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INTRODUCTION

The Institute of Economics of the Slovak Academy of Sciences prepares
its evaluation view on the current development of the economy every year
since the establishment of the Slovak Republic (1993). It is both an analy-
sis of the tendencies from the last period, but also an assessment of them
in a broader time frame. The period to which this analysis relates is char-
acterised by the first phase of the public budget consolidation programme.
It is therefore referred to in the subtitle of the book as ‘diagnostics in the
initial phase of consolidation’. Such consolidation phases are a manifes-
tation of chronic imbalances in the economy, which become even more
pronounced under the impact of shocks and bring about the need for an
operation that has a large social (not only purely economic) impact. And
there have been plenty of such shocks that have deepened financial imbal-
ances in the past period.

This year's edition of our analysis is significantly expanded. We are
opening up several new topics that we have covered only marginally in
the past. We are confident that these new topics (whether they appear as
regular chapters or as one-off thematic probes) will add highly relevant
elements to our assessment of the state of the economy. This innovation
has included more comprehensive views on the impact of global trends,
changes in the business environment or the issue of energy availability
and prices (in the form of a deeper probe into the gas market). Another
innovation that has taken place across chapters is the loosening of the
boundaries of the time interval in which phenomena are analysed. The
observations do not end with the conclusion of the year mentioned in
the main title of the publication, but are extended into the present where
necessary. This is to alleviate the problem of outdating of the text.

In the context of the preparation and deployment of the consolidation
operation, the publication considers a number of problems in the dynam-
ics of the economy, in its internal stability, in its socio-economic develop-
ment or in its external economic relations. In doing so, it proceeds from
an initial summary view, through a series of more detailed views on partial
problems, to an outlook of further developments.



1. OVERALL VIEW OF ECONOMIC DEVELOPMENT

The role of the introductory chapter is to provide a concentrated first
look at the dynamics, structure and stability of the economy. It does not
go into detail (which, however, a number of other chapters do go into), but
tries to pick out a few important moments that definitely belong to the
characteristics of recent developments.

Attention is directed here in particular to these three blocks of issues:

e The performance of the economy. Slovakia is confronted with more
than a decade-long significant slowdown (or even absence) of real conver-
gence towards the EU average. And the current developments do not
change this in principle. We will examine economic growth in the short
and longer term, and changes in the structure of the economy.

e The labour market, which appears paradoxical. Unemployment is at
its lows, yet the labour market is suffering a downturn. The generation of
new employment has slowed and the supply of labour force is in steady
decline. Such a slackening is a new phenomenon on the labour market in
the Slovak Republic.

e Macroeconomic stability (balance), which has been strengthened by
short-term disinflation (moderation of inflation compared to the previous
years 2022 and 2023) and weakened by fiscal imbalances. It was the latter
that was further complicated at the time of the preparation of the consoli-
dation program, which has been included in the subtitle of this year's edi-
tion of our assessment.

The Performance of the Economy and Its Growth:
Anaemia in the Long and Short-Term

The medical term in the title of this section is meant to evoke a feeling
of weakness, lack of vigour, poor energy (as phenomena usually associ-
ated with anaemia of the body). It fits as an association for changes in eco-
nomic performance: economic growth was usually present but subdued;
economic levels were at times catching up and at times not catching up
with more advanced economies. We have also repeatedly pointed to this
problem since its first manifestations (around 2012); it has gradually



become a widely perceived social problem. And the causes of this pheno-
menon are also wide-ranging, spanning from weaker capital accumula-
tion, to slowing productivity, to the depletion of sources of suitable labour
(a look at some of these blocking factors of catch-up was provided in last
year's edition of our analysis). Slacik (2024) has shown that the most
important cause is the loss of dynamism in total factor productivity (TFP).
Earlier work that used growth accounting to assess the determinants of
growth and convergence (capital accumulation, labour quantity and total
factor productivity TFP), identified TFP as the main driver of growth in
the run-up to the global financial crisis (Labaj, 2007 or Zuk et al., 2018).
The same TFP has become a drag in the last decade. Its transmission from
the external environment has weakened and domestic support has been
failing (Cekmeova, 2016).

Figure 1.1 shows the shift of Central and Eastern European (CEE) coun-
tries when measuring the level of their economies using GDP per capita
in purchasing power parity.

Figure 1.1

Shift in the Performance of CEE Economies over the Decade

(relative positions, measured as GDP per capita relative to the EU average,
using purchasing power standards)
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The further the economies got above the diagonal of the graph, the
greater their progress in economic performance over the past decade. Slo-
vakia was the only CEE country that did not move in the desired direction
—itslevel in 2024 was below that of a decade ago (2014). As some relevant
analysts in Slovakia have pointed out a possible bias in the parity calcula-
tion (Dujava and Zudel, 2023 or Hlavac, 2023), Figure 1.2 shows a similar
shift of the CEE countries, but when GDP per capita is expressed in “com-
mon” euros, omitting parity. The position of the Slovak Republic is more
favourable in such a view, but not substantially so. The SR shift is rela-
tively small (SR is very close to the diagonal, which suggests little change).
Moreover, even such a comparison omitting parity has its restrictions; it is
affected by differences in price levels. Both comparisons have their limits.

Figure 1.2

Shift in the Performance of CEE Economies over the Decade
(relative positions, measured as GDP per capita relative to the EU average,
using data in euros)
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Source: Eurostat; own elaboration.

Economic growth in 2024 (2.1% in constant prices) and the current
growth forecast (between 1% - 2% in the available forecasts, for our fore-
cast see Chapter 11) does not give any guarantee of a renewed catch-up with
the more advanced economies. It is only marginally stronger (or similar)



than the set of advanced economies. Since GDP has three methods of
accounting, it is possible to assess from three perspectives what has cur-
rently (with short-term optics) driven the economy's growth. Table 1.1

summarizes such a view.

Table 1.1

A view on the Drivers of GDP Growth in the Short-Term

Component of GDP that
drove growth in 2024

Characteristics

Assessment

From the perspective of GDP formation

Value added in
Professional, scientific
and technical services,
administrative and
consulting activities

This sector had the
highest average growth
rate of value added (5.4%)
in the most recent period
(2019 - 2024). In 2024,

it had the highest contri-
bution to GDP growth
(0.45 percentage point).

A group of such services has the
potential to be an additional pillar of
growth (thus alleviating dependence
on assembly industry activities).

From the perspective of GDP use

Household final
consumption, combined
with the change in
inventories

With disinflation, the
dynamics of household
consumption have
changed between 2023
and 2024: from a decline
of 3.1% to a growth of
2.9% (in constant prices).

- In late 2024, frontloading and
accelerating consumption in antici-
pation of the announced increase in
consumption-tax rates also boosted
the value of GDP. This then dampened
consumption in the first part of 2025.
-In 2025 and 2026, household
consumption is no longer likely to be
the driver of GDP growth. It will be
constrained by higher taxes, higher
inflation and the impact of the
“frontloading” of consumption into
2024, all linked to the public budget
consolidation program.

From the perspective of income generation

Compensation
of employees

The volume of compensa-
tion of employees
increased by
approximately 7% in 2024
(reported in current
prices only).
Compensation of
employees grew faster
than business income
(gross operating surplus).

- In the past decade, compensation of
employees has been the main driver
of GDP (on the income side), which
has been reflected in the growth of
the labor share (growth of the share
of compensations in GDP, Figure 1.3¢)
and the retreat of the traditional
competitive advantage of the Slovak
Republic. The rise in labor costs was so
significant that it crowded out busi-
ness profits and reduced profitability.
- This phenomenon is well paired
with the growth in household final
consumption, see above.

Source: own elaboration based on Eurostat data.
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Looking across GDP formation, value added in Professional, scientific
and technical activities, administrative and consulting services made the
largest contribution to growth. This is not just technocratic statistical in-
formation. The favourable dynamics of this group of industries in both the
short and long term (as can be seen by comparing Figures 1.3d and 1.6) is
in fact one of the few favourable characteristics of the growth of the Slovak
economy. This is a group of industries that involve more sophisticated
activities and are not at risk of sudden relocation outside the Slovak Re-
public, as in the case of simpler manufacturing activities. The expansion
of such activities generates valuable competences, enhancing human cap-
ital. The expansion of this group of industries is also discussed below in
the assessment of structural change.

The fact that, in terms of GDP use, its growth has been driven by house-
hold consumption fits into a longer-term, problematic context. Over the
past more than a decade, it has largely been household consumption that
has driven GDP growth.! Hence, the share of household consumption in
GDP has been rising (Figure 1.3a), which is a unique phenomenon in the
CEES5 region (V4 + Slovenia).

Household consumption has been crowding out fixed capital formation
in the structure of GDP use, and the so-called investment rate has thus
been declining (Figure 1.4). However, a higher investment rate (a higher
share of fixed capital formation in GDP) is one of the supporting factors
for long-term growth and continued real convergence.

The published information on the shape of the government's consoli-
dation measures contributed to the strengthening of consumption growth,
especially towards the end of 2024. These included an increase in the VAT
rate on most goods as well as the introduction of a new (transaction) tax and
an increase or extension of excise duties. This created the expectation that
after disinflation in 2024, higher price growth would again arrive in 2025
(which it did). Such an expectation motivated an acceleration of consump-
tion (pushing purchases, planned for 2025, already to the end of 2024).

1 This is not to say that household consumption growth has been a drag on GDP growth every year.
In some years of this period, household consumption did not grow (e.g., 2023; we interpreted the
pendulum movements of this category as well in last year's analysis). But looking at the period in
aggregate, it was mainly household consumption that increased its weight on GDP use and pulled
its growth most strongly.
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Figure 1.3
Complementary Characteristics of Changes in the Structure of GDP
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Notes: AD in Figure 1.3ais aggregate demand (the sum of domestic and external demand). In Figure
1.3b is the ratio of final consumption to gross fixed capital formation. The labor share in Figure
1.3c is calculated as the ratio of compensation of employees to GDP. Compensation of employees
is the cost of labor (wages plus social contributions). Figure 1.3d shows changes in gross value
added (GVA) by sector over the period 2019 - 2024 (calculated from data at constant prices).

Source: own calculations based on Eurostat data.

Household consumption growth was logically linked to another driver
of GDP - growth in compensation of employees,? which dragged short-

2 Compensation of employees is a category of national accounts, reflecting the annual volume of
wages and salaries plus social contributions. They correspond to labour costs.
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term GDP growth when reported from the income side. Here again, the
short-term phenomenon of 2024 (growth in compensation of employees
as a driver of GDP) was consistent with the situation over the last more
than a decade. Compensation of employees grew so strongly after 2014
that it crowded out business income in the income structure (crowding
out the operating surplus). Growth in employee compensation and growth
in household consumption are mutually supportive in such short-term
views. Hence, the growth picture in 2024 is reasonably interpretable.

Figure 1.4
Investment Rate (in %) in International Comparison
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Source: own calculations based on Eurostat data.

The specifics of the economy's growth in the short run include a decline
in the otherwise traditionally very high ratios of both exports and imports
to GDP. In 2024, they have declined in a similar way to the last two reces-
sions. Thus, the economy is not being pushed along by increasing involve-
ment in foreign trade (Figure 1.5). In the background of this phenomenon
have been stagnant trends in export markets, especially in Germany (see
the chapter on foreign trade for more details). Short-term growth was all
the more strongly dependent on domestic factors.
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Figure 1.5
Foreign Trade as a Share of GDP: Recession-Like Decline
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Source: own calculations based on Eurostat data.

The growth characteristics of the economy in the long and short term
can be summarized as follows:

¢ In the long run, there is an absence of real convergence. For more
than a decade, economic growth has been insufficient to catch up with the
economies at the performance peak. Slovakia is even losing its formerly
relatively good position in the group of CEE countries. While in 2014 only
the Czech Republic and Slovenia had a significantly higher economic level
(GDP per capita in purchasing power parity) than Slovakia, in 2024 almost
all CEE countries - members of the EU - have a higher level of this indica-
tor. The exceptions were Bulgaria and Latvia. If purchasing power parity
is excluded from such a comparison (which is not an optimal solution, as
the results are affected by differences in price levels), the result for Slo-
vakia is less dramatic, but still rather unfavourable.

e In the short run, it was a repetition of consumption- and wage-
driven growth. The positive side of this constellation is the current favour-
able impact on material living standards.3 The downside is a crowding out

3 The extent of household final consumption can be seen as an indicator of material living standards.
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of investment, with a possible constraining effect on competitiveness and
long-term growth.

Movements in the Structure of the Economy

Economic growth is linked to structural changes; a typical sectoral
structure usually corresponds to a certain level of economic achievement
(Dujava, 2015). It was noted above that in the recent period, the Profes-
sional, scientific and technical activities... (abbreviated name) in particu-
lar showed high growth rates. The weight of this segment of the economy,
however, has been growing for a long time. It is professional services that
have grown most significantly in the structure of the economy over the
past two decades (Figure 1.6).

Figure 1.6

Shift in the Position of Industries over a 20-Year Period: Changes in Shares
in Value Added and Employment

a) Cases of sectors with a growing weight in the Slovak economy
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b) Cases of sectors with a declining weight in the Slovak economy
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Source: own calculations based on Eurostat data.

This relativizes the commonly accepted claim that the assembly indus-
tries have expanded unilaterally in the Slovak Republic. A more pronoun-
ced increase in the share of value added than in employment is indicative
of the increase in labor productivity in this sector. The share of industry
has fallen, but still remained relatively high in the comparison within the
EU.

Both Sides of the Labour Market Chilled

The usual pattern of the labour market used to be that one side was
rising and the other lagging, creating serious imbalances. For about two
decades since the establishment of the Slovak Republic, it was the supply
of labour force that far outstripped the demand for it (the result was in-
evitably a shortage of jobs and mass unemployment). About a decade
ago, the tide turned. It was already the demand for labour force that was
expanding and the labour force supply was lagging behind (with the
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demographic factor having a significant impact). The current situation is
strange: the downturn seems to have hit both sides of the market. While
this does notincrease the imbalance, it does dampen the growth prospects
of the economy.

Therefore, labour market developments appear somewhat paradoxical
at first sight: employment is no longer growing, yet unemployment is fall-
ing. The number of people in work is not growing, yet the unemployment
rate is falling to historic lows (such a low was reached in Q1 2025). The
assessment of the labour market is thus controversial: there is low and
further decreasing unemployment (which in the conditions of the Slovak
Republic, after periods of prolonged high unemployment rates, looks
positive); but at the same time, the subdued labour market is one of the
barriers to long-term growth of the economy (labour accumulation is one
of the driving forces of long-term growth).

On one side of the market, growth of labour utilization is subdued
(Figure 1.7). This can be seen as a slowdown on the demand side of the
market. The chapter on the labour market will show that the picture is
more complex (vacancies are being created and yet employment is not
growing). On the other side of the labour market, there has been a long-
standing trend of falling labour supply (Figure 1.8). The number of people
of working age has been falling steadily. The decline in the number of
working-age persons is partly offset by an increase in the participation
rate* and also by an increase in the number of working seniors.

The number of hours worked on average by a worker has fallen signif-
icantly during the covid crisis. To date, it has not returned to its original
values. This decline in hours further highlights the weakness of the supply
side of the market. The downward trend in hours is long-standing (it was
already present before the pandemic crisis), and the pandemic has accel-
erated this process. A worker in the Slovak Republic in 2024 worked on
average 126 hours less than in 2015. This is almost one month less (the
average monthly labor pool in 2024 was 135 hours).

4 The participation rate measures the percentage of the total working-age population that is eco-
nomically active (i.e. working or looking for work).In the past period, increasing participation rates
have partly offset negative demographic trends. The working-age population has been declining,
but the share of those who were economically active has been increasing. Promoting growth in
participation rates can delay the negative impact of demographic change on the labour market.
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Figure 1.7
Dynamics of the Volume of Work Used
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Figure 1.8
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Macroeconomic Stability: Deterioration on the Threshold
of Consolidation

I[ssues of macroeconomic stability have attracted more attention since
the inflationary surge that emerged during and especially after the pan-
demic crisis (Figure 1.9).

Figure 19
Key Parameters of Performance and Macroeconomic Stability
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Notes: Unemployment rate according to the Labor Force Survey. Net exports (exports minus im-
ports of goods and services/GDP) calculated from data at current prices.

Source: Eurostat; Statistical Office of the Slovak Republic and own calculations based on these data.

This has been compounded by the unacceptable parameters of public
budget imbalances. Thus, in the period under review, two phenomena are
of particular interest in macro stability:

1) Disinflation, which, however, took place in anticipation of a new ac-
celeration in the growth of the price level. After the inflationary wave of



19

2022 -2023,2024 was a year of price level moderation (but with question
marks - see the chapter on price developments). However, the modera-
tion of inflation was accompanied by new inflation expectations at the end
of the year, mainly related to tax increases (or the introduction of new
taxes) in 2025. This was thus disinflation in anticipation of new inflation.
It is then possible that the disinflation did not take place in full because
the new inflation expectations may have limited it (this may be one of the
reasons why the inflation rate did not fall even lower in 2024, especially
towards the end of the year).

2) Imbalances in the public budget, which required another of the con-
solidation programs.

Although politicians like to stress the uniqueness of consolidation and
portray it as the most challenging period in terms of public finances in the
Slovak Republic, the consolidation program is not a unique phenomenon.
Imbalances in public budgets are chronic (in Figure 1.10, either a balanced
budget or a surplus is never present). It is thus a predominantly structural
imbalance, present in all phases of the cyclical development of the econ-
omy (even in periods of strong growth). To this is added a cyclical widen-
ing of deficits in times of adverse economic shocks (the cyclical compo-
nent in recessions). Consolidation processes have been implemented re-
peatedly after periods when the confluence of long-term structural defi-
cits and additional cyclical deficits created an unacceptable situation.

However, the current consolidation has, of course, its own uniqueness.
One specific feature is the additional significant increase in public social
security spending at a time when the need for a major consolidation was
already known (Figure 1.11).

Another specificity is the “pre-round” of consolidation in 2024 (the full
process runs only from 2025). Already in 2024, several measures were
taken to increase budget revenues; however, their effect was erased by
other deficit-increasing measures (see the chapter on public finances for
more details). And unlike previous consolidation programs, the critical
issue is not so much the size of the public deficit itself (these have been
repeatedly larger in the past), but the size of the deficit combined with the
critical size of the public debt.
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Figure 1.10
Main Parameters of the General Government Budget (% of GDP)
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Figure 1.11
“Specific” Public Expenditure in the SR (% of GDP)

a) On social protection b) On fixed capital formation
20 _ 14,0
18 Zorn T = - 12,0 -—
— g M ! —
16 eeee® 10,0 -— -—
14 — 8,0 -—
12 —, ~— 6,0
10 4,0
8 2,0
0,0
6 o - s 08
2018 2019 2020 2021 2022 2023 G S ,§ 5 S
N g £ 3 3
Slovakia Czechia © T 2 @
= + Hungary = ecccecee Poland Ratio to GDP (%)
= = -Slovenia = Share of public expenditures (%)

Notes: Figure 1.11a shows the share of social protection expenditure (COFOG class 10) in total
government expenditure. Figure 1.11b is the share of public expenditure on gross fixed capital
formation (average value over the period 2019 - 2023).

Source: own calculations based on Eurostat data.
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The increase in social protection spending at the time of the covid crisis
(2020, partly also 2021) was natural. Recessions usually bring the need to
strengthen this category of public spending. This is linked to the need to
compensate for shortfalls in household incomes. A gradual decline in such
spending can be expected once the recession is over. Such a decline has
also occurred in the CEE5 countries, with the exception of Slovakia. In the
Slovak Republic, social protection expenditure has increased further.

On the other hand, public expenditure for investment purposes (on
gross fixed capital formation) has a relatively low share in the Slovak Re-
public. This also contributes to the already mentioned lower investment
rate and to the strengthening of the consumption position at the expense
of investment.

Characteristic features of the economic development in the SR in the
recent period have been weak growth with the absence of significant real
convergence and the accentuation of problems with imbalances in public
budgets (and the complication of this problem also in parallel with the
preparation of the consolidation program).

The year 2024 in the macroeconomic development of the Slovak Re-
public can be seen as the starting phase of consolidation. However, there
is a risk that addressing one problem (macroeconomic imbalances) with
a consolidation program will lead to a worsening of the second problem -
insufficient dynamics of the economy. Current developments in 2025 give
indications that some of the measures chosen as part of the consolidation
may be blockers of economic activity - and this is how the conflict in meet-
ing the objectives arises.
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2. FOREIGN TRADE AND FOREIGN INVESTMENT

Although Slovakia's foreign trade balance remained in positive figures
in 2024, the export growth rate slowed down year-on-year. In the follow-
ing text, we will focus on the factors that contributed to this development.
We will also look at the foreign trade balance from a territorial perspec-
tive, highlighting the markedly different development of Slovakia's trade
with the European Union (EU) and non-EU countries. The final part of the
chapter will focus on inflows, outflows, and the current state of foreign
direct investment (FDI).

Slowdown in Exports and Decline in Foreign Trade Balance Surplus

While there was a certain "correction” in the development of Slovakia's
foreign trade in 2023, following the energy crisis in the previous year, its
dynamics slowed down in 2024. The value of exports at current prices
amounted to EUR 106.6 billion, representing a year-on-year decline of
1.5%. A significant contributor to this decline was the reduced export per-
formance in the most traded category - SITC 7, which includes automobile
exports. The value of imports remained largely stagnant at EUR 103.3
billion (a decrease of 0.2%).

Thus, in an environment of GDP growth, both the Slovak economy's
export performance (measured as the share of exports of goods in GDP at
current prices) and its import intensity (measured as the share of imports
of goods in GDP at current prices) declined. This in itself need not be
a cause for concern. However, export performance fell to 82% of GDP, the
second lowest level in the last decade (Figure 2.1). A weaker performance
was recorded only in 2020 due to the pandemic and related restrictions.
Developments in the coming years will reveal whether this was merely
a temporary decline.

As illustrated in Figure 2.2, Slovakia last recorded a year-on-year de-
cline in exports during the pandemic (a drop of 5.5% in 2020) and prior
to that during the global financial and economic crisis, when exports fell
by almost 20% in 2009. In 2024, the foreign trade balance decreased by
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approximately one quarter to EUR 3.3 billion, mainly as a result of a slow-
down in exports compared to the previous year (Figure 2.3).

Figure 2.1
Export Performance and Import Intensity of the Slovak Economy (% GDP)
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Source: based on NBS data (2025b).

Figure 2.2
Year-on-Year Changes in Exports and Imports (current prices, %)
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Figure 2.3
Foreign Trade Balance (billion EUR, % GDP)

Nodh WO RO R, N WS 1oy

Balance (billion euro) —&— Balance (% GDP)

Source: based on NBS data (2025b).

Over the course of the year, the trade balance deteriorated (Figure 2.4).
In the first quarter, the foreign trade balance was not supported by
stronger export performance, but rather by reduced import intensity - in
particular, by a year-on-year decline in the value of imported energy com-
modities. This unfavourable trend had already emerged in the second half
of the previous year, when even modest year-on-year export growth or
a slight decline in exports combined with a more pronounced fall in im-
ports was sufficient to maintain monthly surpluses. Although the overall
development of foreign trade in 2024 was not particularly optimistic, it
still stood in contrast to 2022, when rising prices of imported energy raw
materials resulted in a negative trade balance in ten months of the year.

Automotive Industry Did Not Drive Slovak Exports This Time

The most traded category in Slovakia's foreign trade has long been SITC
7 — Machinery and transport equipment, which also includes automobiles
and their components. The overall development of exports is therefore
significantly determined by the situation in the automotive trade. While
in 2023 Slovak exports were strongly supported by car exports, which
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recorded a year-on-year increase of 15%, the opposite was true in 2024 -
the decline in total exports was driven by a drop of more than 4% in car
exports (Figure 2.5).

Figure 24

Foreign Trade Balance in the Individual Months of the Years 2022 - 2024
(million EUR)
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Source: based on NBS data (2025b).

In nine months of the year, exports in SITC 7 recorded a year-on-year
decline, and their share of total exports decreased from 63% in 2023 to
61% in 2024. As already mentioned above, Slovakia’s total exports also
declined year-on-year in 2020, a year marked by the pandemic. However,
unlike in 2024, car exports at that time fell less than overall exports, help-
ing to cushion the overall downturn.

Table 2.1 presents the shares of each SITC category in exports and im-
ports, as well as year-on-year changes in their values. The overall devel-
opment was mixed - on the one hand, there was a slowdown in exports
and imports, especially in SITC 7, on the other hand, this was offset by an
acceleration of the dynamics in the third most traded category, SITC 8 -
Miscellaneous manufactured articles.

The continued (though milder compared to 2023) year-on-year decline
in imports in SITC 3, which includes crude oil, natural gas, and electricity,
was accompanied by an almost 15% increase in exports within this cate-
gory. This contributed to a reduction in the negative trade balance of this
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“traditionally” deficit category. The double-digit growth in exports of min-
eral fuels and lubricants was driven not only by price developments, but
also by higher electricity exports and the continued export of petroleum

products.

Figure 2.5
Year-on-Year Changes in Exports in SITC 7 Compared to Total Exports
(current prices, %)
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Source: based on SU SR data (2025).

Following the launch of the third reactor unit at the Mochovce nuclear
power plantin 2023, Slovakia became a net exporter of electricity (ENER-
GIE-PORTAL, 2024).5 In addition to increased output from nuclear power
plants, the year-on-year growth in electricity exports was also supported
by higher production from hydropower plants. In recent years, domestic
electricity consumption has also been declining. Exports of petroleum
products were positively affected by exemptions in the sanction regime,
which allow the export of products made from Russian oil to the Czech

Republic and Ukraine.

5 The fourth reactor unit is currently in the non-active testing phase and is not expected to be com-
missioned before 2026. Its future output will further strengthen Slovakia’s self-sufficiency in elec-
tricity supply and positively affect the trade balance in SITC 3.
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Table 2.1

Year-on-Year Changes in Imports and Exports by SITC Rev.4 Categories
and the Commodity Structure of Slovakia's Foreign Trade (%)

Index Structure
2024/2023 | 2024 (%)

Total Imports 99.4 100.0
Exports 98.3 100.0

SITCO - Food and live animals Imports 107.4 6.0
Exports 101.9 4.0

SITC1 - Beverages and tobacco Imports 105.5 0.9
Exports 115.9 0.3

SITC2 - Crude materials, inedible, except fuels Imports 106.0 2.2
Exports 97.9 1.7

SITC3 - Mineral fuels, lubricants and related materials | Imports 94.5 8.3
Exports 114.5 4.1

SITC4 - Animal and vegetable oils, fats and waxes Imports 85.6 0.3
Exports 92.6 0.1

SITC5 - Chemicals and related products not classified | Imports 106.2 8.6
elsewhere Exports 98.0 4.0

SITC6 - Manufactured goods classified chiefly Imports 94.3 129
by material Exports 99.5 14.9

SITC7 - Machinery and transport equipment Imports 97.4 48.2
Exports 95.8 61.5

SITC8 - Miscellaneous manufactured articles Imports 107.2 12.3
Exports 106.3 9.3

SITCY - Commodities and transactions not classified Imports 163.4 0.3
elsewhere Exports 93.2 0.2

Source: SU SR (2025).

As illustrated in Figure 2.6, imports in SITC 3 more or less stabilised
following the turbulence observed in 2022. In 2024, the share of the Rus-
sian Federation in imports within this category remained roughly un-
changed from the previous year (48%) and was 3 p.p. lower than in 2022.
Prior to the energy crisis, this share had been above 60%. Based on these
figures, no further reduction in dependence on energy commodity im-
ports from Russia was recorded in the past year.

The energy situation remains uncertain. As of January 1, 2025, the
transit of natural gas from Russia through Ukraine to Europe has been
halted, as Ukraine did not extend its transit agreement with Gazprom. Slo-
vakia had prepared for this step in advance - SPP increased gas reserves
inunderground storage facilities and diversified its suppliers.® Nevertheless,

6 The topic of natural gas trade is discussed in Chapter 3.
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the interruption of gas transit through Ukraine will have a negative impact
on Slovakia’s trade balance, both due to higher import costs and a decline
in transit fee revenues.

Figure 2.6
Imports of Goods in SITC 3 - Mineral Fuels and Lubricants (million euro)
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Regarding oil, Slovakia and Hungary currently benefit from an EU em-
bargo exemption granted in 2022, allowing the import of Russian oil. The
original exemption permitting the export of petroleum products made
from Russian oil from Slovakia to the Czech Republic was set to expire on
December 5, 2024. However, Slovakia successfully negotiated a six-month
extension, permitting exports of these products to the Czech Republic
until June 2025. After the exemption expires, only products made from
alternative types of oil will be allowed for export to the Czech Republic.
These exemptions provide Slovakia’s energy sector with time to adapt to
the new conditions in the oil and petroleum products market. Neverthe-
less, diversification of suppliers and overall energy security remain key
challenges for Slovakia.
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The Trade Surplus with EU Countries Continues to Offset
the Deficit with Non-EU Countries

In 2024, more than three quarters of Slovakia's exports were directed
to the EU, while imports from the EU accounted for nearly two thirds of
the country’s total imports. The overall decline in Slovak exports recorded
in 2024 was largely due to a year-on-year decrease in exports to non-EU
countries rather than to EU member states.

From the perspective of the territorial structure of Slovakia's foreign
trade, it is also evident that the trade balance with EU member states as
a whole has long been in surplus, whereas trade with non-EU countries
has consistently shown a deficit (Figure 2.7).

Figure 2.7
Foreign Trade Balance of Slovakia (billion EUR)
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The surplus with EU members, as well as the deficit with non-EU coun-
tries, tended to increase over the past decade. A decline in both was rec-
orded in 2020, a year marked by the pandemic, which led to a drop in both
exports and imports. In contrast, the energy crisis in 2022 resulted in
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a deepening of the deficit with non-EU countries to a record level. This
development was primarily due to the sharp rise in prices of imported
energy commodities from Russia, which, after thirteen years of Slovakia's
overall foreign trade surplus, resulted in a deep deficit.

Figure 2.8 documents the development of Slovakia’s foreign trade bal-
ance with its key trading partners and complements the previous figure
with a more detailed view.

Figure 2.8
Slovakia's Foreign Trade Balance with Selected Countries (billion EUR)
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With its most important trading partner, Germany, Slovakia has achie-
ved the highest foreign trade surplus, which has been growing over the
last three years. A comparable surplus has also been recorded over the
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past decade with the V3 countries (Czech Republic, Poland, Hungary) as
a group. Slovakia maintains trade surpluses with each of the individual V3
countries, with the Czech Republic remaining Slovakia’s second most im-
portant trading partner. Trade with the United Kingdom, based primarily
on car exports, also contributes to the trade surplus. With the exception
of the first two years, this trade did not decline even after Brexit (2020).

Among its trading partners outside the EU, Slovakia has long recorded
the highest deficit with Korea, China, and Russia. As mentioned above, the
results of mutual trade with Russia in 2022 were significantly affected by
the energy crisis, given that energy raw materials dominate imports from
this country. Imports from China and Korea consist primarily of goods
classified under SITC 7 - Machinery and transport equipment - which
account for over 60% of total imports from China and more than 80% of
imports from Korea.

Position of the USA in Slovakia's Foreign Trade

The United States plays a unique role in Slovakia’s foreign trade, pri-
marily because - unlike other non-EU economies such as Russia, China, or
Korea - Slovakia has consistently recorded a trade surplus with the US,
a surplus that has shown a slight upward trend over the past decade (Fig-
ure 2.8). This surplus helps offset the overall trade deficit Slovakia records
with non-EU countries. In terms of trade balance, as well as export and
import values, Slovakia’s trade with the United States over the past three
years has been comparable to its trade with the United Kingdom. Slovak
exports to the US are dominated by automobiles, tyres, and automotive
components, while imports from the US mainly consist of components and
technologies for the aerospace industry and pharmaceutical products.

A key question remains what impact US trade policy, which has re-
cently increased uncertainty in relations with the EU, will have on mutual
trade in the near future. The continued escalation of trade tensions be-
tween the US and the Union may have both direct and indirect effects on
Slovakia. Direct effects would manifest as restrictions on Slovak exports
directly to the US. Indirect effects relate to Slovakia’s integration into
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global supply chains. These include the impact of weakened demand from
Slovakia’s key trading partners - particularly Germany (e.g., for compo-
nents used in production destined for the US market) - as a result of rising
barriers in global trade.” Both types of impacts (direct and indirect) will
affect not only the growth rate of the Slovak economy but also develop-
ments in the labour market.

Slovakia is expected to be particularly affected by the increase in US
tariffs on car imports, as SITC 7 - Machinery and transport equipment,
which is dominated by cars and their components, accounted for 87% of
Slovak exports to the US in 2024. Figure 2.9 illustrates the significance of
this sector in Slovakia’s foreign trade relations with the United States, as
well as the overall growth in exports to this country over the past decade.
This growth was accompanied by a doubling of the US share in total Slovak
exports (from 2% in 2015 to over 4% in 2024), as well as in Slovak exports
within SITC 7 (from less than 3% in 2015 to 6% in 2024).

Figure 29
Slovak Exports to the USA (million EUR)

6 000

5000

4000

3000

2000 A

1000

0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Total WSITC7

Source: based on SU SR data (2025).

7 According to the NBS (2025a), the decline in Slovak exports resulting from the trade war will be
caused to a much greater extent by indirect effects (through global supply chains) than by direct
impacts.
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The introduction of 25% tariffs8 on vehicle imports to the US at the be-
ginning of April 2025 is expected to slow down Slovak export growth,?
leading to a reduction in overall economic growth and an increase in un-
employment. The situation is further exacerbated by the introduction of
equally high tariffs on imports of car parts and spare components, which
came into effect at the beginning of May.

Given the small size of the Slovak economy, its high openness, intensive
integration into global supply chains, strong focus on the automotive in-
dustry, and generally high share of industrial production, Slovakia is likely
to be among the most affected EU member states in the event of an esca-
lation of the trade war between the US and the EU.10 The overall impact of
US trade policy could potentially be mitigated by negotiations initiated
by the EU with the US; however, given the current developments, this
appears unlikely. On the contrary, retaliatory tariffs by the EU seem more
probable and could have further negative impacts on global trade.

The situation in the automotive sector could be further complicated by
the adverse effects of US trade policy on exports from Chinese car manu-
facturers, who are likely to shift their focus to the European market, result-
ing in intensified competition. Slovakia nevertheless faces the challenge of
seeking new export markets for its car production, potentially in South
American countries (Mercosur - Argentina, Brazil, Paraguay, Uruguay), with
which the EU reached a political agreement on a trade deal in December
2024 after more than 25 years of negotiations.!

