it ensure a high level of
transparency in implementing this part of the budget and monitor closely the use of these funds. In
particular, measures to tackle the cost of living crisis should not be used to address systemic problems
in public finances, an issue to which the Fiscal Council regularly drew attention when various COVID-19
-related measures were adopted.s0

Measures to address the cost of living crisis need to be timely and, in particular, targeted and
temporary. These basic guidelines on the implementation of measures to ease the effects of rising

58See the press release following the 15th session of the Government of the Republic of Slovenia, available at:
https://www.gov.si/assets/vlada/Sejo-vlade-52J/2022/09-2022/sevI15.docx. (Only in Slovene)

59This is also the view of the EFB (2022) and the Eurogroup (2022) on fiscal policy orientations in 2023.

t0See e.g. the Fiscal Council’s recommendation (2020c) when adopting anti-corona legislation.
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prices are similar to those provided with respect to the measures aimed at mitigating the consequences
of the epidemic, which the Fiscal Council and international institutions have highlighted since the
beginning of the period of exceptional circumstances.®! Such guidelines are of particular importance in
the environment where the financing costs on international financial markets rise relatively rapidly,
which will lead to a gradual increase in the general government interest expenditure as the need
arises to refinance the relatively high level of public debt and undertake additional borrowing. On the
one hand, this reduces the scope for short-term action, while on the other it limits the scope for future
action. At the onset of the energy crisis, countries largely opted for general measures to prevent a fall
in the disposable income of a large share of households$? These were dominated by price measures
that are not optimal in terms of targeting and typically entail higher fiscal costs, which reflect in higher
public debt and increase inequality compared to measures that have a direct impact on the incomes of
the targeted share of households.93 Non-targeted price measures may also contribute to sustaining
high demand for energy products and therefore delay the phase-out of fossil fuels, which, in addition
to the green ftransition, is also necessary due to structural changes in energy markets, which in the
future are likely to generate higher prices than in the last two decades. Therefore the Eurogroup
(2022) also recommends in its October Recommendation refocusing on measures that will be
temporary and will have a direct impact on the incomes of the most vulnerable groups.

According to the Draft Budgets, the fiscal policy stance will be relatively neutral in the coming
years but subject to a number of risks (see Box 4.2). The average growth rates of current
expenditure exceed the long-term average growth of potential output, but in the next two years, they
will be relatively aligned with high nominal growth, which reflects strong inflation. As indicated in the
budget documents, fiscal policy is to be geared mainly towards mitigating the cost of living crisis and
boosting investments, in addition to increasing employee compensation and social benefits. The
increase in employee compensation and social benefits will exceed inflation on average in 2023 and
2024, implying a relatively high real growth compared to the pre-crisis year 2019. This is largely due

Figure 4.1: Fiscal policy stance Figure 4.2: Fiscal policy stance excluding general government
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81See the Fiscal Council’s opinion (2020d) issued at the adoption of measures to counter the consequences of the COVID-19 epidemic.
62See e.g. Bruegel analysis available at: https://www.bruegel.org/dataset/national-policies-shield-consumers-rising-energy-prices and EU IF1 (2022).
63 1MF (2022b).
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to discretionary measures (see Box 2.2), but in the case of social benefits, it is also largely due to the
inflation indexation that is based on the existing legislation. The projected growth of the two
categories suggests a rather high real increase relative to the pre-crisis year 2019. Just like the
emergency measures aimed at tackling the cost of living crisis, investments need to be efficient, which is
unlikely under the current economic conditions and high input costs. Therefore, in the current conditions,
it would be reasonable to develop investment projects as far as possible and to implement them once
the conditions become more favourable. Investments should address as far as possible the risks to
which the economy will be exposed in the future and which may affect the sustainability of public
finances and the growth in economic potential. Such risks include long-term fiscal challenges arising
from social security systems and the green transition, which are not clearly assessed in the budget
documents or indicated in alternative scenarios and which economic policy has delayed addressing
comprehensively. Guidance on addressing these challenges should therefore be an integral part of the
spring medium-term budget documents.

With a neutral stance, fiscal policy can play a role in reducing domestic inflationary pressures. In
addition to high energy prices resulting from the situation on international commodity markets, a rising
share of inflation is driven by domestic factors. Slovenia does not have its own monetary policy, and
the ECB action is focused on the euro area average, where inflation is lower than in Slovenia. As a
result, the normalisation of monetary policy at the euro area level has a relatively less restrictive
effect on the Slovenian economy, meaning that an expansionary fiscal policy stance would run counter
to monetary policy efforts. At the same time, given that the inflation shock is primarily supply-side
driven and that it is therefore outside the direct influence of domestic economic policy, a neutral fiscal
policy stance should in particular ensure that domestic demand is not conducive to inflation. Indeed in
the case of additional demand stimulation through both current and investment spending, the fiscal
policy in the current conditions of a relatively favourable economic cycle can run counter to its own
efforts to cushion the effects of rising prices.

Achieving and securing medium-term sustainability of public debt is important. This is one of the
fundamental tasks of fiscal policy and also allows maintaining and promoting long-term economic
potential. The achievement of medium-term debt sustainability depends not only on the primary
balance, which can be at least partly influenced by fiscal policy, but also on the favourable
relationships between interest rates and nominal economic growth and on the maturity structure of the
debt and the volume of liquid assets at the state’s disposal. This is particularly important in a situation
where monetary policy is withdrawing a current large-scale intervention in the secondary markets of
government securities. It is therefore important to bear in mind that the risks to which individual
countries’ public finances are exposed are likely to be assessed differently in the future by market
participants than in recent years of active monetary policy using intervention instruments. Therefore the
stability of the country’s position in the financial markets is particularly important and may be
supported, inter alia, by credible medium-term budget plans.é4 Against this background, we assess
that, under the given circumstances, the approach of gradually reducing the high level of available
assets in tight and uncertain financial market conditions is appropriate. This limits the increase in gross
debt, which is a key indicator of fiscal sustainability, even if it is accompanied by an increase in the
general government net debt.

