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	Basic statistics OF Slovak Republic, 2016

	(Numbers in parentheses refer to the OECD average)*

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	5.4
	
	Population density per km2
	110.7
	(37.2)

	 Under 15 (%)
	15.2
	(17.9)
	Life expectancy (years, 2014)
	76.9
	(80.6)

	 Over 65 (%)
	14.4
	(16.6)
	 Men 
	73.3
	(77.9)

	 Foreign-born (%, 2013)
	3.3
	
	 Women
	80.5
	(83.3)

	Latest 5-year average growth (%)
	0.1
	(0.6)
	Latest general election
	March 2014

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	89.6
	
	 Primary sector
	3.8
	(2.5)

	 In current prices (billion EUR)
	 81.0
	
	 Industry including construction
	34.8
	(26.6)

	 Latest 5-year average real growth (%)
	2.5
	(1.9)
	 Services
	61.4
	(70.7)

	 Per capita (000 USD PPP)
	31.2
	(42.1)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	41.6
	(40.9)
	Gross financial debt
	59.1
	(111.8)

	Revenue
	40.0
	(38.9)
	Net financial debta
	35.7
	(72.8)

	EXTERNAL ACCOUNTS

	Exchange rate (EUR per USD)
	0.904
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	0.478
	
	 Machinery and transport equipment
	61.0
	

	In per cent of GDP
	
	
	 Manufactured goods
	16.4
	

	 Exports of goods and services
	93.8
	(53.9)
	 Miscellaneous manufactured articles
	9.2
	

	 Imports of goods and services
	90.1
	(49.3)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	-0.7
	(0.3)
	 Machinery and transport equipment
	48.3
	

	 Net international investment position (2014)
	-62.9
	
	 Manufactured goods
	15.0
	

	
	
	
	 Miscellaneous manufactured articles
	12.9
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	64.9
	(67.0)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	9.7
	(6.3)

	 Men
	71.4
	(74.7)
	 Youth (age 15-24, %)
	22.2
	(13.0)

	 Women
	58.3
	(59.3)
	 Long-term unemployed (1 year and over, %, 2015)
	7.1
	(2.2)

	Participation rate for 15-64 year-olds (%, 2015)
	70.9
	(71.3)
	Tertiary educational attainment 25-64 year-olds (%, 2015)
	21.1
	(35.0)

	Average hours worked per year (2015)
	1 754
	(1 766)
	Gross domestic expenditure on R&D (% of GDP, 2015)
	1.2
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2015)
	3.0
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	5.4
	(9.3)

	 Renewables (%, 2015)
	8.5
	(9.6)
	Water abstractions per capita (1 000 m3, 2014)
	0.1
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	100.0
	(75.2)
	Municipal waste per capita (tonnes, 2015)
	0.3
	(0.5)

	SOCIETY

	Income inequality (Gini coefficient, 2013)
	0.269
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2013)
	8.4
	(11.1)
	 Reading 
	453
	(493)

	Median disposable household income (000 USD PPP, 2013)
	14.2
	(22.0)
	 Mathematics
	475
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	461
	(493)

	 Health care (2015)
	7.0
	(9.0)
	Share of women in parliament (%)
	20.0
	(28.7)

	 Pensions (2013)
	7.6
	(9.1)
	Net official development assistance (% of GNI)
	0.12
	(0.39)

	 Education (primary, secondary, post sec. non tertiary, 2013)
	2.7
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
The Slovak economy has been growing strongly
Growth is strong, but will weaken because of population ageing
[image: graphic]Source: OECD (2017), OECD Economic Outlook: Statistics and Projections (database).
StatLinkhttp://dx.doi.org/10.1787/888933499885

The Slovak Republic continues to exhibit robust economic performance. International competitiveness is strong, fiscal and financial policies are prudent, poverty and income inequality are low, and the country’s environmental footprint has improved markedly. Employment is rising, prices have been stable, and the external account is near balance. However, population ageing, which is projected to be one of the sharpest in the OECD, will pose a long-term challenge for fiscal policy and higher living standards.

