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Summary 
 

The year 2013 was yet another year of improvement in the long-term sustainability of 
public finances in Slovakia. This was mainly due to the reduction of general government 
deficit compared to 2012, even after adjustment for temporary effects. The 
consolidation, along with the reform of the pension scheme of the armed forces and 
police corps, improved the long-term sustainability indicator last year to 3 % of GDP 
against 4 % of GDP in 2012.  
 
The present Report on the Long-term Sustainability of Public Finances contains a number of 
novelties compared with its previous issues. For the first time, the report covers all four 
dimensions of sustainability (solvency, stability, growth and fairness). They show how a growing 
debt may encumber economic growth, as well as how much individual age cohorts pay 
into/receive from public finances. Moreover, the report contains an improved methodology for 
the assessment of potential output and structural deficit, a new micro-simulation model for 
healthcare expenditures, a more detailed scenario of baseline policies, and a year-on-year 
comparison of the equity of state corporations.  
 
According to the preliminary estimates by Eurostat, the 2013 deficit reached 2.8 % of GDP. 
Although some risks did materialise (lower tax- and non-tax revenues), Slovakia managed to 
honour its international commitment to bring its 2013 deficit below 3 % of GDP. However, 
a comparison of the actual versus budgeted figures shows that this positive result has been 
achieved thanks also to certain factors which may not recur in the future and which may 
adversely affect potential economic growth. These include, in particular, non-effected 
expenditures related to EU funds (0.6 % of GDP), a slump in local governments’ capital 
expenditures compared to the budget, or the transfer of private pension assets to the Social 
Insurance Agency (0.3 % of GDP). Also on a negative note, gross public debt in 2013 exceeded 
the threshold of 55 % of GDP, triggering the next sanction brackets under the constitutional 
Fiscal Responsibility Act.  
 
Rather than the size of published deficit, what is interesting from the perspective of long-term 
sustainability is the value of the so-called structural primary deficit which disregards short-term 
cyclical fluctuations, as well as one-off and temporary measures. Moreover, it does not factor in 
interest payments on the one hand, but takes into account the balances of state corporations 
and the NBS on the other. Government measures – mainly in the area of taxation – improved 
the value of the thus defined indicator by 2.4 p.p. from 2.6 % to 0.3 % of GDP. 
 
The year 2013 was a year of major reforms in the social security system of the armed forces and 
police corps, which will have a stabilising effect in the long run. The extension of the minimum 
period of service necessary for pension entitlement (from the current 15 to 25 years), a change in 
the definition of a base used for the calculation of pensions, gradual transition to inflation-based 
indexation, and an increase in social security contributions are all measures which should bring 
the social security system to a nearly balanced budget condition in the decades to come. 
 
Taking into account the results for 2013 and the pension system reforms whose effects will be 
felt in the future, the Council for Budget Responsibility has calculated what would happen to 
the basic fiscal parameters should the current legislative framework remain unchanged (baseline 
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scenario). Under such a scenario, general government debt would surge to 269.1 % of GDP in 
the next 50 years. The upper debt limit defined in the Fiscal Responsibility Act would be overshot 
in 2018. Of course, the projection is hypothetical since financial markets would cease to finance 
the Slovak debt much earlier.  
 
Most international institutions present their long-term projections based on an unchanged 
macroeconomic scenario. In other words, GDP growth will remain the same regardless of deficit 
and debt projections. In fact, if the debt exceeds a certain critical limit, the risk premium on 
sovereign bonds shoots up and, should worse come to worst, financial markets cease to refinance 
the debt, which has dramatic repercussions for the country’s macroeconomic development. 
However, this is only one example of how fiscal development may affect economic growth. The 
crowding out of private investments and the rising cost of capital are additional channels 
analysed in the report. The results can be illustrated as follows: under the baseline scenario, the 
debt will reach 80 % of GDP (which, based on international experience, may be considered 
a critical limit for a small and open economy) by 2030. However, if we factor in the negative 
feedback of fiscal development on economic growth, the critical limit will be reached five years 
earlier (assuming unchanged policies).  
 
For the first time in Slovakia’s history, the report also contains generational accounts that give 
a deeper insight into how fiscal burden is shifted onto future generations. It is based on the age 
profile of revenue and expenditure categories of public finances. In simplified terms, if the 
budget runs deficits, the value of public goods and services received by each citizen is 470 EUR 
higher that what the average citizen pays in taxes. However, the average figure disguises 
significant differences among individual age cohorts. For example, the 42 year olds are the 
biggest contributors to the budget (4,576 EUR on annual basis) whereas the 94 year olds receive 
the most (8,422 EUR). For generational accounts to be compiled, it is necessary to model these 
age-profiles into the future. The bottom line is that the existing public debt, coupled with net 
payments to the generations living today, shifts the fiscal burden onto all further generations to 
the tune of 198 % of GDP. 
 
After the pension system reform, the healthcare and long-term care sectors represent the most 
important areas of public expenditures affected by demographic changes. In the fifty-year 
horizon, the steepest absolute rise – by 1.5 % of GDP – is predicted for the healthcare sector, 
while expenditures on long-term care are expected to rise by 0.4 %, which represents the biggest 
relative change (133 %). In comparison with the previous report, healthcare expenditures have 
been modelled using a new micro-simulation model which also takes into account death-related 
costs. As life expectancy extends, the concentration of peak costs to the period immediately 
before death reduces the overall costs compared to the current approach, which has also 
contributed to the improved long-term sustainability indicator. 
 
The net worth of the Slovak Republic in the year 2012 reached negative 234 % of GDP. Further 
progress has been achieved in the net-worth reporting compared with the previous year when 
the Ministry of Finance published a complete balance, including the implicit liabilities and 
equity of the corporations in the portfolio of the National Property Fund (NPF). The reporting 
of other items has also improved in terms of methodology and precision. However, since these 
improvements still make it impossible to draw a net worth comparison with 2011, this report 
focuses only on certain significant and comparable data. For the first time, for example, the 
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report compares the equity of state corporations, which declined by more than 200 million EUR 
against 2012.  
 
As in the previous report, the sensitivity of the long-term sustainability indicator to various 
assumptions is illustrated in various scenarios. The standard scenarios, such as the scenario 
reducing debt by 10 % of GDP, the distant-horizon scenario (60 years) and the higher labour 
productivity scenario, have been expanded to include new scenarios showing the impact of 
changes in demographic indicators, such as a 10-% increase in aggregate fertility rate or faster 
increases in average life expectancy. Increase in the number of births could reduce the indicator 
by as much as 0.3 % of GDP, while the extension of average life expectancy by about a year for 
newborns in 2060 would increase the indicator by under 0.1 % of GDP.  
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Introduction 
 
The drawing up of the Report on the Long-term Sustainability of Public Finances is one of the 
main tasks of the Council for Budget Responsibility laid down in the Fiscal Responsibility Act1. 
The objective of the report is to evaluate the situation in public finances in the long-term 
horizon, taking into account the current policy setup. 

 
The main instruments for the evaluation of long-term sustainability are specified directly in the 
constitutional Fiscal Responsibility Act. It defines the baseline scenario for public finance 
development, as well as the long-term sustainability indicator.  
 
The first (extraordinary) report on long-term sustainability was published in line with the Fiscal 
Responsibility Act in December 20122. Regular updates of the report are published always as of 
30 April. The objective of the report is to assess final data; however, since the final and detailed 
data on the fiscal performance of individual components of general government for the previous 
year are not available as of the date of its publication, the report contains a preliminary estimate 
for 2013 and a more precise calculation for 2012. 
 
Apart from making the input data more precise, the evaluation of sustainability is also affected 
by improvements in the methodology used to develop the baseline scenario or long-term 
expenditure projections. In order to make the results comparable, the authors will strive to 
present all data under the same most up-to-date methodology. This will, however, require the 
revision of historical data3. 
 
The report is divided into seven parts. The first part summarises the progress achieved in the 
methodology used for the evaluation, including its future improvements. The second part is 
devoted to the starting point of the long–term sustainability analysis, which comprises the 
quantification of structural primary balance, as well as information on general government debt 
(preliminary data for 2013 and precision of the 2012 estimate). The third part of the report 
describes the baseline scenario of the future public finance development under unchanged 
policies – firstly in the medium run (by 2017) and then also in the long run (by 2063). The long-
term development of public finances is determined mainly by population ageing. The fourth 
part quantifies the long-term sustainability indicator based on preliminary estimates for 2013 
and explains its variation compared to 2012. The chapter also contains various sensitivity 
scenarios. The fifth part seeks to interpret changes in the country’s net worth. The sixth part 
offers a dynamic view on the sustainability of public finances, which also takes into account the 
likely reactions by financial markets, households and businesses to a growing public debt. The 
final, seventh part presents, for the first time, the so-called generational accounts which 
provide, inter alia, information on the extent to which debt burden is shifted onto future 
generations.  

                                                 
1 Constitutional Act No. 493/2011 on Fiscal Responsibility 
2 The constitutional Act set the deadline for the publication of the first report within six months of the election of 

all CBR members (Article 10, para 4). It was published on 17 December 2012. 
3 The long-term sustainability indicator was published for the first time for the year 2011. 

http://www.rozpoctovarada.sk/images/Legislativa_SR/Zakon_493_2011_20121028.pdf
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1 Framework for the evaluation of long-term sustainability 
 
The Council for Budget Responsibility evaluates the long-term sustainability of public finances 
based on the methodology published in November 2012 (Discussion Paper 1/2012). The CBR 
evaluates long-term sustainability along the four main dimensions: solvency, stability, growth 
and fairness (for description, see Box 1). 
 
Given the overall complexity of the approach, the first CBR report4 contained a timetable based 
on which individual reports are supplemented to incorporate new analytical approaches so that 
the present report can evaluate long-term sustainability in all its four main dimensions. 
 
The first, extraordinary report on sustainability from December 2012 dealt mainly with the 
solvency aspect through flow values. It presented how the public finance balance and debt would 
have developed under unchanged policies, and quantified the sustainability indicator (GAP). 
 
In addition to the solvency dimension, the second report from April 2013 introduced the net 
worth concept which works with stock values. The calculation was based on the data published 
in the 2011 Summary Annual Report of the Slovak Republic and the missing data (e.g., implicit 
liabilities) were calculated by the CBR. Under the stability concept, the CBR presented the basic 
analyses of how sustainability was sensitive to changes in the most important macroeconomic 
assumptions – labour productivity and interest rate. The consequences of a gradual or postponed 
fiscal consolidation were presented through the so-called cost of delay. 
 
The present sustainability report (second ordinary report) already covers the entire spectrum of 
public finance sustainability, including the links between fiscal indicators and macroeconomic 
environment. The static view on the development of public finances has been expanded to 
reflect the reactions of financial markets, households and businesses to a growing debt. It shows 
that once these effects are taken into account, the length of time for which Slovakia would be 
able to refinance its debt would be curtailed quite considerably. The report also contains 
generational accounts, compiled for the first time in Slovakia’s history. These accounts should 
show how much individual age cohorts contribute to and receive from public finances. With all 
these new inputs incorporated, the report should be one of the most comprehensive reports 
published by similar fiscal institutions. 
 
  

                                                 
4  Report on the Long-term Sustainability of Public Finances, December 2012 

http://www.rozpoctovarada.sk/download2/dp1_2012_final.pdf
http://www.rozpoctovarada.sk/svk/rozpocet/168/sprava-o-dlhodobej-udrzatelnosti-verejnych-financii-december-2012
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Tab 1: Content of the first three reports on long-term sustainability 
Date of 

publication 
Type of report New content Principle 

17 December 2012 

extraordinary report            
(according to transitional 
provisions of the constitutional 
Act) 

baseline scenario (flow variables) 
sustainability indicator 

Solvency 
Solvency 
 

30 April 2013 
regular report 
(Art. 4 para. 1 of the 
constitutional Act) 

net worth (stock variables) 
sensitivity analysis 
cost of delay 

Solvency 
Stability 
Stability 

28 April 2014 
regular report 
(Art. 4 para. 1 of the 
constitutional Act) 

impact on economic growth 
generational accounts 

Economic growth 
Fairness 

Source: CBR 

 
Despite the fact that the report covers all facets of evaluation, there is still room for improvement 
in the future. Although the net worth data are not yet comparable year-on-year, the quality of 
reporting continues to improve. In future, the report should thus focus on explaining the year-
on-year change in net worth, as well as linking the net worth change to general government 
balance. This would introduce a new dimension which shifts the focus of discussions from 
a deficit-based quantitative target towards qualitative changes in the assets of the state. What 
makes a difference is the way in which long-term sustainability is attained, whether through 
measures that reduce deficit and debt and, by the same token, downgrade the level of services 
provided by the state, or otherwise5. Also contingent liabilities and the profit/loss of state 
corporations and of the National Bank of Slovakia (NBS) will require a deeper analysis. Just as 
with the general government’s budget balance, the balances of state corporations and the NBS 
are also influenced by one-off and temporary effects and by macroeconomic development. The 
CBR will prepare a methodology for how these effects can be taken into account in evaluation. 
The input data base, which is currently limiting analytical options, will require further 
improvements. The compilation of the baseline scenario can be further improved by developing 
an in-house analytical forecast which would reflect the adopted measures in a consistent 
manner. Apart from the current models for pension systems (universal and armed forces) and 
healthcare expenditures, it is also necessary to develop a model for expenditures in the sectors 
of education and long-term care. 
 

                                                 
5  One of the examples are cuts in investments, which may impair the quality of transport infrastructure. 
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Box 1: Four dimensions of scrutinising long-term sustainability of public finances6 
 

1. Solvency 
Solvency expresses the ability of the state to pay its financial obligations, including in the long-
term future. The Fiscal Responsibility Act defines solvency as such as fiscal performance of the 
Slovak Republic which, in the next fifty years, does not bring the general government debt above 
the upper limit of 50 % of GDP7. Hence the public finances sustainable in the long run mean that 
the gross debt of Slovakia – despite the effects of population ageing which will increase future 
expenditures and decrease revenues – will not rise above a half of the annual economic output. 
 

2. Stability 
The stability principle is about making sure that there are no major fluctuations in the living 
standard of the individual throughout their life. In other words, it is not desirable for the state to 
be forced in the future by financial markets and international institutions to consolidate its public 
finances radically over a short time span. Moreover, long-term forecasts are always reliable only 
to a certain degree and it is thus of key importance to prepare analyses of sensitivity to changes in 
input parameters, such as the interest rate, birth rate or growth in labour productivity. 
 

3. Growth 
The growth aspect is about the impact of budget variables on economic growth. Various deficit 
and debt development scenarios should not be isolated from their feedback on macroeconomic 
environment. An increase in public debt may, for example, raise the risk premium on its financing 
or crowd out public investments from the economy. The long-term models should incorporate all 
these linkages.  
 

4. Fairness 
In the public finance context, fairness refers to intergenerational equity. The fairness aspect 
attempts to ensure that current generations refrain from shifting excessive financial burdens onto 
future generations. Also the recital of the Fiscal Responsibility Act emphasises economic and 
social fairness between generations. The CBR will be quantifying how much individual age cohorts 
contribute to and receive from public finances, however, without making judgments on the 
fairness itself, which is a matter for political decisions. 

 

 

 
 

  

                                                 
6 These four dimensions of sustainability were defined by Allen Schick in his 2005 study for the OECD entitled 

Sustainable Budget Policy: Concepts and Approaches. 
7 Under the Fiscal Responsibility Act, the upper debt limit (together with the other debt brackets) will be gradually 

reduced during the transitional period of 2018-2027 from the current 60 % of GDP to 50 % of GDP – by one 
percentage point each year. 

http://www1.oecd.org/gov/budgeting/43481125.pdf
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2 Initial fiscal position – starting point 
 
The essential prerequisite for assessing public finance position is to evaluate the public sector’s 
fiscal balance for the previous period, through the so-called structural primary balance and 
general government gross debt. Under the definition contained in the Fiscal Responsibility Act, 
it is the balance of the general government budget adjusted for the impact of the economic cycle, 
one-off effects, cost of the government debt service, and for the profit/loss of state corporations, 
corporations owned by municipalities and self-governing regions, and of the National Bank of 
Slovakia. The gross debt of general government corresponds to the Maastricht definition of debt, 
published by Eurostat within the framework of deficit and debt notification.  
 
The long-term sustainability report is published regularly, always by 30 April, a time by which 
only preliminary data for the past year are available and several relevant information are still 
missing. The definitive data on the general government balance and additional information on 
items to be adjusted (e.g., profit/loss of state corporations) can thus be reflected in the report as 
part of its update in the subsequent year. Hence the evaluation based on the previous year’s 
results (2013 in this case) should be considered preliminary and, as such, subject to 
revision in the report to be published as of 30 April 2015. 
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8 There is no formal deadline for notification in the given year, the figures may also be revised over a longer time 

span. Informally, however, the April notification is considered preliminary and the October notification is 
considered definitive. Later on, significant deviations may occur under the influence of methodological changes, 
for example, when an entity is reclassified as being a part of general government; implementation of the ESA2010 
methodology. 

9 The revision between October and April of next year is usually negligible. 

 

Box 2: Availability/update of data used to quantify the starting position 
 

 EU Member States are obliged to provide information on general government to Eurostat in 
prescribed tables and within a set timetable. The most important of them is the notification of 
deficit and debt. As of 1 April, preliminary data on government revenues, expenditures, balance and 
debt for the immediately preceding year are reported and the final data for previous years are 
confirmed. Subsequently, in the second round as of 1 October, the figures reported for the preceding 
year are subject to revision after which, in the absence of additional methodological changes, they 
should not change significantly8.  

 

The most substantial revision affects the area of tax revenues. In the April notification, it is not yet 
possible to provide definitive tax revenue figures under the ESA95 methodology because the 
necessary input data are still unavailable (e.g. final settlement of the corporate income tax and the 
personal income tax from business; also VAT revenue is partly estimated). The most substantial 
revision of estimates takes place during the October notification, however, the definitive tax 
revenue is not known before early next year9. Moreover, also other data may be subject to revision, 
particularly in order to improve the interpretation of source documents (e.g., through identification 
of errors in the reporting forms or identification of transactions which need to be eliminated for 
ESA purposes). 

 

 The second category of data with limited availability in the early stages includes information on the 
profit/loss of state corporations (including those in the portfolio of the National Property Fund 
(NPF)) and the NBS. Annual reports, containing profit/loss figures for the preceding year, are not 
necessarily available as of 30 April. 

 

 Additional changes may also occur as the one-off and/or temporary effects are updated. In 
exceptional cases, it may transpire only later that a particular measure has taken on or lost a one-
off nature. 

 

 The update of macroeconomic development and its reflection in forecasts may subsequently 
influence the estimates of potential output and output gap which are used in the calculation of the 
government’s structural balance. 
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In April 2013 the Council published its evaluation of the long-term sustainability of public 
finances, including the quantification of structural primary balance for 2012. In addition to the 
first estimates of the government’s balance for 2013, the April 2014 notification also further 
specified the figures for 2012 which had an impact on the quantification of one-off effects. 
According to the published annual reports for 2012, the figures on the profit/loss of state 
corporations and companies in the NPF portfolio were updated. 
 

This report contains two methodological changes compared to the previous one. The CBR has 
begun to provide its own estimates of the output gap10, which is then further used as an input 
parameter for the cyclical component estimate. At the same time, the CBR switched from an 

aggregated to a disaggregated approach11 to calculate the cyclical component through 

macroeconomic bases.  
 

2.1 Fiscal performance in 2012 - revision 

2.1.1 Structural primary balance 

With the 2012 data revised, the structural primary balance deteriorated by 0.3 % of GDP and 
reached -2.6 % of GDP, particularly under the influence of the following factors: 
 

 Revision of the government’s fiscal performance had a negative impact of 0.1 % of GDP. 

 Update of the one-off measures improved the result by 0.1 % of GDP. 

 Revision of the profit/loss figures for state corporations and companies in the NPF 
portfolio had a negative impact of 0.2 % of GDP. 

 

Tab 2: Structural primary balance in 2012 

  Update 
change over 
report 2013 

  % GDP mill. € % GDP mill. € 

A. Net lending/borrowing of GG -4.5 -3 188 -0.14 -81 

(-) Cyclical component (new approach of CBR) -0.13 -94 0.00 2 

(-) One off effects 0.26 183 -0.09 -65 

temporary entrepreneurial levy in regul. industries (incl. CIT) 0.04 31 0.00 0 

extended levy in the banking sector (incl. CIT) 0.14 97 0.00 1 

exit from the fully funded capital pillar 0.06 44 0.00 0 

extraordinary levy in the banking sector (incl. CIT) 0.06 40 0.00 0 

repayment of loans of Cargo a.s. (capital transfer in v 2009) 0.01 10 0.00 0 

repayment of loans of VVB, š. p. (capital transfer before 2002) 0.04 27 0.00 0 

reimbursement of VAT from PPP project -0.01 -6 -0.01 -6 

takeover of debt of healthcare facilities -0.09 -61 -0.09 -61 

(-) Interest payments -1.82 -1 295 0.03 28 

B. Structural primary balance of GG -2.8 -1 982 -0.08 -46 

(+) Profit/Loss of state owned companies 0.71 507 -0.21 -151 

(+) Profit/Loss of NBS 0.28 199 0.00 0 

(-)  Dividends paid to the GG 0.84 600 0.00 0 

C. Structural primary balance (incl. state owned companies and NBS) -2.6 -1 876 -0.29 -197 

  Source: CBR, MF SR 
 

                                                 
10 For more, please consult “Finding Yeti” by the CBR. 
11 The main differences are briefly described in Box 3. For more, please consult “The „True“ deficit” by the CBR.  

http://www.rozpoctovarada.sk/svk/rozpocet/228/finding-yeti
http://www.rozpoctovarada.sk/svk/rozpocet/230/the-true


 
Report on the Long-term Sustainability 

 of Public Finance (April 2014)  

  

                                   www.rozpoctovarada.sk  16 

According to the Eurostat report of 23 April 2014, the 2012 government deficit reached 3 188.0 
million EUR. Compared with the initial estimates from April 2013, the deficit is higher by 81.1 
million EUR. 
 
The government balance is a combination of several factors. The poorer results are attributable 
to a shortfall in revenues from social and health insurance contributions by 48.9 million EUR. 
Similarly, the reclassification of contributions towards the equity of Eximbanka and the SZRB 
bank in the ‘capital transfer'12 class in the amount of 60.8 million EUR had a negative impact on 
the deficit. On the contrary, the inclusion of Železnice SR (Slovak Railways) into the general 
government sector had a positive impact of 46.6 million EUR13. Additional revisions (e.g., change 
in the receivables and payables of ‘other government entities’) worsened the government deficit 
by 18.0 million EUR. 
 