64See Chapter 2 in IMF (2021).
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Box 4.1: Indicative assessment of compliance of the Framework Proposal with fiscal rules

The proposed amendments to the Framework Proposal relate to the increase in the ceilings on
general government expenditure and all fiscal budgets. The framework for the preparation of
general government budgets for the 2022-2024 period was set for the first time in April 2021.!
Compared to the previous framework, the proposed increases in the expenditure ceilings, which in this
amendment relate to 2023 and 2024, are the highest ever. The 2022 expenditure ceiling has already
been amended in the revised budget for 20222 The revision of the ceilings for only one year, as
assessed by the Fiscal Council in September 20223 is inadequate for the medium-term budgeting,
which should serve as the basis for a comprehensive fiscal policy. The largest contributor to the
proposed increase in general government expenditure is the increase in the ceiling on general
government budget expenditure (around 80% in 2023 and just below 70% in 2024). The total
increase in the general government expenditure ceiling is EUR 730 million lower in 2023 and by EUR
860 million lower than the sum of the increased expenditure ceilings on the individual general
government budgets.4

The Fiscal Council has assessed the framework for the preparation of the general government
budget for the 2022-2024 period for the fourth time, again on an indicative basis. All assessments
to date have been made during the period of exceptional circumstances. Therefore these assessments
are purely indicative since, in addition to the methodological challenges associated with determining
the cyclical position of the economy, which pursuant to the Fiscal Rule Act are an important input for
setting expenditure ceilings, we also face a high and unpredictable volume of expenditure, which is
shown in the state budget under the item “reserve”, and which the Ministry of Finance must, for
methodological reasons, expertly allocate to the selected spending items within the framework of the
general government balances. This also explains why the budget projections for 2024 are highly
unpredictable. Moreover, it is not known whether the exceptional circumstances will still apply in 2024
with the unknown variable also being the reform of economic governance in the EU, and possible
changes to fiscal rules in this context, which is expected to become clear at the end of October this
year.

The proposed level of general government expenditure in 2024, when the information currently
available suggests that exceptional circumstances will no longer apply, is within the range of

Table: Framework amendments for 2023 and 2024

General government State budget Local govt. [Pension Fund| Health Fund GDP
targ. balance  max E  [targ. balance  max E max E max E max E EUR million
% GDP  EUR million| % GDP  EUR million [EUR million | EUR million | EUR million
Framework, Sep. 22 (0G 125/2022)
2022 -39 27,380 -3.6 14,580 2,795 6,740 4,100 56,167
2023 -3.3 25,980 -2.6 13,365 2,505 6,640 3,745 59,768
2024 -2.8 25,430 -2.5 12,730 2415 6,675 3,850 62,382
Proposed Framework amendments, Oct. 22
2022 -3.9 27,380 -3.6 14,580 2,795 6,740 4,100 57,921
2023 -5.0 30,055 -5.4 16,700 2,955 7,065 4,340 61,951
2024 -2.2 29,570 -2.6 15,510 2,990 7,580 4,590 65,311
Difference
Oct. 2022-Sep. 2022
2022 0.0 0 0.0 0 0 0 0 1,755
2023 -1.7 4,075 -2.8 3,335 450 425 595 2,183
2024 0.6 4,140 0.1 2,780 575 905 740 2,429

Source: Official Gazette of the Republic of Slovenia, MoF, IMAD, FC calculations.
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Figure: General government maximum expenditure and

expenditure in the Framework proposal

FUR million
30,000 -

29,800
29,600
29,400 -

29,200

29,000
2024

estimate range estimate average Framework

Source: MoF, FC calculations

estimates of the ceiling. According to information currently available, the exceptional circumstances
clause under the Fiscal Rule Act will no longer be in force in 2024. The allowed range of government
expenditure ceilings is determined on the basis of a set of output gap estimates that we regularly use
in preparing the assessments of compliance of budget documents with fiscal rules’ The permissible
general government expenditure ceiling set in the Framework Proposal is higher than the average
estimate of what is allowed, but it is still within the range of all estimates. Insofar as the conditions for
exceptional circumstances are not met in 2022 and 2023, the proposed expenditure ceilings would be
assessed in accordance with Articles 3 and 15 of the Fiscal Rule Acté In this case, these would be
above the range of estimates of permissible expenditure ceilings. In our assessment, this confirms that
the existing national legislative framework allows for considerable flexibility in the conduct of fiscal
policy in times of stress and uncertainty.

1 The publication from the Official Gazette of the Republic of Slovenia (No 65/21) is available (only in Slovene) at:
https://www.uradni-list.si/glasilo-uradni-list-rs/vsebina/2021-01-1352/odlok-0-okviru-za-pripravo-proracunov-sektorja-drzava-za-obdobje-od-2022-do-2024-0dpsd22-24

2 Available af: hitps://www.uradni-list.si/_pdf/2022/Ur/u2022125.pdf. (Only in Slovene)

3FC(2022a).

4 The difference may to some extent be due to envisaged large transfers between individual general government budgets, which are consolidated in the general government balance,
but the deviation is particularly high.

5See Box 2.1 in FC(2018a).

8 For derivation of the formula, see Box in FC (2018b).
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Box 4.2: Compliance of the Draft Budgets and Framework Proposal with fiscal rules

The quantitative assessment of compliance with fiscal rules is subject to many uncertainties in the
current economic environment. In the face of heightened uncertainties in two consecutive crises with
significant fiscal implications, a number of rules derived from national and EU legislation were coupled
with additional derivative indictors that are monitored by the European Commission and
complemented by the Fiscal Council with alternative indicators. The methodological challenges in the
calculation of the parameters that influence the assessment of compliance with many fiscal rules are
particularly significant in a period of large fluctuations in economic activity.!

