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Summary 

 

Following subdued GDP growth in 2025, a faster economic recovery this year is 
being held back by heightened geopolitical uncertainty and increased 
inflationary pressures. According to the projections, GDP growth will reach 
1.9% in 2026, before rising to 2.2% in both 2027 and 2028. The uncertain 
outlook this year will be accompanied by elevated inflation of 3.6%, which is 
expected to gradually decline towards 2.3% and 2.0% in 2027 and 2028, 
respectively, in line with the anticipated easing of energy prices and domestic 
cost pressures. 

GDP growth was encouraging at the start of the year, but uncertainty related to 
the situation in the Middle East is worsening the short-term outlook. In the first 
quarter, economic activity increased by 0.7% quarter-on-quarter and by 3.0% year-on-
year, meaning that growth in Slovenia significantly outpaced the euro area average. 
Particularly encouraging was the broad-based growth in value added, which, in addition 
to activities linked to domestic consumption, also reflected a strengthening of manufac-
turing and goods exports. The positive developments at the beginning of the year have, 
since April, been exposed to a marked increase in uncertainty, rising energy prices, 
and weaker economic prospects in our main EU trading partners. In addition to the 
expected impact on investment and export activity, the first indicators for the second 
quarter also point to a moderation in private consumption amid lower consumer confi-
dence. This will contribute to a temporary slowdown in economic growth in the coming 
quarters. 

This year, economic growth will be driven mainly by domestic demand. As inter-
national environment stabilise, growth will gradually strengthen and become 
more balanced in the coming years. Despite renewed inflationary pressures, house-
hold purchasing power will remain supported by strong wage growth, linked to the ad-
justment of the minimum wage, public sector wage reform, and a labour market that 
will remain tight. Private consumption growth will therefore remain robust but initially 
lag behind the growth of real disposable income due to increased precautionary saving 
amid weaker consumer confidence. Government consumption will also make a signifi-
cant contribution to growth this year, particularly as a result of the implementation of 
the Long-Term Care Act and rising public sector employment. In contrast, gross fixed 
capital formation will decline in the first two years. This year, investment by enterprises 
will fall due to high uncertainty, increased cost pressures, and low capacity utilisation, 
while next year, investment in the government sector will decrease as the EU Recovery 
and Resilience Facility programme draws to a close. As the external environment im-
proves, exports and investment will gradually strengthen, although an even faster re-
covery will continue to be constrained by unfavourable terms of trade and rising labour 
costs. Against this backdrop, GDP growth is projected to be 1.9% this year and 2.2% 
in both 2027 and 2028. 

Employment growth was still relatively favourable at the start of the year, but 
uncertainty about the economic outlook and labour market tightness are weigh-
ing on the medium-term outlook. In the first quarter, employment increased again, 
but mainly as a result of further growth in the government sector, which will remain an 
important driver of growth over the projection horizon, while employment growth in the 
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private sector is expected to be considerably more modest. Total employment is pro-
jected to increase by 0.4% this year and by 0.2% in both 2027 and 2028. The unem-
ployment rate will remain low in the coming years, averaging 3.9%, which will maintain 
a significant labour shortage. This is confirmed by both survey indicators and the high 
number of job vacancies. Tight labour market conditions will continue to support rela-
tively strong wage growth. Wages are projected to increase by 7.2% this year, mainly 
due to the increase in the minimum wage, and will outpace labour productivity growth, 
further adding to cost pressures. In the following two years, wage growth will gradually 
moderate to 4.8% and 4.4%, respectively.  

Inflation will accelerate again this year, driven by both external factors and per-
sistent domestic cost pressures. The situation in the Middle East has already been 
reflected in price developments in Slovenia in April and May, when inflation increased 
by more than one percentage point compared with the beginning of the year. Higher 
prices for energy and intermediate goods in international supply chains will keep infla-
tion elevated for the remainder of the year. Domestic factors will also contribute, includ-
ing strong growth in labour costs, construction activity stimulated by public investment, 
and still robust private consumption. Accordingly, inflation in Slovenia is expected to 
stand at 3.6% this year. In 2027 and 2028, it will gradually approach the 2% price sta-
bility target as it reaches 2.3% and 2.0%, respectively, although developments across 
price groups will remain quite diverse. While energy prices are expected to decline, 
reflecting futures prices for oil and strong base effects, the growth of services prices 
will remain above 3%. This will be due to the lagged adjustment to past cost pressures 
and further strengthening of domestic demand, which will allow for the upward adjust-
ment of final prices. 

Both the domestic and external macroeconomic environment are subject to 
heightened risks, which could result in lower economic growth and higher infla-
tion than projected. The baseline scenario in the coming quarters assumes a calming 
of military tensions in the Middle East. In contrast, a prolonged period of tensions would, 
through higher energy and commodity prices, supply chain disruptions, weaker global 
demand, increased uncertainty, and financial stress, translate into lower investment 
and a further deterioration in the export sector. At the same time, supply shocks could 
trigger broader and non-linear inflationary pressures, which would be further amplified 
domestically by wage growth outpacing productivity. Fiscal risks are also becoming 
increasingly important. With strong expenditure growth last year and this year, the gov-
ernment deficit is projected to approach the reference value of 3% of GDP in 2026 and 
to exceed it in coming years. This will interrupt the decline in the debt-to-GDP ratio and 
further reduce the fiscal space to respond to potential shocks in an environment of 
heightened geopolitical risks. Additional measures without appropriate funding could 
further worsen the fiscal position, tighten financing conditions, increase the need for 
consolidation, and limit the countercyclical role of fiscal policy. 

The main messages contained in this publication are supported by topical ana-
lytical boxes, while the risk of a prolonged conflict in the Middle East is ad-
dressed in an alternative scenario. At present, the war is primarily reflected in higher 
energy prices, with the projections also taking into account, based on our empirical 
estimates, the gradual pass-through of these prices to other price categories. The im-
pact on the real economy has so far been mainly limited to increased uncertainty, which 
is holding back corporate investment. The analytical box in this publication also con-
firms its negative effect on private consumption, particularly of durable goods. This 
year, inflationary pressures on purchasing power will be mitigated by strong wage 
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growth, supported by an above-average adjustment of the minimum wage, which, to-
gether with spillover effects into higher wage brackets, is estimated to contribute to 
approximately two percentage points higher growth in the average wage. As wage 
growth outpaces productivity growth, pressures on competitiveness will increase, 
which, according to model estimates incorporated in the projection, will slow the recov-
ery of export growth by around 0.8 percentage points per year. The baseline scenario 
assumes a gradual easing of the conflict in the Middle East; however, should it persist 
for longer, the alternative scenario projects that average GDP growth in the period 
2026–2028 would be 0.6 percentage points lower than in the baseline, while inflation 
would be approximately one percentage point higher. The mitigation of these effects 
would be hampered by limited fiscal space, as the box on public finance developments 
shows that the deficit will already exceed 3% of GDP in the baseline scenario. 

Table 1: Macroeconomic projections for Slovenia, 2026 to 2028 

Sources: SURS, Eurostat, Banka Slovenije projections. 
Note: * Based on national accounts deflators. ∆: difference between current projections and projections given in the December 2025 issue of the Review of Macroeconomic 
Developments and Projections. 

  

2019 2020 2021 2022 2023 2024
∆ Jun. ∆ Jun. ∆ Jun. ∆

Prices annual growth in %
HICP 1.7 –0.3 2.0 9.3 7.2 2.0 2.5 0.0 3.6 1.3 2.3 0.1 2.0 0.0
HICP excluding energy and food 1.9 0.8 0.8 5.9 6.7 2.8 2.4 0.1 2.8 0.7 2.6 0.3 2.2 0.3
HICP energy 0.8 –10.8 11.3 24.8 2.2 –2.3 –1.6 0.0 11.1 9.5 –2.6 –2.6 –2.1 –2.4
HICP food 1.6 2.7 1.0 10.6 11.8 2.0 4.9 –0.2 1.9 –1.3 4.0 1.0 3.3 0.5

Economic activity annual growth in %
GDP (real) 3.5 –4.1 8.4 2.7 2.4 1.7 1.1 0.1 1.9 –0.3 2.2 –0.2 2.2 0.1
Private consumption 5.5 –6.1 11.3 3.9 –0.0 3.8 1.7 0.2 2.4 –0.6 2.8 0.3 2.3 0.0
Government consumption 1.9 4.1 6.2 –0.6 2.1 7.3 1.6 0.0 3.8 0.0 2.1 0.3 1.6 0.1
Gross fixed capital formation 4.9 –7.2 11.9 4.7 5.5 –0.3 4.1 2.9 –0.2 –3.1 –1.2 –1.6 2.7 –0.1
...of which private sector 4.2 –9.5 9.9 2.6 5.3 0.9 1.5 1.8 –0.4 –3.3 1.6 –0.9 3.0 0.0
...of which government sector 8.1 2.2 19.3 11.7 6.2 –3.6 12.2 6.1 0.5 –2.2 –9.2 –3.3 1.9 –0.1
Exports of goods and services (real) 4.5 –8.5 14.1 7.4 –1.9 2.3 0.3 0.1 1.5 –1.6 3.3 –1.6 3.5 –1.2
Imports of goods and services (real) 4.7 –9.1 17.8 9.3 –4.5 4.3 2.1 1.0 2.8 –1.5 2.9 –1.6 3.6 –1.3

Contributions to real GDP growth in percentage points
...Domestic demand (excluding inventories) 4.1 –3.8 9.2 2.8 1.5 3.3 2.1 0.7 2.0 –0.9 1.7 –0.1 2.1 0.0
...Net exports 0.3 –0.3 –1.3 –0.8 2.0 –1.3 –1.4 –0.7 –0.9 –0.2 0.4 –0.2 0.1 0.0
...Changes in inventories –0.9 0.1 0.5 0.8 –1.5 –0.2 0.3 –0.1 0.9 0.9 0.0 0.0 0.0 0.0

Labour market annual growth in % (unless stated otherwise)
Unemployment growth (% of labour force) 4.5 5.0 4.7 4.0 3.7 3.7 3.9 0.2 4.0 0.4 3.8 0.3 3.8 0.3
Total employment 2.4 –0.7 1.3 2.9 1.5 0.5 –0.4 0.1 0.4 0.2 0.2 –0.3 0.2 –0.3
Compensation per employee 5.2 3.8 8.0 4.9 9.6 6.2 7.9 –0.1 7.2 2.1 4.8 0.4 4.4 0.2
...Productivity 1.0 –3.4 7.0 –0.2 0.9 1.3 1.5 0.0 1.6 –0.4 2.0 0.1 2.0 0.4
…Unit labour costs (ULC) 4.2 7.5 0.9 5.2 8.7 4.9 6.3 –0.1 5.5 2.4 2.8 0.3 2.4 –0.2

Balance of payments annual growth in % (unless stated otherwise)
Current account: in bn EUR 3.1 3.4 1.8 –0.5 3.0 3.1 2.5 –0.7 2.6 –0.4 3.1 –0.5 3.3 –0.9
                        in % GDP 6.4 7.3 3.5 –0.9 4.8 4.5 3.5 –0.9 3.6 –0.5 4.0 –0.6 4.1 –1.0
Terms of trade* 0.5 0.7 –2.1 –3.1 3.6 1.4 0.9 –0.2 –0.5 –1.3 0.2 0.0 0.2 0.0

     2025      2027      2028
                                    Projections

     2026

https://www.bsi.si/en/publications/p/review-of-macroeconomic-developments-and-projections-december-2025
https://www.bsi.si/en/publications/p/review-of-macroeconomic-developments-and-projections-december-2025
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1 Current Economic Developments and 
Assumptions 

In the first quarter, domestic economic growth was encouraging. The domestic envi-
ronment continued to underpin the expansion of final consumption and investment. At 
the same time, goods exports rebounded in line with increased manufacturing output. 
In view of the considerable uncertainty surrounding estimates and the volatility of short-
term indicators, we anticipate that economic growth will temporarily ease in the second 
quarter, reflecting heightened geopolitical tensions, cost pressures and a weaker inter-
national environment. 

1.1 International situation and external assumptions 

 

While the effects of the war in the Middle East are already reflected in certain 
economic indicators and represent a risk to global economic activity, economic 
activity strengthened in the first quarter. 

Economic activity in major economies increased in the first quarter, primarily due to 
favourable developments in the first two months of the year, while the effects of the war 
in the Middle East were only partially captured in the March data. In the United States, 
current economic growth rose to 0.4% following a weaker previous quarter, with the 
main contributions coming from investments related to artificial intelligence and private 
consumption. However, private consumption is already moderating somewhat amid 
heightened uncertainty and renewed inflationary pressures. Following the reopening of 
the federal government, public consumption also contributed to growth, whereas net 
trade acted as a drag, mainly due to the faster growth in imports. In Japan, the economy 
expanded by 0.5%, with growth being broad based and exceeding market expecta-
tions. In the United Kingdom, current growth stood at 0.6%, supported primarily by in-
vestments as well as household and government consumption. The Chinese economy 
strengthened by 1.3%, despite persistently weak domestic consumption, mainly asso-
ciated with the crisis in the real estate sector. 

The war in the Middle East, together with higher energy costs and increased uncer-
tainty, is dampening global economic activity in the second quarter. After a marked 
decline in March, the composite PMI indicator rose slightly in April and remained at 
51.8 index points in May, but continues to stay below last year’s average. Activity in the 
services sector strengthened somewhat following the deterioration in March, mainly 
due to favourable developments in business and financial services. Conversely, activity 
in consumer-oriented services declined again, which is linked to elevated uncertainty 
and higher energy prices. Activity in manufacturing continues to increase, while the gap 
persists between relatively favourable current production indicators and weaker busi-
ness expectations. The resilience of production may partly reflect early ordering in an-
ticipation of longer delivery times and higher prices, whereas weaker expectations in-
dicate deteriorating prospects due to geopolitical uncertainty. The index of pressures 
in global supply chains (GSCPI) also points to increased risks in production chains, 
having risen in April to its highest level since July 2022. 

https://www.newyorkfed.org/research/policy/gscpi#/overview
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According to the ECB’s June projections, global economic growth excluding the euro 
area is expected to slow somewhat this year as a result of the war in the Middle East. 
Compared with the March projections, it has been revised to 3.0% (Figure 1.1.1, left). 
In the coming years, it is projected to gradually strengthen again, reaching 3.2% in 
2027 and 3.3% in 2028. 

 

For the euro area, survey indicators suggest a continued contraction of 
economic activity in the second quarter.  

Economic activity in the euro area declined by 0.2% quarter-on-quarter in the first quar-
ter, although this contraction largely reflects a sharp downturn in the Irish economy, 
which, according to revised data, contracted by 12.1%1 (Figure 1.1.1, right). Excluding 
Ireland, euro area economic growth stood at 0.2%. Growth was supported by net trade 
(0.3 percentage points) and both government and private consumption (each contrib-
uting 0.1 percentage point), while gross fixed capital formation acted as a drag (–0.1 
percentage point). By sector, most of the growth originated from services and industry. 
Among the larger euro area economies, Spain again recorded the highest growth 
(0.6%), mainly supported by domestic demand. Growth in Germany and Italy was more 
moderate, at 0.3%, while the French economy contracted (–0.1%) due to a decline in 
private consumption and investment.  

Current survey indicators show that the effects of the war in the Middle East and the 
associated high energy prices are already being reflected in economic activity. The 
composite PMI indicator fell further into contraction territory in May, reaching 48.5 index 
points. This primarily reflects a contraction in services, which is the result of higher 
household costs due to more expensive energy and a decline in confidence. In manu-
facturing, activity continued to increase, albeit to a lesser extent than in April. The mod-
eration in growth is mainly related to weaker demand and a reduction in new orders, 
indicating a gradual fading of the effects of early ordering prompted by the expectation 
of higher prices and supply disruptions. Risks in manufacturing therefore remain linked 
to cost pressures, extended delivery times for input materials, and disruptions in global 
logistics flows.  

This is similarly indicated by the ZEW and European Commission economic sentiment 
indicators. Both deteriorated sharply in April and improved slightly in May but remained 
well below the levels recorded prior to the onset of the current war. Compared with the 
period following the outbreak of the war in Ukraine in 2022, the current deterioration in 
overall sentiment is less pronounced. Nevertheless, the sharp decline in consumer con-
fidence and the somewhat less pronounced deterioration in confidence in the services 
sector – from already lower initial levels – point to weaker consumer demand. This 
could, compared with the previous energy crisis, limit the pass-through of the current 
shock to inflation. 

Headline inflation in the euro area has increased for the third consecutive month since 
the onset of the conflict in the Middle East, reaching 3.2% in May. While food inflation 
moderated to 2.0%, the year-on-year growth in energy prices has remained above 10% 
for the second month in a row and rose to 10.9% in May, reflecting a positive base 
effect amid ongoing price declines. The increase in headline inflation was primarily at-
tributable to higher services inflation (3.5%), which stemmed from both ongoing price 
 

1 The quarterly decline in GDP in Ireland was largely attributable to developments in sectors dominated by multinational 
enterprises. Developments in the domestic economy were more favourable, as indicated by the modified domestic de-
mand (MDD) indicator, which increased by 0.6% in the first quarter. 

https://www.cso.ie/en/csolatestnews/pressreleases/2026pressreleases/pressstatementquarterlynationalaccountsandinternationalaccountsq12026/
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increases and a positive base effect.2 The acceleration of core inflation to 2.5% was 
further supported by higher year-on-year growth in non-energy industrial goods (here-
inafter: other goods) prices, which stood at 0.9%. 

Core inflation momentum3 continued to strengthen in May, with elevated cost-push in-
flationary pressures also reflected in higher expected input and output prices, short-
term inflation expectations, and developments in import prices.4 Nevertheless, a 
broader set of indicators – including measures of core inflation, inflation in energy-sen-
sitive products, inflation shock momentum, and inflation in products sensitive to mone-
tary policy – up to and including April, do not yet point to medium-term inflationary 
pressures comparable to those observed at the onset of the war in Ukraine.5 Several 
factors suggest a potentially slower transmission of the energy price shock than after 
the start of the war in Ukraine, such as the weaker initial level of inflationary pressures 
at the outbreak of the shock, the less accommodative stance of economic policies, and 
relatively smaller supply chain disruptions.6 

Figure 1.1.1: 
Macroeconomic outlook 
in the international 
environment and 
economic conditions in 
the euro area 

Sources: ECB, Bloomberg, Eurostat, Banka Slovenije calculations. Latest data in the right chart: GDP – first quarter of 2026, PMI – 
May 2026. 

According to the ECB experts’ June projections, economic growth in the euro area is 
expected to slow to 0.8% this year as a result of the consequences of the war in the 
 

2 In May 2025, month-on-month services price growth was low, following an above-average increase in April. This was due 
to the later timing of Easter, and the associated price rises in travel-related services items (air transport, package holidays, 
and accommodation). 
3 The inflation momentum indicator is calculated as the annualised rate of growth in the seasonally adjusted services price 
index by comparing the average level of prices in the last three months with that from the preceding three months. 
4 Elevated cost-push inflationary pressures are evident in the latest PMI input and selling price indicators, the European 
Commission’s indicators of selling price expectations and one-year consumer inflation expectations, one-year market-
based inflation expectations, and Eurostat’s import prices. 
5 Core inflation indicators include measures that exclude volatile components (e.g. inflation excluding energy and food), 
outliers (e.g. the weighted median), and transitory movements (e.g. the PCCI). Inflation in energy-sensitive products co-
vers only the price developments of those core inflation products for which energy represents an above-average cost 
relative to the services or other goods aggregates. Inflation shock momentum measures the difference between the shares 
of products in the HICP basket that, according to their own autoregressive process, have persistently surprised to the 
upside or downside over the past three months. Inflation in products sensitive to monetary policy comprises the 40% of 
core inflation products with the largest cumulative response to a monetary policy shock, as measured by local projections. 
6 For a more extensive comparison of the nature of the energy price shock and the circumstances surrounding it in the last 
two crises, see A tale of two energy crises – initial conditions matter. 

  

3.0
3.2

3.3

0.8

1.2

1.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

24 25 26 27 28
foreign demand for Slovenia
world (excluding euro area) real GDP
real GDP in euro area

Projections of world and euro area GDP 
growth and foreign demand for Slovenia

annual growth in %

40

45

50

55

60

−1.0

−0.5

 0.0

0.5

1.0

23 24 25 26

GDP, quarterly in %
PMI composite (right)
PMI manufacturing (right)
PMI services (right)

Purchasing Managers' Index (PMI) and GDP 
growth in the euro area

contraction

expansion

https://www.ecb.europa.eu/press/economic-bulletin/articles/2018/html/ecb.ebart201804_03.en.html
https://www.ecb.europa.eu/press/economic-bulletin/focus/2024/html/ecb.ebbox202403_06%7Ebf8222a3ae.en.html
https://www.frbsf.org/research-and-insights/publications/working-papers/2026/04/measuring-inflation-shock-momentum/
https://www.bsi.si/storage/uploads/fe96983e-78bb-4856-9d7e-a0796778c4e9/2025-KEFA-Markovi%C4%8D-Inflation_MonPol_sensitivity-final.pdf
https://www.ecb.europa.eu/press/blog/date/2026/html/ecb.blog20260603%7E3015f38292.en.html
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Middle East. This will be mainly driven by lower household purchasing power due to 
higher energy prices, as well as slower growth in investment and international trade 
amid increased uncertainty. Growth is then projected to gradually strengthen to 1.2% 
in 2027 and 1.5% in 2028. Compared with the December projections, which did not yet 
take into account the effects of the war, this represents a downward revision of 0.4 and 
0.2 percentage points for 2026 and 2027, respectively, while the projection for 2028 
has been revised upwards by 0.1 percentage point. Headline inflation is expected to 
rise to 3.0% this year, mainly due to higher energy prices. As the energy shock is ex-
pected to subside, inflation is projected to gradually moderate to 2.3% in 2027 and 
2.0% in 2028. Relative to the December projections, inflation for 2026 and 2027 has 
been revised upwards by 1.1 and 0.5 percentage points, respectively, while the projec-
tion for 2028 remains unchanged. 

