
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Summary 
 
Energy price inflation has had a significant impact on Slovak inflation as measured 
by the Harmonised Index of Consumer Prices (HICP) in recent years. Both energy 
price inflation and its HICP item weight have been higher in Slovakia than in other 
EU Member States from Central and Eastern Europe in the last five years. The 
relatively large role of the energy price component in HICP is partly the result of the 
country's high energy inefficiency. Moreover, Slovak natural gas and electricity 
prices were among the highest in the new Member States in January 2006. This 
cannot be attributed to adverse exchange rate developments or higher taxes than in 
neighbouring countries. In the case of natural gas, high prices result from a lack of 
both import diversification and provider competition and from high distribution costs. 
In the case of electricity, the lack of effective competition combines with 
environmental protection incentives and subsidies for ineffective coal production to 
push up prices. This situation could be improved by promoting higher energy 
efficiency while continuing to build a regulatory framework that would stimulate 
competition and investment. However, since the necessary additional investments 
cannot be realised instantaneously, progress will only be achieved gradually. As a 
result, the energy price component will continue to have a significant weight in and 
thus, depending on external developments, may considerably affect Slovak HICP 
inflation in the coming years.  

 
 
Energy price inflation in Slovakia and in the rest of the EU 
 
Energy prices were the fastest increasing item of Slovak HICP inflation in the period 
1997-2005 with an average annual increase of 16.8% (Table 1). Their inflation 
contribution of 2.3 percentage points almost matched the inflation contribution of 
service prices, which amounted to 2.4 percentage points. 
 

Table 1: Slovak HICP – main item categories 
1997 1998 1999 2000 2001 2002 2003 2004 2005 01-05 

Average
97-05 

Average

All-items HICP 6.0 6.7 10.4 12.2 7.2 3.5 8.4 7.5 2.8 5.9 7.2

Non-energy industrial goods 6.0 6.4 7.9 5.0 1.7 2.0 3.5 1.8 -0.5 1.7 3.8

Energy 6.4 3.5 42.6 43.1 12.4 1.4 19.2 14.5 8.2 11.1 16.8

Food including alcohol and tobacco 5.4 6.6 2.9 5.9 5.2 3.1 5.3 5.8 -0.7 3.7 4.4

Services 7.2 8.8 11.0 13.3 12.5 6.7 10.4 10.0 5.3 9.0 9.5

Non-energy industrial goods 2.0 2.1 2.6 1.6 0.5 0.5 1.0 0.5 -0.1 0.5 1.2

Energy 0.7 0.4 4.4 6.4 1.9 0.2 3.0 2.5 1.4 1.8 2.3

Food including alcohol and tobacco 1.6 2.3 1.0 2.0 1.6 0.9 1.5 1.7 -0.2 1.1 1.4

Services 1.6 1.9 2.5 3.0 3.3 1.9 3.0 3.0 1.8 2.6 2.4
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The Slovak energy price rise over the last five years was faster than in all the other 
EU countries. As the weight of energy prices in Slovak HICP was also the highest 
among the EU25 countries, energy price inflation contributed more to the overall 
HICP inflation in Slovakia than in the rest of the EU (Table 2).   
 

Table 2: Slovak energy prices in an international perspective 
01-05 averages EU25 EU12 CZ EE LV LT HU PL SI SK BG RO

Annual average rate 
of change 4.1 3.8 4.3 7.8 5.5 2.5 6.8 5.4 8.1 11.1 9.0 23.4

HICP Item weight 8.6 8.4 13.4 13.2 12.5 14.0 13.0 15.0 12.7 16.1 15.3 18.2

Contribution to HICP 
inflation 0.3 0.3 0.6 1.0 0.7 0.4 0.9 0.8 1.0 1.8 1.4 4.3

 
Source: Eurostat 
 
The large impact of energy prices cannot be attributed to a weak exchange rate. 
Slovakia benefited from a stronger nominal appreciation versus both the EUR and 
the USD than most other central and eastern European countries, appreciating by 
1.9% versus the EUR and 7.3% versus USD on average between 2001 and 2005. 
Only the Czech koruna and the Bulgarian lev (vis-à-vis the USD) were stronger. 
 
Slovak manufacturers as well as households are more affected by energy price 
increases than manufacturers in the rest of the EU25 (Table 3). Purchases of 
energy products by the manufacturing sector amounting to 5.2% of production value 
and 6.0% of total purchases in 2003 compared to the EU25 averages of 2.0% and 
2.6% respectively. 
 

