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1 Country background 
In the 1945-1991 period Slovenia was one of the six republics of the Socialistic Federal Republic of Yugoslavia (SFRY). The SFRY (or the second Yugoslavia) separated from other European communist countries in the late 1940s politically and ideologically. Since the beginning of the 1950s until the country’s break away in the early 1990s it had been experimenting with a type of market socialism called self-management socialism. Private property and entrepreneurships were prohibited with the exception of certain small and marginal activities (e.g. small farming, handicrafts etc.). Consequently, social ownership led to quite an egalitarian income distribution. For various political and economic reasons the SFRY suffered a deep crisis in the 1980s and fell apart in the early 1990s.

In 1991, Slovenia declared its independence and became an internationally recognized state in the 1992. The transition from socialism to a democratic and pluralistic society with a capitalist market economy was a real revolution. It was some kind of an “undo” of the former socialist revolution after World War II. 

During the 1990s, there were lively discussions in the ex-socialist part of Europe about “shock” versus “gradualism” as regards the better way of transforming the previous regime into a normal pluralistic and capitalist system. Despite the different suggestions by international organizations and some known foreign economists, Slovenia leaned more towards a gradual transition, which turned out to be the better choice. But, at the same time, the relatively good starting position and solid progress in the 1994-2004 period further delayed the necessary economic reforms. After joining the EU in 2004 and a change in government there were high expectations of this wind of change and promises about greater efficiency, growth and international competitiveness through the further privatization of state enterprises, lowering the fiscal burden in general and on labor income in particular, and other measures. Yet the ambitious reforms promised during the electoral campaign have mainly been diluted and been further dampened during confrontation with unions and other interest groups. 
The transition period has brought more inequalities in the country. It has been the consequence of the overall restructuring of both the economy and society. The differences in personal income distribution grew as a consequence of higher returns on human capital investments, temporarily increased unemployment etc. Privatization and denationalization have reestablished the capitalist elite in the country. Some groups of privileged individuals have taken advantage of their personal and political connections along with legislative deficiencies to become quite wealthy. Many of these cases have added to the general sensation of rapidly increasing economic differences and memories about the “good old times” of egalitarianism. Yet empirical evidence shows that the bigger differences in income distribution from the first half of the 1990s somehow leveled off later and there has not been much by way of a further increase according to the latest available data (also see, for example, Stanovnik, Verbič, 2005, p. 63). In 2004, the Gini coefficient for Slovenia was 0.238, one of the lowest values among EU countries with only Sweden and Denmark having lower values (SORS, 2008).
Increased inequality in terms of gross income has been considerably and explicitly offset by progressive taxes and the contributions system, coupled with the implicit progressiveness of public system benefits. It seems there is still a strong psychological socialist inheritance. In many cases successful individuals rouse people’s sentiments about the legality and legitimacy of their businesses.  

This return from socialism to a capitalist market economy is also reflected in the current economic and social setting in Slovenia which is presented in the rest of section one, together with the demographic situation and trends. In section two the main results of the NTA methodology are described. What is most distinctive is the labor income age profile which starts to rise late, but falls first, compared to other countries. Section three concentrates on explaining the background of its shape, while section four concludes.
1.1 Economic setting
When it joined the European Union in 2004, Slovenia lay second behind Cyprus in the development ranking of the ten new member states of that time. GDP per capita (PPS) amounted to EUR 18,900 and represented 80.8 percent of the EU-25 average in 2005 (Key Figures, Eurostat, 2006, p. 15). The average yearly growth rate of GDP in the 1994‑2006 period was 4 percent. 
The implicit tax rate on labor was about 2 percentage points higher than the average of the EU-25 countries (37.8 versus 35.6 percent) in 2004. The composition of this tax shows a division into the following three categories: personal income tax (10%), employees’ contributions (about 14%), and employers’ contributions and payroll taxes (about 14%). The share of employees’ contributions is relatively high. There is no ceiling, which is a relatively unusual solution with a strong equalization effect compared to other EU countries. The tax reform that started in 2007 reduced the number of personal income tax categories from five to three, whereby the highest tax rate was lowered from 50 to 41 percent. The intention of the reform has been to alleviate the level and progressiveness of the labor tax burden so as to increase incentives to work on the supply side of the labor market. In addition, payroll tax will be abolished before the end of 2008, which should increase labor demand
. However, without a sufficient reduction of government expenditure, the current level of value added tax (general level of 20% and a reduced level of 8.5%) will probably need to be raised in the future. 