 

The June assumptions for the international environment foresee higher prices 
for energy and primary commodities, weaker global economic growth, lower 
growth in foreign demand for Slovenia, and tighter financing conditions. 

In the main assumptions for the external environment,7 the war in the Middle East is 
reflected primarily through higher prices for energy and commodities. The average oil 
price is expected to reach EUR 82.5 per barrel this year, which is one third higher than 
last year, and is projected to gradually decline in the coming years. The increase in 
energy prices, together with heightened pressures in supply chains, is also resulting in 
higher prices for primary commodities. Amid increased uncertainty and a slowdown in 
global economic activity, the growth of foreign demand for Slovenia is expected to mod-
erate somewhat this year, before recovering in the following years, although remaining 
below the long-term average.8 Compared with the December assumptions, tighter fi-
nancing conditions are also foreseen, along with a slight appreciation of the euro 
against the US dollar (Table 1.1.1). 

Table 1.1.1 : Assumptions for the international environment 

 Sources: ECB, Banka Slovenije calculations. 

 

7 The assumptions regarding the international environment are based on information available up to the cut-off date of 21 
May 2026. The assumptions for foreign demand for Slovenia and the external technical assumptions underlying the me-
dium-term projections, on which Banka Slovenije’s projections are based, are prepared within the Eurosystem staff projec-
tion process. Further information on the methodology applied is available in the ECB's latest projection release. 
8 Between 2007 and 2025 the average annual growth of foreign demand for Slovenia was 3.0%. 

2023 2024 2025 2026 2027 2028
Global economic growth excluding euro area, % –1.9 7.0 3.6 3.6 3.7 3.6 3.0 3.2 3.3
Economic growth in euro area, % –6.1 6.4 3.7 0.5 0.9 1.5 0.8 1.2 1.5
Growth in foreign demand for Slovenia, % –9.0 11.5 8.8 –0.4 2.0 3.5 2.3 2.8 3.1
Oil price, USD/barrel 42.0 70.8 102.3 83.6 81.2 69.1 96.9 82.2 77.1
Oil price, EUR/barrel 36.8 59.9 97.2 77.3 75.1 61.2 82.9 70.4 66.0
Change in US dollar oil prices, % –34.7 68.6 44.5 –18.3 –2.9 –14.9 40.1 –15.1 –6.2
EUR/USD exchange rate 1.1 1.2 1.1 1.1 1.1 1.1 1.2 1.2 1.2
3-month Euribor, % –0.4 –0.5 0.3 3.4 3.6 2.2 2.4 2.8 2.7
Change in primary commodity prices, % 2.3 41.9 6.3 –12.3 9.2 5.8 3.0 0.8 –1.9

Assumptions
2020 2021 2022

https://www.ecb.europa.eu/press/projections/html/index.en.html
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1.2 Domestic economic environment 

 

Domestic economic growth strengthened year-on-year in the first quarter, 
further supported by investment and final consumption in the domestic market, 
while the negative contribution of external trade diminished as exports 
increased. 

In the first quarter, economic activity continued to increase, rising by 0.7% compared 
with the previous quarter, while year-on-year growth accelerated to 3.0%, thus signifi-
cantly exceeding the euro area average. Against the backdrop of last year’s low base, 
this was largely attributable to a less negative contribution from net trade with foreign 
countries, which amounted to –0.5 percentage points (Figure 1.2.1, left). Notably, 
goods exports strengthened despite further deterioration in the international environ-
ment in March, which may also reflect advance orders in the face of uncertainty regard-
ing supply chains in the coming months. 

Private consumption remained a stable driver of growth, supported by the increase in 
the minimum wage and the introduction of the mandatory winter allowance. It was 
broad based and strengthened both on a current and annual basis, contributing 1.4 
percentage points to year-on-year GDP growth. With rising employment in the general 
government sector and higher expenditure on healthcare and long-term care, govern-
ment consumption also increased, contributing an additional 0.9 percentage points to 
economic growth. 

Figure 1.2.1: Domestic 
economic growth 

Source: SURS. Latest data: first quarter of 2026.  
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Year-on-year growth in gross fixed capital formation accelerated further, reaching 
12.6% and contributing 2.6 percentage points to GDP growth. Growth was driven pri-
marily by continued strengthening of investment in equipment and machinery, as well 
as government investment projects supported by EU funds. Due to the negative contri-
bution of changes in inventories, the total contribution of gross investment to GDP 
growth was lower, at 1.2 percentage points.  

 

Value added growth was driven mainly by private services and construction, 
with some signs of recovery in manufacturing. 

Total value added was 2.6% higher year-on-year in the first quarter. Private services 
contributed the most to growth, at 1.1 percentage points (Figure 1.2.1, right), with the 
largest contributions coming from services with higher value-added per employee, such 
as information, financial, and professional and technical services. Monthly indicators 
also point to strong growth in accommodation and food service activities. Conditions in 
trade and transport were less favourable, as monthly data indicate year-on-year stag-
nation in retail trade turnover despite a March spike in fuel sales, and a decline in ac-
tivity in transport and storage. This was partly related to increased fuel purchases at 
petrol stations ahead of the announced rise in liquid fuel prices, which was already 
reflected in a monthly decline in revenues in this segment in April. Value added in public 
services increased by 2.5% year-on-year amid higher government consumption, con-
tributing 0.5 percentage points to GDP growth. 

Among individual activities, construction contributed the most to GDP growth (0.8 per-
centage points), with value added increasing by 15.0% year-on-year from a low base, 
mainly due to an increase in the value of specialised construction put in place. Value 
added declined on a quarterly basis, indicating a moderation of activity following strong 
growth at the end of last year. 

With the strengthening of goods exports, conditions also improved at the beginning of 
the year in manufacturing, where value added increased by 1.4% after last year’s de-
cline. Monthly data on industrial production indicate that growth was concentrated in 
sectors with lower technological intensity, while production in more technologically ad-
vanced sectors declined (Figure 1.2.2, left). In other industrial activities, particularly 
energy, activity contracted sharply, so that the overall contribution of industry to GDP 
growth was slightly negative (–0.1 percentage point). 

 

Further deterioration in the international environment in the second quarter is 
reflected mainly as a price shock, while its impact on economic activity remains 
limited, despite increased monthly volatility in survey indicators. 

Economic sentiment, after worsening in April, returned in May to its long-term average 
(Figure 1.2.2, right). Consumer confidence improved slightly, though it remained below 
the level of the first quarter and last year’s average. The confidence indicator also in-
creased across all activities, in trade and other services even above the level of the first 
quarter. Sentiment improved in manufacturing, although capacity utilisation remained 
persistently lower than in the five-year period before the pandemic, and the volume of 
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new orders was smaller. In construction, the main development was a reduction in per-
ceived uncertainty, while heightened expectations regarding future price increases per-
sist among consumers and in most activities. 

Available high-frequency indicators for the second quarter suggest somewhat more 
cautious household consumption amid increased survey-based uncertainty regarding 
financial conditions, while signals from certain domestically oriented activities are more 
favourable. The real value of confirmed tax receipts in the first two months of the sec-
ond quarter was 1.6% lower year-on-year, while the value of card payments was 1.7% 
higher, though growth was slower than in the first quarter. In April, real sales of motor 
vehicles increased by 4.5% year-on-year, and retail trade turnover by 2.1%.9 In accom-
modation and food service activities, data on tourist overnight stays in the first two 
months of the second quarter also indicate continued growth, with the number of over-
night stays up 7.0% year-on-year. The outlook in construction also remains favourable, 
as the total floor area covered by building permits for buildings increased significantly 
up to April this year. 

Figure 1.2.2: 
Manufacturing activity 
and confidence indicators  

Sources: SURS, Banka Slovenije calculations. Latest data left: March 2026; right: May 2026. 
Note: In the left chart, year-on-year growth rates are based on three-month moving averages of production indicators. In the right 
chart, the long-term average for economic sentiment is calculated for the period 2010–2025. Due to volatility, retail trade data are 
presented as three-month moving averages. 

The current average of model-based estimates for quarterly GDP growth in the second 
quarter stands at 0.3% (Figure 1.2.3, left). The estimate is below the long-term average 
of quarterly growth and is accompanied by pronounced uncertainty. This arises from 
the limited set of soft indicators, which fluctuated significantly in the first two months of 
the second quarter. Following a sharp decline in the economic sentiment in April, a 
rebound was observed in May. In addition to the highlighted uncertainty of survey-
based indicators for the second quarter, the estimate is also strongly influenced by the 

 

9 In retail trade, real revenues from sales of motor fuels continued to increase strongly, with year-on-year growth of 12.3%. 
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March volume of sales in trade and services, which to a significant extent reflects the 
one-off effects of increased fuel purchases at petrol stations prior to the announced rise 
in fuel prices. 

 

Real exports and imports of goods increased year-on-year in the first quarter, 
despite a deterioration in the terms of trade for goods, while trade in services 
contracted. 

The current account surplus amounted to 2.3% of GDP in the first quarter, which is 0.4 
percentage points less than a year earlier. The main factor behind the decline was a 
larger deficit in the trade in goods, which widened as a result of import volumes growing 
faster than export volumes, coupled with a slight deterioration in the terms of trade 
(Figure 1.2.3, right). Survey indicators of the competitive position on EU and non-EU 
markets remain unfavourable, indicating a further decline in the competitiveness of en-
terprises (see Box 2.1.4 for more details). 

Despite weaker external trade flows in January, heightened geopolitical tensions have 
not yet been significantly reflected in goods trade data for the first quarter. Nominal 
exports of goods were up 1.4% year-on-year (real growth of 0.7%), while imports in-
creased by 1.9% (real growth of 1.5%), mainly due to stronger flows in March. This 
might partly indicate an early increase in trade volumes in response to uncertainty re-
garding the resilience of supply chains in the coming months amid geopolitical ten-
sions.10 

Approximately two-thirds of the growth in goods exports was attributable to exports to 
EU countries. The growth was geographically dispersed, as nominal exports increased 
to all major trading partners except Germany and Austria.11 The largest contribution to 
export growth outside the EU came from higher exports to Russia, primarily of medical 
and pharmaceutical products, which rose by 29% year-on-year. Medical and pharma-
ceutical products account for a significant share of goods exports (15%), with total ex-
ports in this category up by a tenth year-on-year in the first quarter. Exports of road 
vehicles also increased (by 4.8%),12 as did exports of industrial and electrical machin-
ery (by 3.0%). 

The largest contribution to overall goods imports growth came from a 10.9% increase 
in imports from non-EU countries, while imports from EU countries declined by 0.5%, 
mainly due to lower imports of oil and oil products from Italy. The main drivers of import 
growth were a 8.7% increase in imports of machinery and transport equipment, with 
the most pronounced growth seen in road vehicles from Spain (57%) and electrical 
machinery and equipment from China (48%).13 The increase in imports from China may 
partly be linked to stockpiling ahead of the possible introduction of new EU restrictions 

 

10 In April, too, nominal exports were up 4.8% year-on-year, while imports increased by 15.7%. Exports of oil products rose 
by 92%, and imports by 166% (both mainly with non-EU countries). Excluding oil and oil products, in April exports would 
be 1.7% higher and imports 6.6% higher year-on-year (SURS, Exports and imports excluding operations involving pro-
cessing). 
11 In the first quarter, exports of goods increased to Croatia (2.8%), Italy (1.3%), France (6.1%), Poland (3.8%), and Hun-
gary (9.4%). 
12 Exports of road vehicles to the United Kingdom almost doubled, while exports to Serbia were up by 47% and to France 
by 14%. 
13 Imports of goods from China increased by 27.9% year-on-year, with imports of machinery and transport equipment up 
by 31.4%. At the EU level, imports of goods from China rose by 2.5% year-on-year, with imports of machinery and 
transport equipment up by 10.7%. 

https://pxweb.stat.si/SiStatData/pxweb/en/Data/-/2490312S.px/
https://pxweb.stat.si/SiStatData/pxweb/en/Data/-/2490312S.px/
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aimed at enhancing supply chain resilience, reducing risks associated with supply con-
centration, and strengthening economic security.14  

Nominal exports of services were up 2.8% year-on-year in the first quarter, while im-
ports increased by 3.3%. Despite these favourable trends, real exports of services de-
clined by 2.9% and imports by 1.3%, mainly due to a pronounced price effect. The main 
contributors to the growth in nominal exports of services were insurance services and 
travel, which increased by 5.2% year-on-year. Daily data for the first two months of the 
second quarter indicate a further increase in travel exports, as the number of overnight 
stays by foreign tourists was 8.6% higher year-on-year.15 Transport continues to ac-
count for the largest share of service exports, representing almost one-third, and re-
mained virtually unchanged year-on-year (0.9%). On the import side, travel imports 
increased by 8.6%, while imports of transport services declined by 2.7%, with maritime 
freight transport down by one fifth.16 The surplus in trade in services remained similar 
to a year earlier, with transport services continuing to be the most important source, 
generating almost two thirds of the surplus. 

Figure 1.2.3: GDP 
nowcasts and current 
account developments 

Sources: SURS, Banka Slovenije, Banka Slovenije estimates. 
Notes: The left chart illustrates the nowcasts for quarterly GDP growth. The gold area represents the interval between the 25th and 
75th percentiles, while the green area represents the interval between the lowest and highest nowcasts. The gold line represents 
the average nowcast for GDP growth in Q2 2026. Nowcast date: 20 May 2026. In the right chart, the effect of terms of trade is 
calculated as the difference between nominal and real trade, based on balance of payments data and national accounts price 
indices. 

 

14 The EU is planning to extend import quotas and safeguard duties to entire industrial sectors, such as chemicals, metals, 
and clean technologies. It is also considering the introduction of supply chain diversification requirements, which would 
limit the purchase of key components from a single supplier to 30–40%, with the remainder to be sourced from multiple 
suppliers in different countries. This could increase the cost of final products (Finance, 2026, Global Banking & Finance 
Review, 2026). In addition, as of 1 July 2026, the exemption from customs duties for parcels under EUR 150 will be abol-
ished, prompting Chinese companies to increase the number of warehouses and distribution centres within the EU (Svet 
EU, Carra Globe, 2026, Ecommerce News, 2026). 
15 SURS, tourism daily.  
16 Imports of maritime freight transport already declined in January and February (by 19.7% and 28.3%, respectively), i.e. 
before the closure of the Strait of Hormuz in March. 
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The primary income balance also recorded a surplus in the first quarter, similar to last 
year. It amounted to EUR 13 million, which was EUR 19.2 million lower year-on-
year. This was mainly due to lower interest income received by the government, along-
side an increase in interest expenditure. The deficit in secondary income narrowed by 
EUR 21 million, primarily as a result of higher net non-life insurance premiums. 

 

The labour market remains robust, while real wage growth exceeds productivity 
growth.  

Following last year’s contraction, employment increased by 0.4% year-on-year in the 
first quarter of this year (Figure 1.2.4, left). By activity, the largest contributions to 
growth came predominantly from public services and professional, scientific, technical 
and other business activities, while the sharpest declines were recorded in manufac-
turing and in the combined trade, transportation, accommodation and food services 
activity. Seasonally adjusted data on expected employment indicate that labour de-
mand moderated in the spring months and was only half a percentage point above the 
long-term average. It remained highest in construction. Nevertheless, the labour market 
remains tight, as reflected in persistently high labour shortages and low registered un-
employment. In May, registered unemployment was 0.3% lower year-on-year, amount-
ing to 43,060 persons, which is less than 1,000 above the historical minimum recorded 
in June last year. The unemployment rates did not change significantly year-on-year; 
the registered unemployment rate stood at 4.6% in March, while the survey unemploy-
ment rate was 4.1% in the first quarter. 

Figure 1.2.4: Labour 
market indicators 

Sources: SURS, ZRSZ, Banka Slovenije calculations. Latest data: left – first quarter of 2026 for employment, second quarter of 
2026* for registered unemployed; right – first quarter of 2026. 
Note: * The data for registered unemployed are calculated as the average of the three months in the quarter. For the second 
quarter of 2026, data are available for April and May. ** Real growth in compensation of employees per employee is calculated 
using the HICP deflator. 

Wage growth, measured by compensation of employees per employee, was 7.5% year-
on-year in the first quarter (Figure 1.2.4, right). Despite a substantial 16% increase in 
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the minimum wage, which is analysed in detail in Box 2.2.1, wage growth was more 
than one percentage point lower than a year ago, due to the fading base effect from 
the public sector wage increase in January last year. In the private sector, wage growth 
stood at 7.5%, while in predominantly public services it was 7.3%. Despite the highest 
year-on-year productivity growth in the past four years (2.6%), which, given last year’s 
low base, is mainly attributable to the year-on-year increase in GDP, productivity still 
lagged behind real wage growth (4.9%) in the first quarter. 

 

Inflation has accelerated primarily due to higher energy prices; services 
inflation, however, continues to remain elevated. 

The annual growth rate of consumer prices, as measured by the HICP, increased again 
in May, reaching 3.8%. This was 0.4 percentage points higher than in April and 1.4 
percentage points higher than in March (Figure 1.2.5, left). The acceleration over the 
past two months has been driven primarily by fuels, reflecting higher crude oil prices 
on global markets due to the outbreak of war in the Middle East. Motor and liquid fuels 
prices rose by 20.3% month-on-month in April; in May, however, amid significant vola-
tility in wholesale prices, they declined by 2.0%.17 However, these rates have been 
partly impacted by government measures related to excise duties and the CO₂ contri-
bution.18 Total energy prices also declined slightly in May, by 1.4% month-on-month, 
while their high annual growth rate at 17.1% (15.6% in April) was supported not only 
by recent price increases but also by base effects. The latter stemmed mainly from fuel 
prices, which had been declining in the same period last year.19 

Food prices have remained relatively stable so far, despite higher fuel prices. Their 
annual growth rate increased only slightly in May, to 2.0%, with monthly increases in 
both processed and unprocessed food not deviating from typical seasonal patterns for 
May. Fertiliser prices on global markets, which had surged following the energy shock, 
eased significantly by the end of May, mitigating the pass-through of higher energy 
prices to consumer prices.20 Nevertheless, changed conditions in the global economy 
have already been reflected along production chains, where increased price pressures 
are evident in higher prices for agricultural inputs, particularly nitrogen fertilisers, as 
well as in higher import prices of energy and intermediate goods.21 

Alongside the acceleration in energy prices, core inflation, measured as the growth of 
prices excluding energy and food, has also strengthened. In May, it rose back to 2.3% 
(1.9% in April), returning to the levels of the first quarter. The decline in April was mainly 
attributable to the prices of other goods, particularly clothing and footwear.22 Neverthe-
less, core inflation continues to be driven primarily by services prices, which were up 
3.9% year-on-year in May. Indeed, services inflation has been hovering around these 
 

17 The estimate is based on data from the Weekly Oil Bulletin and the first release of the consumer price index for May 
2026 by the Statistical Office of the Republic of Slovenia. It combines price indices for petrol, diesel, and liquid fuels. 
18 Headline inflation would have been higher by 0.1 percentage point in March 2026 had these measures not been imple-
mented. The impact in April 2026 amounts to 0.9 percentage points, and in May 2026 to 0.8 percentage points. The CO₂ 
contribution had already reversed to the pre-war levels on 2 June 2026, therefore implying a positive base effect on head-
line inflation between March and May 2027. This accounts for roughly half the size of the measures. The distribution of the 
remaining part of the positive base effect, stemming from the excise duties, will depend on the timing of reversal to the 
levels before 10 March 2026. 
19 Such developments were mainly attributable to anticipated lower demand following announcements of tariffs by the US 
administration, alongside increased production by OPEC+ member states.  
20 Global nitrogen fertiliser prices, after rising by around 60%, had fallen back to roughly their February levels by the end of 
May (Trading Economics). 
21 In March, nitrogen fertiliser prices for producers increased by 24.3% month-on-month. 
22 The annual growth rate of prices for other goods declined from 0.1% in March to –0.5% in April. Most of this change, 
amounting to 0.4 percentage points, can be explained by clothing and footwear prices, which typically follow seasonal 
patterns and may occasionally exhibit shifts in these patterns. In May, the annual growth rate of prices for other goods 
returned to its early-year level, standing at 0.3%. 

https://energy.ec.europa.eu/data-and-analysis/weekly-oil-bulletin_en
https://www.stat.si/StatWeb/en/News/Index/14381
https://www.stat.si/StatWeb/en/News/Index/14381
https://tradingeconomics.com/commodity/urea
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levels since late 2024, supported by robust domestic demand and strong growth in 
labour costs. A further persistence of services inflation is indicated by inflation momen-
tum, which has increased by more than one percentage point over the past four 
months, while the annual growth rate remained relatively unchanged. Survey indicators 
also point to the somewhat accumulated price pressures, as they show a notable in-
crease in the share of firms expecting a faster rise in their selling prices in the coming 
months (Figure 1.2.5, right). Expectations of further price increases could be driven by 
still robust domestic demand, the delayed pass-through of labour cost growth to final 
prices, and the gradual transmission of higher energy prices to other price categories. 

Figure 1.2.5: Domestic 
price developments and 
business tendency  

Sources: SURS, Eurostat, ECB, Banka Slovenije calculations. Latest data: May 2026. 
Note: Due to high volatility, retail trade data in the right chart is presented as 6-month moving averages. Selling expectations refer 
to the period of the next three months. 

 

The growth of expenditure of the consolidated general government budgetary 
accounts outpaced that of revenue, resulting in an increase in the deficit.  

