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A highly productive
economy that generates

value added for all

Summary with key recommendations 1

Summary with key recommendations

Slovenia’s real convergence process slowed during the epidemic and the energy
crisis, and the impact of external cost shocks, extensive fiscal support and rising
labour costs was reflected in high inflation. In 2023, GDP per capita (in purchasing
power standards) was 91% of the EU average, which is only two percentage points above
the 2019 level. The strong post-COVID-19 economic recovery, which was amply supported
by fiscal policy measures amid an upturn in Slovenia’s trading partners, was followed in
2022 and 2023 by a slowdown in economic growth and a rise in inflation in the context
of the energy crisis. With the slowdown of activity in the international environment,
increasing cost pressure on competitiveness and a decline in household purchasing
power, export activity and private consumption in particular weakened significantly.
The impact of these factors was cushioned by support measures for businesses and the
population. After relatively weaker results in 2022, economic growth in 2023 was thus
above the EU average again. Inflation in 2022 was mainly driven by rising commodity
prices (especially energy), supply chain disruptions and several years of extensive fiscal
support. It slowed significantly towards the end of 2023, while price pressures (especially
in services) persist owing to rising labour costs and incomes. Nominal wage growth
accelerated markedly in 2022 and 2023, driven by post-COVID-19 economic growth,
inflation, extraordinary wage increases in the public sector and severe labour shortages
(due to demographic change). Amid a cyclical slowdown in productivity growth, this has
also led to a deterioration in the economy’s cost and price competitiveness indicators.
Due to the epidemic, the general government balance turned from a surplus to a large
deficit in 2020. The deficit gradually decreased with the phasing-out of the temporary
COVID-19 support measures for businesses and the population. In 2023, however, it was
still significantly affected (-2.5% of GDP) by measures aimed at mitigating the energy
crisis and addressing the consequences of floods. Ageing-related expenditure continues
to exert pressure on the sustainability of public finances over the long term.

I Figure 1: Slowdown in economic catching up in 2020-2023 (left); stabilisation of inflation at the end of 2023 (middle);
increased labour cost pressures (right)
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Trend productivity growth remains weak, though some of its factors have been
gradually improving for some years; however, to achieve a more significant
productivity boost, we need to accelerate investment in the smart and green
transition and broaden and deepen the business transformation processes. Slovenia
still lags far behind the EU average in terms of productivity and is gradually losing the
lead it had over the Visegrad Group. In fact, trend productivity growth has slowed
considerably with the weakening of investment activity following the global financial
crisis and has been at around half the pre-2008 level for several years, while it has also not
been sufficiently structurally adjusted. Recently, a number of productivity factors have
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improved, albeit from a low or average level that lags far behind that of the innovation
leaders. Overall investment activity has picked up significantly since the middle of the
last decade. Positive trends, especially in the post-COVID period, are also observed in
some investment segments that are important for economic transformation (business
investment in machinery and equipment, R&D, marketing and environmental projects,
etc.). In addition, innovation activity of enterprises improved in the period 2018-2020
(latest available data) and was above the EU average. However, Slovenia is clearly lagging
behind in the softer productivity factors, particularly in investments in software and data,
organisational capital, and education and training. This contributes to a lack of depth in
business transformation or insufficiently ambitious introduction of higher value-added
products (which is reflected, for example, in companies’ relatively low revenues from
new product launches and the lag in the utilisation of some advanced technologies, e.g.
CRM systems or big data analytics). The pace of business transformation is faster in large
companies, while by international comparison, small and medium-sized enterprises are
less successful, for example, in terms of innovation activity and digital intensity. With a
high proportion of university graduates, human resources remain Slovenia’s comparative
development advantage, but the development and attraction of top professionals
(researchers, PhDs), who are crucial for innovation, is too slow. In addition, economic
transformation must be supported by the strategic development of human resources.
Companies struggle most with finding professionals, technicians and other skilled
workers, and Slovenia faces one of the greatest shortages of ICT specialists in the EU.

I Figure 2: Modest productivity growth since the global financial crisis in relation to slower investment growth (left and top
middle); positive developments in innovation (top right) and certain investments in the smart transformation in recent
years, but significant delays in some softer factors (bottom)
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RECOMMENDATIONS

Learning for and
through life

Strengthen productive investment, especially in intangible capital and in the smart
(especially digital and organisational) and green transformation of the economy. This
objective should also be pursued in the prioritisation of state resources and the use of
EU funds.

Strengthen the development of human resources at all levels, including top experts
(researchers, PhDs, etc.), and attract top talent from abroad.

Deepen the innovation activity of companies (including by the fast-movers) by
promoting more complex, high-risk and collaborative projects and by encouraging a
comprehensive integration of technologies and new organisational approaches.

Expand business transformation processes by promoting innovation, digital and green
transformation, especially in small and medium-sized enterprises.

Improve the business support environment (especially for start-ups) by increasing the
availability of venture capital, strengthening the institutional support environment, and
further strengthening of cooperation between companies and knowledge institutions.

Accelerate the shift of production resources from less productive to more productive
enterprises by focusing economic policy measures on the healthy cores of the economy,
especially its development-oriented niche parts.

Promote the restructuring of regions by transforming existing activities and developing
new ones, taking into account the development potential of each region, which not
only has a positive impact on the economy but also contributes to the realisation of the
SDS targets in terms of the environment and the well-being of the population.

In the medium term, further reduce the general government deficit through more
sustainable economic policy measures based on the prioritisation of government
spending and ensure more sustainable ageing-related government expenditure,
especially pension expenditure, through the implementation of the pension reform.

Some indicators of the quality of basic and upper secondary education have
deteriorated in recent years; the proportions of adults with upper secondary
and tertiary education have been increasing for several years, but the pace of
development of human resources to ensure the provision of quality public services
and the green and smart transformation of the economy has been too slow. The
share of adults who have completed at least upper secondary education has increased
over the past decade, as has the share of adults with tertiary education, which has been
above the SDS 2030 target (35%) for three years in a row, although it is still lower than
in most economically developed countries. Some indicators of the quality of basic and
upper secondary education show that the literacy rate of young people has deteriorated,
that the percentage of primary school pupils who like school has fallen and that there is
a shortage of teachers. In the period 2018-2022, the learning outcomes of children from
vulnerable groups, which include certain minorities and disadvantaged groups, and of
children of parents with low levels of education have deteriorated. After a long-standing
negative trend, adult participation in lifelong learning increased in 2021 and reached the
SDS 2030 target (19%) for the first time in 2022. However, almost half of adults do not
want to participate in education. An analysis of the labour market situation shows that
the supply of certain skills exceeds demand, resulting in people being overqualified for
their jobs (vertical mismatch) or employed in jobs that do not match their field of study
(horizontal mismatch), with Slovenia having one of the highest proportions of the latter
in the EU. At the same time, there is a shortage of skilled labour in the fields of science,
technology, healthcare, social security and education, increasingly limiting our ability to
meet the current and future needs of a long-lived society and the smart transformation
of the economy. In the field of culture, international activities are being stepped up and
the range of cultural events and visitor numbers are increasing, while according to the
Institute for Economic Research estimate, the visibility and exploitation of the potential
of the cultural and creative sector remain insufficient.
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I Figure 3: The scores achieved by 15-year-olds in reading, mathematics and science literacy have deteriorated in Slovenia
and the EU’ (left); many employees believe they need additional training (right)
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RECOMMENDATIONS

An inclusive, healthy,
safe and responsible
society

Create a comprehensive system for identifying and forecasting human resource and
skills needs to reduce labour market mismatches.

Adapt (re)training programmes and promote up-skilling of employees.

Better adapt upper secondary and tertiary education to the future needs of the labour
market by adjusting the structure of enrolments.

Adopt a comprehensive and inter-ministerial approach to improving the literacy and
other skills of children and young, with a variety of approaches based on a culture of
learning and understanding, including through greater inclusion of cultural and artistic
content.

Take care of the mental health of children and young people and foster their creativity by
strengthening the values of cohesiveness, solidarity, reciprocity, tolerance, imagination
and curiosity to help them cope with new and unpredictable climatic, social and other
challenges and better prepare them for their life course.

Strengthen the strategic development of teaching and counselling staff.

Ensure inclusion and zero tolerance of discrimination for vulnerable groups of children
with long-standing intergenerational transmission of disadvantages.

Raise awareness of the benefits and necessity of lifelong learning in the face of
demographic, social and technological change and the increasing frequency of crises
and uncertainties, especially among people with a low level of education and the
elderly. Pay more attention to adult literacy (functional, digital, financial, environmental,
etc.), raising awareness of discrimination and the benefits of empowering vulnerable
and marginalised groups.

While the quality of life has gradually improved and the health status of the
population has almost reached the pre-epidemic level in the last two years,
the accessibility of public health and long-term care systems is facing growing
challenges. Trust in people, mutual assistance and social contacts have gradually
improved in recent years and life satisfaction is higher than ever before. Key health
indicators have improved after the epidemic, but the healthcare system faces growing
challenges despite a series of measures taken and a significant increase in public funding.
An ageing population, a higher prevalence of chronic diseases, a shortage of family
doctors and longer waiting times have had an impact on the accessibility of healthcare
in 2023. Unmet needs for healthcare have declined since 2021 but are still higher than
before the epidemic. Total health expenditure as a share of GDP was in line with the
EU average in 2022; the share of out-of-pocket expenditure, which was still very low in
current expenditure, increased in household consumption, reflecting a deterioration
in affordability. In 2024, the supplementary health insurance was abolished and a new
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mandatory healthcare contribution was introduced. The shortfall in healthcare funds will
be partly covered by the state budget. Remote consultations and the digitalisation of
healthcare have accelerated with the epidemic, but they remain a challenge for older,
less educated and socially disadvantaged people who do not have access to digital tools
or skills to use them. Several measures were taken to improve the mental health of the
population, which had deteriorated during the epidemic. A high-risk lifestyle is still a
major problem, and the proportion of people who are less physically active is particularly
high among people with a low level of education. Climate change is also a growing public
health challenge. The new Long-Term Care Act creates a framework for the financing and
development of long-term care services, the need for which is growing rapidly due to
demographic change. However, staff shortages will pose a major challenge.

I Figure 4: Self-perceived health is above the EU average only among people with tertiary education (left);' unmet needs for

healthcare are due to long waiting times, which are well above the EU average (right), 2022
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Sources: Eurostat (2024a), EU-SILC 2022. Note: ' The share of persons aged 16 or over with very good or good self-perceived health.

RECOMMENDATIONS

Improve the accessibility of healthcare by taking measures to reduce the administrative
burden on healthcare teams at the primary level and redistribute tasks within the
teams; take measures for more efficient management of healthcare facilities and
further digitalisation of healthcare.

Redefine the relationships between healthcare funding sources and optimise the scope
of publicly funded services; reform the models for funding individual health activities.

Pursue a systematic and interdepartmental approach to the prevention of health
inequalities, which are more pronounced in the most economically vulnerable social
groups.

Raise awareness among all generations of the need to take care of their physical and
mental health and strengthen prevention programmes and programmes to prevent
functional limitations among older people.

Despite a severe labour shortage due to demographic change and employment
rates at an all-time high, access to quality jobs is still a challenge for some people.
In 2023, the employment rate was higher than ever (77.9%) and only 1.6 p.p. below
the European Pillar of Social Rights (EPSR) target. Slovenia has considerable scope to
increase the employment rate of the older population (55-64 years), since this group has
a relatively high proportion of the inactive population due to early retirement options,
working conditions that do not meet the needs of older people, lack of appropriate skills,
and the high inactivity and low wage traps (low work incentives). There is slightly less
scope to increase the employment rate of young people (aged 15-24), as they are not
in employment mainly due to high participation in education, while the apprenticeship
system, which combines school-based and on-the-job training, remains underdeveloped.
The integration of workers from abroad must be regulated by a migration and integration
policy that eliminates unequal treatment, because for many years they have been paid
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on average less than workers born in Slovenia for the same work and face discrimination
and many other obstacles. The high wage density in Slovenia may prove to be a deterrent
to attracting foreign skilled labour or retaining local ones. The gender pay gap is smaller
than the EU average but remains constant and has not narrowed despite a number of
measures being taken. According to the gender equality index, Slovenia ranks below the
EU average. Since the COVID-19 crisis, employees have had less difficulty in reconciling
work and family life, but women are more likely to take on care responsibilities than men,
which is one of the reasons for the high absenteeism rate, along with the high intensity of
work and the lack of adaptation of the workplace to an ageing workforce. Labour market
segmentation has decreased over the last decade, while the in-work at-risk-of-poverty
rate increased in 2023 (to 5.7%) and moved away from the SDS target (below 5%) after
approaching it for four years.

I Figure 5: The distribution of gross wages is highly concentrated around the minimum wage (left); the inactivity and low

wage traps remain high (right)
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and Eurostat (2024). Notes: The “inactivity trap” indicator measures the proportion of net earnings that is lost due

to higher taxes and lower social transfers when a person who is not in employment takes on a job. In the figure on the right, the calculation is made for

a couple with two children where one

parent already earns 100% of the average wage while the other, who was inactive and received financial social

assistance, rent subsidy and child benefits, takes on a job that pays 67% of the average wage. For the same household, the “low wage trap”indicator shows
the difference in net earnings of employed persons when moving to a higher-paid job (from 33% to 67% of the average gross wage) due to higher taxes
and social contributions and lower social transfers than at the previous lower-paid job with lower taxes and social contributions and higher social transfers.

RECOMMENDATIONS

Ensure more effective labour market integration of young people, older people and
the inactive by improving the quality of jobs and providing more incentives to work,
investing in education, training and retraining, and increasing the attractiveness of
work.

Improve the alignment of the minimum wage with the tax and social transfer system
to reduce the low wage trap and increase the frequency of minimum cost of living
calculations that form the basis for setting the minimum wage.

Introduce a wage incentive system for the entire public sector to ensure the provision
of quality public services.

Strengthen migration and integration policies and enable a high quality of life for
immigrants in Slovenia.

Ensure a more equal distribution of unpaid or care work between men and women.

Develop proposals to systematically eliminate pay inequalities and narrow the pay gap,
as proposed in the EU Pay Transparency Directive, and strengthen women’s efforts to
be employed in gender-atypical occupations.

The at-risk-of-poverty or social exclusion (AROPE) rate, which is one of the lowest
in the EU, has risen slightly in the last two years, while income inequality is still
the second lowest in the EU despite a slight increase. The material well-being of the
population, measured by actual individual consumption per capita (in PPS), has improved
very slowly in recent years, reaching 87% of the EU average in 2022, putting Slovenia



Development report 2024

Summary with key recommendations 17

in 16th place in the EU. Gross disposable household income increased in real terms in
the period 2020-2023, largely due to government measures to mitigate the effects of
the epidemic and rising prices. In 2022, the highest share in the structure of household
expenditure was again spent on transport (the highest among all EU Member States),
while the lowest income quintile spent the highest share on housing. Despite a slight
deterioration, income inequality remained one of the lowest in the EU in 2023, while
wealth inequality was the fourth lowest in the euro area. The AROPE rate rose slightly
for the second year in a row (to 13.7% or 287,000 persons), moving away from the EPSR
target (less than 270,000 persons) but remaining among the lowest in the EU. The at-
risk-of-poverty rate has also increased, and for some vulnerable groups - including
children of parents with low levels of education, pensioners, minorities, immigrants and
tenants — it has been above the EU average for many years. In the absence of a housing
policy, the housing shortage of certain population groups has been worsening for many
years, and economically vulnerable households that are energy poor and live in poor-
quality housing are facing housing deprivation. At the same time, the effectiveness of
social transfers in preventing poverty was at a historic low in 2023 (35.5%). Therefore the
approach to tackling poverty and deprivation among the most vulnerable groups must
be robust and include systematic and targeted measures. Exposure to various forms of
discrimination also increased in 2023 but still remained one of the lowest in the EU.

I Figure 6: Income and wealth inequality and the AROPE rate are among the lowest in the EU, while the at-risk-of-poverty rate
of certain vulnerable social groups has been above the EU average for several years
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RECOMMENDATIONS

Modernise and comprehensively reform the extremely complex social legislation (in
particular the Social Assistance Payments Act and the Exercise of Rights to Public Funds
Act). Ensure an appropriate social transfer floor through more frequent calculations of
the minimum basic income (MBI).

Comprehensively and definitively address the decades-old anomalies in the
information system of the Centres for Social Work (ISCSD-2) for determining eligibility
for social transfers.

Increase ambition in eradicating poverty among the most vulnerable groups, especially
children exposed to intergenerational transmission of disadvantages, through
systematic and targeted action.

Introduce an integrated housing policy to increase the supply of public rental housing,
activate vacant housing and create sufficient housing facilities adapted to vulnerable
groups (in particular sheltered housing for the elderly and people with disabilities and
housing for young people, families, immigrants, migrants, etc.), including through a
reform of the property tax system.
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Given the lack of progress in the transport sector and in the use of renewable energy
sources, the pace of the transition to a low-carbon economy is too slow and the
circular material use rate as a measure of the circular economy remains relatively
low. On its path to decarbonising the economy, Slovenia has been partially successful
in improving energy efficiency, with progress being made in the manufacturing sector
in particular, while household energy consumption also declined. However, no progress
has been made in the transport sector, which accounts for a relatively large proportion
of energy consumption due to Slovenia’s transit location and extensive road transport.
GHG emissions from transport, which rose again after the epidemic, were among the
highest in two decades in 2022. Since the global financial crisis, total GHG emissions
have gradually decreased, mainly under the influence of improvements in the energy
sector, and in 2022 this was additionally influenced by the energy crisis. In 2021 and 2022,
Slovenia’s gap with the EU average in energy and emissions productivity has narrowed
to slightly less than one-tenth, which means that only small progress has been made
in the last 15 years. The share of renewable energy sources (RES), which contribute to
decarbonisation by replacing the use of fossil fuels, has remained largely unchanged for
many years. Its increase since 2005 was the lowest in the EU and in 2022 was below the
target of 25% for the third year in a row. In the area of the circular economy, we can see a
downward trend in waste generation (excluding mineral waste), the per capita volume of
which is relatively low and places Slovenia in the bottom third of EU countries. Over the
last decade, the municipal waste recycling rate has increased significantly, but despite
the increasing overall use of materials, the circular material use rate has not increased
in recent years and remains below the EU average. The gap with the EU in terms of
material productivity has also not narrowed. The large share of protected areas, high
forest cover and moderate intensity of farming make a considerable contribution to the
preservation of the natural environment. On average, soil and water are still relatively
well-preserved natural resources, and Slovenia is one of the most biodiverse countries in
the EU. Air quality is more of a concern, due to inadequate combustion of wood biomass
in individual heating systems, extensive construction activity and road traffic.

I Figure 7: Energy efficiency in manufacturing has been above the EU average since 2019; the improvement in overall energy
efficiency and thus also the reduction in GHG emissions are slowing down, mainly due to the transport sector; the share of
renewable energy remains below the 2020 target and far from the projected targets for 2030
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RECOMMENDATIONS

A high level of
cooperation,
competence and
governance efficiency

Systematically promote low-carbon solutions to achieve legally binding climate and
energy targets.

Identify opportunities and innovate, reduce the consumption of primary resources,
and introduce new clean technologies.

Reduce the transport sector’s reliance on fossil fuels and move to more sustainable
forms of mobility, in particular through the renovation and construction of railway
infrastructure, including in combination with the promotion of more coherent regional
development.

Accelerate the introduction of renewable energy sources through a more efficient
finding of compromises when sitting the necessary facilities.

Reduce resource consumption, increase resource use efficiency and strengthen
sustainable circular practices by systematically investing in the development of new
business and consumer models.

Introduce products designed for circularity, high-quality recycling and the use of
secondary material streams, thereby also reducing waste disposal.

Promote sustainable consumption, i.e. lower consumption, longer lifetime and reuse
of products.

Improve the ambient air quality through measures to improve the efficiency of wood
biomass combustion and reduce pollution from transport.

Rationalise land use by shifting activities to abandoned and degraded areas.

Certain areas of government efficiency have improved in recent years, although
most of the challenges identified in recent years are still relevant today; the positive
results in the areas of safety and global responsibility have been maintained.
In the area of public administration, Slovenia has focused in recent years primarily on
developing better and faster services based on digitalisation, enforcing quality standards,
and improving the quality and efficiency of the justice system. Measures have also been
taken to improve the business environment, in particular to reduce administrative
barriers, simplify business processes and modernise public procurement. Institutional
competitiveness has deteriorated in recent years compared to other countries. It is
characterised by a lack of effective public sector management, a considerable regulatory
burden, mistrust in the rule of law and the judiciary, and a relatively high perception of
corruption. According to business executives, in addition to bureaucracy and lengthy
procedures, tax policy, labour legislation, and the lack of predictability of the business
environment and legislation remain the main problems in terms of government efficiency
in supporting the business sector. As a result, trust in public institutions is very low,
which is why the challenges lie in particular in increasing transparency and improving
the participation of key stakeholders in the adoption, implementation and monitoring
of measures, as well as the investigation and sanctioning of corruption offences. A
strategic approach at the national, regional and local levels will only be possible through
closer cooperation with stakeholders, especially in the framework of the development-
innovation ecosystem, the interested public and social partners, which will enable a long-
term stable, but also responsive, predictable and credible, development policy. Slovenia is
one of the most peaceful countries in the world, and Slovenians feel safe in their country.
Climate change-related natural disasters, which have occurred frequently throughout
Slovenia in recent years, are a constant source of threat. Slovenia is also among the most
successful countries in achieving the sustainable development goals (SDGs) of the 2030
Agenda, but the progress is too slow in certain areas. Expenditure on official development
assistance has also increased but is still below internationally agreed commitments. By
becoming a non-permanent member of the UN Security Council last year, Slovenia will
be able to actively participate in decision-making to maintain international peace and
security and thus increase its global visibility.
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I Figure 8: Lagging behind innovation leaders and the EU average on most institutional competitiveness indicators in 2023
(right); trust in most of the main state institutions is relatively low and significantly below the SDS targets (right)
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RECOMMENDATIONS

Improve the strategic management of public institutions to identify and address
development challenges in a timely, coordinated and effective manner, including
through the identification of key strategic priorities and priority development areas.

Improve cooperation among key stakeholders in the adoption, implementation and
monitoring of policies and regulations, including by strengthening inter-institutional
cooperation.

Improve the business environment by supporting business activity and enabling
predictable and responsive interactions with the public sector. Reduce excessive
government regulation and further simplify interactions of companies and citizens
with the public sector.

Increase efforts for the prevention, early detection, effective investigation, prosecution
and conviction of corruption cases.

Pursue a systematic approach to prevent, respond to and manage the consequences of
climate-related natural disasters, for example through the establishment of dedicated
funds, various preventive measures in the field of land use and spatial planning, etc.
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Introductory remarks

The Development Report is a document monitoring the implementation of the
Slovenian Development Strategy (SDS). The basic structure of the report (the main
chapters) follows the five strategic orientations that the SDS identified as crucial for
achieving its primary goal, which is to ensure a high quality of life for all: (a) a highly
productive economy that generates value added for all, (b) learning for and through
life, (c) an inclusive, healthy, safe and responsible society, (d) a well-preserved natural
environment, and (e) a high level of cooperation, competence and governance efficiency.
The SDS also set 12 development goals in interconnected and interdependent areas
identified as essential for the implementation of the strategic orientations. The report
monitors the implementation of each development goal (subsections of the report)
within the strategic orientation with which it is most strongly linked, although each
individual goal can contribute to the realisation of several strategic orientations (Figure
9). The report also analyses the implementation of the objectives of the European Pillar
of Social Rights 2030 Action Plan, which have replaced some SDS objectives when the
methodology was changed (employment rate and AROPE rate). When the report was
prepared, data for most indicators were available for 2022 and for some also for 2023.

The appendix to the report presentsindicators for monitoring the implementation of
the SDS in more detail. The 30 performance indicators for which the SDS set target values
for 2030 are complemented by indicators that provide a detailed overview of progress in
individual areas. The indicators represent the main analytical basis of the report, which is
complemented by an overview of other data, studies and research reports, particularly
in those areas where no appropriate indicators for comparisons between countries or
over time are available. The report uses data sources released by 31 March 2024. When
considering the SDS targets and guidelines, Slovenia is most often compared with the
EU average and, where applicable, with different groups of EU countries, such as the
innovation leaders (IL - this group comprises Sweden, Finland, Denmark, the Netherlands
and Belgium), the V4 (the Czech Republic, Slovakia, Hungary and Poland) or the new EU
Member States (EU13 — countries that joined the EU after 2013).

I Figure 9: Primary objective and strategic orientations of the Slovenian Development Strategy 2030

Source: SVRK (2017).
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1 A highly productive economy that
creates added value for all

1.1 Economic stability

¥ Economic stability (Development Goal 5)

The content of the goal is to ensure economic stability, which is a key condition for reducing the development
gap with more developed countries and increasing the quality of life for all. The basis of economic stability is
a well-performing economy which maintains key macroeconomic balances. The achievement and preservation
thereof require appropriate economic policy action throughout the economic cycle, long-term sustainability of
public finances, a stable and competitive financial sector, and balanced regional development. With regard to
economic stability, SDS 2030 highlights competitiveness and innovation along with sustainable and inclusive
aspects of economic development. These are dealt with in depth in other SDS development goals, namely goals 6
(competitiveness and innovation), 3 and 7 (inclusive development), and 8 and 9 (sustainable development).

¥ SDS 2030 performance indicators for Development Goal 5:

23

Latest data
Target value for 2030
Slovenia EU average
GDP per capita (at PPS), index EU-27=100 91 (2023) 100 (2023) 100
General government debt, In % of GDP 69.2 (2023) 83.1(2023)* 60

Note: *The data for the EU are the EC forecast for 2023 (EC, 2023a).

Economic growth moderated in 2022 and 2023 amid
the energy crisis. After several years of GDP growth
that followed the global financial crisis, GDP decreased
considerably in 2020 as a result of the epidemic and
associated restrictions. With a strong rebound, also
supported by government measures to mitigate the
impact of the epidemic, economic activity in 2021
exceeded the pre-epidemic level. The post-epidemic
recovery continued in the first half of 2022, before
economic activity moderated markedly in the second
half of the year with the outbreak of the energy crisis due
to the war in Ukraine and the strengthening of inflation,

which eroded the purchasing power of the population.
The negative impact of these factors persisted for most
of 2023, when economic growth further moderated.
The export-oriented part of the economy was the most
affected, as a result of the economic slowdown of the
main trading partners and the deterioration in cost and
price competitiveness (see also Section 1.2.1). Private
consumption growth also slowed in 2023. However, the
growth of investment and construction activity remained
relatively strong in both years, positively influenced by
government investment, also stimulated by EU funding.

I Figure 10: Following a strong rebound in 2021, economic growth in 2022 and 2023 moderated
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[ Figure 11:1In 2023, the state budget disbursed EUR 551 million or 0.9% of GDP for flood recovery, mostly to municipalities
for intervention works and investments (left), while measures to mitigate the effects of the energy crisis were at a similar

level in 2023 as in 2022, with a slightly different structure (right)
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0.0 municipalities
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Source: MF (2024a, 2024b); calculations by IMAD.