As a legacy the former system (socialism) many older people still expect that the state should take care of almost everything, rather than them being left on their own. These high requirements are close to the generous welfare state arrangements that some highly developed countries had provided. With the current relatively low employment rates and increasingly unfavorable demographic situation this is hard to support and will be even much harder in the future. 

The social norms of equality are strong in society and people are very sensitive to any increase in inequality. There have not even been many complaints about the individuals’ contributions without a ceiling. The country also has a high level of progressiveness on the transfer side. Beside the obvious categories with a social function, there are hidden social notes in other public sub-systems. For example, expenditures of the Institute for Pension and Disability Insurance (IPDI) in 2005 amounted to 13.2 percent of GDP. But old-age, disability and survivors’ pensions only represented about 9.9 percent. The difference covers other categories with a partially or exclusively social protection function. Let us just put to one side the state pensions which are a clear social category since they are paid to practically every citizen who is at least 65 years old and not eligible for any other form of pension. However, there are also implicit social transfers where the price of services depends on the material status. Kindergarten, for example, is practically free for those with low incomes but expensive for those with high incomes. 

Only 71.2% of pension expenditures in 2005 were covered by contributions from the workforce and some other minor categories of incomes, while the remaining 28.8% had to be covered directly by the central government, i.e. funds collected from taxes. 

1.2 Demographic situation and trends
According to the population register, Slovenia surpassed the two million population mark in 2005. The Slovenian population belongs to the modern demographic regime with low levels of fertility and mortality. This is a consequence of the demographic transition which was completed in the country at the end of the 1950s.

During the last decade Slovenia has entered a critical phase of its demographic development. In the 1997-2007 period, the natural population growth was positive in two years only and negative in the other nine years. The overall population growth was positive due to positive net migration. However, in the near future we can expect a population decline in Slovenia. It will be a consequence of the low fertility in the country seen since 1980 and the future continuation of the present very low level of fertility. The population of Slovenia will also gain a negative momentum in the next few decades. The tendency of a decline will be a consequence of the ever smaller number of women in the reproductive period. 
The fertility level was stable and slightly higher than the replacement level in the 1960s and 1970s in the country. In this period Slovenia was an example of not only a good but desirable population development with a beautiful population pyramid for the rest of the second Yugoslavia and for many other European countries as well. However, the ideal did not last very long. Fertility started to decline at the beginning of the 1980s and reached its lowest level in 1995. The total fertility rate (Tf) declined from 2.1 in 1980 to 1.29 in 1995 (RDDE, 2003, p. 70). Tf was lower than 1.3 (which is the lowest fertility mark) for a decade until 2006, when it reached 1.31. The population model with Slovenian fertility from 2003 (Tf = 1.2) would have the intrinsic rate of growth of -1.9%. It would diminish to half of the original size in 37 years.
Slovenian mortality trends have also been declining since the 1960s. However, it is good news in this case. Life expectancy at birth rose in the 1960/61-2006 period from 66.1 to 74.8 years for males and from 72.0 to 81.9 years for females. The progress was substantial and without periodic retardations as in many other ex-socialist countries in Europe. In 2006, 3.4 infants died per 1,000 live births. 

The country changed the nature of its migration in the 1960s. The traditional emigration country transformed about 40 years ago into a modern European immigration destination. For Slovenia, the most important was the Balkan South-East to North-West (im)migration stream. In the 1970-1990 period, all net migration flows between Slovenian and other federal parts of Yugoslavia were positive for the developed north-west Yugoslav republic (Malačič, 2000, 589). The new Balkan state borders have hindered the traditional immigration stream since 1991. However, it is still relatively dominant in spite of the fact that new immigrants from Balkan regions need residence and work permits. 