Tab 3: Revision of GG balance in 2012 

  mill. € % GDP 

Net lending /borrowing - notification April 2013 -3 106.9 -4.4 

Revision of taxes and SSC -48.9 -0.1 

Increase in the equity of Eximbanka -53.2 -0.1 

Increase in the equity of SZRB  -7.6 0.0 

Reclassification of Železnice SR into the GG sector 46.6 0.1 

Revision of railways companies liabilities -6.0 0.0 

Other adjustments -12.0 0.0 

Net lending/borrowing - notification April 2014 -3 188.0 -4.5 

  Source: SO SR 

 
In the past, the CBR announced that, in determining the size of the structural balance’s cyclical 
component, it would employ its own approach designed to ensure a more stable estimate in time 
and to take more into account the specificities of the Slovak economy14. For this reason, the 
Council introduced its own calculations of the output gap, which is determinative to ensure the 
consistency of the estimates of the cycles of macroeconomic bases. In contrast to standard 
methodologies based on disaggregated approach, the CBR has suggested a number of 
improvements which are described in the following Box. By coincidence, the new CBR 
methodology indicates almost the same size of cyclical component as that specified in the report 
from April 2013. 
 
 

In the category of those one-off effects that go beyond the framework which the CBR considered 
in its previous report, this report reflects the reduction in a receivable from the Granvia company  

                                                 
12 Since equity contribution is not assumed to generate ROI, the transaction is classified as “irretrievable subsidy” 

with a negative impact on the balance. 
13 For more, see CBR Commentary No 2014/05: General Government Balance in 2013. 
14 The main motivation was to transpose the new obligations arising from the EU law into the national legislation 

based on which the CBR is to evaluate the application (or non-application) of the Fiscal Compact’s correction 
mechanism. The mechanism is activated when a country fails to meet the medium-term objective (MTO), defined 
as structural balance, or when it departs significantly from a trajectory towards MTO convergence. 

http://www.rozpoctovarada.sk/download/saldo2013_komentar_final.pdf
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in connection with VAT payment from a PPP project (€5.8m) and the higher payables of 
healthcare facilities which increased the actual deficit15 (€60.8m). 
 

At the time of preparing the previous year’s report, the CBR did not have at its disposal the 2012 
profit/loss figures for companies in the NPF portfolio (because they had not been reported by 
them) and thus CBR based its calculations on figures from the previous year (2011). Based on 
published annual reports for 2012, the profit of state corporations and companies in the NPF 
portfolio reached 507.3 million EUR. This was 151.3 million EUR less than what the 2013 report 
had assumed. The present figures for state corporations do not include the balance of the ŽSR, 

which is already included in the general government deficit and debt16. The amount of dividends 
paid to the general government budget remained unchanged; the dividends influenced the 
structural primary balance by the amount of 600.2 million EUR17.  

                                                 
15 For more detailed explanation, see Annex 4, point 10. 
16 See Annex 2 for a detailed overview 
17 See Annex 1 for a detailed overview 

 

Box 3: Transition to new CBR methodology for cyclical component calculation 
 

Starting with this report, the CBR will be publishing its estimates of the cyclical component which 
influences the size of structural balance based on a new methodology. The hitherto calculations have 
been consistent with the recommendations of the European Commission, with the output gap 
estimate taken from the Ministry of Finance estimates.  
 

Compared with the current one, the proposed methodology has the advantage in that it: 

 takes into account a more robust estimate of potential output; 

 consistently reflects various cyclical developments in GDP components; 

 adjust the flows generated by the public sector in taxes and social security contributions; 

 also includes the pension system expenditures beyond those expenditure items (costs related 
to unemployment) which have been reflected hitherto; 

 takes into account the effects of various deflators; 

 does not use solely constant elasticities; 

 identifies one-off measures in a transparent and consistent manner. 
 

The following table presents the estimate of structural primary balance in 2012 assuming that the CBR 
would continue to calculate the cyclical component based on the old methodology. The difference 
represents -0.03 % of GDP. 
 

Tab 4: Structural primary balance in 2012 (% GDP) 

  2012 

A. Net lending/borrowing of GG -4.5 

(-) Cyclical component (EC methodology, OG taken from MF SR) -0.16 

(-) One-off effects 0.3 

(-) Interest payments -1.8 

B. Structural primary balance of GG -2.8 

(+) Profit/Loss of state owned companies 0.7 

(+) Profit/Loss of NBS 0.3 

(-)  Dividends paid to the GG 0.8 

C. Structural primary balance (including state owned companies and NBS) -2.6 

 Source: CBR, MF SR 
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Based on available information, no other changes occurred in the remaining components 
necessary to quantify structural primary balance. 
 

2.1.2 General government debt  

 

At the end of 2012, general government debt based on the previous year’s notification reached 
52.1 % of GDP (37,244.5 million EUR). The updated notification from April 2014 increased the 
debt to 52.7 % of GDP (37,438.7 million EUR). As from 2011, the railway company Železnice SR18 
was included in the general government sector, which influenced the 2012 government debt 
negatively in the order of 0.3 % of GDP. The second reason was the revision of nominal GDP, 
also with a negative impact of 0.3 % of GDP.  
 

Tab 5: Revision of general government debt in 2012 

  mill. € % GDP 

General Government gross debt - notification April 2013 37 244.5 52.1 

Reclassification of the Railways Company into the GG sector 194.2 0.3 

Revision of GDP  -  0.3 

General Government gross debt - notification April 2014 37 438.7 52.7 

one-offs - debt of healthcare facilities -93.8 -0.1 

General government debt for the purpose of basic scenario 37 344.9 52.5 

 
Source: SO SR 

 

For the purpose of compiling the baseline scenario, the amount of debt reported for 2012 is 
adjusted for the impact of differences between how the debts of healthcare facilities is presented 
in the national accounts and the reality. As of 31 December 2012, the government debt included 
the debt of healthcare facilities which was 93.8 million EUR higher than what the latest available 
figures suggest. Hence the debt for the baseline scenario is lower by the same amount. The 
differences in how these liabilities were subsumed into the debt were offset in the 2013 figures 
where a similar adjustment is no longer necessary. 
 

2.2 General government balance in 201319 
 
Based on preliminary data, the general government balance in 2013 under the ESA95 
methodology closed with a deficit of 1,994.9 million EUR, which represents 2.8 % of GDP. For 
the purpose of calculating the structural primary balance, the deficit has been adjusted for the 
following items:  
  

 The one-off effects20 represent measures under government control and transactions 
connected with the events outside government control, which have a temporary budgetary 

                                                 
18 The railway company Železnice SR (ŽSR) was included into the general government sector based on the 50-% rule 

defined by the ESA95 methodology (i.e., whether more than 50 % of production costs is covered by sales). Due to 
increased government subsidies, the ŽSR have not met the fifty-percent rule since 2011. Since then, the company 
is reclassified as a part of the general government sector. 

19 For more, see CBR Commentary No 2014/05: General Government Balance in 2013. 
20 For more on one-off measures, see Annex 4. 

http://www.rozpoctovarada.sk/download2/Saldo2012_zhrnutie_20130422_01.pdf
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impact and which do not induce a permanent change in fiscal position. In 2013, their impact 
on the balance was positive, reaching 0.7 % of GDP. This improvement was mostly 
attributable to the exit of savers from the fully-funded pillar of the pension system (0.3 % of 
GDP21), a temporary levy on business in regulated industries (0.1 % of GDP) and an extended 
levy in the banking sector (0.2 % of GDP). The financial corrections paid to the EU funds 
had a negative impact of 0.2 % of GDP. 

 

Tab 6: One-off effects in 2013 

  mill. € % GDP 

exit from the fully funded capital pillar 239.7 0.33 

temporary entrepreneurial levy in regul. industries (incl. CIT) 75.0 0.10 

taxation of retained earnings before 2004 8.0 0.01 

extended levy in the banking sector (incl. CIT) 157.1 0.22 

reimbursement of VAT from PPP project -5.8 -0.01 

JAVYS (voluntary grant) 30.0 0.04 

repayment of loans of Cargo a.s. (capital transfer in v 2009) 19.5 0.03 

repayment of loans of VVB, š. p. (capital transfer before 2002) 30.3 0.04 

EU corrections -124.5 -0.17 

takeover of debt of hospital facilities 93.8 0.13 

Total 523.1 0.73 

 
Source: CBR, MF SR 

 

 The cyclically adjusted budget balance expresses a situation whereby the economy is at 
its potential (long-term) level activity and the differences on both the revenue and 
expenditure sides of the budget are due to the government’s economic and political 
interventions. The adjustment eliminates temporary changes caused solely by fluctuations 
in economic activity. According to CBR calculations, the economic cycle22 deteriorated the 
balance in 2013 by 0.6 % of GDP23.  

 

 The cost of debt service is a consequence of the existing debt which had amassed mainly 
through the cumulation of the deficits run in the previous years and it also reflects the 
situation on financial markets; therefore, the resulting government balance needs to be 
adjusted for this cost. The 2013 interest payments amounted to 2.0 % of GDP. 

 
In 2013, the general government’s structural primary balance reached -1.0 % of GDP. In line with 
the Fiscal Responsibility Act, this concept has been expanded to also encompass other factors 
which in the future may have a direct impact on the sustainability of public finances and public 
debt. It includes, in particular, the profit/loss of state-controlled corporations (including 
government stakes), hospitals and the National Bank of Slovakia. 

                                                 
21 Under the new ESA2010 methodology, the revenues connected with the opening of the fully-funded pillar (giving 

savers an opportunity to exit) will not have an impact on the balance. 
22 In 2013, the cyclical component was negatively affected in particular by final consumption and private sector 

compensations. 
23 The evaluation of a deviation from the medium-term objective (MTO) pursuant to §30a, paragraph 3 of Act No. 

523/2004 and the application of correction mechanisms will be presented in a CBR document slated for 
publication in July 2014. 
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 The fiscal performance of state corporations may have a direct impact on public 
finances. The debt incurred by state corporations is not automatically included in the 
government’s balance, which thus visually looks better; it is reflected in the balance only 
once it has been assumed as a liability of the general government budget. The inclusion of 
state corporations into the government balance reduces motivation to shift deficits between 
the government and corporations and, by the same token, broadens the perspective from 
which the government looks at public finances in line with the net-worth concept.  
 

The calculation of the estimated 2013 profit/loss of state corporations was based on an annex 
to the approved General Government Budget for 2014 to 2016 (state corporations and a 
major part of companies in the NPF portfolio) in which they presented their profit/loss 
estimates for the upcoming years. The resulting profit/loss was weighted to reflect the size 
of the government’s stake in the company concerned. Since the debts of hospitals and the 
loss of Železnice SR, š.p. Bratislava are now a part of the government sector, they no longer 
feature in the category of state corporations. In the future, the CBR will be – as in the case 
of government balance – adjusting the balances of state corporations and the NBS for the 
one-off and economic cycle effects (see Box 4 for more). 

 

 The next modifying item is the profit/loss of the National Bank of Slovakia (NBS). The 
NBS increased its profit from 199.4 million EUR in 2012 to 489.8 million EUR in 2013 which 
will be – based on a decision adopted by the NBS Bank Board on 11 March 2014 – fully used 
to reduce accumulated losses from previous years. 
 

 The last modification concerns the government’s revenues from dividends. The inclusion 
of the overall after-tax profit of state corporations would lead to duplicities in reporting: 
firstly the profit itself, and then the dividends received. Hence the revenue from dividends 
needs to be deducted. The impact of dividends represented 0.6 % of GDP24 in 2013. 

 
Pursuant to the Fiscal Responsibility Act, the structural primary balance reached -0.3 % 
of GDP in 2013. Compared to 2012, the improvement represents 2.4 % of GDP. 
 

  

                                                 
24  Revenue from dividends is presented in detail in Annex 2. 
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Tab 7: Structural primary balance in 2013    

  2013 2013 2012 2013-2012 

  % GDP mill. € % GDP % GDP 

A. Net lending/borrowing of GG -2.8 -1 995 -4.5 1.7 

(-) Cyclical component (new approach of CBR) -0.6 -397 -0.1 -0.42 

(-) One off effects 0.7 523 0.3 0.47 

(-) Interest payments -2.0 -1 413 -1.8 -0.14 

B. Structural primary balance of GG -1.0 -708 -2.8 1.8 

(+) Profit/Loss of state owned companies 0.6 463 0.7 -0.07 

(+) Profit/Loss of NBS 0.7 490 0.3 0.40 

(-)  Dividends paid to the GG 0.6 436 0.8 -0.24 

C. Structural primary balance (incl. state owned comp. and NBS) -0.3 -190 -2.6 2.4 

   Source: CBR, MF SR 

 
The year on year improvement in the structural primary balance of general government by 1.8 % 
of GDP is due to several factors. The general government’s deficit itself contracted by 1.7 % of 
GDP in 2013, also thanks to the wider use of one-off measures (by 0.5 % of GDP more compared 
to 2012). On the other hand, the 2013-2012 deterioration of the cyclical component by 0.4 % due 
to a worse macroeconomic situation had a positive impact on structural balance, and so did the 
decline in interest payments by 0.1 % of GDP. The reports containing profit/loss figures for the 
state-controlled corporations indicate lower profits in 2013, which will automatically be reflected 
in lower dividends. On the whole, compared to the previous year, the contribution of state 
corporations will be positive and reach 0.2 % of GDP. The higher 2013 profit of the NBS (increase 
by 0.4 % of GDP year-on-year) has also been reflected in the resulting structural primary balance 
which reached -0.3 % of GDP. 
 

 

Box 4: Balances of state corporations and the NBS adjusted for one-off and cyclical 

effects 
 

Already in its sustainability report published in April 2013 the CBR identified certain one-off effects 
which influenced the profit/loss of state corporations. They included, in particular, revenues from the 
revaluation of assets and deferred taxes. However, profit/loss may also be significantly influenced by 
financial operations, which have thus far not been reflected. The main reason is the fact that their one-
off impact on the balance may not recur in the future. On the other hand, the NBS financial operations 
constitute a significant (and volatile) component of the overall balance (unrealised profits and losses) 
which change depending on the prevailing market conditions. 
 
Equally, just as it influences the general government budget balance, the economic cycle influences 
the balances of state corporations and the NBS. One of the specific features of public-sector 
corporations and of the NBS is that they are sector-specific (e.g., monopolies in the energy or transport 
sectors), which makes the application of general approaches difficult. 
  
In an effort to provide a comparable evaluation of the balances of general government, state 
corporations and the NBS, the CBR will prepare a methodology on how to identify one-off effects and 
adjust the balances for the economic cycle 
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The gross debt of general government in 2013 reached 55.4 % of GDP and increased by 2.7 
p.p. year-on-year. One of the factors, with a contribution of 0.6 % of GDP, was the imputation 
of a part of the debt of the Emergency Oil Reserves Agency into the general government debt. 
For the purposes of compiling the baseline scenario, the debt amount reported for 2013 is not 
adjusted; however, it is assumed that the debt will have been paid towards the end of the 
medium-term scenario (year 2017).  
 
The gross government debt has exceeded the third limit stipulated in the Fiscal Responsibility 
Act, which triggers an obligation to block 3 % of government budget expenditures in 2014 and 
freeze the expenditures of the general government and of municipalities and self-governing 
regions in the subsequent budget. At the same time, no funds may be released from the reserve 
of the Prime Minister and from the reserve of the Government. 
 
The basis to which the blockage applies is the amount of cash expenditures in the state budget 
approved by the 2014 State Budget Act. This basis is adjusted for the debt service expenditures, 
funds of the European Union, funds allocated in the state budget to co-finance joint projects 
with the EU, transfers to the EU budget, transfers to the Social Insurance Agency, and 
expenditures to remedy damages caused by natural disasters. The thus adjusted expenditures 
are subject to the 3-% blockage. 
 
At the same time, the government may not submit to the parliament a budget proposal for 2015-
2017 that would entail a year-on-year nominal increase in consolidated government expenditure 
compared with the 2014 General Government Budget, except for the debt service expenditures, 

Tab 8: Structural primary balance in 2013     

  2013 2013 2012 2013-2012 

  % GDP mill. € % GDP % GDP 

A. Net lending/borrowing of GG -2.8 -1 995 -4.5 1.7 

(-) Cyclical component (new approach of CBR) -0.6 -397 -0.1 -0.42 

(-) One off effects 0.7 523.1 0.3 0.47 

(-) Interest payments -2.0 -1 413 -1.8 -0.14 

B. Structural primary balance of GG -1.0 -708 -2.8 1.8 

(+) Profit/Loss of state owned companies (a-b) 0.6 463 0.7 -0.1 

   (a) P/L 0.6 463 0.7 -0.1 

   (b) P/L one-off effects 0.0 0 0.0 0.0 

(+) Profit/Loss of NBS (operating results*) (a-b) -0.1 -54 -0.1 0.0 

   (a) P/L 0.7 490 0.3 0.4 

   (b) P/L one-off effects (from financial results) 0.8 544 0.4 0.4 

(-)  Dividends paid to the GG 0.6 436 0.8 -0.2 

C. Structural primary balance (incl. state owned comp. and 
NBS) 
 

-1.0 -735 -3.0 2.0 

*incl. emission of the currency and collection of the coins  
Source: CBR, MF SR, NBS 

 
Had the CBR adjusted the methodology for the reporting of the profit/loss of state-controlled 
corporations, including those in the NPF portfolio and the NBS, to cater for one-off effects, preliminary 
estimates suggest that structural primary balance under the Fiscal Responsibility Act would have 
reached -1.0 % of GDP in 2013. 
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EU funds, funds allocated for co-financing, transfers to the EU and expenditures to remedy 
damages caused by natural disasters. 
 
Municipalities and self-governing regions are obliged to approve their 2015 budgets with 
expenditures not exceeding the 2014 level, except for expenditures to remedy damages caused 
by natural disasters and funds allocated for co-financing. 
 
Moreover, similarly to what happens when the 53-% threshold is exceeded, the government must 
submit to the parliament a proposal for measures it intends to implement to reduce the debt 
and the salaries of government members to their 2013 level. 
 
The amount of structural balance, as well as the amount of general government debt in 
2013, represent a basis on which the baseline scenario projections for the long-term 
development of public finances are made. 
 

 
  

                                                 
25  More details in a prepared CBR study: “How to Measure Consolidation in Public Finances”. 

 

Box 5: Change in structural primary balance25  
 

In evaluating the budgetary targets and commitments arising from the Fiscal Compact, the CBR uses 
indicators such as the change in structural balance. Apart from the impact of the economic cycle, one-
off effects and debt interest payments, these indicators are also adjusted for measures with long-term 
impact (e.g., changes in the pension system, PPP projects). The indicators evaluate the general 
government sector, but do not include the balances of state corporations and the National Bank of 
Slovakia. 
 

Under the Fiscal Responsibility Act, structural primary balance broadens the perspective from the 
general government sector to the entire public sector. Politicians tend to use state corporations in the 
pursuit of their agenda, particularly in the social sphere (cheap energies, public transport). Proclaimed 
budgetary austerity through reductions in direct subsidies can be offset by low prices charged by state 
corporations which, in turn, generate losses. The inclusion of state corporations into the calculation 
may reduce such motivation as it worsens the value of the indicator.  
 

Since the change in structural primary balance, adjusted for the balances of state corporations and 
the NBS, does not reflect the long-term effects of measures, it is not advisable to compare it 
and use it in the way in which the structural balance change is used for budget evaluation. 
This indicator is only one of the inputs for the calculation of long-term sustainability (GAP) 
and expresses the present budgetary position without taking long-term effects into account. 
They are a part of the baseline scenario presented in the following chapter. Only through the 
combination of the structural primary balance, quantified in this chapter, and the baseline 
scenario, is it possible to calculate the long-term sustainability indicator, which reflects all 
the impacts that are usually included in the calculation of the structural balance change for 
the purpose of budget evaluation.  
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3 Baseline scenario 
 

The Fiscal Responsibility Act defines the baseline scenario as a long-term forecast of the general 
government revenues and expenditures, which reflects future economic and demographic 
development of the Slovak Republic under the current legislative framework; the general 
government liabilities also include the implicit and contingent liabilities of the general 
government sector. The purpose of the baseline scenario is to illustrate the consequences of 
current policies on the balance and debt of general government in the long-term horizon, taking 
into account anticipated changes in the demographic and macroeconomic parameters. The Act 
defines the baseline scenario horizon at 50 years from the latest available figures. The 
preparation of the baseline scenario is an essential prerequisite for the calculation of the long-
term sustainability indicator.  
 

The baseline scenario is prepared based on the latest available figures for the year 2013, in 
particular the detailed data produced by the Slovak Statistical Office and data available in the 
State Treasury reporting system. For 2014 to 2017, clear indexation rules at the level of sub-items 
of the Economic Classification of Budget Classification (ECBC) using up-to-date macroeconomic 
and tax forecasts of both committees26, have been defined. If certain items are not directly 
related to economic development, the figures available for the last year are used in the 
projection. From 2017 onwards, the medium-term projection will be followed up by long-term 
projections of the expenditures sensitive to population ageing. Implicit and contingent liabilities 
are reflected across the entire horizon of projections, until 2063. 
 

Since the expenditures sensitive to population ageing are defined in various classifications, 
which are usually a part of several ECBC sub-items, functional classification (COFOG)27 has been 
used to define these expenditure areas. Hence the input data are slightly different to those used 
by the EPC AWG, which uses other statistics of Eurostat and the OECD. Despite the fact that 
they also show government expenditures, the inability to exclude them from the overall 
government balance, where necessary, and apply proper indexation rules28 makes their use 
impossible. Nevertheless, the functional classification is presented in parallel with other national 
classifications and ESA95 and these data can be combined in a consistent manner. The 
expenditures for the 2013 baseline scenario have been compiled according to the functional 
classification based on the State Treasury and Statistical Office data. Since the Statistical Office 
releases its data at the end of 2014, the data are unofficial and subject to minor revisions on their 
official publication.  
 

Long-term projections carry a large degree of uncertainty and thus all the information and 
assumptions used in developing the baseline scenario must be disclosed in a transparent 
manner. For the quantification of the scenario, it is necessary to prepare (i) demographic 
forecasts, (ii) macroeconomic forecasts, (iii) medium-term scenario, (iv) projection of the 

                                                 
26 Macroeconomic Forecasting Committee and Tax Revenue Forecasting Committee 
27 National version of the Statistical Classification of General Government Expenditures based on the international 

COFOG standard (Classification of the Functions of Government). The COFOG classification is an integral part 
of the System of National Accounts (SNA) of 1993, designed for statistical purposes and for international 
comparison of indicators.  