Despite the high level of expenditure, the headline general government deficit is expected to fall
below the 3% of GDP threshold by the end of the projection period on the back of high revenue
growth and the projected slowdown in investment activity in 2024. This threshold will be reached
particularly as a result of the relatively high economic growth and inflation, which further increases
budget revenue in the short term. However, the risk analysis (see Chapter 3, particularly Figure 3.1)
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suggests a rather high probability of not achieving the Maastricht reference value for the general
government balance in the event of a deviation in economic growth from that projected in IMAD’s
baseline scenario. Excluding investments, the static assessment suggests a surplus of the general
government balance on average over the 2023-2024 period which is only about EUR 650 million
higher than the equally defined balance in 2019 despite substantially higher GDP (on average by
EUR 15.1 billion) and thus higher revenue (on average by EUR 6.3 billion)

The structural deficit is projected to deviate from the lowest value of the structural balance,
calculated on the basis of EU rules (the MTO), while the structural effort should be relatively
neutral. According to the current calculation of the Fiscal Council, the structural deficit should amount to
approximately 2.5% of GDP over the next two years (primary structural deficit around 1.5% of GDP)
following the deterioration in 2022.2 This would significantly exceed the currently estimated MTO of
0.25% of GDP.3 Given the deviation of the structural balance from the MTO and in accordance with
the provisions of the Fiscal Rule Act (Article 15) and EU rules (EC, 2019), the structural effort in the
years in which exceptional circumstances do not apply should be at least 0.6% of GDP per year. The
average effort is expected to be close to zero in 2023 and 2024 according to the proposed budget
documents.

Some alternative estimates of the level and growth of expenditure suggest that the expenditure is
above the limits set on the basis of long-term potential output, but this is largely a direct and
indirect consequence of high inflation and investments. A comparison of expenditure levels with
those that would be made possible only by growth in the expected economic potentialt shows that the
level of “core” general government expenditure is too high, reflecting in particular discretionary
measures that will mostly ensure the maintenance of the real value of the incomes of employees in the
public administration and of social transfers (see Box 2.2) in 2023 and 2024. The growth of “core”
expenditure in the Framework Proposal in 2023 and 2024 is relatively consistent with the currently
estimated growth in both long-term and annual potential output.® While it is slightly higher than the
average growth of expenditure over the last two decades, at the same time it lags behind this growth
when taking inflation into account. The modest additional fiscal policy impulse on average in 2023 and
2024 is also indicated by the calculation based on the EU expenditure rule and by the alternative
indicator introduced by the EC during the period of crisis and uncertainty regarding the calculations of
the structural indicators of the state of public finances® While the expansion of fiscal policy in 2023
mainly stems from the projected further strengthening of the Government’s investment activity, it is
expected to be driven exclusively by growth in primary current spending in 2024.

Figure 5: Simulation of general government expenditure excl. Figure 6: "Core" general government expenditure and the
COVID, inflation mitigation and investment potential output
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Table: Overview of fulfilment of fiscal rules

2021 2022 2023 2024
Macroeconomic variables
Real GDP growth (%) IMAD 8.2 5.0 1.4 2.6
GDP nominal (EUR million) IMAD | 52,208 57,921 61,951 65311
GDP deflator (%) IMAD 2.6 517 54 2.7
GDP potential growth (%) IMAD 55 8.7 8.3 5.6
Medium-term potential nominal GDP growth (%)] IMAD 5.0 53 55 517
Output gap (in % of potential nominal GDP)2 FC 1.0 2.4 1.2 0.7
National fiscal rule
General government expenditure (EUR million) MF | 25,735 27,378 30,052 29,569
National rule - maximum general government expenditure (EUR miIIion)3 FC 29,351
Frameworks for the preparation of the gen. government budgets Sep. and Oct.22 (EUR million) MF 27,380 30,055 29,570
EU fiscal rules
General government balance (% of GDP) MF -47 -3.8 -50 -2.2
Muaastricht criterium (% of GDP) EC 30 230 -30 -3.0
Gross general government debt (% of GDP) MF | 745 71.5 71.0 70.0
Maastricht criterium (% of GDP) EC 60.0 60.0 60.0 60.0
Permitted debt level according to EU rules (% of GDP):
-1/20" rule* FC .. BT 730 723
- backward-looking benchmark’ FC ... 120 736 T71.1
- forward-looking benchmark’ FC o T 69.8 693
- cydically-adjusted debt reduction benchmark’ FC ... 116 768 71.6
Structural balance (% of GDP) FC 06 -23 28 -24
Medium term objective according to EU rules - MTO (% of GDP)S EC/FC| -025 -025 025 0.25
Change in structural balance (% of GDP) FC 01 -1.7 05 0.3
Required annual fiscal adjustment (% of GDP)" FC 0.6
EU expenditure benchmark - net expenditure nominal growth (%) FC 68 48 8.6 1.1
Permitted nominal annual net expenditure growth (%) FC 5.0 8.3 8.2 4.2
EU expenditure benchmark - net expenditure nominal growth excl. one-offs (%) FC 80 93 8.1 7.6
Permitted nominal annual net expenditure growth excluding one-offs (%) FC 5.0 8.3 8.2 42
Alternative indicators
"Core" general government expenditure (%)’ FC 72 84 13 46
Fiscal stance - with EU funds, excl. COVID measures (% of GDP)8 FC 170 <160 -04 0.3

Source: SORS, MoF, IMAD, EC, Official Gazette of the Republic of Slovenia, FC calculations.

! 10-year average, which takes into account previous five years, current year and next 4 years.

2 gverage of 9 estimates used by the FC See Table 5.1 in the Annex.

J Taking intfo account Framework Proposal revenve projections and FC estimafes.

1 The base year for calcvlations is 2021.

5 FC estimates, as EC has not yet published the new calculations.

¢ In 2021-2023 structural effort is not required dve fo general escape clause. In 2024 FC estimate based on the matrix in Box
1.6 in FC(2019).