Table 3: The role of energy in manufacturing production 

Purchases of energy products 
by the manufacturing sector 

(data for 2003)
EU25 EU10* CZ EE LV LT HU SK RO

% of production value 2.0 2.9 2.5 3.6 5.0 2.6 2.4 5.2 7.7

% of total purchases of goods 
and services 2.6 3.5 3.1 4.5 6.5 3.3 2.8 6.0 9.3

 
* Data available only for CZ, EE, LV, LT, HU and SK 
Source: Eurostat 
 
 
Why do energy prices play such an important role in Slovakia? 
  
The high weight of energy prices in the HICP is the result of their relatively high 
levels and by the country's considerable energy inefficiency. According to the 
International Energy Agency (IEA) Slovak energy consumption relative to GDP is 
four times larger than the EU25 average and it is also higher than in the 
neighbouring countries (Chart 1). The IEA attributes the biggest energy losses to 
inefficient building and appliance design, outdated equipment and lack of awareness 
(OECD/IEA, 2006). The Energy Efficiency Action Plan commissioned by the Ministry 
of Economy in 2001 estimates the savings potential to be at least 22%.        
 

Chart 1: Energy efficiency in Slovakia in 2003 
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Domestic energy production is limited to nuclear power (25% of total needs) 
hydropower and coal. The rest of the energy needs is covered by imports, mostly 
gas (30%) and oil (30%) coming almost exclusively from Russia (OECD/IEA, 2006).  
 
The weight of energy in Slovak HICP inflation in 2006 amounted to 19% of which 15 
percentage points can be attributed to gas, electricity and heating prices in a roughly 
equal share (Chart 2).  
 

Chart 2: Decomposition of the weight of energy in Slovak HICP 

0.0

1.5

3.0

4.5

6.0

Electricity Gas Heat energy Fuels for
personal
transport

equipment

Solid fuels

2006 HICP item weights (in %)  
Source: Eurostat 
 
Natural gas is the primary energy source for heat production in Slovakia, with a 
share of 54% compared to 38.5% in the EU25. It is followed by coal (29%), brown 
coal (8%) and nuclear energy (3.5%). As a result, heating costs are highly 
dependent on natural gas prices. The prices of natural gas and electricity will be 
examined closer here (Table 4). They appear high in an international context and 
the difference is not due to taxes. 
 
According to Eurostat gas prices in national currency increased in Slovakia by 
29.9% for households (the highest rise in the EU) and by 46.4% for industrial 
consumers (the third highest in the EU) between January 2005 and January 2006. 
Although Slovak gas prices, before and after taxes, for both domestic and industrial 
consumers were still below the EU25 average in January 2006, they were higher 
than in other EU Member States from Central and Eastern Europe except for 
Slovenia where industrial customers pay a higher price due to taxes. 
 
Electricity prices for households also increased in Slovakia between January 2005 
and January 2006 by more than the EU25 average. On the other hand, the increase 
in Slovak electricity prices for industrial consumers was far below the EU25 average 
over the same period. However, in January 2006 Slovak electricity prices for 
households both excluding and including taxes were above the EU25 average and 
significantly higher than in all other new Member States. Although final electricity 
prices for industrial consumers were still below the EU25 average they were 
nevertheless the highest among the EU Member States from Central and Eastern 
Europe. 
 

Table 4: Slovak gas and electricity prices in an international perspective 
EU25* CZ EE LV LT HU PL SI SK BG RO