28 One of the examples are expenditures in the education sector, which include payroll expenditures, operating costs 
and investments. The data under the AWG methodology do not distinguish information on the structure of 
expenditures in the education sector, hence it is impossible to single out education expenditures from the relevant 
sub-item of the ECBC. 



 
Report on the Long-term Sustainability 

 of Public Finance (April 2014)  

  

                                   www.rozpoctovarada.sk  25 

revenues and expenditures sensitive to population ageing and (v) other implicit and contingent 
liabilities. Since, apart from updating the starting year, the demographic assumptions 
presented in last year’s report remained unchanged, they are not repeated here. 
Macroeconomic assumptions have been updated only in the medium-term horizon to reflect the 
most recent forecast of the Macroeconomic Forecasting Committee. The other assumptions 
have changed mainly due to improvements in the quality of input data and the methodology for 
the projection of long-term expenditures. 
 

3.1 Macroeconomic forecasts 
 

As in the last year’s sustainability report, the forecast of government revenues and expenditures 
is based on the latest forecasts by the Macroeconomic Forecasting Committee (“MFC”) covering 
the medium-term (2014-2017), as well as the long-term projections by the European Commission 
for 2018-2060 (EC, 2013), which remained unchanged compared to the previous report. Because 
the Commission’s scenario assumes convergence towards a stable productivity growth by 2060, 
the growth rates used for 2061 to 2063 are the same as in the final year of the projection (Table 
9). 
 

Tab 9: MFC forecasts and AWG projections 

Indicator (%) Actual 
MFC forecasts 

AWG projections 
(February 2014)  

  2012 2013* 2014 2015 2016 2017 2018 2030 2063 

GDP, real growth 1.8 0.9 2.3 3.0 3.2 3.4 3.2 1.9 1.0 

Inflation, year average; CPI 3.6 1.4 0.8 2.1 2.3 2.4 2.0 2.0 2.0 

Nominal wage, growth 2.4 2.4 2.5 3.5 4.1 4.5 5.0 4.0 3.5 

Real wage, growth -1.2 1.0 1.7 1.5 1.8 2.1 3.0 2.0 1.5 

Employment (ESA), growth 0.1 -0.8 0.3 0.6 0.7 0.9 0.2 -0.1 -0.5 

* Actual values published after the latest MFC meeting. Source: MF SR, SO SR, EC 

 

The latest medium-term forecast of the MFC includes the measures incorporated in the 2014-
2016 general government budget. Since the baseline scenario of public finance development is 
based on the legislative framework valid in 2013, in order to compile the baseline scenario it is 
necessary to prepare a macroeconomic forecast which disregards the impact of the measures 
applicable as from 2014 – the no-policy-change macroeconomic scenario.  
 

With a view to the fact that the latest MFC forecast (from February 2014) differs from the 
macroeconomic scenario used for the preparation of the 2014-2016 budget (from September 
2013), the currently available data make it impossible to quantify consistently the measures 
included in the budget with retroactive impact on macroeconomic development and, at the 
same time, to reflect the latest macroeconomic forecast29. In order to quantify individual 
measures and provide a consistent estimate of multipliers based on the latest available forecasts, 
in its future sustainability reports the Council for Budget Responsibility will employ its own 
methodology for the no-policy-change macroeconomic scenario.   

                                                 
29  The quantification of measures would require that the approved budget reflects the current macroeconomic 

development, which has direct impact on how certain items develop; the quantification of impacts on the 
expenditure side of the budget appears to be problematic. 
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3.2 Medium-term no-policy-change scenario 
 

Compared with previous reports, the methodology for the preparation of the medium-
term scenario has improved, particularly thanks to better input data. In the course of 2013 
and in early 2014, the CBR has been able to use detailed data from the Budget information system 
of the Ministry of Finance, State Treasury and Statistical Office. The baseline year is the year 
2013, for which data are available in a detailed structure by revenues and expenditures and in 
several classifications: economic (ECBC), ESA95, functional (COFOG) and source-based 
(national funds, EU funds, co-financing). The detailed data enabled us to define the rules for the 
medium-term projection at the lowest possible level of the ECBC, taking into account the nature 
of individual items and the origin of financing. 
 

In order to obtain the input values for the medium-term projection, the official data for 2013 
were adjusted for one-off effects. Then, those one-off effects which are known and persist 
throughout this period were added to the projection. 
 

The medium-term projection takes into account the legislation in force as of 31 December 2013, 
i.e., also including those measures approved in 2013 which will take effect in 2014. Therefore, in 
the case of taxes, the tax estimates published by the Tax Revenue Forecasting Committee in 
February 2014 have been taken on board without adjustment 30. 
 

In the case of the revenues and expenditures of the pension systems and the healthcare sector, 
the medium-term part bases itself on outputs from the CBR models. In the case of long-term 
care, given the missing data31 for this sector, the AWG value for 2013 is used and the structure of 
expenditures according to the ECBC is estimated. In the following years, the development of 
expenditures is in line with AWG assumptions. The expenditures on education and 
unemployment in the medium-term part are indexed according to the defined rules, reflecting 
both the actual macroeconomic development and the legislative framework. 
 

The table below presents the balance in a medium-term horizon under the ESA95 methodology 
and classification. This means that both the revenues and expenditures sensitive to demographic 
changes are, in some cases, included under several items. Hence the trends in these expenditures 
are also presented separately. 
 

The 2013 general government deficit reached 2.8 % of GDP; without the one-off effects, it would 
have reached 3.5 % of GDP. In 2014, it would reach 3.2 % of GDP assuming unchanged policies. 
The lower deficit figure compared to the adjusted balance of 2013 is mainly due to the fact that 
certain one-off effects will also endure in 2014. The deficit is expected to rise moderately in the 
years to come, particularly due to the faster decline of the share of tax revenues in GDP (partly 

                                                 
30 They are based on the latest macroeconomic forecasts and do not capture the new legislative measures approved 

in 2014. 
31 In the absence of statistics on long-term expenditures, the AWG uses simplified assumptions for Slovakia (for 

example, averages from other countries). Expenditures can be estimated based on the COFOG classification; the 
estimate would partly include healthcare expenditures and partly social security expenditures. However, this is 
a breakdown at the fourth level of classification and, for reasons of insufficient data quality, the Statistical Office 
publishes data at least the second level. 
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influenced by a reduced VAT basic rate as of 2015 in line with legislation32) compared to 
expenditures, as well as due to the evaporation of the effects of one-off measures. The 
considerable year-on-year decline in the 2016 revenues and expenditures is attributable to the 
start-up of EU funds drawdown under the third programming period33 at a time when the funds 
of the second programming period will no longer be available. As a consequence of lower co-
financing from the national budget related to slower EU funds drawdown, this will have 
a positive impact on the general government balance in that same year. 
 
The deficits exceeding 3 % of GDP will also push up the debt. The debt will rise from 55.4 % of 
GDP in 2013 to 59.0 % of GDP by 2017. Its growth will be partially attenuated by the anticipated 
lower impact of the sale of emergency oil reserves by a company established outside the general 
government sector34. 
 

  

                                                 
32 Based on the latest figures, the 2013 general government deficit fell below 3 % of GDP, which, according to the 

current legislation, would cause the basic VAT rate to fall from 20 % to 19 % by 2015. 
33 Using the CBR assumptions based on the total available funds and the drawing of funds under the current 

programming period.  
34 Based on a Eurostat decision, the sale of emergency oil reserves to the Emergency Oil Stocks Agency, which took 

place in 2013, increased the gross debt of general government by the transaction amount (€465.2m). This impact 
should be eliminated in time as the Agency gradually renews its oil reserves. The baseline scenario assumes that 
the impact of this transaction on general government debt will be eliminated by the end of 2017. 
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Tab 10: Medium-term part of the baseline scenario (% of GDP)   

 2013 2013 2013 2014 2015 2016 2017 

  estimate adjustments adjusted scenario scenario scenario scenario 

REVENUES 35.9 -0.8 35.1 35.4 34.4 33.4 33.2 

Tax revenues 16.3 -0.3 15.9 16.0 15.4 15.3 15.0 

Social security contributions 13.8 0.0 13.8 13.6 13.5 13.5 13.4 

Non-tax revenues 2.8 0.0 2.8 2.7 2.6 2.5 2.5 

 - of which property income 0.9 0.0 0.9 0.9 0.9 0.9 0.9 

Grants and transfers 3.1 -0.4 2.7 3.1 2.8 2.2 2.3 

 - of which EU funds 1.2 0.0 1.2 1.5 1.4 0.9 1.1 

EXPENDITURES 38.7 0.0 38.7 38.6 38.2 37.1 37.1 

Compensation of employees 7.6 0.0 7.6 7.6 7.6 7.4 7.4 

Goods and services 4.6 0.0 4.6 4.5 4.4 4.2 4.1 

Subsidies and transfers 1.1 0.0 1.1 1.1 1.1 1.0 1.0 

Social benefits 13.9 0.0 13.9 13.5 13.3 13.2 13.0 

Healthcare expenditures 5.1 0.0 5.1 5.1 5.1 5.2 5.2 

Interest payments 2.0 0.0 2.0 1.9 1.9 2.0 2.0 

Investments 2.1 0.0 2.1 2.3 2.3 1.9 2.1 

Other expenditures (mainly transfers) 2.4 0.0 2.4 2.5 2.4 2.3 2.3 

GG BALANCE -2.8 -0.8 -3.5 -3.2 -3.8 -3.6 -3.9 

DEBT 55.4 
no 

adjustment 
55.4 56.6 57.8 58.4 59.0 

Ageing related expenditures 18.4 0.1 18.6 18.7 18.6 18.5 18.5 

 - pensions (PAYG pillar) 8.3 0.0 8.3 8.4 8.3 8.3 8.3 

 - armed forces 0.4 0.0 0.4 0.4 0.4 0.4 0.4 

 - healthcare* 5.1 0.1 5.2 5.3 5.3 5.4 5.4 

 - long-term care 0.3 0.0 0.3 0.3 0.3 0.3 0.3 

 - education 4.1 0.0 4.1 4.1 4.0 3.9 3.9 

 - unemployment benefits 0.2 0.0 0.2 0.2 0.2 0.2 0.2 

ONE-OFFS (impact on GG balance) 0.8 -0.8 0.0 0.4 0.2 0.2 0.1 

Tax revenues 0.3 -0.3 0.0 0.3 0.2 0.2 0.1 

 - banking sector levy 0.2 -0.2 0.0 0.2 0.1 0.1 0.1 

 - levy on business operations in regulated 
sectors 

0.1 -0.1 0.0 0.1 0.1 0.1 0.0 

 - taxation of retained profits from before 
2004 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Non-tax revenues 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 - dividends 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Grants and transfers 0.4 -0.4 0.0 0.2 0.0 0.0 0.0 

 - opt-out from the fully-funded pillar of the 
pension system 

0.3 -0.3 0.0 0.0 0.0 0.0 0.0 

 - voluntary grant from JAVYS 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

 - repayment of financial assistance by 
CARGO 

0.0 0.0 0.0 0.1 0.0 0.0 0.0 

 - repayment of financial assistance by VHV  0.0 0.0 0.0 0.1 0.0 0.0 0.0 

 - revenues from cancelled bearer deposits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Other expenditures (mainly transfers) 0.0 0.0 0.0 -0.1 -0.1 0.0 0.0 

 - financial corrections to the EU funds -0.2 0.2 0.0 -0.1 -0.1 0.0 0.0 

 - debt assumption for health care facilities 0.1 -0.1 0.0 0.0 0.0 0.0 0.0 

* besides health care expenditures it includes also debt assumption for health care facilities recorded as other 
expenditures under ESA95 

Source: CBR, SO SR  
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3.3 Expenditures and revenues sensitive to population ageing 
 

In the next fifty years, the impact of demographic changes on the sustainability of public finances 
will be felt more and more intensively. As a consequence of extending life expectancy and 
a relative increase in the number of the retired vis-a-vis the working population, those revenue 
and expenditure areas which are sensitive to ageing, mainly pensions, health care, long-term 
care and education, will be affected quite significantly. In addition to these areas, we may also 
expect changes in unemployment insurance and property income.  
 

The previous report was based on the legislative framework of 2012 when the changes in the pay-
as-you-go pension system were approved. In 2013, the government approved a reform of the 
pension scheme in the armed forces and police corps, which has been reflected in the 
latest projections. From among other factors, we should mention improved 
methodology for the estimation of health care expenditures, which resulted in a slower 
pace of expenditure increase in the long run. The CBR has decided to borrow from the 
European Commission the dynamics of growth for those expenditure items sensitive to 
population ageing for which the CBR does not have its own model. These include, in particular, 
expenditures on education, long-term care, unemployment insurance and property income35. In 
the education sector, the decline in expenditures is connected with lower numbers of both 
students and teachers (payroll expenditures) in the long run given the low birth rate levels. On 
the contrary, the opposite trend in long-term care is caused by the increase in the number of the 
elderly dependent on institutional care (e.g., nursing homes for senior citizens, etc.).  
 

For the long-term projections of pension system expenditures (universal pension system and the 
pension system of the armed forces and police corps) and health care expenditures, the CBR 
uses its own models. The projections of these items are covered in more detail by separate sub-
chapters below. 
 

Tab 11: Expenditures and revenues sensitive to population ageing (% of GDP)   

  2013 2020 2030 2040 2050 2063 ∆(2063-2013) 
Pensions (CBR)        

 - II. pillar contributions 0.5 0.6 0.6 0.5 0.3 0.2 -0.3 

 - public pension expenditure 8.7 8.6 8.2 8.6 9.3 10.0 1.4 

 - universal pension system 8.3 8.2 7.8 8.2 9.0 9.7 1.4 

 - armed forces and police corps 0.4 0.4 0.4 0.4 0.3 0.3 -0.1 

Health care (CBR) 5.2 5.5 6.0 6.1 6.4 6.7 1.4 

Long term care (EC) 0.3 0.3 0.4 0.5 0.6 0.7 0.4 

Education (EC) 4.1 3.8 3.7 3.4 3.5 3.6 -0.5 

Unemployment (EC) 0.2 0.2 0.1 0.1 0.1 0.1 -0.1 

Property income (EC) 0.9 0.9 0,8 0,8 0.8 0.8 -0.1 

TOTAL EXPENDITURE 18.6 18.4 18.4 18.7 19.8 21.1 2.6 
TOTAL REVENUE 0.4 0.2 0.2 0.3 0.5 0.6 0.2 
        Source: EC (2013), CBR 

 

                                                 
35 In the case of these items, the dynamics of expenditure development as a % of GDP were taken from the 

Commission’s projections. As regards the level (amount) of expenditures, the expenditures on education and 
unemployment benefits are based on data according to the functional (COFOG) and economic (ECBC) budget 
classification. 
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By 2063, the expenditures sensitive to population ageing should increase from 2.6 % 
of GDP to 21.1 % of GDP, while revenues should increase by 0.2 % of GDP under the 
influence of declining contributions to the fully-funded pension pillar36. 
 

3.3.1 Pension system projections 

The pension system of the Slovak Republic37 consists of the universal system administered by 
the Social Insurance Agency (pay-as-you go pillar) and the pension system of the armed 
forces and police corps.  
 

In terms of the future burden on public finances, the most important is the universal system 
which covers the majority of the population in Slovakia. In view of the expected population 
ageing and the related rise in pension-related expenditures, the government embarked (in 2013) 
on a major parametrical reform38 aimed at easing future pressure on public finances. Its detailed 
description, together with quantification, was presented in the last year’s CBR report39. 
 

The latest projections thus reflect only the update of input parameters and contain no significant 
new measures (except for the increase in Christmas bonus, however, its impact on projections 
is marginal). The latest calculations show that the balance of the universal pension system over 
the next 50 years will deteriorate by about 1.3 % of GDP, mainly as a consequence of rising 
pension expenditures.  
 

Chart 1: Revenue and expenditure of the 
universal pension system (% of GDP) 

 Chart 2: Balance of the universal pension 
system (% of GDP) 

 

 

 
Source: CBR  Source: CBR  

 
Running in parallel with the universal pension system is a separate and closed system of 
pensions for years in service40 in the army, police and other uniformed services which is 

                                                 
36 Given the voluntary entry to the fully-funded pillar for those who have entered the labour-market for the first 

time, the number of those insured under the fully-funded pillar will gradually decline over time. 
37 Within the general government sector 
38 Linking the retirement age to the expected increase in life expectancy, indexation of pensions based on inflation 

measured in pensioners’ households, strengthening of the solidarity principle.  
39 Report on the Long-term Sustainability of Public Finances (April 2013), Chapter 3.3.1 
40 The social security scheme regulated by Act No. 328/2002 on Social Security for Armed Forces and Police Corps 

applies to professional soldiers, members of police corps, members of fire brigades and paramedics, mountain 
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governed by different rules (the main difference is that rather than on attaining the statutory 
retirement age, pension entitlement arises after a set number of year in service). Given their 
specificities, the police pension system41 and the army pension system have been modelled 
separately. 
 

As in the universal pension system, the expenditures on the army/police pension systems will 
be significantly influenced by longer pension payout periods and higher numbers of service 
pensioners as a consequence of extending life expectancy. Moreover, these systems are already 
now running deficits which need to be covered from government coffers. 
 

In order to inhibit deeper deficits and stabilise the balances of the army/police pension system, 
the parliament adopted (March 2013) an amendment to the Act on Social Security for Armed 
Forces and Police Corps which, among other things, considerably extends the minimum number 
of years in service and changes the replacement rates, system of indexation and calculation of 
the assessment base for the service pension (see Box 6 for more information). 
 

The long-term projections are based by the pension system model for both the armed forces and 
police corps with the same input macroeconomic and demographic assumptions42 as those used 
for the universal pension system model. The outcome of the army/police pension reform is that 
the system’s deficit will gradually improve by 0.13 % of GDP by 2063 (currently, it reaches 
0.16 % of GDP), bringing the budget of the system to a balance. The most positive effect comes 
from the extension of the minimum number of service years connected with changes in 
replacement rate, which in the long run will reduce the number of police officers and soldiers 
retiring from service each year. 
 

Chart 3: Balance projections of the pension 
system of the police 

 Chart 4: Balance projections of the pension 
system of the army 

 

 

 
Source: CBR  Source: CBR 

 

                                                 
rescue squads, Slovak Intelligence Service, the National Security Bureau, the Prison and Court Corps, and the 
Customs Service. 

41 The category of police officers in this report includes all those who receive post-service benefits from the Interior 
Ministry, i.e., police officers, firemen, railway police and mountain rescue squad members. 

42 Given the fact that no significant difference in the probability of death compared to the general population has 
been established, the general demographic assumptions were used. 
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Box 6: Changes in the pension system of the armed forces and police corps 

Amendment to Act No. 328/2002 on Social Security for Armed Forces and Police Corps, which 
entered into force on 1 May 2013, introduced a major parametrical reform with a positive impact 
on the sustainability of the service pension system. The most significant measures include:  

 

 Gradual extension of the minimum period of service required for pension entitlement to arise 
from the current 15 to 25 years, depending on the number of years worked. The change applies 
only to those police officers and soldiers who did not meet the minimum requirement of 15 
years in service before 1 May 2013.  

 For all those who joined the armed forces and police corps after 1 May 2013, the replacement 
rates (RR) have been completely redesigned, with the minimum replacement rate (after 25 
years in service) set at 37.5 % of the assessment base. Between the 26th and 30th year of service, 
RR increases by 2 % for each completed year. Between the 31th and 35th year of service, RR 
increases by 3 % for each completed year. For the 36th completed year of service and for each 
subsequent year the pension increases at a rate of 0.5 %, subject to the overall ceiling of 65 % 
of the assessment base.  

 In the case of those police officers and soldiers who joined the service before 1 May 2013 and 
whose service ended after 1 May 2013, the minimum RR increases from 60 % to 65 %. For the 
31st year and each subsequent completed year in service, RR increases by 0.5 % of the bases, 
again subject to the above ceiling.  

 The base for the calculation of service pension benefits43 is gradually changing from the best 
earning year in the last 10 years to the average of the last 10 years.  

 The indexation of pensions will be based provisionally on a fixed amount paid in the universal 
pension system depending on the number of completed years in service44. From 1 July 2018 
onwards, pensions will be indexed in exactly the same way as in the universal pension system, 
i.e. by inflation measured in pensioner households.  

 As of 1 May 2013, the obligation to pay severance payments and death grants has been 
transferred from the extra-budgetary accounts to the budgetary chapter of the last employer45.  

 The minimum period of service necessary for the post-service benefit entitlement is 
progressively extending from 5 to 10 years, while the amount the benefit after 1 May 2013 
increases by 1 % of the assessment base (as opposed to 2 % before the reform). The conditions 
for determining the period for which the post-service benefit is paid have also changed. 

 The rates of insurance premiums have increased from 17 % to 20 % for the employer and from 
5 % to 7 % for the employee.  

 

 
 

  

                                                 
43  The ‘pension service benefits’ refers to the post-service benefit, severance payment, death grant and pension for 

years in service. 
44 By the end of 2018, pension benefits will be indexed based on the formula: (𝑎𝑚𝑜𝑢𝑛𝑡 30⁄ )*(1+2x), where the 

variable x is the number of years by which the applicant exceeded 15 years in service 
45 As a consequence of the reform, the expenditures on severance payments and death grants have been shifted to 

other expenditure items of the baseline scenario. 
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Chart 5: Replacement rates before and after 
reform 

 Chart 6: Replacement rates of the police and 
armed forces vs universal system (after 
reform) 

 

 

 
Source: CBR  Source: CBR 

 

 

3.3.2 Long-term simulations of healthcare expenditures 
 

The total health expenditures have been defined using the functional classification (COFOG) 
with healthcare expenditures constituting one of the ten divisions of the general government 
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Box 7: Comparison of the army/police pension system and the universal pension 

system 
 

Apart from stabilising the pension system of the armed forces and police force in fiscal and 
personnel terms, the objective of the amendment to Act No. 328/2002 is to bring the conditions of 
this specific pension system closer to the universal pension system whilst preserving some of its 
specificities:  

  

 The period decisive for the calculation of benefits is gradually changing from the best-income 
year in the last ten years of service to the average income for the the last ten years. In contrast 
to the universal system, which takes into account the whole career in calculating the income 
average, the army/police system remains more advantageous, although the conditions of both 
systems are beginning to converge. 

 After 1 May 2018, the change in the method of calculation of the benefits paid from the extra-
budgetary accounts will unify the indexation of the army/police pensions with the universal 
system pensions. Before 1 May 2018, the army/police pensions will be indexed at a slower pace 
than pensions in the universal system. 