The development of all demographic processes in Slovenia is contributing considerably to population ageing in the country. According to the population census in 2002 14.7 percent of the population belonged to the age groups 65+. The two main causes of population ageing in Slovenia have been the very low level of fertility and declining mortality in the older (more or less in the age groups 40+) population. Population projections suggest that up until 2040 the share of the 65+ age groups will rise in the population to a level between 26.5 (high variant) and 29.4 percent (low variant) (Eurostat, 2005).
2 Age profiles for Slovenia
In this chapter we present selected age profiles we consider to be interesting or distinctive when compared with the results for other countries. The key micro-level database used in the analysis is the Consumer Expenditure Survey (CES) from 2004. To be precise, the data consist of values for three consecutive years (in our case 2003-2005), calculated to mid-year. Providing this “big CES”
 is a standard approach of the Statistical Office of the Republic of Slovenia to enlarge the number of observations – in 2004 11,303 individuals constituted 3,725 households. Besides data about expenditures at the household level, it also contains fairly detailed income data, for most of them at the individual level. Having income and expenditure data for the same individuals is a favorable property of the data enabling the provision of more accurate calculations of intrahousehold transfers. 
The key macro-level data source is the National Accounts
. However, various other sources were also used as provided by competent institutions and their bodies (Institute for Pension and Disability Insurance, Ministry of Finance, Health Insurance Institute of Slovenia etc.).
2.1 Public consumption 

Figure 1 reveals the well-known shape of large transfers to the younger population in the form of education and to the elderly population in the form of health and long‑term care. Although the separation of the latter two categories is difficult and often arbitrary in practice, we present them separately since the separation has been made recently in Slovenia for the purpose of constructing health accounts. Unfortunately, regarding long‑term care the data were only available for very broad age groups but the smoothing procedure allowed us to obtain an age profile similar to the age profiles for other European countries. For health expenditures, data by 5‑year age groups were available and by applying the smoothing procedure we transformed them into 1‑year age group profiles. 

Figure 1: Age profile of public consumption and its components
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Sources: Statistical Office of the Republic of Slovenia, Health Insurance Institute of Slovenia, Institute of Public Health of the Republic of Slovenia and others; own calculations. 
Interestingly, in the Slovenian case for the first year of age the data are available separately. They show that in the age of 0 year health expenditures are distinctively higher than in the following ages. For the other categories of government consumption (mainly collective expenditures) we assumed a uniform distribution across all age groups. 

2.2 Private consumption
Comparing the components of public consumption presented in Figure 1 and components of private consumption presented in Figure 2 reveals that education is only financed from private sources to a small extent. The share of private financing is somewhat larger for health expenditures, although it is predominately financed from public sources as well. 
Figure 2: Age profile of private consumption and its components
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Source: Consumer Expenditure Survey; own calculations.
Thus the majority of private consumption expenditures is represented by the category “other private expenditures”. Consumption is smaller in the lower age groups (until 20 years of age also because of the equivalence scale the) and after retirement. During working age consumption is relatively stable with an interesting hump in the late 20s years of age. Further analysis of its subcategories reveals that this peak represents expenditure on vehicles and expenditure on apartments (furniture etc.) whereby the former category peaks somewhat earlier than the latter one. This could be driven by the assumption that we do not treat purchases of durables as an investment (and taking only the gradual flow of services out of them as consumption), but as immediate consumption instead. However, it is interesting that this peak does not appear in other countries that use the same assumptions. A further investigation and more data is needed to ascertain whether this is a consequence of the random effect or a Slovenian peculiarity.
Figure 3 summarizes public and private consumption together and also adds the labor income profile. We can observe that private and public expenditures sum up to very stable consumption over the life-cycle. The exception is the childhood period with the very high consumption in the form of education. It prevails despite the lower private consumption than in other age groups according to the equivalence scale. Compared to the results for other countries private consumption is relatively low and public consumption is relatively high. This indicates the high level of state involvement in economic processes typical of European welfare systems. Partially it is also a legacy of socialism where the state provided completely free education and health care to everyone and private institutions in these industries were not allowed. 

