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ABSTRACT

This Country Study is based on the findings of missions that visited the Slovak Republic in
December 1996, and January 1997. The report analyzes the main economic developments of the past few
years and the challenges faced by the country in its EU accession quest, including the ability to take on the
obligations of membership, which implies full compliance with the acquis communautaire--the set of rules
and regulations applicable to all Member States.

The teams hat traveled to the Slovak Republic were led by Roberto Rocha (task manager) and
included Robert E. Anderson (enterprise sector), Emily Andrews (social sectors), Stanislas Balcerac
(capital markets), Tito Boeri (labor markets), Bruce Courtney (macroeconomics), Marinela Dado
(enterprise sector and bank performance), Simeon Djankov (enterprise sector), Martin Herman
(agricultural sector), Bernard Hoekman (foreign trade), Christian Kirchner (legal framework for enterprises
and capital markets), Philipe Lefevre (legal framework for banking operations), Albert Martinez (financial
sector), Katarina Mathernova (general legal framework), Witold Orlowski (agricultural sector and
macroeconornics), Helmut Schreiber (environrnent), Patrick Wiese (pensions), and Juan Zalduendo
(macroecononics). Burcak Inel contributed to the capital markets section. Sandeep Mahajan provided
research assistance. The report was processed by Andrea Toth.

The Acting Director of the Departnent was Hans Apitz, the Lead Economist was Luca Barbone,
and the Division Chief was Michel Noel. Alan Winters and Nemat Shafik were the peer reviewers.
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EXECUTIVE SUMMARY

An Overview of Macroeconomic Performance After Independence

The Slovak Republic has registered one of the best macroeconomic performances in Central
Europe since its independence from the Czechoslovak Federation in 1993. Inflation has declined steadily to
around 6 percent p.a., and is currently one of the lowest among transition economies. Real GDP has grown
by more than 6 percent p.a. on average, one of the best growth performances in the region. The recovery
has been driven by the private sector, which increased its participation in GDP to around 80 percent, and
has been accompanied by a reduction in the rate of unemployment-from a peak of 14 percent in 1994 to
around 12 percent more recently. The ratio of gross fixed investment to GDP has been maintained above
30 percent-the highest in Central and Eastern Europe-raising prospects of further capital accumulation
and growth.

The success in reducing inflation to one-digit levels was due to the stabilizaion package
implemented at the time of independence, which included a fixed exchange rate, a very strict fiscal policy,
and moderate wage increases. The extent of fiscal support to the exchange rate anchor is revealed by the
12 percent improvement in the General Government budget between 1992 and 1995. This impressive fiscal
adjustment was achieved primarily through expenditure cuts, leading to a sharp decline in the ratio of
expenditures to GDP-from 58 to 47 percent between 1992 and 1995. This contraction in expenditures
more than offset the loss of transfers from the Czechoslovak Federation-7 percent of GDP-and resulted in
a small fiscal surplus of 0.1 percent of GDP in 1995.

The fiscal contraction did not prevent the economy from recovering, as it was more than offset by a
significant growth of exports and fixed investment. Exports in US dollars grew by 25 percent p.a. in 1994
and 1995, driving GDP growth in those two years. The strong export performance was due to the very
competitive levels of the exchange rate at the time of independence, the strong output activity in foreign
markets, and initial progress at enterprise restructuring. Fixed investment replaced exports as the main
source of GDP growth in 1996, increasing its share in GDP to an impressive 36 percent.

The main question faced by Slovak policy-makers is whether this impressive growth performance
can be sustained. The report argues that the answer to this question is positive, provided that the
Government is able to meet two conditions. The first is the elimination of the severe external imbalances
that emerged in 1996. The second is the completion of the structural reforms initiated in the early 1990s.
More specifically, the challenge faced by the Slovak Republic is to reverse the recent deterioration in the
current account, which shifted from a surplus of 2 percent of GDP in 1995 to a deficit of 11 percent of
GDP in 1996, while continuing the process of enterprise restructuring and strengthening the Slovak
Republic's financial system. The central argument of the Country Study is that restoring current account
sustainability would imply reducing the ratio of investment to GDP, but the adverse impact of such a
reduction on the Slovak Republic's growth performance could be offset by the efficiency gains that would
result from further progress in structural reform.

The dramatic deterioration of the current account was due to a slowdown in the growth of exports
combined with a buoyant, 25 percent increase in imports. The export slowdown was partly due to cyclical
factors (slower output growth in the EU) and partly to structural factors (decline in exports to the Czech
Republic, reflecting the disruption of traditional commercial links). The large imports were partly due to
one-time factors, such as imports of military equipment and very large imports of small cars (triggered by a
temporary and pre-announced reduction in tariffs). However, these factors are not sufficient to explain the
large imports and the large external deficit.
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In examining other factors, it is natural to investigate the situation in the public finances, as large
external imbalances are frequently associated with fiscal imbalances. However, the strong growth in
domestic demand and imports during 1996 were not related to strong fiscal pressures-the fiscal
deterioration was mild (1.5 percent of GDP), compared with the current account deterioration (more than
13 percent of GDP). Instead, the external imbalance seems to have been associated primurily with an
investment expansion. That could suggest that the external imbalance was not so severe after all, as it was
being accompanied by a build-up of future output, exports, and debt repayment capacity. Moreover, the
Slovak Republic's external debt to GDP ratios do not look excessive by international comparison,
providing some headroom for modernizing imports.

There are, however, a number of other indicators suggesting that the current account deficit is
indeed cause for concern, despite having been due primarily to an investment expansion. First, current
account deficits of more than 10 percent of GDP can hardly be sustained for a long period, as they would
soon result in debt to GDP ratios of above 100 percent, even if all investments were of high return and the
Slovak Republic were able to maintain very high growth rates. Second, the persistence of large enterprise
losses (8.8 percent of GDP in 1996) and the incomplete restructuring of the banking sector provides an
indication that corporate governance is not yet consolidated, and that some inefficient enterprises could
have borrowed and invested. Third, more than 80 percent of investment has taken place outside the
manufacturing sector, and may not help to develop debt repayment capacity. Fourth, the investment
expansion may have been partly due to the privatization rules introduced in 1996, which allowed new
owners to offset payments to the National Property Fund (the privatization agency) by investing in the
purchased enterprise.

In addition to these microeconomic indications that many investments may not have been optimal,
there is also strong evidence that investment and imports were excessively stimulated by a liberal monetary
and credit policy during 1995 and the first half of 1996-money and credit grew well in excess of the
growth of nominal GDP during this period. Finally, the real appreciation that resulted from the use of the
exchange rate as a nominal anchor may have also contributed to the current account deterioration dunng
this period.

The clearest indication that private agents had changed their perceptions about the sustainability of
the external situation happened in May 1997, when the Slovak crown was subject to a series of speculative
attacks, following similar events in other countries with large external deficits, and revealing clearly the
need for policy corrections. In response to these adverse developments, the National Bank of Slovakia
tightened further monetary policy (a policy initiated in mid-1996), and the Government instituted a 7
percent import surcharge. These measures have generated some improvements in the current account (the
deficit should decline to around 7.5 percent of GDP in 1997) and have deflected the speculative attacks,
although at the cost of very high real interest rates (around 20 percent p.a. for Government securities) and
the introduction of a distortionary trade policy instrument. Moreover, the efforts to generate further
improvements in the external accounts have been undermined by the expansionary fiscal policy followed
thus far in 1997-despite the introduction of the import surcharge, fiscal policy has shifted to a deficit of
more than 4 percent of GDP, partly on account of large investment projects, but also due to low revenues
from corporate income and social security taxes.

The report suggests that sustaining growth will require some reduction in investnent levels, in
order to release the excessive pressures on the current account and avoid financing problems, while making
an effort to offset the reduction in investment levels by completing structural reforms and increasing
investment efficiency. This strategy is within the reach of Slovak policy-makers. In the macroeconomic
area, it requires the central bank's adherence to the tighter monetary policy targets that have been pursued
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since mid-1996, but also reversing the expansionary fiscal policy adopted in 1997. Although, fiscal policy
was not a major cause of the current account deterioration in 1996, it is now making the recent
improvement excessively dependent on a restrictive monetary policy and high interest rates and hindering
the permanent adjustment which is needed in the external accounts. Reversing the fiscal expansion in 1997
will require, inter alia, a smoother implementation of the ambitious public investment progrmi, containig
the growth of real wages in the public sector, avoiding excessive increases in pension benefits, and
strengthening tax compliance.

In addition to a return to fiscal discipline, the Government should also avoid the policies that could
have led to artificially high levels of investment or to excessive foreign borrowings by enterprises. These
would include abstaining from making excessively generous concessions in future privafizations (such as
the cancellation of payments in exchange for additional investment), abstaining from making special
temporary tariff concessions in the purchase of small cars or any other investment/consumption item, and
ensuring that foreign creditors are not extending credits to enterprises on the expectation of guarantees by
the National Property Fund or the Government.

In the structural area, there is a variety of issues to be addressed, two of which merit special
attention, namely, the persistence of loss-making activities at the level of enterprises, and the large volume
of classified loans held by the major banks. Whereas the Slovak Republic has a group of very efficient and
profitable enterprises, capable of generating a high ratio of profits to GDP (14 percent in 1996), it also has
a relatively large group of inefficient enterprises, as indicated by gross losses of 8.8 percent of GDP in
1996. The weak financial situation of this group of enterprises is reflected in the balance sheet of major
banks (most of which remain State-owned), as indicated by the large stock of classified loans held by these
banks-18 percent of GDP, of which more than 5 percent of GDP in unpaid interests. These figures
suggest that there is still a significant drainage of scarce resources by inefficient firms, and lingering
problems in financial intermediation. They also suggest that, removing these structural bottlenecks, and
solving other institutional and regulatory problems, could yield significant efficiency gains, and allow the
Slovak Republic to maintain growth performance with somewhat lower investment ratios and a sustainable
current account.

The Slovak Republic faces the dual challenge of sustaining the impressive growth performance
achieved after independence, while preparing the economy for EU accession. The report stresses that these
two objectives are closely intertwined, as the measures required to eliminate large macroeconomic
imbalances, increase microeconomic efficiency, and sustain growth, would coincide to a large extent with
the economic requirements for EU accession. Although the Slovak Republic has already made substantial
progress in transforming its economy and approximating its legal framework to EU legislation, the reform
agenda has not been fully implemented yet. The report aims at contributing to the Slovak Republic's
efforts to meet the dual challenges successfully, by identifying the problems that remain in several sectors
of the economy, and providing recommendations for further gains in efficiency.

This Country Study is structured as follows. Chapter I reviews the Slovak Republic's
macroeconomic performance after independence and sets the stage for the rest of the report. This is
followed by a chapter on trade performance and trade policies in the light of increasing integration with the
EU. Chapters III and IV cover the enterprise and financial sectors, respectively, and identify the measures
that would reduce loss-naking activities and improve financial intermediation. The next chapter examines
the performance of the agriculture sector after independence, and identifies the measures required to
increase productivity in the sector. Chapter VI analyzes the current situation in the labor market, and
assesses the effectiveness of labor market policies and social programs. Chapter VII assesses the recent
improvements in the environment, after 40 years of neglect under the former economic regime, and
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examines the policies and investments that would enable the Slovak Republic to meet EU standards.
Finally, the last chapter summarzes the main findings and reconmendations of the report, and proposes a
framework for sustained growth that would allow the Slovak Republic to converge to the EU's income
levels in a reasonable period of time. The main findings of Chapters II through VIII are sunmnmized
below.

Trade Developments and Trade Policy

Chapter II examines the Slovak Republic's recent trade performance and makes an evaluation of
current trade policies vis-a-vis the EU. The chapter points out that the Slovak Republic is an open
economy, with total exports and imports of goods accounting together for more than 100 percent of GDP,
and that there has been a reorientation of trade since independence, away from traditional CMEA markets
and towards the EU. The chapter also notes that the structure of exports has been changing, and the
number of new products exported provides an indication of the underlying dynamism of exports. However,
the chapter also notes that these goods are not yet contributing significantly to total exports, and hat the
share of the more sophisticated EU markets in total exports is still lower than the other Visegrad countries.
The report notes that greater opening to foreign direct investment and partnerships with foreign finns may
contribute to faster absorption of modem technology and greater access to new markets.

As to trade policies, the report highlights that the Slovak Republic's import regime is already
liberal, as indicated by an average nominal tariff of 8 percent in 1996. The effective tariff burden
(measured by the ratio of tariff revenues to imports) is even lower, around 3 percent, reflecting the various
preferential trading arrangements. The commitments undertaken under the Europe Agreements stipulate
further liberalization of industrial imports from the EU, including the reduction in tanffs and the complete
elimination of remaining quota restrictions by the year 2002. The impact of this additional liberalization on
imports and on fiscal revenues is likely to be moderate, as protection is already low. Use of other trade
restrictions is limited, with non-automatic import licensing being applied to only one significant product-
coal. Finally, customs administration is close to being harmonized with EU rules and procedures.
However, it must be noted that the Slovak Republic has recently deviated from the open trade policies
followed after independence-as mentioned before, in May 1997 the Giovernment introduced a 7 percent
import surcharge affecting 80 percent of all imports. The surcharge represents a deviation from the Europe
Agreements, and will have to be removed in the near future, implying the need for offsetting policy
corrections, particularly in the fiscal area.

The chapter highlights that the Europe Agreement and accession agenda will largely determine the
shape of the Slovak Republic's trade policy in the next few years. However, the report also stresses that
the Government still faces some policy options during the pre-accession period. These include the
transition towards the EU's common external tariff, the implementation of instruments to restrict unfair
trade, and the liberalization of trade in services. With respect to the transition path towards adoption of the
EU's common external tariff, the report stresses that raising tariffs to EU levels before accession would be
economically harmful, by reducing competition from imports and raising prices for consumers. As a result,
the best option is to maintain an independent tariff policy until accession, and limit any changes in tariffs to
reducing those that are now significantly above the EU's most-favored- nation (MFN) level. With respect
to instruments of contingent protection, the report points out that anti-dumping laws have been an
inefficient and costly instrument in most countries, that upon accession an anti-dumping law will become
redundant, as these instruments will be applied by the European Commission, and that the Slovak Republic
will benefit from following a less intrusive policy. The report finally reconmmends that liberalizaton in the
services area should be extended on an MFN basis, without discriminating against non-EU firms.
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Progress in Enterprise Privatization and Restructuring

Chapter im examines the progress that has been achieved at enterpnse privatization and
restructuring, and also assesses the progress achieved in approximating the legal fianmwork for enterprises
with EU legislation. The chapter starts by pointing out that the Slovak Republic has achieved significant
progress at privatization, as all small enterprises and more than 50 percent of the original equity portfolio
of medium and large enterprises have already been handed to the private sector through two diffirent
privatization waves. The combination of privatization and the entry of new private enterprises have
increased the share of the private sector in GDP to more than 75 percent. Enterprise governance is also
tending to improve, because of the increasing concentration of enterprise ownership. Such a consolidation
of ownership is being driven by two factors. First, the second wave has focused on standard sales, as
opposed to the coupon privatization employed in the first wave. Second, there has been trading of shares of
enterprises and investment funds employed in the first wave, as well as the reconfiguration of these funds
into holding companies. These trends have resulted in a larger number of voting shares held by fewer
individuals or institutions, instead of the more fragmented ownership structure that foliowed the first wave
of privatization.

The chapter examines progress at enterprise restructuring, and notes the significant progress
achieved between the 1993-95 period, as indicated by a 6 percent of GDP reduction in enterprise losses-
from 11.5 percent of GDP in 1993 to 5.6 percent of GDP in 1995. Such a reduction can be attributed not
only to privatization, but to the initial environment in which enterprises operated. In the macroeconomic
area, enterprises faced a situation of fiscal discipline, open trade, a competitive exchange rate, and
moderate wage pressures, which created an overall enviromnent of financial discipline and enabled an early
export-based recovery. Financial discipline was further strengthened by an overall decline in real bank
credits to troubled enterprises. However, the chapter also stresses that the restructuring task is unfinished,
as indicated by the increase in enterprise losses to 8.8 percent of GDP in 1996, half of which are in
manufacturing. These numbers suggest that the drainage of scarce resources by inefficient enterprises may
still be substantial, and that further efforts at restructuring (involving liquidation in many cases) may yield
significant efficiency gains to the Slovak economy.

The report recommends that the Government remove the legal and institutional obstacles to further
improvements in governance and further progress at enterprise restructuring. More specifically, the
government needs to: (i) complete the privatization of the bulk of enterprises that remain in State
ownership; (ii) refrain from interfering in the operations of the so-called "essential" or "stategic"
enterprises; (iii) adopt more competitive and transparent privatization methods that will encourage the best
possible owners (including foreigners) to purchase Slovak enterprises; (iv) refrain from limiting or
restricting the transfer of ownership of those enterprises already privatized to new investors, both domestic
and foreign, that are likely to have a better strategy for restructuring these enterprises; (v) improve the legal
fiamework, in particular, minority shareholder protection, the bankruptcy system, and accounting
standards; and (vi) repeal the 1995 Price Law which opens room for interference in the price system.

This chapter also argues that the above recommendations are superior to any attempt by the
Government to manage the restructuring of these enterprises directly. In this regard, the report stresses that
the recently enacted Enterprise Revitalization Act, whose objective is to encourage furter enterprise
restructuring, may fail to accomplish such a desirable goal, because it may involve excessive political
interference in a process that should be conducted exclusively by enterprises and their creditors (especially
the banks, as the main creditors). Whereas it would be desirable to elaborate a strategy to facilitate the
joint restructuring of enterprises and banks loaded with bad loans, the report suggests that this strategy
should involve as little direct interference from the Government as possible, and should not harm the
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development of a legal framework supportive of a market economy. The report stresses that a more
effective approach would involve improving the bankruptcy framework, and stregthening the banks'
conditions to recognize their losses and work out their bad loans with debtors.

Progress in Financial Sector Reform

Chapter IV examines the progress achieved in reforming the banking sector, developing the capital
market, and approximatng the regulatory framework for banks and capital market institutions to EU
legislation. The chapter starts by examining the structure of the banking sector and noting the significant
number of new entries into the sector since 1990, mainly private sector banks with foreign participation.
As a result of the new entries, by end-1996 the 25 new private banks accounted for 43 percent of the assets
in the banking system, and the 5 remaining State-owned banks accounted for the remaining 57 percent, a
marked change in shares relative to the years prior to independence. The Slovak financial system is
relatively deep, as indicated by a ratio of broad money to GDP of 70 percent. To enhance confidence in the
new banks and improve competition in the retail market (still largely dominated by the State Savings
Bank), a deposit guarantee scheme was established in mid-1996, although the impact of this measure
cannot be assessed yet, since the State will continue to insure citizens' deposits in the major State banks
until the end of 1997.

Despite these positive developments, the report stresses that there is much that the Government can
do to deepen reform in the banking sector. For one, the major State banks continue to suffer from a weak
financial condition, as indicated by the large stock of classified claims (principal and interest) at mid- 1997-
-SkI 17 billion, the equivalent of 21 percent of total balance sheet claims and 18 percent of GDP. The large
residual core of loss-makers in the Slovak Republic (as indicated by gross losses of 8.8 percent of GDP in
1996) and the large stock of the banks' classified claims, provide clear evidence of an unfinished
restructuring program, and lingering problems in the process of financial intermediation. Also, the report
stresses that the banks' lack of assertiveness in handling problem debtors is revealed not only by the large
losses and the large stock of classified loans, but also by the very low number of completed bankruptcy and
liquidation cases.

The chapter recommends that the Government deepen the reform of the banking sector along three
main directions. First, the privatization of State banks should be completed. That includes the
privatization of banks still under majority State ownership and the sales of minority shares in the banks that
have been partly privatized. Privatization should involve the participation of strategic investors and should
exclude large bank debtors. The best approach would be to engage an investment bank and charge this
institution with the task of identifying potential buyers, and examining the restructuring that has to take
place in order to enable successful privatization. Second, legal, institutional, and taxation issues will have
to be addressed, to increase the ability of banks to play a more active role in enterprise restructuring. In
particular, deduction of loan loss provisions from the taxable base of banks would enable banks to build
provisions faster, and create more room for the restructuring of enterprises. Third, the regulatory and
supervisory fiamework should be further upgraded. In this regard, the chapter provides a detailed analysis
of the extent of approximation of the regulatory framework to EU legislation, and the steps that must be
taken to achieve full conformity with EU directives in this area.

The chapter ends with an analysis of the performance of capital markets in the Slovak Republic.
In particular, the chapter notes that as of end-1996 there were 970 equities and 91 bonds registered with the
Bratislava Stock Exchange (BSE). Most of these securities are also registered in the parallel RMS market,
which deals mostly with small retail investors and operates as an off-exchange market. The number of
registered shares is more than 20 times that of other transition economies, partly the result of the
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privatization method used by the former Czechoslovak Federation. In sum, the market is fiagmented,
illiquid, and overburdened with a large number of registered shares that do not fit the profile of a publicly-
traded company. The bond market is also plagued by structural deficiencies, resulting in low turnover and
a predomiance of short maturities. The report stresses that the lack of an idependent reguWlatory and
supervisory body aggravates these problems, as it leads to a weak enforcanent of reglation, and opens
room for politically-driven interventions. Failure to address these issues will hinder the future development
of the capital market, and deprive enterprises from a potentially important source of investment finance.

In this framework, the report suggests policy recommendations in three major areas: (i) increasing
market transparency by, inter alia, reducing the number of publicly traded finns and implementing strict
information disclosure requirements for those firms that remain registered; (ii) developing a strong and
independent regulatory and supervisory body; and (iii) introducing targeted legal and regulaory changes
aimed at supporting capital market development. That includes introducing adequate protection for
minority shareholders, enhancing market transparency and liquidity through the integration of the
operations of the BSE and RMS markets, ensuring better quality of disclosed information and removing
regulatory and taxation barriers, as these hinder the development of capital markets and are not consistent
with EU accession requirements. As to the insurance sector, the report suggests that much remains to be
done to harmonize the Slovak legislation with EU regulations and to prepare it for cross-border competition
and future EU integration.

The Agriculture Sector in Transition

Chapter V reviews recent developments in the Slovak Republic's agricultural sector and evaluates
alternative policies that could serve to strengthen the sector's competitiveness prior to EU accession.
Primary agriculture and food processing represent in the Slovak Republic a relatively small share of total
GDP (8.5 percent) and employment (9 percent). There was a sharp deterioration in the agriculture terms of
trade, following the price liberalization in the early 1990s, and this shift in relative prices contributed to a
30 percent decline in agricultural output in the early stages of the transition. However, output stabilized in
1995 and even registered a small increase in real terms during 1996. Important for this recovery has been
the legal transformation of ownership through the re-establishment of individual rights to land and non-land
assets. The deterioration in the terms of trade also induced the Government to introduce minimum price
regulations for some commodities in an attempt to soften the impact of the transition. The report stresses,
however, that the aggregate level of support to Slovak farmers has declined by more than 50 percent in real
terms since 1989, making the producer subsidy equivalent about half as generous as the support extended
to EU farmers. While privatization of the food processing industry has been completed, a number of
related input industries still have a large share of Government involvement, particularly in fuel production,
farm chemicals, and farm equipment.

Despite these transformation efforts and the recent output recovery, the report highlights that more
needs to be done to increase productivity of primary agriculture and agroindustry, which remain
significantly below the respective EU averages. Any significant increase in the efficiency of primary
agriculture will depend on further transformation of cooperatives into profit-oriented farms, and more
efforts by new owners to adjust to domestic and foreign competition. Land ownership remains fagmented
in cooperatives, although land use is less fragmented, as cooperatives retain about 70 percent of farm land
in large contiguous plots and most owners lease land to cooperatives. However, leasing has not eliminated
all the problems resulting from fragmented ownership, since most lease contracts have a one-year
termination clause and this insecurity of tenure undermines long-term investment plans. There are other
obstacles to the development of a land market, such as the exclusion of foreigners from land purchases.
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Similarly, many problems in the agroindustry sector linger unsolved, because of fragmented ownership,
weak management and the lack of capital.

In this context, it is necessaly to consolidate land ownership, resist pressure of various interest
groups for protection against foreign competition, refrain from excessive government intervention, and
continue to strngthen the business environment. Ownership consolidation is one of the most critical
improvements required, as it would allow the more effective exploration of economies of scale, the
activation of the land market, and acceptance of land as collateral. The report proposes to give active
members of cooperatives more options to buy out land owners. Another possibility is to restructure
Govermment subsidies to support ownership consolidation as a policy objective. Agroindustre are
particularly vulnerable to foreign competition and ways to facihitate productivity growth should be
considered. For example, the report stresses that large investments are needed to improve logistics in food
distribution and to overcome an excessive market fiagmentation at the wholesal and retail lvels. The
chapter also suggests that minimum prices should be gradually reduced and de-linked fron production
costs. The report recommends that income support payments to disadvantaged areas be gradually modified
from a per hectare basis to targeted support programs, such as capital grants for development of rural
infrastructure. Access to rural credit should be improved using market-based instuments, such as a
warehouse receipt system, and the development of mortgage finance. The report also recognizes that new
instruments might need to be introduced to comply with the EU's Common Agricultural Policy (CAP).
However, since the CAP is likely to evolve prior to accession taking place, the Government should
postpone for the time being the implementation of related policies.

Labor Market and Social Policies

Chapter VI examines the current situation in the labor market, analyzes the status of labor policies
and social programs, and identifies the progress in meeting EU accession requirements in the social areas.
The chapter starts by reviewing labor market developments since independence, and notes the improvement
in labor market conditions after three years of strong economic growth, as indicated by the decline in the
rate of unemployment, from 14 percent in 1993 to around 12 percent in 1996. Despite the decline in
unemployment, however, the problem of long-term unemployment has worsened further-the share of the
unemployed out of work for more than one year increased from about 40 percent in 1994 to more than 50
percent in the first three quarters of 1996. The persistence of substantial regional differences in
unemployment rates is also worrisome-unemployment rates ranged from 4 to 24 percent, and vacancies
reported to the labor exchanges continue to be concentrated in low unernployment regions, revealing the
low degree of labor mobility.

A considerable effort is being made to adjust the regulatory framework to EU accession
requirements. The effort has included the introduction of regulations on collective redundancies providing
for advanced notification of planned dismissals, the introduction of a guarantee fund to pay employees in
case of employer insolvency, and a law on occupational safety. In addition, provisions on health and safety
in the workplace, equal employment opportunity, working time, and consultation of employees in
Community-scale undertakings, are contained in the draft Labor Code, which the Slovak authorities hope to
have approved by Parliament in 1998.

While recognizing the effort at approximation with the EU, the chapter recommends that the
Slovaks avoid introducing measures that are not really required for EU accession, and that could prove
detrimental to the creation of jobs. For example, there are no proposals to exempt small employers from
some of the more rigid restrictions contained in the labor code, such as the obligation to reinstate workers
who have been unfairly dismissed. Such exemptions are usually granted in EU countries. As small and
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medium-sized firms represent the engine of employnt growth, it would be highly undesirable to hinder
their expansion. The report also points to the need to icrease the scope for decenralizd barig (also
the cufrent trend in the EU), in order to ensure a greater adjustment of real wages to productivity and local
conditions. Another impediment to a successful labor market lies in the resistance of employers to high
payroll taxes, which in the Slovak Republic amount to 50 percent of gross wages, whereas the average
contribution rate for the EU countries is 36 percent.

The chapter reviews the status of unemployment benefits and reconunends greater coordin
between unemployment insurance and social assistance, in order to restrict the possibility of multiple
recipiency of benefits and the resulting work disincentives. The chapter also recon ds stricter
enforcement of job search and availability-to-work tests for individuals receiving social assistance, in order
to enhance incentives to work. The chapter indicates the very large size of the Slovak Republic's active
labor market programs (participants amounted to almost 5 percent of the labor force in 1995), noting that
programs of this size are only found in Sweden, and that some of these programs (e.g. employment
subsidies) have not proven to be effective.

The social chapter proceeds to evaluate the performance of Slovak social insurance programs. It
notes that if the Govermment avoids excessive increases in pension benefits and tax evasion does not occur,
pension fund deficits should not occur in the next few years. However, the report also notes that
contribution rates are excessively high-27 percent of gross wages-with adverse effects on the labor
iarket. In addition, these high contribution rates are not enough to make the system sustainable in the

long-run. By the end of the next decade the pension system will run deficits, and these deficits are
projected to increase to 6 percent of GDP by 2050. The chapter recommends a reform package that would
allow the Slovak Republic to restore long-run balance and reduce contribution rates by 6.5 percent points,
in line with the European average. The recommendations include the elimination of early retirement, the
phase-out of partial disability pensions, the switch from wage indexation to a Swiss formula (comprising
wages and prices with equal weights), and the gradual increase in retirement age to 65 for both men and
women, in line with those of Western Europe.

The chapter also provides a number of recommendations that would improve the cost-
effectiveness of social insurance and assistance programs. The recommendations include the transfer of
initial responsibility for sick leave from social insurance to the employer, and the introduction of more
stringent medical conditions for the granting of sick leave. In the case of maternity benefits, the chapter
recommends a reduction of the six month period of paid maternity leave for small firms, as the costs of
hiring and training replacement employees are relatively higher for these firms. The chapter ends with an
evaluation of social assistance programs, noting that the bulk of payments are directed towards families
with children, and that the focus of reform should rest in this area. The chapter suggests that child benefits
be targeted to the lowest quartile of the income distribution, in order to reduce expenditures while providing
a floor of protection. Other recommendations to improve cost-effectiveness and reduce work disincentives
include means-testing of allowances for one-earner families, and greater coordination of the various
programs to eliminate multiple recipiency of benefits.

Environment and EU Accession

Chapter VII reviews the progress already achieved in improving the environent, examines the
implications of EU accession for environmental policy, and presents preliminary estimates of the
investments required for compliance with EU requirements in this area. The chapters starts by noting that
the amount of pollutants emitted into the air has been substantially reduced since the late 1980s. The
resulting improvement in air quality has been due both to the initial contraction of economic activity and to
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emission reduction measures. Ambient air quality has also improved in the Slovak Republic since the start
of the transition. In addition, 86 percent of waste water is currently discharged to treatment plants, 87
percent of which have biological treatment, and about half of all the households were linked to sewer
systems. Produced waste has decreased by close to 30 percent between 1992 and 1995, enabling a
reduction in the number of landfill sites.

Notwithstanding these positive developments, much more remains to be done. The improvement in
air quality has been very modest since 1995, revealing the difficulties of achieving additional progress in
the environment in the context of a growing economy. In fact, the main challenge facing the Slovak
enavrnmenl authoies is to ensure additional uiprovernents in envirnmental quality in a scenano of contnued
econo very. Also, the Slovak Republic and other transforming countries are now observing a shift in
pollution sources. Heavy industry, which used to be the major cause of pollution, is retrenching and is
being overtaken by traffic and chemical waste from a large number of small and medium-sized enterprises.
These new sources are far more difficult to control and supervise.

Complying with EU environmental legislation is a challenge faced by all CEE countries, and The
Slovak Republic is no exception. The report points out that compliance involves not only legal
harmonizaion issues, but also a strategy that will enable the Slovak Republic to meet EU standards as
rapidly and as cost-effectively as feasible. Although there has been significant progress in legal
harmonization, there are some areas, such as the Integrated Pollution Prevention and Control directive,
where Slovakian law still needs to be modified. This directive represents a shift from a focus on emissions,
which involves reliance on end-of-pipe controls, to one on waste minimization, for which clean technologies
and good management are usually critical. The country's basic water infrastructure falls short of what
would be required by EU directives, since the quality of drinking water often does not meet EU standards.
This is not a matter of microbiological contamination which might pose a serious threat to health. Rather,
the problem is linked to the presence of minerals and pollutants, either because of the quality of the water
source used, or because of the contamination that arises during distribution as a result of neglected
infrastructure maintenance. Thus, investments will be required to improve raw water quality, upgrade
treatment facilities, and replace parts of the water distribution system. Meeting the directive on urban
waste water treatment will require sewer systems with at least secondary treatment of sewage for most
villages, towns, and cities with a population equivalent of 2,000 or more.

Preliminary estimates suggest that total investments would amount to around US$5-6 billion,
including US$2.5 billion of investments in water, US$1.5-2.5 billion of investments in air quality, and
US$0.9 billion of investments in waste management. This would imply annual investments of around
US$300 million distributed over a period of 20 years, or approximately 1.5 percent of GDP. These
amounts are significantly above the ones prevailing in CEE countries, indicating the need for developing
least-cost stategies. Financing environmental projects through Environmental Funds (EF) is suggested by
the report. However, these funds are only effective if the environmental problems are simultaneously
tackled at the policy level and strong efforts are undertaken to strengthen environmental regulations and
enforcement. Although the Slovak Republic has undertaken considerable efforts to set environmental
priorities, the report stresses that more work is needed in this area.

A Framework for Growth and EU Accession

Chapter VIII reviews the main recommendations of the report, and proposes a fianework for
growth and EU accession centered in the completion of structural reforms and the achievement of efficiency
gains. The chapter starts by arguing that the very high investment ratios have also been increasingly
accompanied by current account deficits financed in a disproportionate amount by increased indebtedness.
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While a transition economy should be expected to register external deficits as its capital stock is
modernized and past repressed consumption loosens, these deficits should remain at sustainable levels. The
chapters reiterates that the Slovak Republic faces the challenge of aintinng its growth perfmance,
while correcting its extenal imbalances, and that meeting this challenge successfiully will require more
efforts at structural reforms. The chapter also reiterates that the challeges of sustaied growth and EU
accession are intertwined, as the measures required to increase efficiency coincide to a large extent with the
EU accession requirements.

In this context, the chapter reiterates that a credible strategy for sustained growth and EU
accession would involve a reduction in investment levels to around 30 percent of GDP, roughly the same
levels as in the years that followed independence, and offsetting the growth impact of such a reduction by
measures aimed at increasing efficiency. The chapter reviews the major recommendatons of the report that
would enable both the macroeconomic adjustment and the microeconomic improvements in efficiency. It
also argues that, if these strategies are followed, the Slovak Republic would be able to reduce the current
account deficit to aiound 4 percent of GDP, while maintaining an initial growth rate of 5.5 percent a year.
If approximately half of this deficit is financed by non-debt flows (FDI and portfolio investment), then the
ratios of external debt to GDP and to exports would be stabilized or even decline gradually over time. If
the structural transfornation is also completed and the Slovak Republic is able to increase the efficiency of
its economy to levels at least as high as the EU's, it would converge to 75 percent of the EU's average per
capita income in less than 30 years.

'Te failure to complete structural reforms inplies that efficiency gains do not materialize, and that
the same investment ratios produce less output growth. The report presents growth simulations showing
that the failure to proceed with structural transfornation would result in a longer period for convergence
for the same investment ratios-approximately 13 more years, for a total of 41 years. The chapter also
argues that failure to proceed with the reforms would probably result in a lower investment ratio in the
steady-state, mainly because of a more pessimistic evaluation of the business environment in which the
private sector operates, and a deterioration in the EU accession prospects. The main implication of these
developments would be a further lengthening of the period of convergence to over 46 years, and would
result by the mid-2020s in a level of per capita income which is 20 percent lower than the level in the
reform scenario. This alternative scenario was elaborated on the assumption that policy-nakers do not
address Slovak microeconomic inefficiencies, but do adopt the macroeconomic measures necessary to
reduce the external imbalances. If these measures are not adopted, the Slovak Republic could face balance
of payment problems that could prove more disruptive to long-run growth and EU accession prospects.





CHAPTER I: ECONOMIC PERFORMANCE AFTER INDEPENDENCE

Introduction

The Slovak Republic has registered one of the best macroeconomic performances in Central
Europe, in sharp contrast to the economic collapse predicted by many observers at the time of inepndence
in January 1993. Inflation declined to around 6 percent p.a., and is currently lower than most other
transition economies. Real GDP has grown by more than 6 percent p.a. since 1993-one of the best growth
performances in the region. The ratio of fixed investment to GDP has been maintained at very high levels-
around 30 percent in the first half of the 1990s and 36 percent in 1996 (the highest in the region)-raising
prospects of rapid capital accumulation and growth.

One of the central questions faced by Slovak policy-makers is whether the good growth
performance registered after independence can be sustained. The examination of Slovak economic and
social indicators suggests that the answer to this question is positive, provided that the Government is able
to meet two conditions. The first is the elimination of the severe external imbalances that emerged in 1996.
The second is the completion of the structural reforms initiated in the early 1990s. Success in addressing
these two challenges would allow the Slovak Republic to sustain high growth rates and converge to the EU
average levels of per capita income in a reasonable period of time.

In the macroeconomic area, the central issue to be addressed is the recent deterioration in the
external accounts-the current account shifted from a surplus of 2 percent of GDP in 1995 to a deficit of 11
percent of GDP in 1996. Preliminary data for 1997 indicate a deficit still excessively large (8-9 percent of
GDP). This sharp deterioration in the current account was not accompanied by an increase in the levels of
foreign direct investment (which remained under 1 percent of GDP, the lowest in the region), implying a
substantial recourse to foreign borrowings. Although the Slovak external debt still looks manageable by
international comparison (gross and net debts are approximately 50 and 20 percent of GDP), and the
country enjoys an investment grade credit rating, deficits of these orders of magnitude cannot be sustained
for many years.

In the structural area, there is a variety of issues to be addressed, two of which merit special
attention: the persistence of loss-making activities at the level of enterprises, and the high level of classified
loans held by major banks. Despite the significant progress achieved in reducing gross enterprise losses
(by more than 6 percent of GDP since independence), the Slovak economy remains affected by a relatively
large core of inefficient enterprises, as indicated by losses of 8.8 percent of GDP in 1996. The large stock
of classified loans (18 percent of GDP) held by major banks, most of which remain State-owned, reveals
the banks' lack of assertiveness towards problem debtors and weaknesses in the process of financial
intermediation.

Slovak policy-makers must address these macroeconomic and structural problems while preparing
the Slovak economy for EU accession, a process initiated in 1993 with the signing of the Europe
Agreements. Eliminating the structural problems inherited from the previous regime and strengtheing the
regulatory and institutional framework would allow the Slovak Republic to generate substantial efficiency
gains and ultimately to maintain a good growth perfonnance with a lower ratio of fixed investment to GDP
and a sustainable current account deficit. That would enable the Slovak Republic to approach the period of
EU accession with a demonstrated capacity to face the competitive pressures of a common internal market
and to reap the potential benefits of full EU membership.
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This chapter makes an evaluation of the Slovak Republic's macroeconomic performance after
independence and sets the stage for the rest of the report. The second section describes the progress
achieved in reducing inflation and promoting the recovery of output and employment after independence in
1993. The third section examines the external imbalances which emerged in 1996, whereas the fourth
section assesses the initial policy response to these imbalances. The fifth and final section analyzes the
dual challenges of sustained growth and EU accession, and provide a guide to the analysis contained in the
other chapters of the report.

Stabilization and Growth

Success in Reducing Inflation

The Slovak Republic has achieved an impressive success in reducing inflation, after a temporary
increase in 1993 (Table 1.1). The increase in the first year of independence was due primarily to the
introduction of the VAT and a 10 percent devaluation of the Slovak koruna. However, the continued use of
the exchange rate as a nominal anchor, combined with a very strict fiscal policy and moderate wage
increases, quickly reversed this increase and placed inflation on a firn downward path.' The decrease in
the average VAT rate in 1996 contributed to the slowdown in prices, and since that year CPI inflation has
been around 6 percent p.a., the lowest among CEE countries (Table 1.1).

Table 1.1
Inflation and GDP Growth in Selected CEE Countries, 1992-97

Country 1992 1993 1994 1995 1996 1997
Inflation (average CPI (percent per annum)

Czech Republic 11.1 20.8 10.1 9.1 8.8 10.0
Hungary 23.0 22.5 18.8 28.2 23.6 18.0
Poland 43.0 35.3 32.2 27.8 19.9 14.8
Slovak Republic 10.0 23.2 13.4 9.9 5.8 6.2
Slovenia 201.3 32.3 19.8 12.6 8.8 9.0
I____________ lGDP Growth (percent per annum)
Czech Republic -6.6 -0.7 2.6 5.1 4.1 0.5
Hungary -3.1 -0.6 3.0 1.5 1.3 4.0
Poland 2.6 3.8 5.2 7.0 6.1 6.0
Slovak Republic -6.5 -3.9 5.0 7.0 6.9 5.5
Slovenia -5.4 2.8 5.3 3.9 3.1 3.5

Source: National sources and World Bank staff estimates.

The strong fiscal support to the exchange rate-based stabilization program is revealed by the 12
percent of GDP improvement in the General Government budget between 1992 and 1995 (Table 1.2). This
impressive fiscal adjustment--achieved primarily through expenditure cuts-more than offset the loss of
transfers from the Czechoslovak federation (7 percent of GDP) and resulted in a small fiscal surplus in
1995. More specifically, from 1992 to 1995, General Government expenditures declined from around 58
percent of GDP to 48 percent of GDP, mainly due to reduction in consumption expenditures (6 percent of
GDP), investment expenditures (2 percent of GDP), subsidies to enterprises (1.5 percent of GDP), and ill-
targeted social expenditures.

' After the 10 percent devaluation in 1993, the Slovak crown continued to be pegged to a basket of five foreign
currencies. In mid-1994, the currency basket was redefined to consist only of the German Mark and the US dollar
with weights, of 60 and 40 percent respectively.
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Despite this impressive fiscal adjustment, it must be noted that public finances continue to be very
complex. In addition to the State budget, which accounts for more than half of total General Government
expenditures, there are four Social Security Funds (the Health, Sickness, Employment, and Pension Funds)
accounting for 35 percent of total expenditures; eleven extra-budgetary funds accounting for 5 percent of
total expenditures; and local governments accounting for 6 percent of the total. Finally, special investment
projects financed outside the State budget have increased their size from negligible levels in 1992, to 2.3 of
total expenditures or 1.2 percent of GDP in 1996. In addition to the institutional complexity, the tax burden
remains very heavy by comparison with countries with similar per capita incomes, and some tax rates are
excessively high. In particular, the payroll tax rate amounts to 50 percent of gross wages, being
significantly higher than the OECD and EU averages.

Strong Output Recovery

The contraction of Government expenditures did not prevent the economy from recovering, as the
fiscal slack was more than offset by a significant growth of exports and investment. As shown in Table
1.2, the Slovak Republic initiated its recovery in 1994, due primarily to a strong growth of exports, and
maintained a very good growth performance in 1995 and 1996, due primarily to increases in aggregate
domestic demand.2 Fixed investment was a major source of GDP growth in those two years, particularly in
1996 when it grew by 33 percent, increasing its share in GDP to an impressive 36 percent. Private
consumption grew less than GDP in the first stages of the recovery (1994-95), in line with the moderate
increase in wage income observed during this period, but grew slightly more than GDP in 1996, the year
when wages grew slightly more than productivity (Table 1.2).

The Slovak Republic's recovery started somewhat late relative to other CEE countries (Table 1.1),
possibly because of the residual effects of a stabilization program imnplemented in 1991 under the
Czechoslovak federation, and the disruptions caused by independence in 1993. However, its recent growth
performance has been superior to that of other CEE countries, except for Poland. The recovery has been
driven by the private sector, which through the privatization process and the entry of new enterprises, was
able to increase its share in GDP to more than 75 percent, and has also been accompanied by a reduction in
the unemployment rate-from around 14 percent at end- 1994 to around 12 percent at end-1 996 (Table 1.2).

The Emergence of External Imbalances

The Slovak Republic's initial success in combining output recovery with a surplus in the current
account was due to an impressive export performance in the period immediately after independence.
However, by end-1995, exports started to falter and GDP growth started being driven by the strong
expansion in domestic demand. Whereas other CEE countries also experienced a slowdown in exports
during 1996, the decline in export growth to only 3 percent during 1996, combined with a buoyant, 24
percent increase in imports (both measured in US dollars), resulted in a much larger current account deficit
in the case of the Slovak Republic-more than 11 percent of GDP in 1996, compared to 8.5 percent of GDP
for the Czech Republic and to moderate deficits for the other CEE countries (Table 1.3).

2 Exports also contributed significantly to GDP growth during 1995, although there is conflicting information
about the extent of the contribution, as indicated by the large differences between balance of payments and national
accounts data (Table 1.2).
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Table 1.2
Key Economic Indicators, 1992-96

1992 1993 1994 1995 1996 1997
L. REAL SECTOR
Nominal GDP (USS million) 11,757 11,996 13,746 17,336 18,963 19,217
Nominal GDPperCapita (UJSS) 2,216 2,253 2,571 3,232 3,529 3,562
rowth Rates (percent):
DP -6.5 -3.9 5.0 7.0 6.9 5.5

Total Consumption -1.7 -1.6 4.4 3.9 12.1 4.5
Private Consumption -6.4 -1.4 -0.5 3.8 7.2 5.5

Gross Investment -14.6 -7.3 -8.4 27.4 42.8 -3.1
Fixed Investment -4.5 -4.1 -5.5 6.2 33.3 -0.4

Exports ofGNFS 47.4 -0.2 13.7 3.9 -1.6 5.8
Shares of GDP (percent)
Total Consumption 75.1 78.2 71.7 69.2 73.1 71.7

Private Consumption 49.5 53.2 50.4 49.0 49.0 48.7
Gross Investment 28.1 27.3 23.1 28.5 38.2 35.1
Fixed Inveshnent . 32.9 32.7 29.4 29.2 36.6 34.5

Exports of GNFS 70.3 61.7 65.1 63.2 57.5 57.5

Private Sector Share in GDP (percent) 32.4 39.0 58.2 62.6 76.8 80.0
UnemploymentRate (end-year,percent) 10.4 14.4 14.8 13.1 12.8 13.0
Real Unit Labor Costs-Indury (PPI, 1993=100) 86.4 100,0 97.3 96.0 103.3 n.a.
BasketRealExchangeRate(PPIs, 1993=100)" 90.2 100.0 103.5 110.0 117.1 na.

IL FISCAL ACCOUNTS '
Government Balance (percent ofGDP) -11.9 -7.0 -1.3 0.2 -1.4 -4.5
GovernmentRevenues (percentofGDP) 46.1 44.3 46.5 47.1 46.9 41.5
GovernmentExpdiu (percentofGDP) 58.0 51.4 47.8 46.9 48.4 46.0

In. EXTERNAL ACCOUNTS
GrowthofExpors ofGoodsinUSS (percentperannum)) -16.4 22.8 28.2 2.9 2.0
Growth oflmportsofGoodsinUS$ (percentperannum)) -11.8 4.0 32.8 24.2 -1.0
Current Account Balance (prent of GDP) 0.4 -5.0 4.8 2.3 -11.1 -7.5
ForeignDirectlnvestment (percentofGDP) 0.9 1.1 1.2 0.8 0.7 0.S
GrossExternaDebt(percentofGDP) 25.4 30.0 34.9 33.6 41.2 55.8
NetExternalDebt(percentofGDP) 17.7 18.5 13.3 5.3 9.8 21.4
Share of Banks and Enterprises in Gross Debt (percent) 65.3 78.3 81.7
Share of Short-Tern Debt in Gross Debt (percent) 30.2 38.5 45.8
n.a.: not available
1/ Real exchange rate with official basket of 60 percent DM and 40 percent US dollar.
2/ Fiscal indicators for 1997 estimated from below the line flows in January through November.
Source: Slovak Republic Central Statistical Office, Ministry of Finance, National Bank of Slovakia and World Bank staff estimates.

The export slowdown occurred across all destinations, but the decline was particularly impressive
in the case of exports to the Czech Republic (Table 1.4). The slowdown in exports to the EU was partly
cyclical (slower output growth in the EU), whereas the decline in exports to the Czech Republic was more
structural, reflecting the disruption of traditional commercial links between enterprises in the two countries
after independence. Export performance in the first nine months of 1997 confirms this picture. As shown
in Table 1.4, there has been some recovery in exports, but this recovery is due primarily to larger exports to
the EU, because exports to the Czech Republic have remained stagnant.3 These trends suggest that future
export performance may continue to depend on further penetration on the more sophisticated markets of the
EU.

3 There is a large difference between growth rates quoted in US dollars (2 percent) and German Marks (18
percent) in 1997 due to exchange rate fluctuations. Adjusting for cross exchange rate changes, the increase was
around 10 percent in the first nine months of 1997, compared to 5 percent in 1996. Adjusting for foreign inflation
yields real growth rates of around 7 and 2 percent in 1997 and 1996, respectively.
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Table 1.3
External Accounts of Selected CEE Countries

Export Export Current FDI Gross Net
Growth Growth Account 1996 Extenal Debt Extenal Debt

Country 1993-1995 1996 1996 (percent of 1996 1996
(percent per (percent per (percent of GDP) (percent of (percent of GDP)

annum) annum) GDP) GDP)
Czech Republic 28.1 1.1 -8.6 2.7 39.8 7.6
Hungary 25.8 4.8 -3.9 4.1 63.7 41.2
Poland 30.0 6.7 -1.0 2.1 30.3 16.8
Slovak Republic 25.5 2.9 -11.1 0s 41.2 10.4
Slovenia 17.1 0.1 0.3 1.0 22.9 0.6

Source: World Bank staff estimats.

Table 1.4
Export and Import Growth and Major Trading Partners

1995 1996 1997 1995 1996 1997
(Jan-Sept.) (Jan-Sept.)

E,ora Imports

Growth Rate in US$ (percent per annum) 28 3 2 33 24 -1

GrowthRateinDM (percentperannum) 14 7 18 18 30 14

Shares in Toad (percent)

EU 37 41 45 35 38 39

Czech Republic 35 31 27 28 25 23

Russia 4 3 3 16 18 16

Source: Slovak Republic audtxities.

The rapid growth of imports was partly due to one-time factors, such as imports of military
equipment from Russia, received in payment for accumulated debts, and very large imports of small cars,
resulting from a temporary elimination of tariffs on these cars during 1996. The impact of the above
factors on the trade account amounted to nearly 3 percent of GDP during 1996 (more than 1 percent of
GDP in military equipment, and approximately 2 percent of GDP in above average imports of small cars).
However, that still leaves large imports and a large trade deficit of approximately 8 percent of GDP to be
explained by other factors.

In examining other factors, it is natural to start by investigating the situation of the public finances
in 1996, as large external imbalances are frequently associated with large imbalances in the public sector.
However, the strong growth in domestic demand and imports in 1996 were not related to strong fiscal
pressures. The General Government budget shifted from a small surplus to a deficit during 1996, but the
fiscal shift was very moderate by comparison with the current account shift-only 1.6 percent of GDP
between 1995 and 1996, compared with a shift of 13 percent of GDP in the current account (Table 1.2).
Therefore, the Slovak Republic does not seem to have experienced a problem of 'twin deficits" during
1996. Instead, the large imports and the current account shift seem to have been associated primarily with
an expansion of fixed investment (Table 1.2).

The fact that the expansion of domestic demand was centered in a rapid growth of investment, and
the fact that 30 percent of imports consisted of purchases of capital goods (consumer goods amounted to
only 20 percent), would perhaps give the impression that the external imbalance was not so severe after all,
as it was being accompanied by a build-up of future debt repayment capacity. Moreover, the Slovak
Republic's external debt to GDP ratios do not look excessively high by international comparison (although
they are higher than most other Visegrad countries, as shown in Table 1.3), and the current account deficit
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in 1996 was mostly financed by borrowings by domestic banks and enterprises from private creditors
(Table 1.2). These additional facts could reinforce the impression that the current account deficit was a
strict private sector affair, and that the external borrowings were 'bptimal" (i.e., reflecting well-informed
private decisions unaffected by distorted incentives), with no obvious implications for the conduct of
macroeconomic policies.