Inclusiveness needs to be improved
Roma employment and health status
[image: graphic]1. Covers areas with Roma community representing 10 to 25% of the total population.
Source: European Union Agency for Fundamental Rights (2016) and B. Gavurová et al. (2014).
StatLinkhttp://dx.doi.org/10.1787/888933499895

The benefits of growth have not been equitably shared. The Roma are not well integrated in society. Their weak integration is reflected in poor health, education and employment outcomes, and poses an ongoing challenge to the inclusiveness of economic performance. Together with low regional labour mobility, it contributes to large disparities between Bratislava and the eastern part of the country. Another social challenge concerns young mothers: they stay out of the labour force too long because of lack of quality childcare and of insufficient take-up of paternity leave. This has negative effects on gender equity.

Enhancing public-sector efficiency to raise living standards for all
Students’ education outcomes are weak and deteriorating
[image: graphic]Source: OECD (2016), PISA 2015 Results (Volume I): Excellence and Equity in Education.
StatLinkhttp://dx.doi.org/10.1787/888933499901

Educational outcomes have declined, and the education system does not do a good enough job preparing students for the labour market. Long-term unemployment is high, despite a strong labour market. At the same time, many young talented Slovaks are studying and working abroad. For its part productivity is hindered by a poor business environment in the non-tradables sector, especially in professional services and network industries. Important public-sector weaknesses, including low efficiency, widespread corruption and inadequate infrastructure hinder inclusive growth. Population ageing will put increasing pressure on the health-care system, which already suffers from poor efficiency and generates mediocre health-care outcomes.
	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Fiscal and financial policies and public-sector reforms

	The economy continues to expand but with growing tensions on capacity and swiftly rising housing loans.
	Stand ready to further tighten macro-prudential policy settings if financial-sector risks do not diminish.

	The fiscal situation is healthy, as strong growth and efforts to boost tax collection are generating rapid revenue growth. Priority areas for improvement are education and Roma integration. In the medium term population ageing will put pressure on spending. 
	Pursue budget balance by 2019 as planned.
Increase public-spending efficiency by expanding and deepening spending reviews (“Value for Money” initiatives) to allow higher spending in priority areas such as education and Roma integration. 

	The existing debt ceiling is not an effective operational fiscal rule and entails the risk of pro-cyclical policy when debt approaches the ceiling.
	Supplement the current debt ceilings with a much lower non-binding debt target, and implement the promised expenditure ceilings.

	Despite considerable progress, tax evasion remains substantial. 
	Merge the tax/customs and social security agencies to raise revenues. 
Link the IT systems of the tax administration and banks.

	The tax mix imposes too high a tax burden on low-skilled workers. 
	Further shift the tax burden from labour to less distortive bases such as real estate, alcohol and environmental externalities such as air pollution.

	Air quality suffers from heavy use of brown coal in power generation.
	Remove support for brown coal mining in electricity generation.

	Corruption is still perceived to be a problem.
	Proceed with the OECD audit and integrity assessment of anti-corruption laws. Ensure proper implementation of all recommendations. 

	Fostering inclusiveness and well-being

	The weak integration of Roma is a serious inclusiveness challenge.
	Raise pre-school attendance of the poor with conditional cash transfers.
Promote Roma access to health care by increasing support for trained Roma mediator programmes. 
Develop statistics to monitor the effectiveness of support to the Roma. 

	Weak geographic labour mobility contributes to regional disparities and reflects in part an underdeveloped rental market.
	Phase out financial incentives for homeownership.
Develop long-term rental contracts better protecting landlords’ rights, while ensuring stability and predictability for tenants. 

	Amenable mortality is high, reflecting poor primary health care and a lack of general practitioners (GPs).
	Further increase medical school places for GPs, and expand their prescription-writing authority. 
Expand fee-for-service payments for GPs primary care procedures.

