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EXECUTIVE SUMMARY

The Slovak economy, which saw one of the speediest recoveries from the financial crisis,
faces the challenge of strengthening its domestic production base and diversifying its
sources of growth, whilst consolidating progress made so far in terms of structural
reforms and public finances. After a slowdown in 2013, economic activity in Slovakiais set
to pick up in 2014. Real GDP is expected to increase by 2.2% in 2014 and by 3.1% in 2015.
The composition of growth is projected to become more balanced as domestic demand
becomes the main driver. Private consumption is set to recover gradually after several years of
decline. Nevertheless, labour market conditions are expected to improve only modestly and
the unemployment rate will remain close to 13%. On current policies the headline general
government deficit and the structural balance will deteriorate dightly in 2014 before
improving in 2015. The ratio of public debt to GDP will continue to risein 2014 and 2015.

Overall, Slovakia has made limited progress on addressing the 2013 country-specific
recommendations. According to the projections in the Commission 2014 spring forecast the
general government deficit has been brought below 3% of GDP in 2013 in a sustainable
manner. Nevertheless, there is a risk of deviation from the adjustment path towards the
medium-term objective in 2014 whereas an appropriate correction is expected in 2015.
Measures aimed at combating tax fraud have been implemented and the effectiveness of VAT
collection has improved. Efforts have been made to reduce the tax wedge for the low-paid
long-term unemployed. A plan for a Youth Guarantee scheme has been submitted and some
steps have been taken to reform vocational education and training. There has been no
progress, however, on reducing the financing gap in the public pensions system. There is till
ample scope to broaden the tax base. Improvements in the capacity of public employment
services remain limited and the links between activation measures and social assistance
continue to be weak. Progress on improving the availability of childcare services has also
been limited. Marginalised communities continue to face a lack of inclusive access to
education. No significant steps have been taken to improve the functioning of the energy
market. Limited progress has been made on strengthening the analytical capacities of key
ministries and on improving the efficiency of the judicial system.

Further measures are needed in order to improve Slovakia's growth potential, achieve
budgetary objectives, and ensure the sustainability of its public finances. More progress
Is needed in the areas of public finances, employment, education, business environment and
innovation, energy and public administration. The national reform programme and the
stability programme acknowledge that further efforts are needed in these areas and they put
forward measures that have the potential to enhance economic growth, productivity and
employment. More specifically, key challenges facing Slovakia are:

e Public finances. The general government deficit reached 2.8% of GDP in 2013 and is
expected to remain below 3% of GDP aso in the coming years but subject to risks. While
both the stability programme and the national reform programme adhere to growth-
friendly spending, provided data does not fully support this aim. The public debt is
expected to remain below 60% of GDP. Further measures will be required to achieve the
budgetary targets. In particular, achieving the adjustment towards the medium-term
budgetary objective implies reducing the reliance on one-off and other temporary
measures shown in recent years. Tax collection has improved, but there appears to be
scope to further broaden the base — including for recurrent taxes on real estate and income
taxes — and enhance tax compliance. In the long term, the sustainability of public finances
remains an important challenge given the projected growth in health-rel ated expenditure.



Labour market: The high unemployment rate remains the most important labour market
challenge. Long-term unemployment is a particularly serious issue, accounting for around
70% of total unemployment. The youth unemployment rate is also among the highest in
the EU. Female employment continues to be held back by the insufficient availability of
childcare services. The integration of Roma people into the labour market remains limited.

Education: The relevance of education and training to the labour market is low and the
transition from education to employment is slow. Furthermore, the education sector is not
sufficiently attractive to talented young professionals. Coupled with insufficient capacities
of pre-primary education, this has a negative impact on the outcomes for pupilsin primary
education.

Business environment and innovation: The ease of doing business in Slovakia has
decreased recently, but partly due to higher tax compliance costs for start-ups. The point
of single contact system is under-used and there is scope to conduct impact assessments of
regulatory initiatives more systematically. In addition, a lack of cooperation between
academia and business hinders the effectiveness of knowledge transfer.

Energy: The lack of transparency in regulatory policy including the method of setting
tariffs and the weak accountability of the energy regulator impede the smooth functioning
of the energy market. High network charges are reflected in high electricity prices, which
harm the competitiveness of the Slovak industry. By completing the cross-border north-
south gas interconnection, the gas dependence on a single supplier would be alleviated.

Public administration: Public administration in Slovakia suffers from poor human
resource management and high staff turnover, which also affects the slow implementation
of EU funds. Weak analytical capacity hampers evidence-based policy making. Public
procurement and transparency in judicial proceedings also remain serious challenges.
Perceived corruption prevents faster progress in building a high-quality and client-
oriented public administration and improving the efficient allocation of public resources.



1. INTRODUCTION

In May 2013, the Commission proposed a set of country-specific recommendations for
economic and structural reform policies for Slovakia. On the basis of these recommendations,
the Council of the European Union adopted six CSRs in July 2013. These CSRs concerned
public finances, taxation, the labour market, education, energy, and public administration.
This staff working document (SWD) assesses the state of implementation of these
recommendationsin Slovakia

The SWD assesses policy measures in light of the findings of the Commission's Annual
Growth Survey 2014 (AGS)! and the third annual Alert Mechanism Report (AMR)?, which
were published in November 2013. The AGS sets out the Commission's proposals for
building the necessary common understanding about the priorities for action at national and
EU level in 2014. It identifies five priorities to guide Member States to renewed growth:
pursuing differentiated, growth friendly fiscal consolidation; restoring normal lending to the
economy; promoting growth and competitiveness for today and tomorrow; tackling
unemployment and the social consequences of the crisis; and modernising public
administration. The AMR serves as an initial screening device to determine whether
macroeconomic imbalances exist or risk emerging in Member States. The AMR found
positive signs that macroeconomic imbalances in Europe are being corrected. To ensure that a
complete and durable rebalancing is achieved, 16 Member States were selected for a review
of developments in the accumulation and unwinding of imbalances. These in-depth reviews
were published on 5 March 2014 aong with a Commission communication.®

Against the background of the 2013 Council Recommendations, the AGS and the AMR,
Slovakia presented updates of its national reform programme and stability programme on 23
April 2014. These programmes provide detailed information on progress made since July
2013 and on the plans of the government. The information contained in these programmes
provides the basis for the assessment made in this staff working document.

The preparation of the national reform programme involved the Council for Solidarity and
Development, which encompasses a broad range of stakeholders. The programme was also
subject of a publicly accessible consultation process and was approved by a parliamentary
committee. The stability programme was approved by two parliamentary committees and the
Parliament.

2. ECONOMIC SITUATION AND OUTLOOK

Economic situation

After robust growth in 2012, the Slovak economy slowed down in 2013, with real GDP
increasing by 0.9%. Domestic demand continued to act as a drag on growth, mainly due to
falling investment and stagnating private consumption. Net exports continued to grow, abeit
at a slower pace, and remained the main contributor to Slovakia's positive overall growth rate.
Inflation decreased significantly in the second half of 2013, mainly due to a fall in energy

1 COM(2013) 800 final

2 COM(2013) 790 final

3 Aside from the 16 Member States identified in the AMR, Ireland was also covered by an in-depth review,
following the conclusion by the Council that it should be fully integrated into the normal surveillance framework
after the successful completion of its financial assistance programme.
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prices. The high overal rate of unemployment remained broadly stable, at around 14% in
2013, while long-term unemployment remains a serious concern.

Economic outlook

Economic growth is expected to gather pace. According to the Commission 2014 spring
forecast, real GDP will increase by 2.2% in 2014 and by 3.1% 2015. The composition of
growth will become more balanced as the main driving force shifts from net exports to
domestic demand. The situation in the labour market is set to improve only marginally with
unemployment expected to remain close to 13%. Given declining commaodity prices and weak
demand-pull pressures, inflation is projected to remain low in 2014.

The macroeconomic outlook presented in the stability programme is in line with the
Commission 2014 spring for ecast. Both project real GDP growth rates of around 2% in 2014
and of around 3% in 2015. However, there are some differences regarding the expected
sources of this growth. The Commission forecast projects growth to be driven mainly by
domestic demand, while the forecast underpinning the stability programme expects a larger
contribution from net exports. The two forecasts have similar expectations with regards to the
unemployment rate, which they see as remaining around 13% until 2015, and to inflation,
which they project to remain low in 2014 and to pick up in 2015. Overdl, the scenario
underpinning the stability programme appears to be redlistic regarding Slovakias
macroeconomic prospects in 2014 and 2015. The macroeconomic scenario underpinning the
national reform programme is identical with that of the stability programme. The national
reform programme 2014 includes estimates of the macroeconomic impact of four structural
reforms presented therein. The impact is quantified and based on the QUEST |11 model.

3. CHALLENGESAND ASSESSMENT OF POLICY AGENDA

3.1. Fiscal policy and taxation
Budgetary developments and debt dynamics

Fiscal policy remains focused on complying with EU fiscal rules and generating
sustainable long-term outcomes. The main goa of the stability programme is to retain a
fiscal position which will ensure the sustainability of public finances in the long term. In the
short term, this implies retaining the deficit below 3% of GDP reference value to ensure an
abrogation from the Excessive Deficit Procedure. The authorities plan to reach their Medium
Term Objective (MTO), defined as a structural deficit of around 0.5% of GDP, in 2017, one
year earlier than originaly planned. Although the MTO target is stated in somewhat weaker
terms than in the 2013 stability programme (i.e. ‘around' instead of 'at), it is more stringent
than what the Pact requires.

The headline deficit in 2013 was dlightly lower than budgeted. The general government
deficit reached 2.8% of GDP in 2013 compared to a target of 2.9% of GDP. Much stronger
collection of VAT, lower co-financing of projects financed from the EU funds, lower costs of
debt financing, better outcomes of self-governing regions and universities, and the impact of
the incorporation of the Slovak Rallway Company in the general government sector all
contributed to this result. One-off measures accounted for an improvement of 0.3% in the
headline balance. On the other hand, revenues from income taxes, dividends and the sale of
emission quotas fell short of the budgeted levels. The sale of telecom licences was postponed
and the sale of emergency oil reserves was not accepted by Eurostat as general government
revenue. An additional negative impact of around 0.2% of GDP came from financial
corrections related to EU funding. The Commission 2014 spring forecast projects the headline
deficit to remain just below 3% of GDP in 2014 and 2015.
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The stability programme presents a more ambitious deficit target for 2014 compar ed to
the Draft Budgetary Plan (DBP). In 2014, the authorities target a deficit of 2.6% of GDP,
the same as originally presented in the 2013 stability programme and 0.2 pp lower than
envisaged by the DBP. However, the stability programme acknowledges that without
additional measures, the headline deficit would not change compared to 2013 and remain at
2.8% of GDP. This estimate reflects an aready realised revenue shortfall from dividends and
the sale of telecom licences vis-avis values projected in the DBP. Nevertheless, stronger
revenue from VAT (partly from improved collection) and non-budgeted revenues from a fine
for a cartel in the construction sector as well as envisaged large one-off proceeds (0.2% of
GDP) from a levy on industries operating in a regulated environment are expected to offset
the shortfalls in dividends and sale of licences.* The stability programme envisages also
further mandatory expenditure cuts triggered by the domestic constitutional debt brake (as the
government ratio exceeded 55% of GDP in 2013). These cuts are not incorporated in the
deficit estimate presented for 2014. The Commission 2014 spring forecast projects a deficit at
2.9% of GDP, assuming expenditure cuts due to the domestic debt brake, but excluding the
planned revenue from the levy on regulated industries due to lack of details, while projecting
a stronger increase in the public wage bill in view of persistent expenditure overruns in this
area.

As of 2015, two thirds of the measures that are specified and quantified in the stability
programme concentrate on the revenue side. The main measures include retaining the
revenue yield from VAT (which is assumed to refer to maintaining the standard VAT rate at
20% instead of reducing it to 19% from that year, as previously planned) and the introduction
of cash registers for doctors and other free professions. Savings on the expenditure side are
envisaged to stem from the ongoing reform of the state administration — ESO. The
constitutional debt brake which was triggered by the public debt ratio exceeding 55% of GDP
in 2013 is expected to yield additional savings (vis-a-vis the no-policy-change scenario) as the
local governments have to keep their spending at the levels budgeted for 2014. This rule will
be tested for the first time and the programme baseline for 2015 and later years does not yet
incorporate it. Finally, as of 2016, an annual settlement of social contributions is planned to
provide additional revenue (see Box 1).

The envisaged fiscal adjustment is back-loaded and requires specification of additional
measur es after 2014. The programme aims to reduce the general government deficit to 2.5%
of GDPin 2015, 1.6% of GDP in 2016 and 0.5% of GDP in 2017. The headline deficit targets
are somewhat less ambitious compared to the 2013 stability programme and require
specification of additional measures in order to be achieved. With no additional measures, the
deficit in 2015 would reach 2.8% of GDP (in line with the Commission 2014 spring forecast),
2.0% of GDPin 2016 and 1.3% of GDPin 2017.

The consolidation path is subject to a number of risks, which could be mitigated by the
prospect of higher revenue from a better-than-expected recovery and the dampening
impact of expenditures cuts from the application of the constitutional debt brake. In
2014, the consolidation effort still relies markedly on one-off measures, to the effect of 0.5%
of GDP, although to a lesser extent than in the DBP of autumn 2013. Moreover, the planned
one-off revenue related to the organisational changes in SPP (the gas company) will depend
on a successful implementation and will be subject to Eurostat's decision as to whether it can
be accounted as general government revenue. The envisaged reduction of the public wage bill
by 0.6% of GDP in 2014 is not adequately supported by sufficiently specified measures.

* The one-off revenue from the levy on regulated industries relates to the change in the ownership structure of
SPP (a gas company) where the state has currently a 51% stake. The stability programme does not specify
further details of this transaction.



Savings from the ESO in 2015, which is reaching the more advanced phases and can be hence
more difficult to implement, are also subject to a degree of uncertainty. On the other hand,
this could be mitigated by stronger tax collection during the recovery phase and required
savings stemming from the application of the debt brake rules.

Efforts to improve the efficiency of public spending have continued but growth-
enhancing expenditure does not appear to be sustained. Slovakia has continued the state
administration reform (ESO), which is expected to yield cost savings and improve the use of
public resources, although it remains subject to implementation risks. The national reform
programme declares an intention to increase spending on education in future years. However,
the state budget for 2014-16 reflects this intention only in 2014. Projected spending on
education in the following years would decline also in nominal terms.

In light of the above considerations and of the fact that the headline deficit is projected
to remain below 3% of GDP in 2014 and 2015, the Commission concludes that Slovakia
sustainably corrected its excessive deficit in 2013 in compliance with the
recommendation by the Council. This consolidation was supported by a strong fiscal effort
spanning over a number of years. The general government deficit was reduced from 8% of
GDP in 2009 to 2.8% of GDP in 2013. Over the period 2010-2013 the annual average fiscal
effort reached 1.5% of GDP (1.8% of GDP in adjusted terms), well above the average fiscal
effort of at least 1% of GDP recommended by the Council.

Slovakia is expected to partly respect EU fiscal rules. In 2014, Slovakia is subject to the
regquirements of the preventive arm of the SGP. The recalculated planned change in structural
balance of -0.4% of GDP in the Stability Programme for 2014 would imply that Slovakia
deviates significantly from the required adjustment path towards the MTO, i.e. a minimum
required fiscal effort for this year of 0.1% of GDP. By contrast, the targeted improvement of
0.3% of GDP in 2015 would be more than the minimum requirement in that year. In the outer
years of the stability programme, the structural adjustment would not ensure adequate
adjustment towards the MTO. Further measures are hence needed to achieve the required
adjustment towards the MTO by the end of the programme period, implying a reduced
reliance on one-off and other temporary measures. According to the information provided in
the stability programme, the growth rate of government expenditure, net of discretionary
revenue measures, over the years 2014 to 2015 is expected to contribute to an annual
structural adjustment towards the MTO of 0.5% of GDP. This is because the growth rate of
this expenditure is below 2.6%, the lower rate under the expenditure benchmark. A much
lower revenue elasticity assumed by the programme compared to the standard elasticity
explains much of the difference in signals provided by the change in the structural balance
and the expenditures growth in 2014. According to the Commission forecast, the deviation
from the adjustment path would be smaller in 2014 than foreseen in the programme, while a
sufficient structural adjustment is projected in 2015, with the expenditure benchmark being
met both in 2014 and in 2015. Following an overall assessment of Slovakia's budgetary plans,
with the structural balance as a reference and including an analysis of expenditure net of
discretionary revenue measures, there is a risk of deviation from the adjustment path towards
the medium-term objective in 2014 whereas an appropriate correction is expected in 2015.