The deficit of the consolidated general government balance amounted to EUR 397 mil-
lion in the first four months, which is EUR 111 million more than in the same period last 
year. Over the twelve-month period to April, it reached 2.6% of GDP, slightly higher 
than at the end of 2025 (2.5% of GDP). Most of the deficit originated from the state 
budget, where it amounted to EUR 420 million in the first four months. According to 
preliminary data up to and including May, the state budget deficit increased further, 
reaching EUR 890 million (compared with EUR 561 million in the same period last 
year). 

Consolidated general government revenue was 11.4% higher year-on-year up to April. 
The main contributors to this growth were social security contributions, reflecting labour 
market conditions that are favourable for public finances and the introduction of the 
long-term care contribution in July 2025. Among tax revenues, the most pronounced 
growth was recorded in corporate income tax, due to the settlement of tax liabilities for 
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the previous year in April. Revenue from domestic taxes on goods and services also 
increased, supported by growth in private consumption. Notably, value added tax rev-
enue rose strongly, and excise duty receipts were also higher year-on-year in April. A 
significant contribution to overall revenue growth came from EU budget funds, which 
were EUR 172 million higher, mainly due to inflows from the EU Recovery and Resili-
ence Facility (NGEU); these amounted to EUR 175 million this year, compared with 
none in the same period last year. In April, the tax on total assets of banks and savings 
banks, introduced to finance post-flood reconstruction, was also paid. 

Consolidated general government expenditure increased even more rapidly than reve-
nue, rising by 12.2%. The main driver of this growth was a significant increase in wages, 
which was 11.7% higher year-on-year. This reflects the gradual implementation of the 
wage reform, the increase in the minimum wage, growth in employment, and promo-
tions. The impact of this year’s 0.9% wage indexation to inflation will be reflected in the 
May data, following the payment of April wages. Transfers to individuals and house-
holds also increased. Expenditure on pensions was 6.0% higher year-on-year, mainly 
due to the regular 4.2% pension indexation and an increase in the number of pension-
ers, while unemployment benefits also rose substantially.23 Investment expenditure 
and transfers were 19.4% higher year-on-year, indicating stronger government invest-
ment activity. There was also a notable increase in current payments to other institu-
tions performing public services that are not indirect budget users, as well as in alloca-
tions to reserves. 

2 Projections 

After the temporary slowdown in economic growth, associated with the effects of the 
war in the Middle East, GDP growth will gradually strengthen from the end of 2026 over 
the projection horizon and stabilise above 2% in 2027 and 2028. A stronger recovery 
will be constrained by deteriorating external competitiveness, primarily as a result of 
robust growth in labour costs, despite a somewhat less tight labour market and modest 
employment growth. The domestic economy will thus face a combination of external 
and domestic cost pressures, which will again contribute to higher inflation this year 
and subsequently hinder its faster moderation in the ensuing period. 

 

23 In addition to the regular 4.2% indexation of pensions in February, with retroactive effect for January, an extraordinary 
1% pension indexation was paid in May, with retroactive effect from March onwards. The increase in expenditure on un-
employment benefits is the result of legislative changes. As of 1 January 2026, the minimum amount of unemployment 
benefit is set at 70% of the gross minimum wage (EUR 1,037.32 gross), while the maximum amount is set at 130% of the 
minimum wage (EUR 1,926.44 gross); previously, the maximum amount was limited to EUR 892 gross. In the first four 
months, unemployment benefit payments were 27.3% higher year-on-year. 
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2.1 Economic activity 

 

GDP growth will amount to 1.9% this year, with the encouraging start to the 
year and the carry-over of economic activity from the previous year mitigating 
the effects of the situation in the Middle East. With the stabilisation of the 
international environment, growth will rise to 2.2% in 2027 and 2028. 

In the short term, economic developments will be shaped by events in the Middle East. 
Although, according to available indicators for the second quarter, these effects are 
primarily manifesting as a price shock and to a lesser extent as a shock to the real 
economy, the projections assume that economic growth will temporarily moderate in 
the second and third quarters of this year. This will be mainly driven by uncertainty, 
which, together with higher input costs, will also dampen activity in our trading partners. 
Against this backdrop, net trade with foreign countries will make a negative contribution 
to economic activity this year, while investment will largely stagnate. Growth will thus 
be sustained by domestic consumption. On the government side, this will be mainly 
linked to the implementation of the Long-Term Care Act and the increase in employ-
ment in the government sector. Real wage growth, supported by a relatively robust 
labour market, will at the same time mitigate the impact of the energy shock on house-
hold purchasing power, which will also underpin the growth of private consumption. 
With the anticipated stabilisation of international conditions, activity in the export sector 
of the economy will gradually recover in 2027 and 2028, resulting in more balanced 
and higher GDP growth (Figure 2.1.1). 

Figure 2.1.1: Drivers and 
decomposition of GDP 
growth 

Sources: SURS, Banka Slovenije calculations and projections. 

 
 

1.9   
2.2   2.2   

–2

–1

0

1

2

3

4

23 24 25 26 27 28

private consumption
government consumption
gross fixed capital formation
changes in inventories
net exports
GDP

Contributions to real GDP growth

annual growth in %, contributions in p.p.

1.9
2.2 2.2

−2

−1

0

1

2

3

4

23 24 25 26 27 28

carry-over
within year growth
seasonal and working day adjustment
GDP

Contributions to real GDP growth from carry-
over and within year growth

annual growth in %, contributions in p.p.



Review of Macroeconomic Developments and Projections 
June 2026 

Banka Slovenije 

 

  21 

 

Amid heightened uncertainty and weaker consumer confidence, the growth of 
private consumption will lag behind the growth of disposable income this year; 
nevertheless, at 2.4%, it will remain relatively robust. Over the remainder of the 
projection horizon, developments in both components are expected to become 
more closely aligned, with private consumption growth rising slightly to 2.6%. 

Favourable developments in private consumption dynamics at the beginning of the year 
masked divergences in underlying factors. While household income – supported by the 
lagged effect of the mandatory winter bonus and a pronounced increase in the mini-
mum wage – continued to underpin spending, consumer confidence deteriorated 
slightly in February and March. Uncertainty and the energy shock further significantly 
deepened the decline in confidence in April and May. Together with higher inflation and 
pressures on disposable income, these factors are expected to constrain private con-
sumption over the remainder of the year, during which its growth is projected to mod-
erate. The impact on purchasing power will be more pronounced among households 
with lower incomes and a higher propensity to consume, as they are disproportionately 
affected by the increase in the prices of essential goods and services.24  

Wage growth will continue to mitigate inflationary pressures; however, due to weaker 
confidence and precautionary saving, the growth in real disposable income will only 
partially translate into higher private consumption. In an environment of heightened 
uncertainty, households are expected to postpone major purchases and demand for 
durable goods in particular, as confirmed by our empirical estimates in Box 2.1.1. Con-
sequently, private consumption growth is projected to reach 2.4% this year, which is 
0.7 percentage points lower than the December projection. Despite tighter financing 
conditions,25 consumer confidence is expected to improve over the remainder of the 
projection horizon, assuming a gradual easing of uncertainty. Together with further real 
income growth, this will accelerate private consumption growth to 2.8% next year. In 
2028, private consumption growth is projected to moderate to 2.3%, in line with devel-
opments in real disposable income (Figure 2.1.2, left). 

The household saving ratio is estimated to have increased to 15.5% last year, and, 
amid subdued growth in private consumption and continued robust growth in real dis-
posable income, it is expected to rise further to 16.3% this year, which is 2.8 percentage 
points above the long-term average. This primarily reflects precautionary saving and 
the postponement of major purchases due to heightened uncertainty and, conse-
quently, weaker consumer confidence. Despite the strengthening of private consump-
tion from next year onwards, the household saving ratio will remain relatively high, as 
confidence is expected to recover only gradually with the easing of uncertainty, and a 
portion of income will continue to be allocated to saving or investment. The saving ratio 
is projected to stand at 15.8% on average over the period 2027–2028, which is 2.3 
percentage points above the long-term average (Figure 2.1.2, right). 

 

24 An overview of the structure of consumption and inflation by household income quintile is presented in Box 6.1 of the 
publication Review of Macroeconomic Developments, January 2024, Banka Slovenije. 
25 The impact of loan supply shocks on private consumption in Slovenia is presented in greater detail in Box 3.3 of the 
publication Review of Macroeconomic Developments, March 2026, Banka Slovenije. 

https://www.bsi.si/en/publications/p/review-of-macroeconomic-developments-march-2026
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Figure 2.1.2: Private 
consumption growth 
decomposition and the 
household saving ratio  

Sources: SURS, Banka Slovenije calculations and projections. 
Note: Data on disposable income and savings are available only up to 2024. In the right chart, the long-term average is calculated 
for the period 1995–2025, excluding the COVID-19 period (2020–2021), and amounts to 13.5%. 

 

Government consumption will primarily support economic growth this year, 
while government investment, after making a significant contribution last year, 
is not expected to provide further stimulus over the projection period. 

Government consumption is projected to increase more strongly this year due to the 
implementation of long-term care and rising employment. Growth is expected to reach 
2.5% on average over the projection period. With the introduction of institutional long-
term care rights in December 2025 and the gradual expansion of home-based long-
term care, introduced in July last year, expenditure on long-term care will increase fur-
ther this year, contributing to higher government consumption. At the same time, em-
ployment growth in the general government sector continues, having strengthened fur-
ther in the first quarter. Real growth in government consumption is expected to be mod-
erate in the remainder of the projection period. Nominal growth in government con-
sumption will be high this year and next, reflecting not only expenditure on long-term 
care but, to an even greater extent, strong growth in the compensation of employees, 
linked to the wage reform, further employment growth and other factors.26 Towards the 
end of the projection period, as the effects of the introduction of long-term care fade 
and the NGEU programme concludes in 2026, growth in government consumption will 
slow. 

General government investment is expected to have a broadly neutral impact on eco-
nomic growth over the projection period, as the effects of the conclusion of the NGEU 
programme gradually fade. Although investment will increase further this year, its con-
tribution to economic activity will be only slightly positive due to the high base from the 
previous year. However, the investment-to-GDP ratio will remain close to last year’s 
 

26 The wage reform adopted at the end of 2024 envisages salary increases in six stages. Two of these were implemented 
last year, with further increases scheduled for June and December this year, followed by additional increases in July 2027 
and January 2028. Compensation of employees is projected to increase most significantly this year within the projection 
period, reflecting not only the effects of the wage reform but also the increase in the minimum wage, employment growth, 
and the April indexation to past inflation of 0.9%. The upward revision of wage growth over the projection period is primar-
ily the result of this year’s substantial increase in the minimum wage and higher inflation than previously estimated (wages 
will be indexed to inflation above 1.6% growth in 2027 and above 1.0% growth in 2028). 
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record level, at around 5.5%. Investment growth this year will be supported by the com-
pletion of NGEU-funded projects and the usual effect of increased investment activity 
ahead of elections, particularly local elections. In 2027, the contribution of government 
investment to GDP growth will turn negative, as the effects of the NGEU programme 
and the pre-election period will have largely dissipated. Investment is expected to pick 
up again and contribute to GDP growth in 2028, supported by the anticipated acceler-
ated absorption of funds from the EU financial perspective. Throughout the projection 
period, government investment will also be supported by higher defence spending, 
while the volume of post-flood reconstruction following the August 2023 floods will grad-
ually decline. Real growth in government investment is projected to be 0.5% this year, 
followed by a decline of 9.2% in 2027, and a renewed increase of 1.9% in 2028. Gov-
ernment investment will remain relatively high throughout the period, averaging around 
5% of GDP. 

 

Due to challenging conditions in the main export markets and heightened 
uncertainty, private investment is expected to decline this year; thereafter, it 
will recover only gradually, as cost pressures persist and financing conditions 
remain tight. 

Following relatively robust investment activity by firms in the first quarter, the escalation 
of geopolitical tensions in the Middle East has once again increased uncertainty in the 
external environment. With more cautious expectations for the remainder of the year 
and a significantly negative carry-over effect from 2025, business investment is pro-
jected to fall by 1.1% this year, which will be the main contributor to the overall decline 
in private investment of 0.4% (Figure 2.1.3, left). The slowdown in business investment 
growth in the second half of the year is also confirmed by weakened survey-based 
confidence indicators in manufacturing in the initial months of the second quarter. Firms 
report lower expectations regarding production and new orders, as well as persistently 
lower capacity utilisation compared to the pre-pandemic period. Among the main limit-
ing factors, they cite uncertain economic conditions, a shortage of skilled labour, and 
insufficient foreign demand. As a considerable share of firms report plans to invest less 
than last year, risks to lower-than-projected growth remain present. 

Private residential investment will increase by 3.6% this year, driven by a more pro-
nounced revival in the housing construction cycle that began at the start of the year 
and a favourable carry-over effect from 2025. The strengthening of residential construc-
tion is reflected in more favourable monthly data on the value of construction put in 
place, a higher number of building permits issued for residential buildings, and relatively 
stable survey-based indicators in the construction sector, despite uncertain conditions 
in the external environment. Accelerated housing construction will not, however, suffice 
to eliminate the existing imbalance between supply and demand, and thus the growth 
of residential property prices will remain elevated. Demand for residential real estate 
continues to be supported by growth in households’ real income and investment mo-
tives. 

In 2027 and 2028, the growth of private investment will strengthen, albeit at a slower 
pace than projected in December. An important role in this will be played by mounting 
pressures on the cost competitiveness of firms, stemming from the pass-through of 
higher energy prices along the cost chain and elevated labour costs. Owing to uncer-
tainty, heightened inflationary pressures, and the expected tightening of monetary pol-
icy, financing conditions for firms and households will also be less favourable compared 
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with previous years. In the final two years of the projection horizon, investment activity 
will be further constrained by the phasing-out of NGEU funding (Figure 2.1.3, right). 
Taking these factors into account, private investment growth in 2027 and 2028 will 
amount to 1.6% and 3.0%, respectively. Cumulatively, over the entire projection period, 
it will lag behind GDP growth, which poses a risk of further structural deceleration in 
productivity growth. 

Figure 2.1.3: 
Decomposition of gross 
fixed capital formation 
growth and the 
contribution of the NGEU 
programme 

Sources: SURS, Ministry of Finance, RRO, Banka Slovenije calculations and projections. 

 

Conditions in the export sector remain challenging, and as a result, the 
contribution of net trade with the rest of the world to economic growth is 
expected to be broadly neutral over the projection period. 

The export sector faces numerous challenges and heightened risks arising from weak 
economic activity and a further deterioration in the economic climate among key export 
partners,27 persistent uncertainty in international trade, and domestic cost pressures 
on competitiveness. This is reflected in the export intensity of enterprises, measured 
by the share of net sales revenue from foreign markets in total revenue, which deterio-
rated significantly at the end of last year. In the first quarter of this year, it improved 
somewhat but remained lower than a year earlier (Figure 2.1.4, left). 

Some optimism was also observed at the beginning of this year in indicators of export 
orders and foreign demand, although both continued to point to a weak international 
environment. Uncertainty has increased again with the conflict in the Middle East, and 
the expected recovery in the growth of foreign demand has been postponed to next 
year. At the same time, firms continue to report increased pressure from competitive 
imports, particularly from China. Since 2023, this pressure has gradually intensified, 

 

27 A weighted average of the economic sentiment indicator in Germany, Italy, Austria, France and Croatia, using the previ-
ous year’s goods exports as weights. 

  

−0.2

−1.2

2.7

−3

−2

−1

 0

1

2

3

4

5

6

23 24 25 26 27 28

government gross fixed capital formation
private gross fixed capital formation
gross fixed capital formation

Decompositon of gross fixed capital formation 
growth

annual growth in %, contributions in p.p.

−0.2

−1.2

2.7

−3

−2

−1

0

1

2

3

4

5

6

23 24 25 26 27 28
investment co-financed by NGEU funds
other investments
gross fixed capital formation

Decomposition of investment growth co-
financed by funds from the NGEU

annual growth in %, contributions in p.p.



Review of Macroeconomic Developments and Projections 
June 2026 

Banka Slovenije 

 

  25 

both in the EU market and in third markets, and is increasingly affecting the  competi-
tiveness in the EU’s traditional export sectors.28 

In these conditions, export growth in 2026 will reach 1.5% (Figure 2.1.4, right), which 
is 1.6 percentage points lower than the December projection and below the projected 
growth in foreign demand. Similarly, the import growth projection has been revised 
downwards by 1.5 percentage points to 2.8%, reflecting weaker domestic consumption 
than expected, a lower volume of investment, and a relative decline based on the import 
content of exports. The contribution of net trade with the rest of the world to GDP growth 
will thus be negative this year (–0.9 percentage points). 

With the gradual stabilisation of conditions in the international environment and in line 
with projected movements in foreign demand, export growth is expected to accelerate 
to 3.3% in 2027 and to strengthen further to 3.5% in 2028. Nevertheless, the pace of 
market share gains over the projection period will be slower than the long-term average, 
as cost pressures on competitiveness will continue to restrain a stronger expansion of 
exports (the impact of deteriorating competitiveness on exports is examined in more 
detail in Box 2.1.5). With the strengthening of domestic demand and export activity, 
import growth will also increase, reaching 2.9% in 2027 and 3.6% in 2028 according to 
projections. With such developments, the net contribution of trade with the rest of the 
world will become positive again from 2027 onwards but will remain relatively modest. 

Figure 2.1.4: International 
trade 

Sources: ECB, SURS, Banka Slovenije projections. 
Notes: In the left chart, the export orientation indicator is calculated from income statement data as the ratio of net sales revenues 
on foreign markets (AOP115 + AOP118) to total net sales revenues (AOP110). Latest data: May 2026, or the first quarter of 2026 
for the export orientation indicator. 

 

28 For more on changes in competitive pressures from China, see Box 5.1 in the Review of Macroeconomic Developments, 
April 2026, Banka Slovenije. 
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Compared with December, the June projection for economic growth is lower by 
0.3 percentage points in 2026 and by 0.2 percentage points in 2027, while in 
2028 it is higher by 0.1 percentage point. 

The downward revision of GDP growth for 2026 primarily reflects increased geopolitical 
uncertainty due to the situation in the Middle East, which is intensifying inflationary 
pressures and deteriorating the external environment. Compared with the December 
projections, these factors, together with heightened cost pressures and low capacity 
utilisation, are reflected mainly in a negative contribution from net exports and a decline 
in private investment. Following stronger growth last year and a somewhat more con-
strained fiscal space compared with December, lower growth in government invest-
ment is also expected this year. At the same time, a somewhat more subdued growth 
in private consumption is anticipated, given weaker household confidence and greater 
precautionary savings. Uncertain conditions regarding energy costs and supply relia-
bility are also reflected in a changed contribution from changes in inventories (Figure 
2.1.5, left). 

With an improvement in the external environment, a recovery in export and business 
investment growth is expected in 2027, although the growth of both components will be 
more modest than projected in December. As a result, the expected GDP growth is 0.2 
percentage points lower than the previous projection. This is mainly due to less favour-
able terms of trade, including exchange rate appreciation, mounting pressures on cost 
competitiveness, and tighter financing conditions. The negative revision of investment 
and export growth will be partly offset by somewhat higher growth in private consump-
tion, which will be stronger than in December due to an expected improvement in con-
fidence and the unwinding of excess savings from this year. At the same time, it is 
expected that, from next year onwards, private consumption growth will be more in line 
with the growth of disposable income, which, given the projected wage developments, 
is somewhat higher over the projection horizon than in December. The economic 
growth projection for 2028 remains relatively unchanged compared with December, 
and its structure is largely preserved. 

From a technical perspective, the revision, despite relatively robust current high fre-
quency indicators, is mainly the result of a revision of external environment assump-
tions and an additional expert judgement, which is negative for the projected growth. 
This relates in particular to the second and third quarters of this year, when current 
economic growth is expected to be considerably lower than short-term model esti-
mates. These are currently based on a limited set of soft indicators for April and May, 
which show significant volatility in the economic sentiment and turnover, resulting in 
high uncertainty in model estimates (Figure 1.2.3, left). The impact of changed assump-
tions and the effect of a lower carry-over from this year are also reflected in the revision 
of the 2027 projection (Figure 2.1.5, right). 
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Figure 2.1.5: Revision to 
economic growth 
projections 

Sources: SURS, ECB, Banka Slovenije calculations and projections. 
Note: For the period 2023–2025, the revision of SURS data is shown. 

Box 2.1.1: Impact of 
uncertainty on private 
consumption  

 

Uncertainty can have a significant impact on households’ consumption 
decisions through increased precautionary saving and the postponement of 
spending, particularly on larger and less frequent purchases.29 

This channel is particularly important in the current circumstances, as, despite a strong 
increase in real disposable income at the end of last year and the beginning of this 
year, consumption has remained moderate, reflected in a higher household savings 
ratio.30 Against this background, the box provides a quantitative assessment of the im-
pact of uncertainty on private consumption and its main components in Slovenia. 