There are, however, a number of other indicators suggesting that the external borrowings were far
from "optimal"' and that the current account deficit is indeed a cause for concern. First, it must be noted
that even if all borrowings were associated with investmnents of high return, and the Slovak Republic were
able to sustain very high growth rates (around 7 percent p.a.), deficits of this order of magnitude could
hardly be sustained for a long period, as they would result in debt to GDP ratios above 100 percent in less
than 10 years.

Second, there are no guarantees that all the external borrowings were associated with high return
investnents in sectors producing traded goods. For one, the investment data includes a significant share of
the small cars imported in 1996, assets which hardly contribute to the build-up of debt repayment capacity.
Also, the persistence of large enterprise losses (Chapter III) provides an indication that corporate
governance is not yet consolidated, and that some inefficient enterprises may have obtained access to
foreign borrowings, either directly or through the banks. Investment decisions may also have been distorted
by the privatization rules, which allowed new owners to offset payments to the National Property Fund by
investing in the enterprise (Chapter III). Furthermore, the share of manufacturing in total fixed investment
was only 17 percent in 1996 (Appendix Table 2.5), suggesting that sectors producing non-traded goods
accounted for a large share of investment. Although efficiency gains in services may very well increase the
productivity of sectors producing traded goods, its impact on future debt-repayment capacity is more
indirect and possibly more limited.

Third, the trends in the maturity composition of foreign borrowings do not fit the paradigm of an
economy borrowing abroad to finance investment. Instead of lengthening the average debt maturity
(matching an increased level of investment relative to GDP), there was a significant increase in the share of
short-term debt in total debt-from 30 percent in 1995 to 46 percent in 1997. The increase in the share of
short-term debt probably involved intensive recourse to short-term trade financing and tended to increase
the Slovak Republic's vulnerability to changes in the perception of foreign creditors.

Fourth, the sharp investment expansion was to a good extent stimulated by a liberal monetary
policy during 1995 and the first half of 1996. As shown in Figure 1.1, the growth of broad money and
bank credits started accelerating in mid-1995, well in excess of inflation or the growth rate of nominal GDP
during the same period (which was around 15 percent p.a.). Although an increase in the real demand for
financial assets was expected, as a result of lower inflation and growing output, the expansion of broad
money probably exceeded the increase in demand by some margin. The increase in domestic spending
generated by this excess probably spilled over into the current account without producing an impact on
inflation because of the exchange rate anchor and the openness of the Slovak economy.

Finally, the real appreciation that resulted from the use of the exchange rate as a nominal anchor
(Table 1.2) may have also contributed to the increase in imports and the slowdown of exports, particularly
in the case of very price-sensitive exports, such as those conducted through processing arrangements

4 The expansion of broad money was fueled by a strong expansion in base money resulting from the NBS's
decision to stop sterilizing increases in net foreign assets.
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(Chapter II). However, it is unclear the extent to which the real appreciation has affected the current
account, given the very competitive levels of the Slovak crown at the time of independence-the exchange
rate was then fixed at a level 3.4 times higher than the PPP exchange rate, compared to a factor of 2.8 for
the Czech Republic, 2.2 for Poland, and 2 for Hungary in that year.

Figure 1.1 Figure 1.2
Growth of Money and Credit, 1994-97 Recent Evolution of Interest Rates

Percent
Percent

35
25

30-

20 25

ID 1015

Inflation ------- Deposit Rate

B,oadMoneyGrowth ....... C3dkGfowth .... Lending Rates Interbank Rates

Source: National Bank of Slovakia. Source: National Bank of Slovakia.

The clearest indication that private agents had changed their perceptions about the sustainability of
the external situation occurred in May 1997, when the Slovak crown was subject to a series of speculative
attacks. The currency attacks in the Slovak Republic followed similar events in other countries
experiencing large current account deficits, such as the Czech Republic and a number of East Asian
countries, forcing the National Bank of Slovakia to intervene in the foreign exchange market and revealing
clearly the need for policy corrections.

The Policy Response

The recognition that the shift in the current account had been excessive, partly due to a relaxation
of monetary policy, led the National Bank of Slovakia (NBS) to tighten monetary policy in mid-1996,
primarily through increases in reserve requirements. Further measures were adopted in early 1997,
including regulatory changes designed to curb the growth of foreign exchange credits. These measures
resulted in a significant deceleration of money and credit expansion (Figure 1.1), and caused an upward
pressure on interest rates (Figure 1.2), but failed to produce an immediate impact on the current account in
the first four months of 1997-the annualized deficit was around II percent of GDP. In May 1997, the
situation was aggravated by the emergence of a speculative attack on the Slovak crown, forcing NBS to
tighten monetary policy further, and causing additional pressures on interest rates (Figures 1.1 and 1.2).

The tightening of monetary policy seemed to be finally producing an effect on the external accounts
in mid-1997, with the halving of average monthly current account deficits-from US$210 million to
US$110 million. In addition, in late July the Govemment introduced a 7 percent import surcharge,
designed to curb imports further while generating additional fiscal revenues. These measures, combined
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with some recovery of exports (Table 1.4), should result in a reduction in the current account deficit, from
11 percent of GDP in 1996 to about 7.5 percent of GDP in 1997.

The maintenance of a very tight monetary policy and the announcement of the import surcharge
seem also to have deflected the speculative attacks, allowing the NBS to hold the Slovak crown at the same
levels relative to the currency basket. However, this success in maintaining the exchange parity has been
achieved at the cost of very high real interest rates and the introduction of a distortionary trade policy
instrument. Moreover, the efforts to generate improvements in the external accounts are being weakened
by the expansionary fiscal policy followed thus far during 1997. Despite the introduction of the import
surcharge and the additional fiscal revenues generated by this measure, the General Government budget
seemed to be shifting to a deficit of more than 4 percent of GDP in 1997, as a result of large investments,
and weak revenues from the corporate income tax and the payroll tax. The weak tax performance may
reflect the weak financial performance of several enterprises, and, possibly, speculation by some enterprises
of tax forgiveness under the revitalization program (Chapter 3).

Although the Slovak Republic's public debt is still moderate in comparison with most European
countries (around 30 percent of GDP), this fiscal expansion is sizable, and is occurring at a time when the
country is struggling to address its large external imbalances. Failure to tighten fiscal policy in 1998 and in
future years could result in an adverse policy mix, not only undermining monetary policy, but also creating
financial complications for enterprises and banks saddled with non-performing loans, because of the
excessive pressures on interest rates. A more sustainable solution would involve reducing fiscal
expenditures and renewing efforts at enterprise and financial sector restructuring (Chapters 3 and 4).
Greater improvements in corporate governance would not only contribute to improvements in
competitiveness and a better trade performance, but also help restore the revenues of the corporate income
tax, further strengthening the fiscal situation in the long run.

The Challenges of Sustained Growth and EU Accession

The Slovak Republic is facing the challenge of maintaining the impressive growth performance
achieved after independence, while reducing the current account deficit to levels that can be sustained in the
long-run. The Slovak Republic is also facing the challenge of accession into the European Union (EU), and
being able to share the benefits of full participation in a very large common market. As argued below,
these two challenges are to a large extent intertwined, as the Slovak Republic's efforts to meet the first will
greatly contribute to meeting the second, and vice-versa.

The Challenge of Sustaining High Growth

The Slovak Republic's per capita income is currently equal to the average of the other Visegrad
countries-approximately US$7,300 on a PPP basis in 1996. The Slovak Republic and the other Visegrad
countries face the challenge of sustaining growth and converging to the average EU levels of per capita
income (around US$19,000 on a PPP basis in 1996) in the next cdecades. Like the other Visegrad
countries, the Slovak Republic has some of the key factors required for the maintenance of a good growth
performance and convergence to EU income levels-good educational standards and a skilled labor force.
In addition, the Slovak Republic holds a potential advantage over the other Visegrad countries--its levels of
fixed investment have generally been much higher, and reached an impressive 36 percent of GDP in 1996,
compared to 33 percent for the Czech Republic and roughly 20 percent for Poland and Hungary.

While these high investment ratios are a potential advantage, they have been accompanied by
current account deficits which cannot be sustained, even under the high growth rates registered after
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independence. Therefore, the Slovak Republic faces the task of closing the imbalance while sustaining
growth, either by increasing domestic savings, or by reducing somewhat the levels of fixed investment, but
compensating such a reduction by an increase in efficiency. Although there is evidence that savings ratios
can increase endogenously through the growth process,5 the magnitude of the external imbalance is such as
to make this option unfeasible or excessively risky-it would require several years of large external
imbalances in the expectation of an eventual increase in domestic savings. This suggests that Slovak
policy-makers should focus their efforts in increasing the efficiency of the economy, in order to allow the
Slovak Republic to sustain high growth with investment levels that, although lower than the current ones,
would remain high by comparison with other CEE countries and most other emerging economies.

The reduction of fixed investment from the 1996 peak should not prove a daunting task. The
investment ratio should naturally decline as a result of the completion of some exceptionally large
infrastructure projects, such as the construction of the Mochovce nuclear power plant, and the
modernization and expansion in the steel and petrochemical sectors. A further reduction of investment to
more sustainable levels would require spreading the ambitious public investment program over a longer
period, maintaining monetary control and eliminating policy distortions, such as the possibility to offset
obligations to the National Property Fund by additional investment. At the same time, there is scope for
further gains in efficiency that would allow the country to sustain high growth rates with lower investment
levels. The scope for these efficiency gains is examined throughout this report, and would materialize to
the extent that the Government adopts the policies required to eliminate loss-making activities in industry
and agriculture, improve financial sector intermediation, and remove distortions in labor markets.

The Challenge ofEUAccession

The Slovak Republic formally presented its membership application to the EU in June 1995 at the
Cannes European Council. Prior to this application, the Slovak Republic and the EU signed in October
1993 an association agreement (the Europe Agreement) which became effective in February 1995. This
agreement is the legal basis for relations between the Slovak Republic and the EU. Its aim is to provide a
fiamework for political dialogue, to render a basis for Community technical and financial assistance that
will serve to support the Slovak Republic's integration into the EU, and to promote the expansion of trade
and economic relations between the parties.

The institutional framework of the Agreement includes meetings at a ministerial level (through the
establishment of the Association Council), at a senior officials level (through the Association Committee),
and at a technical level (through nine sub-committees). These meetings provide a mechanism for the
implementation, management, and monitoring of all areas of the relationship. The Europe Agreement also
provides for the approximation of legislation in a number of priority areas. In particular, it contains
specific obligations relating to the approximation of competition, industrial and intellectual property, and
public procurement legislation.

The trade provisions, which went into effect under the interim Europe Agreement signed with
Czechoslovakia in March 1992, provide for the establishment of a free trade area in industrial products
during a maximum of ten years. For most industrial products the parties have agreed to phase out trade
barriers in an asymmetrical manner; full liberalization of exports from the Slovak Republic as of January
1995, and progressive liberalization of Slovak imports from the EU. For those products not affected by

5 Schmidt-H[ebel, K., L. Serven, and A. Solimano (1994), "Savings, Investment and Growth in Developing
Countries: An Overview," Policy Research Working Paper No. 1382, The World Bank, Washington DC.



Slovak Republic - A Strategy for Growth and European Integration: Economic Performance... 10

special provisions, free trade is expected to materialize by the year 2!002. A different time schedule for the
elimination .of trade barriers applies, however, to some sensitive products. For example, restrictions to EU
imports of steel products from the Slovak Republic applied until January 1, 1996, and similar restrictions
apply to EU imports of textile products until January of 1998. For agricultural and agro-industrial
products mutual concessions have been established, involving reduced tariffs and/or increased quotas.

At the Copenhagen summit of 1993, the heads of the Governments of the European Union stated
that the associated countries of Central Europe could become members of the EU, as soon as they were
able to assume the obligations of membership. These membership obligations were defined at the same
occasion and include: (i) the stability of institutions guaranteeing democracy, the rule of law, human rights,
and respect for the protection of minorities; (ii) the existence of a functioning market economy, as well as
the capacity to cope with the competitive pressures of market forces within the union; and (iii) the ability
to take the obligations of membership, including adherence to the aims of political, economic, and monetary
union.

hnportant elements in defining a functioning market economy are macroeconomic stability, a
substantial degree of liberalization (e.g., in prices, trade and foreign exchange), a large private sector share
in the economy, a reasonably developed financial sector, an adequate institutional infrastructure, and the
existence and implementation of a legal framework ensuring, inter alia, respect for property rights, free
market entry and exit, and a level playing field for all participants. The capacity to cope with competitive
pressures within the Union assumes, inter alia, appropriate levels of physical capital, adequate levels of
investment in human capital, high degree of trade integration with the Union ahead of enlargement, a
diversified industrial base, and the capacity to adapt to a rapidly changing global economy. The latter
requires good corporate governance and access to investment finance, skills and technology. Finally, the
ability to take the obligations of membership assumes full compliance with the acquis communautaire-the
body of EC legislation.

The Commission's White Paper (1995) identifies the key measures in each sector of the internal
market legislation and suggests a sequence in which approximation of legislation should be tackled. It
highlights those measures which need priority attention within each sector, the so-called Stage One
measures. While the White Paper is not a legally binding document, it provides guidance for legislative
approximation. The Slovak government has put in place a National Approximation Program which aims to
support the country's legal approximation to EC legislation.

Meeting the Dual Challenges

The Slovak Republic has already made significant progress in meeting several of the conditions
established at Copenhagen. Since 1989, there has been substantial progress in creating a functioning
market economy, as indicated by the sharp increase in the share of the private sector in GDP (to nearly 80
percent in 1996), the liberalization of prices and wages, the establishment of an open trade regime (the
average tariff is lower than 8 percent), the fairly open foreign exchange regime (full current account
convertibility and progressive opening of the capital account), and the opening of the financial sector to
foreign institutions and joint ventures (currently accounting for nearly half of the total bank equity). There
has also been an effort to harmonize the legal and regulatory framework with that of the EU, and further
haimonization steps are planned for future years.

Despite this significant progress, further work is needed in several areas. In the macroeconomic
area, policy-makers must address the external imbalance while also abandoning the use of distortionary
trade policy instruments. This would allow the Slovak Republic to approach the accession period without
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excessive foreign borrowing requirements and in compliance with the Association Agreements. In the
institutional and regulatory areas, more progress is also needed, particularly in the area of enterprise and
bank reforms, as the persistence of loss-making enterprises and financially weak State banks would indicate
problems in the functioning of the economy and inability to cope with the competitive pressures of a
common market. Also, there has to be further progress not only in harmonizing the regulatory framework
to the EU, but also in enforcing rules and regulations. Solving these problems early in the pre-accession
period would allow the Slovak Republic to create the conditions for sustained growth in future years and at
the same time comply with the requirements of EU accession.

It must be stressed that the achievement of sustained economic growth is not only an objective in
itself, but would also prove a decisive factor determining the ability of the country to obtain a positive
assessment by the EU. Admission to the EU should not create difficulties or instability for the Slovak
Republic and the Member States. Macroeconomic imbalances and/or weak growth perfonnance would
raise justified doubts about Slovak capacity to cope with the pressure of accession. It is always easier to
adjust to a new competitive situation when the economy is growing rapidly. Therefore, the Slovak
Republic should tackle the structural bottlenecks early in the pre-accession period and concurrently adjust
the regulatory framework to the EU.

The Objective and Structure of ihe Country Study

The objective of this Study is to contribute to the Slovak Republic's ongoing efforts to increase the
efficiency of its economy and prepare the ground for integration with the EU. It provides an assessment of
progress in several sectors and identifies the main reforms which are needed to successfully complete the
transformation initiated in the early 1990s. 'The report is structured as follows: the second chapter deals
with foreign trade and trade policies. It analyzes the trade performance in the period after independence,
assesses the current status of trade policies, and identifies the main policy issues and options faced by the
Government during the pre-accession period.

The third chapter deals with enterprise reform. It assesses the progress achieved at enterprise
privatization and restructuring, and makes an evaluation of progress in harmonizing the legal framework
for enterprises to EU legislation. The fourth chapter addresses the closely related theme of financial sector
reform. It examines the changes in the financial sector resulting from the entry of foreign banks and joint
ventures, and the banks' progress in dealing with bad loans and troubled debtors. It also contains a detailed
analysis of legal approximation in the banking area. Finally, it also provides a preliminary analysis of the
performance and legal structure of the Slovak Republic's capital market.

The fifth chapter addresses the agriculture sector. It examines the changes in land ownership, and
the reorganization of the sector resulting from these changes. It also examines the sector's response to the
sharp deterioration in the terms of trade in the early 1990s, and verifies the sector's productivity in
comparison with the average productivity in the EU. It goes on to examine Government policies in the
agriculture sector and identifies the policy agenda for the pre-accession period.

The sixth chapter deals with the labor market and social policies. It starts with a section analyzing
labor market developments and labor policies. This section also identifies the reforms required to increase
flexibility in the labor market in order to facilitate further restructuring, while also complying with EU
accession requirements. The second section examines social insurance policies, with focus on the pension
system but also covering sickness insurance. This section identifies the measures required to restore long-
run equilibrium to the Slovak pension system, while enabling some reduction in the high payroll tax rates.
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The chapter ends with a section covering the basic social programs, and identifies the measures required to
increase the cost-effectiveness of these programs.

The seventh chapter covers the environment. It examines the extent of improvements in the quality
of the environment in the first half of the 1990s, the extent of legal approximation with EU legislation, the
investments required to improve further the quality of the environment, and the mechanisms for financing
these investments. Finally, the eighth chapter summarizes the major findings and the recommendations of
the report, in the context of a proposed macroeconomic framework for high growth under a sustainable
current account. This includes an assessment of Slovak growth potential under different policy scenarios,
stressing the need to complete economic transformation in order to achieve convergence with EU income
levels in a reasonable period of time.



CHAPTER II: FOREIGN TRADE AND TRADE POLICY

Introduction

The Slovak Republic is an open economy, with total exports and imports of goods accounting
together for more than 100 percent of GDP. In the period following independnc, the country achieved an
impressive export performance as indicated by exports in US dollars, growing at an annual rate of 26
percent p.a. between 1993 and 1995. This export performance allowed the Slovak Republic to shift from a
current account deficit of 5 percent of GDP in 1993, to surpluses of 5 and 2 percent of GDP in 1994 and
1995 respectively, while maintaining a relatively liberal trade regime.

During 1996 the external situation changed substantially, however, with the shift of the current
account to a deficit of 11 percent of GDP. The abrupt shift of the current account reflected a sharp
slowdown in export growth and buoyant imports-export growth slowed to 3 percent, while imports
continued to increase by 24 percent. These developments justify a more detailed analysis of the Slovak
Republic's trade performance after independence, as that may provide some insights on the sources and the
magnitude of the underlying external imbalance, as well as inputs for the design of a strategy to deal with
such an imbalance.

-Slovak policy-makers have to address the imbalances in the trade and current accounts while also
preparing the economy for EU accession. The implementation of the Europe Agreement will involve some
further reduction intariffs until 2001, when trade with the EU is expected be fully liberalized. Although
The Slovak Republic already runs a liberal trade regime, it is important to assess how much additional
import pressure is implied by the implementation of the Europe Agreement. This assessment is even more
important given the recent recourse by the Slovak authorities to an import surcharge aimed at addressing
both fiscal and external disequilibria. EU accession also raises a number of other questions for trade
policy, such as the optimal timing for adopting the EU's common external tariff. More specifically, the
question is whether it would make sense for the Slovak Republic to adopt the common external tariff
already during the pre-accession period.

This chapter seeks to contribute to an assessment of these issues. The second section starts with an
overview of trade developments since 1993. This is followed by a more detailed analysis of the
composition of exports and imports, as well as other related indicators of trade performance. The third
section examines the current status of Slovak trade policies, and assesses the remaining gaps between
Slovak and the EU's policies in this area. The fourth and final section identifies the major trade issues to
be addressed in the pre-accession period, and makes some policy recommendations. The chapter does not
contain an analysis of current account sustainabiity, as this requires the use of a macroeconomic model.
However, it provides an analysis of some key trade issues that are used as inputs for the analysis of
sustainability which is developed in chapter VIII.

Trade Performance Since Independence

The former Czechoslovakia was very dependent on the former CMEA system, as indicated by a
share of 63 percent of the former CMEA in total exports in 1990 (Table 2.1). This dependence on the
former CMEA was particularly strong in the case of the Slovak Republic, which still directed more than 60
percent of its exports to former CMEA countries at the time of its independence in 1993. Since then,
exports have been significantly redirected, as shown by a decrease in 10 percentage points in.the former
CMEA's share of total exports and a 12 percentage point increase in Western Europe's share between
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1993 and 1996 (Table 2.1). The declining share of the former CMEA has been essentially due to
decreasing trade with the Czech Republic. The increase in Western Europe's share in total exports was
larger than the increase achieved by the other Visegrad countries, although Western Europe's share remains
comparatively lower due to its low initial base. On the import side the trends are similar.

Table 2.1
_ Exports of the Slovak Republic and Other V 990-96

Country Exqorts/ Expo-t Export Export Ex-CMEA Share" Western European Share
GDP Growth Growth Growti (percent) prt)
1996 1993-95 1996 1993-96

(Percent) (Percent per (pet per (pet per
annum) aannum) annum)

1990 1993 1996 1990 1993 1996
Czechoslovakia na. na. na. na. 63.0n na. na. 42.8 na. na.
Czech Republic 42.0 28.1 1.1 18.3 .a. 35.0 30.3 n a. 50.8 59.8
Slovak Republic 46.6 25.5 2.9 17.5 n.a. 60.6 50.1 na. 30.3 42.5

Hunga"y 30.9 25.8 4.8 18.4 33.1 26.0 20.3 47.4 60.1 65.8
Poland 18.1 30.0 6.7 21.6 23.9 12.5 21.2 60.5 71.1 68.7

nt.: not available.
Note: Data for 1996 are preliminary.
1/ Excludea the Germin Democratic Republic.
Sources: National Sources; BEF Direction of Trade Statistics.

Such a reorientation of trade took place initially in a situation of rapidly growing exports, as shown
by average growth rates of 26 percent in the period following independence. However, at the end of 1995
exports stared slowing down, having grown by only 3 percent during 1996 (Table 2. 1). Such a slowdown
in exports was also experienced by other Visegrad countries, but in the case of the Slovak Republic it
combined with a robust 24 percent growth of imports to generate a sharp 11 percent of GDP shift in the
trade account-from a deficit of I percent of GDP in 1995 to a deficit of 12 percent of GDP in 1996 (the
shift in the current account was larger, having amounted to 12 percent of GDP). The other Visegrad
countries have also experienced a deterioration in the trade account linked to the export slowdown (except
for Hungary, which was undergoing a stabilization program), but their trade and current account deficits
are not nearly as large as the Slovak Republic's (Chapter 1).

Table 2.2
Direction of Trade, 1995-97

Exports Imports Balance
1995 1996 1997 1995 1996 1997 1995 1996 1997

(Jan-Sept) (Jan-Sept) (Jan-Sept)

TOTAL (USS billion) 8.6 8.8 6.6 8.8 10.9 7.8 -0.2 -2.1 -1.2
TOTAL (DM billion) 12.3 13.2 11.4 12.6 16.4 13.4 -0.3 -3.2 -2.0
Growth rate (percent per annum)

CurTent US$ 28 3 2 33 24 -I
CurrentDM 13 7 18 18 30 14

Of which:
EU (USS billion) 3.2 3.6 3.0 3.1 4.1 3.1 0.1 -0.4 -0.1
Share of Total (percent) 37 41 45 35 38 39
Czech RepubUc (USS billion) 3.0 2.7 1.8 2.5 2.7 1.8 0.5 0.0 -0.0
Share of Total (percent) 35 31 27 28 25 23

Russia(USSbillion) 0.3 0.3 0.2 1.5 1.9 1.2 -1.1 -1.6 -1.0
Share ofTotal (percent) 4 3 3 16 18 16

Source: Slovak authorities.
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The shifts in the trade and current accounts in 1996 reflected partly one-tine factors operating on
the side of imports, and cyclical factors operating on the side of exports. One-time factors included a surge
in imports of small cars resulting from the temporary abolition of tariffs and VAT on these imports (while
concurrently announcing the re-imposition of tariffs in January 1997), and the receipt of aircraft from
Russia as a settlement on outstanding debt. These two factors accounted for nearly 3 percentage points of
the deterioration in the trade balance in 1996. In addition, the completion of the Mochovce nuclear power
plant and the restructuring of large segments of industry (e.g. steel) had an important impact on import
volumes during 1996. On the side of exports, performance was negatively affected by capacity constraints
faced by several important Slovak exporters during 1996. Finally, the slowdown of GDP growth in
Germany and other major EU countries (from 2.5 percent in 1995 to 1 percent in 1996), may also help
explain the slowdown of exports to EU markets, from 37 percent growth in 1995 to 13 percent in 1996
(Table 2.2).

Although these factors account for part of the trade account deterioration, the trade deficit has also
been due to factors of longer duration, operating on both the exports and imports side. The Slovak
Republic is experiencing a decline in the volume of trade with the Czech Republic which seems structural
rather than cyclical. Some Slovak firms are now exporting directly to buyers in third countries instead of
via traditional Czech intermediaries, and some Czech firms are diversifying away from Slovak suppliers of
components. The decline in exports to the Czech Republic was particularly impressive during 1996 (10
percent drop over 1995) having resulted in the elimination of the 3 percent of GDP trade surplus achieved
in 1995 (Table 2.2). Finally, the trade deficit has also been due to the impact of a very strong domestic
demand, reflected on an overall high growth of imports. Note, however, that the increased imports from
Russia reflect not only increased volumes of oil imports resulting from the expansion of domestic demand,
but also higher average prices, due to the expiration of some older contracts at more favorable prices.

As mentioned in Chapter I, the recognition that the shift in the trade and current accounts had been
excessive and abrupt, led the NBS to tighten monetary policy in mid-1996, in an attempt to reduce the
deficits from the side of imports. To further support this policy, a 7 percent import surcharge was imposed
in July 1997. While export growth resumed somewhat in the first three quarters of 1997, and import
growth has declined (Table 2.2), the trade deficit remains large (about 8 percent of GDP). Moreover, the
sustainability of the recent improvement in the external balance is partly questionable, since the import
surcharge is being phased out in 1998 to enable the Slovak Republic to comply fully with its trade
agreements.

The trade developments in the first three quarters of 1997 suggest that sustained improvements in
the external accounts will continue to depend on NBS's efforts to restrain an excessive growth of domestic
demand and imports, and on the ability of Slovak firms to compensate for losses in traditional markets -by
increasing their penetration of other markets, particularly Western European ones, in which they still hold a
relatively modest share. Although it is difficult to predict the extent to which Slovak firms will be able to
access new markets in the EU and in the rest of the world, an assessment can be made by examiing
changes in the composition of exports and imports, as well as other related trade indicators. Changes in the
composition of exports may reveal ongoing efforts by enterprises to break into new markets, whereas the
composition of imports may reveal the extent to which exports may expand in the future (e.g., through the
acquisition of modern equipment and increased capacity to export).

Composition of Exports

The Slovak Republic has traditionally exported manufactured goods, especially iron and steel
products, chemicals, transport equipment and textiles and apparel. Demand for many of these commodities
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is price sensitive, making export growth vulnerable to the ability of Slovak firms to maintain their
competitiveness by controlling their input costs, including real wages. A useful measure of export
specialization is the share of a commodity in a country's total exports relative to the average share of that
product in world trade. This is called the Revealed Comparative Advantage index (RCA) of a country in a
commodity. As shown in Table 2.3, iron and steel have the highest RCA among export items. Iron and
steel are also the most important commnodities exported, accounting for 16 percent of total exports in 1995.
Of the top ten export items, only 3 categories have RCAs below one, suggesting that these are products in
which the Slovak Republic does not have an export specialization.6 However, in some cases the country
may develop skills in the elaboration of non-traditional products, and eventually become an exporter of
these products. One example is road vehicles, whose RCA has increased very rapidly, rising from 0.51 to
0.92 in three years. Indeed, this is one of the most dynamic sectors in Slovak Republic, with exports
having grown by 80 percent between 1993-95.'

Table 2.3
Composition of Exports, 1993 and 1995

Categoly Share in Total (percent) Growth (percent) RCA RCA
1993 1995 1993-95 1993 1995

.0 Food 5.0 3.6 19.4 0.69 0.52
1 Beverages 0.8 0.6 17.0 0.78 0.62
2 Crude Matenals 5.4 5.4 41.3 1.21 1.09
3 Fuels 4.3 4.4 41.7 0.49 0.51
4 Oils and Fats 0.1 0.1 37.8 0.34 0.29
5 Chemicals 12.2 12.1 40.4 1.37 1.27
Of which:
58PlasticMaterinals 4.0 4.1 43.5 1.84 1.71
51 OrganicChemicals 3.3 3.4 42.4 1.13 1.05

6 Manufactures 36.6 38.5 44.5 2.34 2.39
Of which:
67Iron/Steel 14.1 16.2 51.0 4.75 5.21
65 Textiles 4.8 4.4 35.6 1.59 1.61
64 Paper, Paperboard 3.1 4.0 61.2 1.73 2.04
66 Non-Metallic MineralManufactures 4.4 4.0 33.6 1.98 1.86

7 Machinery and Transport Equipment 18.8 21.3 49.9 2.34 2.39
Of which:
73 Transport Equipment 6.4 9.2 69.4 0.51 0.92
72 Electrical Machinery 6.1 6.1 40.7 0.64 0.48
71 Non-Electric Machinery 6.3 6.0 37.2

8 Miscellaneous Manufactures 15.6 12.8 27.8 1.12 1.01
Of which:
84 Clothing 6.3 5.4 30.1 1.61 1.5

9 Other 1.0 1.1 48.5 0.36 0.45
Souce: UN COMTRADE.

There was a slight increase in the share of the top five 2-digit Standard International Trade
Classification (SITC) groups-from 39 to 43 percent of all exports between 1993 and 1995 (Table 2.3).
That might suggest less export diversification and more vulnerability to fluctuations in foreign demand.

6 The RCA is a useful summary measure of trade specialization which eliminates scale effects. However,
deviations of this index from unity not always indicates comparative advantage, as export specialization might vary
significantly over time. In addition, the index does not control for schemes that might temporarily and artificially
favor the exports of a particular sector. See Bowen, H. (1983), "On the theoretical interpretation of indices of trade
intensity and revealed comparative advantage," Weltwirtschaftliches Archiv, vol. 119, No. 3.

7 Data for 1996 were not yet available from COMTRADE at the time of writing.
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However, Slovak export concentration ratios do not look high by international comparison, and seem to
have declined somewhat relative to the 1980s (Table 2.4). Further information on changes in the structure
of exports can be obtained by computing simple correlation coefficients between RCAs for commodities in
different years. High correlation coefficients indicate little change in RCAs and in the composition of
exports. As shown in Table 2.5, the correlation coefficients are generally lower in the case of the Slovak
Republic, whether they are computed at the 2-digit or the 4-digit level.8 This provides evidence of more
changes in the product mix and greater export diversification in the case of the Slovak Republic. However,
the exports of some of these product groups are still small in volume, also suggesting that this potential has
not yet fully materialized.9

Table 2.4
Export Concentration, Selected Countries, 1980-95

Share of Top 5 Two-Digit SITC Share of Top 10 Four-Digit SITC
Items in Total Exports Items in Total Exports

Country 1980 1985 1990 1995 1995
Argentina 52.0 60.9 45.4 41.5 43.0
Brazil 49.1 42.1 40.6 36.9 34.6
Chile 77.8 81.1 75.3 71.5 68.6
Mexico 77.4 78.0 67.9 66.0 45.0
Korea, Republic of 56.5 61.7 59.6 67.0 47.5
Thailand 61.0 53.1 49.8 55.0 40.7
India 49.3 52.2 51.4 53.3 43.9
Turkey 69.5 56.1 65.3 64.1 42.8
Hungary 43.4 43.7 39.4 39.0 n.a.
Poland 51.1 50.0 39.8 38.9 35.6
Czechoslovakia 42.3 48.3 45.9 n.a. na.
Czech Republic n.a. n.a. n.a. 42.1 19.3
Slovak Republic n.a. n.a n.a. 42.9 28.3
Unweighted average 57.2 57.0 52.8 51.5 37.4

" no available
Source: UN COMfRADE databae.

Table 2.5
Change in the Composition of Exports, 1990-95

Period Partner Hungary Poland Slovak Republic Czech Republic
Correlation coefficients of RCAs (2-digit level: 63 and 99 categories for the world and EU)

1993-95 World .90 .96 .77 .91
EU-12 .96 .91 .71 .95

Correlation coefficients of RCAs in the EU market (4-digit level: 1,238 categories)
1993-95 EU-12 .89 .80 .68 .58

Source of aw data: EU COMEXT and UN COMTRADE.

In addition to export growth rates and changes in the structure of exports, two other important
indicators of adjustment can be inferred from the available trade statistics. The first is the change in the

s RCAs are calculated for total exports to the world and exports to the EU. The latter measure is defined as the
EU's imports of a commodity from the Slovak Republic divided by total imports from the Slovak Republic relative
to total imports by the EU of that commodity divided by total EU imports.

9 RCAs are greater than one for: iron and steel, fertilizer, rubber manufactures, furniture and bedding,
prefabricated buildings, non-primary plastics, footwear, cork and wood, paper, non-metallic mineral products,
primary plastics, textiles, paper pulp, wooden manufactures, live animals, clothing, leather goods, cereals,
metalworking machinery, tobacco products, pharmaceuticals, nonferrous metals, and organic chemicals. However,
the exports of some of these products are still relatively small in volume.
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unit value of exports, and the second is the number of new Slovak products that are exported. Increases in
unit values provide valuable informnation about export performance, as they could indicate that the quality
of products has been increasing, or that the need to discount goods to overcome reputation problems has
been declining. The evolution of unit values supports the conclusion that Slovak firms have succeeded in
upgrading quality--unit values were calculated at the 6-digit level for 1993 and 1995, and of the 94 product
categories accounting for two-thirds of total exports to the EU in 1995, only 9 items accounting for 4
percent of total exports did not register an increase in unit values.

The number of new products exported also provides an indication of the underlying dynamism of
exports. This indicator was obtained by calculating the number of items where exports were negligible or
zero in 1993, and over ECU 500,000 in 1995. In 1995, the Slovak Republic exported 2,337 6-digit
commodity items to the EU. Out of this total, 640 items or 27 percent were new on the basis of the above
criterion. However, they account for only 5.7 percent of total exports in value terms. Of the 6digit items
accounting for 50 percent of total exports to the EU, only two are 'hew" Thus, although there is clearly a
trend towards developing new product lines, these goods are not yet contributing significantly to total
exports. These findings are consistent with the evidence presented earlier, namely, of underlying efforts to
diversify exports and improve quality not yet translated into a significant increase in the volume of these
exports.

Composition of Imports

According to national statistics, during 1996 the EU accounted for 35 percent of total imports,
CEFTA for around 30 percent, and CIS countries for around 22 percent (mostly fuels and coal). The share
in 1995 was 35 percent, though it increases to around 50 percent if EU and UN statistics are used.,'
Imports of capital goods and intermediate goods accounted for the bulk of total imports--30 and 47 percent,
respectively (Table 2.6). The high ratio of imports to GDP (57 percent in 1996) implies that purchases of
imported machinery amounted to 17 percent of GDP, or nearly half of fixed investment during 1996.

Large imports of capital goods accounting for a significant share of investment usually reflect
industrial upgrading and improvements in product quality, which eventually translate into larger exports (or
larger domestic production of import substitutes). This may also be the case in the Slovak Republic,
although this result must be qualified by the relatively low share of manufacturing in total investment-16.7
percent of total investment, or 6 percent of GDP in 1996. This suggests that a significant share of
imported machinery may not be employed in the production of traded goods, but rather in the services
sector. Inprovements in the efficiency of the services sector may very well irnprove the productivity of the
sectors producing traded goods, but its impact on future exports and the production of import substitutes is
more indirect and uncertain.

10 The difference may be due to the fact that some Slovak exports anid imports are routed through the Czech
Republic. Note that the EU share remains lower in the case of the Slovak Republic, even if the EU statistics are
more accurate than the national sources.
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Table 2.6
Structure of Imports in the Visegrad Countries, 1990-96
Structure of Imports by Major Groups EU Share in Total Imports

(percent) (percent)
1990 1995 1996 1990 1995 1996

consumer 37 34
Poland intermediate 51 46 n.a. 59 70 n.a.

capital 12 20
consumer 42 39

Hungary intermediate 42 31 n.a. 52 57 n.a.
capital 16 30
consumer 24 n.a.

Czechoslovakia intermediate 60 n.a. n.a. 46 n.a. n.a.
capital 16 n.a.
consumer n.a. 20

Czech Republic intermediate n.a. 47 n.a. n.a. 68 n.a.
capital n.a. 33
consumer n.a. 21 23

Slovak Republic intermediate n.a. 51 47 n.a 35150 37/n.a.
________________ capital n.a. 28 30

n.a.: not available.
Note: Shares for the Slovak Republic are for total imports; for the other countries are for imports from the EU.
Source: EU COMEXT, IMF Direction of Trade Statistics, National Sources.

Absorption of Technology and Market Penetration

The foregoing analysis suggests that Slovak enterprises have been making efforts to itnprove
quality and diversify the export base, but also that these efforts have not yet translated into a significant
increase in the exports of non-traditional products. The reason for this apparent delay in export response
may be just due to natural lags, implying that larger exports of these products will eventually materialize.
It may also reflect other factors, such as some loss in competitiveness deriving from real appreciation,
remaining gaps in quality, and problems in establishing tighter commercial links with Westem markets (in
many cases, trade relations with the West were conducted by trade departments or companies located in
Prague).

There are two main avenues through which enterprises in transfonming economies can accelerate
absorption of technology and acquire greater penetration in new markets. The first is through sub-
contracting and processing arrangements, and the second is through equity participation by foreign
companies, either in the form of joint ventures or foreign direct investment. It is useful to examine the
extent to which Slovak enterprises have resorted to these two methods, as this may also shed sone light on
the prospects for future export performance.

Sub-contracting and processing. The establishment of links with foreign buyers and suppliers can
materialize through sub-contracting and processing operations. Sub-contracting arrangements usually do
not involve equity participation in Slovak firms by EU or other foreign partners. These partner firms
provide intermediate inputs and equipment to Slovak enterprises, as well as a variety of services ranging
from design, production and management techniques, to distribution and marketing. Sub-contracting is a
traditional avenue for the transfer of '%oft" technologies-suppliers of equipment or components often
provide information on the technologies used by other (Westem) firms they supply, and provide some
technical assistance and training as well.
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EU customs statistics on inward and outward processing trade provide information on the
importance of sub-contracting. This is a customs regime under which EU-based enterprises ship
components abroad for processing, and re-import the processed commodities free of duty. The share of
CEE countries' exports to the EU under outward processing regimes increased from 10 percent in 1993 to
17 percent in 1995. Similarly, exports from the EU for processing abroad grew from 7 to 12 percent of
total EU exports. However, the share of Slovak exports to the EU under this regime fell from 13 to 10
percent during the same period (Table 2.7).

Sub-contracting arrangements are very price sensitive and may have been affected by the real
appreciation that occurred since independence. At the same time, the decline in the relative importance of
processing trade between 1993-95 may not reflect a deterioration in the competitiveness of Slovak firms in
all cases. For some enterprises, sub-contracting was regarded as a temporary strategy that allowed existing
production capacity to be used and provided opportunities to establish contacts in export markets and
upgrade management and quality systems. The EU customs data on outward processing provides some
support for this possibility. Sub-sectors such as tools, vehicles, and firniture experienced a large reduction
in the share of outward processing in total exports to the EU, but the total exports of these products grew
significantly during the same period (Table 2.7).

Table 2.7
Slovak Republic's Use of the EU Outward Processing Customs Regime, 1993-95

CN code Share in Total Slovak Growth Rate Share in Total EU Exports
Exports to EU of Exports to Slovak Republic

1993 1995 (1995/93) 1993 1995
Total 13.5 10.05 50.0 11.66 8.52

Meat, Vegetables 0 0.00 0.04 -1.1 0.16 0.00
Animal Products 1 5.58 0.00 62.9 0.02 0.04
Beverages, Fuels 2 0.00 0.02 18.6 0.02 0.05
Chemicals 3 0.17 1.19 60.8 2.21 1.02
Rubber, Leather 4 1.28 3.69 52.0 18.51 11.47
Textiles 5 0.69 0.66 47.5 66.17 59.23
Clothing, Footwear 6 54.00 50.68 31.2 35.30 28.75
Iron, Steel 7 0.22 0.49 43.3 1.74 2.75
Tools, Machinery 8 12.24 5.79 95.9 5.26 4.7
Instruments, Toys 9 13.12 6.11 40.5 6.58 4.55

Hides 41 0.94 42.58 47.0 41.99 39.22
Knitted Clothing 61 63.62 60.63 27.7 65.93 66.78
Other Clothing 62 71.16 76.83 26.5 42.77 50.98
Footwear 64 32.41 5.30 71.6 25.33 5.52
Non-Electric Machinery 84 3.33 8.07 50.5 4.02 2.67
Electric Machinery 85 13.91 11.29 113.7 11.85 12.80
Railway Equipment 86 0.27 5.88 144.3 0.05 8.05
Vehicles 87 34.15 1.5 159.3 0.71 0.47
Instruments 90 11.75 13.35 53.0 1.06 1.40
Furniture 94 11.82 5.96 35.6 0.72 1.96
Toys 95 52.03 20.85 37.7 25.28 15.79

Source: EU COMEXT.

Foreign direct investment. Although sub-contracting arrangements and imports of capital goods
may be an important avenue of technological upgrading, foreign direct investment (either through joint
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ventures or majority equity participation) is likely to generate greater transfers of know-how to partner
firms in CEE countries, as well as greater penetration in new export markets. Foreign direct investment
(FDI) inflows to the Slovak Republic have generally been smaller as a share of GDP than in other Visegrad
countries, and a relatively low share of the total went to manufacturing (Table 2.8). Noteworthy is the
virtual absence of FDI in the machinery and engineering sectors, activities where great potential would
appear to exist. Encouraging greater inflows of FDI could greatly strengthen Slovak external accounts, not
only by opening new markets for Slovak companies, but also by increasing the flows of non-debt finance.

Table 2.8
Foreign Direct Investment in the Visegrad Countries

FDI Poland Hungary Czech Republic Slovak Republic
Cumulative 1992-1996 (USS billion) 4.7 10.7 5.7 0.7

1996 (USS billion) 2.14 1.79 0.87 0.15
1996 (percent of GDP) 1.5 4.1 1.7 0.8

Manufacturing Share, 1990-1995 (percent) 38 44 56 41
Sources: National Sources for US$ amounts; EBRD, Transition Report, 1996, for manufacturing shares.

Summary of Trade Indicators

As mentioned before, the Slovak Republic ran a large current account deficit during 1996, as a
result of slow exports and buoyant imports. The magnitude of the deficit (10 percent of GDP), and the fact
that it has been primarily financed by debt flows, suggests that some corrections are called for. However, a
number of other indicators suggest that the underlying imbalance may not be so severe. For one, one-tune
factors accounted for 3 percent of GDP, reducing the underlying deficit to around 7 percent of GDP.
Adjustment for cyclical factors, such as the recovery of output growth in Westem Europe, would result in a
smaller deficit. However, it is not clear the extent to which the recovery of EU markets will have an impact
on Slovak exports. That will depend, among other factors, on the ability of Slovak enterprises to upgrade
quality and penetrate markets in which they still hold a small share, relative to the other Visegrad countries.

Tlhere are some indications that Slovak enterprises have been making greater efforts to change the
product mix and diversify than its counterparts in the other Visegrad countries. There is also some
indication that the large volume of imports may be building future export capacity. These indicators would
justify some optimism about future export performance. At the same time, there are other indicators
suggesting that Slovak firns may be developing a handicap relative to their counterparts in other Visegrad
countries, due to their lower progress in establishing closer links with Western firms. The possibility of a
strong and sustained export recovery covering a wider range of products could be enhanced if the Slovak
Republic were able to attract larger volumes of foreign capital and engage in closer partnerships with
Western firms. In addition to reducing the flows of debt finance, that would also allow the Slovak
Republic to speed the absorption of technology, and acquire greater access to the more sophisticated
Western markets.

Trade Policy and Administration

The Slovak Republic's import regime is liberal, with much of its trade occurring under preferential
trading arrangements, most importantly the customs union with the Czech Republic, the Association
Agreement with the EU, the Central European Free Trade Area (CEFTA), and bilateral free trade
agreements. These agreements cover over 80 percent of exports and 70 percent of imports. Indeed, the
only major trading partners without a free trade agreement are Russia and the Ukraine, which provide some
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20 percent of total imports (mostly fuels and natural resources that enter into the country free of duty).
The applied Most-Favored Nation (MFN) tariffs are bound under the WTO."

Tariffs

Tariffs on industrial products are generally very low, with an average (unweighted) statutory
nominal tariff of about 8 percent (including agricultural items which often have significantly higher tariffs
than manufactures) in 1996. The effective tariff burden is lower, reflecting the various preferential trading
arrangements--total tariff revenue in 1996 was equivalent to only 3 percent of the total value of imports, of
which about one third was generated by a temporary import surcharge on certain consumer goods. The
surcharge was introduced in 1995 at the rate of 10 percent, and lowered to 7.5 percent in July 1996. As of
late 1996, the surcharge applied to only 20 percent of all imports. Effective tariff rates were further
reduced in January 1997, with the elimination of the import surcharge and the implementation of tariff
reduction commitments embodied in the Europe Agreement with the EU and the WTO.'2

The progress in removing trade restrictions was interrupted in May 1997, however, when the
Government introduced an import deposit scheme, in response to the large trade deficit and a similar policy
introduced by the Czech Republic, the Slovak Republic's main trading partner. This scheme had the effect
of raising the effective tariff level by imposing additional transactions costs on importers and was
vehemently opposed by the European Union.'3 In late July the Slovak authorities eliminated this
controversial deposit scheme, while concurrently announcing the re-imposition of an import surcharge. The
new surcharge was introduced at a rate of 7 percent, but should have a stronger impact on imports than the
previous surcharge, as it applies over a larger base-over 80 percent of Slovak imports.

In order to meet its commitments under the Europe Agreement, the Slovak Republic will have to
eliminate all tariffs on industrial imports from the EU by 2001. Tariffs on some 75 percent of all tariff
lines are already at zero for imports originating in the EU, with the remainder currently taxed at 60 percent
of the MFN rate (except for automobiles, which are taxed at a lower rate). These tariff lines cover, inter
alia, certain chemicals, plastics, glass and paper products, as well as textiles and clothing. Duties on these
items are to be reduced to 40 percent of the MFN rate in January 1999, and eliminated in January 2001.
Duties on automobiles are currently 40 percent of the MFN rate and will drop to 20 percent of the MFN
rate in January 1999, before being eliminated. Therefore, the implementation of the Europe Agreement
implies some further trade opening, but its impact on imports and the output of most branches of industry

" See WTO (1996), "Trade Policy Review-Slovak Republic", Geneva: WTO, for a comprehensive description
of Slovak Republic's trade policy.

12 In January 1997, the Slovak Republic eliminated tariffs on goods imported from the EU listed in Annexes IV
and V of the Europe Agreement, therefore reaching the halfway stage in reducing tariffs on goods listed in
Annexes VI and VII (certain chemical products, plastics, textiles and clothing, types of glass and paper products,
and automobiles). However, the re-imposition of an import surcharge in July 1997 is a setback for what otherwise
represents a relatively open economy.

13 Under the import deposit scheme, importers were required to deposit 20 percent of the value of imports in a
non-interest bearing account for a six-month period. The import deposit scheme acts as a tariff on trade. The
magnitude of the tariff equivalent of these deposit schemes is difficult to determine, as it depends on the terms on
which importers can obtain credit. For large firms that are able to borrow at market rates or self-finance the
deposit, the tariff equivalent would be at least in the 1 to 2 percent range; for small and medium sized companies it
is likely to be higher.
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should be moderate because the level of tariff protection is also moderate. The fiscal impact of these tariff
reductions would also be moderate for the same reasons.

Full compliance with the Europe Agreement and other trade agreements will also require the
eventual elimination of the new import surcharge. The elimination of the surcharge will have a significant
impact on the budget-a 7 percent surcharge applied on 80 percent of imports has the potential to generate
revenues of nearly 1.5 percent of GDP in the second half of 1997 and twice as much if applied for the
whole year. This indicates the need for fiscal corrections in other areas of the budget during 1998 and in
future years, in order to enable the elimination of the surcharge without generating fiscal imbalances.

Accession to the EU will also imply the adoption of the common external tariff of the EU by
Slovak Republic. A comparison of the Slovak and EU MFN tariff rates suggests that adoption of the
common external tariff should not give rise to any major difficulties. As shown in Table 2.9, the
unweighted average tariff of the Slovak Republic is 8 percent, as compared to 6 percent for the EU (for all
items). If the tariff schedules are compared on a line-by-line basis, Slovak tariffs are higher than those of
the EU for 50 percent of all commodities. The average difference between tariff rates in the cases where
the Slovak Republic has duties above EU levels is only 4 percentage points. A similar difference exists in
the cases where Slovak rates are below EU rates (Table 2.9).'4

Table 2.9
Comparison of-MFN Tariffs, the Slovak Republic and the EU

Slovak Repubic European Union
Total Nuinber of Items (8 digit HS) 10,484 9,721
Unweighted Aveage of MFN Tarift All Items 8.0% 5.90/o
Unweighted Average of 8,620 Matched Items " 5.8% 6.0%
Unweighted Average of AU Slovak Tari fi> EU Tariffi (4,332 items) 8.0% 3.8%
Unweighted Average of All Slovak Tarifli < EU Tarifl§ (4,228 items) 3.9% 7.7%

1/ 1,002 items could not be matched.
Source: World Bank staff estimate based on national sources.

The industries that tend to have tariffs exceeding EU tariffs include wood products, pulp and
paper, glass and cement, machinery and equipment, transport equipment, and furniture, toys, and lamps.
The tariff differential for these categories ranges from 1.5 to 4.7 percentage points (Table 2.10.). Reducing
the tariffs on these items would help increase competition, enhance productivity, and lower prices for
consumers (note also that some of these sectors are major export industries-e.g., pulp and paper, glass,
and transport equipment). The fiscal impact of further tariff reductions would be moderate. Import duties
generated only 1.7 percent of GDP in revenues in 1996, out of which one third was generated by the old
import surcharge, and much of the remainder generated by MFN tariffs on imports from outside the EU.
Therefore, moving MFN duties down to EU levels would result in a revenue loss of the order of 0.3 percent
of GDP.