 In contrast to the universal system, the army/police pension security scheme also contains so-
called "post-service benefits" which are paid as a temporary income replacement to those who 
have not attained the minimum period of service to become eligible for a pension. If the 
applicant fails to meet the requirement for the minimum length of service (the amendment 
extended it from 5 to 10 years), he/she is only entitled to an unemployment benefit pursuant 
to the general social security regulations. 

 Instead of reaching the statutory retirement age, the decisive criterion for the award of pension 
in the armed forced and police corps is the length of the service period.  

 In tune with the universal pension system, the obligation to pay the severance payment has 
been transferred from the ‘specific account’ to the last employer of the employee who has left 
the service.  
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expenditure (Division 07). The average amount of expenditures in the baseline year is roughly 
at the expenditure level envisaged in the AWG projections. The advantage of COFOG is that it 
allows to structure these expenditures according to the ECBC for the purposes of the medium-
term part of the baseline scenario, as well as to set aside the items used as inputs for the long-
term model. 
 

Because the Statistical Office publishes COFOG-structured expenditures for 2013 as late as at the 
end of 2014, the figure was calculated on the basis of reports provided by the State Treasury and 
the supporting documents from the Statistical Office. Hence a minor revision following the 
publication of the official data can be expected. 
 

The general government expenditures in the healthcare sector were estimated at 6.4 % of GDP 
in 2013, up 0.2 % of GDP year-on-year. In terms of their structure, more that 80 % are 
expenditures of health insurance companies for the financing of healthcare provision, and the 
remaining portion are the expenditures of other institutions operating in the sector. 
Expenditures for the financing of healthcare provision are directly related to the need to cover 
additional costs arising from demographic changes and, therefore, they serve as an input for the 
long-term healthcare expenditure model. The second part of expenditures is primarily 
associated with administrative and support activities; for this reason, these expenditures were 
compiled using those rules for the preparation of the baseline scenario which have been applied 
to other expenditures unrelated to demography46. Such a breakdown is presented in this 
report for the first time and, compared to the last year’s report, it reduces the baseline 
value of the expenditures entering the long-term model of healthcare expenditures.  
 

The overall increase in expenditure between 2013 and 2063 represents 1.4 % of GDP. 
 

Tab 12: Healthcare expenses (% GDP)   

  2012 2013 2014 2015 2016 2017 2030 2040 2050 2063 

Healthcare expenses 
(COFOG) 

6.2 6.4 6.4 6.4 6.5 6.5 7.0 7.2 7.4 7.7 

 - Social transfers in kind47 5.0 5.2 5.3 5.3 5.4 5.4 6.0 6.1 6.4 6.7 

 - Other expenses 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 

      Source: CBR, State treasury, SO SR 

 

For the purposes of the long-term simulation of healthcare expenditures sensitive to 
demographic changes, the CBR uses its own model that underwent two significant changes since 
the last year’s report. The first change entails a shift from age- and gender-based cost profiles, 
which were adjusted on the basis of life expectancy between the years covered by the simulation, 
towards microsimulation, i.e., modelling the expenditures of individual persons. The second 
change enhances the model by introducing the effect of the so-called death-related costs (DRC). 
The costs of healthcare provision are several-fold higher during the final years of life than during 
the healthy lifetime and their correct projection is therefore a key to creating the most accurate 
simulation possible for the overall expenditure, which also reduces the impact of population 
ageing on healthcare expenditures. 
  

The projection envisages three scenarios – the baseline, optimistic and risk scenario – depending 
on how and to what extent expenditures are to be driven by other factors such as demography 

                                                 
46  Indexation based on expenditure type in the medium term, fixed share of GDP in 2018 – 2063. 
47  The term used under ESA95 methodology, denoting the amount for health care provided, i.e., expenditure of 

health insurance companies. 
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and standard economic growth in the future. Based on past experience, healthcare expenditures 
have been growing faster than nominal GDP or population income. Healthcare sector is 
therefore acting as luxury goods, and this effect will be even more prominent in the converging 
countries.48 Under the optimistic scenario, assuming that the other parameters remain 
unchanged, the increase in year-on-year expenditures per person of the same age is equal to 
GDP growth. The baseline scenario assumes that elasticity would decline from roughly around 
1.1 to 1 in 2060, whereas the risk scenario expects elasticity to hit the 1.3 mark49 in 2013, only to 
fall down to 1 in 2060 as well. The assumption under the baseline scenario is that 
expenditures would grow from 5.2 % of GDP in 2013 to 6.7 % of GDP by 2063. 
 

Chart 7: Projection of the modelled part of 
health care expenditures (% of GDP) 

 Chart 8: Expenditure profiles in 2010 

  

 

 
Source: CBR  Source: CBR 

 

Healthcare expenditures projected on the basis of cost profiles and microsimulation under the 
optimistic scenario provide about the same results in the first years. However, in the period 
between 2028 and 2058, the microsimulation approach is projecting lower expenditures, which 
is exactly due to different methodology being used (micro-approach vs. cost profiles)50. 
 

Tying the pension age to life expectancy as of 2017 will cause the share of pensioners to rise less 
sharply than the share of the elderly. However, the shifting of cost profiles will not fully capture 
the trend of later retirement of individuals, which is an aspect that we expect will have a 

significant impact on decrease in costs in the healthcare sector51. 
 

                                                 
48  All of the three scenarios envisage elasticity that is higher than or equal to 1 because the average pace of growth 

in health expenditure in EU Member States over the last 20 years has been higher than the value which could be 
explained by population ageing, inflation and income growth (João Medeiros, Christoph Schwierz: Estimating the 
drivers and projecting long-term public health expenditure in the European Union: Baumol’s «cost disease» 
revisited). If, for instance, elasticity is 1.08 in 2016, it means that, in the case of GDP increasing by 5 % year–on-
year, the expenditure per person of the same age would be, when holding all other parameters unchanged, 5.4 % 
higher than the expenditure per that person in 2016.  

49  1,1 = 1+47/500; 1,3 = 1+(3*47)/500 
50  Incorporating DRC into the micro-simulation approach provides very little explanation of the changes against the 

cost profiles methodology (the simulation applying micro-approach without DRC offers similar results as the 
simulation using DRC). 

51  In 2010, the costs of healthcare in respect of people aged 62 and above whose insurance premiums were paid by 
the state were 50 % higher than the costs of healthcare for those whose premiums were paid by entities other than 
the state. This was true for both men and women, people without diagnosis, as well as those with diagnosis. 
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Why then the inclusion of death-related costs does not have any significant impact on healthcare 
expenditures? With a stable age structure of the population, it is obvious that both approaches 
(death-related costs and cost profiles) will necessarily yield the same results. Even though 
Slovakia’s population is ageing, the shifting of cost profiles based on life expectancy is thought 
to be a sufficient substitution for the DRC-based simulation of expenditure, at least at the 
available level (one year prior to death). 

 

  

Box 8: Description of the micro-simulation model 
 

In order to make the healthcare expenditure projection model more accurate, the CBR developed 
a micro-approach model, i.e., modelling the expenditures of individual persons based on their 
characteristics.  
 

A brief description of the model: 
1. Based on the initial population, definition of multi-dimensional discrete distributions of 

individual parameters of every individual – by insurance company, economic activity, 

diagnostic group.  

2. Based on the initial population, the parameters of multi-dimensional lognormal distribution 

are defined to serve as the basis for healthcare costs of individuals. 

3. Healthcare costs are calculated on the basis of the characteristics of persons by applying the 

lognormal distribution under Step 2, which is adjusted for life expectancy and GDP growth, 

including elasticity. 

4. Based on the projections of the Ageing Working Group (AWG), the immigrant and newborn 

populations are added and the emigrant population is subtracted. 

5. Death-related costs are applied to those persons who died.  

6. Calculation of the change of basis, i.e. changes in the individual characteristics of all persons. 

7. Repeating the sequence from step 3 in the subsequent year. 
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3.4  Other implicit and contingent liabilities 
 

The calculation of the long-term sustainability indicator also takes into account other revenues 
and expenditures arising from implicit and contingent liabilities of the general government. 
Even though these liabilities might not necessary have an impact on the balance under the 
ESA95 methodology at present, they will affect the general government balance and debt when 
paid in the future. For the purposes of preparing the baseline scenario and calculating the 
sustainability indicator, it is key to know the impact of these liabilities on general government 
balance and debt. Therefore, this approach is different from the quantification of the total 
amount of these liabilities for the purposes of compiling the balance sheet and calculating the 
net worth of the Slovak Republic (more details in Chapter 5). 
 

Box 9: Death-related costs (DRC) 
 

In terms of population ageing, the key question is: What happens to the health of the population if life 
expectancy increases? In a pessimistic case we could say that the health of individual age categories 
will not change, i.e., the extra years would be lived in poor health. In an optimistic case we could 
assume that the extra years would not change the number of years lived in poor health. In other words, 
the longer the life expectancy, the higher the number of years lived in good health. The most likely 
scenario will be somewhere in between the two extremes and, therefore, as envisaged by the EC in its 
final projections, a half of the average age increase would be lived in good health.  
 
However, the most recent studies have revealed that healthcare expenditures are rising sharply in the 
period immediately before death, which corresponds to the effort to provide intensive and thus 
expensive care. This is a rather optimistic variant, since the costs are expected to be shifted to higher 
age in roughly the same extent as that associated with the increase in life expectancy. It shows that the 
highest concentration of costs occurs one to three years before death.  
 
In order to be able to incorporate the death-related costs in the most accurate manner, it is necessary 
to know the costs of healthcare provided to individual persons for as many years before death as 
possible. At present, the CBR possesses such data for two years (the year of death and one year before 
death); hence, the death-related costs are applied as follows: 
 

 Within the model, the lognormal distribution parameters are computed for that group of 

population that survived an entire additional year. 

 For each age and gender, the DRCo coefficient is calculated on the basis of input data, i.e., the 

share of costs on those who died in the given year and of those who survived that year, and 

the DRC1 coefficient, i.e., the share of costs on those who will die in the subsequent year and 

those who will have survived that subsequent year. 

 DRC0 will be used to calculate the DRC0’ coefficient which is the ratio between the costs for 

those who died in the given year and the costs of healthy population (in our case, those who 

also survived the subsequent year). 

 The costs of those who will die will be multiplied by the DRC0’ coefficient in the year of death 

and by the DRC1 coefficient in the year prior to death. 
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Box 10: Implicit and contingent liabilities – definitions 
 

Implicit liabilities are defined by the Fiscal Responsibility Act as a “difference between the expected 
future liabilities of general government entities and the expected future revenues of general 
government entities resulting from the financial implications caused by the future exercise of rights 
and obligations established by the laws of the Slovak Republic, unless they constitute part of the general 
government debt”. In the case of implicit liabilities, their payment in future is certain because their 
discharge is enforceable under the existing contracts or can be reasonably expected under the currently 
applicable legislation.  
 

Contingent liabilities are not directly defined by the Fiscal Responsibility Act, however, they 
constitute liabilities which will materialise into budget expenditures only after certain conditions are 
met52. The amount of the liability cannot typically be determined at the time of its origination and, 
equally so, the period to which it applies may not be obvious. The payment resulting from the existence 
of contingent liabilities is not always certain because it depends on the occurrence of one or several 
circumstances. Within general government, provided guarantees, threatened legal disputes or 
liabilities arising from generally binding regulations, etc., may be recorded as contingent liabilities. 

 
 

When preparing the baseline scenario based on 2013, the following items of other implicit or 
contingent liabilities have been identified, as was the case in 2012: repayments a PPP project, 
a scheme for funding the costs of the decommissioning of nuclear facilities, as well as legal 
disputes and guarantees. 
 

The payment for the availability of PPP projects is based on the government’s decision to 
finance the construction of motorways in cooperation with the private sector. The essence of 
PPP projects lies in the construction of infrastructure by a private investor and its subsequent 
repayment by the government typically over a period of several decades. From the perspective 
of general government, the balance and debt are not affected at the time when the decision is 
made or during the construction itself, the effect spans over the period during which the PPP 
project is gradually repaid.  
 

Slovakia implemented a major PPP project (R1 motorway) which was gradually put to use at the 
end of 2011 and in 2012. The first availability payments, which consisted of the instalments of 
investment expenditure and operating costs, were effected in 2012, with the last instalment 
scheduled for 2041. When preparing the baseline scenario, the envisaged payment schedule until 
2041 – as updated by the government-approved report on the refinancing of the PPP project, 

dated 23 October 2013 – has been taken into account53.  
  
The decommissioning funding scheme reflects the objective requirements and needs related 
to the liquidation of closed nuclear facilities and burnt fuel. The size of costs in the future largely 
depends on the timetable for the decommissioning of individual units and the selected method 

                                                 
52  In accordance with Act No. 431/2002 Coll. on accounting, as amended, contingent liabilities represent other 

liabilities of an accounting entity which records them in the notes to individual financial statements. For this 
reason, this liability is not recorded in the balance sheet among payable items because the condition for recording 
it in the accounts has not been met. 

53  The concessionaire successfully implemented the refinancing of the project, replacing the previous funding with 
more advantageous loans. The savings made as a result of refinancing (the refinancing yield, as referred to in the 
contract) is split between the contracting authority (government) and the concessionaire in a 90:10 ratio. 
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of liquidation. A portion of the costs associated with the decommissioning of nuclear facilities 
is already included in the medium-term scenario; in the future, however, the expenditures will 
grow in size considerably. On the other hand, as stipulated in the approved strategy54, these 
future expenditures should be funded from purpose-specific contributions paid by the nuclear 
operators and distribution companies which are continuously accumulated in the National 
Nuclear Fund. The purpose of the fund is to accumulate sufficient funds for the 
decommissioning of nuclear units, storage and final disposal of radioactive waste at a later time. 
During the first decades, expected revenues exceed expenditures. The size of the fund should 
surpass the EUR 6.6 billion mark. Subsequently, expenditures will begin to prevail and the 
accumulated funds will be gradually spent for the financing of deficits on an ongoing basis. The 
amount of projected balances is positive, converging to zero from the above. The amounts close 
to zero should be reached before 2120. As far as the baseline scenario and the long-term 
sustainability indicator are concerned, the impact of this scheme during the 2012-2063 period 
will be positive55. 
 

Chart 9: Availability payment – negative 
impact on the balance (% GDP) 

 Chart 10: Decommissioning scheme of 
nuclear power plants – impacts on balance 
(% GDP) 

 

 

 
Source: MF SR  Source: Strategy of the back end of the 

nuclear power sector in the SR, October 2012; 
Update: Strategy of the back end of the 

nuclear power sector in the SR, January 2014 
 

According to the Summary Annual Report of the Slovak Republic for 2011, the contingent 
liabilities from legal disputes and provided guarantees reached EUR 8,095 million (11.4 % 
of GDP) as at 31 December 2012. More recent data for 2013 are not yet available. Due to 
uncertainty concerning the materialisation of these liabilities and the need to define a clear 
methodology for incorporating the possible risks to the sustainability of public finances, these 
contingent liabilities are not taken into account at this stage in the calculation of the long-term 
sustainability indicator. In the future, the CBR will prepare a more detailed analysis for this 
aspect (a detailed description is provided in Annex 5). 
 

  

                                                 
54  An economic solution to nuclear issues is specified in the document entitled Strategy of the back end of the nuclear 

power sector in the Slovak Republic, approved by Government Resolution No. 26/2014 in January 2014.  
55  The positive impact on the indicator is attributable to the time limits applied to the calculation of the indicator 

until 2063. During the given period, creation of funds for the decommissioning activities in the future exceeds the 
expenditure incurred. The decommissioning scheme was described in more detail in the Report on the Long Term 
Sustainability from April 2013 (Annex 5). 
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3.5 Baseline scenario of the long-term development of public 
finances 

 

The baseline scenario of the long-term development of public finances, as defined by the Fiscal 
Responsibility Act, is developed by merging the medium-term scenario with long-term 
projections of the revenues and expenditures sensitive to population ageing and by 
incorporating other implicit and contingent liabilities. 
 

The charts below illustrate the expected trend in structural primary balance and general 
government debt until 2063, using 2013 as the starting year. Based on this projection, general 
government debt would rise from 55.4 % of GDP to 269.1 % of GDP. That figure is approximately 
110 % of GDP lower than the figure provided in the report for 2012 (for the year 2062). It is the 
result of a better starting position (structural primary balance in 2013), changes made in army 
and police pension scheme, as well as adjustments to the calculation of healthcare expenditure. 
This is a hypothetical scenario, because the markets would stop financing Slovakia’s needs 
already at significantly lower debt levels. The effect of the response from financial markets, as 
well as from households and businesses, is discussed in Chapter 6 which shows that, from a 
dynamic perspective, the year when Slovakia would theoretically no longer be financed would 
draw considerably nearer. 
 

Under the baseline scenario, the debt increase is determined by the general government deficit 
which is caused, in particular, by a more than 13.8 % increase in expenditures sensitive to 
population ageing (from 18.6 % to more than 21 % of GDP). The high debt in turn results in a 
steep rise in the amount of interest paid which causes the debt to increase further. The above 
implies that, in terms of the long-term sustainability, it is crucial to maintain the general 
government debt at a stable level, because leaving the “safe zone” would automatically result in 
the deficit spinning out of control and pushing the debt further up. Without adopting 
additional measures applicable after 2013, the general government debt would exceed 
the upper limit defined by the Fiscal Responsibility Act in 201856. 
 

Chart 11: Development of debt and primary 

balance in baseline scenario (% GDP) 
 

Chart 12: Expenditures development in 

baseline scenario (% GDP) 

 

 

 
Source: CBR  Source: CBR  

 
 

                                                 
56  At that time, the upper limit of the debt would be 59 % of GDP. 
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Tab 13: Baseline scenario of the long-term sustainability of public finances (% GDP) 
    Medium-term scenario Long-term projections 

  2013* 2014 2015 2016 2017 2020 2030 2040 2050 2063 

Total revenues 35.1 35.4 34.4 33.4 33.2 33.1 33.0 33.1 33.2 33.2 

Tax revenues 15.9 16.0 15.4 15.3 15.0 15.0 15.0 15.0 15.0 15.0 

Social and health sec. contributions 13.8 13.6 13.5 13.5 13.4 13.3 13.3 13.5 13.7 13.8 

- Fully funded pillar including 14.1 13.9 13.8 13.7 13.7 13.7 13.7 13.7 13.7 13.7 

- Soc. security of armed forces 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 

- Shortfall of fully funded pillar -0.5 -0.5 -0.5 -0.5 -0.6 -0.6 -0.6 -0.5 -0.3 -0.2 

Grants and transfers 2.7 3.1 2.8 2.2 2.3 2.3 2.3 2.3 2.3 2.3 

Non-tax revenues 2.8 2.7 2.6 2.5 2.5 2.4 2.3 2.3 2.2 2.1 

- Other non-tax revenues 1.7 1.6 1.5 1.4 1.4 1.4 1.4 1.4 1.4 1.4 

- Property income 0.9 0.9 0.9 0.9 0.9 0.9 0.8 0.8 0.8 0.8 

- Contributions to NNF 0.2 0.2 0.2 0.2 0.2 0.2 0.1 0.1 0.0 0.0 

Total expenditures 38.7 38.6 38.2 37.1 37.1 37.4 39.0 41.0 44.5 50.8 

Primary expenditures 36.7 36.6 36.3 35.1 35.1 35.0 35.0 35.3 36.3 37.6 

Fixed 17.9 17.7 17.4 16.3 16.4 16.4 16.4 16.4 16.4 16.4 

Sensitive to population ageing 18.6 18.7 18.6 18.5 18.5 18.4 18.4 18.7 19.8 21.1 

            - Old-age and disability pensions 8.3 8.4 8.3 8.3 8.3 8.2 7.8 8.2 9.0 9.7 

            - Armed forces 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.3 0.3 

            - Healthcare 5.2 5.3 5.3 5.4 5.4 5.5 6.0 6.1 6.4 6.7 

            - Long-term care 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.5 0.6 0.7 

            - Education 4.1 4.1 4.0 3.9 3.9 3.8 3.7 3.4 3.5 3.6 

            - Unemployment benefits 0.2 0.2 0.2 0.2 0.2 0.2 0.1 0.1 0.1 0.1 

Decommissioning of nuclear plants 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

PPP projects 0.2 0.2 0.2 0.2 0.2 0.1 0.1 0.1 0.0 0.0 

Transfers to political parties 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Interest payments 2.0 1.9 1.9 1.9 2.0 2.4 4.0 5.7 8.2 13.2 

Balance of GG -3.5 -3.2 -3.8 -3.6 -3.9 -4.3 -6.0 -7.9 -11.2 -17.5 

Primary balance of GG -1.6 -1.2 -1.9 -1.7 -1.9 -1.9 -2.0 -2.2 -3.1 -4.3 

GG Debt 55.4 56.6 57.8 58.4 59.0 61.9 82.2 116.1 166.7 269.1 

* net of one-offs        Source: CBR 
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4 Long-term sustainability indicator 
 

In order to evaluate Slovakia’s solvency based on flow values described in Chapter 3, the CBR 
uses the sustainability indicator (the so-called GAP, or sustainability gap). This indicator shows 
the amount by which government revenues/expenditures should increase/decrease in order to 
ensure that the gross general government debt does not exceed 50 percent of GDP over a fifty-
year period, i.e., the upper limit set by the Fiscal Responsibility Act.57 
 

This chapter discusses the quantification of the indicator for the years 2012 and 2013, provides 
estimates of the costs associated with a delay in the implementation of significant reforms, and 
offers a sensitivity analysis incorporating several alternative scenarios of macro-economic and 
demographic developments.  
   

4.1 Quantification of the indicator for 2012 and 2013 
 

The long-term sustainability indicator published in the report from April last year was based on 
2012. Due to the current revision of the starting year and the baseline scenario, its value 
at 4.3 % of GDP was adjusted to the current 4.0 % of GDP. The most positive change in the 
revision was the update to the medium-term part of the baseline scenario which included, inter 
alia, measures that were adopted in 2012 but entered into force in 2013, thus making this value 
comparable with the 2013 figure. The adjustments made in the pension model outputs and the 
changed medium-term macroeconomic assumptions represented the most significant negative 
impacts. 
 

The sustainability indicator for 2013 was quantified by the CBR at 3.0 % of GDP. This 
means that, in order to prevent Slovakia’s debt from exceeding the upper limit stipulated by the 
Act at expected macroeconomic and demographical trends, government revenues 
(expenditures) would have to be permanently increased (reduced) by a further 3.0 % of GDP. 
 

In a year-on-year comparison, the sustainability indicator declined by 0.9 percentage 
points58. The largest share of this improvement can be attributed to the reduced general 
government deficit which has led to a better structural primary balance. The changes in 
the army and police pension scheme contributed to the reduction of the deficit to a lesser 
extent59. 
 