7 Excluding expenditure on inferest, investment, COVID measures, inflation mitigation and other one-off expenditure. Growth is adequate
if it does not exceed medivm-term growth of potential nominal GOP and vice versa

¢ Negative sign denotes expansionary fiscal policy and vice versa.
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Pursuant to the rules of the Fiscal Pact laid down in the preventive arm of the Stability and
Growth Pact, the general government debt exceeding 60% of GDP will be gradually reduced.
Slovenia is projected to comply with these rules in 2023 and 2024, although debt is projected to
remain above the 60% of GDP threshold in 2024. As the debt-to-GDP ratio over the period covered
by the Framework Proposal exceeds the reference value set in the 1992 Maastricht Treaty
establishing the EU, Slovenia is required to reduce its general government debt in line with the yearly
dynamics, which on average over the past three years corresponds to a 1/20 deviation in the debt
level from the 60% of GDP in the base year. This means that the debt has to decrease by
approximately 0.6 percentage points of GDP per year on a three-year average. Despite the high
increase in debt in 2020, which affects the calculation of the average in the following years, this rule is
expected to be met in 2023 and 2024 as a result of the high economic and inflationary cycle in 2022
and 2023. In 2023 and 2024, the debt level is thus expected to be below at least one of the limits,
i.e. the backward-looking debt limit, the forward-looking limit or the cyclically defined limit, as set by
the Fiscal Compact.

1See e.g. Box 4.1 in FS (2020h).

2 The assessment takes into account the direct effects of the measures in response to the epidemic and the cost of living crisis on the general government balance as a one-off factor,
so they are not included in the calculation of the structural balance.

3 The lowest value of the structural balance under EU rules (MTO) for Slovenia in the 2020—2022 period was most recently set at —0.25% of GDP in spring 2019 (EC, 2019). The MTO
assessment was expected to had been officially revised at the beginning of 2022 and be valid for the 2023—2025 period, but this assessment was not available at the time this
document was drafted. The Fiscal Council has made its own calculation, suggesting that the MTO could be increased to +0.25% of GDP. This would be partly due to the higher level of
debt and in particular to changing pension legislation and the resulting increase in the anticipated long-term costs associated with an ageing population. In light of the currently
applicable fiscal rules, a rise in the MTO reflects the need for stricter fiscal policy to ensure the medium-term sustainability of public finances in the future.

4 Growth in general government expenditure is sustainable in the long term if it is in line with growth in economic potential. In the long term, we conservatively estimate expected
potential growth at between 4% and 5%, which reflects the forecasted GDP growth values in 2023 and 2024 (around 2.5%) and the ECB’s inflation target (2%). Revenue growth can
deviate from economic potential growth, in addition to cyclical reasons, especially in the case of discretionary tax changes, so expenditure usually needs to be adjusted to such
structural changes.

5 Comparisons with annual estimates of growth in nominal potential GDP are less appropriate due to high inflation. Taking into account high inflation, the nominal economic potential
can be overestimated, which, based on such indicators, can have a pro-cyclical effect. However, this is not necessarily reflected in the position (i.e. level) of fiscal policy stance, given
the concomitant increase in the level of revenues due to inflation.

6 See e.g. Box 2 (pp. 14—15)in EC (2021c).
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5. Annex
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Table 5.1: Output gap estimates

average of
European based on average of )
IMF . OECD IMAD MoF . factor  Blanchard- average of estimates
Commission HP filter GDP T
(0ct.22) (Jun.22)  (Sep.22)  (Sep.22) models Quah . institutions based on
(May 22) averages estimates

prod. fund.
2002 -1.1 1.0 -0.2 0.4 0.3 -0.8 -0.3 -0.8 -0.2 0.1 0.5
2003 0.1 0.8 0.4 0.3 0.1 -1.5 -1.3 0.4 -1.4 0.3 0.2 0.4
2004 -1.4 1.8 0.9 14 1.2 -0.8 -1.0 1.2 -1.2 0.2 0.8 1.5
2005 -0.5 25 1.8 2.3 2.2 -0.5 -1.2 2.3 -0.4 0.9 1.6 23
2006 2.8 417 45 4.6 45 2.0 1.1 44 1.9 34 42 4.6
2007 53 8.0 8.3 8.2 1.9 6.5 59 1.1 6.0 1.0 1.5 8.0
2008 54 1.1 8.6 8.0 7.8 8.4 1.1 47 6.1 1.2 1.5 1.8
2009 -3.0 -2.7 -1.9 -2.4 -2.4 -0.7 -1.5 -1.0 -2.9 -2.7 -25 -2.5
2010 -1.0 -2.6 -2.1 -2.4 -2.3 0.1 -0.3 -2.8 -3.9 -1.9 -2.1 -2.4
2011 0.6 -2.6 -2.4 -2.5 -2.4 0.6 1.1 -2.5 -2.2 -1.4 -1.8 -2.5
2012 -2.0 -5.7 -5.9 -5.8 -5.6 -2.4 -1.7 -55 -4.3 -4.3 -5.0 -5.7
2013 -3.0 -1.4 -8.0 -1.6 -1.3 -4.2 -34 -4.8 -1.9 -5.9 -6.6 -1.4
2014 -2.3 -5.7 -6.9 -6.1 -5.9 -3.0 -2.0 -25 -5.2 -4.4 -5.4 -5.9
2015 -1.8 -4.6 -6.5 -5.1 -4.8 -2.7 -1.9 -1.9 -3.9 -3.7 -4.6 -4.8
2016 -0.2 -2.6 -5.3 -3.2 -2.7 -2.0 -1.4 0.3 -1.8 -2.2 -2.8 -2.9
2017 0.0 0.6 -2.9 -0.1 0.4 -0.1 0.5 22 0.8 0.2 -0.4 0.3
2018 0.3 2.9 -1.1 23 2.8 1.5 2.2 2.8 3.8 1.9 1.4 2.6
2019 0.9 35 -0.6 31 37 2.2 2.3 2.1 43 24 2.1 34
2020 -2.7 -3.2 -1.1 -3.4 -3.0 -4.9 -5.1 -4.6 -0.6 -39 -3.9 -3.2
2021 1.7 1.9 -2.1 1.6 1.7 0.0 -0.3 37 1.0 1.0 1.0 1.7
2022 35 2.5 0.0 3.7 32 2.0 1.9 2.1 2.8 24 2.6 31
2023 1.7 2.3 0.1 23 1.6 0.9 0.7 1.0 0.1 1.2 1.6 2.1
2024 2.2 1.2 0.8 0.3 -0.5 0.0 0.7 1.7 1.7

Source: IMAD, EC IMF, OFCD, Mof, FC calculations .