With respect to the adjustment path, in the 2013 Draft Budgetary Plan, Slovakia
requested to benefit from the investment clause for 2014, which allows countries to
temporarily deviate from the required change in structural balance. At present, Slovakia
cannot be considered eligible to benefit from the investment clause, as based on the
Commission 2014 spring forecast it does not meet the condition of non-declining general
government investment in 2014.



The stability programme envisagesareductioninth e public debt ratio by the end of
the programing period. The debt-to-GDP ratio reached 55.4% of GDP in 2013 and is
projected to increase to some 56% of GDP in 2015 before declining to some 53% in 2017,
under the assumption that a primary surplus will be reached in that year. With respect to debt-
relevant operations the stability programme envisages that the planned restructuring of the
Emergency Oil Stock Agency will contribute to a debt reduction through a classification of its
debt amounting to some 0.6% of GDP outside the general government accounts in 2014. The
Commission forecast does not assume this, which explains a faster increase in the projected
public debt ratio to 57.8% of GDP in 2015. Since the debt-to-GDP ratio would remain below
the 60% of GDP reference rate, the debt reduction benchmark is not applicable. Based on the
Commission forecast, the government debt is projected to further rise by 2030 although
remaining below the reference value. The full implementation of the stability programme

would put debt on a decreasing path by 2030, confirming debt to remain below the reference
value in 2030.



Box 1. Main measur es

Additional revenue in 2014 from afine for a cartel in the construction sector and a levy
on regulated industries would be one-offs. Afterwards, the consolidation measures
presented in the 2014 stability programme are from two thirds on the revenue side with
the rest of the estimated effort coming from expenditure savings. These measures are of
astructural nature.

Main budgetary measures

Revenue Expenditure

2014

e A fine for a cartel in the construction | ¢ n.a.
sector (0.1% of GDP)

e Oneoff revenue from a levy on
companies operating in a regulated
environment (0.2% of GDP)

2015
e Retaining the VAT revenueyield (0.3% | ¢ Savings in the context of state
of GDP) administration reform ESO (0.1% of
GDP)

e Introduction of cash registers for
doctors and other free professions
(0.1% of GDP)

2016

e Annud settlement of socia | e n.a
contributions (0.1% of GDP)

Note: The budgetary impact in the table is the impact reported in the programme, i.e. by the national
authorities. A positive sign implies that revenue / expenditure increases as a consequence of this measure.
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Box 2. Excessive deficit procedure for Slovakia

Slovakia is currently subject to the corrective arm of the Stability and Growth Pact. The
Council opened the Excessive Deficit Procedure for Slovakia on 2 December 2009 and
recommended to correct the excessive deficit by 2013 at the latest. Slovakia was
recommended to implement deficit reducing measures in 2010 as planned in the budget for
2010-2012, ensure an average annual deficit effort of 1 % of GDP over the period 2010-2013,
and specify the necessary measures for correcting the excessive deficit by 2013, cyclica
conditions permitting. It was also recommended to accelerate the reduction of the deficit if
economic or budgetary conditions turned out better than expected. In addition, to limit risks to
this adjustment, Slovakia was recommended to strengthen the enforceability of its medium-
term budgetary framework and improve the monitoring of budget execution throughout the
year, in particular to avoid expenditure overruns compared to budget plans.

The year following the correction of the excessive deficit, Slovakia will be subject to the
preventive arm of the Pact and should ensure sufficient progress towardsits MTO.

An overview of the current state of excessive deficit procedures is available on:
http://ec.europa.eu/economy_finance/economic governance/sgp/deficit/index en.htm.

Fiscal framework

The main building block of the Slovak fiscal framework is a detailed three-year
government budget plan and the State Budget Act. The macroeconomic forecast on which
the government’ s budgetary plans are based is produced by the Institute for Financia Policy
in the Ministry of Finance and endorsed by an independent body (Macroeconomic
Forecasting Committee), whose members represent commercial banks and some public
institutions.

In response to Fiscal Compact requirements, Slovakia introduced a balanced budget
rule in November 2013.° The law also sets out the procedure for activating a correction
mechanism if there is a significant deviation from the medium-term objective or from the
adjustment path for the balanced budget. Escape clauses in exceptional circumstances are
provided for. The law defines the roles, in relation to the application of the balanced-budget
rule, of the Ministry of Finance, the government and the independent Council for Budget
Responsibility. The latter is given responsibility for assessing the need for activating the
correction mechanism, assessing the proposal for correction and confirming circumstances in
which escape clauses may apply. In addition, the budgetary rules for local governments have
al so been strengthened.

The budgetary framework is weakened by the absence of expenditure ceilings and the
fact that only detailed fiscal data relating to the central government is published. The
2013 stability programme envisaged the introduction of expenditure ceilings to support
convergence towards the medium-term objective. However, to date, these ceilings have not
been defined and the 2014 stability programme does not reiterate the commitment to
introduce them in the next programming period. The publication of cash fiscal data for the
central government is timely and relatively detailed. However, official publication of data on
other government units only began at the beginning of 2014, and only aggregated revenue and
expenditure are provided. This hampers in-year monitoring of fiscal developments.

® The law defines the balanced budget as structural deficit equal to or below 0.5% of GDP (1% if the public
debt-to-GDP ratio is significantly below 60%) based on the European system of accounts methodology.
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Long-term sustainability

Slovakia remains at medium risk regarding the sustainability of public finances.
Slovakia appears to face low fiscal sustainability risks in the medium-term. The medium-term
sustainability gap®, showing the adjustment effort up to 2020 required to bring debt ratios to
60 % of GDP in 2030, is at -0.3% of GDP, primarily related to the projected ageing costs
contributing with 0.3 pp. of GDP until 2030. In the long-term, Slovakia appears to face
medium fiscal sustainability risks, primarily related to the projected ageing costs contributing
with 3.4 pp. of GDP over the very long run. The long-term sustainability gap’, which shows
the adjustment effort needed to ensure that the debt-to-GDP ratio is not on an ever-increasing
path, is at 4.3% of GDP. Risks would be higher in the event of the structural primary balance
reverting to lower values observed in the past, such as the average for the period 2004-2013.
It is therefore appropriate for Slovakia to further contain age-related® expenditure growth to
contribute to the sustainability of public finances in the medium/long term.

Healthcar e expenditureis expected to drive the ageing costs. While pensions are estimated
to contribute to the long-term costs of ageing by 1.4, healthcare would contribute by 2 pps of
GDP,® one of the highest projected increases in healthcare expenditure in the EU. Country-
specific recommendations to Slovakia also addressed the issue of the long-term sustainability
of public finances. The analysis in this SWD leads to the conclusion that Slovakia has made
limited progress in addressing these recommendations.

One of the 2013 CSRs concerned the need to improve the long-term sustainability of
public finances by reducing the financing gap in the public pension system. No progress
has been made on this recommendation. The changes adopted in 2012 significantly reduced
public pension costs in the long term.*® Despite this, public pension expenditure is expected to
increase by 2.7 pps between 2010 and 2060, compared to an EU average increase of 1.0 pps,
and the public pension system is projected to remain in deficit until 2060."* One of the
drawbacks of the current pay-as-you-go pension scheme is that the pension calculations do
not incorporate any sustainability factor. Nevertheless, Slovakia improved the sustainability
of police and armed forces pension systems, which are not part of the universal pension
system, by — amongst other things — increasing the minimum required number of contribution
years and adjusting the indexation mechanism to inflation as of 2018.

Another aspect of the CSR concerned the increase in the cost-effectiveness of healthcare.
Overal, Slovakia has made limited progress in this area. Slovakia is expected to have one of
the highest increase (3 pps between 2010 and 2060)™ in the ratio of public healthcare
expenditure to GDP in the EU28. At the same time, health outcomes for the Slovak
population continue to lag behind the rest of the EU. In particular, poor outcomes for selected

® See Table V. The medium-term sustainability gap (S1) indicator shows the upfront adjustment effort required,
in terms of a steady improvement in the structural primary balance to be introduced until 2020, and then
sustained for a decade, to bring debt ratios back to 60% of GDP in 2030, including financing for any additional
expenditure until the target date, arising from an ageing population.

" See Table V. The long-term sustainability gap (S2) indicator shows the immediate and permanent adjustment
required to satisfy an inter-temporal budgetary constraint, including the costs of ageing.

8 Ageing costs comprise long-term projections of public age-related expenditure on pension, health care, long-
term care, education, and unemployment benefits. See the 2012 Ageing Report for details.

® As compared to an average increase of 0.9 pps of GDP in the EU; 2012 Ageing Report and Fiscal
Sustainability Report 2012.

1% The two most important changes were the introduction of a link between the statutory retirement age and life
expectancy from 2017, and the switch to inflation-based indexation, starting from 2018.

1 Council for Budgetary Responsibility, Report on the Long-term Sustainability of Public Finances (April
2013).

12 Fiscal Sustainability Report 2012, European Commission.
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indicators® are less likely to be affected by population lifestyle, which indicates the potential
role of the healthcare system in delivering better health outcomes for the Slovak popul ation.

The problems are most visible in inpatient care. One of the main bottlenecks is the model
of healthcare, which is centred on hospitals. As a result, the number of acute care beds, their
occupancy rate and the average length of stay™® all show excess capacity, when compared to
the EU average. The managers of state-owned facilities also face the risk of moral hazard due
to alack of incentives for proper management. In particular, there are concerns about proper
incentives for a fair contract policy between insurance funds and hospitals. There is also a
lack of transparency in the system of pricing and billing for healthcare services, owing to poor
data availability. Public-sector procurement is not operating cost-effectively, as a result of a
limited number of bids for tenders and alack of incentives for hospitals to save costs.

Apart from deficiencies in the inpatient segment, there are barriers in other areas as
well. A lack of coordination within the fragmented outpatient healthcare segment and an
ineffective gatekeeping role for GPs result in over-use of outpatient services. The relatively
high levels of out-of-pocket payments™ raise concerns about the accessibility of care. Given
the ageing population, there is a lack of adequate long-term services, which would also
facilitate a shift from expensive in-patient care. Proper healthcare sector workforce planning
to address predicted workforce challenges in the medium and long-term has not taken place,
leading to a shortage of nurses and a low proportion of GPs.*® The lack of standard clinical
guidelines creates a barrier to doctors treating patients cost-effectively.

Given the multiple deficiencies in the health care system, in 2013 the Commission
highlighted the need for well-designed incentive structures and an action plan for
reform. In December 2013, the government adopted a strategic framework for health,
covering the period 2014-30. The framework sets medium and long-term objectives, including
measurable targets in the areas of outpatient and inpatient care, and public health.
Implementation strategies to meet these objectives will be devel oped between 2014 and 2016.
The framework contains measures to improve cost-effectiveness, such as a planned decrease
in the number of acute care beds, the introduction of the Diagnosis Related Groups (DRG)
funding mechanism in full operation by 2016 (albeit for the in-patient care only), the
introduction of aresidential programme to address the shortage of GPs, improving care with a
focus on the gatekeeping role of GPs, the development of e-health technologies and services,
arestructuring of the hospital sector and the promotion of prevention programmes.

Tax system

Slovakia faces significant challengesin further improving the efficiency of tax collection,
exploiting revenue sour ces that are less detrimental to growth, and addressing lax rules
on tax deductions. The efficiency of the Slovak tax system appears to have improved in
2013, especialy with regard to VAT. The effective tax rate of VAT has improved markedly
since the second quarter of 2012, when it reached its lowest-ever level of 12%. In the last
quarter of 2013, the effective VAT rate was more than 1.5 pps higher, though still below pre-

13 Such as perinatal mortality, avoidable mortality and vaccine-preventable diseases.

14 45 acute beds per 1000 inhabitants compared to an EU average of 3.6 per 1000 inhabitants; a 66 % occupancy
rate compared to an EU average of 75%, and an average length of hospital stay of 6.6 days, compared to an EU
average of 6.1 days. Source: European Commission, based on Eurostat and OECD health data from 2011, or
most recent data available.

>According to 2011 OECD data, Slovakia, with out-of-pocket payments on all health expenditure of some 24%,
is above the OECD average (20%).

!® The proportion of GPs out of all physicians was 13.8% in 2007, compared to an OECD average of 29.6%:; the
number of nurses per 1000 inhabitants was 5.9 in 2011, compared to an OECD average of 8.8. Source: OECD
health statistics 2013.

13



crisis levels*’Strengthening the risk assessment, audit and IT capacity in the tax
administration could help sustain the ongoing improvements in the efficiency of tax
collection. The basis for housing taxation remains inadequate and rules on tax deductibles
may overly facilitate tax optimisation for self-employed people. The framework for
environmental taxes contains conflicting elements for addressing environmental issues. In
2013, Slovakia received a country-specific recommendation on taxation. Slovakia was
encouraged to broaden the basis for its taxation on real estate and to improve tax collection
and tax compliance, including by implementing the action plan to combat tax fraud. The
analysis in this SWD leads to the conclusion that Slovakia has made some progress on
addressing these recommendations.

One of the 2013 country-specific recommendations was on taxation, aiming to address a
large VAT gap in Slovakia. Slovakia has made some progress on addressing the
recommendation to speed up implementation of the action plan to combat tax fraud and to
continue efforts to improve VAT collection. There is high awareness of this issue at national
level and improving tax collection is a priority for the Slovak authorities. Slovakia
significantly improved its legislative framework to curb tax evasion in targeted areas,
particularly VAT. Roughly half of the 50 measures envisaged in the three-stage action plan to
fight tax fraud were adopted in the review period. Measures in the first phase concentrated on
VAT-related issues, including in particular cleaning up the current VAT registry, limiting
abuse of the system by new applicants and preventing the most obvious fraud schemes.™® In
the second phase, the administration set up internal processes to fight corruption and fraud
within the institution.” Pilot teams composed of representatives of the tax office, police and
prosecution services — known as the ‘tax cobra — discovered complex fraud schemes. Since
January 2014, entities paying VAT have been required to submit VAT statements detailing all
invoices, and the application of reverse charge has broadened. In addition to efforts as part of
the action plan, a ‘receipt lottery’ was launched in September 2013, where citizens can win a
prize if they register a valid cash receipt. The lottery increased public awareness and appears
to have helped strengthen voluntary tax compliance by encouraging customers to request
receipts.® The adopted measures will need to be monitored and evaluated to ascertain the
extent to which they have improved taxpayers voluntary compliance with tax obligations.

Challenges remain in addressing gaps at operational level in terms of risk assessment,
audit, debt collection and IT to ensure that the legislative framework produces the
expected results. Current efforts appear scattered and links between tax assessment/filing, tax
collection and, subsequently, risk assessment and tax audits have not been sufficiently
explored. For example, a scheme to rank taxpayers in risk categories, making use of
information from additional sources to better target tax audits, has not yet been developed.
There is scope to develop and implement fully fledged, end-to-end processes and strategies to
manage compliance risks. No specific efforts have been made to improve the management of
tax arrears collection.” The UNITAS project, designed to link the collection of taxes, customs

¥ The implicit tax rate on consumption in 2012 amounted to 16.7% the second lowest in the EU.

18 The measures included removing entities who do not communicate with the tax authorities from the VAT
registry, an obligation for high-risk VAT registration applicants to provide a guarantee, joint and severa tax
liability for two payersin the VAT chain, extending the reverse charge, and a reduction in the number of people
paying VAT quarterly.

19 The financial administration also introduced organisational changes prior to the action plan, aiming to break
persona links between local tax administrators and taxpayers and prevent their re-emergence in the future.