Tab 14: Development of long-term sustainability indicator (% of GDP) 

  2011 2012 2013 most important factors 

Extraordinary report from 
December 2012 

6.8 - - - 

Regular report from April 2013 7.0 4.3 - 
2012: pension system reform, consolidation measures for 

2013 

Regular report from April 2014 - 4.0 3.0 
2013: GG balance improvement, armed forces pension 

system reform 

    Source: CBR 

                                                 
57  Under the Fiscal Responsibility Act, the ceiling for the government debt (along with other ceilings of debt 

brackets) will gradually decline during the transitional period starting in 2018 from the current value of 60 % of 
GDP to 50 % of GDP in 2027, i.e., by one percentage point every year. 

58  The difference is due to rounding: indicator for 2012 = 3.96, indicator for 2013 = 3.03, the difference is 0.93. 
59  A relatively low share of general government expenditure. 
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4.2 Cost of delay 
 
As is the case with private finances where putting off the payment of liabilities may not pay off 
in the end, the same applies to public finances where a delay in the implementation of important 
reforms carries real costs. In general, the longer the delay in the long-term stabilisation of public 
finances, the more urgent it will be to consolidate them in the future. This cost of delay can be 
quantified using the specified assumptions, thus providing information on additional measures 
necessary for keeping the debt below 50 % of GDP by the end of the reporting period. 
 
The cost of delay is quantified on the basis of the baseline scenario, in which case the long-term 
sustainability indicator quantifies an immediate need for measures, and alternative scenarios, 
which are characterised by different timing or pace of consolidation. By quantifying the values 
of long-term sustainability indicators of alternative scenarios and by comparing them with the 
baseline scenario, it is possible to identify the additional improvement of structural primary 
balance which is necessary to stabilise public finances in the long run. The following section 
discusses two alternative scenarios incorporating the occurrence of the cost of delay: one with 
a constant pace of consolidation and the other with a 5-year delay in introducing austerity 
measures.  
 
Under the first scenario, a gradual convergence to a sustainable level at a pace of 0.5 %60 of 
GDP a year is envisaged. In the period following consolidation, we assume that the 
government will not implement any additional measures that would either improve or worsen 
the situation in public finances. Due to demographic developments, the primary structural 
balance is gradually worsening and the debt is rising; however, because of the initial 
consolidation, the debt would not exceed 50 % of GDP by 2063. This scenario assumes austerity 
measures spanning over a period of several years, including the occurrence of the cost of delays, 
which is not the case with the baseline scenario. 
 
The second scenario does not envisage any austerity measures in the first five years; 
however, an immediate one-off consolidation takes place after the end of this period, as 
is the case with the baseline scenario. In the next period, the government is not implementing 
any other measures and, equally to the previous scenario, the debt increase at the end of the 
period is caused by population ageing. 

 
  

                                                 
60  During all years of the austerity period, consolidation maintains a pace of 0.5 % of GDP, save for the last year when 

the consolidation pace can be lower than 0.5 % (0.23 % GDP in the present case), unless the debt exceeds 50 % of 
GDP in 2063. 
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Chart 13: 5-year delay scenario 
 Chart 14: Constant pace of consolidation 

scenario 

 

 

 
Source: CBR  Source: CBR  

 

The first scenario increases the sustainability indicator by about 0.20 percentage points, 
and the consolidation of public finances takes place in the course of seven years. On the other 
hand, if austerity measures are delayed by five years, the sustainability indicator value would 
increase more markedly, by about 0.39 percentage points. The reason is that the consolidation 
periods are relatively similar; however, while the first scenario relies on certain austerity 
measures being adopted during the initial period as well (thus reducing the pace of debt 
increase), the second scenario puts off the entire volume of consolidation effort until later. 
 

4.3 Sensitivity analysis and alternative scenarios 
 

Long-term projections are characterised by a higher degree of uncertainty. For this reason, it is 
useful to consider not only the baseline “no-policy-change” scenario and the most likely 
demographic, macroeconomic and budgetary projections, but also other possibilities of future 
developments in assumptions, or other possible definitions of the sustainability indicator. 
 

Alternative scenarios are based on changes in individual parameters which affect, in the long 
run, macroeconomic development, as well as the outputs from long-term projection models. 
 

The sustainability indicator’ sensitivity to a specified period of time is demonstrated by means 
of a scenario where the fifty-year period is extended by ten more years, i.e., how much longer it 
would take to constantly consolidate public finances in order for the debt to remain below 50 % 
of GDP even in the years 2064-2073. Extending the sustainability period by ten years would 
increase the sustainability gap by nearly a quarter of a percentage point to 3.3 % of GDP. 
This scenario can also be used for illustrating changes in the pension system. The reduced 
contributions to the fully-funded pillar and the possibility to opt out from this pillar have an 
almost neutral-to-positive impact on long-term sustainability. Because the negative impacts of 
this measure (increase in expenditures within the pay-as-you-go pension system) will begin to 
manifest themselves more prominently only after 2040, the overall effect of these measures will 
be better reflected over the extended period. 
 

As an alternative, we can assume that, until 2063, the debt should not even be reaching the 
brackets that are subject to sanctions, starting at debt levels as low as 40 % of GDP. If we want 
to keep the debt below this lower limit over the period of 50 years, the general 
government expenditures/revenues would have to be permanently reduced/increased 
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by 3.2 % of HDP. The sustainability indicator will therefore increase against the baseline 
scenario by more than 0.1 percentage point.  
 
In determining the stability of government debt, interest expenses associated with its 
refinancing represent one of the key parameters. Since the baseline scenario envisages an 
implicit interest rate applied to Slovakia’s debt in line with the EC’s requirements, the rates lower 
by 25 and 50 basis points are considered under this scenario. A decline in the interest rate paid 
by the state for the servicing of its debt by 25 basis points decreases the sustainability indicator 
by 0.07 percentage points, and a decline by 50 basis points decreases it by a further seven 
hundredths of a percentage point of GDP, reaching the final value of 2.9 % of GDP. The impact 
of interest rates on the long-term sustainability is also illustrated in Chapter 6, where the rates 
respond to the debt amount gradually, while also taking into account the feedback to economic 
growth. 

Chart 15: Debt developments in the baseline 
scenario and alternative interest rate scenarios 
(% GDP) 

 
Chart 16: Debt developments in the baseline 
scenario and alternative scenarios (% GDP) 

 

 

 

Source: CBR   Source: CBR 

 

In order to improve long-term sustainability, several international organisations recommend the 
adoption of reforms which stimulate economic growth through growing labour productivity. 
Should the annual increase in labour productivity until 2020 be 0.1 p.p. higher than the value 
expected under the baseline scenario, the sustainability indicator would improve by 0.1 % of 
GDP to 2.9 % of GDP. 
 

A long-term increase in total fertility rate by 10 % would have a stronger positive impact on 
narrowing the budget gap. This would help improve the indicator by 0.3 % of GDP to the 
final value of 2.7 % of GDP. 
 

On the other hand, the indicator will slightly worsen should the life expectancy of Slovak 
population increase. Under a scenario assuming that probability of death is reduced in a way 
that life expectancy at birth gains one year in 2060 against the baseline scenario, the 
sustainability indicator would worsen by 0.1 % of GDP and reach 3.1 % of GDP. 
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Tab 15: Alternative scenarios 

Scenario GAP Difference to baseline 

Baseline scenario 2013 3.03 - 

Extended period by 10 years 3.26 +0.24 

Scenario with 10 % of GDP reserve 3.17 +0.14 

Interest rate -25 b.p. 2.96 -0.07 

Interest rate -50 b.p. 2.89 -0.14 

Increase in labour productivity 2.93 -0.10 

Increase in total fertility 2.71 -0.32 

Increase in life expectancy 3.08 +0.05 

  Source: CBR 
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5 Net worth of the Slovak Republic 
 

A complex understanding of the situation in public finances requires a perspective on flow values 
(balance, revenues and expenditures) as well as stock values, typically presented in the form of 
a balance sheet. The government’s balance sheet can be very helpful in increasing the 
transparency of public finances, as well as in setting the right incentives for economic policy 
makers. Achieving the long-term sustainability of general government (deficit and debt) by 
shifting the burden onto public corporations (putting off the problems until later) is not the 
same as doing so by reducing the level of provided services (e.g., low quality of infrastructure). 
The outcome of the public sector’s balance is the so-called net worth. 
 

Net worth is defined by the Fiscal Responsibility Act as the sum of equity of general government 
entities, equity of the National Bank of Slovakia, equity of the central and local government 
corporations, adjusted for implicit liabilities and contingent liabilities, other assets and other 
liabilities. The scheme of public sector’s net worth is shown in Table 16. 
 

Tab 16: Balance sheet of the public sector – net worth 

ASSETS LIABILITIES 

A1 – buildings, land, etc. P1 – explicit debt 

A2 - infrastructure P2 – implicit liabilities 

A3 – net capital stock P3 – contingent liabilities 

A4 – financial assets P4 – other liabilities 

A5 – net worth of the central bank 

Net worth 
A6 – net worth of state-owned enterprises 

A7 – natural resources* 

A8 – ecological wealth* 

A9 – other assets 
* Currently not estimated due to difficulties related to the estimation of these items.                                                                 Source: CBR  

 
The compilation of the government’s balance and the discussion on assets and liabilities is 
conditional on the availability of high-quality data. Slovakia belongs to a small group of 
countries with infrastructure ready for the collection of data allowing to calculate the country’s 
net worth, however, the quality of reporting will improve gradually in the years to come. While 
some items can be assessed correctly already today, others should be interpreted with caution 
(for example, the valuation of certain assets is a problem61). 
 

The Ministry of Finance has been publishing net worth figures regularly since 2012 (for the 
preceding year). It provides an overview of data, methodology and basic information on changes 
in individual items. The Council for Budget Responsibility will use the data and offer a more 
analytical approach to changes in net worth or, where necessary, explain the changes in net 
worth in the context of measures adopted by the Government and the reported balance of the 
budget. 

 
Net worth estimate for 2012 
 

                                                 
61  Many buildings are recorded at their book value rather than at market value and, therefore, the net worth value 

seems to be lower. 
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The currently available figures are those for 2011 and 2012. The first estimate was for 2011; 
however, due to missing data, it was not possible to provide all of the contemplated balance 
sheet items (for example, there was no quantification of implicit liabilities, equity of companies 
in the portfolio of the National Property Fund and other assets)62. For the same reason, it was 
not possible to present the balance in such a detail as in 2012 (for instance, the degree of 
consolidation of entities). The 2012 net worth already included all of the components which are 
currently being quantified. This is why the resulting balances are, for the most part, 
incomparable, which makes it difficult to interpret year-on-year changes. The following 
section therefore provides a description of the most important net worth components 
that are comparable on a year-on-year basis, in particular equity of state corporations 
and changes in non-current assets of the general government entities. 
 

Based on these figures, the Slovak public sector’s net worth was negative, amounting to 
EUR 166.7 billion at the end of 2012, which represents 234 % of GDP. 
 

Tab 17: Estimation of the net worth of the Slovak Republic in 2011 and 2012 (ths. €) 

  2011 2012 

1. Equity of the public sector entities (excluding NBS and NPF 
corporations) 

7 115 769 2 234 293 

 - equity of general government entities -19 544 746 -5 495 339 

 - equity of public administration corporations 9 796 402 7 638 522 

 - equity of local government corporations 89 167 91 110 

2. Equity of NPF corporations* 5 936 610 5 265 325 

3. Equity of the National Bank of Slovakia -4 483 394 -3 588 353 

4. Other assets - 705 

5. Other liabilities (contingent liabilities) 1 683 034 8 056 885 

6. Implicit liabilities* 199 454 111 162 464 150 

Net worth (1+2+3+4-5-6) -192 568 160 -166 609 065 

 - in % of GDP -279.2 -234.3 

*CBR estimates for 2011; NPF – National Property Fund   Source: MF SR, CBR 

 
The total equity of general government entities (with the exception of the National Bank of 
Slovakia and companies in the portfolio of the National Property Fund) is not comparable year-
on-year due to the consolidation methodology used in 201163.  
 
The equity of state corporations is presented below, including companies in the portfolio of the 
National Property Fund. In terms of assets, a significant increase occurred in non-current 
tangible assets associated with the addition of the R1 motorway to tangible assets (‘structures’) 
in the amount of EUR 1,025,061,000. However, as this ‘structure’ will be repaid to the 

                                                 
62  For this reason, the CBR added the calculation of implicit liabilities in its Report on the Long-Term Sustainability 

of Public Finances (April 2013). 
63  There is a problem with the description of the year-on-year change – despite the existing methodology, entities 

did not record several transactions correctly (such as provisions for employee benefits – not created in 2011, but 
in 2012, the provisions for benefits received on the basis of years in service were created by the Ministry of Finance 
and the Ministry of the Interior) and also between 2011 and 2012 due to changes in consolidation (credits in non-
current financial assets declined by 1 billion year-on-year as a result of their consolidation vis-à-vis the ŠFRB and 
SZRB). 
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concessionaire over a long period of time, it is recorded at the same amount among liabilities on 
an accrual basis. The increase with respect to the central government corporations was in 
particular due to the inclusion of the electricity grid operator SEPS, a.s. (EUR +682,882,000), 
which was not contemplated in 2011 (not included in assets because of being classified under the 
National Property Fund). Further increases concerned the national motorway company NDS, 
a.s. (EUR 122,889,000) and the railway company ŽSSK, a.s. (EUR 99,560,000). On the other hand, 
the most significant decline was indentified with respect to the Slovenská pošta, a.s. and Cargo, 
a.s. companies. The overall change was therefore predominantly driven by the development of 
infrastructure. 
 

Tab 18: Public sector balance sheet excluding NBS and NPF enterprises (ths. €)  

  2011 2012 change 

Assets 53 482 791 57 184 386 3 701 595 

Non-current assets 42 714 272 44 287 060 1 572 788 

 - Intangible assets 568 113 590 207 22 094 

 - Tangible assets 36 032 202 38 384 161 2 351 959 

 - Financial assets 6 113 957 5 312 692 -801 265 

Current assets 10 279 729 12 252 413 1 972 684 

 - Inventories 1 847 851 1 753 889 -93 962 

 - Receivables 3 397 944 4 249 248 851 304 

 - Financial accounts 4 127 760 5 284 678 1 156 918 

 - Others 906 174 964 598 58 424 

Accruals 488 790 644 913 156 123 

Liabilities and equity 53 482 791 57 184 386 3 701 595 

Reserves 2 371 457 4 254 439 1 882 982 

Liabilities 30 535 407 33 691 036 3 155 629 

Bank loans 6 958 327 8 772 569 1 814 242 

Settlement among GG entities 631 532 417 985 -213 547 

Accruals 5 870 299 7 814 064 1 943 765 

Equity of the public sector entities (excluding NBS and 
NPF corporations) 

7 115 769 2 234 293 -4 881 476 

   Source: MF SR 

 
The equity of companies in the portfolio of the National Property Fund was not reported 
for 2011. However, from the CBR’s perspective, it would be interesting to look at their equity too, 
albeit only the central government corporations, local government corporations and the 
companies owned by the National Property Fund can be presented on a comparable basis. The 
equity of corporations selected in this manner dropped by EUR 202.8 million year-on-
year. Of the total number of 72 central government corporations and companies in the portfolio 
of the National Property Fund, the equity increased in 31 cases, which represents 43 %. 
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Tab 19: Equity of the public sector corporations (ths. €)  

  2011 2012 change 

A. Equity of public administration corporations 9 796 402 7 638 522 -2 157 880 

 - equity of central government corporations, of which: 6 016 171 5 904 607 -111 564 

NDS, a.s. 3 512 058 3 534 401 22 343 

SEPS, a.s. (v roku 2011 among NPF corporations)64 
under NPF corporations 

 
- 

Slovenská pošta, a.s. 232 040 201 446 -30 594 

Železničná spoločnosť, a.s. 243 957 196 405 -47 552 

Cargo Slovakia, a.s. 58 677 33 915 -24 762 

Slovenská konsolidačná, a.s. 34 274 20 431 -13 842 

Javys, a.s. 7 631 -13 516 -21 147 

B. Equity of local government corporations 89 167 91 110 1 943 

C. Equity of NPF corporations, of which: 5 936 610 5 843 429 -93 181 

Slovenský plynárenský priemysel, a.s. 2 980 385 2 780 857 -199 528 

Slovenské elektrárne, a.s. 985 407 1 100 172 114 765 

Východoslovenská energetika, a.s. 126 104 111 213 -14 891 

Západoslovenská energetika, a.s. 505 595 476 243 -29 353 

SEPS, a.s. (in 2012 among central government enterprises) 532 286 578 104 45 818 

Total equity (A+B+C) 15 822 179 13 573 061 -2 249 118 

Total equity - on a comparable basis 12 041 948 11 839 146 -202 802 

Source: MF SR, CBR 

 
The natural gas supplier SPP, a.s., reported the highest decline in equity amounting to almost 
EUR 200 million (6.7 %), which was offset by an increase in equity of the electricity company 
Slovenské elektrárne, a.s. at EUR 114 million and, to a lesser extent, of the electricity grid operator 
SEPS, a.s. and the national motorway company NDS, a.s. Railway companies and electricity 
companies (SSE and ZSE) posted a decrease in equity as well, with the deepest decline reaching 
277 % (EUR 21 million).  
 
The change in other assets and implicit liabilities cannot be assessed due to missing data for 
2011. By way of illustration, Table 17 contains implicit liabilities for 2011 as estimated by the CBR. 
Even though this figure cannot be directly compared with the value for 2012, it was possible to 
expect this item to decline year-on-year as a result of the pension reform undertaken in 201265. 
 
The equity of the National Bank of Slovakia increased by almost EUR 900 million year-on-
year. This was due to unrealised gains (in particular from the valuation of securities) amounting 
to EUR 450 million, the creation of a provision in the amount of EUR 250 million for hedging 

                                                 
64  In 2011, SEPS, a.s. was treated as a NPF corporation and it was not included into consolidation. In 2012, the Ministry 

of Finance became its sole shareholder, therefore SEPS, a.s. was recorded under the central government 
corporations. In order to get comparable data, equity of the company reported under central government 
corporations was deducted (amount of 563 316 ths.€) and replaced by data from 2011 and 2012 annual reports 
recorded under the item NPF corporations. 

65  In its Report on the Long-Term Sustainability from April 2013, the CBR estimated the positive impact of the 
pension reform on implicit liabilities at 125 % of GDP.  
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foreign exchange risk, interest rate risk, credit risk and the gold price risks, as well as due to 
positive economic performance with a profit of nearly EUR 200 million. As was the case with the 
quantification of one-off effects, it will be necessary to correctly interpret the NBS’ equity 
particularly in relation to movements resulting from financial transactions which may have 
a considerably different impact on changes in net worth between individual years. 
 
The ‘other assets’ include solely contingent liabilities which increased by EUR 6.4 billion year-
on-year. This was mainly due to the inclusion of Slovakia’s stake in the European Stability 
Mechanism in the form of callable shares and due to an increase in contingent liabilities arising 
from membership in international organisations (a detailed list of contingent liabilities is 
included in Annex 5). In addition to these liabilities presented in the Summary Annual Report 
for 2012, the Ministry of Finance also recorded contingent liabilities of the National Council of 
the Slovak Republic worth EUR 719,287,000 as at 31 December 201266. 
 

Tab 20: Change in contingent liabilities (ths. €)  

  2011 2012 change 

European Stability Mechanism 0 5 109 000 5 109 000 

Membership in international banks and funds 118 212 1 060 674 942 462 

Arbitrations of MF SR 196 100 414 188 218 088 

Legal disputes of NPF and SLF 501 072 617 661 116 589 

Guarantees from privatisation contracts 855 336 855 336 0 

Other 12 314 38 883 26 569 

Total 1 683 034 8 095 742 6 412 708 

  Source: MF SR 

 

                                                 
66  The above information was provided to the Ministry after the publication of the 2012 Summary Annual Report 

and constitutes a standard element of the reports from 2013 onwards. 
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6 Economic growth 
 
The purpose of the baseline scenario is to estimate the impact of population ageing on economic 
growth and government debt while taking into account ongoing growth convergence of EU 
countries. The primary risk for the future – shrinking population in the working age with adverse 
impact on growth – has already been reflected in baseline projections through lower labour 
supply. One of the irreplaceable roles of independent institutions is to assess the risks related to 
feedback effects of the rising government debt on economic growth67. 
 
In general, an existing debt represents an additional burden on the state budget through interest 
payments. If debt is used to finance projects increasing the long-term potential of the economy, 
its negative fiscal impact can be offset by higher budget revenues in the future (e.g., labour 
market reforms, infrastructure investments). Any increase in debt which does not produce 
similar effects is perceived by financial markets negatively, because it will have to be financed 
through credible future cuts in expenditures or higher taxes on the revenue side of the budget. 
An excessive debt burden combined with a high tax wedge and the usual rigidity of public 
expenditures undermines the confidence of investors in the government’s ability to keep the 
budget under control, all of which increases the likelihood of fiscal crisis induced by rising risk 
premiums on sovereign bonds and the ensuing disproportionate increase in interest costs, 
eventually resulting in the country’s inability to refinance its debt. A high debt also reduces the 
country's ability to absorb shocks from the external environment, as exemplified by the recent 
financial crisis in some countries.  

 
The baseline scenario presented in Chapter 3 points to a gradual long-term increase in debt, 
however, without reflecting its potential effects on the original projection of economic growth 
taken from the EC (2011). In its scenarios, the CBR took into account the effect of a rising risk 
premium on the costs of debt by reflecting it in the cost of capital, the crowding out of private 
investments from the market through a decrease in savings, and the impacts of consolidation 
measures on potential growth. The individual effects of debt on economic growth are gradually 
added to the baseline scenario, with the last scenario aggregating all of the previous effects. As 
is the case with the baseline scenario, the scenarios with feedbacks take 2013 as a starting year. 
In the medium and long term, however, macroeconomic effects are reflected directly in the 
potential growth of the economy (time series methodology, Box 10). The feedback effects on 
economic growth are associated with a higher risks and are thus presented with a varying degree 
of sensitivity. The scenarios are compared at the [arbitrarily set] debt threshold exceeding 80 % 
of GDP which, according to international experience from countries similar to Slovakia, poses a 
real threat to debt refinancing due to a loss of confidence on financial markets, with all the 
consequences for the economy (for example, Baum et al., 2012)  
 

6.1 Risk premium and the cost of debt 
 

                                                 
67  The methodology meets the requirements of the CBR’s Discussion Paper No. 1/2012 outlining the methods for the 

assessment of the long term sustainability and the contents of regular reports arising from the Fiscal Responsibility 
Act. 
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Markets are sensitive to the government’s ability to repay the debt and, therefore, they demand 
the corresponding yield on sovereign bonds on purchase. When factoring in the effect of the 
debt amount, a certain interest rate can be expected in cases where the debt amount remains at 
a safe, risk-free level; if the debt is higher, investors will demand a higher rate, also known as the 
risk premium68. While the risk and risk-free component remains stable and independent of the 
debt level under the baseline scenario, the feedback scenarios consider it separately, depending 
on the debt-to-GDP ratio and the current account balance relative to GDP (the ability of 
domestic investors to buy debt) – the description of the model can be found in Annex 869.  
 