The literature offers several empirical approaches to measuring uncertainty.31 For 
household consumption, the uncertainty perceived by households is particularly im-
portant, especially when it originates from the domestic macroeconomic environment.32 
The analysis therefore employs a survey-based uncertainty indicator for Slovenia, as 
described in Gabrovšek (2026),33 as such indicators capture the uncertainty embedded 
 

29 Both transmission channels examined in the box – the precautionary saving motive (Kimball, 1990; Carroll, 1997) and 
the real options effect, which is particularly pronounced in high-value purchases (Bernanke, 1983; Dixit & Pindyck, 1994) – 
are highlighted in the empirical literature as the main mechanisms through which uncertainty affects private consumption.  
30 Real disposable income is projected to increase by 5.0% in 2025, while real private consumption is expected to rise by 
only 1.7%. This year, real disposable income growth is projected to moderate to 3.4%, which remains high by historical 
standards, while private consumption is expected to increase by 2.4%. The household savings ratio is projected to rise to 
15.5% in 2025 and to increase further to 16.3% this year, remaining above the pre-pandemic long-term average of 13.3%. 
Similar developments have been observed in the euro area, where the household savings ratio has persistently exceeded 
the pre-pandemic average since 2022. 
31 A review of uncertainty measures and their macroeconomic effects is available in Bloom (2014); model-based measures 
of macroeconomic uncertainty, based on the conditional volatility of forecast errors, are provided in Jurado, Ludvigson & Ng 
(2015); the news-based Economic Policy Uncertainty Index is available in Baker, Bloom & Davis (2016); and survey-based 
measures of uncertainty and disagreement are discussed in Bachmann, Elstner & Sims (2013) and Lahiri & Sheng (2010). 
32 The relevance of uncertainty as perceived by households is confirmed by Coibion et al. (2024), who show that household 
spending responses are driven by perceived macroeconomic uncertainty and not merely by first-moment expectations. 
33 Gabrovšek (2026), Uncertainty indicators for the Slovenian economy, Banka Slovenije. 
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in the expectations of households and firms and are thus especially useful for analysing 
consumer behaviour. This approach is based on the dispersion of their responses re-
garding the expected state of the economy in the coming months. Greater dispersion 
and divergence in responses indicate higher uncertainty about the macroeconomic en-
vironment in Slovenia. 

The impact of uncertainty shocks is estimated using a block-exogenous BVAR model 
on quarterly data for the period 2003–2025. The models are estimated separately for 
total private consumption and its main components: durable goods, nondurable goods, 
and services. Each specification includes a domestic and an external block; the do-
mestic block comprises the uncertainty indicator, year-on-year growth in real disposa-
ble income, year-on-year growth in the relevant consumption variable, and inflation 
(HICP), while the external block includes the ECB shadow interest rate (Krippner, 2013) 
and year-on-year growth in foreign demand for Slovenia.34 The variables included in 
the domestic block capture the fundamental determinants of private consumption, 
whereas the external block contains control variables related to financing conditions 
and the state of the international macroeconomic environment. Following Cushman 
and Zha (1997), block-exogenous restrictions are imposed to prevent domestic varia-
bles from affecting external variables. The uncertainty shock is identified recursively 
using a Cholesky decomposition, with the uncertainty indicator ordered first in the do-
mestic block.35 This allows the uncertainty shock to have an immediate effect on in-
come, consumption, and inflation, while uncertainty itself responds to innovations in 
these variables with a lag. Due to pronounced volatility in consumption during the 
COVID-19 period, the results are evaluated using two alternative treatments: stochastic 
volatility and COVID-19 dummy variables.36 

 

The results indicate that uncertainty is an important determinant of private 
consumption in Slovenia, with the effects varying across the different 
components. 

The results are robust across specifications and indicate that private consumption de-
clines in response to perceived uncertainty shocks. Following a one standard deviation 
uncertainty shock, which gradually dissipates over a two-year horizon, year-on-year 
growth in real private consumption gradually weakens. The largest negative response 
is observed after around one year, when real private consumption growth is estimated 
to be approximately 0.5 percentage points lower than in the absence of the shock (Fig-
ure 2.1.1.1). The effect then weakens in line with the dissipation of the shock, but the 
estimated response remains significant over part of the horizon, as the credible interval 
does not include zero. Aggregate results mask the uneven impact of uncertainty across 
the individual components of consumption. The most pronounced response is ob-
served in durable goods, where the largest decline amounts to approximately 1.1 per-
centage points. Consumption of these goods falls sharply and persistently after the 
shock, which is consistent with the real options mechanism, according to which house-
holds are more likely to postpone larger and less frequent purchases in times of height-
ened uncertainty. Consumption of nondurable goods and services also declines, but 
more gradually and to a lesser extent, as these expenditures largely comprise essential 
 

34 The lag length is selected on the basis of the Schwarz or Bayesian information criterion (SC/BIC).  
35 Bloom (2009) and Jurado, Ludvigson & Ng (2015). 
36 The specification with stochastic volatility allows the variances of shocks to change over time, in line with the VAR-SV 
literature (Primiceri, 2005). The alternative specification includes impulse dummy variables for COVID-19, which capture 
the exceptional declines and peaks in consumption during the pandemic period and take into account the specific charac-
teristics of individual components of private consumption during the COVID-19 pandemic. 

https://www.jstor.org/stable/pdf/40263840.pdf
https://www.aeaweb.org/articles?id=10.1257/aer.20131193
https://www.jstor.org/stable/3700675


Review of Macroeconomic Developments and Projections 
June 2026 

Banka Slovenije 

 

  29 

goods and services or items with lower demand elasticity. This suggests that perceived 
uncertainty affects not only discretionary high-value purchases, but also broader 
household spending, in line with the latest findings of the ECB Consumer Expectations 
Survey.37 

Figure 2.1.1.1: Response 
of private consumption 
and its components to an 
uncertainty shock 

Sources: Banka Slovenije estimates. 
Note: The chart shows the median response of year-on-year growth in aggregate real private consumption and its components to a 
survey-based uncertainty shock of one standard deviation. Diamonds indicate horizons for which the 68% credible interval, defined 
by the 16th and 84th percentiles of the posterior distribution, does not include zero. 

These findings help explain why private consumption may remain subdued despite fa-
vourable developments in real household income. Elevated uncertainty may weigh on 
consumer confidence, leading households to increase precautionary savings and defer 
spending until conditions become more predictable. This effect is particularly pro-
nounced for larger discretionary purchases such as durable goods. The results are 
incorporated into the baseline projection, which foresees private consumption growth 
lagging behind real disposable income growth this year, against the background of 
heightened uncertainty related to the conflict in the Middle East. Persistently elevated, 
or further increasing, uncertainty constitutes a downside risk to the outlook for con-
sumption over the medium term. Under such a scenario, private consumption could 
continue to fall short of expected real income growth next year, resulting in a lower level 
of consumption than currently envisaged in the baseline projection, which is under-
pinned by real income gains. Conversely, a faster dissipation of uncertainty in the mac-
roeconomic environment would reduce precautionary saving incentives, support con-
sumer confidence and contribute to a swifter and more balanced recovery in household 
spending. 

 

37 See Coibion et al. (2024). 
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Box 2.1.2: Projections for 
the general government 
balance and debt 

 

The general government deficit is projected to exceed 3% of GDP next year, 
reflecting the continued implementation of the wage reform, the introduction of 
long-term care, and adopted energy-related measures. General government 
debt is expected to remain around 65% of GDP over the projection period. 

The general government deficit is projected to increase over the projection period and 
is expected to exceed 3% of GDP next year (Figure 2.1.2.1, left). The main drivers of 
the rising deficit throughout the projection period are the continued implementation of 
the wage reform,38 the gradual introduction of long-term care entitlements, and less 
favourable cyclical conditions. The deficit will be further increased by energy-related 
measures adopted by the government in response to the conflict in the Middle East and 
high oil prices, with an estimated impact of around 0.2% of GDP annually.39 Interest 
expenditure is also expected to rise, reaching 1.5% of GDP in 2028, compared with 
1.3% of GDP last year. 

Compared with the December projections, a higher general government deficit is ex-
pected throughout the projection period. The starting position is less favourable, as last 
year’s deficit was higher than anticipated, partly due to significantly stronger growth in 
government investment. Wages or compensation of employees are also rising more 
rapidly than previously estimated, reflecting this year’s substantial increase in the min-
imum wage and upwardly revised inflation expectations, which affect public sector 
wage indexation. The projection also incorporates defence expenditure, in line with the 
estimates from the Annual Progress Report.40 Despite a projected temporary decline 
in government investment next year due to the conclusion of the NGEU programme, 
its share in GDP will remain relatively high. 

The general government debt-to-GDP ratio is expected to stabilise at around 65%, with 
the decline in debt coming to a halt at the end of the projection period due to rising 
primary deficits and higher interest expenditure, which will no longer be fully offset by 
economic growth (Figure 2.1.2.1, right). Further debt reduction would be possible if the 
currently high government liquidity reserves were utilised. 

Our estimate of the general government deficit for this year, at 2.9% of GDP, is lower 
than the government’s estimate in the Annual Progress Report 2026, where it was as-
sessed at 3.4% of GDP, but was expected to be reduced to 2.9% of GDP through 
consolidation measures planned by the previous government. The European Commis-
sion projects a somewhat more favourable trajectory than the government, with a deficit 
of 3.3% of GDP this year and 3.5% of GDP next year. Our estimates are closer to those 
 

38 Throughout the projection period, wages and employment in the general government sector are expected to grow more 
rapidly than in the private sector. In the first year of the wage reform, the share of compensation of employees in the gen-
eral government sector in GDP increased by 1.1 percentage points, reflecting not only the effects of the reform but also the 
introduction of the winter bonus, employment growth, promotions, and other factors. It is estimated that this share will 
increase by almost a further percentage point of GDP over the projection period, driven by the continued implementation of 
the wage reform, further employment growth, increases in the minimum wage, indexation to inflation, promotions, and, in 
2026, the long-term care contribution introduced last year. 
39 The adopted measures include reductions in excise duties on petrol, diesel and heating oil, as well as a temporary 
reduction in the environmental levy for air pollution caused by carbon dioxide emissions from fuels. Excise duties on diesel 
(EUR 0.33 per litre) and heating oil (EUR 0.07875 per litre) are at the minimum permitted level, while the excise duty on 
petrol is higher (EUR 0.42625 per litre compared with the minimum permitted EUR 0.359 per litre). In the projections, it is 
assumed that excise duties will remain at these levels throughout the projection period. The environmental levy on fuels 
was temporarily suspended between 24 March and 11 May 2026, and reduced to EUR 25.9 per tonne of emissions be-
tween 12 May and 1 June 2026. 
40 The Annual Progress Report 2026 was submitted by the government to the European Commission at the end of April 
2026. 

https://economy-finance.ec.europa.eu/document/download/87da4ed6-2c13-4268-b6ff-093ba46815f0_en?filename=annual_progress_report-2026-slovenia_en.pdf
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of the Fiscal Council, which also expects the 3% of GDP reference value to be ex-
ceeded from next year onwards and a deficit of around 3.5% of GDP in the following 
year. Estimates of general government debt are broadly aligned across institutions and 
hover around 65% of GDP, with all projections indicating an increase towards the end 
of the projection period. 

 

Risks to the sustainability of public finances have increased. New risks arise 
from the potential implementation of measures under the Intervention Act to 
Promote the Development of Slovenia and from the conflict in the Middle East, 
alongside the need to ensure compliance with EU fiscal rules. 

The projected increase in the deficit above the 3% of GDP reference value heightens 
the need for fiscal consolidation, both to ensure compliance with fiscal rules and to 
create fiscal space to address a range of risks that have intensified since the December 
projections. Among domestic risk factors, the potential implementation of measures 
under the Intervention Act to Promote the Development of Slovenia stands out. These 
are primarily aimed at tax relief, which would reduce government revenue and increase 
the deficit, with no offsetting measures currently envisaged. On the external side, en-
ergy-related measures linked to the conflict in the Middle East and additional pressures 
to increase defence expenditure are key risks. For these measures, a national escape 
clause from fiscal rules applies until 2028.41 This year, risks associated with local elec-
tions remain present, as these typically lead to higher investment expenditure. Recon-
struction following the 2023 floods is also ongoing. Although dedicated funds are being 
collected in a special fund for this purpose, the increased tax levies will expire in 2028, 
while reconstruction and related expenditure may continue for a longer period. Addi-
tional uncertainty is posed by the implementation of the long-term care system, where 
delays are occurring, particularly in the provision of home-based care. For the NGEU 
programme, the absorption of funds is expected to be fully completed by the time the 
instrument concludes.42 An increase in the deficit and a greater deviation from the 3% 
of GDP reference value could also result in tighter financing conditions on financial 
markets, with interest expenditure already accounting for about half of the deficit. In the 
longer term, risks related to population ageing and the associated pressures on public 
finances persist. 

 

41 Under the national escape clause, it is permitted in the period 2025–2028 for the net expenditure indicator to exceed the 
level required by the approved Medium-Term Fiscal-Structural Plan by up to 1.5% of GDP annually, provided that this 
excess is the result of higher defence expenditure. This indicator is key for monitoring compliance with fiscal rules. Further 
information on the escape clause is available at the link National Escape Clause for National Expenditure, while details 
regarding the possible inclusion of energy-related measures in the national escape clause can be found in the European 
Commission’s communication within the Spring Package of recommendations to Member States. 
42 In line with the fifth amendment to the NGEU programme, approved in April, the planned absorption of loans amounts to 
EUR 469 million, while the absorption of grants totals EUR 1,613 million; both figures remain unchanged in the govern-
ment’s proposal for the sixth amendment. The utilisation of NGEU funds, together with the sixth payment request (EUR 41 
million net), which was submitted to the European Commission at the end of March, would reach 87% upon approval of 
the request. The application for the disbursement of the remaining funds must be submitted to the European Commission 
by the end of September, while the milestones and targets must be completed by the end of August this year. 

https://www.consilium.europa.eu/en/policies/national-escape-clause-for-defence-expenditure-nec/
https://reforms-investments.ec.europa.eu/document/download/3d82055c-c275-478d-a139-ef39d2dee571_en?filename=COM_2026_200_1_EN_ACT_part1_v5.pdf
https://reforms-investments.ec.europa.eu/document/download/3d82055c-c275-478d-a139-ef39d2dee571_en?filename=COM_2026_200_1_EN_ACT_part1_v5.pdf
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Figure 2.1.2.1: General 
government balance and 
debt and breakdown of 
changes in government 
debt 

Sources: SURS, Banka Slovenije calculations and projections. /// 

Box 2.1.3: Firms' profits 
and the response of 
business investment to 
combined cost-push 
shocks 

 

Business investment in Slovenia is to a significant extent dependent on internal 
sources of financing. In an environment of elevated cost pressures, corporate 
profitability can be an important factor either supporting or constraining 
investment activity. 

A previous analysis by Banka Slovenije43 showed that, compared with the euro area 
average, Slovenian firms allocate a relatively large share of profits to investment. Such 
investment behaviour may reflect a combination of factors, for example, the relatively 
stronger reliance of Slovenian firms on own funds and the greater cyclical nature of 
business investment, which is conditioned by current and expected profitability. In this 
context, a prolonged period of slower profit growth represents a significant constraint 
on investment, as it reduces the volume of resources available for capital accumulation. 
This aspect is particularly relevant in the current circumstances, as Slovenian firms are 
facing increased uncertainty in the international environment, high energy costs related 
to the conflict in the Middle East, and rising labour costs. While the effects of uncertainty 
have already been addressed in previous analysis by Banka Slovenije,44 the remaining 
cost-push shocks have the potential to significantly reduce corporate profit margins and 
thus the amount of retained earnings available for investment financing. 

 

43 An overview of business investment by Slovenian firms in international comparison is presented in Box 3.2 of the publi-
cation Review of Macroeconomic Developments, March 2026, Banka Slovenije. 
44 The analysis of the impact of uncertainty on the investment activity of Slovenian firms is presented in Box 2.1.1 of the 
publication Review of Macroeconomic Developments and Projections, June 2025, Banka Slovenije. 

 
 

–2.9 –3.1 –3.4

65.0 65.0 65.2

45

50

55

60

65

70

75

−6

−3

 0

3

6

9

12

23 24 25 26 27 28

balance debt (right)

General government balance and debt
% GDP

–10

–8

–6

–4

–2

0

2

4

23 24 25 26 27 28
GDP growth - nominal part GDP growth - real part
interest deficit-debt adjustment
primary balance debt change

Government debt change composition
% GDP

https://www.bsi.si/en/publications/p/review-of-macroeconomic-developments-march-2026
https://www.bsi.si/en/publications/p/review-of-macroeconomic-developments-and-projections-june-2025


Review of Macroeconomic Developments and Projections 
June 2026 

Banka Slovenije 

 

  33 

Against this background, the analysis in this box focuses on whether the profit regime 
affects the medium-term response of business investment in Slovenia to the simulta-
neous occurrence of two selected cost-push shocks: an oil supply news shock45 and a 
minimum wage shock, defined as the deviation of the statutory change in the minimum 
wage from the growth of nominal productivity. The empirical framework is based on 
local projections, with the responses of business investment estimated separately for 
periods of relatively high and low profit growth.46 The profit environment is defined by 
deviations of year-on-year profit growth from the sample median.47 In addition to the 
analysis of the effects of individual cost-push shocks, the specification used also allows 
for the assessment of possible non-linear effects arising from the simultaneous occur-
rence of both shocks. 

For each period ℎ, the following equation is estimated: 

𝑦𝑦𝑡𝑡+ℎ = 𝛼𝛼ℎ + 𝛽𝛽ℎ𝐻𝐻𝑜𝑜𝑡𝑡𝜋𝜋𝑡𝑡−1𝐻𝐻 + 𝛽𝛽ℎ𝐿𝐿𝑜𝑜𝑡𝑡𝜋𝜋𝑡𝑡−1𝐿𝐿 + 𝛾𝛾ℎ𝐻𝐻𝑚𝑚𝑚𝑚𝑡𝑡𝜋𝜋𝑡𝑡−1𝐻𝐻 + 𝛾𝛾ℎ𝐿𝐿𝑚𝑚𝑚𝑚𝑡𝑡𝜋𝜋𝑡𝑡−1𝐿𝐿 + 𝛿𝛿ℎ𝐻𝐻𝑜𝑜𝑡𝑡𝑚𝑚𝑚𝑚𝑡𝑡𝜋𝜋𝑡𝑡−1𝐻𝐻

+ 𝛿𝛿ℎ𝐿𝐿𝑜𝑜𝑡𝑡𝑚𝑚𝑚𝑚𝑡𝑡𝜋𝜋𝑡𝑡−1𝐿𝐿 + 𝜃𝜃ℎ𝑋𝑋𝑡𝑡−1 + 𝜀𝜀𝑡𝑡+ℎ 

Here, 𝑦𝑦𝑡𝑡+ℎ denotes the year-on-year growth of business investment in period 𝑡𝑡 + ℎ, 𝑜𝑜𝑡𝑡 
the standardised oil supply news shock, and 𝑚𝑚𝑚𝑚𝑡𝑡 the standardised minimum wage 
shock. The variables 𝜋𝜋𝑡𝑡−1𝐻𝐻  in 𝜋𝜋𝑡𝑡−1𝐿𝐿  represent the high and low profit growth regimes, 
respectively. The vector 𝑋𝑋𝑡𝑡−1 includes lagged control variables, namely oil supply news 
shocks, minimum wage shocks, business investment, real GDP, the investment defla-
tor, the composite interest rate on loans to non-financial corporations, foreign demand 
for Slovenian exports, and financial market uncertainty measured by the VIX index. The 
total effects of both cost-push shocks for each profit growth regime are calculated as 
the sum of the relevant 𝛽𝛽, 𝛾𝛾, and 𝛿𝛿 coefficients.48  

The first set of results focuses exclusively on the oil supply news shock. The estimates 
indicate that its impact on business investment is significantly dependent on profit 
growth in the economy. In periods of high profit growth, the response of investment is 
more resilient. The estimated average short-term response remains limited, while neg-
ative effects become statistically significant only at a later stage and persist for a rela-
tively short period (Figure 2.1.3.1, left). This suggests that higher profits strengthen 
firms' ability to use internal sources of financing and enable them to absorb temporary 
increases in production costs without an immediate and pronounced reduction in in-
vestment expenditure. Conversely, in periods of low profit growth, business investment 
declines immediately following the shock and remains statistically significantly below 
the baseline for five quarters (Figure 2.1.3.1, right). Such a response is mainly the result 
of weaker internal financial buffers and tighter financing constraints. 

 

45 The shock refers to unexpected information on changes in oil supply, as defined by Känzig, D.R. (2021). The Macroeco-
nomic Effects of Oil Supply News: Evidence from OPEC Announcements. American Economic Review, 111(4), 1092-
1125. The use of this specific shock in the analysis is important for distinguishing changes in oil prices resulting from lower 
oil supply from shocks related to unexpectedly higher oil demand. 
46 The approach is based on Gonçalves, S., Herrera, A.M., Kilian, L., & Pesavento, E. (2024). State-Dependent Local 
Projections. Journal of Econometrics, 244(2), 105702. and Lin, H.Y., Hsiao, Y.H., & Yen, Y.M. (2025). State-Dependent 
Local Projections–The Dynamic Effects of Regime Transitions. Econometric Reviews, 44(6), 745–769. 
47 The approximation of profits for non-financial corporations (sector S.11) is based on data from non-financial sector 
accounts. It is defined as gross operating surplus together with mixed income, less consumption of fixed capital. To obtain 
real values, it is deflated by the investment deflator. 
48 The composite standard errors are calculated using the delta method based on the estimated HAC covariance matrix of 
the coefficients (Newey & West, 1987; Oehlert, 1992). For easier interpretation of the impulse response functions, the 
estimated profiles are smoothed using the HAC-precision-weighted second-difference penalized least-squares smoother 
(Eilers & Marx, 1996; Eilers, 2003). Linear constraints are imposed to preserve both the initial responses and the average 
responses within blocks of four quarters. The smoothing parameter is selected using the generalised cross-validation 
(GCV) procedure (Craven & Wahba, 1978; Golub et al., 1979). 

https://www.aeaweb.org/articles?id=10.1257/aer.20190964
https://www.aeaweb.org/articles?id=10.1257/aer.20190964
https://www.sciencedirect.com/science/article/pii/S0304407624000484
https://www.sciencedirect.com/science/article/pii/S0304407624000484
https://www.tandfonline.com/doi/full/10.1080/07474938.2025.2456520
https://www.tandfonline.com/doi/full/10.1080/07474938.2025.2456520
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Figure 2.1.3.1: The 
response of business 
investment to oil supply 
news shocks in different 
profit regimes 

Sources: SURS, ECB SDW, FRED, Diego Känzig's website. 
Note: The response to a one standard deviation shock is shown in quarters. 