8 The 25% tariff will be added to existing duties, raising the tariff rate on cars imported to the
United States from the EU from the current 2.5% to 27.5%. In the case of light commercial vehicles,
the rate increases to 50% (up from the previous 25%).

9 The greatest impact is expected in the case of Volkswagen Bratislava, which exports a significant
portion of its production to the United States, primarily luxury models under the Porsche and Audi
brands. Jaguar Land Rover in Nitra will also be affected, as it likewise exports luxury vehicles to
the US. However, given that demand for luxury products tends to be less sensitive to price changes,
these effects may be partially mitigated.

10 Significant impacts are also expected for the Czech Republic and Hungary, which are other rela-
tively small open economies with a high share of industry.

11 Although the agreement was politically concluded, it has not yet been ratified. Its full validity
requires approval from all EU member states and the European Parliament. Given the reservations
of some countries (particularly regarding agricultural protection and environmental standards),
this process could take several months or even years. Currently, tariffs on car imports from the EU
to Mercosur countries are as high as 35%. Once the agreement is ratified, these tariffs could be
gradually reduced or completely eliminated, which would significantly increase the competitive-
ness of Slovak production in these markets.
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Foreign Direct Investment - the Rise of China

Data for 2024 on foreign investment in Slovakia are available from the
Slovak Investment and Trade Development Agency (SARIO), which sup-
ports investment projects with significant social and economic benefits,
with a particular focus on directing them to less developed regions of the
country. In 2024, this state agency, operating under the Ministry of Econ-
omy of the Slovak Republic, concluded 28 investment projects with a total
value of EUR 1.7 billion. These investments are expected to create more
than 3,500 new jobs (SARIO, 2025b).

Compared to the previous year, there was a slight increase in the num-
ber of projects and an almost 40% rise in the value of investments, repre-
senting the third highest amount in the last decade (Figure 2.10). Of all the
concluded projects, one quarter have the potential to generate higher
added value, approximately half of the projects represent expansions of
already established investors, and the vast majority of projects will be im-
plemented outside the Bratislava region, with as many as 50% of projects
directed to the central and eastern regions of Slovakia (SARIO, 2025a).

Figure 2.10

Volume of SARIO Investment Projects (million EUR)

2000

1750

1500

1250

1000

750

500

250

0,
N 0N F 1N O N WO O O =« N N F N O N O O O = N 0N X
O O O O O © O O «H = = = = " = " = < N N N N N
S O O O O © O © O O O O o O o oo o o oo o o o
AN AN AN AN AN AN AN AN AN AN AN NN AN NN N NN NN NN

Source: based on SARIO data (2025b).



35

From a territorial perspective, in 2024 SARIO intensively supported the
development of cooperation with China, which has been steadily increas-
ing its share of global FDI. Unlike in previous years, when SARIO sup-
ported only a minimal number of projects of Chinese investors, in 2024
five investment projects involved Chinese capital. The most significant of
these (also in terms of its share of the total volume of supported invest-
ments in 2024) is the investment by GIB EnergyX. Its battery manufacturing
plant for electric vehicles will be built in Surany and is expected to gener-
ate over one thousand jobs. Production is scheduled to begin in 2027 and
will be entirely exported to the EU market. A positive aspect of this project
is that it will also include a research and development centre. This invest-
ment project can thus significantly contribute to the transformation of the
Slovak automotive industry and at the same time strengthen Slovakia's
position as a centre of innovation in the field of battery technologies.12

The investment by GIB EnergyX further strengthens the dominance of
the automotive industry, including its subcontractors (32%), in the sec-
toral structure of completed projects supported by SARIO over the past
two decades. The automotive sector is followed by the electrical engineer-
ing and mechanical engineering industries (each accounting for 12%). At
the same time, SARIO data on completed projects (2002-2024) show that
China's share accounts for only 2% of total investments, with the highest
share originating from Germany (19%), followed by the Republic of Korea
(9%) and the United States (7%). Given the intensifying cooperation and
engagement with China, a continued inflow of Chinese investment into
Slovakia and a growing share of such projects can be expected.

This picture can be complemented by data from the National Bank of
Slovakia (NBS, 2025c). According to the latest available figures on FDI
from 2023, Chinese investments accounted for only 0.14% of the total
FDI stock in the Slovak Republic. By comparison, FDI from the Republic
of Korea represents a significant share of non-European investments in

12 Further Chinese investments in the Slovak automotive sector in 2024 included those by Carcoustics
Slovakia Novaky and Xinquan in the PreSov district. Carcoustics Slovakia Novaky focuses on the pro-
duction of components for advanced hybrid vehicle platforms. Xinquan, a global player in automotive
component manufacturing, plans to establish a plant in Petrovany focused on the production of car
parts for the European market, creating several hundred new jobs. At the same time, the investment
is expected to contribute to the development of the local automotive supply chain (SARIO, 2024).
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Slovakia (almost 6% of total FDI), focusing primarily on the automotive
sector (e.g. Kia Slovakia in Zilina, Hyundai Mobis in Novaky) and the elec-
trical engineering industry (e.g. Samsung Electronics Slovakia in Galanta).
Based on NBS data, the territorial structure of FDI in Slovakia is domi-
nated by the Netherlands (24%), followed by the Czech Republic (14%),
Austria (13%) and Germany (7%), with European countries accounting
for as much as 93% of the total FDI stock.

The future development of foreign trade will be influenced by several
key factors, including US trade policy and the EU’s response to it, the
economic performance of the euro area, particularly Germany, as well as
Slovakia’s ability to cope with challenges in energy imports and adapt to
changing conditions in global markets. In 2025, Slovak export growth is
expected to be driven primarily by the automotive sector. However, ongo-
ing stagnation in the German economy and weaker demand across the
euro area should also be taken into consideration. In 2026, Slovak exports
could benefit from an anticipated recovery in the euro area and the launch
of production at a new car plant (Volvo). Meanwhile, domestic demand,
weakened by fiscal consolidation measures, is likely to moderate import
growth to some extent in the coming period.

The automotive industry, a key pillar of the Slovak economy, is facing
increasing challenges. In addition to supply chain disruptions (most severe
during the pandemic), the consequences of the energy crisis, weakened
demand for Slovak production from EU countries, and the transition to
electromobility amid strong competition, particularly from Chinese car
manufacturers, the industry is now also confronted with a trade conflict
between the US and the EU.

Geopolitical tensions are also complicating the situation regarding energy
commodity imports to Slovakia. This has further highlighted the need to
diversify gas and oil suppliers and, above all, to reduce dependence on
energy imports, particularly from Russia. Given the number of serious risks
on both the export and import sides, the future development of Slovakia’s
trade balance remains highly uncertain in this turbulent period.
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3. NATURAL GAS MARKET

The topic of natural gas has become almost as prominent in Slovakia
since the outbreak of the war in Ukraine as hockey is during the World
Cup. In this year's publication, we want to take advantage of the increased
interest in this issue, join the many expert voices, and offer our own per-
spective on some frequently discussed topics. The issues we will address
resonate with both professional and general audiences, often carrying an
ideological undertone, whether strong or mild. The aim of this chapter is
to introduce the reader to the basic functioning of the wholesale gas mar-
ket in Europe, explain what the wholesale price means for end consumers
in Slovakia, and show that the price of gas is not just a marginal problem.
We will also discuss topics related to the Leipzig Stock Exchange, the role
of speculators, and finally, we will try to answer the question of whether
Slovaks pay too much for energy.

A Brief History of the EU Wholesale Gas Market

A fully functional, single gas market in Europe was created only in the
past decade, even though Europe began taking its first steps in this direc-
tion as early as the late 1980s. The importance of the single gas market as
an instrument of energy security was fully demonstrated after the gas cri-
ses of 2006 and 2009. Until then, the gas market was still relatively rigid,
based on long-term contracts with destination clauses that prevented
wider trading. The price of gas supplied under these contracts was usually
linked to the price of oil or other fuels.

Following the unbundling of vertically integrated energy companies
and the disadvantages of long-term, oil-linked contracts, trading on the
spot gas market gained greater importance in Europe. Gas priced accord-
ing to supply and demand characteristics (so-called gas-on-gas) gained
a competitive advantage due to the glut in the European market during
the economic crisis. Meanwhile, oil prices exceeding 100 USD per barrel at
the time kept long-term gas contract prices at uncompetitive levels. This
situation required the renegotiation of long-term contracts for European
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consumers, and oil indexation in long term contracts was largely subse-
quently abandoned.

The increasingly liquid European natural gas markets thus began to
serve as a reference for gas pricing within Europe. The completion of in-
terconnectors, the existence of liquid hubs - particularly the Dutch Title
Transfer Facility (TTF) - and high flexibility on the demand side have
made the TTF a global reference market in recent years, used for hedging
by LNG producers around the world. Prices in other, less liquid European
markets are highly correlated with the TTF; price differences generally
only reflect varying transportation costs within the continent.

Figure 3.1
EU Natural Gas Sources
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Gas-on-gas pricing has become the dominant method of determining
the commercial price in Europe, accounting for more than 90% of gas sup-
plies, as it was the most cost-effective way of procuring gas until 2021,
when Russia began limiting gas supplies to Europe. Price developments in
the European natural gas market thus fully reflect the current state of the
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global market.13 It is precisely this importance of the European market
that meant the outbreak of the conflict in Ukraine shook not only the gas
market in Europe, but also the entire world.

The Changing Gas Market Landscape

In the last ten years, the supply side of the EU gas market has undergone
changes that to some extent negate the positive effects on energy security
resulting from market liberalisation - such as better market interconnec-
tion and the ability to trade gas freely across Europe. The EU has signifi-
cantly reduced its natural gas production. While domestic production
covered a third of EU consumption in 2010, this figure will be only 13% in
2023. Before the outbreak of the war, Russian gas imports replaced declin-
ing domestic production in the EU supply mix, with their share increasing
from 26% in 2010 to 39% in 2019.

The volume of Norwegian exports to the European market remained
almost unchanged between 2010 and 2023 (an increase of 4 billion m?),
which, however, given the declining consumption trajectory, meant an in-
crease in Norway's market share from 16% to 25%. African gas imports to
the EU show a long-term downward trend, which has not been reversed
even by the drop in Russian imports, given the growing domestic con-
sumption in African countries. Their market share in the EU remains rela-
tively stable at around 10%. Azerbaijan represents a new supplier for the
EU, but with limited import capacity and a market share of 4%. Given the
declining or stagnating gas imports via pipelines, the growth of LNG’s
share in the EU supply mix - from 14% to 43% - is not surprising,.

It is clear, that European dependence on selected natural gas sources
increased. In the case of LNG, it can be argued that this gas is coming from
diversified sources, but the fact remains that in 2023 up to 71% of LNG
imported into the EU came from the USA, Qatar, and Russia. At the same

13 By the term global market, we mean the price relevant to regions dependent on natural gas im-
ports, i.e. Asia and Europe. The price in the USA is currently isolated from developments in the
global gas market, as insufficient export capacity creates a bottleneck and decouples US gas prices
from the rest of the market when export capacity is fully utilized during periods of high demand.
Other regions of the world are either exporters or self-sufficient, with pricing in these markets
varying (administratively determined, market-based, indexed to other commodities, etc.).
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time, LNG is the only flexible source of supply in the EU, as import termi-
nals are typically used at less than 50% and can respond to increased de-
mand. Other gas suppliers to the EU (except for Russia) have been operat-
ing close to the peak of their technical capacities in recent years.

Gas consumption has fallen by almost 25% since the outbreak of the
war in Ukraine, which means that flexibility on the demand side is practi-
cally completely exhausted. Overall, this means that the natural gas mar-
ket has been extremely concentrated in terms of supply, tight in terms of
the supply-demand balance, and highly volatile in terms of prices in recent
years. These are characteristics that clearly point to a low level of energy
security.

In 2021, when gas prices started to rise, the International Energy
Agency (IEA) estimated that European consumers paid EUR 30 billion
more for the commodity during that year than they would have paid if gas
had remained indexed to oil. Nevertheless, IEA claimed that European gas
consumers saved around EUR 70 billion cumulatively from 2010 to 2021
thanks to the change in indexation.

Four years later, we can say with certainty that gas-on-gas pricing has
meant significantly higher costs for Europe. If gas had been priced on the
basis of oil indexation over the period 2010 - 2025, its average price
would have been 21% lower than the actual spot price. In an extremely
simplified calculation, with average gas consumption in Europe at around
400 billion m® per year, this means that the creation of a liberalized market
and the switch to spot pricing have cost the continent an estimated EUR
300 billion more since 2010. At the same time, however, it should be added
that the fact that the price of gas reflected supply and demand fundamen-
tals in Europe ensured that a shortfall of more than 20% of supply in one
year did not result in a physical shortage of the commodity.

Just as the gas glut in the European market at the end of the first decade
of this century led to the creation of spot pricing on a gas-on-gas basis and
the end of the practice of indexing long-term gas prices to oil, now — with
supply-and-demand pricing generating higher prices than oil indices - the
idea of reintroducing long-term contracts linked to the price of oil is emerg-
ing. Such contracts could bring less volatility to the market, potentially
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lower prices, and at the same time limit the ability of a narrow circle of gas
suppliers to influence the price level in Europe. However, this approach
does not reflect the current supply-demand factors of the European nat-
ural gas market, and therefore such a transition would certainly not be
smooth.

Figure 3.2
Gas Price Development: Spot vs. Oil Index
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What Gas Slovakia Consumes

Slovak media have recently often published information about how
much gas flows into Slovakia from Russia and how much from other coun-
tries. However, these numbers often differ significantly depending on the
cited source, the media outlet, and the context in which they are pre-
sented. We will look at this question using data from the only gas trans-
mission system operator in Slovakia - the company Eustream.

First, we have to consider some basic facts. Slovakia consumes approx-
imately 4 - 5 billion cubic meters (bcm) of gas annually, depending mainly
on temperature conditions and the operation of the natural gas power
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plant in MalZenice. Over the last few years, Slovakia has built connections
to all neighbouring countries, from which gas can be transported. Slovakia
has the highest import capacity in the direction of Ukraine - 67 bcm
annually. The Czech Republic follows with 55 bcm, Austria with 8.7 bem,
Poland with 5 bcm, and Hungary with 1.8 bcm (Nukovié, 2024). The exist-
ence of oversized transmission capacities from Ukraine and the Czech Re-
public is related to Slovakia’s role as a transit country. These profiles were
designed for the transport of Russian gas from the Brotherhood and Nord
Stream pipelines further into Western Europe.

Slovakia is able to cover its gas consumption with diversified sources.
However, this did not happen in practice in the past, as can be seen from
Figure 3.3 - gas in Slovakia historically flowed mainly from Ukraine. The
second most important source was imports from the Czech Republic, but
it should be noted that the Czech Republic imported gas exclusively from
Germany in the years before the war, and almost all of it was Russian gas.
It flowed through the Nord Stream pipeline and then through the OPAL
pipeline to the Czech Republic. From there, it continued through Slovakia
to Austria and to the final customers in Italy.

At the same time, it can be observed that until 2019, these flows had
minimal impact, as they were balanced by the export of Russian gas from
Slovakia back to the Czech Republic. The same situation applied to Austria
- any potential imports from this country were balanced by exports of
Russian gas in the opposite direction. Physical gas flows from Poland have
so far been almost negligible, and the same applies to Hungary, with which
Slovakia has the smallest interconnection capacity. From Hungary, gas be-
gan to be supplied to Slovakia in 2023, and in limited volumes. Even in this
case, given the structure of the supply mix in Hungary, it is almost exclu-
sively Russian gas brought to the EU through the Turk Stream pipeline.

[t can thus be said that physically, the Slovak market is supplied almost
exclusively with Russian gas. However, this does not mean that suppliers
operating on the Slovak market could not have a diversified portfolio of
contracts with partners from other countries - if, for example, companies
like SPP or ZSE declared that they had secured supplies from Norway or
from LNG sources.
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However, the reality is such that if gas flows are directed from the east
of Europe to the west and Slovakia’s consumption can be covered with
some of these flows, it is not economically feasible to use other sources of
gas in Slovakia.

Figure 3.3
Gas flows at Entry/Exit Transit Points of EUSTREAM (bcm)
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Mechanics of Wholesale and Retail Gas Prices in Slovakia

Almost all gas on the EU wholesale market is priced using the so-called
gas-on-gas method. This means that the price of the marginal gas molecule
determines the wholesale price for all supplied gas.

Gas trading on the EU wholesale market takes place primarily on ex-
changes, mainly ICE (Intercontinental Exchange) and EEX (European En-
ergy Exchange), as well as through over-the-counter (OTC) trading. A key
question for understanding pricing is therefore the origin of marginal de-
mand or supply, whose interaction at any given moment determines the
resulting wholesale price.
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Gas consumption can be divided into three main groups: household and
commercial heating, gas as an input in industrial production, and gas as an
input for electricity generation. It is clear, that demand for gas for heating
is highly inelastic. Gas used in industry usually represents a small part of
total costs and therefore its price in many cases does not influence the de-
cision to continue or halt production. The marginal source of demand tra-
ditionally comes from combined-cycle gas power plants, for which there
is a certain substitute in the form of coal-fired power plants. In their case,
gas is the primary cost, and demand for their electricity is highly volatile
- depending mainly on the current production of electricity from renewa-
ble sources.

Looking at the flexibility of the gas supply from a European perspective,
the basic supply consists of domestic production and long-term contracts
with suppliers who deliver gas to the EU through pipelines - such as Nor-
way, Russia, Azerbaijan, Algeria, and Libya - with variable delivery costs
generally measured in single-digit euros per MWh (as evidenced by the
fact that gas continued flowing to Europe even in 2020, when its wholesale
price in some months dropped below 5 EUR/MWHh). Supply-side flexibility
thus results from the ability of European holders of long-term contracts to
partially adjust their offtake within a certain tolerance bands included in
these contracts.

When this flexibility is exhausted, the next and largest source of supply-
side flexibility is LNG delivered by portfolio players, who have the option
to change the final destination of LNG cargoes depending on price signals
from different buyer markets, especially in Europe and Asia.

The complexity of the situation is increased by the possibility of storing
gas in storage facilities, which in Europe can cover approximately a quar-
ter of annual consumption, with demand and supply also largely depend-
ent on the development of forward prices.

The result of this entire system of relationships is the forward price
curve, which expresses the relationship between supply and demand at dif-
ferent times at a given trading hub. On the ICE exchange, where most trad-
ing activity is concentrated, we can currently see forward prices for Euro-
pe’s most liquid market - the Dutch TTF - out to 2033. At present, the mar-
ket anticipates that by then, gas will be about half as cheap as it is today.
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Figure 3.4
Spot and Forward Prices of European Natural Gas
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In Slovakia, there is no liquid forward wholesale gas market. Trading
activity is focused on gas with delivery in the next day or month, serving
primarily to balance suppliers’ portfolios. The main reason for its absence
is the insufficient size of the market, which does not allow for enough in-
teraction between supply and demand to establish a local market price. As
a result, gas consumers in Slovakia rely on prices from neighboring, more
liquid markets when making longer-term purchases.

The most important trading points for Slovakia are the Austrian Virtual
Trading Point (VTP AT) and especially the German hub Trading Hub Euro-
pe (THE). In addition to large corporate customers, who determine their
purchasing strategy individually and can fix the price of gas several years
in advance, the THE hub serves as the main reference point used by the
Office for the Regulation of Network Industries (URSO) when setting
prices for households and other customers with the right to a regulated
price.
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URSO determines a time window in which wholesale forward prices are
tracked, and these prices are subsequently used as the basis for calculating
the regulated price. For regulation in Slovakia, prices from the "Leipzig"
EEX exchange are used; these are publicly available on the website
wWww.eex.com.

The final price of gas paid by consumers does not consist solely of the
wholesale price but also includes components related to transmission, dis-
tribution, and storage costs. These costs increase the price of delivered gas
by roughly several euros and up to approximately 30 EUR/MWh, depend-

ing on the volume, type of customer, and agreed conditions. For an average
customer, these components account for approximately 30% of the final

price.
Figure 3.5
Retail and Wholesale Prices of Natural Gas
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How the wholesale price in recent years translates into the final prices
paid by consumers in Slovakia and the EU is shown in the graph below.

The following points are particularly notable:


http://www.eex.com/
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a) retail prices are more stable than wholesale prices,

b) wholesale prices are reflected in retail prices with approximately
a one-year delay, as a result of the aforementioned forward purchasing
strategies and regulation,

c) In the aftermath of price surge in 2021 - 2022, retail prices have been
declining more slowly compared to wholesale prices,

d) the development of prices for different consumer groups indicates
that the EU has primarily focused on keeping prices lower for businesses,
while in Slovakia, households are mainly subsidized. As a result, Slovak
households paid 51% less than the EU27 average in the first half of 2024,
while Slovak companies paid 13% more than the EU average.

The Importance of Speculators in the Market

In 2023, approximately 7,941 billion m?® of gas was traded on European
hubs (of which more than 80% was on the Dutch trading platform TTF,
while trading on THE represented less than 5%). European gas consump-
tion reached approximately 400 billion m*, which means that each mega-
watt-hour of gas, before it was consumed, was bought and sold around 20
times — whether for hedging, speculation, or as part of more complex busi-
ness operations.

More than 80% of transactions are carried out through exchanges. On
the largest of these - the Intercontinental Exchange (ICE) - there are
approximately 800 active participants (including suppliers, investors, and
banks) trading European gas. If we do a simple arithmetic exercise, we can
easily calculate that the nominal value of these transactions in 2023 could
be around three trillion euros - a value comparable to the GDP of France.

The purpose of presenting these data is to highlight that the European
gas market is definitely not a small market that can be easily manipulated
by a few participants.

In recent years, the media have presented the opinion that speculators
are responsible for the increase in gas prices in Europe, and that the only
way to reduce energy prices in the EU is to limit speculation on the Euro-
pean gas market. This is not a universally accepted view. The study by the
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European financial regulator ESMA (2023) also examined the question of
price manipulation and market functioning during the period of extreme
prices. It concluded that the wholesale gas market, despite the extreme
conditions after the outbreak of war — when the EU suddenly lost 20% of
supply - fulfilled its role and functioned correctly.

All trading that takes place in the market plays an important role in dis-
covering the equilibrium market price, which ensures a balance between
supply and demand. We are not claiming that market regulation is unnec-
essary or that there is no need to establish reasonable limits to prevent
manipulation in less liquid, specific parts of the market. In general, how-
ever, it can be said that manipulating the market would be significantly
complicated. On the contrary, greater market participation in recent times
increases the reliability of the price and ensures a larger volume of infor-
mation is reflected in it. The market has thus become more capable of
anticipating future developments and incorporating these expectations
into the price in advance.

A specific example can be seen in the situation shown in Figure 3.6. It
is clear that the price of gas began to rise in the spring of 2024 and this
growth continued through the summer - even though demand on the gas
market was low at that time. Marginal demand during that period was
created by investors, not participants with physical exposure. This led
several market commentators to accuse speculators of manipulating the
market and deliberately raising the price.

However, when physical demand for gas significantly increased during
the winter of 2024, gas prices reached even higher levels. What investors
had predicted in the spring of 2024 actually happened more than half
a year later.

At the same time, it can be argued that action of speculators that effec-
tively pushed up the price of gas during the summer of 2024 actually
helped to balance the market as higher summer prices reduced consump-
tion while supporting the growth of supplies. The activity of financial in-
vestors may even have helped reduce market volatility and the price lev-
els experienced during the winter of 2024, since the balancing was more
evenly spread out during longer time period.
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Figure 3.6

Correlation between Gas Prices and Trading Positions of Investors
and Utilities
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How the Gas Market Affects the Electricity Market and Why It
Matters When Slovakia Is Self-Sufficient

The wholesale price of electricity constitutes approximately 30% to
50% of the final price for end consumers. The spot price of electricity in
the common European market, of which Slovakia is a part, is determined
through auctions where demand and supply from wholesale market par-
ticipants meet. The marginal pricing method means that the equilibrium
price is set by the most expensive power plant that needs to be activated
in Europe to meet total demand. Under normal circumstances, this role is
most often played by gas (or coal) power plants.14

14 The variable costs of electricity production from renewable sources are 0, and in the case of
nuclear power, they are approximately 20 - 40 EUR/MWh. The efficiency of combined-cycle gas
power plants is typically around 50 - 60%. This means that approximately 2 MWh of gas are
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This pricing method results in gas power plants setting the wholesale
price for a larger share of electricity than they actually produce. For exam-
ple, in 2022, only 18% of electricity in the EU was produced from gas, but
gas power plants set prices in up to 39% of cases (Zakeri et al., 2023). This
pricing method, which is standard in commodity markets, came under
criticism after the energy crisis erupted in 2021 and 2022. However, calls
to decouple the impact of gas prices from electricity prices have largely
gone unheard, given the complexity of the problem.

The country that implemented a radical solution was Spain. It intro-
duced a maximum price for gas that gas power plant operators could use
as a production input in auctions. If the wholesale price of gas was higher
than the maximum price, they were compensated for the difference. While
this solution managed to reduce electricity prices, it also led to an increase
in gas consumption in Spain, as subsidized prices resulted in greater use
of gas power plants for production. The shortage of gas was the main rea-
son for its high price, which is why this solution could not be extended to
other EU countries.15

In 2023, thanks to the launch of the third nuclear unit at the Mochovce
nuclear power plant, Slovakia once again became a net exporter of elec-
tricity after seventeen years. In 2024, it exported approximately 3 TWh of
electricity, while total consumption reached 27.4 TWh. Up to 60% of elec-
tricity was produced from nuclear power, 20% from hydroelectric power
plants, and only 10% of electricity in Slovakia in 2024 came from gas -
approximately as much as Slovakia exported.

At the same time, it should be noted that Slovakia imports electricity if
it can be obtained more cheaply than domestic production, and vice versa,
it exports electricity when it is advantageous for domestic producers.

required to produce 1 MWh of electricity, while gas power plants in the EU are also required to pay
the cost of emission allowances for emitted CO, in addition to the cost of gas. In price terms, this
means that in a model example where gas costs 40 EUR/MWh and an emission permit costs
70 EUR/ton, if a gas power plant with 50% efficiency needs to be turned on to meet demand, the
variable costs of this power plant will be calculated as (40/0.5 + 0.18/2 x 70) = 105.2 EUR/MWh.

15 It should be added that the situation in Spain was more complex. The connection of the Spanish
electricity grid to the rest of the EU is relatively limited, and at the same time, Spain has significant
excess capacity at LNG terminals where it can receive the commodity. The current solution pro-
posed by the EC for decoupling gas and electricity prices is focused on the retail market, through
greater use of PPAs.
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In 2024, wholesale electricity prices, as well as prices paid by compa-
nies in Slovakia, were the ninth highest in the EU. However, household
prices were capped by the government, and last year Slovakia was among
the countries with the lowest prices for households - specifically, it had
the fourth lowest prices within the EU.

The European gas market has undergone a fundamental transfor-
mation since the gas crises in the first decade of this century and has been
able to cope with the significant reduction in gas supplies from Russia
after the outbreak of war. Even the interruption of gas supplies via Ukraine
to Slovakia - after more than half a century of continuous operation - did
not lead to any emergency situations.

The liberalization of the wholesale market in Europe has ensured that
even in the Slovak market, without significant domestic gas production
and with complete dependence on imports, it is possible to purchase gas at
prices comparable to the rest of the EU. The developed infrastructure and
the ability to trade freely thus form the basis of Slovakia's energy security.

The differences in the actual costs that consumers in Slovakia pay com-
pared to the rest of the EU are today primarily determined by the different
degree of market regulation and the relatively high level of concentration
among energy suppliers.
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4. PRICE DEVELOPMENTS

In 2024, the inflation returned to more common levels. Although it con-
tinued to attract considerable attention in coverage of the country’s eco-
nomic developments, it was several times lower compared with previous
years. Measured by the domestic consumer basket (CPI methodology), the
annual average reached 2.8%, the lowest value since the COVID-19 pan-
demic. On a monthly basis, a divergent pattern was observed: a declining
trend in the first half of the year followed by a moderate increase in the
second half.

When measured by the harmonized European methodology HICP (Har-
monised Index of Consumer Prices), average inflation was higher, at 3.2%.
The difference between the two methodologies lies mainly in the different
weights assigned to the category “Housing, water, electricity, gas and other
fuels.” The European methodology assigns a lower weight to this category
(17.2% of the basket compared with 25.8% under the national methodol-
ogy), which results in a broadly similar price trend but a different impact
on overall inflation (Figure 4.1).

Figure 4.1

Developments in Inflation According to CP], HICP and the Housing Category
(vear-on-year change by months, in %)
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Only a mild increase in the prices of construction materials, which
partly feed into the evolution of imputed rents (a component included in
the national but not the HICP methodology), caused this category’s contri-
bution to be more moderate under the national methodology than under
HICP.16

In general, it can be concluded that despite minor methodological dif-
ferences, consumer price developments in 2024 overall stabilized and
returned to the more moderate levels that had prevailed before 2022,
when the impacts of the war in Ukraine, the ensuing energy crisis, and
subsequently food price inflation began to manifest fully.

Relative Calm with Concerns about What Comes Next

After last year’s uniform positive contribution of all consumer basket
categories to overall inflation, a similar trend could be observed in the
current year, with a single exception — Transportation. In this category,
average prices even declined year-on-year during several months. A pos-
itive development, however, is that the contribution of none of the con-
sumer basket categories reached double-digit values, as had been the case
in previous years.

The main factors determining the course of inflation can be considered
as follows:

e Moderation in the pace of food and non-alcoholic beverage price growth
- the development of food prices played an important role in overall infla-
tion throughout the year. While at the beginning of the year the effect
of high food inflation was still fading, by April the contribution of this
category was almost zero. However, this changed again in the summer and
autumn with the emergence of several unexpected price increases in some
basic food items, such as eggs, fruit, and butter. The factors that reignited
food price growth in the second half of the year will be examined in more
detail in the second part of this chapter.

16 We addressed this topic in greater detail in the previous publication mapping developments
in 2021.
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e Stabilization of housing and energy prices - as already noted, the evo-
lution of housing prices (both actual and imputed rents), together with
government measures to protect households from rising energy costs
through the capping of electricity, gas, and heat prices, resulted in only
marginal growth in this category. Overall, prices increased by just 0.5%
year-on-year, well below the overall inflation rate. On the other hand, the
energy price caps carried an indirect cost in the form of public expendi-
tures, which translated into a higher public finance deficit and thus neces-
sitated consolidation measures.

e Service prices grew more rapidly - although overall inflation declined
significantly year-on-year, the prices of certain selected services acceler-
ated into double-digit growth. For instance, prices of regulated transport
services rose by as much as 17% year-on-year, while market-based tran-
sport services increased by 7%. Legal and administrative fees rose by
around 20% as part of the 2024 consolidation package. Overall, the year-
on-year growth in market service prices outpaced that of goods and regu-
lated prices, services rose by 3.9%, compared with 2.6% for goods and
1.4% for regulated prices.

e Decline in fuel prices - although the overall change in fuel prices was
not as dramatic as in the previous year, average fuel prices were nonethe-
less slightly lower over the year. Overall, fuels fell by 1.7%, with the most
commonly used fuels, such as petrol with an octane rating of 95, declining
by 1.3% year-on-year, and diesel even by 3.2%. In magnitude, however,
this cannot be compared with the highly volatile developments of previ-
ous years, when fuel prices first rose by 26% in 2022 and then fell by 7%
in 2023.

Overall, the pace of price growth moderated in 2024; however, the
weak state of public finances forced the country and continues to force
it to undergo a process of fiscal consolidation, whose measures indirectly
affect price developments. Changes in VAT rates, increases in excise duties,
and the introduction of a new financial transaction tax will to some extent
determine the trajectory of inflation in the coming year, when a renewed
acceleration of price growth is expected.
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Slovakia, the Notional Winner in the Region

A similar pattern to that observed in Slovakia occurred in the surround-
ing V4 countries. After the dynamic years of 2022 and 2023, overall con-
sumer price growth slowed, and in the case of Hungary and the Czech
Republic it was accompanied by a gradual easing of monetary policy. In
Poland, however, the central bank’s key interest rate surprisingly re-
mained unchanged throughout the year. From a cumulative perspective
on price level developments over the past four years, Slovak consumers
experienced the lowest increase in prices, although still by roughly one
third. By contrast, consumer prices in Hungary rose the most, being nearly
one half higher than in December 2020 (see Figure 4.2).

Figure 4.2

Index of Cumulative Inflation Developments in the V4
(2021 - 2024, December 2020 = 100)
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Once again, this year, it can be stated that Slovakia owes its position in
the area of inflation primarily to the government’s approach to regulating
household energy prices, which shielded them from higher inflation
through price caps. While this measure positively affected the overall level
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of inflation, it must also be stressed that it represents a significant cost
item in public expenditure. At the same time, it suppresses incentives to
save energy and weakens the drive toward a transition to more environ-
mentally friendly forms of production, such as household electricity gen-
eration. The use of this instrument during the energy crisis may be con-
sidered justified, but once the crisis subsided its continued application no
longer carries economic rationale.

Looking at overall inflation in the EU, the lowest level in 2024 was rec-
orded in Lithuania (0.9%), followed by Finland (1.0%) and Italy (1.1%).
By contrast, the highest inflation in the EU was observed in Romania
(5.8%), Belgium (4.3%), and Croatia (4.0%). At first glance, price develop-
ments, at least within the euro area, converged toward the long-term tar-
get set by the central bank, with the average year-on-year inflation rate
reaching 2.4% and the median value 2.5%.

Image 4.1

HICP Inflation in the EU with the Highest (Red) and Lowest (Green)
Inflation Rates in 2024

Inflation 2024
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Source: Eurostat (2025); own processing.



57

A particular feature of inflation developments in 2024 was the overall
alignment of contributions from individual categories in the consumer
basket, with almost no category recording a sharp increase or decrease
throughout the year.1?” The only exception was the Transport category,
which in two months showed a marginal but negative contribution to
overall inflation. Thus, all categories of the consumer basket acted as
drivers of overall inflation, with Food and non-alcoholic beverages being
the most significant contributor (see Figure 4.3). The stronger inflationary
impulse from this category at the beginning of the year completely faded
in the first half, but re-emerged in the second half, peaking in October
2024.