The first alternative scenario, with the risk premium in the cost of debt, differs from the 
baseline scenario only in terms of the interest cost item on the expenditure side of the budget. 
The interest rate with a risk premium starts increasing immediately after 2013 (Chart 17), 
followed by the implicit interest rate with a certain lag (methodology as per Box 11). With 
investors’ response to the debt amount, the debt would reach 80 % of GDP in 2027, i.e. four years 
earlier as compared to the baseline scenario (Chart 18). 
 

Chart 17: Interest rates and risk premium (p.p.)  
Chart 18: Debt with/without the risk 
premium (% of GDP) 

 

 

 
Source: EC, CBR  Source: CBR 

6.2 Risk premium and the cost of capital 
 

Under another scenario, the risk premium on sovereign bonds will also be reflected in interest 
rates for the private sector, because the banking sector sets the credit risk reciprocally at the 
level of the least risky investment, which are believed to be government bonds. Investors will 
therefore be borrowing at higher rates on the market, and such higher costs will thus stifle 
investment activity. In the long term, capital will be rising only if the return on each additional 
unit of capital covers the investors’ cost (cost of capital – Box 11). The change in the equilibrium 
cost of capital is reflected in the accumulation of capital with a lag of one year. 
  

With the risk premium incorporated in the cost of capital, the economic growth is directly 
affected because investments are directly entering potential output. In the scenario with risk 
premium reflected in the cost of capital, economic growth will be gradually falling due to 
higher debt and interest rates and the economy will start declining from 2030 onwards (Chart 

                                                 
68  The risk-free component may considered as the expected yield on Germany’s government bonds which currently 

retain the full trust of investors. 
69  The parameters of the model estimated on the basis of V4 countries imply a risk premium of 1.3 p. p. at a debt 

value of 40 % of GDP and a balanced current account. Between 1998-2013 its average value was 1.5 p. p. 
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19). As a result of this decline, the debt-to-GDP ratio will be growing faster against the baseline 
scenario and also against the scenario with the risk premium and cost of debt (Chart 20). 
 

Chart 19: Debt and feedback on economic 
growth (bill. €) 

 
Chart 20: Debt in scenarios with risk 
premium (% of GDP) 

 

 

 
Source: EC, CBR  Source: CBR 

 

6.3 Savings and investment 
 

The fiscal performance of the general government is affecting the behaviour of households and 
companies through various channels which the original baseline scenario does not contemplate. 
If the conduct of the central and local governments is not economical and thus depletes savings 
in the economy, the funds available for investment will shrink (the national savings concept – 
Box 11). However, the decline in national savings is offset by higher private savings, because 
households and companies tend to reduce their consumption in anticipation of paying higher 
taxes in the future. Another portion of the missing funds is offset by the inflow of new capital 
from abroad, and this impact is expected to be stronger in an open economy. 
 

The simulations cover two scenarios depending on how intensely public savings affect private 
savings (strong and medium scenario, according to CBO, 2011): under the strong-impact 
scenario, each euro in deficit prompts an increase in private savings by 68 cents and in inflows 
of capital70 by 22 cents, which means that the economy would lose 10 cents in investments for 
each euro in deficit. Under the more pessimistic scenario, each euro added to the deficit 
increases domestic savings by 45 cents and decreases foreign savings by 25 cents. Under this 
alternative, investment will decrease by 30 cent per euro in deficit. In terms of economic growth, 
the economy would benefit more from the strong impact of public savings on private savings 
because a decline in investment is offset to a greater extent. 
 

By incorporating the effect of savings, under the effect of deficit the pace of decline in the 
investment-to-GDP ratio accelerates despite the higher inflow of foreign capital into the 
economy. The current account will therefore be running high surpluses in comparison with the 
stable surplus under the baseline scenario (Chart 21). Without consolidation measures after 
2013, the government debt would reach, under the scenario with feedback effects on 

                                                 
70  The demand for foreign investment is expected to respond to a decline in national savings with the same intensity 

as the domestic sector responds to a change in public savings, i.e., a one-euro reduction in national savings will 
cause foreign investment to rise by 68 cents (a 32-cent reduction in national savings increases foreign capital by 
22 cents – a product of 0.68 and 0.32). In connection with the replacement of worn out capital, the effects will be 
noticed with a lag of one year, as is the case with adaptation to the new cost of capital. 
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macroeconomic variables, 80 % of GDP in 2025, which is five years earlier compared to 
the baseline scenario, depending on how strong the impact of the deficit on savings is.  
 

Chart 21: Current account and investment 
under the savings effect (% of GDP) 

 
Chart 22: Debt in different scenarios 
without consolidation (% of GDP)  

 

 

 
Source: EC, NBS, CBR   Source: CBR 

 

6.4 Consolidation and potential growth 
 
In order to ensure the sustainability of public finances, additional measures must be introduced 
on the expenditure and/or revenue side. The following scenarios take into account consolidation 
implemented by increasing the tax on labour on the revenue side of the budget (taxes on 
personal income) and by curbing public investments on the expenditure side. Income tax 
increases the state budget revenues; however, it has a negative impact on people’s willingness 
to work and, therefore, reduces potential employment. Investment cuts reduce government’s 
expenditures, but, on the other hand, they adversely affect the accumulation of capital and 
thus reduce potential output. 
 

The willingness of people to work is influenced by the actual net income which they receive after 
tax deduction. When income tax increases, people are likely reconsider their decision as to 
whether they will seek a job (loss of labour force, the so-called elasticity of substitution) and 
those who work are likely to consider changing the number of hours worked (the so-called 
elasticity of income; with a growing tax wedge, working individuals tend to change the intensity 
of work). The simulations assume that the impact on labour supply and total hours worked 
would be the same, with the total elasticity set at 0.1 for a more optimistic scenario and at 0.25 
for a more pessimistic scenario (negative effects). The simulation contemplates 
consolidation at 1 % GDP in 2014 (immediately after the starting year). 
 

The development of public investments depends on nominal GDP growth. As far as 
consolidation is concerned, investment expenditure should decline by 1 % of GDP in 2014 and 
directly reduce the potential output through accumulation of capital. However, this effect is 
indirectly attenuated by private savings responding to a lower deficit (private saving response) 
which is incorporated in the scenario in the form of a strong and a weak effect on national 
savings. 
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Chart 23: Measure effects on economic growth 
and sustainability (% of GDP) 

 
Chart 24: Measure effects on economic growth 
and sustainability (% of GDP) 

 

 

 

Source: EC, NBS, CBR   Source: EC, NBS, CBR 

 

The effects of the government consolidation on economic growth depend on how intensely the 
fiscal performance affects national savings and how the taxes influence people’s willingness to 
work; the resulting impacts are comparable for both the expenditure- and revenue-based 
consolidation (Chart 23, Chart 24, Table 21). 
 

Assuming that consolidation represents 1 % of GDP in 2014, the debt ceiling at 80 % of 
GDP would be exceeded in 2029, i.e., one year earlier than under the baseline scenario. 
Under scenarios incorporating the feedback effects of debt on economic growth, the 
potential output would be down 11.4-13.8 % in that year.  
 

Tab 21: Sensitivity scenarios under feedback of debt on macroeconomic growth  

Scenario 

Loss of potential 
over the baseline 

scenario (%) – 
year 2029 

Exceeding the debt 
level (% of GDP) 

80 % 100 % 120 % 
A Baseline scenario  0.0 2030 2036 2042 
B Risk premium scenario and cost of debt + A 0.0 2026 2030 2033 
C Risk premium scenario and cost of capital + B 12.6 2025 2029 2031 
D Savings scenario – strong effect + C 11.4 2026 2030 2032 
E Savings scenario – weak effect + C 25.1 2025 2028 2030 
 Consolidation scenarios     
 Revenue consolidation – income tax     

F Strong effect on work + D 11.6 2029 2032 2033 
G Strong effect on work + E 13.8 2029 2032 2033 
H Weak effect on work + D 11.4 2029 2032 2033 
I Weak effect on work + E 13.7 2029 2032 2033 
 Expenditure consolidation – investment      
J Capital expenditures + D 11.6 2029 2032 2033 
K Capital expenditures + E 13.7 2029 2032 2033 

   Source: CBR 
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Box 11: Model for the analysis of impacts on the long-term economic growth 

  
Time series for the analysis – the Commission’s estimates of potential output were used for 2013. 
Subsequent growth estimates linearly link up to the original output estimates for 2018-2060 based on the 
AWG scenario (EC, 2013), with a constant growth envisaged for 2061-2063. In simulations, the primary 
expenditures and revenues are linked to nominal GDP growth. The tax on labour is based on total 
compensations of employees and a portion of mixed incomes, roughly reflecting the labour-income share 
to GDP from production function (0.65). Compensations develop in line with the labour productivity 
growth trend. 
 

Interest yield on Slovakia’s government bonds – is defined at the level of harmonised rate of 10-year 
bonds of Slovakia; in the long run, it is the sum of the risk premium and interest yield on Germany’s 
government bonds. 
 

Implicit interest rate – denotes the average interest rate on the current debt. It is different from the 
current interest yield on government bonds because the current debt consists of bonds with varying 
maturities. The current rate on 10-year bonds is applied only to the newly-incurred debt, in respect of 
which interest is paid over the period of ten years. If the debt is not repaid within maturity, new interest 
rates will again be applied for a further ten-year period. 
 

Equilibrium cost of capital – return on capital, is defined implicitly through the production function in 
accordance with the definition of the European Commission (2010) and is equal, in the long run, to the 
marginal product of capital: 

𝑐𝑐 = (1 − 𝛼)𝑇𝐹𝑃 (
𝐿

𝐾
)

𝛼

; ∆𝑐𝑐𝑡 = 𝑐𝑐𝑡−1 + ∆𝜆𝑡 

where α denotes elasticity of labour and λ denotes risk premium. Because the effectiveness condition 
implies that the capital growth trend (K) represents, in the long run, the sum of labour trend (L) and the 
total factor productivity (TFP) trend (EC, 2011), the change in the cost of capital will affect the required 
amount of capital K* as follows: 

Δ%𝐾∗ =
1

𝛼
Δ%𝑇𝐹𝑃 +Δ%𝐿 −

1

𝛼
Δ%𝑐𝑐 

 

Firms are replacing worn-out capital with a lag and, therefore, we expect – based on a simplified 
assumption – that the current stock of capital would reach equilibrium with a lag of one year: 

𝐾𝑡 = 𝐾𝑡−1
∗   

 

National savings concept – general government deficit constitutes negative savings, whereas national 
savings are, based on simplified rules of GDP calculation, the result of production net of consumption and 
foreign savings inflow: 
 

𝑌 = 𝐶 + 𝐼 + 𝐺 + 𝐶𝐴 →           →      𝑆 = 𝑌 − 𝐶 − 𝐺 + 𝐶𝐴     →        𝑆 = 𝐼 + 𝐶𝐴 

𝑆 = (𝑌 − 𝑇 − 𝐶) + (𝑇 − 𝐺) + 𝐶𝐴     𝑆𝑝𝑢𝑏 = 𝑇 − 𝐺               →         𝑆𝑝𝑟𝑖𝑣 = 𝑌 − 𝑇 − 𝐶 
 

(Y – gross domestic product less transfers, C – private consumption, T – net taxes, I – investment, G – 
general government consumption, CA – current account, net of transfers), Spub – public saving, Spriv – 
private saving) 
 

As implied by identities, in the event that public saving is negative (deficit), national savings will drop by 
the same amount. In reality, however, the private sector responds to public deficit by increasing savings 
because it anticipates higher taxes in the future aimed at correcting budgetary imbalances. This will offset 
a decline in national savings and, if investors consider the situation sustainable, foreign capital will be 
flowing into the economy (offsetting the decline in national savings even further). 
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7 Generational accounts 
 

One of the aspects of public finance sustainability to be regularly assessed by the Council for 
Budget Responsibility is the intergenerational fairness. Since fairness is a problematic 
concept from the economic point of view, this chapter is designed to illustrate this issue using 
numbers, without providing any recommendations. For this purpose, generational accounts 
for the 2013-2150 period were produced for Slovakia as a main tool to assess 
intergenerational equity.  
 

The concept of generational accounts was created in early 1990s by economists Kontlikoff, 
Aurebach and Gokhale (1994). The main idea behind this concept was the criticism of standard 
fiscal indicators that say nothing about the future development in public finance and about 
distribution of a fiscal burden across generations. Besides the present generation, the fiscal 
policy also affects future generations, for example, through a tax and benefit system. The 
intergenerational redistribution can be illustrated on an increase in social contributions71 to 
finance the current pensions. From the point of view of regular fiscal indicators, it is a neutral 
measure. However, in the context of intergenerational equity, redistribution from younger to 
older generations occurs and economic behaviour of affected generations changes (long-term 
expectations). In addition, the measure has a negative fiscal impact in the long term, if the 
population of a country is ageing. 
 

As its name implies, a generational account is a kind of summary account indicating how much 
an average representative individual of a given generation contributes to a general government 
budget in the form of taxes over the rest of their life and how much they receive in return in the 
form of various benefits. More accurately, it indicates the present value of a cumulative balance 
of payments (so-called net taxes) of an average representative individual of the given 
generation over his/her life72. Since the size and structure of individual generations change 
over time due to demographic factors, an unchanged fiscal policy results in a different “lifetime” 
fiscal burden on individuals in different generations. Assuming that all government spending 
commitments must be paid by the present or future generations in the long-term, generational 
accounts can provide answers to several questions: 
 

a) How large is the burden of the current fiscal policy on future generations? 

b) Is the fiscal policy sustainable without additional austerity measures concerning the 

present generation, future generations or “government consumption”? 

c) What adjustment is necessary to ensure a generational balance, i.e., a state when future 

generations bear the same fiscal burden as the present generations?  
 

Generational accounts, however, are not a prognostic tool; they are rather an indicator of long-
term imbalances caused by fiscal policy. At the same time, it is a static calculation. The results 
show what will happen, under the current configuration of the fiscal policy and the existing 

                                                 
71 For example, by increasing the maximum assessment base without adjusting the ceiling for calculating pensions 

(average personal wage point). 
72 For present generations (i.e., those born in 2013 and before), their history is not monitored retrospectively from 

their birth, but quantifications are made of the fiscal burden they (for example, today’s fifty-year olds) will 
represent from now until their death. The reason is that their past is already incorporated in the existing general 
government debt. 
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amount of government debt, due to demographic changes, if a country’s economy does not 
respond to the development in fiscal policy. 
 

Age profiles 
 

In order to construct generational accounts, it is necessary to know the age profile of individual 

government policies per individual (𝑡𝑖,𝑘
𝑙 ) 73, which is then aggregated into a summary age profile 

(∑ 𝑡𝑖,𝑘
𝑙

𝑙 ) of an individual.  
 

Chart 25: Age profile of revenue and 
expenditure policies 2013 (individuals) 

 Chart 26: Aggregate age profile 2013 
 (individuals)  

 

 

 
Source: CBR  Source: CBR  

 

In line with expectations, an average Slovak is a net recipient until the age of 25 (they pay 
negative net taxes from generational accounting perspective), mainly due to the cost of 
education. Until the age of 18, the average cost of education per person is approximately EUR 
2,500 a year. Over their productive life, approximately from the age of 26, they gradually become 
net contributors (payers), due to their economic activity, with the largest burden being that of 
(social) contributions. In terms of gender, it is in these age categories where more prominent 
differences between men and women occur, resulting from a higher employment rate of men 
coupled with an inter-gender wage differentiation. In the post-productive age, from the age of 
60, they again become net recipients, especially due to the pension system and costs of health 
care74.  
  

 

Box 12: Construction of age profile and coverage 
 

To obtain the age profile of net taxes per person, administrative data at the individual level75, statistical 
surveys (EU-SILC and Household Accounts) and data provided directly by some institutions were 
used76. Approximately 51% of total general government expenditure and 71% of total general 
government revenue were disaggregated this way by age and gender77. 
  

                                                 
73  The marks in brackets apply to methodological Box 13. 
74 It should be noted that the age profile is given per capita (share in the total population of the given age cohort). 

Therefore it does not describe the average amount of a recipient’s/payer’s benefit/tax since the relevant policy 
does not usually cover the entire population (e.g., sickness benefits). The reason is that the profile is to be applied 
on demographic projections of the population. 

75 Anonymous individual data. 
76 The data on the costs of education were supplied by the Educational Policy Institute of the Ministry of Education 

of the Slovak Republic. 
77 The reason for gender-specific disaggregation is the longer life expectancy of women, in particular.  
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Tab 22: Age related revenue and expenditure policies  

expenditure 2013* ths. € 
% of 

expenditure 
revenue 2013 ths. € 

% of 
revenue  

Child benefit -313 350 1.1% Personal income tax 1,894 518 7.3% 

Child birth grant -45 353 0.2% Corporate income tax78 1,808 153 6.9% 

Parental allowance -341 926 1.2% Value added tax 4 664 456 17.9% 

Material need benefits -270 083 1.0% Excise tax – mineral oil 1 045 406 4.0% 

Allowances for severely disabled -124 718 0.4% Excise tax - tobacco 636 346 2.4% 

Nursing allowances -102 174 0.4% Excise tax - beer 55 728 0.2% 

Pensions – old age -4 508 816 16.1% Excise tax - spirits 201 317 0.8% 

Pensions - disability  -743 595 2.7% Social insurance (incl. II. pillar) 5 928 878 22.7% 

Pensions – widow/widower  -598 879 2.1% Health insurance 2 636 201 10.1% 

Health care expenditure -3 662 095 13.1% Second pillar  -423 135 -1.6% 

Sickness benefit  - maternity -135 086 0.5%    

Sickness benefit  - sickness -264 348 0.9%    

Unemployment benefit  -174 308 0.6%    

Education expenditure -2 946 655 10.6%       

TOTAL   51.0%    70.7%  

* expenditures are for the purpose of GU with a negative sign 

 
 Source: CBR 

 

For those general government revenues and expenditures where no age profile is given (or no 
data exists), an equal amount per person is projected under each age category (based on the 
assumption that each person benefits from defence, national security and public administration costs 
irrespective of their age). This residual item was adjusted for one-off and temporary measures both on 
the revenue, as well as the expenditure side.  
 

 
The charts illustrate a summary age profile of an individual by gender for the year 2013. 
Assuming that the policies do not change, the profile is only indexed by a future growth in 
productivity in the specialised literature.  
 
The CBR also considered some other adjustments for some of the age profiles. Since the 
retirement age is linked to life expectancy, the retirement age related profiles (pension benefits, 
contributions, income taxes) were adjusted so as to reflect the development in labour market 
participation, or inactivity, as much as possible. In line with AWG assumptions with respect to 
health care costs, it is expected that healthy life years will make up 50 % of the increase in life 
expectancy79. Equally, the AWG assumption was applied under which health care sector 
expenditure is envisaged to grow faster than productivity (elasticity of 1.1 converging to 1 in 2060, 
then constantly at 1). In the case of maternity benefits and sickness benefits for taking care of 
a family member, the amount of expenditure also takes into account the development in the 
number of children.  

                                                 
78  In the case of corporate income tax it is difficult to establish tax incidence since the tax can be borne by capital 

owners through the profit channel, by employees through the wage channel and by consumers through the price 
channel. The first version of generational accounts is based on the assumption of the same age distribution as in 
the case of personal income tax, similarly as in some other studies. 

79 Half of these additional years will be “healthy life years” and a half will be life in “illness”. 
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Demographic projections 
 
The second necessary precondition to construct generational accounts is to have sufficiently 

long demographic projections80 (𝑃𝑖,𝑘). In addition to future age profiles of government policies, 

it is also necessary to know the number of persons in individual age cohorts disaggregated by 
gender. However, Eurostat projections (EUROPOP2010) and projections prepared by the 
Demographic Research Centre do not cover sufficiently long time periods (until 2060 only) for 
these purposes. Based on the last known data on the actual size and structure of the population 
in 2013, projections until 2150 have been prepared using EUROPOP assumptions. It should be 
noted, however, that these projections only extrapolate Eurostat projections in time, 
describing what will happen with the population size and structure if development 
trends in fertility and mortality rates, as forecast by Eurostat, remain unchanged81. Under 
these projections, the size of the population would fall slightly below 4 million by 2150, with life 
expectancy at birth being 93.5 years for men and 96.6 years for women 
 

Chart 27: Population projections 2013-2150   Chart 28: Life expectancy at birth  

 

 

 
* red dots indicate the base year (2013) and 
the last year of demographic projections 
EUROPOP2010 (2060) 

Source: CBR  Source: CBR  

 

 
Assessment of intergenerational equity and sustainability 
 

Combining a summary age profile with demographic projections82, it is possible to look at the 
fiscal policy both from the perspective of an individual, as well as from the macroeconomic 
perspective.  
 

a) From the perspective of an individual, they provide information on the balance of net 
taxes per average representative individual of the given generation over his/her life, i.e., 
a generational account. Comparing the generational accounts of the present generation 
(GAcur) and future generations (GAfut) makes it possible to assess intergenerational equity. 
Put simply, if the future generation does not pay the same amount as the present generation, 
an intergenerational redistribution and transfer of fiscal burden occur.  
 

                                                 
80 For 100 years at least in order to cover the whole lifetime of the last born generation (i.e., those born in 2013). 
81 For more information see Box 14. 
82 Simplified for the sake of illustration, effects of mortality are given only, but the calculations also take account of 

the migration effects that affect the results. 
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As far as calculations are concerned, a so-called “residual approach” is most frequently used 
in the specialised literature. This approach is based on the assumption that a so-called 
intertemporal budgetary constraint applies. This basically says that, in the long term, all 

financial liabilities of the government, i.e., debt and government consumption (∑ 𝐺𝑡,𝑦 +∞
𝑦=𝑡

𝐷𝑡), must be paid by present (∑ 𝑁𝑡,𝑘
𝑡
𝑘=𝑡−𝐿 ) or future generations (∑ 𝑁𝑡,𝑘

∞
𝑘=𝑡+1 ) in the form 

of net taxes. The residual approach assumes that all liabilities are transferred to the future 
generations; hence the balance of future generations’ net taxes is quantified on a residual 
basis, necessary to pay the past liabilities (net debt) as well as liabilities of the present 
generation until their death. 