% increase** Jan-06/Jan-05 15.6 26.8 0.1 17.7 15.3 21.6 17.4 25.6 29.9 14.4 20.7

Price excluding taxes*** 9.9 8.4 3.9 4.5 5.3 6.4 7.8 10.0 9.1 6.4 4.6

Final price*** 13.0 10.0 4.6 5.3 6.2 7.4 9.5 13.0 10.9 7.7 5.5

% increase** Jan-06/Jan-05 33.3 36.2 3.4 16.5 23.5 32.9 19.5 35.1 46.4 19.2 30.8

Price excluding taxes*** 8.1 7.3 2.8 4.1 4.5 7.7 6.8 7.2 7.7 4.5 4.6

Final price*** 10.0 8.7 3.4 4.8 5.3 9.1 8.3 9.6 9.1 5.4 5.5

% increase** Jan-06/Jan-05 4.6 7.6 7.8 0.0 0.0 2.7 4.7 1.4 5.2 2.4 37.5

Price excluding taxes**** 10.8 8.3 6.2 7.0 6.1 9.0 9.2 8.7 12.2 5.5 8.6

Final price**** 14.2 9.9 7.3 8.3 7.2 10.8 11.9 10.5 14.5 6.6 10.2

% increase** Jan-06/Jan-05 16.1 15.4 8.3 0.0 -0.1 9.2 0.4 6.4 7.0 7.1 -4.1

Price excluding taxes**** 7.7 7.3 5.1 4.1 5.0 7.5 5.8 6.5 7.7 4.6 7.0

Final price**** 10.0 8.7 6.0 4.8 5.9 9.1 7.7 7.8 9.2 5.5 8.4
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industrial 
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Gas prices 
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Electricity 
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households

 
* Weighted by national consumption, **in national currency all taxes included, ***in € per 
gigajoule, ****in € per 100kWh 
Source: Eurostat 
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Why are energy prices in Slovakia so high? 
 
In 2001, the Regulatory Office for Network Industries (URSO) was established to 
enforce energy and water regulation. Prior to 2001, the energy market was 
characterised by severe distortions. Most energy prices were below effective 
production and delivery costs while cross-subsidies from transit revenues to 
domestic users and from industrial consumers to households were provided. 
Between 2001 and 2005, the newly-created independent regulator steadily 
increased prices in order to phase out cross-subsidies and to attain cost-reflective 
prices. By 2005, cross-subsidies from industry to residential consumers for 
electricity and heat and from transit revenues to residents for natural gas were 
eliminated (OECD/IEA, 2006).   
 
These policy developments aiming at creating market conditions explain high energy 
price inflation in the last years, but other factors are responsible for the relatively 
high price levels in the Slovak energy sector.  
 
First, all natural gas imports come from Russia.1 The lack of import diversification 
means that there is no opportunity to exert downward pressure on import prices. 
Moreover, a high level of gas network coverage (93% of the population according to 
the IEA) including a number of small, widely dispersed customers means that 
distribution costs per unit of gas delivered are relatively high. 
 
Second, electricity price tariffs reflect the high costs incurred by the power 
generation from domestic coal and renewable energy. Moreover, from 2008 
electricity prices should also reflect the implicit debt in the national nuclear fund2 
which is responsible for decommissioning the nuclear power plants. According to 
URSO the scope for increased competition is constrained by the limited international 
transmission capacity of the country implying that a majority of electricity demand 
(some 70%) must be covered by domestic production.3  
 
In 2003, nuclear energy accounted for 57% of electricity generation in Slovakia 
compared to 31% in EU25 (OECD/IEA, 2006). The closing of two nuclear reactors in 
Jaslovske Bohunice between 2006 and 2008 (as required by the EU accession 
treaty) is likely to result in higher electricity prices as these two reactors (which 
provide 15-20% of electricity supply) are the cheapest electricity producers in 
Slovakia.  
 
Third, since January 2005, business customers have been granted the opportunity 
to choose their electricity and gas suppliers.4 This opportunity will be extended to 
households in July 2007. However, no electricity or gas customers have yet 
switched suppliers. The gas wholesale and retail market (Table 5) is fully dominated 
by a single supplier, Slovensky Plynarensky Priemysel (SPP), the owner of the 
entire domestic supply chain and transit business. Although the electricity sector has 
been restructured and unbundled in recent years, Slovenske Elektrarne (SE) still 
retains a dominant position in the electricity generation and wholesale market 
(OECD/IEA, 2006).       

 
Table 5: Market share of incumbent companies in 2004 

Companies Market Wholesale Retail

Slovnaft Oil products 72% 37%

SE Electricity 95% 25%

SPP Natural gas 100% 100%  
Source: OECD/IEA (2006) 
 
High market shares are often an indicator of market power, which usually induces 
departures from competitive (marginal) cost pricing. Given such strong market 
positions on the part of dominant energy suppliers in Slovakia, it is a challenge for 
the regulatory authority to ensure effective market conditions and consumer 
protection. This is confirmed by the research focusing on California's electricity 
crisis. Using data from June 1998 to October 2000 in California, Borenstein et al. 
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(2002) find that, thanks to their market power, major suppliers were able to keep 
wholesale electricity prices 25% above the competitive level in summer 1998 (50% 
in summer 2000 at the outset of California's electricity crisis when electricity prices 
skyrocketed).  
 