To mitigate the negative effects of the epidemic, the
energy crisis and the post-flood recovery, Slovenia
has taken comprehensive fiscal measures.! The
good financial condition of the Slovenian economy
before the epidemic and extensive incentive measures
of economic policies provided by the activation of the
general escape clause due to the exceptional economic
circumstances during the epidemic prevented a deeper
decline in economic activity and employment in 2020
and enabled a faster recovery in 2021.2 Due to the scale
of the crisis, fiscal assistance measures at the EU level
were also taken: first a fiscal package aimed at mitigating
the consequences of the crisis in the short run, followed
by extensive assistance in the form of an extraordinary
recovery instrument — NextGenerationEU. The European
Commission also responded to growing energy prices,
first in October 2021 with a recovery and support
toolbox, then in May 2022 with the implementation
of the REPowerEU Plan3 which complemented the
Recovery and Resilience Plan (Box 1). Slovenia also
mitigated the energy crisis through other measures
targeting households, businesses and the agricultural
sector, amounting to 1.2% of GDP in 2022 (of which
1.1% of GDP with an impact on the general government
sector), while the value of the measures in 2023,

1 The average value of measures to manage the epidemic in the euro
area totalled 3.3% of GDP in 2020, 3.1% in 2021 and 0.7% in 2022,
while in Slovenia it totalled 5.2% of GDP in 2020, 4.5% in 2021 and
1.2% in 2022. The value of measures to mitigate rising energy prices
(including windfall taxes) totalled 1.4% of GDP in the euro area in
2022 and 1.2% in 2023, while in Slovenia it was estimated at 1.1% of
GDP in 2022 and 1.2% in 2023.

2 According to IMAD estimates, in the absence of measures, the drop in
economic activity in 2020 would have been at least 4 p.p. higher and
the measures contributed at least 3.4 p.p. to the 2021 growth. (IMAD,
2022a).

3 Following the European Commission’s guidance, EU countries have
responded with tax cuts on energy, transfers to vulnerable groups
and liquidity support for businesses. They have also diversified
their natural gas supplies, strengthened their storage capacity and
reduced their consumption of natural gas and electricity. For more
information, see Spring Forecast of Economic Trends (IMAD, 2023c).
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according to our estimate, was 1.2% of GDP (fully with
an impact on the general government sector).* In 2023,
a number of measures were also taken for immediate
flood and landslide recovery and medium-term
reconstruction. Last year, 0.9% of GDP was paid from
the state budget for flood recovery, mainly for current
and investment transfers to municipalities, rehabilitation
of roads and watercourses, advances to the economy,
advances to households for housing reconstruction, and
emergency social assistance. For medium-term post-
flood reconstruction, financial resources from the EU
Solidarity Fund and new financial resources under the
Act on Reconstruction, Development and Provision of
Financial Resources are also foreseen (2023).°

In 2023, the current account balance of the balance
of payments returned to a high surplus after a one-
year deficit (EUR 2.8 billion or 4.5% of GDP). In 2020,
the epidemic, which severely curbed domestic spending,
pushed the current account surplus to its highest level
ever (7.2% of GDP). The surplus declined substantially in
2021, before turning into a deficit in 2022, due to a faster
recovery in domestic demand compared to foreign
demand and a deterioration in the terms of trade amid
sharp fluctuations in world commodity prices. The main
reason for returning to surplus in 2023 is the merchandise
trade balance, as real merchandise imports have
declined even more than exports. However, the terms of
trade improved in 2023 after two years of deterioration.®

4 For more information on measures to mitigate the energy crisis in
Slovenia, see Autumn Forecast of Economic Trends (IMAD, 2023b).

5 For more information on flood measures, see Autumn Forecast of
Economic Trends (IMAD, 2023b).

6 The Slovenian economy has traditionally been very open; the share
of trade in goods and services compared to GDP averaged 158% of
GDP in the 2015-2023 period. External conditions therefore have a
significant impact on trade with foreign countries and consequently
on GDP. Given the relatively high share of imported energy, raw
materials and food, their prices have a significant impact on the
terms of trade. Accordingly, their improvement in the short term
(over a period of one year) has a statistically significant positive effect
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¥ Box 1: Assessment of the macroeconomic effects of the Slovenian Recovery and Resilience Plan’

The revised Slovenian Recovery and Resilience Plan (hereinafter: the RRP) foresees the drawing of funds
amounting to EUR 2.7 billion, of which EUR 1.61 billion in grants and EUR 1.07 billion in loans. Under the
revised financial framework, the Republic of Slovenia is entitled to EUR 170 million less in grants and EUR 366.6
million more in loans than were approved in 2021 for the implementation of the original plan. The Russian military
invasion of Ukraine has also had a significant impact on the set of recovery and resilience measures and the
REPowerEU initiative to reduce dependence on Russian fossil fuels and accelerate the green transition has been
adopted at the EU level and is included in the plan as an additional pillar of REPowerEU. A total of EUR 122.17 million
in grants are foreseen for Slovenia in the 2024-2026 period. Additional loans will be used for flood risk reduction,
reducing the risk of other climate-related disasters, sustainable renovation of buildings and increasing the capacity
of rail infrastructure.

The macroeconomic effects of the RRP were assessed using the European Commission’s QUEST Il R&D model?
calibrated for Slovenia. This is a dynamic stochastic general equilibrium (DSGE) model used by the European
Commission to assess the effects of different economic measures on key macroeconomic variables. The most
challenging aspect of RRP simulations is to match measures (spending categories) with model variables (shocks),
which often requires conducting additional (microeconomic) analyses. However, as most of the RRP measures
can be classified as public (infrastructure) investment according to the System of National Accounts, we made the
simplifying assumption that the total amount of funds is spent as public investment. In assessing the RRP effects,
we considered the disbursement dynamics of the funds by year as provided by the Recovery and Resilience Office.

The impact of public investment on GDP in the medium and long term depends crucially on the assumed
value of the output elasticity of public capital. This is one of the most important parameters in this analysis, yet
its estimates vary considerably in the empirical literature. In the simulations, we set the value of this parameter to
0.12, consistent with the average elasticity found by Bom and Ligthart (2014), which is often used in the calibration
of DSGE models. Following the approach of comparable analyses, we ran simulations with varying productivity
levels of public capital in addition to the baseline simulation with an average productivity of 0.12. Specifically, we
performed simulations assuming low (0.07) and high (0.17) productivity of public capital.

In running the simulations, we made some other assumptions, particularly regarding fiscal and monetary
policy. To ensure the sustainability of public finances, the model assumes a fiscal rule in the form of a lump-sum
tax, which responds to deviations of the debt-to-GDP ratio from the target and to the current deficit. In running
the simulations, the fiscal rule was completely switched off for grants, while for loans it was temporary excluded for
a period of 10 years, as these are long-term loans.? The short- and medium-term effects therefore only reflect the

I Figure 12: Estimated impact of the RRP measures on Slovenian GDP
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T The RRP is the basis for the use of the Recovery and Resilience Facility, which is financially the largest part of Europe’s recovery and resilience
package NextGenerationEU, and of the funds to achieve the objectives of the REPowerEU plan. The assessment refers to the version of the RRP
endorsed by the EC in autumn 2023.

2 Adetailed description of the model and its calibration procedure can be found in Roeger et al. (2008)

3 The model estimates do not consider the possible introduction of new taxes at the EU level to repay the debt used to finance the grants.
We have also not modelled Slovenia'’s contributions to the EU budget, which may be a perfectly acceptable assumption from the point of view
of Slovenia’s position.
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effects of the RRP measures, while the long-term effects also include the impact of the operation of the fiscal rule
thus defined. Additionally, we assumed that the ECB follows the Taylor rule in setting the interest rate.

Model estimates show that RRP could raise the level of Slovenian GDP by around 0.8% in 2026, when
the effect would be greatest.* The simulations are based on the comparison of two scenarios, one taking into
account RRP measures and the other not. The positive effects of RRP would be maintained even after the end of
the implementation of the measures, as estimates show that Slovenian GDP could be higher by almost 0.6% per
year on average in the years 2027-2040. The above long-term effects are mainly due to the assumed productivity
of public capital.

Due to certain reasons, we can expect an even greater impact. Because we only have available a basic version of
the QUEST model, we have only been able to estimate the effects of investment measures in insolation, but due to
the Slovenia’s significant dependence on international trade flows as a small open economy, we can expect that the
implementation of other countries’ plans will have significant positive spillover effects on the Slovenian economy.®
We can also expect that the strengthening of economic growth (especially in the long term) will be further boosted
by the proposed reform measures, the effects of which are not currently taken into account. Model estimates by
Pfeiffer et al. (2023) suggest that the reform measures, by influencing the supply side of the economy, which is at
the forefront of the European post-pandemic recovery plan, could increase Slovenian GDP by more than 10% in the
long term compared to a no-policy-change scenario.® Positive effects on economic growth can also be expected
from the implementation of other mechanisms, which, in addition to the central Recovery and Resilience Facility,
form the "NextGenerationEU" instrument.

4 In addition to the assumption about the productivity of public capital, the magnitude of the effects is also influenced by certain characteristics
of the Slovenian economy. The multiplier of a small open economy, such as Slovenia’s, is lower due to import dependency. The multiplier in the
model also decreases as the initial share of public capital, which in Slovenia has in the past been strengthened mainly due to cohesion funds,
increases. The magnitude of the effects is also influenced by the share of received funds in GDP and the dynamics of absorption by year, which

Development report 2024

are projected to strengthen towards the middle and end of the eligibility period, resulting in small short-term effects.

5 Thisis illustrated by the analysis of Pfeiffer et al. (2022), using a more advanced version of the QUEST model. (2022).

6 However, with simultaneous implementation of the reform measures in all EU Member States, Slovenia’s GDP in the long term could be up to
20% higher than in the no-policy change scenario due to the spillover effects.

The growth in the services surplus continued, most
notably in trade in transport and construction services.
The primary income deficit narrowed, mainly due to
lower net outflows of dividends and profits and higher
inflows of labour income. The lower secondary income
deficit resulted from lower net outflows of private sector
transfers abroad. The excess of saving over investment
for the economy as a whole reached around EUR 3
billion last year, mainly driven by a sharp decline in gross
investment by non-financial corporations. Households
increased saving as gross disposable income rose and
private consumption moderated. The lower current
account deficit of the general government was mainly
due to an increase in saving, with a more pronounced
increase in revenue relative to expenditure.

Inflation, which rose sharply’ with the outbreak of
the energy crisis in 2022, slowed in 2023 but was
still relatively high at 4.2% at the end of 2023. The
moderation in raw material market prices, slower growth
in economic activity and the ECB's monetary policy,
which raised key interest rates by a further 200 bps last
year, significantly tightening borrowing conditions,
had a significant impact on the downward trend in

on the trade balance of goods and services with foreign countries.
Foreign trade price shocks explain one-fifth of the variation in the
foreign trade balance in the long run.

7 The high inflation in 2022 was driven by a combination of factors,
including the heightened geopolitical situation and the energy crisis,
the post-COVID recovery, and climate change.

inflation in 2023. The contribution of all major consumer
price groups was lower, with the most pronounced
decline in energy prices, which appreciated by 2.3%
year-on-year (15.6% more expensive in 2022) amid
a moderation in the energy market and additional
measures by the government to reduce high energy
prices. The contribution of food prices was also much
lower, with an almost 20% year-on-year increase from
the end of 2022 dropping to the level of the inflation
rate by the end of 2023. Year-on-year increases in energy
prices have fluctuated significantly over the past year,
reflecting government measures affecting both the base
and the current prices of energy products, rather than
international market conditions. As these are largely
temporary measures, price fluctuations can be expected
in the future when they expire® As the situation in
raw material markets has stabilised and supply chain
problems have eased, price increases for non-energy
industrial goods have also gradually slowed. The
slowdown in services price growth has been the least
pronounced, remaining above 8% for most of 2023 and

8  Several measures to mitigate the effects of high prices of energy
expire in 2024. At the end of March, the government had already
extended a decree that maintains indefinitely the reduced margins
on certain petroleum products. Natural gas price regulation expires
at the end of April 2024, while price regulation for petroleum
products expires in mid-2024. The electricity price regulation
measure and the exemption from certain charges for household
consumers also expire at the end of 2024. Unless the other measures
are also extended, inflation is expected to increase, especially when
the electricity price regulation measures expire.
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I Figure 13: The main contributor to the increase in the saving-over-investment surplus in 2023 was a sharp decline in gross

investment by non-financial corporations
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I Figure 14: Growth in consumer prices in Slovenia more than halved at the end of 2023 but was still relatively high, especially

in services prices
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reaching 6% at the end of the year. Growth in services Growth in consumer prices’ also moderated

prices has been high in Slovenia since the post-COVID
recovery. In addition to higher demand for services,
certain service activities are facing labour shortages
and cost pressures related to rising wages as well as
commodity costs, which are adding to upward pressure
on retail prices. The main contributors to growth are
higher prices for recreation-related services,” while the
contribution of prices for services in the housing and
transport categories is also significant. For most of the
year, prices of health services also stood out for their
high growth. Inflation continued to moderate gradually
in early 2024, with slower growth in most categories of
goods and services, with the exception of energy, where
prices increased again after year-on-year declines in the
second half of the previous year, against a lower base
and also current growth.

9  The main contributors to the growth in 2023 were higher prices in

restaurants and canteens and for package holidays.

considerably in 2023 even in the EU average, with
differences between EU Member States decreasing
somewhat, and Slovenia’s inflation divergence from
the euro area average also decreasing at the end
of 2023. The biggest divergences in inflation between
EU countries over the last decade have occurred in the

10 Measured by the HICP. Two indices are commonly used to measure
consumer price growth, namely the Consumer Price Index (CPI)
and the Harmonised Index of Consumer Prices (HICP), which is
also methodologically comparable with other EU Member States.
The former measures changes in the retail prices of goods and
services according to the structure of expenditures made by the
domestic population on purchases of final consumption items at
home and abroad (national consumption principle). The HICP, on
the other hand, measures changes in the retail prices of goods and
services according to the composition of expenditure by consumers
(domestic and foreign) on purchases of final consumption items on
the territory of Slovenia (domestic consumption principle). Due to
the differences in methodologies, there are sometimes slightly larger
discrepancies between the two, as well as between the individual
subgroups. Since 2010, the average absolute difference between the
two has been 0.2 p.p.
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I Figure 15: Lower energy prices and moderating food price growth (left) were the main contributors to the moderation in
consumer price growth (HICP) in both Slovenia and the EU in 2023; core inflation also declined but remains relatively high
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most recent years, when countries have taken different
measures, both in terms of content and duration,
to curb the negative effects of the epidemic and of
high energy and food prices. Thus lower inflation
was mainly experienced by countries with a larger
negative contribution from energy prices, while the
contribution of prices of other groups remains in most
cases a positive contributor to inflation. Core euro
area inflation (excluding the impact of energy and
unprocessed food prices) declined in 2023 but was still
well above 2%. The average inflation trend in the euro
area is largely influenced by the economic policies of the
larger countries, but the HICP for the euro area average
hardly detects these even in the case of very large price
fluctuations in Slovenia." A comparison of inflation
trends between Slovenia and the euro area over a longer
period of time shows that the divergences (both upward
and downward) have never been long-lasting and have
lasted at most as long as the measures in recent years.
Slovenia still experienced the third highest price growth
in the euro area (as measured by the HICP) in October
2023, at 6.6%, but the moderation in inflation continued
in the last two months of the year (to 3.8% in December),
which was also influenced by additional measures taken
by the government to reduce high energy prices.The gap
with the euro area has thus been reduced from 3.7 p.p.
t0 0.9 p.p."? A large part of the divergence stems from the
different dynamics of energy price trends, while services
price growth, which is still quite high relative to the euro
area average, is also an important contributor to the
divergence, but its moderation follows the slowdown in
the euro area with time lag and at higher levels. Food
price growth in Slovenia moderated rapidly in the final
months of 2023 and at 4.1% in December was almost
a third lower than in the euro area. Price growth for

non-energy goods in Slovenia is not significantly below
the euro area average, with only non-durable goods
showing higher growth, while price growth for semi-
durable goods and durable goods is lagging behind
the euro area average. Durable goods prices in Slovenia
were already lower in 2023 than a year earlier (by 1%),
mainly due to the fall in car prices.

In 2023, as economic activity slowed, labour
market growth also slowed, with employment at
historic highs and unemployment at historic lows.
The epidemic halted several years of labour market
improvement in 2020, but with a post-epidemic
rebound in economic activity and already severe labour
shortages before the epidemic, the labour market
recovered rapidly in 2021-2022. Employment growth
then started to moderate as economic activity cooled
in mid-2023, most notably in accommodation and food
service activities, construction and manufacturing.'
Despite the more modest dynamics, demand for
workers remains strong, as reflected in the relatively high
vacancy rate, which is a measure of unrealised labour
demand. While this was lower than a year earlier, it
remained high for a number of sectors (Figure 16, right).
The share of companies reporting labour shortages as a
limiting factor for their business also remained higher
than in 2019. The recent shortage of domestic labour is
reflected in the recruitment of foreign workers and their
large contribution to overall employment growth, which
was 93% in 2023.Thus, at the end of 2023, the number of
people in employment was at an all-time high of 941,200
(up 0.6% year-on-year), while the number of registered
unemployed was at an all-time low of 48,353 (or around
one-tenth fewer than a year earlier).

11 Slovenia’s share in the HICP calculation is 0.46%, while in Germany it
exceeds 25%.
12 In February, the difference was 0.8 p.p.

3 These are also the sectors which, despite the moderation of growth,
had the highest average annual employment growth and relatively
high labour shortages.
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I Figure 16: As economic activity slowed, employment growth also slowed in 2023 (left), but labour shortages, as illustrated
by the vacancy rate, were still present in most sectors (right)
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I Figure 17:In the long term, the volume of hours worked (left) and the population aged 20-64 (middle) have been declining,
and the latter can only be mitigated by a continuation of the relatively high net migration* of the last few years** (right)
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Sources: Eurostat (2024), SURS (2024b). Notes: *The EUROPOP2023 baseline scenario of population projections assumes that net migration increase would
average 6,083 people per year over the 2024-2100 period, after a slightly higher increase in the initial years of the 2022 and 2023 projection (more than
11,000 people per year). The higher migration increase scenario assumes an average of 9,702 persons (with an average of 11,906 persons per year by 2030)
and the lower migration increase scenario 2,583 persons per year. **The high number of immigrants (especially Slovenian citizens) in the third quarter of
2020 was mainly due to the administrative compilation of the register in accordance with the Residence Registration Act (Official Gazette of the Republic
of Slovenia [Uradni list RS], No. 52/16). Based on various additional data sources, in particular those that determine the activity status of an individual and
which provide information on the person’s actual residence in Slovenia, SURS has classified just under 7,500 of these persons as residents of Slovenia (97%
Slovenian citizens and 3% foreign nationals). Most of these residents most likely returned from abroad years or even decades ago but for various reasons
did not declare this to the administrative unit. See also Razpotnik et al. (2021) and Razpotnik (2021).

Demographic trends are one of the main drivers of
labour shortages. Cyclical and structural factors are
influencing the large labour shortages, both in Slovenia
and in other developed countries. Structural factors
include, in particular, the ageing of the population and
theconsequenttransition ofalarge number of employees
to retirement and the entry of younger generations into
the labour market. This has been intense over the last ten
years, with the population aged 20-64, who are most
likely to be in employment, and hence the potential

labour supply, declining since 2012." The number of
hours worked by the average employee has also been on
a long-term downward trend. It fell by around 6% over
the 2000-2022 period (Figure 17, left). In the short term,
this is influenced by the economic cycle and the number
of working days in a year, while the long-term trend is

14 Between 2012 and 2022, the population aged 20-64 declined by
67,000, which means that the size of the potential labour force fell by
just under 7,000 each year, or just under 5,000 fewer people were in
employment per year, assuming a labour force participation rate of
75%.



30 A highly productive economy that creates value added for all

Development report 2024

I Figure 18: Nominal growth in average gross wages increased considerably in 2022 and 2023 (left), in the private sector
especially in labour-intensive activities, where there is also the greatest staff shortage (right)
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Source: SURS (2024b); calculations by IMAD. Note: In the graph on the right, those labour-intensive private sector activities are highlighted in red where we
estimate that there is usually a close link between labour demand and wage growth (the so-called Phillips wage curve), while in the activities highlighted
in grey there is not a direct link (e.g. in public service activities such as public administration, healthcare, etc., and where the share of public companies is

relatively higher).

due to a change in the sectoral structure of the economy
towards less labour-intensive activities, preferences
between work and leisure time, new forms of work,
greater participation of women, who do slightly fewer
hours of paid work, etc. The EUROPOP2023 demographic
projections show a continuation of demographic trends
in the coming decades (Figure 17, middle), with only
high net migration increase likely to moderate (but not
halt) the decline in the population aged 20-64 in a more
significant way, thus still allowing weak employment
growth in the medium term (Figure 17, right).”

Nominal wage growth has strengthened markedly
in the face of labour shortages, the tendency of
employees to seek real income growth in a context
of rising inflation and the increase in the minimum
wage in 2023. Wage growth gradually increased in the
boom period before the epidemic, driven by a general
labour shortage and agreed increases in public sector
and an increase in the minimum wage. After fluctuating
during the epidemic,’ it started to pick up again in
mid-2022, especially in the private sector, as a result
of the pick-up in economic activity in the post-COVID
period, labour shortage pressures and the tendency of
employees to maintain real income growth in a high
inflation environment (Figure 18, left). In 2023, wage
growth strengthened further (9.7% in nominal terms),
in the private sector mainly in activities with relatively
higher staff shortages and where there is a higher share
of minimum wage earners (Figure 18, right). In the public
sector, however, wages increased due to the effects of

15 The high net migration increase is defined in the EUROPOP2023
projections as a continuation of the historically high migration
increase of the last few years. Net migration increase was only around
600 persons per year in 2010-2017 and around 13,000 persons per
year in 2019-2022.

16 In the private sector, this was due to job retention measures, business
closures, teleworking and job losses, while in the public sector it was
due to the payment of epidemic bonuses.

the agreement between the government and the public
sector unions at the end of 2022;"” real wage growth in
the public sector was 2.7% last year, following a decline
in 2022.

The general government deficit decreased slightly
more in 2023, but it was still significantly affected by
some temporary measures, i.e. those to mitigate the
consequences of rising energy prices and the floods,
the reduction of debt-to-GDP ratio also continued.
The general government deficit, which increased
sharply in 2020 in the wake of the epidemic, has been
declining since 2021 due to the economic recovery
and the withdrawal of one-off expenditure to mitigate
the consequences of the COVID-19 pandemic, and
stood at 2.5% of GDP in 2023, which is below the euro
area average according to the European Commission’s
autumn forecast. The bulk of Slovenia’s deficit last year
came from measures to mitigate the consequences of
rising energy prices and floods. The reduction in public
debt also continued, due to the deficit reduction and
the maintenance of high nominal GDP growth in a
context of still high inflation (to 69.2% of GDP, down
from 79.6% of GDP in 2020). However, the increase in
the government debt-to-GDP ratio in Slovenia over
the 2019-2023 period (3.8 p.p.), when countries were
exposed to a number of economic shocks, was among
the lowest in the EU and lower than the average for euro
area countries (6.3 p.p.) and the EU (5.4 p.p.). Revenue
growth in Slovenia last year was higher than in the
previous year for all major revenue groups, both tax and
non-tax, and outpaced expenditure growth. Expenditure
growth, which had moderated in 2022 under the impact

7" In 2022, the public sector saw an increase in meal reimbursement
during work in September, a 4.5% adjustment of the salary scale in
October and the back payment of the 2022 holiday allowance in
November. In April 2023, the classification of work posts, grades and
functions was upgraded (by one grade).
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# Box 2: Demographic trends and their impact on age-related public expenditure

The age structure of the population has been changing since independence as a result of declining birth
rates and longer life expectancy. However, it has been changing more intensively since 2012, when the large
post-war generations started to turn 65 and the smaller generations born in the 1990s started to enter the working-
age population, leading to a decline in the number of people of working age. This is reflected in the increasing ratio
of those aged 65 and over to the working-age population aged 20-64 (i.e. the old-age dependency ratio). While
the ratio has been rising since the 1990s, it will rise even faster over the next three decades, with implications for
a number of societal systems that will require adjustments (labour market, functioning and financing of social
protection systems, etc.).

I Figure 19: The rapid change in the ratio of the elderly to the working-age population since 2012 will continue to
intensify for three decades (left) and society will have to adapt to the needs of the elderly (right)
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The pressure of the ageing population on social protection systems will intensify until around 2045, when
the last large generations born in the late 1970s and 1980s would start to retire under current retirement
conditions. The population is projected to start declining already in the coming years under the baseline scenario
of the EUROPOP2023" population projections. Among all age groups, only the elderly (potential pensioners) will
increase, while the working-age population (potential tax and contribution payers) will continue to decline. These
demographic developments, which are currently reflected in all projection scenarios, will increase the pressure
on public finances. Higher migration increase (assumed at almost 10,000 per year on average over the projection
period) could only slightly mitigate the effects of ageing on the labour market and on social protection systems
compared to the baseline scenario of the demographic projections (assumed at 6,000 persons per year). The ageing
population will have an upward impact on pension, healthcare and long-term care expenditure under a no-policy-
change assumption, but an excessive increase in these expenditures is not sustainable and would crowd out other
government expenditures. Therefore changes are needed to address the sustainability of social protection systems,
both in terms of measures to contain expenditure growth and by finding new sources of financing. In view of the
need for timely age-related policy adjustments, the European Commission, in cooperation with Member States,
has set up a process of a three-year cycle of updating long-term projections of age-related expenditure, which are
also used in the process of debt sustainability analysis and the setting of medium-term fiscal consolidation.

Spending on pensions, healthcare, long-term care and education accounts for a large share of public
spending and will increase as the population ages. In Slovenia, these expenditures amounted to 22.1% of GDP
in 2022 and are projected to increase by 5.4 p.p. (in % of GDP) by 2070, which is lower than in previous projections
(2021: 8.1 p.p.) (EC, 2024, forthcoming).? The baseline level of the new projections is lower than expected in the
previous projections, but the increase over the 2022-2070 period is still high, with Slovenia ranking fourth in terms
of the magnitude of the increase (in p.p.) and seventh in terms of the amount of expenditure as a share of GDP in
2070 in the EU.

T For detailed analysis of the EUROPOP2023 projections, see Bratuz Ferk, B. (2023).
2 The Ageing Report 2024 is scheduled for release in the second half of April 2024.
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I Figure 20: Age-related expenditure is set to increase due to strong demographic pressures, in particular pension
expenditure (left); the largest contributor to the increase in pension expenditure is the increase in the number of the
elderly compared to the working-age population, i.e. the old-age dependency ratio (right)
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Sources: EC (2024, forthcoming), MF (2023, forthcoming). Notes: Public expenditure on healthcare is according to the SHA methodology, but
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new compulsory healthcare contribution of 1.07% of GDP is already taken into account in the base year 2022. Public expenditure on long-term
care is the health and social part according to the SHA methodology. The dependency ratio effect: the impact of demographic change, the relative
change in the number of elderly people versus the working age population. The coverage ratio effect: the proportion of pensioners in relation to the
population over 65 years. Labour market effect: the effect of labour market behaviour on pension expenditure (employment rate, labour intensity,
career prolongation).