Figure 3: Age profile of the life-cycle deficit components (labor income and expenditures)
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Sources: Own calculations based on different data sources (CES data source, Statistical Yearbook 2006 etc.). 
For the Slovenian case the labor income profile is the most distinctive one. Compared to other countries it starts to rise late, however, it is the one which falls first. We will provide an explanation for this shape in Chapter 3. The difference between consumption and labor income, defined as the life-cycle deficit, is negative only for a short period of time – from ages 25 to 57 (see Figure 4). 

Figure 4: Life-cycle deficit (difference between consumption and labor income age profiles)
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Sources: Various already mentioned sources; authors’ calculations. 
3 Late entry to employment, early escape to retirement
After the country gained its independence at the beginning of the 1990s the important Yugoslav market almost completely disappeared overnight and Slovenian enterprises could not redirect their exports to other/new markets very rapidly. This led to a strong fall in industrial production in the early 1990s. In addition,  the existing socialist economic structure had to be radically restructured and adapted to the new conditions. In socialism unemployment in Slovenia was very low. Everybody willing to work could get a job since companies were self-managed which led to more labor-intensive production. However, some workers did not have much to do in their workplaces, for which the term the “unemployment of the employed” was applied. After the change in the system this “hidden unemployment”, not (or less) tolerated under the private system, turned into the visible form. 
3.1 Early retirement
The change in the socio-economic system led to a strong rise in unemployment. The number of the registered unemployed rose from 34,000 in 1989 to 137,000 in 1993. That increase would have been even greater had early retirement not been used as a tool to mitigate unemployment and buy social peace. This was an elegant solution at the time, but brought strong negative long-term consequences. As seen in Table 1, the average age at retirement and the number of insured persons declined considerably in that period, while the number of pensioners grew strongly. Consequently the ratio between the number of insured persons and the number of pensioners worsened dramatically. 
Retirement age before the Pension Act of 1992 was set at 55 years for men and 50 for women, and since then it has increased by 6 months each year (Stanovnik, Stropnik, 1999, page 6) to reach 58 years for men and 53 for women in 1998, which is “too little, too late” (Stanovnik, 2003, p. 26). In 1999 the new Pension and Disability Insurance Act (PDIA-1999) was accepted, coming into effect in 2000. It tightens retirement conditions and decreases benefits deriving from the mandatory pension system. The changes introduced by PDIA-1999 were not introduced immediately in 2000 but are being introduced gradually, involving different transition periods. The PDIA-1999 will thus be fully applied by 2024, although it has already yielded results. The share of pensions measured as a percent of GDP has (temporarily) stabilized for now and is not keeping pace with the increasing number of retired people.  
Table 1: Selected parameters influencing the Slovenian pension system for the 1989-2006 period
	Year
	Insured persons per pensioner
	Average retirement age (old-age retirement)
	Life expectancy at birth*
	Pension expenditure

(% of GDP)
	Active insured persons (’000)
	All pensioners (’000)
	Old age pensioners (’000)

	1
	2 (= 8/9)
	3
	4
	5
	6
	7
	8
	9
	10

	
	
	Male
	Female
	Male
	Female
	
	
	
	