The role of profits becomes even more pronounced when oil supply news shocks co-
incide with adverse labour cost shocks. Although in the high profit growth regime the 
negative average impact on investment is amplified, developments largely remain in 
line with those observed for isolated oil supply news shocks. Operating in a high profit 
growth environment thus reduces companies’ sensitivity to combined cost-push 
shocks, as higher retained earnings and a more favourable balance sheet position en-
able more effective smoothing of investment activity over time and easier distribution 
of negative effects over the medium-term (Figure 2.1.3.2, left). 

Figure 2.1.3.2: The 
response of business 
investment to combined 
cost-push shocks in 
different profit regimes 

Sources: SURS, ECB SDW, FRED, Diego Känzig's website. 
Note: The response to one standard deviation shocks is shown in quarters. 
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By contrast, combined cost-push shocks in the low profit growth regime further reduce 
firm profit margins, which additionally limits the internal resources available for invest-
ment financing and leads to a more pronounced short-term contraction in investment. 
Compared with the response to isolated oil supply news shocks, the response to com-
bined cost-push shocks is also more persistent, remaining statistically significant for 
seven quarters after the shock (Figure 2.1.3.2, right). /// 

Box 2.1.4: The effect of 
cost competitiveness 
changes on goods 
exports 

 

Rising operating costs are increasing risks to Slovenia’s export 
competitiveness. 

In a small and open economy such as Slovenia, changes in cost conditions can exert 
a significant impact on competitiveness and export performance. This issue is particu-
larly pertinent in the context of increased labour cost pressures, which in Slovenia have 
been further intensified by the introduction of a mandatory winter holiday allowance and 
a 16% rise in the minimum wage. Insufficient productivity growth may further undermine 
cost competitiveness. The aim of this analysis is to evaluate recent trends in key com-
petitiveness indicators and to estimate the extent to which rising labour costs could 
influence the export performance of the Slovenian economy. 

 

Developments in competitiveness indicators and survey data for Slovenia 
indicate an intensification of price and cost pressures at the beginning of 2026. 

In the first four months of this year, Slovenia’s price competitiveness indicator relative 
to its euro area partners remained at the previous year’s level, while it deteriorated by 
1.1% year-on-year relative to a group of 37 trading partners.49 Developments among 
CEE countries were less favourable.50 Slovenia’s production competitiveness indicator, 
reflecting higher relative producer prices, deteriorated by 0.7% against its euro area 
partners and by 2.4% against the broader group of 37 partners during this period. 
Among CEE countries, only Lithuania recorded a less favourable position. 

ECB cost competitiveness indicators for 2026 are not yet available. However, prelimi-
nary data for Slovenia indicate that unit labour costs (ULC) continued to increase in the 
first quarter, albeit at a slower pace than the average for last year. The cost competi-
tiveness indicator deteriorated in 2025 due to higher relative labour costs by 2.3% com-
pared to its euro area partners and by 3.7% compared to the larger group of 37 part-
ners. This was one of the largest deteriorations in the euro area. In the first quarter of 
this year, nominal ULC in Slovenia rose by 4.8% year-on-year, while real ULC in-
creased by 1.9%, with relatively high wage growth (compensation of employees per 
employee) of 7.5% being partly offset by favourable labour productivity growth of 5.5%. 

 

49 The group of 37 trading partners comprises the euro area member states and 17 partners outside the euro area. The 
latter includes six EU member states outside the euro area (Czechia, Denmark, Hungary, Poland, Romania and Sweden) 
and 11 other countries (Australia, Canada, China, Hong Kong, Japan, Norway, Singapore, South Korea, Switzerland, the 
United Kingdom, and the United States). 
50 The CEE euro area member states include Bulgaria, Croatia, Estonia, Latvia, Lithuania, Slovakia and Slovenia. 
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Cost competitiveness is expected to deteriorate further this year, as ULC growth will 
remain elevated due to the 16% increase in the minimum wage – analysed in more 
detail in Box 2.2.1 – the continued public sector wage reform, and last year’s introduc-
tion of the mandatory winter holiday allowance. Aggregate data may, however, conceal 
considerable differences between companies and sectors. This is also highlighted by 
the results of the Chamber of Commerce and Industry of Slovenia (CCIS) survey, ac-
cording to which 85% of surveyed companies recorded more than 6% growth in labour 
costs per employee over the past year, and more than half reported growth of over 
10%. Companies most frequently cited the increase in the minimum wage as the main 
driver of labour cost growth, which, according to the vast majority, is expected to have 
significant implications for profitability and order volumes. The CCIS survey also indi-
cates that the ability to pass higher costs on to selling prices is becoming increasingly 
limited, as further price increases could further weaken companies’ competitive posi-
tion. This increases the likelihood that companies will mitigate cost pressures by reduc-
ing margins, limiting investments, streamlining operations and by weaker employment 
growth or layoffs. 

 

Model estimates predict a 1.5% reduction in goods exports due to the projected 
deterioration in cost competitiveness. 

In addition to reviewing developments in competitiveness indicators, this box also as-
sesses the impact of changes in cost competitiveness on exports of goods. The esti-
mate is based on an export equation modelled after the core macroeconomic model of 
Banka Slovenije – SiQM – in which, instead of the ratio of domestic export prices to 
competitors’ export prices, a measure of cost competitiveness is used. The model is 
estimated on quarterly data for the period 2005–2025.51 Using the ordinary least 
squares (OLS) method, we first estimate the long-run relationship between real exports 
of goods, foreign demand, and relative unit labour costs (ULC), then incorporate the 
deviation from this long-run relationship into the short-run equation as an error correc-
tion term. 

In the long-run equation, the following relationship is estimated: 

𝑥𝑥𝑥𝑥𝑥𝑥𝑡𝑡∗ = 𝑎𝑎1 + 𝑎𝑎2𝑇𝑇 + 𝑤𝑤𝑤𝑤𝑤𝑤𝑡𝑡 + 𝑎𝑎3(𝑈𝑈𝑈𝑈𝑈𝑈𝑡𝑡𝑆𝑆𝑆𝑆 − 𝑈𝑈𝑈𝑈𝑈𝑈𝑡𝑡𝐸𝐸𝐸𝐸), 

while short-run dynamics are estimated using the equation: 

∆𝑥𝑥𝑥𝑥𝑥𝑥𝑡𝑡 = 𝑏𝑏1(𝑥𝑥𝑥𝑥𝑟𝑟𝑡𝑡−1 − 𝑥𝑥𝑥𝑥𝑥𝑥𝑡𝑡∗) + 𝑏𝑏2∆𝑤𝑤𝑤𝑤𝑤𝑤𝑡𝑡 + 𝑒𝑒𝑡𝑡 , 

where 𝑥𝑥𝑥𝑥𝑥𝑥𝑡𝑡 denotes real exports of goods, 𝑤𝑤𝑤𝑤𝑤𝑤𝑡𝑡 is foreign demand, and 𝑈𝑈𝑈𝑈𝑈𝑈𝑡𝑡𝑆𝑆𝑆𝑆 − 𝑈𝑈𝑈𝑈𝑈𝑈𝑡𝑡𝐸𝐸𝐸𝐸 
is the measure of Slovenia’s cost competitiveness relative to the euro area.52 A higher 
value of this variable indicates a deterioration in cost competitiveness. The estimated 
results show that a 1% deterioration in cost competitiveness is, in the long run, associ-
ated with a 0.8% decline in real exports of goods.53 
 

51 For more on the SiQM model, see M. Damjanović (2023), Slovene Quarterly Macroeconomic Model: Overview and 
properties. Banka Slovenije. 
52 Cost competitiveness against euro area competitors is calculated following the methodology of the European Commis-
sion indicator, using the same source for the weights in the calculation; for 2027 and 2028, the values for 2026 are used. 
In the model estimation, real exports of goods (from national accounts) and domestic ULC are sourced from SURS, foreign 
demand is sourced from the ECB, and ULC for other countries are sourced from other euro area national central banks. In 
the projection period, all data otherwise obtained from SURS are replaced by Banka Slovenije projections, while for varia-
bles where other sources are used in estimation, these sources are also retained in the projection period. 
53 The estimate is consistent with the results of Markič (2020), who finds an elasticity of 0.84% for Slovenia, while Bobeica 
et al. (2016) estimate a lower elasticity of 0.33% for Slovenian exports outside the euro area for a sample up to 2013. 
Internationally, Keil (2022) estimates a range of such elasticities between 0.3% and 1.8% for eleven-euro area countries. 
 

https://www.bsi.si/storage/uploads/1a3be0f0-5cce-414a-bcb1-cb25ec74aebc/siqm_wp.pdf
https://www.bsi.si/storage/uploads/1a3be0f0-5cce-414a-bcb1-cb25ec74aebc/siqm_wp.pdf
https://economy-finance.ec.europa.eu/economic-research-and-databases/economic-databases/price-and-cost-competitiveness/what-price-and-cost-competitiveness-report_en
https://economy-finance.ec.europa.eu/economic-research-and-databases/economic-databases/price-and-cost-competitiveness/what-price-and-cost-competitiveness-report_en
https://economy-finance.ec.europa.eu/economic-research-and-databases/economic-databases/price-and-cost-competitiveness/price-and-cost-competitiveness-data-section_en
https://www.umar.gov.si/fileadmin/user_upload/publikacije/dz/2020/DZ2_2020.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp1941.en.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp1941.en.pdf
https://onlinelibrary.wiley.com/doi/full/10.1111/twec.13333?msockid=349b121bbdbf6ac92bcc0441bc976b72
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Considering the estimated elasticity, the impact of the projected deterioration in cost 
competitiveness is assessed by comparing two simulation scenarios. In the baseline 
simulation, the expected path of cost competitiveness is derived from the unit labour 
cost growth projections of Banka Slovenije and other national central banks of the euro 
area; in the alternative simulation, cost competitiveness remains unchanged at the level 
of the last quarter of 2025 throughout the projection period. For all other explanatory 
variables, the same projection values or external assumptions are used in both simu-
lations. The difference between the simulations therefore reflects the estimated contri-
bution of the projected changes in cost competitiveness to the dynamics of exports of 
goods. 

In the projection period, the largest deterioration in cost competitiveness relative to euro 
area countries is expected in 2026 (Figure 4.2.1, left). Nevertheless, due to gradual 
adjustment in the model approach, the largest difference between the simulations of 
year-on-year growth in exports is observed only in 2027 (Figure 4.2.1, right). On aver-
age over the projection period, the expected deterioration in competitiveness contrib-
utes to a 0.8 percentage point lower projected export growth, which by the end of the 
period translates into an approximately 2.4% lower volume of exports compared with 
the simulation assuming unchanged competitiveness relative to the last quarter of 
2025. On average, slower growth in exports of goods would therefore, according to our 
estimate, imply almost 0.3 percentage points lower contribution of external trade to 
annual GDP growth. 

Figure 2.1.4.1: Impact of 
projected changes in cost 
competitiveness 

Sources: SURS, ECB, European Commission, Banka Slovenije estimates, EA national central bank projections. 
Note: In the right chart, the differences between the year-on-year growth rates of real exports of goods are shown for the simula-
tion that incorporates the projected path of cost competitiveness and the simulation with unchanged cost competitiveness. The 
cumulative values of the differences over the projection period are also shown. /// 
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2.2 Labour market 

 

Employment growth will be modest over the projection horizon. It will be 
sustained primarily by employment in the government sector. 

Following last year’s decline, employment is expected to increase by 0.4% this year 
(Figure 2.2.1, left). The projection for the current year is 0.2 percentage points higher 
than in December. The main contributor to the revised estimate is the continued growth 
of employment in the government sector, which is projected to reach 1.4%, while in the 
private sector it will remain modest at 0.2%. The labour market thus continues to exhibit 
a divergence between developments in government and private sector employment, a 
trend that is expected to persist throughout the projection period. Employment growth 
remains primarily constrained by labour shortages linked to unfavourable demographic 
trends, while in the private sector it is also significantly affected by weaker demand for 
labour, especially in manufacturing. Given the ongoing structural constraints in the la-
bour market, we assume relatively favourable productivity growth over the projection 
horizon. However, due to slower economic growth and higher employment, productivity 
this year will be somewhat lower than anticipated in December, but is expected to re-
cover towards the end of the projection period and stabilise at 2.0% (Figure 2.2.1, right). 
This will mainly reflect cyclical factors associated with the expected strengthening of 
economic activity and exports. 

Figure 2.2.1: Labour 
market projections 

Sources: SURS, Banka Slovenije calculations and projections.  

 

The unemployment rate will remain at low levels over the projection horizon. 

The survey-based unemployment rate will stand at 4.0% this year, which is slightly 
higher than in previous years (Figure 2.2.1, left). Over the remainder of the projection 
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period, it is expected to gradually decline towards 3.8% in 2028. The historically low 
level is also confirmed by registered unemployment, which in recent years has hovered 
around 45,000 persons. This reflects the persistent shortage of labour and the deep-
ening of structural imbalances in the Slovenian labour market, resulting from the fact 
that more employees are retiring than there are young people entering the labour 
force.54 

 

Wage growth will remain elevated this year, primarily due to the increase in the 
minimum wage, but is expected to stabilise at more sustainable levels over the 
projection horizon 

Wage growth, as measured by compensation of employees per employee, will remain 
relatively high this year, reaching 7.2% (Figure 2.2.2, left). This is 2.1 percentage points 
above the December projection, mainly due to the higher increase in the minimum 
wage, which rose by 16% this year, significantly exceeding previous expectations. In 
addition to the direct effect, this increase is also partially transmitted to overall wage 
growth through spillover effects (Box 2.2.1). The continued implementation of the public 
sector wage reform will also contribute to strong growth, resulting in wage growth in the 
government sector outpacing that in the private sector throughout the projection period. 
In the government sector, wage growth will reach 7.9% this year and will gradually 
moderate over the remainder of the projection horizon. In the private sector, it will 
amount to 6.9% this year and then stabilise at around 4.2%, a level more consistent 
with long-term sustainable labour cost developments as defined by productivity growth. 
With the persistent divergence between real wage growth and productivity, the share 
of compensation of employees in GDP will increase again this year, approaching 
54.0%, the highest level to date (Figure 2.2.2, right). 

Figure 2.2.2: Wages and 
labour share of GDP 

Sources: SURS, Banka Slovenije calculations and projections.  

 

54 See Box 4.1, Review of Macroeconomic Developments, April 2026, Banka Slovenije. 
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Box 2.2.1: The impact of 
the minimum wage on 
average wage growth 

 

The increase in the minimum wage affects average wage growth primarily 
through direct effects, while spillover effects across wage brackets are limited. 

The statutory minimum wage increase in Slovenia, which at 16.0% in January 2026 
was the second highest in the past two decades, has once again raised the question 
of the role of the administratively set wage floor in shaping aggregate wage dynamics. 
Following a prolonged period of relatively strong growth, the minimum wage was raised 
even more significantly in January this year, with the ratio between the minimum and 
average wage already among the highest in EU countries with a statutory minimum 
wage.55 Between 2006 and 2025, the minimum wage increased significantly faster than 
the average wage, resulting in the ratio of the minimum wage to the average wage 
exceeding 50%.56 Accordingly, the share of minimum wage recipients has also in-
creased, and according to the latest available data, it is among the highest in the EU. 
This indicates relatively strong wage compression and a high concentration of employ-
ees in the lower part of the wage distribution. Given such a structure, changes in the 
minimum wage have a significant impact on overall wage developments. 

Microeconomic analysis of the spillover effects of the minimum wage on other wages 
in Slovenia is available in Perko & Rogan (2025).57 Based on individual administrative 
data for the private sector for the period 2009–2019 and using a distributional regres-
sion approach, the authors find that the effects of minimum wage increases were not 
limited to minimum wage recipients, but also extended to the wages of employees earn-
ing above the minimum wage. The estimated effects were statistically significant for 
wages that exceeded the minimum wage by up to approximately 20%. 

The analysis in this box complements the aforementioned findings with a macroeco-
nomic, or aggregate, approach. The local projections method is used to estimate the 
dynamic response of the seasonally adjusted average gross wage in the private sector 
to an increase in the monthly growth rate of the statutory minimum wage. The specifi-
cation includes lags of the average gross wage in the private sector,58 domestic and 
euro area inflation, industrial production, the unemployment rate, and a linear trend. 
The estimation period covers the time from February 2005 to December 2025. 

The results indicate a positive relationship between increases in the minimum wage 
and average wage growth in the private sector. As shown in Figure 2.2.1.1, left, a 1% 
increase in the minimum wage is estimated to result in a response of the average gross 
wage in the private sector of around 0.1 percentage point in the first quarter. The re-
sponse is largest in the second quarter, reaching approximately 0.13 percentage 
points, and then declines in the third and fourth quarters to just below 0.1 percentage 
point. The estimates are positive across all horizons presented; however, their magni-
tude should be interpreted with caution due to relatively wide confidence intervals. If 
the estimated responses are mechanically applied to the most recent minimum wage 
increase of around 16%, they suggest a contribution to private sector base wage growth 

 

55 See Perko & Rogan (2025). 
56 See Box 4.2 in Review of Macroeconomic Developments, April 2026, Banka Slovenije. 
57 See Perko & Rogan (2025). Minimalna plača - kdo jo prejema, kdo izplačuje in kako vpliva na ostale plače. Urad Repub-
like Slovenije za makroekonomske analize in razvoj. 
58 For wage statistics, we use the figure for gross wages for regular payments, which is the sum of basic wages, perfor-
mance-related pay, allowances, and compensations borne by the employer. 

https://www.umar.gov.si/fileadmin/user_upload/publikacije/kratke_analize/2025_8_Perko__Rogan/Minimalna_placa.pdf
https://www.umar.gov.si/fileadmin/user_upload/publikacije/kratke_analize/2025_8_Perko__Rogan/Minimalna_placa.pdf
https://www.bsi.si/sl/publikacije/p/pregled-makroekonomskih-gibanj-april-2026#_ftnref14
https://www.umar.gov.si/fileadmin/user_upload/publikacije/kratke_analize/2025_8_Perko__Rogan/Minimalna_placa.pdf
https://www.umar.gov.si/fileadmin/user_upload/publikacije/kratke_analize/2025_8_Perko__Rogan/Minimalna_placa.pdf
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in the range of 1.4 to 2.0 percentage points, with the highest effect in the second quar-
ter. The estimated effects are thus broadly consistent in magnitude with the upwardly 
revised wage growth projection for 2026, which is 2.1 percentage points higher than in 
the December projections.59 

When interpreting the results, it is important to distinguish the direct mechanical effect 
on the average wage from any additional spillover effects on wages above the minimum 
wage. If approximately 15% of employees in the private sector receive a base wage at 
the minimum wage level, according to the latest available data from October 2025, and 
the ratio between the minimum and average wage is around 50%, a 1% increase in the 
minimum wage would directly raise the average base wage by about 0.08 percentage 
points (Figure 2.2.1.1, right).60 The estimated aggregate responses are therefore 
somewhat higher than the mechanical effect, particularly in the second quarter, which 
is consistent with the possibility of spillover effects into higher wage brackets. The small 
difference between the estimated total effect and the direct effect on the average wage 
thus indicates relatively limited spillover effects. 

Figure 2.2.1.1: The impact 
of the minimum wage on 
average gross wage 
growth in the private 
sector 

Sources: Eurostat, Banka Slovenije calculations.  
Note: In the right chart, the breakdown of the impact of a 1.0% increase in the minimum wage on annual average gross wage 
growth in the private sector is shown, distinguishing between the indirect and direct effects. The shaded area represents the range 
of responses within the 95% confidence interval. /// 

2.3 Inflation 

 

Headline inflation is expected to accelerate to 3.6% in 2026, mainly due to a 
stronger growth in energy prices and a strengthening of core inflation.  

Headline inflation, as measured by the HICP, reached 2.5% last year and remained 
close to this level in the first quarter of this year, before starting to accelerate. The main 

 

59 It is important to note that the minimum wage also affects the winter and summer bonuses, which are included in our 
wage growth projection, whereas the model presented focuses solely on the impact on gross wages. 
60 The direct effect on employees whose wages fall between the old and the newly set minimum wage is disregarded, 
which means that the estimate of the direct effect may be somewhat underestimated. 
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driver of the strengthening was the higher wholesale energy prices following the out-
break of war in the Middle East, with government measures on motor fuels partly miti-
gating the impact on retail prices. Going forward, the annual growth rate of energy 
prices is expected to remain elevated, however, the contribution of motor fuels is ex-
pected to be partly offset by higher contribution from electricity prices. In addition to 
energy prices, both core inflation components (other goods and services) will support 
higher headline inflation this year, while food inflation will be more subdued, mainly due 
to base effects stemming from last year’s strong increase. Headline inflation is thus 
projected to stand at 3.6% in 2026 (Figure 2.3.1, left). 

Over the remainder of the projection horizon, inflation is expected to gradually moder-
ate, decelerating to 2.3% in 2027 before reaching 2.0% in 2028. The slowdown will 
primarily reflect the anticipated decline in oil prices as conditions in the Middle East 
stabilise, as well as somewhat lower core inflation. Nevertheless, a faster convergence 
of inflation towards the monetary policy target will be held back by services inflation, 
which will remain elevated due to the continued pass-through of high labour costs into 
consumer prices. Additionally, the indirect effects of higher energy prices on the 
non-energy components of inflation (Box 2.3.1) will also prevent a more rapid easing 
of headline inflation, particularly those effects on food inflation. By contrast, the growth 
of prices for other goods is expected to remain subdued throughout the projection pe-
riod. 