“ |rregularities related to cash registers or receipts have been uncovered either through a refusa to register
receipts for the lottery or active reporting of malpractice. The number of these surged from 300 cases for the
period March-August 2013 to more than 4500 cases within five months of the launch of the lottery.

1 In 2011, tax debt as a proportion of net revenue collections was the highest in the EU (Tax Administration
2013, OECD).
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duties and social insurance contributions, has not advanced significantly and information
exchange between various tax bodies remains difficult. IT systems also appear to be a
significant bottleneck.? In addition, Slovakia replies late to more than 80% of requests for
VAT-related information coming from other Member States suggesting that there is scope to
improve administrative cooperation with other Member States’ revenue authorities, especially
those of neighbouring countries, to tackle cross-border VAT fraud.®

Slovakia may also be able to pursue other means to broaden the effective tax base. The
existing scheme of tax-deductible expenditure appears to provide room for self-employed
people to optimise their tax liability. In 2013, the government implemented measures to
reduce a large discrepancy between employees and self-employed people in the tax wedge.
However, the substantial gap in the effective tax rates of the two groups observed in 2012 had
not much changed in 2013. % The revenue from personal income tax paid by self-employed
peopleis low given the proportion they make up of the labour force. It may in part result from
the narrow tax base. The ratio of declared expenditure compared to declared revenue, which
has hovered around 90% since 2007, appears high. This suggests potential under-reporting of
revenue, over-reporting of expenditure, or both. The number of audits to assess revenue
remains relatively low (9% of all audits). In 2014, the government intends to review the
current framework of tax deductibles, including those for self-employed people, and propose
legislative changes to make progress in this area.

In 2013, Slovakia received a country-specific recommendation to link real estate
taxation to the market value of property. Given the absence of any adjustments to the
taxation of residential real estate, no progress has been made in this respect. The revenue from
recurrent taxes on immovable property is low. It has remained at 0.4% of GDP since 2000,
more than 1 pp lower than the EU average. The Ministry of Finance has carried out an
analysis to propose a system for estimating market prices for property, to facilitate linking
real-estate taxation to the market value of property. However, further implementation is
envisaged only after 2015.

The current design of the tax system does not provide a coherent framework of
incentives to help meet environmental objectives. The price of electricity includes alevy to
support electricity production from renewable resources and cogeneration, but also electricity
production from lignite, which has a large negative impact on emissions and increases
electricity prices.® The preferential tax treatment for diesel compared to petrol is one of the
highest in the EU. Numerous exemptions for excise duties on coal, electricity and natural gas
discourage environmentally conscious behaviour in companies and households. These
exemptions include social and competitiveness aspects. However, targeted redistribution to
the most vulnerable households generally provides a more efficient instrument to aleviate
regressive impacts. Similarly, a gradual phasing out of harmful subsidies can give companies
time to invest in green technologies, shielding them from immediate competitiveness impacts.
The tax system also promotes the use of company cars, as the percentage used to calculate the
taxable value of this employee benefit remains low, and does not reflect distance driven or

%2 For example, the I T system is not yet able to use data obtained from VAT statements.

% European Commission (2014) Commission Staff Working Document accompanying the document Report
from the Commission to the Council and the European Parliament on the application of Council Regulation (EU)
No 904/2010 concerning administrative cooperation and combating fraud in the field of VAT, SWD(2014)39
final.

# The effective tax rate (ETR) reached 0.5% for self-employed people and 6.2% for employees in 2012. The
proxy for the ETR of self-employed people is the ratio of money paid in taxes to the mixed income aggregate
obtained from national accounts. The proxy for the employee’s ETR is the ratio of money paid in taxes to
domestic compensation of employees.

% 1n 2011, support for electricity production from coal amounted to 25% of the overall charge.
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any CO, performance®® Low taxes on pollution in Slovakia, such as the landfill tax for
municipal waste, fail to provide incentives for amore appropriate use of resources.”’

3.2. Financial sector

The banking system continues to perform well on key stability indicators. Capital ratios
are well above minimum requirements, while loan-to-deposit ratios and the proportion of non-
performing loans has stayed low compared to the EU average. Loans to households have
grown at arobust pace, but the net flow of loans to non-financial corporations was negative in
2013. In 2013, Slovakia did not receive a country-specific recommendation in this area.

Access to finance poses some constraints, especially for SMEs. According to a 2013 survey
by the European Commission and the European Central Bank, 42.4% of Slovak SMEs
consider access to finance to be a pressing problem, by far the highest percentage in the EU.%
The overall strong state of the Slovak banking sector should, however, allow for funding for
promising projects given the phase of the credit cycle. Progress on implementing financia
instruments for SMEs from the European Regional Development Fund remains slow. Only
one of the three JEREMIE® instruments — the first loss portfolio guarantee — started
disbursing loans to SMESs in September 2013. The other two — venture capital and the
portfolio risk sharing loan — were still selecting financial intermediaries at the end of 2013.
The dlow start of JEREMIE in Slovakia was mainly due to a lack of a legidative framework
to support financial engineering instruments, a lack of private investors, and insufficient
implementation know-how. Given Slovakia's limited market size, encouraging cross-border
investment will also be critical for improving businesses financing.

3.3.  Labour market®, education and social policies

The labour market continues to be an area of serious concern, and economic growth is
still not sufficient to support substantial job recovery. The unemployment rate is around
149% and is expected to improve only modestly. Most of the country’s unemployment is long-
term, underlining that unemployment in Slovakia is more structural than cyclical. School-to-
job transition is still slow and the education system does not respond readily to labour market
needs. The integration of Roma people into the labour market and their social inclusion in
genera remain limited.

Labour market

Slovakia is experiencing high unemployment, with significant regional disparities. Long-
term and youth unemployment rates are among the highest in the EU and the employment rate
amongst Roma people is very low. The continued shortage of childcare services hinders
labour market participation by women. The planned increase in the retirement age calls for
improving the employability of older workers. The capacity of public employment services
(PES) to provide personalised services remains hampered by limited resources. In 2013,
Slovakia received a country-specific recommendation concerning the labour market that
caled for enhancing the capacity of public employment services, strengthening the link
between activation measures and social assistance, addressing long-term unemployment,

% As of 2014, the value of the benefit will decline, because it will be calculated as 1% of the residual value of
the car rather than the acquisition value.

" 75% of Slovak municipal waste is landfilled, while in some Member States this practice has been abolished.

%8 2013 survey on the access to finance of small and medium-sized enterprises (SAFE).

# The joint European resources for micro to medium enterprises (JEREMIE) programme is an initiative
managed by the European Commission and the European Investment Fund, which aims to improve access to
finance for SMEs by using structural funds.

% For further details, see the 2014 Joint Employment Report, COM(2013)801, which includes a scoreboard of
key employment and social indicators.
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reducing the tax wedge for low-paid workers, and improving the incentives for female
employment. The analysisin this SWD leads to the conclusion that Slovakia has made limited
progress on addressing these recommendations.

Only limited progress has been made to address the elements of the 2013 country-
specific recommendation aimed at enhancing the capacity of public employment services
(PES), strengthening the link between activation measures and social assistance, and
tackling long-term unemployment through activation measures and training. To improve
the quality of the support they provide, the public employment services introduced an
integrated labour market guide, offering on-line services to jobseekers. However, progress on
providing more personalised services has been slow. The 2014 national reform programme
envisages strengthening the capacity of public employment services, including improving
services and increasing salaries of PES staff. Links between activation measures and social
assistance remain weak. In January 2014, the government introduced requirements for
benefits recipients to accept work in order to continue to receive benefits, tightening benefit
provisions to reduce abuse and increase incentives to work.>* This measure does not include
elements to encourage job searches or training and education, while the coverage and level of
unemployment and other benefits remain below the EU average. The relatively low
expenditure on active labour market policies — including education and training — declined
over the past two years, as did the number of people taking part in relevant programmes.® A
regular and comprehensive analysis of the impact of active labour market policies has not
taken place.

No progress has been made on the 2013 recommendation to improve the provision of
childcar e facilities, especially for children under three. The negative impact of parenthood
on the employment of women continues to be among the highest in the EU. Female labour
market inactivity due to personal and family responsibilitiesis amost double the EU average,
while for men it is around EU average. Despite some partial improvement in the provision of
good quality childcare services for children aged from three to six, kindergarten places remain
scarce. Many applications are rejected and availability of affordable childcare for children
under three remains among the lowest in the EU. The 2014 national reform programme
includes plans to increase funding for childcare, but there is no strategy or legidative and
budgetary framework for the provision of childcare for children under three years of age.
Furthermore, awareness of the potential of quality early child education and care is weak.
Women's employment is also negatively affected by the low availability of flexible work
arrangements, the relatively high gender pay gap®, insufficient care services for the elderly
and disabled, and by the availability of parental leave for up to three years.

Slovakia has made some progress towar ds reducing the tax wedge for low-paid workers,
as called for in the 2013 country-specific recommendations. Since November 2013, long-
term unemployed workers who get hired for ajob that pays less than 67% of the average wage
and their employers can benefit from an exemption to pay social and public health insurance
contribution for 12 months. Since the long-term unemployed constitute some 70% of overall
unemployment, the measures has potential to increase employment of especially

% The Act on assistance in material need introduced a system of benefits conditional on work activity
(32 h/month) where ad hoc work was offered by municipalities. It attracted widespread criticism for indirect
discrimination against the Roma minority and the Public Defender of Rights (Ombudsman) referred the
legislation to the Constitutional Court for adecision on possible violation of fundamental human rights.

% n 2012, the number of participants in programmes relating to active labour market policies decreased by more
than 20000 in comparison to the previous year (by 18 pp). EU network of independent experts on social
inclusion, Z. Kusa, Institute for Sociology of the Slovak Academy of Sciences, December 2013.

% |n 2012, the gender pay gap in Slovakia (21.5%) is one of the highest in the EU (the EU average was 16.4%)
and istightly linked with gender segregation in occupations and economic sectors.
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disadvantaged jobseekers. However, only 1900 people (0.67% of Slovakias long term
unemployed) were covered by the measure as of February 2014. The impact of the measure
and its targeting will therefore need to be closely monitored.

Progress with respect to stepping up efforts to address high youth unemployment has
been limited. At 34%, youth unemployment remains among the highest in the EU despite
targeted programmes to increase labour demand for young people. In 2012, EUR 70 million
of unused structural funds were realocated to two national projects that offered wage
subsidises to unemployed people under the age of 29. By December 2013, EUR 62.3 million
had already been committed and 11 605 jobs had been created. However, the sustainability of
these jobs needs to be monitored, as there is a risk that they will be terminated after the
subsidies are phased out. In addition, there are doubts whether the projects target those in
actual need. Slovakia has the highest long-term unemployment rate among young people in
the EU (19.1% vs. 7.5% EU average in 2012), but there is atendency for policy to support the
short-term unemployed. Given that nationa projects now provide relatively high wage
subsidies for young workers who have been unemployed for only one month, thereis arisk of
deadweight cost and of leaving the youth furthest from the labour market without the
necessary support. In January 2014, Slovakia has aso submitted a Youth Guarantee
implementation plan (see box below) as youth unemployment remains a particularly
significant challenge.

Box 3. The delivery of a Youth Guaranteein Slovakia™
The most important challenges to deliver a Y outh Guarantee (Y G)® in Slovakia are:

e Too much emphasis on provision of counselling and advisory services to young people
whilethe Y G is about guaranteeing ajob offer, training, internship or apprenticeship;

e Highreliance on EU funding might compromise sustainability of the delivery of the YG;

e Insufficient capacity of the PES, for early intervention, for adapting services according to
jobseeker profiles and for providing awider range of activation measures;

e Lack of active outreach to young people who are not in education, employment or training
(NEETSs) and are not registered with PES. In addition, more focus is needed on early
intervention measures to ensure outreach to the most vulnerable young people, including
young Roma.

Several additional challenges hamper the improvement of the labour market situation.
The employment of Roma people is far below the average for non-Roma living in the same
regions.® Data show that improving educational participation and attainment of younger
Roma (when compared with older age groups) does not trandlate into a rise in employment,

3 glovakia presented a Y outh Guarantee |mplementation Plan in December 2013, updated in April 2014.

% Pursuant to the Council Recommendation of 22 April 2013 on establishing a Youth Guarantee (2013/C
120/01): "ensure that al young people under the age of 25 years receive a good-quality offer of employment,
continued education, an apprenticeship or a traineeship within a period of four months of becoming unemployed
or leaving formal education".

% Agency for Fundamental Rights (FRA): Financial and labour market situation 2012: The employment rate is
21 % among Roma, 53 % among non-Roma living nearby.
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which suggests significant structural barriers, such as discrimination.>” Despite strong regional
differences in unemployment levels, regiona labour mobility in Slovakia is relatively low,
limiting matching between jobseekers and vacancies. Factors hampering mobility include
high housing costs relative to income, an immature housing rental market and high travel
costs.*® Employers report skills shortages, and adult participation in lifelong learning activities
(LLL) — especially for low-skilled adults — is among the lowest in the EU and decreasing.*
Low accessto LLL and to good-quality training prevents older workers from easier access to
employment. Missing legislation on recognition and validation of learning outcomes gained
through non-formal and informal learning, and the lack of incentives for employers or
individuals to participate in further learning (envisaged in the 2012 action plan) partly explain
the low adult participation in lifelong learning.

Education

The low quality of education and training systems in Slovakia and their limited
relevance to the labour market hampers the supply of a suitably skilled labour force to
the economy. The school-to-job transition is difficult and anticipation of skills” needs remains
insufficient. Other than that, the public expenditure for education remains largely under the
EU average™ and the 2014 national reform programme announced the intention to increase
the funding of education to the OECD average in 2020. However, the 2014-16 budget reflects
an intention to raise the funds from the state budget in 2014 only. Funding levels and
education models are not appropriate for improving quality, and the funds earmarked for
teaching activities remain limited. This reduces the attractiveness of the educational sector for
talented young professionals. In turn, this— combined notably with the insufficient capacities
of pre-primary education — has a negative impact on outcomes for pupils in primary
education. In 2013, the Council Recommendations for Slovakia contained CSRs on education.
These advocated Slovakia to encourage young people to join the teaching profession, which
would improve educational outcomes. The Council also recommended that Slovakia improve
the provision of work-based learning in companies, create more profession-oriented bachelor
programmes that are also better focused on meeting workplace needs, and improve access to
high-quality and inclusive pre-school and school education. The analysisin this SWD leads to
the conclusion that Slovakia has made limited progress to address these recommendations.

Slovakia has made some progress on steps to attract young people to the teaching
profession but a considerable challenge remains given the low starting point. Teachers
wages in Slovakia were 45% of the average wage for university graduates, while the OECD
average varied from 82% to 90% in 2010 depending on their level of education. Teachers
salaries rose by 5% in 2014 and a bonus has been introduced for new teachers. To further
tackle the shortage of teachers, the possibility for professionals from various backgrounds to
qualify as teachers through a supplementary teacher training programme was re-introduced.
However, funding for higher education declined in 2014 compared to 2013 and the focus is on
reducing inefficiency in expenditure.

The country-specific recommendations in 2013 emphasised the poor educational
outcomes in Slovakia. Only limited progress has been made in this regard. The
performance of pupils in compulsory education is below the EU average and has decreased

3" According to the FRA, amost half of Roma people experienced discrimination in the past five years when
looking for work. In addition, according to a 2012 survey conducted by the Institute for Public Affairs’ Advisory
Centrefor Civil and Human Rights, 78 % of Romafelt discriminated against.

3 Partnership Agreement, February 2014.

% 3.1 % compared to the EU average of 9 % in 2012 (Eurostat, Labour Force Survey).

“0 pyblic expenditure on education was 4 % of GDPin Slovakiain 2011, compared to the EU average of 5.3 %.
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significantly* and the provision of textbooks to schools remains insufficient. Unlike in other
countries, PISA and PIAAC results show a narrow and closing proficiency gap between older
and younger generations.*? Initial teacher training is being improved with a greater emphasis
on practical experience. New standards for teachers are being tested in pilot programmes, with
the support of EU funds. A new national test for pupils in grade 5 (ages 10-11) is being
piloted. State curricula will be changed in response to the declining level of educational
achievement among Slovak pupils. There is a lack of adequate support for underperforming
schools, teachers and pupils, and better support for teachers and high-quality learning material
and equipment is missing. In order to be able to provide more focused support, experts and
stakeholders are calling for amore precise assessment of schools' results.