	Hospital-care financing is deficient, and management is poor. There are too many acute-care beds. 
	Phase in the diagnosis-related-group-based hospital financing system. 
Further centralise hospital procurement, professionalise their management and decouple salaries from national average wage. 
Further cut the number of acute-care beds. 

	The supply of long-term care for dependent people is underdeveloped and fragmented.
	Create regional one-stop shops with well-trained personnel to coordinate and simplify access to long-term care services. 

	Boosting skills, employment and productivity

	Educational outcomes are below the OECD average and declining, in part due to poorly motivated and trained teachers.
	Further increase teachers’ salaries, particularly for starting teachers, conditional on improved teaching quality through high-quality professional development and increased focus on disadvantaged pupils. 

	There is substantial scope to raise the quality of university research. Tertiary education does not properly prepare students for the labour market.
	Increase the transparency and independence of the tertiary quality-assurance framework to international standards. 
Boost the funding of internationally recognised research. 
Introduce a graduate tracking system to improve the responsiveness of tertiary education to labour market needs. 

	Skilled workers are in short supply. Emigration and young mothers’ work disincentives are reducing employment and harming inclusive growth.
	Simplify work visa and residence procedures for skilled workers.
Expedite the expansion of high-quality early childcare. 
Make some of the currently long parental leave available only to fathers. 

	Productivity in non-tradable sectors is hindered by barriers to entrepreneurship.
	Lower licencing restrictions for legal services, architects and engineers. 
Further reduce public-sector involvement in network industries.






Assessment and recommendations

Slovakia’s economy continues to perform extremely well both in terms of macroeconomic outcomes and public finances (Figure 1). GDP growth exceeded 3½ per cent on average in 2015 and 2016 and is projected to stay strong in the next two years. Prices have been stable, the unemployment rate has fallen below 10% – its lowest level in seven years – and the current account is near balance. The fiscal situation is solid, with a deficit of well below 2% of GDP in 2016 and a public debt around 52% of GDP, far below the OECD average. International competitiveness, fiscal and financial stability and ample foreign direct investment (FDI) are all contributing to a sustained rise in living standards. 



Figure 1. Slovakia is performing strongly

[image: graphic]Source: OECD (2017), OECD Economic Outlook: Statistics and Projections (database).

StatLink  http://dx.doi.org/10.1787/888933499912



Slovaks also do as well as or better than the OECD average on a number of dimensions of well-being, though average incomes still lag behind (Figure 2). To some extent, high well‐being reflects the fairly low poverty rate (with only 8% of the population living in households with less than 50% of the median disposable income, which measures the relative poverty, and only 2% living with less than the income threshold measuring the absolute terms) and relatively even income distribution (the ratio of the average income of the 10% richest households to average income of the 10% poorest households is low by international comparisons). Work-life balance and social connections indicators are also good. 



Figure 2. Poverty and inequality are low but some other well-being dimensions lag behind

[image: graphic]1. Each well-being dimension is measured by one to four indicators from the OECD Better Life Index database. Normalised indicators are averaged with equal weights. Indicators are normalised based on 38 countries except for health performance status (35 member countries). Normalised indicators range between 1 (best) and 0 according to the following formula: (indicator value – minimum value)/(maximum value – minimum value).

2. Unweighted average.

3. S90/S10 income share ratio is the ratio of the average disposable income of the top 10% richest households to the average income of the 10% poorest households.

Source: OECD (2016), “Income distribution and Poverty” and “Better Life Index 2016”, OECD Social and Welfare Statistics (database).

