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From Tatras Tiger to
Europe's Lame Raccoon

A warning on fiscal populism for Central Europe: A once-reformist nation now faces
the eurozone's worst fiscal trajectory, with debt spiraling and growth stalling under

the weight of policy failures
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BRATISLAVA — Two decades ago, this small Central European nation was the darling of
economic reformers worldwide. The "Tatras Tiger" boasted GDP growth exceeding 8
percent, attracted billions in foreign investment, and served as a model for post-communist
transformation. Finance ministers from Madrid to Manila studied Slovakia's flat tax

revolution.

Analysts call today’s Slovakia a 'lame cat," but we propose a sharper metaphor: the raccoon.
It survives by scavenging EU funds and investment scraps—consuming what others produce
rather than building anything of its own. Unlike the strategic tiger, the raccoon lives night-

to-night, scraping by for immediate survival with no plan for the future.

The numbers tell a devastating story. According to the European Commission's Autumn
2025 forecast, Slovakia will grow by just 1.0 percent in 2026 — the slowest in the Visegrad
Group and among the weakest in all of Europe. The National Bank of Slovakia is even more
pessimistic, projecting growth of merely 0.6 percent. Meanwhile, Poland is forecast to
expand by 3.5 percent, Hungary by 2.3 percent, and even the mature Czech economy by
1.9 percent.

But the growth figures only hint at the deeper malaise. Public debt, which stood at 48
percent of GDP in 2019, has surged past 64 percent and continues climbing. The country
now operates under the European Union's Excessive Deficit Procedure — a formal warning

that its fiscal house is dangerously disordered.

The January Reckoning

On January 8, 2026, Slovakia's Ministry of Finance released preliminary budget figures that
crystallized the country's predicament. The 2025 state budget closed with a cash deficit of

€6.1 billion — technically €170 million below the approved limit, but achieved only through
what economists describe as "emergency braking": drastic cuts to capital expenditure in

the final quarter.

The composition of that deficit reveals a government scrambling to maintain appearances.

Tax revenues fell €1.8 billion short of projections. The flagship financial transaction tax —



introduced in April 2025 as a cornerstone of fiscal consolidation — collected barely 60
percent of its projected yield. Between April and October 2025, the tax brought in just
€283 million against expectations of nearly €500 million for that period.

"The transaction tax triggers negative responses and motivates avoidance, while
threatening the collection of other taxes," warns Martin Hudcovsky from the Economic
Institute of the Slovak Academy of Sciences. The evidence supports his assessment:
businesses adapted instantly — netting payments, shifting liquidity offshore where possible,

consolidating transactions. The consolidation strategy rests on shaky foundations.

The Interest Rate Trap

Perhaps nothing illustrates Slovakia's trajectory more starkly than its debt servicing costs. In
2023, the government paid approximately €1 billion in interest on its obligations. The 2026
budget allocates €2.04 billion — more than double in just three years. By 2028, projections
from the Supreme Audit Office suggest this figure will reach €2.6 to €3 billion.

To put this in perspective: the €2 billion Slovakia will spend on interest payments this year
roughly equals the entire budget of the Interior Ministry or two-thirds of the Education

Ministry's allocation.

CONTEXT FOR NEIGHBORS: THE SCALE OF THE BURDEN

While €2 billion may seem abstract, in the context of the Slovak economy, the burden is
immense. If the Czech Republic were to pay an equivalent share of its GDP solely on debt
interest, the cost would approach 125 billion CZK annually—an amount exceeding the entire
budget of the Czech Ministry of the Interior (Policie CR, HZS, and administration combined).
This is the price of fiscal drift.

This is, in effect, dead money — contributing nothing to schools, hospitals, or economic

growth while acting as a permanent tax on the future.

The Supreme Audit Office has warned that gross state debt is on a trajectory to breach
€100 billion by 2028. For a country with a population of 5.4 million and a GDP of roughly

€120 billion, this represents an increasingly precarious position.

The Stagflation Specter

Earlier forecasts suggested inflation would fall below 2.5 percent by 2026, converging with
the European Central Bank's target. Those hopes have evaporated. The European
Commission now projects Slovak inflation at 4.1 percent for 2026 — more than double the

eurozone average of 1.9 percent.

The causes are largely self-inflicted. The government's consolidation package, effective
since January 1, 2025, raised the standard VAT rate from 20 percent to 23 percent —
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permanently shifting the price level upward. Simultaneously, in 2026, the withdrawal of
heating price ceilings and partial deregulation of gas and electricity prices continues to

release pent-up inflationary pressure.