As concerns vocational education and training, the 2013 country-specific
recommendations recognised the need to improve the provision of work-based learning
in companies. Slovakia has made some progress on this. Despite Slovakia' s efforts, however,
school-to-job transition remains difficult, due in particular to skills mismatches and
inappropriate anticipation of skills needs.* Initiatives for entrepreneurship education are not
coordinated and there is a lack of data collection to support appropriate skills anticipation.
Reform of vocational education and training, aimed at introducing elements of a dual system,
has begun and adoption of a new law on vocational education and training is expected in
2014. However, it is not clear whether sufficient incentives for employers to offer
apprenticeships will be provided, or to what extent capacity building for companies will be
supported. Cooperation with employers, German, Austrian partners and EU-funded projects
are expected to support this ambitious reform. The 2014 national reform programme confirms
that funding of vocational education and training will be largely based on an analysis of the
labour market needs from 2015 onwards. The comprehensive Youth Guarantee
implementation plan also announces new legidative measures to recognise non-formal and
informal learning from 2015.

The labour market relevance and efficiency of higher education islow and the country-
specific recommendations in 2013 emphasised the need for more profession-oriented
bachelor programmes that are also better focused on meeting workplace needs.
However, limited progress has been made on this. A relatively low proportion of profession-
oriented bachelor programmes® and insufficient cooperation with employers reduce the
labour market relevance of tertiary education. Skills mismatches are still clear. A project,
financed by European structural funds, was launched to enable students to develop practical
experience. Work on the new law on higher education is ongoing with the expected entry into
force in September 2015 and motivational scholarships are to be introduced in 2014. The new
law will am, in particular, to modify funding based on output. This could encourage the
establishment of more profession-oriented bachelor programmes and support the profiling of
institutions and programmes (academic, professional, research). Close cooperation between
academia and business sector remains a weak point (see section 3.4).

“! Results in the 2012 PISA survey indicate asignificantly higher proportion of low achievers than EU averagein
all three areas tested, together with a much lower performance compared to earlier results. Source: Programme
for International Student Assessment OECD survey 2012.

“2 OECD Programme for International Assessment of Adult Competencies (PIAAC). While the survey shows
that skills are highest for the age group 25-34 and decrease for older generations at EU and OECD levels, skills
of Slovak younger generations are relatively close to skills of older generations.

“ This is reflected in a high unemployment rate of students from vocational schools, particularly those without
the ‘maturita’ (the qualification received on completing secondary school) (16.8 %), and high unemployment
levels amongst secondary school leavers (14.6 %), OECD 2011 data.

“1n 2011, 1.2 % of ISCED 5 students in Slovakia were in such programmes, compared with the EU average of
13.6 %.
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The 2013 recommendations recognised that the low provison of good quality early
childhood education (ECE) and car e has a negative impact on educational achievements,
in particular for Roma. Limited progress has been made on improving access to high-
quality, inclusive pre-school and school education for marginalised communities. Capacity in
services for ECE and care is insufficient, and quality and inclusiveness is poor, especialy in
light of the need to reduce inequalities and raise overall educational outcomes. Participation in
ECE and care in Slovakia is among the lowest in the EU.* The rate is much lower for
children from marginalised Roma communities (24% in 2011).* Compulsory enrolment in
ECE and care for children from socially disadvantaged environment is being discussed, as
well as free participation in ECE for socialy disadvantaged pupils from the age of 3. The
announced increase in ECE capacities does not seem to be linked to the local needs and
anticipated demographic evolution. The proportion of Roma pupils in specia schools with
limited curricula is also disproportionally high, reducing their future educational and
professional prospects. In 2010, only 0.3% of Roma population (27-64) in Slovakia attained
higher education degree. Initiatives to improve educational outcomes for Roma pupils are
overly reliant on EU co-financed projects.

Social policies

Although the number of people at risk of poverty or social exclusion isrelatively low, the
deprived living conditions in marginalised Roma communities and the risk of poverty or
social exclusion for children remain key challenges. The income support scheme to
aleviate poverty, in particularly among households with more children and low work
intensity, is inadequate and coverage is insufficient, with the non-coverage rate of social
assistance around 30%. A sustainable financing system for long-term care services has also
not yet been created. The insufficient availability of social housing, the provision of which is
among tﬂe lowest in the EU, continues affecting negatively social inclusion and labour
mobility

The national action plan for children does not sufficiently address child poverty and
does not include methods to ensur e access to appropriate resour ces. The 2013 amendment
of the law on social services introduced new types of services (e.g. support for home care,
shelters and families with children), but it does not sufficiently facilitate deinstitutionalisation.
Funding for care services remains an issue for municipalities. The risk of poverty for those
aged over 65 dightly increased in 2012, but remains below the EU average. Slovakia
introduced areform in 2013, which could mitigate this risk by strengthening the redistribution
within the pension system through temporary indexation of pensions by a fixed nominal
amount until 2017 and introducing adjusted ‘ solidarity’ coefficients as of 2018.

3.4. Structural measures promoting sustainable growth and competitiveness

Increasing productivity on the back of the cyclical recovery and subdued labour costs
have led to an improvement in Slovakia’s competitive position. Export market shares
continue to rise and Slovakia is now running a vigorous trade balance surplus, which it
expects to maintain in the forthcoming years. Slovakia's growth model relies strongly on
foreign direct investment, the stock of which amounts to 60% of GDP. However, the flow of

% 76.9% in 2011 compared to the EU average of 93.2%, source Eurostat (UOE). Low ECE and care
participation appears to be a strong predictive factor of successin later educational attainment.

“® Briiggeman, C. (2012), Roma Education in Comparative Perspective. Analysis of the UNDP/World Bank/EC
Regional Roma Survey, Roma Inclusion Working Papers, Bratislava, United Nations Devel opment Programme.
" European Parliament, Social Housing in the EU, 2013. Slovakia has one of the lowest levels of available
housing in the EU. In 2011, there were 329 inhabited dwellings per 1000 inhabitants. Slovakia also has one of
the highest household overcrowdings ratesin the EU (38.4% in 2012, compared to the EU average of 17.2%).
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foreign direct investment to Slovakia has fallen since the crisis. This could have a negative
impact on long-term growth, especially given that domestic investment in research and
development (R&D) is low and companies depend largely on imported technology. There is
also potential for more targeted, stronger cooperation among academia, businesses and higher
education to bolster the application of research and, as a result, the innovation capacity of
companies. The 2013 country-specific recommendations to Slovakia addressed the need for
structural measures promoting growth and competitiveness, particularly in the areas of R&D
and energy. The CSR on R&D recommended supporting and encouraging the transfer of
knowledge between academia, research and the business sector. The CSR on energy
recommended improving energy market functioning, strengthening interconnections with
neighbouring countries and increasing energy efficiency. The analysis in this SWD leads to
the conclusion that Slovakia has made limited progress on addressing these recommendations.

Research, development and innovation policies

The main challenge facing the Slovak research and innovation system remains the lack
of cooperation between public sector research institutions and businesses, which was
also referred to in the 2013 country-specific recommendations. Only limited progress has
been made in this respect. The level of business expenditure on R&D islow, asis the quality
of public research, mainly due to inefficiency in public spending. Despite this, the recent
adoption (in November 2013) of the national research and innovation strategy for smart
specialisation offers better prospects for encouraging effective cooperation between academia
and businesses. In particular, the strategy identifies key areas of specialisation on which to
concentrate resources, proposes an improved governance structure for the research and
innovation system* and sets out objectives and measures to stimulate structural change in the
Slovak economy. Most of the proposed measures are expected to be funded by EU funds,
under the new research and innovation operational programme. The strategy has the potential
to encourage growth, subject to effective implementation with proper action plans, by
increasing Slovakia s innovation ability and excellence in research and innovation. However,
thereisarisk that implementing the strategy will only attract alow level of private investment
and that the conditions in which domestic innovators, mostly SMESs, operate will continue to
be poor. Some measures have been recently adopted or are in the pipeline, including revised
R&D tax incentives, support for innovation clusters and innovation vouchers, but the
effectiveness of these measures has not yet been proven.

Box 4. Potential impact of structural reformson growth —a benchmarking exercise

Structural reforms are crucia for boosting growth. It is therefore important to know the
potential benefits of these reforms. Benefits of structural reforms can be assessed with the
help of economic models. The Commission uses its QUEST model to determine how
structural reforms in a given Member State would affect growth if the Member State
narrowed its gap vis-a-vis the average of the three best EU performers on key indicators such
as the degree of competition in the economy or labour market participation. Improvements
on these indicators could raise Slovakias GDP by about 6.4% in a 10-year period. Some
reforms could have an effect even within arelatively short time horizon.

The model simulations corroborate the analysis of Section 3.4, according to which the largest
gains would likely stem from a reduction in final goods mark-ups, in particular in the energy
sector. The simulation also supports the analysis in the Section 3.3 and highlights the fact

“ This includes the reorganisation of the Slovak Academy of Science and of the higher education institutions,
the introduction of common research agendas, shared between public research institutions and the business
sector, and the reform of project-based and institutional funding systems.
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that substantial gains could be made by addressing the challenge of long-term unemployment
and increasing labour market participation by women.

Table: Structural indicators, targets and potential GDP effects™

Reform areas SK Average 3 GDP % relative to
best EU baseline
performers | Syears  10years

Market competition Final goods sector markups (price-cost margin) 0.20 013 24 32
M arket regulation Entry costs 1.80 0.13 0.0 0.1
Taxreform Implicit consumption tax rate 187 28.6 04 0.5
Skill enhancing reforms* Share of high-skilled 53 10.7 0.0 01

Share of low-skilled 8.3 75 0.0 0.0
Labour market reforms Female non-participation rate (25-54ys): 0.6 11

- low-skilled 338 26.4

- medium-skilled 189 105

- high-skilled 16.0 43

Low-skilled male non-participation rate (25-54ys) 25.2 7.7 0.0 0.0

Hderly non-participation rate (55-64ys): 04 10

- low-skilled 275 134

- medium-skilled 115 48

- high-skilled 5.3 33

ALMP (% of GDP over unemployment share) 33 374 0.3 0.3

Benefit replacement rate* * 38.9 52.6 0.0 0.0
Total 4.2 6.4

Source: Commission services. Note: Simulations assume that all Member States undertake reforms which close
their structural gaps by half. The table shows the contribution of each reform to total GDP after five and ten
years. |f the country is above the benchmark for a given indicator, we do not simulate the impact of reform
measures in that area; however, the Member State in question can still benefit from measures taken by other
Member States.®® * The long-run effect of increasing the share of high-skilled labour in the population could be
2.8% of GDP and of decreasing the share of low-skilled labour could be 0.7%. **EU average is set as the
benchmark.

Business environment

The quality of the business environment in Slovakia has deteriorated and support for
fast-growing firms has stagnated. Slovakia's overall ‘Ease of Doing Business' ranking fell
from 43 in 2013 to 49 in 2014.>* Similar international surveys confirm this result.>* National
surveys among entrepreneurs also show a substantial increase in companies’ negative opinion
of the Slovak business environment, especially among SMEs.>® The following weaknesses of
the business environment are the most cited: rule of law issues and weak law enforcement,
frequently changing legidlation and the low quality of the legidative process, perceived
corruption and clienteles in particular in public procurement, excessive bureaucracy, high
socia contributions and taxes, lack of a skilled workforce, and high electricity prices.

Starting a business has become mor e difficult due to the introduction of a requirement
for a financial guarantee in order to set up a limited liability company. E-government
services for companies remain underdeveloped. The Points of Single Contact, currently

“* Final goods sector mark-ups is the difference between the selling price of a good/service and its cost. Entry
cost refers to the cost of starting a business in the intermediate sector. The implicit consumption tax rate is a
proxy for shifting taxation away from labour to indirect taxes. The benefit replacement rate is the % of a
worker's pre-unemployment income that is paid out by the unemployment scheme. For a detailed explanation of
indicators see Annex.

% For a detailed explanation of the transmission mechanisms of the reform scenarios see: European Commission
(2013), "The growth impact of structural reforms’, Chapter 2 in QREANo. 4. December 2013. Brussels;
http://ec.europa.eu/economy_finance/publications/ar_euro_area/2013/pdf/gread section 2_en.pdf

>l World Bank Doing Business 2014.

*2 |n 2014, Slovakia dropped 15 positions in the Heritage Foundation’s Index of Economic Freedom and in
Forbes Best Countries for Business ranking, and 7 positions in the World Economic Forum's Global
Competitiveness Report.

%3 2013 SME survey done by the American Chamber of Commercein Slovakia.

23



http://ec.europa.eu/economy_finance/publications/qr_euro_area/2013/pdf/qrea4_section_2_en.pdf

located in the Ministry of Interior™, offer limited services and there are no plans to integrate
them with the tax administration or with the e-government platforms that are being devel oped
separately. New reporting obligations for businesses, introduced as part of the action plan to
combat tax fraud (see Section 3.1), have only partly been balanced by lighter regulation in
other areas, and there is scope to make tax compliance easier for businesses. There is no
SME test yet and impact assessments for new regulatory and legidlative initiatives are not
done systematically. The number of SMEs accessing e-commerce and foreign markets
continues to be low. Insolvency cases remain lengthy, and aternative dispute resolution
mechanisms are barely used.>®

In spite of the overall deterioration in the business environment, some measures taken
have proven effective. The most important of these are: setting fixed transfer fees, which has
made it easier to register property; introducing electronic-only communication with the
authorities by companies, and combining registers to avoid duplication of information.
Protection for investors has also improved, by alowing access to al corporate documents
during trial. A few initiatives supporting start-ups — ‘a helping hand for the young’, organised
by the National Agency for Development of Small and Medium Enterprises (NADSME),
‘start-up weekends and ‘start-up awards — have led to innovative companies with high
growth potential. However, most of the measures supporting entrepreneurship and innovative
activities in companies have been fragmented and thus ineffective: firm-level technology
absorption, business and technology incubators, cluster development, government
procurement of advanced technology, and technology transfer measures have failed to create
real eco-systems for innovation. The authorities intend to prepare a medium-term strategy to
develop and support SMEs, but the timetable for adoption and implementation is unclear.

Energy market and renewables

The market functioning of network industries, in particular for energy, remains a weak
point. Slovakiais aso one of the most energy-intensive Member States, partly due to its large
proportion of industry. Relatively high electricity prices, in particular for small and medium-
sized industrial customers, hamper the competitiveness of Slovak industry. Despite recent
effortsto liberalise the energy market, it still needs to improve further. In particular, this could
be facilitated through greater transparency and accountability of regulatory decisions. Thereis
also scope to improve energy security and energy efficiency.

Given the deficiencies in energy market functioning, the 2013 country-specific
recommendations called for more efforts to make the energy market function better.
However, Slovakia has made no progress on improving the transparency of the method by
which tariffs are set or on increasing the accountability of the Regulator of network industries
(RONI). The switching rates for retail and wholesale electricity customers remain low and
prices for industrial consumers are very high compared to the EU average and its European
peers. Furthermore, price regulation for SMEs was reintroduced in 2012. However, RONI
does not only impose regulatory obligations on operators having a significant degree of
market power but also on new entrants. By doing so, RONI unnecessarily impedes the
development of new entrants and ultimately harms consumers. In addition, RONI increased
the tariffs for access to the Slovak gas transmission system in 2013. Compared to previous

> Various state administration offices at the local level were merged in unified offices and pilot client centres
were launched under the ongoing reform of state administration (ESO).

> For example, VAT taxpayers have to file statements, companies will have to pay a minimum tax (which will
be tax deductible) even during periods when they make losses, etc. Measures that simplify doing business
include abolishing the obligation to report cash payments to physical persons exceeding EUR 5000 per year and
reducing the obligation to keep price records for the purposes of price regulation.