Projections of pension expenditure, the largest category of age-related expenditure, show that current
policies are unsustainable in the long term and that the realisation of such trends would significantly alter
existing social relations. According to the modelling estimates prepared for the Ageing Report 2024 (MF, 2023,
forthcoming), the share of pensions as a share of GDP will increase until the early 2050s, when demographic
pressure on retirement will also be at its peak (and will remain at a similar level until 2070). Thus pension expenditure
is projected to increase by 3.8 p.p. by 2070 (from 9.8% of GDP in 2022 to 13.7% of GDP in 2070), on a no-policy-
change basis,® with the largest driver of the increase in expenditure being the growth in the number of older people
relative to the working-age population, i.e. the dependency ratio (Figure 20, right). The latter, although lower than
in the previous expenditure projections due to more favourable demographic projections, has contributed to a
smaller increase in pension expenditure by 2070 than in the 2021 projections, in addition to more favourable
labour market assumptions, in particular higher labour force participation rates. The smaller increase in pension
expenditure also reflects the lower pension qualifying period of younger generations, including those entering the
labour market later as a result of the global financial crisis after 2008. Data from the ZPIZ (the Pension and Disability
Insurance Institute of Slovenia) show that insured persons aged 49 or younger in 2022 had less pension qualifying
period than insured persons of the same age 20 years ago and are therefore likely to have lower pension qualifying
period on average when they reach the retirement age and also to retire with lower pension qualifying period on
average. Such decisions may have an impact on the adequacy of pensions. In most developed countries that have
already taken measures to make their pension systems more financially sustainable, and have thus somewhat
contained the impact of demographic change, the measures have been to raise the retirement age or to link the
increase in the retirement age to increases in life expectancy, to tighten the conditions for eligibility for pensions,
and to make changes to indexation. In some places, they have also introduced a change in pension schemes
(from defined benefit to defined contribution schemes) and increased the importance of additional saving for
pensions (Spasova and Ward, 2019, p. 117; IMAD, 2019, pp. 45-48), which, in addition to raising the retirement age,
can also improve the adequacy of pensions. Analyses suggest (IMAD, 2019a) that such a set of measures for the
sustainability and adequacy of pensions is also crucial for Slovenia.

Projections of healthcare and long-term care expenditure point to increasing pressure from demographic
factors, and to an even more substantial impact on public finances when non-demographic factors are
taken into account (risk scenario).* Health expenditure rises with age, especially after age 60, and demographic

3 In the 2018 projections, they were estimated at 14.9% of GDP for 2070 and 16.0% of GDP for 2021.

4 The projections presented already include estimates of the effects of legislative changes in 2020 to 2022 that were not related to the COVID
pandemic (e.g. increase in wages and expenditure on personal assistance). However, the significant increase in expenditure due to the epidemic
only has a transitory effect on the healthcare and long-term care projections. For healthcare, the base-year 2022, due to technical reasons,
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pressures on expenditure growth will be greater in the future due to the faster increase in the elderly share of the
population (IMAD, 2019a). In the baseline scenario,5 public health expenditure is projected to increase by 0.8 p.p.
to 7.8 p.p. of GDP by 2070. The projections for public expenditure on long-term care, which already include the
Long-Term Care Act, would increase by 1.0 p.p. to 2% of GDP. Under the risk scenario, which takes into account
non-demographic factors in the projections to an even greater extent than the baseline scenario,6 the growth in
public expenditure in both areas would be substantially higher, rising by 2.2 p.p. of GDP in healthcare and by 3.2

p.p. in long-term care.

already includes an estimate of the effect of the new compulsory healthcare contribution (see Box 5), which will replace the complementary
health insurance, which means a 1.07% higher level of public expenditure in 2022 than was actually realised. Projections for long-term care
include estimates of the introduction of a new long-term care system (see Box 6).

In the baseline scenario, mainly demographic factors and the assumption of improving health status of the population are taken into account,

whereas non-demographic factors are taken into account only to a lesser extent.
6 The main non-demographic factors taken into account in the risk scenario are, in addition to the increase in GDP per capita, which affects
expectations regarding healthcare, in particular new health technologies that expand treatment options and increase the quality of services, as

well as the Baumol effect on price growth.

I Figure 21: The general government deficit is declining (left) with the expenditure-to-GDP ratio falling (middle), and
compared to 2019, the investment, subsidy and intermediate spending ratios have increased the most, while the tax

revenue-to-GDP ratio has fallen (right)
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of the withdrawal of the COVID-19 mitigation measures,
picked up considerably in 2023. This was mainly driven
by increased subsidies in support of the economy to
mitigate the consequences of rising energy prices and
floods and by stronger wage growth in the general
government sector, after both expenditure categories
declined in 2022. Investment growth was lower than
in the previous year, though still high, while growth
in social transfers was also lower. While the share of
subsidies and investment increased the most in 2019-
2023, the increase in the shares of public sector wage bill
and social transfers was smaller.

Withdrawing fiscal support and reducing the
government deficit is important to reduce inflation
and avoid otherimbalances,andinthelight ofthenew
fiscal rules, deficit reduction in the future will require
priority-based planning. Measures to mitigate the
impact of crises (the COVID-19 epidemic and the energy
crisis) and natural disasters in recent years have provided
important support to the economy and households,
increasing the general government deficit after 2019,
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which, however, has been declining as the measures
are gradually phased out. However, it remains elevated
relative to 2019, as measures taken during that period
also permanently reduced government revenue'® and
increased government expenditure', and their impact

8 The Motor Vehicle Tax Act abolished the additional motor vehicle
tax in 2021 and changed the tax assessment scale (the proposed
act estimated the financial impact at EUR 29 million), and the
Act Amending the Personal Income Tax Act was adopted (in the
proposed act, the financial impact in 2022 was estimated at EUR 247
million; due to further increases in the general tax relief until 2025,
however, this effect will increase), which was amended at the end of
2022, decreasing the rise in general tax relief in 2023 and eliminating
any further increase by 2025 as well as increasing certain tax rates
(e.g. raising the rate in the highest income tax bracket from 45% to
50%).

19 Adoption of the Scientific Research and Innovation Activity Act (the
Act provides for an increase in state funding to 1% of GDP), the Act
on the Provision of Funds for Investments in the Slovenian Armed
Forces in the years 2021-2026 (the Act provides for an amount of
EUR 780 million), the Act on the Provision of Funds for Investments
in the Health Sector in the years 2021-2031 (the Act provides for
an amount of EUR 2.1 billion), the agreement on the increase of
salaries in the police (through the Act Amending the Police Work
and Organisation Act, estimated at EUR 16 million in the proposed
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will continue to be felt in the coming years. The deficit
will also continue to be affected for some years by the
flood recovery, for which some new resources have also
been identified (ZORZFS, 2023), and the implementation
of the Recovery and Resilience Plan. The establishment of
a new economic governance framework, which foresees
a medium-term fiscal path (4-7 years) and safeguards
to support its implementation, will thus require a
systematic and priority-based approach to medium-term
(fiscal) planning. As in previous years, a review of past
trends and development challenges based on this year’s
Development Report shows that among the key areas
of development policy that should be prioritised in the
public finance framework are accelerating productivity
growth, accelerating the transition to a low-carbon
circular economy, changes in social protection systems
(health and pensions) to ensure an inclusive, healthy and
active society, and improving the strategic management
of public institutions (see also summary with key
recommendations). Given the limited amount of public
resources, achieving the objectives in a number of areas
will also need to be combined with the mobilisation of
private resources.

The financial system is stable, but all segments
are developed below average, with the largest
development gap in the capital market. The smallest
development gap remains in the insurance sector, where
an above-average share of non-life insurance stands out
(relative to GDP and also in the structure of insurance),
while the share of life insurance premiums lags behind
many comparable EU Member States. The banking
system remains stable, liquid and well capitalised. The
balance sheet total of banks (relative to GDP) remains
relatively low, falling to 86.4% of GDP in 2023, which
is approximately 30% of the EU average. But in 2023,
the banks’ business results continued to improve.
Profits have more than doubled in a high interest rate
environment, despite the contraction in credit activity,
largely due to the much faster growth of lending rates

act), the Agreement on urgent measures in the field of salaries in the
health and social care sector and continuing negotiations (estimated
at EUR 100 million by the Health Insurance Institute of Slovenia). At
the same time, the Strategic Plan of the Common Agricultural Policy
2023-2027, adopted in December 2021 and approved by the EC
in October 2022, envisages that Slovenia will add additional funds
(EUR 310 million) to the mandatory minimum share for the rural
development programme from national funds. At the beginning
of 2022, there was also an extraordinary indexation of pensions
(according to the ZPIZ estimate amounting to EUR 145 million) and
at the end of 2022, the Agreement on measures relating to salaries
and other labour costs in the public sector for 2022 and 2023 was
adopted (estimated by the Ministry of Public Administration at EUR
611 million). In 2023, a new Long-Term Care Act was adopted, which
also provides for new financial sources to finance services (a long-
term care contribution for employers, employees and pensioners,
funding from the state budget capped at EUR 190 million, and the
possibility of introducing private co-payments in the event of a
shortfall in public resources (the Ministry of Solidarity-Based Future
estimates the financial impact of the full implementation of the Act
in 2026 at EUR 797 million and the revenue from social contributions
in that year at EUR 607 million)). A public sector wage adjustment
of 3.36% for 2024 was also agreed in 2023 (the financial impact of
the agreement is estimated by the Ministry of Administration at
around EUR 110 million in 2024 and EUR 220 million in 2025). The Act
Amending the School Meals Act, adopted in 2023, foresees a gradual
extension of the right to the school meal subsidy by 2027.
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than deposit rates. This increased net interest revenue
by more than 90% to approximately EUR 1.44 billion,
the highest ever. The growth in credit volume to the
domestic non-banking sector started to moderate
rapidly with the normalisation of monetary policy in mid-
2022, and the volume of such credit declined by 2.3% in
2023. This is mainly due to deleveraging by companies
and non-monetary financial institutions, while growth
in housing loans has also slowed significantly, whereas
consumer loans growth (following the lowering of the
creditworthiness threshold at the beginning of July
2023)* has strengthened. Capital adequacy, which
is relatively high in relation to capital requirements,
increased further as credit activity moderated and past
profits were retained, thus being only slightly behind the
EU average.The biggest development gap is in the capital
market, which remains small and illiquid and still does
not provide adequate support to finance the economy
and strengthen long-term old-age saving. New issues
of corporate securities on the Ljubljana Stock Exchange
are almost non-existent, and bonds (largely government
bonds) dominate, accounting for almost 80% of the total
market capitalisation on the Ljubljana Stock Exchange.
Last year, the Capital Market Development Strategy was
adopted, which, as part of the pillar of creating additional
supply on the capital market in the form of bonds, also
envisaged the possibility of issuing government bonds?'
for the general public. The Republic of Slovenia issued
three-year bonds for natural persons in 2024, with a
value of EUR 258.4 million.

The overall financial situation of the corporate sector
remained relatively favourable during the COVID
and energy crises (2020-2022); after a moderate
increase in 2022, the indebtedness of non-financial
corporations remained at the level reached in the first
half of 2023. In the period before the outbreak of the
global financial crisis, the increase in sources of financing
in non-financial corporations was mainly based on
corporate borrowing, but after the rehabilitation of the
banking system and the deleveraging of the economy,
the importance of equity gradually increased. The
share of equity at the end of the third quarter of 2023
represented about 54% of corporate financial liabilities,
which is only slightly less than the EU average (57.7%).%
The increase in corporate financial assets in the first
three quarters of last year was more than a fifth lower
than a year earlier, which, in our opinion, is mainly due
to a lower increase in other accounts receivable in the
context of a moderation in economic activity. However,
the volume of deposits of non-financial corporations
with domestic banks strengthened even more markedly

20 The lower limit for determining creditworthiness, which was set at
76% of the gross minimum wage (EUR 914), was lowered to the level
of the minimum cost of living (EUR 745) in July 2023, and banks will
also be able to take into account certain additional benefits (e.g. child
benefits).

21 Digitisation and increasing SMEs’ participation in the capital market
and the promotion of financial education are further pillars on which
the strategy focuses.

22 The gap is much wider for the share of listed shares, as they represent
around 5% of liabilities to assets and reach only a third of the euro
area average.
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I Figure 22: Indebtedness of companies in Slovenia is lower than in the euro area (left); the share of companies with a high
exposure to insolvency risk was lower in 2022 than in the period of the global financial crisis (right)
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ratio. The most problematic over-indebted companies are those with net financial debt and negative EBITDA; C - companies; Employees - the average
number of employees based on the number of work hours in the period (AOP 188); Value added*: gross operating returns (AOP 126) - subsidies, grants,
allowances, compensations and other revenues attributable to operating results (AOP 124) - costs of goods, materials and services (AOP 128) - other
operating expenses (AOP 148), slightly negative in 2008, 2015, 2016, 2020 and 2022.

in 2023 than in 2022, reaching almost EUR 11 billion.
The indebtedness of the corporate sector,?® which
reached historical highs during the global financial
crisis, more than halved after the rehabilitation of the
banking system and the economy. Owing to extensive
measures to mitigate the consequences of the epidemic
and energy crises, it remained relatively low in the
2020-2022 period. In 2022, companies’ debt recorded
a slight increase, but indebtedness in the first three
quarters of 2023 still remained lower than the euro area
average (Figure 22, left). The share of financial and thus
also bank debt in total debt in 2022 was the lowest since
2006, while the contributions of all other liabilities?*
increased, making the increase in total debt slightly more
pronounced. With indebtedness and over-indebtedness
still low and most liquidity and profitability indicators
at persistently high levels, the ability of companies to
repay their debts remained close to its best levels since
2006, despite higher interest rates. The share of more
financially vulnerable companies, where risks are more
likely to spill over into the financial system, fell after a
spike in the first year of the epidemic to 13.4% in 2022
(latest data available), which is lower than during the
global financial crisis (15.1% in the 2008-2013 period),
while the shares of employees, capital and value added
of these companies were even lower than in 2008 (Figure
22, right).»

23 Measured as a debt-to-equity ratio based on data from financial
accounts. Figure 22 shows the indicators on the basis of data from
the AJPES database of individual data for companies (balance sheets
and income statements).

24 QOther liabilities: provisions and long-term accrued costs and deferred
revenue, short-term accrued expenses and deferred revenue,
deferred liabilities for tax and liabilities included in the disposal
groups.

25 For more information about the financial performance of companies,
see IMAD (2023d).

The quality of banks’ claims on companies improved
further in 2023, while the number of insolvencies
initiated did not increase, despite the withdrawal of
most of the measures to mitigate the effects of the
coronavirus crisis, the energy crisis, cost pressures,
high interest rates and weather-related disasters.
The share of non-performing loans is at its lowest level
(December 2023: 1.8%) and below the EU average. Only
slightly higher as in 2019 is in transport and storage
(1.4%). Despite a marked decrease in the second half
of 2023, it is still the highest in accommodation and
food service activities (6.6%; peak reached at the end of
2022: 15%). Also the share of claims against companies
whose credit risk has increased significantly since their
loans were granted (S2) mostly decreased during 2023
but is still higher than in 2019. Compared to 2019, it is
still higher by size in the micro, small and medium-sized
companies and by activity in the accommodation and
food service activities, arts, entertainment, recreation
and other service activities (in both groups of activities
the shares are still the highest, despite a significant
improvement, at 25.7% and 27.9% respectively), in the
public services, trade, agricultural and fishing activities,
mining and quarrying, professional and other business
activities, and in information and communication. The
number of insolvency proceedings initiated against
business entities has been declining since 2019, which
may indicate, among other things, that business entities
in Slovenia have responded well to the coronavirus and
energy crises, with the support of the state. The number
of insolvency proceedings initiated against companies
was lower in 2023 compared to 2019 for most activities,
except for education, human health and social work
activities, which are characterised by a lower number
of insolvency proceedings. The number of bankruptcy
proceedings initiated against sole proprietors was also
lower for most activities, except manufacturing. In 2023,
the largest numbers of insolvency proceedings were
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I Figure 23: Credit risks are significantly higher in accommodation and food service activities and certain other services (left);
the number of bankruptcy proceedings initiated against legal entities has been decreasing since 2019 and the trend for sole

proprietors reversed in 2023 (right)
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initiated against companies engaged in construction
(22%), trade (21%) and accommodation and food service
activities (13%) and in the case of sole proprietors in
construction (25%), transport (17%), manufacturing
(14%) and trade (13%).

1.1.1 The territorial aspect of
economic development

Regional disparities in economic development
have increased slightly since 2020, and for a more
harmonised development of regions in the long
term, it is reasonable to accelerate the business
transformation of existing activities and to
encourage the development of new ones, taking into
account the development potentials of each region.
Due to the modest growth of the Osrednjeslovenska
region in the year of the energy crisis (2022), differences
in GDP per capita have narrowed slightly after
rising®® the year before, but they remain larger than
before the epidemic (Indicator 1.8).” Growth in the
Osrednjeslovenska region, similarly as in the longer
period (2014-2019; Figure 24, right), mostly resulted
from a high share and growth in sectors that were either
connected to the function of the country’s capital or
were services that have a natural tendency towards
concentration (e.g. financial and insurance services),
while the contribution of other market activities (A-1)%®

26 During the economic boom between 2014 and 2019, the fastest
growth was recorded in the Jugovzhodna Slovenija, Obalno-kraska
and Gorenjska regions.

27 At the same time, differences in net disposable income per capita
between regions remain at one of the lowest levels in the last two
decades and are considerably smaller than the GDP gap per capita. In
2022, the regions with the highest outperformance of the Slovenian
average were the Jugovzhodna Slovenija (by 4 index points) and
Osrednjeslovenska regions (by 3 index points). The Pomurska region
was the region most lagging behind the average (by 8 index points)
(see also Section 3).

28 According to the OECD (2018d), certain market services such as

to value added growth was the second smallest of all
regions (Figure 24, left). Over the longer period analysed
from 2014 to 2019, there are significant differences in
the contribution of A to | activities to gross value added
growth,” pointing to still relatively large untapped
potentials for more coherent regional development and
for boosting Slovenia’s overall economic growth. A more
harmonised regional development should be promoted
through the development of the existing and new
business activities, taking into account the development
potentials of individual regions rather than dispersing
service activities that have a natural tendency towards
concentration in the central region.*

EU funds and national public funds intended for more
harmonised development should be channelled
more effectively to accelerate business and digital
transformation processes, the introduction of new
business models and the green transition, including
through a territorial approach. In eastern Slovenia
(KRVS), the regions are less competitive (ESPON, 2020b)
and have on average lower knowledge capital but are
included by the ESPON applied research project (ESPON,

business, healthcare, higher education, IT, financial and insurance
services, but also professional, scientific and technological services,
have a tendency towards concentration in bigger metropolitan
areas. Consequently the analysis relied on the indicative division into
A-l and J-U activities, which should not be understood consistently,
as itis possible or reasonable for some J-U activities to be carried out
also in non-metropolitan areas.

29 E.g. between the industrially oriented Jugovzhodna Slovenija and
the Podravska regions (1.4 p.p.) and between the Jugovzhodna
Slovenija and Zasavska regions (1.7 p.p.).

30 The dispersion of service activities with a natural tendency towards
concentration could technically contribute to a more harmonised
regional development, but mainly on account of reducing growth in
stronger regions and, due to unexploited agglomeration economies,
growth in Slovenia as a whole. In the 1980s, Slovenia already recorded
such negative trends - a period that Stanka Kukar (1996) termed as
»equality in poverty«. More recently, this is the case in the London
metropolitan region (Rodrigues and Bridgett, 2023). It is therefore
better to focus on stimulating growth in other regions, i.e. in areas
that, based on the activities described above, are complementary.
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I Figure 24: The gross value added growth in the Osrednjeslovenska region in 2022 is mainly driven by the growth of service
activities, which are predominantly connected to the function of the capital city or have a natural tendency towards
concentration (J-U) (left); between 2014 and 2019, with the exception of the Zasavska, Posavska and Podravska regions,
all other regions had a higher contribution of other market activities (A-l) to value added growth than the

Osrednjeslovenska region (right)
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division of activities into A-I and J-U, see footnote 28.

2020a) among the regions with the possibility of shifting
to the robotisation of traditional production and creative
innovation, which in terms of digital transformation
and modernisation is key to harmonious regional
development (IMAD, 2020). Fast-growing companies
were also located in all statistical regions (IMAD, 2022b),
with the Primorsko-notranjska region having the largest
share of all companies in the region. Positive shifts
in the restructuring of regions can be stimulated by
investments in new industries,>" shortening of supply
chains, logistical reorganisations and digitalisation
of companies, taking into account the sustainable
transformation to a low-carbon circular economy.
The above can contribute to making rural areas more
attractive and thus promote a better balance between
urban and rural areas, in particular by applying territorial
approaches, i.e. promoting development at the level
of functional regions through enhanced coordination
of development policies and taking into account the
specific objectives of the different areas (in line with
the Resolution on the Spatial Strategy of the Republic
of Slovenia (ReSPR50, 2023), the Territorial Agenda
2030 (TA, 2020) and the recommendations of the OECD
(2020b)).*2

Positive effects on the development of regions and
on slowing depopulation of rural areas can also
be produced in some places by remote and hybrid
work, in conjunction with comprehensive measures
for more coherent regional development. The

31 In the field of digital technology, activities that support remote work,
health and other services, boutique, safe and sustainable tourism in
connection with self-sufficient agriculture, etc.

32 The territorial approach promotes a comprehensive local and
regional approach to problem-solving. It is a long-term strategy
aimed at eliminating the underutilisation of local potentials
and reducing social exclusion in specific areas through external
interventions and multilevel governance (Barca, 2009).
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epidemic-driven increased use of remote and hybrid
work (which can also produce certain negative effects),
when the nature of work and good access to high-speed
broadband networks®® allow this, could have a number
of positive effects in the regions (OECD, 2021qg) for
the environment, transport,* infrastructure building,
housing and the population of rural areas.>> Remote work,
including hybrid work, could slow these negative trends
in combination with other comprehensive measures
designed to promote more coherent regional and rural
development, especially in relation to the opportunities
offered by digitalisation and new technologies, or
even reverse them.3® The existing scattered settlement
model in Slovenia can be a potential advantage if
the appropriate policy response strengthens the
international attractiveness of non-central regions and
exploits their development potentials. Reversal of trends
in doing so is possible at least in some rural areas,*” but
this requires strategic reflection on the desired and
achievable spatial development.

33 Poorer accessibility in some areas indicates the need to invest in
digital transformation (see also IMAD (2022)).

34 The daily number of journeys to and from work was lower by 2.6% in
2021 compared to 2017, and the number of car journeys was lower
by 0.5%. In 2021, 20.1% of employees worked from home at least
some of the time (14.2% in 2019).

35 Between 2008 and 2018, the depopulation areas covered about 57%
of Slovenia (Nared et al., 2019).

36 The OECD (2021a) estimates that the medium-term or long-term
perspective of regional development after the COVID-19 pandemic
can go in different directions. The following scenarios have been
identified: (i) continuing the current development based on large
cities with greater use of the hybrid working model, (ii) strengthening
suburbanisation, (iii) the rise of medium-sized towns, and (iv)
migration from urban to rural areas.

37 Efforts to date to reverse this trend have had modest results.
Such efforts have improved infrastructure in particular and the
employment and economic structure to a lesser extent.
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1.2 A competitive and socially responsible entrepreneurial

and research sector

I A competitive and socially responsible entrepreneurial and research sector (Development Goal 6)

The aim is to raise competitiveness of the economy by creating products and services with high value added and
to strengthen the social responsibility of companies and research organisations. The creation of high value added
will be supported by innovation, basic and applied research, promotion of creativity, and the exploitation of digital
opportunities and every opportunity afforded by the fourth industrial revolution. Other factors listed in SDS 2030
as relevant in efforts to increase value added include internationalisation of companies and research institutions,
the provision of a supportive and predictable environment for business and investments, and accommodating the
needs of small enterprises. Achievement of the goal will also be contingent on human resources, which the SDS

deals with in Development Goal 2.

¥ SDS 2030 performance indicators for Development Goal 6':

Latest data
Target value for 2030
Slovenia Povprecje EU
Labour productivity,
index EU=100 85(2023) 100 (2023) 95
European innovation index, > 120, i.e. ranking among
index EU 2016 = 100 [La202) [LESlR202) innovation leaders

' Among the performance indicators of the 2030 SDS for Development Goal 6, the SDS also sets a target value for the Digital Economy and
Society Index (DESI), i.e. a ranking in the top third of EU countries in all five components of the index by 2030. As data on the ranking of
countries according to the DESI and its components are no longer available as of 2023, it is no longer possible to monitor the achievement of
this numerical target. However, Slovenia’s progress in digitalisation is still looked at in Section 1.2.2 on the basis of a number of other data.

1.2.1 Competitiveness

Slovenia’s economic convergence towards the EU
average has slowed since 2019.The Slovenian economy
generates less gross domestic product per capita than
the EU average due to lower productivity, i.e. GDP per
employee. The gap widened during the global financial
crisis, narrowing relatively rapidly between 2015 and
2019 (by 6 p.p.), but economic catch-up slowed during
the COVID-19 epidemic and the energy crisis (2020-
2023). GDP per capita (in purchasing power standards)
reached 91% of the EU average in 2023, equalling the
all-time high of 2008. The lag stems from a low level of
productivity, which was 85% of the EU average in 2023,
i.e. a percentage point higher than in 2008 and well
short of the 2030 SDS target (95%). In contrast, Slovenia
has a much higher employment rate, exceeding the EU
average by 8%, which is on a par with the average of the
innovation leaders.