StatLink  http://dx.doi.org/10.1787/888933499925



However, as in many countries, per capita growth has fallen since 2008-09, and the catch-up process has slowed (Figure 3, Panel A). Moreover, population ageing, projected to be one of the steepest in the OECD on the basis of the expected change in old-age dependency ratio (Panel B), will pose policy and social challenges in the decades ahead. They will be compounded by the persistent emigration of young and educated people, as well as the weak integration of Roma. Other challenges are the work disincentives faced by women and high long-term unemployment, including for youth. Widely different labour market outcomes between Bratislava and the eastern part of the country also contribute to large regional per capita GDP gaps and a dual functioning of the economy, as discussed in the previous Survey (OECD, 2014a). 



Figure 3. Slovakia’s GDP per capita is catching up, but its population is ageing

[image: graphic]1. Percentage gap of per capita GDP expressed in constant 2010 PPPs.

2. Elderly persons (65 and over) as a share of the working-age population (15-64).

3. Unweighted average.

Source: OECD (2016), Eurostat (2017).

StatLink  http://dx.doi.org/10.1787/888933499935



To a large extent, these problems reflect the persistence of substantial public-sector deficiencies. These include generally low efficiency, high levels of perceived corruption and inadequate infrastructure. The education system faces difficulties in developing individuals’ human capital and enabling them to realise their potential to adapt to the needs of the labour market and future technological changes. Structural weaknesses also affect the health-care system where, despite strong increases in spending, health outcomes of the population have remained relatively weak, undermining productivity and well-being (Figure 2, Panel A). Moreover, there has been no progress in improving housing adequacy, as proxied by the number of rooms per person, and one in ten Slovaks report low life satisfaction.

The authorities have continued their reform process over the last few years to address these issues. Some improvement has been achieved in the domain of public sector efficiency, thanks in particular to significantly better tax collection. Steps have been taken to enhance public procurement procedures in hospitals. Reforms have also started in the area of vocational education and training to develop a dual system relying on work-based learning. However, the pace of structural reforms in 2015-16 seems to have slowed compared with 2013-14 (OECD, 2017a), no doubt in part because of the electoral timetable. Against this background, the main messages of this Survey are: 


	Growth is strong as the country has remained attractive for FDIs thanks to appropriate macroeconomic policies. This situation offers an opportunity to address remaining weaknesses and thereby set the stage for making growth more inclusive and further increasing the living standards of all Slovaks. 


	Making growth more inclusive for the Roma, women and the chronically unemployed will require reforms in education, health-care and the labour market, along with better infrastructure. Improving the integration of disadvantaged groups, especially Roma, into society is crucial.


	The government appropriately intends to reach a balanced budget or better by 2019 to maintain the soundness of the public finances. Thus, the budgetary resources needed to pursue further inclusiveness-friendly reforms will have to be found from enhanced tax collection, the wide scope for efficiency gains and reprioritisation in public spending. 





Maintaining solid growth in living standards over the longer term will be challenging

The Slovak economy continues to expand in the short term

Robust growth continued in 2016 on the back of household consumption, underpinned by a stronger labour market and rising confidence. Improved household finances and low mortgage rates have led to a house-price pick-up of almost 10% since 2014. Investment activity has temporarily declined, as the boost from exceptional 2015 EU structural funds absorption faded at the start of the new financing period. However, business investment has remained strong, supported by low interest rates and major capital projects in the automotive sector. Integration in global value chains, especially in the form of vehicle assembly investments, coupled with a jump in tourism, has helped Slovakia to increase its export market shares. Consumer price inflation remains low albeit increasing as elsewhere. 

Growth is projected at between 3½ and 4% in 2017 and 2018 (Table 1). The continued expansion of the automotive sector should further boost investment and exports. Car exports were 27% of Slovak exports in 2015 (Figure 4, Panel A), and production will reach 1.4 million units by 2018 (Box 1), most of which go to EU countries (Panel B), though their ultimate destination is unclear. As a consequence, the current account balance should soon turn positive.



Figure 4. The biggest share of Slovakia’s exports is vehicles and most exports go to EU countries

[image: graphic]Source: Statistical Office of the Slovak Republic (2016), “Yearbook Development of Foreign Trade in the Slovak Republic 2011-15”, December.