 

Since the rate of discount significantly affects results, calculations were made under three 
sensitivity scenarios (3 %, 4 % and 5 % discount rate). A growth in productivity is based on 
a long-term AWG forecast.  

 

Based on the calculations using the 4-percent discount rate and assuming no change in 
policies (tax and contribution system and the 2013 balance), an average representative 
individual of the present generation is a net recipient over his/her life, with benefits 
exceeding contributions by some EUR 40,000. In order to repay all of the present 
generation’s liabilities, including the past liabilities (in the form of the existing net 
debt), it will be necessary that an average representative individual of the present 
generation contributes to the government budget EUR 23, 000 (per person) more 
than he/she receives over his/her life. In terms of the volume of transferred liabilities, 
this represents approximately 198 % of GDP. 

 

a) From the macroeconomic point of view, they provide information on the volume of overall 

fiscal costs/earnings associated with a given generation (𝑁𝑡,𝑘). This allows expressing the 

long-term sustainability of public finance using a so-called sustainability indicator. The 
indicator simply adds the present and future generations’ liabilities (including government 
consumption) to the existing liabilities in the form of a net debt, while ignoring the 
intertemporal budgetary constraint, unlike the previous approach. In Slovakia’s case, the size 
of liabilities equals some 317 % of GDP for the period until 2150.  

 

Tab 23: Generational accounts of current and future generations 
 Assumptions        

productivity growth (AWG : average 2013-2150) 1.7 % 

real discount rate 3 % 4 % 5 % 

Scenario – general government balance 2013*    

GAcur – current generations (€) -48 045 -39 087 -37 652 

GAfut - future generations (€) 36 322 23 432 16 351 

fiscal burden shift as % of GDP  307 % 198 % 138 % 

Sustainability indicator 493 % 317 % 227 % 

*without one-off and temporary measures   Source: CBR  

 
Despite the sensitivity of generational accounts to the rate of discount used, results under all 
three scenarios indicate the need to increase the fiscal burden on future generations 
compared to that of the present generation. While today, an individual receives more from 
public budgets than he/she actually pays over his/her life, the future generations will be facing 
the opposite situation. 
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Also, assuming that the 2013 fiscal policy applies, the total volume of government debt will grow 
to 317 % of GDP (2013 level) by 2150. 

 
 

Box 13: Generational accounts methodology 
 

1 . Intertemporal budgetary constraint: 

 
The net debt (Dt) and the present value of future government consumption (Gt,y) must be financed by 
the present value of net taxes (Nt,k) of the present and future generations. 

 

∑ 𝑁𝑡,𝑘

𝑡

𝑘=𝑡−𝐿

+  ∑ 𝑁𝑡,𝑘

∞

𝑘=𝑡+1

 =  ∑ 𝐺𝑡,𝑦 + 𝐷𝑡

∞

𝑦=𝑡

 

 
Nt,k –present value of the sum of net taxes in base-year t for generation k; Gt,y – present value of government 
consumption (difference between revenues and expenditures without age profile) of year y in base-year t; Dt – net 
general government debt (net fiscal debt according to the Commission data was used for Slovakia) in base-year t; 
t - base-year; k -  generation; L - maximum life expectancy (100); i= individual year,  

 
2 . Present aggregate value of net taxes of present generations  

 

∑ 𝑁𝑡,𝑘

𝑡

𝑘=𝑡−𝐿

 =  ∑ ∑ 𝑡𝑖,𝑘𝑃𝑖,𝑘(1 + 𝑟)𝑡−𝑖

𝑘+𝐿

𝑖=𝑡

𝑡

𝑘=𝑡−𝐿

 

 
Pi,k – number of people born in year k and alive in year i; ti,k – sum of net taxes paid by an individual of generation k 
in year i at fixed prices of the base-year;  r – real rate of discount.  
 

3. Summary age profile of all government policies 

 

𝑡𝑖,𝑘 = ∑ 𝑡𝑖,𝑘
𝑙

𝑙

 

 
4. Individual age profiles of individual government policies 

 

𝑡𝑡+𝑗,𝑘
𝑙 = (1 + 𝑔)𝑗𝑡𝑡,𝑘−𝑗

𝑙  

 
ti,k – sum of net taxes paid by an individual of generation k in year t+j at fixed prices of the base-year; g – labour 
productivity. 
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Box 14: Demographic projections until 2150 - extrapolation of EUROPOP2010 trends 
a 

The demographic projections made for the purposes of generational accounts are based on the 
mortality, birth rate and migration projections by Eurostat (EUROPOP2010). Since they only cover the 
period until 2060, the projections had to be extrapolated until 2150. Compared to the Eurostat 
projections, these extrapolations are based on the known data on the size and structure of population 
as at 1 January 2013 (according to the INFOSTAT data). 
 

With respect to the probability of death, an exponential trend was applied, projected for each age cohort 
for both sexes. Charts 29 and 30 give results for men. With respect to life expectancy at birth for men, 
an additional increase of 10.8 years to 93.5 years is predicted beyond 2060 (over the 2010-2060 period, 
Eurostat estimates a roughly similar increase). For women, life expectancy at birth will increase by 8.7 
years to 96.6 years beyond 2060 (over the 2010-2060 period, Eurostat estimates a roughly similar 
increase). 
 

Chart 29: Probability of dying (M), 
EUROPOP for specific age cohorts (0, 30 and 
60 years) 

 
Chart 30: Probability of dying (M) in years 
2010, 2060, 2150 (age distribution) 

 

 

 
Source: EUROPOP2010, CBR    Source: EUROPOP2010, CBR 

 

In the case of an aggregate fertility rate, Eurostat projections anticipate a linear trend which has been 
extended until 2150. By the end of the projection period, the aggregate fertility rate will have the value 
of 1.8 (number of newborns per woman over her life), i.e., an increase by additional 0.3 from 2060 
onwards. 
 

In the case of migration, the same approach could not be applied as in the case of mortality and fertility 
rates. Therefore, net migration after 2060 is estimated at the same level as the average migration rate 
for the 2020-2060 period taken from Eurostat projections. 
a 

Chart 31: Fertility rate   Chart 32: Net migration  

 

 

 
Source: EUROPOP2010, CBR    Source: EUROPOP2010, CBR 
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Annex 1 – Dividends paid to general government budget 
 

Tab 24: Dividends in portfolio of NPF and state (in ths. €) 
      2011 2012 2013 

N
a

ti
o

n
a

l 
P

ro
p

e
rt

y
 F

u
n

d
 

Slovenský plynárenský priemysel, a.s. Bratislava  225 925.6 380 904.5 185 210.7 

Slovak Telecom, a.s.  19 500.0 13 800.0 9 294.2 

Západoslovenská energetika, a.s.  48 153.9 51 178.5 52 927.2 

Stredoslovenská energetika, a.s.  37 356.4 33 518.7 41 302.9 

Východoslovenská energetika, a.s  32 906.5 29 107.1 33 943.6 

Bratislavská teplárenská, a.s. Bratislava  0.0 1 998.9 116.4 

Trnavská teplárenská, a.s. Trnava  420.0 381.0 98.0 

Martinská teplárenská, a.s. Martin  0.0 0.0  

Tepláreň Košice, a.s. Košice  412.9 629.9  

Žilinská teplárenská, a.s. Žilina  300.0 200.0  

Slovenská elektrizačná prenosová sústava, a.s. Bratislava  9 960.5 21 374.4  

Burza cenných papierov v Bratislave, a.s.  0.0 10.0  

Bardejovské kúpele,a. s.   0.8 0.1  

Others  0.0 48.0 38.4 

"Worthless" securities  21.8 11.9 71.5 

Residual  0.0 0.0  

Total NPF   374 958.4 533 163.0 323 002.9 

S
ta

te
 B

u
d

g
e

t 

Správa služieb diplomatickému zboru, a.s.  105 151.0 178.0 

Slovenská záručná a rozvojová banka, a.s.  0.0 1 662.9 0.0 

Tipos, a.s.  0.0 0.0 3 000.0 

Slovenská elektrizačná prenosová sústava, a.s. Bratislava1)  0.0 0.0 78 176.7 

Slovenská konsolidačná, a.s.  3 511.9 0.3 1 175.3 

EXIMBANKA - odvod zo zisku  0.0 0.0 100.0 

Slovak Telecom, a.s.  44 200.0 31 280.0 21 066.8 

Transpetrol, a.s.   10 338.4 8 225.3 3 811.9 

Jadrová a vyraďovacia spoločnosť, a.s.  32 505.9 5 000.0 0.0 

Technická inšpekcia, a.s.  23.2 32.5 34.5 

UniCredit bank Slovakia, a. s. (v r. 2007; UniBanka, a. s. 1,09 %)  0.0 56.0 0.0 

Verejné prístavy, a. s.  574.7 675.6 0.0 

Letisko Košice - Airport Košice, a.s.  350.8 0.0 415.3 

Letisko Sliač, a.s.  0.0 0.0 234.7 

Technická ochrana a obnova železníc, a. s.  0.0 0.0 0.0 

Lesy SR, š.p.  0.0 20 000.0 5 000.0 

Tiotal SB   91 609.9 67 083.6 113 193.2 

  DIVIDENDS Total   466 568.3 600 246.6 436 196.1 

 of which superdividends  109 684.8 92 582.2 305 098.2 

    
Source: MF SR, NPF 
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Annex 2 – Profit/loss of state corporations 
  

Tab 25: Profit/Loss - companies with NPF share (in ths. €) 
  

share (%) 

2012 2013 1) 2012 2013 1) 

  P/L P/L 
P/L according 

to OS 2) 
P/L according 

to OS 2) 
 (1) (2) (3) (1)x(2) (1)x(3) 

Bratislavská teplárenská, a.s. 100.00 156 14 156 14 

DLHOPIS, o.c.p., a.s. 100.00 -45  -45  

DMD GROUP, a.s. 100.00 -408 40 -408 40 

Martinská teplárenská, a.s. 100.00 64 30 64 30 

Poliklinika Tehelná, a.s. 100.00 -13  -13  

Tepláreň Košice, a.s. 100.00 -449 -1 732 -449 -1 732 

Trnavská teplárenská, a.s. 100.00 204 77 204 77 

Zvolenská teplárenská, a.s. 100.00 -75 -1 200 -75 -1 200 

Žilinská teplárenská, a.s. 100.00 681 1 312 681 1 312 

Poľnonákup Trnavan a.s. 97.00 0  0  

AUTO Martin, a.s. 95.47 0  0  

Burza cenných papierov, a.s. 75.94 233 52 177 39 

KÚPELE SLIAČ a.s. 67.00 -836  -560  

Slovenský plynárenský priemysel, a.s. 51.00 355 641 385 867 181 377 196 792 

SSE, a.s. 51.00 81 258 15 000 41 442 7 650 

Východoslov. energetika a.s. 51.00 66 775 59 600 34 055 30 396 

Západoslovenská energetika,a.s 51.00 103 947 77 357 53 013 39 452 

Letisko M.R.Štefánika - Airport Bratislava, a.s. 50.27 -13 413 -12 797 -6 743 -6 433 

Slovak Lines, a.s. 44.01 358  158  

SAD Trenčín, a.s. 41.54 514  214  

SAD Žilina, a.s. 40.64 420  171  

SAD Michalovce, a.s. 39.86 175  70  

SAD Dunajská Streda, a.s. 39.68 60  24  

SAD Poprad, a.s. 39.68 -6  -2  

SAD Lučenec, a.s. 39.66 58  23  

SAD Prievidza a.s. 39.66 412  163  

SAD Nové Zámky, a.s. 39.64 185  73  

SAD Humenné, a.s. 39.58 0  0  

SAD LIORBUS, a.s. 39.58 337  133  

SAD Prešov, a.s. 39.53 9  4  

Veolia Transport Nitra a.s. 39.52 49  19  

eurobus, a.s. 39.50 92  36  

SAD Trnava, a.s. 39.50 -462  -182  

SAD Banská Bystrica, a.s. 37.96 -746  -283  

SAD Zvolen, a.s. 37.84 22  8  

Slovenské elektrárne, a.s. 34.00 341 602 292 970 116 145 99 610 

Slovak Telekom, a.s. 15.00 60 275 74 388 9 041 11 158 

Bratislava print a.s. 3.00 0  0  

Vrútocké strojárne, a.s. 3.00 0  0  

Východoslov. vodárenská spoločnosť, a.s. 0.82 -2 228  -18  

Podtatr. vodárenská spoločnosť, a.s. 0.70 -444  -3  

BARDEJOVSKÉ KÚPELE a.s. 0.08 2  0  

Stredoslov.vodárenská spoločnosť, a.s. 0.01 -2 648  0  

Západoslovenská vodárenská spoločnosť, a.s. 0.01 246  0  

Total       428 669 377 206 

1) assumed profit/loss indicated by the companies     

2) P/L according to OS (profit/loss according to ownership share)  Source: MF SR, NPF 
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Tab 26: Profit/Loss - state owned companies (in ths. €) 

    2012 2013 1) 2012 2013 1) 

  
share 

(%) 
P/L P/L 

P/L 
according to 

OS2) 

P/L 
according to 

OS2) 

 (1) (2) (3) (1)x(2) (1)x(3) 

Železničná spoločnosť Cargo. a.s. 100,00 -23 947 -24 884 -23 947 -24 884 

Železničná spoločnosť Slovensko, a.s., 100,00 -11 272 -10 667 -11 272 -10 667 

Národná diaľničná spoločnosť, a.s. 100,00 2 329 13 446 2 329 13 446 

Slovenská pošta, a.s. 100,00 -2 733 417 -2 733 417 

Verejné prístavy, a.s. 100,00 -138 980 -138 980 

Technická obnova a ochrana železníc, a.s. 100,00 -1 498 16 -1 498 16 

Letisko Sliač, a. s. 100,00 480 184 480 184 

Letisková spoločnosť Žilina, a.s. 99,53 -223 0 -222 0 

Letisko Poprad-Tatry, a.s. 97,61 151 206 148 201 

Letisko M. R. Štefánika, Bratislava, a.s. 49,30 -13 413 -12 797 -6 613 -6 309 

Letisko Košice, a.s. 34,00 1 408 1 107 479 376 

Letisko Piešťany, a.s. 22,14 -854 -370 -189 -82 

Metro Bratislava, a.s. 34,00 28 5 10 2 

Letové prevádzkové služby SR, š. p. 100,00 2 317 163 2 317 163 

Všeobecná zdravotná poisťovňa, a.s. 100,00 26 345 25 000 26 345 25 000 

Nemocnica Poprad, a.s. 100,00 357 810 357 810 

Letecká vojenská nemocnica, a.s. 100,00 -504 0 -504 0 

Východoslovenský onkologický ústav, a.s. 100,00 593 335 593 335 

Národný ústav srdcových a cievnych chorôb, a.s. 100,00 110 42 110 42 

Východoslovenský ústav srdcových a cievnych 
chorôb, a.s. 

100,00 1 146 690 1 146 690 

Stredoslovenský ústav srdcových a cievnych 
chorôb a.s. 

100,00 1 311 716 1 311 716 

Špecializovaný liečebný ústav Marína, š. p. 100,00 236 40 236 40 

Slovthermae, š. p. 100,00 -324 10 -324 10 

TIPOS, a. s. 100,00 10 586 4 355 10 586 4 355 

Slovenská konsolidačná, a.s. 100,00 1 344 1 660 1 344 1 660 

Slovenská záručná a rozvojová banka, a.s. 100,00 -7 621 1 652 -7 621 1 652 

Mincovňa Kremnica, š. p. 100,00 390 40 390 40 

Exportno-importná banka SR 100,00 203 263 203 263 

Transpetrol, a.s. 100,00 3 883 2 668 3 883 2 668 

Jadrová a vyraďovacia spoločnosť, a. s. 100,00 1 596 6 494 1 596 6 494 

Jadrová energetická spoločnosť Slovenska, a.s. 50,00 -2 781 -6 914 -1 391 -3 457 

SEPS 100,00 78 632 65 000 78 632 65 000 

Slovak Telecom, a.s. 34,00 62 033 74 388 21 091 25 292 

MH Development s.r.o. 100,00 -2 160 -1 413 -2 160 -1 413 

MH Invest, s.r.o. 100,00 -1 890 -514 -1 890 -514 

Rudné Bane, š. p. 100,00 56 45 56 45 

Vojenské zdravotnícke zariadenia, a. s. 100,00 -64 0 -64 0 



 
Report on the Long-term Sustainability 

 of Public Finance (April 2014)  

  

                                   www.rozpoctovarada.sk  69 

Vojenský opravárenský podnik Nováky, a.s. 100,00 -795 -459 -795 -459 

Vojenský opravárenský podnik Trenčín, a. s. 100,00 -1 664 3 -1 664 3 

Letecké opravovne Trenčín, a. s. 100,00 380 20 380 20 

Vojenská zotavovňa a hotel Zemplínska Šírava, a.s. 100,00 21   21 0 

Vojenská zotavovňa a hotel Smrekovica, a.s. 100,00 -217   -217 0 

Vojenské lesy a majetky, š. p. 100,00 88 28 88 28 

Automobilové opravovne Ministerstva vnútra SR, 
a.s. 

100,00 6 50 6 50 

Nemocnica svätého Michala, a. s. 50,00 -3 312 -4 095 -1 656 -2 048 

Správa služieb diplomatického zboru, a.s. 100,00 203 223 203 223 

Technická inšpekcia, a.s. 100,00 173 70 173 70 

Biont, a. s. 95,00 -281 1 -267 1 

Poľnonákup Tatry, a.s. 100,00 -388 -71 -388 -71 

Vodohospodárska výstavba, š. p. 100,00 2 181 786 2 181 786 

Slovenský vodohospodársky podnik, š. p. 100,00 -18 228 -10 971 -18 228 -10 971 

Lesy SR, š. p. 100,00 12 693 2 261 12 693 2 261 

Lesopoľnohospodársky majetok, š. p. 100,00 30 28 30 28 

Národný žrebčín Topoľčianky, š. p. 100,00 1 2 1 2 

Závodisko, š. p. 100,00 3 -104 3 -104 

Hydromeliorácie, š. p. 100,00 -6 789 -7 126 -6 789 -7 126 

Agrokomplex - Výstavníctvo Nitra,š.p. 100,00 -368 -100 -368 -100 

Agroinštitút Nitra,š.p. 100,00 -115 -5 -115 -5 

Plemenárske služby Slovenskej republiky,š.p. 100,00 263 20 263 20 

Technický skúšobný ústav Piešťany,š.p.  100,00 20 2 20 2 

Total       78 651 86 181 

1) assumed profit/loss indicated by the companies     Source: MF SR 

2) P/L according to OS (profit/loss according to ownership share)    
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Annex 3 – One-off measures implemented in 2013 
 
The following box contains 10 principles the CBR takes into consideration when assessing one-
off measures83 
 

 
The following sections describe one-off measures that have been considered in the calculation 
of the structural balance of the public sector in 2013. 
 

1. Possibility to exit from the fully-funded pillar of the pension system84 – In response 
to the changes made in the fully-funded pillar at the turn of 2012 and 2013 (effective from 
1 September 2012 until 31 November 2013), the government temporarily ‘opened’ the fully-
funded pillar of the pension system allowing citizens to either exit or enter the scheme. The 
overall effect represented EUR 239.7 million in 2012.  
 

Reflects principle(s): 1, 7 

This measure, i.e., the opening of the fully-funded pension system pillar, has no impact on the 
long-term sustainability of the public sector, as the higher revenues today will be offset by 

                                                 
83  For more details, see CBR paper entitled “The “True” Deficit”. 
84  Under the new ESA2010 methodology, the revenues from the transfer of pension liabilities will have no effect on 

the general government balance.  

 

Box 15: Ten principles of one-off measures according to CBR definition 
 

The CBR assesses one-off measures primarily in the context of their impacts on net worth (by contrast, 
the Commission considers the impacts of one-off measures in relation to a medium-term fiscal position). 
The CBR deems it crucial to identify one-off measures in a transparent manner and consistently over 
time, wherever possible. Therefore, it has defined rules to make a clearer distinction between temporary 
and permanent measures. 
 

1. Time horizon - measures applicable over medium-term. 

2. Size of impact – measures which, in at least one year, exceed 0.05 % of GDP, will usually be 

considered. 

3. Type/nature of transaction - changes in the general government balance, such as the sale of 

assets, revaluation of assets, resolution of old debts, debt remission. 

4. Fiscal impact’s plus/minus sign - more stringent assessment of impacts that improve deficit. 

5. Time consistency - several transactions attributable to the same event should be uniformly 

recorded in time. 

6. Legal force - measures contained in constitutional laws will be considered more permanent than 

changes adopted under regular laws, and/or subordinate legislation. 

7. Implicit and contingent liabilities – measures that change the present balance, but have no 

impact on long-term sustainability. 

8. Capital expenditures - deemed permanent. 

9. Accrual basis of recording (time of transaction) - time of recording is more important than 

cash payment. 

10. Political risk - shifts of impacts across election cycles.  

 

http://www.rozpoctovarada.sk/svk/rozpocet/230/the-true
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higher expenditures in the future. The present public sector (general government) balance 
(through revenues of the Social Insurance Agency) is thus positively affected. The population 
ageing related costs represent implicit liabilities for the public sector; the change had 
a significant impact on the public balance in the amount of 0.3 % of GDP.  
 

2. Temporary levy on business operations in regulated sectors – Effective from 1 October 
2012, a levy on business operations in regulated sectors was put in place as one of the 
consolidation measures to facilitate the meeting of fiscal targets. It applies to companies 
with revenues from regulated activities accounting for at least 50 % of their overall revenues 
and with profits in excess of EUR 3 million. The measure applies from 2012 to 2016; its 2013 
effect is quantified at EUR 75.0 million.  
 

Reflects principle(s): 1, 2 
Originally, the measure should have applied in 2012 and 2013; its applicability was extended 
until 2016 under a draft general government budget for 2014-2016.  

 
3. Taxation of retained profits from before 2004 – The effect of the one-off tax on retained 

profits from before 2004 (withholding tax) in the amount of 15 % applies to the 2013 tax 
period only. This measure will yield EUR 8.0 million in additional general government 
revenue in 2013.  

 
Reflects principle(s): 1, 3 
It is a clear one-off measure, legislatively supported. Therefore the CBR takes this measure 
into consideration despite its relatively low yield.  