Figure 2.3.1: 
Decomposition of 
headline and core 
inflation 

Sources: SURS, Banka Slovenije calculations and projections. 

With regard to the euro area average, headline inflation in Slovenia is expected to ex-
ceed it by 0.6 percentage points this year, before converging in 2027 and 2028. Core 
inflation is projected to remain above the euro area average throughout the projection 
horizon, with food inflation also exceeding it in 2027 and 2028. By contrast, energy 
price growth will exceed the euro area average this year but is expected to fall short of 
it over the next two years.61  

 

61 See ECB macroeconomic projections, June 2026 for more detail on euro area inflation projection. 
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Table 2.3.1: Inflation 
projections 

Sources: SURS, Eurostat, Banka Slovenije projections. 
Note: Δ – difference between current projections and projections in the Review of macroeconomic developments and projections, 
December 2025, Banka Slovenije. 

 

Energy price developments will depend on the effects of the war in the Middle 
East on global energy markets. 

This year, energy prices will be the main driver of heightened headline inflation, follow-
ing declines in the previous two years. According to our projections, their annual growth 
rate is expected to reach 11.1% this year as a result of the outbreak of war in the Middle 
East, contributing 1.3 percentage points to headline inflation. Government measures to 
reduce levies on fuel prices have partly mitigated this effect, lowering energy inflation 
by 5.1 percentage points and headline inflation by 0.6 percentage points. 

Energy price developments will also be affected by electricity prices and related 
changes in network charge billing. This year, electricity price growth will be supported 
by the gradual transition to the new tariff rate system under the 50-70-90 model for the 
most expensive time block. This model provides a 30% reduction for the most expen-
sive time block during the high season of 2026/27, i.e. between November 2026 and 
February 2027, following a 50% reduction between November 2025 and February 
2026. Additional upward effects are expected following the expiry of the 50% reduction 
in the CHP and renewables contribution during the high season of 2025/26 and from 
the updated pricelist for network charge tariff rates as of March this year. Over the 
remainder of the projection horizon, energy prices are expected to decline as conditions 
in the Middle East are expected to gradually normalise. According to our projections, 
energy prices will be 2.6% and 2.1% lower year-on-year in 2027 and 2028, respectively, 
but they will remain above their pre-war levels. 

Food inflation is projected to decelerate to 1.9% this year, down from 4.9% last year. 
This decline is mainly attributable to base effects stemming from last year’s continued 
monthly increases, particularly in the first half of the year. By subcomponent, the slow-
down will primarily reflect lower growth in processed food prices, while the growth of 
unprocessed food prices will also be somewhat lower than last year. Further easing of 
inflationary pressures is expected to be gradual, reflecting the ongoing pass-through of 
higher energy and fertiliser costs along the production and supply chain. Moreover, 
food price developments over the projection horizon will also be influenced by trends 
in wholesale food commodity prices and labour cost growth. Accordingly, food inflation 
is projected to be 4.0% and 3.3% year-on-year in 2027 and 2028, respectively. 

2023 2024 2025 Jun. Δ Jun. Δ Jun. Δ

annual % change, revisions in p.p.
Consumer prices (HICP) 7.2 2.0 2.5 3.6 1.3 2.3 0.1 2.0 0.0
   food 11.8 2.0 4.9 1.9 –1.3 4.0 1.0 3.3 0.5
   energy 2.2 –2.3 –1.7 11.1 9.5 –2.6 –2.6 –2.1 –2.4
   non-energy industrial goods 5.4 0.6 0.6 1.1 0.4 1.0 0.4 0.7 0.4
   services 7.7 4.8 3.8 4.2 1.1 3.9 0.5 3.4 0.4
Core inflation indicators (HICP)
    excluding energy 6.7 2.9 2.4 2.8 0.6 2.6 0.3 2.2 0.3
    excluding energy and unprocessed food 7.8 2.7 2.9 2.5 0.2 2.8 0.4 2.4 0.3
    excluding energy and food 8.0 2.6 3.0 2.6 0.2 3.0 0.5 2.5 0.3

2026 2027 2028

https://www.bsi.si/en/publications/p/review-of-macroeconomic-developments-and-projections-december-2025
https://www.bsi.si/en/publications/p/review-of-macroeconomic-developments-and-projections-december-2025
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Core inflation is expected to remain predominantly driven by services inflation, 
supported by persistently strong labour cost growth. 

In 2026, core inflation, measured as HICP inflation excluding energy and food prices, 
is projected to increase to 2.8%, up from 2.4% in the previous year. The increase will 
be broad based, with higher growth in both services prices and prices of other goods 
contributing to a similar extent. Core inflation is also expected to remain above the 
monetary policy target over the remainder of the projection horizon: it is projected to be 
2.6% in 2027, before moderating to 2.2% in 2028 (Figure 2.3.1, right). 

Core inflation will remain driven primarily by services prices throughout the entire pro-
jection horizon. Services inflation is expected to remain elevated, following an increase 
of 3.8% in the previous year. This largely reflects the pass-through of higher labour 
costs to final prices, particularly in publicly provided and regulated services, as well as 
indirect effects from higher energy prices, notably in transport and tourism-related ser-
vices. Accordingly, services inflation is expected to reach 4.2% in 2026, before moder-
ating to 3.9% and 3.4% in 2027 and 2028, respectively. The gradual easing will be 
partly supported by a moderation in unit labour cost growth, reflecting slower wage 
growth as well as recovery in productivity growth. 

The growth of prices for other goods is projected to strengthen to 1.1% this year, up 
from 0.6% last year. On the supply side, this reflects higher input costs resulting from 
the energy shock, while on the demand side the expected recovery in private consump-
tion and investment activity will support higher price growth, particularly for durable 
goods. Accordingly, the growth of prices for other goods is projected to average 0.8% 
in the following two years. 

A decomposition of core inflation by production factors suggests that inflationary pres-
sures over the projection horizon will be driven primarily by labour costs, supported by 
a substantial increase in the minimum wage implemented in January this year.62 In 
2027 and 2028, growth in unit profits, reflecting the anticipated recovery in economic 
activity, will also contribute positively to inflation. However, the gradual moderation of 
core inflation will be supported by a recovery in labour productivity. Meanwhile, a rela-
tively strong growth in the GDP deflator is expected to persist, largely owing to devel-
opments in the government consumption deflator, reflecting robust wage growth in the 
public sector (Figure 2.3.2, left). 

 

Compared with the December projection, headline inflation is now expected to 
be higher in 2026 and 2027, while the projection for 2028 remains unchanged. 

Headline inflation this year is expected to be 1.3 percentage points higher than in the 
December projection. The revision mainly reflects higher energy inflation, driven by 
developments in crude oil prices and, to a lesser extent, wholesale gas and electricity 
prices following the outbreak of the conflict in the Middle East. The upward revision to 
headline inflation also reflects a higher projection for core inflation, which is linked to 
stronger labour cost growth, notably due to the unexpectedly large increase in the min-
imum wage at the beginning of the year and weaker productivity growth compared with 
previous projections. At the same time, a strong increase in headline inflation this year 
is partly offset by a downward revision to food inflation, reflecting price growth in the 
first part of the year, which was below the December projection. Over the remainder of 
 

62 According to our estimates, headline inflation in 2026 will be, on average, 0.5 percentage points higher as a result of the 
increase in the minimum wage in January. 
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the projection horizon, energy inflation is expected to be lower than in the December 
projection, owing to base effects stemming from the strong upward revision this year, 
while prices of non-energy components of the consumer basket are expected to grow 
more strongly. This primarily reflects the indirect effects of higher wholesale energy 
prices and the pass-through of higher labour costs growth into final prices (Figure 2.3.2, 
right and Box 2.3.1). 

Figure 2.3.2: 
Decomposition of core 
inflation and revision of 
headline inflation 

Sources: SURS, Banka Slovenije calculations and projections. 
Note: The analysis in the left chart uses seasonally and calendar-adjusted data from the national accounts. 

Box 2.3.1: Direct and 
indirect effects of a 
supply-side oil shock on 
domestic inflation 

 

Indirect effects of supply-side oil shocks are significant, as an initial and 
temporary increase in energy prices may translate into more persistent 
domestic inflationary pressures. 

An increase in oil prices initially has a mechanical impact on headline inflation through 
fuel and other energy prices. Subsequently, it may be transmitted to other components 
of the consumer basket through higher production costs, transport costs, food prices 
and wage pressures. This distinction is important for assessing inflation dynamics, as 
direct effects typically dissipate once energy price growth normalises, whereas indirect 
effects can keep inflation elevated for longer. Our estimates point to precisely such a 
pattern. The direct contribution of a supply-side oil shock to headline inflation largely 
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fades after around one and a half years, while inflation remains elevated for longer 
owing to the transmission of the shock to non-energy components. 

In our assessment, we apply a shock to expected oil supply, in line with evidence show-
ing that the inflationary and macroeconomic effects of oil price movements depend on 
the source of the shock. This approach allows us to focus on the supply-side, cost-
driven transmission channel. The energy price pass-through literature shows that the 
effects on inflation are not limited to the direct impact through energy prices, but may 
also materialise indirectly through food, goods and services prices.63  

The empirical approach is designed to assess the domestic transmission of an exter-
nally identified supply-side oil shock. The shock is treated as an exogenous factor af-
fecting international oil price developments in the model, while fuel inflation, energy 
inflation, HICP inflation excluding energy, and GDP growth are modelled jointly as do-
mestic endogenous variables. Including fuel inflation among the endogenous variables 
captures the first stage of the pass-through from the external oil shock to domestic 
consumer prices. The model then estimates how this initial price impulse is transmitted 
to broader energy inflation, non-energy inflation, and economic activity. This framework 
allows us to distinguish between the direct effect through the energy component and 
the indirect effect through the remainder of the consumer basket. 

The estimates indicate that the inflationary effect of a shock to expected oil supply 
gradually shifts from the direct energy channel to indirect non-energy channels. The 
direct contribution of energy components to headline inflation is strongest on impact, 
following an unexpected 10% increase in oil prices, and amounts to around 0.3 per-
centage points. It then gradually declines and largely dissipates after about one and a 
half years (Figure 2.3.1.1). By contrast, the indirect effect through non-energy inflation 
builds up more gradually, surpasses the direct effect after around one year, and re-
mains positive throughout the three-year projection horizon. As a result, the overall 
impact of the shock on inflation declines only slowly, from around 0.3 percentage points 
on impact to approximately 0.05 percentage points after three years. Cumulatively over 
the three-year period, direct effects increase the overall price level by about 0.3%, while 
indirect effects contribute an additional 0.25%. To better understand the sources of this 
more persistent indirect effect, we also estimate an extended specification in which 
HICP inflation excluding energy is replaced by its main components. The estimates 
suggest that the indirect transmission occurs primarily through food and services 
prices. The food price channel is consistent with higher energy prices raising the costs 
of agricultural production, fertilisers, processing and transport. The services channel 
likely reflects fuel-related activities, such as transport and tourism, as well as the grad-
ual adjustment of labour and other input costs to higher energy prices. 

 

63 The identification of the shock to expected oil supply (oil supply news shock) is described in greater detail in Känzig, 
D.R. (2021). “The Macroeconomic Effects of Oil Supply News: Evidence from OPEC Announcements.” American Eco-
nomic Review, 111(4), 1092–1125. 

https://www.aeaweb.org/articles?id=10.1257/aer.20190964
https://www.aeaweb.org/articles?id=10.1257/aer.20190964
https://www.aeaweb.org/articles?id=10.1257/aer.20190964
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Figure 2.3.1.1: 
Decomposition of the 
impact of a 10% supply-
side oil shock on inflation 

Source: Banka Slovenije estimates.  
Note: The estimates are based on a VAR model in which fuel inflation, energy inflation, HICP inflation excluding energy, and GDP 
growth are included as endogenous variables. The exogenous part of the model comprises the Känzig shock to expected oil sup-
ply, foreign demand growth, and a global sentiment indicator. All domestic variables are expressed as year-on-year growth rates. 
The supply-side oil news shock in the crude oil market is normalised to reflect a 10% price increase in the global market. 

The estimated indirect effects may be conservative, as the linear model captures aver-
age historical transmission and does not account for the extent to which responses 
depend on prevailing economic conditions. During periods of high and persistent infla-
tion, firms and households may pay closer attention to price developments, prices may 
be adjusted more frequently, and wages may respond more strongly to past inflation.64 
This is consistent with evidence that inflation expectations affect the behaviour of 
households and firms, that the frequency of price increases rises in a high-inflation 
environment, and that the pass-through of supply-side energy shocks to consumer 
prices can become stronger.65 Large and persistent energy shocks could therefore lead 
to a faster and stronger pass-through to food prices, services and other non-energy 
components than suggested by average historical estimates. In the adverse scenario 
of the projection (Section 3.1), the amplified effect of prolonged elevated energy prices 
is captured through a dynamic elasticity calibrated to a response one standard devia-
tion above the median estimate from the model presented in this box. /// 

3 Risks and Uncertainties 

 

Risks to economic growth are predominantly tilted to the downside over the 
projection horizon, while risks to inflation remain skewed to the upside.  

Among external risks, the potential persistence or escalation of the conflict in the Middle 
East stands out most prominently. This could be reflected in higher energy prices and 
 

64 See Gabrovšek, Pavlič. Media attention on inflation. Banka Slovenije, 2026. 
65 Weber, M., D’Acunto, F., Gorodnichenko, Y. & Coibion, O. (2022). “The Subjective Inflation Expectations of Households 
and Firms.” Journal of Economic Perspectives, 36(3), 157–184. Nakamura, E., & Steinsson, J. (2008). Five facts about 
prices: A reevaluation of menu cost models. The Quarterly Journal of Economics, 123(4), 1415–1464. De Santis, R.A., & 
Tornese, T. (2025). Energy supply shocks’ nonlinearities on output and prices. European Economic Review, 176, 105037. 
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their increasingly pronounced pass-through to headline inflation, disruptions in supply 
chains, and heightened macroeconomic and financial uncertainty. These factors would 
reduce the purchasing power of households and affect their decisions regarding major 
purchases. At the same time, less favourable conditions in the international environ-
ment and increased uncertainty would further restrain corporate investment and inter-
national trade. The macroeconomic effects of such a scenario are presented in more 
detail in Section 3.1. In addition to geopolitical tensions, renewed uncertainty regarding 
trade policies could also affect the export sector of the economy during the projection 
period. The trade agreement between the United States and the EU remains condi-
tional on official ratification by the European Parliament, while its implementation is 
subject to suspension clauses in the event of non-compliance with agreed tariff rates 
or territorial threats to EU Member States. The introduction of suspension clauses was 
a direct response by the European Parliament to the US’s announced threat of higher 
tariffs and the territorial appropriation of Greenland in January this year.66 In addition 
to geopolitical uncertainty, macroeconomic projections have been prepared in a period 
of increased volatility and high valuations in global financial markets. Sudden revalua-
tions of financial or real assets could affect the domestic macroeconomic environment 
through increased uncertainty in the financial system, the deterioration of balance 
sheets and corporate access to finance, and a decline in household wealth. The latter 
channel is the focus of Box 3.1.1, where our baseline analysis indicates a relatively 
limited direct exposure of Slovenian households to asset revaluations and a limited 
impact on consumption. 

In addition to external risks, the impact of domestic structural factors on economic 
growth and inflation could also intensify during the projection period. These factors pri-
marily stem from pressures on labour productivity growth, adverse demographic trends, 
and the resulting contraction of the available labour force. This is reflected in the strong 
growth of unit labour costs, which will, over the projection period – particularly this year 
– contribute to a more pronounced deterioration in the cost competitiveness of the 
economy compared with other EU countries. The decline in competitiveness will al-
ready be limiting investment and export growth during the projection period, as dis-
cussed in more detail in Boxes 2.1.3 and 2.1.4. Cost pressures could be further exac-
erbated by slower labour productivity growth, also as a consequence of previously 
weak investment activity, and by a stronger pass-through of inflation into nominal wage 
growth. This could occur in the event of prolonged elevated inflation, especially if geo-
political risks materialise and energy prices increase further. The indirect effects of 
higher energy prices and their pass-through to other price categories are analysed in 
Box 2.3.1. 

The materialisation of the risks described above could require more decisive action by 
the state or fiscal policy to mitigate macroeconomic consequences. However, following 
the rapid increase in the deficit last year and with the expected breach of the reference 
threshold of 3% of GDP during the projection period, fiscal space is diminishing.67 The 
projections do not take into account the impact of the Act on Emergency Measures for 
the Development of Slovenia, adopted in May, as its implementation remains uncertain 
due to the possibility of a referendum if its admissibility is confirmed by the Constitu-
tional Court. The measures contained in the Act, aimed at increasing disposable in-
come, could stimulate economic growth during the projection period. This could be fur-

 

66 For further details on the implementation conditions of the trade agreement and the introduced opt-out clauses, see 
European Parliament: EU-US tariffs: tensions, trade deal and what could change. 
67 According to estimates by the Fiscal Council of the Republic of Slovenia and the European Commission, the Act on 
Intervention Measures for the Development of Slovenia could raise the general government deficit by around one percent-
age point of GDP; see: Economic forecast for Slovenia – European Commission and Assessment of the draft 2026 Annual 
Progress Report 

https://www.europarl.europa.eu/topics/en/article/20250210STO26801/eu-us-tariffs-tensions-trade-deal-and-what-could-change
https://economy-finance.ec.europa.eu/economic-surveillance-eu-member-states/country-pages-including-country-reports/slovenia/economic-forecast-slovenia_en
https://www.fs-rs.si/wp-content/uploads/2026/04/Assessment_APR2026.pdf
https://www.fs-rs.si/wp-content/uploads/2026/04/Assessment_APR2026.pdf


Review of Macroeconomic Developments and Projections 
June 2026 

Banka Slovenije 

 

  49 

ther supported by a faster increase in defence expenditure, associated with more con-
sistent fulfilment of NATO commitments and geopolitical circumstances. However, 
such measures would also place additional strain on public finances and increase the 
deviation of the deficit above the reference threshold of 3% of GDP. This could raise 
the financing costs for the state and other entities in the economy, intensify pressures 
to adjust public expenditure, and reduce the capacity to respond to potential new 
shocks. Consequently, the medium-term effects on economic growth could be nega-
tive. The impact on inflation remains more uncertain, as the disinflationary effects of 
weaker economic activity could be offset by new price shocks, to which the state would 
find it more difficult to respond due to reduced fiscal space. 

Figure 3.1: Risks to 
projections 

Source: Banka Slovenije estimates. 
Note: The size of the symbol denotes the likelihood of the realisation of the risk. 

3.1 Alternative projection scenario 

 

An escalation of the war in the Middle East would dampen economic activity 
and intensify price growth over the projection horizon. 

The outlook for economic activity in Slovenia is highly contingent on the evolution of 
the conflict in the Middle East. The baseline projection assumes a gradual easing of 
tensions and the restoration of maritime traffic through the Strait of Hormuz, which is 
expected to stabilise conditions in wholesale commodity markets. 

The effects of a potential persistence or escalation of geopolitical tensions on the Slo-
venian economy are assessed in the alternative projection scenario. This scenario en-
visages several transmission channels through which a longer lasting and more severe 
shock would spill over into the Slovenian economy. These are summarised in Ta-
ble 3.1.1. The first channel relates to higher wholesale commodity prices, particularly 
oil. The alternative scenario is based on the 95th percentile of the distribution of market 
expectations for oil price developments, which, from the third quarter of this year on-
wards, assumes a price level that is approximately 60% higher than in the baseline 
projection. In the event of such a price increase, we also assume a more pronounced 
pass-through of cost pressures to other price categories. The impact on headline infla-
tion is estimated based on the upper, one standard deviation confidence interval of 
model responses, as evaluated in Box 2.3.1. 
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A protracted conflict and unstable energy markets would also result in prolonged un-
certainty in the global environment, as measured by the volatility index (VIX) on finan-
cial markets, which would rise by 14 index points and remain above the baseline pro-
jection until mid-2027. This, together with higher production costs, would affect inter-
national trade, the volume of which would be almost 2% lower than in the baseline 
scenario. Increased macroeconomic and financial risk would also translate into tighter 
financing conditions. In the alternative scenario, the assumed lending rates for corpo-
rates and households are approximately 10 basis points higher. 

Table 3.1.1: Description of 
the transmission 
mechanisms in the 
alternative scenario 

Sources: ECB, Banka Slovenije calculations. 

In addition to weaker foreign demand and tighter financial conditions, higher uncertainty 
would also directly affect domestic demand through the postponement of investment. 
The direct effect of uncertainty on private investment is estimated using a satellite 
model.68 Furthermore, the alternative scenario, in addition to the price effects of the 

 

68 The satellite model is based on a recursively identified vector autoregression that includes quarterly investment growth, 
quarterly growth in global demand for Slovenia, and the financial uncertainty index – VIX. The set of variables reflects the 
assumption that higher financial market uncertainty affects economic activity in Slovenia primarily through private investment 
growth, while controlling for the impact of uncertainty on the external environment and foreign demand. Using a conditional 
forecast, following the approach of Waggoner and Zha (1999), we constructed an alternative path for the VIX index and, on 
this basis, estimated the effect of increased uncertainty on corporate investment activity and thus on the domestic economic 
environment. 

Transmission mechanism Description of the mechanism 

Average deviation from the base-
line projection over the projection 

horizon 
commodities Persistence of the blockade of the Strait 

of Hormuz and escalating military ten-
sions would keep energy and other 
commodity prices elevated. The as-

sumption for energy prices follows the 
95th percentile of market expectations. 

Higher global energy prices in euro 
terms would also be supported by the 

depreciation of the exchange rate. 

oil price: +62.7% 
price of non-oil commodities: +67.7% 

nominal effective exchange rate: 
+0.6% 

euro exchange rate against the US 
dollar: +0.4% 

higher pass-through of higher en-
ergy prices to other prices 

Faster growth of input costs leads to a 
compression of profit margins, forcing 
firms to adjust their selling prices more 
frequently. A more pronounced loss of 
purchasing power, amid a tight labour 

market, results in more intense wage in-
dexation. 