StatLink  http://dx.doi.org/10.1787/888933499941




	
Table 1. Macroeconomic indicators and projections


	Annual percentage change, volume (2010 prices)



	2013 Current prices (EUR billion)

	2014

	2015

	2016

	2017

	2018





	GDP

	74.2

	 2.6

	 3.8

	 3.3

	 3.3

	 4.1




	Private consumption

	41.8

	 1.4

	 2.2

	 2.9

	 3.1

	 3.2




	Government consumption

	13.7

	 5.3

	 5.4

	 1.6

	 0.9

	 1.9




	Gross fixed capital formation

	15.4

	 1.2

	16.9

	 -9.3

	 1.2

	 7.0




	 Housing

	 2.0

	 -1.7

	-11.6

	2.9

	 4.1

	 3.4




	Final domestic demand

	70.8

	 2.1

	 6.0

	 -0.3

	 2.2

	 3.7




	 Stockbuilding1

	 0.2

	 1.1

	 -1.1

	 1.2

	 0.0

	 0.0




	Total domestic demand

	71.0

	 3.1

	 4.7

	 1.0

	 2.3

	 3.6




	Exports of goods and services

	69.6

	 3.7

	 7.0

	 4.8

	 6.6

	 7.0




	Imports of goods and services

	66.4

	 4.4

	 8.1

	 2.9

	 6.6

	 6.7




	 Net exports1

	3.1

	 -0.5

	 -0.7

	 1.8

	 0.2

	 0.6




	Other indicators (growth rates, unless specified)




	Potential GDP

	..

	 2.5

	 2.9

	 2.8

	 2.8

	 3.0




	Output gap2

	..

	 -2.8

	 -1.9

	 -1.5

	 -1.1

	 0.0




	Employment

	..

	 1.5

	 2.6

	 2.8

	 1.6

	 1.4




	Unemployment rate3

	..

	13.2

	11.5

	 9.6

	 8.5

	 7.6




	Harmonised index of consumer prices

	..

	 -0.1

	 -0.3

	 -0.5

	 1.6

	 2.0




	Core HICP

	..

	 0.5

	 0.5

	 0.9

	 1.5

	 2.0




	Wage rate

	 1.5

	 2.6

	 2.5

	 4.2

	 5.2




	Unit labour costs

	 1.5

	 1.8

	 1.3

	 2.4

	 2.2




	Household saving ratio, net4

	..

	 1.4

	 3.1

	 3.2

	 3.2

	 3.2




	Current account balance5

	..

	 1.1

	 0.2

	 -0.7

	 -0.2

	 0.7




	General government financial balance5

	..

	 -2.7

	 -2.7

	 -1.7

	 -1.2

	 -0.6




	Underlying government financial balance2

	..

	 -2.6

	 -2.5

	 -1.6

	 -1.1

	 -0.6




	Government gross debt (Maastricht)5

	40.6

	53.6

	52.5

	51.9

	51.7

	50.2




	Government net debt5

	24.2

	35.5

	35.3

	35.7

	35.5

	34.0




	Three-month money market rate, average

	..

	 0.2

	 0.0

	 -0.3

	 -0.3

	 -0.3




	Ten-year government bond yield, average

	..

	 2.1

	 0.9

	 0.5

	 1.0

	 1.3




	1. Contribution to changes in real GDP. 


	2. As a percentage of potential GDP. 


	3. As a percentage of the labour force.


	4. As a percentage of household disposable income. 


	5. As a percentage of GDP. 


	Source: OECD Economic Outlook 100 Database.







Box 1. Slovakia’s high reliance on the automotive industry

The robust economic growth in recent years has been underpinned by the automotive sector. The number of cars produced in Slovakia has increased more than five times over the last decade and reached 1 million vehicles produced per year (Figure 5, Panel A), making Slovakia the largest per capita producer of cars in the world. The sector represents around 40% of the industrial output and one third of exports, with export mostly directed to EU countries, but also China, the United States and Russia (Panel B). Due to the high import intensity, the car industry only accounts for 4% of total value added in the country.