Figure 4.3

Overall Year-on-Year Inflation Developments by Months

and the Contribution of the Category Food and Non-Alcoholic Beverages
to Overall Inflation (in p.p. and %, 2024)
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Source: NBS Macroeconomic Database (2025); own calculations and processing.

The inflation rate also significantly influenced household purchasing
power through the pace of wage growth. In nominal terms, wages continued
to grow at an above-average rate after the very dynamic developments of

17 The only exception is the category of Food and non-alcoholic beverages, which will be described
in more detail in the following section.
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2023, rising by 6.6% year-on-year. In real terms, adjusted for the effect of
inflation, the pace of wage growth returned to positive territory after two
years, reaching an increase of 3.7%.18

Table 4.1
Overview of Basic Price Development Indices in the Slovak Republic (in %)
2021 2022 2023 2024
Inflation rate (HICP):
Euro area 2.6 8.4 5.4 2.4
Slovakia 2.8 12.1 11.0 3.2
Czech Republic 3.3 14.8 12.0 2.7
Hungary 52 15.3 17.0 3.7
Poland 52 13.2 10.9 3.7
Industrial prices:
Industrial producers' prices - total 6.8 29.3 6.9 -4.5
Industrial producers' prices - domestic 5.5 43.3 13.9 -10.1
of which: Manufacturing 5.8 18.1 2.4 -2.0
Industrial producers' prices - export 7.6 20.5 34 -1.1
Construction work prices 3.8 18.3 11.3 53
Construction material prices 11.5 22.5 3.2 -0.6
Agricultural products prices 12.3 36.5 -11.4 -3.4
Deflators:19
GDP deflator 2.2 7.5 10.1 3.7
Government consumption deflator 3.9 11.5 10.2 5.3
Private consumption deflator 3.2 11.8 10.3 3.1
Fixed investments deflator 1.9 10.1 9.2 -1.5
Export deflator of goods and services 51 14.6 4.5 -1.7
Import deflator of goods and services 6.0 19.3 4.2 -2.7
Terms of trade -0.9 -3.9 0.3 1.0

Source: Eurostat (2025); NBS Macroeconomic Forecast of MF SR (February 2025); SU SR (2025).

Producer Prices Declined

The energy crisis of previous years had a dramatic impact on input
costs for producers in the country. While consumer inflation reached 10 -
15% annually in 2022 and 2023, industrial producers faced a multiple
times higher increase in prices. As a result, the overall rise in producer

18 A more detailed description of wage developments in the economy can be found in the chapter
on the labour market.

19 The data for 2024 are preliminary and will be subject to further revision in the future.
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prices was not fully transmitted into consumer inflation. This observation
is important for explaining the relatively loose relationship between indus-
trial product prices and consumer prices. In 2024, industrial producers
recorded a decline in prices, which, however, did not materialize in con-
sumer prices.

Producer prices stabilized and, in some areas, even recorded an overall
year-on-year decrease. On the domestic market, they fell by more than
10%, driven mainly by prices in the Electricity generation, transmission,
and distribution sector, which declined by more than one quarter, follow-
ing previous increases of 98% in 2022 and 23% in 2023. Prices of indus-
trial products intended for export also fell year-on-year, though only
slightly, by just over one percent. Among manufacturing products for
export, the most significant decline was seen in the Manufacture of wood
and paper products and printing, where prices dropped by more than 10%
after a 40% increase in 2022.

The shortage of workers in construction also signalled a continued rise
in construction work prices, which, although no longer growing at double-
digit rates as in previous years, still recorded a year-on-year increase of
more than 5%. Construction material prices stagnated, which, as already
mentioned, was reflected in imputed rents and therefore also in consumer
inflation in the category “Housing, water, electricity, gas and other fuels.”

In 2024, global food prices began to rise again, although only moder-
ately, and this increase started to be reflected in food inflation with a time
lag toward the end of the year. However, its impact was not strong enough
to significantly influence the annual average, in which agricultural pro-
ducer prices recorded a year-on-year decline of more than 3%.

The overall GDP deflator ended almost one percentage point higher
than consumer inflation, at 3.8%. This development was driven mainly by
faster growth in public consumption prices. In contrast, investment prices
recorded a general decline in the deflator. A moderate decline was also
observed in the prices of exported goods and services, while imports expe-
rienced an even sharper decline. As a result, the terms of trade improved
slightly, by one percentage point, which is unusual in the Slovak context.
For one unit of exports, more units of imports could thus be purchased.
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While the first part of the chapter focused mainly on a descriptive anal-
ysis of the components of inflation, the second part will deal more with
analysing the impact of food price developments on household inflation.

Acts of Force Majeure Reignited Food Price Growth

The second half of 2024 was marked by a renewed increase in food
prices following a long-anticipated period of temporary stabilization that,
however, lasted only a few months. Although these were not extreme
cases of price growth as in 2022, attention is given to several food items
that contributed to the overall reversal of the trend and the subsequent
rise in the general price level. The exceptional nature of this situation is
also evidenced by the following chart of month-to-month changes in food
prices, where developments in several months deviated significantly from
the long-term average recorded between 2009 and 2021.

Figure 44

Month-on-Month Price Developments in the Category Food
and Non-Alcoholic Beverages (in %)
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Notes:

Category Food 2024 represents the month-to-month price developments in 2024.

Category Min - Max 2009 - 2021 represents the corridor of the lowest and highest recorded
month-to-month change in the period 2009 - 2021.

Category Food 2009 - 2021 represents the average month-to-month price developments of food
between 2009 and 2021.

Source: NBS Macroeconomic Database (2025); own calculations and processing.
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There are three types of food, each of which contributed to inflation
growth in a different month of the second half of the year, with their effects
often overlapping or following one another - oils and fats (especially but-
ter), fruit, and finally eggs. All three food types experienced production
shortfalls to some extent (for various reasons), which subsequently exerted
pressure on their consumer prices. The course of their contributions to
overall inflation in the second half of the year (Figure 4.5) shows the onset
of the impact of oils and fats (especially butter) already during the sum-
mer months. This was later followed by the atypical contribution of fruit
in the autumn, and finally by the contribution of eggs at the end of the year.

Figure 4.5

Year-on-Year Contribution of Subcategories to Overall Inflation
(in p.p., 2024)
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Source: SU SR (2025); own calculations and processing.

Butter began to rise in price unusually already during the summer, with
month-to-month increases exceeding 5% (Figure 4.6). Overall, the aver-
age consumer price of fresh butter increased by more than 54% between
April 2024 and December 2024. Several concurrent factors can be identi-
fied behind this development.
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First, there was a decline in the availability of milk on the European
market caused by the so-called bluetongue disease, which reduces milk
production. Although this disease did not occur in Slovakia, it limited the
amount of milk available in the EU, leading to historically record-high
cream prices, the primary raw material for butter production.

The second factor was producers’ preference to direct milk processing
toward cheese production rather than cream and subsequently butter.
Cheese production provides producers with higher margins, which allowed
them to at least partially offset rising costs of fresh milk. This shift in
production further deepened the upward pressure on cream prices and,
consequently, on butter.

Figure 4.6
Month-on-Month Price Developments in the Subcategory Oils and Fats
(in %)
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Category Oils and fats 2024 represents the month-to-month price developments in 2024.
Category Min - Max 2009 - 2021 represents the corridor of the lowest and highest recorded
month-to-month change in the period 2009 - 2021.

Category Oils and fats 2009 - 2021 represents the average month-to-month price developments
of oils and fats between 2009 and 2021.

Source: NBS Macroeconomic Database (2025); own calculations and processing.

During this period, an unusual phenomenon in consumer behaviour
also emerged: as prices rose, demand for the product increased as well.
Driven by fears of further price hikes and butter shortages, consumers
were motivated to purchase it in advance and stockpile (the “bank run”
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and “bandwagon” effect).20 Butter price developments were also partly
influenced by the announcement in autumn of a change in the tax rate
on basic foodstuffs effective from 2025 and the subsequent response of
retailers through marketing campaigns. These factors caused the month-
to-month price trend of butter to turn negative from November. However,
this effect was partly offset by seasonally higher demand for butter before
Christmas, when its consumption traditionally rises.

At the same time, fruit prices also developed unexpectedly. Toward the
end of summer and in autumn they usually do not record significant
month-on-month increases for seasonal reasons, as this is the harvest
period and consumer supply tend to be abundant. The year 2024, how-
ever, was an exception. From August through October, the Fruit category
registered an average price increase of around 5% each month.

This was largely caused by extreme weather conditions, both abroad
and in Slovakia. For apples, which carry the largest weight in this subcat-
egory, neighbouring countries recorded significant production losses due
to late spring frosts and a hot summer that negatively affected crop qual-
ity. As a result, the harvest no longer met quality standards. In the Czech
Republic production fell by 50%, and in Austria by 40% (HN, 2024). Hot
weather also affected the harvest in Slovakia, though in the case of apples
to a lesser extent. However, production losses were recorded for other
fruits—apricots were damaged by late spring frosts, while grape produc-
tion was negatively influenced by spring rains and the spread of vineyard
diseases. Table grapes from domestic production were therefore available
only in limited quantities, which translated into higher prices.

These factors, beyond the control of producers, caused autumn - tradi-
tionally a period of moderate fruit price developments - to exert a pro-
inflationary effect in 2024.

The last analysed group of food products that contributed to the re-
newed increase in inflation in the second half of the year were eggs. Alt-
hough the month-to-month prices in the category Milk, cheese and eggs
rose only slightly above the historical maximum, this was mainly due to

20 Historically, we addressed a similar topic of the “run on butter” in a publication of the same name
mapping economic developments in Slovakia in 2017.
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the fact that after the previous sharp rise, milk and cheese prices had
already stabilized, with the price increase being driven primarily by eggs.

Figure 4.7

Month-on-Month Price Developments in the Subcategory Fruit (in %)
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Notes:

Category Fruit 2024 represents the month-to-month price developments in 2024.

Category Min - Max 2009 - 2021 represents the corridor of the lowest and highest recorded
month-to-month change in the period 2009 - 2021.

Category Fruit 2009 - 2021 represents the average month-to-month price developments of fruit
between 2009 and 2021.

Source: NBS Macroeconomic Database (2025); own calculations and processing.

The rise in egg prices was caused by the outbreak of avian influenza
in October at the largest egg producer in Slovakia, which had to destroy
approximately 1.5 million eggs and its entire flock of laying hens (385,000
birds), representing about 10 - 15% of total egg production in the country.
This production shortfall immediately created upward pressure on prices,
although its full impact was not felt until the beginning of 2025.

The shortfall was temporarily compensated by increasing imports of
eggs from neighbouring countries, especially Poland, Hungary, and the
Czech Republic. However, sudden fears of shortages in the pre-Christmas
period triggered panic buying and stockpiling - similar to the case of butter
- to such an extent that some retailers had no eggs available for several
days. The seasonal effect of higher demand for eggs during the pre-Christ-
mas period further reinforced this price pressure.
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Figure 4.8
Month-on-Month Price Developments in the Subcategory Milk, Cheese

and Eggs (in %)
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Notes:

Category Milk, cheese and eggs 2024 represents the month-to-month price developments in 2024.
Category Min - Max 2009 - 2021 represents the corridor of the lowest and highest recorded
month-to-month change in the period 2009 - 2021.

Category Milk, cheese and eggs 2009 - 2021 represents the average month-to-month price devel-
opments of milk, cheese, and eggs between 2009 and 2021.

Source: NBS Macroeconomic Database (2025); own calculations and processing.

Egg prices can be expected to rise further in the coming year, partly due
to the transitional period needed to restore production at the domestic
producer, but also in connection with the commitment of foreign retail
chains to gradually phase out eggs from caged farming during 2025. In
2024, as much as 60% of domestic egg production still came from caged
farming, while the pace of converting intensive farms to barn and free-
range systems significantly lags behind.

As summarized in this part of the chapter, the renewed increase in food
prices in the second half of the year was the result of a combination of
events that were partly or entirely beyond the control of producers. Whether
it is the occurrence of diseases affecting livestock production (such as
avian influenza or bluetongue disease), or climatic phenomena negatively
impacting crop production, it can be assumed that the increasingly rapid
pace of climate change will in the future contribute more strongly to volatile
price developments than we have been accustomed to in the past.



66

As anticipated in the previous edition, inflation in 2024 indeed eased
and returned to its standard levels, even approaching the inflation target.
In the upcoming year 2025, however, price growth is expected to acceler-
ate again, reaching around 4%, despite the continued protection of con-
sumers through household energy price regulation, which would other-
wise have pushed inflation even higher.

One of the factors that will exert upward pressure on prices is the im-
pact of the 2025 consolidation package, in particular the increase of the
standard VAT rate to 23% and the introduction of the so-called “non-
standard” tax on financial transactions. In the same direction, a surpris-
ingly strong labour market with a dynamic pace of wage growth will raise
supply-side costs. These higher costs are likely to be passed on to consum-
ers to a large extent, leading to year-on-year acceleration of inflation.

The overall inflation developments in 2024, together with the outlook
for 2025, thus resemble the situation of a firefighter who almost managed
to extinguish the fire, but a sudden wind rekindled the smouldering
embers and delayed its complete extinction.
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5. MONETARY POLICY OF THE EUROPEAN CENTRAL BANK
AND THE SLOVAK BANKING SECTOR

In the previous edition of Economic Development, we called the 2023
the year of textbook performance of the ECB's restrictive monetary policy
(Morvay et al.,, 2024). If we decide to continue with the established trend,
then the 2024 could be called the "year of achieving balance". Interpreting
the concept of a soft landing as the achievement of the target inflation rate
under conditions of economic equilibrium,?! in the following text we will
show that the ECB pilots successfully managed the landing of the Euro-
zone economy in 2024.

Going into 2024, the euro area economy was facing a steady inflation
rate close to the 2% target, positive short-term real interest rates and
a slightly negative economic growth outlook (see Figure 5.1). The output
gap was in low negative territory, which was to be expected after almost
a year and a half of restrictive monetary policy. From the perspective of
anchoring inflation expectations, after a relatively surprising overestima-
tion of the actual inflation rate by professionals in 2023 (Figure 5.2), 2024
saw a stabilization of short-term expectations in a range that is desirable
for the central bank - close to 2%.

On the other hand, however, consumer perceptions of inflation contin-
ued to show interesting deviations from the decisions of professionals.
While households were able to estimate the maximum inflation rate achie-
ved at the end of 2022 almost accurately, the relative inertia in their per-
ception of the actual inflation rate was evident not only in 2023 but also
persisted into 2024. Even though the average inflation rate was already
approaching 3%, households still perceived a significantly higher rate of
price growth, somewhere between 3% and 5% on average. At the begin-
ning of 2024, it was still possible to observe increased short-term inflation
expectations (one year ahead) 22 above the target limit of two percent,

21In this context, precisely the kind of economic activity that does not create additional pressure
for unsustainable price growth.

22 There is an ongoing debate in academic research on how consumers form inflation expectations,
including on the relative importance of past information (backward-looking consumers) versus
forward-looking information (forward-looking consumers). Thus, in the case of only a gradual
elimination of information about a high realized inflation rate in 2022, the group of backward-
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which may have led central bank representatives to strike a cautious tone
in their statements regarding the easing of strict monetary policy settings.23

Figure 5.1

Key Monetary Policy Indicators in the Euro Area
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term interest rates are calculated as the difference between 12-month money market interest rates
and 1-year inflation expectations of professionals.

Source: ECB; Eurostat.

looking consumers may bias the perceived inflation rate upward. The significant decline in profes-
sionals' inflation expectations in early 2024 may point to faster processing of real inflation infor-
mation relative to the household sector. The mechanism of expectation formation through the
adaptive learning model may also suggest a lagged response to observations of actual realized in-
flation, which will be reflected with some delay in consumer decision making (see, e.g., Angeletos
etal, 2021). As an alternative explanation, the question of the structure of the consumption basket
of the two groups surveyed may also serve as an alternative explanation, especially with respect
to the higher weight given to food and energy prices.

23 According to ECB Governor Christine Lagarde, in March 2024, the bank was "not yet confident
enough"” and "clearly needs more evidence and data" to make a decision on easing monetary policy.
Source: <https://www.ft.com/content/b03ce54c-7c6d-45e2-ae79-4b7129841f1a>.
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Key interest rates were therefore kept at their maximum level during
the first half of 2024 (see Figure 5.3), and the first easing only took place
at the ECB's June meeting. It should be noted that the exact moment of the
first decline in key interest rates was communicated by the ECB's main
officials well in advance and well in advance. This communication strategy
is one of the informal but increasingly used tools of monetary policy and
thus fulfils one of the unwritten objectives - to achieve a targeted inflation
rate without significantly disrupting the normal functioning of the econ-
omy. In other words, a sufficiently "soft" - transparent and systematic -
communication of the central bank's intentions is needed to achieve
a "soft landing".

Figure 5.2
Inflation Expectations of Professionals and Households and Inflation Rate
(%)
10 >
9 P /”/ \
8 7
7 7 A %
\
; \ \
5 —y ¥
4 N\
v\
3 S - \ = —
2 L= = = =
1
0
-1
[a\] (a2 < — N (a2 < — N o™ < — N o™ < — N o™ <
© Q@ Q Q@ QO Q0 QO 9O O O QO QD QDO OO
(=} (=} [e=] — — — — N N N N ™ (22 o™ ™ < < < <
[a\] N N [a\] N N N [a\] N N [\ [a\] N N [\ [a\] N N [\
o o o o o o o o o o o o o o o o o o o
N N N N [9\] [9\] (9] N N [9\] (9] (9] N [9\] (9] N N (9] (9]

——4— Perceived inflation (last 12 months) - HH
—&— Perceived inflation (current year) - PF
1-year ahead - HH
1-year ahead - PF

= == [nflation rate

Note: PF - professional forecasters inflation expectations, HH - households inflation expectations.
Inflation - actual rate of YoY inflation (HICP).

Source: ECB; Eurostat.



70

The subsequent repeated decline in key interest rates at ECB meetings
in the second half of 2024 coincided with the achievement of an "equilib-
rium" growth rate of the M3 monetary aggregate, i.e. 4.5 percent (Figure
5.3). This was accompanied by a continuing reduction in the ECB's balance
sheet through the tapering of refinancing operations and a decline in the
volume of securities accumulated as a result of quantitative easing, the
volume of which gradually decreased as they reached maturity (Figure 5.4).
Thus, as we wrote in the introduction to this chapter, the achievement of
monetary policy equilibrium by the end of 2024 has become a reality in

terms of monetary categories.

Figure 5.3
Key ECB Interest Rates (left axis) and Growth Rate of M3 Monetary
Aggregate (%, right axis)
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Figure 5.4
Eurosystem Balance Sheet Structure (EUR billion, %)
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Following on from the expected effects of monetary policy, an im-
portant issue appeared to be the effect of achieving monetary balance in
the banking sector, as one of the main transmission elements of the entire
economic system. After reaching a low point in the credit cycle at the turn
of 2023 and 2024 (Figure 5.5), which occurred approximately 1.5 years
after the start of the restrictive phase of monetary policy, 2024 was (once
again) marked by complete stabilization. Unlike in previous years, both
the volume of loans to households and the corporate sector were synchro-
nized - in terms of the frequency of the cycle and its size.

One interesting phenomenon that stands out from the overall "perfect”
monetary development in 2024 is the continued complete change in the
structure of commercial banks' deposit accounts with the central bank
(Figure 5.5). Whereas before the period of restrictive monetary policy
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most of the free liquidity was held in the form of current (mandatory and
voluntary) reserves, from 2022 onwards commercial banks have trans-
formed these funds into overnight sterilisation deposits.24

Unsurprisingly, this move was linked to the possibility of generating
short-term profits, which were created as the difference between stable
interest income from funds deposited with the ECB and (still) low interest
costs paid to commercial bank customers (households and businesses).
But what appears to be even more interesting, this sharp increase in inter-
estincome on the safest and most liquid asset has also created an alterna-
tive investment to (risky and not very liquid) bank lending. When the
deposit rate peaked and was maintained at 4.00% in 2023, this return sig-
nificantly exceeded the average interest rate on loans to households by
almost one and a half percentage points (2.66%, Table 5.1). From the per-
spective of monetary policy performance, this was a possible additional
effect of restrictive monetary policy, which operated through a preference
for depositing free liquidity with the central bank rather than providing
loans to the private sector (the so-called portfolio effect).2>

The year 2024 brought stabilization within this phenomenon, as the
ECB deposit rate fell to 3.00%, which in Slovakia meant a decline below
the average yield on household loans (3.31%, Table 5.1). At the same time,
the volume of total deposit accounts at the ECB also declined, although it
still exceeded pre-COVID levels in 2024 (Figure 5.5).

24 If we take the volume of money held in the form of current accounts for monetary purposes in
2022 as an upper estimate of reserve requirements, it is possible to see how a relatively huge
amount of voluntary reserves remained unused in the CB even in 2019 - 2021. The issue of volun-
tary reserves and the resulting disruption of the monetary policy credit channel has been the sub-
ject of much discussion in academic literature.

25 While the mechanism of the ECB's monetary policy operations in the excess reserve system has
been described in detail in De Grauwe and Ji (2024), for the purposes of this discussion we will
highlight one particular aspect. The policy of significantly higher interest rates on deposits held at
a central bank has been criticized from the perspective of a possible "transfer" of profits between
the central bank and commercial banks. In the case of high interest rates on deposits at the CB,
commercial banks earned a return that was perceived as a risk-free transfer between the state (the
central bank is a public institution) and the private sector. Given that part of the central bank's
profit/loss may be included in the state budget, increased interest payments to commercial banks
could indirectly cause a shortfall in this part of the revenue as a result of a significant loss incurred
by the central bank. This aspect is related to the discussion on the introduction of a so-called bank
tax, described in the previous issue of the Economic Development, where one of the arguments in
favour of its introduction concerned the existence of excessive profits generated outside their main
business activity.
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Figure 5.5
Credit Aggregates and Deposit Accounts of Commercial Banks in the ECB
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The possibility of achieving such short-term "excessive" profits is
closely related to the issue of the effectiveness of the interest rate channel
of monetary policy. We debated the topic of the profitability of the Slovak
banking sector from the perspective of concentration in international
comparison in the previous issue of the Economic Developments. In this
issue, we take a closer look at the (limited?) strength of transmission of
monetary policy shocks to the interest rates of commercial banks in Slo-
vakia as one of the possible sources of additional profits in the commercial

banking sector.

Strength of Transmission of Monetary Policy Shocks

In Table 5.1, we provide an overview of the relevant characteristics of
the Slovak banking sector related to lending to firms and households. The
iron rule of a stable interest margin in the non-financial corporations
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(NFC) sector has been violated, and the near doubling in 2023 and 2024
was mainly driven by a significantly strong increase in the yield on loans.
While there was also an increase in interest rates on long-term time de-
posits, these account for only about one-third of total deposits, and so the
increase in their interest rates was not fully passed through to the aggre-
gate figures. This significant increase in the interest margin was also
accompanied by a more pronounced fall in total lending, with 2024 seeing
the first decline in total NFC lending over the period.

Table 5.1
Selected Characteristics of the Banking Sector Balance Sheet

[ 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025+

Panel A: Loans to Non-financial Corporations

Loans growth rate (YoY, %) 4.29 3.56 | 0.22 |10.75 | 694 | -1.77 1.03
Interest rate - term deposits (%) 0.15 | 0.07 | 0.00 | 033 | 296 | 352 | 262
Interest rate - sight deposits (%) 0.00 | 0.00 |-0.01 | 0.00 | 0.23 | 043 | 0.37
Interest rate - loans (%) 239 | 231 | 229 | 256 | 491 | 531 | 457
Interest margin 238 | 230 | 230 | 254 | 409 | 396 | 353
Short-term deposits/Long-term

deposits 1091 |10.81 |14.13 | 1117 | 3.63 | 233 | 235
Short-term loans/Long-term loans 1.15 | 110 | 1.04 | 1.08 | 1.07 | 1.03 1.14
Deposits/Loans (coverage) 0.69 | 0.72 0.74 | 0.73 | 0.78 | 0.86 0.83

Long-term loans/Long-term deposits| 8.05 | 7.87 |10.01 | 8.02 | 2.85 | 1.90 1.89
Panel B: Loans to Households and NPISH

Loans growth rate (YoY, %) 8.65 741 6.80 [10.76 | 6.40 | 3.75 6.37
Interest rate - term deposits (%) 078 | 071 | 061 | 061 | 135 | 2.09 | 2.05
Interest rate - sight deposits (%) 0.03 | 0.02 | 0.01 | 0.01 | 0.03 | 0.07 | 0.08
Interest rate - loans (%) 313 | 271 | 235 | 220 | 266 | 331 | 3.72
Interest margin 283 | 248 | 218 | 2.05 | 230 | 2.69 311
Short-term deposits/Long-term

deposits 176 | 237 | 289 | 333 | 293 | 265 | 2.70
Short-term loans/Long-term loans 0.06 | 0.05 | 0.04 | 004 | 0.04 | 0.03 | 0.03
Deposits/Loans (coverage) 1.02 1.02 1.03 | 095 | 089 | 091 0.92

Long-term loans/Long-term deposits| 2.55 | 3.15 | 3.61 | 440 | 4.28 | 3.89 | 3.90
Source: NBS; ECB; own calculation. *as of March 2025.

Deposit and lending activity in the household sector followed a similar
trend, albeit with much less vigour. Compared with the NFC sector, the
increase in interest margins was not only delayed by an average of one
year, but was also much smaller in scale. As in the case of NFC deposits,
households have only about one-third of their savings in term deposits, so
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only a very limited increase in interest rates on current accounts resulted
in a slight increase in the aggregate deposit rate. However, as banks did
not resort to a sharp increase in interest rates on loans to households
(whether due to competition and market share retention, stable profit
generation with low deposit rate elasticity, or as a result of multi-year
interest rate fixation),2¢ the increase in the interest margin was relatively
weak and only gradual.

Statements by the National Bank of Slovakia during 2024 confirmed the
trend of reaching the limit of the negative effects of restrictive monetary
policy and subsequent stabilization within the financial cycle. For this rea-
son, no macroprudential policy measures were taken during 2024. The
main factor behind the decline in corporate financing was weak demand
from companies themselves, precisely as a result of the increase in the
cost of financing, i.e. the interest rate on loans (NBS, 2024). In this case,
too, it can be concluded that the expected effects of monetary policy aimed
at limiting corporate investment activity have worked.

In this context, it is also important to note the very limited response of
households to the increase in interest rates on term deposits. While in
2019 the share of term deposits in total household deposits exceeded
36%, at the beginning of 2025 it stood at 27%, even after more than 24
months of restrictive monetary policy by the ECB with maximum key rates
at 4.50%. This trend continues to exacerbate the problem of low gross
savings among Slovak households, which we have already addressed in
previous issues of the Economic Developments.

The question of how the prices of loans and deposits in the household
and corporate sectors reacted differently to the ECB's restrictive policy is
an interesting one, both theoretically and empirically. In order to assess
whether the situation in the Slovak banking sector was exceptional com-
pared to the euro area economy, we decided to test the strength of the
response of bank interest rates using the local projection method. This
method allows us to track the evolution of the response in commercial
bank interest rates across different time horizons. In our example, we will

26 For a more detailed discussion of profitability developments in the Slovak banking sector, see
Box 3 in NBS (2023).



76

model the response for the 18 months following a change in the key inter-
est rate.?’ Figures 5.6 - 5.8 illustrate the strength of the response of
selected interest rates in Slovakia to a change (increase) in the key ECB
interest rate over the period of EMU membership (2009 - 2025).28

As can be observed for the aggregate of loans (Figure 5.6, left-hand Fig-
ure), an increase in the key interest rate is passed on to the price of cor-
porate loans almost immediately, with the maximum strength of the pass-
through being reached after four to six months and gradually fading away
after about one year. In contrast to the euro area as a whole, while the path
of the shock's unwinding is very similar for Slovakia, the strength of the
transmission reaches almost twice as high approaching a unit response.2?

Conversely, in the case of the household sector (Figure 6.6, right-hand
Figure), the strength of the pass-through is statistically insignificant (unlike
in the euro area) and thus reaches a pass-through strength of almost zero.
In the case of the euro area, the pass-through to deposit rates for house-
holds is statistically significant, but its strength is also relatively low.3° The
period of restrictive monetary policy of the ECB thus manifested itself in

27 Given that we are working with the cyclical part of the time series, the interpretation of the re-
sults will be based on the transmission of short-term shocks to commercial bank interest rates.
In other words, we will look at the transmission of the cyclical part of the key interest rate, i.e.
deviations from the long-term trend, to the cyclical part of long-term interest rates. Since monetary
policy mostly focuses on short- to medium-term effects, this method of analysis is appropriate for
our discussion. Tests of the existence of a long-term (theoretical) relationship between the key
interest rate and bank interest rates are usually performed using long-term equilibrium models;
see Domonkos et al. (2023).

28 As part of the sensitivity analysis, we also made estimates using a variable capturing change in
macroprudential policy. The estimates remain virtually unchanged, even with the shortening of
the time period to 2023.

29 A review study by lorngurum (2024) documents that scientific literature generally reports the
strength of the transmission of the short-term effect of interest rate increases at a level of approx-
imately 50%. Our results for the euro area confirm these estimates, but the response of Slovak
corporate lending rates is considerably stronger.

30 The low pass-through to deposit interest rates for households was also a topic of economic policy
in other individual euro area countries. Possible responses and measures included, for example,
persuasive discussions between central bank representatives, finance ministry representatives
and commercial banks (in the form of moral suasion) regarding stronger transmission (Source:
<https://www.thebanker.com/content/7eee286b-c82a-59d2-a0c7-a10cfe03aba8>), the issue of
raising interest rates on deposits at a systemically important local player (potentially a state-
owned bank]) to trigger a market response from competitors (Source: <https://www.hnb.hr/en/-
/uhvati-me-ako-mozes-rast-kamatnih-stopa-na-orocene-depozite>), or the issuance of govern-
ment bonds for small investors, which were intended to serve as an alternative yield asset (RaSic
and Hinger, 2025).



77

the lending activity of Slovak commercial banks not only through a more
pronounced drop in corporate funding (Table 5.1), but also through a sig-
nificant increase in the cost of lending. The household sector was signifi-
cantly insulated from similar developments, with only a decline in the
growth rate of lending at, on average, unchanged funding prices.31

Figure 5.6

Impulse Response Functions (IRF) to Changes in the ECB Key Policy Rate
for the Next 18 Months (left figure - average interest rates on loans to the NFC
sector; right figure - average interest rates on loans to the HH sector)
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Note: IRF generated through local projection method (Jorda, 2005). The variables enter the model
as their cyclical component estimated using the Hodrick-Prescott filter. The dependent variable is
the average interest rate on loans to the corporate sector (NFC - non-financial corporations) and
the household sector (HH - households). Control variables include the VIX index and three varia-
bles capturing unconventional monetary measures obtained from central bank balance sheet in-
formation (holdings of government securities, holdings of MFI securities, MFI loans). The estima-
tion is performed on monthly data for the period 2009 - 2025, with both the shock and control
variables entering the model with a 1- to 6-month lags.

Source: ECB; FRED; own computation.

31 A review study by Gregor et al. (2021) points out that most research studies document the ob-
servation that the pass-through into corporate loans tends to be generally stronger than the pass-
through into mortgage loans to households, which may be related to the length of the loan maturity
as well as its fixation.
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Figure 5.7 provides the same view of the pass-through of interest rate
changes, but in this case to the prices of term deposits. The corporate sec-
tor in the euro area, but also in Slovakia, benefits relatively strongly from
a higher ECB key interest rate, as on average 70% of the shock is passed
on to deposits in the event of a rise in this rate. In this case, Slovakia does
not differ statistically from the euro area. Taking into account the strength
of the pass-through to lending rates (Figure 5.1), it can be concluded that
interest margins in the NFC lending sector in Slovakia are increasing in
response to a more restrictive monetary policy.

Figure 5.7

Impulse Response Functions (IRF) to Changes in the ECB Key Policy Rate
for the Next 18 Months (left figure - average interest rates on term deposits
for the NFC sector; right figure - average interest rates on term deposits

for the HH sector)
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Note: IRF generated through local projection method (Jorda, 2005). The variables enter the model
as their cyclical component estimated using the Hodrick-Prescott filter. The dependent variable is
the average interest rate on term deposits to the corporate sector (NFC - non-financial corpora-
tions) and the household sector (HH - households). Control variables include the VIX index and
three variables capturing unconventional monetary measures obtained from central bank balance
sheet information (holdings of government securities, holdings of MFI securities, MFI loans). The
estimation is performed on monthly data for the period 2009 - 2025, with both the shock and
control variables entering the model with a 1- to 6-month lags.

Source: ECB; FRED; own computation.
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Households benefit at least partially from restrictive monetary policy,
with the strongest transmission occurring only after more than half a year
after the initial shock. In terms of the strength of the transmission, there is
only a very modest impact on commercial interest rates in this sector, up to
a maximum of 30 percent. This weak pass-through is even more pronounced
for sight deposits (Figure 5.8), where the strength of the pass-through
reaches a maximum of 10 percent. In the specific case of this shortest and
most liquid segment, the response in the price of deposits offered to Slovak
households turns out to be close to zero and thus statistically insignificant.

Figure 5.8

Impulse Response Functions (IRF) to Changes in the ECB Key Policy Rate
for the Next 18 Months (left figure - average interest rates on sight deposits
for the NFC sector; right figure - average interest rates on sight deposits

for the HH sector)

NFC Deposits (current) HH Deposits (current)
@ ©
o o~
o ' 5 /\/\/\\
IRF’s CI (80%) Eurozone IRF’s CI (80%) Eurozone
- IRF's CI (90%) Slovakia — IRF's Cl (90%) Slovakia
0 5 10 15 20 0 5 10 15 20

Note: IRF generated through local projection method (Jorda, 2005). The variables enter the model
as their cyclical component estimated using the Hodrick-Prescott filter. The dependent variable is
the average interest rate on sight deposits to the corporate sector (NFC - non-financial corpora-
tions) and the household sector (HH - households). Control variables include the VIX index and
three variables capturing unconventional monetary measures obtained from central bank balance
sheet information (holdings of government securities, holdings of MFI securities, MFI loans). The
estimation is performed on monthly data for the period 2009 - 2025, with both the shock and
control variables entering the model with a 1- to 6-month lags.

Source: ECB; FRED; own computation.
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Empirical evidence shows that the strength of the transmission of the
ECB's restrictive monetary policy to deposit rates is half as strong in this
financial cycle as it was during the last key interest rate hike in 2006 -
2007 (Messner and Niepmann, 2023). The paradox is that, since the inter-
est rate on household loans in Slovakia responded only to a limited extent

to restrictive monetary policy, the main "winners" from this phase of
the ECB's tight monetary policy were, perhaps less surprisingly, Slovak
households.