The modest productivity growth since the global
financial crisis is due to the low contribution of capital
deepening, which did not significantly strengthen
even during the economic upturn. Productivity
growth picked up somewhat in the economic upturn
(2014-2019) after the global financial crisis, but
remained much lower than before it, while the outbreak
of the COVID-19 epidemic (in 2020) and the energy crisis
(in 2022 and 2023) brought productivity growth back
to a sharp moderation. After the global financial crisis,
trend productivity growth, net of the impact of the

business cycle, mainly stemmed from a more efficient
use of productive resources (i.e. total factor productivity)
and an improved composition of the labour force
(i.e. a higher share of employees with a presumed higher
productivity, e.g. those with a higher level of education).
However, the contribution of capital (per unit of labour)
declined sharply relative to the pre-2008 period and
was among the lowest in the EU.* Slovenia experienced
one of the largest falls in investment in the 2007-2012
period and one of the lowest growth rates among EU
countries in the years following the global financial
crisis (2012-2017), linked to problems in the banking
sector, corporate deleveraging, worsening expectations,
as well as to the end of a major investment cycle in
road infrastructure construction. Investment growth
accelerated in 2017-2022 and was among the highest
in the EU, but the contribution of capital deepening
(capital per unit of labour) to productivity growth did
not increase significantly as employment growth was
high, too. In addition to general government investment
(also linked to the absorption of EU funds), business
investment also picked up over the period. In terms of
purpose, investment in machinery and equipment and
investment in intellectual property increased the most.
In 2023, investment growth remained relatively high,
also boosted by government investment and EU funds.
However, the low indebtedness of enterprises indicates

38 The contribution of tangible capital was extremely low, while the
contribution of intangible capital, in particular computer software
and databases, was below average compared to the EU (IMAD,
2023d).
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I Figure 25: Slower economic catching-up with the EU average during the epidemic and the energy crisis
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I Figure 26: Low capital deepening contribution has constrained productivity growth for more than a decade (left),
investment only surpassed 2005 levels in 2022 (middle), key constraints on investment remain the same, but much more
severe than a few years ago (right)
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a certain reticence on the part of enterprises to invest. In
particular, corporate indebtedness to banks is low?*® and
the capital market is underused as a source of investment
finance (see also Section 1.1). Companies have long cited
difficulties in finding adequate labour (see also Section
1.1) and uncertainty about the future as the main long-
term constraints to investment. Since the energy crisis,
energy costs have also become a significant concern
(Figure 26, right).

39 Banks cite the rise in interest rates as one of the factors behind

the lower demand for loans by companies in 2023, as well as the
increased importance of internal financing of companies (BoS,
2023b).

The cyclical moderation in productivity at the
outbreak of the energy crisis hit hardest the export-
oriented parts of the economy, which have been
the main contributors to productivity growth and
catching-up with more developed countries over
a longer period. Following the global financial crisis,
productivity growth has slowed in all business sector
activities, mostly due to a lower contribution from
capital deepening (IMAD, 2023d). In this context,
growth was highest in more export-oriented activities
such as manufacturing and traditional market services
(trade, transport and accommodation and food service
activities), while productivity growth in other market
service activities and construction largely recovered only
in the second half of the last decade. A more detailed
analysis for manufacturing shows that the productivity
gap with the average of the 11 EU countries analysed has
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I Figure 27: Over the 2013-2020 period, Slovenia significantly improved its indicators of participation in global value chains

(GVCs)
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participation and BP indicates backward GVC participation. Backward GVC participation is defined as the foreign value added embodied in domestic
exports. IL - innovation leaders according to the European Innovation Index (Denmark, the Netherlands, Finland, Belgium and Sweden), CEE - Central and
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countries (Czech Republic, Hungary, Poland, Slovakia).

been narrowing fastest on the part of the less productive
companies, mainly as a result of the exit of less efficient
companies from the market. Among medium- and high-
productivity companies, the gap has narrowed more
visibly only for large companies (Box 3). Since the global
financial crisis, Slovenia has also significantly increased
its exportintegration in global value chains (measured by
the share of domestic value added contained in foreign
exports) and the share of domestic value added in gross
exports, thus improving its position in global value

chains.®® In the 2013-2020 period, Slovenia advanced
significantly more than the Visegrad group countries
on all three indicators and also significantly faster than
the EU average (Figure 27). The COVID-19 crisis mainly
affected some high-contact services (accommodation
and food service activities, arts, entertainment and
recreation), while the energy crisis had a negative impact
mainly on export-oriented manufacturing industries,
especially energy-intensive ones, but also on some
traditional and more export-oriented market services.

¥ Box 3: Productivity of manufacturing industries in international comparison

We assessed the gaps between more and less productive manufacturing companies and the productivity
gaps between Slovenia and EU countries, using the CompNet database (2022).' The database allows for an
international comparison of the performance of EU companies classified by activity (NACE Rev. 2), company size
(number of employees) and a number of other business indicators (profitability, productivity, trade, financial
stability, asset structure, etc.). Given the methodological constraints (availability of data and consistency of the
CompNet database with Eurostat), the review focused on the analysis of labour productivity in manufacturing
in Slovenia and in the 11 EU countries? for which relevant data are available in the CompNet database over the
2008-2020 period. Labour productivity is defined in terms of (real) value added per employee.?

T CompNet is a database of aggregated values of business performance indicators based on a cleaned database of micro-data on business
performance (annual accounts), from which extreme values are removed by statistical methods. The analysis includes companies with positive

value added and at least one employee.

2 The countries included in the analysis are Croatia, the Czech Republic, Denmark, Finland, Hungary, Italy, Lithuania, the Netherlands, Portugal,

Slovenia, Spain and Sweden.

3 In the CompNet database, real value added is defined as nominal value added deflated at sector level (NACE Rev. 2). Nominal value added is
gross operating income less the cost of goods, materials and services (or the difference between gross income and intermediate consumption

costs).

40 Measured by the position index, which shows how much domestic
value added is exported relative to imports of value added from
abroad.
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Compared to the EU-11 countries, the gap between more and less productive manufacturing companies
in Slovenia is smaller, and in the 10-year period between the two crises (2009-2019) it declined faster in
normalised form. From the global financial crisis to the coronavirus crisis (2009-2019), the productivity gap in
Slovenia declined across most of the indicators calculated (indicators 2, 3 and 4, Figure 28), with a larger decline
than in most EU-11 countries. Over the same period, the gap increased more markedly in Denmark, Sweden,
Finland, Hungary and the Netherlands. In Slovenia, the narrowing of the gap over that period was driven by faster
productivity growth of less productive companies compared to more productive companies, mainly driven by an
increase in the volume of exits of less efficient companies from the market (IMAD, 2019b). The gap narrowed in all
size classes of companies. However, the trends during the crisis years were the opposite. As in the global financial
crisis (2008-2009), the sharp decline in the productivity of less productive companies also during the coronavirus
crisis (2020) led to a widening of the gap in almost all countries analysed, and in many countries, including Slovenia,
the more successful performance (productivity growth) of the most productive companies contributed to this.

I Figure 28: Gap indicators between more and less productive manufacturing companies
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Source: IMAD calculations based on the CompNet database (2022). Notes: indicator 1: Euclidean distance between high (90th, 95th, 99th percentile)
and low productivity vectors (1st, 5th, 10th percentiles); indicator 2 is indicator 1 calculated on I1-normalised values; indicator 3: ratio of high to low
productivity, where "high" is the geometric mean of the 95th and 99th percentiles and "low" the geometric mean of the 1st and 5th percentiles;
indicator 4 is indicator 3 weighted by the inverse of the coefficient of variation. The EU-11 area indicator represents the (unweighted) arithmetic
mean of the corresponding EU-11 country indicators.

I Figure 29: Labour productivity in manufacturing by percentile of the distribution curve
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Source: IMAD calculations based on the CompNet database (2022).

Average manufacturing productivity in Slovenia is lower than in most of the countries analysed but
is increasing faster, mainly due to the faster growth of less productive companies.* The productivity gap
between the EU-11 and Slovenia, expressed as the simple or relative difference between the average productivity
of the EU-11 and Slovenia, is largest in the group of large companies and is decreasing fastest among the less
productive companies over the period analysed (2008-2020). Since the global financial crisis, employment

4 The productivity comparison between the EU-11 and Slovenia is based on aggregated and unconditional distributions of manufacturing

productivity for each country in a given year and company size class. The calculation of the distribution curves includes structurally non-
homogeneous groups of enterprises (all enterprises belonging to an industry and size class that submitted a final report in a given year),
without distinguishing between enterprises entering, exiting or evolving within the industry — changing position on the distribution curve.
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dynamics have had a strong impact on the narrowing of the productivity gap between the EU-11 and Slovenia,
but with different effects on productivity along its distribution curve. The narrowing of the gap in the group of less
productive companies is the result of faster productivity growth in Slovenia, driven by a more intense decline in
the number of employed persons and exits of less efficient companies. In contrast, in the group of more productive
companies, employment in Slovenia is growing faster than in the EU-11, which is why the productivity gap between
Slovenia and the EU-11 is narrowing more slowly than in the group of low-productivity companies despite the
better performance of Slovenian companies (higher growth in value added). The breakdown of companies by size
class shows a decline in the gap between less productive companies in all size classes. The lowest productivity
in Slovenia is already at the same or higher level than the EU-11 average. However, the trend of the gap among
highly productive companies is less consistent, with the gap not changing significantly for small and medium-sized
companies, while it is decreasing for large companies, mainly due to the higher growth of value added in Slovenia

compared to the EU-11 (Figure 30).

I Figure 30: Relative productivity gap between the EU-11 group and Slovenia by size class
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Source: IMAD calculations based on the CompNet database (2022). Note: Low indicates the arithmetic mean of the 1st and 5th percentiles; medium
indicates the arithmetic mean of the 25th, 50th and 75th percentiles; high indicates the arithmetic mean of the 95th and 99th percentiles. The
percentile of the EU-11 group is the simple arithmetic mean of the corresponding percentiles of the individual EU-11 countries. The values in the
graphs represent the relative deviation of the average productivity of the EU-11 group from that of Slovenia. More specifically, a value of 50 means
that the average productivity of the EU-11 group of countries is 50% higher than Slovenia’s productivity; a value of -10 means that the average
productivity of the EU-11 group of countries is 10% lower than Slovenia's productivity.

The negative impact of the health and energy crises on
productivity growth in knowledge-intensive services
(ICT, professional, scientific and technical activities) was
much more limited.

The effect of allocative efficiency on productivity
growth was positive during the epidemic and the
energy crisis (2020-2022) but significantly lower than
during the global financial crisis and the first years
after (2008-2013). Allocative efficiency, i.e. the effect of
the transition of employees from less to more productive
sectors or companies, tends to improve during crises due
to the tightening of conditions. In the 2020-2022 period,
marked by the health and energy crises, the contribution
of reallocation of employees (both between sectors
and between companies) to productivity growth was
positive, but it was much lower than during the global
financial crisis (Figure 31), which was also much deeper.
The relatively small improvement in allocative efficiency
over the 2020-2022 period can also be explained, in
the context of the diversity of crises, by large-scale
state aid to companies, as well as by the much better
financial situation of companies at the outbreak of the
epidemic (2020) compared to 2008. Allocative efficiency
at sectoral level improved especially in 2020, when some
service activities with on average lower productivity

(accommodation and food service activities, arts,
entertainment and recreation) were more severely
affected than others due to the nature of work at the
outbreak of the epidemic (Figure 31, left). Also in this year,
the positive effect on productivity due to the transition
of employees between existing companies (from less
to more productive companies) increased significantly,
but it was already slightly negative in the following two
years.* However, the impact on productivity of exits by
companies (the so-called “cleansing effect” due to the
closure of less productive companies) was relatively low
over the years 2020-2022 (especially in manufacturing,
Figure 31, middle and right), and the data on the number
of company bankruptcies for 2023 do not indicate a
significant change in this area either.*

The creation of new companies has been gradually
increasing in recent years, the challenge is to
improve the support environment for start-ups. New

41 Qver the three-year period 2020-2022, in total, the reallocation of
employees between existing companies contributed just over 40%
to productivity growth in manufacturing and just under 10% in non-
financial market services.

42 The number of bankruptcies among companies in 2023 was slightly
lower than in the individual years of the 2020-2022 analysis period
(see Section 1.1).
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I Figure 31: Allocation efficiency slightly improved over the 2020-2022 period
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companies creation is also important for the efficient
reallocation of resources and thus the transformation
of the economy towards higher value added, allowing
the replacement of less productive companies by
those with a higher capacity for growth. The number of
newly created companies has been rising again since
the epidemic and was at a historically relatively high
level in 2023. In 2023, the share of young companies
(under five years) also increased slightly after several
years of decline (Figure 32). The enterprise birth rate
“in Slovenia is roughly the same as the average in the
EU according to data for 2021; it is slightly higher in
services and slightly lower in manufacturing. According
to GEM* data, the results on early-stage entrepreneurial
activity,* are weaker. Since 2016 it has been fluctuating
close to the level reached and which places Slovenia
in the second half of the EU countries surveyed. There
is also a significant gap in the area of innovative start-
ups (see Section 1.2.2.4 for more details), which can
have a significant impact on the creation of high value
added and new jobs* through breakthrough high-
tech solutions with global growth potential. In order to
improve accessibility to the venture capital market in
Slovenia, which was among the worst according to the
European Innovation Index until the last measurement
in 2023, the VESNA Venture Capital Fund was established

43 The enterprise birth rate (or the rate of entry or creation of new
enterprises) is the ratio of the number of new companies to the
number of active companies (in a given year), expressed as a
percentage.

44 Early-stage entrepreneurial activity represents the share of adults
aged 18-64 who have started new businesses or new business
activities, including self-employment. It also includes individuals
who are owners/managers of new companies that have been
operating for less than 42 months.

45 It refers to the Global Entrepreneurship Monitor international
survey, in which Slovenia has participated since 2002. In 2023, 17 EU
countries were included in the survey (GEM, 2024).

46 Slovenian start-ups create more than 50 jobs per EUR 1 million
of capital invested, ranking Slovenia fourth among all European
countries (dealroom.co et al., 2022).

in 2023 and the Slovenian Enterprise Fund has prepared
a new proposal for equity financing in the form of a
Fund of Funds for the 2024-2029 period (IMAD, 2023d).
In addition to financial resources, intangible resources
such as business connections and networks, as well as
skilled human resources with specific skills, including
from outside existing companies, are also crucial for the
growth of start-ups in the later stages of development.
The lack of and need for the latter was highlighted by a
significant proportion of Slovenian start-ups surveyed in
the 2022 survey (need for the former 76% and need for
the latter 63%) (Rus et al., 2023).

The energy crisis has significantly worsened the
cost and price competitiveness of the Slovenian
economy. Unit labour costs already rose markedly with
the outbreak of the epidemic (2020), and the burden of
the increased cost pressures was then largely borne by
the state through measures to mitigate the effects of the
epidemic (IMAD, 2021b). During the energy crisis, there
was a cyclical decline in productivity growth, while at
the same time nominal labour cost growth continued
in 2022 and especially in 2023 (as a result of labour
shortages and increased inflation, see also Section 1.1),
leading to a renewed strengthening of (nominal) unit
labour costs and thus to a deterioration in the cost and
price competitiveness of the Slovenian economy, which
peaked in the middle of 2023 (measured by REER ppi)
or in the second half of 2023 ((REER ulc, REER hicp)
respectively.*” High nominal unit labour costs have also
contributed significantly to domestic price growth, as
measured by the GDP deflator (IMAD, 2023d). With costs
spilling over into product prices, the business sector on
average maintained favourable performance in 2022,
while the data for 2023 show a significant increase in

47 Real effective exchange rate deflated by unit labour costs (ulc),
producer price index (ppi) or harmonised index of consumer prices
(hicp) respectively.
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I Figure 32: New business creation has been strengthened in recent years (left); the decline in the share of young enterprises

came to a halt in 2023 (right)
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I Figure 33: Cost and price competitiveness deteriorated significantly during the energy crisis
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the labour cost share of value added (i.e. real unit labour
costs, Figure 33 left), implying a decrease in the share of
profits.

The export market share in the world commodity
market declined in 2021 and 2022, while the first
data for 2023 show a significant rebound; the growth
of services export market share was maintained also
in the 2020-2022 period. The decline in the commodity
export market sharein 2021 (by 2.4%), following its multi-
year recovery from the global financial crisis, was mainly
due to the composition effect of Slovenian exports.
“In 2022, however, the 4.8% decline was significantly
driven by the actual loss of competitiveness of Slovenian
exporters, largely due to the deterioration of their

48 In the composition of Slovenian commodity exports, the share of
raw materials, for which world demand grew strongly in 2021, is
below average, while on the other hand, the share of exports of road
vehicles, for which import demand was low, is above average.

cost-price position (see above). Thus the stagnation in
energy-intensive products (metal, non-metallic mineral
products, paper and chemical products) in 2022, when
the energy crisis broke out, had a significant impact on
the decline in market share in the EU commodity market,
which is Slovenia’s most important export market, while
the market share of most other product groups also
declined. However, data for the first three quarters of
2023 show a renewed increase in market share on the
EU market, including for energy-intensive products. This
could suggest that the drop in 2022 was to some extent
temporary, as a result of production rationalisation due
to high energy prices and the general uncertainty about
energy supply at the onset of the energy crisis. In the
whole period since the epidemic, however, the main
contributor to the loss of commodity export market
share has been road vehicles, where Slovenia has lost a
third of its EU market share. In addition to the impact of
domestic (cost) factors, these trends are also the result
of problems (including disruptions in supply chains) and
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I Figure 34: The commodity export market share strengthened again after a two-year decline in 2023 (left); the services
market share gradually strengthened but has not yet fully compensated for the decline in 2008-2015 (right)
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the restructuring of the European automotive industry
towards the production of vehicles with a lower carbon
footprint. Trends in the services export market share
during the health and energy crises (2020-2022) were
influenced by sharp fluctuations in the value of global
foreign trade in travel and transport, which account
for the largest share of services exports in Slovenia.
While some knowledge-intensive services (other
business services* and compensation for the use of
intellectual property) have been the main contributors
to the growth of the total services market share, the
potential of the fast-growing global trade in knowledge-
intensive services remains under-exploited, especially
in telecommunication, computing and information
services (IMAD, 2023d).

Cost pressures due to the lack of labour force, as well
as in connection with the green transition could, in
the case of insufficiently ambitious changes to raise
productivity and restructure the economy, remain a
limit to export competitiveness in the future as well.
Given the significant lack of adequate labour resulting
from the ageing of the population and also the rapid
changes in the demand for knowledge and skills in
connection with the digital and green transformation
of the economy, we can expect further pressures on
the growth of labour costs, which, in order to maintain
competitiveness, will have to be balanced with higher
productivity. In addition, cost pressures will also come
from efforts to achieve carbon neutrality, which will be
a challenge especially for energy-intensive activities,
which have a relatively high share in Slovenian
manufacturing industries. It is, however, encouraging
that manufacturing industries significantly improved
their energy productivity over the past decade, which as

49 Other business services include research and development,
professional and business consultancy, and technical trade-related
services.

of 2019 also exceeds the EU average (see Section 4), and
a more detailed analysis showed that the most energy-
intensive companies achieved the greatest progress
on average.®® Until the energy crisis, energy-intensive
activities were also improving their export competitive
position (growth in the export market share on the world
market). Export performance will continue to depend
significantly on the competitiveness of the European
automotive industry and the ability to maintain and
improve its position in the global value chains of this
industry.The key answerto mitigating theimpactofall the
mentioned factors is to raise productivity by increasing
the so-called productive investments, especially in the
digital and green transformation of the economy. The
use of funds from the Recovery and Resilience Fund
and other EU funds must also pursue the goals of green
and digital transformation and support productivity
growth as much as possible. In order to support greater
investment activity of the business sector, in addition to
a stimulating and predictable business environment, it
is particularly necessary to ensure a sufficient volume of
suitably qualified workforce, as according to companies,
its shortage is one of the major obstacles to investment
(EIB, 2023).

In the recent period, the area of introducing socially
and environmentally responsible practices in
the business operations of companies has been
regulated in an accelerated manner, as such practices
should contribute to the well-being of society and
the green transition and at the same time can be a
source of competitive advantages for companies.

Companies with various internationally recognised
certificates and standards demonstrate the sustainable

50 Companies that operated in the entire 2008-2021 period and were
ranked among the 25% of the largest energy consumers in the initial
year on average reduced the burdening of business income with
energy costs the most (IMAD, 2022c¢).
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impact of their operations (products, services and
processes) on the environment and society. Due to
the multitude of mainly environmental standards and
certificates®® with different management regimes,
which affect the ability to make sustainable consumer
and business decisions, the EC has prepared a proposal
for a Directive on green claims. Its purpose is to limit
green deception (or misleading green advertising
and marketing) and its negative impact on the green
transition (Indicator 1.16). In addition, the temporary
agreement on the European standard for green bonds
will also contribute to the green transition and the
reduction of green deception.®? ESG criteria, which
in addition to environmental ones also include social
and management-related criteria, are becoming the
dominant standard for measuring the impact of the
operations of companies and their products and
services on the environment and society. European ESRS
sustainability standards, which are based on ESG criteria,
have also been transposed into Slovenian legislation. The
amendments to the Companies Act (ZGD-1) expand the
range of companies (all large companies and medium
and small companies listed on the stock exchange)
that will have to include non-financial reporting in their
annual reports or information related to environmental
protection and employees.>®* A public interest entity
with at least 500 employees will also have to prepare
a statement on non-financial operations. Companies
subject to audit will also have to prepare a statement
on company management. At the end of 2023, an
agreement was also reached on the Sustainability Due
Diligence Directive (CSDDD), which aims to promote
sustainable and responsible business behaviour in
all global value chains (from the perspective of the
environment and human rights), which contributes to
the green transition and protection of human rights
(both inside and outside the EU).>

51 Slovenia ranks better than the EU average in the uptake of
environmental certifications such asISO 14001 and the ecolabel, while
the uptake of the slightly more demanding EMAS environmental
management system is relatively more modest (Indicator 1.16).

52 The money raised will have to be invested in activities that are
aligned with the EU’s Taxonomy for Sustainable Activities. The bonds
will be verified by professional and independent auditors.

53 Reporting according to the European Sustainability Reporting
Standards (two general and ten environmental, social and
governance standards) will be mandatory in the 2025 annual report
for the 2024 financial year for companies already reporting according
to the NFRD standards (companies, banks and insurance companies
with more than 500 employees). At the latest, in the 2027 annual
report for the 2026 financial year, SMEs listed on the stock exchange
and small and uncomplicated credit institutions and captive
insurance companies will report.

54 The Directive will apply to large EU companies and companies with a
turnover of EUR 40 million in the EU market. SMEs are not obliged to
carry out due diligence on the sustainability of their business, but as
links in the chain, they will be obliged to report to the companies in
the value chain that are obliged to do so.
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1.2.2 The transition to a smart,
green economy

1.2.2.1 Innovative transformation

Slovenia made significant progress in terms of the
European Innovation Index for 2021-2023,°° but
after a strong prior deterioration, so more radical
shifts are needed to move towards becoming an
innovation leader. Slovenia regressed the most among
all EU countries regard the European Innovation Index
between 2016 and 2020, though it has since made some
of the fastest progress (Figure 35, top right). However, it
remains in the third group of countries (out of four), i.e.
among the moderate innovators. Therefore the transition
to be among the innovation leaders, which is the
objective of the Slovenian Development Strategy 2030,
requires an even more ambitious approach, as shown by
the case of Estonia, or a consistent development policy
over a longer period, as shown by the case of the Czech
Republic (Figure 35, top left).

Theinnovation ecosystem in Slovenia is of a relatively
high quality and its efficiency is gradually improving;
while there is still considerable untapped potential,
especially regarding acceleration of the smart and
green transformation, not enough is being invested
in it. The analysis of the individual components of the
European Innovation Index (Figure 35) shows:

a)The strongest comparative advantage of the
Slovenian innovation ecosystem is human resources
and cooperation between actors in the innovation
process. Slovenia performs slightly worse, but still
better than the EU average, in terms of the innovation
activity of companies (especially large ones) and the
quality of the science and research system, especially
in relation to its international integration. In terms of
the latter two, Slovenia is, at least in certain aspects,
strongly improving its competitiveness relative to the
EU average (see Section 1.2.2.4), a positive trend that
should be further accelerated.

b) The index of the three Ell components, measuring the
effects of the innovation ecosystem, is around the EU
average, but with positive dynamics, especially in the
case of sales impacts. For example, Slovenia has the
fifth highest share of medium- and high-tech products
in exports in the EU and the eighth highest share of
employment in knowledge-intensive activities, and
the share of exports of knowledge-intensive services
has also started to improve - though still ranking 25™,
thus remaining at the tail of the EU countries. The
share of revenues from new products, especially new
products on the market, where Slovenia is only 18th
in the EU, also shows significant untapped potential

55 For the calculation of the European Innovation Index for year n, the
data available at that time will be used, generally from the t-3 period,
but also older data for the data from the 12th European Innovation
Survey.
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I Figure 35: Despite positive trends after 2020, Slovenia is for the fifth year in a row only in the third group of innovators
according to the European Innovation Index (Ell), i.e. the group of moderate innovators
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in terms of lack of disruptive innovation and ambition
(IMAD, 2023d).

To become an innovation leader, Slovenia will need
to build a world-class innovation ecosystem, i.e. not
only to address existing gaps, but also to achieve
excellence in all other Ell innovation components,
where it is above the EU average but well behind
the innovation leaders. This will require significantly
increased investment from both, the business
enterprise and public sectors, where Slovenia is
lagging behind the EU average the most among all
Ell components (Figure 35).°¢ There is also a need to

56

Sloveniaranks 17th in the EU for the Ell component "Firm investment"
and 18th for the Ell component "Finance and support".

take greater advantage of the opportunities arising
from the smart and green transition, where Slovenia
is still lacking decisiveness. This is the case in the area
of digitalisation, both for businesses (especially SMEs,
see Figure 36, and in segments where Slovenia has
traditionally underperformed®’) and for the digital
skills of individuals, which is the main reason for
the significant lagging behind in the digitalisation
component (Figure 35, bottom left). Greater use
will also need to be made of the opportunities in

57

E.g. in data integration in terms of increased use of cloud databases
and big-data processing, which also has a direct impact on the
number of data-driven companies (IMAD, 2023d). For a more
comprehensive analysis, see also the Development Report 2023
(IMAD, 2023e).
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I Figure 36: The business sector, especially SMEs, is lagging far behind in digital intensity with a high share of very poorly
prepared companies, and progress over the 2021-2023 period is slower than in other countries for all company size groups
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the development of green technologies, where
Slovenia is only 18th in the EU in terms of the share of
environmental patents, while at the same time being
too slow and too weak in exploiting environmentally
related market opportunities (IMAD, 2023d).

1.2.2.2 Human Resources

To accelerate the innovation transformation needed
to break through as an innovation leader, the
development of world-class professionals needs
to be stepped up. Empirical estimates for Slovenia
show the importance of education in achieving higher
productivity and confirm the positive correlation
between the share of tertiary educated employees
in a company and its productivity (IMAD, 2023d).
Top professionals, such as researchers or PhDs, are
particularly important from a productivity perspective,
as they are key to developing the innovation needed
to leapfrog among the most advanced economies. The
number of researchers in 2022 increased to its highest
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innovation leaders, V4 - Visegrad countries.

level in ten years, but the gap with the innovation
leaders in terms of researchers per 1,000 of the working
age population widened further (although their number
was higher than the EU average).*® It is encouraging
that the number of researchers in the public® sector
has increased again in the last two years, in contrast to
the previous period. In the business sector, however,
the number of researchers has remained at a relatively
high®® level. The development of (future) top talent
is also too slow: the number of new PhDs per 1,000
inhabitants (25-34 years) in 2021 fell just below the
EU average and the gap with the innovation leaders
widened further. In the structure of new PhDs, 45.4%
were in natural sciences and engineering in 2022, with
a share that fluctuates between years (at levels ranging
from 40% to 45%), similar to the EU average (43.4% in

58 The number of researchers in full-time equivalent per 1,000 working
population was 11.80 in Slovenia in 2022 (EU: 10.60; IL: 16.83)
(Eurostat, 2024).