14 Tsis comparison was limited to 8,620 items (out of a total of 10,500 items) that could be matched in the two
tariff schedules.
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Table 2.10
Sectoral Comparison of MFN Tariffs, the Slovak Republic and the EU

Product Slovak Tariff EU Tariff Difference
*Animals, Animal Products 2.5 8.6 6.2
Vegetable Products 4.8 6.5 1.8
Animal and Vegetable Oil 8.7 8.3 -0.4
Beverages, Tobacco 9.4 20.1 10.6
Minerals and Fuels 1.8 0.9 -0.9
Chemical Products 4.6 4.3 -0.3
Plastics 5.6 6.0 0.5
Lether and Hides 2.4 3.2 0.7
Wood Products, Excluding Fumiture 4.2 2.7 -1.5
Pulp and Paper 8.7 5.1 -3.6
Textiles and Clothing 7.9 9.6 1.7
Footwear and Headgear 9.4 8.8 -0.6
Glass and Cement 9.2 4.5 -4.7
Jewelry, Precious Metals 2.4 1.3 -1.1
Base Metals and Products 4.8 4.0 -0.8
Madinery and Equipment 5.3 3.1 -2.2
Transport Equipnent 8.0 5.4 -2.6
Precision _istuments 4.2 3.7 -0.4
Anrs 3.2 3.5 0.2
Furniture, Toys, Miscellaneous Manufacure 7.2 4.3 -2.9
Artworks, Antiques 1.4 0.0 -1.4
All Products (8,620 items) 5.8 6.0 0.2

Source: National tariff schedules.

Non-tariffPolicies

Non-automatic import licensing is applied to only one significant product--coal. Recently this was
complemented by a quota on non-alcoholic beverages from the Czech Republic, and the possibility of
imposing quantitative restrictions on imports of additional food products is being considered. Non-
automatic export licensing is used to monitor and control the export of narcotics, poisons, arms, as well as
a limited number of "sensitive"goods (coal, meat, dairy products, wood, certain minerals). Licenses are
allocated on a first-come, first-serve basis until the quantity limit specified in the relevant Ministerial decree
has been reached. Such export restrictions, if binding, are an implicit subsidy to domestic industries and
may raise their level of effective protection. A new decree requiring fewer export license requirements is
under preparation that will reduce the coverage of export license requirements. Under the Europe
Agreement, all such restrictions are to be eliminated by 2002. There are also export restrictions imposed
by bilateral trade arrangements, mostly pertaining to apparel and products that have been subjected to the
threat of anti-dumping or safeguard actions. However, quotas for the 20 items affected by such restrictions
in the EU market were not binding in 1996-utilization rates ranged from a low of zero percent to a high of
78 percent (the average was 31 percent).

Customs administration is close to being harmonized with EU rules and procedures. The EU
Single Administrative Document is used (the EUR-1 and EUR-2 forms). A new Customs law modeled on
the EU was adopted in July 1996, and regulations are implemented according to EU procedures. Rules of
origin are basically harmonized across the EU and CEFTA. Since January 1997, diagonal cumulation
across all countries operating under free trade agreements has been allowed.

As in the case of many countries that have experienced significant increases in imports over a
relatively short period of time, some sectors have pressed for the imposition of higher levels of protection.
These are mostly sectors that are negatively affected by competition from imports, such as agriculture and
food processing, and has included trade with the Czech Republic, which is duty free. Partly in response to
such pressures, the Government has been developing anti-dumping, countervailing duty and safeguards
legislation, in line with its rights and obligations under the WTO.
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Policy Issues in the Transition to EU Accession

EU membership implies free trade with other Member States and the transfer of trade policy to the
EU. Free intra-EU trade consists not only of the elimination of tariffs and contingent measures of
protection such as anti-dumping, but also of quantitative restrictions and other equivalent measures. As
noted above, the existing Customs law and the implementation of regulations are already harmonized with
EU law and procedures to a significant extent. Under the Europe Agreement, elimination of tariffs on trade
with the EU is to be achieved by January 1, 2001, and quantitative restrictions are to be eliminated by
2002. Thus, full implementation of the Europe Agreement will result in the elimination of trade barriers
before accession negotiations are likely to be completed.

The Europe Agreement will largely determine the shape of Slovak trade policy in the next few
years. However, the Government still faces some policy options during the pre-accession period. These
include: (i) the transition path towards adoption of the EU's Common External Tariff (CET); (ii) the utility
of applying instruments of contingent protection, such as anti-dumping mechanisms, and (iii) the decision
of whether liberalization in the services area should be extended on a MFN basis.'5 The Govermnent must
face these trade issues while also reducing the trade imbalances that emerged in 1996, and ensure that the
Slovak Republic approaches the period of accession with a sustainable situation in its extemal accounts.

Approaching the Common External Tariff

The main policy issue during the pre-accession period is whether to start moving towards the CET
before accession, or whether to maintain the tariffs on goods imported from outside the EU until accession.
There would be economic justification for adopting the CET immediately, if it implied a lower average rate
of protection with less dispersion. The comparison of MFN tariffs applied by the EU and the Slovak
Republic suggests that the two tariff structures are generally similar, but in a number of instances adoption
of the EU's CET would increase protection. Examples include beverages and tobacco (20 percent versus 9
percent), textiles and clothing (9.6 percent vs. 7.9 percent), food items, and certain types of electronic
equipment. These averages hide a significant degree of dispersion, as there are 1,300 items at the 8-digit
level where EU tariffs are 5 to 20 percentage points higher than in Slovak Republic. Raising tariffs to EU
levels before accession would be economically harmful by reducing competition from imports and raising
prices for consumers. The fact that the Slovak Republic has bound its tariffs in the WTO further bolsters
this argument, as any increase in bound rates as part of a strategy to gradually converge to the CET may
give rise to compensation claimns in the WTO. This is less likely to occur in the accession context, as a
result of the WTO rules in this connection (Art. XXIV GATT).

The best option with regard to tariffs would be to maintain an independent tariff policy until
accession, and limit any changes in tariffs to reducing those that are now significantly above the EU's
MFN level. As noted earlier, there are almost 1,000 items where Slovak MFN rates are above those of the
EU. Although in many cases the free trade agreements that the Slovak Republic has signed implies that
traders pay lower duty rates, consideration should be given to the possible trade diversion that may be
induced by higher tariffs. This suggests it would be beneficial to reduce tariffs on these items to the EU
level.

"For a discussion of trade policies for acceding countries see Messerlin, P. (1996), "The MFN and Preferential
Trade Policies of the Central and East European Countries: Singapore and Geneva are on the Shortest Road to
Brussels," unpublished manuscript.
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Other Trade Policy Instruments

The Government is developing legislation and mechanisms that will enable Slovak industries to
petition for protection against imports in a variety of circumstances. These include action against both
'unfair" imports that injure domestic industries (goods that are being sold in the Slovak Republic at prices
below those charged by exporters in their home market; and goods that have been subsidized), and against
''air" imports (cases where the domestic industry cannot compete against foreign industries that are not
dumping and have not been subsidized). In terms of dealing with pressures for protection, experience with
'infair-trade" laws (in particular anti-dumping laws) around the world strongly suggests that it is an
inefficient and costly instrument. Anti-dumping mechanisms frequently make no economic sense-they
impute anti-competitive behavior to exporters for practices that are usually fully compatible with domestic
competition law. Moreover, the administrative resource requirements for application of a WTO-consistent
anti-dumping regime are significant. It is preferable to rely on a mechanism that allows imports to be
restricted in instances where they are seriously injuring domestic producers, without having to impute
'unfair"behavior on foreign exporters. Such a 'safeguard"mechanism is under development in the Slovak
Republic, and should be sufficient to deal with pressures for protection. It should also be noted that upon
EU accession an antidumping law will become redundant, as these instruments will be applied by the
European Commission.'6

Under the Europe Agreement the quantitative restrictions implied by existing import and export
licensing must be eliminated. From both an economic and administrative efficiency point of view, it is
advisable that this abolition be pursued on an accelerated basis and that it is applied on an MFN basis.
Maintenance of such measures against countries with which no free trade agreements have been signed may
otherwise give rise to costly trade diversion.

Extending Liberalization of Services on an MFN Basis

One of the greatest challenges confronting the Government during the transition to EU accession is
to ensure that trade policy is conducive to growth in trade. Liberalizing the access to service markets more
generally than foreseen under the Europe Agreement is of particular importance in this connection. Care
must be taken that a situation does not emerge that favors EU-based entities over other service providers.
Without action to expand multilateral commitments in the area of services, there is a danger that this may
occur. For example, currently the Slovak Republic has made specific liberalization commitments for only
about 50 percent of its service sector under the WTO's General Agreement on Trade in Services (GATS).
Of these commitments, only one half imply a full commitment to the national treatmnent principle for all
possible ways of contesting the market. Therefore, in the majority of services there is no commitment in
the GATS for free access to markets. However, such a commitment will be implied vis-a-vis European
firms in the context of the Slovak Republic's accession. Extending this to third parties by expanding the
coverage of GATS commitments, would help to create an environment that is more conducive to foreign
investment and economic growth.

Addressing the External Imbalance before Accession

The implementation of the Europe Agreement will imply the elimination of the surcharge and
further reduction in tariffs until the year 2001, when trade with the EU is expected to be fully liberalized.

16 A detailed enumeration of the arguments against the implementation of anti-dumping procedures can be
found in J. Michael Finger (ed.) 1993, Antidumping, Ann Arbor: University of Michigan Press.
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If the Government decides to lower tariffs on imports from non-EU countries, in the cases where these
tariffs are higher than the EU's CET, there would be additional pressures on imports, although these
pressures would be moderate, because the reduction in tariffs would be very small in most cases.

The Slovak Republic faces the task of reducing large external imbalances registered in 1996 and in
1997 while eliminating the new import surcharge and lowering import tariffs in order to comply fully with
the Europe Agreement. Trade protection, be it the import deposit scheme (introduced in May 1997 and
later eliminated), the new import surcharge (introduced in July 1997), or other policies to restrict imports,
are not adequate instruments to deal with trade imbalances, because they represent a violation of trade
arrangements and also because they tend to protect inefficient producers, thus hindering needed enterprise
restructuring.

Success in reducing trade imbalances while also removing trade distortions will depend on, inter
alia, fiscal corrections in other areas of the budget, NBS's success in meeting its new monetary targets, the
ability of enterprises. to offset the loss of traditional export markets by gaining access to the more
sophisticated markets of the EU, and the ability to attract larger inflows of non-debt finance.

As argued above, success in establishing closer links with Western firms through larger FDI would
contribute to greater penetration of Slovak exports in the EU and other markets and also reduce reliance on
debt finance. Limited flows of foreign direct investment seem to result from the exclusion of foreign
companies and individuals from the privatization process, and a general perception that foreign capital is
not welcome, rather than formal obstacles to the entry of foreign capital in the Company Law or other
pieces of legislation. For this reason, the Government may envisage measures to encourage greater inflows
of FDI during the pre-accession period. As mentioned in Chapter m, this could be achieved by allowing
greater participation of foreign finns in the privatization of remaining State assets, and. encouraging greater
participation in the enterprises that have already been privatized, especially those privatized in the second
wave.



CHAPTER III: ENTERPRISE REFORM IN THE CONTEXT OF EU ACCESSION

Introduction

One of the most important tasks in the transition to a market economy is the restructuring of
former state-owned enterprises. This restructuring can be thought of as the transition from a highly
distorted economy with many large loss-making enterprises, to a market economy in which most enterprises
are profitable. Improvements in enterprise efficiency and profitability set the foundations for sustained
economic growth and an increase in living standards. Restructuring will also be a precondition for
accession to the European Union, as it is necessary to ensure that Slovak enterprises can compete with EU
enterprises without the need for Government subsidies.

Progress at restructuring proceeds faster when corporate governance is improved by privatization,
and the enterprise is subject to a hard budget constraint by the Government and its creditors. The Slovak
Republic has achieved significant progress in privatizing and improving governance, with the near
completion of the second wave of privatization and the consolidation of ownership that has taken place.
The initial environment in which enterprises operated also encouraged restructuring. In the macroeconomic
area, enterprises faced a situation of fiscal discipline, open trade, a competitive exchange rate, and
moderate wage pressures, which created an overall environment of financial discipline and enabled an early
export-based recovery. Financial discipline was further strengthened by an overall decline in real bank
credits, particularly to troubled enterprises. The combination of these factors allowed the Slovak Republic
to generate positive net enterprise profits in the early stages of the transition (a period when most
transitional economies recorded net losses), and to improve financial performance further, as indicated by a
reduction of 6 percent of GDP in gross losses between 1993 and 1995.

While there was an overall improvement in financial performance after independence, the figures
also reveal the existence of a hard core of loss-makers, as indicatecd by gross losses of 5.6 percent of GDP
in 1995. More worrisome, the progress in reducing loss-making activities seems to have been interrupted
in 1996, as suggested by preliminary estimates of gross losses of 8.8 percent of GDP during that year. The
reasons for such an apparent deterioration in financial performance are not entirely clear. The slowdown in
export growth and the growth of wages above productivity probably contributed to this outcome. Bank
lending also resumed strongly in 1996, although it cannot be determined whether this increased lending
involved a relaxation of financial discipline, i.e., whether some of this lending was directed towards loss-
makers.

Whereas the recent increase in gross losses merits a more detailed analysis of its causes, the
Government may already start removing the legal and institutional obstacles to further enterprise
restructuring, both at the level of enterprises themselves and at the level of banks. This chapter and the
next chapter (which addresses the financial sector) identify the improvements in the institutional and
regulatory environment that would encourage enterprises and banks to continue restructuring. The two
chapters also argue that this strategy is superior than any attempt by the Government to manage the
restructuring of these enterprises directly.

The current chapter is structured as follows. The second section makes an assessment of the
progress that has already been achieved at privatization. The third section examines the progress that has
been achieved at restructuring and eliminating loss-making activities over time and in comparison with
other CEE countries. The fourth section provides an analysis of the legal and institutional framework. It
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examines the degree of approximation with EU legislation, and the improvements in the regulatory
framework that would facilitate further restructuring.

Progress in Privatization

An Overview of the Current Status of Privatization

The Slovak Republic implemented its privatization program in two major waves, and has used both
coupon privatization in which assets are essentially given away to citizens, and standard methods in which
assets are sold directly to investors. As shown in Table 3.1, estimates of privatization in Central and
Eastern Europe indicate that the Slovak Republic had achieved a progress at privatization comparable to
countries seen as leading reformers by end-1995. During 1996, the Slovak Republic carried out a rapid
sale of most of its remaining manufacturing enterprises. As a result, today most enterprises are in private
hands, and the share of GDP generated by the private sector has increased to more than 70 percent.

Despite these positive developments, several large enterprises remain in State hands. These are
primarily public utilities, armaments, and energy companies, although there are also enterprises in other
sectors, such as agro-industry. In addition, the state still has equity participation in other enterprises, with
and without controlling interests. If firms not scheduled for privatization are included, such as essential
enterprises, then state ownership still accounts for approximately 50 percent of the original equity of
medium and large enterprises in State hands at the start of transformation process (see Table 3.2),
suggesting a significant scope for further privatization. At the same time, there has been a strong bias
towards domestic ownership in the privatization of State assets (Figure 3.1), suggesting the scope for
greater participation of foreign capital in the Slovak Republic, not only in the enterprises awaiting
privatization, but also in those that have already been privatized. Failure to attract more foreign capital
could lead to a slower absorption of modern technology and more restricted access to foreign markets, with
adverse medium-run effects on enterprise restructuring and profitability.

Table 3.1
Extent of Privatization in CEE Countries (end 1995)

(percentage of enterprises and of output)
World Bank

(Large Manufacturng Enterprises)
EBRD OECD
(Rank) (All Enterpses) (Enterprises) (Output)

Bulgaria 2 5 8 7
Czech Republic 4 87 89 93
Hungary 4 82 67 65
Poland 3 55 57 59
Romania 3 20 15 12
Slovak Republic 3 74 79 83
Slovenia 3 54 41 41
Sources: EBRD: Infrastructure and Savings (1996)
OECD: Trends andPoltcies in Pivatizahon (1996).
World Bank staff estimates for large manufacturing enterprises.

The First Wave ofPnvatization

The Government's privatization program has been subject to several changes since its start in 1991
(see Box 3.1). The privatization program divided enterprises in two broad groups according to size, and
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was implemented in two parallel tracks. About 10,000 small shops and establishments were privatized in
1991-94 using various methods, whereas the privatization program for medium and large enterprises was
further divided into two waves.17 In an ionovative mass privatization program, enterprises were sold to
those citizens who obtained coupons from the Government (a nominal fee was charged). Citizens could use
the coupons to bid for shares in the enterprises in both the Slovak Republic and the Czech Republic. About
2.6 million Slovak citizens or almost three-quarters of the eligible population bid for equity in the 487
enterprises offered in the first coupon wave.

Table 3.2 Figure 3.1
Privatization of Medium and Large Enterprises Sources of Revenue from Privatization

(Book Value of Equity, end-1996) (cumulative, end-1995)

Book Value Percent ,
of Equity of the

(Sk billion) Total c R

Voucher Privatization 80 18
Standard Methods 146 33

"Essential Enterprises" 100 23
not Scheduled for
Privatization .t elr

LefttobePrivatized 110 25 0% 20% 4OS 60% OS% 100%

Total 436 100 * F...igs .D omD..ti.

Source: National sources. Source: National sources.

Individual coupon holders were allowed to turn over the management of their coupons to
investment privatization funds. The funds (165 in the Slovak Republic) were formed spontaneously by
individual entrepreneurs, enterprises, and financial institutions. A key restriction was that a fund could not
hold more than 20 percent of the shares in any company. The funds emerged as key players in the
privatization process. Encouraged by aggressive advertising, over two-thirds of coupon holders entrusted
their coupons to funds. The twenty largest funds controlled more than 50 percent of the coupons. The
coupon scheme privatized 47 percent of the equity of enterprises that were earmarked for privatization
during the first wave, while standard methods privatized 24 percent. The balance remained in the hands of
the National Property Fund (NPF).

The Second Wave of Privatization

After the division of Czechoslovakia, Slovak policy makers raised several concerns about coupon
privatization, prmarily on the grounds that it did not generate strong corporate governance, and announced
that the second wave of privatization would rely more on standard methods. A vote by Parliament of no
confidence resulted in the emergence of an interim Government which announced its intent to return to
coupon methods for the second wave of privatization. However, this government did not succeed in
carrying out its plans since later that year it was replaced by the newly elected Meciar Government which

17 The rapid privatization of small retail shops and other establishments was pursued through the direct sale to
domestic legal and natural persons. This privatization of small enterprises totaled approximately 12 billion Slovak
crowns (i.e., USS 400 million) and was finalized by April of 1994.
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canceled the second coupon privatization and announced the sale of Sk230 billion of equity through
standard methods.

Box 3.1 Chronology of Privatization
Mid 1991 - Mid 1992 Transformation of enterprises into joint stock companies and

preparation of privatization projects.
July 1991 - April 1992 Registrtion for coupon books by individuals.
February - April 1992 "Zero round": Transfer of coupon points by individuals to the

investment funds.
May - December 1992 Five bidding rounds of coupon privatization.
May 1993 Distribution of shares of coupon privatization to successful bidders.
Early 1993 Preparation of second wave of privatization and shift in

privatization strategy.
March - September 1994 Interim coalition government in office.
September 1994 Sale of coupon books for second wave.
September 30/October 1, 1994 National elections.
December 12, 1994 Formation of new govemment.
December 14, 1994 Postponement of second wave of coupon privatization.
July 1995 Cancellation of second wave of coupon privatization and

replacement with standard privatization methods.
January 1, 1996 Distribution of "privatization bonds" to coupon holders.
August 5, 1996 Beginning of trading of "privatization bonds".
October 22, 1996 Announcement of preliminary list of companies whose shares are to

be sold in exchange for bonds.
Source: National sources.

To encourage standard methods, generous financial termns were provided to potential buyers. They
could make a downpayment of around 20 percent of the sales price, with the remainder paid in installments.
Often, the sales price was agreed at an amount below the book value of the enterprise. In addition, the
installment payments would be reduced by the extent of future investments to be undertaken by the new
owners. As mentioned above, privatization proceeded rapidly under these conditions.

The cancellation of the second wave of coupon privatization led the Government to exchange the
coupon books that had already been issued for "privatization bonds" with a total value of Sk33 billion, or
about 6 percent of GDP. The bonds were issued in January 1996, have a face value of SklO,000 each, a
maturity of 5 years, and bear an interest rate equal to the NBS's discount rate. Bondholders can use the
bonds in the following ways: (i) hold the bonds until maturity and receive the full principal and interest; (ii)
sell the bonds before maturity for a guaranteed price of 75 percent of their nominal value; (iii) purchase
health and pension insurance or apartments from the municipalities; (iv) bid for shares in enterprises to be
offered by the NPF; and (v) repay debts owed to the NPF arising from sales.

Companies and individuals with debts to the NPF have found it attractive to buy bonds from
citizens at a discounted price and use the bonds at their face value to settle their obligations to the NPF (the
bonds are accepted at their full face value). The Government has encouraged secondary trading of the
privatization bonds in the RMS stock trading system, which began in August 1996. Although the
Government has intervened to enforce a minimum price, many bondholders have been willing to sell at a
price lower than the guaranteed minimum, rather than wait for a buyer through the RMS system at the
guaranteed price. The NPF redeemed about Sk3 billion of the bonds in 1996, and expects to redeem more
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than SklO billion in 1997. To this end, the NPF has already offered to exchange bonds for shares totaling
Sk8 billion in a preliminary list of 155 companies.

Essential and Strategic Enterprises

When the second coupon wave was canceled, 29 enterprises with a combined equity of over SklOO
billion were earmarked as "essential" enterprises and excluded from privatization in the near future. They
included utility companies in the energy and water sectors, armamnents and machinery, post and
telecommunications, pharmaceuticals, agro-industry, and railways. The Government also has attempted to
enact a law that would empower it to veto decisions in some 45 "strategic" enterprises with a total equity of
about Skl 10 billion, although some of these enterprises have already been privatized. The state veto power
was to be exercised over important decisions, such as the distribution of dividends and representation on
management and supervisory boards. However, the Constitutional Court declared such veto power as
unconstitutional, and future attempts to impose similar limitations on property rights should be avoided.
These two special categories of enterprises in which the Government intends to retain substantial control
have created the impression that the Government is restricting the normal functioning of a market economy.
Concurrently, however, the Government has manifested that it is considering reducing the number of
enterprises in these two categories, a development which would enhance the perception of Slovak
commitment to a market economy.

During 1997, the NPF intends to privatize some Sk6O billion of equity out of Ski 10 billion still in
state ownership, but slated for privatization (Table 3.2). This includes niinority stakes remaining in NPF
ownership and majority or larger stakes in some 10 well-known companies (most of which are on the
"strategic" list). Furthermore, the Ministry of Privatization is preparing projects to privatize, by mid-1988,
one bus company, five water and sewage companies, and some health clinics, amounting to a total of over
Sk3O billion of equity.

Increasing Ownership Concentration

One of the concerns about coupon privatization in the Czech and Slovak Republics was that it
would lead to widely dispersed ownership of enterprises. Critics argued that enterprises would be owned
by thousands of small investors who would not have the ability or resources to bring about needed
restructuring. This concern was partially dispelled by the rise of the coupon investment funds who became
the primary owners of most enterprises included in the first wave of voucher privatization in the Slovak
Republic. At least in some cases, these funds elected their representatives to sit on the supervisory and
management boards of the enterprises and attempted to work with management to bring about
restructuring.

In the last couple of years, there appears to have been additional concentration of enterprise
ownership through mergers, acquisitions, and buyouts. In some cases, existing large owners, for example
funds, simply traded shares with each other. In other cases, new investors purchased shares from existing
owners who were often small investors who wanted cash for their shares. It is reported that many of the
new investors were managers who wanted to take control of their own companies. Some of these purchases
were financed by bank loans, though the amount of bank loans used for this purpose is unknown.

A complementary development has been the transformation of most investrnent funds into holding
companies. Instead of the funds having small minority stakes in many companies, these new holding
companies have restructured their investment portfolios so that they have large majority stakes in fewer
companies. This transformation of investment funds into holding companies was made possible by a
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concentration of fund ownership parallel to the concentration of enterprise ownership. Large investors have
bought the shares of the funds on the stock markets, accumulated controlling stakes, and then at a general
meeting of fund shareholders approved a conversion of the fund into a holding company. The computation
of the Herfindahl index (a widely used measure of ownership concentration) for more than 600 firms
privatized in the first wave confirmns that concentration has increased significantly-the index increased
from 0.126 to 0.172 between 1993 and 1995, implying a significant increase in concentration. The trend
towards increasing ownership concentration seems to have proceeded during 1996.

Advantages of Concentrated Ownership

This increasing concentration of ownership will probably benefit the economy, as it will tend to
improve governance and encourage enterprise restructuring (one or two large shareholders will have greater
incentive and ability to monitor the performance of managers). This conclusion is supported by an
econometric study of ownership concentration in 706 firms in the Czech Republic, a country that has
experienced a similar increase in ownership concentration. The evidence suggests that a firm with higher
ownership concentration has higher profits and a higher valuation on the stock market.' 8

Enterprise ownership is likely to change further, particularly for the newly privatized enterprises in
the second wave. The initial owners of a second wave enterprise (for example, the managers who bought
the enterprise from the NPF) may sell their ownership interest or merge with another company. This
should not be prohibited or discouraged, because it may result in better owners and faster restructuring. In
particular, the new owners may decide to bring in foreign capital, technology, and management skills.
Greater foreign participation could contribute to further restructuring and greater access to foreign
markets. However, a foreign company may only be willing to invest in a Slovak company if they acquire
some control in the management of that company, in order to protect its investment. It is reasonable to
assume that several new Slovak owners would accept the need for greater foreign participation, and would
find solutions agreeable to themselves and foreign investors.

Potential Problems with Concentrated Ownership

Although the greater concentration of ownership will on balance be favorable to the Slovak
economy (because it wili improve governance and encourage enterprise restructuring), it may also generate
problems that will have to be monitored. For one, the new majority shareholder who controls the company
may take advantage of minority shareholders by transferring company profits directly to himself and not
pay reasonable dividends to all shareholders. The most common way to achieve this is to sell the
company's production to a trading company owned by the majority shareholder at low transfer prices, thus
shifting profits from one company to another. Weak protection of minority shareholders also makes it
difficult for enterprises to sell equity to small investors in a public offering, and also discourages foreign
portfolio investors such as mutual funds from investing in the shares of Slovak enterprises.'9 Corporate
governance is most effective when it involves a combination of concentrated ownership and legal protection

' See Claessens, S., S. Djankov, and G. Pohl (1997), "Ownership and Corporate Governance: Evidence from
the Czech Republic", The World Bank, Washington DC.

19 Weak minority shareholder protection is probably the major reason why investment funds converted into
holding companies. Initially, funds were not allowed to own more than 20 percent of the shares of any company,
and this limit was later reduced to 10 percent. To escape these ownership restrictions, the funds found legal
loopholes to convert into joint stock companies that did not have such restrictions.
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of smaller investors.20 Whereas ownership seems to be more concentrated in Slovak Republic, protection
of minority shareholders remains deficient.

Another possible problem is that these changes in ownership may result in monopolies or
oligopolies in certain industries. For example, a single investor may have become the controlling owner of
most of the enterprises selling a particular product or service, and thus is in a position to raise prices and
earn excessive profits. Although it is difficult to determine the extent to which greater concentration has
led to monopolies, it is important to ensure that the Antimonopoly Office has the resources and legal
authority to review mergers and takeovers for anti-competitive impact. This is discussed in more detail
below.

A third potential problem lies less on greater concentratioi, ;per se, but on the risks arising from the
way enterprises were sold in the second wave of privatization. Purchases at substantial discounts and
possible default on installment payments may lead to lower revenues for the National Property Fund (NPF)
and could reduce its capacity to meet its financial obligations. Defaults may be particularly large if rnany
new owners sell the enterprise's assets for cash, creating companies that are empty "shells" with only debt
obligations. Although the record of payments to the NPF still seems to be high--around 80-90 percent of
the scheduled payments--it is essential to monitor the performance of new owners to prevent perverse
behavior and abuse. The possibility to reduce installments through investments may also distort investment
decisions and reallocate capital away from more productive uses, because they create an artificial incentive
to invest in enterprises included in the second wave (these annual investment commitments mnay amount to
1 percent of GDP).

Progress in Restructuring

During the transition to a market economy, enterprises in the Slovak Republic and other CEE
countries experienced severe shocks unlike anything experienced by their counterparts in Western
countries. The collapse of CMEA trade resulted in a sharp contraction of the demand for their products,
and they have been forced to find new markets in Western countries with higher quality standards. Lower
trade barriers meant fierce competition from imported products even in their home markets. These
problems were aggravated by the related collapse of GDP and purchasing power that affected all CEE
countries in the early stages of the transition.

The extent to which enterprises have coped with these shocks can be assessed by examining
enterprise data for the CEE countries after 1992 (the period is dictated by data availability). The exercise
can be conducted both at the aggregate level and for a sample of large manufacturing enterprises. It is
useful to consider the two sets in making such an evaluation.21 The larger set can capture not only losses
generated in sectors such as agriculture, but also transfers of losses between the energy sector and other
sectors, due to changes in energy prices. The smaller sample is more representative of the universe of
enterprises operating in the traded goods sectors and capable of generating exports. In both cases, the
analysis has to be qualified by problems of data quality and comparability, due to differences in coverage,

20 See Shleifer, A., and R Vishny (1996), "A Survey of Corporate Governance", National Bureau of Economic
Research, Working Paper No. 5554.

21 The larger sample coniprises all enterprises with more than 15-25 employees. The smaller sample comprises
the largest 700-1,000 enterprises in the manufacturing sector, accounting for 40-90 percent of employment in the
sector. See Claessens, S., S. Djankov, and G. Pohl (1997), "Determinants of Performance of Manufacturing Firms
in Seven European Transition Economies," The World Bank, Washington DC.
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and accounting standards and practices across countries. These figures may not reflect with accuracy the
true financial situation of enterprises in CEE countries, but they probably provide a reasonable idea about
the trends in financial performance in each country.

Gross and net losses of enterprises declined significantly between 1993 and 1995 in all Visegrad
countries and Slovenia, as shown in Table 3.3. The reduction in gross losses amounted to 6-7 percent of
GDP in the Czech Republic, Hungary and the Slovak Republic, and to 2-3 percent of GDP in Poland and
Slovenia. The reason for the smaller decline in Poland and Slovenia is probably due to the fact that
enterprise losses peaked at earlier dates in these two countries due to specific shocks-Poland's GDP
collapsed during a drastic stabilization program implemented in early 1990, while Slovenia's GDP
contracted sharply during 1991 and 1992, as a result of independence from the former Yugoslavia.

Table 3.3
Gross and Net Enterprise Losses in Selected CEE Countries, 1992-96

(percent of GDP2
1992 1993 1994 1995 1996

Gross Profits
Czech Republic n.a. 16.4 13.7 11.8 8.9
Hungary 8.1 6.7 7.3 5.3 n.a
Poland 11.6 10.3 10.0 10.2 9.1
Slovak Republic n.a. 18.5 14.0 13.9 14.5
Slovenia 2.5 3.9 4.5 6.2 n.a

Gross Losses
Czech Republic n.a. 10.9 5.7 3.5 4.3
Hungary 14.2 10.1 7.2 3.1 n.a
Poland 8.6 6.2 3.9 3.5 3.8
Slovak Republic n.a. 11.5 7.2 5.6 8.8
Slovenia 16.7 8.1 6.4 6.2 n.a

Net Profits (+ equals profit, - equals
loss)
Czech Republic n.a. 5.5 8.0 8.3 4.6
Hungary -6.1 -3.4 0.1 2.2 n.a
Poland 3.0 4.1 6.1 6.7 5.3
Slovak Republic n.a. 7.0 6.8 8.3 5.7
Slovenia -14.2 -4.2 -1.9 0.0 n.a

na.: not available
Note: Peliminary figure.
Sources: Statiical offices in the respecive countries.

There are three aspects of the Slovak adjustment that merit attention. First, the 6 percent of GDP
reduction in gross losses between 1993 and 1995 can be considered as a good result, given the contraction
of traditional export markets (primarily in the Czech Republic) that took place during this period. Second,
the ratio of gross and net profits to GDP in the Slovak Republic seem larger than in the other CEE
countries. That.reveals a segment of highly profitable enterprises, and may help explain the high
investment ratio in the Slovak Republic, as internally generated funds (retained profits and depreciation)
constitute a large source of investment finance in most economies. Finally, there is also evidence of a
relatively large core of loss-makers in the Slovak Republic, as indicated by gross losses of 5.6 percent of
GDP in 1995.
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The preliminary numbers for 1996 are more worrisome, as they indicate a reversal of the declining
trend in gross losses observed after independence--losses increased to 8.8 percent of GDP during that year.
Approximately 50 percent of the losses were generated in manufacturing, 15 percent in agriculture, and the
rest in transport, communications, and other services, excluding the energy sector, which generated profits
(Appendix Table 2.10). Within the manufacturing sector, the largest losses were generated in the heavy
machinery (which includes the former large arms manufacturers) and agro-industry, but many other sub-
sectors also have loss-making enterprises (Table 3.4).

The reasons for such an increase in gross losses are not entirely clear. The slowdown in exports,
the higher prices of imported fuel from Russia, the growth of wages above productivity, and the larger
depreciation expenses (resulting from the investment expansion) probably contributed to this outcome. The
increase in gross losses could also be due to asset stripping and/or the divestiture of enterprises into smaller
units, some of which are profitable while others are making losses. However, the pronounced decrease in
net profits-from 8.3 to 5.7 percent of GDP-indicates a marked deterioration in overall profitability in
1996, suggesting that this last factor was not a major cause of the increase in gross losses during that year.

Table 3.4
Sectoral Breakdown of Losses in Manufacturing during 1996

Number of Companies Losses (percent of GDP)
Total Manufacturing 1050 4.6
of which: (percent of the total)

Food Products 172 10.7
Textiles 96 3.8
Paper and Pulp 54 4.9
Chemicals 25 4.8
Non-Metal Products 63 9.5
Metal Products 131 10.3
Heavy Machinery 122 28.0
Transport Equipment 30 9.2
Other 357 18.8

Source: National sources.

The sample of large manufacturing enterprises allows for a breakdown of financial statements and
provides important complementary information to the aggregate figures. As shown in Table 3.5, between
1992 and 1995 the Slovak Republic was able to eliminate enterprises in the worst category-the so-called
value subtractors, or enterprises which are not able to cover even their material costs. The share of
enterprises in the two following categories (from worst to best) also decreased, resulting in a decline in the
overall number of loss-makers in the sample, from 52 percent in 1992 to 44 percent in 1995. Despite these
improvements, the number of large loss-making enterprises still looked comparatively high in 1995.

There is no reliable information on the share of losses generated by essential and strategic
enterprises (which cannot be sent to bankruptcy or liquidation by their creditors). There is no accurate
information on how these losses are financed either, although depreciation and unpaid interest are likely to
account for a large share. Depreciation expenses not matched by actual resources imply the
decapitalization of the enterprise and its eventual demise. Unpaid interests (estimated at 1.5-2 percent of
GDP per year) automatically capitalized by banks imply an indirect form of financing that helps keep the
loss-maker afloat (it is equivalent to a situation where the bank extends a new loan to allow the enterprise
to pay the interests due). Bank lending to loss-makers (above and beyond the amounts implied by the
recapitalization of unpaid interests) was probably very limited, given the contraction of real bank credits
after 1993. However, the possibility that some loss-makers benefited from fresh bank loans during 1996 (a
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period where bank lending increased by 15 percent) cannot be discarded. Finally, there is no reliable
information oh inter-enterprise arrears and tax arrears.

The apparent slowdown of enterprise restructuring raises the question of which are the best policy
options available to the Government to encourage further restructuring. This chapter and the next argue
that the Government should avoid interfering directly in the restructuring process, and should envisage
measures to engage more effectively the two actors that seem to have been under-utilized in the effort to
restructure enterprises, namely, foreign investors and the banks. As mentioned before, the Government
should consider opening more room for foreign investors to participate in future privatizations, and also
encourage new owners to negotiate further foreign participation in the enterprises that have already been
privatized. Greater involvement by the banks and the other creditors would require a combination of
measures, including changes in the bankruptcy fianework, and improvements in the financial condition of
banks, as specified below and in the next chapter.

Table 3.5
Classification of Large Manufacturing Enterprises in CEE Countries, 1992-95

(percent of firms weighted by employment)
Unprofitable

Profitable Cannot Cover Cannot Cannot Cannot
Depreciation Service Pay All Pay All

All Debt Wages Suppliers

Year A B C D E Total
Bulgaria 1995 45 13 17 22 4 100
(828 firms) 1994 43 11 29 13 4 100

1993 22 18 23 32 5 100
1992 28 10 31 27 4 100

Czech Republic 1995 75 19 6 0 0 100
(675 frms) 1994 71 20 6 3 0 100

1993 63 25 10 2 0 100
1992 60 11 15 13 1 100

Hungary 1995 70 14 6 9 1 100
(1044 firms) 1994 67 11 9 11 2 100

1993 67 9 8 12 4 100
1992 59 9 12 14 6 100

Poland 1995 37 32 16 14 2 100
(940 finms) 1994 41 25 12 20 2 100

1993 40 17 12 23 8 100
1992 37 16 17 20 10 100

Romania 1995 24 16 9 40 11 100
(1,092) 1994 23 13 11 40 14 100

1993 24 16 8 42 10 100
1992 30 7 9 41 12 100

Slovak Republic 1995 56 27 7 10 0 100
(905 fins) 1994 57 21 9 13 0 100

1993 51 22 12 13 2 100
1992 48 16 13 19 4 100

Slovenia 1995 64 17 9 8 2 100
(727 firms) 1994 67 14 13 6 0 100

1993 67 13 15 5 0 100
1992 65 13 17 5 0 100

Source: National sources&



Slovak Republic - A Strategy for Growth and European Integration: Enterprise Reform... 38

Financial and Operational Restructuring of Enterprises

The persistence of relatively large losses together with a large stock of bad loans (examined in
more detail in Chapter IV) raise questions as to the role that banks have played in the process of enterprise
restructuring. The very low number of completed bankruptcy and liquidation cases (next section) suggests
that banks and other creditors have not resorted to the legal and institutional framework as a major vehicle
for enterprise restructuring in the Slovak Republic. There may have been more bank involvement through
more informal channels, but there are no indications that this is happening to any significant extent either.
As indicated in the rest of this chapter and in the next chapter, there have been real obstacles for a more
active involvement by banks (and the other creditors) in the restructuring process, including serious
deficiencies in the regulatory and institutional framework, and the weak financial condition of the banks
themselves. These obstacles have greatly diminished the power of banks and other creditors, irrespective of
whether workout negotiations are conducted in formal or informal settings.2 2 The political environment
may also have played a role, as most banks loaded with bad loans remain State banks, usually subject to
more political pressures.

There seems to be scope for further progress in enterprise restructuring through a more active
engagement of banks and other creditors, and this engagement should be encouraged through the removal of
legal and institutional obstacles. More bank involvement would hopefully produce a successful interaction
between financial and operational restructuring. If the enterprise can restructure its operations to achieve a
positive operating cash flow, then the enterprise should continue in operation even though it may not be
able to service all of its outstanding debts. In these cases, it could be rational for the banks to forgive
(write-off) part of the debts in exchange for the enterprise agreeing to restructure its operations, paying the
remaining part of the debt, and generating additional business for the bank in the future. However, if the
enterprise has little chance of achieving a positive operating cash flow and eventually becoming profitable,
the only alternative is liquidation, in which the enterprise ceases operating, its assets are sold to other
enterprises or individuals, and the proceeds are used to pay at least some of the debts.

Table 3.5 provides an indication of how much loss reduction could happen through liquidation, and
how much through operational restructuring. At end-1995 about 10 percent of all large manufacturing
firms were in such difficulty that they could not pay all of their workers and suppliers (Category D).
Unless their performance improves dramatically, these firms should be liquidated. Another 7 percent could
in principle pay workers and suppliers, but not all the interest on outstanding debts (Category C). Still
another 27 percent could in principle pay all their obligations, but were being 'Uiecapitalized" by not
covering depreciation costs, and could also be failing to meet some of their obligations (Category B).23 The
firms in Categories B and C are more likely candidates for a negotiated financial restructuring, since they
have a positive operating cash flow and probably brighter future prospects. The remaining 56 percent were
profitable and should be capable of honoring their debt obligations (Category A).

Although it would be desirable to encourage negotiations between the banks (and other creditors)
and the over-indebted enterprises, it is also important to establish transparent rules and avoid politicizing
the restructuring process. It is most important to avoid direct intervention in the process, as the

22 The debtor has a greater incentive to engage in informal, out-of-court negotiations, if the threat of liquidation
by creditors is credible.

23 These firms could be also defaulting on their obligations, and using the released resources to invest in new
machinery.
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Government's attempts to identify the '1Winners" could delay the demise of unviable enterprises and
contaminate the banks' portfolios again. A more productive approach involves removing the bottlenecks in
the bankruptcy and liquidation framework, and equipping the banks with the means to work out a larger
number of loans. As argued in Chapter IV, that would involve removing the current tax disincentives for a
faster build-up of provisions and preparing their privatization. Any additional financial support from the
Government to the banks should only be considered under this transparent and disciplined framework.

The Legal and Regulatory Environment

Background

The Slovak Republic has made tangible progress in reforming its legal and institutional framework,
to transform its economy, and to approximate its legal system with the EU's acquis communautaire. This
effort has included the passage of enabling legislation, the establishment of working groups in each of the
relevant sector ministries, and the creation of an overall coordination mechanism within the Office of
Government, whose Institute for Legislative Approximation is charged with screening all legislation
submitted to the National Council in regard to its compatibility with EC legislation. Despite these efforts,
much remains to be done in the legal area, not only to ensure the successful completion of Slovak
transformation, but also to achieve harmonization with legislation in the EU. Indeed, there are some pieces
of legislation which are critical for the good functioning of a market economy, but which are still not
working properly in the Slovak Republic (e.g. the bankruptcy framework). Also, the working groups in
charge of legal approximation to the EU seem to be concentrating on the passage of laws and decrees
without paying sufficient attention to implementation and enforcement.

This section assesses the progress that has been achieved in reforming the legal framework for
enterprises, and identifies the scope for improvements in this area.24 The section focuses on the main pieces
of legislation and examines whether these laws are generally consistent with the objective of establishing a
well functioning market economy. Such an assessment takes into consideration the objective of EU
accession, but does not include an exhaustive and detailed analysis of legal approximation to the EU's
acquis communautaire. This approach was adopted for two major reasons. First, because the EU does
not have a complete legal and institutional system, leaving many important areas of law to the competence
of the Member States (e.g., property, company, bankruptcy, civil procedures, and administrative laws).
Second, because an exhaustive and detailed analysis of the progress in legal harmonization with the EU is a
task that would be better performed by joint groups of Slovak and EU experts created pursuant to the
Europe Agreement.

An Overview of the Current Status of the Legal Framework

The legal and institutional framework that supports the development of a market economy should
meet the following objectives: (i) clearly define and protect a wide range of property rights; (ii) provide for
low entry barriers into the market, including foreign investment; (iii) set up functioning enterprise
governance structures; (iv) ensure low transaction costs for contractual relations; (v) ensure functioning
competition, including enforcement of competitive practices through antimonopoly legislation and
prohibition of unfair competition; (vi) enable the development of capital markets and banking and insurance
systems with supervision and regulation in the hands of independent institutions without political

24 The next chapter examines the legal framework of financial institutions.
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interference; (vii) provide for bankruptcy procedures enabling efficient market exit; and (viii) enable speedy
and efficient resolution of disputes and competing claims.

The current legislative and institutional framework fulfills many of these roles. Most importantly,
the Commercial Code, the various amendments to the Civil Code, and specialized laws regulating the
financial markets are well drafted and provide a solid foundation for efficient and low-cost economic
transactions. Commercial branches of the courts have been gaining experience in resolving commercial
disputes. The private bar has adapted to new economic realities and provides a wide range of advice in
commercial matters. However, the legal framework still has some gaps and deficiencies. These include the
treatment of minority shareholders under the company law, the absence of accounting standards for groups
of affiliated companies, the lack of transparency of capital markets, inadequate bankruptcy rules and
procedures, and various problems in the regulation and supervision of banks, capital markets and insurance
companies. The rest of this section deals with the major issues in the company, accounting, competition,
and bankruptcy laws, as well as other related pieces of legislation. The next chapter covers banking,
capital markets and insurance legislation.

Company Law and Accounting Law

One of the most severe deficiencies in Slovak legislation is the lack of protection of minority
shareholders. This problem undermines public confidence in the transformation process, hinders company
access to capital markets, and discourages foreign investment. Thus, it also constrains the expansion of
profitable enterprises and the development of efficient governance structures. In addition to the lack of
protection for minority shareholders, Slovak company law also fails to ensure transparency in corporate
governance and to encourage capital inflows into the companies. Indeed, many ownership and governance
structures resulting from the second wave of privatization are not transparent, raising concerns that groups
of inter-connected companies may engage in anti-competitive practices. As one example of non-
transparency, groups of affiliated enterprises are still not required to prepare consolidated financial
statements.

The Slovak authorities should consider introducing legal measures to increase the protection of
minority shareholders and improve transparency in corporate governance. The EU company law directives
provide only partial guidance in this area, as they aim simply at lowering the existing barriers between the
markets of the Member States (Art. 54 sec. 3 lit. g). However, mechanisras to ensure greater protection of
minority shareholders may be found in the national laws of EU member states. These mechanisms may
include:

(i) improved information rights of shareholders (including general transparency of actions by
corporate officers and directors) which are protected by clear procedural rules and court enforcement;

(ii) clearly defined civil liability of officers and directors who do not fulfill their obligations and do
not act in the best interest of all shareholders, including minority shareholders (this should serve as a
functional equivalent of the common law concept of "fiduciary duty");

(iii) functioning take-over rules (due to different position of Member States, the proposed EU
directive on take-overs has not been adopted yet and cannot serve as an example for the Slovak Republic);

(iv) accounting rules which restrict the power of managers and majority shareholders to manipulate
financial records (for exanple, in order to hide profits). The European Company Law Directives on
Accounting and Auditing (4th, 7th and 8th directive) are intended to protect shareholders against such a
manipulation;.
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(v) accounting rules in the area of consolidated financial statements designed to improve
information on the financial situation of holdings and groups of affiliated companies. Transformation of the
7th EU Directive on Company Law (Art. 54 sec. 3 lit. g EC) should be considered as a minimum standard;

(vi) in general, greater approximation of Slovak accounting rules to international standards, in
order to increase transparency and lower costs. At the moment, large companies wishing to raise capital in
international markets are compelled to keep double financial and accounting records. This imposes a
financial burden on large companies, and is usually cost prohibitive for small- and medium-size enterprises;

(vii) auditing provisions which are enforced by strong civil liability rules for auditors (the 8th
company law directive of the EU can only serve as a starting point, as there are no EU rules on the civil
liability of auditors); and

(viii) non-legal measures designed to improve the protection to minority shareholders, such as the
creation of credit rating and reporting agencies; active and well-informed mass media; and a functioning
market for corporate control.

Competition Law and Price Regulation

Well drafted competition rules (also known as anti-trust laws) coupled with adequate institutional
capacity to enforce these rules, are a key element of modem legal systems. The present Slovak Act on
Protection of Economic Competition, No. 188/1994 Zb., is in line with the requirements of European law
and competition policy.25 The Act is modeled on European rules and the German cartel law. Its intent is to
protect competition in the Slovak market by preventing the abuse of dominant market positions by single
enterprises, groups of enterprises, or contractual ties among enterprises. It deals with monopoly abuses
such as price fixing and market allocation agreements, and provides for merger control and notification.

The agency vested with implementing the law is the Slovak Antimonopoly Office, established in
1990 as an independent "central administrative office". The Office is autonomous under the law, although
the Government exercises considerable influence by appointing the chairman. The Office has received
substantial Western technical assistance and has become expert in this area of law.26 The Office is also
supposed to provide legal advice to other parts of the Government on the impact of various policies on
competition (especially trade policy).

The privatization process provided an opportunity to improve the market structure for various
products and services. By not allowing the Antimonopoly Office a more active role in the second
privatization wave,27 however, some non-transparent and non-competitive ownership structures may have
emerged in certain industries. For this reason, the Antimonopoly Office should make an effort to determine
the ownership structure among the newly privatized enterprises, and monitor the performance of these
enterprises, to ensure the protection of economic competition.

Two additional areas of concern are the exclusion of '"trategic enterprises" from the application of
the Act on Protection of Economic Competition and the November 1995 Price Law. This law gives wide
discretionary powers to the MoF to intervene in any market for products, services, works, leases, rents and

25 The Act No. 188/1994 Zb. replaced the original competition rules adopted under former Czechoslovakia, No.
63/1991 Zb., as amended by No. 495/1992 Zb.

261n 1993 it brought a case against a cement cartel to stop it from allocating markets amongst its members.

27 Although the Office can in principle issue opinions on the competition aspects of specific privatization
proposals, during the second wave of privatization its role was marginalized, and,it was pressed to issue opinions
favorable to the interests of the future owners.
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intangibles, and to intervene in import and export markets. The wording of the law is excessively broad
and vague, including concepts such as "unusual situation of the market," "threat to the market due to an
insufficient competition environment,""public interest,"and "temporary inbalance of the market" Instead
of the Antimonopoly Office, the MoF is vested with the implementation of the law. This law poses
competition on the Slovak market and could reduce the attractiveness of greater foreign engagement on that
market.

Bankruptcy Law and Enterprise Restructuring

A functioning bankruptcy procedure is essential to a modem legal system. It allows inefficient
firms to exit the market, their assets to migrate to more efficient uses, and less efficient firms to restructure
and become more efficient. The need for an effective exit mechanism is even stronger in transition
economies like Slovak Republic, due to the misallocation of resources under the former centrally planned
economies and the inefficiency of many state-owned enterprises. A functioning bankruptcy system also
provides security to creditors and, as a result, makes it easier for enterprises to access bank or supplier
credit.

The Slovak Republic has a bankruptcy law inherited from the former Czechoslovakia-the Act on
Bankruptcy and Settlements (No. 328/1991 Zb)-which has undergone several major amendments. The
overindebtedness of many Slovak enterprises and the bad loan problems of major banks would suggest that
both creditors and debtors would make use of the bankruptcy framework as a vehicle for restructuring and
debt resolution. However, the law has not been successfully implemented-out of the 4,000 cases that have
been filed, about half were aimed at threatening the debtors and were subsequently withdrawn. Another
1,500 cases were filed in order to avoid filing other commercial suits and the considerably larger filing fees,
and were dismissed by the courts. The remaining 500 cases were dismissed for insufficient debtors'
property to cover the costs of the proceedings. As a result, there have been about 10 cases of completed
bankruptcies.

There are several reasons why bankruptcy (and liquidation) procedures have not worked well in
Slovak Republic. First, the legal framework contains major systemic flaws that hamper the entire
procedure. Among the most significant are: (i) lack of a clear and precise definition of insolvency and
overindebtedness; (ii) no obligation for debtors to file for bankruptcy if excessively indebted or not
servicing debt over a long period of time; (iii) obligatory restructuring-related negotiations, without time
limits, that a creditor must undertake even in instances where restructuring has no economic justification;
(iv) equal status of all domestic creditors in these negotiations, regardless of the size of their claims; (v)
discrimination against foreign debtors in the case of restructuring; (vi) insufficient protection for secured
creditors; and (vii) courts' obligation to ascertain debtor's property, resulting in long delays in the cases
where the debtor does not cooperate. In other words, the liquidation and settlement procedures are too
debtor-friendly and act as disincentives for creditors to file for bankruptcy.