Note: The table shows estimates of the output gap by domestic and international institutions that provide these estimates for Slovenia
(IMAD, MoF, EC, IMF, OECD). In addition, the table also shows estimates of the output gap generated by statistical models in which the
potential product is determined by: (i) HP filters at different values of the parameterA (10, 100, 400), ii) the 3-, 5- and 7-year average of
GDP, (iii) factor models estimated on the basis of survey about limitations in the economy and forecasts of a simple VAR model that
includes these factors, as well as factor models that take into account a large number of IMAD and EC macroeconomic variables in its
estimates and forecasts, (iv) SVAR model based on the Blanchard and Quah methodology (1989), which uses restrictions with regard to
the assumption that GDP is affected in the long term only by shocks to the aggregate supply, while demand shocks affect activity levels
only in the short term.
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Table 5.2: Structural balance estimates

average of
European based on average of .
IMF o OECD IMAD MoF . factor  Blanchard- average of estimates
Commission HP filter GDP all T
(0ct.22) (Jun.22)  (Sep.22)  (Sep.22) models Quah . institutions based on
(May 22) averages estimates

prod. fund.
2002 -3.3 -4.2 -3.7 -4.0 -3.9 -3.4 -3.6 -3.4 -3.7 -3.8 -4.0
2003 2.7 -2.9 -2.4 2.1 2.7 -1.9 -2.0 -2.8 -1.9 -2.4 -2.7 -2.8
2004 -1.0 -2.5 -2.1 -2.3 -2.2 -1.3 -1.2 -2.2 -1 -1.8 -2.0 -2.4
2005 -1 -2.5 -2.2 -2.4 -2.3 -1.1 -0.8 -2.4 -11 -1.8 -2.1 -2.4
2006 -2.5 -3.4 -3.3 -34 -3.3 -2.2 -1.8 -3.3 -2.1 -2.8 -32 -3.4
2007 -2.5 -3.8 -3.9 -39 -3.8 -3.1 -2.8 -3.4 -2.9 -3.3 -3.6 -3.8
2008 -3.9 -5.0 -5.4 -5.1 -5.0 -5.3 -5.0 -3.6 -4.3 4.1 -4.9 -5.1
2009 -4.4 -4.5 -4.9 -4.1 4.1 -5.5 -5.1 -2.6 4.5 -4.5 -4.7 4.7
2010 -5.0 -4.2 -4.5 -4.4 -4.4 -5.5 -5.4 -4.2 -3.6 -4.6 -4.5 -4.3
2011 -5.8 4.3 -4.4 4.3 -4.4 -5.8 -6.0 4.3 -4.4 -4.8 -4.6 4.3
2012 -3.1 -14 -1.3 -1.3 -1.4 -2.9 -3.2 -1.5 -2.0 -2.0 -1.7 -1.4
2013 -3.3 -1.2 0.9 -1.1 -1.2 -2.7 -3.0 -2.4 -1.0 -1.9 -1.5 -1.2
2014 -3.4 -1.8 -1.2 -1.6 -1.7 -3.0 -35 -3.2 -2.0 -2.4 -1.9 -1.7
2015 -1.9 -0.6 0.3 -0.4 -0.5 -1.5 -1.9 -1.9 -1.0 -1 -0.6 -0.5
2016 -1.7 -0.6 0.7 0.3 0.5 0.9 -1.2 -1.7 -1.0 0.8 0.5 0.5
2017 0.1 -0.3 1.4 0.1 -0.2 0.1 -0.2 -1.0 -0.3 0.0 0.2 -0.1
2018 0.6 -0.6 1.3 -0.3 -0.5 0.1 -0.2 -0.5 -1.0 -0.1 0.1 -0.5
2019 0.2 -1.0 0.9 -0.8 -1 -0.4 0.5 -0.4 -1.4 -0.5 -0.4 -1.0
2020 -1.2 -1.0 0.8 -0.9 -1 -0.2 -0.1 -0.3 -2.2 -0.7 -0.7 -1.0
2021 -1.0 -1.0 0.8 0.9 0.9 0.1 0.0 -1.9 -0.6 -0.6 -0.6 -1.0
2022 -2.8 -2.3 -1.2 -2.9 -2.1 -2.1 -2.1 -2.1 -2.5 -2.3 -24 -2.6
2023 -3.0 -3.3 -2.3 -3.3 -3.0 -2.7 -2.5 2.7 -2.3 -2.8 -3.0 -3.2
2024 -3.2 2.1 -2.5 -2.3 -1.9 -2.1 -2.4 -2.9 -2.9

Source: IMAD, EC IMF, OFCD, Mof, FC calculations based om Table 5.1.
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Table 5.3: Structural effort estimates

average of
IMF Euro?eu.n OECD IMAD MoF . bosed on factor  Blanchard- averoge of average of estimates
Commission HP filter GDP all o

(0ct.22) (May 22) (Jun.22)  (Sep.22)  (Sep.22) averages models Quah estimates institutions hased on