On average over the projection hori-
zon, a 1.5-fold multiplier of the usual re-
sponse of headline inflation to higher 
energy prices is applied. The multiplier 
is based on the one-standard-deviation 
confidence interval around the median 
response, as estimated in Box 2.3.1. 

international trade A deterioration in economic activity 
among Slovenia’s main trading partners, 
underpinned by increased global uncer-
tainty, higher input costs and constraints 

in the supply of commodities. 

level of foreign demand for Slovenia: 
–2% 

financing conditions Tighter financing conditions follow 
higher global uncertainty through an in-

crease in risk premia. 

financing costs for NFCs: +10.8 b.p. 
spread on corporate bond yields: 

+34.7% 
domestic factors Higher uncertainty and weaker pro-

spects in the global environment slow 
domestic economic activity through the 

postponement of investment. 

volatility index on financial markets 
(VIX): +3.9 index points on average 

over the projection horizon 

production constraints The level of potential output declines, as 
higher wholesale oil prices reduce the 

availability of energy inputs, thereby in-
tensifying inflationary pressures through 
reduced productive capacity and a di-

minished supply of goods. 

level of potential output at the end of 
the projection horizon: –1.5% 
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commodity shock, also considers the impact on the productive capacity of the econ-
omy.69 

Should the alternative scenario materialise, the average annual growth of economic 
activity over the projection horizon would be 0.4 percentage points lower, while head-
line inflation would be 1.0 percentage point higher. The impact would be most pro-
nounced in 2027 before gradually fading in 2028 (Figure 3.1.1). 

The scenario envisages a broad-based slowdown in economic activity. All factors would 
contribute to this, in particular lower domestic demand amid heightened uncertainty in 
financial markets and a cooling of external demand. In 2027, growth would be further 
dampened by price pressures linked to higher wholesale prices of energy and food, 
with overall GDP growth being 0.9 percentage points lower than in the baseline projec-
tion. Over the projection horizon, economic activity would also be increasingly affected 
by reduced productive capacity due to persistently higher prices and lower availability 
of energy inputs in production. At the same time, the higher inflation throughout the 
projection horizon would mainly stem from the pass-through of higher wholesale prices 
of energy and food into final prices, and, towards the end of the horizon, also from 
production constraints. In addition, a more pronounced increase in price growth would 
be prevented by the disinflationary effects of cooling domestic and foreign demand. By 
contrast, the impact of tighter financial conditions and the depreciation of the euro ex-
change rate is, in our assessment, limited (Figure 3.1.1). 

Figure 3.1.1: Scenario of 
further escalation of the 
war in the Middle East 

Source: Banka Slovenije calculations. 

 

69 The reduction in productive capacity is assessed based on a modified production function in Banka Slovenije’s core 
macroeconomic model – SiQM. The adjustment, instead of the standard Cobb-Douglas production function with labour 
and capital as the only factors of production, assumes oil as an additional input in an adjusted functional form with con-
stant elasticities of substitution between energy and non-energy production inputs. In such a model structure, higher en-
ergy prices reduce the availability of energy inputs and thus potential output. 
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Box 3.1.1: The impact of 
asset price developments 
on private consumption: a 
distributional perspective 
for Slovenia and the euro 
area 

 

Asset prices can affect private consumption through household wealth effects, 
although the strength of these effects differs across asset classes and depends 
on the wealth distribution of asset holders. 

The current macroeconomic environment is characterised by persistent inflationary 
pressures, elevated geopolitical and trade-related uncertainty, increased volatility in fi-
nancial markets, and the risk of further tightening in financing conditions. In such cir-
cumstances, asset price developments are significant, as they directly affect the value 
of household wealth and can influence consumption through wealth effects, creditwor-
thiness, and confidence. Although consumption is generally more sensitive to changes 
in income than changes in wealth, pronounced changes in housing and equity prices 
can have a substantial impact on domestic demand. The intensity of these effects de-
pends, among other factors, on the type of asset generating the increase in wealth and 
the position of asset holders within the wealth distribution.70 

In this context, the box assesses how changes in household wealth resulting from asset 
price developments may affect private consumption in Slovenia and the euro area, fo-
cusing on two questions. First, what is the implicit reduction in net wealth across the 
wealth distribution in the event of a hypothetical decline in residential property and eq-
uity prices? Second, what is the direct effect on total private consumption – excluding 
broader general equilibrium channels – resulting from these deflated changes in 
wealth, both by wealth distribution and at the aggregate level?71 

 

Differences in the composition and liquidity of assets across the wealth 
distribution translate into heterogenous effects of asset price shocks across 
households. 

Data on the wealth distribution of both economies – Slovenia and the euro area – show 
that households in the bottom 90% of the wealth distribution hold the majority of their 
assets in residential property, while non-housing financial assets are mostly in the form 
of deposits, and exposure to equities and other non-deposit financial assets is limited, 
particularly in Slovenia. By contrast, households at the top of the distribution have more 
diversified portfolios, including business assets, equities, and other financial assets, 
making them more sensitive to changes in equity prices on financial markets.72 

 

70 For the wealth effect channel, see Modigliani & Brumberg (1954) and Ando & Modigliani (1963). For evidence on hetero-
geneous wealth effects by asset type and wealth position, see Case, Quigley & Shiller (2005), Slacalek (2009), Carroll, 
Slacalek & Tokuoka (2014) and Kaplan, Moll & Violante (2018). 
71 To answer the first question, the analysis combines Distributional Wealth Accounts (Distributional Wealth Accounts, 
DWA) and Quarterly Sector Accounts (QSA). To address the second question, the analysis combines real changes in net 
wealth resulting from hypothetical asset price shocks with marginal propensities to consume specific to wealth groups and 
asset types. See Introducing the Distributional Wealth Accounts for euro area households, ECB Economic Bulletin, Issue 
5/2024. 
72 See the experimental statistical data on the distribution of household wealth, available on the Financial Accounts, Banka 
Slovenije. 

https://direct.mit.edu/books/edited-volume/2669/chapter-abstract/72277/Utility-Analysis-and-the-Consumption-Function-An?redirectedFrom=fulltext
https://www.jstor.org/stable/1817129
https://www.researchgate.net/publication/4986012_Comparing_Wealth_Effects_The_Stock_Market_Versus_the_Housing_Market
http://www.slacalek.com/research/sla06whatDrivesC/sla06whatDrivesC.pdf
https://ideas.repec.org/p/ecb/ecbwps/20141655.html
https://ideas.repec.org/p/ecb/ecbwps/20141655.html
https://www.aeaweb.org/articles?id=10.1257/aer.20160042
https://data.ecb.europa.eu/data/datasets/dwa/data-information
https://data.ecb.europa.eu/data/datasets/dwa/data-information
https://www.ecb.europa.eu/press/economic-bulletin/articles/2024/html/ecb.ebart202405_02%7E50a620f16b.en.html
https://www.bsi.si/en/financial-accounts
https://www.bsi.si/en/financial-accounts
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These portfolio differences are reflected in varying sensitivities to asset price changes 
across the wealth distribution. A simple financial leverage multiplier73 shows that a hy-
pothetical 10% decline in residential property prices would currently reduce the net 
wealth of the bottom 50% of households by almost 10% in both Slovenia and the euro 
area, compared with approximately 4–5% for the top decile (Figure 3.1.1.1, left). Con-
versely, a 10% decline in equity prices – including both direct and indirect exposures 
to equity instruments via investment funds and pension schemes – would mainly affect 
the top decile, whose net wealth would decrease by around 2.5% in the euro area and 
about 2% in Slovenia (Figure 3.1.1.1, right). The effect on the bottom 90% of house-
holds would be considerably smaller, approximately 0.6% in the euro area and virtually 
negligible in Slovenia, due to limited direct and indirect exposure to equities. 

Figure 3.1.1.1: Net wealth 
changes across the 
wealth distribution from a 
10% decline in asset 
prices 

Sources: ECB, Eurostat, SURS, Banka Slovenije calculations.  
Note: The sensitivity of wealth to a 10% decline in residential property and equity prices is calculated based on the shares of 
residential property and equity instruments in net wealth. Equity instruments include both direct and indirect exposures, including 
listed shares, financial business assets, and exposures via investment funds and pension schemes. Indirect exposures are esti-
mated using aggregate portfolio structure statistics. The latest data refer to the first quarter of 2025. 

 

The estimated direct effect of hypothetical asset-price-induced wealth losses 
on consumption is negative but moderate at the aggregate level, with 
heterogeneous effects across the wealth distribution. 

In line with the empirical literature, marginal propensities to consume (MPC) decline 
with wealth and are higher for housing wealth than for equity wealth.74 A higher MPC 
 

73 The multiplier estimates the mechanical effect of a hypothetical increase or decrease in asset prices on household net 
wealth and the evolution of this effect over time, without taking into account indirect channels such as portfolio rebalancing. 
See Introducing the Distributional Wealth Accounts for euro area households, ECB Economic Bulletin, Issue 5/2024. 
74 Real wealth increases are calculated by deflating the nominal increase in net wealth resulting from the asset price shock 
using the household final consumption deflator. The calibration of MPC is based on Arrondel, Lamarche & Savignac 
(2015), Fagereng, Holm & Natvik (2021), Garbinti et al. (2024), Kaplan & Violante (2014), Slacalek, Tristani & Violante 
(2020) and Muellbauer (2008). For housing equity withdrawal see Muellbauer (2008) and Aron et al. (2012). The Slovenian 
marginal propensities to consume are calibrated at the lower end of the range for the euro area, reflecting limited participa-
tion in equity investments outside the top decile, limited housing equity withdrawal, and a high share of homeowners with-
out mortgage debt. The annual MPC ranges used, in cents per EUR 1 increase in wealth, are as follows: bottom 50% – 
housing wealth 1–2 cents for the euro area and 0.5–1.5 cents for Slovenia, with equity holdings negligible in both cases; 
middle 40% – housing wealth 0.5–1.5 cents for the euro area and 0.3–1 cent for Slovenia, and equity wealth 0.5–1.5 cents 
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https://www.ecb.europa.eu/press/economic-bulletin/articles/2024/html/ecb.ebart202405_02%7E50a620f16b.en.html
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for housing wealth does not necessarily reflect the greater direct liquidity of this asset, 
but rather the fact that housing wealth is more widely distributed among households 
with higher MPC, whereas equity is typically more concentrated among wealthier 
households with lower MPC. A 10% decline in residential property prices would reduce 
aggregate private consumption by approximately 1.4% in Slovenia and about 2% in the 
euro area (Figure 3.1.1.2, left), with the effects remaining largely stable over time. In 
both economies, the response is the largest in the middle of the distribution, where high 
shares of housing wealth coincide with still significant MPC.75 The overall effect is 
smaller in Slovenia than in the euro area, as the value of housing wealth relative to 
consumption is lower, and the transmission of property price changes to consumption 
via the credit channel or the collateral channel is weaker. This is the case despite a 
higher home ownership rate (74.2% compared with 64.7% in the euro area),76 as the 
aggregate effect depends not only on the ownership rate, but also on the value of 
wealth relative to current consumption, its distribution among households with different 
MPC, and the use of wealth as collateral for borrowing. In Slovenia, this channel is 
weaker mainly due to the relatively limited prevalence of mortgage financing, the high 
share of owners without mortgage debt, and stricter credit standards, which means that 
changes in property prices are transmitted less strongly to current consumption. 

Figure 3.1.1.2: Direct 
consumption impulse 
from net wealth changes 
following a 10% decline in 
asset prices 

Sources: Eurostat, SURS, Banka Slovenije calculations.  
Note: The direct consumption effect is calculated using marginal propensities to consume (MPC) specific to wealth groups and 
asset types, applied to real reductions in net wealth resulting from a 10% decline in residential property or equity prices. The range 
reflects MPC values based on empirical literature; columns indicate the median response within this range. The total aggregate 
response represents the sum of individual group responses. Responses are calculated as averages for selected periods. The 
results reflect partial equilibrium estimates and do not include secondary effects via income, credit, or portfolio restructuring. 

 

for the euro area and 0.2–0.8 cents for Slovenia; top 10% – housing wealth 0.5–1 cent for the euro area and 0.2–1 cent for 
Slovenia, and equity wealth 0.1–0.5 cents in both cases. The estimates should be interpreted as approximate first-round 
effects in partial equilibrium. 
75 The role of low financial leverage in weakening the collateral and housing equity withdrawal channels is discussed in 
Carroll, Slacalek & Tokuoka (2014) and Muellbauer (2008). 
76 Based on Eurostat EU-SILC data on the housing status of the population, i.e. the share of the population living in owner-
occupied dwellings, the home ownership rate in Slovenia has declined from a peak of 84.5% in 2006 to 74.2% in 2025; in 
the euro area, it has fallen from a peak of 71.9% in 2009 to 64.7% in 2025. This decline is particularly pronounced among 
younger cohorts and is mainly related to reduced housing affordability, higher house prices relative to income, and in-
creased income uncertainty with regard to employment. 
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https://www.jstor.org/stable/23606722
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The direct consumption impulse from a decline in equity prices is considerably smaller, 
although it has increased over time, particularly in the euro area (Figure 3.1.1.2, right). 
A 10% decline in equity prices would reduce aggregate private consumption by approx-
imately 0.1% in Slovenia and by just over 0.2% in the euro area. In the euro area, the 
effect is small compared with the impact of a decline in residential property prices and 
is almost entirely concentrated in the top decile, although it is also partially evident in 
the middle of the wealth distribution. In Slovenia, the effect remains small even among 
the wealthiest households and is negligible for others. This reflects the limited role of 
equities in household portfolios, although their importance for the top decile has in-
creased over time. 

These findings are important for the macroeconomic outlook as well as for monetary 
and macroprudential policy, as they show that developments in residential property 
prices have broader implications for household balance sheets and consumption than 
comparable movements in financial asset prices.77 This asymmetry is particularly pro-
nounced in Slovenia, where residential property dominates household portfolios even 
at the upper end of the distribution. Nevertheless, the estimates should be interpreted 
as accounting-based direct partial equilibrium effects rather than comprehensive mac-
roeconomic effects, as they do not take into account portfolio rebalancing, income feed-
back effects, or broader general equilibrium channels, which may amplify consumption 
responses. /// 

4 Comparison Across Institutions 

 

Compared with the median of projections from selected international 
institutions, Banka Slovenije expects, on average, GDP growth to be 0.1 
percentage point lower in the period 2026–2028, while the projected consumer 
price growth is on average 0.1 percentage point higher than the median. 

The latest available projections of economic growth for the period 2026–2028 indicate 
similar expectations among international institutions regarding developments in eco-
nomic activity (Figure 4.1, left). For the current year, institutions expect somewhat less 
favourable economic prospects compared with previous projections, mainly due to 
heightened geopolitical uncertainty related to the situation in the Middle East. With the 
gradual stabilisation of the international environment in the coming years, most institu-
tions, with the exception of the GZS and WIIW, expect economic activity to grow by 
around 2.2%, which is slightly below the estimated growth rate of the Slovenian econ-
omy’s production potential. The highest economic growth in 2026 is projected by Con-
sensus, EBRD, GZS, IMF and UMAR, all with projections of 2.0%. Banka Slovenije's 
projection, which, like those of the EC and the OECD, stands at 1.9%, is 0.1 percentage 
point below the median of all projections for the current year. The lowest economic 
growth is projected by WIIW, at 1.7%. 

For 2027, WIIW expects the highest growth in economic activity, at 2.4%, which is 0.2 
percentage points above the median of all projections for the year in question. This is 
 

77 The significance of the residential property market for macroprudential stability is already incorporated in the financial 
stability assessment prepared by Banka Slovenije.  

https://www.bsi.si/en/financial-stability
https://www.bsi.si/en/financial-stability
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followed by the EC, Banka Slovenije, EBRD, OECD, Consensus and IMF, with projec-
tions of 2.3%, 2.2% and 2.1%, respectively. Banka Slovenije' projection is equal to the 
median of all projections, which stands at 2.2%. The lowest GDP growth is projected 
by UMAR and GZS, at 2.0% and 1.8%, respectively. 

For 2028, economic growth projections are available for four institutions. Banka Slove-
nije's projection, at 2.2%, is equal to the median of all projections for the year in ques-
tion. 

Most institutions, with the exception of UMAR, expect a more pronounced acceleration 
of inflation in 2026 (Figure 4.1, right). This will be driven mainly by higher energy prices, 
particularly oil, the effects of which will be partially transmitted to other components of 
inflation in the coming years. As a result, the median rate of consumer price growth will 
remain somewhat above the monetary policy target. The highest inflation in the current 
year is projected by Banka Slovenije, at 3.6%, which is 0.5 percentage points above 
the median of all projections. This is followed by the EC, OECD, Consensus and GZS, 
with projections of 3.5%, 3.3% and 3.1%, respectively, while the lowest consumer price 
growth is expected by WIIW, IMF and UMAR, at 3.0%, 2.9% and 2.5%, respectively. 

For 2027, the highest inflation is projected by GZS, OECD and the EC, at 2.8%, 2.6% 
and 2.5%, respectively. This is followed by Consensus, Banka Slovenije, WIIW and 
UMAR, with projections of 2.4%, 2.3% and 2.2%. Banka Slovenije's projection is equal 
to the median of all projections for the year in question, which stands at 2.3%. The 
lowest consumer price growth is projected by the IMF, at 2.1%. 

For 2028, inflation projections are also available for four institutions. The highest infla-
tion is expected by the IMF (2.3%), and the lowest by Banka Slovenije (2.0%), which is 
0.1 percentage point below the median of all projections for the year in question. 

Figure 4.1: Comparison of 
GDP and inflation 
projections across 
institutions 

Sources: Projections by Consensus Economics (May), EBRD (June), EK (May), GZS (April), IMF (April), OECD (June), UMAR 
(February), WIIW (April), Banka Slovenije (June). 
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5 Statistical Appendix 

Table 5.1: Key macroeconomic indicators at the monthly level for Slovenia 

Sources: SURS, Banka Slovenije, Ministry of Finance, Banka Slovenije calculations. 
Notes: The data in the table are unadjusted, except for the sentiment indicators, where the data are seasonally and working-day adjusted. The monthly activity indicators in 
industry, construction and services are given in real terms. Owing to a change in data source, the series for average wages before 2023 were adjusted based on the growth 
rates in previous series. (1) HICP deflator. (2) Inflation excluding energy, food, alcohol and tobacco. (3) Consolidated position of the state budget, local government budgets, 
pension and disability insurance subsector, and compulsory health insurance subsector, according to the principle of paid realisation. 

12 mths to 3 mths to 3 mths to 2026 2026 2026 2026 2026
Mar. 26 Mar. 25 Mar. 26 Jan. Feb. Mar. Apr. May

Economic Activity

Sentiment indicator –2.7 –2.0 –1.8 –2.3 –1.6 0.2 –2.8 –2.2 –5.0 –2.2
   - confidence indicator in manufacturing –7.8 –6.6 –6.3 –7.0 –6.0 –3.0 –8.0 –7.0 –8.0 –6.0

Industry: - total –1.2 –1.9 –2.2 –0.6 –1.9 –7.4 –3.6 6.0 0.4 ...
   - manufacturing 0.9 –1.4 –0.9 –1.2 0.7 –7.1 0.5 8.7 1.2 ...
Construction: - total –9.4 10.1 16.7 –8.9 20.7 8.2 22.5 29.6 ... ...
   - buildings –12.6 9.1 14.2 –4.2 15.7 3.4 17.0 26.8 ... ...
Trade and service activities - total 1.9 1.6 2.7 –0.4 4.2 1.5 4.0 7.4 ... ...
Wholesale and retail trade and repair of motor ve   6.7 5.3 6.0 1.6 4.5 –3.2 5.8 11.8 ... ...
Retail trade, except of motor vehicles and motorc 0.7 1.0 0.5 2.0 0.1 –1.5 –3.5 5.9 ... ...
Other private sector services 1.4 1.8 3.4 –1.2 5.6 2.9 6.6 6.9 ... ...
Labour Market
Average gross wage 6.2 5.9 5.9 7.1 7.1 6.7 7.2 7.3 ... ...
   - private sector 7.1 3.9 4.5 5.2 7.4 7.2 7.8 7.4 ... ...
   - public sector 4.6 9.4 8.2 10.6 6.1 5.5 5.9 6.8 ... ...
Real net wage1 1.8 2.6 2.2 4.8 3.2 3.0 3.0 3.7 ... ...
Registered unemployment rate (in % ) 4.6 4.6 4.6 4.9 4.9 5.0 4.9 4.6 ... ...
Registered unemployed persons –5.6 –1.2 –0.7 –2.6 –0.4 –0.7 –0.4 –0.2 –0.4 –0.3
Persons in employment 1.1 –0.3 –0.2 –0.3 –0.0 –0.0 –0.0 –0.0 ... ...
   - private sector 1.1 –0.8 –0.8 –0.8 –0.7 –0.7 –0.7 –0.7 ... ...
   - public sector 1.2 1.1 1.4 0.9 1.8 1.9 1.8 1.7 ... ...
Price Developments
HICP 2.0 2.5 2.6 2.1 2.5 2.4 2.8 2.4 3.4 3.8
   - services 4.8 3.8 3.8 4.0 3.9 3.7 3.9 4.1 3.8 3.9
   - industrial goods excluding energy 0.5 0.6 0.6 0.4 0.4 0.8 0.3 0.1 –0.5 0.3
   - food 2.0 4.9 5.2 2.7 4.1 4.6 4.3 3.3 1.9 2.0
   - energy –2.3 –1.6 –1.5 –0.2 0.6 –2.1 2.8 1.1 15.6 17.1
Core inflation indicator2 2.8 2.4 2.4 2.3 2.3 2.4 2.3 2.3 1.9 2.3
Balance of Payments - Current Account
Current account balance 4.5 3.5 3.4 2.7 2.3 2.9 2.2 1.7 ... ...
   1. Goods 0.6 –0.2 –0.3 –0.0 –0.3 0.0 1.2 –2.1 ... ...
   2. Services 5.5 5.6 5.5 4.3 4.0 3.8 3.4 4.8 ... ...
   3. Primary income –1.1 –0.6 –0.6 0.2 0.1 1.0 –0.5 –0.2 ... ...
   4. Secondary income –0.5 –1.3 –1.2 –1.7 –1.5 –1.9 –1.9 –0.7 ... ...