59 The public sector includes the higher education and the government
sector.

60 The number of researchers in the business sector per 1,000 working-
age population in Slovenia in 2022 was 6.9 (EU: 6.0).
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I Figure 37: The large gap in the share of ICT professionals in the total number of employed persons for most of the more
economically developed countries (left) and the relatively positive expectations of adults about the impact of Al in the next

20 years (right)
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2021). The number of students enrolled in PhD studies
has not increased over the last two years and is lagging
behind the levels already achieved (Indicator 2.3), but
the number of young researchers supported by the state
has been increasing since 2018 (ARIS, 2024).

Human resources development is not yet doing
enough to ambitiously support the transition to
asmart, green economy... The share of ICT professionals
in the total number of persons in employment®' in 2022
was the highest in ten years, but with one of the smallest
increases among EU countries in the last decade, it was
still below the EU average (Figure 37, left). Although small
companies are the most likely to face a shortage of ICT
professionals in new employment, at the aggregate level
such companies accounted for 78% in 2022, the highest
share among EU countries. This shortage, which hinders
the digitalisation of business operations,®? is linked to
the insufficient number of ICT graduates. Although
enrolments have been increasing since the 2017/2018
academic year, this does not ensure a sufficiently high
number of graduates to meet the estimated growing
needs of businesses due to smaller generations (DIH,
2023). The development of advanced digital skills of
employees is also too slow, not only in relation to the
EU average but also in relation to Visegrad countries.®®
The lack of relevant skills is particularly pronounced in
the field of Al technologies, which limits their wider use.
In 2023, 53.8% of companies that wanted to introduce
Al technologies did not decide to do so due to a lack
of relevant skills (SURS, 2024b). It is encouraging to
note that adults in Slovenia have relatively positive
expectations about the impact of generative Al (Figure

61 The share of ICT professionals in the total number of employed
persons was 4.5% (EU: 4.6%, IL: 6.9%) in 2022 (Eurostat, 2024).

62 The lack of adequate digital professionals or skills was experienced
by 35.9% of companies in 2022 (SURS, 2024b).

63 |n 2023, the proportion of employees with advanced digital skills was
24% in Slovenia (EU: 34%, IL: 49%, V4: 32%), and with basic digital
skills it was 33% (EU: 31%, IL: 30%, V4: 34%) (Eurostat, 2024).

Expectations of adults regarding the impact of Al
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37, right), which could facilitate the introduction of such
technologies, which are crucial for productivity (IMAD,
2023d).

... challenges will only intensify in the future, which
calls for the creation of appropriate working and
career development conditions for the highly
productive, as well as strengthening measures
to attract professionals from abroad. The need
for professionals, which is already high, is only set
to increase in the future. This is shown, among other
things, by the first results of the “Labour Market
Platform”®* prepared by the Ministry of Labour, Family,
Social Affairs and Equal Opportunities to assess the
needs for occupations and competences. The first
results of the medium-term labour market needs
forecast for the 2023-2027 period, based on past
trends, show the highest demand for professionals,®
who are also the only occupational group for which
new jobs are expected to be available in addition to
substitute employment (due to retirements etc.). This
points to the need to ensure a sufficiently large supply
of these professionals, while the tax environment,
which is an important factor in attracting professionals,
remains disincentive. The tax burden on labour is high
and Slovenia ranks above the OECD average on most
indicators®® of the tax wedge and similar to more

64 Slovenia does not yet have an integrated mechanism for knowing
and forecasting human resources needs or competences.

65 According to the International Standard Classification of Occupations
(ISCO-08), professionals, through their work, increase the existing
body of knowledge, develop scientific and artistic ideas and theories,
teach them systematically, and may be employed in any combination
of these three activities. Most jobs or professions require tertiary
education. Examples of typical occupations are civil engineers,
doctors, teachers, judges, systems engineers, software developers,
process and plant control technicians, and stockbrokers (SURS,
20230¢).

66 The tax wedge (according to the OECD methodology) indicates the
total percentage share of income tax and employer and employee
social contributions, less family benefits received as cash transfers, in
the total labour costs that an employer has to pay for an employee.
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I Figure 38: For investment in innovation-led growth, the positive trends in R&D investment need to be further reinforced and
the gaps in investment in other forms of intangible capital need to be narrowed, where Slovenia lags even behind the EU

average
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developed European countries (IMAD, 2023d). Also
in terms of work and quality of life, Slovenia is less
attractive for foreign professionals than many other
OECD countries (OECD, 2023n).¢” Foreign researchers
are also discouraged from coming to Slovenia by the
relatively poor research infrastructure (EMN, 2022) and
complicated procedures related to their employment
(CCIS, 2022b). However, measures should also be aimed
at reducing the brain drain, as opportunities for career
development and promotion abroad (Valentinci¢ et
al., 2022) also encourage the emigration of Slovenian
professionals abroad.®®It is also necessary to remove as
soon as possible the obstacles that hinder the return
of Slovenian professionals from abroad (bureaucracy,
employment procedures, taxes, etc.) (ibid.).

1.2.2.3 Investment

Slovenia is successfully closing the gap in financing
investment in innovation-led growth in segments
where it has traditionally been strong, but it
continues to lag behind in others, especially in some
softer areas (e.g. data, organisational capital or
human resources):

67 Slovenia is ranked 19th out of 38 OECD countries in the attractiveness
for highly educated professionals (OECD, 2023n) and 11th out of 22
EU countries that are also OECD members.

68 |nthe 2011-2021 period, the migration increase of Slovenian citizens
with tertiary education was negative, with a net out-migration of
8,349 persons; if foreign nationals are also taken into account, the net
migration increase was even slightly positive (553 persons) - see the
Productivity Report 2023 for a more detailed presentation (2023d).

a)Slovenia is the fifth best performer in terms of
investment in machinery and equipment (Figure 38),
which, like investment in ICT equipment, has been
gradually declining as a share of GDP in all countries
(IMAD, 2023d), mainly as a result of the growing
importance of investment in intangible capital
(Bontadini et al., 2023).

b)In terms of total R&D investment, Slovenia is slightly
behind the EU average but significantly behind the
innovation leaders (Indicator 1.14). Notwithstanding
the need for further accelerated R&D investment
(Figure 39), especially in the high-risk innovation
phase, i.e. from proof-of-concept to prototype (IMAD,
2023d), Slovenia’s starting position, especially in the
business enterprise sector, remains relatively strong,
with the seventh highest R&D investment intensity®®
(Figure 38).

¢) For the remaining investments in intangible capital,
where Slovenia has not been among the best
performers to date, the picture is mixed. As shown in
the Productivity Report (IMAD, 2023), there has already
been positive progress in business investment in
environmental projects (weather-related or emission
reduction-related), and positive trends can also be
seen in marketing-related investment, i.e. design and
branding. However, it continues to lag behind the
innovation leaders and the EU average in investment
in software and data and in organisational capital and
in human capital, i.e. education and training, both on

69 The intensity of R&D investment is presented according to the sector
of R&D performance.
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I Figure 39: Per capita R&D expenditure in Slovenia is around the EU average and significantly lower than the average of the
innovation leaders, regardless of the R&D performance sector, which is a barrier especially for breakthrough research and

innovation
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the business side and on the government side (formal
education and active employment policies - see
Section 2). All three areas are crucial for accelerating
the smart and green transition.

1.2.2.4 The scientific research, innovation
and entrepreneurship system

The Slovenian scientific research system is well
integrated into the international environment,
but more attention will be needed to focus on
its excellence. In line with the methodology of the
European Innovation Index (Ell), the openness of the
scientific research system improved significantly in
the 2016-2023 period, as confirmed by the indicators
on scientific publications co-authored with scientists
from outside the EU and the share of foreign students
in doctoral studies in Slovenia. On the former, Slovenia
improved significantly over the period, reaching a
relatively high 11th position in the EU in the latest
measurement for 2023, outperforming some of
the more innovative countries (e.g. Germany and
France). At the same time, Slovenia has outperformed
the EU average, but it still lags significantly behind
the innovation leaders. According to the second
indicator, Slovenia ranked 17th in the EU, behind the
EU average and even further behind the innovation
leaders, but it is positive that it has also made
progress in this area and achieved its best ever result.
On the other hand, the very modest improvement
in scientific excellence, as measured by the share
of scientific publications among the top 10% most
cited publications worldwide, is worrying. At 18th
place in the EU, Slovenia was already well behind the
EU average, and even further behind the innovation
leaders, and no qualitative shift took place in the
2016-2023 period. Weak scientific research excellence
is also likely to be linked to underinvestment in R&D

to date’® (IMAD, 2023d), including on a per capita
basis, which increased only modestly between 2013
and 2022 (from EUR 519 to EUR 544).”' Relatively low
funding constrains the acquisition of state-of-the-art
equipment for researchers in Slovenia, which is priced
on international markets. As a consequence, the
depreciation or obsolescence of research equipment
in the public sector is high,”?making it difficult to test
breakthrough scientific research results (IMAD, 2023e).

A successful transition to the innovation leaders
also requires upgrading the innovation and
entrepreneurship systems, which remain at the
EU average in terms of performance. Cooperation
among stakeholders in the research-development-
innovation process is relatively good in Slovenia (Figure
35), especially in the area of scientific cooperation.
For example, in 2022 Slovenia ranked 9th among
EU countries in terms of the number of scientific
publications co-authored with scientists from the public
and business sectors per million inhabitants. Somewhat
less convincing is the intensity of SMEs' innovation
collaboration with other companies and/or research
organisations, which is still above the EU average,
but with a significant gap to the innovation leaders.
In addition to accelerated investment, deepening
cooperation between innovation stakeholders will be
key to upgrading the innovation system in the future,
which requires a long-term approach, including the
strengthening of support environment institutions

70 The new Scientific Research and Innovation Activity Act, adopted

in 2021, foresees a significant increase in public funding for these
purposes, to 1% of GDP by 2027 and 1.25% of GDP by 2030 (from
0.55% of GDP in 2022) (ZZrID, 2021), but the results of these
investments will be delayed. However, total investment in R&D is
expected to reach 3.5% of GDP by 2030.

Expressed in 2005 constant prices in PPS. Over the 2013-2022 period,
these investments increased by 0.5% in Slovenia, by 2.5% in the EU,
by 2% in the innovation leaders and by 4.8% in V4.

In 2019, the average was 84.1% in public research institutions and
87.5% in public higher education institutions.

71

72
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(VVA et al, 2021) as well as continued efforts, e.g. by
SPIRIT,”® to coordinate them. Not only is this important
from the point of view of companies and knowledge
institutions, but the effective functioning of the whole
innovation system is also essential for a more responsive
national development policy (IMAD, 2023e). The quality
of the support environment for entrepreneurship is also
mediocre, as reflected in a) ranking only 18th among 23
EU Member States in terms of compliance with good
practice standards in the area of start-up business
operations’ (ESNA, 2022); b) a below-average number
of start-ups per million inhabitants’; c) a very low
performance in financing business growth (Giordano et
al., 2023); and d) one of the highest proportions of start-
ups relocating their headquarters outside Central and
Eastern Europe (dealroom.co et al., 2022).76

73 See the "Strengthening the Innovation Ecosystem" and “Research,
Development and Innovation Hub" programmes at https://www.
podjetniski-portal.si/programi.

74 Slovenia has achieved 61% of the good practice standards defined
in the EU for the business conditions for start-ups. This refers to
eight standards: (1) fast start-ups creation and smooth market
entry, (2) attracting and retaining talent, (3) stock options, (4)
regulatory innovation with a "Think Small First" approach, (5) public
procurement of innovation, including technology transfer policy,
(6) access to finance, (7) social inclusion, diversity and safeguarding
democratic values, and (8) digital-first manner (EC, 2021a).

75 The number of start-ups per million population in Slovenia (238)
is significantly lower than the EU average (550), while Estonia and
Lithuania are at the top (1,408 and 706 respectively) (Rus et al., 2023).

76 For a more detailed presentation, see the Productivity Report (IMAD,
2023¢).
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2 Learning for and through life

2.1 Knowledge and skills for a high quality of life and work

I Knowledge and skills for a high quality of life and work (Development Goal 2)

The aim is to promote high-quality and accessible learning for and through life to improve economic
competitiveness and social well-being. This will be achieved by promoting lifelong learning for the entire
population, by encouraging participation in education by people with low educational attainment and other
marginalised groups, by improving functional literacy among young people and adults, by ensuring the efficiency
and quality of education, by linking the education system to the economy, and by developing skills to improve
employability. Achieving this goal is essential for a healthy and active life, which the SDS addresses in Development
Goal 1, for an inclusive labour market and quality jobs, which are addressed in Development Goal 7, for a decent
life for all, which is addressed in Development Goal 3, for the competitiveness and digital transformation of the
economy, which is addressed in Development Goal 6, and for sustainable development, which is addressed in

Development Goals 8 and 9.

¥ SDS 2030 performance indicators for Development Goal 2:

Latest data
Target value for 2030
Slovenia EU average
Participation in lifelong learning in % 22.3(2022) 11.9 (2022) 19
Share of population with tertiary education 401 (2022) 343 (2022) 35

in %

PISA results (in points), ranking among EU
Member States

(2022)

Mathematical literacy: 9th place
Scientific literacy: 4th place
Reading literacy: 19th place

Ranked in the top quarter of EU
Member States.

The educational structure of the population has
improved overtheyears, withahighparticipationrate
in education. The participation rate in basic education is
higher than the EU average, while the participation rates
in upper secondary and tertiary education are among
the highest in the EU. Over the last decade, both the
share of adults with at least upper secondary education,
which is well above the EU average, and the share of
adults with tertiary education, which for the third year
has exceeded the SDS 2030 target and the EU average,””
have increased, though lagging behind most of the more
economically developed countries (see Indicator 2.1).
Adequately skilled people have the potential to drive
social development, accelerate the green and digital
transition and create more added value, which requires
creating jobs where they can use their skills. Considering
a significant gender gap in tertiary education, which at
15.8 percentage points is one of the highest in the EU
(5.7 percentage points),’® it will be necessary to attract
more men into tertiary education.

While indicators of the quality of education for pre-
school children are good compared to the EU, there
has been a deterioration in reading literacy among

77 In 2022, 91.0% of adults aged 25-64 had at least upper secondary
education (EU: 79.5%); 40.1% of adults aged 25-64 had tertiary
education (EU: 34.3%) (Eurostat, 2024).

78 In 2022, 48.3% of women (EU: 37.1 %) and 32.5% of men (EU: 31.4 %)
had tertiary education (Eurostat, 2024).

basic school pupils. The quality of early childhood
education is of paramount importance, as it has a
positive impact on children’s personal and cognitive
development, enabling them to socialise and prepare
for basic school. Slovenia has for many years had a
more favourable teacher-to-child ratio than the EU-25
average” (OECD, 2023b), and tertiary education is a
prerequisite® for working as a preschool teacher, which
allows for better quality pre-school education, while
the 1999 reform of the kindergarten curriculum is still
underway (EC, 2023d; National Education Institute,
2024). Pupils’ performance in reading literacy, one of
the indicators of the quality of education, deteriorated
considerably between 2016 and 2021. Reading literacy
results are poor®' by international comparison, more so
for boys than for girls. This is most likely due to the lack of
resources for teaching (quality staff, teaching aids, library
materials, etc.) and, in particular, the implementation of
home schooling during the COVID-19 epidemic,® which

79 The EU-25 includes the 22 EU Member States that are members of the
OECD, Croatia, Bulgaria and Romania.

80 Tertiary education is a prerequisite for working as a preschool teacher
in ten other EU Member States (EC et al., 2022).

81 According to the Progress in International Reading Literacy Study
2021 (PIRLS 2021), fourth-graders scored an average of 520 points
in reading literacy, compared to an average of 527 points in the 18
participating EU Member States, ranking 14th (P, 2023a).

82 An evaluation of the implementation and impacts of distance
education during the epidemic (PeF-UL et al., 2023) found a number
of problems in the implementation of distance education, as pupils
did not reach proficiency standards.
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I Figure 40: Mathematical, scientific and reading literacy rates have deteriorated in Slovenia and the EU
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I Figure 41:In 2022, young people with the lowest socioeconomic status performed poorly in various types of literacy, and
young people with an immigrant background performed much worse than their peers with a non-immigrant background
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has also been noted by pupils’ parents.t* Head teachers
assessed that basic schools place less emphasis on
children’s academic performance than in most other EU
Member States. Research shows a correlation between
academic performance and the enjoyment of reading
(OECD, 2010, 2019a), which is relatively low in Slovenia:
28% of basic school pupils in 2021 enjoyed reading
very much (EU: 31%), while the highest proportion was
observed in Portugal (60%).

Literacy rates among upper secondary school
students have worsened, with only scientific literacy
rates still in the top quarter of EU Member States, and
inequalities in learning achievement have widened.
Similarly as in other EU Member States, the results of
the PISA survey on reading, mathematical and scientific

83 83% of parents in Slovenia (average of participating EU Member
States: 67%) felt that home schooling during the epidemic had a
(very) negative impact on their children’s academic progress (IEA,
TIMSS and PIRLS International Study Center, 2023).
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literacy of 15-year-olds which are indirect indicators of
the quality of education, show a deterioration between
2018 and 2022 (Figure 40), with the most significant
deterioration in reading literacy. The SDS target of
ranking in the top quarter of EU Member States by
2030 is only achieved in scientific literacy. The shares
of 15-year-olds with the best results (level 5 or above)
decreased in reading and mathematical literacy, while
the share of 15-year-olds with poor results (below level
2) increased in all three types of literacy (Indicator 2.4).
Inequalities in learning achievement have also increased:
girls outperformed boys in reading and scientific
literacy; 15-year-olds with the highest socioeconomic
status® outperformed their peers with the lowest

8 In Slovenia, more than 90% of 15-year-olds are enrolled in upper
secondary education (P, 2023c).

85 PISA measures the socioeconomic status of 15-year-olds through
an index of economic, social and cultural status, which includes
indicators of parental education and occupation and family
wealth. The 15-year-olds with the highest socioeconomic status
are in the highest quartile, while the 15-year-olds with the lowest
socioeconomic status are in the lowest quartile.
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[ Figure 42: 15-year-olds are less resilient to stress (left) and less curious than in most EU Member States (right)
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Source: OECD (2023m). Note: The value of the curiosity and stress index ranges from -1 (lowest curiosity/stress resilience) to 1 (highest curiosity/stress
resilience). The stress resilience index consists of responses to a self-assessment questionnaire about nervousness, relaxedness, worry, panic, working under
pressure, stress management and fear. The curiosity index includes the self-assessment of the ability to develop and test hypotheses, curiosity, interest,
inquisitiveness, willingness to learn new things, the ability to explore and be informed, and the ability to learn in depth.

socioeconomic status in all three types of literacy (Figure
41, left); and immigrants underperformed their peers
in reading literacy, the gap between them being larger
than the EU average (Figure 41, right).

There are also shortcomings in the development of
young people’s skills. The share of young people (aged
16-19) with at least basic digital skills relevant for life
in a digital society was seven percentage points higher
than the EU average in 2023, while the share of those
with advanced digital skills lagged behind significantly
(by five percentage points). It is encouraging, however,
that activities to raise young people’s digital skills
are being stepped up.#” On education for sustainable
development, pupils’ self-assessments® showed that
only less than half of pupils expressed positive attitudes
towards environmental protection, few saw climate
change as a threat to the future of the world, and
fewer pupils (79%) were learning about environmental
protection than in most other EU Member States.
On intercultural skills, which are a prerequisite for
intercultural dialogue and important for living and
working in multicultural societies, only half of the pupils
expressed positive attitudes towards immigrants and
supported equal rights for all ethnic groups. Pupils’
performance in civic knowledge worsened between
2016 and 2022 and is also among the lowest in the EU
(IEA et al., 2023). However, more pupils are participating
in cultural activities (Section 2.2), which are important
for fostering creativity. Self-assessments of 15-year-olds
show that they are less resilient to stress than their peers

8  74% (EU: 67%) had at least basic digital skills, of whom 28% had
advanced digital skills (EU: 33%, IL: 46%) (Eurostat, 2024).

87 |n 2023 and 2024, the Ministry of Digital Transformation is co-funding
training in the development of digital competences for children and
young people, which is delivered by various educational institutions
(MDP, 2024b, 2024a).

8 The 2022 International Civic and Citizenship Education Study
covered 8th graders. A total of 16 EU Member States took part in the
survey (Pl, 2023b).

in most other EU Member States (Figure 42, left), as
well as less assertive (in their attitudes and behaviours),
persistent and curious (Figure 42, right) (OECD, 2023m).
Entrepreneurial content was relatively well represented
in education in 2022 by international comparison, but
more poorly than ten years ago (GEM, 2023).

Participation in education is good, but vulnerable
groups of children and young people (those with
special needs, low-educated parents, Roma and
immigrants) have faced insurmountable barriers
for many years. Various measures have been taken to
increase the participation of pupils and students with
special needs, who make up around 8% of the school
population, in education, but there are shortcomings in
the implementation of inclusion.?’ These are particularly
pronounced for pupils and students with special needs
who come from families with a low socioeconomic
status. 15-year-olds with an immigrant background, as
in other EU countries, underachieve in all three types
of literacy compared to their peers, but in Slovenia
the gap is larger than the EU average. Roma also face
difficulties in participating in education due to the lack
of knowledge of the Slovenian language and the lack
of encouragement in their home environment; they are
more likely to miss school and less likely to participate
in school activities (Kosak Babuder et al., 2023). These
problems are particularly pronounced among Roma
in south-eastern Slovenia, where only 11% of Roma
complete basic education (Ombudsman, 2023a).
Children of low-educated parents (who have completed
basic education or less), who often also have a low
socioeconomic status, face greater barriers to education

89 A study by Ko3ak Babuder et al. (2023) found shortcomings in
the architectural inaccessibility and inadequacy of schools to
accommodate pupils with special needs and in the equitable access
of schools to material resources (teaching and technical aids); the
study also found inadequate training of professionals and a lack of
acceptance of children with disabilities by their peers.
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¥ Box 4: School climate and school popularity among pupils and students

The school climate' among pupils in basic education is not encouraging, according to the latest data, and
school popularity remains low. The 2021 International Reading Literacy Survey shows that school climate has
a significant impact on children’s academic achievement. In Slovenia, 38% of pupils came to school tired (almost)
every day and 39% went to school hungry, which was higher than the EU average.? They were less likely to be
absent from school than the EU average and rated classroom discipline and exposure to peer violence similar to
the EU average. Teacher support was rated lower and peer support higher than in most other EU Member States
in 2018 (the latest international data),? but there was a deterioration in both aspects in 2022.* School belonging
among pupils was low and school popularity the lowest in the last ten years. About a quarter of 11-year-olds and
just under a tenth of 13-year-olds liked school (N1JZ, 2023c).

I Figure 43: By international comparison, more basic school pupils in Slovenia come to school tired; fewer feel a sense
of belonging to school
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Source: TIMSS and PIRLS International Study Center (2023).

School climate was much higher rated among 15-year-olds; however, school popularity is also declining
among them, and a higher share than the EU average restrict themselves from eating because of their
families’ income deprivation. According to PISA 2022, 15-year-olds in Slovenia, around 90% of whom attend
upper secondary school, were less likely to have unexcused absences and late arrivals than their peers in most
other EU Member States. They felt safer on the way to school and at home, as well as at school, where they were
less likely to be exposed to peer violence. They felt more belonging to their school and perceived better classroom
discipline than their peers in most other EU Member States (Figure 44, left). However, 4.8% said that they restricted
themselves from eating every day or almost every day because of income deprivation (EU-19: 3.9%). Around 14%
rated teachers’ attitudes towards them as poor,” and they rated teachers’ support in class lower than their peers
in other EU Member States (Figure 44, right). They also perceived less support from parents, who were less likely
to discuss their children’s progress with teachers (OECD, 2023m). Upper secondary school students rated support
from classmates better than support from teachers (NIJZ, 2023c) and better than their peers in most other EU
Member states, according to the most recent international data for 2018. In 2022, school work was a major burden
for a good third of students, which is the highest in the last ten years, and in 2018 for more students than in
most other EU Member States. Nevertheless, the popularity of school® among both girls and boys was among the
highest in the EU, though in 2022 it was one of the lowest in the last ten years (NIJZ, 2023¢c; WHO, 2020a).

T School climate is measured by indicators such as: pupils’ well-being when they arrive at school, school belonging, classroom discipline, peer
violence, etc.

A quarter of 10-year-olds always arrived at school hungry in 2021, which is twice as many as in 2016 (PI, 2023a).

See in more detail the Health Behaviour in School-Aged Children study (WHO, 2020a).

In 2022, 13.5% of 11-year-olds and 35.8% of 13-year-olds said that school work was a heavy burden for them (NIJZ, 2023c).

13.6% reported that teachers were mean to them and 14.8% felt bullied (PI, 2023c).

In 2022, 36.3% of 15-year-olds said that they liked school (NJZ, 2023c).

o v s W N
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I Figure 44: 15-year-olds rated classroom discipline quite high, but teacher support low
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Source: OECD (2023m). Note: The index values range from -1 (worst discipline or least teacher support) to 1 (best discipline or highest teacher support). The
classroom discipline index consists of the following indicators: students do not listen to what the teacher says; there is noise and disorder; the teacher has to
wait a long time for students to “quieten down”; students do not start working for a long time after the lesson begins; students cannot work well; students
are distracted by the use of digital resources; and students are distracted by the use of digital devices by other students. The index of perceived teacher
support consists of the following indicators: the teacher shows an interest in every student’s learning; the teacher gives extra help when students need it;
the teacher helps students with their learning; and the teacher continues teaching until students understand.

and have low social mobility, which was strongly
reflected during the epidemic (PeF-UL et al., 2023; IMAD,
2021b).

Young people who face barriers to education are
more likely to leave education early and find it
harder to enter the labour market, increasing their
risk of social exclusion. The share of young early school
leavers increased in 2022,% but still met the target (less
than 5%) and remained below the EU average. However,
some groups of young people (immigrants and Roma)
often face greater difficulties in finding a job as a result
of early school leaving. Exclusion from education and
work is reflected in the share of young people neither
in employment nor in education or training (NEET). This
share also increased in 2022, though it remained below
the EU average®' and one of the lowest in the last ten
years. It is encouraging that the share of NEETs among
tertiary-educated people have fallen sharply since
reaching a peak in 2014. By educational attainment, it
remained highest among the low-educated, where it
has further increased, and is also high among young
people with disabilities.?? It is higher for women than for
men, with a high NEET rate forimmigrant women. Young
people who are neither in employment nor in education
ortrainingrisk social exclusion, which is why programmes
such as PUM-O Plus® need to be strengthened to keep

% In 2022, 4.1% of young people (aged 18-24) with at most low
education were not in education or training (Eurostat, 2024).

91 In 2022, the share of NEETs (aged 15-29) in Slovenia was 8.4% (EU:
11.7%) (Eurostat, 2024).

92 According to average data for the 2016-2019 period, the NEET rate
in Slovenia for young people without disabilities was 7.3%, for young
people with moderate disabilities 11.9% and for young people with
severe disabilities 33.3% (OECD, 2022b).