The reasons for the varying strength of monetary policy transmission
to commercial banks’ deposit and lending rates across countries and sec-
tors are an active area of current academic research. Within the ECB, this
research topic is receiving special attention in the newly established
working group “Challenges for Monetary Policy Transmission in a Chang-
ing World Network”.32 Given the current state of knowledge, it can be con-
cluded that the pass-through of changes in the key interest rate to bank
interest is influenced by a number of factors - whether it is the extent of
development of domestic financial markets (as an alternative form of in-
vestment), the size the domestic banking sector, or the degree of central
bank independence (Gregor et al., 2021). In the case of determinants from
the real economy, FDI inflows and economic development help to increase
the strength of the transmission, while in contrast, the strength of the re-
sponse decreases in periods of elevated inflation (Iorngurum, 2024).33
The deterioration in the transmission of restrictive monetary policy shocks
in 2022 - 2023 can also be partly explained by the accumulation of high
volumes of liquidity in the banking sector, which has persisted in the sys-
tem since the central bank's pandemic measures (PEPP program).

In the case of Slovakia, the (in)possibility and (in)availability of alter-
native forms of financing for the household sector may prove to be an
important factor. In view of the above-average response in the corporate
sector in Slovakia vis-a-vis the euro area, the possible interpretation of

32 <https://www.ecb.europa.eu/pub/research-networks/html/champ.en.html>.

33 A more detailed discussion of the possible factors behind the weak transmission of the key in-
terest rate increase to deposit interest rates in an individual euro area country - the Netherlands
- is available in the NACM report (2024). This report was produced in response to an inquiry from
the Dutch Ministry of Finance, which pointed to the weak response of commercial banks to the
ECB's key interest rate increase.
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this phenomenon may depend on market factors, such as the direct link
between lending rates and market rates, and the (low) duration of the
fixation period.

Monetary policy performance in 2024 has had a successful year of sail-
ing into a harbour called "soft landing". After years and decades of unusual
economic situations and even more unconventional monetary policy, 2024
has brought a semblance of normality for the first time. Monetary policy
has been given room to use all instruments, including the key interest rate,
the inflation target has been achieved and expectations in this area are
favourable for the euro area. On the other hand, developments towards
the end of 2024 in some individual economies suggest that significant
geopolitical uncertainty arising from, among other things, the outcome
of the US presidential election could significantly disrupt this safe haven
in 2025.

The year 2024 also marked consolidation and stabilisation around
equilibrium in the Slovak banking sector. However, the way in which the
sector reached this equilibrium is interesting. While corporate sector fi-
nancing fell into the red and was associated with a significant increase in
the interest margin, household financing experienced a relatively gradual
decline with a slight increase in the interest margin. Moreover, the early
signs from 2025 indicate that the trend of focusing on financing the con-
sumption desires of the population is back with undiminished force. A cer-
tain "recovery" in household lending and a significantly stronger transfer
to the corporate sector is partly specific to Slovakia, as pointed out by an
analysis of the response to shocks generated by the local projection
method.

From the perspective of the future financing of Slovakia's economic
development, these tendencies may thus imply negative prospects. The
already below-average levels of investment activity reflect the lower gross
savings of the population, which have responded only to a limited extent
to two years of key interest rate increases.
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The tendency towards today's rapid consumption or the replacement
of investment activity in the form of real estate ownership may appear to
be a certain reaction to a period of high inflation (for more details, see
Chapter 4 - Price Development). An alternative explanation is the lack of
investment alternatives for the general population due to a dysfunctional
capital market, which results in a vicious circle: banks are not motivated
to increase deposit interest rates because households do notreactand "do
not complain,” and households do not generate sufficient gross savings
because they are not motivated by rising interest rates. The issuance of
government bonds to the general public can mobilize savings and bring
competition to the deposit accounts segment for households.

At the same time, as we are already at the beginning of the monetary
easing cycle, from the banking sector's point of view, there should be
a faster and more pronounced response in the financing of the corporate
sector - but there is no need to be overly optimistic. The lorngurum (2024)
study points to markedly asymmetric effects of monetary policy, whereby
a cut in key interest rates will only translate into lower interest rates of
up to 30% on average. Combined with the effects of the bank levy (see
previous Economic Developments) and the financial transaction tax (see
Chapter 6 - Public Finance for more details), this makes the recovery of
private corporate sector financing one of the key economic policy issues.
Also in view of the broader discussion on the lost investment and innova-
tion capacity of the euro area economy (and Slovakia), we will see in the
near future how economic policy and the Slovak economy will deal with
the issue of development investment financing.
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6. PUBLIC FINANCE

The development of public finances in the Slovak Republic in 2024 was
marked by continued budgetary tension, reflecting long-term structural
problems and the need for consolidation. The first wave of consolidation
measures, however, was not sufficient to reduce the structural deficit, and
the government adopted several additional measures, primarily on the
revenue side of public finances, effective from 2025. Public finances were
significantly influenced by the domestic political process as well as exter-
nal factors due to instability in Europe (Russian aggression in Ukraine,
risks in energy markets, and the decision to further subsidize them for
households).

Development of General Government Budget

The public administration deficit for 2024 reached 5.27% of GDP. This
was confirmed by the Statistical Office of the SR in its latest report. This is
significantly less than the approved budget anticipated. The budget had
estimated the deficit at 5.97%. The better financial result was primarily
due to better tax collection and higher non-tax revenues. On the expendi-
ture side, positive factors included lower state budget expenditures re-
lated to the purchase of defense technology, as well as lower contributions
to the EU budget. The actual deficit achieved was also positively influ-
enced by the financial management of several public administration enti-
ties. Conversely, energy price compensation costs were notably higher
than budgeted. At the same time, the set public expenditure limit for 2024
was evaluated for the first time, and its value was adhered to.

Since 2020, there has been a significant deterioration in Slovakia's public
finances. The state budget deficit deepened from -1.21% of GDP in 2019
to -5.30% of GDP in 2020 due to the COVID-19 pandemic. After a tempo-
rary improvement in 2022 (-1.67% of GDP), it rose again to -5.21% in
2023 and an anticipated -5.78% in 2024. The primary balance has been
consistently negative since 2020, with the exception of 2022 (-0.63% of
GDP), and is expected to be -4.35% in 2024. The structural balance has
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been negative throughout the entire period and will reach -4.81% of GDP

in 2024, signaling serious problems in budgetary policy settings. Public
debt increased from 49.3% of GDP in 2018 to 60.2% in 2021. After a slight
decrease, it will reach 58.9% of GDP again in 2024. Net debt is expected to
be at 50.1% of GDP. This development points to the increasing vulnerabil-

ity of public finances and the need for fundamental reforms to ensure their

long-term sustainability.

Table 6.1

Key Public Finance Indicators in 2021 - 2024
Indicator 2021 2022 2023 2024
Net lending (+)/net borrowing (-) (mil. EUR) -5187.2 | -1837.7 | -6399.4 | -7590.7
Net lending (+) /net borrowing (=) (% GDP) -5.1 -1.7 -5.2 -5.8
Primary balance (% GDP) -4.0 -0.6 -4.0 -4.4
Structural primary balance (% GDP) -0.4 -0.1 -1.9 -3.4
Structural balance (% GDP) -1.5 -1.2 -3.1 -4.8
General government gross debt (Maastricht)
(mil. EUR) 60.2 57.7 56.1 58.9
General government net debt (% GDP) 48.9 47.6 48.4 50.1

Source: Ministry of Finance of the SR (2025a).

Table 6.2

Impact of Local Government Management on the Public Administration

Budget in 2022 - 2024 (in thousands of EUR)

2022 2023 2024 2024
Budget Actual Difference

Municipalities and their
budgetary organizations -287784 | 124779 -283 250 35270 318520
Self-governing regions
(VUC) and their budgetary
organizations -141839 | -89995 -115617 | -59167 56 450
Contributing organizations
of municipalities -1694 1213 -323 1386 1709
Contributing organizations
of self-governing regions
(V3Q) -1050 11419 -175 -7 623 -7 448
Transport companies -9411 71771 -13136 -74 632 -61 496
Healthcare facilities of local
government 29023 | -13115 -2017 -2 2015
Other local government
entities 2091 | -24817 0| -24817 -24 817

Source: SZU (2025).
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In 2024, local government achieved a better financial result than
budgeted - the deficit according to ESA methodology was almost EUR 285
million lower. Municipalities recorded a surplus of over EUR 146 million
instead of the planned deficit, thanks to higher shared taxes, corporate
income tax compensations, EU grants, and an increase in local revenues.
Expenditures grew, especially for wages and investments, but the surplus
remained significant, though lower according to ESA due to an increase in
liabilities. Self-governing regions (VUC) also managed their finances bet-
ter, with a lower cash deficit (EUR 42 million). Revenues were strength-
ened mainly by taxes, grants, and transfers, while expenditures were pri-
marily directed towards capital investments. The ESA deficit was higher
than the cash deficit, influenced by accounting movements.

Table 6.3

Impact of Social Security Funds Management on the Public Administration
Budget in 2022 - 2024 (in thousands of EUR)

. . 2024 2024
S 1S Fund
ocial Security Funds 2022 2023 Budget Actual Difference
Social Insurance Agency 191 323 51561 140 099 316996 176 897
Public Health Insurance 552 | 224675 179 010 53103 -125907

Source: SZU (2025).

The Social Insurance Agency achieved a surplus of EUR 317 million in
2024 according to ESA methodology, which is EUR 177 million more than
the planned budget. The main reason was a higher transfer from the state
budget (by EUR 1.12 billion), related to rising pension expenditures.
Conversely, premium revenues were lower, especially from economically
active persons. Higher revenues came from outstanding premiums, and
the deleveraging of hospitals also had a positive effect. The ESA surplus
was also influenced by the imputation of receivables from healthcare
facilities and the accrual of premiums. Total expenditures reached EUR
14.07 billion, which is EUR 1.07 billion more than the budget, mainly due
to the 13th pension and the increase in early retirements. Expenditures
for sickness and maternity benefits were lower due to a decrease in birth
rates. Health insurance companies achieved an overall surplus of EUR 53.1
million, which is EUR 125.9 million less than planned. A significant impact
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was a lower collection of premium revenues by EUR 42.4 million. Expend-
itures of public health insurance for healthcare were higher than budg-
eted, especially in the area of medicines and shared diagnostic and thera-
peutic components. There was also a high increase in other healthcare.
In inpatient healthcare, there was no significant overall budget overrun,
but VSeobecna zdravotna poistovna (General Health Insurance Company)
recorded a significant exceeding of minimum amounts.

Medium-Term Trends in Public Finance Development

Based on a long-term analysis of data for the years 2018 to 2025, we
can observe a clear upward trend in both revenues and expenditures
throughout the monitored period. Total revenues increased from approx-
imately EUR 37.1 billion in 2018 to a planned EUR 55.2 billion in 2025.
Similarly, total expenditures rose from EUR 37.8 billion in 2018 to a planned
EUR 61.2 billion in 2025. Expenditures are systematically growing faster
than revenues. This trend is reflected in the persistent and even deepen-
ing budget deficit, which is planned to reach EUR 6.0 billion in 2025.

On the revenue side, key items are tax revenues and social security
contributions.

e Tax revenues: Show stable growth, with the most significant being
value-added tax (VAT) and income taxes (corporate and personal). For
example, VAT increased from EUR 6.7 billion in 2018 to a planned EUR
10.8 billion in 2025.

e Social security contributions: Form an increasingly significant part of
revenues and show very dynamic growth - from EUR 11.4 billion in 2018
to an expected EUR 20.4 billion in 2025.

e (Grants and transfers from the EU: These revenues are more volatile,
with a peakin 2021, and a slight decrease is expected in 2024 - 2025 com-
pared to previous years due to the still slow absorption of cohesion policy
funds.

On the expenditure side, social benefits and employee expenditures
dominate.
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e Social benefits: Represent the largest expenditure item, and their vol-
ume is growing dramatically - from EUR 14.8 billion in 2018 to a planned
EUR 27.2 billion in 2025. This increase is the main factor in the overall
growth of expenditures.

e (Compensation of employees (wages and salaries): Also show stable
growth, reflecting salary increases in the public sector, especially in 2022
and 2023.

o [nterest costs: After a period of relative stability, a significant in-
crease in planned expenditures for state debt servicing is observed from
2022, which is expected to reach EUR 2.6 billion in 2025. This is related to
increasing indebtedness and rising interest rates on international finan-
cial markets.

e Capital expenditures: These expenditures (investments) fluctuate,
indicating variability in state investment activity, but for 2025, a volume
of only EUR 4.0 billion is planned.

Rising debt service costs are another warning sign for future fiscal sta-
bility. In response to the reform of European fiscal rules, the Government
of the Slovak Republic submitted its first National Fiscal-Structural Plan
(MF SR, 2024), which aims to ensure the sustainability of public finances
and adapt them to expected challenges, especially in connection with pop-
ulation aging. The plan covers the period 2025 to 2028 and focuses on
gradually reducing the deficit and stabilizing public debt below the EU
reference levels of 3% of GDP for the deficit and 60% of GDP for public
debt. The main pillars of the plan include:

e Fiscal consolidation: The government commits to reducing the defi-
cit by approximately 1% of GDP annually, with the aim of reaching 2% of
GDP in 2028.

o Application of expenditure limits: According to § 30aa par. 1 of Act No.
523/2004 Coll, the public expenditure limit means the maximum amount
of expenditures expressed as a sum determined in accordance with the
permitted year-on-year growth of net expenditures with reference to
Art. 2 par. 2 of Regulation (EU) 2024/1263. This regulation defines net
expenditures as general government expenditures excluding interest
expenditures, discretionary revenue measures, expenditures on Union



88

programs fully covered by Union funds revenues, national co-financing
expenditures for Union-funded programs, cyclical elements of unemploy-
ment benefit expenditures, and one-off and other temporary measures
(MF SR, 2025). The maximum cumulative growth of net public expendi-
tures is set at 8.1% until 2028. Consolidation measures totaling 4.4%
of GDP (approx. EUR 7 billion) are needed to achieve the 2028 target.
Expenditure limits will be the basic binding rule instead of the previous
complex structural balance framework. The plan includes investments in
defense, renewable energy sources, railway infrastructure, energy secu-
rity, and green transformation. In the area of digital transformation, em-
phasis is placed on supporting innovation and research. Education, social
inclusion, and energy poverty are other priorities, as is the modernization
of public administration.

The plan assumes an average GDP growth of almost 2% annually in the
period 2025 - 2028. Inflation is declining after the shocks subside, creat-
ing room for real wage and consumption growth. Unemployment remains
at historical lows, but demographic developments are reducing labor sup-
ply. The plan is based on forecasts from autumn 2024. It presents ambi-
tious consolidation goals that should ensure the long-term sustainability
of Slovakia's public finances while supporting strategic reforms and in-
vestments. The assumptions of falling inflation rates are questionable, as
the adopted measures have an inflationary effect.

According to the latest evaluation report by the European Commission
(EC, 2025), Slovakia faces high risks to public finance sustainability in the
short, medium, and long term. In the short term, these risks are mainly
driven by unfavorable macroeconomic and financial factors. In 2024, fi-
nancing conditions are relatively strict, the current account showed a high
deficit, and household savings rates were low. Added to this is a high gov-
ernment deficit, which further increases budget vulnerability. Although
rating agencies still assess Slovakia as an investment-grade country, there
have been rating downgrades - first by Fitch and later by Moody’s. Moody’s
lowered Slovakia's rating to A3 and changed the outlook from negative to
stable. It also expects Slovakia's public debt to exceed the level of similarly
rated countries in the coming years.
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The medium-term outlook is not more optimistic. With unchanged fis-
cal policy, government debt could increase to 96% of GDP by 2035. The
key factor in this increase is a structural primary deficit of 3% of GDP,
without accounting for aging-related expenditures. This deficit is unusu-
ally high compared to the past, suggesting that Slovakia has had signifi-
cantly stricter budgetary policies before. An important risk factor is also
the growth of aging-related expenditures, which will significantly burden
public finances in the coming decades. A rise in gross financing needs is
also expected, which could reach up to 14% of GDP in 2035. The Commis-
sion tested several alternative scenarios - most of them assume even
higher public debt than in the baseline scenario, with the only exception
being a return to the historical average structural balance, which could
slightly reduce the risks.

Long-term risks also remain high. The assessment is based on two in-
dicators that express the fiscal effort needed to stabilize debt (S2) and re-
duce it to 60% of GDP by 2070 (S1). Indicator S2 suggests that the struc-
tural balance would have to improve by as much as 7.8% of GDP, mainly
due to the expected increase in aging-related expenditures. Expenditures
on pensions, health, and long-term care alone account for more than half
of this needed improvement. The rest is related to the unfavorable budg-
etary starting position. Similarly, S1 also points to the need for a signifi-
cant improvement, specifically by 6.5% of GDP, if Slovakia were to sus-
tainably reduce its debt to European reference values.

Complementary factors also play a role in risk assessment. A high share
of state debt held by foreign investors poses a certain danger, which could
mean greater vulnerability in the event of turbulence in global markets.
On the other hand, the structure of the debt itself has a stabilizing effect -
Slovakia has a low share of short-term debt, and all liabilities are denom-
inated in euros, eliminating exchange rate risk. The gross general govern-
ment debt ratio increased year-on-year to 56% of GDP. Among V4 coun-
tries, Slovakia had the second highest debt after Hungary (Figure 6.1).

By original maturity, the gross public debt consists of:

e Short-term debt of 0.6% (EUR 381.5 million).

e Debt with an original maturity of over one year of 99.4% (EUR 68.4
billion).
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In terms of territorial structure, foreign creditors hold the majority of
Slovakia's Maastricht public debt, specifically 51.9% (EUR 35.7 billion).
Domestic creditors' portfolio accounts for 48.1% (EUR 33 billion) of

Maastricht debt.
Figure 6.1
Comparison of Gross Public Debt in % of GDP (2017 - 2024)
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Figure 6.2

Comparison of Public Administration Deficits in % of GDP (2017 - 2024)
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The comparison of the public administration deficit with V4 countries
and selected EU countries is even less favorable. Slovakia had the second
highest deficit. Only Poland had a higher deficit, but it is significantly in-
vesting in strengthening its defense capabilities. This development high-
lights the need for public finance consolidation during the upcoming elec-
toral cycles.

Development of Central Government Budget in 2024

In 2024, the state budget ended with a deficit of EUR 6.3 billion, a year-
on-year decrease of EUR 1.3 billion. The year-on-year decrease was con-
tributed to by higher tax revenue collection (especially corporate income
tax, VAT, and excise duties). Overall, revenues were EUR 770 million higher
year-on-year. On the expenditure side, there was a year-on-year decrease
of EUR 540 million, but primarily at the expense of capital expenditures
(EUR 876 million), which we consider a very negative development. In
combination with a year-on-year decrease in revenues from the EU budget,
investment activity from public sources was again dampened in 2024.

Table 6.4
Development of Central Government Budget in 2021 - 2024 (in mil. EUR)
2021 2022 2023 2024
Total Revenue 15750 17197 19 029 23 688
1. Tax 11872 13546 15517 17 441
2. Non-tax 1289 1338 1285 1738
3. Grants and transfers 2588 2313 2227 4509
Total Expenditure 23509 24 211 20 847 31364
Current expenditure 20 846 21772 20 847 26 650
Capital expenditure 2 662 2 440 2707 4714
Deficit/Surplus (right axis) -7 758 -7 014 -4 524 -7 675

Source: MF SR (2025b); own calculations.

Figure 6.3 illustrates the development of state budget revenues over
the past 5 years. Over the past 5 years, total revenues increased by EUR
8.7 billion, of which tax revenues increased by EUR 6.4 billion and non-tax
revenues by EUR 620 million.
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Figure 6.3
Central Government Budget Development in 2020 - 2024
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Figure 64
Development of Central Government expenditure in 2020 - 2024
35000 0
30 000 -1000
25000 2000
-3000
20000 -4 000
15 000 -5000
10 000 -6.000
-7 000
0 L - -9.000
2020 2021 2022 2023 2024
mmmm Total expenditure Current expenditure

[ Capital expenditure Defici/Surplus (right axis)

Source: MF SR (2024a).

Looking at expenditures, we can observe a natural increase over the past
5 years (Figure 6.4). Compared to 2020, total expenditures were higher
by EUR 7.3 billion. Current expenditures increased by EUR 6.1 billion
during this period, and capital expenditures by only EUR 1.1 billion. How-
ever, the figure for capital expenditures is distorted by the completion of
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cohesion policy fund absorption at the end of 2023 and absorption in
2024. Thus, the trend of relatively low capital expenditures from domestic
sources continued, and after the end of the last programming period, cap-
ital expenditures were lower. There was also a year-on-year decrease in
the absorption of cohesion policy funds by EUR 377 million.

Central Government Budget Deficit and Central Government Debt

During the last electoral cycle, state budget deficits reached their high-
est values since 2008 (Figure 6.5). This was caused by several external
shocks to which the state budget had to respond with a sharp increase in
expenditures. The pandemic, Russian aggression in Ukraine, and the re-
sulting energy crisis necessitated massive subsidies for compensatory
measures for several economic sectors, as well as subsidies to compensate
for energy carrier prices. In 2023, energy prices were already at a level
that did not require high subsidies from the state budget. As part of nego-
tiations with the European Commission, EUR 1 billion was transferred
from structural funds for energy price compensation.

Figure 6.5
Central Government Deficit in 2008 - 2024
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The volume of deficits in the last four years naturally also reflected in
the central government debt, which reached EUR 75.2 billion. In relation
to GDP, however, central government debt increased again from 2021,
mainly due to lower economic growth.

Figure 6.6
Central Government Debt in 2008 - 2024
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Table 6.5 shows the structure of state debt by its maturity, ranging
from under one year to thirty years and more. In the category of govern-
ment bonds and treasury bills, the largest share is in maturities up to 15
years. In the category of bank loans and other instruments, maturities of
up to 29 years and 30 years and more prevail.

Table 6.5
State Debt by Original Maturity in 2024
Government bonds | Bankloans
and Treasury bills and other Other liabilities Total
Up to 1 year 0 0 88 0.4
Up to 5 years 4.2 0 12 3.9
Up to 7 years 4.1 9.2 0 4.5
Up to 10 years 7.9 4.4 0 7.6
Up to 15 years 42.9 10.6 0 40.1
Up to 29 years 31.1 43.3 0 31.9
30 years and more 9.8 32.5 0 11.6

Source: SZU (2025).
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Based on this structure, we can conclude that 72% of the state debt is
covered by debt instruments with maturities from 15 to 29 years, which
creates the necessary stability in the medium and long term for debt ser-
vicing. However, this share decreased year-on-year by 2 percentage
points. Inflationary pressures caused by rising price levels, interventions
by the European Central Bank (ECB), and naturally also increased the
costs of servicing Slovakia's debt. Figure 6.7 shows the development of in-
terest rates on Slovak government bonds with a ten-year maturity. At the
end of 2024, the average interest rate on bonds reached 3.29%. This rep-
resents a slight year-on-year decrease, mainly due to the ECB's interest
rate reductions.

Figure 6.7
Development of Interest Rates on 10-year Slovak Government Bonds
in 2007 - 2024 (in %)
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Consolidation Measures Adopted in 2024

On October 3, 2024, Parliament approved a set of consolidation mea-
sures aimed at improving the state's fiscal position and reducing the pub-
lic finance deficit. The projected net yield of these measures for 2025 is
approximately EUR 2.7 billion. The main measures include:
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Changes in VAT Rates

As of January 1, 2025, three new VAT rates will come into effect:

e The basic rate for most goods and services will increase from 20%
to 23%.

¢ Areduced rate of 5% will apply to basic foodstuffs, medicines, books,
printed materials, hotel services, restaurants, fitness center services,
and sports events.

e A 19% rate will be used for other foodstuffs, electricity, and food for

coeliacs, etc.

According to initial government calculations, the new rates would
bring EUR 1.19 billion to the budget; however, the Budget Council fore-
casts a yield of EUR 712 million. While hoteliers and restaurant owners
successfully lobbied for the lowest 5% rate, spas, aquaparks, and swim-
ming pools will see their VAT increase from 10% to 23%, which poses
a risk of significant price increases after considering other taxes.

Financial Transaction Tax

This tax is collected on payments from a business entity's transactional
account. This type of tax does not apply to all entities or all types of pay-
ments. The FTT targets business entities and aims to tax financial flows
outside of tax and levy obligations. Card payments are exempt, which may
encourage their wider use. The existence of a cap on the tax amount for
large transactions may be beneficial for large companies. Taxing cash
withdrawals incentivizes businesses to use cashless transactions. The
exemption of the non-profit sector and local government from the tax
reflects an effort not to increase their financial burden.

Table 6.6

FFT Rates
Transaction (amount) Tax rate
Transaction (amount) Tax rate
Card payment (EUR 100) EURO
Outgoing payment (EUR 100) EUR 0.40
Outgoing payment (EUR 1,000) EUR 4
Outgoing payment (EUR 5,000) EUR 20
Outgoing payment (EUR 10,000) EUR 40

Source: own processing.
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Taxpayers are:
e Self- employed persons
¢ Free professions (lawyers, doctors, architects, artists, etc.)
e Limited liability companies, joint-stock companies, general partner-
ships, limited partnerships, cooperatives, state-owned enterprises
e Political parties
¢ Independent farmers
Non-taxpayers are:
e Employees
e Pensioners
e Authors and lessors of real estate
e (Civic associations, foundations, non-profit organizations
e Municipalities, self-governing regions (VUC), schools, healthcare
facilities (unless they are commercial companies)
e Slovak Academy of Sciences, Matica slovenska
Taxed are:
¢ QOutgoing payments from a business entity's transactional accounts,
e.g., payments of invoices, utilities, services, insurance
e (Cash withdrawals from a business entity's transactional account
e Reclassified costs within large corporate groups
Not taxed are:
e (Card payments
e Payments of taxes and levies (e.g., to the State Treasury, Social In-
surance Agency, health insurance)
¢ Payment of benefits (social benefits, pensions, medicines reimbursed
by insurance companies)
e Payments tied to third-party funds (notary escrow, bailiff accounts)
The FTT only applies to business entities, while, for example, VAT or
income tax also apply to ordinary people (consumers, employees). Con-
versely, contributions and income tax are mandatory for every income,
while the FTT is linked to expenditure transactions. For FTT, the basis is
the outgoing payment itself - regardless of its purpose or whether it was
profitable. Other taxes are generally linked to profit or consumption -
which makes FTT less tied to the economic reality of doing business.
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Table 6.7
Comparison of Financial Transaction Tax with Other Taxes
Type of Tax Tax Subject Tax Base Rate/Amount |Purpose and Nature
Financial Buts_itr_less Outgoin%f E.g, EUR 0.40 Fee for finta}récial d
Transaction entities payment from | o°* oo 100, movement; targete
(natural and a transactional at businesses, not
Tax (FTT) max. EUR 40 (cap) . s
legal persons) account ordinary citizens
; ; Consumption tax,
Final consumer 20% (basic), ’
Xﬁge(c;/'?};?) (via business 2?115 soefr%(i):is 10% (selected forms the largest
entity) goods) state budget
revenue
Personal Natural persons | Grossincome | 19% up to JEUR Tax on income from
Income Tax (employees, (after ) 38,553, 2.5 /.0 . work or business
self-employed) deductions) above this limit
Taxable profit :
Corporate Legal persons (revenuep; - 21% Taxation of
Income Tax corporate profits
costs)
Social and Employees, Social Insurance: ) . .
Health employers Gross wage approx. 33.15%, | Financing of social
Contributions | self-employed Health and health system
Insurance: 14%
Motor prers of Engine POWET | ;hhrox. EUR 50 - Regional tax
Vehicle Tax veh1cle§ used and vehicle EUR 2,000/year intended for local
for business category governments
Final consumer Sale Fixed amount Regulation gnd
Excise Duties (via seller) of alcohol, per unit (e.g., TEVENUE — alms to_
tobacco, fuels | EUR/liter) reduce f:onsumptlon
of certain goods

Source: own processing.

The FTT rate is fixed and relatively low, but with large transaction vol-

umes, it can have a significant impact (e.g., on cash flow). In contrast, VAT

or income tax have percentage rates that are derived from the amount of

income or price. The FTT is relatively easy to collect if it is automated by

domestic financial institutions, which shifts the costs of collecting this tax

to these institutions. Other taxes (e.g., income tax, contributions) require

more complicated calculations, tax returns, and controls due to complex

tax legislation. The Financial Transaction Tax is a supplementary, rela-

tively simple tax that targets money flows in the business environment,

not income or consumption like other taxes. Its low rate, specific base

(outgoing payments), and exclusion of ordinary citizens and non-profit

entities make it specific within the Slovak tax system.
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Increase in Corporate Income Tax Rate

An important measure in terms of revenue is the increase in the corpo-
rate income tax rate from 21% to 24% for companies with annual reve-
nues exceeding EUR 5 million. More than 5,000 entities could be affected,
from which the Budget Council estimates a revenue of up to EUR 500 mil-
lion. The coalition also introduced special levies for refineries (EUR 36
million) and mobile operators (EUR 25 million), but abandoned the in-
crease in levies for energy companies due to fear of violating the memo-
randum with Slovenské elektrarne, thus losing a planned EUR 150 million
in revenue from the package. However, the state, as an shareholder in
energy companies, intends to extract dividends from them. According to
the approved package, the threshold for taxable income for self-employed
individuals with a 15% rate is increased from EUR 60,000 to EUR 100,000,
while small companies will pay only 10% tax on income up to EUR 100,000.
The withholding tax on dividends is also reduced from 10% to 7%.

Adjustments to the Child Tax Bonus

The child tax bonus for children under 15 years is reduced from EUR
140 to EUR 100 per month, for children under 18 it will decrease to EUR
50, and for older children there will be no entitlement. The entitlement
to the bonus is further limited by the parent's income (completely lost if
earning over EUR 3,632) and the place of taxation (min. 90% of income
from Slovakia). The increase in wage contributions and the abolition of the
parental pension mean an average of EUR 665 less per year for 116,000
households, with another 117,000 families losing the bonus entirely.

Changes to Parental Pension

Parliament abolished the parental pension mechanism, instead intro-
ducing the option from 2026 to donate 2% of working children's taxes di-
rectly to their parents. The government expects savings of EUR 300 million.

Changes in the Levy System

Limits for social levies are being increased already in 2025 - the maxi-
mum assessment base will rise from seven times the average wage to
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eleven times (from EUR 9,128 to EUR 15,730). Due to pressure from
healthcare unions, the coalition adjusted the valorization of healthcare
salaries from the original 3% to 6%, with a budget impact of EUR 40
million.

Changes in Road Infrastructure Fees and Taxes

From January 2025, the price of the annual highway vignette will in-
crease from EUR 60 to EUR 90, the one-day vignette will rise from EUR
5.40 to EUR 8.10, the monthly to EUR 17.10, and the ten-day to EUR 10.80.
Motor vehicle tax will decrease for trucks to minimum rates but will in-
crease for personal vehicles used by businesses; from July 2025, tolls for
trucks are also to be increased.

Implementation of European Union Cohesion Policy

The Slovak Republic has been allocated EUR 12.79 billion from the
European Union budget for the 2021 - 2027 programming period. The
largest part of these funds, EUR 12.59 billion, is managed by the Opera-
tional Programme Slovakia, which replaces six operational programs
from the previous period. In addition, four smaller programs are also
being implemented, including cross-border initiatives and the Fisheries
program.

Program Slovakia draws funds from four main funds:

e EFRR (European Regional Development Fund)

e ESF+ (European Social Fund Plus)

e KF (Cohesion Fund)

e FST (Just Transition Fund)

Out of the total allocation of EUR 12.79 billion, only EUR 390.13 million
had been drawn as of December 31, 2024, representing 3.05%. Program
Slovakia itself reported a implementation of EUR 382.26 million, or 3.04%.
Despite calls being announced for EUR 8.92 billion (70.87% of the alloca-
tion) and projects contracted for EUR 4.52 billion (35.89%), the actual
implementation lags significantly, indicating considerable implementation
delays, problems in project implementation, or delayed payments.
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The current pace of implementation poses a risk of not meeting the n+3
rule, according to which Slovakia must submit expenditures of at least
EUR 1.18 billion by the end of 2025 to avoid losing allocated funds. The
second milestone is even more ambitious - by the end of 2026, an addi-
tional EUR 2.15 billion will need to be declared. At the current rate of
drawdown, it is highly probable that de-commitment is imminent - mean-
ing the forfeiture of unused funds back to the EU budget.

OP Slovakia has 5 defined objectives, which are divided into individual
priority axes. Although the programming period began in 2021, actual
implementation only started in 2023. MIRRI SR is responsible for the im-
plementation of Programme Slovakia, but it has delegated a significant
part of its competencies to 10 intermediary bodies (e.g., MD SR, MPSVR SR,
MZP SR, etc.). The fragmentation of responsibility, along with slow admi-
nistration, complex public procurement, and insufficient project prepara-
tion, are significant factors in the low drawdown.

The state of implementation of Program Slovakia as of December 31,
2024, indicates serious risks in the area of drawdown, especially in the
context of the n+3 rule. Although the allocation of calls and contracting are
progressing, implementation is significantly lagging, which could jeopard-
ize the retention of financial resources. It will be crucial to accelerate the
implementation of existing projects, improve coordination between man-
aging and intermediary bodies, and simultaneously remove administra-
tive barriers that hinder the payment of actual expenditures. Effective use
of EU funds will be decisive for Slovakia's development in the next two
years, especially in the areas of green transformation, digitalization, trans-
port, and social inclusion.