	1989
	2.52
	58.3 
	55.2 
	68.86
	76.72
	9.57
	921.5
	365.1
	180.4

	1990 
	2.30
	57.7 
	53.6 
	69.38
	77.19
	10.79
	884.6
	384.1 
	197.3 

	1991 
	1.95
	56.1 
	52.3 
	69.54
	77.38
	10.92
	816.9 
	418.9 
	227.5 

	1992 
	1.70
	56.2 
	52.5 
	69.45
	77.25
	13.76
	764.9 
	448.8 
	249.0 

	1993 
	1.71
	56.2 
	53.3 
	69.40
	77.29
	14.05
	782.6 
	457.5 
	256.0 

	1994 
	1.69
	57.6 
	53.2 
	69.58
	77.38
	14.42
	772.5 
	458.1 
	257.3 

	1995 
	1.67
	57.5 
	53.1 
	70.27
	77.76
	13.55
	769.0 
	460.3 
	259.3 

	1996 
	1.65
	57.5 
	54.0 
	70.79
	78.25
	13.34
	765.7 
	463.3 
	262.1 

	1997 
	1.67
	58.3 
	54.9 
	71.01
	78.62
	13.31
	783.2 
	468.2 
	266.9

	1998 
	1.66
	58.4 
	55.3 
	71.05
	78.68
	13.35
	784.2 
	472.4 
	271.5

	1999 
	1.68
	58.2 
	54.8 
	71.34
	78.75
	13.43
	800.5 
	476.4 
	276.3

	2000 
	1.74**
	59.2 
	55.4 
	71.94
	79.10
	13.47
	839.4**
	482.2 
	282.0

	2001
	1.71**
	59.3
	55.4
	72.13
	79.57
	13.41
	841.5**
	492.5
	287.9

	2002
	1.64**
	59.9
	55.5
	72.33
	79.87
	13.44
	836.5**
	509.1
	295.3

	2003
	1.61**
	59.9
	55.7
	73.15
	80.70
	13.23
	834.0**
	517.8
	302.4

	2004
	1.60**
	60.6
	56.6
	73.48
	81.08
	13.03
	836.7**
	523.9
	308.4

	2005
	1.59**
	60.4
	57.1
	74.08
	81.30
	12.96
	845.6**
	531.1
	315.1

	2006
	1.60**
	60.3
	57.2
	74.84
	81.89
	12.65
	857.9**
	536.9
	322.8


Note: *The Statistical Office of the Republic of Slovenia calculates and publishes data on life expectancy as the average for the previous year; for example, for 2006 the values represent data for 2005-2006.

         ** Higher values due to a change in the methodology (including additional groups); without this change the values for 2000 would be 807.0 (active insured persons) and 1.67 (insured persons per pensioner).

Sources: IPDI: Annual Report, various issues; Statistical Office of the Republic of Slovenia: Statistical Yearbook of the Republic of Slovenia 2005 and the homepage (http://www.stat.si).

Unsmoothed age profiles of labor income and pensions are presented in Figure 5. From the age of 50 years onwards they are mirror of each other since people have been gradually retiring. The presented age profile is for 2004 when the situation had already considerably improved compared to the situation in the years before the PDIA-1999. Thus the distinction would be even greater if the analysis were to refer to a more distant time period as is the case in most other countries included in the NTA analysis. The age profile of labor income per capita starts to visibly decrease already at the age of 50 years (see Figure 3), and at the age of 60 years it amounts to only about 20 percent of the labor income per capita in the 30-49 years age group. 
Theoretically, the reason could also be the decreasing labor income per earner, but this is not the case. If we decompose average labor income per capita to earning rates
 and average labor income per earner (see Figure 5), the latter one is not decreasing in higher ages. Interestingly, the actual age profile of labor income per earner is flat. We would expect an increasing age profile since in Slovenia employees receive a seniority bonus
 that is spent during employment. It seems that the hypothesis about a flattening earnings profile in ex-socialistic countries, reported for some other countries (Kertesi, Kollo, 2002), might also be relevant to the Slovenian case. According to this hypothesis, some (new) industries, like the financial sector for example, are becoming dominantly occupied by a younger, more educated labor force that receives higher wages. This segregation of jobs by education level, which correlates with age, counterbalances the seniority payment regime. Note (see Figure 5) that the age profile of pensions is relatively low compared to the labor income age profile. This is because labor income is expressed in gross terms, while pensions are expressed in net terms.
Figure 5: Unsmoothed labor income profile (dismembered to average labor income per capita and average labor income per earner) and pension profile
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Sources: Various already mentioned sources; authors’ calculations. 