Second, State-owned banks have generally failed to deal more assertively with their bad loan
portfolios and, where appropriate, apply for bankruptcy procedures. This attitude miay persist until these
banks are fully privatized (Chapter IV). Third, bankruptcy courts and judges are not sufficiently equipped
and trained to handle these procedures. There are only three courts that can hear bankruptcy cases, in
Bratislava, Banska Bystrica, and Kosice. These are all overloaded, and cases can linger on for a long time.
Consequently, creditors often lose large portions of their claims to inflation. Fourth, the Slovak Republic
lacks administrators/trustees that would be interested in pursuing bankruptcies. This is mainly due to the
lack of training and poor remuneration.
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Finally, there is insufficient political will to make bankruptcies a viable option, in part due to the
very unfavorable public perception in the Slovak Republic. According to a 1995 survey, a majority of the
general public and a significant portion of business and bank managers see bankruptcy as harmful rather
than encouraging restructuring of enterprises. Evidence of the lack of political will can be found in the
initial deferrals of the applicability of the law until May 1994, and on the exemptions granted to a wide
range of enterprises and organizations, including so called '"trategic" and "essential" enterprises, state
budgetary and contributory organizations, municipalities, and the National Property Fund as a debtor.

A new amendment to the bankruptcy law is under preparation by a committee of experts. Its main
aim is to simplify procedures and make reorganization and liquidation viable options for indebted
enterprises and their creditors. The new draft clearly defines insolvency and overindebtedness and makes it
a sanctioned obligation for overindebted enterprises to file for bankruptcy if unable to service debt. The
debtor would decide whether to file for liquidation or reorganization. Unfortunately, in creditor-filed cases,
the debtor would still retain the right to propose reorganization. The draft would also eliminate the
mandatory nature of the negotiations/bargaining procedure for restructuring and abolish discrimination
against foreign creditors. Further, it would introduce a temporary administrator to protect creditors
between the time of filing and the decision of a court to start a procedure.

The new draft provides solutions to some of the problems outlined above, but may still fail to
ensure efficient bankruptcy and settlement. Unfortunately, European law does not provide much guidance
on bankruptcy reform-the diversity of settlement and bankruptcy laws and procedures among the Member
States has so far prevented the development of EC legislation in this area. However, the Slovak Republic
can look for inspiration in Member States with similar legal traditions, such as Germany, Austria, or the
Netherlands. Among the measures required to make reorganization and liquidation a realistic option for
creditors and debtors alike, it would be desirable to include the following changes in the law:

(i) abolish preferential treatment for claims by the state or its agencies (including taxes, labor
payments and claims by the National Property Fund) vis-a-vis secured creditors in both reorganization and
liquidation proceedings;

(ii) provide an option for creditors to apply for reorganization or liquidation procedures without
having to prove excessive indebtedness or insolvency by means of documents (creditors may be required to
post a bond prior to filing to cover the cost of the court proceedings);

(iii) apply the Act on Bankruptcy and Settlements to all business enterprises; i.e., eliminate the
exemption for "strategic" and "essential" enterprises;

(iv) ensure adequate protection to creditors during bankruptcy procedures, especially against the
dilution of debtors property by unauthorized transfers (including invalidating such transfers);

(v) further ensure the protection of creditors by, inter alia, linking their voting rights to the size of
their claims;

(vi) considerably broaden the authority of administrators and liquidators to enable him/her to run
the day-to-day operations of an enterprise under bankruptcy; and

(vii) simplify the asset-divestiture procedures in liquidation cases.

In addition to these legislative changes, it is further important to strengthen the institutional
structure for carrying out reorganization and liquidation proceedings by: (i) training commercial judges
that deal with bankruptcies, or instituting a separate category of judges to hear bankruptcy cases; (ii)
broadening the list of administrators/trustees to include non-lawyers; (iii) restructuring the remuneration
scheme for administrators/trustees to enhance financial incentives to dispose of bankruptcy cases in an
efficient manner. One possible scheme would be to give administrators/trustees a percentage of the
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debtors' assets after their sale and to conduct a public education campaign to inform enterprises, creditors,
and the general public about the nature and economic benefits of bankruptcy procedures.

Once the above changes are adopted and implemented, debtors and creditors would both have more
incentives to look for out-of-court procedures. The Slovak Republic should explore alternatives to formal
court bankruptcy procedures, for example, in cases of financial restructuring. Many industrialized nations
are moving away from court procedures to some form of commercial mediation or negotiations in these
cases.

The Enterprise Revitalization Act

The Slovak Parliament has recently approved an Act on the financial and operational restructuring
of enterprises-the Enterprise Revitalization Act-whose objective is to encourage further enterprise
restructuring, particularly in the arms industry and agro-industry sub-sectors (the largest loss-makers).
Such a revitalization program expects to achieve this objective primarily by forgiving enterprises' tax
liabilities and debts to banks, in exchange for the submission of a restructuring plan by enterprise
management. A commission consisting of representatives from five ministries (Finance, Economy, Labor,
Justice, and Public Works), the NBS, the three largest banks and the State insurance company would be
empowered to screen the applicants and to judge the adequacy of the proposals.

Whereas it would be highly desirable to elaborate a strategy to facilitate the joint restructuring of
enterprises and banks loaded with bad loans, this strategy should involve as little direct interference from
the Government as possible, and should not harm the development of a legal framework supportive of a
market economy. The revitalization program, as currently designed, may involve too much political
interference in the selection of enterprises and the assessment of their restructuring plans. As a result, it
may keep unviable enterprise afloat for a long period of time, lead to a waste of fiscal resources, possibly
result in further contamination of banks' portfolios, and ultimately delay needed restructuring. A more
effective approach would involve improving the bankruptcy framework, and strengthening the banks'
conditions to recognize their losses and work out their bad loans (see Chapter IV). In addition, the Act, if
implemented, may go counter to a fundamental principle of a market economy--a level playing field for all
economic actors.

Summary of the Recommendations

To rejuvenate the process of enterprise restructuring, the government should: (i) complete the
privatization of the few but very large and important enterprises that remain in State ownership; (ii) refrain
from exercising control over the so-called "essential" or 'strategic" enterprises; (iii) adopt more competitive
and transparent privatization methods that will encourage the best possible owners (including foreigners) to
purchase Slovak enterprises; (iv) refrain from limiting or restricting the transfer of ownership of those
enterprises already privatized to new investors, both domestic and foreign, that are likely to have a better
strategy for restructuring Slovak enterprises; (v) improve the legal framework, in particular, minority
shareholder protection, the bankruptcy system, and accounting standards for groups of affiliated
companies; (vi) repeal the 1995 Price Law; (vii) restrict to the minimum the number of enterprises eligible
to participate in the Enterprise Revitalization Act, and refrain from pressing the banks to resume lending to
these enterprises. Instead, the Government should strengthen the banks' capacity to get more involved in
enterprise restructuring. As discussed in Chapter IV, that will involve, inter alia, the implementation of a
privatization plan for these banks.



CHAPTER IV: THE FINANCIAL SECTOR

Introduction

Since financial sector reform began in 1990 with the break-up of the monobank system, the
restructuring of the financial system has developed along three main themes. First, there has been a
significant number of new entries into the banking sector, mainly private banks with foreign participation.
The banking system has grown from two banks in 1990 to 24 banks and 6 branches of foreign banks at
end-1996. Second, a reasonable legal and regulatory framework for banking has been established, after
several changes in the Act on Banks and the Act on the NBS in the past few years, and the issuance of
other pieces of legislation. Third, capital market institutions have begun to emerge. A stock market was
established in 1993 and related laws and regulations have also been issued.

Despite these positive developments, there is much that the Government can do to deepen financial
reform. The recommended agenda for further financial reform covers three major areas. First, the
restructuring and privatization of the state owned banks should be completed. This involves issues relating
to non-performing loans and solvency, as well as the method of privatization. Second, the regulatory and
taxation framework for banking require further improvements and further harmonization with EU
regulations. These are mainly in the areas of accounting and taxation of loan loss provisions. Third, the
development of capital markets would have to be accelerated. The major areas of reform include the legal
firmework, prudential regulations, supervision capacity, and the development of contractual savings
institutions such as pension funds and insurance companies.

This chapter has been structured to examine these three sets of issues. The second section
describes the structure and performance of the banking system in recent years. It also deals with the
challenge of bank restructuring and its interface with enterprise restructuring. The third section examines
the progress that has been achieved in harmonizing the regulatory framework for banks with EC legislation.
Finally, the fourth section deals with capital markets. It examines the current status of equity and bond
markets, as well as the progress achieved in approximating the Slovak regulatory framework in these areas
to the EU framework. The section also includes a brief examination of the insurance sector in Slovak
Republic.

The Banking System

Structure

Over the past five years, the main structural change has been the growth in the number of
commnercial banks-from 1991 to 1996, 28 new banks (including branches of foreign banks) were licensed
and 12 foreign banks set up representative offices. As of end-1996, there were 5 majority State-owned
banks (SOBs) accounting for 57 percent of assets in the banking system, and 25 privately owned banks
accounting for the remaining 43 percent. The four major banks are Vseobecna Uverova Banka (VUB),
Slovenska Sporitel'na (SLSP), Konsolidacna Banka (KB), and Investicna Rozvojova Banka (IRB). The
first three are SOBs, whereas the fourth is not considered as a State bank any longer, given the decline of
the State share in capital to less than 35 percent.28 Out of the 25 private banks, 19 were joint stock
companies with foreign participation and 6 were branches of foreign banks (Table 4.1).

2
S SOBs are defined as banks with majority (i.e., greater than 50 percent) state ownership, direct or indirect.
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Table 4.1
Structure of the Slovak Banking System, 1993-96

State-Owned Banks Private Sector Banks
Year Joint Stock Companies Branches of Foreign Banks

Number Share of Number Share of Number Share of Assets
Assets Assets (percent)

(percent) (percent) _

1993 4 70.5 14 19.7 10 9.7
1994 4 66.9 15 23.4 10 9.7
1995 4 61.3 20 28.4 9 10.3
1996 5 56.9 19 33.0 6 10.1

Source: National Bank of Slovakia.

While the SOBs have the major share of the stock of banking assets, there has been a mnajor shift in
lending flows.. Private sector banks accounted for 81 percent of the increase in loans during the period
1992-96, causing a sharp decline in VUB's (the largest corporate lender) share in total loans, from 78
percent in 1990 to 35 percent in 1996. In the retail market, SLSP (the State Savings Bank) continues to be
the dominant institution, accounting for about 80 percent of household deposits. However, there has been
greater competition in the non-household deposit market, with the private banks holding about 40 percent
of this market (the equivalent of 20 percent of total deposits) at end- 1996. Figure 4.1 summarizes the share
of the four largest banks in total banking assets, loans, deposits, and paid-in capital.

The entry of new private banks and the partial privatization of certain SOBs have resulted in a
significant increase in the private sector's share of the banking system. The new private banks (excluding
IRB) now account for more than 56 percent of capital in the banking system (Figure 4.1). VUB has been
partially privatized, such that 48 percent of the shares are in private hands. IRB has been privatized
through both voucher sales of state shares and increases in private investor equity, lowering the share of the
state to 35 percent as of end-1996. However, both SLSP and KB continue to be fully State-owned. There
are two additional small SOBs-Slovenska Zarucna Banka, which provides guarantees to small enterprises,
and Banka Slovakia, which was established to promote regional development but has not started operations
yet.

Main Monetary and Credit Developments

The Slovak financial system is relatively large, as indicated by a ratio of broad money to GDP of
70 percent in 1996. Such a high ratio results in part from the relatively low inflation experienced during
the Czechoslovak federation-as shown in Figure 4.2, the Slovak Republic entered the 1990s with lower
rates of inflation and much higher ratios of broad money to GDP than Hungary and Poland. In 1991, there
was a sharp increase in prices, but that increase proved to be short-lived (as a result of a strict stabilization
program) and does not seem to have affected money and credit ratios. The rapid stabilization of inflation
achieved after independence, combined with the increase in real interest rates on deposits (Figure 4.3) has
enhanced confidence in the new currency and has promoted further resource mobilization by the banking
system.

Bank deposits account for 90 percent of broad money and household deposits account for about 54
percent of total deposits. Approximately 80 percent of household deposits are still mobilized by SLSP,
which also dominates the interbank market. To enhance confidence in the new banks and improve
competition in the deposit market, a deposit guarantee scheme was established in mid-1996, guaranteeing
the deposits of individuals up to 30 times the monthly salary in the Slovak Republic. However, the impact
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of this measure cannot be determined for some time, because the State will continue to insure citizens'
deposits in SLSP, VUB, and IRB until the end of 1997. It is likely that SLSP's monopoly position will be
eroded only gradually, as the other banks strengthen their capacity to conduct retail operations.

Figure 4.1
Concentration in the Banking System

Assets (1995) Loans (1996)

> ~~Four largest Four largest ,
~ ~~~ ~~~ ~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~. ......-...

Deposits (1995) Capital (1995)

_ 81.4% _ k ~~~~~~~~~~~~~Four largest
__ aRe3,,..'~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~.'..'''-.

Source: National Bank of Slovakia.

The growth of money supply after independence was initially dominated by the increase in net
foreign assets, implying a slow growth of credits and an initial decline in the ratio of average credit to GDP
(Figure 4.2). However, banks increased lending in real termns during 1996, raising the ratio of average
credit to GDP to around 60 percent. The share of private sector borrowers in total credits has increased
dramatically (Table 4.2), in line with the privatization of SOEs, the decline in real lending by SOBs, and
increased real lending by the new private banks. These trends suggest that the decline in real lending
volumes was probably accompanied by an increase in the average quality of new lending. In particular,
VUB's lending portfolio declined sharply in real terms during 1992-1995 because of the credit ceilings
imposed on the large banks during this period, difficulties to mobilize resources and probably a more
conservative attitude from the side of management. SLSP was subject to tighter lending constraints by
NBS, and its loan portfolio has barely increased in nominal terms. However, there has been an increase in
the real lending activities of VUB in 1996 (15 percent nominal increase over 1995, compared to a 6 percent
inflation rate), despite its failure to meet the required capital adequacy ratio.
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Figure 4.2 Inflation and Money Supply
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Table 4.2
Breakdown of Bank Loans by Bank and Borrower Ownership, 1992-96

(percent)
Banks without Foreign Banks with Foreign Branches of Foreign Total

Partic on Partici pation Banks
Year Public Private Public Private Public Private Public Private
1992 67.5 32.5
1993 44.2 40.9 1.7 4.8 3.1 5.2 49.0 51.0
1994 39.1 42.6 1.6 7.3 6.1 3.2 46.9 53.1
1995 28.3 50.2 1.7 10.0 3.9 6.0 33.8 66.2
1996 23.7 52.9 2.1 12.6 4.3 4.4 30.1 69.9

Note: Public and Private refer to the borrower.
Source: National Bank of Slovakia.

Average real interest rates on deposits increased gradually after 1993, and have stabilized at
around 4 percent p.a.. Average real interest on credits had stabilized at around 9 percent p.a., but
increased to around 13 percent p.a. in late 1997, due to the tightening of monetary policy (Figure 4.3).
Real spreads have remained higher than nominal spreads due to some persistent differences in price
indices.29 Average real lending rates have become excessively high, and are probably significantly higher
for second-tier enterprises. Indeed, first-tier enterprises have obtained foreign credits at very competitive
terms, and can demand similar conditions from domestic banks.30 The new private banks have clean
portfolios and low operating costs and can match these conditions. This implies pressures on the State
banks, which also have to extend loans at very competitive terms to their prime borrowers in order to avoid
losing their business entirely, and are forced to charge much higher rates from their second-tier clients in an
attempt to recapitalize themselves. This problem may only be eliminated after the full restructuring of
banks facing portfolio problems.

Financial Condiions of the Major Banks

The major banks continue to suffer from a weak financial condition. In 1993, the NBS concluded
that the capital adequacy ratio (CAR) of the four major banks3" would be extremely low; if international
accounting standards were adopted. Since 1995, the NBS has reviewed the financial situation of banks
based on stricter loan classification and provisioning rules. The last available review indicates that the
stock of classified claims (loans, securities, and unpaid interest) amounts to Ski 17 billion, the equivalent of
21 percent of total balance sheet claims and 18 percent of GDP. In order to comply with prudential rules,
the banking system would need to build Sk74 billion of provisions for loan losses and off-balance sheet
commitments, of which only Sk35 billion has been created. Therefore, the additional provisions required
would amount to Sk39 billion, the equivalent of 6 percent of GDP (Table 4.3).

29 The difference between nominal and real spreads is due to the fact that the changes in the PPI (the deflator of
lending rates) have remained lower than the changes in the CPI (the deflator of deposit rates).

30 In early 1997, prime borrowers could expect to borrow at a nominal interest rate of around 9-10 percent p.a.-
the prime rate in US$ (8 percent p.a.) plus a reasonable spread (1-2 percent). This amounts to 3-4 percent less
than the average lending rate in Sk during the same period (12-13 percent p.a.).

31 VUB, SLSP, KB, and IRB.
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Figure 4.3 Interest Rates

Inflation and Nominal Interest Rates, 1993-97
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The uncovered losses would reportedly be smaller, if reserves were used to cover part of the overall
losses (related both to on-balance sheet and off-balance sheet items). However, the uncovered losses would
still amount to Skl2 billion, or 2 percent of GDP (Table 4.3). Moreover, whereas these figures do reflect
generally stricter criteria (international accounting standards) for loan classification and provisioning, it is
more difficult to assess whether loan collateral was correctly valued in the computation of the required
provisions.

It is possible that the large required provisions are due primarily to the application of stricter rules
for loan classification and provisioning to the same stock of bad loans, rather than new fresh loans to bad
borrowers, but the numbers still look large as a share of GDP. The size of classified claims and the
required provisions are high relative to GDP, because bank claimns are also very high relative to GDP-
more than 80 percent, including loans, securities and unpaid interests. Other transforming economies also
face situations where classified claims amnount to 20-30 percent of the total portfolio, but classified claims
and provisions are smaller relative to GDP, because their real value has been eroded by high and
unanticipated inflation. The Slovak Republic (and the Czech Republic) experienced a more moderate and
shorter inflationary episode than most other transforming economies, and that helps explain why the size of
classified claims and provisions may look high by comparison.

Table 4.3
Bank Claims and Estimated Claim Provisions as of June 30, 1997 (Sk million)

Principal Interest Total Required Created Additional Required
Claims Provisions Provisions Provisions

Loans 517,389 39,994 557,383 71,646 34,704 36,942
Standard 365,385 1,054 366,439 - -

Special Mention 68,097 6,131 74,228 3,711 - 3,711
Classified 83,907 32,809 116,716 67,935 34,704 33,231

Substandard 7,671 508 8,179 838 516 322
Doubtful 9,487 983 10,470 2,584 1,422 1,162
Loss 66,749 31,318 98,067 64,513 32,766 31,747

Contingent
Liabilities 85,315 - 85,315 1,871 - 1,871

Standard 81,433 . 81,433 - -

Classified 3,883 - 1,882 1,871 - 1,871
Substandard 858 - 858 110 - 110
Doubtfil 895 - 895 83 - 83
Loss 2,128 - 2,128 1,677 - 1,677

Total - - 73,517 34,704 38,813
Disposable Reserves - - 26,717
Uncovered Losses 12,096

Source: National Bank of Slovakia.

VUB. As the main conduit for allocating resources to SOEs during the socialist era, VUB inherited
most of the enterprise debts32 at the start of transformation in 1990. In 1991, some 25 percent of its loans
were transferred to the federal KB,33 and another 9 percent of loans were exchanged for 5 year State bonds.

3 2 The newly created IRB inherited about 20 percent of the enterprise debts.

33 The federal Konsolidacna Banka was split with the dissolution of the Czechoslovak Federation and a separate
Konsolidacna Banka was established in Slovak Republic.
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Despite these initial measures, the bank has not been able to comply with prudential rules. After the
introduction of stricter regulations by NBS, the CAR at end-1996 was estimated at 4.4 percent. Moreover,
the bank's CAR reportedly increased during 1996 through recourse to a foreign subordinated loan, but the
terms and conditions of this loan are not clear. Provisions for loan losses amounted to about 18 percent of
loans at end-1996, but these were still insufficient to meet the new provisioning rules. The bank has been
granted a period of regulatory forbearance to comply with prudential rules.

In addition to low capitalization, VUB suffers from other structural problems in its balance sheet.
The dependence of VUB on SLSP's short-term deposits for 20 percent of its funding exposes VUB to both
liquidity and interest risk. Furthermore, 36 percent of VUB's funding comes from enterprise deposits,
which also tend to be short-term and relatively volatile. Only 18 percent of VUB's liabilities come from
more stable household deposits. Overall, the financial position of VUB does not permit the bank to expand
lending and at the same time meet prudential regulations. During the 1993-95 period, its nominal loan
portfolio hardly increased, but the trend reversed in 1996 with a 15 percent increase in loans. Its share of
total bank loans has gone down in the recent years, but the bank continues to have the largest exposure to
enterprise debts, with 35 percent of total bank loans.

SLSP. During 1992, SLSP financed small scale privatization, and expanded from its traditional
lending to households (mainly for housing) to commercial lending to small entrepreneurs. The pressure to
finance small privatization combined with the lack of lending skills resulted in portfolio problems, leading
NBS to impose lending constraints on SLSP. Nominal loans have remained at about the same level since
1993, and now account for less than 30 percent of assets, with the rest of the asset portfolio consisting of
deposits in other banks (mainly VUB), and investments in Government and other securities. SLSP's CAR
was estimated by NBS at 6.5 percent at the end of 1996, and the bank probably operates on a positive
cash-flow, given its cheap deposit base. However, the efforts of other banks to penetrate the retail market
will imply increasing pressures on its cash flow position and its market share.

In addition to the bad loans in its asset portfolio, SLSP has two other structural problems. First,
the bank has large exposure to two State-owned banks (VUB and KB), the sum of which is equivalent to
eight times SLSP's capital. Second, SLSP has significant housing and "social" loans to households at
below market rates, and receives a subsidy from the MoF equivalent to the difference between the NBS
discount rate and the SLSB rate for these loans. There is uncertainty as to the commitment and timing of
Governent subsidies, as well as the extent to which the NBS discount rate reflects the market rate.

IRB. When the Slovak IRB was established in 1992, it inherited two types of loans from the
former federal Investicna Banka. The first consisted of loans to SOEs, some of which were subsequently
privatized, and the second consisted of loans to cooperative building societies. The major problem with the
first type of loans is their size-the loans to Mochovce, the nuclear power company, account for more than
200 percent of IRB's equity and about one-third of its total loan portfolio. Furthermore, the financial
viability of Mochovce is uncertain, and IRB has relied on the Government to guarantee the financial
obligations of this company. With respect to the second type of loans, there is uncertainty with regard to
the Government's commitment to pay the difference between the NBS discount rate and the lower rate
charged on these loans. During 1996, the MoF did not pay the difference regularly, creating liquidity
problems for IRB. Furthermore, because delayed payments by MoF did not accrue interest, this reduced
the already relatively low margin on these loans.

Since end-1992, IRB loans have grown by only 3 percent in nominal terms. The bank had a CAR
close to zero at that time, but has subsequently increased its capital from private sources (partly from
foreign investors) and benefited from the carving out of Skl.5 billion of nonperforming loans (60 percent of
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equity) by NPF. The bank's estimated CAR was still very low at the end of 1996, but management claims
that the CAR would increase to around 8 percent, assuming that the Mochovce loans were categorized as
"standard" due to implicit guarantees by the Government. IRB's management believes that, except for the
Mochovce loans, the bank can solve its problems without further Government support.

KB. Konsolidacna Banka is the repository of doubtful loans, and the financial condition of the
bank depends on its success in collecting these loans. The loans transferred to KB were portions of the
working capital loans originally held by VUB. Hence, KB and VUB have common clients and are likely to
be similarly affected by enterprises with insufficient cash flows to pay their debts. The collateral positions
of the two banks with respect to the same clients may be different, however, with VUB possibly holding the
upper hand. Because the loans transferred to KB have a fixed, below market interest rate, even with a low
proportion of non-performing loans KB would experience a negative operating cash flow since the bank's
spreads are marginal. To date, the bank's operating deficits are financed from the collection of principal,
which is possible given that KB's main liability-NBS credits--are payable only starting in 1997. KB's
external auditors estimate that about 35 percent of the bank's assets need to be provisioned for losses.
Given its low capital position, this means that its liabilities will only be fully paid with Government
support.

Past Attempts at Financial Restructuring of the Banking and Enterprise Sectors

The first attempt at financial restructuring was made in 1991 during the Czechoslovak federation.
During that year, Konsolidacna Banka was created and received permanent (without a defined maturity)
working capital loans to SOEs previously held by VUB. These loans amounted to 25 percent of VUB's
portfolio. The affected enterprises effectively received an interest subsidy, since the working capital loans
which were transferred carried a low interest rate. The second attempt at restructuring was made in 1992,
when a program was established to clean enterprises and banks prior to mass privatization. VUB was
allowed to write-off 10 percent of its outstanding loans with a corresponding reduction of the enterprises'
liabilities. The third attempt was made in 1993, when certain enterprise loans (mainly to arms manufacturers)
were carved out of VUB and IRB, and replaced by deposit claims against KB in the case of VUB, and by NPF
bonds in the case of IRB.34 On the enterprise side, the corresponding debts were converted into equity by NPF.
In addition, certain export receivables of enterpnses were purchased by KB at a discount, with NPF eventually
absorbing them. Finally, in 1994, the foreign trade bank (CSOB) was also bailed out through the transfer of
some loans to KB.

These various past efforts to improve the financial situation of banks raise three interrelated
questions. The first is whether these various programs have effectively cleaned the banks' portfolios and
restored an adequate capital position. The second is whether these financial restructuring actions have been
accompanied by conditions on the banks, such as the dismissal of redundant staff, the submission of a
privatization plan, and a plan for working out bad loans. Third, and most important, is whether these
initiatives contributed to enterprise restructuring.

The answer to the first question is probably negative, at least for VUB. As shown in the previous
section, the stricter loan classification and provisioning rules introduced by NBS in 1995 have revealed the
low level of capitalization of State-owned banks, including VUB (one of the main beneficiaries from these
past restructuring efforts) and the uncertainties that still surround IRB's capital position. These rules have

34 The equity of IRB was increased dtough a transfer by NPF directy to reserves (ter than thugh an increase in
paid-p capital), thus maintaining private control in IRB.
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also revealed the low capital position of SLSP. These banks seem to be making efforts to strengthen their
capital position further from their own resources, but this has been difficult for two reasons. First, because
increased competition from new banks and foreign lending has put pressure on intermediation spreads,
particularly regarding first tier enterprises. Second, because the tax system creates obstacles for a faster
build-up of provisions--banks have not been allowed to deduct these costs from their taxable income.

The answer to the second question-whether these financial restructuring actions have resulted in
efficient and competitive banks--is very unclear. For example, VUB (the major lender anong State-owned
banks) has been partly privatized, but it is questionable whether this partial privatization has generated the
improvement in governance and skills that the bank needs to correct its inherited deficiencies and compete
effectively with the new private banks. The sharp and continuing decline in market shares of VUB and the
other State banks provides indirect evidence that these banks are still not equipped to deal with increasing
competition.

The answer to the third question-whether these financial restructuring actions have contributed to
enterprise restructuring--can hardly be positive, as it depends partly on the answer to the first and the
second questions. Indeed, bank restructuring contributes to enterprise restructuring only to the extent that
it creates the conditions for banks to become independent and assertive towards their creditors, thus
pressing for enterprise restructuring, either through the formal bankruptcy and liquidation framework, or
through more informal channels. These conditions do not seem to have been fully met. The low
capitalization of State banks acted as a disincentive to renegotiate bad loans and recognize explicitly loan
losses, as these would reveal their weak financial position. The failure to implement full privatization with
a strategic investor prevented a faster absorption of banking skills and opened room for continuing political
pressures on the banks. In addition to these problems, the banks have also faced problems in the legal and
institutional framework for bankruptcy and liquidation, preventing greater use of one of the major vehicles
for enterprise restructuring in market economies (Chapter III).35

It is clear from the analysis of enterprise restructuring in Chapter III that these deficiencies did not
prevent initial progress at enterprise restructuring in Slovak Republic. Indeed, between 1993 and 1995
gross losses were reduced by about 6 percent of GDP (Chapter III, Table 3.3). Also, during the same
period the worst class of loss-makers--the value subtractors-virtually disappeared, at least within the sub-
set of largest enterprises (Chapter III, Table 3.4). However, what is not clear is what was the contribution
of State-owned banks to such an initial reduction in loss-making activities. To pass a fair judgment on
these banks, it may be said that they probably contributed indirectly by not extending new fresh loans to
bad borrowers. Although there is no detailed information on the lending practices of these banks, it is
likely that they concentrated their declining resources in their prime borrowers, in order to avoid losing
entirely their best clientele to the fast growing private banks. Deprived of new credits, the troubled
enterprises were forced to make efforts to restructure and survive.

At the same time, there is evidence of a relatively large residual core of loss-makers in the Slovak
Republic, as indicated by gross losses of non-financial enterprises of 5.6 percent of GDP in 1995, and the
increase in gross losses to 8.8 percent of GDP in 1996. The large stock of the banks' classified claims-18
percent of GDP, of which 6 percent of GDP of unpaid interests-provide additional evidence of an
incomplete restructuring program. There is no detailed information on the set of loss-making enterprises
and the set of classified bank borrowers, but there is probably a very large intersection between the two
sets. These numbers suggest that, although State banks may not have provided new fresh loans to these

35 In addition to these problems, banks have also faced problems with auctioning real estate.
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enterprises in the 1992-95 period, they also did not go far enough in collecting their unpaid claims and
pressing these enterprises for further restructuring. The figures for 1996 are more worrisome, as they
indicate a simultaneous increase in enterprise losses and in bank lending (including VUB). The possibility
that some of the new lending was directed to loss-making enterprises cannot be discarded, and merits
further investigation.

The banks' lack of assertiveness in handling problem loans is revealed not only by the large stock
of these loans, but also by the very low number of completed bankruptcy and liquidation cases (Chapter
III). It is possible that banks are engaged in enterprise restructuring through more informal channels, but
there is no evidence indicating that this is occurring on any significant scale. At end-1996, KB had 167
clients under liquidation, 61 under bankruptcy proceedings, and was negotiating with 29 clients prior to a
possible bankruptcy filing. These numbers look rather modest, compared with the total number (2,000)
and quality of KB's clients. IRB has pursued bankruptcy proceedings against 34 of its clients, while SLSP
had 25 percent of its loan portfolio reportedly under bankruptcy or liquidation proceedings at end-1996.
However, there is insufficient information to assess the size of these figures relative to the universe of bad
borrowers and the size of classified loans, particularly taking into account the absence of detailed
information on VUB.

Recommendationsfor Further Reform

The reform of the financial sector has so far been based on two essential components: the entry of
private banks (mainly with foreign participation) and the establishment of a stricter regulatory and
supervisory framework. While there has been significant progress in these two areas, the reform strategy
remains incomplete, for failing to comprise a more articulated treatment of the State banks. In the initial
stages of transition, the approach adopted was actually counter-productive, as VUB and SLSP were
encouraged to expand lending to some SOEs and to finance small scale privatization, leading to portfolio
problems. The containment of their lending activities in more recent years, reinforced by the application of
stricter prudential standards and increased competition from new private banks, has forced State banks to
make efforts at restructuring, and to contain lending to troubled enterprises. However, a strategy to
privatize these banks and give them the conditions to compete with the new banks is still lacking. IRB was
quickly privatized, but the NPF stopped further private capital infusion to prevent a decline in State
participation to 35 percent below capital. VUB was only partly privatized, and a full privatization has
been blocked. Finally, the establishment of Banka Slovakia has sent a confusing signal on government
policy regarding the State role in the banking system.

Further reform of the banking system should focus on three main issues. First, the privatization of
SOBs and the sale of minority holdings in IRB. This will require bank-specific strategies (as outlined
below), where State intervention may be needed to address some of the inherited problems and facilitate
privatization. Second, legal, institutional, and taxation issues will have to be addressed, to increase the
ability of banks to play a more active role in enterprise restructuring. In particular, deduction of loan loss
provisions from the taxable base of banks would enable banks to build provisions faster, and create more
room for the restructuring of enterprises. Third, bank supervision capacity should be further upgraded.
This would involve designing new LAS accounting standards for both banks and enterprises, developing the
accounting and auditing professions, and developing supervision skills based on risk assessment and
analysis, rather than mechanical verification of compliance with prudential regulations.

The containment of SOB lending should continue (or be introduced in the case of VUB), in order to
avoid a reemergence of bad loans in their portfolios before privatization. Note that NBS should have the
legal authority to impose such a condition, as these institutions have been granted a period of regulatory
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forbearance, and should be subject to conditions in return for this privilege. The containment of SOB
lending does not preclude the implementation of restructuring measures designed to improve operational
efficiency and financial conditions. However, these measures should be designed and implemented in
connection with a privatization program. Moreover, the unique characteristics of these banks, and the
different ownership structure in the SOBs and IRB, strongly indicates the need to contract investment
bankers or privatization advisers to develop bank-specific plans for privatization. Investment bankers
could then identify possible investor markets, recommend modes of privatization (including timing), and
design the restructuring measures that are necessary for privatization to succeed. Any additional financial
support to SOBs (above and beyond the required changes in the tax treatment of provisions) should only
proceed under these conditions, in order to enable the conclusion of a successful privatization.

VUB. In the short term, VUB would need to set up adequate loan loss provisions based on audits
and NBS analysis. This would affect the computed CAR of VUB, which would not be able to meet
prudential standards. VUB would have to submit a restructuring plan indicating how to improve its CAR.
The main impact of provisioning would be the inability of VUB to increase is lending portfolio until the
CAR requirement is met. The medium-term objective should be the privatization of VUB. Such a
privatization should not be based on subordinated loans, because this alternative does not infuse needed
skills nor improve governance. histead, an investment bank should be utilized to assess the potential
strategic owners of VUB. Potential buyers may require a prior restructuring of VUB, where the options
may include carving-out bad loans, and reduction of redundant staff. The impact of restructuring options
and privatization on the existing private shareholders would have to lbe assessed, since they should bear
part of the restructuring cost.

SLSP. It is envisioned that SLSP would continue to play a major role in the household deposit
market. To minimize the risks on its household deposits, SLSP should focus its investments on high grade
tradable paper and interbank lending with prudent limits. Commercial lending to enterprises and
entrepreneurs should be avoided, although consumer lending on a limited and collateralized basis could be
allowed.36 While privatizing SLSP is not recommended at this time due to its market power in the
household deposit and interbank markets, as the domestic financial market nears integration with the EU
market, plans for the privatization of SLSP should be elaborated.

IRB. The Mochovce loan was inherited by IRB when the bank was created in 1992, and the
amount of the loan is above the single borrower's limit. In the short term, the Mochovce loan should be
covered by a formal government guarantee to allow IRB to treat the loan as standard. Otherwise, the
amount of provisions that may be required is beyond the absorption ability of IRB's capital. A longer term
decision would have to be made on whether the loan should be moved out of IRB. In addition, the
privatization of IRB should be completed with the sale of the remaining NPF shares.

KB. KB should continue focusing on its main mission-maximizing the collection of its claims on
enterprises. The methods utilized include financial restructuring of its clients, initiating bankruptcy and
liquidation proceedings, and enhancing collateral coverage. Because KB is not envisioned to function as a
commercial bank, its banking license should be withdrawn. Based on auditor's reports, KB's assets will
not be able to cover its liabilities, which means that the bank's obligations to the NBS would have to be
restructured and covered by an MoF guarantee (or NBS would have to make loan loss provisions).

36 The temporary lending restrictions would be imposed by NBS under its role of supervisor, as a quid pro quo
for the temporary regulatory forbearance granted to SLSP and VUB. The objective of these restrictions would
differ from the restrictions observed in 1993-95, which were primarily imposed for reasons of monetary policy, in a
period when indirect instruments of monetary policy were not well-developed.
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Harmonizing the Legal Framework in the Banking Sector with the EU

Background

The section of the White Paper dealing with financial services divide the measures that are to be
adopted during the pre-accession period into two stages. Stage one comprises those measures which
address fundamental principles and provide the overall framework for more detailed legislation. Stage two
consists of measures designed to reinforce the prudential regulation, and which are more closely linked with
the creation of the EU's internal market. In addition to the measures listed in the White Paper, the
approximation of legislation in the financial sector also requires the pre-existence of a basic legal
framework (e.g., company law, accounting law and auditing), and the development of supervisory capacity.
The establishment of an adequate supervisory capacity should be actually regarded as an important
prerequisite to the implementation of the technical measures listed in the White Paper.

The task of harmonization with EU directives is dealt within the following Acts and Decrees:

The National Bank of Slovakia Act, dated November 18th, 1992;
The Banking Act N° 21/1991 dated December 20th, 1991 as amended by several other Acts;
The Act on Protection of Bank Deposits N° 118 dated March 20th, 1996;
The Foreign Exchange Act N° 202 dated September 20th, 1995;
The Money Laundering Act N° 249 dated August 19th, 1994;
TheActonAccountingN0 563/1991 datedDecember 12, 1991;
Several Decrees issued by the National Bank of Slovakia or the Ministry of Finance.

The following sections provide an assessment of the degree of compliance of those laws and
decrees to the provisions mentioned in the White Paper (Box 4.1 provides a sunmarized description of the
Slovak regulatory framework for banking).

The Creation of a Supervisory Authority to Ensure Implementation of Bank Legislation

Banking supervision in the Slovak Republic has been entrusted to the National Bank of Slovakia
(NBS). The relevant pieces of legislation seem to give NBS sufficient legal powers to fulfill that mission,
as it is allowed to issue binding prudential regulations, to grant or refuse a license, to revoke the license if
necessary and, more generally, to verify that credit institutions comply with the prudential regulations.
However, the credibility of the NBS as banking supervisor could be enhanced by an amnendment to section
37 of the NBS Act, in order to eliminate any risk of duplication of the supervision exercised by the NBS
(e.g., by the MoF). Moreover, the. NBS should develop its on-site inspection capacity on the basis of
section 36 (3) of the NBS Act, as on-site inspections are increasingly considered as essential to an efficient
supervision. Finally, the NBS should introduce strict conditions on banks which are granted temporary
regulatory forbearance, including the requirement of credible restructuring and privatization plans. That
would create a level-playing field in the financial system and improve the system's credibility.

Stage One Measures

The following sections assess the progress that has been achieved in implementing Stage One
measures, as described in the relevant Directives:

The First Banking Directive (77/780/EEC) of December 12, 1977
The Own Funds Directive (89/299/EEC) of April 17, 1989
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The Solvency Ratio Directive (89/647/EEC) of December 18, 1989
The Directive on Deposit Guarantee Schemes (94/19/EEC) of May 30, 1994
The Directive on Money Laundering (91/308/EEC) of June 10, 1991

First Banking Directive (December 1977). The provisions of this Directive can be found in the
Banking Act and two NBS Decrees stipulating the terms and conditions for obtaining a license to establish
and operate a bank (or a branch of a foreign bank), as well as the minimum amount of equity capital.
However, the definition given to the concept of 'bank" in Article 1 of the Banking Act may be broader than
the definition given by the Directive. The Directive defines a credit institution as being an undertaking
whose business is to receive deposits or other repayable funds from the public and to grant credits for its
own account. The two underlined conditions are not taken over in Article 1 of the Banking Act. A broader
definition could constitute a problem, as only credit institutions complying with the definition of the
Directive can be given the "European passport".

The provisions of the Directive on professional secrecy (applied to professionals employed by the
supervisory authority), as well as the exemptions to that professional secrecy for the purpose of exchange
of prudential infornation between supervisory authorities, have not yet been fully incorporated in the
Banking Act or in the NBS Act.3

Own Funds Directive (April 1989). The provisions of this Directive have been incorporated in
NBS Decree N°1/1994 adopted pursuant to Article 15 of the Banking Act. That Decree is largely
harmonized with the Directive, and needs only to be adapted in some minor points where it is still less
stringent than the Directive. For instance, the obligation to deduct holdings in other banks from the own
funds of the reporting bank, should be extended to their holdings in other financial institutions. This is an
important measure to avoid double gearing of own funds, particularly in the absence of supervision on a
consolidated basis.

Solvency Ratio Directive (December 1989). The provisions of this Directive have been
incorporated in NBS Decree N°2/1994 adopted pursuant to Article 15 of the Banking Act. As for the
banks' own funds, the Decree is largely harmonized with the Directive and needs only to be adapted in the
areas where it is still less stringent than the Directive. For instance, the 20 percent risk weight applied to
claims on institutions supported by the Central Government can only be in compliance with the Directive if
these institutions are supported by the State in any circumstances (and this commitment reflected in their
acts of incorporation). The Directive also requests that the solvency ratio be calculated on a consolidated
basis when the credit institution is the parent undertaking of a group of undertakings.

Directive on Deposit Guarantee Schemes (May 1994). The principles contained in this Directive
have been implemented in Slovak law by the Act 118 dated March 20, 1996, on the protection of bank
deposits. This Act, however, is not in full conformity with the Directive, as it limits the protection to
deposits by natural persons (with the exception of accounts established for the purpose of business),
whereas the Directive requests the coverage of all deposits, including deposits of legal persons. According

37 According to Section 41 of the NBS Act, members of the NBS Board and NBS employees must maintain
confidentiality in the performance of their functions. However, for the purpose of the public interest, NBS Board
members may be exempted from this obligation by the Board, and other employees may be exempted by the
Governor. The potential scope of those exemptions is unclear. Moreover, this section does not foresee exceptions
on professional secrecy in order to allow exchanges of confidential information with other supervisory authorities
within the country or abroad, whereas this is explicitly requested by the Directive (Article 12 of the First Banking
Directive as amended by Article 16 of the Second Banking Directive).
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to Annex 1 of the Directive, only deposits of some large companies may be excluded. These are companies
which are of such a size that are not permitted to draw up abridged balance sheets pursuant to article 11 of
the Fourth Council Directive (78/660/EC) of 25 July 1978.

Moreover, according to Act 118, the obligation to participate in the scheme becomes effective
when the bank accepts its first cash deposit from a natural person, whereas according to the Directive,
every credit institution has to join a deposit guarantee scheme. To achieve full conformity with the
directive, the Banking Act should state that participation in the deposit guarantee scheme is a condition to
obtain a license. In addition, whereas the Directive imposes a minimum compensation of ECU 20,000 per
depositor (this amount may be reduced to ECU15,000 during a transitional period ending on December 31,
1999), Act 118 provides for a maximum amount of compensation set at thirty average monthly salaries
(sixty in the. case of building saving deposits), as stated by the Statistical Office of the Slovak Republic.
This represents about Sk210,000 or about ECU5,300.

With the exception of these and some other minor points, however, Act 118 is largely in confonmity
with the Directive. The fact that the level of coverage is lower than the minimum level requested by the
Directive could'be accepted temporarily, provided that this level is progressively increased in order to reach
the minimum level (ECU15,000 until December 31, 1999, and ECU20,000 after that date). More
important is to extend the coverage to small businesses. The objective of deposit-guarantee schemes is to
reinforce the confidence of the depositors in the banking system, by providing a limited protection to
depositors. Therefore, it is important that small businesses, whether legal or natural persons, be also
covered by the scheme38.

YThe Directive on Money Laundering (June 1991). The White Book strongly recommends the
establishment of adequate rules against money laundering in Stage One, in order to avoid that their
financial sectors are used to launder the product of illegal activities in general, and drug trafficking in
particular. Although Act 249 passed by the National Council of the Slovak Republic as of August 19,
1994, deals with many aspects of money laundering, it is still not in full conformity with the Directive. For
example, one of the basic provisions of the Directive obliges banks and other financial institutions to
request the identification of all their clients on the basis of a document proving their identity.39 Act 249
introduced a new subsection (2) in article 37 of the Banking Act requesting banks to demand proof of
identity from customers for each transaction "except the receipt of deposits on transferable savings

3 The Slovak authorities are aware that the Act will have to be harmonized with the Directive before EU
accession. They justify the differences by the fact that the Guarantee Fund would not have sufficient resources to
provide for the coverage requested by the Directive. However, whereas the Directive is flexible regarding the
financing of deposit guarantee schemes, it still requests that the assets of such schemes be in proportion with their
liabilities. Also, the Directive allows no flexibility in the coverage of the protection, with the exception of the cases
expressly listed in its Annex 1. Regarding the risk of moral hazard resulting from a generous coverage of deposits,
this concern is minimized by the relatively low minimum protection. The Directive has nevertheless taken that
concern into consideration by allowing Member States to shift some of the burden to the depositor. In practice, this
means that depositors may bear up to 10 per cent of the loss, for deposits whose amount is lower than the minimum
coverage. Member States are also free to introduce a higher percentage of co-responsibility for deposits of higher
value. Note that deposits at three banks (VUB, IRB, and SLSB) are fully guaranteed by the State until December
31, 1997.

39 This is not only applicable to clients opening a relation with a bank, but also to occasional clients if they
want to make an operation for an amount higher than ECU15 000, or even for operations of lower amounts if this
operation is suspect Moreover, the Directive requests that banks and other financial institutions keep a copy of
that document for at least five years.
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accounts" In addition, banks are still not requested to keep the proof of identity. Finally, Act 249 did not
implement another important provision of the Directive, requiring the supervisory authorities to report any
proof of money laundering, whether obtained during on-site inspections or in other circumstances.

In order to render the fight against money laundering more effective, the Slovak authorities should
consider creating a specific administrative body that would be in charge of receiving the reports on suspect
operations made by the banks and other financial institutions. This specific body would play the role of an
interface between the reporting institutions and the police or the judicial authorities that are in charge of the
prosecution of money laundering, by examining the infornnation reported by banks and other financial
institutions.

Stage Two Measures

The purpose of Stage Two measures is to improve the prudential regulation of credit institutions to
international standards. Some of the key measures that have to be adopted during Stage Two contain
provisions directly linked to the creation of the Internal Market (freedom of establishment, free provision of
services and home country control) which may be disregarded before accession.40 The following sections
assess the progress that has been achieved in implementing Stage Two measures, as described in the
relevant Directives:

The Second Banking Directive (89/646/EEC) of December 15, 1989
-The Large Exposures Directive (92/121/EEC) of December 21, 1992
The Directive on the Supervision of Credit Institutions on a Consolidated Basis (92/30/EEC) of

April 6, 1992
The Capital Adequacy Directive (93/6/EEC) of March 15, 1993
The Directive on the annual accounts and the consolidated accounts of credit institutions and other

financial institutions (86/635/EEC) of December 8, 1986.

Second Banking Directive (December 1989). Besides the provisions directly linked to the creation
of the internal market which may be disregarded in a first stage, the Directive contains also a certain
number of prudential rules concerning, among other things, the minimum initial capital, shareholder
control, and rules on qualified holdings in non financial companies. Most of these rules have already been
implemented in the Banking Act, although there are still some differences compared to the Directive. The
existing provisions should be complemented by the requirement that the own funds of a credit institution
may never fall below the amount of minimum initial capital (article 10 (1) of the Directive). Moreover,
Article 16 and 17 of the Banking Act should be brought into line with the provisions of Articles 11 and 12
of the Directive. In particular, the banking supervisor should have the power to take appropriate measures
in cases where the influence exercised by significant shareholders of the bank is likely to operate to the
detriment of the prudent management of the bank (article 11(5) of the Directive). The Banking Act should
also provide a clear description of the respective powers and responsibilities of the management and
supervisory boards of banks, instead of leaving that entirely to the bank's articles of incorporation, as
prescribed in the Commercial Code.4

40 This is particularly the case of most provisions of the Second Banking Directive.

41 The Banking Act (Article 8) simply states that a bank shall have a statutory body and a supervisory board
and that the powers of those two bodies must be stated in the bank's articles of incorporation. Article 8(4) specifies
that the members of the statutory body and supervisory board are responsible for the performance of banking
activities. The Banking Act should contain rles in order to avoid pressures from the shareholders on bank
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Large Exposures Directive (December 1992). The contents of this Directive are reflected in
Decree No. 3/1994 of the NBS adopted pursuant to Article 15 of the Banking Act. This Decree represents
a significant effort to reduce the concentration of risks towards one single client or group of connected
clients, which is one of the main causes of bank failures. However, the Decree still needs some changes in
the areas where it is less stringent than the Directive.42

The Directive on the Supervision of Credit Institutions on a Consolidated Basis (April 1992).
This Directive has not yet been reflected in Slovak law, although supervision on a consolidated basis is
today considered as a basic condition for effective banking supervision. When supervision is not done on a
consolidated basis, the supervisors fail to obtain a global view of all the risks faced by a bank and its
group, and a bank may easily escape supervision by transferring some of its activities to a non-bank
subsidiary. Note that the Directive is applicable to all banking groups, including those where the parent
undertaking is not a credit institution but a financial holding. The exercise of supervision on a consolidated
basis is also one of the 'hiinimum standards" developed by the Basle Committee on Banking Supervision.
According to those minimum standards, host supervisory authorities should refuse the establishment on
their territory of the subsidiary of a credit institution which is not supervised on a consolidated basis by the
supervisory authorities in its home country. For these two reasons, the Slovak supervisory authorities
should consider adopting the principle of consolidated supervision immediately, even though this measure
was initially included in Stage Two.

The Capital Adequacy Directive (March 1993). This Directive addresses the other risks (other
than the credit risk covered by the Solvency Ratio Directive) to which a credit institution is exposed, in
particular the market risks. This Directive has not yet been implemented, but this does not constitute a
problem at the present time, as the Directive has not yet been implemented by all member States either
(although it should have been implemented before January 1, 1996). In addition, this is also not a priority
as long as banks' trading activities remain limited in importance.43

managers and in particular specify which body is responsible for the granting of credits. For the same reasons, the
Banking Act should contain rules on the plurality of mandates in a bank and in another company.

42 The Decree is not in conformity to the Directive in the following areas: (i) the Decree allows banks to deduct
from individual credit risk exposures the amounts that are fully secured by a guarantee issued by an institution
supported by the state; (ii) the Decree allows banks to deduct from the individual credit exposures the amounts that
are fully secured by debt securities issued by institutions supported by the state, international development banks,
banks in the Slovak Republic, and in a Zone A state. The Directive allows this only subject to certain strict
conditions; (iii) The Decree allows banks to transfer the credit risk exposure against a client to a third party in case
of insurance where the bank will be indemnified as the insured person; (iv) The Decree did not introduce the sub-
limnit of 20 percent applicable when the client or group of connected clients is the parent or a subsidiary of the
credit institution; (v) the Decree states that the individual exposures that exceed 15 percent of the bank's own funds
shall not exceed 800 percent of its capital. The Directive specifies a stricter limit of 10 percent for the individual
exposures; (vi) The Decree has not included the three limits specified by the Directive (20, 25 and 800 percent);
(vii) The Decree just requires that banks do not increase further the exposures that exceeded the limits on the day
the Decree entered into force, whereas the Directive is more demanding, and requires that banks reduce those
exposures within a reasonable period.

43 The Directive imposes new capital requirements for market risks contained in the trading portfolios of the
credit institutions. Those risks result from variations in interest rates and equities prices, as well as settlement and
counter-party risks. The Directive also requires credit institutions to cover foreign exchange and other risks with
their own funds, and to set up systems to control the interest rate risk they face on their operations. Contrary to
some legal views, this Directive is not reflected in the Decree N° 2/1994 of the NBS on capital adequacy, as
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It should be noted, however, that the NBS issued a Decree N°5/1994 imposing limits to the foreign
exchange risks faced by banks. Although this is not the approach that has been retained by the Directive
(the Directive prescribes capital requirements instead of limits), it can be considered as appropriate for the
time being. The NBS Decree could be complemented by requirements to monitor and control the interest
rate risks in the banks' balance sheets and in off balance sheet derivative transactions. This would also
complement the existing NBS Decree N°4/1994 on the supervision of the liquidity position of banks.