% Data on the number of cases of mediation or arbitration is not collected.
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tariffs, the tariff for the gas imported from the Czech Republic increased by 350% and from
Austria by 50%, respectively. RONI provided no justification for the increase. If economic
assessments of regulatory decisions are made, they are usually not made public, nor are
objections raised by those affected by the regulatory decision, owing to a commercia
confidentiality policy. The most recent national report of RONI to the European Commission
offers scant information on levels of competition or on the methodology for calculating the
network tariffs and their determinants. In order to address the lacking public transparency of
the regulatory policy, the 2014 national reform programme announced relevant measures
including setting-up a data centre to enhance the transparency of regulatory information, a
thorough assessment of the need for further price regulation and publishing of the
underpinning economic analysis for regulatory decisions. Although, the measures are
promising, their adoption is at an initial stage and subject to implementation risks.

High network charges are one of several indicators of poor regulator transparency and
accountability. According to Eurostat data, the network charges were the highest in the EU in
absolute terms in 2011 and the second highest in terms of the proportion of the fina
electricity price (49%). Slovakia is one of only three Member States for which network
charges for industrial consumers are higher than energy supply costs.>” Although energy costs
fell, network costs increased between 2009 and 2012.°*The network costs include
transmission and distribution tariffs. A comparison of transmission tariffs done regularly by
ENTSO-E* indicate that Slovak transmission tariffs for electricity are among the highest in
the EU and no analysis examining the level of those tariffs is available. The drivers of the
high distribution tariffs are also unclear, as aresult of the lack of disclosure of the method and
mechanism by which tariffs are set. The high level of transmission and distribution tariffs may
reflect many determinants such as size of the country, its topography and amount of electricity
transported. The increase in network charges has also been affected by increasing support for
renewable energies and for combined heat and power generation, and by environmentally
harmful subsidies for domestically produced lignite. The high network charges are transated
into electricity prices. End-user prices for medium-sized industrial consumers in Slovakia
were among the highest in the EU in 2012.° Over the past five years, prices were around
21% higher than in the Czech Republic.

While Slovakia has reached its interim Europe 2020 renewable energy target, the
growth of the renewable energy sector is stagnating. Thisis due to the frequent changes to
the feed-in-tariff support framework, complicated administrative procedures and an electricity
infrastructure that does not support the decentralised production of renewable energy. While
the renewable energy development is staggering, the effectiveness and stability of the RES
promotion mechanism is weak and more market-based instruments are missing (e.g. feed-in
premiums).

> In 2012, Slovakia's network charges for industry were 40 % higher than in the Czech Republic in a
consumption band IC and significantly higher also for bands ID and IE while the energy supply costs were
lower. In a difference to industry, the charges for households in bands DC, DD and DE were comparable to the
Czech Republic while they were significantly lower in other bands. Source: Eurostat.

% Network costs between 2009 and 2012 increased by around 18 %. Energy and supply costs decreased by
around 28 % between 2009 and 2012. Source: Eurostat.

% glovakia has the highest tariff for "infrastructure" and second highest for "system services'. Overall, Slovakia
has the third highest transmission tariff. When correcting for "other regulatory charges’, Slovakia has the highest
transmission tariffs. Source: European Network of Transmission System Operators for Electricity:
https.//www.entsoe.eu/about-entso-e/market/transmission-tariffs/.

% Excluding VAT, final electricity pricesin Slovakiain 2012 were the fourth highest for industry (consumption
band 1C 500-2000MWh) and the 15th highest for househol ds (consumption band DC). Source: Eurostat.
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As noted in the 2013 country-specific recommendations, energy infrastructure
challenges in Slovakia extend to investments, particularly in gas and electricity grids, to
strengthen inter connections with neighbours. Overall, Slovakia has made some progress on
improving interconnections with neighbouring countries. Several projects have been selected
as projects of common interest and are currently being implemented.®* Gas interconnections
that would diversify Slovak sources of gas suppliers and routes have gained on importance. In
this context, the Slovakia-Hungary gas interconnection project is expected to operate
commercialy from 1 January 2015. Electricity projects within Hungary will aleviate the
bottleneck on the Slovak-Hungarian section of the network by increasing cross-border
capacity. An intergovernmental agreement was signed in November 2013, supporting the
implementation of improvements to Slovak-Polish gas interconnections. Given the need to
improve energy security, building a North-South gas axis in Central Europe has gained
importance but its further development is proceeding only at a moderate pace.

Energy and resource efficiency

Slovakia has made some progress in addressing the 2013 CSR on energy efficiency. A
pilot project on the use of financial instruments in housing (JESSICA) from the European
regional development fund is being run, although greater use of financia instruments and
energy performance contracting is limited. A national plan for increasing the number of
‘nearly zero energy’ buildings, which requires gradual increases in energy performance levels
for refurbished and newly built buildings, has also been produced. A package of measures in
line with the 2013 CSR, including energy audits and their implementation in enterprises,
renovation of buildings, reduction of energy losses in heat distribution networks and setting
up arobust monitoring system for energy savings, have been proposed for EU financing in the
next programming period under the relevant operational programmes (the "Quality of
Environment” programme and the "Integrated Regional Programme”). Low energy efficiency
impacts negatively also on Slovakias high energy dependency (the energy trade balance
amounted to -6.5 % of GDP in 2011).

However, resour ce efficiency issues have not been comprehensively tackled in Slovakia.
The structural transformation of the Slovak economy over the previous decade, in particular
the move away from heavy industry, has helped to decrease negative impacts on the
environment. Recycling rates are low, however, and the main treatment option for municipal
waste is disposal in landfills. Improving and extending water supply and waste-water
infrastructure is a challenge and connection rates are among the lowest in the OECD (58%).
Slovakia has suffered from several severe floods in the previous decade but has failed to
reduce the risk of them re-occurring by taking cost-effective measures not detrimental to
nature. Air pollution also remains a significant issue, as Slovakia does not currently comply
with EU standards regarding air quality.

Transport

Slovakia's specialisation in export-oriented manufacturing places increasing demands
on the quality of transport infrastructure. The relatively underdeveloped raill and road
transport infrastructure, however, continues to be detrimental to economic growth. The unit
costs of new and renovated transport infrastructure are high, reflecting poor planning and
design, and public procurement weaknesses. A recent reduction of infrastructure charges for

® Projects of common interest include (i) a North-South priority corridor for gas interconnections in Central
Eastern and South Eastern Europe (‘NS East Gas'); (ii) a North-South priority corridor for electricity
interconnections in Central Eastern and South Eastern Europe (‘NSI East Electricity’), and (iii) a priority
corridor for ail supply connectionsin Central Eastern Europe.
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rail transport has had a positive impact on competition, but administrative burdens remain
high, creating barriers for new entrants to the market. There has been progress on preparing a
transport plan to identify key priorities consistent with EU transport policy, in particular the
trans-European transport network. These will provide a strong basis for structural funds
financing.

The proportion of total energy consumption used by transport increased by 5 pps
between 2005 and 2012. The main reasons for this trend are the insufficient development of
public transport and the low excise duties on motor fuel. As a consequence, the transport
sector is now second only to industry in terms of energy consumption. In 2012, the Slovak
authorities introduced a tax on motor vehicles that, over time, is expected to improve the
energy efficiency of cars. However, no significant action has been taken to develop public
transport or the rail sector.

Digital infrastructure

Slovakia has the third lowest coverage of fixed broadband in the EU (75.2% of
households in 2012). This figure lags significantly behind the EU average (95.5%) and
Slovakia's own Europe 2020 goa of "100% broadband coverage for al". Coverage growth
has been negligible (0.2 % between 2011 and 2012), mainly due to the failure to use most of
the structural funding dedicated to the development of broadband infrastructure from the
Operational Programme "Informatisation of Society" in the previous programme period. The
lack of broadband infrastructure has negative effects in areas, such as employment,
entrepreneurship, ICT skills and digital literacy, eGovernment, eHealth, and social inclusion.
For example, although the frequency of individuals with medium and high computer skillsin
the Slovak adult population (57.2 %) were above the EU average (50.9 %) in 2012, the
portion of the adult population that interacts online with public authorities dropped to 32.7 %
in 2013, significantly below the EU average (41.4 %). The target value of the E-Government
Index for 2020 — the only Digital Agenda related index included in the 2014 national reform
programme — can therefore be considered overly ambitious and unlikely to be achieved.

3.5. M oder nisation of public administration

The Slovak public administration continues to underperform in terms of both quality
and efficiency. High staff turnover linked to the political cycle and poor human resource
management persist, and poor analytical capacities impair evidence-based policy-making.
Addressing governance weaknesses related to the EU funding has been slow. Public
procurement and transparency in judicial proceedings remain serious challenges. Slovakia
continues to score poorly on international indicators of perceived corruption. In 2013,
Slovakia received a country-specific recommendation on public administration and the
judiciary. The analysis in this SWD leads to the conclusion that Slovakia has made limited
progress on measures taken to address this recommendation.

The Council noted weaknesses in the Slovak public administration in 2013 and
recommended that the authorities address these. Slovakia was recommended to strengthen
the independence of the public sector, improve human resources management and strengthen
analytical capacities. Progress on addressing these areas has so far been limited. Analytical
capacity was developed at only seven ministries, but these analytical units have been actively
involved in policy making only to a very limited extent. Thisis seen in weak or non-existent
Impact assessments for new legislation (e.g. on businesses). Under ongoing reforms of state
administration, various state administration offices at local level were merged into unified
offices, and pilot client centres for citizens were launched. But no significant change to
improve human resources management has been implemented. The Civil Service Act has not
been amended to strengthen the independence of the public sector, but the national reform
programme envisages a draft of a new Act in 2014. In December 2013, the government took
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note of a strategic framework for public administration reform and created a steering
committee to oversee the reform. The framework recognises some of the points recommended
in 2013. However, it reiterates goals from other strategies and lacks an action plan with
concrete measures, together with a timetable and a budget. The government has tentatively
committed to adopting an action plan for public administration reform by July 2014.

Progress on increasing use of EU funds has been limited, notwithstanding the 2013
country-specific recommendations. Procurement procedures, management verifications and
project selection remain the main areas of weakness. The high turnover of staff managing
cohesion policy funds, due inter alia to the political cycle, has not yet been addressed.
Shortcomings continue in practical implementation of financial management and audit
procedures. The risk of corruption in alocating EU funds threatens their efficient and
effective use® All of this may have a negative impact on the prompt and efficient
implementation of the current and upcoming operational programmes between 2014 and
2020. There are also issues with customs. The country has significant potential to improve its
performance in terms of time taken to process imports and exports in order to reduce business
costs and facilitate trade.*®

To address issues within the justice system, Slovakia received a country-specific
recommendation in 2013 to improve the efficiency of the judicial system and promote
alternative dispute resolution procedures. Measures adopted and planned suggest only
limited progress and are expected to have a minor impact on the systemic problem of length
of proceedings® Planned improvements to ICT tools, especially for electronic
communications between courts and parties, could help shorten the length of procedures and
improve the quality of justice. A new law on arbitration, expected to come into force in
summer 2014, separates commercial and consumer arbitration, without further promoting
aternative dispute mechanisms. Reform of the Code of Civil Procedures is ongoing, but the
amended law is not expected to come into force before 2016.

Public confidence in the functioning of the justice system is low. According to a recent
Eurobarometer on Justice in the EU, only 25% of the Slovak respondents tend to trust the
justice system, the second lowest figure in the EU. Perceived independence of judiciary from
influences of the government, citizens or firms has worsened during 2012-13 and is the lowest
in the EU.®® The capacity of judicial authorities to investigate and prosecute alleged
corruption is weak.®*® Concerns have aso been raised regarding lack of individual
independence of judges in relation to the hierarchical judicial organisation.®” Several actions
of the executive also raised questions in relation to the independence of the justice system

%2 Allegations of bribery and conflicts of interest in rail projects are currently investigated as part of the
operational programme on transport.

% World Bank (2013). Doing Business 2014: Understanding Regulations for Small and Medium-Size
Enterprises. Washington, DC: World Bank Group.

% The length of judicial proceedings in Slovakia, particularly for litigious civil and commercial cases and for
administrative cases, is above the EU average and has deteriorated. Thus despite increases in productivity, courts
generaly are not able to keep up with their workload. Sources. 2014 EU Justice Scoreboard and the
Communication from the Commission to the European Parliament, the Council, the European Central Bank, the
European Economic and Social Committee and the Committee of the Regions, COM (2014) 155 final.

% World Economic Forum, The Global Competitiveness Report; 2013-2014.

% OECD Report on implementing the OECD Anti-Bribery Convention in SK, June 2012.

®" There are alegations of arbitrariness of disciplinary proceedings due to the influence of the head of the
judiciary over judicial panels, and the overrepresentation of politicaly elected panel members in such panels at
second instance.
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from political influences.®® The national reform programme announces a proposal of a
constitutional law by summer 2014, which aims at limiting criminal immunity of judges and
separating roles of President of the Supreme Court and the Judicial Council.

Widely perceived corruption remains a general issue within the Slovak public
administration. According to the EU anti-corruption report, 90% of Slovaks perceive
corruption to be widespread and 21% have personally experienced it in the past year.*® Based
on the 2013 global corruption barometer, people in Slovakia most often deal with corruption
in healthcare.”® According to the global competitiveness index, Slovakia ranks last in the EU
in terms of irregular payments and bribes, and the situation has deteriorated.”* Slovakia also
stagnates in the ranking by Transparency International at a very low level compared to its
European peers.”? Widely perceived corruption prevents faster progress on building a high-
guality, client-oriented public administration and the efficient allocation of public resources.
Corruption is a cross-cutting issue in Slovakia, present at al levels of government. The 2014
national reform programme recognises this issue and proposes measures to improve
perception of corruption.

Slovakia recently reformed its public-procurement rules, but experience shows that
application of these rules remains problematic. The impact of the 2013 public procurement
reform seems to be limited, so far. Amendments to the Public Procurement Act aimed to
increase the independence of the Public Procurement Office, streamline lengthy tender
procedures, improve transparency requirements and improve competition. The results,
however, suggest that public procurement has become lengthier, savings are lower and use of
e-procurement has declined.” The reform does not appear to have substantially increased the
transparency of public procurement procedures or to have led to a reduction in the number of
complaints about decisions by the contracting authorities. Experience in using EU structural
funds supports these conclusions.

% For example, a considerable number of court presidents were removed by two consecutive Ministers of Justice
over arelatively short period of time, suggesting politicisation.

% EU anti-corruption report and the Report from the Commission to the Council and the European Parliament,
COM(2014) 38 final.

" Global corruption barometer 2013, Transparency | nternational.

" WEF Global Competitiveness Report indicator ‘irregular payments and bribes .

"2 The 2013 edition of the corruption perception index by Transparency International ranked Slovakia as the fifth
worst in the EU, followed by Italy, Romania, Bulgaria and Greece.

" A study of public procurement tendersin 2009-2013, Transparency International Slovakia, January 2014.
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4. CONCLUSIONS

Ten years after joining the EU and five years after the Euro adoption, the initial
economic stimuli from these accessions seem to have faded and Slovakia requires
undertaking necessary structural reforms to sustain its growth. In the past, Slovakia's
robust growth was driven by strong domestic and foreign demand for Slovak products, high
investments and setting up of new industrial production capacities. Nonetheless, foreign
capital inflows and the overall accumulation of production factors seem to run into limits and
structural measures identified in this staff working document are essential to buttress
economic prosperity and growth for the years to come keeping in mind the fiscal and long-
term sustainability challenges which need to be pursued in parallel.