 

4. Extended bank levy – As of 1 January 2012, the government imposed a bank levy on selected 
financial institutions at a rate of 0.4 % of their liabilities net of equity and deposits protected 
under the Deposit Protection Fund. As of 1 September 2012, the levy calculation base was 
extended to also include the value of the protected deposits which were initially exempt 
from the levy. Depending on the aggregate amount of the levy and the total assets of the 
banking sector, the bank levy rate could even drop to zero. In 2013, the levy increased 
general government revenues by EUR 157.1 million.  
 

Reflects principle(s): 1, 2, 7 
The bank levy and related yields are revenues of state financial assets, and recorded on 
a separate extrabudgetary account. The levy is specifically committed to cover costs related 
to resolution of financial crises and stabilisation of the banking sector. On that account, the 
extended bank levy may be considered a one-off measure; basically, it is a contingent liability 
that will be repaid in the future, if necessary. In addition, once the prescribed value of assets 
is attained, the levy rate will decrease to zero, that is, the revenues are only temporary. 
 

5. VAT revenue from a PPP project – In 2011, the imputation of a claim towards the Granvia 
company as a consequence of VAT payment in connection with a PPP project for the R1 
motorway in the amount of EUR 174 million had a positive effect on the budget deficit. For 
the next 30 years, the amount of the advance payment will be reduced every year by an 
aliquot portion amounting to EUR 5.79 million. This amount will have a negative effect on 
the general government budget during the 30-year period.  
 

Reflects principle(s): 5 
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In 2011 and 2012, the investor paid VAT (after the completion of R1 sections), resulting in an 
increase in general government tax revenues. This revenue is considered a one-off one. The 
state will record VAT revenue evenly throughout the entire concession period together with 
the availability payments made by the state. Over the entire time frame, the measure has 
a zero impact on the balance. 

 

6. JAVYS – In the 2014-2016 general government budget, the CBR identified a one-off 
contribution of EUR 30 million from JAVYS company to the revenues of the National 
Nuclear Fund in 2013.  

 

Reflects principle(s): 1, 3 
This is a one-off contribution that is unlikely to recur (accrual basis). 

 

7. Repayment of financial assistance by Cargo, a.s. – On 4 March 2009, the government 
approved the use of state financial assets to provide a repayable state assistance (loan) in 
the amount of EUR 166 million to Cargo Slovakia railway company. Under the contract with 
the Ministry of Finance and the Ministry of Transport, Post and Telecommunications, Cargo 
used the loan to finance its payroll and personnel expenditures, charges for the use of the 
railway infrastructure, and its own financial expenses. The payment of interest was set to 
begin in 2009, the payment of the principal in 2011, and the entire loan matures in 2020. The 
2013 repayment amounted to EUR 19.5 million. 
 

8. Repayment of financial assistance by Vodohospodárska výstavba, š.p, Bratislava 
(VVB) - In 2002 and 2006, the state provided two financial loans to the VVB company which 
were later re-classified to a capital transfer due to their anticipated non-repayment. The 
funds were to be used for restructuring the debt service of VVB. EUR 160 million of the debt 
amount were repaid by 2011, the remaining EUR 105 million are expected to be repaid over 
the following years, with the last instalment expected in 2015. The 2013 repayment 
amounted to EUR 30.3 million.  
 

Reflects principle(s): 5 
The provision of loans to VVB and Cargo and their subsequent reclassification to capital 
transfers had a one-off negative impact on the balance and debt of general government (in 
2002 and 2006 in the case of VVB; in 2009 in the case of Cargo). The subsequent repayments 
have a positive impact on the balance each year (pursuant to the ESA95 methodology). In both 
cases, the transactions are recorded as one-off transactions. 

 
9. Corrections to EU funds – Represent payments the Slovak Republic has to pay back to the 

EU budget due to infringements of EU funding rules by general government entities. The 
overall negative effect of these corrections on the public balance is estimated at EUR 257 
million between 2013 and 2015. In 2013, the corrections totalled EUR 124.5 million.  
 
Reflects principle(s): 1, 2 
Such corrections to EU-provided funding occur every year, but the present corrections are 
expected to have a significant impact on the general government balance, likely to be 
distributed over a three year period. In addition, the corrections are related to a particular 
infringement of EU rules which will probably not recur in the nearest future.  
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10. Debt takeover for healthcare facilities – In 2011-2012, the general government deficits 
included higher debts of hospitals than they actually recorded themselves, translating into 
a worse financial performance of the general government in 2011 and 2012. On the other 
hand, the 2013 general government balance was “improved” by the incorrectly recorded 
amount of debts incurred by hospitals in the previous years, in the amount of EUR 93.8 
million.  

 
Reflects principle(s): 2, 3, 9 
The assumption of past debts of health care facilities falls within the “nature of transaction” 
principle under which the CBR records changes in the general government balance, including 
the resolution/remission of past debts.  

 
Tab 27: Impact of takeover of debt of healthcare facilities on the GG deficit (mill. €) 

  2011 2012 2013 

1. liabilities included in the debt according to ESA95 (impact on deficit) 100.1 130.0 18.5 

2. liabilities recorded by Ministry of Healthcare (impact on deficit) 67.2 69.2 112.3 

3. difference in liabilities (one-offs) (1-2) -33.0 -60.8 93.8 

impact on debt of GG (cum. from l.3) -33.0 -93.8 0.0 

 
Source: MF SR 
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Annex 4 – Approach to the preparation of baseline scenario 
 

The definition contained in the applicable legislation allows for the application of several 
approaches to the preparation of a baseline scenario. However, the purpose is to prepare 
a baseline scenario containing transparent assumptions that remain unchanged over time. Only 
then can the results be readily compared. Equally, the scenario must be prepared using data 
subject to independent assessment (e.g., by the Macroeconomic Forecasting Committee and/or 
the Tax Revenue Forecasting Committee, data supplied by the Statistical Office of the Slovak 
Republic), and/or data which are embedded in the applicable legislation. The aim is to avoid 
using assumptions that may also contain effects of economic policy measures, such as 
assumptions used in the preparation of general government budget. The basic approach to the 
preparation of a baseline scenario is included in this Annex, a detailed calculation of the baseline 
scenario, including the set rules, is published on web site www.rozpoctovarada.sk. 
 

The projection85 is prepared for a period of the next 50 years in accordance with the definition 
of the long-term sustainability contained in the Fiscal Responsibility Act. Given the different 
levels of detail of available macroeconomic and demographic development assumptions in 
Slovakia, the projection can be divided into two parts, with their consistent linking being an 
underlying prerequisite: 
 

 medium-term part - more detailed economic development assumptions are available 
for the period covering the first four years of the projection (a time period identical to 
the period covered by the general government budget), enabling more detailed forecasts of 
individual general government revenue and expenditure items (e.g., taxes, wage costs, 
operating costs); 

 long-term part - more simplified rules can be applied for the period covering the 
subsequent years (year 5 to 50). The projection in this part of the scenario concentrates 
more on the development in items that have the most significant effects on the public 
balance over the long term, such as the effects of population ageing on public finance. They 
are so-called implicit and contingent liabilities. 

 

The baseline scenario definition is clear-cut with respect to changes in legislation. The baseline 
scenario should not reflect any future legislative changes, that is, changes that were not in 
force at the date of preparation of the baseline scenario.  
 

However, for a number of items, their development does not depend on applicable legislation; 
they are directly subject to government decisions, either on a regular basis (wage, 
operating/overhead and capital expenditures), or less regularly (some of the social security 
expenditures). The government can freeze wages or index benefits depending on inflation in the 
medium term, but such a scenario is very unlikely over the long term86. In those cases, rules 

need be set and direct interventions and/or inactivity of the government ignored.  

                                                 
85 Given that this is one of the possible scenarios, not the most likely one, for public finance development over 

a relatively long time horizon, the term ‘projection’ is further used in the text. The term ‘forecast’ is usually used 
to refer to the most likely scenario. 

86 In these particular cases, it could result in discouraging people to seek employment in the public sector, or in 
a deterioration in the relative living standard of beneficiaries (recipients of benefits). Simply put, a slower growth 
in wages in the public sector compared to that in the private sector would increase people’s motivation to get jobs 
in the private sector. Inflation-linked indexation of benefits would preserve their purchasing power over time, but 
its share in an average wage would decrease, i.e., the beneficiaries would be poorer than the others.  
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In the medium run, the development in items that are subject to government’s decision-making 
should be linked to legislation if they are related items (some types of social benefits) or to the 
most appropriate macroeconomic indicator derived from customary practices and past 
experience with the given item (linking operational expenditure development to inflation, which 
would give a uniform volume of expenditures on goods and services over time). In the long run, 
assumptions concerning the development in those items need also be considered from the point 
of view of their possible distributive effects. 
 
When constructing a baseline scenario, the rules concerning the development in revenue 
and expenditure are defined independently; the assumption of their mutual 
interconnection should apply in justified cases only (e.g., EU grants, social contributions 
paid by state). 
 

The aim is to incorporate the legislation in force in the baseline scenario to the largest 
possible extent, which is especially necessary in the case of major public balance items 
(tax revenues and social contributions, social security expenditures that are modelled in the long 
run). 
 

A time aspect of the applicable legislation is also important. A government’s term in office 
is limited in time, while the government may adopt legislative changes that extend far beyond 
this time limit and anticipate unlikely developments. For example, it is unrealistic to think of a 
change which would reduce pensions by 80 % from 2030 onwards. Changes extending beyond 
the government’s term are incorporated in the baseline scenario only partially, or, in 
extreme cases, they are not incorporated at all.  
 

Tab 28: Definition of the baseline scenario 

   

Long-term forecast of general 
government revenues and expenditures 

 - period of next 50 years 
 - two parts of the projection (medium-term and long-term) 

with different levels of detail of the available assumptions 

Reflecting the future economic and 
demographic developments 

 - no direct or indirect intervention of the government 
 - linking to the development of macroeconomic and 

demographic indicators: in the medium run also based on 
legislation and customary practice, in the long run 
distributive effects need to be considered 

 - taking into account interlinkages between revenue and 
expenditure items only in well-founded cases 

Reflecting the actual legislative 
framework in the Slovak Republic 

 - in the case of major items legislation in force should be 
reflected, in other cases effective legislation is sufficient 

 - reflecting the state of legislation at the end of the period when 
the final data are available 

 - penalisation of legislation effective only after the end of the 
government term 

Including the implicit and contingent 
liabilities of the general government 

 - possibility of a reliable projection 
 - conservative approach to inclusion of liabilities (primarily 

those with overall negative impact) 

 Source: CBR 
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Annex 5 – Contingent liabilities 
 
In addition to the explicit present debt, future effects of population ageing, repayments of PPP 
projects or decommissioning of nuclear power plants (implicit debt), the general government 
also faces so-called contingent liabilities. They represent expenditures that are not included in 
the present gross and implicit debt, but for which there is a certain degree of likelihood that they 
will occur in the future. They involve, for example, possible costs of lost legal disputes, or the 
calling of financial guarantees granted by the state. Under ideal conditions, reserves should be 
created to cover such unexpected expenditures. In the worst case, these liabilities should at least 
be carefully monitored. 
 
In its 2012 Summary Annual Report (Súhrnná výročná správa za rok 2012), the Slovak Finance 
Ministry quantified contingent liabilities at EUR 8.1 billion (11.3 % of GDP) as at 31 December 
2012 (more recent data are not available). 
 
The largest item included under contingent liabilities, in the amount EUR 5.1 billion (over 60 % 
of total contingent liabilities), is recorded in connection with the European Stability Mechanism, 
and represents Slovakia’s stake in the equity of this facility in the form of shares payable on 
demand. This is followed by contingent liabilities held by the National Property Fund arising 
from privatisation87 and legal disputes in the total amount of EUR 1.4 billion (17 % of the total). 
Contingent liabilities amounting to EUR 1.1 billion (13 % of the total) relate to Slovakia’s 
membership in international banks and agencies. 
 
In addition to liabilities identified in financial accounts, other potential risks also exist:  
 

 Other legal disputes between shareholders of health insurance companies and the 
National Council of the Slovak Republic held before Slovak courts are worth EUR 688 
million in total. Other legal disputes recorded in the National Council’s accounts amount 
to EUR 36 million. 

 Additional contingent liabilities come from the government guarantees in the national 
banking system provided through the Deposit Protection Fund. The government 
guarantee currently applies to deposits of up to EUR 100,000. At the end of 2013, such 
deposits amounted to EUR 26.86 billion, covering protected deposits held by 13 banks 
that participate in the deposit protection scheme in Slovakia88. The most recent financial 
stability report prepared by the National Bank of Slovakia (NBS) as at November 2013 
observes that “the good health of the banking sector as a whole is currently one of the 
most important factors behind the relatively good resilience of the Slovak economy to 
external shocks”. 
 

  

                                                 
87 Pursuant to §15(4) of Act No. 92/1991 Coll. on the conditions of transfer of state assets to third persons. 
88 With effect from 1 December 2013, UniCredit Bank Slovakia a.s. transformed into a branch of Czech bank 

UniCredit Bank Czech Republic and Slovakia, a.s.; it means that the deposits kept in the bank branch are since 
then protected under the Czech deposit protection scheme. Therefore, the volume of protected deposits is lower 
than a year before. 

http://www.finance.gov.sk/Components/CategoryDocuments/s_LoadDocument.aspx?categoryId=8800&documentId=10707
http://www.nbs.sk/_img/Documents/ZAKLNBS/PUBLIK/SFS/protected/SFS_112013.pdf
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Tab 29: Contingent liabilities of the public sector 
Entities                                  
(according to 
the annual 
report) 

Liability 

2011 2012 2013 

(mill.€) 
(% of 
GDP) 

(mill.€) 
(% of 
GDP) 

(mill.€) 
(% of 
GDP) 

MF SR 

European Stability Mechanism - - 5 109 7.2 NA 

EIB membership - - 574 0.8 NA 

IBRD membership  - - 351 0.5 NA 

EBRD membership 101 0.1 101 0.1 NA 

CoE DB membership 17 0.0 17 0.0 NA 

IBEC membership - - 15 0.0 NA 

MIGA membership - - 3 0.0 NA 

arbitration with shareholders of ZP 
Union, a.s. 

65 0.1 25 0.0 NA 

arbitration with shareholders of 
former ZP Apollo, a.s. 

131 0.2 131 0.2 NA 

arbitration with U.S. Steel Košice 
shareholders 

- - 257 0.4 NA 

SLF 
unsettled restitution claims 0 0.0 0 0.0 NA 

legal disputes 96 0.1 112 0.2 NA 

NPF 

guarantees according to para. 15 of act 
no. 92/1991 

855 1.2 855 1.2 NA 

legal disputes 405 0.6 506 0.7 NA 

guarantees 9 0.0 - - NA 

Municipalities - - 9 0.0 NA 

Self-governing regions 3 0.0 2 0.0 NA 

Budgetary and semi-budgetary organizations of the 
state budget (excluding MF SR) 

- - 28 0.0 NA 

Radio and Television Slovakia 1 0.0 - - NA 

Other entities  Liability 
2011 2012 2013 

(mill.€) 
(% of 
GDP) 

(mill.€) 
(% of 
GDP) 

(mill.€) 
(% of 
GDP) 

DPF insured deposits  NA 26 889 37.8 26 856 37.2 

NC SR 

dispute with MCH-Medical Care 
Holding 

NA 30 0.0 30 0.0 

dispute with HICCE a Dôvera Holding 
(act on health insurance companies) 

NA 222 0.3 527 0.7 

HICCE and Dôvera Holding - Interests NA 351 0.5 -  
dispute with European America 
Invest.Bank – AG (act on health 
insurance companies) 

NA   131 0.2 

dispute with MEGACOM  
(postal services act) 

NA   22 0.0 

other NA   14 0.0 

Total   1 683 2.4 35 587 50.1 27 581 38.2 

   Source: MF SR, NC SR, DPF, CBR 
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Annex 6 – Baseline scenario based on 2012 - revision  
 
After the revision of the 2012 baseline scenario, improvements have been seen in the long-term 
sustainability indicator. GAP fell from 4.3 % to 4.0 % of GDP. 
 
Main reasons behind the positive development are: 

 revision of the medium-term no-policy-change scenario (better starting position); 

 incorporation of new long-term projections on health care expenditures. 

 
Detrioration, i.e., a rise in GAP, is attributable: 

 updates to long-term projections on pension system expenditures; 

 a change in time series of gross domestic product in the medium-term part of the 
baseline scenario, subsequently reflected in the long-term projection, as well. 

 
Tab 30: Baseline scenario of the long-term sustainability of public finances - year 2012 (% GDP) 
    Medium-term scenario Long-term projections 

  2012* 2013 2014 2015 2016 2020 2030 2040 2050 2062 

Total revenues 33.1 35.4 34.5 34.0 33.4 33.3 33.2 33.3 33.5 33.5 

Tax revenues 15.2 16.1 15.6 15.4 15.2 15.2 15.2 15.2 15.2 15.2 

Social and health sec. contributions 12.7 13.8 13.7 13.7 13.6 13.5 13.5 13.7 13.9 14.0 

- Fully funded pillar including 13.4 14.1 14.0 14.0 13.9 13.9 13.9 13.9 13.9 13.9 

- Soc. security of armed forces 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.3 

- Shortfall of fully funded pillar  -0.9 -0.5 -0.5 -0.5 -0.5 -0.6 -0.6 -0.4 -0.2 -0.2 

Grants and transfers 2.5 3.0 2.7 2.6 2.3 2.3 2.3 2.3 2.3 2.3 

Non-tax revenues 2.6 2.6 2.5 2.4 2.4 2.3 2.2 2.1 2.0 2.0 

- Other non-tax revenues 1.6 1.5 1.5 1.4 1.3 1.3 1.3 1.3 1.3 1.3 

- Property income 0.9 0.9 0.8 0.8 0.8 0.8 0.8 0.7 0.7 0.7 

- Contributions to NNF 0.2 0.2 0.2 0.2 0.2 0.2 0.1 0.1 0.0 0.0 

Total expenditures 38.1 38.9 38.9 38.6 37.9 38.2 40.3 43.3 48.3 55.4 

Primary expenditures 36.3 36.9 36.9 36.6 35.9 35.7 35.9 36.8 38.3 39.3 

Fixed 18.2 18.3 18.2 17.9 17.3 17.3 17.3 17.3 17.3 17.3 

Sensitive to population ageing 17.9 18.3 18.4 18.4 18.3 18.2 18.4 19.3 21.0 22.0 

            - Old-age and disability pensions 8.1 8.4 8.5 8.4 8.4 8.2 8.1 9.0 10.2 10.8 

            - Armed forces 0.4 0.4 0.4 0.4 0.4 0.5 0.5 0.5 0.6 0.7 

            - Healthcare 5.0 5.1 5.1 5.1 5.2 5.3 5.8 5.9 6.1 6.4 

            - Long-term care 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.5 0.6 0.7 

            - Education 3.9 3.9 3.9 3.8 3.7 3.7 3.5 3.2 3.3 3.3 

            - Unemployment benefits 0.2 0.3 0.3 0.2 0.2 0.2 0.1 0.1 0.1 0.1 

Decommissioning of nuclear plants 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

PPP projects 0.1 0.2 0.2 0.2 0.2 0.1 0.1 0.0 0.0 0.0 

CARGO 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Transfers to political parties 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Interest payments 1.8 2.0 2.0 2.0 2.1 2.5 4.4 6.6 10.0 16.1 

Balance of GG -5.0 -3.5 -4.4 -4.5 -4.5 -4.8 -7.1 -10.0 -14.9 -21.9 

Primary balance of GG -3.2 -1.5 -2.4 -2.5 -2.4 -2.3 -2.7 -3.4 -4.9 -5.8 

GG Debt 52.7 55.2 57.8 59.8 61.2 66.7 91.6 136.2 206.7 330.9 

* net of one-offs        Source: CBR 
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Annex 7 – Simple panel/pooled regression model for yield 
spreads on government bonds - V4 countries 

 
The model explains the development in interest rate spreads on government bonds (risk 
premium) depending on the debt-to-GDP ratio and the current account balance-to-GDP ratio 
jointly on the data of V4 countries (Eurostat). The dynamics of changes in the risk premium is 
captured by its inclusion among explanatory variables with a lag of two observations. The 
explanatory variables are statistically significant at the 5-percent significance level (see t-Statistic 
and F-statistic), except for the constant that has no economic implication and significant effect 
on the dependent variable. The determination coefficient is approximately 93%. The Durbin-
Watson statistic hints at mutual non-correlation of random components (with standard 
division). Lagged explanatory variables were used as instruments (for correlation with an 
explained variable) in the estimate. 
Basic equation (c – constant, β – estimated parameter, i – country, t – time): 
  

𝒚𝒊𝒆𝒍𝒅𝒊,𝒕 = 𝒄 + 𝜷𝟏𝒈𝒅𝒆𝒃𝒕𝒊,𝒕
𝟐 + 𝜷𝟐𝒄𝒂𝒊,𝒕 + 𝜷𝟑𝒚𝒊𝒆𝒍𝒅𝒊,𝒕−𝟏 + 𝜷𝟒𝒚𝒊𝒆𝒍𝒅𝒊,𝒕−𝟐 + 𝜺𝒊,𝒕 

Variables: YIELD_? - yield spread on government bonds of V4 countries and Germany; C – 
constant; GDEBT_? – government debt in % of GDP; CA_? – current account in % of GDP (net 
of transfers). Countries (symbol “?”): Czech Republic, Hungary, Poland, Slovakia. 
 
Standard model output (EViews): 

Dependent Variable: YIELD_?  

Method: Pooled IV/Two-stage Least Squares 

Sample (adjusted): 2000Q4 2013Q3  

Included observations: 52 after adjustments 

Cross-sections included: 4   

Total pool (unbalanced) observations: 199 

Instrument specification: C  @PERINST GDEBT_?(-1) CA_?(-1) 
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -9.69E-05 0.000597 -0.162292 0.8712 

GDEBT_?^2 0.025177 0.003997 6.299678 0.0000 

CA_? -0.021197 0.009858 -2.150162 0.0328 

YIELD_?(-1) 1.144374 0.073101 15.65462 0.0000 

YIELD_?(-2) -0.435213 0.070903 -6.138131 0.0000 
     
     

R-squared 0.926641     Mean dependent var 0.021402 

Adjusted R-squared 0.925128     S.D. dependent var 0.016358 

S.E. of regression 0.004476     Sum squared resid 0.003887 

F-statistic 247.6313     Durbin-Watson stat 2.084061 

Prob(F-statistic) 0.000000     Second-Stage SSR 0.008678 

Instrument rank 102    
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