93 The programme targets young people (aged 15-29) without upper
secondary education who have dropped out of school and are
unemployed and students who are still in education but at risk of
dropping out.

them socially active and connected, and measures need
to be tailored to the needs and characteristics of specific
groups of young people.

Staff shortage in the education sector limits the
provision of quality education and (in the long term)
has a negative impact on the quality of knowledge,
skills and psychosocial development of children
and young people. In recent years, kindergarten
head teachers have found it increasingly difficult to
provide pre-school education in line with standards
and norms due to staff shortages (ESS, 2023b). Basic
and upper secondary schools are also facing increasing
staff shortages; the teacher shortage indicator was just
below the EU average in 2022 but deteriorated sharply
compared to 2018 (Figure 45, left). The shortage of
teaching staff is attributed to the increased retirement
of older teachers, which is set to intensify in the coming
years,” low starting salaries, prompting teachers to
switch to other professions,® the low profile of the
teaching profession,®® the current increase in the
generations of children and young people,” the general
labour shortage, and the favourable economic situation,
which allows for the recruitment of teaching staff in

94 In 2022, almost 9,000 or 35.7% of basic and upper secondary school
teachers were over 50 years of age (SURS, 2024b).

9 A beginner teacher is classified into 33rd pay grade (EUR 1,614.4
gross) (Ministry of Public Administration, 2024b) and receives a
salary that is often lower than that of occupations requiring upper
secondary education.

9% In 2018, only 5.6% of teachers at lower-secondary level of education
(third educational cycle of basic education in Slovenia) considered
that the teaching profession is valued in society, the lowest share
among EU Member States that are OECD member countries; the
share was lower only in Slovakia (OECD, 2019b).

97 The number of basic school pupils has been increasing since the
2011/2012 school year and the number of upper secondary school
students has been increasing since the 2020/2021 school year (SURS,
2024b).
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I Figure 45: Staff shortages in the education sector* have worsened in almost all EU Member States since 2018 (left); in 2022,
public spending on all levels of education, except primary and lower secondary education, lags behind the EU average (right)
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professions outside education. Staff shortage, leading
to the increasing recruitment of inadequate or poorly
qualified staff,®® undermines the quality of education
and (in the long term) has a negative impact on the
skills development of children and young people. With
a high share of older teachers, this problem could
be exacerbated in the years to come, which is why it
is important to improve measures to attract young
people into the teaching profession.®® Greater attention
should be paid to the attractiveness of the teaching
profession and to ensuring quality working conditions.
This is suggested by the findings of the International
Teachers Survey, according to which 46.4% of teachers
have experienced considerable or high levels of stress
and 27.7% have wondered whether they would be
better off in a different profession (OECD, 2019c).
To ensure adequate numbers of teaching staff, the
strategic development of such staff needs to be
strengthened, taking into account demographic and
other factors (e.g. changes in the education system,
migration trends, etc.).

Adult participation in lifelong learning was high in
2022 for the second year in a row, but many people
do not want to be in education or are discouraged
from being in education by various barriers. After
years of decline, adult participation in lifelong learning
increased sharply in 2021 and 2022, exceeding for the
first time the SDS target for 2030 (Indicator 2.6). In terms
of activity status (in employment, unemployed, inactive),
it was highest among those in employment and lowest

9% According to the PISA 2022 survey, head teachers in Slovenia
estimated that 22.9% (EU: 23.8%) of 15-year-olds attended a school
with inadequately qualified teachers. The increase compared to
2018 was higher (11.6 percentage points) than the EU average (10.0
percentage points) (OECD, 2023m).

99 In 2022 and 2023, the Ministry of Education offered scholarships for
study programmes in education sciences but awarded only 39 out
of 50 scholarships in 2022 and 48 out of 100 scholarships in 2023
(Lovsin, 2023).

among those inactive, where it also increased the least.
It is therefore important to increase access to education
and improve the culture or attractiveness of lifelong
learning, as 48.9% of adults (EU: 42.4%) did not want
to be in education in 2022, while 19.8% of adults (EU:
15.7%) who were in education wanted more education
and training. Some adults who are not in education
and would like to be, however, are discouraged from
learning by various barriers (Figure 46). As regards
the accessibility and attractiveness of education,
additional attention needs to be paid to groups of adults
(low-educated, older, migrants and the inactive) who are
less likely to participate in education. The participation in
education of these groups of adults has increased since
the epidemic but less than in other adults, and the gap
has widened.

Investment in education lags behind that of more
economically developed countries, especially in
tertiary education, which could affect the success in
meeting development challenges. Public expenditure
on formal education as a share of GDP declined in
2022 after several years of fluctuation and was below
peak levels. In 2020 (latest international data), it was
similar to the EU average but lagged behind that of
more economically developed countries (Indicator 2.7).
It was higher than the EU average only for primary and
lower secondary education, while it lagged behind
the most for tertiary education (Figure 45, right). As
regards public investment in the development of the
(future) R&D workforce, progress has been made since
2018 with regard to expenditure on the programme
for young researchers.'® Public investment in adult
education, which relies heavily on European Cohesion
Policy funding, declined in nominal terms in 2022'°" and,

100 Expenditure on this programme amounted to EUR 31.45 million in
2022, 83.5% more than in 2017, when it was at its lowest level (ARIS,
2024).

101 At that time, the previous financial perspective was coming to an end
and the new one had not yet started.
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I Figure 46: Just under half of adults (aged 25-64) did not want to participate in education in 2022 (left), while lack of time
and excessive costs were the main barriers to adult participation in education (right)
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as a share of GDP, was among the lowest in the last nine
years.' Public expenditure on education and training
for the unemployed and those employed under active
employment policy continues to lag well behind the EU
average and that of the innovation leaders (Section 3.2).
It is negative in terms of promoting the employability of
the unemployed and the re-employment of employees
in other jobs or occupations. In 2020 (latest available
data), investment by companies in education and
training of employees to acquire such skills was below
the EU average and that of the innovation leaders.'*

2.1.1 Human resources and
knowledge and skills
mismatches

The availability of (adequate) human resources is
limited by labour shortages and knowledge and
skills mismatches. In the context of high economic
activity and demographic change, more and more
employers are facing a shortage of (suitable) staff to hire.
In the second half of 2023, 53.1% of companies were
short of staff, the proportion being the highest among
large companies (80.3%) (Figure 47, left). According to
internationally available data, 79% of SMEs (EU: 78%, IL:
68%) faced (moderate) difficulties in finding candidates
with the right skills, most often when looking for
professionals, technicians and other professional staff
(Figure 47, right). There is a shortage of labour with

102 |n 2022, spending on adult education was 0.12% of GDP (ACS, 2021,
2022, 2023a).

103 |n 2020 (latest data), business spending on education and training
of employees in Slovenia was EUR 481 PPP per employee (EU:
EUR 618 PPP, IL: EUR 603.6 PPP) (Eurostat, 2024).
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upper secondary vocational and technical education'
and tertiary education,'® while the supply of certain
kinds of labour is higher than the demand.'®

Despite a gradual shift towards a demand-driven
structure of enrolments, supply is lagging behind
demand due to demographic trends. In the
2012/2013-2022/2023 period, the share of enrolments
in upper vocational and technical education increased
(Indicator 2.2), and there was a positive shift in the
structure of enrolments in tertiary education (Indicator
2.3). The share of science and technology graduates also
increased and was at an all-time high in 2022 (29.5%;
in the EU in 2021: 25.5%), but their numbers have
fallen behind the 2012 peak and are not sufficient to
meet the needs of companies’ innovation activity (ESS,
2023b). In terms of the supply of staff relevant to digital
transformation, the share of ICT graduates was 4.5% in
2021 and was above the EU average (4.2%) but lower
than in the innovation leaders. The share of health and
welfare graduates mostly increased over the 2012-2022
period but was below the EU average in 2021 and does
not meet the growing needs of a (long-lived) society. The
share of graduates in education sciences is between 10
and 11%, but here too the staff shortage is increasing.

104 There is a shortage, for example, of heavy truck and lorry drivers,
sales workers, cooks, waiters and toolmakers. (ESS, 2023a).

105 There is a shortage of ICT professionals and other engineers,
healthcare, social care and education professionals, and some social
science professionals (ESS, 2023b).

For workers with upper secondary vocational and professional
education, such occupations are, for example, sales and purchasing
occupations, administrative and executive secretaries, etc., and for
workers with tertiary education, arts and humanities occupations
and some social science occupations (ESS, 2023b).

10
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I Figure 47: Many employers face a shortage of (suitable) staff (left); in 2023, SMEs had the most difficulty finding

professionals, technicians and other skilled workers (right)
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However, while employment trends are favourable,
youngpeoplewithtertiary educationfacedifficulties
in finding suitable employment. The employment
rate of young people with tertiary education has mostly
increased since 2015."” The number of unemployed
tertiary graduates (up to 39 years of age) has declined
since reaching peak in 2013 (Figure 48, left), but in
some social sciences and humanities fields of study, the
average duration of unemployment is long, indicating
difficulties in finding (suitable) employment. These
problems are also reflected in the share of young
people (aged 25-34) with tertiary education who are
employed in occupations requiring no more than
upper secondary education.’® The share of young
people in occupations that do not match their field of
study is one of the highest among EU Member States
(Figure 48, right). At the same time, 23.5% of students
(EU: 15.5%) consider themselves (very) ill-prepared
for the Slovenian labour market; most often these are
students in the arts and humanities (DZHW, 2021). A
little less than a tenth of them also think that they will
not get a job in their field of study because they do not
see job opportunities there, and around 30% think that
they will get a job in their field but not immediately
(P, 2021). In addition to knowledge and skills
mismatches, the labour market supply of graduates is
also negatively affected by long periods of study and
drop-out rates, which are reflected in low graduation
rates (OECD, 2022b). In recent years, positive progress
has been made in the internationalisation of tertiary
education, which is reflected in the increasing share of
international students. In addition, in order to ensure a
sufficient supply of professionals, more attention needs
to be paid to creating the right working conditions

107 1n 2022, the employment rate of young people (aged 20-34) within
three years after leaving school was 82.4% (EU: 80.5%) (Eurostat,
2024).

108 This share is not increasing and is lower than the EU average, but it is
not negligible. In 2022, 21.4% (EU: 23.0%, IL: 15.9%) of young people
aged 25-34 with tertiary education were employed in occupations
requiring at most upper secondary education (Eurostat, 2024).
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and to strengthening measures to attract professionals
from abroad (Section 1.2.2).

Employees lack occupation-specific and transversal
skills, which are increasingly important for the
development of society and companies. Employees’
self-assessments show a high need for upgrading skills
(Figure 49, left), both technical or occupation-specific
skills and basic skills (mathematical and reading literacy).
But most of all, there is a need for social skills, which are
classified as transversal skills'® (Figure 49, right). The
development of employees’ digital skills is too slow,'"°
and there is room for improvement in creativity and
the use of (complex) problem-solving skills, especially
in terms of testing new ideas."" In view of the need
for continuous learning, it is important to develop
competence in learning. With the growing number of
immigrants and negative attitudes towards them in
the workplace,'? more attention needs to be paid to
strengthening intercultural skills and also to preventing
discrimination in the workplace and in society. The lack
of appropriate skills and competences of employees
hinders the successful response of companies to the
challenges of the green and digital transition,''* which
is why greater attention needs to be given to the
development of such competences, in view of both

10¢

©°

Transversal skills and competences include communication,
problem-solving, leadership, teamwork, flexibility, cooperation, etc.
In 2023, 56% (EU: 65%, IL: 79%) of employees had at least basic digital
skills, of which only 24% had very good skills (EU: 34%, IL: 49%)
(Eurostat, 2024).

12% of employees always or very often try out new ideas to solve
problems, ranking Slovenia 12th among the EU-25 (Cedefop, 2022).
12 As many as 15% (EU: 12%) of respondents would feel very or
somewhat uneasy if they had an immigrant as a co-worker, and 24%
(EU: 19%) if they had an immigrant as a superior (Eurobarometer,
2022¢).

16% of SMEs surveyed (EU: 11%) felt that a lack of skills among
employees has a negative impact on a company’s ability to reduce its
negative impact on the environment and climate change, and 22%
(EU: 17%) felt that it has a negative impact on introducing IT into
business (Eurobarometer, 2023c).
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I Figure 48: The number of unemployed graduates aged up to 39 has fallen sharply (left), while a large share of tertiary
graduates are still in occupations that do not match their field of study (right)
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I Figure 49: Many employees want to improve their skills, especially social skills
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current and estimated future needs."* For example,
SMEs highlight the increased importance of occupation-
specific skills, skills for the introduction and use of
digital technologies and greening the economy, and in
particular “transversal skills” (Eurobarometer, 2023c).

Given that many employees have a need for skills
and are (re)employed in other jobs and occupations,
there is a need to strengthen education and (re)
training. The green and digital transition, technological
trends and other societal development challenges
have an impact on employees’ need to acquire new
skills and to (re)train for other jobs and occupations.
The OECD estimates that jobs in Slovenia are at a high
risk of automation' and that Slovenia has one of the

114 In a survey on the vocational education and training of employees in
enterprises, the respondent enterprises in Slovenia listed technical,
practical and vocational and transversal skills as the most important
skills for their development (Eurostat, 2024).

15 Interms of theimpact of automation on job loss or job transformation,

Share of employees requiring upskilling,
2021,in %
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lowest shares of “green jobs” among OECD countries.'®
Greater participation of employees in education and
(re)training is also necessary in view of the shortage of
suitable staff for recruitment.''” However, companies
face various obstacles to educating and (re)training
employees. In 2023, SMEs for which data are available
faced obstacles to identifying the training needs of their
employees (26%, EU: 33%) and to selecting appropriate
education and training programmes (26%, EU: 36%).
In addition, they were deterred by the high cost of
education and training, and many companies found it

Slovenia ranks among the EU Member States with one of the highest
shares of jobs expected to be at risk of automation (OECD, 2023h).

In terms of green transition, Slovenia ranks among the OECD
countries with one of the lowest shares of green jobs (Tyros et al.,
2023).

According to the Employment Forecast, in the second half of 2023,
21.7% of the companies surveyed were addressing the lack of
(suitable) staff for recruitment by retraining existing employees (ESS,
2024a).
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difficult to afford employees time off work.""® Moreover,
a survey conducted by Domadenik et al. (2023) in
selected companies in Slovenia pointed to the need to
develop an effective system for identifying competence
gaps at the level of individuals and to introduce
ongoing monitoring of the results of education and
training. It also pointed to the need to raise awareness
among company management of the importance
of knowledge for productivity and to invest in skills
development to strengthen employees’ commitment
to the company. There is also a need for employees to
participate in the design of their own training plans and
to identify competence gaps. Increasing the availability
of training under active employment policy is important
for both employees and the unemployed and inactive,
as participation in these programmes is low' and
consequently so is the use of funds (Section 3.2).

In order to meet the medium-term needs of social,
environmental and economic development, more
attention needs to be paid to medium-term planning
for human resources development. This requires the
development of a comprehensive system for identifying
and forecasting needs for human resources and skills.
Slovenia does not have such a system in place, but only
individual elements are currently available, including
a project to develop a “Labour Market Platform”'?° The
first results of the project show that, by occupational
group, the highest demand in the 2023-2037 period is
expected to be for professionals,’? who are also the only
occupational group for which new jobs are expected to
be available in addition to substitute employment.

118 |n Slovenia, 30% (EU: 36%) of SMEs find it very or medium difficult
to finance training for employees and 39% (EU: 50%) find it very
or medium difficult to afford employees time off work for training
(Eurobarometer, 2023a).

In 2021, 4.9 participants per 100 people wanting to work were
enrolled in training programmes under active employment policy
in Slovenia, which is lower than the EU average (8.4 participants
in 2020) and in the innovation leaders (11.7 participants in 2021)
(Eurostat, 2024).

120 The »Labour Market Platform« is a project of the Ministry of Labour,
Family, Social Affairs and Equal Opportunities to ensure the collection
of data on occupational needs and competences (Caprirolo, 2023).
For more details, see IMAD (2023d).

According to the SKP-08 Standard Classification of Occupations,
professionals work to increase the existing body of knowledge,
to develop scientific and artistic ideas and theories and to teach
these systematically, and may be employed in any combination of
these three activities. Most jobs or occupations require knowledge
at tertiary level. Examples of typical occupations are civil engineers,
doctors, teachers, judges, systems engineers, software developers,
process control technicians, and securities and finance dealers and
brokers (SURS, 2023c).
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2.2 Culture and language as fundamental factors of national

identity

[ Culture and language as fundamental factors of national identity (Development Goal 4)

The goal is to preserve and develop the national culture and Slovenian language as factors of national identity,
the country’s visibility, and social and economic progress. The achievement of this goal will be supported by the
promotion of participation in culture, the development and preservation of culture and cultural heritage, the
protection of cultural diversity, the connection with Slovenians abroad, the strengthening of cooperation between
businesses and culture, and promotion of creativity and creative sectors. In addition, the 2030 SRS identifies
digitalisation as an important factor for the preservation and development of the Slovenian language and the
accessibility of culture and international cultural cooperation as an important factor for increasing the country’s
visibility. Cultural participation also contributes to the development of functional literacy, which is addressed in
Development Goal 2, and to the realisation of a healthy and active life, which is addressed in Development Goal 1.

¥ SDS 2030 performance indicators for Development Goal 4:

Latest data
" Target value for 2030
Slovenia EU average
Attendance at cultural events, number per capita 4.9 (2022) no data available 8
Share of cultural events held abroad, in % 3.6 (2022) no data available 3.5
Open-access language resources and tools, number 590 (2023) no data available 153

Despite the increase, the number of cultural events
in 2022 is still below the pre-epidemic level. The
number of exhibitions and cultural events decreased
sharply in 2020 due to the measures taken to contain
the COVID-19 epidemic; it increased substantially in
2021 and 2022, when the containment measures were
reduced or eliminated,'? but was still below the pre-
epidemic level. Of the performing arts events, film
screenings accounted for the largest number (Figure 50,
left), and half of all works performed were by Slovenian
authors. Attendance at cultural events was also lower
than before the epidemic (Indicator 2.7), while the
supply of virtual exhibitions remained the same as in
2022. The supply of online events by performing arts
institutions filled the gap in the supply of cultural events
during the period when the measures to contain the
epidemic were in place and attendance at these events
declined sharply.'® Museums and galleries further
increased people’s interest in and access to cultural
products by organising free admission days (e.g. on the
8 February cultural holiday and on the June summer
museum night and free visits for vulnerable groups).'*
Despite the significant increase in 2022, attendance was
still below the pre-epidemic level. Similarly, performing
arts institutions increased people’s interest in and
access to cultural events through free events. In 2022,
they organised the most such events in the last six

years for which data are available.”” However, access to
performing arts institutions and museums for physically
and visually and hearing impaired persons remains

poor.'%

Attendance of educational programmes in cultural
institutions has not yet returned to its pre-epidemic
level, but the participation of pupils in cultural
activities is high by international comparison.
Cultural institutions in Slovenia play an important
educational role: in 2022, performing arts institutions
offered the most educational programmes since 2017,
but attendance of these programmes was still below
pre-epidemic levels. In museums and galleries, despite
increases in 2021 and 2022, the supply and attendance
of educational programmes, primarily attended by
children and young people have not yet returned to
pre-epidemic levels. Children’s participation in cultural
activities is also encouraged by schools in the context of
cultural and arts education, and many pupils in Slovenia
take part in such activities (Figure 50, right). In 2023, the
National Strategy for Museums and Galleries 2024-2028
was drawn up with the aim of a comprehensive overhaul
of museums and the system in which they operate (MK,
2023¢). It is intended to encourage museums to take an
active role in social development and in the integration
of education, cultural tourism, cultural promotion and
conservation of cultural heritage.

122 1n 2022, 39.6% of museums and galleries and 51% of performing arts
institutions reduced their activity due to the epidemic (SURS, 2024b).

123 |n 2022, museums and galleries organised 123 virtual exhibitions
with 211,951 virtual visits, while performing arts institutions
organised 564 virtual events with 231,761 virtual visits (SURS, 2024b).

124 |n 2022, museums and galleries issued 526,731 free tickets, a
decrease of 4.2% compared to 2019 (SURS, 2024b).

125 |n 2022, performing arts institutions held 17.9% more free events
thanin 2019 (SURS, 2024b).
126 1n 2022, 33.0% of museums and galleries and 57.6% of performing
arts institutions had full access for physically impaired persons,
while 7.2% of museums and galleries and 14.1% of performing arts
institutions had full access for visually and hearing impaired persons
(SURS, 2024b).
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I Figure 50: The number of events in 2022 in performing arts institutions lagged behind pre-epidemic levels (left), while
participation of basic school pupils in cultural activities was high* (right)
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Sources: SURS (2024b), PI (2023a). Note: *The figure on the right shows the participation of 8th grade pupils in cultural activities according to the 2022

International Civic and Citizenship Education Study (ICCS).

Despite some positive developments in recent years,
the indicators for general libraries and publishing
are lagging behind the levels previously achieved.
General libraries enable people in the local environment
to develop their personal culture, access information
for work and everyday life, participate in a wide range
of activities and spend their leisure time creatively.
In 2022, general library membership, the number of
visits to general libraries and the average number of
items borrowed (in physical form)'® increased, but
it lagged behind pre-epidemic levels (NUK, 2024).
Considering the low levels of reading literacy of adults
and children (Section 2.1), it is important to strengthen
the role of general libraries in promoting reading across
generations, particularly among individuals with low
reading literacy. In publishing, the number of book titles
published (in physical form) in 2022 and their average
print run increased for the second year in a row, but they
were far from the peak of ten years ago. However, there is
a positive trend in the number of e-book titles published,
which has increased since 2015 (NUK, 2023).

In the field of language resources and technology
development, activities are carried out to
contribute to the development and preservation
of the Slovenian language. A number of projects
are underway in the field of language resources and
technology development.’? In 2023, several new or

127 The borrowing of library materials (in physical form) is increasingly
influenced by e-book lending.

128 | anguage resources is a collective term for language manuals
(dictionaries, grammars, spelling books, etc.) and language collections
(corpora and language databases) that speakers use on a daily basis
to communicate independently and effectively. In recent years,
many language resources have either been created or digitalised,
which has made them more widely available. Often invisible as part
of complex computer systems, language technologies help to find
information with online search engines, check spelling or grammar
in word processors, check product reviews in online shops, listen to
spoken instructions in car navigation systems or to the instructions

updated existing language resources and technologies
were produced.'”® The number of open-access language
resources and tools in the national CLARIN repository
increased, reaching 590 at the end of 2023, which is
well above the 2030 SDS target (153). Activities were
also carried out to develop the communication skills in
the Slovenian sign language and those of people with
adapted methods of communication.'®

International cultural activities strengthened in 2022,
approaching their pre-epidemic level; Slovenia’s
participation as guest of honour at the Frankfurt
Book Fair in 2023 was of paramount importance for
the promotion of Slovenian literature. The promotion
of culture abroad contributes to Slovenia’s international
visibility and cooperation, and culture plays an
important role in diplomacy and international relations.
International cultural activities, which were curtailed
in 2020 due to the epidemic, resumed after the easing
of containment measures and their subsequent lifting
in 2021 and 2022 (MZEZ, 2023b). The share of cultural
events staged abroad, which is an indicator of the
promotion of culture abroad and an indirect indicator
of its quality, increased for the second year in a row in
2022, approaching 2019 levels and exceeding the SDS
target (Indicator 2.8). In 2023, Slovenia’s participation
as guest of honour at the Frankfurt International Book
Fair was of great importance for publishing activity, the

of message readers in household appliances, translate web pages
with online translators, and analyse and manage large amounts of
textual data (MK, 2023a).

129 New versions of the dictionary of synonyms and the dictionary of
collocations, a concordance search tool for corpora of texts with
linguistic corrections, a dictionary for foreigners at A1 level, the
Korpusnik tool for simultaneous searching of multiple Slovenian text
collections, and the SENTA tool for simplification and analysis of texts
(CJVT, 2023).

130 For more details, see the Report on the Implementation of the
Resolution on the National Language Policy Programme 2021-2025
for 2022 (the Inter-Ministerial Working Group for Monitoring the
Implementation of Slovenia's Language Policy, 2023).
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I Figure 51: For Slovenian literature, Slovenia’s participation as guest of honour at the Frankfurt International Book Fair in
2023 was an extremely important international cultural event, resulting in significant achievements.
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promotion and visibility of Slovenian literature, authors
and publishers abroad. Many Slovenian publishers and
authors presented their works at various events at the
fair, and numerous translations of Slovenian works into
German contributed to their promotion and accessibility
to German-speaking readers (Figure 51). The Ljubljana
Manifesto on Reading at a Higher Level was also
presented at the fair’' (MK, 2023b). In 2024, the Bologna
Book Fair, which is aimed at the professional public, will
provide an opportunity for international promotion of
Slovenian publishers in the field of children’s and young
people’s literature. In addition, preparations are ongoing
for Nova Gorica and Gorizia to share the title of European
Capital of Culture 2025, which offers opportunities for
cultural and tourism networking in the wider region and
for strengthening economic cooperation.

Expenditure on culture fell in 2022 to one of the
lowest levels in a decade, while the number of people
employed in the cultural sector increased in 2023."32
After a one-year transitory increase, government
expenditure on culture declined in real terms in 2022,
more notably on broadcasting and publishing services
than on cultural services. With high nominal GDP

growth, at 0.9% of GDP'** in 2022, it was slightly lower
than the previous year and one of the lowest in the last
ten years, though higher than the EU average (0.7% of
GDP) in 2021 (latest international data). Private spending
on culture increased for the second year in a row, after
a decline due to containment measures during the
epidemic in 2022, with the average person spending
EUR 218 per year on culture. The contribution of cultural
activity'* to economic activity, expressed as a share of
value added in gross domestic product (GDP), was thus
1.1% in the 2014-2019 period, falling to 1.0% of GDP in
the 2020-2022 period.’

Thereisageneral lack of awareness of theimportance
of the cultural and creative sector for social and
economic development, and creators face various
difficulties in their work. The cultural and creative
sector plays an important role in ensuring the quality
of life of the population and in social development and
(local) economic development. There are also many
positive effects of integration with the business sector,
as innovative practices in the cultural and creative
sector are translated into new approaches, practices,
services and products in other parts of the economy.

131 The Ljubljana Manifesto on Reading at a Higher Level, which has been
written by four international researchers in reading and publishing,
explains why we need to maintain the ability to read longer and
complex literary texts even in the digital age. It highlights the lifelong
importance of higher-level reading for critical thinking, which is a
prerequisite for a thriving democratic society. The manifesto has
been signed by several publishing and literary associations and a
number of professionals and cultural creators (ACS, 2023b).

In 2023, there were 30,700 persons employed in the cultural sector,
which is 12.4% more than ten years ago, mainly due to the increase
in the number of self-employed (SURS, 2024b).

13
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133 Expenditure on culture consists of expenditure on cultural services
and expenditure on broadcasting and publishing. Expenditure
on cultural services accounted for 0.7% of GDP in 2022, while
expenditure on broadcasting and publishing accounted for 0.3% of
GDP (Eurostat, 2024).