The Directive on the Annual Accounts and the Consolidated Accounts of Credit Institutions and
Other Financial Institutions (December 1986). This Directive is not yet reflected in Slovak law. The Act
on Accounting N°563/1991, which is applicable to all natural and legal persons, is very succinct and is not
in line with international standards. As regards credit institutions, it has been complemented by a specific
accounting plan, but the plan is incomplete, sometimes unclear, and lacks stability as it is amended every
year. Some of those gaps were to a certain extent filled in by a Provision N°3 of the NBS of March 3,
1995 "on rules for evaluating bank's claims and off-balance sheet liabilities according to the risk contained
therein and of reserving funds in order to provide against those risks" However, a full implementation of
that Directive should be considered as a priority, not the least because it provides the foundations for the
calculation of the solvency ratio on individual and consolidated basis.

Capital Movements

The White Paper indicates the basic conditions that would allow the Slovak Republic to introduce
currency convertibility and enjoy the potential benefits of full integration in European and international
capital markets. These conditions include: (i) macroeconomic stability, to avoid serious balance of
payments difficulties and disruptive capital outflows; (ii) appropriate monetary policy instruments, to be
able to cope with the potential repercussions of capital movements on inflation and the current account, and
(iii) an efficient financial system, to ensure the channeling of capital inflows into productive investment.

The White Paper also distinguishes two stages in the liberalization process. In the first stage, all
current payments and all long- and medium-term capital movements (with maturity longer than one year)
should be liberalized unconditionally. The second stage is related to short term (with maturity less than one
year) capital movements, such as the admission of, and the trade in, money-market securities, the opening
of deposit accounts abroad, and the physical export and import of money. The White Paper indicates that
this second stage should only take place in the last stages of the transition, when associated economies have
established track records of stability and have turned into fully fledged market economies. Note that the
effective liberalization of capital movements lifts not only foreign exchange restrictions, but also all
administrative regulations which imply a discrimination based on the origin or the destination of capital.
Moreover, this liberalization must apply both to residents and non-residents, and exclude all implicit or
explicit authorization procedure.

Foreign exchange controls in the Slovak Republic are regulated by the Foreign Exchange Act N°
202 dated as of September 20, 1995. This Act requires a foreign exchange permit for most capital
operations, although it also empowers foreign exchange authorities (NBS and Ministry of Finance) to move
ahead with liberalization by means of Decrees (article 41). The Act also specifies that its provisions shall
apply only where an international agreement does not stipulate otherwise (article 42).

amended by Decree N° 10/1995. Those two Decrees implemented in reality the Solvency Ratio Directive (the
confusion results from the fact that the solvency rules are called capital adequacy rules in the NBS Decree).
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The Slovak Republic seems to have made progress in adopting the Stage One measures specified in
the White Paper. The country introduced full current account convertibility of the koruna as of October 1,
1995, achieving Article VIII Status in the IMF for those transactions. Also, the Foreign Exchange Act
specifies that direct investments in the Slovak Republic by non-residents do not require a foreign exchange
pernit, although they must still be reported to the NBS.44 However, foreign investors are not permitted to
acquire real estate, unless the company concerned is incorporated in the Slovak Republic as an independent
legal entity (subsidiary).

Direct investment abroad by Slovak residents nornally requests a foreign exchange pernit issued
by the NBS upon agreement with the Ministry of Finance. However, Article 3 (e) of Decree N° 5 of the
NBS as of September 25, 1995 authorizes payments abroad in connection with direct investments
stipulated by an international agreement to which the Slovak Republic is party, without a foreign exchange
permit. This covers direct investments in all EU countries in application of article 61 of the EU
Association Agreement of December 19, 1994. This exemption has been recently extended to direct
investments in a member state of the OECD (Article I point 4 of Decree N° 335 of the NBS and the
Ministry of Finance of December 1, 1996).

The same Decree has further liberalized capital movements in order to comply with the
requirements of OECD membership. As a consequence, the following operations require no more foreign
exchange permits: (i) financial credits extended by a domestic entity to a non-resident with its seat in a
member state of the OECD, if those credits are intended to cover goods and services delivered by the
domestic entity abroad or if they have a maturity of five or more years; (ii) financial credits accepted by a
domestic entity from a non-resident if these credits have a maturity of three or more years as well as
financial credits accepted from a non-resident seated in a member state of the OECD in order to cover
goods or services delivered by that non-resident; (iii) acquisition of real estate in a member state of the
OECD. Moreover, limits on the export and import of banknote and coins were lifted and replaced by a
reporting requirement in case of export or import of banknote and coins exceeding the aggregate amount of
SkI50,000.

Foreign exchange regulations should be liberalized further in order to allow all capital movements
with a maturity of over one year, and fulfill entirely the Stage One measures listed in the White Paper. In
this context, it has to be noted that the Slovak authorities have already taken a certain number of
engagements in the context of the negotiations for OECD membership. In particular, on March 19, 1996,
the Slovak Government declared that it would extend on a non-discriminatory basis to all member states of
OECD, the measures of liberalization that would be taken in the context of the EU Association Agreement.

44 The 1996 OECD survey concludes that there are no direct restrictions on foreign direct investment or the
remittances of profits abroad, but the institutional framework for foreign direct investment in the Slovak Republic
is ambivalent. One the one side, it is characterized by liberal measures, like the absence of a specific law on
foreign direct investment (foreign owned companies operate in the framework of the commercial code under the
same conditions as Slovak companies), the absence of a screening procedure for foreign investment, and the
absence of reciprocity measures, in particular in the banking and insurance sector. On the other side, foreign
investment continues to be restricted by the public sector's extensive participation in a large number of enterprises,
and the exclusion from privatization of a certain number of strategic enterprises. The lower level of foreign direct
investment in comparison with other CEEs seems to be due to a large extent to the fact that domestic policy-
makers do not always see the benefits from opening the capital of Slovak enterprises to foreign capital. The
establishment of agreements for mutual protection and support of investments and the liberalization of the capital
account should therefore be complemented by efforts to establish confidence in the sense of policy direction.
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It took also the engagement not to discriminate among OECD countries in case of recourse to the escape
clauses of the Association Agreement.

Following that unilateral declaration, the Slovak Republic elaborated a timetable for fiurther
liberalization of the capital account. This timetable favors capital inflows ahead of outflows, long-term
flows rather than short-term and direct rather that portfolio investnents. The deadlines for the further steps
are the following: (i) liberalization of all inflows by end-1998; (ii) liberalization of all outflows by end-
1999; (iii) permission of opening of accounts abroad by Slovak residents by end-2000. Only the freeing of
purchase of real estate by non-resident individuals would have to wait until after the year 2000, as
restitution processes would not have been finalized before then.

In view of the considerable progress on the macroecononiic front and the reported absence of any
significant pressures from short-term capital inflows, the OECD Committee on Financial Markets felt that
it should be possible to move forward with the liberalization of capital movements and cross-border
financial services. In particular, priority should be given to: (i) allowing foreign direct investors to acquire
real estate necessary for the conduct or their business activities, even if they establish only a branch in the
country; (ii) advancing the time schedule for the liberalization of foreign credits of a imaturity of one year or
more; (iii) advancing the time schedule for the liberalization of the purchase of foreign shares and long-terrn
government debt securities abroad by residents and the admission of these instruments in the domestic
financial market.

Capital Markets

At the end of 1996 there were 970 equities and 91 bonds registered with the Bratislava Stock
Exchange (BSE).45 Most of these securities are also registered in the parallel RMS market (or Market
Registration System), which deals mostly with small retail investors and operates as an off-exchange
market via a network of 150 offices across the country. Until late 1995 a third and smaller market, the
Bratislava Options Exchange (BOE), was also in operation. The existence of three exchanges, coupled
with the large volumes of direct trades that took place outside the official markets, led to a high degree of
market fragmentation and low transparency of transactions. The Amendment to the Securities Act in 1995
aimed to improve these conditions by introducing stricter reporting requirements and banning off-exchange
trades. However, the market continues to be fragmented and overburdened with a large number of
registered shares that do not fit the profile of a publicly-traded company. The bond market is also plagued
by structural deficiencies, resulting in low turnover and a predominance of short maturities. The lack of an
independent regulatory and supervisory body aggravates these problems, as it leads to a weak enforcement
of regulations, and opens room for politically-driven interventions. These factors have affect investors'
confidence in capital markets and have limited its use as source of investment finance.

The Government is faced with the challenge of defining and implementing legal and institutional
reforms designed to reduce fragmentation, increase transparency, and enhance the confidence of issuers and
investors through reducing uncertainty and transaction costs. Meeting this challenge successfully should
generate important benefits, as there is evidence that capital markets can contribute to economic growth by
providing an important complementary source of investment finance, while reducing financial
intermediation costs and enhancing corporate governance.46

45 The BSE started operations in April 1993, at which time SOEs included in the first wave of privatization
were registered. The SOEs included in the second wave were also registered in the BSE.

46 Levine, R and S. Zervos (1996), "Stock Market Development and Long-Run Growth," World Bank
Economic Review, vol. 10 (May), and Holmstrom, B. and J. Tirole (1993), "Market Liquidity and Performance
Monitoring." Journal of Political Economy, Vol. 4. (August).
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The improvement of the regulatory and supervisory framework for capital market operations must
also take into consideration the objective of EU accession and the need to achieve legal harmonization with
EU legislation. However, the challenge for the Slovak Republic goes beyond such harmonization, since EU
legislation was designed at a time when most Member States had already well-functioning capital markets.
Therefore, efforts to improve the capital market must proceed in two parallel tracks, namely, identifying
and removing the structural obstacles to market development, and approximating the legal framework to
the EU. This section describes the evolution of capital markets in recent years, identifies the areas for
improvement, and examines the progress achieved in legal approximation.

The Status of Equity Markets

The small options exchange was closed in late 1995, but this measure had little impact on reducing
market fragmentation due to its minor share in overall trade value.47 Although the banning of off-exchange
trades-resulting from the amnendments to the Securities Act--did generate some improvements, the co-
existence of two markets (BSE and RMS) handling a large number of shares and lacking coordination, still
reduces market transparency, limits the number of transactions per share and the achievement of a higher
degree of liquidity. In addition to these problems of market organization, there are other important
problems that have reduced the incentive of both savers and issuers to resort to capital markets. For one,
investors have inadequate access to the informnation necessary for making investrnent decisions (e.g.,
detailed information on the financial position and growth prospects of a company is not readily available).
Also, minority shareholders are frequently ignored by management boards and majority investors.
Furthermore, regulatory and supervisory tasks are currently delegated to the MoF, creating uncertainty
about the stability of the rules and opening room for political considerations. As a result of these problems,
the capital market remains underutilized, despite the appearances of a very large market size.

The Slovak equity market indeed seems large relative to other CEE countries and other middle-
income countries. As shown in Table 4.4, the BSE alone had 970 listed shares, a total market
capitalization equivalent to 29 percent of GDP, and an annual trade value of 13.4 percent of GDP. The
Slovak equity market appears much larger than those in Poland, Hungary, Slovenia, and other emerging
markets, such as Turkey. The Slovak market does not look larger than the average markets in Western
Europe (Table 4.4 provides the average for France, Germany, Spain, and United Kingdom), but this is
expected, since these are markets of higher income countries which have been operating for a much longer
period of time.

The size of the Slovak market is overestimated, however, considering that 300-400 of the
companies currently registered in the BSE have never been traded, and that most other shares are barely
traded. This is a problem shared by the Czech Republic, whose equity market also emerged from voucher
privatization, and which also experiences a problem of excessive number of shares. Excluding the
companies whose shares have not been traded at least once a year, the market capitalization in the Slovak
Republic is reduced from 29 percent to 11 percent of GDP.

47 The shares of BOE, RMS and BSE in overall trade were 2, 29, and 69 percent, respectively.
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Table 4.4
Equity Markets in the Visegrad, Turkey and Europe--Selected Indicators (end-1996)

Bratislava Stock Exchange Czech Poland Hungary Slovenia Turkey Europe

Registered Registered Total Republic (average)

with LR" withoutLR" Market

Number of Companies 21 949 970 1,588 83 45 21 229 1,039

Market Capitalization / GDP 6.8 21.8 28.6 34.9 6.4 11.8 3.5 16.5 64.9
(percent)
Annual Value Traded / GDP 6.5 6.9 13.4 16.3 4.2 3.7 2.1 20.2 35.9
(percent)
TurnoverRatio (percent) 95.9 31.8 46.9 46.6 66.0 31.1 60.5 122.7 74.3

Shares Traded (millions of 43.5 85.1 128.6 n.a n.a n.a n.a n.a n.a
shares)
Shares Traded / Numnber of 2.07 0.09 0.13 n.a n.a n.a n.a n.a n.a
Companies I
n.a.: not available
11 LR stands for "Listing Requirements." There are 13 "senior" shares and 8 "junior" shares among the registered shares that need to fulfill listing
requirements.
Sources: IFC Emerging Markets Factbook 1997 and Bratislava Stock Exchange 1996 -Annual Statistics.

The problems in the Slovak equity markets are better reflected in the turnover ratio (TR)--a usual
measure of market liquidity. As shown in Table 4.4, the Slovak TR (defined as value traded divided by
market capitalization) is similar to the Czech, but lower than most other CEE countries, as well as Turkey
and an average of four European countries. It becomes much smaller if we distinguish between those 21
firms that need to meet listing requirements (LR), which have a TR close to 96 percent, and the much
larger segment that do not need to meet these LR, which have a TR of 32 percent.4 Other liquidity
indicators show a similar picture. For example, the number of times an 'average" share is traded (volume
of trade in number of shares divided by the number of companies) is 2.07 times per company in the first
group, and only 0.09 times per company without LR.

In sum, the Slovak equity market is non-transparent, illiquid, and perceived as unreliable, in spite
of the country's good macroeconornic performance and the good technical infrastructure of the market
(BSE, RMS, and Central Securities Depository provide efficient clearing, settlement and registry services).
Failure to correct the organizational, regulatory and supervisory problems that are affecting its
performance, and to improve market liquidity, would deprive companies of a potentially important source
of finance and limit its potential contribution to long-run growth.

The Status of Bond Markets

At the end of 1996, the Slovak bond market had a market capitalization equivalent to 13.6 percent
of GDP. Government securities accounted for more than 80 percent of the total, with the outstanding stocks
of Government bonds (US$2.0 billion) and Treasury bills (US$200 million) amounting to over 10 percent
of GDP. The average maturity of the outstanding stock of Governnent bonds was 2.8 years. Most
Governnent issues remain on the books of commercial banks and are not actively traded, which is different

4s Shares meeting LR are distributed in senior and junior mnarkets. LR for the senior tier are: (i) Sk500 million
in share capital; (ii) issue size of SklOO million; (iii) three years of business history; (iv) three years to be covered
by the company prospectus; and (v) quarterly financial reporting. The respective requirements for the junior market
are: (i) SklOO million; (ii) SklOO million; (iii) one year; (iv) one year; and (v) semi-annual.
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from what is observed in Western European economies, where these securities are widely traded and used
for liquidity management.

Table 4.5
Bond Markets in Selected CEE Countries

Market Capitalization Value Traded Turnover Ratio (percent)
(percentage of GDP) (percentage of GDP) 1994 1996

1994 1996 1994 1996

Slovak Republic 2.8 12.6 0.2 5.0 7.0 39.7

Czech Republic 4.8 7.0 1.9 5.6 38.9 79.4

Hungary 10.0 10.8 0.7 3.2 7.4 31.4

Poland 2.5 7.6 0.5 2.3 22.2 32.5

Slovenia 2.7 1.7 1.7 0.5 63.9 26.3

France 50.0 58.3 90.3 80.4 180.7 137.9

Note: For all countries the data excludes short-term Treasury Bills. Market capitalization corresponds to outstanding stock at
the end of each year. Data for Czech Republic corresponds to 1995.
Sources: ING Barings, A Guide to Slovak Corporate Bond Issuers, February 1997, and national sources.

The deficiencies of the bond market in the Slovak Republic are also shared by the bond markets in
other CEE countries. In these countries, Government and companies have found it difficult to issue longer-
term securities, and most of the outstanding stocks are held in the portfolio of commercial banks. In fact,
the Slovak bond market seems slightly more developed than the markets of other CEE countries, as
indicated by a higher value traded to GDP and a relatively high turnover ratio (Table 4.5). Also, during the
last calendar year, the market absorbed relatively large issues of corporate and bank bonds (Table 4.6),
with the longest maturity being of 5 years. However, the municipal bond market remains relatively small
and issues of commercial paper continue to be very limited.

Table 4.6
Domestic Bond Issues, 1993-96 (US$ million)

1993 1994 1995 1996

Govermment 100.8 253.6 1290.7 354.3
Corporate 9.1 27.0 216.8 396.6
Banking 4.6 11.1 138.7 279.7

of which: VUB 0.0 0.0 50.7 125.4
Municipal 3.0 4.0 9.0 21.6
Total 117.5 295.7 1655.1 1052.2

Source: VUB.

Recommendations for the Development of Capital Markets

The key deficiencies that the Slovak Republic needs to address can be grouped into three major
areas: (i) increasing market transparency by, inter alia, reducing the number of publicly traded firmns and
implementing strict information disclosure requirements for those firms that remain registered; (ii)
developing a strong and independent supervisory body; and (iii) introducing targeted legal and regulatory
changes aimed at supporting capital market development.
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The Slovak Republic should reduce the number of publicly traded firms since the current number
of registered companies has no relationship to market size. In most capital markets, companies apply for
stock exchange listing on a voluntary basis. Their choice is based, on economic, financial and strategic
considerations and is supported by strict listing requirements with respect to information disclosure and
corporate governance. These requirements are onerous, but viewed as justified in order to gain access to
new financing sources. In the Slovak Republic, however, capital markets were used for the initial
ownership distribution process that took place through the voucher privatization. As a result, many
medium-sized companies with limited number of shareholders are currently registered as publicly-traded
companies, but in fact operate as privately-held companies. In addition, the majority of companies
registered in the market during the second wave of privatization have never been traded.

This "de-listing process" should be based on a realistic assessment of the cost of management time,
information disclosure requirements, and advisory fees, and how these compare to the benefits from having
direct access to the capital markets. The selection criteria of companies to be de-listed should be clearly
defined and mechanisms aimed at protecting the rights of minority shareholders should be developed.
Among the main benefits of this rationalization of the equity market is the expected increase in liquidity and
transparency.

In the area of supervision, the objective should be the transfer of supervisory tasks from the MoF
to a new independent and professional agency.49 This agency should have the expertise and resources to
enforce effectively securities regulations and legislation, and must be shielded from political influence.
Also, in order to increase the predictability of market transactions and boost investors' confidence, the
supervisory agency should have clearly defined powers to avoid undue administrative discretion. The
establishinent of such an entity should be accompanied by training programs for its staff and by the
provision of sufficient resources to carry out the roles required by EU Directives.

In addition, self-regulatory organizations (SROs) should be strengthened and professional
associations supported, enabling an increased coordination of market developments and an enhanced
dialogue between market participants and regulatory authorities. By placing gieater responsibility in the
hands of SROs, most of the enforcement responsibilities (e.g., with respect to security, professional
conduct, and technical requirements) become more effective.

The development of capital markets is also tied to the regulatory and legal framework within which
this market operates. This refers not only to the quality of existing laws and iregulations but, more
importantly, to the effectiveness and transparency with which they are enforced. In this respect, several
additional areas for policy changes are worth addressing to support capital market development. Among
them:

Ensuring adequate minority shareholder protection. It should be one of the Government's key
priorities to design effective means to protect the interests of minority shareholders. While legislation
passed in 1995 introduced some rules for protection of minority shareholders during takeovers or buy-

49 It should be noted that over the last several years capital narkets in OECD countries have witnessed rapid
growth of large financial conglomerates, and that regulators in these countries are now faced with a need to modify
supervision arrangements in order to cope with the realities of the marketplace. In the case of Slovak Republic, it is
important to take these market trends into account when designing a supervision agency.
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outs,50 there is a need to introduce additional protection measures and also to develop enforcement capacity
(the legal section of Chapter III provides some recommendations in this area).

Enhancing market transparency and liquidity. Rationalizing the operations of the BSE and RMS
markets through, for example, better integration and coordination of their information disclosure and
pricing procedures, would greatly contribute to reducing fragmentation and improving transparency.
Creating a full-fledged repo market, as an efficient liquidity management tool, would contribute to
enhancing market liquidity, at least in the bond segment of the market.

Ensuring quality of disclosed information. The disclosure of information, while onerous, enables
firms to benefit from increased access to capital markets as a financing source. However, the format and
quality of disclosed information needs to be monitored in order to enhance the decision-making process of
investors.

Removing regulatory and taxation barriers. Restrictions for the participation of foreign
institutions (public or private) in the Government debt market should be eliminated, as it not only hinders
the development of capital markets but is not coherent with EU accession requirements. Introducing tax
neutrality for different groups of securities would eliminate the barriers that inhibit the practice of lending
securities and would improve transparency as well.

Pfrivatizing the Central Depository for Securities. The sale of the 100 percent stake held by the
Ministry of Finance to market participants (i.e., members of the BSE and banks) would help to improve
and develop, custody services, securities lending and trading and, therefore, would increase the
attractiveness of the Slovak market for cross-border portfolio investment.

Legal Harmonization with EU Directives

As in the case of financial institutions, measures to harmonize Slovak law with EU Directives in
the area of securities regulation are divided into Stage One (those addressing the overall framework and
fundamental principles of capital markets) and Stage Two (those linked with developing the internal
market). The task of harmonization with EU Directives is dealt with in Slovak legislation through the
following Acts and their amendments:

The Securities Act No. 600/92, as amended by Acts Nos. 88/1994, 246/1994, 249/1994,
171/1995, and 554/1996;

The Stock Exchange Act No. 214/1992;
The Investment Companies and Investment Funds Act No. 248/92, as amended by Acts 600/1992,

91/1994, and 249/1994.
Stage One Measures. The first stage focuses on general principles underlying the capital markets,

such as equal treatment of investors and provision of adequate information to the public. This stage
includes:

Directive on Stock Exchange Listing Particulars (79/279/EEC) of March 5, 1979;
UCITS Directive (85/61 1/EEC) of December 20, 1985;

50 The 1995 Amendment to the Securities Act mandates investors who gain control of 30 percent or more of a
publicly traded company, to make a bid within 60 days for the remainder of the shares at a price no lower than the
average price in the preceding six months.
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Directive on Notification of Major Shareholdings (88/627/EEC) of December 12, 1988;
Directive on Public Offering Prospectus (89/298/EEC) of April 17, 1989;
Directive on Insider Dealing (89/592/EEC) of November 13, 1989.

Directive on Stock Exchange Listing Particulars (March 1979). The provisions of this Directive
regulate information disclosure requirements and conditions for the admission of securities to the official
listing on a stock exchange. The Slovak Securities Act, as amended, is mostly in compliance with the
requirements of this Directive, since it was originally drafted with EU accession in nmind. There are some
areas in the regulatory scheme which have gaps, for exarnple in the area of mutual recognition--the
Directive-has established a 'home country rule"in order to facilitate the listing and issuance of securities,
as well as activities of investment companies across Member States. This principle has not yet been
incorporated into Slovak law, but it needs to be verified whether this particular requirement relates more
closely to the Internal Market, and may be complied with in a later stage.

UCITS Directive (December 1985). The aim of this Directive is to coordinate laws on
undertakings for collective investmnent in transferable securities (UCITS), i.e., units trusts or investment
funds. It provides principles for the authorization of open-ended investment funds; rules for sale and
repurchase of their units; obligations concerning management, investment, depositories and prospectuses;
and designation of authorities responsible for authorization and supervision of these funds. This Directive
is addressed only partly by the Slovak Act on Investment Companies and Investment Funds, as amended.
An important area where the law falls short of EU requirements is the treatment of foreign UCITS, namely
the requirement to get a special license in the Slovak Republic, even if licensed in a member State, and the
subjecting of UCITS from an EU Member State to the supervisory powers of the MoF. According to the
Directive, only specific issues, such as advertising and marketing are supervised by an agency from the
country where UCITS are operating; the rest of their activities are supervised by the country where they are
situated.

Directive on Notification of Major Shareholdings (December 1988). Provides investors with
adequate information on natural and legal persons that acquire or dispose of major holdings in publicly
traded companies (defined as 10, 20, 33, 50 percent, and 67 percent of a firm's total stock). This Directive
is complied with by the Slovak Securities Act, which requires disclosure of ownership changes which cross
the thresholds of 5, 10, 20, 30, 50, and 65 percent.

Directive on Public Offering Prospectus (April 1989). Coordinates minimum requirements for the
content of prospectuses of companies that offer transferable securities to the public for the first time. The
Securities Act contains no provisions for the recognition of prospectuses when securities are issued
simultaneously (or within a short period of time) in more than one Member State. Such provisions will need
to be added to make Slovak law comply with this Directive.

Directive on Insider Dealing (November 1989). Aims to protect investors against improper use of
insider information. The Securities Act, as amnended, is in compliance with this Directive, by vesting
investigative powers and procedures in the MoF and making references to the penal code.

Stage Two Measures. This stage focuses on the governance and supervision of investment
companies and their capital adequacy (applicable also to banks and other credit institutions). Some of the
key measures that have to be adopted during this stage contain provisions directly linked to the creation of
the Internal Market which may be disregarded prior to formal accession (e.g., freedom of establishment and
free provision of services and home country control). These measures are described by:
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Capital Adequacy Directive (93/6/EEC) of March 1993;
Investment Services Directive (93/22/EEC) of 1993; and
Directive on the Annual Accounts and the Consolidated Accounts of Credit Institutions and Other

Financial Institutions of December 1996.

Capital Adequacy Directive (March 1993). This Directive sets minimum initial capital for
investment finms deternined by type of activities and operations, and varying from ECU125,000 (while
dealing only for the customer) to ECU730,000 (while dealing for both the customer as well as oneself). The
Directive also requires consolidation in the case of two or more investment firms belonging to the same
group. As mentioned in the banking section, this Directive has not yet been incorporated into Slovak law.
Its incorporation should be one of the priorities for the Govermment since it will serve to strengthen the
financial markets.

Investment Services Directive (1993). Requires Member States to establish competent authorities
to grant and withdraw authorizations of investment firms and supervise their activities. The principles of
home country control and single license are established in this directive. It also defines the basis for
investment firms or banks' access to regulated markets, eliminating the need for banks to establish
subsidiaries to become members of stock exchanges. The Slovak Republic does not yet conforn with the
home country rule, mutual recognition or single license principles, and also lacks the independent
supervisory agency needed to enforce these principles.

Directive on the Annual Accounts and the Consolidated Accounts of Credit Institutions and
Other Financial Institutions (December 1996). As mentioned in the previous section, this Directive is not
yet reflected in Slovak law, although its implementation should be given great priority. Otherwise, Slovak
companies will continue to be restrained from accessing capital in foreign financial markets.

Implementation and Enforcement

The Slovak Republic has made progress in harmonizing its legal and regulatory framework to EU
Directives. However, despite this progress at formal approximation, many of the provisions in Slovak law
are not effectively enforced through the court system or are not implemented through the competent
authorities. For example, the provisions of the Securities Act, as amended, related to the Directive on
Insider Dealing have not been effectively implemented yet. Similarly, the Directive on Notification of
Major Shareholdings calls for notifying the supervisory agency when a shareholder's ownership in a
company raises above or falls below a certain limit (the initial threshold is set at 5 percent). This
obligation is routinely ignored by many enterprises and holding companies and compliance with this
provision is neither enforced by the supervisory body nor the courts. These developments reinforce the
need to introduce an independent and strong supervisory agency.

The Insurance Sector

The S]lovak insurance market grew by 18 percent in 1995, to reach SklO.5 billion in premium
income. This is equivalent to 2 percent of GDP and in line with other Visegrad countries. The non-life
sector (motor insurance; property insurance; and other non-life activities such as accidents and natural
catastrophes) accounts for the major part of this income, and has continued to grow faster than the life
sector. The growth of the latter remains limited by tax provisions (no tax deductibility for employers'
contributions), which make company-sponsored group life insurance contracts (the most common life
insurance activities in emerging markets) expensive for the sponsoring companies. As of end-1995, there
were 16 insurance companies in Slovak Republic, half of them foreign. However, the Slovak market is still
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dominated by Slovenska Poistovna, which has over 1,500 employees, 34 branch offices and 87 agencies.
The company is active in all main insurance activities and has retained the monopoly for third party
liability (mandatory) car insurance contracts. The National Property Fund (NPF) owns over 50 percent of
the company shares.

To facilitate further growth of the insurance sector in the Slovak Republic and to prepare it for
cross-border competition and future EU integration, the authorities should accelerate and pursue efforts to:
(i) review the legislation in line with EU regulations (Box 4.1); (ii) ensure compliance with the internaational
standards concerning separation of life and non-life activities; (iii) create basis of an Insurance Guarantee
Fund; (iv) create a more enabling tax environment for group life insurance policies; and (v) strengthen
insurance supervision (which is presently delegated to the MoF, and which has limited capacity to actively
monitor and enforce the existing regulations, including the minimum technical solvency levels). Among the
above, the lack of a strong and independent supervisory agency with the resources and expertise to
effectively monitor and regulate the market and enforce insurance legislation, stands out as a key challenge
still to be addressed. Developing this capacity is irnportant both in the interest of the Slovak insurance
market and as a pre-condition for legislative convergence with EU insurance sector standards. At minimum,
insurance supervision should regulate market entrance, strictly eniforce the solvency of the operators
(existing and new entrants), regulate the methods of calculation of technical reserves, supervise the
insurance products offered, and systematically analyze audits and other financial information.
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Box 4.1: EU Directives for the Insurance Sector

The development of the Internal Market for insurance services has taken place in phases which are
roughly conmmensurate to the two stages of EU measures outlined in the White Paper. Stage One focuses
solely on harnonizing rules for the establishment, implementation and supervision of insurance activities.
It is based on the 'host country" principle (i.e., an agency in the country in which an insurance operator is
active is in charge of all supervision activities). Stage Two measures go considerably further and set up the
Internal Market in insurance by introducing a 'tingle passport" in insurance. Based on the trust and
cooperation among supervision agencies of the Member States, market supervision has moved to the 'home
country" principle (i.e., insurance operators are regulated and supervised by a competent authority of the
country in which they were established).

Stage One measures are based mainly on two directives (First Non-Life Directive 73/239/EEC and
First Life Insurance Directive 79/267/EEC), which coordinate and harmonize the EU member states
provisions in the insurance business (conditions of admissions, operation, withdrawal of authorization,
rules applicable for branches on companies based outside of the EU). These Directives prescribe that life
and non-life insurance should be carried out by separate legal and financial entities; and that insurance
companies should have a minimum solvency ratio and participate in a guarantee fund. Operations of the
insurance companies are also strictly limited to the insurance business only (i.e., no diversification or
holdings). In addition, the Council Directive 91/674/EEC contains rules on annual accounts and
consolidated accounts of insurance companies. Its principal objective is to define minimum standards for
the financial information that should be made available to the. public. The directive takes into account the
fact that there is a considerable convergence in the field of non-life insurance. However, the differences in
life insurance in the EU (i.e., premium calculation, choice of the technical interest rate, mortality tables,
treatment of costs, investment rules and policies, valuation of assets, etc.) are still considerable.

Stage Two measures (Third Council Directive 92/49/EEC which amends Directives 73/239/EEC
and Directives 88/357/EEC and Third Council Directive 92/96/EEC which amends Directives
79/267/EEC and Directives 90/619/EEC) introduce a single passport rule, allow insurance companies to
freely sell their products throughout the EU, and abolish prior control of preniums and tariffs. Stage Two
measures also recommend rules on classification, valuation and diversification of the assets representing
the technical provisions, and abolish the principle of prior systematic notification and approval of tariffs,
including new products. Finally, they stipulate that competent authorities must be informed about the
identity of shareholders and amounts of their shareholding participation. This applies to direct and indirect
shareholders (natural or legal persons).

There are also several other directives which regulate the insurance business. These are the
Directive on Legal Expenses Insurance (87/344/EEC); the Directive on Credit and Surety Insurance
(87/343/EEC); the Directives on Motor Insurance (72/166/EEC, 84/S/EEC, 90/232/EEC); the Directive
on Tourist Insurance (84/641/EEC) and the Directive on Co-Insurance (78/473/EEC). There are also two
transitional directives (Directive 88/357/EEC for non-life and Directive 90/619/EEC for life) which are
bridging the gap between the Stage One measures, which are focused on facilitating the freedom of
establishment for insurance companies, and those directives that introduce an open inter-EU insurance
market.



CHAPTER V: THE AGRICULTURAL SECTOR IN TRANSITION

Introduction

The Slovak Republic is a mountainous country with a moderate agricultural potential. Primary
agriculture and food processing currently account for about 7.5 percent of GDP and 8 percent of
employment. Agriculture output declined by more than 30 percent in the early stages of the transition
(1990-92), but stabilized after that period and recorded a modest growth in 1996. Food prices have been
liberalized and generally reflect world market levels, with a few exceptions, such as milk and sugar. The
legal transformation of ownership in the sector is nearly completed, leading to a reduction in the share of
state companies in output to less than 5 percent. The aggregate level of support to Slovak fanners has
declined by more than 50 percent in real terms since 1989, making it about half as generous as the support
extended to EU farmers. Despite these transformation efforts, more needs to be done to increase
productivity in agriculture in the next few years as the Slovak Republic prepares for EU accession.

This chapter is divided into four sections. The first section reviews progress in restoring private
property rights in agriculture. It argues that the legal part of the process has been completed, but that it
will take more time for the new owners to tum obsolete production facilities into efficient enterprises. The
second section reviews the main adjustments since 1989. It argues that agriculture has adjusted to a
massive change in its terms-of-trade, but that efficiency in the sector still lags substantially behind EU
standards, especially in the case of agroindustries and distribution systems. The third section reviews the
Government's agricultural policy. It makes the point that while the aggregate subsidy level declined by 50
percent since 1989, government support policies may be gradually turning into obstacles for furth& market
development. The final section makes policy recommendations aimed at improving economic efficiency,
and examines selected issues of EU accession.

Transformation and Privatization

The legal process of transformation of farm cooperatives and privatization of state-owned
enterprises has been completed. However, any significant increase in economic efficiency in primary
agriculture will depend on further transformation of cooperatives into profit-oriented farms, and more
efforts by the new owners to adjust to domestic and foreign competition. The further transformation of
cooperatives seems particularly important for the achievement of further efficiency gains in agriculture, as
70 percent of farm land is cultivated by cooperatives. The remaining share is cultivated by privatized state
farms (20 percent), trading companies (7 percent) and household plots (3 percent).

Transformation of Cooperatives

In a complex legal process, about 98 percent of former collective farms had transformed
themselves into new cooperatives by January 1993. The main purpose of this process was to restitute land
and re-establish individual rights to non-land assets. Each cooperative prepared a transformation plan
offering three alternatives to participants (active and retired members, and others with restitution claims):
(i) becoming a member of a new cooperative; (ii) canceling membership and requesting shares of land and
other assets in order to farm independently; or (iii) leasing land and other assets to the new cooperative with
an option to convert shares into cash by 1999.

Restitution of land. Difficulties to identify all former land owners led the Government to extend
the deadline for restitution from January 1993 to December 1995, and to introduce a concept of 'presumed
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ownership" Despite these measures, about 35 percent of land could not be confirmed and continues to be
farmed by cooperatives pending clarification of titles. Land restitution has been accompanied by an
extreme fragmentation of ownership. Land records register about 9.6 million farm plots covering a land
area of 2.4 million hectares. Typically, ownership of an average size plot of about 0.5 hectares is claimed
by 12 to 15 co-owners. Fragmentation of ownership has made it difficult to update the land cadastre and to
account properly for land titles.

Fragmentation of land ownership has not led to fragmentation of land use, as cooperatives retain
about 70 percent of farm land in large contiguous plots and most owners lease land to cooperatives for the
equivalent of about 0.5 to 2.5 percent of the land appraisal values for tax purposes. However, leasing has
not eliminated all the problems resulting from fragmented ownership. For one, most lease contracts have a
one-year termination clause and the relative insecurity of tenure undermines long-term investment plans.
The excessive fragmentation of ownership also hinders the development of an active market for farm land
by increasing significantly transactions costs--the acquisition of a contiguous plot of land for commercial
farming requires the purchaser to settle a large number of contracts. In addition, there are other obstacles
to the development of a larud market, such as the exclusion of foreigners from land purchases.

Restitution of non-land assets. The most sensitive part of the transformation process has been the
re-establishment of individual rights to assets contributed by farmers during collectivization and to assets
accumulated by cooperatives. In this process, the net worth of a cooperative (except for land) was divided
in shares allocated among the participants as follows: (i) 50 percent in proportion to contributed land; (ii)
30 percent in proportion to contributed non-land assets; and (iii) 20 percent in proportion to the years of
employment in the cooperative. About half of the participants, holding on average 40 percent of the shares,
decided to exit and to convert their shares into cash (most of the participants taking this option were not
current members of the cooperatives). The participants had to accept a deep discount, reflecting the
distressed financial situation of most cooperatives.

Table 5.1
Preliminary results of transformation. The Size and Number of Cooperatives, 1989-95

legal transfonnation of cooperatives made it possible Year/Area (ha) 1989 1993 1995
for farmers to exit and to farm either individually, to < 500 1 55 133
set up a smaller cooperative or to set up a commercial 500- 1,000 30 192 240
farm. So far, 'most farmers opted to rejoin 1,000- 1,500 91 226 246
coopertives, maiy because they have no experience 1,500 2,000 101 169 157

is 2,000 -2,500 105 115 103
with other types of organizations, their equipment is 2,500 < 308 195 140
unsuitable for small-scale fanming, and the risks of Total 636 952 1,019
self-employment and the loss of cooperative benefits Source: Minsy of Agriculture.

are perceived as too high. As shown in Table 5.1, cooperatives have become smaller and more numerous
since 1989. Many cooperatives have remained much the same in the way of conducting their business, and
have not been able to stop generating losses-as shown below, gross losses in agriculture amounted to 1.3
percent of GDP in 1996.

The pressure to reduce losses and increase profits are leading more cooperatives to reorganize into
corporations firming on average about 1,000 ha. However, progress in this direction is still limited-by
1995 only 100 limited liability companies with an average size of 650 ha and 29 shareholding companies
with average farm size of 1,270 ha were established, accounting for less than 5 percent of farm land. On
the other hand, more commercial farnily farms are being established with a cultivated area of 20-50 ha by
spinning off from cooperatives. Further reorganization and changes in ownership may be expected as a
result of the likely bankruptcy of loss-making cooperatives.
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Prvatization of State Farms

Cultivating 20 percent of fann land, state farms have been privatized either on the basis of
restitution and compensation claims or according to privatization laws. The mnain difference with
privatization of industry has been the large number and types of restitution claims in agriculture.
Restitution claims had to be resolved prior to privatization which brought delays and privatization of only
two state fanrs by 1995.5' Significant progress began in 1995. As of June 1997, 109 state farms valued
at Sk 14.0 billion-were privatized. The privatization of state farms has followed three methods similar to
those applied to industry. The first method is by direct sales to selected investors for attractive prices;
repayment by installments with the first installment amounting typically to 10-20 percent of the purchase
price; and deduction of part of future investments from the purchase price. The second method is by public
tender according to which the first installnent represent 3 percent of the purchase price with the possibility
of postponement by three years. The third method is by establishment of joint stock companies. In the
privatization process, 28 state farms were put into liquidation and three state farms into bankruptcy.

Privatization ofAgroindustries

Privatization of the food processing industry has been completed. The largest part of the food
industry was privatized in the first privatization wave mainly by coupon privatization. This included 134
enterprises valued at Skl8.5 billion, or 70 percent of the total. The remaining 46 enterprises valued at
Sk6.7 billion were included in the second wave and privatized mainly through direct sales. Another 19
food processing enterprises were put into the liquidation process, out of which four enterprises were already
liquidated and two were put into bankruptcy. As in other sectors of the economy, direct foreign investment
played a relatively minor role. Some enterprises were restituted and others were privatized through small
privatization. Excluded from privatization were some forest, water management, and service enterprises.

Privatization of Input Industries and Distribution Systems

Input and equipment industries. Most of the input industry has been privatized, but the
Government still holds large ownership stakes in some sub-sectors, such as fuel production (25 percent)
and distribution (46 percent). The Government owns Istrochem, the main producer of farm chemicals, and
has a 20 percent stake in Duslo Sala, the only producer of nitrogen fertilizer. Also, Slovak farm equipment
manufacturers remain under government control, since they had specialized in arms production and are
converting to civilian production. Other suppliers of inputs and services have been either privatized or
liquidated. These include equipment repair shops, construction, veterinary services, seed and planting
material enterprises, research stations, and veterinary medicine.

Trade and distribution. The former state-owned wholesale distribution network has been taken
over by private enterprises. Privatized grain warehouses and animal feed producers control a large share of
the wheat, barley and oilseed markets. A former state enterprise for distribution of fruit and vegetables
auctioned its warehouses, and this market is now dominated by a large number of simall and medium trade
organizations and agents. Retail food outlets have been privatized/restituted mainly to small shop owners.
Multinational distribution chains control less than 7 percent of turnover, but are planning major

51 State farms are either: (i) old state farms in existence prior to 1948; (ii) farms confiscated from churches and
aristocracy; (iii) large private farms nationalized in 1948; or (iv) fonner cooperatives converted into state fanns
prior to 1989 because of poor performance.
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investments. Privatized foreign trade companies maintain control over a large share of foreign trade in
agricultural and food products, mainly because of their knowledge of foreign markets.

Adjustment of the Agriculture Sector Since Independence

Price and Trade Liberalization

Price liberalization began in 1990 with the elimination of retail food subsidies, followed in 1991 by
liberalization of agricultural input and output prices, the liberalization of domestic and foreign trade, and
the reduction of production subsidies. The introduction of the VAT in January 1993 brought about further
adjustments in relative prices. The VAT was set at 6 percent for food and 25 percent for other goods and
services. The overall price liberalization and the changes in the structure of subsidies and taxes resulted in
a deterioration of the agricultural terms of trade. As shown in Figure 5.1, there was a mild deterioration at
the retail level, with retail food prices increasing just slightly less than average consumer prices, but a sharp
deterioration at the producer level, with farm output prices increasing at much lower rates than input
prices. To mnitigate the severity of the price adjustrnent on producers, minimum guaranteed price
regulations were introduced for selected surplus commodities in 1991.

Figure 5.1 1 Figure 5.2
Price Adjustments 1990-1996 Agricultural Production
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Production and Income in Primary Agriculture

Agricultural output stabilized in 1995 at about 80 percent of pre-reform level (Figure 5.2). Crop
production declined less than livestock production responding to changed relative prices, despite being
affected by bad weather during some years. Cereals remain the dominant commodity group, planted on 54
percent of cultivated land, areas planted with oilseeds have nearly doubled due to strong domestic and
export demand, and areas planted with sugar beet and potatoes have declined significantly, due to the lack
of competitiveness with imports.
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Livestock numbers declined by one-third between 1990-96. Production declines were the largest
for beef (40 percent) and for dairy products (30 percent). Decline of consumption of dairy products was
partly affected by consumer substitution of margarine and by import competition. Nevertheless, milk
production continues to exceed domestic demand by 20-35 percent. The decline in pork and poultry
production was less severe (23 and 20 percent, respectively), partly because pig and poultry production
were less distorted prior to 1990.

The sharp deterioration of the agricultural terms of trade had a very adverse initial effect on farm
income, especially in the case of cooperatives and state farms in mountainous areas that previously
depended the most on government support. Gross losses in the agricultural sector lhave gradually declined
from more than 3 percent of GDP before independence to 0.8 percent of GDP in 1995, but went up again in
1996 to 1.3 percent of GDP (Table 5.2). As in the case of industry, there seems to be a segment of the
agriculture sector able to improve efficiency and to generate increasing profits (nearly I petcent of GDP in
1996), whereas another segment continues to run significant losses. The improved financial conditions of
the first segment allowed investment in agriculture to grow by more than 50 percent in real terms during
1996, although from a depressed base-investment in agriculture reached 1.8 percent of GDP in 1996, after
falling from 1.6 to 1.2 percent of GDP between 1992 and 1995. As in the case of industry, a large share of
investmnent is financed from internal sources, indicating that successful restructuring is key to sustained
growth.

Table 5.2
Profits and Losses in Agriculture, 1992-96

(percentage of GDP)
1992 1993 1994 1995 1996.

Gross Profits n.a. 1.2 0.3 0.3 0.9
Gross Losses n.a. 3.0 1.3 0.8 1.3
Net Profits -2.4 -1.8 -1.0 -0.5 -0.4

u.a.: not available
Source: Slo-vak Republic Central Statistical Office.

Figure 5.3
Selected Relative Prices
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Employment and Productivity in Primary Agriculture

Employment in agriculture declined by nearly 60 percent between 1990 and 1996 (from 304,000 to
132,000), resulting in a commensurate decline in the share of agriculture employment in total employment
(from 12.5 to 5.6 percent), and in the number of workers per 100 ha of agricultural land (from 13.3 to 5.4
workers).52 Real wages and salaries also declined more steeply in agriculture than in other sectors, as
indicated by the decline in the average wage from above the national average in 1990 to 80 percent of the
national average in 1996. Despite the increase in productivity that resulted from this sharp decline in
employment (Figure 4.5), labor productivity is still low compared to EU farmers-the gross value added per
agricultural worker is about one-third of the level achieved by EU farmers (Figure 5.5). There is a wide
scope for further increases in productivity, both by absorption of better technologies and by further
reductions in employment. Indeed, the Slovak Republic should be capable of achieving higher productivity
in agriculture than most Western European countries, because of larger farm sizes.

Figure 5.4 Figure 5.5
Labor Productivity in Agriculture and Agroindustry Gross Value Added per Agricultural Worker in

Slovak Republic, Other Visegrad Countries, and EU
Countries (ECU, 1994)
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Employment, Productivity and Income in Agroindustries

While production of many food items has declined substantially, employment in the agroindustrial
sector has remained stable at about 53,000 workers, and wages remained about the same as the national
average. Large excess capacity has been a major problem--in meat processing capacity utilization is only
30-40 percent, and in other sub-sectors (e.g., cereals) is only marginally better. There was already a large
gap in productivity between Slovak and EU agroindustries in the early 1990s (Figure 5.6), which is
possibly increasing due to further declines in productivity in recent years (Figure 5.4). This gap has
resulted in repeated attempts of Slovak agroindustries to limit imports in order to prop up domestic
production capacity. The dairy processing industry has been most successful in this regard.

52 Cooperatives are the largest employers in agriculture, with 66 percent of all farm labor, followed by state
farms (19 percent), commercial farms (7 percent), and family fanns (8 percent).
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Agroindustries are generally struggling with large losses and debts, although some segments of the food
industry remain profitable, such as breweries, flour mills, soft drinks, and bakeries.

Figure 5.6
Gross Value Added per Worker in Agroindustries

Slovak Republic, Selected Visegrad Countries and EU Countries (ECU, 1992)

80000

60000 ___________

40000_ LI -

2000 _ __. L_l_I___, _I __

0

Germany Nether- France Portugal Slovak Poland Hungary

lands (1991) (1993) Republic

Source: World'Bank staffestimates.

sWhile rapid improvements are esse:ntial to increase productivity and to improve competitiveness,
many large problems in the food industry linger unsolved because of fragmented ownership, weak
management and the lack of capital. Domestic producers find it difficult to measure up to intense foreign
competition and to retain the loyalty of increasingly demanding Slovak consumers. Also, many domestic
producers are not sufficiently aggressive and innovative in securing quality raw materials for processing.
Large investments are needed to improve logistics in food distribution and to overcome an excessive market
fragmentation at the wholesale and retail levels.

Foreign Trade in Agriculture

The share of agriculture and Table 5.3
Slovak Agricultural Trade bv Region (US$ million)

processed food in total trade stabilized 1993 1996
in 1995 at about 6 percent of expsorts 199 199
ind 1995 aet about 6mperct of epowrts Region Inports Exports Balance Imports Exports Balance
and 9 percent of imports. As shown inlm 
Table 5.3, the main trading partners in CzechRepublic 287.7 177.7 -110.0 299.7 205.8 -93.9
agricultural products are the Czech EU-15 135.5 53.6 -81.9 309.1 75.9 -233.2

Republic, the EU, and the FSU CIS 2.9 37.4 34.5 6.1 84.4 78.3
countries. Generally, exportshavOther 132.1 77.5 -54.6 253.6 73.6 -180.0

countries. Generally, exports have been Totall 558.2 346.2 -212.0 l 868.5 439.7 -428.8
represented by relatively low value- Source: Slovak Republic Central Statistical Office.

added products, such as cereal and flour
(about 30 percent of exports in 1996). Other export items include live animals, milk and dairy products.
Agricultural trade between the Slovak Republic and EU more than doubled between 1993 and 1996 with a
negative trade balance increasing to US$233 million, due partly to the appreciation of the Slovak currency,
and to the inefficiency of Slovak agroindustries, which have been unable to compete on the domestic market
with EU imports and also unable to export because of poor product quality, deficient packaging, ineffective
marketing techniques and fragmented distribution systems.
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Government Objectives and Support Policies in Agriculture

At the outset of the transition process, the main objective of the government in agriculture was to
reduce large distortions caused by administrative prices and a maze of producer and consumer subsidies,
while cushioning the impact of the adjustment on the population and on producers. In the process,
Government support to agriculture was reduced by more than half between 1990 and 1996, whether
measured by total budgetary transfers to agriculture (from more than 5 percent to 2 percent of GDP), or by
the Producer Subsidy Equivalent (from 60 percent to 28 percent). The Slovak PSE is slightly higher than
other countries, such as the Czech Republic, but lower than the EU, which has a PSE of 49 percent.53 The
irnpact of these adjustments was softened by various measures, such as offsetting income transfers to the
population and minimum price support programs.

Despite the progress that has been already achieved more needs to be done, as the support initially
intended to cushion the pain of adjustment has become entrenched and is turning into an obstacle to further
adjustments. Moreover, new programs inconsistent with a pro-market reform have been either introduced
(e.g., administrative price of milk coupled with a quota), or are being contemplated, with the objective of
protecting producers from market uncertainties. However, some of these measures may actually increase
these uncertainties and promote undesirable wait-and-see attitudes of market participants, undermining
incentives for needed increases in productivity.

Agricultural Support Policy

Agricultural support is carried out by the Ministry of Agriculture either directly or through four
state funds: (i) the State Fund for Market Regulation (SFMR) which is responsible for market stability and
enforcement of minimum guaranteed prices for wheat, beef, and pork, and for the payment of export
subsidies; (ii) the State Support Fund for Agriculture and Agroindustries (SSFAA) which supports
medium- and long-term investment in agriculture; (iii) the State Land Protection Fund (SLPF) which
supports measures to preserve or enhance soil fertility; and (iv) the Slovak Land Fund (SLF) which is
responsible for the privatization of state farms and for the management of state lands. The funds have
become independent institutions, although they continue to be chaired by the Minister of Agriculture and
are financed partly by the state budget.