An interesting contrast is the state of implementation for the 2014 -
2020 period, where by the end of 2024, Slovakia reported a implementa-
tion of 107.41%, reflecting the use of special EU rules for the pandemic
period (e.g., 100% financing in the 7th and 8th accounting years). To fully
draw down the remaining funds, expenditures of EUR 158.33 million still
need to be submitted, mainly from the OP Integrated Infrastructure.
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Table 6.8
Structure of Operational Programme Slovakia for 2021 - 2027
as of December 31, 2024
L Implementation -
g g § S E(iieneflaary leve:
"E S ‘E E Name of the priority Llleeaiog (uiat SpphL)
> e z E EU source % of total
=5 ° EU source |allocation
A~ EU source
1 1P1 | Science, research and innovation 1778 050 000 1006 848 0.06
1P2 | Digital connectivity 112100000 0 0.00
Total CP1 - A more competitive and smarter Europe 1890150 000 0 0.00
2P1 | Energy efficiency and 1276450890 96681889 7.56
decarbonisation
2 2P2 | Environment 2030497 280[ 50320941 248
2P3 | Sustainable urban mobility 890 600 000 0 0.00
Total CP2 - A greener, low-carbon and resilient 4197 548170 0 0.00
Europe
3 [3P1 [Transport 2003 127 273 40376]  0.00
Total CP 3 - A more connected Europe 2003127273 0 0.00
4P1 | Adaptive and accessible labour 589497 494| 36132753 6.58
market
4P2 | Quality and inclusive education 609 293 550| 103607 535| 17.43
4P3 | Skills for better adaptability 252906 000 743717 0.31
and inclusion
4P4 | Youth Guarantee 283 969 292 1236909 0.44
4 4P5 | Active inclusion and accessible 1110632 000{ 51218001 4.45
services
4P6 | Active inclusion of Roma 269 000 000| 21368230 7.10
communities
4P7 | Social innovation and 68153 000 0 0.00
experimentation
4P8 | Food and material deprivation 68 153 000 4 364 0.01
Total CP4 - A more social and inclusive Europe 3251604336| 74452767 2.29
5 [5p1 |Modern regions 400 413 611 o] 000
Total CP5 - Europe closer to citizens 400413611 0 0.00
JTF I 8P1 I]ust Transition Fund 440658 242| 10559749 240
Just Transition Fund 440 658 242 0 0.00
7P1 | ERDF technical assistance 255696 315 6285 252 2.46
TA 7P2 | Technical assistance CF 51632 244 320932 0.62
7P3 | ESF+ technical assistance 84 543983 852 816 1.01
7P4 | Technical assistance FST 18 360 759 1878545 10.23
Total technical assistance 410233 301 9 337 544 2.28
Total Programme Slovakia 2021 - 2027 12 593 734 933| 382 258856 3.04

Source: MIRRI (2025).
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Financial Position of the Slovak Republic vis-a-vis the European
Union Budget

Since its accession to the EU, the Slovak Republic has been a net recip-
ient of funds from the EU budget. Since EU accession, EUR 24 billion has
been invested from cohesion policy funds within three programming
periods. Figure 6.8 illustrates the development of Slovakia's net position
and its position vis-a-vis the EU budget.

Figure 6.8
Development of SR's Net Position vis-a-vis the EU Budget in 2004 - 2024
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Source: NBS Macroeconomic Database (2025).

Upon closer look, we can observe that traditionally a large volume of
resources is implemented at the end of programming periods (years 2015
and 2023). We have addressed the reasons for this phenomenon in pre-
vious editions of our publication. The decline in the net position was
associated with the slow and insufficient pace of implementation in the
current programming period
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In 2024, public finances achieved a better-than-planned deficit, yet
it remains high and necessitated the introduction of new consolidation
measures. The improvement in management was due to better tax collec-
tion and higher non-tax revenues, while expenditures on defense technol-
ogy and contributions to the EU budget were lower. Conversely, energy
price compensation costs negatively affected the budget. Public finances
showed a deteriorating trend since 2020, with the deficit increasing again
in 2023 and 2024. The primary balance and structural balance remained
negative, pointing to long-term problems in the structure of public expend-
itures and revenues.

In 2024, municipalities and higher territorial units showed improved
financial management, with municipalities achieving a surplus. This posi-
tive development was due to higher shared taxes and EU grants, while
higher territorial units also managed their finances better than planned.
The Social Insurance Agency reported a surplus, which was influenced by
higher transfers from the state budget. Overall, however, it generates
an unsustainable annual deficit due to increased social expenditures.
Conversely, public health insurance achieved a surplus.

Slovakia's total revenues are growing, with expenditures growing faster,
leading to a chronic budget deficit. The government approved consolida-
tion measures aimed at improving the fiscal position, with key measures
including an increase in the VAT rate and the introduction of a financial
transaction tax. Slovakia has been allocated EUR 12.79 billion from the EU
budget for the 2021 - 2027 programming period, but the implementation
of these funds is lagging, indicating a risk of not meeting the n+3 rule and
the possibility of losing allocated funds.

Public finances in the Slovak Republic faced several challenges in 2024,
including the need for consolidation and improved management. How-
ever, long-term problems with the deficit and expenditure structure re-
quire fundamental reforms on the expenditure side and effective utiliza-
tion of EU funds to ensure the long-term sustainability of public finances.
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7. LABOUR MARKET

While we described 2023 as a year of cooling on the Slovak labour mar-
ket, 2024 might be characterised as a year of return to normality. This
return was gradual, without any sharp turning points. Employment in the
economy increased only slightly (by 0.4%; LFS), yet this was twice the
growth rate recorded in the previous year. The stagnation in the labour
market, however, was only apparent: the decline in unemployment to his-
torical lows, the significant increase in the number of job vacancies, and
the record-high demand for workers from third countries revealed, after
two crises (expectedly) returning, long-standing problem of the Slovak
labour market - the decline of the productive population and the shortage
of labour have become the new normal.

The process of compensating for the fall in real wages was gradually
concluding in 2024. The question remains whether the less favourable
situation in Slovak industry is also a new normal, or whether a more pro-
nounced recovery from the energy, geopolitical, and possibly future trade-
related crises is still ahead. The following text highlights selected aspects
of labour market developments in 2024 that deserve closer attention.

Structural Change in Sectoral Employment Development Continues

In 2024, it was again observed that employment growth was not driven
by goods-producing sectors, but rather (this time not exclusively, yet pre-
dominantly) by the services sector. This reflects the differing develop-
ments in the services and in industry.34

In this publication, the unsatisfactory employment trend in industry
has been closely monitored since the post-pandemic recovery of employ-
ment in 2022, when, during the rebound observed in most other sectors,
the number of workers in industry continued to decline (in the second half
of 2022, we even described it as a massive outflow of workers from indus-
try — according to LFS; more than 64,000 persons represented almost
a 10% year-on-year decline in the last quarter of 2022 alone). This was

34 Within the goods-producing sectors, only industry is considered, as employment in agriculture
and construction was already recovering during at least part of the post-pandemic period.
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not a statistical reporting issue (LFS methodology); the temporary stag-
nation followed by a continued outflow of employees from industry dur-
ing the recovery observed in other sectors was also confirmed by com-
pany-level statistical reporting, and ultimately by the trend in industry
itself - statistical reporting revealed a continuing decline, by then for the
fourth consecutive year, in the number of persons employed in industry
(a continuous year-on-year decrease in industrial employment starting
in 2019). While the service sectors benefited in 2022 from the easing of
anti-pandemic restrictions and the rebound in consumer activity, the
goods-producing sectors were affected by the consequences of the out-
break of war in Ukraine (rising energy and other input costs, renewed
problems in supply chains, financial market uncertainty, etc.).

In the year of post-pandemic employment recovery, 2022, we referred
to an unusual phenomenon in the Slovak economy, when the post-crisis
rebound in employment was not, as was usually the case, driven by recov-
ery in industrial sectors. On the contrary, the service sector was behind
the recovery in employment at that time, compensating for the negative
developments in industry and the resulting overall negative outcome for
the production sectors. The continuation of this trend can be described as
a period of structural change in sectoral employment, with the service sec-
tor continuously increasing its share of total employment in the economy.

In this respect, even by the end of 2024, the situation in industry had
not stabilized unequivocally: Industrial production, after ten months of
almost continuous decline, began to recover only intermittently with the
start of 2023 (alternating decreases and increases compared with the
monthly average of 2021; losses from 2022 were partially offset com-
pared with the same period of the previous year). By the end of 2023, the
cooling of foreign demand had finally reached the automotive industry
as well, which had until then been supporting the overall performance of
the economy (besides the drop in demand, this was driven by the re-emer-
gence of supply chain issues and, probably, preparations for new produc-
tion; NBS, 2024).35 Since the start of 2024, the slowdown in economic

35 In the series of NBS Quick Commentaries, this refers to the statement from the commentary
dated 14 February 2024.
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activity among Slovakia’s trading partners had further affected export-
oriented industrial sectors, and their performance throughout the year
remained volatile, with negative implications for employment develop-
ments within these sectors (Figure 7.1). In comparison with 2021, indus-
trial production showed more stable signs of recovery only in the autumn
of 2024. Since the second half of 2022, the development of industrial sales
had been no more convincing: their year-on-year decline had continued
from the turn of 2022/2023, and - with the exception of a few monthly
fluctuations - a clearer recovery did not begin until the autumn of 2024.

Figure 7.1
Situation in Industry in 2022 - 2024 (year-on-year change, in %)
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tical reporting (employees and self-employed).

Turnover = sales of own goods and services.

Source: processed based on data from the Statistical Report on the Economy of the Slovak Republic
in Q4 2024 (SU SR, 2025a).

It is therefore unsurprising that, over the past three years, there has
been no noticeable recovery in the aggregate demand for labour in indus-
trial sectors; in 2024, the decline in the number of persons employed in
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industry, on the contrary, deepened further. Slightly more optimistic than
the results from enterprise statistics are the extrapolated data from the
sample survey (LFS), according to which the number of working persons
(a broader category than employed persons)3¢ in industry in 2024 did
start to grow, increasing by a modest 0.6% over the year. The develop-
ment of indicators in industry in the last months of 2024 could suggest
positive prospects; even so, employers will face a shortage of suitably
qualified labour (particularly plant and machine operators). At the begin-
ning of 2025, the positive trend was confirmed also in the automotive
industry, which supported exports, likely also thanks to the production
of new models. However, the looming trade war (the announcement of
tariffs by the USA), could undermine even these positive developments.

The decline in employment in industry in recent periods is a result
of unsatisfactory developments in the sector, as evidenced not only by
statistics but also by statements from employers’ associations and key
employers themselves. They also point to a mismatch between the quali-
fication structure of the potential workforce and their needs, which is
a systemic problem in Slovakia, the analysis of which requires a separate
discussion. Another important topic in this context is the impact of auto-
mation and robotics on employment in the sector, which has been receiv-
ing increased attention in Slovakia at least since the publication of the
well-known OECD study (2016). According to this study, 11% of job posi-
tions in Slovakia are highly exposed to automation (i.e., more than 70% of
tasks in them can be automated), and another 35% of positions fall into
the medium-risk category, placing Slovakia among countries with a high
risk of employment being threatened by automation.

Trexima Bratislava, which addressed this topic for the Ministry of Labour
within the SRI project (Sectoral Innovation Management for an Efficient
Labour Market in the Slovak Republic), pointed out that a catastrophic
scenario is unlikely and that already in 2019 Slovakia ranked among the
world’s top twenty countries in terms of industrial robot density. (Accord-
ing to Trexima’s model, the sectors expected to experience the most

36 All persons aged 15 to 89 who, in the reference week, performed at least one hour of work for
pay, salary, or remuneration.
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significant job losses due to automation include, besides industrial manu-
facturing, banking, financial services and insurance, agriculture and food
processing, construction, and administration. Conversely, high demand
is expected for software architects, data analysts, design and application
developers, and systems and application programmers; Trexima, 2021).
Mechanical engineering and the automotive industry are among the sec-
tors potentially most affected, with up to 66% of employed persons in this
sectors performing work with a high automation potential (the average
for the Slovak economy is 49%, according to the SRI project). This could put
atrisk nearly 160,000 jobs in the mechanical engineering and automotive
sectors, with the most affected positions being assembler/assembly line
operator and metal-processing machine operator (sustavapovolani.sk).
However, this will be accompanied by the creation of new positions, and
the importance of the education system’s design and the need for re-
skilling will increase even further. The shortage of specifically qualified
labour is also a constraint on the automation process itself. Skills mis-
match is a well-known problem in Slovak industry.

In any case, the improvement in industrial indicators at the end of
2024, as well as the results of the sample survey, slightly moderated the
gloomy view of recent developments in Slovak industry. However, this
does not change the fact that since the outbreak of the war in Ukraine, the
main driver of weak employment growth has been the service sectors.
This is well illustrated by Figure 7.2, which shows absolute increases and
decreases in the number of working persons across individual sectors
over the past three years. It is clear from the figure that most of the em-
ployment growth in services occurred in 2022 and 2023, primarily in
accommodation and food services, transport, and trade, where labour
recruitment was taking place at that time following the pandemic-related
decline, which had resulted from the administrative restrictions on activ-
ity in these sectors during the pandemic. A similar replenishment of the
workforce, immediately after the easing of restrictions, following the
pandemic-related decline could be observed in the construction sector
as well. (The columns in the figure are, within the categories of goods-
producing sectors and services, ranked according to the size of their
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contributions to employment cumulatively over all three years, repre-
senting a sort of sectoral ranking by their contribution to total employ-
ment in 2022 - 2024). The figure also clearly illustrates the magnitude of
the mentioned employment decline in the industry during 2022 - 2023.

Figure 7.2

Year-on-Year Increases/Decreases in Working Persons by Sectors
in 2022 - 2024 (in thousands)
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Source: processed based on Da,tacube and data from the Statistical Report on the Economy of the
Slovak Republic in Q4 2024 (SU SR, 2025a and 2025b).

As already mentioned, according to the LFS methodology the aggre-
gated “industry” sector did already show a slight increase in the number
of working persons in 2024; however, this was due to employment growth
in the electricity, gas, and steam supply sector, whereas in the main sector
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in terms of employment size, manufacturing, employment actually contin-
ued to decline. The largest contributions to overall employment growth
in the economy in 2024, apart from electricity supply, came from the
information and communication sector, while, rather unusually, the arts,
entertainment and recreation sector ranked third among the main drivers
of employment growth. Even this representation of atypical “drivers of
employment growth” (in the sense that none of them are dominant sec-
tors) suggests that the employment situation has not been developing in
an unambiguously positive way.

Overall, the number of working persons increased year-on-year by less
than 11,000, corresponding to an employment growth rate (LFS) of 0.4%,
only slightly higher than in the previous year. Out of the 21 NACE sectors,
employmentrose in 11 and declined in 10. Total employment has remained
above 2.6 million for the third consecutive year.

Employment measured by the enterprise-unit reporting method (quar-
terly statistical reporting) did not increase at all: the number of employees
and self-employed persons (together referred to as “employed persons”)
fell by 0.2% compared with 2023. However, it would be inaccurate to de-
scribe the labour market as experiencing a complete cooling, as this is not
reflected in the development of job vacancies measured using the same
methodology, which increased by more than 12% year-on-year, with the
most dynamic growth compared to 2023 observed in healthcare, water
supply, accommodation and food services, and transportation and storage.

Unemployment Indicators as Evidence of Labour Market
Movements

Employment, according to enterprise statistics, did not increase in the
economy; according to the sample survey, the number of working persons
(those who performed any form of remunerated work) rose slightly, yet
the fact that demand for labour did not completely cool is confirmed by
the increase in the number of job vacancies as well as by the development
of unemployment itself. As illustrated in Figure 7.3, the number of unem-
ployed persons declined more markedly during the year than in 2023,
decreasing by over 14 thousand overall. (To more clearly depict the
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magnitude of the decline in unemployment, the figure shows not only the
development of the total number of unemployed persons but also their
year-on-year reductions.) The number of unemployed persons (LFS) fell
below a historic milestone in Q2 2024, after exactly three years of contin-
uous decline,37 dropping for the first time below 150 thousand. (It is also
important to note for context that more than one-third of total unemploy-
ment consisted of persons who had been without work for more than four
years.) Similarly, the unemployment rate fell to historic lows, reaching
5.2% in the last quarter of 2024 (LFS) (with an annual average of 5.3%,
representing a decrease of 0.5 percentage points compared with 2023).

Figure 7.3

Quarterly Development of Unemployment (LFS) in 2021 - 2024
(unemployed persons in thousands, unemployment rate in %)
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Source: processed based on data from the Statistical Report on the Economy of the Slovak Republic
in Q4 2024 (SU SR, 2025a).

37 Prior to this period, the number of unemployed persons last increased year-on-year in Q2 2021
(by 12.5%).
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A natural question, therefore, is how such historically favourable un-
employment outcomes could have been achieved without a noticeable in-
crease in employment. The conventional explanation is that this historical
success should be placed in the context of demographic developments.
The population of Slovakia continued to decline in 2024 (the country has
been recording a natural decrease of the population since 2020), and this
occurred despite a positive net migration balance; the working-age popu-
lation shrank by almost 20,000 persons. The size of the economically
active population decreased by only 3.4 thousand, but within the 15 - 64
age group it fell by as much as 11.4 thousand persons (the difference being
due to an increase in the economically active population aged 65 - 89).
The number of persons outside the labour force (economically inactive
persons aged 15 and over) increased, most notably among pensioners. In
recent years, these comparisons have consistently documented both the
continued decline and the ageing of the Slovak population.

Moreover, prior to the start of 2024, the situation was further compli-
cated by more favourable early retirement conditions - applications sub-
mitted before the end of 2023 were subject to the January indexation, the
exceptional summer indexation, the EUR 300 contribution, and, from
January 2024, the New Year indexation as well. As a result, the average
early retirement pension even exceeded the standard old-age pension,
and the Social Insurance Agency recorded an enormous increase in early
retirement applications in the final months of 2023. At the same time,
early retirement pensions cannot be combined with employment income,
so newly granted early retirees had to leave the labour market. The rising
demand for labour at only minor changes in overall employment can thus
be explained by the need to replace workers retiring from the labour mar-
ket, further compounded by a declining working-age population.

A Closer Look at Labour Market Developments According
to the Labour Office Statistics

As a result of demographic developments and labour market move-
ments in 2024, the activity rate remained almost unchanged. More de-
tailed statistics from the Central Labour Office can help shed light on what
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actually occurred in the Slovak labour market over the course of 2024. As
illustrated by Figure 7.4, the number of job seekers registered with the
Labour Offices continued to decline in 2024, albeit at a slightly slower
pace than in the previous year. Conversely, the number of job vacancies
reported to the Labour Offices increased, substantially more than in 2023
(when their number mostly declined in the first half of the year). In 2024,
a gradual convergence between the number of vacancies and the number
of job seekers was evident (see the trends in the area and line charts in
the figure).

Figure 74

Monthly Development of Registered Unemployment Indicators
in 2022 - 2024
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The Labour Offices succeeded in registering slightly more jobseekers as
placed on the labour market than in the previous year - the most success-
ful months in this regard were August and September; conversely, at the
end of the year, a lower number of jobseekers were placed year-on-year



115

(see the column chart in the figure). (The placement of jobseekers on the
labour market began to slow shortly after the outbreak of the war in
Ukraine, when the sharp rise in energy prices forced some employers to
partially reduce operations; subsequently, labour market developments
were influenced by inflationary expectations and overall market uncer-
tainty - see the column chart in the figure before and after February
2022).

[t should be noted that there was an apparent cooling of the labour
market in mid-2024, when the number of unemployed persons stopped
declining during the summer months (even rising slightly) and the growth
in the number of vacancies came to a halt. Developments in the second
half of the year remained somewhat more conservative compared with
the first half.

The most notable change over the year compared with the previous
year was the dynamic increase in the number of vacant positions. This
trend continued into the first months of 2025, with the number of vacan-
cies exceeding the 100,000 mark in February, thereby surpassing the pre-
pandemic peak recorded in October 2019. Even despite the moderate
figures from the Labour Force Survey and enterprise statistics (mentioned
earlier in the text), it can thus be concluded that labour market pressure
was indeed rising. Over the most recent one-year period, from February
2024 to February 2025, the number of registered vacancies increased
by more than 15.5 thousand, while over the same period the number of
registered jobseekers fell by only slightly more than 5.8 thousand. Employ-
ers were unable to fill the vacancies with registered unemployed persons
in line with their needs, but they addressed the shortfall by employing
foreign workers.

The increase mainly involved the employment of foreign workers from
third countries - of the total rise in the number of foreign workers be-
tween December 2023 and December 2024, amounting to 13,400, only
slightly more than 500 were EU citizens. The bulk of this increase there-
fore reflected a heightened interest in employing foreign workers from
third countries (as well as their interest to work in Slovakia), of which
more than 5,000 were Ukrainian citizens. As can be seen in Figure 7.5,
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unlike in the previous periods following the outbreak of the war, in 2024
the employment of third-country nationals other than Ukrainians pre-
vailed (column chart). This indicates that the increase in foreign employ-
ment can no longer be attributed primarily to the settlement of refugees
from Ukraine; it genuinely reflects the heightened interest of Slovak em-
ployers in meeting labour demand through foreign workers.

Figure 7.5

Monthly Data on Foreign Workers Employed in Slovakia, 2021 - 2024
(in persons)
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The outbreak of the war in Ukraine represented a critical juncture in
the context of recruitment of foreign workers in Slovakia, as the Slovak
labour market had never before experienced such a massive inflow of
foreign workers. As noted in previous editions of this publication, foreign
workers predominantly filled the positions most affected by labour short-
ages, i.e., where demand for workers had been largely unmet (machine
operators and assemblers, auxiliary workers). While fewer than 70,000
foreign workers were employed in Slovakia at the onset of the conflict, by
the end of 2024 their number had risen to nearly 114,000 (see graph, area
chart), and by February 2025 it had reached almost 119,000, of whom
more than 46,000 were Ukrainian citizens (since the end of 2023, Ukrainian
citizens have consistently represented around 40% of all foreign workers
employed in Slovakia, compared with just under 30% before the war).

In the recent editions of this publication, we have intentionally com-
pared the annual increase in the number of foreign workers employed in
Slovakia with the overall employment growth in the economy, even though
the data are collected using different methodologies. Thus, according to
the LFS, the number of working persons in Slovakia increased by 6,000
between the last quarters of 2023 and 2024 (averaging 10,800 per year),
while the number of unemployed persons according to the LFS declined
by 11,800 over the same period (14,200 on average per year). According
to the Labour Office statistics, the number of registered jobseekers fell by
5,700 between December 2023 and December 2024, whereas the increase
in foreign workers employed over the same period amounted to 13,400.
As in the previous two years, it must be concluded that the employment
of foreigners continues to play a significant - and for the second consecu-
tive year, an even dominant - role in the overall balance of labour market
flows in Slovakia. (In 2022, the increase in the number of employed
foreign workers accounted for roughly half of the overall employment
growth in Slovakia. In 2023, it was almost three times higher than the total
employment growth, and in 2024 the increase in foreign employment
again exceeded the rise in overall employment. The increase in foreign
workers also surpassed the decline in registered jobseekers, further illus-
trating the growing importance of foreign employment in meeting labour
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demand. This completes the picture of the labour market situation in the
context of the aforementioned demographic trends.)

Decelerating Growth of Average Wage

The growth of the average wage in the economy gradually decelerated
over the course of 2024 from the record rates observed at the end of 2023
(when wage growth in the last quarter exceeded 10%). Overall, for the
year, the average nominal wage in the economy increased by 6.6% to

EUR1,524 (trends are shown in Figure 7.6).

Figure 7.6

Development of the Average Wage in 2017 - 2024
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the first quarter of 2022 until the end of 2023, when a turnaround occurred
in the last quarter. After nearly two years, real wage growth returned to
positive territory - in real terms, wages increased by 3.7% in 2024, with
the pace of growth gradually slowing, nevertheless, still representing the
fastest annual real wage growth since the pre-pandemic year 2019. The
process of compensating for the historical decline in real wages in 2022
is thus coming to a close. The easing of inflation and the already several-
month-long real wage growth at that time enabled a recovery in house-
hold consumption in the early months of 2024. Households spent more
year-on-year throughout the remainder of the year (on average by 2.6%),
which supported domestic demand and the overall economy. A longer-
term perspective on wage developments is presented in Figure 7.6.

Already in last year’s edition, we devoted particular attention to the
income situation of old-age pensioners, as the high inflation in 2022
affected pensions much more severely than labour income in real terms.
At that time, pensions increased nominally by only 2.5%, which meant
a real decline in their value of more than 12%. In the following year, 2023,
the government compensated for what had by then been a two-year real
decline in pensions by increasing them both at the beginning and in the
middle of the year, resulting in a nominal increase of 25% in the average
old-age pension (from approximately EUR 519 to nearly EUR 650). In
2024, the increase was less generous, with the average old-age pension
rising nominally by 5% to EUR 683. Importantly, its real value also in-
creased, by 2%.

It may be insightful to place wage developments in a broader temporal
and geographical context. Figure 7.7 illustrates the dynamics of mean
monthly earnings (as defined by Eurostat) between 2006 and 2022 (the
latest available data from the SES survey) in selected European countries.
As shown in the figure, over this longer period Slovakia ranked among
the countries with the highest growth dynamics in earnings within the
selected group. From being an outsider in 2006, by 2014 Slovakia was
ahead of Serbia and also of Hungary in terms of mean earnings in EUR, and
by 2022 it further surpassed both Poland and Croatia. Between 2014 and
2022, average earnings grew faster only in the Czech Republic and Serbia.
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Figure 7.7

Monthly Earnings According to Eurostat Earnings Survey (SES) in 2006,
2014 and 2022
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Source: compiled from Eurostat database - earn_ses_monthly (Eurostat, 2025).

And even though a similar dynamic can be observed when adjusted for
purchasing power parity (with Slovakia again being the “top gainer” in the
group between 2006 and 2022), the resulting position in the ranking does
not appear as favourable as in nominal terms. In terms of purchasing
power parity, not only Slovenians and Czechs earn more, as is widely
recognised, but also Poles and Croats.

Although at first glance it might have seemed that no major changes
occurred in the Slovak labour market in 2024, it was nevertheless a year
of historic achievements, at least from the perspective of the statistics. The
main success consisted in reaching a record-low level of unemployment,
with fewer unemployed persons in Slovakia than ever before. The unem-
ployment rate also touched a historic minimum. At the same time, how-
ever, it must be noted that an assessment of these historically most favour-
able unemployment statistics would be incomplete without acknowledg-
ing that they were achieved without a significant increase in overall em-
ployment, which casts these achievements in a somewhat different light.
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It should also be recognised that, even though employment growth was
hardly convincing (and according to enterprise statistics, it did not in-
crease at all), the record-high number of vacancies reported and the his-
torically highest numbers of employed foreign workers indicated that
the demand for labour in 2024 did not actually stagnate. These apparent
contradictions have their explanation.

These outcomes were not achieved due to any rapid changes in the
labour market; on the contrary, they reflect the result of gradual, continu-
ous demographic and economic developments, temporarily interrupted
by the pandemic crisis and, shortly thereafter, the war in Ukraine. In fact,
the labour market essentially returned to its original trajectory. The labour
force participation rate had already approached maximum values prior to
these crises, and several other statistical indicators suggested that labour
supply was nearing its limits. Internal factors (motivational early retire-
ment adjustments) and external factors (the outbreak of the war and the
interest of Ukrainian refugees in employment) simply served to accelerate
this return. In the conditions of a shrinking working-age population and
a temporary surge in retirements, employers replaced labour not only
with jobseekers from the unemployed but also with foreign workers from
third countries.

The perceived shortage of labour has been partly mitigated by the
unsatisfactory developments in industry, which has visibly suffered from
both crises. Employment has continued to rise in the service sectors, some
of which were among the hardest hit by the pandemic. In 2024, employ-
ment finally increased also in the goods-producing sector (on average),
albeit modestly. A further notable success of the year, compared with the
previous period, was the return to continuous wage growth, in real terms,
which means that after a sharp decline in 2022, real wage developments
have effectively returned to “normal” as well.
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8. SELECTED GLOBAL MEGATRENDS

Slovak society was affected by several external influences last year.
These impacts have been felt throughout the European Union (EU), but
also globally. It can be assumed that in the medium term they will be re-
flected in the dynamics and structure of the domestic economy. In 2024
and early 2025, a series of elections took place around the world that
changed the political environment in several countries. Changes in politi-
cal leadership in the USA, but also in France, the United Kingdom (UK) and
Germany, as well as the elections to the European Parliament (EP), were
important. In particular, the initiatives of the new US administration show
that the global economy will undergo significant changes.

Efforts by global and regional powers to redefine global conditions, to-
gether with efforts to resolve or reduce conflicts in some parts of the
world (e.g. Ukraine and the Middle East), mean that economic develop-
ment is increasingly affected by geopolitical changes. In the chapter, we
consider political aspects only to a minimal extent.38 The situation is
largely determined by the fact that the Union has overcome and is coping
with several challenges - Brexit, migratory pressures, integration chal-
lenges (euro, tax harmonization), conflicts and being cut off from gas pipe-
lines from the east. In addition, its ambitions are not always in line with
the necessary action.

The Main Challenges that Slovakia is Currently Facing

The main challenges faced by the global economy last year and early
2025 that affected Slovakia include inflation, cyber risks, rising energy
prices, a shortage of technology-focused experts, and disruptions to global
supply chains and routes. While inflation has been lower globally, several
economies are dealing with rising debt, weaker growth, and how to find
suitable models for financing defence. At its meeting in Budapest in No-
vember 2024, the Union agreed on the need to increase competitiveness,

38 The overall geopolitical and political dimension of the changes and impacts is mentioned in the
introduction to the book.
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reflecting the Union's lagging behind in digitalized sectors and that change
is needed.

Smart manufacturing, which is gaining ground in the most advanced
economies, is also a challenge for domestic producers. However, it requires
significant energy resources. According to estimates by the International
Energy Agency, by 2026, global electricity consumption, e.g. in data cen-
ters, could reach a thousand terawatts, which is equivalent to the con-
sumption of Japan (Tricks, 2024). At the same time, Gen Al models con-
sume more than thirty times the energy of special programs to perform
tasks. New dynamic, innovative companies are now becoming the core of
change. It will be implied that the Union is not on par with the technology
leaders. As Figure 8.1 shows, there is a gap between the Union and its ri-
vals (the US, China and Japan) in parameters such as advances in artificial
intelligence (AI), workforce skills, technological development or innova-
tion. In important segments, the performance gap is not narrowing. For
example, in human resources, the situation would need to improve, and
the same applies to the other segments analysed - especially innovation.

Figure 8.1

Position of World Leaders in Technological, Innovative and Qualification
Parameters

Artificial intelligence progress index

Workforce qualifications index

Technological development index

Innovation index
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Note: Year 2024 or latest available data. A higher score indicates a better position of the entity.
Source: processed based on data from WB, OECD, U.S. BLS, MIAC, NBSCH, 2024.
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As for the situation of the EU compared to China, Japan and the USA in
segments important in terms of technological and qualification develop-
ment, it is not an optimistic comparison. However, the critical assessment
concerns not only the Union, but also Slovakia. Of the 27 EU countries,
Slovakia belongs to the weakest group of "emerging innovators" (4th from
the end) (EIS, 2024). It is not surprising that Denmark, Sweden, Finland
and the Netherlands are in the group of innovation leaders. Advanced
e-commerce generates data for Al, develops infrastructure (e.g. data cen-
ters) and digitizes the economy, enabling the integration of Al into busi-
ness processes and government. The integration of various activities
causes synergetic effects deepening technological development and their
penetration into other areas (more in the chapter Qualitative Factors...).

Strategic Review: Draghi Group

The Report of the Draghi Group (hereinafter the Report, DR) provides
a comprehensive view of the situation of the Union and the challenges
ahead. It analyses the challenges facing Europe, such as the lack of inno-
vation, decarbonization and the reduction of strategic dependencies. The
Report was presented by the ex-President of the European Central Bank
M. Draghi (Draghi, 2024) and submitted to the European Commission (EC)
in September 2024. From these documents (Draghi, 2024; FEC, 2024a;
FEC, 2024b), an assessment is also made that also considers critical con-
tributions (Steinberg and Bergmann, 2024; Furfari, 2024; Lizal, 2024).
After the study by E. Letta (Letta, 2024), this is another document that
emerged from a European initiative.

Many member states do not share the vision and direction of the Union.
Therefore, the EC tasked Draghi's team with analysing the situation and
providing recommendations. The team was looking for solutions in a sit-
uation of disagreement among EU members on what, when and how to do
it. According to the DR, the deepening of the single market and the inte-
gration of the capital market will make the European economy more dy-
namic and politicians must look to the Union for support for the adoption
of strategic changes. According to the DR, the current challenges require
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the European institutions to shape the future of Europe more and seek
consensus for further integration. The Report provided a comprehensive
and critical assessment, in terms of economic performance, dynamism
and outlook. However, it also addresses the issues of ecology, sustainabil-
ity and social cohesion, and mentions the challenges of preserving social
inclusion, closing the innovation gap (competitiveness, productivity), de-
carbonization, increasing security and reducing dependency.

The Report assesses various aspects of the EU's development, including
sectoral and horizontal policies, and provides an overview of the situation,
objectives and proposals for action. For sectoral policies, it analyses the
areas of raw materials, transport, digitalization, high (and clean) technol-
ogies, energy-intensive industries, car manufacturing, pharmaceutical
manufacturing and defence/space. The horizontal policy area covers in-
novation, bridging the technological gap, sustainable investment, improv-
ing competition and strengthening governance (e.g. simplification of rules).

According to DR, Europe is facing changes in a situation of global trade
slowdown and accelerating technological change. The economic interde-
pendence of countries is beginning to pose a geopolitical vulnerability.
Among the major economies, Europe is the most vulnerable, as evidenced
by its trade-to-GDP ratio (over 50%, compared to 37% in China and 27%
in the US). According to the Report, the EU is dependent on several sup-
pliers of important raw materials and imports more than 4/5 of digital
technologies. It also has the highest energy prices, so its companies pay
more for energy than Chinese or American ones. Europe is also lagging
behind in technology, having only four of the world's top 50 tech firms.