The combination creates what the National Bank of Slovakia calls a "toxic mix": nominal tax
bases growing slower than expected due to weak economic volume, while expenditure
pressures — indexed pensions, social transfers, public wages — rise with inflation. The

result is a structural deficit that resists cyclical improvement.

The Consolidation lllusion

The Fico government's response has been to announce increasingly ambitious
consolidation packages. For 2024 through 2026, the Ministry of Finance has unveiled 57
measures purportedly worth €7.4 billion in savings. The Council for Budget Responsibility
— Slovakia's independent fiscal watchdog — has flagged the 2026 deficit target of 4.1
percent of GDP as unrealistic, projecting instead a range of 4.6 to 5.2 percent without

additional intervention.

The problem lies not just in the numbers but in the composition. Approximately 60 to 70
percent of the consolidation measures rely on revenue increases — higher taxes, new
levies, temporary freezes — rather than structural expenditure reform. The corporate
income tax now stands at 24 percent for companies earning above €5 million, the highest
rate in Central Europe. Combined with various surcharges, effective rates can approach 27

percent.

Meanwhile, the state apparatus continues to expand. While the government talks of
efficiency, the current cabinet employs 35 state secretaries — compared to just 15 under
the Radi¢ova government of 2010-2012. Independent analyses estimate that institutional

overemployment in many agencies exceeds 30 percent.

Borrowing to Consume, Not Invest

The contrast with Poland is instructive. Both countries run high deficits — Poland's
approaches 6 percent of GDP. But Poland is borrowing to build: massive investments in
defense (exceeding 4 percent of GDP, leading NATO), infrastructure (the CPK airport and
rail hub), and nuclear energy capacity. Markets generally tolerate such borrowing because it

expands productive capacity.

Slovakia, by contrast, is borrowing to consume. The 13th pension payment alone costs over
€800 million annually — a transfer largely absorbed into household consumption with
minimal fiscal multiplier effects. Energy subsidies covering approximately 90 percent of
households, while politically popular, delay necessary efficiency investments and deepen

the deficit. And an ever-larger share goes simply to servicing past borrowing.
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The contrast is stark: Poland is borrowing to invest; Slovakia is borrowing to consume.
Markets tend to punish the latter with higher risk premia — and eventually, with crisis.

The EU Funds Paradox

European structural funds should provide a lifeline — billions in grants requiring no
repayment. Yet Slovakia has proven chronically unable to absorb them effectively. By the
end of 2025, the country had drawn down just 12.3 percent of its 2021-2027 allocation —
roughly €1.5 billion of €12.8 billion available.

The Ministry of Investments celebrated meeting the "N+3" decommitment deadline,
avoiding the immediate loss of funds. But this "success" required administrative sleight of
hand: €750 million was "saved" through a revision of the operational program that
reallocated funds to new priorities and extended timelines. It was, critics argue, an

accounting maneuver rather than genuine investment activity.

With only 12 percent absorbed by the end of 2025 — nearly halfway through the
programming period plus the N+2 buffer — Slovakia faces a massive "wall of money" that
must be spent in 2026-2029. Historical experience suggests this backloading leads to
inflated construction prices, selection of low-quality "shovel-ready" projects over strategic

investments, and increased error rates that invite EU clawbacks.

The Gathering Storm from Abroad

If Slovakia's self-inflicted wounds were not enough, external shocks loom. The automotive
sector — accounting for 46 percent of industrial production and 41 percent of exports —
faces existential pressure. While the threat of U.S. tariffs on European automotive imports
was partially mitigated by an EU-U.S. agreement in August 2025 that capped the rate at 15
percent, this deal remains fragile. The Trump administration has signaled dissatisfaction

with European compliance and threatens a "snap-back" to the original 25 percent rate.

For Slovakia, where the automotive industry generates one-tenth of GDP and employs
nearly 10 percent of the workforce, this is no abstract number. Models from the Institute for
Financial Policy warn that full trade war escalation could shave 0.6 to 0.7 percentage points
off economic growth annually. Approximately 9,000 jobs directly tied to U.S. exports are in
the immediate line of fire; across the broader supply chain, the risk extends to as many as
70,000 positions. Even if direct tariffs remain at current levels, the indirect channel —
through recession in the German economy, which absorbs over 20 percent of Slovak

exports — remains potent.