prod. funct.
2002 0.1 0.5 0.6 0.5 0.5 0.8 0.8 1.5 0.7 0.4 0.5
2003 0.6 1.3 1.3 1.2 1.2 1.5 1.6 1.5 1.3 1.1 1.3
2004 1.6 0.4 0.3 0.4 0.4 0.6 0.8 0.6 0.8 0.7 0.6 0.4
2005 -0.1 0.0 -0.1 -0.1 -0.1 0.2 0.4 -0.2 0.0 0.0 -0.1 0.0
2006 -1.4 -0.9 -1.2 -1.0 -1.0 -1 -1.0 -0.9 -1.0 -1.1 -1.1 -1.0
2007 0.0 -0.4 -0.6 0.5 -0.4 0.9 -1.0 -0.1 -0.8 0.5 0.4 -0.4
2008 -1.4 -1.2 -1.5 -1.3 -1.3 -2.2 -2.2 -0.2 -14 -1.4 -1.3 -1.3
2009 -0.5 0.4 0.5 0.4 0.4 0.2 0.1 1.0 0.2 0.2 0.2 0.4
2010 -0.6 0.3 0.4 0.3 0.3 -0.1 -0.2 -1.6 0.8 0.0 0.1 0.3
2011 -0.8 0.0 0.1 0.1 0.0 -0.2 -0.6 -0.1 -0.8 -0.3 -0.1 0.0
2012 2.6 29 31 3.0 29 2.9 2.1 2.8 2.4 2.8 2.9 2.9
2013 -0.1 0.2 0.4 0.2 0.2 0.3 0.2 -0.9 1.1 0.2 0.2 0.2
2014 -0.1 -0.6 0.3 0.5 0.4 0.4 0.5 0.9 -1 0.5 -0.4 -0.5
2015 1.5 1.1 1.5 1.2 1.2 1.5 1.6 1.3 1.0 1.3 1.3 1.2
2016 0.2 0.0 0.4 0.1 0.0 0.6 0.7 0.2 0.0 0.2 0.1 0.0
2017 1.8 0.4 0.7 0.4 0.4 0.9 1.0 0.7 0.6 0.8 0.7 0.4
2018 0.6 -0.3 -0.1 -0.3 -0.3 0.0 0.0 0.5 -0.6 -0.1 -0.1 -0.3
2019 -0.5 -0.4 -0.4 -0.6 -0.6 -0.5 -0.2 0.1 -0.4 -0.4 -0.5 -0.5
2020 -1.4 0.0 -0.1 -0.1 0.0 0.2 0.4 0.0 -0.8 -0.2 0.3 0.0
2021 0.3 0.0 0.0 0.0 0.1 0.1 0.1 -1.6 1.6 0.1 0.1 0.0
2022 -1.9 -1.3 -2.0 -2.0 -1.8 -2.0 -2.1 0.3 -1.9 -1.7 -1.8 -1.7
2023 -0.2 -1.0 -1.1 -0.4 -0.3 -0.6 -0.5 -0.5 0.2 -0.5 -0.6 -0.5
2024 0.1 0.3 0.1 0.2 0.8 0.1 0.3 0.2 0.2

Source: IMAD, EC IMF, OFCD, Mof, FC calculations based om Table 5.1.
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average of
European based on average of )
IMF . OECD IMAD MoF ) factor  Blanchard- average of estimates
Commission HP filter GDP all o
(0ct.22) (Jun.22)  (Sep.22)  (Sep.22) models Quah . institutions based on
(May 22) averages estimates

prod. fund.
2002 -1 -2.1 -1.5 -1.8 -1.7 -1.2 -1.5 -1.3 -1.5 -1.7 -1.9
2003 0.7 -1.0 0.5 0.8 0.7 0.0 0.1 0.9 0.0 -0.5 -0.8 -0.9
2004 0.6 -0.9 -0.4 -0.7 -0.6 0.4 0.5 -0.6 0.5 -0.1 -0.4 -0.7
2005 0.4 -1.0 -0.6 -0.9 -0.8 0.4 0.8 -0.9 0.4 -0.2 -0.6 -0.9
2006 -1.2 -2.1 -2.0 -2.0 -2.0 0.8 -0.4 -1.9 0.7 -1.5 -1.8 -2.0
2007 -1.3 -2.6 -2.7 -2.6 -2.5 -1.8 -1.5 -2.1 -1.6 -2.1 -2.3 -2.6
2008 -2.8 -3.9 -4.3 -4.0 -3.9 4.2 -39 -2.5 -3.2 -3.6 -3.8 -4.0
2009 -3.1 -3.2 -3.6 -34 -3.4 -4.2 -3.8 -1.2 -3.2 -3.2 -33 -3.3
2010 -3.4 -2.6 -2.9 -2.1 -2.8 -39 -3.7 -2.5 -2.0 -3.0 -2.9 -2.7
2011 -39 -2.4 -2.5 -2.4 -2.5 -39 4.1 -2.4 -2.6 -3.0 2.7 -2.4
2012 -1 0.6 0.7 0.7 0.6 -0.9 -1.2 0.5 0.0 0.0 0.3 0.6
2013 0.7 1.3 1.6 14 1.3 -0.1 0.5 0.2 1.6 0.7 1.0 14
2014 -0.1 1.5 2.0 1.7 1.5 0.2 -0.3 0.0 1.2 0.9 1.3 1.6
2015 1.3 2.6 35 2.8 2.1 1.7 1.3 1.3 22 2.2 2.6 2.1
2016 1.3 2.4 37 2.1 2.5 22 1.9 1.3 2.1 2.2 2.5 2.5
2017 2.6 2.3 39 2.6 2.4 2.6 2.3 1.5 22 2.5 2.1 2.4
2018 2.6 14 33 1.7 1.5 2.1 1.8 1.5 1.0 1.9 2.1 1.6
2019 1.9 0.7 2.6 0.9 0.6 1.3 1.2 1.3 0.3 1.2 1.3 0.7
2020 0.4 0.6 2.4 0.7 0.5 14 1.5 1.3 -0.6 0.9 0.9 0.6
2021 0.3 0.2 2.1 0.3 0.3 1.1 1.2 -0.6 0.6 0.6 0.7 0.3
2022 -1.7 -1.2 0.0 -1.8 -1.5 -1.0 -0.9 -1.0 -1.4 -1.2 -1.2 -1.5
2023 -2.0 -2.3 -1.2 -2.3 -1.9 -1.6 -1.5 -1.6 -1.2 -1.7 -1.9 -2.2
2024 -2.1 -1.6 -1.5 -1.2 -0.8 -1.1 -1.4 -1.9 -1.9