The authors of the Report do not expect a sudden weakening of Europe
in view of its strengths. However, they warn of the risk of a gradual weak-
ening of the prosperity of its economies. The challenges facing Europe are
complex and present politicians and companies with difficult choices. The
Report outlines the strategy and priorities for Europe and explains the di-
lemmas facing the Union. It offers measures to address them in three seg-
ments: (1) catching up with the US and China in innovation; (2) a joint
decarbonization/competitiveness roadmap, and (3) increasing security
and reducing dependency.
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The first area is aimed at narrowing the innovation gap with the US and
China. In two decades, for example, the share of patents in quantum tech-
nologies is the highest in China. The country has many graduates in major
STEM fields (science, technology, engineering, mathematics) - currently
4.7 million compared to 1.2 million in the US (where many students from
Asiaalso excel). In 2021, EU firms spent about EUR 270 billion less on R&D
than their US competitors, mainly because the Union has a static sectoral
structure in which the same companies and technologies have long pre-
vailed. The group of the three largest investors in R&D in Europe is domi-
nated by automakers, while in the US technology companies are at the
forefront. It is the absence of new technology companies that is a chal-
lenge for the European economy. There is a lack of companies with a large
market capitalization (more than EUR 100 billion) compared to the situa-
tion in the USA, where six companies with a capitalization of more than
one trillion euros were created. The weaker European momentum reflects
alack of operational synergy and a lower level of commercial exploitation
of ideas. Innovative firms in Europe lack a single market for capital, which
limits the innovation cycle and financing. Therefore, many European com-
panies use venture capital from the USA and do business there. In the
period 2008 - 2021, about 1/3 of startups with a capitalization of more
than USD1 billion (unicorns) founded in Europe moved their headquar-
ters abroad. Many young people from Europe have also gone to study in
the USA and are doing business there. This talent outflow has further
weakened the European economy. The innovation gap is slowing down
Europe's productivity growth vis-a-vis the US. The reform of the innova-
tion ecosystem will strengthen quality in universities and research and
help commercialize academic inventions (only 1/3 of European university
patents are used). The Union is also ready to allow young Britons and
Europeans aged 18 - 30 to travel and work freely (The Guardian, 2025).
In addition, the expansion of new innovative firms in Europe requires
deregulation. The proposed institution of the so-called innovative Euro-
pean company is to enable companies to operate within the framework
of harmonized legislation thanks to a digital identity valid throughout
the EU. In addition, the DR calls for the efficient use of EU public resources
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for innovation to support the development of risky and expensive tech-
nologies that companies are not able to afford. Although the EU public sec-
tor invests in a similar way to the US, only a tenth of spending takes place
at EU level. The Report calls for an increase in spending on innovation in
the Union and fewer common priorities with greater resources for radical
innovation.

Only the integration of the single market and European capital markets
will ensure that private investment is channelled into high-tech sectors
and that structural changes take place in industry. The use of advanced
technologies will also help these changes, although the cost of "training"
innovative Al models is an obstacle for European companies. The EU must
reduce the implementation costs of Al. Therefore, the DR recommends in-
creasing the capacity of the network of supercomputers and expanding
access to it to new companies. Many industrial Al applications do not re-
quire the latest versions, and businesses can take advantage of them. The
Report assumes that the transformation will create a mismatch between
technological progress and social inclusion. The EU can only match the US
in innovation by revising the approach to skills by linking investment in
education at different levels and in technology.

A joint plan for decarbonization and competitiveness, as a second chal-
lenge, is an opportunity for the Union, although there is no consensus
among the members. The priority is to reduce energy prices and dampen
price fluctuations. Decarbonization, while fossil fuels will continue to drive
energy prices, can help shift energy production to clean energy sources.
Without a European approach, the effects will not be sufficient for clients.
The Report supports the decarbonization and deployment of clean energy
in a technology-neutral way (extraction, use and storage of renewable,
nuclear and other energy sources). The Union should rapidly invest in
adequate infrastructure (e.g. the electricity system) to realize this poten-
tial. Decarbonization is intended to help EU industry, which is successful
in clean technologies and eco-innovation. More than a fifth of sustainable
technologies are being developed in Europe, and success requires the
timely capture of the emergence of Chinese subsidized innovative compa-
nies, whose production of e.g. solar cells is growing dynamically.
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Europe must use innovations from abroad, but it must defend itself
against state-subsidized competition that threatens European companies.
As the example of the German conglomerate Thyssenkrupp shows, losses
at traditional industrial companies can be significant. In November 2024,
the company wrote off the value of its steel segment by one billion euros
and reported a total net loss of EUR 1.4 billion in 12 months. (The Econo-
mist, 2024). Deciding whether Chinese companies will be seen as a threat
or a chance to meet climate goals cost-effectively will not be easy. A differ-
entiated approach by sector and technology is proposed. In certain tech-
nologies, foreign companies could supply Europe with cheaper equip-
ment. However, the Union does not want to be strategically fully depend-
ent on foreign technologies and resources. Europe's “young” successful
industrial sectors need to be developed before they can enter the global
market. The Union should demand compliance with WTO rules.39 The
Report does not want the protection of national champions, but advocates
areturn to the state aid regime. This would help joint European invest-
ment projects.

In terms of increasing security and reducing the dependency of defence
investments, they will also help develop civilian technological capabilities
thanks to so-called dual technologies. The Union must be aware of emerg-
ing security threats, and the Report emphasizes the element of prepared-
ness. The Union needs more secure supply chains for critical raw materi-
als and technologies, which requires strengthening domestic production
capacities in strategic sectors and diversifying and re-configuring the
portfolio of suppliers (e.g. critical raw materials, semiconductors). The
European strategy must reduce dependence on external technologies,
products and important raw materials. The Report recommends coordi-
nating preferential trade agreements and direct investment with resource-
rich countries. Strategic stockpiles are to be created in important areas and
partnerships are to be formed to ensure the supply of key technologies.

39 This question has been emerging in different contexts for a long time on different platforms. For
example, the Declaration of the Trilateral Meeting of Trade Ministers of Japan, the US and the EU
showed that many subsidies are guaranteed through state-owned enterprises and that the term
»public authority” covers these subsidized entities. Ministers agreed that the interpretation of
"public authority" by the WTO Appellate Committee in some reports reduces the effectiveness of
WTO subsidy rules (Joint Statement, 2020).
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This will strengthen the Union's presence even in the most advanced chip
segments.

In response to the third challenge, the Report criticizes the significant
fragmentation of the industrial base, weaker coordination within the
Union, duplication and lack of interoperability of equipment. In the de-
fence sector, it calls for joint planning and the use of EU countries' military
spending for the effects on their own defence sector. In 2022, cooperative
mediation accounted for about a fifth of the expenditure on the joint ac-
quisition of defence equipment. The Report calls for a higher share of joint
defence purchases and R&D spending. Industrialists from the UK also
asked Prime Minister K. Starmer and EC President U. von der Leyen to sign
a defence-security partnership agreement at the UK-EU summit in May,
which will strengthen closer industrial cooperation (Foster, Fisher and
Bounds, 2025). So far, there are still few orders in the defence sector in
the Union.

EU legislation assumes carbon neutrality by 2050. There is also a com-
mitment to increase public spending on innovation to 3% of GDP per year
(Slovakia 1.65%). EU targets for the modernization of digital infrastruc-
ture also need to be set. The Report estimates investments for these goals
at about EUR 0.8 trillion per year. In addition to increasing the share of
investment in GDP, public investment, which has so far accounted for
a fifth of financing in Europe, must increase. The Report concludes that
large investments require public support and the integration of capital
markets to encourage private investment across the Union. Joint borrow-
ing and investment in key projects (breakthrough research, energy grids
and joint purchases) can increase productivity if these resources are not
used for normal government expenditure or subsidies, but are used for
competitiveness-critical objectives.

The DR proposes horizontal measures involving the use of develop-
ment banks for public-private partnerships, support for the creation of
pension funds, a resilience assessment for mergers/acquisitions, and
pressure on European strategic priorities. The Report highlights key areas
of future policy, but overlooks other options and does not address financ-
ing, governance and growth factors in sectors. Rather, the proposals
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reflect short-term policy objectives. While more ambitious goals for the
European economy are required, some of the proposals limit the vertical/
horizontal cross-sectoral integration of technologically advanced seg-
ments. The Report could have provided more innovative approaches to
support research and commercialize innovation.

As regards the global transformation of sectors, the ongoing changes
vary at EU level and across member states. The Report examines how the
European governance should be adapted to make the transition in the
Union take place. The Union is a complex entity with a multitude of orga-
nizations with different priorities and funding models. A governance
system that involves national and EU entities can strengthen the resilience
of the European solution, improve cooperation and strengthen dynamism.
A slower reform of European governance will only prolong the stagnation.
The development of the Union requires an action policy and a consensus
of the members of the Union on strategy. The agreement of the actors on
goals considering the mega-trends indicated in the DR can ensure change
and better functioning. The Report calls for a link between EU rules and
other actors and for a more flexible procedure for amending EU rules. The
competitiveness of EU companies will be helped by mechanisms to facili-
tate the acquisition of finance, competition and the formation of techno-
logical ecosystems. Diversification of supply chains will support resilience
in technology segments.

Actors in the Union perceive the economic challenges associated with
the European industrial policy model and have started reforms. According
to the DR, the changes should mainly address weaker performance. How-
ever, decisions by European governments sometimes hamper action and
increase costs for the Union. Policymakers in the EU should therefore
address industrial performance more comprehensively to achieve better
commercialization of innovation. The institutional development of the
single market is not sufficient for the technology sector. The EU's common
legislative framework is intended to harmonize different national regula-
tions, consider national legislation and improve operating conditions.
Adherence to standardized legislative principles on resilience will in-
crease the resilience of technological systems to threats. Companies active
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in several EU countries must deal with cross-border issues in taxation,
export control and labour law. Harmonization of rules will make the in-
ternal market for services more efficient at a time when private funding
for European start-ups is facing a slowdown in terms of resources in-
vested and the number of contracts.

Regardless of the diversity of economies, the dilemma is whether and
how to support Europe's high-tech sector. Inaction means that companies
can leave the Union or limit the development of strategic assets. Public
intervention to support innovation in strategic areas will also help to in-
crease competition in markets. In the US, support for military research is
successful and the civilian sector also benefits from the so-called dual
technologies. The European Investment Bank's risk-taking willingness to
lend will make it easier for firms to finance beyond venture capital. Access
to capital will be facilitated by financing advanced strategic technologies
and support through long-term public programs. Although there is an
effort to attract strategic companies to the European market, investors are
concerned about the changes adopted at the European level.

A process of intermediation for technology systems or services allow-
ing preferential clauses can improve the European technology market.
This will bring effects to European companies and strengthen their global
competitiveness. Without a business environment that allows European
companies to go to mature markets, there may be a decline in perfor-
mance. China, the US, India and other countries support domestic sectors
and firms with different policies and hinder competition from accessing
markets. By promoting competition and equal treatment, Europe is plac-
ing restrictions on other areas. According to the DR, Europe should there-
fore have a more balanced approach - develop cooperation and trade and
support its own developed sectors. The concept of support has been dis-
cussed without success for a long time. Many EU firms are global and need
access to global markets. The Report notes weak strategic cooperation
between EU members in policy-making. It calls for better coordination,
sharing of strategic objectives and cooperation at different levels of the
industrial ecosystem. Better coordination and common strategic priori-
ties will improve the commercial exploitation of research and the transfer
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of innovations to production, which will help firms' profitability and
employment.

The industrial aspect of defence is related to geopolitics. While the DS
calls for a medium-term implementation, other actors want a quick chan-
ge in priorities with an emphasis on defence. The Union's defence invest-
ments are now lagging behind those of the US and China. A combination
of forms and levels of funding will help the Union industry to innovate and
make supply chains more resilient in the face of global competition. There
must be a transformation, because the development of technologies de-
pends on the Union's capacity to innovate. Innovation processes do not
arise centrally, but are based on the initiatives of actors.

A summary of institutional requirements from the DS, considering the
requirements of companies, can help strategists in the development of the
European economy. Unlike, for example, Japan, Europe uses diplomacy
less to support the global presence of its companies. Support mechanisms
for access to the foreign market, together with domestic instruments,
must be the basis of industrial policy in the technology sector. European
technology actors need to be actively involved in global manufacturing,
coordination and research networks and cooperate with leading firms. In-
tegration with other EU policies, such as development and trade policies
and mechanisms (e.g. export credits), is needed. According to DS, this will
help to replace limited domestic demand by supporting companies in new
markets. Effective intra-Union coordination will help to find export oppor-
tunities. The question of how to support the protection of large national
companies so that they maintain their global positions and disrupt the
position of non-dynamic/non-innovative companies is complex. In the
long term, support for mergers may be undesirable, as the diversification
of actors, competition and the removal of barriers to innovation improve
the business environment and strengthen resilience. In the field of tele-
communications, however, many small operators in the EU are holding
back innovation and limiting investments in network modernization.

The benefit of the DS is the comprehensive identification of the weaker
points of the Union's performance and the recommendation of changes.
However, it puts less emphasis on how the Union promotes and should



133

promote change. Evolutionary changes that do not lead to a fundamental
transformation are recommended. The timing of the DS came at the time
of the election of the new EP and the formation of the new EC. So far, the
Commission's activities indicate a partial adaptation to the new challenges.
Whether the increased defence spending will translate into changes and
the functioning of the Union's institutions and its members remains to
be seen.

The EC will also play an important role. While some considers its new
composition to be a "stabilizing" factor, for others it is stiffness. A wider
group of "sceptics" does not see a chance for a reversal in the functioning
of European institutions that would affect the economy. At the same time,
the DS's proposals for more integrated capital markets, joint financing or
research development require reforms. It will not be easy to find political
will and consensus in the Union due to the need to address the competi-
tiveness of companies in the context of deteriorating national budgets.
The funding for the period 2025 - 2028 indicates that the European tech-
nology ecosystem and policymakers must prevent a decline in performan-
ce by adopting an integrated strategic technology policy.

In parallel, Europe needs to address the urgent challenges of security,
resilience and adaptation to climate change. It must use mechanisms and
frameworks that allow for the rapid implementation of long-term objec-
tives. The Union can use the DS strategy to increase productivity, make
capital markets and the public sector more efficient, which can also reduce
costs for governments. The development and production of high-tech
products and the demand for scientific results will be important. The
question is whether the transformation will take place and whether the
position of EU companies will improve.

The future will show how DS will spur structural change. It will indicate
the scope and extent to which the intensity and dynamics of the EC's actions
in response to the DS will manifest themselves. Europe's prosperity re-
quires reforms whose timing, intensity and dynamism are reflected in
the effects. The document outlined the possibilities of transforming the
Union's economy at a time when it faces both cyclical and structural chal-
lenges. The contribution of the DS is more in the analytical than in the
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normative part. The Report covers several parameters of the European
ecosystem and maps negative trends. A focus on the dynamics/intensity
of change, which is more typical for non-European entities, would be re-
quired. In assessing the Report, we note that (a) the Report lists many of
the challenges that the Union needs to address; (b) the Report assesses
some of the challenges in a simplistic way, regarding possible changes
in economic policy and strategy, and (c) the Report reflects the views of
a limited segment of experts and regions. However, the Report rightly
argues that if the Union does not coordinate its policies, it risks weakening
its competitiveness and delaying or rejecting the transition.

Possible Impacts of Changes in the US Economic Policy Concept

In November 2024, D. Trump won the presidential election, and his
specific approach was immediately reflected in American politics. Even
before the elections, he wanted to introduce tariffs, changes in energy, im-
migration, climate policy and foreign aid, which he is implementing now.
The president is trying to be "strategically dramatic.” It introduces changes
that foreign partners cannot accept or predict. However, the success of
a "change initiator" strategy depends on the layout, context, and timing.
Indeed, IBM wants to invest USD 150 billion in the US over five years due
to the change in tariff conditions (of which USD30 billion in R&D and
quantum computers), and TSMC, Nvidia and Apple are also increasing
investments there (Hamilton, 2025). Saudi Arabia plans to invest USD 600
billion in the US (and up to USD 1 trillion in the future) and the parameters
of US-China relations are being modified.

The EU is likely to be affected by import duties, even though Slovakia's
economy falls into the lower risk category of countries with larger exports
to the United States. However, the uncertainty associated with multi-cri-
ses increases tensions and costs. The new US restrictions threaten trade
and apply to the EU, China and other countries (including Canada and
Mexico). Limits against China would disrupt the global trading system.
Tensions in NATO and the situation in Ukraine are forcing EU members
to strengthen arms production and technological infrastructure. An open
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Slovak economy must respond to the regrouping of global forces. Techno-
logical change strengthens dynamic economies and changes institutional
relationships. Tensions are growing in relations between the US and the
EU, but also Australia and Japan. The increase in volatility in US foreign
policy is eroding confidence in its reliability, giving China a chance to
engage more in Europe.

President D. Trump announced and later introduced changes in his pol-
icy. The imposition of tariffs of 25% on most goods imported from Mexico
and Canada (with a deferral of cars) and the increase of tariffs on Chinese
production from 10% to 20% above the current level of tariffs to which
exports from China are subject are changing US trade policy. At the end of
March 2025, President Trump announced the introduction of a 25% tariff
on all cars that were not made in the US. He also threatened to impose
tariffs on countries that buy petroleum products from Venezuela. A series
of changes in decisions, postponements and modifications of these mea-
sures and new activities indicate uncertainty about further developments.

Institutional Development and Legal Framework

Few activities harm economies as much as illicit trade. This disrupts
business activities, their profitability and dynamics. It distorts the space
of economic activity due to the dynamics of change, the abuse of weak
laws, corruption and limited control. In addition, it reduces the tax reve-
nues of the state and requires constant institutional changes. The impacts
are not only economic, but also moral. This phenomenon disrupts the
functioning of the entire society.

However, the institutional environment can restrict illicit trade, and
strong institutions help reduce corruption. Effective enforcement and in-
ternational cooperation limit unfair practices and illegal activities. Never-
theless, law enforcement efforts often fail, and strict surveillance and
overregulation affect normal economic activities. For example, the find-
ings of StojCi¢, Vujanovi¢ and Baum (2025) suggest that restrictive regu-
lations increase the likelihood of firms withdrawing from innovation and
tend to encourage incremental rather than radical innovation. However,
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an appropriate policy can help reduce the attractiveness of illegal activi-
ties. However, isolated measures fail and only joint efforts and ability to
act lead to results. Figure 8.2 illustrates Slovakia's position in terms of
institutions related to the restriction of illegal trade. Slovakia is among
the top twenty countries (out of 87 monitored) and so this factor does not
pose a current challenge for the economy.

Figure 8.2

Slovakia's Position in Institutions Relevant to the Restriction of Illegal
Trade (Position of the Country)
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Note: Slovakia's position is based on its position in the set of 87 countries. A higher point value
indicates a better situation.

Source: processed based on ITE data (2025).

Institutional efficiency is slightly lower than in the best-rated countries
(Map 8.1), but in the context of EU countries, the European area is in
a zone of stability and is not a factor limiting entrepreneurship unlike
other elements (structural, educational, etc.).
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Map 8.1
Institutional Efficiency of Countries
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Note: A darker colour indicates a better position in terms of institutional efficiency of 87 countries.
It is a quantitative indicator derived from EIU operational risk data, focusing on the quality of
administrative systems.

Source: processed based on ITE data (2025).

While institutional parameters are good in many areas, the challenge
for the Union's development is the need to reconcile the ambitions of eco-
logical, scientific-research/technological and military transitions. All these
segments need to receive significant resources. The question is which pri-
orities need to be addressed more urgently and which should be given
more resources.

The EU's Environmental Ambitions

Currently, within the global economic centers, it is rather the EU that
initiates and promotes ambitious plans for greening. Measures respond-
ing to the EU's global challenges and problems are becoming more com-
plicated due to the lower willingness of companies to invest in technology.
Reactions to the goal of reducing greenhouse gas emissions and compet-
ing with China in eco-technologies are mixed. A deterioration in EU-China
relations and an increase in EU tariffs on Chinese imports would threaten
to increase prices. By blocking the export of raw materials, China would
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make the decarbonization process more expensive and jeopardize. Disa-
greements over technical issues are also increasing tensions between the
EU and the United States and will increase the cost of eco-technologies.

The Union has been criticized for overusing regulations that burden
companies, including environmental legislation. Reducing regulations
would increase the flexibility of companies and strengthen their opera-
tional freedom vis-a-vis global actors. Previously, part of the legislation
overlapped and the legislation was not always comprehensive. For exam-
ple, the Carbon Border Adjustment Mechanism (CBAM)40? does not include
indirect emissions contained in production inputs, while the Corporate
Sustainability Reporting Directive (CSRD) does. Differences in carbon im-
pact analyses mean that the same imported materials may have different
CO2 values assigned to them, which calls into question the impact assess-
ment. The reporting requirements in the Emission Material Recommen-
dations Directive, in turn, differ from those in the Batteries Regulation.
Adopted legislation is not always properly evaluated with the actors (e.g.
EUR 7 impact assessment). The new legislation is initiated by the EC ser-
vices without coordinating the timing of implementation and the impact
on the sector.

The spectrum of EU environmental legislation includes CSRD, taxon-
omy regulation, sustainable finance reporting, the Corporate Sustaina-
bility Due Diligence Directive, the Eco-design Regulation for Sustainable
Products, the Industrial Emissions Directive, the Emissions Trading
System and the EU's REACH regulation (concerning the registration, eva-
luation, authorization and restriction of chemicals). The regulation has
been in force since June 2007 and is intended to improve the protection
of health and the environment against the risks posed by chemicals. It is
also intended to strengthen the competitiveness of the Union's chemical
sector.

40 The CBAM applies to imports of goods from outside the EU, the production of which emits green-
house gases on a large scale. The following commodities are subject to it: cement, electricity, ferti-
lizers, iron and steel, aluminium, hydrogen and products made from these commodities. An over-
view of the goods covered by the CBAM is provided in Regulation (EU) 2023 /956 of the European
Parliament and of the Council. The mechanism does not apply to goods of negligible value (under
EUR 150), goods transported or used in connection with military activities, imports from certain
third countries (Iceland, Liechtenstein, Norway, Switzerland) and certain territories.
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Starting in 2024 and implementing in the next three years, 42,000 large
companies and listed small and medium-sized firms (SMFs), subject to the
CSRD directive, are required to prepare sustainability reports in accord-
ance with the requirements of the European Sustainability Reporting
Standards (ESRS), which were adopted by the Commission on the basis of
the EFRAG proposal.4! The use of the simplified CSRD standard for listed
SMFs developed by EFRAG could be extended to medium-sized firms in
order to reduce their reporting costs. Their frequency of reporting could
also be reduced from annual to three-year. From a survey of 2.2 thousand
companies, the Danish government estimates the average costs per com-
pany in Denmark of EUR 365,000 (one-off) and EUR 310,000 per year
(recurring) (EFRAG, 2022). Due to value chains, sustainability reporting
does not sufficiently distinguish MSF from larger companies. Therefore,
simplified versions are created, for example, for voluntary use by non-
listed SMFs. The CSRD demonstrates the inadequacy of the adoption of EU
rules towards medium-sized companies, as compliance costs account for
up to 12.5% of their investment volume (EIB and EPC, 2024). A survey of
French medium-sized companies suggests that their initial costs for CSRD
can be up to hundreds of thousands of euros.

Technical factors describe the parameters of actors in terms of their
classification into typological groups and categories, regarding the scope
and content of their activities, as well as their specificities requiring dif-
ferent approaches. This includes, for example, specifications and the
classification of firms by size (e.g. the definition of small firms). Technical
factors include dozens of parametric information, such as:

e specification of documents for the preparation of the Sustainability

Report (SRe);

e specification of the scope of consolidation of the consolidated SRe;

e indications for actors excluded from the SRe;

e Determining the extent to which SRe covers value chain flows;

41 EFRAG, formerly the European Financial Reporting Advisory Group, is an independent technical
advisory body to the ESRS. These European Standards contain 1052 quantitative/qualitative in-
formation, of which 783 are intended for mandatory disclosure (80% of them, i.e. 622 types of
information, are intended to be disclosed if relevant to the firm) and 269 for voluntary reporting
(EFRAG, 2022; TFEC, 2024).
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e assumptions, estimates and assessments related to environmental

measurements;

e specification of the change in the presentation of sustainability in-

formation and its justification.

Reporting of risk management components/processes and internal
control systems for SRe can be financially and administratively demand-
ing for firms due to the risk assessment approach used. Companies should
regularly report on risk assessments and internal control findings to the
organizational, management and control bodies. They are intended to list
significant groups of products/services offered and the main markets and
customer groups, including items prohibited in some markets.

Although reporting addresses the area of sustainability and environ-
mental protection, the degree of complexity of systematization is consid-
erable and simplification should be made to reduce costs for companies in
the EU. It would make the Union's business environment more attractive
by simplifying regulation and reducing costs for companies. A simpler sys-
tem would prevent failures of the control system.

An example of an effort to make a difference is that the Fit4Future plat-
form has proposed reporting automation in CSRD. A revision of the Waste
Directive would allow for digitalization, streamline reporting on the cir-
cular economy, and take a comprehensive approach to waste, products
and chemicals regulations. Extending the simplified CSRD standard would
reduce costs for companies. Systematization streamlines the measure-
ment and evaluation of transformational changes. The scope of the re-
quired data, although part is optional, is considerable. It creates an exces-
sive bureaucratic burden with regular reporting and complicates busi-
ness. Characterizing the nature of activities or business relationships
through which actors influence the environment is important. However, it
is also necessary to see the broader context of the application of regula-
tions and the impact of the measures on companies.

Extreme weather events due to climate change are disrupting global
supply chains. The frequency of extreme climatic events is increasing,
with severe droughts and heat waves affecting crop yields. Rising global
temperatures will strengthen the trend, and if extreme weather events
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significantly affect production, it could lead to shortages. The higher costs
of disrupting manufacturing and retail chains would translate into higher
prices and inflation, and food shortages in parts of the world would
threaten mass migration and conflict.

k% %k %

The US administration is changing trade policy, dampening China's am-
bitions and confronting the ideas of the Fed (its own central bank). It has
been waiting for a long time for the country to "do its homework". With
a high budget deficit and internal debt, dealing with the challenges posed
by China's rival would be more complicated. In April, US President Trump
presented a package of reciprocal tariffs (20% for goods from the EU and
34% for goods from China). The minimum tax for business partners is to
be 10%. The US administration expects support for domestic production
from this. The base duty of 10% was to enter into force on 5 April and the
reciprocal duties on 9 April 2025. Tariffs on cars (25%) and nationwide
tariffs on EU products (20%) introduced by the US may slightly reduce
Slovakia's GDP growth this year. The modification of deadlines and rates
is still underway, as shown by the development of US-China relations, and
there is no need to comment on the updates. As a result of the changes,
there is a risk of a global recession, although a more significant impact is
not expected until next year. The growing tensions caused by the dynamic
US strategy are already affecting global markets. Markets react to the
measures by falling and rising the price of gold, weakening the dollar.
Some bonds are losing their attractiveness. Some investors question the
role of the US as a guarantor of global stability.

The EU economy will face significant challenges in 2025. Many of them
are not new, but they are more serious, as the Union has long underesti-
mated structural challenges. The dominance of the US and other non-
European countries in the digitization and development of Al (e.g. Japan,
China), weaker diversification of production and the absence of structural
changes seem more urgent in the context of current events. The openness
of the Slovak economy and the small internal market require deeper
changes on a wider scale. This also applies to EU concepts and strategies,
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where simply declaring ambitious intentions is not enough. Itis desirable
to support investment projects that can kick-start transformation in both
the manufacturing and services sectors. It is predicted that spending on
Al-powered data centers could reach trillions of dollars between 2024 and
2027. Uncertainty about the potential of these advanced technologies
(what they can do) and the efficiency of use (how to use them) is reflected
in investment decisions.

However, initial hesitation is waning and key global actors are becom-
ing active globally. This is also a challenge for the domestic industry, which,
despite its modernization ambitions, remains anchored in traditional pro-
duction segments. To encourage their own development of advanced
technologies, the Union, Japan, Singapore and Israel are already relaxing
their legislation to some extent so that they can use trademarked materi-
als to "train" Al without permission or payment.

The Draghi Group's Report analyses the situation of the Union and
identifies challenges that need to be addressed. There are also voices for
change in Slovakia. Entrepreneurs associated in the National Union of
Employers demand a stable business environment, predictable laws, re-
forms and an efficient labour market. In the context of the fact that the
April forecast published by the NBS estimates a decrease in growth from
last year's 2.1% to 1.4%, these are requirements that must be considered.
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9. DEVELOPMENT OF QUALITATIVE FACTORS

Given the exhaustion of the low-cost competition model, it is essential
for Slovakia to incorporate qualitative factors such as research, innova-
tion, and digitalisation into its economic development. This chapter anal-
yses selected factors of competitiveness and innovation performance of
the national economy - in particular, research and development (R&D)
and the use of digital technologies. The focus is primarily on the dynamics
and structure of R&D expenditures in Slovakia in comparison with se-
lected EU countries, as well as on the flow of financial resources between
different R&D sectors. Special attention is paid to the role of large enter-
prises, the importance of foreign funding, and expenditures on defence-
related R&D. The second part outlines some of the strengths and weak-
nesses of Slovakia’s innovation profile against the background of the
European Innovation Scoreboard. The chapter concludes with an over-
view of the level of digital development of the Slovak economy, which
continues to face several persistent challenges.

Detailed Overview of Research and Development Expenditures

When assessing the innovation development of an economy, expendi-
tures on R&D represent one of the key indicators. These expenditures di-
rectly reflect a society’s capacity and willingness to invest in the creation
of new knowledge, technologies, and innovations, which serve as drivers
of long-term economic growth and competitiveness. According to the
main indicator - gross domestic expenditure on R&D (as shown in Table
9.1) - R&D in Slovakia during the observed period 2014 - 2023 remained
at levels that do not provide sufficient foundations for domestic R&D to
become a potentially significant engine of economic development in
Slovakia.

The average R&D intensity over the past ten years has hovered around
0.9% of GDP, with Slovakia maintaining a stable gap compared to the
EU27, achieving only approximately 42% of the EU average in R&D financ-
ing. In terms of national strategic goals for R&D funding, Slovakia remains
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below the target level of 1.65%, as set out in the strategic document Part-
nership Agreement of the Slovak Republic for 2021 - 2027.42

Table 9.1

Gross Expenditure on R&D and its Structure in Slovakia and the EU27,
2014 - 2023 (% of GDP)

2014 | 2015|2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023

Gross
expenditures 0.9 1.2 0.8 0.9 0.8 0.8 0.9 0.9 1.0 1.0

SK on R&D
Gross

expenditures 2.1 2.1 2.1 2.1 2.2 2.2 2.3 2.2 2.2 2.2
EU27 | on R&D

By sector of performance

Business 03] 03| 0405050505 05]|06]| 06
enterprise

SK | Government [ 03 | 03 [ 02 | 02 [ 02 [ 02 ] 02 [ 02] 02]02
Higher 03 | 05| 02| 02]02]02]02]02]|03]03
education
Business 13 | 14 | 14 | 14 | 14 | 15 | 1.5 | 1.5 | 15 | 15
enterprise

EU27 | Government [ 03 | 03 [ 02 | 02 [ 03 [ 03 [ 03 ][ 03] 02 [ 02
Higher 05 | 05 | 05 | 05| 05| 05| 05| 05]|05] 05
education
By sector of funds
Business 03 | 03| 04| 04| 04| 04| 04| 04| 05 | n/a
enterprise

SK Government 0.4 0.4 0.3 0.3 0.3 0.3 0.4 0.3 0.3 n/a
Higher 00 | 00 | 00 | 00 | 00 | 00 | 00 | 00 | 00 | n/a
education

Foreign 0.2 0.5 0.1 0.1 0.1 0.1 0.1 0.1 0.2 n/a

Business 12 | 12 | 12 | 13 | 13 | 1.3 | 1.3 | 1.3 | n/a | n/a

enterprise

Government 0.7 | n/a | 0.7 0.6 0.6 0.7 0.7 0.7 | n/a | n/a
EU27 Higher

gher 00 | n/a | 0.0 0.0 0.0 00 | 00 | 0.0 | 0.0 | n/a

education

Foreign 0.2 n/a | 0.2 0.2 0.2 0.2 0.2 0.2 | n/a | n/a
Source: Eurostat (2025); rd_e_gerdfund.

A certain positive trend can be observed in the gradually changing
structure of R&D expenditures. While in 2014 the majority of funding was
directed towards the public sector (government + higher education sec-
tors) and only 37% of total R&D expenditures were invested in the private

42 The quantified expected outcome is: “An increase in the share of R&D expenditure to at least 1.64%
of GDP by 2030, with the ratio between private and public funding set at 3:2” (MIRRI SR, 2021).
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business sector, by 2023 this ratio had reversed in favour of the private
sector, which now accounts for 56% of all R&D expenditures. This indi-
cates a modest convergence towards the target values of national innova-
tion and R&D policies, as well as towards the EU27 average (i.e. 66%).

Given the nature of the Slovak economy - that is, a small and open econ-
omy with a particularly high dependence on external sources of invest-
ment - a greater influence of foreign funding is also expected in the area
of R&D financing. Table 9.2 presents a combination of the sector of use
and the source of gross domestic R&D expenditure for the most recent
available year, 2022. At the same time, this table can also be interpreted
as illustrating the flows between different R&D sectors or, alternatively,
as the intensity of cooperation between R&D sectors.

Table 9.2
Structure of Gross R&D Expenditures By Sector (2022, mil. EUR)
Sector of performance
Business Higher
Sector of funds enterprise | Government | education Total
Business enterprise 500,1 52 1,5 506,8
Government 21,9 145,7 193,1 360,7
Higher education 0,0 0,02 20,2 20,2
Foreign - business enterprise 84,9 0,2 0,7 85,8
Foreign - European Commission 4.4 26,6 445 75,4
Total 611,3 177,6 260,0

Source: Eurostat (2025); rd_e_gerdfund.

In 2022, R&D in Slovakia was predominantly carried out within the
business sector and financed by resources from this same sector, which
accounted for as much as 47% of all R&D expenditures. Only minimal
funding from the business sector flowed into the public sector (governmen-
tal and higher education), amounting to just EUR 5.2 million and EUR 1.5
million respectively. A very similar situation was observed in the opposite
direction; the public sector directed only 21.9 million to the business sec-
tor, which represents approximately 2% of total R&D expenditures.

If we consider these outlined flows (e.g. in the form of grants or con-
tractual cooperation) as indicators of collaboration or of the utilisation
of scientific knowledge generated by the public sector within the private
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sector, then it must be concluded that cooperation between the private
and public sectors in R&D remains highly insufficient.

Given the role of EU funding in financing public sector R&D, attention
must also be paid to the “Foreign - European Commission” funding source.
In 2022, this source accounted for 7% of total R&D expenditures. In prac-
tice, resources from the European Commission primarily refer to EU funds,
which member states can draw on to support R&D activities.

Figure 9.1 illustrates the relative role of European Commission sources
in R&D funding (as a percentage of total R&D expenditure). The develop-
ment of these funds can be framed within the programming periods of EU
fund absorption. In the case of Slovakia (as well as the Czech Republic and
Poland), a certain cyclicality and concentration of fund utilisation in the
final year of the 2007 - 2013 programming period (i.e. 2015) is clearly
evident. The development of expenditures during the 2014 - 2020 pro-
gramming period, which was extended until the end of 2023, does not
exhibit such a volatile pattern as was the case up to 2015. It appears that,
despite data for 2023 not yet being available, the relative significance of
European Commission sources in Slovakia - as well as in the rest of the
V4 countries - has been relatively weaker since 2015.