Figure 5. The car industry in the Slovak republic

[image: graphic]Source: ZAP, Kendera, T. (2016), “Na ktorých zahraničných trhoch sa najviac presadzujú automobily zo Slovenska?”, National Bank of Slovakia, Bratislava.
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The automotive sector will continue to drive export and production growth in the coming years. The planned opening of a fourth large car plant by Jaguar Land Rover in 2018 should increase annual car production by 130 000 units, create 7 500 additional jobs within the automotive sector and boost GDP by 1½ per cent over the 2017-20 period (NBS, 2016). 

The production is located in the western part of the country, where unemployment is below 5% and car manufacturers are already facing a shortage of skilled workers. Upward pressures on wages in the sector are thus likely to intensify in the coming years. 



The labour market should benefit from a stronger economy. Employment and hours worked are the highest since independence and will continue to increase, entailing a drop in the unemployment rate to around 7½ per cent by end-2018. However, employers are voicing concern about workforce quality. Shortages affect over half of all manufacturers and are particularly acute in the automotive sector. In 2016 more than 80% of the sector’s suppliers signalled that labour availability and quality were major problems. The demand for qualified IT workers is estimated to be four times the supply, and, according to ICT employers, 10 000 more specialists (equivalent to 14% of employment of the sector) are needed; that number is expected to double in five years (ITAS, 2016). 

Wage increases are projected to accelerate to 5% in 2018, reflecting labour shortages and productivity growth. Higher real wages are expected to sustain robust consumption and push up inflation to around 2%, close to the ECB target for the euro area. 

Macro-financial vulnerabilities have decreased considerably since the financial crisis in almost all dimensions (Figure 6). The authorities consider that the financial situation is sound, as the banks are profitable (although less so than in 2015, as in other euro area countries, because of the contraction of the net interest margin) and have ample liquidity (NBS, 2016a; IMF, 2016a). Their capitalisation is also healthy, non-performing loans are low, and liabilities denominated in foreign currencies are low, though increasing somewhat. The Slovak external position has improved, thanks to better international price and cost competitiveness, leading to a somewhat stronger net international investment position. 



Figure 6. Evolution of macro-financial vulnerabilities

Deviations of indicators from their real time long-term averages (0), with the highest deviations representing the greatest potential vulnerability (+1), and the lowest deviations representing the smallest potential vulnerability (-1)

[image: graphic]Note: Each aggregate macro-financial vulnerability indicator is calculated by aggregating (simple average) normalised individual indicators. Growth sustainability includes: capacity utilisation of the manufacturing sector, total hours worked as a proportion of the working-age population (hours worked), difference between GDP growth and productivity growth (productivity gap), and an indicator combining the length and strength of expansion from the previous trough (growth duration). Price stability includes headline and core inflation (consumer prices), and it is calculated by the following formula: absolute value of (core inflation minus inflation target) + (headline inflation minus core inflation). External position includes: the average of unit labour cost based real effective exchange rate (REER), and consumer price based REER (cost competitiveness), relative prices of exported goods and services (price competitiveness), current account (CA) balance as a percentage of GDP and net international investment position (NIIP) as a percentage of GDP. Net saving includes: government, household and corporate net saving, all expressed as a percentage of GDP. Financial stability includes: banks’ size as a percentage of GDP, the share of non-performing loans in all receivables from loans, external bank debt as percentage of total banks’ liabilities, and capital and reserves as a proportion of total liabilities (leverage ratio).