Source: IMAD, EC IMF, OFCD, Mof, FC calculations based om Table 5.1.
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Table 5.5: Structural primary effort estimates

average of
European based on average of )
IMF . 0ECD IMAD MoF . factor  Blanchard- average of estimates
Commission HP filter GDP all ST
(0ct.22) (Jun.22)  (Sep.22)  (Sep.22) models Quah . institutions based on
(May 22) averages estimates

prod. fund.
2002 -0.1 0.3 0.4 0.3 0.4 0.6 0.7 1.3 0.5 0.3 0.3
2003 0.4 1.0 1.0 1.0 1.0 1.3 14 1.2 1.0 0.9 1.0
2004 1.4 0.2 0.1 0.2 0.2 0.3 0.5 0.3 0.6 0.4 0.4 0.2
2005 -0.2 -0.1 -0.2 -0.2 -0.2 0.1 0.3 -0.3 -0.1 -0.1 -0.2 -0.2
2006 -1.6 -1.1 -14 -1.2 -1.2 -1.3 -1.2 -1 -1.1 -1.2 -1.3 -1.2
2007 -0.1 -0.5 -0.7 -0.6 -0.5 -1.0 -11 -0.2 -0.9 -0.6 -0.5 -0.5
2008 -1.6 -1.3 -1.6 -1.4 -1.4 -2.4 -2.4 -0.4 -1.5 -1.6 -1.5 -1.4
2009 -0.3 0.7 0.7 0.6 0.6 0.0 0.1 1.3 0.0 0.4 0.5 0.6
2010 -0.3 0.6 0.7 0.7 0.6 0.3 0.1 -1.3 1.1 0.3 0.5 0.6
2011 0.5 0.3 0.4 0.3 0.3 0.0 -0.4 0.1 -0.5 0.0 0.2 0.3
2012 2.7 3.0 3.2 31 3.1 3.0 29 3.0 25 29 3.0 31
2013 0.4 0.7 0.9 0.7 0.7 0.8 0.7 -0.4 1.6 0.7 0.7 0.7
2014 0.6 0.1 0.4 0.2 0.2 0.3 0.2 -0.2 -0.4 0.2 0.3 0.2
2015 1.4 1.1 14 1.2 1.1 1.5 1.6 1.3 1.0 1.3 1.3 1.1
2016 0.0 -0.2 0.2 -0.1 -0.2 0.4 0.6 0.0 -0.2 0.1 -0.1 -0.2
2017 1.3 -0.1 0.2 -0.1 -0.1 0.4 0.5 0.2 0.1 0.3 0.2 -0.1
2018 0.1 -0.8 -0.6 -0.9 -0.9 -0.5 -0.5 0.0 -1.2 -0.6 -0.6 -0.8
2019 -0.8 -0.7 -0.7 -0.9 -0.9 -0.8 -0.6 -0.2 -0.7 -0.7 -0.8 -0.8
2020 -1.5 -0.1 -0.2 -0.2 -0.1 0.1 0.3 -0.1 -1.0 -0.3 -0.4 -0.1
2021 -0.1 0.4 -0.4 -0.4 -0.2 -0.3 0.3 -1.9 1.3 0.3 -0.3 0.3
2022 -2.0 -1.4 -2.1 -2.1 -1.9 -2.1 -2.2 -0.4 -2.0 -1.8 -1.9 -1.8
2023 -0.3 -1.1 -1.2 -0.5 -0.4 -0.7 -0.6 -0.6 0.1 -0.6 -0.7 0.7
2024 0.2 0.3 0.2 0.3 0.8 0.2 0.3 0.2 0.2

Source: IMAD, EC IMF, OFCD, Mof, FC calculations based om Table 5.1.
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Table 5.6: Maximum general government expenditure and deviation from the framework

IMF European OECD IMAD MoF HP based on |factor models | Blanchard- | average of | average of | average of | Framework

(0ct.22) Commission (Jun.22) (Sep.22) (Sep. 22) GDP Quah all institutions | estimates

(May 22) averages estimates based on

prod. fundt.

max E difft. | max F ditt. | max £ ditt. | max £ dift | max £ dift | max £ dift | max £ dift | mox £ dift | max £ dift | max £ dift | max E o dift | mox £ dift
2024] ... _ _ . | 29074 39| 29360 210[ 29273 29729331 23] 29,700 30| 29,265 05| 29351 zi9{ 29267 3| 29267 3] 29,570

Source: IMAD, EC IMF, OECD, Mof, FC calculations. Note:

required in line with current fiscal rules.

*The calculations of expenditure thresholds are based on Framework Proposal for 2023, while structural adjustment in 2024 is

57



Fiscal Council /October 2022

Literature

Bauermann, T., Dullien, S. in J.-E. Thie (2022). Fiskalische Kosten und Finanzierungsoptionen fir
Varianten des Gaspreisdeckels. September. IMK Policy Brief 134. Institut fir Makrodkonomie und

Konjunkturforschung. Available at:
https://www.boeckler.de /fpdf/HBS-008423 /p_imk_pb_134_2022.pdf

EFB (2022). Assessment of the euro area fiscal stance appropriate for the euro area in 2023. June.
European Fiscal Board. Available at:
https://ec.europa.eu/info /system /files/efb_assessment_of _euro_area_fiscal_stance.pdf

ESRB (2022). Warning of the European Systemic Risk Board of 22 September 2022 on vulnerabilities
in the Union financial system (ESRB/2022 /7). September. European Systemic Risk Board. Available at:
https://t.co/28EWWoOtJv

Eurogroup (2022). Eurogroup statement on fiscal policy orientations for 2023. July. Available at:
www.consilium.europa.eu/en/press/press-releases/2022/07 /11 /eurogroup-statement-on-fiscal-
policy-orientations-for-2023/

European Commission (2019). Vade Mecum on Stability and Growth Pact: 2019 Edition. Institutional
Paper 101. April. European Commission. Available at:
https://ec.europa.eu/info/sites/default/files/economy-finance /ip101_en.pdf

European Commission(2021a). The 2021 Ageing Report. Institutional Paper 148. European Economy.
May. European Commission. Brussels. Available at:
https://economy-finance.ec.europa.eu/system/files/2021-10/ip148_en.pdf

European Commission (2021b). European Semester Spring Package: Paving the way for a strong and
sustainable recovery. Press release. June. European Commission. Available at:
https://ec.europa.eu/commission /presscorner/api/files/document /print /en /ip_21_2722/
IP_21_2722_EN.

