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SLOVAKIA | MACRO OUTLOOK

Solid domestic demand boosting the economy
Household consumption-driven economic growth
ECB: next interest rate cut in October
Consolidation remains in focus
Weaker dollar expected

Economy (%) 2024e 2025e 2026e
GDP (real, y/y) 2.2 2.5 n.a.
Unempl. Rate 5.5 5.4 n.a.
CPI (y/y) 2.8 3.3 n.a.
Retail Sales (y/y) 3.0 2.0 n.a.
Ind. Prod. (y/y) 4.0 5.0 n.a.
Public Debt/GDP 58.2 59.7 n.a.
Source: Erste Group Research

Market Spot 24Q4 25Q1 25Q2
ECB Target R. 3.65 3.15 2.90 2.65
3M Euribor 3.47 3.09 2.86 2.64
EUR/USD 1.11 1.13 1.14 1.14
10Y Bond (%)* 3.28 3.45 3.40 3.40
Source: FactSet, Erste Group Research

Rating Current Outlook
Moodys A2 neg
S&P A+ stable
Fitch A- stable
Source: Erste Group Research

General 2024
Population mn 5.5
GDP/Capita EUR 23,982
Source: Erste Group Research

Spot Rates as of:
13th Sep. 2024

All Research on Slovakia:
erstegroup.com/research

Analysts:
Matej Hornak
hornak.matej1@slsp.sk

Maria Valachyova
valachyova.maria@slsp.sk
+421 2 4862 4185

Rainer Singer (Eurozone)
+43 (0)5 0100 17331
rainer.singer@erstegroup.com

Note:
*Information on past performance is not a
reliable indicator for future performance.
Forecasts are not a reliable indicator for
future performance.

Economic activity showed a strong performance in the first half of the year.
After robust growth in 1Q, the second quarter posted y/y GDP growth of
1.9%. This was mainly driven by domestic demand, particularly household
consumption, as household budgets recovered from a prolonged period of
elevated inflation. For the rest of the year, household spending is expected
to further support growth, alongside investments spurred by NextGen funds.
A rebound in foreign economies, anticipated in 2025, could boost activity,
especially in Slovakia's industrial sector. GDP growth is projected to reach
2.2% this year.

The disinflation period in Slovakia has ended, as the y/y inflation rate started
rising again, due to the fading base effect. Core inflationary pressures
persist in the economy, largely driven by a strong labor market. Inflation is
expected to average around 3% this year. Slovakia anticipates the long-
discussed consolidation plan from 2025, with the Ministry of Finance facing
the challenge of addressing both the current deficit and new expenditure
measures proposed by coalition parties. Consequently, the total
consolidation could amount to EUR 2.6bn. Additionally, potential rule of law
violations could jeopardize EU funds.
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GDP
Household consumption-driven economic growth
This year began with relatively strong economic momentum, continuing on
a growth trajectory in the second quarter. A rebound in household
consumption, supported by a strong labor market and wage growth, could
be the most important factor driving economic growth this year.
Government consumption also surprised, increasing at a strong rate.
However, investment activity grew at its weakest level since 2Q22,
indicating that the impact of the previous EU funds programming period
has been fading. A visible rebound in foreign trade will come with rising
activity in the big foreign economies.

The labor market in Slovakia remains resilient. The unemployment rate
dropped to 5.2%, one of the best figures in the country’s history. Although
the pace of wage growth slowed and fell below expectations, the rate
(above 7% y/y) remains relatively high, supporting strong real wage growth.
Households feel more secure, which has improved their confidence. For
2024, we forecast GDP growth to reach 2.2%, with a slight acceleration
expected in 2025.
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Annual 2022 2023 2024e 2025e 2026e
GDP real 1.9% 1.6% 2.2% 2.5% n.a.
CPI (y/y) 12.8% 10.5% 2.8% 3.3% n.a.
Private Consumption 6.3% -3.1% 3.0% 2.0% n.a.
Source: Erste Group Research
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Inflation
Inflation driven by goods and services
Inflation has slowed significantly since the beginning of the year, mainly
due to strong government regulation, which has kept energy prices for
households at the same levels as in 2023. As the base effect fades, the
inflation rate has been rising again, approaching 3% in 3Q24. Core
inflationary pressures persist in the economy, driven by factors such as low
unemployment and robust nominal wage growth. On the other hand,
households are using higher wages to replenish their savings, which has an
anti-inflationary effect. On average, price growth could reach 2.8% y/y in
2024.