 
What can be done? 
 
Finding a lack of effective market conditions, the Slovak government approved 
changes to the regulatory act in November 2006. If, as is expected, these 
amendments are approved by parliament, all components of natural gas and 
electricity prices will be regulated for households for the next five years and for 
industrial consumers for the next three years. These periods can be shortened 
based on the report on the state of the energy market liberalisation to be produced 
by the Slovak Anti-Monopoly Office. The role and the independence of the 
regulatory office, URSO, should remain the same and thus continue to ensure that 
energy prices reflect costs and allow fair profit margins. 
 
According to the Study on Unbundling of Electricity and Gas Transmission and 
Distribution System Operators from 1 December 2005, Slovakia postponed legal 
and functioning unbundling for the transmission and distribution system operator in 
the gas markets and for distribution system operators in the electricity market until 
July 2007.   
 
Discussing California's electricity crisis, Joskow (2001) notes that the physical 
characteristics of electricity make it a major technical challenge to design a well-
functioning competitive wholesale power market. In his view, California's regulatory 
authorities were affected by free-market rhetoric and interest group politics while 
ignoring technical realities, international experience and common sense. Joskow 
(2001) concludes that the creation of sound institutional arrangements which 
support investment in new generation and transmission facilities is essential for 
good long-run market performance.  
 
Hence, national authorities should use all available tools to increase consumer 
choice by facilitating third party access to energy markets. Natural gas import 
diversification as well as the construction of additional power generation and 
transmission capacities should therefore be supported. As a result, efforts to 
achieve maximal price reductions in the short run must be weighed against the fact 
that sufficient profit levels are necessary in order to attract and generate the 
required investment in the Slovak energy sector.  
 
Moreover, apart from trying to lower energy costs through more intensive 
international and domestic competition, the poor energy efficiency of the country 
needs to be tackled. The relatively high energy prices that currently prevail are a 
good incentive to improve energy efficiency. The measures aiming at energy 
savings could be extended, in particular to socially disadvantaged households. 
 
 
Conclusion 
 
Energy price inflation has had a significant impact on Slovak HICP inflation in recent 
years. Both energy price inflation and its HICP weight have been higher in Slovakia 
than in other EU Member States from Central and Eastern Europe in the last 5 
years. The relatively large role of the energy price component in HICP is the 
consequence of the country's high energy inefficiency combined with relatively high 
energy prices. Slovak natural gas and electricity prices for both households and 
industrial consumers were among the highest in the new Member States in January 
2006. In the case of natural gas, the high prices result from a lack of both import 
diversification and provider competition and from high distribution costs. In the case 
of electricity, the lack of effective market conditions combines with environmental 
protection incentives as well as subsidies to ineffective coal production.  
 
This situation can be improved by promoting higher energy efficiency and import 
diversification while continuing to build a regulatory framework stimulating 
competition and investment. This would be in line with the European Commission's 
2006 Annual Progress Report on Growth and Jobs (European Commission, 2006) 
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which stressed that only a fully integrated internal energy market will reduce 
inefficiencies, promote the investment and strengthen competitiveness. The report 
concludes that beyond implementing the market-opening directives, further progress 
on unbundling, strengthening the role of regulators and greater interconnection 
between Member States will be necessary.   
 
Significant improvements in energy price efficiency of a country can only be 
achieved gradually. Energy consumption will continue to play a substantial role in 
Slovak household expenditure over the next few years. Due to almost complete 
import dependence on natural gas, negative developments in world markets will 
have a considerable HICP-inflation-accelerating effect transmitted also through 
heating prices. This negative risk could be partly offset by energy efficiency 
improvements and increased provider competition combined with import 
diversification. More favourable international and domestic market structures for 
electricity supply offer potential for favourable price developments if the appropriate 
investment and competition-promoting policies are implemented. 
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1 Slovakia is an important transit country accounting for 16% of EU15 gas supply in 2004 (OECD/IEA, 2006).   
2 Between 1972 and 1995 nuclear energy was sold at prices not reflecting the future decommissioning costs. 
3 Lacking interconnection capacity, for both gas and electricity, is a problem in many parts of the EU. Bottlenecks exist between 
the Netherlands and its neighbours, between Spain and France, and between Italy and the rest of Europe (Datamonitor, 2005). 
4 By September 2005, business customers accounting for 79% of total electricity consumption were given the possibility to 
choose their supplier (Goerten and Clement, 2006). 
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