European Commission (2021c). Communication from the Commission to the European Parliament, the
Council and the European Central Bank on the 2022 Draft Budgetary Plans: Overall Assessment. COM
(2021) 900 final. November. European Commission. Available at:
https://eur-lex.europa.eu/legal-content /EN /TXT /PDF /2uri=CELEX:52021DC0900&from=EN

European Commission (2022a). European Semester Spring Package: Sustaining a green and
sustainable recovery in the face of increased uncertainty. European Commission - Press release. May.
European Commission. Available at:

https: / /ec.europa.eu/commission /presscorner/api/files/document /print /en /ip_22_3182/
IP_22_3182_EN.pdf

European Commission (2022b). Communication from the Commission to the Council: Fiscal policy
Guidance for 2023. COM(2022) 85 final. March. European Commission. Available at:
https://eur-lex.europa.eu/legal-content /EN /TXT/PDF /2uri=CELEX:52022DC0085

EU IFl (2022). Fiscal Monitor. July. EU Independent Fiscal Institutions. Available at:
https://www.euifis.eu/publications /29

58



Fiscal Council /October 2022

Fiscal Council (2018a).Assessment of the compliance of the fiscal policy with the fiscal rules based on
the draft Stability Programme — 2018 amendment. April. Available at:
https:/ /www.fs-rs.si /wp-content /uploads /2018 /06 /Assessment_SP2018.pdf

Fiscal Council (2018b).Report on the Fiscal Council’s operations in 2017.May.Available at:
https://www.fs-rs.si/wp-content /uploads/2018 /05 /Report-on-the-FC-operations-in-2017.pdf

Fiscal Council (2020a). Assessment of compliance of the draft revised budget of the Republic of
Slovenia for 2020 and of the proposal for the Ordinance amending the Ordinance on the framework
for preparing the general government budgets for the 2020-2022 period with the fiscal rules.
September. Available at:

https://www.fs-rs.si/wp-content /uploads/2020/09 /Assessment.pdf

Fiscal Council (2020b). Assessment of budgetary documents for 2021 and 2022. October. Available
at: https:/ /www.fs-rs.si /wp-content /uploads/2020/10/Assessment.pdf

Fiscal Council (2020c). Fiscal Council warns against adopting anti-corona legislation measures that will
worsen the structural position of public finance. Available at:

https://www.fs-rs.si/wp-content /uploads/2021 /01 /Position-of-the-Fiscal-Council-December-
2020.pdf

Fiscal Council (2020d). Opinion of the Fiscal Council issued at the adoption of measures to mitigate the
consequences of the COVID-19 epidemic. Available at:
https://www.fs-rs.si/wp-content /uploads/2020,/04 /Opinion-of-the-Fiscal-Council.pdf

Fiscal Council (2021a). Assessment of budgetary documents for 2022 and 2023. October. Available
at: https:/ /www.fs-rs.si/wp-content /uploads/2021/10/Assessment.pdf

Fiscal Council (2021b). The Assessment of budget documents for the 2021-2024 period. April.
Available at: https://www.fs-rs.si/wp-content /uploads/2021 /04 /Assessment2021.pdf

Fiscal Council (2022a). Assessment of compliance of the Draft Revised Budget of the Republic of
Slovenia for 2022 and of the Proposal for the Ordinance amending the Ordinance on the framework
for preparing the general government budgets for the 2022-2024 period with the fiscal rules.
September. Available at: https://www.fs-rs.si/wp-content /uploads /2022 /10 /Assessment.pdf

Fiscal Council (2022b). Financing climate transition in Slovenia: Current trends and estimated future
needs. April. Available at: https://www.fs-rs.si/wp-content /uploads/2022 /04 /Financing-climate-
transition-in-Slovenia_april2022.pdf

IMF (2021). Fiscal Monitor. October. International Monetary Fund. Washington, D.C. Available at:
https:/ /www.imf.org/en/Publications /FM /Issues /2021 /10/13 /fiscal-monitor-october-2021

IMF (2022a). World Economic Outlook. October. International Monetary Fund. Washington, D.C.
Available at: https://www.imf.org/en/Publications/WEO /Issues/2022/10/11 /world-economic-
outlook-october-2022

IMF (2022b). Fiscal Monitor. April. International Monetary Fund. Washington, D.C. Available at:
https:/ /www.imf.org/en/Publications /FM /Issues /2022 /04 /12 /fiscal-monitor-april-2022

Ministry of Finance (2019). Priroénik za pripravo projekcij prihodkov sektorja drzava. Available at:
https://www.gov.si/assets/ministrstva/MF /ekonomska-in-fiskalna-poltika /Blagajne-JF /Prirocnik-za-
napovedovanje-prihodkov-2019.pdf. Only in Slovene.

59



Fiscal Council /October 2022

Ministry of Finance (2021). Draft Budgetary Plan 2022. October. Available at:
https://www.gov.si/assets /ministrstva /MF /ekonomska-in-fiskalna-poltika /evropski-semester /Draft-
Budgetary-Plan-2022.pdf

Ministry of Finance (2022). Draft Budgetary Plan 2023. October. Available at:
https://www.gov.si/assets /ministrstva /MF /ekonomska-in-fiskalna-poltika /evropski-semester /Draft-
Budgetary-Plan-2023.pdf

IMAD (2022).Autumn Forecast of Economic Trends. September. Institute of Macroeconomic Analysis and
Development. September. Available at:
https:/ /www.umar.gov.si/fileadmin /user_upload /napovedi/jesen /2022 /angleski/aJNGG_2022.pdf

Zenios, S.A. (2022). Understanding the climate risks to sovereign debt: From data to models. Prepared
for the Workshop of the European Fiscal Board, Brussels, Feb. 25, 2022.Available at:
https://ec.europa.eu/info/sites/default/files /understanding_climate_risks_to_debt.pdf

60