Export of goods and services 2.1 2.0 1.6 3.2 1.7 –2.8 1.5 5.8 ... ...
Import of goods and services 2.5 2.8 2.0 5.3 2.2 –3.4 1.2 7.9 ... ...

% GDP y-o-y, % EUR m y-o-y, % EUR m y-o-y, %
Revenue  27,918  29,659  42.6 8.2  9,263  5.3  10,315  11.4
   Tax revenue  24,547  25,964  37.2 7.3  8,534  5.6  9,407  10.2
   From EU budget  1,040  1,248  2.0 48.0  145 –35.6  317  118.8
   Other  2,331  2,447  3.4 1.4  584  17.9  591  1.2
Expenditure  28,871  31,433  45.2 10.2  9,549  7.9  10,712  12.2
   Current expenditure  12,910  14,139  20.5 11.2  4,361  8.9  4,975  14.1
      - wages and other personnel expenditure  6,539  7,473  10.7 15.7  2,363  7.2  2,641  11.7
      - purchases of goods, services  4,368  4,596  6.6 6.5  1,340  6.4  1,483  10.7
      - interest  793  836  1.2 -2.3  541  21.7  574  6.1
   Current transfers  12,794  13,765  19.6 8.2  4,409  7.2  4,813  9.1
      - transfers to individuals and households  10,397  11,056  15.7 6.9  3,595  5.4  3,849  7.1
   Capital expenditure, transfers  2,531  2,809  4.0 14.6  551  2.4  658  19.4
General government surplus/deficit –953 –1,774 –2.6 –286 –397

EUR m

2024 2025

Public Finances
Consolidated general government balance3

year-on-year growth rates in %

year-on-year growth rates in %

20252024 2025 Jan.-Apr.
2026

Jan.-Apr.

in % GDP

nominal year-on-year growth rates in %

12 mths to
Apr. 26

balance of answers in percentage points

year-on-year growth rates in %
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Table 5.2: Key macroeconomic indicators at the quarterly level for Slovenia and the euro area 

 
Sources: SURS, Eurostat, Banka Slovenije, ECB, Ministry of Finance, Banka Slovenije calculations. 
Notes: Unadjusted figures are used to calculate the year-on-year rates, and seasonally adjusted figures are used to calculate the current rates of growth. (1) The figures for 
Slovenia are calculated as the difference between the seasonally adjusted figures for aggregate final consumption and government final consumption. (2) Nominal unit labour 
costs are the ratio of nominal compensation per employee to real labour productivity. (3) Real unit labour costs are the ratio of nominal compensation per employee to nominal 
labour productivity. (4) Four-quarter moving sums. 

2023 2024 2025 25Q2 25Q3 25Q4 26Q1 2023 2024 2025 25Q2 25Q3 25Q4 26Q1

Economic Developments
GDP 1.0 1.0 0.4 0.7 0.1 0.3 0.2 –0.2
   - industry 0.1 –0.0 –0.5 0.6 0.2 –0.1 –0.2 –2.5
   - construction 5.6 5.0 3.7 –1.2 0.1 0.2 0.2 –0.5
   - mainly public sector services (OPQ) 1.6 0.1 3.8 –3.0 0.0 0.4 0.2 0.2
   - mainly private sector services (without OPQ) 0.8 1.3 –0.5 1.1 0.2 0.3 0.1 –0.4
Domestic expenditure 0.4 1.4 2.7 –0.7 0.4 0.6 0.6 0.1
   - general government 1.8 0.8 1.2 0.2 0.4 0.7 0.6 0.5
   - households and NPISH1 0.3 0.2 1.0 0.8 0.3 0.2 0.4 0.2
   - gross capital formation –1.9 3.3 10.7 –5.8 0.9 1.4 1.0 –0.7
   - gross fixed capital formation 3.2 4.9 2.7 1.5 –1.4 1.2 0.8 –0.3

GDP 2.4 1.7 1.1 0.8 1.9 2.0 3.0 0.5 1.0 1.4 1.4 1.4 1.4 0.3
   - industry 6.5 3.8 ... –0.7 –0.0 –2.1 –0.6 –1.6 –0.2 2.3 2.4 2.9 1.6 –2.7
   - construction 11.8 –3.7 ... 3.9 13.3 16.5 15.0 1.8 –1.3 0.6 –0.0 1.0 2.0 –0.3
   - mainly public sector services (OPQ) 0.8 1.8 ... 1.9 2.2 1.7 2.5 1.1 1.8 1.1 1.0 1.1 1.0 0.8
   - mainly private sector services (without OPQ) 1.1 1.2 ... 0.9 2.1 2.1 2.5 0.6 0.8 1.4 1.4 1.6 1.6 0.2
Domestic expenditure –0.0 3.3 2.6 –0.1 3.8 5.4 3.7 0.1 0.7 2.0 2.4 1.8 2.0 1.7
   - general government 2.1 7.3 1.6 –0.7 1.2 3.8 3.9 1.5 2.3 1.4 1.2 1.4 1.6 2.3
   - households and NPISH –0.0 3.8 1.7 2.3 1.3 3.0 2.8 0.5 1.3 1.4 1.7 1.2 1.5 1.2
   - gross capital formation –1.6 –1.3 5.5 –4.7 13.1 13.2 5.6 –2.2 –2.4 4.0 5.6 3.5 3.7 2.0
   - gross fixed capital formation 5.5 –0.3 4.1 –0.1 10.0 11.9 12.6 2.6 –2.4 3.0 3.2 3.1 3.6 0.1
   - inventories and valuables, contr. to GDP growth in p.p. –1.6 –0.2 0.3 –1.1 0.6 0.3 –1.4 –1.1 –0.0 0.2 0.5 0.1 0.0 0.4
Labour Market
Employment –0.0 0.1 0.1 0.2 0.1 0.2 0.2 0.1
   - mainly private sector (without OPQ) –0.2 –0.0 –0.1 0.1 0.1 0.1 0.1 0.0
   - mainly public services (OPQ) 0.6 0.5 0.5 0.6 0.2 0.3 0.2 0.2

Employment 1.5 0.5 –0.4 –0.5 –0.4 –0.3 0.4 1.5 1.0 0.8 0.8 0.7 0.7 0.5
   - mainly private sector (without OPQ) 1.5 0.1 –1.0 –1.1 –1.0 –0.8 –0.1 1.6 0.8 0.6 0.6 0.5 0.6 0.4
   - mainly public services (OPQ) 1.6 2.0 1.9 1.9 1.9 2.1 2.3 1.3 1.5 1.3 1.4 1.2 1.1 0.9
Labour costs per employee 9.6 6.2 7.9 8.8 8.7 5.7 7.5 5.4 4.5 3.9 4.0 4.0 3.7 3.5
   - mainly private sector (without OPQ) 9.6 6.5 ... 7.4 7.9 3.0 7.5 5.6 4.4 3.7 4.0 3.9 3.3 3.5
   - mainly public services (OPQ) 9.5 5.1 ... 13.1 10.9 14.6 7.3 4.9 4.8 4.2 4.1 4.2 4.6 3.5
Unit labour costs, nominal2 8.7 4.9 6.3 7.3 6.2 3.4 4.8 6.5 4.5 3.2 3.4 3.3 3.0 3.7
Unit labour costs, real3 –1.2 1.4 2.8 3.8 2.5 –0.3 1.9 0.3 1.5 0.7 0.9 0.8 0.4 1.3
LFS unemployment rate in % 3.7 3.7 3.9 3.2 4.2 4.1 4.1 6.6 6.4 6.4 6.3 6.3 6.2 ...
Foreign Trade
Real export of goods and services –0.6 1.0 –0.3 0.6 –0.7 0.7 –0.6 –0.2
Real import of goods and services –2.2 1.0 2.5 0.3 –0.2 1.4 0.3 0.5

Real export of goods and services –1.9 2.3 0.3 0.3 –0.4 0.5 0.7 –1.2 0.6 2.1 0.4 2.9 2.4 –1.0
Real import of goods and services –4.5 4.3 2.1 –0.9 1.7 4.8 1.5 –2.0 –0.0 3.5 2.4 3.8 3.9 1.8
Current account balance as %  GDP4 4.8 4.5 3.5 4.5 4.2 3.5 3.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0
External trade balance as contr. to GDP growth in p.p. 2.4 –1.3 –1.3 0.9 –1.6 –3.1 –0.5 0.4 0.3 –0.5 –0.9 –0.3 –0.6 –1.3
Financing
Banking system's balance sheet 84.9 82.9 84.3 84.3 83.5 84.3 84.3 253.3 251.1 249.3 251.7 249.9 249.3 255.0
Loans to NFCs 17.5 16.3 16.4 16.4 16.4 16.4 16.7 33.7 32.7 32.2 32.5 32.3 32.2 32.3
Loans to households 19.9 20.1 20.7 20.4 20.6 20.7 20.7 44.9 43.3 42.7 42.9 42.9 42.7 42.8
Inflation
HICP 7.2 2.0 2.5 2.2 2.9 2.7 2.5 5.5 2.4 2.1 2.0 2.1 2.1 2.0
HICP excl. energy,  food, alcohol and tobacco 6.7 2.8 2.4 2.4 2.7 2.1 2.3 5.0 2.8 2.4 2.4 2.3 2.4 2.3
Public Finances
General government debt 68.3 66.4 65.7 69.5 67.7 65.7 ... 86.5 86.6 87.4 87.6 88.0 87.4 ...
General government balance4 –2.6 –0.9 –2.5 –1.7 –1.5 –2.5 ... 3.9 4.7 5.0 4.9 4.9 5.0 ...
   - interest payment4 1.2 1.3 1.3 1.3 1.3 1.3 ... 1.7 1.9 1.9 1.9 1.9 1.9 ...
   - primary balance4 –1.3 0.4 –1.3 –0.5 –0.3 –1.3 ... 5.6 6.5 6.9 6.8 6.8 6.9 ...

q-o-q growth in %

in % GDP

y-o-y growth in %

in % GDP

in %

Slovenia euro area

y-o-y growth in %

q-o-q growth in %

y-o-y growth in %

q-o-q growth in %



Review of Macroeconomic Developments and Projections 
June 2026 

Banka Slovenije 

 

  59 

6 List of Abbreviations 

Abbreviations 
BS  Banka Slovenije 
BVAR Bayesian vector autoregression model 
CCIS Chamber of Commerce and Industry of Slovenia (GZS in Slovene) 
CEE Central and Eastern European euro area member states 
CHP+RES   combined heat and power and renewable energy sources 
EA euro area 
EBRD European Bank for Reconstruction and Development 
EC European Commission 
ECB European Central Bank 
ECOICOP European Classification of Individual Consumption by Purpose 
EU European Union 
EUR euro 
Fed Federal Reserve System 
FRED Federal Reserve Economic Data 
GDP gross domestic product 
GSCPI Global Supply Chain Pressure Index 
HICP Harmonised Index of Consumer Prices 
IMF International Monetary Fund 
MDD modified domestic demand indicator 
MPC marginal propensity to consume 
NGEU NextGenerationEU 
OECD Organisation for Economic Co-operation and Development 
OLS ordinary least squares 
OPEC+ Organization of the Petroleum Exporting Countries and allied oil-producing countries 
PMI Purchasing Managers’ Index  
RS Republic of Slovenija 
SiQM Banka Slovenije macroeconomic model 
SURS Statistical Office of the Republic of Slovenia (SORS) 
ULC  unit labour costs 
UMAR Institute of Macroeconomic Analysis and Development (IMAD) 
URSOO  Recovery and Resilience Office of the Republic of Slovenia 
US United States 
USD United States dollar 
VAR vector autoregression 
VIX Volatility Index 
WIIW Vienna Institute for International Economic Studies (ger. Wiener Institut für Internationale 

Wirtschaftsvergleiche) 
ZEW Leibniz Centre for European Economic Research (ger. Zentrum für Europäische 

Wirtschasftsforschung) 
ZRSZ Employment Service of Slovenia 

Abbreviations from the standard classification of economic activities (SKD 2025) 
 A – Agriculture, forestry and fishing, 01 – Crop and animal production, hunting and related 

service activities, 02 – Forestry and logging, 03 – Fishing and aquaculture B – Mining and 
quarrying, 05 – Mining of coal and lignite, 06 – Extraction of crude petroleum and natural gas,  
07 – Mining of metal ores, 08 – Other mining and quarrying, 09 – Mining support service activi-
ties, C – Manufacturing, 10 – Manufacture of food products, 11 – Manufacture of beverages, 
12 – Manufacture of tobacco products, 13 – Manufacture of textiles, 
14 – Manufacture of wearing apparel, 15 – Manufacture of leather and related products of 
other materials, 16 – Manufacture of wood and of products of wood and cork, except furniture; 
manufacture of articles of straw and plaiting materials, 17 – Manufacture of paper and paper 
products, 18 – Printing and reproduction of recorded media, 19 – Manufacture of coke and 
refined petroleum products, 20 – Manufacture of chemicals and chemical products, 
21 – Manufacture of basic pharmaceutical products and pharmaceutical preparations,  
22 – Manufacture of rubber and plastic products, 23 – Manufacture of other non-metallic min-
eral products, 24 – Manufacture of basic metals, 25 – Manufacture of fabricated metal prod-
ucts, except machinery and equipment, 26 – Manufacture of computer, electronic and optical 
products, 27 – Manufacture of electrical equipment, 28 – Manufacture of machinery and equip-
ment n.e.c., 29 – Manufacture of motor vehicles, trailers and semi-trailers, 
30 – Manufacture of other transport equipment, 31 – Manufacture of furniture, 32 – Other 
manufacturing, 33 – Repair, maintenance and installation of machinery and equipment, 
D – Electricity, gas, steam and air conditioning supply, 35 – Electricity, gas, steam and air 
conditioning supply, E – Water supply; sewerage, waste management and remediation activi-
ties, 36 – Water collection, treatment and supply, 37 – Sewerage, 38 – Waste collection, re-
covery and disposal activities, 39 – Remediation activities and other waste management ser-
vice activities, F – Construction, 41 – Construction of residential and non-residential buildings, 
42 – Civil engineering, 43 – Specialised construction activities G – Wholesale and retail trade, 
46 – Wholesale trade, 47 – Retail trade, H – Transportation and storage, 
49 – Land transport and transport via pipelines, 50 – Water transport, 51 – Air transport, 
52 – Warehousing, storage and support activities for transportation, 53 – Postal and courier 
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activities, I – Accommodation and food service activities, 55 – Accommodation, 56 – Food and 
beverage service activities, J – Publishing, broadcasting, and content production and distribu-
tion activities, 58 – Publishing activities, 59 – Motion picture, video and television programme 
production, sound recording and music publishing activities, 60 – Programming, broadcasting, 
news agency and other content distribution activities, K – Telecommunication, computer pro-
gramming, consulting, computing infrastructure and other information service activities, 61 – 
Telecommunication, 62 – Computer programming, consultancy and related activities, 63 – 
Computing infrastructure, data processing, hosting and other information service activities, L – 
Financial and insurance activities, 64 – Financial service activities, except insurance and pen-
sion funding, 65 – Insurance, reinsurance and pension funding, except compulsory social 
security, 66 – Activities auxiliary to financial services and insurance activities, M – Real estate 
activities, 68 – Real estate activities, N – Professional, scientific and technical activities, 69 – 
Legal and accounting activities, 70 – Activities of head offices and management consultancy, 
71 – Architectural and engineering activities; technical testing and analysis, 72 – Scientific 
research and development, 73 – Activities of advertising, market research and public relations, 
74 – Other professional, scientific and technical activities, 
75 – Veterinary activities, O – Administrative and support service activities, 77 – Rental and 
leasing activities, 78 – Employment activities, 79 – Travel agency, tour operator and other 
reservation service and related activities, 80 – Investigation and security activities, 
81 – Services to buildings and landscape activities, 82 – Office administrative, office support 
and other business support activities, P – Public administration and defence; compulsory so-
cial security, 84 – Public administration and defence; compulsory social security, 
Q – Education, 85 – Education, R – Human health and social work activities, 86 – Human 
health activities, 87 – Residential care activities, 88 – Social work activities without accommo-
dation, S – Arts, sports and recreation, 90 – Arts creation and performing arts activities, 91 – 
Libraries, archives, museums and other cultural activities, 92 – Gambling and betting activities, 
93 – Sports activities and amusement and recreation activities, T – Other service activities, 94 
– Activities of membership organisations, 95 – Repair and maintenance of computers, per-
sonal and household goods, and motor vehicles and motorcycles, 
96 – Personal service activities, U – Activities of households as employers and undifferenti-
ated goods- and services-producing activities of households for own use, 
97 – Activities of households as employers of domestic personnel, 98 – Undifferentiated 
goods- and services-producing activities of private households for own use, V – Activities of 
extraterritorial organisations and bodies, 99 – Activities of extraterritorial organisations and 
bodies 

Country abbreviations 
 AT – Austria, BE – Belgium, BG – Bulgaria, CY – Cyprus, CZ – Czechia, ME – Montenegro, 

DK – Denmark, EE – Estonia, FI – Finland, FR – France, EL – Greece, HR – Croatia, 
IE – Ireland, IS – Iceland, IT – Italy, LV – Latvia, LT – Lithuania, LU – Luxembourg, 
HU – Hungary, MT – Malta, DE – Germany, NL – Netherlands, UK – United Kingdom, 
US – United States of America, PL – Poland, PT – Portugal, RO – Romania, MK – North Mac-
edonia, SK – Slovakia, SI – Slovenia, RS – Serbia, ES – Spain, SE – Sweden, 
TR – Türkiye 


	Summary 4
	1 Current Economic Developments and Assumptions 7
	2 Projections 19
	3 Risks and Uncertainties 47
	4 Comparison Across Institutions 55
	5 Statistical Appendix 57
	6 List of Abbreviations 59
	Summary
	Table 1: Macroeconomic projections for Slovenia, 2026 to 2028

	1 Current Economic Developments and Assumptions
	1.1 International situation and external assumptions
	Figure 1.1.1: Macroeconomic outlook in the international environment and economic conditions in the euro area
	Table 1.1.1 : Assumptions for the international environment

	1.2 Domestic economic environment
	Figure 1.2.1: Domestic economic growth
	Figure 1.2.2: Manufacturing activity and confidence indicators
	Figure 1.2.3: GDP nowcasts and current account developments
	Figure 1.2.4: Labour market indicators
	Figure 1.2.5: Domestic price developments and business tendency


	2 Projections
	2.1 Economic activity
	Figure 2.1.1: Drivers and decomposition of GDP growth
	Figure 2.1.2: Private consumption growth decomposition and the household saving ratio
	Figure 2.1.3: Decomposition of gross fixed capital formation growth and the contribution of the NGEU programme
	Figure 2.1.4: International trade
	Figure 2.1.5: Revision to economic growth projections
	Box 2.1.1: Impact of uncertainty on private consumption
	Figure 2.1.1.1: Response of private consumption and its components to an uncertainty shock

	Box 2.1.2: Projections for the general government balance and debt
	Figure 2.1.2.1: General government balance and debt and breakdown of changes in government debt

	Box 2.1.3: Firms' profits and the response of business investment to combined cost-push shocks
	Figure 2.1.3.1: The response of business investment to oil supply news shocks in different profit regimes
	Figure 2.1.3.2: The response of business investment to combined cost-push shocks in different profit regimes

	Box 2.1.4: The effect of cost competitiveness changes on goods exports
	Figure 2.1.4.1: Impact of projected changes in cost competitiveness


	2.2 Labour market
	Figure 2.2.1: Labour market projections
	Figure 2.2.2: Wages and labour share of GDP
	Box 2.2.1: The impact of the minimum wage on average wage growth
	Figure 2.2.1.1: The impact of the minimum wage on average gross wage growth in the private sector


	2.3 Inflation
	Figure 2.3.1: Decomposition of headline and core inflation
	Table 2.3.1: Inflation projections
	Figure 2.3.2: Decomposition of core inflation and revision of headline inflation
	Box 2.3.1: Direct and indirect effects of a supply-side oil shock on domestic inflation
	Figure 2.3.1.1: Decomposition of the impact of a 10% supply-side oil shock on inflation



	3 Risks and Uncertainties
	Figure 3.1: Risks to projections
	3.1 Alternative projection scenario
	Table 3.1.1: Description of the transmission mechanisms in the alternative scenario
	Figure 3.1.1: Scenario of further escalation of the war in the Middle East
	Box 3.1.1: The impact of asset price developments on private consumption: a distributional perspective for Slovenia and the euro area
	Figure 3.1.1.1: Net wealth changes across the wealth distribution from a 10% decline in asset prices
	Figure 3.1.1.2: Direct consumption impulse from net wealth changes following a 10% decline in asset prices



	4 Comparison Across Institutions
	Figure 4.1: Comparison of GDP and inflation projections across institutions

	5 Statistical Appendix
	Table 5.1: Key macroeconomic indicators at the monthly level for Slovenia
	Table 5.2: Key macroeconomic indicators at the quarterly level for Slovenia and the euro area

	6 List of Abbreviations