Budget expenditures for Table 5.4:
agriculture. 'Direct budget expenditures Budget Expenditures on Agriculture (Sk million)
account for approximately 75 percent of Item' 2135 1565 985 650 16950
total expenditures with the remaining 25 Direct Payments 8110 7466 6972 6966 7200
percent being provided indirectly through Income Support to 4752 3615 3609 3352 3318
state funds. Total budget expenditures Disadvantaged Areas
declined from 5.2 percent of GDP in 1991 Services 1990 2464 1789 1767 1664
to 2.2 percent of GDP in 1995 (Table 5.4), Total 14658 13605 32705 1031 2286
and declined further in 1996. (in % of GDP) 5.2 4.1 3.4 2.4 2.2

Source: Minisgty of Agricultwre.
Support to agriculture is extended

through several programs, such as price support, income support to disadvantaged areas, input subsidies
and investment subsidies.

5 However, it should be noted that most EU countries have a much smaller agricultural sector (1-3 percent of
GDP) which results in relatively smaller distortions in the allocation of resources and budgetary cost.
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Price support. The government sets minimum prices for some products (mainly wheat) at the start
of the planting season for specific quantity and quality standards. These prices cover 90 percent of
estimated production cost. When minirnum prices are announced, producers can lock in contracts for
delivery through SFMR and obtain a cash advance. Surpluses are resold on the domestic market or
exported with the help of export subsidies.

Income support to disadvantaged areas. About 30 percent of agricultural support is for direct
payments compensating farmers in marginal areas. These are paid on a per hectare basis according to a
soil quality schedule. Although this prograrn is preferable to production subsidies, it has been poorly
monitored and beneficiaries are often paid without compliance with program criteria. A series of measures
to tighten criteria and to improve monitoring by regional offices of the Ministry of Agriculture has been
agreed under the 1997 budget.

Input and investment subsidies. This group of expenditures includes three major programs. First,
a program of grants and rebates intended to improve efficiency of production of some commodities, but
which has had a doubtful impact. Second, a program of input subsidies designed to mitigate the cost-price
squeeze in agriculture. Third, a program of investment subsidies provided through capital grants to
purchase farm equipment, modernize milking equipment, develop orchards, etc. Government share ranges
between 30 and 40 percent of actual production cost. Rationing is needed because of limited resources and
an obvious popularity of these programs. The remainder of direct budget expenditures covers mostly
services such as cadastral offices, veterinary service, research institutes, and inspection.

The State Fundfor Market Regulation Table 5.5:
(SFMR). SFMR is by far the largest extra- Operations of the SFMR (Sk million)
budgetary fund operating in agriculture and the 1993 1994 1995 1996
main governnent instrument for maintaining Revenues 2150 1186 2539 3694
stability in the agricultural commodities of which: eudget 850 650 650 650
market. SFMR main activities include market Expenditures 1800 1933 2092 3750
intervention through processing, storage and (percent of GDP) 0.5. 0.5 0.4 0.6
sale; maintenance of state commodity reserves; Balance 340 -747 446 -56
and provision of export subsidies to eliminate Source: MiiLtzy of Firn.
surpluses on the domestic market. Total expenditures by SFMR were kept at around 0.5 percent in the
first half of the 1990s but increased somewhat during 1996 (Table 5.5). Although some intervention may
have been justified initially to facilitate adjustment to a market-based system, SFMR. may be turning into
an obstacle of market development and prevent necessary gains in efficiency. For example, SFMR's
efforts to balance seasonal price variations reduces incentives by the private sector to store commodities
and retards the development of market-based risk management instruments to deal with seasonal price
fluctuations. Also, continued state support, particularly to primary producers, could increase resistance to
reductions in minimum prices and ultimately lead to increased protection.

The State Support Fund for Agriculture and Agroindustries (SSFAA). Established in 1994,
SSFAA is the main instrument of government support for investment in agriculture and agroindustries.
SSFAA provides low interest loans for the purchase of farm equipment (5 percent annual rate) and for the
purchase of land (1-2 percent annual rate with repayment in 50 years), as well as guarantees on
development projects supported by commercial banks. SSFAA is financed from a 50 percent revenue share
from privatization of state enterprises (the remaining 50 percent is retained by the NPF or the SLF), from
revenues from the liquidation of State agroindustrial enterprises, contributions from the state budget, and
issue of bonds. The level of its interest subsidies looks high per unit of credit, but its total outflows have
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remained under control, having amounted to less than 0.1 percent of GDP in recent years. To facilitate
further access to credit, the governnent established the Slovak Guarantee Bank (SGB) in 1993. However,
despite the issue of credit guarantees by SGB and the financing of working capital by Polnobanka and
commercial banks, access to farm credit seems to remain restricted due to the lack of suitable collateral and
the high perceived risk of default in farmning.

Trade policy support measures. Indirect support to agriculture and agroindustries through foreign
trade instruments has been significantly reduced since 1990, although it still remains relatively high-the
weighted average tariff rate for food products is around 24 percent, compared to an overall average of 8
percent. Since January 1995, import protection is provided mainly through tariffs which are gradually
phased out following WTO conmmitments.54 Import quotas (e.g., beer) and voluntary restraints have been
negotiated with importers of sensitive products. A 10 percent import surcharge introduced in 1993 was
reduced to 7.5 percent in July 1996 and suspended in January 1997. The limited use of export subsidies is
mainly to dispose of excess domestic production of commodities such as dry milk and other dairy products,
beef,' sugar, poultry and pork.

The use of foreign trade policy instruments is constrained by several international agreements, all
intended to maintain or to enhance liberalization of trade in agricultural commodities and food. The most
important ones include the customs union agreement with the Czech Republic, agreements with WTO, the
Association Agreement with the EU, and agreements with CEFTA. The customs union between the Czech
Republic and the Slovak Republic makes agricultural support policy for both countries nearly identical and
coordination imperative in order to avoid trade disruptions.

As a member of WTO, the Slovak Republic has binding obligations on tariffs and minimum
market access, limits of aggregate support, and limits on export subsidies. The Slovak Republic has agreed
to reduce all tariffs from their 1994 levels on average by 36 percent over six years, while a minimum
reduction in a single tariff category should be at least 15 percent. It must be noted that EU tariffs are
higher for most products, except for poultry and rape seed where Slovak tariffs are higher. EU and Slovak
tariffs are converging for certain products (live animals, pork meat). In the area of aggregate support to
agriculture, The Slovak Republic agreed with WTO to an upper limit of Skl2 billion, including
environmental measures. Actual support has reached about 60 percent of this limit. The Slovak Republic
also agreed with WTO to' an upper limit on export subsidies of Sk2.3 billion. Actual expenditures on
export subsidies reached only 10 percent of the agreed level. In addition, the Association Agreement
between the Slovak Republic and the EU contributed to some liberalization of trade in food products since
1992. Under this agreement, the EU phased out custom tariffs linked to specific Slovak EU export quotas
for sensitive products such as beef and dairy products. However, both sides of the agreement preserved
their own agricultural policy regimes and different protection levels.

Completing the Reform Agenda on the Way to EU Accession

Suggested Policy Adjustments

Independenily of the outcome of EU accession negotiations, the Slovak agriculture and food
industry needs to increase productivity on the farm and throughout the food processing and distribution
system to sustain its market share in a liberalizing trade regime. The first stage of the transition process

54 Following the Slovak Republic's WTO obligations, the weighted average tariff rate for basic agricultural
commodities will be reduced from 8.7 to 5.6 percent by the year 2000.
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has been completed by restoring private property and by elinmnating major market distortions. The
Government needs to consolidate ownership, resist pressure of various interest groups for special protection
against foreign competition, limit its support to the provision of 'public goods" refrain from excessive
market intervention, and continue to create a business friendly environment.

Ownership consolidation is critical for activation of the land market and for acceptance of land as
collateral. Land ownership in cooperatives remains highly fragmented and ways to facilitate consolidation
should be considered. One possibility is to give active members of cooperatives more options to buy out
land owners. Another possibility lies in the restructuring of Government subsidies to support ownership
consolidation as a prime policy objective. A related issue is the prohibition on foreign ownership of land.
These restrictions may have to be revisited as the country approaches EU accession (liberalization of
purchases of real estate are part of Stage Two measures in the area of capital movements--see Chapter IV).

Agroindustries are particularly vulnerable to foreign competition and ways to facilitate efficiency
and productivity growth should be considered. One important step would be to phase out the dairy quota
system and export subsidies. The quota perpetuates inefficiencies in the dairy industry and helps marginal
producers to remain in business. Moreover, milk in excess of domestic demand needs to be exported with
subsidies. Phasing out of the dairy quota is also important as a signal to other industries not to count on
protection but rather seek ways to cut costs and become more efficient. Moreover, if granted, protection
would give wrong signals about the expected profitability of modernization investments.

SFMR is turning into an obstacle to market development and ways to make its interventions less
frequent and more predictable should be considered. The space for private sector trade activity needs to be
expanded in order to reduce trading margins and to increase efficiency. Minimum prices should be
gradually reduced below the current level of 90 percent of estimated average production cost, de-linked
from production cost, and reflect carrying charges. SFMR interventions should be based on clear rules and
should become an exception rather than a rule. Moreover, more effective oversight of the four agricultural
support funds (SFMR, SSFAA, SLPF, and SLF) would enhance the trust of the intended beneficiaries and
the public. Each fund should produce an annual report with financial statements, assessment of its
procedures and summary of its activities. This report should be independently audited.

Income support payments to disadvantaged areas should be gradually modified from a per hectare
basis to targeted support programs. This could include capital grants for development of rural
infrastructure, afforestation, rural tourism, and other non-agricultural activities especially in marginal
areas. This would be consistent with EU efforts to reform its agricultural policies. Also, a growing
number of small commodity-specific subsidy programs should be consolidated, simplified and possibly
retargeted to land ownership consolidation.

Access to rural credit should be improved using market-based instruments and techniques.
Preparation of legal amendments and new laws is underway to irnprove collateral law including land
mortgage law. Also, a proposal to introduce a warehouse receipt system is under consideration. These
legislative changes should improve liquidity and access to agricultural credit.

Pre-accession Agenda

There is still a large number of differences in legislation ancl technical norms between the Slovak
Republic and the EU. As part of EU accession, the Slovak Republic would have to implement a large
regulatory agenda to comply with EU requirements and facilitate access of Slovak farm and food products
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to the EU market.55 The first part of this agenda concerns veterinary, plant health and animal nutrition. It
affects a wide range of activities in the farming, production and processing of live animals, and animal and
plant products. The purpose of these measures is to ensure consumer protection, public health, and animal
and plant health by adopting EU regulations governing the movement of live animals, meat and meat
products, fruit, vegetables, and plants.56 The second part of this agenda concerns EU regulations on quality
standards and labeling requirements. The objective of legislative approximation is to bring the Slovak
Republic's whole production system to EU standards.

Besides these technical norms, several other policies might need to be implemented to comply with
the EU Common Agricultural Policies which, in turn, are likely to change and evolve prior to accession
taking place. It is difficult to assess, however, how much effort would be required from the Slovak side
since future EU policies will probably be directed by the following principles:*(i) ensuring compliance of
EU support policies with WTO agreements; (ii) reducing the level of protection to domestic producers vis-
a-vis foreign competition; (iii) partially replacing current price and marketing interventions by targeted
income transfers; and (iv) emphasizing rural development by the provision of basic private and public
services to the rural population. In this framework, it is optimal for the Slovak Republic to pursue a
transparent and free trade strategy for the agricultural sector because many of the measures that are
required to raise productivity, are also more consistent with the likely future EU policy requirements.57

ss For example, it would be necessary to translate about 18,000 pages of EU agricultural legislation into Slovak,
identify differences and accordingly modify Slovak legislation.

56 For example, the upgrading of phytosanitary, veterinary, testing and other laboratories to EU standards is
estimated at Sk 300 million.

57 A package, known as the McSharry reform, was agreed by the EU in 1992 with the main objective to switch
the CAP gradually from price support to income support. Some intervention prices were either lowered or
eliminated (with the accompanying reduction in import tariffs), stricter quotas for intervention purchases were set
aside and the program connected with compensatory payments was launched. As pressure for more reform
continues, it could be expected that EU agricultural prices will gradually move closer to world levels. Also,
support to EU fanners will be decoupled gradually from agricultural output or hectarage and instead linked to a
number of services with specific environmental benefits.



CHAPTER VI: THE LABOR MARKET AND SOCIAL POLICY

Introduction

The overall output recovery and the rapid growth of smaller employers have resulted in
considerable improvements in labor market conditions over the past two years. The implementation of
active labor market programs has also helped stabilize the labor market. In the area of social insurance and
social assistance there are also some favorable developments. Unlike many transition economies, the
finances of off-budget social insurance programs (including pensions and short-term benefits) appear to be
in balance over the next few years, and there has been an effort to reduce the cost of social assistance
programs through the means-testing of family allowances. Finally, the Government is making an effort to
rationalize the various social protection programs, and has also made considerable progress in harmonizing
Slovak social legislation to EU legislation.

This chapter aims at contributing to the Government's efforts by assessing progress and identifying
the scope for additional policy improvements in three closely linked areas: (i) the labor market; (ii) social
insurance programs; and (iii) family support and assistance programs. Such an assessment is guided by
three major considerations, namely, that social programs must be fiscally sustainable (whether they are
financed by social contributions or by the budget), should encourage tax compliance and employment in the
formal sector, and should be effective in alleviating poverty.

T he chapter is structured as follows. The next section reviews the current situation in the labor
market and the status of passive and active labor market programs. It examines, among other issues,
whether unemployment benefits, job search assistance, and active programs may be developed further so as
to promote a flexible labor market and avoid discouraging work. The third section deals with social
insurance. It examines the medium and long-run finances of the pension system, and the scope for reducing
contribution rates in order to encourage employment. It also examines the system of short-term benefits.
The fourth section examines whether social assistance benefits are sufficiently targeted and coordinated, in
order to provide effective poverty alleviation and avoid work disincentives. The final section summarizes
the recommendations provided in the chapter.

The Labor Market

The Current Situation in the Labor Market

After three years of strong economic growth, the Slovak Republic is now experiencing an
improvement in labor market conditions. Employment has been growing slowly but steadily since the first
quarter of 1995, at an annualized rate of about 2 percent.58 In 1996, for the first time since the start of
transition, employment increases were posted not only in services, but also in industry and agriculture. The
driving force behind employment growth continues to be the small business sector, although net job
creation in firms with less thah 25 employees slowed down somewhat in 1996, and self-employment has
stabilized at about 6 percent of total employment. In earlier transition years, the labor market was also
characterized by. substantial reductions in labor force participation of women, but labor force participation
rates have stabilized more recently (Table 6.1).

5 These figures are based on Labor Force Survey (LFS) data, which offer better coverage of the small business
sector than administrative data.



Slovak Republic - A Strategy for Growth and European Integration: The Labor Market... 87

Table 6.1
Labor Force Participation Rates (percent)

1989 1991 1993 D 1995 1996
Total 82.3 79.5 75.8 77.3 77.5
Males 83.9 83.4 82.7 82.5 81.9
Females 80.5 75.3 68.5 71.8 72.7

Notes: The participation rate is defined as the labor force including those person over the age of 15, divided by the working
age population including woman aged 15 to 54 and men 15 to 59.
1/ Data for 1993 is the average of the first three quarters of the year.
Source: OECD (1996), Labor Market and Social Policies in the Slovak Republic, Paris.

The unemployment rate has declined sharply after the start of the recovery, reaching 11 or 13
percent in 1996, according to two different estimates (Figure 6.1). The lowest number comes from the
Labor Force Survey (LFS), whereas the higher comes from the number of registered unemployed, and the
difference is probably due to the tendency of women to maintain registration at labor offices, in order to
qualify for social benefits, even if they no longer have any interest in finding a new job. Therefore, as in
other countries, the lower survey estimate probably reflects more accurately the situation in the labor
market with regard to actual unemployment.

Despite the decline in unemployment, the problem of long-tern unemployment has worsened
further-the share of the unemployed out of work for more than one year increased from about 40 percent in
1994 to more than 50 percent in the first three quarters of 1996 (Figure 6.2). More important, a growing
proportion of the long-term unemployed (60 percent in the third quarter of 1996) has been on the job
market for more than two years. Long-term unemployment continues to be more prevalent among women
than men, and an alarming proportion of the long-term unemployed are in their most productive years.59

Long-term unemployment is concentrated among unskilled and relatively uneducated workers (including
those who have not completed secondary vocational education).

The persistence of substantial regional differences in unemployment rates is also a worrisome
development. In December 1996, registered unemployment rates ranged from 4 percent in Bratislava to
almost 24 in Rimavska Sobota. Whereas other transitional economies have experienced some convergence
in regional unemployment rates,60 in the Slovak Republic the standard deviation of regional unemployment
rates has actually increased over time. Further, the regional differences in unemployment rates in the
Slovak Republic, compared to European countries such as France and Spain, also appear to be substantial
(Table 6.2).61 Lastly, if expected reductions in Slovak employment take place in coal mining and
armaments manufacturing, regional disparities are likely to increase further. Vacancies reported to the
labor exchanges continue to be concentrated in low-unemployment regions, pointing to the need for policies
to encourage labor mobility, and possibly for policies encouraging enterprises to locate in high
unemployment areas.

59 Unlike other countries, where the incidence of long-term unemployment typically increases with age, in the
Slovak Republic the highest incidence of long-term unemployment is registered for both men and women in the 30
to 39 age group.

60 See Boeri and Scarpetta (1996), "Regional Mismatch and the Transition to a Market Economy," Labor
Economics, Vol. 3.

61 While'country-wide standard deviations could be affected by differences in regional population sizes,
masking sub-regional differences in the larger Western European regions, the analysis suggests that in long-
standing market economies, competitive forces have tended to dampen regional differences in unemployment.
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Figure 6.1
Unemployment Rate, 1990-96 (percent)
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Figure 6.2
Long-term Unemployment, 1993-96 (percent of the unemployed)
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The presence of a hard core of long-term unemployed and the concentration of unemployment in
regions with few employment opportunities has reduced the moderating effect of unemployment on wages.
In spite of two-digit unemployment rates, there was actually an acceleration of wage growth in 1996-real
wage increases in the first three quarters of 1996 over the same period of 1995 have been of the order of 6
percent, compared to about 4 percent in 1995. In addition, the real wage increases seemed to have been
generalized, maintaining a relatively flat distribution of wages across sectors and regions62 This may have
reduced incentives for worker mobility across regions, sectors and occupations, and provided negative
incentives for job search, despite the presence of large regional differentials in unemployment.

62 Unlike other transitional economies, the Slovak Republic has not experienced an increased dispersion of its
earnings distribution. See Atkinson, A. and J. Micklewright (1994), Economic Transformation in Eastern Europe
and the Distribution of Income, Cambridge University Press, and Rutkowski, M. (1996), Changes in the Wage
Structure During Economic Transition in CEE. World Bank Technical Paper No. 340, Washington DC.
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Table 6.2
Regional Unemployment Differentials in the Slovak Republic, France and Spain

Year Number Unemployment Standard Coefficient Unemployment Unemployment Top/
of Rate National Deviation ofVariatio Rate of Top Rate of Bottom Bottoe

Regions (percent) Quarie Quartil
(percent) (percent)

Slovak
Republic

1991 38 7 2.02 0.29 9.9 4.5 2.2
1992 38 11.3 3.59 0.32 16.1 6.7 2.4
1994 38 14.4 4.58 0.34 20.7 8.9 2.3
1996 32 12.8 5.20 0.41 '19.8 6.7 3.0

France
1983 11 8.5 1.66 0.19 11.6 7.3 1.6
1989 11 9.5 1.78 0.19 11.6 7.4 1.6

Spain
1983 11 18.2 3.18 0.29 26.7 12.2 2.2
1989 11 17.3 2.85 0.3 25.1 11.8 2.1

Source: Boei, T., and S. Scarpetta (1996),"Regional Mismatch and the Transition to a Market Economy," Labor Economics, Vol. 3 and MoL

The centralized wage setting procedures in the Slovak Republic (a tripartite scheme involving the
Government, trade unions and employers) may also have contributed to the persistence of a very
compressed distribution of wages by sector, region and size of finns. This is because excessive
centralization may be preventing the adjustment of relative wages to differences in productivity and to local
labor-market conditions, although it may also have contributed to the successful stabilization after
independence. The setting procedures can apply over a large number of workers, as the Government has
substantial leverage in deciding upon the extension of branch-level agreements to firms whose workers and
emnployers are not represented in collective negotiations.63

Labor Market Issues and EUAccession

A considerable effort is being' made to adjust the regulatory framework of the labor market to the
EU accession requirements laid down in the White Paper. In particular, regulations on collective
redundancies providing for advanced notification of planned dismissals, and prior consultation with
workers' representatives are included in the new Employment Act passed in 1996. This legislation also
paves the way for the institution of a guarantee fund to pay employees in case of employer insolvency. The
plan is to allocate to this reserve one-sixth of the 3 percent contribution paid by employers to the National
Labor Office. A law on occupational safety has also recently been passed by Parliament, which goes a
long way towards satisfying the requirements for accession to the EU. Remaining provisions concerning
health and safety in the workplace, as well as equal employment opportunity, working time, and provision
of information to and consultation of employees in Community-scale undertakings, are contained in the
draft Labor Code, which the Slovak authorities hope to have approved by Parliament and enacted by 1998.
This is within the timetable laid out in the 1993 Association Agreement with the EU, which actually
permitted some of the more stringent provisions to be adopted as late as 1999.

As the Slovak authorities work assiduously to meet the White Paper requirements, they should not
lose sight of the implications of the EU accession process for the labor market, and should consequently
prepare the ground for admission beyond mere legal adjustments. Indeed, the Slovak economy is likely to
experience increasing competitive pressures, with the increasing economic approximation to EU markets,
particularly in the case of sectors that have been lagging behind, such as the agro-industrial sector. This

63 Although industry-level agreements are binding only on employers represented in collective agreements, the
coverage of collective agreements is 70-80 percent, which is high by EU standards.



Slovak Republic - A Strategy for Growth and European Integration: The Labor Market... 90

points to the need for further restructuring, and for a flexible environment that promotes labor mobility and
allows a greater diversification of wages across industries.

In the area of the labor legislation, Government needs to focus on policies that will encourage a
flexible labor market. There is a wide range of choice in these standards, which vary greatly across OECD
countries. One study of EC countries suggests that the negative impact of strict employment protection
standards is two-fold: countries with high standards of protection appear to have higher rates of long-term
unemployment, and also higher rates of unemployment among persons age 14-24 relative to adults.64 Both
outcomes would be detrimental in the Slovak Republic, where the proportion of long-term unemployment
has been growing and unemployment rates are higher among younger workers.

In attempting to approximate to the EU, the Slovak Republic should also avoid introducing
measures that are not really required for accession, and that could prove detrimental to a successful
adjustment. For example, there are no proposals to exempt small employers from some of the more rigid
labor code provisions, even though such firms may be less able to meet current requirements. One example
of regulatory rigidity is the obligation of small employers to reinstate workers who have been unfairly
dismissed. Such exemptions are usually granted in the EU,65 in recognition of the lack of an 'internal
labor market" in small enterprises, and of the comparative disadvantages induced by the presence of fixed
(e.g. procedural) costs for small businesses.66 The structure of employment already appears to be
changing, with temporary contracts for full-time employment accounting for more than one-third of the new
jobs created in the first three quarters of 1996. This may reflect reluctance on the part of some employers
to deal with restrictions to hire and fire employees. As small and medium-sized firnms represent the engine
of employment growth, it would be highly undesirable to hinder their expansion.

Once stabilization is consolidated, and the need for a wage policy to complement the exchange rate
anchor is reduced, the scope of decentralized, enterprise-level bargaining should be increased. Most EU
countries are currently expanding the scope of their decentralized wage bargaining, and linking wage
setting to firm performamce. The extension of the coverage of collective agreements to small units should
not be granted automatically. Yet in 1996, 15 out of 16 requests for extensions of branch-level agreements
were granted by the Ministry, involving about 450 employers.

Another impediment to a successful labor market lies in the resistance of eniployers to high social
insurance contributions and other types of payroll taxation. Surveys of small employers67 suggest that
excessive social security contributions represent an important impediment to the development of. small
enterprises (in addition to lack of credit and to severe procedural obstacles to the start-up of new
businesses). Total social security contributions in the Slovak Relpublic amount to 50 percent of gross
wages, whereas the average contribution rate for the EU countries is 36 percent (Table 6.3).

64 An OECD study rates employment protection as relatively lovv in Denmark, Ireland, and the United
Kingdom, and relatively high in Italy, Portugal and Spain. See the OECD Jobs Study (1994).

65 To give a few examples, in Italy, firms with less than 15 employees are not compelled to reinstate workers
who had been unfairly dismissed; in Germany, tighter employment sectrity regulations apply only to firms with
more than 5 or 20 (in the case of collective layoffs) employees; in France, the threshold scale for the application of
employment security regulations is 11 employees.

66 In consideration of these disparities, the new Employment Act has lifted quotas on the number of disabled
employees (and associated penalties) on firms with less than 25 employees.

67 OECD (1996), Small Business in Transition Economies, Working Papers, Vol. IV, Paris.
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Table 6.3
Statutory Social Contributions Rates in the Slovak Republic, Europe, and the OECD

(percent of the gross wage bill)
Country Employers Employees Total Of Which: Pensions

Slovak Republic 38.0 12.0 50.0 28.5

European Union 23.6 12.9 36.5 20.6
Oesletn Europe2 22.1 11.7 33.8 19.3

OECD- 16.2 8.6 24.8 13.2
1/ Unweighed average of he EU-15 excluding Damk
2/ The above plus unweighted average of Iceland, Norway, and Switzerland
3/ The above plus unweighted average of Australia, Japan, Mexico, New Zealand, and the US.
Source: OECD, The Tax and Benefit Position ofProduction Workers, Pais.

There should be efforts to reduce contributions for pensions, sickness and employment insurance,
as the fiscal situation pernits. High taxes on labor are not only harmful to job creation, but they may also
encourage widespread tax evasion. While this is currently less of a problem in the Slovak Republic than in
other transition economies (perhaps in part because the proportion of employment in small firms is
currently less than the proportion found in EU economies), small firms typically cannot afford the same
compensation costs as larger enterprises, and are more difficult to target for audit and enforcement. Thus,
if taxes are too high, fewer small firms will be established, wages will tend to be under-reported, and the
size of the informal sector will tend to increase. The experience of other transitional economies suggests
that in an economy undergoing rapid structural change, a vicious circle of increasingly high tax rates and a
shrinking tax base could be set in motion.

Unemployment Benefits Policy

The new Employment Act approved by Parliament in December 1996 has refined the
unemployment benefits system. Firstly, the link between the maximum duration of benefits and the age of
applicants is phased out, to avoid unfair treatment of those who had started work early in life. Under the
new regulations, and consistent with insurance principles, the maximum duration of benefits is linked to the
length of the contribution period." Secondly, a six-month "waiting period" is introduced before
unemployment benefits are granted to school-leavers, creating greater incentives for active job search.
Thirdly, "job-quitters" have become entitled to unemployment benefits (for a maximum duration three
months shorter than that of workers who are unemployed as a result of dismissal), encouraging labor
mobility by decreasing the risks associated with job-to-job shifts. Finally, free social insurance is to be
provided only to unemployment benefit claimants.

The new Employment Act also offers a clearer definition of a "suitable" job offer that the job-
seeker should accept in order to have unemployment benefits or social assistance payments continued. The
definition is broadly in line with ILO conventions, and should allow a stricter and less controversial
enforcement of work tests. Significantly, reference is no longer made to the presence of dependent children
in the family, an excuse which seems to have been frequently used to reject job offers without losing social
benefits. Moreover, only physicians appointed by labor offices, as opposed to those chosen by individuals,
will be allowed to issue certificates stating the "unsuitability" of the job for health reasons.

a In detail, those with a contribution record of less than 15 years are eligible for at most 6 months of
unemployment benefits, those with more than 15 but less than 25 years of contribution can draw unemployment
benefits for up to 9 months, whilst those who have an employment record of over 25 years are eligible for a
maximum of 12 months of benefits.
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With no extended unemployment benefits offered to the long-term unemployed, the interaction
between unemployment benefits and social assistance is crucial. Due to the increasing incidence of long-
term unemployment, more registered unemployed receive social assistance than draw unemployment
benefits (Figure 6.3). Further, a non-negligible proportion of unemployment benefit recipienits also draw
social assistance to top up their incomes. This means that many unemployed benefit claimants do not
experience the reduction in replacement rates over time envisaged by the Employment Act. These
recipients may find it disadvantageous to take up jobs at the lower end of the wage distribution and
frequently fall into "unemployment traps".69

While "poverty traps" discourage employment in many OECD countries, the problem in the
Slovak Republic is compounded by the presence of a compressed wage structure and by passive attitudes
towards the state provision of income support inherited from the previous system. The incentives in the
entire system of cash benefit payments need to be reconsidered to minimize work disincentives. Further,
stricter enforcement of job search and availability-to-work tests for individuals receiving social assistance
may greatly enhance the incentives to find a new job. This calls for greater co-ordination between social
welfare centers and the labor office network, including more stringent conditions relating to the frequency
with which social assistance recipients should report to labor offices.

Active Labor Market Policies

The new Employment Act merged the Public Employment Service (PES) administration,
previously under the direct responsibility of the MOL, with the management of the Employment Fund by
instituting a new independent administration, the National Labor Office (NLO) and its tripartite self-
governing bodies. According to the Slovak authorities, this will complete the institution-building process
launched by the creation of the Health, Sickness and Pension Funds, establishing self-governing and
financially autonomous administrations in charge of all the substantive social programas.

There is a strong commitment on the part of the Slovak authorities to implement active labor
market programs. These programs consist of socially purposeful jobs (SPJ), training programs, and
publicly useful jobs (PUJ), the Slovak denomination for public works. On the average, each SPJ roughly
costs 2.5 times the average unemployment benefit. Direct job creation programs like public works are even
more costly from a public finance standpoint, especially considering that they are partly funded by local
communities. The total annual number of unemployed entering SPJ programs significantly increased
in the 1993-95 period: inflows increased from 33,500 persons in 1993 to 43 000 in 1995 (Table 6.4). The
increase in inflows into PUJs was even steeper--from 15,000 persons in 1993 to 45,000 in 1995. In 1996,
however, SPJs were significantly scaled down, whilst inflows to PUJs were stabilized.

69 For example, an unemployed worker in a household without other earners and with two dependent children
aged over 15 could have received Sk6,350 per month in 1995, compared with a gross average wage of Sk7,144.
See also Lubyova and van Ours (1996), "Work Incentives and Other Effects of the Transition to Social Assistance:
Evidence from the Slovak Republic," paper presented at an IHS-OECD workshop, Vienna.
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Figure 6.3
Registered Unemployed, Unemployment Benefit Claimants and Social Assistance Recipients
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Table 6.4
Passive and Active Labor Market Policy Programs

Expenditures as percent of GDP Inflows as percent of the Labor Force

1993 1994 1995 1996" 1993 .1994 1995 1996

1) Passive Programs 0.50 0.38 0.31 0.54 7.80 5.06 5.40 4.14
(Unemployment Benefits)
2) Active Programs 0.28 0.41 0.70 0.56 2.72 2.91 4.40 2.68
Of which:
a) Socially Purposeful Jobs 0.20 0.35 0.52 0.33 1.44 1.55 1.84 0.97
b) Publicly Useful Jobs 0.04 0.04 0.15 0.20 0.53 0.64 1.74 1.43
c) Training and Retraining 0.03 0.02 0.03 0.03 0.75 0.72 0.81 0.27
Subsidized Employment 0.25 0.39 0.67 0.54 1.97 2.19 3.59 2.40
Active/Passive Policies 0.56 1.08 2.27 1.04 0.35 0.57 0.81 0.65
OECD
Active Policies2 ' 0.91 0.90 0.92 n.a. 6.95 6.41 6.13 n.a.
Subsidized employment 0.23 0.23 0.22 n.a. 1.69 1.66 1.33 n.a.
Active/Passive 0.50 0.52 0.55 n.a. n.a. n.a. n.a. n.a.

n.a: not available.
1/ Estimates
2/ Calculated as average of 22 countries with the available data, OECD (1996), Employment Outlook (July).
Source: Ministzy of Social Affairs and Family of the Slovak Republic.

The new Employment Act considerably broadens the scope of wage subsidies to include support
for mobility and housing costs faced by employers when hiring unemployed residents in other districts.
Less strict standards in the concession of job creation grants and loans may give labor offices greater
flexibility in tailoring such programs to local labor market conditions, but they may also open room for
misuse, such as subsidization of jobs in ailing enterprises. Public work programs are also maintained
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under the new law. In most cases they represent, after all, the only job opportunity that can be realistically
offered to the long-term unemployed and, hence, have lower deadweight losses than SPJs, and may also be
used to enforce work-tests for social assistance beneficiaries more strictly.

Contrary to most OECD countries, more resources are allocated in the Slovak Republic to active
than to passive policies (Table 6.4). Participant inflows into SPJs, PUJs, and retraining courses made up
almost 4.5 percent of the labor force in 1995. Employment subsidy programs of a similar size can be
found only in Sweden. The experience of OECD countries suggests that active programs work best when
they are narrowly targeted on specific problem groups, rather than implemented on a wide scale, and
without sufficient staff to carefully select applicants and their potential employers.

The effectiveness of such programs is not always very encouraging, as evidenced by estimates of
significant "deadweight" losses-the participant in the program would have got the job even in the absence
of the subsidy.70 While further analyses could shed more light on the impact: of such programs, the
available evidence suggests that authorities should avoid expanding them. Also, imore careful supervision
of the implementation of these programs by the newly established National Labor Office is warranted. The
monthly reports produced by the Ministry already offer a great deal of information, but better indications
as to the effectiveness of various programs can only come from access to microdata on samples of the
registered unemployed.

The vacancy coverage rate of the PES is still very low, despite improvements in macroeconomic
conditions and the compulsory reporting of vacancies to the PES by employers. Greater efforts on the part
of the PES to maintain relations with employers and competition with private placement agencies could
contribute to enhancing the brokerage function of the PES. Also, authorities should avoid the ongoing
reorganization of the NLO, involving the creation of 78 district labor offices and 8 regional offices. This
will lead to larger overheads and a loss of client-orientation.

Social Insurance

The Government is preparing comprehensive reforms to social insurance iprograms, including old-
age, disability, and survivors' pensions, as well as short-term benefits, such as sick leave and maternity
leave. Starting from relatively favorable demographics and fiscal balance, thke time is opportune to
undertake a fundamental pension reform, as the impact of reforms in the pension area typically matenralizes
only after a number of years. Short-term benefits also need to be reviewed, in order to avoid waste of fiscal
resources and adverse effects on the labor market. Indeed, while sick leave and maternity leave benefits
take up far fewer resources than pensions, employers and employees may be using sick leave as a substitute
for unemployment insurance, and extensive mandatory maternity leave may discourage small and medium
employers from hiring women in skilled occupations. Maternity leave is costly as new mothers must be
guaranteed jobs upon their return and temporary workers must be employed in the meantime. The
additional costs of hiring and training replacement workers can be substantial if company-specific skills are
required.

70 A recent study suggests that up to 50-70 percent of SPJs in the Slovak Republic probably involved
deadweight losses. Bednarik. L., et al (1996), Evaluation of the Effectiveness of the ALMP Expenditures in the
Districts of Lucenec and Rimavska Sobota" unpublished manuscript, Bratislava. A cross-country analysis is
provided in Boeri, T. et al. (1996), Lessonsfrom Labor Market Policies in Transition Economies, OECD, Paris.
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The Current Status ofPensions

The public pension system in the Slovak Republic seems to have fewer problems than those of
many other transition economies. First, the Slovak Republic is in a relatively favorable demographic
position, with only 15 percent of the population age 60 and over. Second, the increase in new pensioners
between 1989 and 1991 was lower than that reported by other countries in the region. Third, the ratio of
pension expenditures to GDP, at 8 percent in 1996, is not exorbitant compared to other Central European
countries. Fourth, the pension fund has been in balance since 1995, and should continue to accumulate
some moderate surpluses during the next few years, if revenue collection performance is maintained and the
Government avoids granting excessive and ad-hoc increases in benefits. Finally, the 27.5 percent
contribution rate, although very high by international standards, is somewhat lower than some of its
neighbors. However, the pension system in the Slovak Republic and the other countries do need reforns
designed to ensure long-run viability and remove distortions in the labor market (Box 6.1 provides a
description of the Slovak pension system).

Box 6.1 The Slovak Public Pension System
The Slovak pay-as-you-go (PAYG) pension system provides employment-related pensions for old-age, disability,
and survivors through contributions from employers, employees, and the self-employed. It receives further funding
for the unemployed and an annual assessment from the State budget for soldiers, students, and non-working
parents. In addition, a small number of pensions are provided through the system that are not based on
employment eligibility.
The pension system was provided off-budget financing in 1993 through the creation of the National Insurance
Company. In 1995, the National Insurance Company was divided into two public service institutions-the General
Health Insurance Company and the Social Insurance Company (SIC). The latter includes the pension fund and the
sickness fund. Other state social support payments (non-systemic benefits) are also administered by the SIC.
Normal old-age benefits are paid to persons who have worked 25 years and who have reached age 60 for men or
ages 53-57 for women, depending on the number of children they have raised. Pensions are based on the best 5 of
the last 10 years of earnings. The wage base equals 100 percent of the first Sk2,500 monthly earnings, 33 percent
of earnings between Sk2,500-6,000 and 10 percent of earnings between Sk6,000-10,000. The replacement rate
ranges from 50 percent for a 25 year career to a maximum of 67 percent of the wage base for those with longer
years of service.
Pensions adjustments are triggered every time wages increase by 5 percent or prices increase by 10 percent. The
exact amount by which pensions are raised is ad-hoc, although they have in practice been indexed to wages.
Special provisions are applicable to pensioners in particular labor categories, such as coal miners (the so-called
categories 1 and 2), which lead to earlier retirement ages and more generous benefits.

Like other transforming countries, the Slovak Republic experienced a surge of new pensioners in
the early stages of the transition (20 percent between 1989 and 1991), as the pension scheme was partly
used as a buffer against rising unemployment. It has since then succeeded in reducing sharply the number
of new pensioners, as indicated by a 40 percent decline in the number of new old age and disability
pensioners since the early 1990s. It would appear that pensions no longer continue to be used as an
instrument to control unemployment, even though workers within two years of retirement are still eligible
for pensions in cases of workforce reduction. Despite recent efforts to curtail the number of pensions paid,
1.2 million pensioners received 1.4 million pensions in 1995 (Table 6.5). The number of pensions paid is
greater than the number of pensioners as many women receive two pensions-one in their own right and one
as a widow. Overall, 22 percent of the population received a pension in 1995. More worrisome, however,
is the fact that very early retirement is bound to continue to exert considerable pressure on the finances of
the system.
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In the short run, over the next few years,
projections of the PAYG system indicate that, if Expenditures Table 6.5
there is no disruption in collection performance Pensions Expenditures Percent
(i.e. no increase in tax evasion) and no ad-hoc Paid (percent of of Total
increases in benefits, pension fund deficits (thousands) GDP)
should not occur. However, even under these TOTAL 1,381 8.1 100Old Age 723 5.1 62.9
assumptions, the financial situation of the fund is Disability 223 1.5 18.5
not sustainable in the long-run. Based on Widows 290 1.0 12.9
baseline assumptions about future demographic Partial Disability 55 0.2 2.9
and economic outcomes, current expenditures Orphals 39 0.1 1.1

Old Age 1 7 0.0 0.8
will exceed current revenues by the end of the Social 8 0.0 0.5
next decade, and the fund's assets will be Spousal 19 0.0 0.3
exhausted in 2018.'7 If reforn measures are not Widowers 3 0.0 0.1
taken, the pension deficit would gradually Other 0.084 0.0 0.0
increase to 3 percent of GDP by 2024, and Source:M ofScalAfaiand Family.
would end up at almost 6 percent of GDP by 2050 (Figure 6.4). If budgetary subsidies were used to
balance the fund,72 substantial cuts in government expenditures would be necessary, or the contribution rate
would have to be increased to 34 percent of payroll.

One important measure taken by Government in 1996 was the passage of the private pension law
which, for the first time, permits the establishment of supplemental pensions through the workplace. This
legislation allows private pension plans to be established through employer-employee agreements and
managed as non-profit entities by pension companies. These plans will be multi-employer plans, as
regulations require a minimum coverage group of 100,000 employees. To date, only one plan has had its
application approved by the Goveurnent, although three other applications are being processed.

One of the chief motivations for the establishment of these plans is the anticipated abolishment of
special pensions for the so-called Category 1 and Category 2 workers (e.g., coal miners). It was envisaged
that supplemental pensions provided by private plans could substitute for special provisions granted to
these workers. However, while legislation abolishing these special early retirement provisions was enacted
and scheduled to become effective in 1994, there have been some clelays in implementation. The private
pension fund law delineates investment guidelines, but the bulk of new assets will be i nitially deposited with
the banking system, and some of the funds' resources are also expected to be placed as loans to individual
plan employers (subject to a limit of 10 percent of the fund's total assets). This is expected to provide an
inducement for more employers to join a plan, but needs to be carefully monitored to prevent abuse and
future financial problems. More generally, the introduction of private pension funds raise the need for a
good regulatory and supervisory framework in the Slovak Republic.

7' These simulations use a model of the Slovak pension system developed as an extension of an earlier model
used by the MOL. The current fund balance is defined as current revenues from contributions less promised
benefit payments. Interest income and expenditures are not included. The base case econiomnic scenario assumes
GDP growth of 5.5 percent in 1997, gradually declining to 1.4 percent per annum in 2015. The unemployment
rate in 1997 is projected to be 10.5 percent, gradually declining to an equiilibrium rate of 7 percent in 2010. The
overall fertility rate is assumed to increase from 1.52 to 2.05 by 2008. The long-run assumptions are generally
consistent with those forecasts for established market economies.

72 The funds received by the budget to cover entitlements for soldiers, students, and non-working parents are
not considered subsidies to the fund. These expenditures are assumed to continue throughout the projection period.
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Challenges for Future Pension Policies

The Govenmment's concept paper provides the major guidelines for the new social security system:
(i) benefits from social insurance should be strictly tied to economic activities performed in the past; and
(ii) social insurance should continue to be compulsory and provide benefits on a PAYG basis. The
document raises many unanswered questions, however, about the way in which these guidelines will be
translated into actual legislative and regulatory provisions. Consequently, there is space to make informed
decisions about system design.

Figure 6.4
Projected Balance of the Pension System, Base Case and Partial Reforms (percent of GDP)
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The proposed new social insurance legislation is scheduled to be drafted and enacted in two stages.
The primary components of the first stage are likely to include: (i) lengthening the service requirement for
old-age pensions from 25 to 30 years; (ii) lengthening the period included in the wage base from the best
five of the last 10 years to lifetime career earnings; (iii) changing the pension earnings base to a point
system; (iv) reducing the maximum income included in the base; (v) indexing for inflation on a scheduled
basis; and (vi) removing social benefits from the fund. Hopefully, the already enacted legislation to remove
Category 1 and Category 2 early retirement eligibility would be made effective as well. However,
legislation to increase the normal retirement age will not be considered until 1998.

Actuarial simulations of one possible set of illustrative reform policies (but not specifically those
proposed by Government at this time) indicate that early reforms of the PAYG system could delay the date
at which the pension fund balance will turn negative. The scenario of partial reforms simulated here
includes the elimination of early retirement, the phase-out of partial disability pensions, the phase-out of
wives and social pensions, and the switch from wage indexation to a mixed indexation formula comprising
wages and prices with equal weights (the Swiss indexation formula). Under these assumptions, the pension
fund would shift into deficit in 2015 and would run out of its accumulated assets in 2037 (Figure 6.4).
This represents a considerable improvement compared to the current system, but it should be noted that it is
still insufficient to restore long-run equilibrium.73 Note also that changes in indexation of pensions

73 Taking into account interest income, the fund would shift into deficits only in 2025. However, the deficits
would increase rapidly at the end of the projection period, because of fast growing interest expenditures.
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becomes frequently a politically sensitive topic, but most OECD countries have already abandoned full
wage indexation, in efforts to reduce the underlying imbalances of their pension systems. Recent examples
within the EU include France and Italy, which have adopted price indexation, and Finland, which has
adopted a mixed indexation formula.74

While the overall direction for pension reform is clear, many important questions remain
unanswered, in particular regarding the computation of benefits. In the projections produced to date, the
combination of changes proposed, including (i) lengthening the service requirement for old-age pensions
from 25 to 30 years; (ii) lengthening the period included in the wage base from the best five of the last 10
years to lifetime career earnings; (iii) changing the pension earnings base to a point system; (iv) reducing
the maximum income included in the base, are assumed to result in an average entry r eplacement rate that
is identical to the current system (around 60 percent of net average wages). This result is not self-evident,
however, and there will be pressures to increase replacement rates. Further, current plans would increase
the number of credited non-employment years for caring for children at home from three to five years of
age for each child. With continued very favorable early retirement ages, the incentives for childbearing
would be out of step with current European practice. Ultimately, the actuarial model used by Government
to evaluate reform proposals must be able to incorporate all proposed changes into the modeling process.
This will involve further immediate model development to meet the targets Government proposes.

Figure 6.5
Projected Balance of the Pension System with Partial Reforms,

Reduced Contribution Rates and Increase in the Retirement Age (percent of GDP)
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One of the most important decisions Government must reach is how and when to raise the
retirement age. Raising the retirement age to 63 for men and 60 for women would restore long-run
equilibrium (defined as a zero asset position at the end of the projection period),75 and allow for a 3 percent
decrease in the contribution rate that could foster a moderate expansion of employment (Figure 6.5). An
even better policy would involve an increase in retirement ages in line with those of Western Europe, by
gradually raising them to age 65 for both men and women. While life expectancies may be lower than

74 See European Commission (1996), "Ageing and Pension Expenditure Prospects in the Western World,"
Reports and Studies, No. 3, Brussels.

75 This implies the full use of assets accumulated during the initial period.
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those of the EU countries now, the Slovak Republic could expect gradual improvements in life expectancies
in line with the gradual convergence of its per capita income to EU levels. If retirement ages were raised to
EU levels, the fund would achieve long-run equilibrium, and the contribution rate could be set at 21 percent
for the long run (Figure 6.5), a reduction of 6.5 percent from current rates that would bring it very close to
the European average (Table 6.3), generating more significant effects on the labor market.76

To reduce future deficits and maintain a minimum levels of assets relative to the fund's obligations,
the authorities would have either to implement more moderate reductions in contribution rates, or make
efforts to reduce further expenditures. This could be achieved by a full move to price indexation. The
second alternative would generate stronger benefits in the labor market, and could also open room for a
faster expansion of the voluntary private pension system. Since the tax incidence of payroll contributions
usually falls on the employee, the decrease in contribution rates would probably lead to an increase in net
wages. In such a circumstance, both employers and employees would become more interested in expanding
the private pension system. If the complementary system were to become sufficiently widespread on a
voluntary basis, Parliament might decide to expand private pensions to all employees.

The key requirement of the pension system for EU accession is to harmonize social security
schemes in order to facilitate coordination and ensure portability across countries. This coordination
requires the development of an up-to-date system to track social insurance entitlements for all contributors.
An additional administrative consideration, not directly linked to EU accession, but important for the long-
run finances of the system, is the improvement of collection and compliance procedures. While social
insurance assessments suggest that 95 percent of all contributions are collected, calculations based on labor
force figures and average earnings suggest that the compliance rate may be somewhat under 80 percent.
As the number of small employers multiplies and companies change ownership or go out of business, better
auditing and targeting procedures will be needed to ensure a high rate of compliance. As mentioned before,
efforts to reduce the contribution rate would also greatly enhance incentives to comply.

The Current Status of Short-term Benefits

Short-term social insurance benefits associated with employment are financed by a 4.8 percent
payroll contribution, 1 percent of which is levied on the employee. Short-term benefits include sickness
benefits, family leave, maternity leave, payments made to women who switch to lower paying jobs during
pregnancy, funeral leave and childbirth benefits.

76 Taking into account interest income, the fund would shift into deficits around 2038. The deficits would
increase rapidly after that date, due to growing interest expenditures.
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As the bulk of these benefits are Table 6.6
payments to workers in support of lost wages, Expenditures of the Sickness Fund, 1995
they appropriately fall under the rubric of social Recipients Expenditures Percent of
insurance. The sick-leave benefit formula is (Gousn) (percent of total

generous, with payments made at a rate of 70 Total n.a. 1.1 100
percent of the individual's net daily wage for the Sickness 2,630 0.9 76
first three days of illness, and 90 percent Benefits
thereafter (although benefits are limited to Sk300 Materity Leave 357 0.2 15Famifly Leave 456 0.0 5
per day). Duration is based on medical Child Birth 49 0.0 3
certification. Maternity benefits are set at 90 Funeral 50 0.0 1
percent of the daily net wage for a period of 28 Wage 8 0.0 0
weeks with the same Sk300 limit. These Equalization

n.a.: not available
benefits are relatively expensive, amounting to Source: Ministy of Social Affairs and Family.

around 1.1 percent of GDP in 1995 (Table 6.6).

The primary focus of short-term benefit reform must be on the provision of sick leave, which
increased during transition in concert with the rise in unemployment. In 1989, 4.4 percent of the insured
workforce was out on sick leave, whereas in 1995 that percentage had risen to 5 percent (although it has
tended to decline from the 5.2 percent peak reached in 1993). The use of sick leave as safety valve against
unemployment does not even require the collusion of certifying physicians, as employers encourage workers
to apply for sick leave in borderline cases of illness. For workers making less than the average wage,
taking sick leave results in little income loss, and clearly provides higher benefits than unemployment
insurance. By contrast, unemployment benefits are initially 60 percent of the net wage, and 50 percent
thereafter. Consequently, the expanded use of sick leave can lower expenses for employers, reduce the
need for layoffs, and/or lengthen the period of paid unemployment for workers.

One reform under consideration would transfer the initial responsibility for sick leave from social
insurance to the employer. This measure would certainly reduce abuse, but the duration of employer-
financed sick leave should be limited, to maintain incentives for enterprises to comply with the law and
continue to make sick leave contributions. Further, the medical conditions under which sick leave can be
granted should be reviewed to determine whether they need to be more stringent. A product of this analysis
could be the identification of patterns of abuse. The statistical monitoring of sick leave should be continued
to ensure that these benefits are not substituted for, or used to extend, insured unemployment.