ECB Monetary Policy
ECB: next interest rate cut in October
As expected, the ECB Governing Council decided to cut the deposit rate by
25 basis points to 3.50% at its meeting in September. The forecast for core
inflation was raised slightly, while ECB economists continue to expect the
core rate to fall rapidly from 2025. Leading data (including wage growth)
give the ECB confidence that services inflation will lose momentum in 2025.
We expect economic data to confirm disinflation and thus allow the ECB to
make the next rate cut in October, which should be followed by a further
rate cut of 25 basis points in December.

Eurozone Short Term Yields
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Source: FactSet, Erste Group Research

Market (%) Spot 24Q4 25Q1 25Q2 25Q3
Target Rate 3.65 3.15 2.90 2.65 2.40
3M Rate 3.47 3.09 2.86 2.64 2.40
Source: FactSet, Erste Group Research
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Bond Yields
Consolidation remains in focus
The status quo remained unchanged after evaluations by major rating
agencies in the first half of the year. The agencies have given themselves
and Slovakia time until the fall. The need for the consolidation of public
finances remains a prominent issue. Slovakia's rating is supported by its EU
and Eurozone membership, which underpins a relatively stable and credible
macroeconomic framework. There is still a possibility that EU funds will be
temporarily suspended by the European Commission.

The Debt and Liquidity Agency (ARDAL) has already covered more than
80% of expected financing needs. The continued easing of the ECB's
monetary policy should reduce pressure on the risk premium of
government bonds compared to German bonds. However, the threat of
suspended access to EU funds, which could result in lower economic
growth and a likely deterioration in ratings, may lead to a further widening
of spreads. We expect yields to remain elevated, around 110bp.

10Y Generic Govt. Bond Yield (%)
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Source: Refinitiv, Erste Group Research

Market Spot 24Q4 25Q1 25Q2 25Q3
10Y Bond* 3.28 3.45 3.40 3.40 3.35
Source: Refinitiv, Erste Group Research
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Euro
Weaker dollar expected
Weak US labor market data for July raised expectations of interest rate
cuts in the US and triggered a weakening of the dollar. In addition, recent
statements by the Fed Chairman contained clear indications of an interest
rate cut in the US in September. From the market's perspective, this heralds
the start of a series of US interest rate cuts. The speed will depend on the
incoming data. The labor market offers risks for a faster approach by the
central bank than the three interest rate cuts of 75 basis points in total that
we currently expect by the end of the year. The ECB will also cut interest
rates further. However, the momentum in the USA will be the main focus for
the markets. We expect a further slow weakening of the dollar.

EUR/USD
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Spot 24Q4 25Q1 25Q2 25Q3
EUR/USD 1.11 1.13 1.14 1.14 1.15
vs. Spot 1.8% 2.7% 2.7% 3.6%
Source: FactSet, Erste Group Research
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Politics
Slovakia scrutinized by EC
The ruling coalition, led by Robert Fico, continues to implement changes in
the functioning of the state and its institutions, many of which affect the
police, the justice system, or cultural organizations. Unsurprisingly, changes
of such a magnitude have come under the scrutiny of the European
Commission (EC). It is known that the government has previously held
discussions with the EC, but according to press reports, there is a
possibility that EU funds for Slovakia could be frozen, due to violations of
the rule of law.