1. Data on net saving and its components in 2015.

2. Data on non-performing loans in 2010.

Source: OECD calculations based on OECD (2017), OECD Economic Outlook: Statistics and Projections (database), OECD (2017), Main Economic Indicators (database), OECD (2017), OECD National Accounts Statistics (database), National Bank of Slovakia, Thomson Reuters Datastream.
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There are both upside and downside risks to the outlook. Exports will depend in large part on the recovery in Europe, which has recently been looking more promising but could suffer from a disorderly Brexit. However, a slowdown in China would pose risks to the world economy, and thus Slovakia. Rising tensions on capacity, if they persist, could lead to some overheating and a deterioration in international competitiveness. Spreading labour shortages and inadequate labour skills could hinder productivity gains, slowing growth. A close monitoring of wages and labour cost developments is thus desirable, even if there is room to bring more people into the labour force and to further lower unemployment. The economy may also confront several other shocks, including a rise in trade protectionism, whose effects are difficult to factor into the projections (Table 2). The car sector is especially vulnerable to such risks; this would have important external trade effects, given its large export share. 


	
Table 2. Possible shocks to the Slovak economy



	Shock

	Possible impact





	Reduction in the free movement of goods and labour due to a rise in protectionism.

	This would undermine Slovak exports, as the economy is strongly anchored in global value chains. 




	Increase in geopolitical tensions in and around Europe.

	This would hurt confidence and activity in Europe, which would undermine growth. 




	A hard landing of emerging economies, particularly in China.

	Such a shock would affect Slovakia, largely through its strong linkages with the German economy. 







Strong growth and very low interest rates have also led to rapid bank lending increases, particularly for housing, at annual rates close to 10% since mid-2016 (Figure 7, Panel A). Since the crisis household indebtedness has risen more sharply than elsewhere, although its level remains relatively low (Panel B). This has led to a marked increase in banks’ exposure to the housing sector: their share of residential real estate loans in total loans is higher than in most other OECD countries (Table 3). To reduce the risks of a housing bubble and strengthen financial stability, the National Bank of Slovakia has correctly taken proactive measures, making several macro-prudential changes in 2014, which have since been progressively tightened. Since the beginning of 2017 banks have had to limit the share of their new housing loans with a loan-to-value (LTV) ratio exceeding 90% to less than 10%. As from August 2017 they will also have to hold an additional 0.5% countercyclical capital requirement. These measures may not lower loan growth in the short term. Slovak banks can meet the new capital requirements (NBS, 2016b), and the loan-to-value restrictions are not particularly tight (IMF, 2016a). The authorities must thus stand ready to tighten these macro-prudential measures if risks to the financial system do not diminish and, for instance, further lower LTV ratio limit and/or impose higher credit risk weights on the riskier subcomponents of real estate loans. These credit risk weights, which are currently standardised at 35% for all housing credits, could for instance be increased for mortgage loans with LTV ratios over 80%, in line with the latest Basel proposal (IMF, 2017).



Figure 7. Financial and housing credit development

[image: graphic]1. Contribution of households to annual growth for Slovak Republic.

Source: OECD (2017), OECD Economic Outlook: Statistics and Projections (database); OECD Analytical House Price Database; and ECB (2017), MFIs Balance Sheets Database.

StatLink  http://dx.doi.org/10.1787/888933499974





	
Table 3. Housing loans


	Share in % of total loans



	20081

	2016 Q3 or most recent available data2 

	Change





	Australia

	57.7

	63.3

	5.6




	Austria

	11.0

	20.2

	9.2




	Belgium

	18.5

	14.6

	-3.9




	Denmark

	30.8

	36.0

	5.2




	Canada

	32.3

	36.0

	3.7




	Finland

	28.8

	28.8

	0.0




	Germany

	15.7

	18.6

	2.8




	Greece

	20.7

	27.6

	6.9




	Israel

	23.5

	35.2

	11.6




	Italy

	15.0

	19.1

	4.1




	Netherlands

	24.4

	23.3

	-1.1




	Norway

	41.4

	43.6

	2.3




	Poland

	26.4

	31.8

	5.4




	Portugal

	31.9





...
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