3.2 Students are much cheaper workers

In Slovenia, the “left” side of the age profile is also specific. Up to the mid 20 years of age the country has one of the lowest values of the labor income profile among the analyzed countries. Increasing enrolment in tertiary education is one of the factors here, but this is a general trend that is not specific only for Slovenia. The expansion of tertiary education in the country has been very strong since the beginning of the 1990s (Malačič, 2003). The number of students enrolled in tertiary education rose from 33,600 in 1990/91 to 115,900 in 2006/07. The net enrolment rate
 grew from 23.1% in 1990/91 to 44.9% in 2006/2007, while the gross enrolment rate
 increased in that period from 22.2% to 54.6%. At the time there was a discussion of whether this demand for higher educated labor
 was being driven by the changing economy or was predominantly an instrument of the postponement of unemployment intentionally supported by the government. 
Recently the number of postgraduate students has also been rising: from 2,600 in 1997/98 to 8,700 in 2006/07. New programs have been introduced following the Bologna guidelines of shorter and more effective graduate and postgraduate study. Students allegedly spend too much of their highly productive age in the educational process instead of already being in the labor market. 
Also important for the postponing of employment are the generous benefits students receive in Slovenia. Among others, they enjoy a very advantageous tax status regarding labor income taxes. Up to a certain amount they practically do not pay any taxes or contributions. The government recently limited this tax-free option to a lower and more reasonable extent. It is thus trying to limit this kind of work to being a financial supplement during studies, instead of students being practically full-time employed. Otherwise students are tempted to work too much, causing their studies to last too long or to remain unfinished. The absence of taxes and contributions also makes this kind of labor attractive to employers. Apart from these short-term temptations and benefits, the long-run consequences are especially negative for the public budget. 

The CES data exhibit high student participation in student work. According to the CES data, in 2004 45 percent of students aged 19-28 years were receiving income through student employment offices. Not only was almost every second student involved in this kind of work, but the level of payments they received was also relatively high. Average reported earnings paid via student employment offices for this age group were about one-quarter (24.7 percent) of the average reported net wage of all employed respondents in the CES data source. If we compare them only with employed respondents of the same age (19-28 years), the average earnings of students represented almost one-third (32.2 percent) of the average employee’s wage in this age group. 

To show how advantageous this is, the case where a regularly employed worker and a student received in 2004 the same net amount of monthly payments (calculated ex-post, after paying different amounts of taxes and contributions) will be presented. It will be further assumed that this amount was exactly the same as the average net wage in Slovenia in 2004, namely EUR 8,423 (i.e. EUR 702 at the monthly level).
According to these assumptions, in 2004 an employer had to pay to a regularly employed worker EUR 13,040, while for a student the amount would be only EUR 8,527. Namely, a regularly employed worker had to pay EUR 4,617 in contributions and taxes, while the student had to pay just EUR 104. 

Students were in an extremely favorable position regarding taxation because: 1) they did not pay contributions at all; 2) 10 percent of their earnings was excluded from their tax base (“recognized standardized cost”); 3) of the further reduction up to 3 percent for buying products and services considered “publicly desirable”; 4) of the further reductions of taxable income in the amount of 51 percent of the average gross wage (11 percent “general reduction” and 40 percent “reduction for student work”). After all of these tax reductions in our example the amount left for taxation was only EUR 610 and the tax levied on that amount was EUR 104. With a manipulation which was easily achieved (paying the excess amount of EUR 610, using the form showing the name of some friend) a student was even able to completely avoid paying taxes. Since most students earned less than the average net wage, they did not pay any taxes at all anyway. 

There is another difference in the contributions and taxes levied on the employer. For a regularly employed worker an employer had to pay 16.1 percent in contributions and 3.8 percent
 in payroll tax. For a student, on the other side, an employer had to pay 14.4 percent to the student employment services (special agencies with permission to organize student work) and a negligible amount of EUR 2.9 for health insurance during part‑time student work. In our example this amounted to EUR 2,595 for a regularly employed worker and EUR 1,228 for an employed student. Further, once employing a regularly employed worker, an employer is liable to pay a holiday bonus once a year. In 2004 the minimum amount was EUR 575, which we have also used in our example.

Summing up all these elements together, there was a striking cost difference between the two kinds of work. In our example of receiving the average monthly net payment equal to the net wage in 2004, for an employer student work was 40 percent cheaper than having a regularly employed worker (EUR 9,754 instead of EUR 16,210). Employers are generally a much stronger party in “negotiations” so they usually take a predominant share of this difference and they are therefore strongly motivated for this kind of work. Student work also provides them perfect flexibility at times when they no longer want or need the worker. This is a big advantage since it can be very difficult to fire a regularly employed worker in Slovenia. Thus this form of work is also a very convenient way of testing candidates (students) for eventual regular employment in the future. 