Throughout Europe, maternity leave is provided through social insurance. Like retirement, it
represents a life cycle event rather than a true insurable risk, since insurable risks are generally beyond the
control of the insured and free of moral hazard. At this juncture, maternity is likely to present a greater
risk to the employer than the employee. Government might wish to reconsider its current policy of six
months of paid maternity as small private sector employers may become reluctant to hire women of
childbearing ages in jobs in which significant on-the-job training is required. The fixed costs of hiring and
retraining replacement employees are relatively higher for small employers. Consequently, the Government
may consider reducing the period of maternity leave for small enterprises.
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Family Support and Social Assistance

The Current Situation

Two types of non-employment related Table 6.7
benefits are provided in the Slovak Republic: Expenditures on Social Programs, 1995for ~~~~~~~~~~~~~~~~~~Recipients Expenditures
(i) support for families through state-funded (thousands) (percent of
cash-benefit programs; and (ii) social GDP)
assistance and services for needy farnilies and Family Support n.a. 2.5
individuals (funded through the budget and Child Allowances 673 1.9

madthlocal level)." Fanily support Non-working Parent 154 0.4
managed at the local level). Farruly support Health and Recreational Facility 92 0.1
currently includes means-tested child (spas)
allowances, parental allowances for non- Soldier's Rent 0.2 0.1
working parents, expenditures for health and Military Family Sustenance 9 0.0
recreational facilities, and allowances for the Social Assistance n.a. 1.1

Families with Children 179 0.5
families of soldiers. Family SUPPOrt Individuals with Special Needs 167 0.3
expenditures have amounted to 2.5 percent of Elderly n.a. 0.1
GDP, with child allowances accounting for the Severely Disabled 132 0.1
majority of the spending (Table 6.7). Social Subsistence Contribution 130 0.1

assistance provie cs b t to n Socially Non-adaptive Individuals 4 0.0assistance provides cash benefit to needy nra.: not available.

families on a one-time or ongoing basis and in- Source: Ministry of Social Affais and Family.

kind goods and services, including institutional care. Social assistance expenditures have amounted to
around 1.1 percent of GDP, with almost half of the funds also directed towards families with children
(Table 6.7).

Child allowances have been means-tested since 1994, with the cut-off related to the official
minimum living standard. Specifically, child allowances are received by families with children whose
incomes are less than 1.5 times the minimum living standard and families with children whose income is
between 1.5 and 2 times the minimum. Despite means-testing, these benefits account for 75 percent of the
social support payments provided by the State. Overall, 48 percent of all families are in the first group,
and 30 percent are in the second group, showing that the means-testing mechanism is generous, only
excluding the upper quartile of the income distribution. The per-child allowance granted families in the
first group is one-half the minimum living standard; the allowance for the second group is one-third the
minimum. Allowances are graduated according to the age of the child, with a higher amount granted to
older children. With no scale factor built-in, families with many children automatically receive benefits
higher than the minimum wage.

Recommendations for Further Improvements

Government is in the process of developing new legislation to substantially reform both family
support and social assistance programs. Since the bulk of payments are directed towards families with
children, the focus of reform should rest in this area. Govenment's framework for reform stresses
redistribution between families with children and other families; and between higher and lower income
groups. It also indicates the need for families to provide for themselves. Cost-effective guidelines for

77 While a complex of social services are provided, this section focuses primarily on cash benefits which make
up the bulk of social assistance expenditures.
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reform which are consistent with the principals cited above would include expenditure control, improved
targeting of the poverty population, and the minimization of work disincentives.

The most obvious way to exercise expenditure control would be to reduce the number of families
eligible to receive child allowances. The current system is too generous, as most families not only receive a
child allowance, but may also receive a Sk750 per child tax exemption under the income tax. If child
allowances were targeted to the lowest quartile of the income distribution, expenditures would be reduced
and a floor of protection provided. The narrowing of eligibility may also require the reconstruction of the
minimum living standard, which is under current consideration. Any new standards should be designed
according to international norms and should scale consumption requirements by family size, so that benefit
eligibility is not unduly biased towards large families. Allowances for non-working parents should also be
means-tested, as there is no need to subsidize one-earner families who can care for their children on their
own. Allowances should be designed to supplement other sources of income to ensure that poor families
reach a minimum consumption standard. Consolidation of parent and child allowances into one unified
system of payment would be the most efficient form of targeting.

One concept under current discussion is the expansion of benefits to include a housing allowance
for families who would be unable to afford low-cost housing under free market conditions. This draft
legislation will be considered in conjunction with government housing policies to free the rental market. A
housing allowance could help overcome some of the constraints that a thin housing market places on
population mobility, but it should be limited and closely coordinated with other cash benefit programs, to
avoid manipulation of the system by beneficiaries.

Family support programs should also be closely coordinated with social assistance to ensure that
all sources of income are included in the determiination of each allowance or grant. Benefit coordination
could be achieved in a number of ways. For example, regional differences in living costs for families
eligible for child allowances could be addressed through supplementary social assistance payments. One
policy currently under consideration is to have district social assistance offices pay out all allowances and
grants. This would be strengthened by the development of a central data base to track benefit recipiency
and help control fraud and abuse. Currently, beneficiaries are required to report on their income only once
a year. Substantial changes in economic status are likely to take place among recipients, particularly
among the unemployed. Consequently, a consistent strategy to identify and track recipients most likely to
experience an unreported change in income would be important for expenditure control and policy
development.

Survey data on income recipiency could be used to analyze work disincentives inherent in cash
benefit programs. Monthly payments per recipient family average roughly half the minimum wage for
child allowances and social assistance. Thus, there appears to be little incentive for recipients to select one
benefit rather than another or to prefer social assistance to work. However, beneficiary families can
receive more than one benefit. For example, allowances for non-working parents also average half the
minimum wage and benefits for families with many children quickly exceed the minimum wage. Multiple
benefit recipiency may create incentives to avoid job search and remain out of the labor market. The
receipt of social assistance by the unemployed may create work disincentives under current program
conditions. Further, sick leave benefits may also be used by employers to avoid paying wages, or by
employees to avoid registering for unemployment. Work disincentives and/or false reporting may be
particularly compelling due to the relatively narrow distribution of wages and the sharp reduction in family
allowance payments when an income-eligibility threshold is crossed. Consequently, in addition to targeting
benefits to the poor, social policies should be explicitly designed to make work more attractive than benefit
recipiency.
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Several social programs appear anomalous in a market economy. Support to mtilitary fhainlies
would be better placed within the military budget and not as state social support, even if benefits are
ultimately distributed at the social assistance offices. Further, expenditures on health and recreation
fitcilities should be operated on a fee basis and privatized as recreational facilities. To the extent utht these
fitcilities serve as sanitariums, they should be included in health insurance expenditures. Lastly, several
special provisions could be elfiminated, including additional benefits for additional children.

Many proposals under current consideration by Government have positive features. For example,
measures to encourage school attendance that are coordinated with family assistance would have imnportant
national benefits if they encourage poor families to invest in education. The shift away fromn
institutionalization to foster care represents an initiative that is finding favor in many countries, because it
is both cost-effective and generally ensures that children receive better care. Incentives to provide home
care for the elderly and disabled often have similar beneficial effects. The overall thrust of Governmnent
policies, to grant district offices greater autonomy in the provision of services and encourage private
delivery of services can potentially improve efficiency and quality. At the same timne, Government will need
to monitor the budget allocated to social assistance programns closely, as district offices will have incentives
to increase the size of their programs, while assisting groups with special needs, such as the elderly and
disabled. Further, the allocation of funds across districts should be done using objective criteria, as such
funding could be subject to the whims of the political process.

Summary of Recommendations

Labor Law and Labor Market:
* Exempt small employers from specific restrictive provisions on hiring and firing
* Increase the scope for decentralized enterprise-level bargaining
* Grant extensions of collective bargaining agreements with caution
* Reduce contribution rates to the Employment Fund

Unemployment Benefits:
* Coordinate unemployment insurance and social assistance to reduce work disincentives
* Enforce job search and availability-to-work tests more strictly
* Active Labor Market Programs
* Target programs to groups most likely to benefit
* Institute program evaluation on an ongoing basis
* Remove mandatory reporting of job vacancies to employment office

Pensions:
* Remove social benefits; limit disability pensions
* Restructure benefit formula, providing a floor of protection
* Avoid increasing average replacement rate
S Institute Swiss indexation formula
* Raise retirement age gradually to Western European standards
* Develop system to track pension entitlements on an ongoing basis
* Reduce contribution rates
* Monitor performance of private pensions; consider mandatory coverage

Short-term Benefits:
* Shift initial days of sick leave to the employer
* Reduce period of miaternity leave required for small firmns
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Social Support and Social Assistance:
* Redesign minimum living standard according to international norms
* Develop coordinated means-tested programs that reduce notches and work disincentives
* Develop a coordinated data base to analyze programs and monitor recipients



CHAPTER VII: THE CHALLENGE OF EU ACCESSION FOR THE ENVIRONMENT

Introduction

As most other CEE countries, the Slovak Republic (then part of Czechoslovakia) also suffered
from 40 years of environmental negligence under the former central planning system. After the political
changes at the end of the 1980s, the significant damage inflicted on water, air, and soil over the last 40
years became evident. Those damages were mostly concentrated in the heavy industrialized regions of the
country. Over the past seven years, considerable environmental improvements were achieved through new
environmental policies, but also through the decline of heavy industries, which remain the major cause of
Slovak environmental problems.

This chapter aims at contributing to the Government's efforts, by reviewing the progress aready
achieved in improving the environment and identifying the policies that should be put in place to ensure
continuing progress in this area. The chapter is structured as follows. The second section reviews briefly
the current situation in the environmental area. The third section examines the implications of EU
accession for environmental policy, examines the progress already achieved in the area of legal
approximation and compliance, and presents preliminary estimates of the investments required for
compliance with EU requirements in the environmental area. Finally, the last section provides an
evaluation of the revolving environmental fund--the scheme which is being envisaged to finance
environment expenditures.

The Quality of the Environment in the Slovak Republic

Air Quality

The amount of pollutants emitted into the air has been substantially reduced since the late 1980s.
As shown in Figure 7.1, particulate matter (PM) emissions were reduced by more than 70 percent from
1987 to 1995, and Sulfur Oxide (SO2) emissions by more than 60 percent during the same period.
Nitrogen Oxide (NOJ) and Carbon Dioxide (CO2) emissions have also been reduced considerably, although
the reduction has not been so dramatic as the reduction in PM and SO2 emissions.

The imlprovement in air quality since the late 1980s has been due both to the initial contraction of
economic activity and to emission reduction measures. The collapse of economic activity was the major
reason for the reduction in air emissions in the first stages of the transition (1990-1993). The 20 percent
drop of real GDP between 1990 and 1993 resulted in a 14 percent reduction in energy consumption that
constituted the dominant factor behind the reduction in air emissions. During this period, average emissions
per unit of output may have actually increased in some areas, suggestng that emission reduction measures were
still not having a powerfil effect.

The rapid recovery of GDP and industrial output since 1993 has not translated into an immediate
deterioration of air quality, suggestng that emission reduction measures became the dominant factor of the
improvement in air quality after 1993. However, the improvement in air quality has been very modest since
that year (Figure 7.1), revealing the difficulties of achieving additional progress in the environment in the
context of a growing economy. In fact, the main challenge facing the environmental authorities in the Slovak
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Republic is to ensure additional improvements in environmental quality in a scenano of continued economic
recovery.'3

Figure 7.1
Emissions of Major Pollutants, 1987-95
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Ambient air quality has also improved in the Slovak Republic since the start of the transition.
According to the monitoring system (32 stationary measuring installments), annual average S02
concentrations in the different stations range from 17.9 ug/m3 to 51 ug/m3 for the urban regions of
Bratislava, Banka Bistrica and Kosice, whereas NO, (as NO2) concentrations range from 31.5 ug/m3 to
137.4 ug/m3. Today, most Slovak municipalities comply with EU air quality standards for annual mean
concentrations. Annual average concentrations of surface ozone range from 11 ug/m3 to almost 70 ug/m3

depending, among other factors, on the altitude. The critical level of 50 micro g/m3 (UN ECE), calculated
as an average of daily hours in vegetation period, is exceeded each year. However, it must be noted that
high surface ozone concentrations also remain an unsolved problem in most EU member states.

Water Quality

In 1995, the total amount of waste water collected in public sewage systems was 558 million m3 ,

86 percent of which was discharged to treatment plants, and the remaining 14 percent disposed off without
any treatment. Approximately 87 percent of treatment plants have biological treatment (compared to 84
percent in 1990). The average reduction of the Biological Oxygen Demand (BOD) within the treatment
plants is about 75 percent, but some waste water entering the plants bypasses the biological treatment
stage.

In 1995, about 52 percent of households were linked to sewer systems, compared to 50 percent in
1990 (Table 7.1). About 86 percent of household waste water is treated at least with primary treatment,
and more than 80 percent of the treatment plants for municipal waste water have also a secondary
(biological) stage. The total amount of waste water resulting from industry, agriculture, construction, and
other activities is 441,769 million m3 per year, out of which 85 percent is treated and 15 percent emitted
without treatment.

7S Emissions in the Slovak Republic are highly concentrated in a selected number of emitters: Eighty-one plants
with a capacity of more than 50 MegaWatthours thermal (MWth) are in operation in the country and account for
70 percent of the total annual S02 emissions. Four main polluting plants are responsible for about 44 percent of
total SO2 emissions.
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Table 7.1
Connections to Sewer Systems, 1975-95

_____ _____ _____ ____ _____ _____ ____ 1975 1980 1985 1990 1993 1995

Inhabitants 4,743 4,985 5,160 5,303 5,318 5,347
Connected to Sewer with Treatment (percent) 18.6 27.3 36.4 43.0 47.0 48.2
Connected to Sewer without Treatment (percent) 15.3 13.3 9.6 7.7 4.6 4.0
Total Connection to Sewer System (percent) 33.9 40.6 46.0 50.7 51.6 52.2

Source: Ministry of Environment.

Waste

The yearly amount of waste produced decreased from 34 million tons in 1992 to 25.7 million tons
in 1995. Hazardous waste decreased from 3.3 to 2.5 million tons during the same period, whereas
municipal waste remained constant at 1.6 million tons per year (i.e., about 300 kg per inhabitant). The
number of registered landfill sites fell from 8,372 in 1993 to 5,530 in 1995, but only 102 of these conform
with the Slovak technical regulations. There is a great need to reduce the number of landfills further and to
upgrade those which will be kept in operation. Approximately 78 waste incinerators are in operation in the
country, 39 of which are being used for incineration of clinical waste. Two main incinerators (one in
Bratislava and the other in Kosice) are incinerating municipal waste, and the Bratislava incinerator is being
restructured. Thirty seven incinerators are also burning hazardous waste. The Slovak authorities are
planning to construct additional incinerators.

New Challenges in the Environment

The Slovak Republic and the other transforming countries of Central Europe are now facing the
problem of shifting pollution types. Heavy industry, which used to be the major cause of pollution
problems, is retrenching, and is being overtaken by smaller and more dispersed pollution sources, such as
traffic or chemical waste from the growing number of private sector enterprises, which are far more
difficult to control. In addition, while in the past only a limited number of large polluters had to be
supervised, now a much larger number of smaller and medium-sized enterprises has to be controlled,
imposing a major challenge for the national and regional environmental administrations.

The Implications of EU Accession in the Environmental Field

Complying with EU environmental legislation is a formidable task for all CEE countries, and the
Slovak Republic is no exception. Compliance involves not only legal harmonization issues, but also
developing a strategy that will enable the Slovak Republic to meet these membership requirements as
rapidly and as cost-effectively as feasible. Compliance is absolutely necessary for the efficient and fair
working of the EU internal market, since national legislation should not compromise product standards or
trade fairness if aspiring members are to confront both the rights and the responsibilities of full EU
membership. Moreover, while transitional periods will be required to comply with EU legislation, if only
because of the time needed to develop the necessary infrastructure, substantial benefits can be expected.
This section describes the status of legal approximation and compliance with EU environmental legislation,
and provides preliminary estimates of the required investments for complying with this legislation.
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A General Assessment of Legal Approximation

A detailed study on legal issues commissioned by the Ministry of Environment (MoE)'9 concludes
that the process of approximation with EU environmental law is proceeding relatively successfully, and has
become more systematic since the release of the White Paper. The task of legal approximation has been
performed by a special division for legal approximation of the legal departnent of the MoE, and the work
has been facilitated by the access to the EU legal regulations through the Phare program. Some obstacles
to more rapid progress include the divided responsibility between ministries in some fields of environmental
protection (for example, chemicals and noise reduction), the demands of legal harmonization (which
imposes a strain on human resources, especially lawyers), and the absence of financial resources for
translation of all EU regulations into Slovak.

As a general conclusion, it may be said that there has been significant progress in harmonizing
Slovak environmental law with EU law. However, there are some areas where Slovak legislation still faces
major challenges. One particular area to mention here is the Integrated Pollution Prevention and Control
(IPPC) directive, which has not yet been incorporated into Slovak lavv.

EU environmental directives usually require mernber states to pass and implement legislation
designed to address particular environrent problems. In general, the legislation requires that national
authorities ensure that all activities which could generate any significant amount of pollution be subject to a
specific permit, specifying limnits on discharges of pollutants and other wastes, modes of operations, and
other relevant parameters. In the Slovak Republic, as in many other European countries, the legislation
under which such- permits are issued relates to discharges to specific media, such as air, water, or soil.
However, the recent EU directive on Integrated Pollution Prevention and Control lays out a new framework
for the authorization of industrial activities, which may be seen as a broader change in the philosophy
underpinning EU environmental policies.

The directive applies strictly to six categories of industry, namely energy, metal production and
processing, minerals, chemicals, waste management, and "others" (including paper and pulp production,
textile treatment, tanning, food processing, and intensive livestock operations). The directive sets the
standards for all activities for which permits may be required. The coverage of permits is expected to be
much broader than in the past, since they are expected to deal with the arrangements for discharges to any
medium, as well as issues of waste minimization, energy efficiency, resource utilization, the avoidance of
accidents, and the restoration of sites after the industrial activity has ceased. Pernits are to be reconsidered
and updated at periodic intervals, especially when excessive pollution occurs, or when technical or other
developments allow a significant reduction in emissions at reasonable cost.

One critical aspect of the directive is the shift from a focus on emissions, which has tended to
promote a reliance upon end-of-pipe controls, to one on waste minimization, for which clean technologies
and good management are usually critical. This is embodied in the concept of Best Available Techniques
(BAT), which replaces the previous concept of Best Available Technology Not Entailing Excessive Costs
(BATNEEC) used in many previous directives. The use and definition of the term "techniques" is clearly
intended to emphasize the role of management and operating practices, as well as technology. In sum, there
will be a greater focus on operational standards rather than just on the installation of controls. As far as

79 Bozena Gasparikova et. al., (1996), in "Approximation of European Union Environmental Legislation: Case
Studies of Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovak Republic and
Slovenia," Regional Environmental Center for Central and Eastern Europe, Budapest.
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possible, plants will be expected to meet "good practice" levels of environmental performance within the
context of their industry. Since good housekeeping and maintenance have been notorious weaknesses in the
environmental performance of all firms in Central and Eastern Europe, this will involve major adjustments
in management attitudes and behavior.

It would be reasonable to assume that the environmental quality standards should be based on an
assessment of costs and benefits, at least in the short- and medium term. Thus, violations of environmental
quality standards are most likely to arise when there are significant emissions from sources which are not
covered by permnits. This leads to the conclusion that systems of tradable discharge permits or other offset
arrangements would be within the spirit of the directive, even though it does not cover such possibilities
explicitly. The alternative would be policies that would encourage the dispersal of plants which may
individually comply with BAT requirements but whose concentrated impact leads to excessive ambient
concentrations of some pollutants.

Overall, the IPPC directive and other trends in EU legislation provide an opporunity for the
Slovak Republic and the other CEE countries to develop a system of industrial pollution control and
environmental management which combines economic and environmental assessments in setting quality
standards, emission limits, and permit requirements. This is fully consistent with the country's existing
reliance on pollution charges as a major instrument of environmental policy. However, it will also mean
that regional and/or local environmental agencies will need to be considerably restructured and
strengthened, if they are to play an effective role within a decentralized system of environmental
management that focuses on pollution prevention and environmental quality, rather than pollution control
and uniform emission standards.

Assessment of Approximation and Compliance in Specific Areas

Air pollution. The Slovak Republic, as some of the other CEE countries, faces two separate
challenges in meeting the requirements of EU legislation on air pollution and air quality. Despite the
significant reductions in industrial emissions of particulates and other air pollutants since 1989, a small
number of urban areas violate current EU limit values for annual exposure to particulates, while many
more have average levels of particulates above the EU's target values. The limit values are being reviewed
and are likely to be substantially lowered within the next 2-3 years. In almost all areas where air quality
standards are violated, the problem is linked to emission of particulates from the burning of coal for
household heating or in small boilers. If the draft directive on ambient air quality is enacted, the Slovak
Republic will be expected to implement measures to ensure that the limit values agreed by the EU are
attained either by the time that the country joins the EU or by the end of some relatively short transitional
period.

At the same time, the EU directive dealing with emissions from large combustion plants together
with the Second Sulfur Protocol imply that the Slovak Republic has to reduce total emissions of sulfur
dioxide to meet agreed targets for 2000, 2005, and 2010, and to ensure that power plants and other major
sources of sulfur dioxide emissions meet specific emission standards. In practice, there is some scope for
exempting existing plants where compliance with the emission standards would involve excessive costs8".
Even so, it will be necessary to invest in fitting flue gas desulphurization units (FGDs) to new or
rehabilitated power plants as well as to reduce emissions of sulfur dioxide outside the power sector. Slovak

so This provision is explicit in the Second Sulfur Protocol and is implied by the decisions of the EU Council of
Ministers in allowing Spain exemptions from some of the provisions of the large combustion plants directive.
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Republic, in contrast in particular with the Czech Republic and some other CEE countries, did not
undertake major investrnents to reduce SO2 in the last five years, and will have to make greater efforts in
this direction in the future.

Unfortunately, there is only a small overlap between the measures necessary to comply with these
different elements of EU legislation on air pollution. A substantial amnount of total sulfur dioxide emissions
are generated outside the power sector, but there are few urban areas where the ElJ's limit or target values
for sulfur dioxide are exceeded. Policies designed to reduce emissions of particulates will contribute in a
small way to meeting the sulfur dioxide reduction targets, but otherwise it may be necessary to make
difficult choices between options which contribute to meeting different air pollution targets.

Water pollution and management. The quality of Slovak rivers has improved since 1989 as a
result of the reduction in emissions from industrial sources. However, the country's basic water
infrastructure falls short of what would be required by EU directives. The quality of drinking water
delivered to customers often does not meet EU standards. This is not a matter of microbiological
contamination which might pose a serious threat to health. Rather, the problem is linked to the presence of
minerals and pollutants, either because of the quality of the water source used for the elaboration of
drinking water, or because of the contamination that arises during distribution as a result of neglected
infrastructure maintenance. EU quality standards for water sources used for the abstraction of drinking
water supplies and for drinking water itself are already strict, and will probably become even stricter in the
future. Thus, investments will be required to improve raw water quality, upgrade treatment facilities, and
replace parts of the water distribution system. There is also need to improve the quality of water supplies
for the rural households which currently rely upon shallow wells and similar sources, which may contain
high levels of nitrates and/or other chemicals.

The 1991 directive on urban waste water treatrnent will require sewer systems with at least
secondary treatment of sewage for most villages, towns, and cities with a population equivalent of 2,000 or
more. Stricter standards apply to "sensitive areas", which discharge into water bodies that are under
threat of eutrophication or that are used for the abstraction of drinking water and contain high levels of
nitrates. In this case, it is necessary to remove of 70-80 percent of the total nitrogen and phosphorus in the
waste water. While the majority of large and medium urban areas (with more than 20,000 people) have
sewer systems covering 90 percent or more of their population, the proportion of sewage that is currently
subject to biological treatment is less than 50 percent. In small towns and rural cormmunities the picture is
much worse, with low levels of sewer coverage and limited treatment of the sewage that is collected. As
shown in Table 7.1, less than 50 percent of the population are connected to a sewer system with treatment.

Meeting the EU water quality legislation is likely to be the most important issue with regard to EU
accession. Transitional periods might be necessary to develop and implement a cost-effective strategy for
approximation with EU requirements. Such a strategy would need to identify: (i) the investnents required to
upgrade or extend existing infrastructure; and (ii) the mechanisms by which any investments would be financed,
both in terms of sources of funds and the generation of the revenues required to repay loans. This straegy will
have to address important issues about the fiscal relationship between different levels of government and the role
of private financing.

Waste. There are a variety of other issues related to compliance with EU environmnental legslation.
Perhaps the most important is the management and disposal of municipal and hazardous wastes. These issues
could be dealt with by the private sector, provided that an appropriate legal and institutional fiamework is
established, together with the necessary financial incentives. If local authorities attempt to retain their traditional
dominant role in this area, however, the problem of waste management will be more difficult to solve as ticy are
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likely to face tight constraints on their ability to finance the consolidation, miprovement, and operation of waste
disposal sites which meet the new standards.

Some additional key elements of EU environmental legislation in this area can be grouped into
different categories: (i) the management of dangerous chemicals; (ii) waste management issues, including
packaging materials; and (iii) the composition and distribution of fuels, especially for motor vehicles.
Approximation and compliance in these three areas are examined below.

Disposal of dangerous chemicals. The EU has developed an extensive legislation dealing with
dangerous chemicals which covers administrative procedures, risk assessments and classifications of
existing and new chemicals, labeling and packaging, notification of new substances, and provisions
concerning their import and export. Various elements of the EU legislation overlap with the recommenda-
tions or requirements of a number of international organizations and conventions, including FAO and
OECD guidelines or codes of conduct, and the Basle Convention.

Slovak legislation covers the management of dangerous chemicals in general terms, and is
supplemented by specific acts or regulations, similar to German regulations, covering particular chemicals
or groups of chemicals. The major step required would seem to be the establishment of a single regulatory
body, either within the Ministry of Environment or as an independent agency, which would act as the
national "Competent Authority" to ensure that existing regulations, procedures and standards are aligned
with the requirements of EU legislation. The costs of compliance need not be large and should, in any case,
fall on the producers and users of controlled chemicals through a system of registration and licensing fees,
rather than on the Government. The chemical industry and others affected are likely to support a clear
policy of moving to the adoption and implementation of EU regulations, since it will ease their access to the
EU market.

Waste management topics. The EU has been gradually developing its policies on waste
management. Much of the relevant legislation focuses on specific products (e.g., waste oils, PCBs and
PCTs, sewage sludge, batteries, packaging materials, incineration of hazardous waste, and landfills), but
there are also separate framework directives on wastes and hazardous wastes. The overall thrust of the
EUs waste policies is to promote clean technologies and waste minimization, while ensuring that waste
streams are properly monitored and managed. Despite the overriding principle of unrestricted trade within
the internal market, there is a strong preference for disposal at sites relatively close to the origin of waste
streams, provided that these "guarantee a high level of protection for the environment and public health".
Thus, member states are expected to develop a network of disposal facilities meeting high standards rather
than relying upon the transport of wastes to distant disposal sites, whether within a country or in some
other country. This poses some problems in considering how best to manage wastes which are generated in
small quantities but require specialized treatment facilities, perhaps with significant economies of scale.

The main framework directive was promulgated in 1975 and amended in 1991, and lays down the
basic requirements for national systems of waste management. Countries are expected to: (i) establish
and/or designate the competent authority for implementing the directive; (ii) adhere to a common
categorization of wastes according to the degree of risk; (iii) follow the polluter-pays-principle in financing
waste management and disposal; (iv) establish a network of disposal installations with appropriate
technologies on the basis of the BATNEEC principle; (v) ensure that separate waste streams are not mixed
(in particular, hazardous and non-hazardous wastes are to be managed separately); (vi) require that
disposal and recycling facilities operate in compliance with permits, maintain appropriate records, and are
subject to regular monitoring; and (vii) produce national and local plans for waste management. The
specific directives effectively fill out the details of such requirements for particular products or categories
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of waste. In addition, the directive on batteries and accumulators bans the sale of most batteries containing
more than 0.025 percent of mercury.

To comply with this legislation, the Slovak Republic will have to update much of its legislation
covering wastes in order to bring national definitions in line with EU requirements, and to establish an
appropriate regulatory framework. The current system of managing wastes contains few specific
requirements for permits and record-keeping that would, for example, enable hazardous wastes to be
tracked from their point of origin to their final disposal. Thus, a substantial legislative and administrative
effort will be required in order to bring the country's waste management policies and procedures in line with
EU legislation within the next 5-8 years and, as above, the costs should ultimately be borne by those
responsible for generating wastes, either directly or via fees for waste management and disposal.

Fuel standards. EU directives cover the lead and benzene content of gasoline and the sulfur
content of diesel fuel and gas oil used in vehicles. The Slovak Republic has, already adopted and
implemented regulations which comply with the directive on gasoline, and is the first CEE country which
has phased out leaded gasoline.

Industrial pollution. The restructuring of the Slovak industry has already contributed to an
improvement in environmental quality, though largely as a consequence of the decline in production at old,
inefficient, heavy industrial plants. As the economy continues to recover, a balance needs to be found
between improvements in the environmental perfornance of industrial enterprises (including compliance
with EU legislation) and sustaining the rapid economic growth required to narrow the gap between income
per capita in the Slovak Republic and in the European Union. The key to achieving this balance lies in
better management and in the adoption of production methods and technologies which both increase
efficiency and (perhaps at a modest cost) reduce pollution.

An Investment Strategy for Approximation

Reduction of air pollution: To comply with European Union Directives, the Slovak Republic must
implement a series of investment projects designed to contain pollution from five emission sources: (i) large
combustion plants (i.e., power plants with a minimum installed thermal capacity of 50 MWth); (ii) medium
and small sources of emissions; (iii) waste incinerators; (iv) emission sources of ozone-depleting
substances; and (v) industrial air pollution. Preliminary estimates of the investments required to contain air
pollution are provided in Table 7.2. Note that industrial air pollution sources often overlap with the other
four categories. Therefore, reductions from these sources are not explicitly included in the estimates
presented below.



Slovak Republic - A Strategy for Growth and European Integration: The Environment 113

Table 7.2
Preliminary Estimates of Investments Required to Reduce Air Pollution

Air Methodology, Cost Estimates
Source Categories Sources of Data World Bank

(US$ million)
Large Combustion Plants Docunentation of 81 large sources, unit prices for Flue Gas 900

Desulphurization and other measures
Small and Medium Gas-network extension (district heating network, others), 900
Sources/Improvement of Ambient comparable regions in CEEC, rough estimation
Air Quality
Waste Incineration Individual project documentation 40
Ozone Layer Substances Slovak publication 100
Industrial Air Pollution (additional EU-Industrial Pollution Prevention Directive (Sept. 1996) not calculated
pollutants)

Total compare with: 2,000-2,400
NEAP (incomplete): US$1,404 million
IIASA (incomplete): US$2,040 million

Source: World Bank staff estimates.

Water and water management. The estimates of investmnents required in the area of water and
water management (Table 7.3) are based on the EU Directive 91/271, which deals with urban waste water.
The demand for sewage systems is estimated on the basis of US$2,000 per household and about 800,000
households to be linked, resulting in investnents of US$1,600 million for sewage systems. With regard to
water treatment and in particular the introduction of biological treatment stages, some US$400-800
million are needed. This estimate is based on the assumption that average costs for machinery employed in
the biological stage are US$50--70 (Skl,500--Sk2,000) per inhabitant equivalent in the Slovak Republic.
Since these costs account for 30-50 percent of total costs, it follows that total biological stage costs would
amount to about US$150-300 per inhabitant equivalent. Additional upgrading of existing treatment plants
is estimated at US$200-300 million.

Table 7.3
Prelimina Estimates of Investments Required to Improve Water Quality

Water Methodology, Sources Cost Estimates
Sub-Categories (USS million)

Municipal Waste Water, Current linkage of households to sewage systems: 52 400-800
Biological Stage percent (year 1995); unit prices based on Slovakian and

Polish cost estimates
Municipal Waste Water, Sewage Unit prices, US$2,000 per household 1,600
Systems

Municipal Waste Water, Estimate based on figures for other CEE countries 200-300
Upgrading, Maintenance

Water Supply Estimate based on figures for other CEE countries 400-800
Total Water (compare: NEAP: US$ 680 million until 2010: US$420 2,600-3,500

million 1996 to 1998)
Source: World Bank staff estitates.

Waste management. The cost estimate for necessary investments for waste management is based
on the Slovak National Environmental Action Plan and the waste management program of 1994.
According to these sources, the required investments amount to US$800-US$ 1,000 million.
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Summary of total investments. The Slovak Republic needs to undertake a series of investments to
comply with EU legislation. Preliminary estimates suggest that total investments would amount to around
US$5-6 billion, including approximately US$2.6 billion of investmnents in water, US$2 billion of
investments in air, and US$0.8 billion of investments in waste management. This would imply annual
investments of around US$300 million distributed over a period of 20 years. In such a case, annual
investments would amnount to approximately 1.5 percent of GDP, an amount which is typical for EU
countries. It must be emphasized, however, that these estimates are very preliminary and subject to considerable
uncertainty.81

Detailed least cost planning mnay reduce these figures. In addition, these investments should be
considered not only as requirements for EU accession, but also in relation to the direct benefits and the positive
externalities that they are likely to generate. In fact, since many of these benefits are likely to extend beyond
Slovak soil due to the potential flow of pollution across borders, its positive externaliities are increased even
further Also, compliance with EU requirements is a necessary condition to materialize the full benefits of a
functioning internal market.

The transboundary flow of air and water pollution could be an important guide for the phasing of
investments and the potential of attracting financial support from bilateral and international donors,
although only to a limited degree. Most of the water pollution originating in the Slovak Republic flows out
of the country (with the exception of the Danube, which is a border river). The Slovak Republic's
contribution to the pollution of the Danube ranks high in the priority list of the Danube Program. With
respect to air pollution, the Slovak Republic receives considerable amounts from the Czech Republic and
Poland; the Slovak Republic's amounts of transboundary flow of air pollution are much smaller. The
extent of the Slovak border with European Union countries is, compared to the Czech Republic, Poland and
Hungary, rather limited. Therefore, the Slovak Republic may have limited access to the funds under the
European Union's Cross Border Program, an important source of grant funding for environmental
protection. That increases even more the need for the design of an environment strategy and least cost
planning.

The Financing of Environmental Expenditures

Over the past few years, the Slovak Republic has spent between US$33 million (1996) and US$60
million (1992) in environmental projects. This implies the need to increase expenditures significantly to
implement all the investments needed to meet the EU accession targets. The Ministry of Environment has
indicated that the State Environmental Fund (SEF) and the envisaged Revolving Environmental Fund
(REF) would be possible instruments to reach this goal. This section reviews the status and concept of
both Funds, and provides a number of recommendations regarding: (i) policy issues; (ii) operational issues;
and (ii) institutional aspects, based on the Draft Law for the Funds and other available informnation.

81 At the same time, these estimates do not include investments required in other areas, such as management of
hazardous chemicals, nuclear safety, and noise. Obligations for the Slovak Republic under international treaties
like the greenhouse gas reduction agreements and biodiversity were also excluded. It should also be stressed that
the costs of complying with the various directives on environment will depend heavily on the way the process is
managed. In the water management area, for example, costs will be especially high if municipalities act
independently to improve or construct water treatment and distribution systems. Investment planning on the basis
of water basins would significantly reduce costs.
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Policy Issues

Financing environmental projects through Environmental Funds (EFs) is only effective if the
environmental problems are simultaneously tackled at the policy level and strong efforts are undertaken to
strengthen environmental regulations and enforcement. Although the Slovak Republic has undertaken
considerable efforts to set environmental priorities, more work seems to be needed in this area. Indeed, the
National Environmental Action Plan lists a large number of supposedly high priority investments in the
environmental field, but this seems to be more a listing of possible projects than a prioritized inventory of
investments. [t is crucial to select the projects which would guarantee the highest environmental benefits
and/or are important to help reach the goals of the Slovak EU pre-accession strategy in the environmental
field.

The proposed Revolving Environmental Fund (REF) still does not have a clear set of priorities.
Although the priorities set by state environmental policy should guide the resource allocation of the REF,
other funds in Central and Eastern Europe have found those objectives too broad and general in their day-
to-day operations. More specific project selection criteria would be needed. Focusing on a well defined set
of priority areas or issues could ensure better results and also make the operation of REF more transparent.
In particular, the objectives and mechanisms for "subsidies of investment activities" (under "Use of Fund
Resources") should be more clearly defined to ensure that REF will not simply substitute for commercial
financing.

A sunset clause and requirements for periodic reviews of the role of REF would be desirable.
These reviews should be integrated into the progranuning and monitoring cycle, which consists of annual
programming, project specific appraisal, and ex-post evaluation. For annual programming, the Fund's
council (in its role as advisory body with representatives of main interest groups and Ministries) should be
involved. The priorities of the Ministry of Environment regarding the country's environmental policy
would have to be incorporated. The project appraisal should be undertaken in close co-operation with the
Fund with experts of the Ministry of Environment (regarding the technical evaluation) and of commercial
banks (regarding the financial appraisal). The ex-post evaluation would again be undertaken by the
council.

Operational Issues

Setting a maximum interest rate for loans to be financed from the REF by legislation is not
advisable, since the real interest rate may be easily eroded by inflation. It may be better to define a range
for the interest rate in relation to the National Bank of Slovakia's base interest rate.

The draft law does not define the distribution of risks and responsibilities in project evaluation and
selection between the REF and the selected financial intermediary to carry out financial transactions. This
may create a situation in which the bank is responsible for evaluating the commercial and financial viability
of project proponents and projects, but the REF is carrying all the risks. This is an inherent problem with
EFs that distribute public funds for commercial or quasi-commercial purposes. Risk sharing with the
commercial bank may be a solution to this problem. In any case, accountability has to be clearly defined.
Commercial banks should provide guarantees for the loans made through the Fund. This would result in a
more comprehensive project appraisal by the banks, and representatives of commercial banks have
confirmed their willingness to consider this procedure.

There is no mechanism for the evaluation of fund operation and provision of feedback from
experience. Focusing on the investment side and neglecting the achievement and maintenance of results are
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general weaknesses of EFs in CEE countries. Imposing legal requirements for evaluation would be
desirable.

Institutional Aspects

Environmental Funds do not mix easily. For this reason, it would be preferable to separate the two
funds institutionally to a larger extent than it is envisaged in the draft. On the other hand, the SEF's
considerable experience in project processing should benefit the REF.

The Minister of Environment has very significant control over the fund's operation that may lead
to strong political influence on spending. The Minister appoints (and can remove) the Fund's director and
all Fund council members and must approve the Fund Statute elaborating the organization and activities of
the Fund. This renders the fund open to political manipulation because of the appointment process. In
addition, unless the Minister enjoys the confidence of the Government, the Fund is at risk, because of the
important role of budgetary contributions to the Fund's working capital. A semi-independent structure
within the Ministry of Environment may be a solution to this problem.

It is not clear whether the Fund Council provides a forum for consultation anmong various interests,
such as other ministries, industry groups, and municipalities. According to the draft, Council members
would be appointed by the Minister. However, it is still necessary to ensure high level representation in
decision making and supervision of various interests.

T'he transparency of project application and selection is still not ensured. This, together with the
strong control by the Ministry of Environment of the fund, could lead to serious mismanagement problems.
Procedures for publicly open advertising, application, bidding and selection processes, such as those
designed by the EU Phare prograrn, could be helpful. Finally, it has to be stated that even a functioning
environmental fund will not be in a position to cover all expenses that are necessary to bring the country in
line with EU requirements in the environmental field. It will also be necessary to enforce strategies like the
"polluter-pays-principle" more strongly than in the past and to strengthen regional environmental
authorities.



CHAPTER VIII: STRATEGY FOR SUSTAINABLE GROWTH AND EU ACCESSION

Introduction

There are many reasons behind the successful macroeconomic performance experienced by the
Slovak Republic since the dissolution of the former Czechoslovakia. Worth highlighting is the remarkable
fiscal restraint of the past which, to a large extent, should be credited for the high output growth and
increased price stability of recent years, by creating an environment for financial discipline and opening
room for the growth of the private sector. In addition, much has been done to transform the country from a
centrally planned system to a market-based society, and the prospect of EU accession is only likely to
consolidate these achievements. The accession process will also serve to strengthen many other features
typical of democratic societies which, in turn, are also likely to improve the living standards of the Slovak
Republic's diverse population.

Recent econonic developments have, however, also exposed the limitations and weaknesses of the
Slovak Republic's growth performance. The very high investment ratios, in good part responsible for this
performance, have been accompanied by excessive current account deficits, financed in a disproportionate
amount by increased indebtedness. While a transition economy should be expected to register current
account deficits as its capital stock is modernized and past repressed consumption loosens, these deficits
should remain at sustainable levels.

The Slovak Republic faces the challenge of adopting a new growth strategy, one that is conducive
to high growth without the emergence of large imbalances in the external accounts. The country faces this
challenge with advantageous initial conditions when compared to those faced by other transition economies.
In particular, a sustainable growth strategy for the Slovak Republic does not require a major effort to
increase domestic investment and savings ratios-a major challenge faced by many other transforming
countries. Instead, it requires an increased emphasis in efficiency gains. If these gains are achieved, then
significant headroom exists to reduce investment levels, therefore reducing the large external imbalances of
1996 and 1997 without compromising economic growth.

This chapter summarizes the recommendations of this report in the context of a proposed
framework for sustained growth. The chapter is structured as follows. The next section identifies the main
macroeconomic components of such a strategy and reviews the major measures required to increase
microeconomic efficiency. Section three assesses the Slovak Republic's potential growth rate under
different scenarios, based on an econometric analysis of long-run growth over a large cross-section of
countries, and examines the medium-run macroeconomic sustainability of these scenarios. Finally, section
four provides some concluding remarks.

The Components of a Sustainable Growth Strategy

The Importance of Sustained Growth for Early Convergence to EU Income Levels

Meeting the dual challenges of sustainable growth and integration with the EU is possibly the main
task faced by the Slovak Republic and other CEE countries. As mentioned in Chapter I, these objectives
are closely intertwined, as the efficiency-improving measures required to sustain high growth rates would,
to a good extent, coincide with the set of requirements for EU accession.
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The number of years it will take to converge to EU income levels will prove very sensitive to the
policy framework and its impact on growth rates. Slovak Republic's GDP per capita (and that of other
Visegrad countries) is currently equivalent to 38 percent of the weighted EU average level (both defined on
a PPP basis). If the Slovak Republic experiences a growth rate of per capita income only 2 percentage
points higher than that of the EU (a growth rate of real GDP of around 4 percent p.a.), then it will take
approximately 50 years to reach the EU's average per capita income. However, if the growth rate
differential is increased to 4 percentage points (a growth rate of real GDP of around 6 percent p.a.), then
the period of convergence would be reduced by half (Table 8.1). Sinmilarly, with a growth differential of 2
and 4 percentage points, it takes 34 and 17 years, respectively, to reach 75 percent of the EU's average per
capita income.82

Table 8.1
Years for Convergence - The Implications of Differences in GDP per Capita Growth Rates

Difference between the EU's and Slovak Years Required to Reach 75 percent Years Required to
Republic's Annual Growth Rates in of the EU Average Reach the EU Average

Per Capita Incomes (percentage points) Per Capita Income Per Capita Income
1 69 98
2 34 49
3 23 33
4 17 25
5 14 20

Source: World Bank staff estimates.

Macroeconomic Framework Supportive of Sustained Growth

The capacity to bridge the income gap depends not only on growing at higher rates than the EU at
the time of accession, but also on the ability to sustain this growth differential over long periods of time.
Countries that approach the accession period with high growth rates, but at the cost of large external
imbalances, may fall short of proving their capacity to converge to the EU's average per capita income, as
the external imbalance would have to be dealt with sooner or later, possibly at the cost of more severe
disruptions to the growth process.

A credible growth scenario for the Slovak Republic would involve a decline in the ratio of fixed
investment to GDP from its 1996 peak of over 36 percent to around 30 percent. This scenario would imply
a return of the ratio to "historic" levels (the investment ratio in the second half of the 1 980s and the first
half of the 1990s averaged 30 percent-Appendix Table 2.3), and offsetting the growth impact of such a
reduction by an increase in efficiency.83 As shown below, this would allow the country to sustain grow
rates of 5-6 percent p.a., and to concurrently stabilize the current account deficit at a level not higher than 4
percent of GDP. This long-run growth scenario also relies on success in attracting larger non-debt flows.
An increase in the flows of FDI and portfolio investment, above the very low levels recorded after
independence, would reduce the required flows of debt finance and contribute to the improvement in
efficiency that underlies the envisaged scenario of high growth. If approximately half of the current

82 Athough the threshold of 75 percent of the average EU per capita income is somewhat arbitrary, it is worth
highlighting that an important share of the development funds transferred from the EU budget to its member
countries are directed to regions with incomes per capita below such a threshold.

83 Investment and savings are endogenously determined by the structural underpinnings of an economy,
themselves affected by policy and non-policy factors. While it is difficult to assess the consequences of all these
factors on the Slovak economy, it can be argued that the investment ratios registered during the first few years of
the 1990s reflected an equilibrium of the Slovak Republic's underlying structural and policy factors.
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account deficit is financed by non-debt flows, and the GDP annual growth rate of 5-6 percent materializes,
the ratios of external debt to GDP and to exports would be stabilized or even decline gradually, after
moderate increases in the next few years.

This long-run scenario is well within the reach of Slovak policy-makers. As mentioned before, the
completion of some very large infrastructure projects (the Mochovee nuclear power plant and the
modernization and expansion in the steel and petrochemical sectors), will naturally result in some reduction
of the level of investment relative to GDP. To ensure further convergence to a sustainable investment ratio,
NBS should keep adhering to the tighter monetary targets pursued since end-1996 (avoiding the excessive
expansion of money and credit that was partly responsible for the sharp increase in investment and the
deterioration in external accounts), and the Government should return to the same fiscal discipline that was
adopted in the period that followed independence. Although fiscal policy was not a major cause of the
current account: shift in 1996, the government has followed in 1997 an expansive fiscal policy which, if not
reversed, will hinder the adjustment that is needed in domestic spending and external accounts.

Fiscal policy design should involve, inter alia, a smoother implementation of the public investment
program over time (particularly the extra-budgetary projects), containing the growth of real wages in the
public sector, avoiding ad-hoc and excessive increases in pension benefits, and strengthening tax
compliance, so as to stabilize the General Government deficit at levels around 1 percent of GDP. In the
medium-run, Slovak policy-makers should make additional efforts in the fiscal policy area, in order to
allow some reduction in the Slovak Republic's high tax rates, particularly the high payroll tax rate. That
could be accomplished, inter alia, through reforms to the pension system, such as an increase in the
retirement age, and the adoption of a Swiss indexation formula, involving a combination of wages and
prices.

In addition to a return to fiscal discipline, the Government should also avoid the policies that could
have led to artificially high levels of investment or consumption, or to excessive foreign borrowings by
enterprises. These would include abstaining from making excessively generous concessions in future
privatizations (such as the cancellation of payments in exchange for additional investment), abstaining from
extending special temporary tariff concessions in the purchase of small cars or any other
investment/consumption item, and ensuring that foreign creditors are not extending credits to enterprises on
the expectation of guarantees by the National Property Fund or the Government.

Microeconomic Reforms and Efficiency Gains

As mentioned in the previous chapters of this report, the persistence of enterprise losses (not only
in industry, but also in agriculture and in services), the lingering portfolio problems and other inefficiencies
of the State banks, the lack of liquidity, transparency and depth of capital market, and the lack of labor
mobility across sectors and regions, are all indications of a significant misallocation of scarce resources,
and suggest that the Slovak economy may still be growing well below its potential, for any given ratio of
fixed investment to GDP. Efficiency gains are obtained essentially by the relocation of capital and labor to
the enterprises and sectors with the greatest potential, to be achieved, inter alia, by reducing loss-making
activities in the various sectors of the economy, improving the access of the most dynamic enterprises to
financial resources and services, both in the banking system and in the capital markets, and improving
labor mobility across sectors and regions.

The previous chapters of this report provide a number of recommendations and suggestions as to
how these efficilency gains could be achieved. These recommendations (summarized in Table 8.2) would
include strengthening the financial sector, through introduction of the tax treatment of provisions and



Slovak Republic - A Strategy for Growth and European Integration:Strategy for Sustainable.. 120

privatization of the major banks through strategic investors, and the refonn of the bankruptcy and
liquidation framework. This set of reforms would enhance the capacity of banks and other creditors to deal
with loss-makers, allow viable enterprises to grow at their full potential and liquidate enterprises which
have no credible prospects for recovery and growth. This desirable outcome would have more possibilities
of being achieved if the process is not subject to undue political interference. In this regard, the report
recommends that the role of ministries in the revitalization program be minimized, and that the number of
enterprises participating in this plan be restricted, as a large revitalization program subject to political
criteria could lead to a waste of fiscal resources, result in a contanination of banks' portfolios, and the
survival of non-viable enterprises for longer periods of time.

The report also suggests a number of additional measures that would contribute to better enterprise
governance and further restructuring. Foreign investors have been virtually excluded from the
transformation of Slovak economy, and could contribute to a faster absorption of modern technology and
greater access to Western markets. In addition, corporate governance could be further enhanced through
greater protection of minority shareholders, as that would decrease the risk of profit transfers, or other
operations that are not conducive to the full development of enterprises. Protecting minority shareholders'
interests would also contribute to the development of Slovak capital markets and greater access of
enterprises to a potentially important source of investment finance.

To reduce the losses still generated by segments of the agriculture sector (especially cooperatives)
and foster further increases in productivity, the report recommends, inter alia, measures that would help
reduce the fragmentation of land ownership, allowing viable produceirs to exploit economies of scale more
effectively and to facilitate their access to credits. Improving mortgage law and finance would also be
essential to improve the flow of financial resources to agriculture. The recommendations for strengthening
the banks and improving the bankruptcy framework would also contribute to a reduction of losses in
agriculture.

The report has also emphasized the need to develop more efficient and flexible labor markets, in
order to allow enterprises to adjust more effectively to a more competitive environment. This is
particularly pressing, since the Slovak Republic suffers, as many other transition economies, from large
unemployment disparities between regions. Rather than developing programs that aim at maintaining the
existing sources of employment, such as the recently enacted Revitalization Act, fie Slovak Republic
would benefit more from developing the mechanisms to increase labor mobility between skills and across
regions. The recommendations include greater decentralization in wage-setting, exempting small
enterprises from some of the restrictions on hiring and firing and other provisions in the labor code, and
reducing contribution rates through reforms to the pension system and the sickness insurance.

Finally, the report recommends a number of improvements in the institutional and regulatory
framework, governing the operations of enterprises, banks and capital market institut:ions. These changes
would result in the greater harmonization of the Slovak regulatory framework to EU legislation, and also
contribute to the development of a more competitive environment in the enterprise and financial sectors.
TIhe transfer of regulatory and supervisory functions of all financial sector-related activities from the MoF
to independent and professional agencies is one of the recommended measures.
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Table 8.2
Summary of Key Policy Recommendations

Trade Stick to the current low tariffs in the pre-accession period. Consider further reducing tariffs in the
Policies cases where they are above the EU's, as permitted by situation in external accounts.

Extending liberalization of services on an MFN basis.
Deal with pressures for protection by replacing emphasis on anti-dumping mechanisms by
safeguard mechanisms.

Enterprise Complete the privatization of enterprises still in State ownership.
Reform Refrain from restricting joint ventures or transfers of ownership of privatized enterprises to new

investors, both domestic and foreign.
Improve minority shareholder protection by introducing, inter alia, functioning take-over rules,
accounting rules which inhibit manipulation of financial records and that provide information on
the situation of holdings, mechanisms to facilitate transparency, such as credit rating agencies.
Improve the bankruptcy framework by, inter alia, establishing priority for secured creditors,
applying the Bankruptcy Act to all enterprises, facilitating filing by creditors, and ensuring
adequate protection to creditors during procedures, particularly by linking the voting rights of
creditors to the size of their claims.
Restrict the application of the revitalization act to few enterprises, and allow banks and other
creditors to engage in workouts without political interference.

Financial Complete the privatization of VUB and IRB through share sales and capital increase involving the
Reform participation of strategic investors, and restrict new lending during the privatization stage.