Cultural activities include publishing, film, video, etc., radio and
television, cultural and entertainment activities, and libraries,
museums, archives, etc. (SURS, 2024b).

In calculating the contribution of culture to GDP, "pure" cultural
activities without indirect effects on other activities were taken into
account (SURS, 2023d).
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Research by Murovec et al. (2022) and Murovec and
Kavas (2023) has shown that there is a lack of awareness
of the importance of the cultural and creative sector in
Slovenia'*® and that there are a number of shortcomings
in its functioning. The range of cultural and creative
products or services offered by creators working for
the market is diverse, but it is fragmented and non-
transparent. The intellectual property rights of creators
are violated. There is limited integration of creators from
the cultural and creative sectors into other sectors of the
economy. There is a lack of networking and cooperation
between creators and other parts of the economy and a
lack of cooperation between creators. Therefore existing
instruments which are co-funded from public funds and
aimed at fostering such cooperation (e.g. the Creativity
Centre) should be maintained and further strengthened.
In addition, the price of creators’ work is under pressure
from low-cost and low-quality competition, which
leads to the undervaluation of their work. This in turn
worsens the material situation of creators. Given the
lack of competent distributors or intermediaries in the
distribution or sale of cultural and creative products
and services (e.g. film distribution, wholesale and retail,
loan of recorded music, etc.), individual creators want to
ensure that their products and services are marketed and
sold. However, they lack the relevant (business) skills and
experience. Public support for the international visibility
of creators and artists is insufficient. Young creators find it
difficult to access opportunities to showcase their work.
Specialised support services (e.g. creative incubators,
specialised training and financial instruments) tailored
to the needs of creators need to be developed.

136 According to the Standard Classification of Activities (SKD 2008), the
cultural and creative sector includes the following activities: archives,
libraries, cultural heritage; design and visual arts; advertising;
architecture; music; arts and cultural education; performing arts
and artistic crafts; radio and TV; software and games; video and film;
architecture; and books and publishing (SURS, 2024b).
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3 Aninclusive, healthy, safe and
responsible society

3.1 A healthy and active life

I A healthy and active life (Development Goal 1)

The goal is to ensure a quality life for all generations by promoting a healthy and active life. Achieving the goal will
require raising awareness of the importance of a healthy lifestyle and mental health, preventing risky behaviour,
strengthening prevention, reducing health risks from environmental pollution and climate change, and promoting
sustainable consumption, intergenerational cohesion and gender equality. In the face of demographic change,
maintaining sustainable social protection systems that provide adequate pensions and high access to health and
long-term care and contribute to reducing health inequalities will represent an even greater challenge. Creating the
conditions for all generations to live in dignity is also important for achieving the goal, as addressed in Development
Goal 3.

¥ SDS 2030 performance indicators for Development Goal 1:

Latest data
Target value for 2030
Slovenia EU average
Men: 63.7 years; 82.0% of life Men: 63.1 years,81.7% of life Men: 64.5 years(80% of life
Healthy life expectancy at birth, expectancy (2021) expectancy (2021) expectancy)
number of years Women: 67.3 years; 80.3% of life Women: 64.2 years, 77.4% of life Women: 64.5 years(75% of life
expectancy (2021) expectancy (2021) expectancy)
Gender Equality Index, index 69.4 (0-100) (2023) 70.2 (0-100) (2023) >78
According to the latest available data, life the EU average.”™ In 2023, the average interpersonal
satisfaction in Slovenia has increased and is at its trust was at its highest level to date, with a quarter of
highest level yet, while people’s satisfaction with respondents feeling that they could trust most people.
their health is below average, except for those Trust in people’s honesty and their readiness to help
with tertiary education. General life satisfaction in was also the highest yet. A vast majority of respondents
2023 in the EU average remained the same as before (95%) had at least one person in their lives to talk to
the pandemic, while it improved in Slovenia, which about personal matters, which is important with regard
ranked 8th in the EU (Eurobarometer, 2023f). Life to social support and inclusion. Meanwhile 55% of
satisfaction differences between Member States are respondents had frequent contacts with relatives,
decreasing: life satisfaction increased in Member friends or colleagues (at least once a week), which is
States with fewer satisfied people before the epidemic similar to previous years (CJMMK, 2024). Participation
and decreased in those with above-average shares of in social life is lower than the EU average. Volunteering

makes an important contribution to improving
the quality of people’s lives, but such experiences
also have an impact on volunteers and their social
environment. In 2022, fewer people were involved in
voluntary, charitable or political activities'®® than the
EU average,'® with persons aged 25-49 being the
most active and the largest gap with the EU average
recorded among young people (aged 16-24). A third
of people were involved in informal volunteering and
a fifth in formal volunteering (SURS, 2024b). In total,

satisfied people. However, following the epidemic and
numerous challenges faced by the healthcare system,
self-perceived health in 2022 remained below the
EU average, except for those with tertiary education
(Figure 52, right). In Slovenia, people with secondary
and notably lower-education have a poorer quality
of life in many areas, which is also reflected in life
satisfaction and self-perceived health. Better conditions
for a healthy, active and decent life must therefore also
be created for them (see Section 3.3).

Furthermore, trust in people, mutual assistance and 137 The results of the European Social Survey are displayed for 19 EU

social contacts are improving gradually, and social Member States (CJMMK, 2022).
. . . 138 i i ivi
capltal will have to be boosted further, as crises The rest{lts of t'h'e'Survey of Gender G'a'ps in U'n'p'ald Care, Ind|V|d}JaI
. . . . . and Social Activities (EIGE, 2024). Political activities refer to running
and insecurities are becommg part of social reallty' or helping a political campaign, distributing campaign material,
which can be overcome successfully by coming signing a petition, protesting, contacting officials, etc.

13
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together through solidarity and strong social ties. In the last six months before the survey, 16.8% of respondents were
! involved in volunteering, charity or political activities in Slovenia (EU:

Since 2014, trust in people has been increasing, but 19.3%) - 16.19% for women (EU: 18.1%) and for 17.5% men (EU: 20.5%)
according to the latest data, it is still slightly lower than (EIGE, 2024).
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I Figure 52: Life satisfaction is at its highest level yet* and self-perceived health is above the EU average only for people with

tertiary education**
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aged 16 or over with a very good or good self-perceived health.

they performed less volunteering (0.9 hours per week)
than in other Member States (EU: 1.4 hours per week)
(Eurofound, 2024b).

The accessibility of leisure activities is improving.
The self-assessment of satisfaction with the length
of leisure time improved in 2022. Satisfaction is the
highest among pensioners and the lowest among the
self-employed and the employed, with no differences
between women and men. 72.1% of the population (EU:
67.8%) engaged in leisure activities at least once a week,
more men than women, particularly for fun or relaxation
and, more often than the EU average, to improve their
health. Attendance of cultural and sporting events was
lower than in 2015 (preliminary data), mainly due to lack
of interest or desire. The share of people facing (financial
and other) obstacles to accessing leisure activities
decreased significantly in 2023, coming close to the pre-
epidemic level.

Workers have less difficulty reconciling their work
and family life than the EU average, with women
assuming care responsibilities more often than men.
A good work-life balance has a positive effect on workers’
health and their satisfaction with work and life.In addition
to the length of working time, the organisation of
working time (regularity and predictability and atypical
working hours) and working environment also have a
significant impact on the work-life balance. In 2021, the
share of workers in Slovenia who felt that their working
hours fit well or very well with their family or social life
was higher than the EU average (Eurofound, 2022). Since
the epidemic, workers have faced fewer problems in
their work due to family responsibilities but more often
cited lack of family time (Eurofound, 2024b). In 2022,
more women than men cited difficulty concentrating
on work or inability to dedicate enough time to work
due to family responsibilities, as well as being too tired
to perform household chores after work. While they
did almost the same amount of paid work per week as

men, they spent more hours on care responsibilities
and unpaid housework than men.™ Conversely, more
men than women reported that work prevented them
from spending the time that they wanted with their
family. Furthermore, more men than women had daily
problems balancing their work and care responsibilities,
though less often than the EU average (EIGE, 2024)."*

According to the Gender Equality Index (GEIl),
Slovenia has ranked slightly below the EU average in
the last three years. Following a decrease in previous
years, the 2023 GEl score reached its highest level yet,
but Slovenia still ranked 12th among EU countries
(see Indicator 3.3)."> Some progress has been made
in achieving gender equality, mainly in the domains
of knowledge and power, where the gap with the EU
average has narrowed. Inequalities increased in the
domains of time (social activities), where Slovenia lost
its advantage over the EU average, and health (access
to healthcare), where Slovenia remains below the EU
average. Participation in lifelong learning, the share
of people with tertiary education, with women still
outnumbering men, and representation of women in
politics all increased. The share of women in leading
positions in business remains relatively small and below
the EU average. In the domains of work and money,
Slovenia is above the EU average, as the gender gap in
employment rates is relatively small and the pay gap is
lower, though constant (see Section 3.2). The gender
gap in unpaid care and household chores decreased,'
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In 2022, the Act Amending the Parental Protection and Family
Benefits Act (ZSDP-1F, 2022) was adopted, enabling a fairer division
of care responsibilities between parents (IMAD, 2023e).

11.4% of respondents (EU: 15.6%) had daily problems balancing paid
work and care responsibilities — 13.7% for men (EU: 13.8%) and 7.9%
for women (EU: 17.4%) (EIGE, 2024).

The latest available data is used to calculate the index: for 2023, the
data is mostly from 2021.

In 2022, the gender gap in participation in unpaid care was 2 p.p.
(EU: 9 p.p.) and 40 p.p. (EU: 27 p.p.) in household chores and cooking
(EIGE, 2023a).
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I Figure 53: The Gender Equality Index* score in 2023 was slightly below the EU average (left), while women’s political

representation®** was above the EU average (right)
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I Figure 54: Year-on-year GEl comparisons show that Slovenia’s ranking among EU Member States deteriorated* (left); the
physical activity of 15-year-old girls is much lower than that of their male peers (right)
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mostly due to women’s lower participation rates and
not because men took over more care and household
responsibilities (EIGE, 2023b). Gender inequalities in
terms of participation in social activities increased.
More women than men cited unmet needs for medical
and dental examination. Women'’s and men’s lifestyle
worsened overthe 2014-2019 period, but health-related
risk behaviours are more common among men. Similarly
to the GEl, Slovenia did relatively well compared to other
EU Member States according to synthesised indices.'*
Similarly to 2015, it ranked in the top five EU countries

144 The Global Gender Gap Index (GGGI) has been calculated by the
World Economic Forum (WEF) since 2006. The Gender Development
Index (GDI) and the Gender Inequality Index (Gll) have been
calculated by the UN since 1995 or 2010 respectively, while
experimental calculations of the Global Gender Parity Index (GGPI)
and the Women’s Empowerment Index have been calculated since
2023.

only according to the Gender Development Index (GDI),
which measures three dimensions of development
(knowledge, health and money), while it did worse in
2015 in five other indices. These measure a variety of
gender (in)equality dimensions and/or include specific
indicators for women.'*

Medical advances and healthcare quality, income
gains, improved educational structure and greater
awareness are the main factors behind the improved
health status of the population. Key population health
indicators such as life expectancy, healthy life years,
self-perceived health, premature mortality and others
had been improving for many years until the outbreak

145 The GDI consists of three dimensions (4 indicators); the GGPl and the
GGGl of four dimensions (8 or 14 indicators respectively), the Gll and
the WEI of five dimensions (5 or 10 indicators respectively), and the
GEl of six dimensions (31 indicators).
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I Figure 55: Due to population ageing, the increase in the average standardised mortality rate in the 2020-2022 period was
lower than the increase in the general mortality rate compared to the 2015-2019 period
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of the epidemic and have been bouncing back in recent
years after a decrease or standstill during it. Despite the
epidemic and decreased access in 2021, healthy life
years improved further and exceeded the EU average
(see Indicator 3.1)."* Premature mortality was on the rise
during the epidemic but dropped to an average 14%
of deaths before 65 years of age in 2022 (SURS, 2024b).
About a third of all deaths were due to cardiovascular
diseases, followed by cancer (27%) and COVID-19 with
14.4% of all deaths in 2020.

The standardised mortality rate during the epidemic
was much lower than the general mortality rate;
excess mortality would also have been lower if
changes in population structure were taken into
account. During the epidemic, the standardised
mortality rate grew less than the general mortality
rate, as it excluded the impact of the population’s age
structure.”” Moreover, in countries with lower growth
in the number of older people, the difference in growth
between the standardised and general mortality rates
(e.g. Lithuania and Latvia) was usually smaller than in
countries with higher growth (e.g. Slovenia) (Morgan et
al., 2023). Similarly to the general mortality rate, excess

146 The analysis by SURS (2019) showed that the very low values of the
healthy life years indicator and the self-perceived health indicator
(according to the EU-SILC) in Slovenia in past years were mainly
related to the inadequate translation and method of surveying,
which was then partially corrected in 2019 and fully in 2020. The SDS
target, which was set in 2017 on the basis of lower indicator values,
was already exceeded in 2020, mainly for this reason.

Due to differences between countries in the rate of population
ageing and changes in the population’s health status, the use of
general mortality rates is inappropriate for comparing mortality
rates between countries as, for example, the growing share of older
people logically leads to a higher number of deaths (Morgan et al.,
2023).The general mortality rate (e.g. the number of deaths per 1,000
or 100,000 inhabitants) should only be used if comparing shorter
time periods, countries with similar age structures or longer time
periods involving a demographic transition (Sircelj, 2020, pp. 221-
223).The standardised mortality rate takes into account the standard
population that is the same for all countries; it is an agreed upon
population with a fictitious age structure. For more, see, for instance,
EC, Eurostat, 2013.
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mortality may also be overestimated. Sambt et al. (2021)
noted that the latter does not take into account the
changing number and age structure of the population
on the one hand and the decrease in mortality in
individual age groups on the other. They established
that the first trend was predominant in Slovenia - the
growing number of older people - and the number of
deaths would increase rapidly even in the absence of the
epidemic. Based on demographic trends, they estimated
the 2020 excess mortality at 14.9%, i.e. 3.9 p.p. lower.
One of the reasons for the fact that the excess mortality
indicator'® was one of the highest in the EU in the
2020-2022 period (IMAD, 2023e) was the rapid increase
in the number of older people.

Premature mortality’'* due to air pollution has
decreased by 37% in ten years, with climate change
posing growing health challenges. Health risk factors
due to environmental pollution are improving, but
air pollution, which poses the greatest health risk in
developed countries (causing respiratory diseases,
lung cancer and cardiovascular diseases), in Slovenia
exceeds the limit of what is still acceptable according
to WHO guidelines (see Indicator 4.13 and Section
4.2) (OECD, 2017). Premature mortality due to PM
2.5 air pollution decreased by 37% in the 2011-2021
period, which is more than the EU average.”™ Higher
mortality, particularly among people over 65, is due
partly to exposure to rising summer temperatures as
a result of climate change. High temperatures cause
dehydration and heat cramps and have an aggravating
effect on cardiovascular and respiratory diseases,

148 The excess mortality indicator only shows the number of deaths:
the number of deaths in year x is compared to the annual average
of deaths in the 2015-2019 period; due to the accessibility of data
for all countries and comparability among them, Eurostat uses the
2016-2019 period.

149 The age limit for premature death is set by agreement at 64.99 years.
Deaths before the age of 65 are classified as avoidable (N1JZ, 2022).

150 Deaths decreased from 95 to 56 per 100,000 inhabitants; the EU
average was 28%, decreasing from 89 to 57 deaths (Eurostat, 2024).
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mental health, and chronic conditions, resulting in
more hospitalisations, infections, work accidents and
poisonings (WHO, 2023b). According to the OECD
(2023f), an average of 22% of people in Slovenia were
exposed to hot summer days (over 35 degrees Celsius)
in the 2017-2021 period, an increase of 3 p.p. (OECD:
29%, 7 p.p.) compared to the 2000-2004 period. Severe
flooding in the summer of 2023 was also partly due to
climate change. Mobile teams of psychosocial support
experts were established to offer swift assistance on
the field to those affected (MZ, 2023f), while recently
established Mental Health Centres also played a key role
in the quick and comprehensive response to the needs
of the endangered population (MZ, 2023f).

The mortality rate that could be prevented with
prevention and public health measures increased
due to the epidemic, though less than the EU
average; the mortality rate due to treatable causes
was also lower. The total avoidable mortality'™' declined
over the 2011-2019 period but rose sharply in 2020 due
to the epidemic, though still less than the EU average. In
2020, there were 23 more avoidable deaths per 100,000
inhabitants than in 2019 in Slovenia and 28 more in the
EU. The deterioration in 2020 in all EU countries was due
to the direct consequences of deaths from COVID-19 and
also to the indirect consequences caused by disruptions
in the functioning of healthcare. However, for a number
of years, there have been fewer deaths from causes that
could be prevented through treatment or screening
programmes in Slovenia compared to the EU average,
reflecting the relatively effective healthcare in terms
of medical treatment (see Indicator 3.6). Mortality still
remains higher than the EU average in terms of causes
related to the prevalence of unhealthy lifestyles that
could have been prevented through primary prevention
and public health measures. Obesity is becoming a
serious problem, with more than one half of adults being
overweight or obese, which is more than in the EU (see
Indicator 3.7). In 2019, unhealthy diet was the cause of
16% of all deaths, followed by tobacco abuse with 15%
and alcohol consumption with 5% (EU: diet 15%, tobacco
17%, alcohol 6%) (OECD, EC and WHO, 2023).'2

More adults are physically active than before the
epidemic, which is a factor in a healthy and active
lifestyle and the prevention of chronic conditions.
In 2022, a little over half of respondents engaged in
sports at least once a week, which is similar to 2017,
while significantly more engaged in other physical
activity. There were more physically active people than

151 Avoidable mortality includes diseases and conditions that can be
prevented or successfully treated. It consists of two indicators:
1. mortality that can be avoided by preventive examinations
(preventable mortality) and 2. mortality due to treatable causes
(treatable or amenable mortality).

22% of adults over 16 years of age in Slovenia consume excessive
amounts of alcohol (EU: 18.5%) (Eurostat, 2024). 57% of adults
consume vegetables every day, which is the same as the EU average,
while only 5% of people consume 5 or more servings of fruit or
vegetable per day (WHO recommendation), which is well below the
OECD average (15%).
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the EU average'™ but less than in certain Northern
European countries (Finland, Sweden, Denmark and
the Netherlands). As physical activity is lacking mostly
among people with lower education, women, the
elderly and people with lower income, it is important to
promote sport and recreation programmes for all age
groups to prevent chronic conditions and encourage a
healthy and active lifestyle, while actively targeting and
including less active population groups.

Insufficient physical activity has a negative effect
on children’s motor fitness, which lags behind the
pre-epidemic levels. Participation in sport is too low
among children and young people: compared to 2018
(previous data), fewer children and young people were
physically active (NIJZ, 2023c). In 2022, only a good
quarter of 11-year-olds did at least an hour of moderate
to vigorous physical activity on a daily basis, which is the
WHO'’s recommendation on minimal physical activity
for children. Only 17.2% of 15-year-olds achieved this
target, the percentage of boys far exceeding that of girls
(Figure 54, right). Insufficient physical activity during the
COVID-19 epidemic had a negative effect on children’s
motor fitness and, despite improvements in 2022 and
2023, remains well below the pre-epidemic level. Obesity
among children is approaching the pre-epidemic rate
faster than motor fitness, which shows that an increasing
number of children and young people are achieving
weight loss through diet rather than movement
(FS, 2023).

It is likely that the epidemic again increased
health inequalities relating to the population’s
socioeconomic characteristics, although the gap
in unmet needs for healthcare by income groups
has narrowed in the last few years. Over the 2007-
2019 period, health inequalities in Slovenia decreased
for some indicators (e.g. life expectancy at age 20,
premature mortality, men’s self-perceived health,
smoking prevalence and suicide mortality), while for
others they increased further (e.g. lung cancer mortality
and depressive disorders) or remained unchanged
(N1JZ, 2021). The populations hit the hardest during the
epidemic were people from socially deprived settings,
those with lower income or education, and various other
vulnerable groups who lived in poorer living conditions,
had poorer basic health, were less responsive to testing
and vaccination, and faced various barriers to accessing
healthcare (OECD, 2021d). Remote consultations and
other digital health tools are less widely used by the
elderly, the less educated and the socially vulnerable,
which reportedly widened the gap in access to health
services between different population groups during the
epidemic (OECD, 2023e). Nevertheless, the differences
between income groups in unmet needs for healthcare
in Slovenia decreased in 2022 and 2023 compared to the
previous two years (see Indicator 3.5).

153 |n 2022, 52% of respondents took part in sport at least once a week
(EU: 38%) and 63% took part in other physical activities (EU: 50%)
(Eurobarometer, 2018b, 2022d).
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Poorer access to health services due to the epidemic
hit patients with chronic conditions the hardest.
Patients with chronic non-communicable diseases were
the most affected by the impeded access to health
services during the epidemic, as they could be at risk
of complications if not treated in time and were also
more likely to die from COVID-19 (OECD and EU, 2022;
WHO, 2020b). Similarly to other EU Member States, the
epidemic in Slovenia led to a decrease in the number of
cancer diagnoses in the period 2020-2022,"* and the
consequences are expected to be feltin the coming years
(Institute of Oncology, 2022), which is also addressed in
the European Cancer Action Plan (ECAP). Long COVID-19,
which most often causes fatigue, shortness of breath,
memory and concentration problems, pain in various
parts of the body, insomnia, and diarrhoea or nausea, is
also a health concern for the population. A study on the
impact of the pandemic on life in Slovenia — SI-PANDA
- showed that, by March 2023, 57% of respondents had
recovered from COVID-19, of whom 22% with a severe
course of the disease. Approximately 70% of respondents
still experienced some problems even after three months
and 30% even after six months. The problems affected
their leisure activities, relationships, work and jobs, and
care of home and family (N1JZ, 2023b).

In recent years, several important steps have
been taken to improve the mental health of the
population, but the shortage of psychologists,
psychotherapists and psychiatrists remains an acute
problem. The prevalence of mental health problems
had already increased in Slovenia and other developed
countries in the last decade, even more so with the
COVID-19 epidemic. According to the European Health
Interview Survey (EHIS), 5.5% of the population reported
symptoms of depressive disorders in 2014, rising to 7.5%
in 2019."*> According to the 2021 national survey, the
population with symptoms of depressive disorders grew
to 13.4%."¢In 2019, 10.5% of young people aged 15-24
reported symptoms of depression in the last 12 months,
which s significantly higher than the proportion of young
people who received medical treatment (IMAD, 2023e).
2023 was declared the Year of Mental Health in Slovenia
(MZ, 2023¢), which was an added incentive to meet the
targets set in the Resolution on the National Mental
Health Programme - MIRA (N1JZ, 2019). Since 2020, this
programme has been the basis for the gradual formation
of the network of 20 Mental Health Centres for Children
and Adolescents and 16 Mental Health Centres for Adults,
which have introduced additional new services covered
by compulsory health insurance. The severe shortage of
psychiatrists and clinical psychologists to help people
with major problems remains the biggest challenge for
the implementation of the programme.”™ In 2023, the

154 The number of new cancer diagnoses in 2020 decreased by 11%
year-on-year (Institute of Oncology, 2023).

155 On average, 6.5% of the population had symptoms of depression in
2014 and 7.0% in 2019.

156 The data for 2021 was obtained from the National Survey on Attitudes
to Mental Health, which uses a slightly different methodology than
the international EHIS (Vinko et al., 2022).

157 According to the EHIS survey, 13.5% of respondents in 2019
in Slovenia had consulted a psychologist, psychotherapist or
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government introduced additional specialisations in the
field of clinical psychology (MZ, 2023b) and adopted
the Dementia Management Strategy by 2030 as a basis
for the comprehensive approach of all stakeholders to
solving the problem of dementia and similar conditions
(MZ, 2023d). The amended Mental Health Act also
envisages the creation and continuous development of
a network of secure wards in psychiatric institutions and
adequate treatment (MZ, 2023e).

At the primary level, access to healthcare has
deteriorated in recent years due to the shortage
of general practitioners (GPs); several measures
have been adopted. Access to healthcare has been
deteriorating in Slovenia for years, particularly due
to its ageing population, the rise in chronic diseases
and the related growing healthcare service needs. The
number of outpatient examinations increased in the
2013-2023 period by 39% at the primary level and 31%
at the specialist level. The number of examinations in the
over 65 age group is increasing the fastest (ZZZS, 2024).
At the primary level, the number of people without a GP
has increased in recent years but slowly eased in 2023
compared to the previous two years (on 31 December
2023,137,091 or 6.6% of all insured persons did not have
a GP)."*® The situation improved particularly in Ljubljana,
where the percentage of insured persons without a GP
reduced (from 25% at the end of 2022 to 10% at the
end of 2023). As a temporary solution to the problem,
an intervention Act was adopted in October 2022,
providing for the gradual establishment of 94 outpatient
offices for people without a GP (ZNUNBZ, 2022).*°
According to the estimates of the Medical Chamber
of Slovenia, there is a shortage of 450 family medicine
outpatient offices to meet the norm of a maximum
outpatient office workload of around 1,200 registered
persons. According to international comparisons on the
coverage of the population by GPs,'®® we would need
770 more (MZ, 2023g). Despite the guaranteed financial
resources for the expansion of programmes in recent
years,'®" they have only partly been carried out, due to
the lack of suitable staff. To resolve the situation at the
primary level, several measures'® were adopted in 2020,

psychiatrist for what they considered to be serious mental health
problems (EU: 16.2%), compared to only 6.9% in 2014 (Eurostat,
2024).

The number of people without a GP increased by almost a quarter
in 2022 (data as at 30 November 2022: 132,185 people or 6.3% of all
insured persons).

By the end of 2023, healthcare centres that lacked the necessary
number of GPs opened 17 clinics, most of them in Ljubljana, which is
likely the main reason for the improved situation in 2023.

In 2021, there were 1,460 GPs or 69 per 100,000 people, compared to
the EU average of 107. However, in many Member States, the role of
paediatricians and gynaecologists is performed by family doctors at
the primary level, so such comparisons are not the most appropriate.
A special government project for rewarding teams at clinics with a
surplus of registered patients at the primary level (exceeding the
weighted capitation of 1,895), extending the network of family
medicine clinics to 64.6 teams, introducing healthcare administrators
in family medicine teams, and facilitating faster employment of
doctors from abroad (MZ, 2022).

Salary supplements for specialty trainees for family medicine and
more posts for specialisation, the expansion of competences of
nurses, a three-month internship in family or emergency medicine,
additional scholarships for medical and nursing students, increased

15

3

15

©°

16

=3

16

16!

N



Development report 2024

An inclusive, healthy, safe and responsible society 73

I Figure 56: Population ageing is increasing pressure on the healthcare system* (left); at the secondary level, waiting times
are among the highest in relation to countries with comparable data** (right)
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2021 and 2022, followed by the introduction of a new
standard in 2024 that connects the family medicine
offices and the family medicine model practices and
the establishment of new clinic for specialists in family
medicine’® (Government of the RS, 2023b).