Meanwhile, coalition parties are working on the budget proposal for the
coming year. Although the Ministry of Finance has already announced a
necessary consolidation of around EUR 1.5bn, Prime Minister Fico stated
that, due to new expenditures proposed for the next year, the consolidation
could reach up to EUR 2.6bn. Specific measures have not yet been
introduced, but potential actions being discussed include a higher VAT
(excluding basic food products) or a tax on financial transactions for legal
entities.

Parliament Seats

28 %

21 % 18 %
11 %

8 %
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7 %

SMER - Social Democracy | left
Progressive Slovakia | liberal
Voice | left
Ordinary People and Independent Personalities | centre-right
Christian Democratic Movement | centre-right
SaS - Freedom and Solidarity | right
Slovak National Party | far left

Source: Erste Group Research

Last Election:
2023, September

Next Election:
2027, September
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Sustainable Development Goals
Slovakia on its way to sustainable development
Compared to the EU, Slovakia ranks among the less successful countries in
terms of meeting the sustainable development goals (SDGs). For two thirds
of the goals, Slovakia’s performance is below the EU average however, the
good news is that progress has been made on almost all SDGs. The only
exception is the goal of Affordable and Clean Energy. In the upcoming
years, the most significant challenges will be the targets associated with
the aforementioned Available and Clean Energy as well as areas such as
Quality of Education, or Peace, Justice and Strong Institutions.

Progress Overview

Source: Erste Group Research

Progress Overview

Source: Erste Group Research
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Forecasts
Annual 2018 2019 2020 2021 2022 2023 2024e 2025e 2026e
Real GDP growth 4.0 2.5 -3.3 4.8 1.9 1.6 2.2 2.5 n.a.
Inflation (CPI, avg) 2.5 2.7 1.9 3.2 12.8 10.5 2.8 3.3 n.a.
Unemployment rate (avg) 6.5 5.8 6.7 6.8 6.1 5.8 5.5 5.4 n.a.

Retail sales growth 3.6 -1.4 -1.1 1.4 4.3 -4.5 3.0 2.0 n.a.
Industrial output growth 4.3 0.5 -9.1 10.4 -4.7 -0.5 4.0 5.0 n.a.

Private consumption growth 4.2 2.6 -1.1 2.6 6.3 -3.1 3.0 2.0 n.a.
Fixed capital formation growth 2.8 6.7 -10.9 3.5 5.2 10.5 1.0 5.6 n.a.

Percent of GDP
Trade balance 0.8 0.1 2.1 0.2 -5.2 1.8 1.8 1.6 n.a.
Current account balance -2.2 -3.3 0.6 -4.0 -7.3 -1.6 -0.6 -0.2 n.a.
Foreign direct investment 1.6 2.4 -2.3 1.5 2.5 3.3 2.7 1.8 n.a.
Budget balance -1.0 -1.2 -5.3 -5.2 -1.7 -4.9 -6.0 -5.0 n.a.
Public debt 49.4 48.0 58.8 61.1 57.7 56.0 58.2 59.7 n.a.
External debt, gross 114.5 112.3 118.7 132.7 103.0 96.0 83.4 n.a. n.a.