The analysis in this SWD leads to the conclusion that Slovakia has made limited
progress in addressing the 2013 country-specific recommendations. Starting with the
fiscal field, the general government deficit was sustainably corrected under the 3% threshold
in 2013. Nevertheless, there is a risk of deviation from the adjustment path towards the
medium-term objective in 2014 whereas an appropriate correction is expected in 2015.
Sustainable progress towards the medium-term budgetary objective hinges on substituting
one-off and transitory measures by structural ones. The long-term sustainability of public
finances remains a challenge due to limited progress in this area, mainly owing to a projected
large increase in healthcare expenditure. Concerning taxation, while Slovakia has made some
progress on improving tax collection and tax compliance, in particular by implementing the
action plan to combat tax fraud, the substantial gap in the effective tax rates between
employees and self-employed persists and no progress has been made on real estate taxation.
As regards the labour market, although the tax wedge for low-paid long-term unemployed has
been reduced, the long-term and youth unemployment remains rising. Further substantial
effort is needed to tackle also other challenges in this area as recommended, including
providing more childcare facilities and Roma integration. In the area of education, areform of
vocational education and training is now underway. Still, owing to little progress and a low
starting point, all measures recommended in this field including the attractiveness of the
teaching profession, deserve more attention going forward. Despite the recent adoption of the
national research and innovation strategy, the effective transfer of knowledge between
academia, research and the business sector can be still substantially improved. On the side of
the energy market and efficiency, the measures to improve transparency of the regulatory
policy have been only announced and need to be followed while some progress has been
made on improving interconnections for both gas and electricity and on improving energy
efficiency. As regards public administration and the judiciary substantial improvements are
still required, athough the law on the civil service is currently being amended. This concerns
also managing EU funds, improving the efficiency of the judicial system and promoting
alternative dispute resolution procedures.

Over and above the assessment of progressin the areas addressed by the 2013 country-
specific recommendations, there are further challenges ahead. The analysis in this SWD
leads to the conclusion that the arduous public procurement and widely perceived corruption
remain serious bottleneck to growth, as both prevent the efficient allocation of public
resources and hamper the development of alevel playing field. A deterioration of the business
environment has put the overall competitiveness of the Slovak economy at risk.

Apart from the bottlenecks newly identified in this staff working document, the
challenges reported last year and reiterated in the Annual Growth Survey remain
broadly unchanged. The policy plans submitted by Slovakia address these challenges, and
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there is broad coherence between both the national reform programme and the stability
programme. The national reform programme rightly recognises the shortcomings and
commits to relevant measures, particularly in areas such as public finances, employment,
education, business environment and innovation, energy and public administration. The
stability programme shows the ambitious commitment to comply with the recommendations

of the Excessive Deficit Procedure and to reach the medium-term objective within the
programme’s horizon.

31



OVERVIEW TABLE

2013 commitments

Summary assessment”™

Country-specific recommendations (CSRs)

CSR 1: Implement as envisaged the budget for the
year 2013, so asto correct the excessive deficitin a
sustainable manner and achieve the fiscal effort
specified in the Council recommendations under
EDP. After the correction of the excessive deficit,
pursue the structural adjustment effort that will
enable Slovakia to reach the medium-term
objective by 2017. Avoid cuts in growth enhancing
expenditure and step up efforts to improve the
efficiency of public spending. Building on the
pension reform aready adopted, further improve
the long term sustainability of public finance by
reducing the financing gap in the public pension
system and increasing the cost-effectiveness of the
health-care sector.

CSR 2: Speed up the implementation of the action
plan to combat tax fraud and continue efforts to
improve VAT collection, in particular by
strengthening the analytical and audit capacity of
the tax administration. Improve tax compliance.
Link real-estate taxation to the market value of

property.

SK has made some pr ogr ess on addressing the CSR.

 The recommendation with regards to the correction of
the excessive deficit was fully addressed. Slovakia
sustainably brought the general government deficit below
3% of GDP treshold.

« No progress on reducing the financing gap in the public
pension system. No measures have been taken to improve
the long-term sustainability of public pensions.

« Limited progress on increasing cost-effectiveness of
health care. The government has adopted a Strategic
Framework for Health 2014-2030, which aims to increase
cost-effectiveness. Implementation strategies to reach its
objectives will be elaborated between 2014 and 2016.

SK has made some progr ess on addressing the CSR.

* Some progress on combating tax fraud, implementing
the action plan, and improving tax collection and tax
compliance. The legidative framework to curb tax evasion
has been enhanced markedly, notably in the area of VAT,
and the efficiency of the Slovak tax system seemsto have
improved.

* No progress on real-estate taxation. No measures have
been taken to link real-estate taxation to the market value
of underlying property.

™ The following categories are used to assess progress in implementing the 2013 country-specific
recommendations. No progress. The Member State has neither announced nor adopted any measures to address
the CSR. This category also applies if a Member State has commissioned a study group to evaluate possible
measures. Limited progress: The Member State has announced some measures to address the CSR, but these
measures appear insufficient and/or their adoption/implementation is at risk. Some progress. The Member State
has announced or adopted measures to address the CSR. These measures are promising, but not al of them have
been implemented yet and implementation is not certain in all cases. Substantial progress: The Member State has
adopted measures, most of which have been implemented. These measures go along way in addressing the CSR.
Fully addressed: The Member State has adopted and implemented measures that address the CSR appropriately.
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CSR 3: Take measures to enhance the capacity of
public employment servicesto provide
personalised services to jobseekers and strengthen
the link between activation measures and social
assistance. More effectively address long-term
unemployment through activation measures and
tailored training. Improve incentives for women
employment, by enhancing the provision of child-
care facilities, in particular for children below three
years of age. Reduce the tax wedge for low-paid
workers and adapt the benefit system.

SK has made limited progress on addressing the CSR.

eLimited progres on strengthening the capacity of public
employment services and linking activation policies and
social benefits. Despite legislative amendments, progress
in strengthening the capacity of public employment
services and the links between activation policies and
social benefits remains limited and hampered by lack of
resources.

eLimited progress on addressing long-term

unemployment through activation measures and tailored
training. While some meassures have been taken to reform
ALMP, thereis still alack of good quality training
matching local |abour market needs.

*No progress on ensuring provision of good quality
childcare services. The government plans to increase
public funds allocated to childcare in 2014, but there is no
strategy or legislative and budgetary framework for the
provision of childcare for children under three years of
age.

*Some progress on reducing tax wedge for the low-paid:
the long-term unemployed, which represent around 70%
of the total unemployed, and their employers benefit from
lower social contributions during the first year of
employment.
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CSR 4: Step up efforts to address high youth
unemployment, for example through a 'Y outh
Guarantee. Take steps to attract young people to
the teaching profession and raise educational
outcomes. In vocational education and training,
reinforce the provision of work-based learning in
companies. In higher education, create more job-
oriented bachelor programmes. Foster effective
knowledge transfer by promoting cooperation
between academia, research and the business
sector. Step up efforts to improve access to high-
quality and inclusive pre-school and school
education for marginalised communities, including
Roma.

CSR 5: Step up efforts to make the energy market
function better; in particular, to increase the
transparency of the tariff-setting mechanism,
enhance the accountability of the regulator.
Strengthen interconnections with neighbouring
countries. Improve energy efficiency in particular
in buildings and industry.

SK has made limited progress on addressing the CSR.

eLimited progress on addressing high youth
unemployment. Slovakia has submitted a Y outh
Guarantee Implementation Plan, but its feasibility depends
on the alocation of sufficient resources.

*Some progress was achieved on attracting young people
to the teaching profession. Teachers™ salaries were
increased in 2014 and a bonus has been introduced for
new teachers.

eLimited progress on raising educational outcomes. While
some measures aimed at improving educational outcomes
have been introduced, they lack focus. Adequate support
to underperforming schools, teachers and pupilsis till
missing.

Limited progress on reinforcing the provision of work-
based learning. A reform of vocational education and
training (VET) towards a dual system is ongoing, with a
new Act on VET announced for 2014.

eLimited progress on the creation of more job-oriented
bachelor programmes. Work is on-going on anew Act on
Higher Education, which aimsto allocate funding
according to more output-based criteria.

* Limited progress on the effective transfer of knowledge
between academia, research and the business sector. The
National Research and Innovation Strategy for Smart
Specialisation, approved in 2013, seeks to encourage more
effective cooperation between academia and businesses.

* Limited progress on improving access to high-quality
and inclusive pre-school and school education.
Compulsory enrolment in early childhood education and
care for children from socially disadvantaged environment
iscurrently being discussed.

SK has made limited progr ess on addressing the CSR.

*No progress on improving energy market functioning. No
meassures have been taken to increase the transparency of
the tariff-setting mechanism and enhance the
accountability of the regulator.

*Some progress on strengthening interconnections with
neighbouring countries. Several projects aimed at
improving gas, ail, and electricity interconnections have
been selected as projects of common interest and are
currently being implemented.

* Some progress made on energy efficiency. A National
plan for increasing energy efficiency in buildings has been
developed and a more general package of energy
efficiency measuresis proposed for EU financing in the
next programming period.




CSR 6: Take measures, including by amending the
Act on Civil Service, to strengthen the
independence of the public service. Improve the
management of human resources in public
administration. Step up efforts to strengthen
analytical capacitiesin key ministries, also with a
view to improving the absorption of EU funds.
Implement measures to improve the efficiency of
the judicial system. Promote alternative dispute
resolution procedures and encourage their greater
use.

SK has made limited progress on addressing the CSR.

Limited progress on strengthening the independence of
the public service, improve the human resources
management and strengthen the analytical capacities. A
reform of state administration (ESO) is ongoing but it
does not include major changes concerning human
resources management. Analytical units were created in
some ministries but their influence on policy islimited.

L imited progress on improving the absorption of EU
funds. Procurement procedures, management verifications
and project selection remain significant weaknesses.

L imited progress on implementing measures to improve
the efficiency of thejudicia system and in promoting
aternative dispute resolution procedures. A new act on
arbitration is envisaged to come into forcein 2014. A
reform of the Code of Civil Procedure is ongoing,
although the actual Act is not expected before 2016.

Europe 2020 (national targets and progress)

Policy field target

Progr ess achieved

Employment rate target: 72%

In 2012 the employment rate (15-64 years) remained at a
comparable level to the previous year (59.7%). However,
the gap to reach the national target by 2020 increased to
6.9% and an average annual employment growth of 1.3%
is now needed. Women and the low-dlilled have especialy
low employment rates.

R&D intensity target: 1.2%

Slovakiamay still achieve its R& D intensity target for
2020, provided that R& D intensity continues to increase
both in the public and business sectors. Business R& D
intensity has recently increased (from 0.18% of GDPin
2007 to 0.34% in 2012). Likewise, public sector R& D
intensity has increased from 0.28% in 2007 to 0.48% in
2012, but both remain quite low.

Greenhouse gas (GHG) emissionstarget: +13 %
(compared to 2005 emissions); ETS emissions are
not covered by this national target

The change in non-ETS greenhouse gas emissions
between 2005 and 2012 was -10%.According to the latest
national projections with existing measures taken into
account, the target is expected to be reached: -24 % in
2020 compared to 2005 (with amargin of 37 percentage
points).

Renewable energy target: 14%
Share of renewable energy in all modes of
transport: 10%

The share of renewable energy sourcesin Slovakia
reached 10.4% in 2012. Renewal be energy sources (RES)
sharein transport in 2012: 4.8%.

Indicative national energy efficiency target for
2020: 3.12 Mtoe, which implies reaching a 2020
level of 16.2 Mtoe primary consumption and 10.4
Mtoe final energy consumption.

Some progress. The transposition of the Energy
Performance Buildings Directive (EPBD) has been
notified and the conformity is being assessed by the EC.
In 2013, SK notified its national indicative energy target
(Article 3, Energy Efficiency Directive - EED). Measures
planned to implement the Article 7 of EED were notified
in time and are being assessed by the EC. Further, a
Financial Instrument isunder consideration to address
energy efficiency investments.
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Early school leaving target: 6%

The rate increased from 5.3% in 2012 to 6.4% in 2013.
The national target is 6%; this takes into account the
increasing proportion of Roma children, which have a
high drop-out risk of . Further measures to support their
educational achievements are needed to stop the negative
trend in early school leaving and to respect the national
target.

Tertiary education target: 40%

In 2013 educational attainment increased to 26.9%
compared with 23.7% in 2012, an increase of around 60%
increase since 2006. Measures aimed at ensuring quality
and labour market relevance, such as creation of more job-
oriented Bachelor programmes, are lacking..

Risk of poverty or socia exclusion target: 17.2%

No major progress was achieved in reducing the number
of people at risk of poverty or social exclusion which
stood at 1,109,000 in 2012 (a decrease by 2,000 persons
since 2008). The persistently high unemployment in and
modest minimum income support for people who cannot
find employment make the achievement of the 170,000
objective highly improbable.
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ANNEX
Standard Tables

Tablel. Macro-economic indicators

12%%% 22%%15 22%2% 2011 | 2012 | 2013 | 2014 | 2015
Core indicators
GDP growth rate 34 4.9 4.8 3.0 1.8 0.9 2.2 31
Output gap * 05 | -15| 34 | -11| 21 | -34 | -36 | -3.1
HICP (annual % change) 8.2 5.9 23 4.1 3.7 15 04 1.6
Domestic demand (annual % change) 2 44 | 52 | 30 | 10| -41 | -08| 17 | 25
Unemployment rate (% of labour force) 8 144 | 182 | 122 | 13.7 | 140 142 | 136 | 129
Gross fixed capital formation (% of GDP) 313 | 262 | 239 | 231 | 201 191 | 191 | 194
Gross national saving (% of GDP) 242 | 204 | 198 | 223 | 211 | 208 | 20.7 | 21.1
General Government (% of GDP)
Net lending (+) or net borrowing (-) 82 | 45| 45 | -48 -4.5 -28 | -29 | -28
Gross debt 395 | 421 | 329 | 436 | 527 | 554 | 56.3 | 57.8
Net financial assets 3.9 -45 | -125| -26.5 | -255 n.a n.a n.a
Total revenue 415 | 365 | 329 341 | 337 | 359 | 35.0 | 347
Total expenditure 497 | 411 | 374 | 389 | 382 | 387 | 380 | 375
of which: Interest 3.0 2.8 14 1.6 1.8 2.0 1.9 19
Corporations (% of GDP)
Net lending (+) or net borrowing (-) 31 | 22 0.6 2.8 6.8 5.6 55 5.2
Net financial assets; non-financial corporations -740 | -628 | -69.8 | -689 | -72.1 n.a n.a n.a
Net financial assets; financial corporations -143 | 45 | -27 0.9 3.2 n.a n.a n.a
Gross capital formation 222 | 192 | 175 | 167 | 130 | 12.0 | 124 | 128
Gross operating surplus 250 | 253 | 270 | 265 | 270 26.2 | 264 | 26.7
Households and NPISH (% of GDP)
Net lending (+) or net borrowing (-) 4.2 -1.0 | -05 14 0.9 0.4 0.3 0.4
Net financial assets 544 | 369 | 336 | 379 | 37.7 n.a n.a n.a
Gross wages and salaries 328 | 31.3 | 310 | 309 | 310 | 309 | 310 | 309
Net property income 53 2.6 15 18 1.3 11 0.8 1.0
Current transfers received 169 | 169 | 17.0 | 183 18.3 184 | 181 | 179
Gross saving 7.7 4.6 4.5 6.0 5.2 4.5 4.5 4.5
Rest of the world (% of GDP)
Net lending (+) or net borrowing (-) 72 | -78 | 44 | -09 31 3.9 34 33
Net financial assets 300 | 349 | 514 | 56.6 | 56.7 n.a n.a n.a
Net exports of goods and services -77 | 49 | -16 0.5 5.2 6.3 6.7 6.7
Net primary income from the rest of the world 0.0 -24 | -23 | -22 -24 -24 | -24 | -23
Net capital transactions -0.2 | -05 0.8 17 15 14 11 0.9
Tradable sector 540 | 535 | 526 | 51.1 | 519 51.8 na na
Non tradable sector 358 | 362 | 380 | 394 | 395 | 393 na na
of which: Building and construction sector 6.4 6.0 8.2 8.1 7.5 6.9 na n.a
Real effective exchange rate (index, 2000=100) 783 | 889 [ 121.7| 131.0| 1285 | 127.0| 1279 | 126.6
Terms of trade goods and services (index, 2000=100) | 100.6 | 100.4 | 96.3 | 93.2 | 921 | 91.7 | 91.8 | 91.3
Market performance of exports (index, 2000=100) 80.6 | 94.1 | 113.7 | 122.6 | 1346 | 139.2| 141.2 | 142.1
Notes:
' The output gap constitutes the gap between the actual and potential gross domestic product at 2005 market prices.
2 The indicator on domestic demand includes stocks.
3 Unemployed persons are all persons who were not employed, had actively sought work and were ready to begin working immediately or
within two weeks. The labour force is the total number of people employed and unemployed. The unemployment rate covers the age group 15-
74,
Source:
Commission 2014 spring forecast (COM); Stability programme (SP).
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Tablell. Comparison of macr oeconomic developments and for ecasts

2013 2014 2015 2016 | 2017

COM| SP [COM| SP |COM| SP SP SP

Real GDP (% change) 09 109 (22 |23|31| 30| 32| 34
Private consumption (% change) -01(-01( 13|12 ]| 23| 22 24 29
Gross fixed capital formation (% change) -43|1-43|1 23|18 | 35| 24 | 08 2.1

Exports of goods and services (% change) 45 | 45 | 56 | 40 | 64 | 45 4.8 4.8
Imports of goods and services (% change) 29 | 29 (54 | 36 | 61| 36 3.7 4.1
Contributionsto real GDP growth:

- Final domestic demand -07|-07|16 | 13| 23| 13 13 | 20
- Change ininventories -01|-03(00|01]00| 012 | 01 ]| 00
- Net exports 17 119|106 | 09|07 | 15 18 15
Output gapl -34|-35(-36|-33|-31| -25 | -12 | 04
Employment (% change) -08|-08( 05| 07|06 | 06 | 07 | 09
Unemployment rate (%) 1421142136 (140|129 | 132 | 123 | 11.3
Labour productivity (% change) 17 |17 | 17 | 16| 25| 23 24 25
HICP inflation (%) 1515|104 | 08|16 | 21 | 23 | 24
GDP deflator (% change) 05| 05(05]|09|09| 14 | 18 | 20

Comp. of employees (per head, % change) 08 | 37 24 | 18 | 27 | 29 3.3 35

Net lending/borrowing vis-a-vistherest ofthe | 39 | 42 | 34 | 60 | 3.3 | 6.7 7.7 84
world (% of GDP)

Note:
YIn percent of potential GDP, with potential GDP growth recalculated by Commission services on the basis of the programme
scenario using the commonly agreed methodology.