The electric vehicle transition compounds these pressures. The flagship Volvo Cars
investment near Kosice, intended to help Slovakia break free from combustion engine
dependency, has announced a strategic delay of serial production from 2026 to early 2027.

The reason is not project failure — construction continues and specialist recruitment is
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underway — but a global recalibration within the Geely holding company and
synchronization with new platforms. Meanwhile, other manufacturers face slower than
expected EV uptake in Europe, forcing production cuts. Volkswagen and Stellantis have
announced major European EV investments in Portugal and Spain, bypassing Slovak plants
entirely. The model of cheap labor and German supply chain integration that built the

Tatras Tiger is exhausted.

A Glimmer in the Darkness

Not all indicators point downward. VAT collection has improved markedly: the compliance
gap fell from 14.6 percent in 2022 to 10.5 percent in 2023, according to the European
Commission's latest VAT Gap Report. This still represents hundreds of millions in lost
revenue annually, but the trend suggests that with sustained effort, tax administration can

improve.

And Slovakia retains fundamental strengths: a well-educated workforce, strategic location in
the heart of Europe, eurozone membership, and infrastructure that, while aging, remains
functional. The question is whether political leadership can harness these assets before the

fiscal vise closes entirely.

The Road Ahead

Slovakia stands at an inflection point. The convergence model that served the country well
for two decades is broken. High energy costs, labor shortages, a punitive tax environment,
and institutional erosion have combined to produce what the Council for Budget
Responsibility identifies as the EU's worst long-term fiscal sustainability — and what the

European Commission has formally flagged through the Excessive Deficit Procedure.

Unlike its neighbors — Czechia stabilizing, Poland aggressively investing — Slovakia drifts.
The government's response addresses symptoms while worsening the disease: accounting
consolidation and taxes that harm the productive economy may reduce nominal deficits

temporarily, but they cannot restore growth potential or institutional credibility.

Without a radical pivot toward genuine expenditure reform, investment in human capital,
and restoration of the rule of law that once attracted foreign investors, Slovakia risks
cementing its transformation from Tatras Tiger to permanent raccoon—surviving on
scraps—and becoming the first Visegrad nation to require external stabilization
assistance in the coming decade. For our neighbors, the message is simple: Watch

closely. Learn the lesson. Do not follow this path.

The Tatras Tiger is not yet dead.

But it is gravely wounded — and time is running out.

* * *

WATCH AND LEARN | Future Slovakia Forum | www.future-slovakia.eu




Key Data: Slovakia in Regional Context

Table 1: Divergent Growth Paths in Central Europe (2026 Forecasts)

GDP Growth 0.8% 3.2% 0.4% 2.4% 1.3%
2025

GDP Growth 1.0% 3.5% 2.3% 1.9% 1.2%
2026

Inflation 2026 4.1% 2.9% 3.6% 2.1% 1.9%

Deficit 2026 4.6%] -6.3% -4.5% -2.2% -3.0%

Debt 2026 (% 64.0% 65.3% 74.3% 44.1% 88.4%
GDP)

Source: European Commission Autumn 2025 Economic Forecast; National Bank of Slovakia Winter Forecast
2025

Table 2: Public Debt and Interest Cost Trajectory

2023 2024 2025 2026 2027 2028

Gross Debt (% 56.0% 59.7% 61.9% 64.0% 66.9% >70%
GDP)
Interest Costs (€ 1.0 1.4 1.8 2.04 2.42 2.6-3.0
bn)
Deficit (% GDP) -5.2% -5.3% -5.0% -4.6%* -5.3%* -5.7%*

Source: European Commission Autumn 2025; Slovak Ministry of Finance; Council for Budget Responsibility

Sources and Methodology

This analysis draws on the following primary sources, all accessed in January 2026:

¢ European Commission Autumn 2025 Economic Forecast (November 17, 2025)

¢ National Bank of Slovakia Winter Forecast 2025 (December 2025)

e Slovak Ministry of Finance Draft Budgetary Plan 2026 (October 2025)

* Council for Budget Responsibility (RRZ) Evaluation of Budget Proposal 2026-2028
* Supreme Audit Office (NKU) Reports on Public Debt Trajectory

® European Commission VAT Gap Report 2025

* Ministry of Investments (MIRRI) EU Funds Absorption Reports

" RRZ projection at unchanged policies; government target is 4.1%
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