(percent)
10Y Yield (average)* 0.86 0.28 0.00 -0.15 2.05 3.62 3.65 3.80 n.a.
Source: Erste Group Research
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Disclaimer 
This investment research (the "Document") has been prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with
consolidated subsidiaries "Erste Group") independently and objectively for the purpose of providing additional economical information about the
analyzed company or companies. The Document is based on reasonable knowledge of Erste Group's analyst in charge of producing the Document as
of the date thereof and may be amended from time to time. It only serves for the purpose of providing non-binding information and does not
constitute investment advice or marketing communication. This Document does not constitute or form part of, and should not be construed as, an
offer, recommendation or invitation to subscribe for or purchase any financial or connected financial instrument, and neither this Document nor
anything contained herein shall form the basis of or be relied on in connection with or act as an inducement to enter into any contract or inclusion of a
financial or connected financial instrument in a trading strategy. The document is also not a prospectus in the sense of the Regulation (EU) 2017/1129,
Austrian Capital Market Act 2019 or comparable legal provisions. All information, analysis and conclusions provided herein are of general nature. This
Document does not purport to provide a comprehensive overview about any investment, the potential risks and results nor does this Document take
into account any individual needs of an investor (the "Investor") in relation to proceeds, tax aspects, risk awareness and appropriateness of the
financial instrument or connected financial instruments. Therefore, this Document does not replace any investor- and investment-related evaluation
nor any comprehensive risk disclosure; any financial instrument has a different risk level. Performance charts and example calculations do not provide
any indication for future performance of a financial instrument resp. connected financial instruments. Information about past performance does not
necessarily guarantee a positive development in the future and investments in financial instruments incl. connected financial instruments can be of
risk and speculative nature. All projections, forecasts and price targets are clearly and prominently labelled as such, and the material assumptions
made in producing or using them are indicated. Forecasts of future developments are based purely on estimates and assumptions. Actual future
developments may differ from the forecast. Forecasts are therefore not a reliable indicator of future results and developments. The weaker the
Company's credit-worthiness is, the higher the risk of an investment will be. Not every investment is suitable for every investor. Neither this
document nor any of its components form the basis of any contract or commitment whatsoever. Therefore, Investors shall consult their advisors (in
particular legal and tax advisors) prior to taking any investment decision to ensure that – irrespective of information provided herein – an intended
transaction of a financial or connected financial instrument is appropriate for the Investor's needs and intention, that the Investor has understood all
risks and that, after due examination, the Investor has concluded to make the investment and is in a position to bear the economical outcome of such
investment. Investors are referred, for instance, to the suitability test according to the Austrian Securities Act 2018 and are advised to mind the client
information pursuant to the Austrian Securities Supervision Act 2018. The performance of an investment is reduced by commissions, fees and other
charges that depend on the individual circumstances of the investor. As a result of currency fluctuations, the investment result may increase or
decrease. Investment research is produced by Erste Group Research within the framework provided by applicable laws. The opinions featured in the
equity and credit research reports may vary. Investors in equities may pursue different interests compared to those of investors on the credit side,
related to the same issuer. The analyst has no authority whatsoever to make any representation or warranty on behalf of the analyzed company resp.
issuer, Erste Group, one of its companies, or any other person. Care is taken, that all substantially material sources of information are clearly and
prominently indicated. While all reasonable care has been taken to ensure that the facts stated herein are accurate and that the forecasts, opinions
and expectations contained herein are fair and reasonable, Erste Group (including its representatives and employees) neither expressly nor tacitly
makes any guarantee as to or assumes any liability for the up-to-dateness, completeness and correctness of the content of this Document. Neither
Erste Group nor any of its respective managing directors, supervisory board members, executive board members, directors, officers or other
employees shall be in any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit)
howsoever arising from the use of or reliance on this Document. Erste Group as well as representatives and employees principally may, to the extent