At the secondary healthcare level, the intervention
measures taken to reduce the waiting times in 2023
proved unsuccessful; the number of people waiting
beyond the acceptable waiting time increased
by an additional 20%. With the intervention Act
Determining Emergency Measures to Ensure Stability
of the Healthcare System (ZNUZSZ, 2022), under which
the providers were paid based on the number of actual
services performed'®* in the first half of 2023, the aim
of reducing waiting times beyond the acceptable limit
was not achieved. This was followed by amendments to
legislation which changed the method of determining
the list of services paid based on the number of services
performed, expanding payment to new specialist clinic
examinations (Box 5). Despite all these measures, the
data of the National Institute of Public Health showed
that, on 1 January 2024, nearly 140,000 people had been
waiting beyond the acceptable waiting time, which is
almost 20% more than the year before (117,000 people)
and 58% more than at the beginning of 2022 (88,000
people). In 2022, the waiting time for a hip operation
was the second longest among eight countries for
which comparable data is available and had increased

enrolment in medicine and stomatology programmes, and easing
language conditions for employing foreign doctors (MZ, 2022). Salary
supplements for young doctors to choose a specialisation in family
medicine; the possibility of making appointments by telephone at
the primary care level throughout the clinic’s working hours, with a
call-back service for the patient provided (ZNUNBZ, 2022).

2024 is set to see 100 clinics under the new standard and 15 clinics
for specialists in family medicine.

Public healthcare network providers also received payment for the
services that used to be performed in excess of the contractually
agreed plan of the Health Insurance Institute of Slovenia and had not
been paid due to limited funds.
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significantly since 2020 (Figure 56, right).

The epidemic and the related containment measures
accelerated the digitalisation of healthcare and the
use of e-health services. To mitigate the consequences
of poor access to health, operators started receiving
payment for remote consultations in the first months of
the epidemic. At the primary level, remote consultations
represented 20% of total consultations in 2021,
gradually decreasing to 15% in the last two years.'®®
In addition, during the epidemic, the availability of
specialist reports in the Central Patient Data Register,
set up within the framework of the eHealth project, was
significantly improved, meaning that patients no longer
have to physically bring their reports to outpatient
clinics (MZ, 20239), while the use of e-prescriptions and
e-referrals has become common practice. However, as
consultations, scheduling appointments by email and
using various patient portals (zVEM'®, doZdravnika,
etc.) require digital skills, the accessibility of healthcare
for population groups with poor digital skills and those
without digital devices has reduced. In 2022, 50% of
respondents aged 16-74 searched for health information
online, compared to 60% on average in OECD countries
(the highest percentage, over 75%, was recorded in
Finland, the Netherlands and Norway) (OECD, 2023e).

During the epidemic, out-of-pocket health
expenditure increased but remained very low
compared to other countries. The main indicator of
the affordability of healthcare is out-of-pocket health
expenditure, measured as a share of total household

165 |n 2021, remote consultations at the primary and secondary levels
amounted to 13% (EU: 21%) (OECD, EC and WHO, 2023).

166 The zVEM portal is the entry point to eHealth services: referrals,
appointment scheduling, prescriptions, specialist reports and other
documents (NIJZ and MZ, 2023). From 2019 to 2023, the number
of users of the zZVEM portal increased from around 44,000 to nearly
500,000 (MZ, 2023a).
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I Figure 57: During the epidemic, households’ out-of-pocket expenditure devoted to health increased, the highest
percentages being recorded in the second and third quintal income brackets

Share of household expenditure on health in Slovenia
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Source: SURS (2024b). Note: In 2022, the Household Finance and Consumption Survey was adjusted to the new version of the COICOP classification (the
2018 COICOP version) that, as part of the group 06-Health, also includes long-term care services, as a result of which it is not fully comparable with previous

surveys. Price increases also contributed to higher expenditure in 2022.

consumption.’’ [t may pose a significant financial burden
on poorer households. In Slovenia, this expenditure
has remained between 12 and 13% of current health
expenditure for many years, which is well below the EU
average of 22% in 2021 (see Indicator 3.8). In 2018 (latest
international comparison), only 0.8% of the population
had catastrophic’® out-of-pocket expenditure, which is
the least among EU (6.5%) and OECD (5.3%) countries.
However, the share of households’ final consumption'®®
devoted to health increased during the epidemic from
1.9% in 2019 to 2.4% in 2021, while the EU average
remained unchanged (3.3%) (OECD and EU, 2022). Data
from the Household Budget Survey also shows that
the share devoted to health increased to 3.0% in 2022
(2018: 2.6%) or an average of EUR 804 per household per
year (EUR 336 per household member)."”® Households
with the lowest income spent the same share of their
income on health as households with the highest
income (3.0%). In 2022, expenditure devoted to health
increased significantly for households in the second

16
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Out-of-pocket expenditure relates to direct payments for services not
included in the obligatory health benefit package. The greatest share
of these (34%) is spent on non-prescription or »white prescription«
medicinal products, followed by medical devices (glasses), self-
pay outpatient services, including physiotherapy and alternative
medicine, dental services, etc. According to WHO recommendations,
direct out-of-pocket expenditure is still acceptable until it accounts
for around 15% of health expenditure; in Slovenia, it accounted for
12.7% in 2021 (see Indicator 3.8).

Out-of-pocket expenditure poses a risk to a household when it
exceeds 40% of the household’s ability to pay above the minimum
cost of living, or above the basic necessities basket, which includes
not only food but also other essential consumption items and
housing costs (Thomson et al., 2019).

169 This indicator is calculated by using direct out-of-pocket expenditure
according to the methodology of the System of Health Accounts
as a share in the Final Consumption of Households according to
National Accounts and differs slightly from the share of household
expenditure for health according to the Household Budget Survey.
In 2022, the Household Finance and Consumption Survey was
adjusted to the new version of the 2018 COICOP classification that,
as part of the »Health« group, also includes LTC services, as a result of
which it is not fully comparable with previous surveys.
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and particularly third quintile income bracket (to 3.7%),
which is likely related to longer waiting times in the
public healthcare network.

Inclusion of older people in formal long-term care
has increased in recent years and is close to the EU
average, but the extent of unmet needs is still great.
In 2022, 15% of the population aged 65 and over reported
having serious long-term difficulties in carrying out daily
activities, which is lower than the EU average (16%) and
significantly lower than self-perceived limitations in
previous surveys.'”! Inclusion of persons aged 65 and
over in formal long-term care in 2021 was at 11%, around
the EU and OECD averages.'”? At the same time, the
share of public expenditure on long-term care in GDP
in 2021 was still only 1.1%, significantly lower than the
EU average (1.7%) and more than half lower than in the
most developed European countries (see Indicator 3.9).
A 2022 OECD study (2023g) showed that in Slovenia,
persons aged 65 and over with high-level limitations and
medium-level income were unable to cover co-payments
for formal care at home by themselves, despite co-
financing from public resources. The consequences are
reflected in a high degree of unmet needs for long-term
care: in 2019, 55% of persons over the age of 65 received
no care, despite needing help with at least three basic or
instrumental daily activities (EU-22: 32%).'”® In particular,
the problem lies in poorly developed home care services:
in 2021, 69% of persons aged 65 or over received home
care, which is still below the OECD average, despite a

71 This indicator is also used in the calculation of healthy life years, see
Indicator 3.1.

In 2021, 11% of the population aged 65 and over participated in
formal long-term care, according to internationally comparable
data (OECD: 11.5%) (OECD, 2023e). In 2021, Slovenia had an average
72,222 recipients of long-term care: 21,981 recipients of institutional
care, 27,286 recipients of home care, 659 in daily care and 22,296
recipients of cash benefits (SURS, 2023a).

For more details, see SHARE 8 Val (Borsch-Supan, 2022); adapted
from OECD (2023e).
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I Box 5: Elimination of co-payment and complementary health insurance and other healthcare
intervention measures

High co-payments on health services and medicinal products covered by complementary health insurance
were eliminated in 2023. In the 1992-2023 period, the health benefit package' was financed from compulsory
and complementary health insurance. Complementary health insurance covered all co-payments to the full
value of most health services and medication and was an additional source of funding for the public service,
with the implementation of insurance left to private insurance companies. The coverage of the population with
compulsory insurance was almost 100%. Additionally, due to high co-payments for health services 95% of persons
liable for co-payment were included also in the complementary insurance scheme. For the poorest segment of the
population (an average of 50,000 people in 2023), this insurance was covered by the state. However, the weakness
of the complementary health insurance was the single premium for all income brackets and its regresiveness
(IMAD, 2019). Moreover, complementary health insurance was criticised for the high costs of managing private
insurance companies,? both of arguments had previously been cited as the main reasons for eliminating co-
payments (MZ, 2003, n. d.). On the other hand, the share of co-payment from complementary health insurance
rose during periods of crises, which restricted the affordability of healthcare: direct out-of-pocket expenditure
remained very low for years (IMAD, 2021). The highest increases in co-payment, including up to the highest
legally prescribed shares (up to 90%), were recorded during the global financial crisis (2008-2012). Along with the
high increase of compulsory health insurance expenditure in recent years, premiums on complementary health
insurance also rose quickly, amounting to an average EUR 35.67 at the beginning of 2023, with private insurance
companies planning to increase them by an additional 30%. Due to high inflation, the Government responded in
April 2023 by freezing the complementary health insurance premium (Government of the RS, 2023), followed by
the elimination of co-payment and thus the complementary insurance itself (ZZVZZ-T, 2023).

A new compulsory healthcare contribution was introduced in 2024, partly compensating for the shortfall in
resources due to the elimination of co-payments and complementary health insurance. Since the beginning
of 2024, 100% of the benefit package has been covered from public resources. The compulsory healthcare
contribution is flat levy (amounting to EUR 35 per month) and will be adjusted to the rise in the average gross salary
of the previous year from March 2025 onwards. It is planned that the healthcare reform will also solve the issue of
income solidarity concerning the contribution. The persons subject to the payment of the compulsory healthcare
contribution are all categories under the mandatory health insurance who were subject to co-payments before
2024. These also include all pensioners, whose contributions are paid by the Pension and Disability Insurance
Institute of Slovenia by withholding the amount from their net pension. The compulsory healthcare contribution
of unemployment benefit recipients is paid by the Employment Service of Slovenia. The state budget covers the
contribution for the recipients of the social assistance benefit in cash and the beneficiaries of supplementary
allowance, war veterans, refugees, professional foster carers and certain other categories of people.

According to the 2024 financial plan of the Health Insurance Institute of Slovenia, the shortfall in
complementary health insurance will be also covered from the state budget. The Institute’s 2024 financial
plan provides that the state budget shall provide funds of up to EUR 420 million for the current needs or
sustainability of the compulsory health insurance system (ZZZS, 2024). The anticipated revenues from the new
compulsory healthcare contribution are EUR 621 million. In 2023, the transfer from the state budget to cover
current needs amounted to EUR 283 million and was intended to cover additional expenditure related to the
mitigation of COVID-19, particularly sick pay costs, payments to providers for exceeding the service programme
above the compulsory health insurance limit and the costs of establishing the long-term care system. In 2024, the
transfer from the budget will partly be used to cover the shortfall in funds from complementary health insurance,
estimated at EUR 140 million (ZIPRS2425, 2024). The compulsory health insurance expenditure is therefore
expected to increase in 2024 to 7.9% of GDP (EUR 5.34 billion; 2023: EUR 4.32 billion or 6.8% of GDP).

In light of these changes, Slovenia will have one of the highest shares of public expenditure in current
healthcare expenditure in the EU. According to international methodology (OECD, Eurostat, WHO, 2017), public
health expenditure also includes expenditure from the state and municipality budgets which, according to the
preliminary 2022 assessment of the Statistical Office of the Republic of Slovenia, amounted to 9.2% out of a total
of 74.3% of all current public health expenditure (Indicator 3.8). Private expenditure amounted to 25.7%, of which
13% for complementary health insurance expenditure and 12.7% for out-of-pocket expenditure. According to

T The benefit package includes services at the primary, secondary and tertiary levels, medicinal products, medical devices, sick pay for sick leave
of over 30 days, and certain travel expenses (for more, see IMAD, 2021).

2 As the administrative costs of managing complementary health insurance in 2022 amounted to EUR 65.3 million, this part of funds was not
intended for the payment of healthcare services (MZ, 2024a).
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the 2024 financial plan of the Health Insurance Institute of Slovenia and the breakdown of the 2022 healthcare
expenditure, it is estimated that the share of all current public expenditure in 2024 will increase to approximately
87% of all current healthcare expenditure.

I Figure 58: Public health expenditure in the EU in 2021 and 2022 and the estimate for Slovenia in 2024
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The intervention legislation adopted in healthcare in 2022 and 2023 also affected the scope of health
services, but it failed to increase accessibility to a desired degree. The intervention Act Determining
Emergency Measures to Ensure Stability of the Healthcare System (ZNUZSZ, 2022)* did increase the scope of
performed healthcare services by the end of June 2023, but not as much as expected, as a result of which the aim
of reducing the waiting times beyond the acceptable limit was not achieved. The Act was then amended in 2023,
providing that the list of services paid based on the number of actual services performed shall be determined by
the government (ZNUZSZS-A, 2023). With the amendment to the 2023 Government Decree,* the payment based
on the number of services performed was expanded to certain new specialist clinic examinations. The Health Care,
Labour and Social Care Intervention Measures Act (ZIUZDS, 2023) was adopted in December 2023; in addition
to compulsory healthcare contribution amendments,” this introduced the maximum amount of sick allowance
to 2.5 times the average gross salary in the previous year and extended the period of paying sick allowance by
employers from 20 to 30 days and decreased the burden on compulsory health insurance (see Indicator 3.14).
According to the Intervention Act, the Health Insurance Institute of Slovenia is now also required to allocate part
of the funds collected from contributions for occupational injuries and diseases for prevention projects aimed at
maintaining occupational health and the promotion of health at the workplace.

3 Inthe first half of 2023, providers received payment for all the services performed (public healthcare network providers also received payment
for services that used to be performed in excess of the contractually agreed plan of the Health Insurance Institute of Slovenia and had not
been paid due to limited funds) and a bonus for increased workload for special tasks and were offered the possibility to conclude a contract of
service with their employees if the healthcare services were provided outside their regular working hours.

4 The first Decree determining compulsory health insurance service programmes, defining the capacities required for its implementation and
determining the scope of funds for 2022, was adopted in August 2022. It replaced the General Agreement that previously determined the
annual programme and scope of services covered from compulsory health insurance. The Decree determining compulsory health insurance
service programmes, the capacities required for its implementation and the amount of funding for 2023 was adopted in January 2023, followed
by the Decree determining compulsory health insurance service programmes, the capacities required for its implementation and the amount
of funding for 2024 in February 2024.

5 The Health Care, Labour and Social Care Intervention Measures Act (ZIUZDS, 2023) was adopted in December 2023, providing certain details
regarding the payment and collection of compulsory healthcare contributions by the Health Insurance Institute and the Tax Administration.
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significant improvement in recent years, particularly the
implementation of the Personal Assistance Act. Due to
poorly developed home care or community-based care,
waiting times for admission to institutional care are
getting longer from year to year.

The staff shortage in long-term care has significantly
worsened since the epidemic. Due to the staff shortage
in long-term care, changes to staffing standards
in residential care homes and special social care

institutions were adopted in April 2022, with plans for
gradual increases until 2030."7* However, residential
care homes and home care providers have difficulty
acquiring new staff. At the end of 2022, more than 1,000

174 By 2030, the number of employees is expected to increase by 46% in
residential care homes and by 30% in special social care institutions
compared to 2022 (one-fifth of additional personnel every two years).
In total, this would amount to more than 2,200 posts (Government of
the RS, 2024).
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I Box 6: Long-term care - Service development and funding for the new social security pillar

In July 2023, the ZDOsk-1 was adopted, introducing improvements to the Act adopted in 2021 in several
areas and regulating the financing of long-term care as a new social security system. The 2021 ZDOsk
provided a comprehensive outline of long-term care, previously regulated in various Acts and social security
systems (healthcare, pension and social protection systems). The new ZDOsk-1 (ZDOsk, 2023) provided for the
priority introduction of home care, the institution of the caregiver for a family member, the establishment of
entry points at social work centres, implementation of cash benefits and e-care, the determination of institutional
long-term care providers (only residential homes for the elderly), the expansion of the range of long-term care
professions, and the simplified employment of foreigners. Its key systemic change was regulating the financing of
long-term care and providing a new timeline for exercising rights' (MSP, 2024).

The ZDOsk-1 determines a compulsory long-term care contribution. All persons insured under compulsory
healthcare insurance and their family members over the age of 18 have been included in compulsory long-term
care insurance under the ZDOsk-1. As of 1 July 2025, compulsory contributions in the amount of 1% of gross salary
will be paid by employers and workers, 2% of the gross pension base by sole traders, farmers and students over
the age of 18, and 1% of net pension by pensioners. Similarly to the new compulsory healthcare contribution,
students up to the age of 26 are not liable to pay the contribution, and the state will cover the contribution for
the recipients of the social assistance benefit in cash and for the recipients of supplementary allowance and some
other categories. By 2026, the contributions are estimated to bring in EUR 644 million (MSP, 2024). The ZDOsk-1
also provides that the state budget will allocate a maximum of EUR 190 million a year for long-term care. From
1 January 2028 onwards, the Act also allows for the possibility of introducing co-payments by users up to 10% of
the service value if other funds are insufficient.

In 2026, estimates made upon the adoption of the ZDOsk-1 predict that 1.72% of GDP will be allocated for
long-term care from public or private sources, with a ratio of 81:19 between public and private expenditure.
According to estimates (MSP, 2023), public expenditure for the fully implemented long-term care system in 2026
will amount to EUR 785 million or 1.03% of GDP. Taking into account the international methodology (OECD,
Eurostat, WHO, 2017), certain other long-term care expenditure, which will continue to be paid based on other
Acts (the ZZVZZ, the ZOA and the ZSV), amounting to an estimated EUR 279 million or 0.37% of GDP, should
be added to this amount. Public expenditure on long-term care is therefore expected to reach 1.40% of GDP in
2026 (2021: 1.1% of GDP; see Indicator 3.9). Private expenditure for accommodation and food in institutional
care is expected to reach 0.29% of GDP in 2026, while around 0.03% of GDP for private expenditure on long-
term care is expected to remain outside the new system (co-payments for social assistance at home). According
to the international definition, the overall expenditure on long-term care will amount to 1.72% of GDP in 2026
(2021: 1.45% of GDP). In terms of the structure of expenditure on long-term care, the ratio between public and
private expenditure is expected to increase, with public expenditure increasing, to 81:19 (2021: 77:23), thereby
approaching the EU average (see Indicator 3.9).

I Figure 59: Share of public expenditure on long-term care in GDP in Slovenia and EU countries, 2021 and assessment
for Slovenia in 2026*
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Sources: Eurostat (2024), for Slovenia in 2026, MSP (2023). Note: *The estimate for Slovenia in 2026 is based on the data of SURS, IER calculations,
IMAD and MSP.

T Timeline for exercising rights: 1 January 2024 the status of caregiver for a family member enters into force; 1 July 2025 entry points open,
long-term home care and e-care start to be provided; 1 December 2025 new institutional long-term care services and cash benefits start to be
provided.
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available positions in residential care homes were vacant
(SSZ, 2024), and the Social Protection Institute of the
Republic of Slovenia (the IRSSV) has called attention
to staff shortages in home care services (2023). The
draft Act Determining Urgent Measures to Improve the
Staffing, Working Conditions and Capacities of Providers
of Social Assistance and Long-term Care Services (the
ZNURK) is currently under public consultation (MSP,
2024)." In terms of the number of institutional care
beds per 100,000 inhabitants,'” Slovenia is around the
EU average. Scandinavian countries have the highest
number of beds, having expanded their independent
living unit capacities for older people and persons with
disabilities. With the aim of expanding the residential
care home network, additional concessions for 1,660
spots have been awarded in recent years and providers
are supposed to start operating by the end of 2024 or
in 2025. With the help of the REACT-EU fund, significant
resources have been invested in the 2021-2023 period
to improve the infrastructure of public residential
care homes, and RRP funding will be used to increase
capacities in institutional care for older people in the
2024-2026 period"” (Government of the RS, 2024).
In August 2023, the amended Long-Term Care Act
(the ZDOsk) was adopted, providing the sources and
modalities of public financing of long-term care, which
were not regulated by the originally adopted act, while
the key orientation remains the acceleration of the
development of home care, deinstitutionalisation and a
uniform assessment of eligibility for entry into the long-
term care system.

For people with disabilities, the Personal Assistance
Act (ZOA) has significantly improved the possibilities
for independent living at home. The number of
personal assistance users'’® has been increasing
steeply since the enactment of the ZOA in 2019, with
43.5% more in 2023 compared to 2021, while public
expenditure for this purpose has also been rising sharply
(MDDSZ, 2024a).'” In the middle of 2021, amendments
to the ZOA were adopted, laying down additional
conditions for assessing the eligibility to personal
assistance and certain restrictions for service providers.

175 The proposed ZURK contains eight key measures involving social
assistance and long-term providers, including: company scholarships,
support for the participation of volunteers, training new employees,
guidelines for updating and optimising work processes in residential
care homes, employment of foreigners, and measures aimed at the
faster integration of foreign workers in professional and social life
(MSP, 2024).
In 2021, Slovenia had 790 beds per 100,000 people, while the EU-25
(excluding Slovakia and Greece) had 793 (Eurostat, 2024).
In the 2021-2023 period, a little over EUR 93 million was invested
in 16 public residential care homes from the REACT-EU fund. In the
2024-2026 period, EUR 59 million was allocated from the RRP fund to
invest in the construction of independent living units for the elderly
(539 additional spots) (Government of the RS, 2024).
Persons eligible for personal assistance must be 18-65 years old and
in need of another person'’s assistance for at least 30 hours a week in
performing activities associated with independent living and family
life, inclusion in the social environment, education and employment.
179 1n 2020, an average 1,209 users of personal assistance were recorded;
in 2023, the number was 4,082. Public expenditure on personal
assistance has been increasing for the last five years: from EUR 3.8
million in 2018 to EUR 196.6 million in 2023 (MDDSZ, 2024a).
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Nevertheless, the number of eligible persons continued
to rise. Improving the availability and accessibility of
social protection services and programmes aimed at
deinstitutionalisation remains one of the main objectives
in the field of social protection. In 2020, the ratio between
the users of community forms of social protection
and users of institutional forms of social protection
amounted to 1:1.17'® (excluding personal assistance,
as it is implemented under disability legislation), with a
target ratio by 2030 of approximately 1:1 (ReNPSV22-30,
2022).

180 The calculation used in ReNPSV13-20 also took into account personal
assistance users, with the ratio reaching 1:1.08 in 2020, which was a
remarkable improvement compared to previous years, due on the
one hand to the high increase in the number of personal assistance
users and on the other to the decrease in the number of residents in
residential care homes during the epidemic (Smolej Jez and Trbanc,
2021).
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3.2 Aninclusive labour market and high-quality jobs

I An inclusive labour market and high-quality jobs (Development Goal 7)

The goal is to create an inclusive labour market that will provide high-quality jobs with high value added (see
also Development Goal 6). The introduction of the concept of sustainable working life and the adjustment of
jobs to demographic changes will help increase the labour force participation of older workers and improve their
health. Improving the system of flexicurity and promoting the employment of both genders in gender-atypical
professions will contribute to the increased inclusion of under-represented groups in the labour market.

#SDS 2030 performance indicators for Development Goal 7:

Latest data
Target value for 2030
Slovenia EU
Employment rate (20-64 age group), in % 77.9 (2022) 74.6 (2022) > 75% (79.5%%)
At-risk-of-poverty rate of persons in
employment (aged 18 and over), in % 57/ (s 5 (o) ok

Notes: *The employment rate target of 75% is the target of the SDS 2030, which Slovenia has already exceeded. **The employment rate target of
79.5% was set in 2022 to align with the objectives outlined in the European Pillar of Social Rights Action Plan 2030.

In 2023, as employment reached an all-time
high, labour market participation also soared to
unprecedented levels. Since the COVID-19 crisis, the
situation on the labour market has improved rapidly,
due to the recovery in economic activity and labour
shortages, although these already existed to a large
extent before 2020. By 2021, employment had already
exceeded pre-COVID-19 levels, peaking in the fourth
quarter of 2023 with 971,000 people employed, while
the number of unemployed was one of the lowest
recorded (47,600). At the same time, labour market
participation, as measured by the employment rate,
reached a historic high: it rose to 77.9% by 2022 (latest
annual data), which is above the SDS target and close to
the EPSR Action Plan target (see Indicator 3.1).'®! Despite
significant improvements in employment opportunities,
certain population groups continue to have lower labour
market participation rates (Figure 60). These groups
include, in particular, young people starting out in the
labour market, older people, people with lower levels
of education, foreign nationals, persons with disabilities
and more frequently women than men. These groups
often occupy lower-paying jobs, are caught in inactivity
or low-wage traps, and have limited opportunities for
career advancement, further hindering their social
inclusion and economic independence. In this context,

181 At the beginning of 2021, the activity and employment rates were
also affected by a change in the methodology used in the Labour
Force Survey, which provides internationally comparable data on the
labour market situation. The change in the methodology is related
in particular to a change in the definition of persons in employment
in relation to temporary layoffs. According to the change in the
methodology at the beginning of 2021, persons whose duration of
layoff was longer than three months or is expected to be longer than
three months are now excluded from the total number of employed
persons. They are now included either in the category of unemployed
(if they are actively seeking work) or in the group of inactive persons.
The methodological change had an impact on the recorded number
of persons in employment mainly in the first half of 2021, due to the
increased participation of employed persons in the measures, and
thus mainly on the activity and employment rates.

it is crucial to address the barriers faced by certain
groups that may perpetuate their economic hardship,
to increase incentives to prolong working life, and to
increase funding for active labour market policies aimed
at enhancing employment opportunities and working
conditions for vulnerable groups through training,
mentoring and subsidised employment programmes.
Increasing their participation in the labour market is vital
for ensuring a decent life (see Section 3.3) and mitigating
labour shortages (see Section 1.1).

When entering the labour market, certain vulnerable
groups often face multifaceted barriers, including
lack of skills or education, their age, disability, poor
health, social exclusion, and prejudice, which hinder
their access to quality and secure employment.
They are also more likely to earn lower wages and/or
to become unemployed or inactive than other groups
of employees, affecting their income security, social
inclusion and quality of life. Young people (aged 20-29)
experienced the highest levels of job insecurity during
the COVID-19 pandemic, as many fixed-term contracts
were cancelled or not renewed and the availability
of student work, already among the most precarious
forms of employment, declined. Their employment rate
in 2023 was still below pre-COVID-19 levels (Figure 60),
and around one-fifth of young workers were earning
the minimum wage'® (Figure 66, right). There is also
considerable potential to increase the participation rate
among older people (55-64) and people with a low level
of education - two often overlapping groups where
only half of all people are employed. The labour market
parti