Figure 9.1

The European Commission as a Source of R&D Funding, 2007 - 2023
in the V4 Countries
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Figure 9.2
Foreign Enterprises as a Source of R&D (% of total R&D expenditure)
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Source: Eurostat (2025); rd_e_gerdfund rd_e_berdsize.

An interesting trend among the V4 economies can be observed in the
component of R&D expenditure originating from foreign enterprises.
Given the high degree of internationalisation of national economies and
the inflow of foreign investment over the past two decades, it is reasona-
ble to assume that this component would show a growing tendency. This
has been confirmed only in the cases of Poland and the Czech Republic,
with the latter experiencing an increase in this share to nearly 25% of total
R&D expenditure. In contrast, in the case of Slovakia, this value has not
exceeded a 10% share. This indicator can be understood as a reflection of
foreign enterprises' interest in the domestic economy - not only in terms
of cost-related factors, but also in the utilisation of domestic corporate
R&D capacities (the “flow” of expenditure from foreign enterprises on
R&D is mainly realised within corporate groups).

In connection with business enterprise expenditure on R&D, we also
examine its distribution according to the size structure of enterprises. Fig-
ure 9.3 presents the breakdown of R&D expenditure among micro-enter-
prises (0 - 9 employees), small enterprises (10 - 49 employees), medium-
sized enterprises (50 - 249 employees), and large enterprises (more than
250 employees). The data are for the year 2022, and Slovakia is compared
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with the Czech economy. We focus not only on the state in 2022 (the most
recent available data) but also on the year-on-year percentage change be-
tween 2014 and 2022. In this respect, the Czech economy can also serve
as an example of positive development.

Figure 9.3
Business R&D Expenditure By Enterprise Size Structure
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Source: Eurostat (2025); rd_e_berdsize.

The majority of business R&D is carried out in large enterprises. In
Slovakia, they account for 53% of business expenditure on R&D, and the
negative year-on-year percentage change in this share between 2014 and
2022 can be viewed unfavourably. By contrast, the Czech economy shows
a gradual increase in the importance of this component.

Large enterprises possess several fundamental advantages that give
them a competitive edge in R&D. First and foremost, they have extensive
financial resources, enabling them to undertake long-term, capital-inten-
sive research projects that would be out of reach for small and medium-
sized firms. Such investments often cover not only applied research but
also basic research with uncertain yet potentially ground-breaking re-
turns. In addition, large firms have access to sophisticated infrastructure,
including specialised laboratories, computing facilities, and advanced
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production equipment, all of which enhance the efficiency of innovation
processes. They also employ sizeable, multidisciplinary research teams,
increasing their capacity to address complex scientific and technical chal-
lenges. Another key advantage is their ability to manage intellectual prop-
erty effectively through internal legal departments, thereby improving the
protection of their innovations and patentable outputs. Moreover, thanks
to their strong market position and international links, these companies
can commercialise research results efficiently and transfer innovations to
global markets, maximising the return on R&D investment. This combina-
tion of resources, capabilities, and a systemic approach makes large enter-
prises key players in innovation ecosystems and drivers of technological
progress.

Figure 94

Public Expenditure on Defence R&D in Selected EU Countries
(average 2014 - 2023)
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Given the tense international situation in Europe, questions of arma-
ment and its financing have come to the fore. In this context, it is worth
devoting some attention to defence-related R&D expenditure. Defence
R&D constitutes a distinct, strategically significant category of public in-
vestment. These outlays focus on the development of new military tech-
nologies, weapons systems, cybersecurity, communications, and artificial
intelligence, and they often generate civil side benefits (so-called dual-use
technologies).

As shown in Figure 9.4, Slovakia ranks among the countries with rela-
tively higher defence spending as a share of total public R&D expenditure
(horizontal axis - 2.2%, average 2014 - 2023). However, this relatively
positive situation must be viewed in the context of Slovakia's overall pub-
lic R&D expenditure, which remains among the lowest in the EU (vertical
axis - 0.9% of public expenditure, average 2014 - 2023).

Selected Aspects of the Innovation Profile of the Slovak
Economy According to the European Innovation Scoreboard

Slovakia, in the latest edition of the European Innovation Scoreboard
(EC, 2024), is placed in the group of countries with the lowest innovation
performance. The European Innovation Scoreboard captures 32 indica-
tors - factors of innovation performance - including R&D, digital transfor-
mation, innovation support and financing, environmental technology de-
velopment, and other key areas. The 2024 data, analysed in the context of
Slovakia’s performance compared with the EU, and the changes observed
between 2017 and 2024, allow us to highlight some relative (in compari-
son with the EU) strengths and weaknesses of Slovakia’s innovation per-
formance, as well as certain trends over time.

Slovakia demonstrates above-average performance in the export of
medium- and high-tech products, reflecting the economy’s focus on indus-
trial production (primarily the automotive sector). With a value of 115.4%
of the EU average, Slovakia ranks among the countries with the highest
exports of such technologies in the EU. These products include electronics,
automobiles, biotechnology, and chemical products - sectors that require
technological innovation and relatively high levels of professional training.
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A higher indicator value suggests that a country has a strong sector capa-
ble of producing and exporting innovative, high value-added products. In
Slovakia’s case, this is largely due to the high share of foreign-controlled
enterprises.

Another relative strength is the lower emission of fine dust particles,
where Slovakia scores 101.8% of the EU average. This indicator measures
emissions of PM2.5 particles, which negatively impact public health and
the environment. In practice, this may indicate the implementation of
innovative or efficient technologies, particularly in industry and energy
production. In Slovakia’s case, the improvement in this indicator can be
attributed to the cessation of brown coal mining and combustion in the
Upper Nitraregion (a transition from fossil fuel combustion to gas/renew-
ables) and the scaling down of aluminium production by Slovalco, the
largest domestic producer. Both Slovalco and the Novaky heating plant
were among the major polluters.

In terms of the sale of new-to-market and new-to-firm innovations,
Slovakia scores 115.3% of the EU average. This indicator tracks the sale
of products that are new to the market or new to the firm itself. A high
score reflects the ability of Slovak companies to develop and introduce
new innovative products, thus enhancing their global competitiveness.

A further above-average indicator relates to innovation expenditures
not based on R&D, with Slovakia achieving 100.7% of the EU average. This
indicates a focus on non-R&D innovation, such as design, marketing, pro-
duction, and other process innovations. This indicator highlights Slovak
firms' capacity to invest in types of innovation essential for improving
competitiveness and efficiency.

Three of the four indicators where Slovakia exceeds the EU average -
exports of medium- and high-tech goods, sales of new innovations, and
non-R&D innovation expenditure - can be linked to the strong presence
of foreign-controlled enterprises in the country.

On the other hand, Slovakia displays several notable weaknesses com-
pared to the EU27. One is its low performance in public R&D investment,
with Slovakia reaching only 49.2% of the EU average. Slovak firms also
invest less in R&D than their EU counterparts. At just 36.1% of the EU27
average, Slovakia significantly lags behind.
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Another weak point is design-based innovation, where Slovakia scores
only 36.2% of the EU average. While not a “core” dimension of innovation,
this metric reflects the limited development of creative and design capa-
bilities. Design innovations can be crucial for the competitiveness and
success of products, especially for SMEs, which often rely on design to
differentiate their offerings.

In the field of human capital, Slovakia's innovation/education system
performs poorly in the job-to-job mobility of HRST (Human Resources in
Science and Technology), achieving only 29% of the EU27 average. This
indicator measures how often and to what extent STEM-educated profes-
sionals change jobs within their field. High mobility suggests a flexible
labour market, dynamic innovation sectors, and healthy knowledge circu-
lation. Low mobility may instead signal market rigidity or a lack of oppor-
tunities for professionals.

Between 2017 and 2024, positive trends have emerged in certain inno-
vation system dimensions. Business R&D investment increased by 18.0%,
potentially supporting increased competitiveness and technological ad-
vancement. The share of foreign doctoral students also rose by 28%, re-
flecting a degree of internationalisation in higher education and research.
A high share indicates the attractiveness of a country’s academic institu-
tions and openness to global collaboration. In Slovakia’s case, this may be
driven by lower study and living costs, particularly attractive to students
from non-EU countries such as Ukraine, Serbia, India, or Iran, as well as
geographical and historical ties. In some cases, a rising share may also
result from a decline in domestic PhD candidates due to demographic
trends, low interest in academic careers, or brain drain - which relatively
increases the weight of foreign students.

A third positive trend is the increase in broadband penetration (+30%).
This indicator measures the availability and usage of high-speed internet
among households. It is a key measure of a society’s digital maturity and
readiness for a digital economy. High penetration implies a well-devel-
oped digital infrastructure supporting innovation, e-government, online
education, telemedicine, entrepreneurship, etc. Low penetration, in con-
trast, may indicate digital exclusion in rural or disadvantaged areas and
hinder knowledge-based economic growth.
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However, Slovakia also recorded negative developments in some key
areas. A 67% decline in public research investment is an alarming sign,
suggesting insufficient government support for research. A 24% drop in
adult lifelong learning is also concerning. This indicator reflects the share
of people aged 25 - 64 participating in non-formal education and training.
High engagement supports labour market adaptability, whereas low par-
ticipation suggests limited opportunities or low motivation for adult
learning. Despite a rise in participation in 2022 (53.1% of adults in non-
formal education), the average hours per person remain well below the
EU average, indicating low intensity and effectiveness. Contributing fac-
tors include low public investment in upskilling, an absence of a compre-
hensive legal framework for adult education, and fragmented, low-quality
offerings (European Commission, 2023).

The third negative trend concerns environmental technologies, which
saw a 52.3% decline. This indicator tracks the share of environmentally-
oriented patents among all domestic patent applications. It focuses on
innovations that contribute to environmental protection (e.g. emission
reduction, renewables, eco-transport, water conservation, waste man-
agement). This is a crucial indicator of a country’s ability to innovate for
sustainability and contribute to green transformation.

Selected Challenges of the Digital Economy

As a country with an economy based on industry, Slovakia faces numer-
ous megatrends associated with technological progress. One of the key
trends is the digitalisation of the economy. According to an OECD study
(2024), the information and communication technology (ICT) sector in
OECD countries is growing significantly faster than the overall economy.
Over the past decade, the ICT sector in OECD countries has expanded
roughly three times faster than the rest of the economy, reaching an aver-
age growth rate of 7.6% in 2023.

However, when examining the development of the ICT sector in Slo-
vakia in comparison with European OECD member states, the picture is
rather unfavourable. Slovakia recorded one of the lowest growth rates in
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the domestic ICT sector between 2013 and 2023. Slovakia’s lagging posi-
tion in the region is further emphasised by the fact that Poland (a regional
leader), the Czech Republic, and Hungary are among the countries with
above-average growth in this area.

Figure 9.5
Average Growth of the ICT Sector 2013 - 2023* (in %)
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A key factor in the successful adoption of digital technologies in the econ-
omy is the availability of a skilled workforce. Slovakia’s current position
can be illustrated using two indicators: ICT specialists and ICT graduates.

The indicator “ICT specialists” refers to the number of employed pro-
fessionals in the ICT sector who perform tasks closely related to the de-
velopment, maintenance, and management of information technologies.
This is a critical indicator for assessing a country's digital readiness. The
indicator “ICT graduates” represents the number of individuals who have
obtained formal education in ICT-related fields. It is essential for monitor-
ing the inflow of new qualified labour into the digital sector and for eval-
uating the effectiveness of educational systems in preparing for the digital
economy.
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Slovakia is below the EU average in terms of the share of ICT specialists,
but slightly above average in the number of ICT graduates. This suggests
that although the education system produces a relatively sufficient num-
ber of qualified professionals, many of them do not find employment in
the domestic labour market or leave for better opportunities abroad.

Regarding the employment of ICT specialists in the manufacturing sec-
tor, Eurostat data (Eurostat, 202543) shows that in Slovakia in 2024, ICT
specialists made up 2.2% of total employment in this sector. In the EU27,
this figure was 4.3%. The European leaders are Finland (9.1%) and Swe-
den (8.6%). The Czech Republic has a similar figure to Slovakia, at 2.4%.

Figure 9.6
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The digital maturity of countries is increasingly assessed through

arange of indicators that capture the complex aspects of technological
readiness (EC, 2025). We have selected three such indicators. The first is

43 <https://doi.org/10.2908/1SOC_SKS_ITSPN2>.
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the share of fixed broadband connections with a speed of at least 1 Gbps,
which reflects the availability of high-speed internet. The second indicator
tracks the share of small and medium-sized enterprises (SMEs) with at
least a basic level of digital intensity. The third indicator measures the
adoption of artificial intelligence (AI) by businesses.

Compared to other EU27 countries, Slovakia ranks at the lower end for
all three indicators of digital maturity. The share of fixed broadband con-
nections with speeds of at least 1 Gbps is only 1.8%, significantly below
the EU average of 18.5%. Only Greece and Austria have a lower share than
Slovakia. This indicator, based on declared connection speeds, highlights
Slovakia’s insufficient infrastructural readiness to support the use of cut-
ting-edge digital services, which can hinder the development of data-in-
tensive technologies such as artificial intelligence and cloud solutions.

In terms of digital intensity among SMEs - defined as the use of at least
four out of twelve monitored digital technologies** - Slovakia again lags
behind. Only 42.2% of Slovak SMEs reach at least a basic level of digital
intensity, well below the EU average of 57.7% and far behind leaders such
as Finland (85.6%), Sweden (79.9%), and the Netherlands (78.6%). This
data reveals that Slovak businesses face limited access to, or motivation
for, implementing modern digital tools such as electronic information
exchange, ERP systems, or cloud solutions.

Regarding the adoption of artificial intelligence by businesses, Slovakia
scores just 6.4%), slightly below the EU average of 7.4%, but still a very low
figure - especially in comparison with countries like Denmark (14.1%),
Finland (13.8%), or Luxembourg (13.5%). The use of Al tools such as ma-
chine learning, natural language processing, or image recognition remains
insufficient in Slovakia. The combination of low high-speed internet pen-
etration and weak digital intensity suggests that Slovak enterprises not
only lack the technical infrastructure, but also the readiness to implement
Al tools.

44 DII v3 assesses the share of companies that use at least four out of twelve digital technologies.
This basic threshold corresponds to a "basic level" of digitalisation, which in practice means that
a business has already integrated several digital tools into its operations. These include: high-
speed internet (=30 Mbps), a website with advanced functionalities, social media, software for
electronic information sharing, ERP systems (for enterprise resource planning), CRM systems (for
customer relationship management), cloud computing, big data analytics, the Internet of Things,
e-invoicing, security software, or sales through e-commerce.
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Qualitative factors such as R&D and digitalisation are key precondi-
tions for Slovakia’s future growth, yet current outcomes point to an un-
derutilisation of this potential. The country's long-standing below-aver-
age performance in R&D investment limits its ability to build an economy
comparable to Western European countries. Despite a moderate increase
in business investment and a gradual shift in its structure in favour of the
private sector, expenditure remains below the targets set in national strat-
egies as well as the EU average.

A serious issue is the persistently weak cooperation between the public
and private sectors. Financial flows between these sectors are minimal,
which hampers the effective transfer of knowledge, the commercialisation
of innovations, and the generation of synergies within the innovation
system. Even the role of foreign enterprises in funding R&D, though im-
portant, remains weaker in Slovakia compared to other V4 countries, which
may suggest lower attractiveness of the Slovak innovation environment
for foreign investors in knowledge-intensive activities.

Some outcomes in the European Innovation Scoreboard can be viewed
positively, such as the above-average share of exports of medium- and
high-tech products, the sale of new innovations, and expenditures on non-
R&D-based innovations. However, these factors are strongly linked to the
presence and operations of foreign multinational enterprises.

The most significant weaknesses lie in design-based innovation, public
R&D, human capital mobility in science and technology, and lifelong learn-
ing. These areas represent systemic shortcomings that limit workforce
flexibility and adaptability to technological change.

The digital economy is another critical area. Slovakia lags behind in key
indicators of digital maturity - from high-speed broadband connectivity
to the digital intensity of SMEs and the adoption of artificial intelligence.
Moreover, despite an above-average number of ICT graduates, their inte-
gration into the domestic labour market is limited, highlighting a struc-
tural imbalance between the supply and demand of digital skills.
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10. LEGISLATIVE, REGULATORY AND FINANCIAL
FRAMEWORK OF THE BUSINESS ENVIRONMENT
IN SLOVAKIA

The discussion about a good business environment is complicated by
the fact that there is no fixed and comprehensive definition of it. The first
reason is objective. The list of parameters that can potentially affect the
quality of the business environment is very long and includes not only eco-
nomic, but also legal, political, social, technological or infrastructural fac-
tors. The second reason is subjective. Narrowing down the list is neces-
sary, but at the same time, the choice of parameters itself affects the over-
all picture of the state of the business environment. In addition, the as-
sessment of the quality of the business environment is usually based on
a narrow view of the importance of some selected parameters that are
important. A classic example is the excessive attention paid to personal
and corporate income tax rates in discussions about the business environ-
ment, while this is not the most serious problem of the overall financial
burden on business.

The text of this chapter analyses the business environment in Slovakia
in the narrow sense, i.e. the legislative and regulatory framework together
with the administrative and financial burden on business. These parame-
ters are mentioned most often in discussions about the business environ-
ment. However, other factors that make up the broader framework of the
business environment in Slovakia are also key to its quality. Its important
parameters, some of which are analysed in the next chapters of this pub-
lication, are also the macroeconomic framework, physical infrastructure,
especially transport, energy and telecommunications networks, the qual-
ity of the workforce and the flexibility of the labour market, the quality of
healthcare, innovation and technological progress, as well as the attitudes
of society towards business.

A good business environment supports entrepreneurship, investment
and economic activities. It is an environment that allows businesses to
operate efficiently, make a profit, help them increase their competitive-
ness, which contributes to economic growth and prosperity. The key role
in its formation is played by the state and its policies, which affect the
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relationship of society to business, stability, transparency and predictabil-
ity of the institutional framework and market conditions. Not only by
minimizing barriers of doing business such as overregulation, but also by
guaranteeing trouble-free market entry, promoting competition, provid-
ing companies and entrepreneurs with access to quality infrastructure,
providing them with access to financial resources, but also minimizing
opportunities for corrupt behavior.

All international comparisons show that Slovakia has not only been
lagging behind the most successful countries for a long time, but is also
starting to lag behind countries that were less competitive not so long ago.
Today, they make it easier to set up businesses, while creating more
favourable conditions for business growth, innovative activities and
competitiveness.

The most comprehensive framework for assessing the business and in-
vestment environment in the world was the World Bank's Doing Business
project, which by 2020 allowed for comparison of developments in up to
190 countries. In 2024, the World Bank introduced a new index, the
so-called Business-Ready Index, whose methodology focuses on the micro-
economic level, i.e. firms and markets. Macroeconomic conditions, the
state of corruption, the quality of human capital and other factors are not
part of it, as they are covered by other indicators.

According to this assessment, Slovakia has many challenges - and
therefore quite a lot of room for improvement - in all three main areas,
as the rating ranges from 68 to 77% out of 100.4> The Slovak Republic
achieves the best rating in the areas of public services, market entry and
international trade. On the contrary, the worst rated areas are taxation,
market competition and financial services.

The advantage of the Business-Ready index is its methodology, which
uses the concept of a hypothetical small to medium-sized domestic firm
with specific characteristics like legal structure, size, ownership, sector,
etc. The disadvantage so far is the low number of countries, when only 50
countries were part of the evaluation in the first year, of which only about
a tenth were European countries, so the international comparison does

45 Source: The Business Ready (B-READY), World Bank, 2024.
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not yet give a real picture of the country's performance in the overall eval-
uation and in its individual areas. The World Bank expects 180 countries
to be part of the project as early as 2026.

Recently, another international organization of which the Slovak Repub-
lic is a member came up with a similar initiative. Organisation for Economic
Co-operation and Development published its first assessment of entrepre-
neurial ecosystems in 38 member countries.

The indicators include the measurement of ten parameters of entrepre-
neurial ecosystem, which are: institutions, culture, networks, infrastruc-
ture, markets, finance, knowledge, talent, leadership and intermediary
services.#¢ The authors start from the reasonable assumption that deficien-
cies in any parameter have an adverse impact on the level of business acti-
vities, while also helping to identify potential bottlenecks in the ecosystem.

The report also includes measurement results of productive business
activities that cover various aspects of business performance. OECD experts
claim that their aim is to "capture the extent to which business activities
are created, survived and developed in the country”. All indicators together
very concisely show how well the country is doing in various aspects of
entrepreneurial activities compared to others.

Ten charts for each of the ten evaluated areas, which are clearly arran-
ged into one chart on the next page, provide a clear picture of the situation
of the business environment in Slovakia. The position of Slovakia is high-
lighted in red on each chart.

The results are literally alarming for Slovakia. In ten evaluated areas,
the Slovak Republic finished 8 times in the last quarter of the ranking,
3 times even among the last three countries. Only in two indicators did
Slovakia rank at least in the third ten (26th and 22nd). If we were to make
a ranking out of the score, Slovakia would be around 30th place out of 38.

The OECD has proposed this analysis as a "policy support tool” - to help
identify systemic bottlenecks and show the way for improvement. Since it
contains evaluations of about 40 specific parameters, the Slovak government
has all the relevant data on areas in which Slovakia needs to improve.

46 OECD (2025), Entrepreneurial Ecosystem Diagnostics, OECD Studies on SMEs and Entrepreneur-
ship, OECD Publishing, Paris, p. 8 https://doi.org/10.1787/7096961f-en.
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Legislative Framework for Business and the Rule of Law

One of the key factors of the business environment is the quality of the
legislative framework. In Slovakia, there has long been great dissatisfac-
tion with the quality of laws and the quality of the legislative process. The
reason for this is the quantity, the growing number of bills with a serious
impact on entrepreneurs, but also their low quality: unclear formulations
of individual provisions, indirect amendments, or serious changes adopted
without expert discussion in the last stages of the legislative process.

Chronic deficiencies in the process of preparing and approving legisla-
tion important for business continued in the previous period. Companies
and entrepreneurs have been complaining for a long time and justifiably
about the three most fundamental problems:

Insufficient or no consultation with stakeholders in the case of the most
important legal norms, which were often approved in the fast track pro-
cedure, while there were usually no objective reasons for its use. This
situation was further exacerbated by a series of crises after 2020, the
Covid 19 pandemic, the energy crisis, the war in Ukraine, etc. In June 2023,
the VIA IURIS association stated that while before 2020 the share of laws
adopted in the fast track legislative procedure was about 10% of all
adopted laws, after 2020 it rose to 21%.47 While part of the expedited
procedures was actually triggered by the crisis situation, there was objec-
tively no reason for the most of other changes to be adopted by the fast
track procedure.

Insufficient or no assessment of the impact of the proposed legislation on
businesses. The obligation to consider the impact on businesses is en-
shrined both in the legislative rules of the Government and in the Rules
of Procedure of the National Council of the Slovak Republic. In practice,
however, the government and parliament often do not follow their own
rules, as mandatory impact clauses are either completely absent or only

47 "As shown by the statistics of the National Council, by April 2023, the National Council had ap-
proved a total of 508 laws in the current election period, of which 107 in the fast track legislative
procedure (i.e. 21.06%)." Proposals for a strong rule of law, VIA IURIS,
<chrome-extension://efaidnbmnnnibpcajpcglclefindmkaj/https://viaiuris.sk/wp-content/up-
loads/2023/06/TS-navrhy-pre-silny-pravny-stat-01062023.pdf>.
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formal when submitting laws, and there is no real assessment of the
potential impacts of the proposed legislation.

Goldplating in transposing EU legislation: the transposition of EU legis-
lation into the legal order of the Slovak Republic is often an opportunity
for so called goldplating, for officials to add their own requirements to the
submitted amendment, or to tighten the minimum required by the EU.
If the transposition takes place earlier than in other EU countries, if the
number of obligations for entrepreneurs increases, if fines increase, etc.,
the regulatory burden and costs for businesses in Slovakia in meeting EU
legislative requirements increase.

The most significant changes to the legislative framework that took
place in 2024 brought more uncertainty to the business environment in
Slovakia, and more changes that had a negative impact on the business
environment and the rule of law than changes that had a positive impact
on the functioning of companies and entrepreneurs. Representative em-
ployers' organizations commented on individual draft laws within the
Economic and Social Council of the Slovak Republic (ESC SR) as well as
within the process of inter-ministerial comment procedure, while their
comments were often accepted only partially and in many cases com-
pletely rejected.

Changes to the Legislative Framework Worsening the Conditions
for Doing Business

Key legislative changes were not the subject of consultations at all,
or there was only minimal space to discuss their impact on the business
environment. This was the case with changes to criminal law, the judiciary
and the consolidation package to restore public finances.

Amendment to the Criminal Code and abolition of the Special Prosecutor's
Office: In February 2024, controversial amendments to criminal legisla-
tion were adopted, reducing penalties and limitation periods for corrup-
tion-related offences, but were suspended by the Constitutional Court,
with a review ongoing from March 2024. In addition, in March 2024, the
Special Prosecutor's Office, which was tasked with dealing with high-pro-
file corruption cases, was abolished, potentially weakening anti-corruption
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efforts. This has raised concerns about the independence and transpar-
ency of the judiciary, about the fairness of the legal framework, which can
increase risks for businesses, especially in highly regulated sectors, as
well as discourage foreign investment.

Draft general government budget for 2025 to 2027 and consolidation
package: The draft general government budget for 2025 to 2027, which
was discussed in a fast-track legislative procedure, also included consoli-
dation for 2025 in the amount of approximately EUR 2.7 billion. The mix
of consolidation measures has earned criticism due to their expected
major negative impacts on the Slovak economy, both on businesses and
households. The negative impact of the package lies in its imbalance in
terms of measures on the revenue side (EUR 2.1 billion) and on the ex-
penditure side (EUR 0.6 billion). When the package was put together, the
priority was to increase revenue, especially through tax measures, not to
reduce expenditure.

Minimum wage increases and collective bargaining: The amendment
to Act No. 663/2007 Coll. on the Minimum Wage (No. 289/2024) set
the minimum wage at 60% of the average monthly wage and reintroduced
the binding nature of sectoral representative collective agreements of
a higher level for other employers in the sector. These measures increase
the labour costs of companies, which can negatively affect their competi-
tiveness, especially in sectors with low margins. The announced increase
in the collective bargaining rate to 80% may limit the flexibility of employ-
ers in negotiating working conditions. Given the seriousness of the issue,
the social partners representing the employers assessed the discussion
with the business community as insufficient.

Introduction of a tax on sweetened soft drinks: The Sweetened Soft
Drinks Tax Act (No. 251/2024) introduced a new tax that burdens pro-
ducers and suppliers of these beverages.

Although the proposal takes into account the cash flow of business en-
tities, it increases the administrative and financial burden. The tax repre-
sents an additional cost for entrepreneurs in the food sector, which can
lead to higher prices for consumers.
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Positive changes in the Legislative Framework

Modernization of the Construction Act: The new Construction Act (No.
25/2025) brought a comprehensive reform that eliminates the shortcom-
ings of the previous legislation and introduces proven legal institutes from
abroad. These changes simplify the processes of spatial planning and
construction proceedings, which is a positive step for entrepreneurs in
the construction industry.

Reducing the administrative burden resulting from the environmental
legislation: The amendment to Act No. 329/2018 Coll. on Waste Disposal
Fees (No. 124/2024) brought positive measures to reduce the adminis-
trative burden on municipalities and landfill operators. The removal of the
obligation for municipalities to apply for contributions from the Environ-
mental Fund and the change in the interval for reporting the amount of
waste from three months to twelve months have simplified administrative
processes. The proposal was eventually withdrawn from the deliberations
of the National Council of the Slovak Republic for further refinement, but
itis an example of an effort to increase efficiency and reduce bureaucracy,
which is a positive signal for entrepreneurs in waste management.

Promoting lifelong learning: The Adult Education Act (No. 292/2024)
responds to the challenges of the Industrial Revolution 4.0 and digitaliza-
tion. It introduces systemic tools to support lifelong learning, which allows
employees to respond more flexibly to changes in the labour market. This
Act creates preconditions for better availability of qualifications and their
usability in the international context, which is beneficial for employers
looking for a qualified workforce.

Digitalisation and cybersecurity: the amendment to Act No. 69/2018
Coll. on Cyber Security (No. 366/2024) transposed the NIS 2 Directive,
thereby strengthening the protection of so called critical entities and ex-
panding the obligations in the area of incident and vulnerability reporting.
These changes increase the resilience of businesses to cyber threats,
which is crucial in the era of digitalization.

The legislative framework for business in Slovakia suffers from the fact
that the comments of entrepreneurs are taken into account only to a lim-
ited extent, which weakens the predictability of the legal framework and
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does not contribute to the good functioning of the rule of law. To improve,
therefore, it is necessary to strengthen the dialogue with the business
community and ensure greater stability in the legislative process.

Regulations and Administrative Burdens on Business

Companies and entrepreneurs identify the administrative burden as
one of the biggest obstacles to doing business in Slovakia. They often point
to excessive regulatory requirements that burden everyone. In addition,
frequent changes in regulations increase uncertainty, which hinders in-
vestment in innovation and business development.

Despite the broad social consensus on the harmfulness of excessive
bureaucracy and the need to reduce it, unnecessary administrative re-
quirements affect almost every area of business activities and companies
are unable to get rid of them throughout their entire life cycle: from the
registration process at the time of establishment, through the regulation
of all aspects of the company's economic activities during its operation,
whether internal company processes or its relationships with business
partners, employees, consumers or the environment, to the point of its
exit from the market either by bankruptcy or by its dissolution.

The regulation of starting a business has long been one of the unneces-
sarily administratively demanding acts, which is why Slovakia ranked
118th in the original Doing Business of the World Bank in this indicator.
Compared to the rest of the world, the registration process requires
a greater number of administrative procedures and obligations and takes
more than twice as long as e.g. the OECD average.48 Business associations
are calling for the introduction of "one-stop-shop" solutions, where entre-
preneurs could arrange all the necessary permits in one place.

Regulation of business activities: when it comes to the regulation of
businesses after the establishment of a company, an analysis by the Slovak
Business Agency, which comprehensively analysed only one area - occu-
pational health and safety4® - in the functioning of small and medium-

48 OECD reports "SME and Entrepreneurship Policy in the Slovak Republic" from 2021 and later.
49 Slovak Business Agency. Comprehensive audit of SME OSH obligations. Bratislava, 2022.
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sized enterprises, identifying as many as 644 obligations under 67 pieces
of legislation. The costs for small and medium-sized enterprises were
estimated at EUR 332,607,419, of which administrative costs amounted
to EUR 86,287,074.

In a 2022 analysis, the National Union of Employers used the example
of a model company to show that an businesses can be subject to up to
945 legal obligations in one calendar year, which can cost them up to EUR
1,566,112.

The Need to Simplify the Regulatory Framework and Reduce
the Administrative Costs of Doing Business

In 2020 - 2022, the Government of the Slovak Republic adopted several
important measures to simplify the regulatory framework and reduce the
administrative costs of doing business. Two packages of measures were
approved to reduce the administrative burden on businesses resulting
from the already existing legislation, which led to savings for entrepre-
neurs in the amount of EUR 150 million. In the first package there were
more than 100 measures, in the second two hundred measures. Govern-
ments continued to adopt further packages between 2023 and 2025, as
the continuation of them was one of the milestones of the Recovery and
Resilience Plan.

Since 2022, the Government of the Slovak Republic has had at its dis-
posal the system instruments approved in that year to effectively combat
the increase in the regulatory burden resulting from new regulations
adopted in the future. Some of the most important are:

The 1In - 10ut principle (May-December 2022) followed by 1In - 20ut
(from January 2023): For every euro of new regulatory costs that the
government introduces, it must repeal or ease existing regulations at
twice the financial value in order to reduce the overall economic burden
on business.

Virtual accounts of regulations, where the public can monitor on the
website of the Ministry of Economy which ministries have increased and
which have reduced the regulatory costs of doing business and by how
much.
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Mandatory regular ex-post regulatory evaluations: the obligation of
ministries to regularly review existing laws within their competence and
propose a reduction in regulatory costs.

Government Council for Competitiveness and Productivity: since 2022
a new platform for consultation with entrepreneurs, the only government
council where business representatives had a majority

Increasing the predictability of approving changes in laws in the National
Council of the Slovak Republic: introduction of a rule that laws that are
relevant for business (e.g. tax changes) can only be changed twice a year
and with a mandatory assessment of their impact on business.

A key mechanism for reducing administrative burdens is the "One In -
Two Out" (1linZout) principle, which was introduced as of June 1, 2021 to
compensate for new regulatory obligations by removing twice the volume
of existing regulations. This principle is supported by the Virtual Account
of Regulations, which monitors the impacts of legislation on the business
environment. The virtual account of regulations, managed by the Ministry
of Economy of the Slovak Republic, is used to record legal regulations to
which this principle applies. It is maintained by the Ministry of Economy
of the Slovak Republic on its website and updated on a monthly basis.
[t is established for each submitter separately, entries are made after the
delivery of updated impacts on the business environment, the submitter
is obliged to send their current version no later than 45 calendar days
from the publication of the legal regulation in the Collection of Laws of the
Slovak Republic.

The account is divided into two categories: preliminary one (for regu-
lations in the legislative process) and final one (for regulations completed
and promulgated in the Collection of Laws). Submitters are required to
submit a Business Environment Impact Analysis (section 3.1) and a Busi-
ness Environment Cost Calculator that quantifies the financial and admin-
istrative impacts. The preliminary account records proposals in the pro-
cess, while the final account contains only regulations promulgated in the
Collection of Laws that meet the requirements of the Uniform Methodol-
ogy for Assessing Selected Impacts. For example, Acts No. 251/2024, No.
292/2024 and No. 366/2024 are in the final account, but there is no clear
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record of how the new obligations were compensated. The Ministry of
Economy of the Slovak Republic updated the account as of 1 May 2024,
but shortcomings in the quantification of impacts and the publication of
compensatory measures remain.