permitted by law, have a position in stated financial instruments resp. connected financial instruments and may provide trading support or otherwise
engage in transactions involving these financial instruments and/or connected financial instruments. Further, Erste Group as well as representatives
and employees may principally offer investment services to, or may take over management function in a company or issuer referred to in this
Document. This Document has been produced in line with Austrian law and for the territory of Austria. Forwarding this Document as well as marketing
of financial instruments resp. connected financial instruments described herein are restricted or interdicted in certain jurisdictions. This, inter alia,
applies to the United States, Canada, Australia, Switzerland, Korea and Japan. In particular, neither this Document nor any copy hereof may be taken
or transmitted or distributed, directly or indirectly, into the United States or to US Persons (as defined in the U.S. Securities Act of 1933, as amended)
unless applicable laws of the United States or certain federal states of the United States provide for applicable exemptions. Any failure to comply
with these restrictions may constitute a violation of the laws of any such other jurisdiction. Persons receiving possession of this Document are
obliged to inform themselves about any such restrictions and to adhere to them. By accepting this Document, the recipient agrees to be bound by the
foregoing limitations and to adhere to applicable regulations. The document may not be reproduced or redistributed to other persons without the
consent of Erste Group. Further information may be provided by Erste Group upon request. This Document and information, analysis, comments and
conclusions provided herein are copyrighted material. Erste Group reserves the right to amend any opinion and information provided herein at any
time and without prior notice. Erste Group further reserves the right not to update any information provided herein or to cease updates at all.
Misprints and printing errors reserved.
Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European Parliament and of the
Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any assessment of the issuers creditworthiness
does not represent a credit rating pursuant to the Credit Rating Agencies Regulation. Interpretations and analysis of the current or future
development of credit ratings are based upon existing credit rating documents only and shall not be considered as a credit rating itself.
If one of the clauses provided for in this disclaimer is found to be illicit, inapplicable or not enforceable, the clause has to be treated separately from
other clauses provided for in this disclaimer to the largest extent possible. In any case, the illicit, inapplicable or not enforceable clause shall not
affect the licitness, applicability or enforceability of any other clauses.
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Important disclosures
THIS DOCUMENT MAY NOT BE BROUGHT INTO THE UNITED STATES OF AMERICA, CANADA, SWITZERLAND, AUSTRALIA, KOREA OR JAPAN, TO
ANY PERSON WHO IS A CITIZEN OF THOSE STATES, OR SENT OR DISTRIBUTED TO ANY MEDIA IN ANY OF THOSE STATES.
General disclosures
All recommendations given by Erste Group Research are independent, objective and are based on the latest company, industry and other general
information publicly available which Erste Group Research considers being reliable; however, Erste Group does not represent or assume any liability
for the completeness of accuracy of such information or its recommendation. The best possible care and integrity is used to avoid errors and/or
misstatements. No influence on the rating and/or target price is being exerted by either the covered company or other internal departments of Erste
Group. Each research drawn up by an analyst is reviewed by a senior research executive or agreed with a senior analyst/deputy (4-eyes-principle).
Erste Group has implemented thorough Compliance Rules on personal account dealings of analysts (please see “Conflicts of Interest”). Analysts are
not allowed to involve themselves in any paid activities with the covered companies except as disclosed otherwise. No part of their compensation
was, is, or will be directly or indirectly related to the specific recommendation(s) or views expressed by them contained in this document. Erste Group
may engage in transactions with financial instruments, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this
research report. In addition, others within Erste Group, including strategists and sales staff, may take a view that is inconsistent with that taken in this
research report.
Conflicts of interest
Erste Group Bank AG ensures with internal policies that conflicts of interest are managed in a fair and reasonable manner. The policy „Managing
Conflict of Interest in connection with Investment Research“ is provided under the following 
link: 
https://www.erstegroup.com/content/dam/at/eh/www_erstegroup_com/en/research/documents/legal/Managing_Conflicts_of_Interest_
-_Umgang_mit_IK.pdf.
Disclosures of potential conflicts of interest relating to Erste Group Bank AG and affiliated companies as well as relevant employees and
representatives with respect to the issuer(s) resp. financial instruments are updated daily. An overview of conflicts of interest for all analysed