Source:
Commission 2014 spring forecast (COM); Stability programme (SP).
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Tablelll. Composition of the budgetary adjustment

Change:
(% of GDP) 2013 2014 2015 2016 2017 2013-2017
com | com | sp |[com' | sp SP sP SP
Revenue’ 359 35.0 35.2 347 337 329 328 -3.1
of which:
- Taxes on production and imports 104 10.3 101 10.3 9.9 9.7 95 -09
- Current taxes on income, wealth, etc. 59 5.9 6.1 6.0 59 6.0 59 00
- Social contributions 138 134 133 133 131 131 13.0 -0.8
- Other (residual) 59 54 57 50 4.8 4.1 44 -1.5
Expenditure6 38.7 38.0 38.0 375 36.5 34.9 34.0 -4.7
of which:
- Primary expenditure 36.7 36.1 36.2 35.7 347 31 323 -4.4
of which:
Compensation of employees 7.6 74 7.0 72 6.7 6.4 6.2 -14
Intermediate consumption 46 45 46 44 43 40 39 -0.7
Social payments 189 185 184 18.2 17.9 17.7 174 -15
Subsidies 11 10 1.0 10 09 08 0.8 -0.3
Gross fixed capital formation 21 19 21 18 21 19 21 0.0
Cther (residual) 24 28 30 31 29 22 21 -0.3
- Interest expenditure 20 19 18 19 18 18 17 -0.3
Gener al gover nment balance (GGB) -2.8 -2.9 -2.6 -2.8 -25 -1.6 -05 15
Primary balance -0.8 -1.1 -1.0 -0.9 -1.0 -0.2 0.5 13
One-off and other temporary measures 03 05 0.6 00 0.0 00 0.0 03
GGB excl. one-offs -3.1 -34 -34 -2.8 -2.8 -2.0 -1.3 1.8
Output gap® 34 36 -33 31 25 12 04 38
Oyclically-adjusted balance’ -16 17 17 -18 -20 -16 14 02
Structural balance (SB) 20 22 23 18 20 16 14 05
Changein SB 20 -0.2 -04 04 0.3 04 0.2 -
Two year average changein SB 14 0.9 0.8 0.1 0.0 04 0.3 -
Structural primary balance’ 0.0 -04 -05 0.1 -0.2 0.2 0.3 0.3
Changein structural primary balance -04 -0.5 0.4 0.3 0.4 0.1 -
Expenditur e benchmar k
Applicable reference rate’ na. 26 26 26 26 na. n.a. -
Deviation” (% GDP) na 12 24 0.0 12 n.a n.a -
Two-year average deviation (% GDP) n.a 15 18 0.6 18 n.a n.a -
Notes:

On ano-policy -change basis.

2Output gap (in % of potentia GDP) and cy dlically-adjusted balance according to the programme as recalculated by Commission services
on the basis of the programme scenario using the commonly agreed methodology .

®Sructura (primary) balance = cyclically -adjusted (primary) balance excluding one-off and other temporary measures.

“ Reference medium-term rate of potential GDP growth. The (standard) reference rate applies from year t+1, if the country has reached its
MTO inyeart. A lower rateapplies aslongas the country is adjustingtowards its M TO, includingin year t.The reference rates gpplicablg
to 2014 onwards have been updated in 2013.

® Deviation of the growth rate of public expenditure net of discretionary revenue measures and revenue increases mandated by law from the
applicablereferencerate. The expenditure agyegate used for the expenditure benchmark is obtained following the commonly agreed
methodology . A positive sign implies that expenditure growth exceeds the gpplicable referencerate.

® The revenue and expenditure figures presented in the Sability Programme assume some expenditure-reducing messures (e.g. savings in the
context of the state admnistration ESO) and revenue-increasing messures (e.g. one-off revenue from alevy on regulated industries) for 2014-
2017. These measures, however, do not ensure achievement of the general government balance targets envisaged by the Stability Programme)
and presented in this table.

Source:
SCP: Stability programme (SP); Commission services' 2014 spring forecasts (COM); Commission services' calculations.
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TablelV. Debt dynamics

Source:

Stability programme (SP); Commission 2014 spring forecast (COM); Commission calculations.

(% of GDP) Average 2013 2014 2015 2016 | 2017
2008-2012 COM | SP [COM| SP | SP | SP
Gross debt ratio” 40.1 554 | 563 | 552 | 57.8 | 56.2 | 549 | 53.4
Change inthe ratio 4.6 28 | 09 | -02 | 15 | 10 | -13 | -15
Contributions?:
1. Primary balance 39 08 | 11 | 10 | 09 | 10 | 02 | -05
2.“ Snow-ball” effect 0.4 12 | 04 | 01 | -03 | -05 | -08 | -1.0
Of which:
Interest expenditure 1.5 20 | 19 | 18 | 19 | 18 | 18 | 18
Growth effect -0.7 -05 | -1.2 | -1.2 | -1.7 | -16 | -1.7 | -1.8
Inflation effect -0.4 -03 | -03 | -05| -05| -07 | -09 | -11
3. Stock-flow 0.3 08 | 06 | -13 | 08 | 05 | -06 | 0.1
Of which:
Cashvaccruals diff. 0.3 02 | 03 | 03
Acc. financial assets -1.3 07 | -05 | 02
Privatisation 0.0 -1.3 | 00 | 00
Val. effect & residual -0.2 -01 | -01 | 03
2013 2014 2015 2016 | 2017
COM | SP |[COM | SP | SP | SP
Gap to the debt benchmark®* na n.a n.a n.a na na na
Structural adj ustment® na na na na na na na
To be compared to:
Reguired adj ustment® n.a. na na n.a na n.a na
Notes:
'End of period.

*The snow-ball effect captures the impact of interest expenditure on accumulated debt, as well as the impact of real
GDP growth and inflation on the debt ratio (through the denominator). The stock-flow adjustment includes
differences in cash and accrual accounting, accumulation of financial assets and valuation and other residual effects.

®Not relevant for Member Sates that were subject to an EDP procedure in November 2011 and for a period of three
years following the correction of the excessive deficit.

*Shows the difference between the debt-to-GDP ratio and the debt benchmark. If positive, projected gross debt-to-
GDP ratio does not comply with the debt reduction benchmark.

°A pplicable only during the transition period of three years fromthe correction of the excessive deficit for EDP that
were ongoing in November 2011.

®Defines the remaining annual structural adjustment over the transition period which ensures that - if followed —
M ember State will comply with the debt reduction benchmark at the end of the transition period, assuming that COM
(SP/CP) budgetary projections for the previous years are achieved.
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Table V. Sustainability indicators

Slovak Republic European Union
2013 No-policy- Stability 2013 No-policy- Stability
scenario changg programme | . orio changg programme
scenario scenario scenario scenario
S2* 4.4 4.3 41 24 24 0.7
of which:
Initial budgetary position (IBP) 0.9 0.9 0.6 05 0.4 -13
Long-term cost of ageing (CoA) 35 34 35 19 20 20
of which:
pensions 15 14 16 0.7 0.8 0.9
healthcare 21 20 2.0 0.9 0.9 0.8
long-term care 0.2 0.2 0.2 0.6 0.6 0.6
others -0.3 -0.3 -0.3 -04 -0.4 -0.3
S1** 0.2 -01 -0.8 15 17 -0.2
of which:
Initial budgetary position (IBP) 0.0 -0.3 -0.7 -0.2 -04 -20
Debt requirement (DR) -0.3 -0.2 -0.5 15 18 15
Long-term cost of ageing (CoA) 05 0.3 0.4 0.2 0.3 0.3
SO (risk for fiscal stress)*** 0.20
Debt as % of GDP (2013) 55.4 88.9
Age-related expenditure as % of GDP (2013) 17.8 25.8

Source: Commission; 2014 stability programme.

Note: The 2013 scenario depicts the sustainability gap under the assumption that the budgetary position evolves until 2013 in line with the Commission's 2014
spring forecast. The 'no-policy-change' scenario depicts the sustainability gap under the assumption that the budgetary position evolves until 2015in line with
the Commission's 2014 spring forecast. The 'stability programme' scenario depicts the sustainability gap under the assumption that the budgetary plans in the
programme are fully implemented. Age-related expenditure as given in the 2012 Ageing Report.

* Thelong-termsustainability gap (S2) indicator shows the immediate and permanent adjustment required to satisfy an inter-temporal budgetary constraint,
including the costs of ageing. The S2 indicator has two components: (i) the initial budgetary position (IBP), which gives the gap vis-a-vis the debt-stabilising
primary balance and (i) the additional adjustment required due to the costs of ageing. The main assumption used in the derivation of S2is that, in an infinite
horizon, the growth in the debt ratio is bound by the interest rate differential (i.e. the difference between the nominal interest and the real growth rates); thereby
not necessarily implying that the debt ratio will fall below the EU Treaty 60 % debt threshold. The following thresholds were used for the S2 indicator: (i) if the
value of S2is lower than 2, the country is classed as low risk; (ii) if it is between 2 and 6, it is classed as mediumrisk; and (jii) if it is greater than 6, it is classed
as high risk.

** The medium-term sustainability gap (S1) indicator shows the upfront adjustment effort required, in terms of a steady improvement in the structural primary
balance in the period to 2020 and then sustained for a decade, to bring debt ratios back to 60% of GDP in 2030, including financing for any additional
expenditure by the target date, arising from population ageing. The following thresholds were used to assess the scale of the sustainability challenge: (i) if the
Slvalueis less than zero, the country is classed as low risk; (ii) if a structural adjustment in the primary balance of up to 0.5 pp of GDP per year until 2020 after
thelast year covered by the 2014 spring forecast (2015) is required (indicating a cumulated adjustment of 2.5 pp), it is classed as mediumrisk; and (iii) if the S1
valueis greater than 2.5 (i.e. astructural adjustment of more than 0.5 pp of GDP per year is necessary), it is classed as high risk.

*** The S indicator reflects up-to-date evidence on the role played by fiscal and financial competitiveness variables in creating potential fiscal risks. The
methodology for the SOindicator differs fundamentally fromthat for the S1 and S2 indicators. Unlike S1and S2, SOis not a quantification of the required fiscal
adjustment effort, but a composite indicator which estimates the extent to which there might be arisk of fiscal stress in the short term. The critical threshold for
the SOindicator is 0.43.
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TableVI. Taxation indicators

2002 | 2006 | 2008 | 2010 | 2011 | 2012
Total tax revenues (incl. actual compulsory social contributions, % of GDP) 330 293 29.1 28.1 28.6 28.3
Breakdown by economic function (% of GDP)l
Consumption 10.8 11.0 10.3 9.9 104 95
of which:
- VAT 7.0 75 6.9 6.3 6.8 6.1
- excise duties on tobacco and alcohol 11 0.9 0.9 13 13 13
- energy 19 2.0 18 16 16 15
- other (residual) 0.8 0.6 0.7 0.7 0.6 0.6
Labour employed 14.6 11.2 11.9 12.2 11.9 12.2
Labour non-employed 0.6 0.8 0.7 05 0.7 0.6
Capital and business income 6.1 55 55 4.6 48 49
Stocks of capital/wealth 1.0 0.8 0.8 0.8 0.8 11
p.m. Environmertal taxes” 22 23 20 1.9 19 18
VAT efficien(:y3
Actual VAT revenues as % of theoretical revenues at standard rate 42.8 57.3 53.7 46.8 49.6 44.0
Note:

1. Taxrevenues are broken down by economic function, i.e. according to whether taxes are raised on consumption, labour or capital. See European Commission
(2014), Taxation trends in the European Union, for a more detailed explanation.

2. This category comprises taxes on energy, transport and pollution, and resources included in taxes on consumption and capital.

3. The VAT efficiency is measured viathe VAT revenueratio. It is defined as the ratio between the actual VAT revenue collected and the revenue that would be
raised if VAT was applied at the standard rate to al final (domestic) consumption expenditures, which is an imperfect measure of the theoretical pure VAT base. A
low ratio can indicate areduction of the tax base due to large exemptions or the application of reduced rates to a wide range of goods and services (‘policy gap’) or
afailureto collect all taxdue to e.g. fraud (‘collection gap'). It should be noted that the relative size of cross-border shopping compared to domestic consumption
aso influences the value of theratio, notably for smaller economies. See European Commission (2012), Tax Reforms in EU Member States and OECD (2012),
Consumption tax trends for a more detailed discussion.

Source: Commission




TableVII. Financial market indicators

Credit default swap spreads for sovereign securities (5-year)*

2009 | 2010 | 2011 | 2012 | 2013
Total assets of the banking sector (% of GDP) 89.6 | 882 | 841 | 84.0 | 847
Share of assets of the five largest banks (% of total assets) 721 | 720 | 722 | 70.7 -
Foreign ownership of banking system (% of total assets) 931 | 929 | 949 | 958 -
Financial soundness indicators:
- non-performing loans (% of total Ioans)l) 53 5.8 5.6 52 53
- capital adequacy ratio (%) 126 | 127 | 134 | 157 | 166
- return on equity (%) 2% 67 | 126 | 69 | 91 | 113
Bark loans to the private sector (year-on-year % change) 11 53 9.3 3.8 6.4
Lending for house purchase (year-on-year % change) 109 | 148 | 137 | 111 | 119
Loanto deposit ratio 872 | 8.9 | 903 | 872 | 879
CB liquidity as % of liabilities 4.6 22 31 4.0 0.7
Banks exposure to countries receiving official financial assistance (% of GDP) - - - - -
Private debt (% of GDP) 716 | 701 | 732 | 731 -
Gross external debt (% of GDP)l)
- Public 124 | 150 | 170 | 248 | 29.2
- Private 273 | 277 | 280 | 288 | 30.6
Long terminterest rates spread versus Bund (basis points)* 1483 | 112.8 | 1839 | 305.8 | 161.8
1059 | 77.7 | 1352 | 191.5| 83.7

Notes:
| atest data 2013Q3.

? Beludes foreign branches.
* Measured in basis points.