Use of the 1in2out mechanism to reduce the administrative burden: the
linZout mechanism has been partially applied in amendments, such as the
Act on Waste Disposal Fees, where the reduction of the administrative
burden was obvious. However, in many cases, such as the introduction of
a tax on sweetened drinks or the increase in the minimum wage, the new
regulations have not been compensated by the abolition of existing ones,
which is contrary to the principle of linZout. According to available
sources, the Ministry of Economy of the Slovak Republic records regula-
tions in the Virtual Account, but there is no transparent evaluation of
whether two regulations have been repealed for each new one. For exam-
ple, the Cybersecurity Act (No. 366/2024) did not explicitly mention the
compensation of new obligations.

Problems with the implementation of 1InZout: the lack of implementa-
tion of 1In2out results from several factors. Submitters often present in-
complete impact analyses, which complicates the assessment of impacts
on the business environment. The submitters often do not communicate
sufficiently with the affected entities, do not deal with their comments
either at all or reject them or only partially accept them, which indicates
a lack of consultations between the submitters and entrepreneurs in the
legislative process. The lack of compensatory measures in cases where
new regulations have been introduced is also a problem. For example, in
the case of the tax on sweetened drinks, no specific repealed regulations
were identified, which weakened the 1in2out principle.

The lack of application of the 1in2out mechanism, in particular the ab-
sence of compensatory measures, undermines its effectiveness and leads
to persistent legal uncertainty. The regulatory and administrative burden
on business in Slovakia most likely continued to grow. Although the vir-
tual account maintained by the Ministry of Economy shows a slightly
greater reduction in costs, in reality it may be the other way around due
to the fact that not all laws are part of the 1In20ut mechanism, since it
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does not apply to proposals submitted in a fast-track legislative procedure
and to areas covered by the exemption, such as the environment.

Table 10.1
Virtual Account of Regulations
COST INCREASE COST REDUCTION
IN (in EUR per PP) OUT (in EUR per PP)
228 033 375 238382 233

Source: website of the Ministry of Economy of the Slovak Republic,
<https://www.economy.gov.sk/podnikatelske-prostredie/virtualny-ucet-predkladatelov/virtu-
alny-ucet-regulacii/virtualny-ucet-finalny?csrt=8337735852509542563>.

While some changes have reduced bureaucracy - such as the amend-
ment to the Construction Act and the Waste Fees Act - others have
brought new obligations without adequate compensation, such as a tax
on sweetened drinks or an increase in the minimum wage. While the
linZout mechanism is in place, its implementation is inconsistent. To im-
prove the business environment, it is necessary to strengthen transpar-
ency, coordination with entrepreneurs and consistent application of the
linZout principle.

Financial Burden on Business

The main part of the financial burden of business in Slovakia is the
tax and social security contributions burden, which is one of the impor-
tant factors affecting the competitiveness of companies and the business
environment.

The tax and contribution system in the Slovak Republic is characterized
by two fundamental problems that negatively affect its setting:

1. A long-term outdated and complex tax and contributions mix does
not support competitiveness, which does not motivate economic activity,
is user-unfriendly for taxpayers and is difficult to administer from the
state's point of view.

2. The latest consolidation measures are motivated only by an effort to
increase state revenues without systemic improvements in the structure
or overall setting of the tax and levy system.
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The Tax and Contribution Mix Does Not Support Competitiveness

Today, Slovakia has a tax and contribution system that does not contain
any significant positive impulses that would encourage economic activity,
investment or innovation, with the exception of tax support for research
and development, the so-called super-deduction,>® which offers the pos-
sibility of deducting 100% of research and development costs, while until
1 January 2022 it was 200%.

In the years 2004 - 2013, Slovakia had a flat tax system, a uniform tax
rate of 19% for legal entities and individuals, which was also extended to
include value added tax also with a rate of 19%. This system was simple
and therefore attractive for both domestic business entities and foreign
investors. From 2013 until today, other rates have been gradually reintro-
duced into the system, exceptions have been added and its complexity has
grown.

In Slovakia, the tax system is deteriorating from year to year from the
point of view of entrepreneurs. But in Estonia, for example, the principle
has been in force since 2000 that companies and entrepreneurs do not pay
income tax on unpaid profits. The income tax rate on reinvested profits is
0% and only dividends are taxed.

The growing tax and contributions burden has a negative impact on the
growth potential and attractiveness of the Slovak economy, as well as the
excessive weight of contributions, especially those paid by employers, in
the overall tax mix.

The chart below illustrates that while countries with a higher share of
contributions in GDP are trying to reduce this share, in Slovakia, on the
other hand, one of the highest increases in contributions was recorded,
while in 2009 this share was lower than in the Czech Republic.

Even looking at the burden on the taxpayer with the average salary, it
is true that Slovakia is in the group of countries with a higher burden in
the EU, with the contribution burden being the largest part of it.

50 According to an analysis by CRIF, Slovak Credit Bureau, "541 entities claimed the super deduction
for 2023, which is the most in history to date. Together, they drew almost 254 million euros, saving
more than 53.3 million euros in income taxes."
<https://www.crif.sk/novinky-a-tlacove-spravy/tlacove-spravy/superodpocet-2023-novy-zoz-
nam-zamiesal-aj-poradie-v-top-10/>.



172

Figure 10.2
Revenue from Levies as % of GDP in EU Member States, 2009 - 2022
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Source: European Commission; DG Taxation and Customs Union; based on National Tax Lists data.

Figure 10.3

Tax and Contribution Burden of a Taxpayer with an Average Wage,
2013 -2023
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Source: European Commission; DG Taxation and Customs Union; based on DG Economic and Finan-
cial Affairs, Tax and Benefits database, and OECD tax/benefit model (updated April 2023).

The high tax and contributions burden on labour, especially for em-
ployers, reduces the competitiveness of Slovak companies. A fundamental
change in the tax and contributions is needed to support economic activity
and growth.
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The Slovak tax system is also not very attractive when it comes to cor-
porate income tax rates. Currently, Malta (35%), Portugal (31.5%) and
Germany (29.9%) have the highest rates among EU countries, while the
lowest rates are in Bulgaria (10%) and Hungary (9%). Slovakia is located
approximately in the middle of the chart, but it is noteworthy that all the
most comparable countries, the countries of Central and Eastern Europe,
are located on the right part of the chart, i.e. they have lower rates than
Slovakia.

Figure 104
Maximum Corporate Tax Rates, Member States, 1995 - 2024
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Source: European Commission; DG Taxation and Customs Union; based on Eurostat data, ranked
by highest rate in 2024, p. 94.

Unnecessarily complicated tax administration, administrative costs re-
sulting from the lack of interconnection of systems for the collection of taxes
and contributions

The current setting of the tax and contributions system not only does
not support economic growth and reduces competitiveness, but the tax
and payroll agenda, associated with the fulfilment of many administrative
obligations, costs them considerable funds and time. In March 2026, it
will be 20 years since the Slovak government approved the intention to
introduce a common collection of taxes and contributions, the so-called
UNITAS. It also included an intention to reduce contributions by one to
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two percentage points. In March 2021, the government returned to this
topic in its program statement: "We will renew the reform intention to
unify the collection of taxes, contributions, and custom duties (UNITAS) in
order to introduce the collection of taxes and contributions by one insti-
tution..." Since this has not happened to date, the collection system is still
inefficient and employers and entrepreneurs as its users, but also the state
as its administrator, are forced to bear the increased costs.

Consolidation Package and Changes in the Financial Burden
of Businesses Effective from 2025

The consolidation package envisages additional revenues of 2.6 - 2.7
billion euros. Most of the measures came into force on January 1, 2025,
the transaction tax came into force on April 1, 2025.

Increase in the highest corporate income tax rate: from January 1, 2025
the financial burden on business increased with the increase in the high-
est rate from 21% to 24% for large companies, with annual taxable in-
come of more than 5 million euros. At the same time, the rate of 21% re-
mains in force for companies with revenues between EUR 100,000 and
EUR 5 million.

A reduction in the income tax rate for small businesses and entrepre-
neurs: legal entities whose taxable income does not exceed EUR 100,000
in a tax period will pay income tax of 10% instead of the current 15%.

Reduction of other taxes: the compensation of measures increasing
public finance revenues is complemented by a reduction in the withhold-
ing tax on dividends from 10% to 7% or a reduction in the motor vehicle
tax for trucks to the level of minimum rates.

Increase in the top rate and introduction of a third rate of value added
tax: the increase in the standard VAT rate from 20% to 23% will affect
most goods and services. The complexity of the tax system is also in-
creased by the introduction of a third VAT rate of 19% on part of the food
and electricity expenses. From 1 January 2025, two reduced tax rates of
19% and 5% will apply instead of one reduced rate of 10%. The list of
goods and services to which reduced rates are applied has been modified
accordingly.
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Introduction of a new tax, the Financial Transaction Tax: entrepre-
neurs, both individuals and legal entities, face a transaction tax with an
expected revenue of EUR 700 million per year with effect from April 1,
2025. The basic tax rate is 0.4%, with a maximum of EUR 40 from the tax
base. It applies to natural persons - entrepreneurs, legal entities and bran-
ches of foreign entities. There are exceptions, such as the Social Insurance
Agency and budgetary organizations. At the same time, exceptions are
defined for transactions that are not subject to tax, such as the payment
of taxes, fees, purchase of government bonds, etc.

The new tax not only increases the costs of companies and entrepre-
neurs, but also increases their administrative burden, because they have
a new obligation to open a special bank account, and it also increases the
administrative burden on banks that calculate and pay the tax.

Most of the measures in the consolidation package are aimed at in-
creasing public finance revenues and will negatively affect companies and
entrepreneurs in two ways. It will directly increase the financial burden
on business by increasing the rates of existing taxes or introducing an
entirely new tax. It will indirectly affect them by burdening consumers
and reducing their purchasing power. The main macroeconomic risk of
most of the measures in the consolidation package is that the increased
costs will be passed on to consumers in the form of higher prices for goods
and services, which increases the risk of inflation.

1. The development of the business environment in the recent period
only confirms the long-term trend towards its deterioration. This is also
evidenced by the latest international comparisons by the World Bank and
the OECD.

2. Slovakia needs not only to reverse this negative trend and make
doing business and investing in Slovakia more attractive again. It is in an
urgent need to modernise its business environment by the most radical
and far reaching improvements so far.
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3. The basic tool for making the business environment more attractive
is a pro-growth tax and social security contributions mix: reform of the
contributions system and reduction of the financial burden on labour.

4. In these efforts one of the "must“ requirements is to stabilise legis-
lation: ensuring the predictability of legislation and consulting entrepre-
neurs when drafting new changes.

5. The low-hanging - so far unharvested - fruit is the reduction of the
administrative burden: Consistent application of systemic tools for better
regulation, the introduction of "one-stop-shop" centers and the digitiza-
tion of all administrative processes.
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11. ECONOMIC OUTLOOK

Last year’s edition of this assessment of the Slovak economy bore the
subtitle “From the Storm towards Stability?” - and that question mark
proved to be a judicious choice. The subtitle was intended to signal that,
after the exceptionally volatile period of 2020 - 2023, the economy ap-
peared to be entering a period of more subdued and predictable dynam-
ics. Indeed, the year 2024 displayed the hallmarks of such a calm inter-
lude, but the turn of 2024/25 abruptly reminded us that uncertainty and
unpredictability remain ever-present. The opening months of 2025 have
continued in this vein. Hence, it was fitting that the move toward “stabil-
ity” was qualified with a conspicuous question mark.

After a series of sectional analyses from different vantage points, this
chapter returns to a comprehensive perspective. Its objective is to assess
the economic outlook primarily over the short-term horizon (while also
contemplating longer-term trajectories). The first part of the chapter
examines the array of risks and challenges that lie ahead for the economy.
[t scrutinizes the impact of external and domestic factors, and reviews the
underlying assumptions and rationale driving the latest forecasts from
key institutions. The second part then delivers the outlook itself, complete
with quantified projections of the principal macroeconomic indicators.

Barriers and Drivers of Growth

The strongest themes in the current outlook are uncertainty, fiscal con-
solidation and labour force shortages. Uncertainty is chiefly linked to
external conditions; consolidation reflects domestic policy tightness; and
labour scarcity stems from demographic trends and migration (including
“brain drain”). Whereas consolidation acts as a drag on economic momen-
tum mainly over the short-to-medium term, labour shortages constrain
growth both in the near term and over a longer horizon.

Uncertainty + Consolidation + Frozen Labour Market = Framework for the
Outlook

This symbolic equation in the subheading signals that there is little rea-
son to expect any sharp acceleration or economic revival.
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In 2025, on top of the existing sources of uncertainty (war in the neigh-
bouring country, reduced energy availability, political turbulence), new
doubts have arisen from trade wars and barriers to free trade. The unpre-
dictability of when and how protectionist measures will be imposed in
global commerce may not only directly curb export performance, but also
lead firms to postpone investment. The risks posed by a wave of protec-
tionism exacerbate the lingering malaise in European industry. In 2024,
stagnation was especially pronounced in industry-oriented economies
(Germany and its close trading partners being salient examples). Some
leading indicators in Germany and the Eurozone (most notably industrial
order books) fell in Q1 2025 to levels last seen during past crises (finan-
cial, pandemic downturns). This reflects eroding competitiveness com-
pared to Chinese producers as well as continued difficulty in absorbing
recent shocks, particularly the spike in energy prices. Only a gradual over-
coming of these stagnationary pressures can be expected. A more favour-
able external stimulus for Slovakia comes from its Visegrad peers (espe-
cially the Czech Republic and Poland).

Longstanding doubts about energy availability and pricing are rein-
forced by slow progress in diversifying energy sources. Slovakia’s energy
intensity remains high despite a multi-year downward trend (see Figure
11.1). High energy prices combined with elevated energy intensity deter
firms from investing. Sla¢ik (2024) notes that the mix of steep energy
costs and pervasive uncertainty lies behind the subdued pace of capital
accumulation (i.e. lower investment rates). The Institute for Financial Pol-
icy (IFP) in its latest forecast (IFP 2025) also warns that private invest-
ment may be paused or sharply curtailed due to unresolved questions
around energy prices.

A continuing source of uncertainty is the ambiguity surrounding the
shape and impact of the government’s consolidation measures. In this
context, it was counterproductive that the government also enacted poli-
cies that directly dampen economic activity (for example, transaction
taxes depress economic transactions or push them into the shadow econ-
omy). While expenditure-side austerity packages cool the economy indi-
rectly, transaction levies have an immediate contractionary effect. The
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willingness to adopt such contentious, activity-suppressing measures un-
derscores the prevailing uncertainty and heightens associated risks. The
National Bank of Slovakia (NBS) notes in its forecast (NBS, 2025) that the
announcement of a consolidation package in October 2024 triggered the
sharpest spike in economic uncertainty among all EU member states at
that time. This elevated uncertainty was subsequently identified as one of
the primary factors behind the marked slowdown in corporate invest-
ment at the end of the year.

Figure 11.1

Energy Intensity Of GDP: Declining In Slovakia But Still Excessively High
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Source: own calculations based on Eurostat data.

The Recovery Plan as the sole principal growth engine?

As the only significant growth stimulus in the short term, the disburse-
ment of funds from the Recovery and Resilience Plan emerges as the prin-
cipal driver of expansion (a conclusion echoed by the published forecasts
of both the IFP and the NBS, as well as by our own projections presented
below). In Chapter 1, we explained the role of household final consumption
in underpinning growth in 2024; however, that engine is set to stall over
the coming period. Consumption will be dampened by fiscal consolidation
measures and by the anticipated end of universal energy-price subsidies
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for households (which will lift the price level and suppress household
spending). We also note the acceleration of consumption before higher tax-
ation took effect, which shifted part of 2025’s spending into the prior year.
Summing up the weak impulses from the external environment, the drag
on consumption imposed by consolidation, and the restraint on private
investment caused by lingering uncertainty and elevated energy costs,
only the Recovery and Resilience Plan’s resources remain as a pre-an-
nounced, material growth impulse. Such a single-pillar growth model is
inherently vulnerable to risks - and, moreover, perpetuates reliance on
external stimuli rather than mobilizing domestic drivers of expansion.

Unlocking Labour Supply

The decline in the unemployment rate, reaching new lows in the first
half of 2025, is undoubtedly positive, but on its own it masks underlying
weaknesses on both the supply and demand sides of the labour market.
The workforce has shrunk so markedly that the unemployment rate falls
even without any net creation of jobs. Such apparent “stability” delivers
low unemployment statistics yet conceals the absence of employment
growth and any real contribution to GDP expansion. Over both the short
and long term, this dynamic acts as a drag on economic growth and will
increasingly constrain the economy as time goes on.

This predicament poses a twofold challenge. First, the supply of labour
itself must be replenished: there remains scope to activate those currently
outside the labour force (caregivers, the discouraged unemployed, and
others). Slovakia’s participation rate (the share of the working-age popu-
lation that is economically active) has risen, but still trails the levels seen
in advanced economies (see Figure 11.2a). The reserve in the employment
rate (the share of the labour force actually employed; Figure 11.2b) is, by
contrast, minimal. Further gains could be secured by postponing the re-
tirement age, curbing early retirements, and attracting additional foreign
labour. Second, with labour in short supply, boosting productivity is
essential to sustain growth: as noted in Chapter 1, total factor productivity
was the main engine of expansion before the global financial crisis but
has since acted as a brake. Reviving productivity growth will be critical to
offset the constraints imposed by a shrinking workforce.



181

Box 11.1
Are there Still Reserves in the Parameters of Economic Activity?

The participation rate, which measures the share of economically active indi-
viduals within the total working-age population (i.e., the portion of the working-
age population that is either employed or actively seeking work), has exhibited
a generally upward trend. In Slovakia, it already exceeds the EU average. How-
ever, there are role models (Austria, Germany, Denmark, Sweden) whose expe-
rience suggests that further gains in labour supply could be achieved by drawing
more people into the workforce. This implies “pulling in” those currently outside
the labour market. This will require, for example, enhancing family support ser-
vices (enabling labour-market participation of parents of young children, per-
sons caring for family members, etc.).

Had the participation rate not risen in Slovakia, the decline in the working-age
population would have translated much more sharply into a reduction in the
labour force. Thus, although the number of working-age individuals has steadily
fallen, the share of those active in the labour market has simultaneously increased.

The employment rate (employed/labour force) in Slovakia has risen sharply
in the past, and its room for further growth is limited (though not zero). Further
increases are possible by moving more unemployed people into formal employ-
ment. Slovakia’s employment rate now reaches levels comparable to those in
advanced EU economies (Germany, for example, posts an even higher rate).

There remains some room for further mobilization of domestic labour reserves,
albeit not large. This reserve still lies in the participation rate.

Figure
Labour Activity Indicators
a) Participation rate (in %) b) Employment rate (in %)
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As will be shown below, economic growth will not be able to accelerate
in the coming years. A major challenge is, even alongside fiscal consolida-
tion, to work on unlocking the forces of growth and real convergence. Not
after consolidation, but already during its process.

Medium Term Macroeconomic Forecast of Slovakia’s Economic
Development

The following section presents the spring macroeconomic forecast for
the Slovak economy over the period 2025 - 2029. It forms part of a series
of regular forecasts designed to provide the general public with an outlook
on the principal macroeconomic variables. It also includes a summary of
projections from selected institutions that have long specialized in fore-
casting Slovakia’s economic development. The forecast below was pro-
duced as an output of the econometric ECM (error-correction model), de-
veloped for this purpose at the Institute of Economics of the Slovak Aca-
demy of Sciences. The current version of the model comprises quarterly
time series from Q1 1997 through Q4 2024. Data are sourced from the
databases of the Statistical Office of the Slovak Republic, the Ministry of
Finance of the Slovak Republic, the National Bank of Slovakia, the Labour,
Social Affairs and Family Office, and Eurostat. The model is organized into
five blocks - labour market, public budget, prices, foreign trade, and GDP
- and encompasses a total of 71 equations. For further details on the mo-
del’s methodology, see e.g. Radvansky, Palenik and Slobodnikova (2010).

GDP growth will slow to 1.3 percent in 2025, primarily reflecting adver-
se external developments tied to structural problems in German industry
and uncertainty stemming from the US trade war. At the time the projection
was prepared, final targets for individual tariffs had not yet been estab-
lished, so the forecast is based largely on the communicated targets, which
implied a negative outlook. Relative to 2024, household consumption will
contribute less to GDP growth, as it comes under pressure from fiscal con-
solidation measures. Announcements of a further round of consolidation
(even before its details were known) have dampened households’ willing-
ness to spend, encouraging a more conservative consumption stance. On
the expenditure side, households face a higher VAT rate, and on the income
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side, a restriction of the child tax credit. In addition to the higher VAT, in-
flation will be driven up to 4.0% by rising food and service prices. Higher
business costs, associated with the consolidation transaction tax and the
corporate income tax, also feed through to consumer prices. Although
calls to amend the transaction tax have begun to surface, no concrete
changes were introduced in time to be incorporated into the forecast. The
economy will receive a boost in 2025 from the ramp-up of investments
under the Recovery and Resilience Plan, which we expect to occur pre-
dominantly in the second half of the year. The labour market continues to
withstand negative pressures thanks to the prevailing shortage of workers.
The unemployment rate will remain at historical lows. Dynamic nominal
wage growth exceeding 5 percent is driven not only by tight labour market
conditions but also by actual and expected higher inflation.

Figure 11.2
Forecast Of GDP Growth in Constant Prices by Selected Institutions (in %)
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Note: IER SAS - Institute of Economic Research SAS, MF - Ministry of Finance of the Slovak Repub-
lic, EC - European Commission, NBS - National Bank of Slovakia, SO SR - Statistical Office of Slo-
vakia (historical data).

Source: own calculations.

In 2026, foreign demand will remain subdued, as part of the tariffs will
stay in force and international trade will adjust to the new regime only
gradually. Our export growth will hover just above zero for the third con-
secutive year. The forecast assumes that universal household energy-price
support will be phased out from 2026 onwards, as the government imple-
ments its commitment to replace blanket aid with more targeted measures.
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The gradual return of energy prices to market-based levels will drive up

regulated prices, keeping inflation at 3.5% in 2026 and likely causing the

household saving rate to fall. Household consumption growth will streng-

then slightly, as disposable incomes begin to recover following the shock of

the first wave of consolidation via a lower tax credit and the temporary loss

of parental benefits. The labour market will shed some workers from ex-

port firms facing order shortfalls, but this will be partly offset by demand

for workers generated by activities at the peak of Recovery and Resilience

Plan disbursements. The decline in employment will remain modest. We

expect real wage growth to outpace real productivity growth slightly,

thereby recouping losses incurred during the recent high-inflation period.

Table 11.1
Macroeconomic Forecast of IER SAS, Spring 2025
2023 | 2024 | 2025 | 2026|2027 | 2028 | 2029
actual | estimate | forec. | forec. | forec. | forec. | forec.
Real economy
Gross Domestic Product, constant
prices 2.2 2.1 1.3 1.3 1.9 2.1 2.2
Private consumption, constant prices | -3.1 2.9 1.0 2.0 1.5 2.2 2.4
Gross fixed capital formation,
constant prices 4.0 1.8 3.7 08| -1.6 0.3 4.1
Public consumption, constant prices -2.5 3.7 2.0 1.6 2.2 2.3 2.5
Export, constant prices -0.7 0.3 1.6 1.5 3.5 3.9 3.7
Import, constant prices -7.6 2.3 2.9 2.0 2.4 3.6 4.3
Nominal activity
Gross Domestic Product, current
prices 12.5 5.8 4.4 5.1 4.6 4.3 4.1
Private consumption, current prices 6.8 6.5 4.9 5.3 3.8 4.3 4.3
Nominal production
Gross Domestic Product, bil. EUR | 123.8 131.0| 136.7]143.7]150.3]156.7 ] 163.2
Employment
Employment (ESA) | o3 -02] o01] -03] -02] -03] -0.2
Average wage
Nominal average wage 9.7 6.6 5.9 5.1 4.8 4.8 4.7
Real average wage -0.8 3.7 1.8 1.6 2.2 2.4 2.7
Unemployment
Unemployment rate (VZPS) 5.8 5.3 5.2 5.2 5.2 5.0 5.0
Number of unemployed
(VZPS, in thousands) 161.9 147.5]| 143.1|144.0|141.7 /1359|1374
Price level
Consumer Price index (CPI) | 105 28] 40| 35] 26| 23] 20

Source: Statistical Office of Slovakia and own calculations.
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Figure 11.3
Forecast of Consumer Price Inflation (CPI) by Selected Institutions (in %)
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Note: IER SAS - Institute of Economic Research SAS, MF - Ministry of Finance of the Slovak Repub-
lic, EC - European Commission, NBS - National Bank of Slovakia, SO SR - Statistical Office of Slo-
vakia (historical data).

Source: own calculations.

From 2027 to 2029 the situation abroad will stabilize, and export growth
will be more strongly supported during 2027 by the start-up of new auto-
motive production capacity (Volvo). Following the discontinuation of Re-
covery and Resilience Plan disbursements in 2027, funding will be replaced
by resources from the new EU programming period. From 2027 onward
we expect stronger negative effects on employment due to the shrinking
working-age population, despite the stabilization of both domestic and
foreign demand.

Forecast Risks

Escalation of the trade war may trigger larger tariff increases between
the United States and China. Reciprocal duties between the EU and the US
could further restrict overseas trade and provoke a recession in interna-
tional commerce. Conversely, a positive risk for 2025 is front loading im-
ports ahead of tariff imposition or during any delay in their implementa-
tion. Failure to draw down certain programmes under the Recovery and
Resilience Plan may cause investment shortfalls and a lasting loss of re-
sources, negatively impacting economic growth - even though the govern-
ment has already revised the Plan to mitigate this risk. The EU’s fiscal
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stimulus for military rearmament, particularly Germany’s (as one of the
EU’s largest arms producers), could significantly dampen the negative
sentiment spreading across Europe. For Slovakia, there is an opportunity
to boost economic growth by ramping up arms-sector production.

Main Findings

e The projected GDP growth in constant prices for 2025 - 2026 is sig-
nificantly lower compared to the forecasts of other relevant institutions.

e GDP growth will fall below 1.5% by 2025.

e In 2025 and 2026 we expect an acceleration of inflation primarily
due to the design of the adopted consolidation measures.

e GDP growth is to a large extent dependent on the absorption of EU
funds. Any failure to draw these down threatens GDP growth itself.

e The forecast risks are disproportionately large given the turbulent
developments both domestically and abroad.

Sectoral Level Forecasts

The results of the macroeconomic forecast at the aggregate national
level were subsequently used as inputs into the integrated econometric
SLAMM - EC-10 model. This model is continuously developed at the Insti-
tute of Economic Research of Slovak Academy of Sciences; a more detailed
description can be found in Radvansky et al. (2019). An alternative sce-
nario was then constructed, in which we assume an increase in defense
spending. This scenario was devised to estimate the impact of heightened
armament in response to the ongoing war in Ukraine. At the time of writ-
ing, the intention to raise defense expenditures had already become a pan-
European topic, and our aim was to assess the potential effects of such an
increase on Slovakia’s labour market.

The primary objective of the following section of the chapter is to fore-
cast labour market dynamics and value added at the sectoral level, and to
quantify the impact of demand shocks on the Slovak economy. Building on
discussions about increasing defense outlays at the EU level, we have
added two alternative scenarios to the baseline. In the first, labeled “Shock,”
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we assume a permanent rise in the defense spending ratio from 2% to 3%
of GDP, with the entire additional funding allocated to domestic manufac-
turing and service sectors, particularly those represented in the Slovak
Security and Defense Industry Association. The second scenario, called
“50/50,” assumes that 50 percent of the increase is directed toward im-
ported goods and services. For the baseline scenario, we present the ex-
pected development of employment and value added at the sectoral level,
while the alternative scenarios sketch out the employment effects. The
projections focus primarily on 2025 and 2026, although they extend
through 2029. It should be emphasized, however, that without a precise
specification of the allocation of individual expenditures by the EU, our
estimates remain preliminary and serve only to provide an indicative
mapping of potential impacts.

Baseline Scenario

In the baseline scenario for 2025 and 2026, pronounced divergences in
employment trends across sectors come to the fore, while the medium
term outlook to 2029 shows a gradual convergence of these patterns.

In agriculture, we expect a continuing outflow of labour: year-on-year
losses are projected at several hundred jobs in 2025, with a slight further
decline thereafter. This reflects pressure toward greater mechanization
and farm consolidation, leading to the rationalization of labour processes.

The most substantial fall in employment is forecasted in the industrial
sector, where the number of workers will drop by almost 6,000 in 2025,
followed by milder declines in subsequent years. We base this projection
on information about the planned trade war, problems in the automotive
manufacturing sector, and a shortage of skilled labour. Automation of pro-
duction lines, process optimization, and partial relocation of output to
lower-cost regions mean that a sector that only recently hired thousands
of new employees now faces significant job cuts.

By contrast, construction will generate additional new jobs in the com-
ing years thanks to extensive infrastructure and residential projects. This
is driven primarily by the anticipated faster implementation of funds from
the Recovery and Resilience Plan and the new EU programming period.
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This strong upswing in 2025 - 2026 helps offset job losses in heavy indus-
try and primary production.

In trade and related services, the labour market cools only modestly in
the first two years, signalling a gradual pace of digitalization and efficiency
pressures but without sharp layoffs. The sector is adjusting to the impact
of the transaction tax, yet we do not expect any significant reduction in
employment.

In the information and communication technology sector, we antici-
pate employment growth of roughly 1,500 positions in 2025, with a simi-
lar increase in the following year. Higher demand for IT specialists in dig-
italization, cloud services, and cybersecurity underpins stable expansion
in this segment. Financial services and real estate exhibit a more con-
servative yet still positive trend. We expect a modest rise in employment
driven primarily by a revival of the mortgage market, refinancing waves,
and the development of new property projects. Professional services, en-
compassing legal, scientific, and administrative consultancy, will experi-
ence stagnation followed by a slight uptick in staffing levels.

In public administration, employment is expected to stagnate or grow
slightly. Despite anticipated government-debt consolidation in the coming
years, we do not foresee a significant reduction in positions. Previous
efforts to cut headcount in this sector did not achieve the intended results,
and we project the same outcome here. The “other services” category will
continue with austerity trends, leading to job declines in the next few
years.

Overall, net employment growth in Slovakia under the baseline sce-
nario will be minimal in 2025 and 2026, as indicated by the ECM model
outputs. The 2027 - 2029 window suggests that the initial dynamism will
gradually level off: construction and ICT will retain their positive trajecto-
ries; professional services and publicadministration will return to modest
growth; and traditional industries such as manufacturing and agriculture
will continue to face pressures from modernization, automation, and a short-
age of skilled labour. Expected retirements will often prove irreplaceable,
mainly due to the entry of smaller birth cohorts into the workforce.
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Figure 114

Forecast of Employment Growth at the Sectoral Level
(in thousands of persons)
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Source: own calculations.

In the baseline scenario for 2025 and 2026, value added in Slovakia
exhibits a sharp recovery, especially in industry, construction, and public
administration, while the medium-term outlook for 2027 - 2029 shows
a gradual stabilization of growth rates.

In the coming years, we expect a modest increase in value added in
agriculture. The industrial sector experiences an even more pronounced
upswing, reflecting ongoing internal modernization of production lines,
export revival, and capacity expansion in key industries such as automo-
tive and engineering. Despite the decline in employment, we still project
rising value added in these sectors.

Construction, after a strong rise in value added in 2025, will slow
slightly in 2026 when the availability of new investment financing from
the Recovery and Resilience Plan ends. In contrast, trade services will be
driven by strengthening domestic consumer demand and the expansion
of e-commerce.
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Figure 11.5
Expected Year-on-Year Change in Value Added (mil. EUR)
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Source: own calculations.

In the information and communication sector, we anticipate growth as
renewed investments in digitalization and cloud platforms boost value
added. Financial services will likewise accelerate their growth pace, cor-
responding to refinancing waves and the expansion of banking and capi-
tal-market products, effects that will also reflect in higher productivity
within real estate. Professional services (legal, scientific, administrative)
will record steady value added. Public administration likewise sees a sig-
nificant increase in value added, reflecting one-off consolidation measures
and expected gains in efficiency. In the “other services” segment, we fore-
cast stable value added or a slight decline in later years, primarily due to
fewer cultural and sports projects.

The outlook for 2027 - 2029 suggests that the initial impulses - espe-
cially in industry and financial services - gradually give way to more bal-
anced growth. Most sectors will enter a normalization phase of incremental
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gains, with construction and ICT maintaining mildly positive dynamics
and public administration continuing its stable contribution to overall
value added.

Alternative Scenarios

In the initial phase of the forecast (2025 - 2026) under the baseline
scenario, total employment in Slovakia increases only marginally. How-
ever, once we move into the “shock” scenario, where additional defence
expenditures are allocated exclusively to domestic suppliers, employment
growth nearly doubles its pace. In the split scenario (50 /50 between
domestic production and imports), employment follows the middle tra-
jectory, reflecting the mixed effect of imported and domestic demand
components.

Figure 11.6
Expected Employment Trends by Scenario (thousands of persons)
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In the medium term (2027 - 2029), the peak year-on-year employment
gain in the baseline scenario occurs in 2027 with minimal growth, followed
by slight deceleration in 2028 - 2029. In the “shock” scenario, gains remain
above the reference trajectory - peaking in 2027 and gradually normaliz-
ing thereafter. The 50/50 scenario maintains a similar pattern - from its
peak in 2027 to gradual slowdown in 2028 and 2029 - thus combining
a partial domestic-production impulse with the dampening effect of imports.
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Taken together, these three trajectories provide a consistent picture of
how increased defence spending affects the labour market: the baseline
scenario captures pure macro dynamic without additional stimulus, the
“shock” model shows the maximum potential of domestic allocation of
public funds for employment growth, and the split approach demon-
strates that even with partial redirection of demand toward imports, the
overall effect remains significantly higher than in the baseline scenario.

From a macroeconomic standpoint, this trio of trajectories illustrates
how the allocation of additional public resources influences aggregate
output: the baseline scenario reflects the anticipated upswing without de-
fence-spending increases, the “shock” model demonstrates the maximum
immediate impact on GDP through domestic consumption and invest-
ment, and the split approach shows that even with partial import penetra-
tion, the total effect remains substantially above the baseline.

The projected pace of Slovakia’s economic expansion is lower com-
pared to the forecasts of other pertinent institutions. Even the most recent
projection published by the European Commission anticipates slower
GDP growth than national forecasters. The forecast risks are dispropor-
tionately large given the turbulent developments both domestically and
internationally. A further round of fiscal consolidation remains a signifi-
cant unknown - while it will undoubtedly dampen economic activity, it is
unclear which groups will bear the greatest burden.
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