companies by Erste Group Research is provided under the following link: Disclosure | Erste Group Bank AG.
The distribution of all recommendations and the distribution of recommendations in relation to which investment services have been provided is
available under the following
link: 
https://www.erstegroup.com/content/dam/at/eh/www_erstegroup_com/en/research/documents/legal/Recommendations_Distribution.
pdf.
A history of all recommendations within the last 12 months is provided under the following link: Research Disclaimer | Erste Group Bank AG.
Valuation and methodology
Detailed information about the valuation and methodology of investment research by the Erste Group Bank AG is provided under the following
link: 
https://www.erstegroup.com/content/dam/at/eh/www_erstegroup_com/en/research/documents/legal/Bewertungsmethoden_and_Valu
ations.pdf.
All market prices within this publication are closing prices of the previous trading day (unless otherwise mentioned within the publication).
Planned frequency of updates for recommendations
Target prices or recommendations for financial instruments are meant to be 12 month target prices or equivalent recommendations (except if other
validity period is stipulated) starting from the date of the publication. Target prices and recommendations are reviewed usually upon release of
quarterly reports, or whenever circumstances require (e.g. company updates, ad-hoc publications, etc.).
Periodical publications are identified by their respective product name and indicate update frequency as such (e.g. Quarterly). Recommendations
mentioned within these publications are updated in an according frequency, unless otherwise mentioned (e.g. target price or recommendation is not
updated on a monthly base, even when mentioned in summarizing monthly/quarterly product).
If a recommendation change has been made in this publication, please see the following link for a detailed overview of the previous
recommendation(s): https://www.erstegroup.com/en/research/research-legal.
Links
Erste Group may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not imply that Erste
Group endorses, recommends or approves any material on the linked page or accessible from it. Erste Group does not accept responsibility
whatsoever for any such material, including in particular the completeness and accuracy, nor for any consequences of its use.
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Additional notes to readers in the following countries
Austria: Erste Group Bank AG is registered in the Commercial Register at Commercial Court Vienna under the number FN 33209m. Erste Group Bank
AG is authorized and regulated by the European Central Bank (ECB) (Sonnemannstraße 22, D-60314 Frankfurt am Main, Germany) and by the
Austrian Financial Market Authority (FMA) (Otto-Wagner Platz 5, A-1090, Vienna, Austria).
Germany: Erste Group Bank AG is authorised for the conduct of investment business in Germany by the Austrian Financial Market Authority (FMA)
and subject to limited regulation by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin).
United Kingdom (UK): Erste Group Bank AG is regulated for the conduct of investment business in the UK by the Financial Conduct Authority and the
Prudential Regulation Authority. This document is directed exclusively to eligible counterparties and professional clients. It is not directed to retail
clients. No persons other than an eligible counterparty or a professional client should read or rely on any information in this document. Erste Group
Bank AG does not deal for or advise or otherwise offer any investment services to retail clients.
Czech Republic: Česká spořitelna, a.s. is regulated for the conduct of investment activities in Czech Republic by the Czech National Bank (CNB).
Croatia: Erste Bank Croatia is regulated for the conduct of investment activities in Croatia by the Croatian Financial Services Supervisory Agency
(HANFA).
Hungary: Erste Bank Hungary ZRT. and Erste Investment Hungary Ltd. are regulated for the conduct of investment activities in Hungary by the
Hungarian Financial Supervisory Authority (PSZAF).
Serbia: Erste Group Bank AG is regulated for the conduct of investment activities in Serbia by the Securities Commission of the Republic of Serbia
(SCRS).
Romania: Banka Comerciala Romana is regulated for the conduct of investment activities in Romania by the Romanian National Securities
Commission (CNVM).
Poland: Erste Securities Polska S.A. is regulated for the conduct of investment activities in Poland by the Polish Financial Supervision Authority
(PFSA).
Slovakia: Slovenská sporiteľňa, a.s. is regulated for the conduct of investment activities in Slovakia by the National Bank of Slovakia (NBS).
Switzerland: This research report does not constitute a prospectus or similar communication in connection with an offering or listing of securities as
defined in Articles 652a, 752 and 1156 of the Swiss Code of Obligation and the listing rules of the SWX Swiss Exchange.
Hong Kong: This document may only be received in Hong Kong by ‘professional investors’ within the meaning of Schedule 1 of the Securities and
Futures Ordinance (Cap.571) of Hong Kong and any rules made there under.
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