Source:

Bank for International Settlementsand Eurostat (exposure to macro-financially vulnerable countries), IMF (financial soundness
indicators), Commission (long-terminterest rates), World Bank (gross external debt) and ECB (all other indicators).




TableVIII. Labour market and social indicators

Labour market indicators 2008 2009 2010 2011 2012 2013
Employment rate
(% of population 20-64) 68.8 66.4 64.6 65.0 65.1 65.0
Employment growth
%l from previous year) 3.2 -2.0 -15 1.8 0.1 -0.8
Employment rate of women
(% of femele population 20-64) 60.3 58.2 57.4 57.4 57.3 57.8
Employmert rate of men
(% of rrele popuiation 20-64) 774 74.6 719 725 72.8 722
Employment rate of older workers
(% of population 55-64) 39.2 395 40.5 41.3 43.1 44.0

—ti 0,
Part-time employment (% of total employment, 27 36 29 42 a1 48
15 years and more)

—tj 0,
Part-time employment of women (% of women employment, 15 years and 42 a7 54 59 57 64
more)
Part-time employment of men (% of men employment, 15 years and more) 14 27 2.8 2.8 2.9 34

- o - -
Fixed term employment (% of employees with a fixed term contract, 15 47 a4 58 6.7 68 70
years and more)
Transitions from temporary 575 45 399 107
to permanent employment ’ ’ ’ )
1

Urerployment rate” (% of labour force, 26 121 145 137 14.0 14.2
age group 15-74)
Long-term unemployment rate” (% of labour force) 6.7 6.5 9.3 9.3 9.4 10.0
Y outh unemploymert rate
(% of youth labour force 15-24) 19.3 27.6 339 337 34.0 337
Youth NEET rate (% of population aged 15-24) 11.1 12.5 14.1 13.8 13.8 13.7
Early leavers from education and training (% of pop. 18-24 with at most
lower sec. educ. and not in further education or training) 6.0 4.9 47 51 53 6.4

. . ] o . . .
Tertiary edwa_tlonal attalr_rre't (% of population 30-34 having successfully 158 176 21 232 237 26.9
completed tertiary education)

’ 0 -

Formal childcare (from 1 to 29 hours; % over the population less than 3 10 0.0 10 10
years)
Formal childcare (30 hours or over; % over the population less than 3 year) 2.0 2.0 3.0 3.0 4.0
Labour productivity per person employed (annual % change) 24 -3.0 6.0 1.2 17 17
Hours worked per person enployed (annual % change) 0.1 -0.7 15 -0.8 -0.2 0.0
Labour productivity per hour worked (annual % change; constart prices) 23 -2.3 4.4 2.0 2.0 1.7
Compensation per employee (annual % change; constant prices) 4.0 37 4.6 0.3 15 0.3
Nominal unit labour cost growth (annual % change) 4.4 5.7 -0.9 0.8 1.0
Real unit labour cost growth (annual % change) 15 7.0 -1.4 -0.8 -0.2

Notes:

the total number of people enployed and unemployed.

2 Long-termunemployed are unemployed persons for at least 12 months.

Sources:
Commission (EU Labour Force Survey and European National Accounts)

. Unenployed persons are all persons who were not employed, had actively sought work and were ready to begin working immediately or within two weeks. The labour forceis




Expenditure on social protection benefits (% of GDP) 2007 2008 2009 2010 2011

Sickness/Health care 4.7 51 5.8 55 5.4
Invalidity 13 14 15 16 1.6
Old age and survivors 6.8 6.6 7.8 7.8 7.7
Family/Children 15 15 17 1.8 1.8
Unemployment 0.6 0.6 10 1.0 0.8

Housing and Social exclusion n.e.c.

Total 15.4 155 18.2 18.1 17.7
of which: means tested benefits 1.0 0.8 0.9 0.9 0.9
Social inclusion indicators 2008 2009 2010 2011 2012

. . a1
At-risk-of- poverty. or social exclusion 20.6 19.6 20.6 20.6 205
(% of total population)
At-risk-of-poverty or social exclusion of children
(% of people 0-17) 24.3 23.7 25.3 26.0 26.6
At-risk-of-poverty or social exclusion of elderly
(% of people 654) 21.9 19.7 16.7 145 16.3
At-Risk-of-Poverty rate” (% of total population) 10.9 11.0 120 13.0 13.2
Severe Material Deprivation® (% of total population) 118 111 114 10.6 10.5

.. . . . 4

Share of people living in low work intensity households” (% of people aged 5.2 56 79 77 72
0-59)
In-work at-risk-of poverty rate (% of persons employed) 5.8 5.2 5.7 6.3 6.2
Impact of social transfers (excluding pensions) on reducing poverty 40.8 357 39.4 333 34.0
Poverty thresholds, expressed in national currency at constant prices’ 2822 3213 3434 3516 3710
Gross disponsable income (households) 39755 40 283 41954 42 966 43702
Relative median poverty risk gap (60% of median equivalised income, age: 181 232 257 98 205
total)
Notes:

* People at-risk-of poverty or social exclusion (A ROPE): individuals who are at-risk-of poverty (AROP) and/or suffering from severe material deprivation (SM D)
and/or living in household with zero or very low work intensity (LWI).

2 At-risk-of poverty rate (AROP): share of people with an equivalised disposable income below 60% of the national equivalised median income.
% Share of people who experience at least 4 out of 9 deprivations: people cannot afford to i) pay their rent or utility bills, ii) keep their home adequately warm iii)
face unexpected expenses, iv) eat meat, fish, or aprotein equivalent every second day, v) enjoy aweek of holiday away fromhome once ayear, vi) have acar, vii)

have awashing machine, viii) have a colour tv, or ix) have atelephone.

4 People living in households with very low work intensity: share of people aged 0-59 living in households where the adults (excluding dependent children) work
less than 20% of their total work-time potential during the previous 12 months.

® For EE, CY, MT, S, SK, thresholds in nominal values in Euros; HICP - index 100 in 2006 (2007 survey refers to 2006 incomes)

Sources:
For expenditure for social protection benefits ESSPROS; for social inclusion EU-SILC.
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Table | X. Product market performance and policy indicators

Performance indicators 22%(():3 2009 | 2010 | 2011 | 2012 | 2013
Labour productivity" total economy (annual growth in %) 58 | -29 | 61 0.6 238 na
Labour productivity" in manufacturing (annual growth in %) 88 | 45| 311 | 14 | 39 | na

Labour productivity" in electricity, gas, water (annual growth in %) 109 | -198 | -08 | 11.8 | -38 | na

Labour productivity" in the construction sector (annual growthin%) | 8.2 | -108 | -49 | 7.3 04 | na

Patent intensity in manufacturir‘g2 (patents of the EPO divided by 125 | 107 | 100 | 88 na na

gross value added of the sector)

N 2004-
Policy indicators 2008 2009 | 2010 | 2011 | 2012 | 2013
Enforcing contracts’® (days) 565.0 | 565 | 565 565 545 545
Time to start a business® (days) 01| 18 | 18 | 18 | 14 | 19
R& D expenditure (% of GDP) 0.5 0.5 0.6 0.7 0.8 na.
Tertiary educational attainment

_ 144 | 176 | 221 | 232 | 237 | 269
(% of 30-34 years old population)

Total public expenditure on education

(% of GDP) 3.8 4.1 4.2 4.1 na na

2008 | 2009 | 2010 | 2011 | 2012 | 2013

Product market regulation4, Overdl
(Index; 0=not regulated; 6=most regulated)

1.6 na na na na 1.3

Product market regulation", Retail
(Index; 0=not regulated; 6=most regulated)

na na na na na 2.3

Product market regulation", Network Industries’ 29
(Index; O=not regulated; 6=most regulated) '

na na na na 1.8

Notes:

"Labour productivity is defined as gross value added (in constant prices) divided by the number of persons employed.

*patent datarefer to applications to the European Patent Office (EPO). They are counted according to the year in which they werefiled at
the EPO. They are broken down according to the inventor's place of residence, using fractional counting if multiple inventors or IPC classes
are provided to avoid double counting.

% The methodologies, including the assumptions, for this indicator are presented in detail on the website
http://www.doingbusiness.org/methodology.

*The methodologies of the product market regulation indicators are presented in detail on the website
http://www.oecd.org/document/1/0,3746,en 2649 34323 2367297 1 1 1 1,00.htmi.

° Aggregate ETCR.

Source:

Commission, World Bank - Doing Business (for enforcing contracts and time to start a business) and OECD (for the product market
regulation indicators).
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Table X. Green Growth



2003-
2007 2008 2009 2010 2011 2012
Green Growth performance
Macroeconomic
Energy intensity kgoe/€| 0.66 0.52 0.50 051 0.48 0.45
Carbon intensity kg/€ 1.79 1.38 1.30 1.30 1.25 na
Resource intensity (reciprocal of resource productivity) kg/€ 2.46 2.34 217 2.04 2.05 na
Waste intensity kg/€ na 0.32 na 0.27 na na
Energy balance of trade %GDP | -53% | -6.0% | -44% | -58% | -65% -6%
Energy weight in HICP % 17 17 16 16 15 19
Difference between change energy price and inflation % 7.98 0.2 2.7 -4 4.7 18
Environmental taxes over labour taxes ratio 182% | 16.1% | 152% | 14.7% | 14.6% na
Environmental taxes over total taxes ratio 7.6% 7.0% 6.8% 6.6% 6.5% na
Sectoral
Industry energy intensity kgoe/€| 0.46 0.32 0.35 0.37 na na
Share of energy-intensive industries in the economy % GDP 16.5 151 13.3 na na na
Electricity prices for medium-sized industrial users** €/kWh na 0.12 0.14 0.12 0.12 0.13
Gas prices for medium-sized industrial users*** €/kWh na 0.04 0.04 0.03 0.04 0.04
Public R& D for energy % GDP na 0.01% | 0.01% | 0.01% | 0.01% | 0.00%
Public R& D for the environment % GDP na 0.01% | 0.01% | 0.01% | 0.01% | 0.01%
Recycling rate of municipal waste ratio 8.9% 15.8% | 18.1% | 18.1% | 20.4% | 22.3%
Share of GHG emissions covered by ETS* % na 51.7% | 483% | 47.8% | 49.7% | 49.0%
Transport energy intensity kgoe/€| 0.76 0.79 0.73 na na na
Transport carbon intensity kg/ € 1.94 1.94 1.90 na na na
Security of energy supply

Energy import dependency % 65.9% | 64.3% | 66.3% | 62.9% | 64.1% | 60.0%
Diversification of ail import sources HHI na 0.67 0.68 0.66 0.69 na
Diversification of energy mix HHI 0.24 0.23 0.22 0.22 0.22 0.22
Share renewable energy in energy mix % 4.3% 5.1% 6.7% 7.4% 7.4% 8.1%

Country-specific notes:
Theyear 2012 s not included in the table due to lack of data.
General explanation of the table items:
Source: Eurostat unless indicated otherwise; ECFIN elaborations indicated below
All macro intensity indicators are expressed as aratio of a physical quantity to GDP (in 2000 prices)
Energy intensity: gross inland energy consumption (in kgoe) divided by GDP (in EUR)
Carbon intensity: Greenhouse gas emissions (in kg CO2 equivalents) divided by GDP (in EUR)
Resource intensity: Domestic Material Consumption (in kg) divided by GDP (in EUR)
Waste intensity: waste (in kg) divided by GDP (in EUR)
Energy balance of trade: the balance of energy exports and imports, expressed as % of GDP
Energy weight in HICP: the share of the "energy" items in the consumption basket used in the construction of the HICP
Difference between energy price change and inflation: energy component of HICP, and total HICP inflation (annual %-change)
Environmental taxes over labour or total taxes: from DG TA XUD's database " Taxation trends in the European Union"
Industry energy intensity: final energy consumption of industry (in kgoe) divided by gross value added of industry (in 2005 EUR)
Share of energy-intensive industries in the economy: share of gross value added of the energy-intensive industries in GDP
Electricity and gas prices mediumindustrial users: consumption band 500 - 2000MWh and 10000 - 100000 GJ; figures excl. VAT.
Recycling rate of municipal waste: ratio of municipal waste recycled over total municipal waste
Public R&D for energy or for the environment: government spending on R&D (GBA ORD) for these categories as % of GDP
Share of GHG emissions covered by ETS: based on greenhouse gas emissions as reported by Member States to EEA (excl LULUCF)
Transport energy intensity: final energy consumption of transport activity (kgoe) divided by transp industry gross value added (2005 EUR)
Transport carbon intensity: greenhouse gas emissions in transport activity divided by gross value added of the transport sector
Energy import dependency: net energy imports divided by gross inland energy consumption incl. energy consumption international bunkers
Diversification of oil import sources: Herfindahl index (HHI), calculated as the sumof the squared market shares of countries of origin
Diversification of the energy mix Herfindahl Index over natural gas, total petrol products, nuclear heat, renewable energies and solid fuels
Share renewable energy in energy mix %-sharein gross inland energy consumption, expressed in tonne oil equivalents
* Commission and EEA.
** For 2007 average of S1& S2for DE, HR, LU, NL, FI, SE& UK. Other countries only have S2.
*** For 2007 average of S1& S2for HR, IT, NL, FI, SE& UK. Other countries only have S2.
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List of indicatorsused in Box 4 on the potential impact on growth of structural reforms.

Final goods sector mark-ups. Price-cost margin, i.e. the difference between the selling price
of a good or service and its cost. Final goods mark-ups are proxied by the mark-ups in
selected services sectors (transport and storage, post and telecommunications, electricity, gas
and water supply, hotels and restaurants and financial intermediation but excluding real estate
and renting of machinery and equipment and other business activities’™).

Source: Commission services estimation using the methodology of Roeger, W. (1995). "Can
imperfect Competition explain the Difference between primal and dual Productivity?" Journal
of Political Economy Vol. 103(2) pp. 316-30, based on EUKLEMS 1996-2007 data.

Entry costs: Cost of starting a business in the intermediate sector as a share of income per
capita. The intermediate sector is proxied by the manufacturing sector in the model.
Source: World Bank, Doing Business Database. www.doingbusiness.org. 2012 data.

Implicit consumption tax rate: Defined as total taxes on consumption over the value of
private consumption. In the simulations it is used as a proxy for shifting taxation away from
labour to indirect taxes. The implicit consumption tax-rates are increased (halving the gap vis-
arvis the best performers) while labour tax-rates are reduced so that the combined impact is
ex-ante budgetary neutral.

Source: European Commission, Taxation trends in the European Union, 2013 edition,
Luxembourg, 2013. 2011 data.

Shares of high-skilled and low-skilled: The share of high skilled workers is increased, the
share of low-skilled workers is reduced (halving the gap vis-&vis the best performers). Low-
skilled correspond to ISCED 0-2 categories; high-skilled correspond to scientists (in
mathematics and computing, engineering, manufacturing and construction). The remainder is
medium-skilled.

Source: EUROSTAT. 2012 data or latest available.

Female non-participation rate: Share of women of working age not in paid work and not
looking for paid work in total female working-age population
Source: EUROSTAT. 2012 data or latest available.

L ow-skilled male non-participation rates: Share of low-skilled men of working age not in
paid work and not looking for paid work in total male working-age population
Source: EUROSTAT. 2012 data or latest available.

Elderly non-participation rates (55-64 years): Share of the population aged 55-64 years not
in paid work and not looking for paid work in total population aged 55-64 years.
Source: EUROSTAT. 2012 data or latest available.

ALMP: Active Labour Market Policy expenditures as a share of GDP over the share of
unemployed in the population.
Source: EUROSTAT. 2011 data or latest available.

Benefit replacement rate: Share of aworker's pre-unemployment income that is paid out by
the unemployment insurance scheme. Average of net replacement rates over 60 months of
unemployment.

™ The real estate sector is excluded because of statistical difficulties of estimating a mark-up in this sector. The
sector renting of machinery and equipment and other business activities is conceptually part of intermediate
goods sector.
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Source: OECD, Benefits and Wages Statistics.
www.oecd.org/el s/benefitsandwagesstati stics.htm. 2012 data.
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