Good payment and the hope of improving their future employment chances often allures students to participate strongly in this kind of work. However, this unfortunately turns out to be a shortsighted decision. Study often becomes significantly extended due to intensive work and in some cases students do not complete their study at all. They are seemingly myopic and not sufficiently aware that student work also does not bring them credit years for their retirement. Finally, this kind of work is definitely not advantageous for the public budget since it finances student benefits during their prolonged study instead of receiving their contributions and labor taxes if they are employed. After 2004 some measures were introduced to reduce the extent of student work, yet it is still too widespread. 
Those two settings on both sides of the age profile confront the changing age structure. As already presented, life expectancy in Slovenia is at a relatively high level and is rapidly increasing; at the same time, fertility is among the lowest around the world. The generational accounting method has revealed serious intertemporal budget imbalances in the Slovenian public system based of the public system in 2001 and projected demographic changes (Sambt, 2004). Future positive effects of the extremely complex PDIA-1999 with a transition period until 2024 were ignored in that study. Simulations of its effects were tackled in following studies. However, despite improvements brought by the PDIA-1999 the share of pension expenditures in GDP is expected to grow strongly (Verbič, 2007; Verbič et al., 2006; European Commission, 2006; Majcen et al., 2005a, 2005b). 
4 Conclusions
For Slovenia, compared to other countries, what is the most distinctive is the labor income profile. Up to the mid 20 years of age it is one of the lowest among the analyzed countries. We believe that the many benefits students in Slovenia receive are an important factor in this. They do not pay any contributions and hardly any income tax on their student work, which is also an appealing option for both students and employers  since students are much cheaper workers. But the profile is even much more distinctive on the “right-hand side”. The labor income profile drops noticeably already at 50 years of age and at the age of 60 years it amounts only to around 20 percent of the labor income in the 30-49 years of age group. After replacing socialism with a market economy at the beginning of the 1990s, unemployment, which had been very low, escalated rapidly. Early retirement was an elegant solution at the time, but has had strong negative long-term consequences. Despite gradually increasing the retirement age during the 1990s and the pension reform of 2000, the effective retirement age is still very low, which has again been confirmed in this NTA international comparison.
The NTA analysis also revealed private and public consumption as being complementary through the life-cycle. During working age total consumption is flat, while the high health (including long-term care) consumption turns the line up. The hump in total consumption at lower ages is caused by high consumption in the form of education. Health and education expenditures are predominantly covered from public sources, leaving smaller needs for additional private financing. 
The relatively high level of state involvement and tendency to equalization is probably a remainder from the times of socialism, which was present in the country from World War II until 1990 when Slovenia was one of six republics of the Socialistic Federal Republic of Yugoslavia (SFRY). Slovenia chose “gradualism” instead of “shock” therapy, which turned out to be a good choice. This preserved the relatively generous welfare state arrangements even in comparison with some high developed countries in Europe. The socialist inheritance is also manifested in the mentality of the people, being very sensitive to the growing differences, even though the statistically proven inequality in Slovenia is one of the lowest in Europe. Together with missing incentives to work this generous Slovenian public system will be challenged in the future by the rapidly ageing population and so appropriate adjustments will be necessary. 
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� In the long run both measures work on both »sides« i.e. on demand and supply sides, of course, and depend on the rigidity of wages and negotiating power of employers for shifting burdens to employees. 


� Compared to the »small CES«, which contains data for one year only. 


� The European System of Accounts (ESA) is used in the European Union. It is harmonized with the System of National Accounts (SNA) used by the United Nations. 


� We used the non-standardized term »earning rates« since we do not concentrate only on an employed person (in this case we would use the standard term »employment rates«), but everyone who reported labor income. 


� Until the end of 2002 the increase was 0.5 of a percentage point per working year. In 2003 deregulation to collective agreements on the industry level followed, but most of them have preserved the solution of 0.5 of a percentage point per year.


� The number of 19-year-old students as a share of the 19-year-old population. Both full-time students and part-time students are included. 


� Number of students as a share of the 19-23 age group. Full-time students and part-time students are included. Candidates for graduation are excluded; if included, the gross enrolment rate would have been 68.5%.


� In the Slovenian case this process was especially boosted by restructuring of the socio-economic system. 


� This percent depends on the amount of the wage. It ranged from 0 to 14.8 percent. In our case, it was 3.8 percent.
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