Change tax law to allow tax deduction of provisions.
Improve further banking supervision by, inter alia, clarifying the legal independence and powers of
NBS, developing the accounting and auditing professions, and developing skills based on risk
assessment and analysis.
Allow de-listing of companies to enhance liquidity and transparency.
Improve regulatory and institutional framework by, inter alia, improving minority shareholder
protection, integrating the BSE and RMS markets, removing regulatory barriers, and introducing
tax neutrality.
Transfer supervisory tasks in capital market and insurance from MoF to new independent and
professional agencies.
Proceed with fiuther approximation of legislation in banking sector, capital markets and insurance

___________ to EU legislation.
Agriculture Reduce fragmentation of land ownership in cooperatives by, inter alia, providing active members

more options to buy out land owners, and redesign subsidies to support ownership consolidation.
Reduce minimum prices from the current level of 90 percent of estimated production costs, de-link
from costs and reflect carrying charges.
Modify income support from. a per hectare basis to targeted support programs.
Improve collateral law, including land mortgage law.

Social As the stabilization is consolidated, allow for more decentralization in wage setting, to enable more
Policies adjustment of real wages to sectoral productivity and local labor market conditions, and enhance

labor mobility.
Exempt small firms from some of the restrictions on hiring and firing contained in the labor code.
Introduce reforms to the pension system by, inter alia, gradually increasing retirement age and
moving towards Swiss indexation, to restore long-run financial viability while allowing some
reduction in contribution rates.
Encourage private pensions through tax deductibility of contributions, up to a reasonable ceiling.
Increase moderately the initial responsibility of sick leave to employer

_Coordinate unemployment insurance and social assistance to reduce work disincentives.
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Evolution of the Macroeconomic Framework Under Alternative Growth Strategies

Simulating Long-run Growth Under Alternative Reform Scenarios

Investigating econometrically the growth performance of a large number of countries over the last
three decades, allows the assessment of any country's long-run growth potential, under key assumptions
about its levels of physical and human capital, and its policy environment.84 It also enables the comparison
of the Slovak Republic's future growth rates relative to the EU's, under different assumptions about Slovak
Republic's policy framework.85 To this end, two different scenarios were constructed, hereafter referred to
as the reform and the non-reform scenarios. Both scenarios assune, for simplicity, that Slovak levels of
human capital and rates of growth of the labor force are the same as the EU's. This is roughly consistent
with Slovak educational standards and population projections (the differences in population growth rates
amount to less than 0.3 percent a year). Therefore, these growth deterninants are assumed to have no
impact on the growth rate differentials between the Slovak Republic and the EU.

By contrast, the scenarios allow for differences in investment ratios and in efficiency. The first
scenario assumes that the Slovak Republic's share of fixed investment remains at 30 percent of GDP, while
the average EU country maintains an investment level equal to 22 percent of GDP. This assumption is in
line with Slovak investment ratios in the second half of the 1980s and the first half of the 1 990s, and with
the EU's average investment ratio (weighted by GDP) in the 1980-1994 period, and implies that the Slovak
Republic should grow more quickly, controlling for all the other factors. This scenario also assumes that
the Slovak Republic implements structural reforms in line with the recommendations of previous chapters,
resulting in an increase in efficiency to levels that match those of the average EU country (see Annex 8.1
for a discussion of this index and of the economic analysis underlying the simulations).8 6

The second scenario assumes that the Slovak Republic makes no further progress in the
implementation of reforms. As a result, the Slovak Republic maintains the present levels of efficiency,
currently below the EU average levels of efficiency. Moreover, because of the lack of reforms, Slovak
firms would be missing many business opportunities, ultimately resulting in somewhat lower export and
investment ratios. It is assumed that the investment ratio in steady-state would drop to 27.5 percent of
GDP, while those of the EU would still remain at 22 percent.

If the Slovak Republic proceeds with economic reforms and is able to increase efficiency to levels
consistent with those of the EU, its per capita income would grow during the next three decades at an
average of 2.4 percentage points above the EU's growth rates (Table 8.3). Since the EU is expected to
grow on average at 2 percent p.a., Slovak per capita income growth rates would average 4.4 percent p.a.,

84 Barbone, L., and J. Zalduendo (1997), "EU Accession of Central and Eastern Europe, Bridging the Income
Gap," Policy Research Working Paper No. 1721, The World Bank, Washington DC.

85 The long-run growth path of an economy is determined by a set of fixed factors, such as resource
endowments and geographical location, and a set of variable factors that can be affected by government policy,
such as policies for developing human capital and policies that promote private sector development. See, e.g.,
Barro, R, and X. Sala-i-Martin (1995), Economic Growth, McGraw-Hill, and Sachs, J., and A. Warner (1996),
"Achieving Rapid Growth in the Transition Economies of Central Europe," Harvard Institute for International
Development, Cambridge.

86 In both scenarios, efficiency is measured by an index (see Johnson, B. and Sheehy, T. (1996). 1996 - Index of
Economic Freedom. Washington, DC, The Heritage Foundation) composed of ten different indicators. These
indicators reflect the extent to which the legal, regulatory, and policy framework of a country strengthen the
business environment.
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and its GDP growth would average 4.7 percent p.a. (adding 0.3 percent p.a. of population growth). Slovak
Republic's growth rates could start at levels between 5 and 6 percent p.a. and gradually decrease to rates of
about 4 percent p.a., the decline over time resulting from diminishing returns to capital accumulation." In
this context, Slovak Republic's per capita income would increase 2.5 times and equal 75 percent of the
average EU per capita income by the mid-2020s (Table 8.3).

Table 8.3
GDP per Capita Growth with Different Efficiency and Investment Levels

GDP per Fixed Efficiency Average Increase in Slovak
Capita Investment Level Difference in Slovak Republic's GDP
in 1996 as percent (IEF) Growth Rates Republic's GDP x Capita as a

(PPP USS) of GDP (percent per x Capita by 2025 Share of the EU
annum) Average

in 2025
EU Average 19051 22.0 3.8 - - -
Slovak Republic:
* Reform Scenario 7323 30.0 3.8 2.34 2.52 times 75 percent
* No Reform Scenario 7323 30.0 2.9 1.66 2.09 times 62 percent
High Investment Level
* No Refonm Scenario, 7323 27.5 2.9 1.51 2.00 times 59 percent
Low Investment Level ___

Soure: World Bank staff prOjecions.

If the Slovak Republic does not proceed with structural reforms, its growth performance would be
negatively affected for two reasons. First, the non-reform scenario implies that Slovak efficiency levels will
be lower than those of the EU. Second, Slovak firms would be missing many business opportunities,
ultimately resulting in lower investment ratios. Assuming investment ratios decline slightly to 27.5 of GDP
and Slovak efficiency remains at its current level, then the per capita growth differential with the EU would
decline to levels of about 1.5 percent per year. This implies an average GDP growth rate in the Slovak
Republic of about 3.8 percent p.a. after including population growth and the EU's own growth rate.
Although the less than I percent p.a. difference between growth rates in the two scenarios may look
moderate, the implications for the standards of living of the Slovak Republic's population in the long-run
should not be underestimated. Indeed, by 2025 Slovak per capita income would be about 20 percent lower
than in the reform scenario, and correspond to 60 percent of the EU average per capita income. Such a
difference would also imply that the Slovak Republic will require 45 years rather than 29 to reach 75
percent of the GDP per capita income of the EU. It is worth highlighting that this deterioration is mostly
driven by the negative impact of maintaining the current low levels of efficiency. In fact, even if investment
remained at 30 percent of GDP, it would still take about 41 years to converge to the same threshold (Table
8.3).

Evolution of the Macroeconomic Framework in a Reform Scenario

GDP growth in the transition to the new steady-state. Real GDP growth is expected to decline
from about 7 percent in 1996 to about 5.5 percent in 1997, due primarily to the restrictive monetary policy

87 The exercise assigns to the Slovak Republic and the EU average country their initial GDP per capita levels as
of 1996. Since the Slovak Republic's initial per capita income is lower than the EU's, this implies that the country
should experience a higher growth rate, ceteris paribus. This is consistent with the concept of diminishing returns
to capital accumulation-the first units of capital per capita have a larger return than the following units-and is
also referred to in the literature as the catch-up effect.
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followed by the NBS (Table 8.4)."' GDP growth is expected to slow further in 1998, as a result of the
continuation of tight credit conditions and the fiscal adjustment-the fiscal deficit would be reduced from
4.5 percent of GDP in 1997 to 2 percent of GDP in 1998. The tight monetary and fiscal policies are
expected to affect GDP primarily through a slowdown in investment (part of the investment slowdown is
directly related to the postponement of some public investment projects). The fiscal adjustment would
allow some easing of credit policy and a much better policy mix overall, allowing growth to pick up again
in future years, in line with the recovery of exports, investment and consumption. However, the recovery of
exports is expected to proceed at much lower rates than after independence, and the recovery of investment
would not nearly approach the peak rates of 1996. During the next few years, efficiency gains are expected
to materialize, allowing GDP growth to stabilize at about 5.5 percent p.a. for an investment ratio of around
30 percent. For simplicity, the simulations do not take into account the gradual decline in long-run growth
rates that would result from diminishing returns on capital accumulation.

Table 8.4:
Reform Scenario - Main Economic Variables, 1996-2006

(percent, unless otierwise indicated)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Real GDP Growth 6.9 5.5 4.0 4.5 5.0 5.5 5.5 5.5 5.5 5.5 5.5

Real GDP per Capita Growth 6.6 5.3 3.8 4.3 4.8 5.3 5.3 5.3 5.3 5.3 5.3

Rea Private Consunption Growth 4.6 5.5 2.3 4.3 4.9 5.5 5.8 5.5 5.5 5.5 5.7

RealFixedlnvestnentGrowth 32.5 -0.4 -3.6 1.2 1.6 5.5 5.5 5.5 5.5 5.5 5.5

Real Exports GNFS Growth -5.0 5.8 8.4 6.9 5.9 5.9 5.8 5.9 5.9 5.9 5.9

GDP lflation (average) 5.6 5.5 4.5 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Consumption/GDP 72.9 71.7 68.9 68.1 67.8 68.2 68.3 68.3 68.1 68.2 68.3

Private Consumption/GDP 49.0 48.7 47.4 47.0 46.6 46.5 46.6 46.5 46.5 46.4 46.4

GovernmentConsumption/GDP 23.9 23.0 21.5 21.1 21.2 21.6 21.7 21.8 21.6 21.8 21.9

Fixed Investmnent/GDP 36.6 34.5 32.0 31.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0
ICOR GDFI (5 year average) 7.9 5.9 6.0 6.3 6.6 6.3 5.8 5.5 5.4 5.4

Grss National Savings/GDP 27.1 27.5 28.0 28.3 28.5 28.1 28.0 28.0 28.0 28.0 28.0

Exports/GDP 57.5 57.5 59.8 61.1 61.5 61.7 61.9 62.1 62.4 62.6 62.7

Inpots/GDP 68.5 64.2 61.7 62.0 61.8 61.9 62.2 62.4 62.4 62.8 63.1

Cunent Account/GDP -11.1 -7.5 -5.0 -4.5 -4.0 -4.0 -4.0 -4.0 -4.0 -4.0 -4.0

Directlnvestment/GDP(FDI&Portfolio) 1.2 0.8 1.7 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5

GrossExtenalDebt(US$bill.) 7.8 10.7 12.4 13.6 14.6 15.6 16.8 18.1 19.6 20.9 22.3

Gross Extemal Debt/GDP 41.2 55.8 59.1 60.4 60.1 59.2 59.0 58.8 58.6 57.8 57.1

Total Reserves (months of lmports ONFS) 6.5 7.2 7.2 7.3 7.2 7.1 7.1 7.1 7.0 6.9 6.8

NBS Reserves (months of Imports GNFS) 3.5 3.2 3.5 3.8 3.9 3.9 4.0 4. I 4.2 4.2 4.2

Generl Government Balance/GDP -1.4 -4.5 -2.0 -1.5 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0
(- = deficit)
General Government Revenues/GDP 46.9 41.5 41.7 41.0 41.6 41.5 41.6 41.5 41.3 41.3 41.3

General Government Expenditures/GDP 48.4 46.0 43.7 42.6 42.7 42.6 42.6 42.5 42.3 42.3 42.3

Government Debt/GDP 22.8 25.4 25.3 25.0 24.2 23.3 22.2 21.4 20.8 20.2 19.6

Source: World Bank staff projections.

s For a discussion of the model used for the simulations, see Annex III of The World Bank (1995), Hungary:
Structural Reformsfor Sustainable Growth, Country Economic Memorandum, The World Bank, Washington DC.
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Investment and sawngs. Most of the projected adjustment in investment would take place in 1998
(Table 8.4). As mentioned before, this would be due to the continuation of tight credit conditions and the
postponement of some public investment projects. In addition, the investment ratio should gradually
decline due to the near completion of some large projects (e.g. steel restructuring). As major investment
programs are completed, the Government is expected to allow public investment to follow a declining trend
relative to GDP, from a high of 6.2 percent of GDP in 1997 to a level that stabilizes at around 5 percent of
GDP. Finally, elimination of some of the privatization rules allowing cancellation of payments in exchange
for investment, and the expected improvements in corporate governance due to a working bankruptcy
framework, will likely force more financial discipline at the micro level and lead to the reduction of sub-
optimal investment projects. The savings ratio is expected to decline in 1997, as a result of the larger fiscal
deficit, but to increase in 1998 and in future years, primarily due to the adjustment in public finances.

Current account. In 1997, the current account is expected to improve to a deficit of around 7.5
percent of GDP from a deficit of over 11 percent of GDP in 1996. This improvement has occurred despite
an expansionary fiscal policy in 1997. However, the improved external balances are overly dependent on
the temporary import surcharge (which will be phased out before the fourth quarter of 1998) and a very
restrictive monetary policy. Under the reform scenario, further improvements in the external balances
would be achieved primarily through a process of fiscal adjustment beginning in 1998. Together with the
continued implementation of the strict credit policy, this policy mix is expected to contribute to further slow
down in the growth of domestic demand, and lead to a decline in the current account deficit to 5 percent of
GDP in 1998 (Table 8.4). The current account deficit would be further reduced in 1999 and 2000,
mirroring the additional fiscal adjustment in the same period. These deficits would be sustainable, because
under a reformn scenario conducive to EU accession, the Slovak Republic should attract substantially larger
non-debt inflows. Foreign direct investment and portfolio investment are expected to increase from a
combined low level of 1 percent of GDP a year in 1996 and 1997, to levels closer to 2.5 percent a year.
These levels are in line with those of other CEE countries. The moderate borrowing volumes combined
with a good growth performance would lead the ratio of gross external debt to GDP to stabilize at around
57 percent in the medium-run.

Exports and imports. Exports to Western European countries are expected to remain strong in
1997 and future years (although growing at lower rates than after independence), mainly because of the
pick-up in economic activity in Slovak Republic's major trading partners, the relaxation of installed
capacity constraints that had negatively affected some key exporting industries, and gains in
competitiveness resulting from further enterprise restructuring. The share of trade with the Czech Republic
in total trade is expected to continue a process of decline, however, since these developments have
structural roots. The ratio of total exports to GDP is assumed to gradually approach 63 percent--the levels
prevailing after independence.

Financing requirements. Under the reform scenario, the Slovak Republic's credit rating would
remain good and its access to intermational capital markets would remain open. The bulk of foreign
borrowings would be conducted by the private sector, through private commercial bank credits and bond
issues of longer-term maturities than in 1996. The lengthening of the average debt maturity would be
feasible under a reform scenario, as Slovak Republic's credit rating would probably improve further.

An Alternative Scenario

An alternative scenario was elaborated on the assumption that the Slovak Republic adopts the
macroeconomic measures necessary to reduce the current account deficit to the same levels as in the
previous scenario-- close to 4 percent of GDP-but does not make further progress at structural reform. As
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previously discussed, under this scenario further efficiency gains do not materialize, and the fixed
investment level decreases slightly to about 27.5 percent of GDP, mainly because of a more pessimistic
evaluation of the business envirownent and a deterioration in EU accession prospects. The main
implication of these developments is a decrease in initial growth rates to about 4.5 percent a year (Table
8.5). As in the reformn scenario, we assune for simplicity that the simulations do not take into account the
gradual decline in long-run growth rates that would result from diminishing returns to capital accumulation,
and which over three decades would imply average growth rates of slightly less than 4 percent (Table 8.5).

Table 8.5
No Reform Scenario - Main Economic Variables, 1997-2005

(percent, unless otherwise indicated)
.______ ___ _ 1996 1997 1998 1999-00 2001-02 2003-04 2005-06

Real GDP Growth 6.9 5.5 4.0 4.5 4.5 4.5 4.5
Real Private Consunption Growth 4.6 5.5 2.3 4.9 5.0 5.0 5.0
GDP hnflation (average) 5.6 5.5 4.5 3.0 3.0 3.0 3.0

Consumption/GDP 72.9 71.7 69.3 68.9 70.2 70.2 70.1

Fixed Investment/GDP 36.6 34.5 31.5 29.5 27.8 27.5 27.5
ICORs (5 year average) 7.9 5.9 6.2 6.9 6.3 6.1
Gross National Savings/GDP 27.1 27.5 27.6 27.4 25.8 25.5 25.6

Current Account/GDP -11.1 -7.5 -5.0 4.3 -4.0 4.0 4.0
Directlnvestment/GDP(FDIand Portfolio) 1.2 0.8 1.0. 1.0 1.0 1.0 1.0

GrossExternalDebt1GDP 41.2 55.8 59.7 63.1 65.4 68.2 69.8
Total Reserves (Months of Inports GNFS) 6.5 7.2 7.2 7.2 7.1 7.1 6.9

General Government Balance/GDP -1.4 -4.5 -2.5 -1.8 -1.2 -1.0 -1.0
(- = deficit)
General Govermment Revenues/GDP 46.9 41.5 41.6 41.4 42. 5 42.3 41.8
General Government Expenditures/GDP 48.4 46.0 44.2 43.2 43.8 43.4 42.8
Source: World Bank gaff projections.

This alternative scenario focuses on the impact of lingering inefficiencies on growth performance,
but assumes that there would be no major immediate external financing problems, due the reduction in the
current account deficit. However, the absence of further reforms would imply lower levels of FDI and
result in higher levels of indebtedness in the long-run, relative to the previous scenario. If FDI remains as
low as in the years that followed independence, the ratio of external debt to GDP would reach 70 percent of
GDP by the year 2006, compared to 57 percent for the reform scenario. The larger indebtedness and the
lower GDP growth rates make this scenario much less attractive than the reformn scenario.

More pessimistic scenarios could also be envisaged, where policy-makers do not adequately
address the large external imbalances. One variant would involve the continuation of the current adverse
policy mix, comprising a tight monetary policy and an expansionary fiscal policy. Interest rates would
remain excessively high in real terms, leading to further pressures on enterprises and banks, and the growth
process would be more disrupted. Another variant would involve again an expansionary fiscal policy and
some relaxation of monetary policy due to political pressures to reduce interest rates. This variant would
imply even larger current account deficits, increasing the risk of financing problems. If access to



Slovak Republic - A Strategy for Growth and European Integration:Strategy for Sustainable.. 127

international capital were curtailed, the Slovak Republic would face a more abrupt adjustment process,
with disruptive consequences for the growth process.

Concluding Remarks

The Slovak Republic has registered an impressive macroeconomic perfonnance after its
independence in 1993. Inflation has declined significantly and is currently one of the lowest among CEE
countries, whereas GDP growth rates have been among the highest. Slovak ratios of savings and
investment to GDP are also among the highest in the region, raising the possibility of rapid capital
accumulation and growth. However, the Slovak Republic's recent investment expansion has been
accompanied by very large external imbalances. The Slovak Republic faces the challenge of sustaining its
impressive growth performance while eliminating the large external imbalances.

This report argued that the Slovak Republic has the conditions to meet this challenge successfully.
Implementing the policies that would lead to a reduction in the investment ratio to the average in the first
half of the 1990s would eliminate the external imbalances and still leave the Slovak Republic with the
highest investment ratio among CEE countries. Completing the process of economic transformation
initiated in the early 1990s would tend to improve economic efficiency and allow the Slovak Republic to
maintain its impressive growth performance. The report also argued that the dual challenges of sustained
growth and EU accession are intertwined to a large extent. Implementing the reforms that would allow the
Slovak Republic to increase the efficiency of its economy would also increase the possibilities of a
successful integration with the EU.
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Annex: Growth Simulations and Economic Efficiency in the Context of EU Accession

The growth literature suggests that countries which have sirnilar growth determinants (e.g., similar
government policies and resource endowments) converge to equivalent incomes per capita, and the opposite
is the case when these determinants differ. For the simulations in Chapter 8, a growth equation is estimated
for a large cross-section of countries (Barbone, L., and J. Zalduendo, op. cit.). The estimation period is
1965-89. The reduced form growth equation is given by

Annual Growth Rate = 0.0879 - 0.0190 in y(0) + 0.0170 In (I/GDP) + 0.0098 In h + 0.0250 In Z - 0.0267 In LFDT
T-Statistic: (4.72) (-6.39) (3.98) (2.48) (2.99)
Adjusted R Squared89: 0.491
Standard Error of Regression: 0.014
F-Statistic: 21.34

where y(O) is the initial income per capita of a country, I/GDP is the average level of fixed investment as a
share of GDP during the period of estimation, h is a measure of educational attainment, Z is a policy index
that intends to reflect the existing policy, regulatory, and legal framework of the economy, and LFDT is an
adjusted labor force growth rate.90 In the equation's reduced form, the coefficient of the last regressor is
the negative of the sum of the coefficients for investment and human capital.

An obvious difficulty in estimating the above equation is bow to define the policy index Z. It
should include, among other variables, indicators of monetary policy, fiscal policy, trade liberalization, and
other factors that strengthen the enabling business environment of an economy. The Index of Economic
Freedom is used as a proxy for this policy index (see Johnson, B. and Sheehy, T., op. cit.), modified to
incorporate a broader definition of trade liberalization. This index is based on ten different indicators,
namely: (i) the degree to which tariffs and quotas hinder the free flow of commerce; (ii) the extent to which
taxes burden economic activities; (iii) the share of government consumption in output; (iv) the rate of
inflation as a proxy for monetary policy; (v) the degree to which a country is receptive to FDI; (vi) the
extent of government involvement and level of distortions in the financial sector; (vii) the importance of
market forces in determining prices and wages; (viii) the degree to which property rights and rule of law are
perceived to be supportive of an enabling business environment; (ix) the role that government regulations
might play in hindering private sector development; and (x) an estimate of the size and importance of the
underground economy.

Some of these indicators are measurable and some are not measurable. In the latter case,
Johnson and Sheehy assign values according to scales based on non-quantifiable criteria. To assign values
to the Slovak Republic under a non-reform scenario the rules defined by the authors for each of the
described indicators were followed, except for trade policy indicators where an alternative methodology is
proposed and used in the estimation. By contrast, the reform scenario assumes that the Slovak Republic
adopts the EU average efficiency level, the latter weighted by the GDP of current EU members.91

89 The exclusion of Guyana and Zambia from the sample result in ar improvement of the R squared to levels
above 0.6 without altering in any meaningful way the coefficients and their statistical significance.

90 Barro, R. and Lee, J. (1993). "International Comparisons of Educational Attainment," Journal of Monetars
Economics. vol. 32-3.

91 For simplicity, the reform scenario assumes that the Slovak Republic adopts from the outset the EU average
efficiency level. Alternatively, different scenarios could be posited as to the speed wvith which reforms are
introduced and how these compare with those observed among EU members.
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Table Al.1
Social lndicators

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Populaton and vi:tl statistics
Total population end-year (thousands) 5208.7 5237.0 5264.2 5287.7 5310.7 5295.9 5314.2 5336.5 5356.2 5367.8
Total population growth (percent) 0.5 0.5 0.4 0.4 -0.3 0.3 0.4 0.4 0.2
Total population mkl-year (thousands) 5192.8 5223.6 5251.1 5276.2 5297.8 5283.4 5306.5 5324.6 5347.4 5363.6
Total population growth (percent) 0.6 0.5 0.5 0.4 -0.3 0.4 0.3 0.4 0.3
Life expectancy at birth (years)

Male 67.1 67.2 67.1 66.9 66.6 66.8 67.6 68.3 68.3 68.4
Femarle 75.0 75.1 75.5 75.4 75.4 75.2 76.2 76.7 76.5 76.3

Population age srucure (percent)
0-14 26.4 26.2 25.9 25.5 25.0 24.6 24.1 23.5 22.9 22.3
15-64 63.9 63.9 64.0 64.2 64.6 65.0 65.4 65.8 66.3 66.8
65 and above 9.7 9.9 10.1 10.3 10.4 10.4 10.5 10.7 10.8 10.9

Cnxudbirthrate(perthousand) 16.8 16.1 15.9 15.2 15.1 14.9 14.1 13.8 12.4 11.4
Cnxudedathrate(perthousand) 10.2 10.0 10.0 10.2 10.3 10.3 10.1 9.9 9.6 9.8
lnfantmortalltyrate (perthousand) 15.0 14.2 13.3 13.5 12.0 13.2 12.6 10.6 11.2 11.0

Food, healh, and nutalon
Per capita supply of

Calries (per day) 3030.0 3084.0 3185.0 3234.0 3333.0 .. ..
Proteis (grams perday) 97.6 99.1 101.0 104.1 105.0 98.9 92.2 92.1 91.9

Popuation per phyecIan 279.0 277.0 272.0 273.0 264.0 272.0 281.0 279.0 290.0 371.0
Hospitalbedsper 1Wpopulton 11.1 11.2 11.9 11.9 11.9 12.3 12.3 12.5 11.7 11.4

Labortorce 1/
Total laborlfre (thousands) 2532.0 2554.0 2568.0 2555.0 2511.4 2548.5 2502.1 2534.4 2543.1 2567.7

Female (perent) 48.4 48.5 48.5 48.6 49.1 47.6 45.7 46.3 46.5 46.7

Educatio
Enmrlment rates (percent of school age children) 2/

Pimary: Total 99.0 98.3 97.9 97.7 98.1 99.6 99.6 99.5 99.5 99.5
Secondary: Total 95.9 95.6 95.6 95.8 96.3 96.6 96.6 95.9 94.5 93.8
Collges, specialized schools and universities 24.0 23.8 24.3 24.8 26.1 26.9 29.5 29.1 30.8 32.1

Pupil-teacher rati
Primary 26.5 26.1 25.7 25.0 23.9 23.2 22.1 22.4 22.0 21.1
Secondary 16.9 16.9 16.8 16.7 16.3 16.0 14.7 14.7 14.4 14.0

Otr
Teephones (perthousand) 201.0 209.0 217.0 227.0 236.0 247.0 256.0 268.0 284.0 301.0
Privatecars(perthowsand) 3/ 141.0 147.0 151.0 158.0 165.0 171.0 179.0 186.0 186.0 189.0
.. = not available.
1/ End or year. Excludes the armed forces and double employment. Includes women on matemity leave.
2/ All children between the ages of 6 and 15 are subject to compulsory school attendance.
3/ Personal cars.
Source: Sbvak Statistical Office.
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Table A1.2
Employment by Sector

(As of December 31, thousands)

1991 1992 1993 1994 1995 1996 1/

Total employment 2151.6 2174.6 2117.9 2096.3 2146.8 2164.0

1. Agriculture, hunting, forestry and fishing 271.8 256.5 199.0 214.2 201.2 189.0
As a percent of total 12.6 11.8 9.4 10.2 9.4 8.7

2. Mining and quarrying 36.6 31.8 26.2 25.7 25.0 26.0
As a percent of total 1.7 1.5 1.2 1.2 1.2 1.2

3. Electricity, gas and water supply 45.2 47.1 52.4 5;0.8 52.6 53.0
As a percent of total 2.1 2.2 2.5 2.4 2.4 2.4

4. Manufacturing 625.1 578.5 548.9 537.7 551.1 545.0
As a percent of total 29.1 26.6 25.9 25.7 25.7 25.2

5. Construction 241.2 197.8 173.7 159.4 154.9 151.0
As a percentof totl 11.2 9.1 8.2 7.6 7.2 7.0

6. Wholesaleandretailtrade 186.3 227.3 297.6 292.1 316.8 331.0
As a percent oftotal 8.7 10.5 14.1 13.9 14.8 15.3

7. Restaurants and hotels 21.5 28.3 37.8 36.3 38.0 38.0
As a percent of total 1.0 1.3 1.8 1.7 1.8 1.8

8. Transport storageand communication 169.3 161.3 166.7 158.2 159.5 159.0
As a percent of total 7.9 7.4 7.9 75 74 7.3

9. Financial intermediation 15.1 19.0 23.3 30.0 34.3 38.0
As a percent of total 0.7 0.9 1.1 1.4 1.6 1.8

10. Real estate, renting and business se.vlc 109.3 150.8 146.4 141.3 142.5 149.0
As a percent of total 5.1 6.9 6.9 6.7 6.6 6.9

11. Public administration, and defense; compusory 56.5 83.7 72.7 72.8 81.5 85.0
social security
As a percent of total 2.6 3.8 3.4 3.5 3.8 3.9

12. Education 159.4 203.2 179.4 180.8 183.0 184.0
As a percent of total 7.4 9.3 8.5 8.6 8.5 8.5

13. Health and social work 128.7 127.9 128.8 129.4 128.2 129.0
As a percent of total 6.0 5.9 6.1 5.2 6.0 6.0

14. Oter community, social an pemonal senre activdkas 85.5 61.4 64.6 67.6 78.2 87.0
As a percent of total 4.0 2.8 3.0 3.2 3.6 4.0

Note: Excluding women on regular and additioral maenity lMve, and including empoyees with a second job.
1/ Data are preliminary.
Source: Statistical Office of the Sovak Republic.
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Table A1 .3
Emplyment by hndusty

(Annual averages, thousands)

1991 1992 1993 1994 1995 1996

lndustryIntotalwflh25andmore enployees 675.5 595.1 539.8 513.5 517.0 512.1

Mining and quarrying 34.1 29.8 24.3 21.3 21.2 21.0
Mining and quarrying of energy producng matl 20.1 18.3 14.1 13.1 13.0 12.8
Miningandquarryingexceptenwgyproduclngmatdial 14.0 11.5 10.2 8.2 8.2 8.2

Manufacturing 6413 5653 515.5 4922 495.8 491.1
Manufacture of food products 57.7 53.9 51.4 51.0 50.1 51.0
Manufacture of textles 66.4 602 55.4 55.7 55.3 53.3
Manufacture of leathr 26.9 24.9 23.0 20.5 22.2 21.7
Manufacture of wood and wood products 20.3 18.5 14.5 14.9 15.0 14.7
Manuture of pulp, paper and papr products 22.8 21.1 23.1 22.5 22.7 22.2
Manufature of coke, reined, peoleum prodics 8.S 8.0 7.5 6.5 6.1 5.8
Manufacure of chemicas 38.3 33.3 293 27.5 27.0 26.9
Manutacueof ubbandplascproducts 15.0 13.7 13.4 14.0 15.1 15.3
Manufacbtre of other nonmetallc minel products 37.9 33.1 292 27.2 26.1 252
Manufacture of basic mefals and fabrkated meals 58.0 52.4 54.3 54.3 57.0 58.9
Manufacture of nmchiery and equipmnt N.E.C. 1232 100.8 80.6 72.6 71.9 69.3
Manufacture of ectrical and opical equipment 61.3 492 402 35.6 37.5 37.3
Manufacture of tansport equipment 402 33.8 28.7 26.5 28.8 28.3
Manufacture N.E.C. 25.5 23.6 21.0 18.7 17.3 17.0

Electicity, gas and water supply 392 38.8 43.9 44.7 43.7 442
Source: Slovak Statistical Ofice.
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Table AA.4
Empbymnt by Training

(p)

1983 1989 1991 1994 1995 1996

Employment byTrah*lg 1/

Unersty 8.3 10.0 10.8 13.0 12.6 12.7

Secondary school 24.7 27.8 30.7 39.7 39.7 41.0

School for apprentk 31.7 34.3 37.5 35.5 36.4 35.7

Primaryschool 35.3 27.9 20.3 11.8 11.3 10.6
1/ CMI employment exduding the puvate sector. 1983 data are as of end October; 1989 data are as of end

September; 1991 data are from the 1991 Census. 1994 and 1995 data are from Fe Labour Force Survey
(LFS). Data from LFS hcludes employment In the prlvee sector. Women on childcare leave are exucded
from te LFS data.

Source: Sbvak Statistcal Office.
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Table AI.S
Employment by Ownership Fonns

(thousands)

1990 1991 1992 1993 1994 1995 199N

Total I/ 2477.6 2008.0 2013.4 2012.3 1976.9 2019.8 2036.4

State organizations 1829.4 1444.2 1301.9 948.9 902.2 815.6 750.6
Economic organizations 1265.2 747.1 623.0 564.3 537.2 438.7 378.7
Budgetary organizations 343.0 273.2 278.3 256.3 218.0 220.6 218.8
Organizations based on contributions 43.8 114.6 122.6 128.3 147.0 141.7 135.7
Other 177.4 309.3 278.0 .. .. 14.6 17.4

Local organizations .. 12.7 14.6 20.6 47.9 54.6 56.5

CooperatIves 390.1 302.4 242.0 187.2 168.1 153.7 142.0
Agriculture 256.6 199.1 160.6 131.6 114.7 86.3 78.6

Pate enterprises and organizations 2/ 121.5 204.3 365.0 420.9 623.7 858.8 966.1

Social organizations 22.5 16.8 17.0 11.8 16.0 18.9 17.4

Intemational organizations .. 5.6 10.2 23.5 40.4 56.6 63.1

Oher 114.1 22.0 62.7 399.4 178.6 63.7 40.7

Share of employment
State organizations 73.8 71.9 64.7 47.2 45.6 40.4 36.9
Local organkatons .. 0.6 0.7 1.0 2.4 2.7 2.8
Cooperativ 15.7 15.1 12.0 9.3 8.5 7.6 7.0
Prvate enterprises and organizatons 4.9 102 18.1 20.9 31.5 42.5 47.4
Social organizations 0.9 0.8 0.8 0.6 0.8 0.8 0.9
International organizations .. 0.3 0.5 1.2 2.0 2.8 3.1
Other 4.6 1.1 3.1 19.8 9.0 3.2 2.0
- not available.

1 Average. Data exclude women on maternity leave, apprentices, and armed forces.
2/ Inluding foreign organizations.
Source: Slovak Statistical Offie.
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Table Al.6

Unemplymnent by Regional Districts

End 1992 End 1993 End 1994 End 1995 End 1996
Number of Number of Number of Number of Number of

Unemployed Percent Unemployed Percent Unemployed Percent Unemployed Percent Unemployed Percent

Total 260274 10.4 368095 14.4 371481 14.8 333291 13.1 329749 12.8

BanskaBystnca 7191 7.6 10539 11.1 10236 9.7 9437 10.6 9161 10.2
Bardejov 5345 15.7 7480 20.8 7593 22.3 6928 18.2 6982 17.8
Bratisava 10883 3.8 13510 4.5 11594 3.9 10780 4.7 9731 41
Bratisava-vidiek 5104 9.6 6620 13.3 5630 11.3 5128 7.4 4781 6.3
Cadca 7042 16.2 9931 21.0 9670 22.0 7900 13.8 7589 12.8
DolnyKubin 6932 12.9 9635 17.9 9109 17.6 7962 14.2 7890 14.3
DunajskaStreda 7231 16.3 10025 20.4 10465 20.9 9573 16.6 9052 15.2
Galanta 8292 14.9 11824 19.9 12145 21.1 10324 15.5 10133 15.1
Humenne 5464 10.5 7623 14.8 8309 16.7 7152 13.3 8097 15.5
Komamo 6028 12.7 10361 21.7 10618 20.6 9446 18 9423 18.2
Kosice-mesto 9661 6.8 14278 10.0 14534 9.3 13227 11.3 11855 10.5
Kose-vidiek 4883 16.5 7007 22.6 7379 25.4 7384 16.6 7643 18.4
Levice 7175 11.8 10439 16.6 10995 18.2 10387 17.9 10919 18.5
Liptovsky Mikulas 4147 6.5 7065 11.1 6790 11.4 6011 9.1 6577 10.1
Lucerec 6558 14.3 9143 20.3 9371 22.5 8866 19.2 8688 19.2
Martin 4348 7.6 5999 10.7 5978 11.7 5031 8.7 5560 9.8
Michalovee 8600 16.4 11796 22.5 11176 22.0 10894 20.9 10411 20.5
Nitra 11763 12.6 14405 14.7 16658 16.9 14426 14.2 12473 11.9
NoveZamky 7405 11.3 12276 17.8 12819 19.0 11776 16.5 11757 16.4
Porad 7845 10.6 11957 15.7 13678 18.8 12352 17 14436 19.3
P:ovazskaBystrica 7213 9.3 10884 13.6 9803 12.6 7949 9.4 7117 8.5
Presov 9406 10.4 15031 16.4 15193 17.9 15488 16.5 15132 15.6
Previdza 5847 8.9 8929 13.6 8974 14.3 7440 11 7169 10.5
Rimavska Sobota 7348 16.6 11703 26.4 12685 29.4 11536 26.4 10952 238
Roznave 6969 17.0 9285 22.3 10296 24.7 9494 22 9224 22.5
Senica 5661 8.9 8570 13.4 8051 12.2 7028 9.6 7285 10.3
Spiska Nova Ves 9226 14.8 14407 23.3 14703 25.3 13025 19.3 13278 191
Stara Lubovna 1848 9.9 2660 14.3 2942 16.2 2835 13.5 2984 14.5
Svidnik 3051 13.7 4275 19.4 4499 22.2 3626 18.3 3674 18.6
Topolcany 8517 11.8 11215 15.9 11417 16.6 9390 12.4 9540 12.7
Trebisov 9459 19.3 10249 19.6 11960 24.1 9803 19 11747 22.4
Trencin 6903 8.2 6844 8.1 6121 7.6 5414 6.6 5218 6.3
Tmava 11697 10.2 15485 13.6 13472 12.9 12822 11.4 10837 9.2
Velky Krtis 3012 13.8 4349 21.7 4321 20.0 4213 20.9 4421 22
VranovnadToplou 4599 16.0 6524 22.6 7396 27.4 6608 19 6891 21
Zvolen 5740 9.0 7770 12.7 7554 12.7 7003 11.5 7045 11.3
ZiarnadHronom 3573 7.9 5319 12.2 5915 13.8 5179 12.5 5626 13.4
Zilina 8308 9.0 12683 13.2 11432 12.3 9454 10.4 8451 9.4
Note: Aco dwg tothe temrtoral and administrate order of the Sbkak Republic valid urnl July 24,1996.
Source: Shoak Statistical Office.
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Tabl A2.1
Nominal Gross Domestic Product

(lliom of koruny)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

GDP (currnt prices) 232.0 241.7 247.7 256.9 267.3 277.9 319.7 332.3 369.1 440.5 515.1 581.3

By sector
Agriculture 15.0 17.3 17.2 172 25.0 20.5 182 17.7 17.3 29.3 29.0 30.1
Indusby 120.5 125.8 127.2 130.4 131.8 138.7 168.4 1062 113.1 126.6 1472 152.8
Consruction 22.3 22.1 23.2 24.1 24A 25.6 23.7 19.9 17.5 20.1 23.8 27.5
Servces 742 76.5 80.1 85.2 86.1 93.1 109.4 140.7 177.3 244.3 274.6 318.8
oter 0.0 0.0 0.0 0.0 0.0 0.0 0.0 47.8 43.9 20.2 40.5 52.1

By ependiture
Total consumption 161.2 169.3 176.1 1812 191.1 210.8 229.4 249.6 288.6 315.8 356.6 424.9

Totalprivateconsumpton 115.7 119.6 123.6 1272 133.3 149.9 163.6 164.6 196.2 221.9 252.6 286.1
Total govenment 45.5 49.7 52.5 54.0 57.8 60.9 65.8 85.0 92.4 93.9 104.0 138.8
consumption

Gross investment 73.4 76.1 80.8 80.4 85.1 92.3 99.9 93.3 100.9 101.8 146.8 221.8
Fixed investment 68.2 69.9 67.8 69.7 73.6 86.9 90A 109.3 120.7 129.4 150.6 212.7
Changes in stocks 5.2 6.2 13.0 10.7 11.5 5.4 9.5 -16.0 -19.8 -27.6 -3.8 9.1

Domestc demand 234.7 245.5 256.9 261.6 276.1 303.1 3292 342.9 389.5 417.6 503.4 646.7
Resource balance -2.6 -3.8 -92 -4.8 -8.8 -25.0 -9.5 -13.1 -20.4 23.0 9.4 -64.3

Exports of GNFS 80.1 82.6 77.1 73.8 148.1 233.7 227.6 286.7 325.8 334.0
Imports of GNFS 2.6 3.8 89.3 87.4 85.9 98.8 157.6 246.8 248.2 263.7 316.4 398.3

Statistical discrepancy -0.1 0.0 0.0 0.1 0.0 -0.2 0.0 2.5 0.0 -0.1 2.3 -1.1
Source: Slovak Stastkcal Office.
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Table A2.2
Gross Dometic Product

(billions of koruny, 1993 prices)

1935 1986 1987 1988 1989 1990 1991 1992 11993 1994 1995 1996

GOP 448.8 467.4 479.0 488.3 493.2 481.0 410.9 384.1 369.1 387.4 414.5 443.3

By sector
AgrIculue 27.4 30.1 29.4 31.0 32.2 28.9 28.0 20.5 17.3 26.7 24.4 25.2
Industry 220.7 232.5 239.5 246.7 252.1 243.6 187.6 122.8 113.1 117.2 126.8 127.1
Constuction 44.4 44.0 46.4 47.5 45.6 46.1 32.3 23.0 17.5 18.2 19.2 19.2
Sevices 156.3 160.8 163.7 163.1 163.3 162.4 163.0 162.7 177.3 214.2 219.5 241.2
Oter 0.0 0.0 0.0 0.0 0.0 0.0 0.0 55.1 43.9 11.1 24.6 30.6

By expenditure
Total consumption 328.8 342.4 357.9 369.6 387.9 401.4 :298.6 293.4 288.6 275.8 286.6 321.4
Toblprlvateconsumption 246.3 252.9 264.1 274.2 284.2 296.9 .212.7 199.0 196.2 195.3 202.7 217.2
Tol governmet 82.5 89.5 93.8 95.4 103.7 104.5 85.9 94.4 92.4 80.5 83.9 104.2
corsumpton

Gross nvesment 154.3 160.3 155.2 154.3 159.6 162.9 127.5 108.9 100.9 92.4 117.7 168.1
F.xedlnvesmnt 142.7 146.9 147.7 151.8 158.0 176.3 131.9 125.9 120.7 114.1 121.2 161.6
ChwgmesIns ocks 11.6 13.4 7.5 2.5 1.6 -13.4 -4.4 -17.0 -19.8 -21.7 -3.5 6.5

Domestic demand 483.1 502.7 513.1 523.9 547.5 564.3 426.1 402.3 389.5 368.2 404.3 489.5
Resource balance -34.3 -35.3 -34.1 -35.6 -54.3 -83.3 -15.2 -21.8 -20.4 19.2 6.8 -45.9

Exbosof GNFS 144.6 147.2 134.5 116.0 154.8 228.2 227.8 259.0 269.2 265.0
Impofrs oGNFS 34.3 35.3 178.7 182.8 188.8 199.3 170.0 250.0 248.2 239.8 262.4 310.9

Statical discrepancy 3.6 0.0 0.0 3.4 -0.3
Source: Slovak Statistical Office.
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Tabe A2.3
Perente Distililo of Goss Domsic Product

1985 1986 1967 1988 1989 1990 1991 1992 1993 1994 '1996 1996

By sector
Agriculture 6.5 72 6.9 6.7 9.4 7.4 5.7 5.3 4.7 6.7 5.6 52
Industry 51.9 52.0 51.4 50.8 49.3 49.9 52.7 32.0 30.6 28.7 28.6 26.3
Conructon 9. 9.1 9A 9A 9.1 92 7A 6.0 4.7 4.6 4.6 4.7
Servis 32.0 31.7 32.3 332 322 33.5 342 42.3 48.0 55.5 53.3 54.8
Ouw 0.0 0.0 0.0 0.0 0.0 0.0 0.0 14A 11.9 4.6 7.9 9.0

By exenditure
Total consumpton 69.5 70.0 71.1 70.5 71.5 75.9 71.8 75.1 782 71.7 692 73.1

Total prMate consumption 48.9 49.5 49.9 49.5 49.9 53.9 512 49.5 532 50.4 49.0 49.2
Tobl govornmen 19.6 20.6 21.2 21.0 21.6 21.9 20. 25.6 25.0 21.3 20.2 23.9
con.sumption

Gross invesbnent 31.6 31.5 32.6 31.3 31.6 332 312 28.1 27.3 23.1 28.5 38.2
Fixod Investment 29A 28.9 27A 27.1 27.5 31.3 28.3 32.9 32.7 29.4 292 36.6
Changes In stocks 22 2.6 5.2 4.2 4.3 1.9 3.0 -4.8 -5.4 -6.3 -0.7 1.6

Domesic demnd 1012 101.6 103.7 101.8 103.3 109.1 103.0 1032 105.5 94.8 97.7 111.3
Resource balance -1.1 -1.6 -3.7 -1.9 -3.3 -9.0 -3.0 -3.9 -5.5 5.2 1.8 -11.1

Expots odGNFS .. .. 32.3 32.2 28.8 26.6 46.3 70.3 61.7 65.1 632 57.5
Imports of GNFS 1.1 1.6 36.1 34.0 32.1 35.6 49.3 74.3 67.2 59.9 61.4 68.5

Note: Shares of nominal GOP.
Source: Slovak Sttistical Office.
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Table A2.4
Nominal Quarterly Grrs Dometc Produd

(billiks of koruny)

1993 1994
I _ _ _ _11 II IV Year I II III IV Year

GDP(currentprices) 87.0 92.5 95.4 95.0 369.9 102.1 111.7 114.1 113.4 441.3

By sector
Agriculture 4.6 5.9 10.8 3.1 24.3 5.1 6.3 11.4 6.5 29.3
Indusdry 24.7 24.0 28.3 31.0 108.0 31.2 31.8 31.6 32.0 126.6
Construction 3.3 7.0 7.0 7.4 24.6 4.0 5.3 5.6 5.2 20.1
Servioes 47.3 55.2 54.4 44.5 201.4 56.9 69.6 63.9 53.9 244.3
Oter 7.1 0.3 -5.0 90 11.5 4.9 -1.3 1.5 15.8 21.0

By expenditure
Total consumption 63.8 72.8 73.4 78.3 288.3 77.7 76.9 80.4 84.0 319.0

Total prNate consumption 43.1 49.6 51.2 52.1 196.0 53.9 53.5 57.5 57.7 222.6
Total government 20.7 23.2 22.2 26.2 92.3 23.8 23.4 22.9 26.3 96.4
consumption

Gross investment 17.6 22.7 25.9 34.8 101.0 23.9 22.3 30.7 25.7 102.6
Fored investment 18.2 25.1 33.8 43.6 120.7 26.6 27.1 33.4 42.9 130.0
Changes in stockl -0.6 -2.4 -7.9 -8.8 -19.7 -2.7 -4.8 -2.7 -17.2 -27.4

Domesticdemand 81.4 95.5 99.3 113.1 389.3 101.6 99.2 111.1 109.7 421.6
Resource balance 2.1 -5.7 -1.0 -15.8 -20.4 -1.2 8.0 8.7 8.9 24.4

Eorts of GNFS 48.5 55.7 59.6 64.0 227.8 58.8 72.3 74.2 82.5 287.8
Imports of GNFS 46.4 61.4 60.6 79.8 248.2 60.0 64.3 65.5 73.6 263.4

Statstical discrepancy 3.5 2.7 -2.9 -2.3 1.0 1.7 4.5 -5.7 -5.2 -4.7

1995 1996
I 11 III IV Year I 11 IlIl IV Year

GDP (current prces) 117.6 129.2 134.8 133.5 515.1 133.5 145.7 152.1 150.0 581.3

By sector
Agriculture 5.8 6.5 11.1 5.6 29.0 5.8 6.1 10.7 7.5 30.1
Indusdry 35.6 38.6 37.4 35.5 147.2 38.0 36.6 38.5 39.5 152.8
Construction 5.2 5.9 6.4 6.3 23.8 5.7 6.9 7.9 7.0 27.5
Services 62.9 75.2 70.5 65.9 274.6 75.9 83.1 84.6 75.2 318.8
Other 8.1 2.9 9.4 20.2 40.6 8.0 13.0 10.3 20.8 52.0

By expenditure
Total consumption 83.1 89.0 89.0 95.5 356.6 102.5 103.6 106.1 112.7 424.9

Total privatecoresumption 59.1 63.2 63.9 66.4 252.6 67.3 72.5 72.5 73,.8 286.1
Total government 24.0 25.8 25.1 29.1 104.0 35.2 31.1 33.6 38.9 138.8
consumption

Gross investment 30.3 37.6 37.0 41.9 146.8 43.0 51.8 57.8 69.2 221.8
Fored invetment 26.3 33.1 34.2 57.0 150.6 36.0 45.5 50.2 81.0 2127
Ctnges in stocks 4.0 4.5 2.8 -15.1 -3.8 7.0 6.3 7.6 -11.8 9.1

Domestic demand 113.4 126.6 126.0 137.4 503.4 145.5 155.4 163.9 181.9 646.7
Resource balance 4.3 5.2 6.1 -6.2 9.4 -13.8 -11.4 -9.6 -295 -64.3

Exports odGNFS 76.5 85.3 82.8 81.2 325.8 75.1 80.6 87.1 91.2 334.0
Imports dGNFS 72.2 60.1 76.7 87.4 316.4 88.9 92.0 96.7 120.7 398.3

Statstical disaepancy -0.1 -2.6 2.7 2.3 2.3 1.8 1.7 -2.2 -2.4 -1.1
Note: Possible diflerences between the yearly data and sum of quarters are caused by rounding off from Mill. SKK to BEl. SKK
and by recent updating or past annual data and not the quarterly data.
Source: Slovak Statistical Office.
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Tabe A2.5
Gross Fbled Invesment

(billions of koruny, curent prics)

1992 1993 1994 1995 199 1/

Agriculture, hunting, forestry and fihing 5.5 4.9 6.2 6.4 10.5
Mining and quaffying 3.0 2.1 2.4 5.2 3.6
Manufatuing 34.3 37.8 28.0 34.7 40.3
Ebcicity, gas and water supply 16.7 17.1 26.7 30.7 26.0
Construction 3.6 4.0 5.0 5.1 8.3
Trade 2V 3.3 4.6 6.3 8.7 33.3
Hotels and restaurants 1.9 1.1 0.9 1.5 2.5
Transport, storage and communication 9.5 11.8 15.6 20.2 28.3
Financial intermediation 5.8 10.0 13.4 13.7 24.7
Real estat, renting and business actMlFs 10.8 14.1 13.5 14.7 36.8
PubNc administration 3/ 2.7 5.6 6.4 6.8 13.0
Education 3.0 2.2 2.3 4.1 3.6
Health and social work 2.8 3.4 3.5 5.0 5.6
Other 4 4.8 7.4 5.5 6.0 7.8

Total 107.6 126.1 135.7 162.8 242.3

Mmorandum Items
Tangible Investment 105.3 123.7 132.4 159.2 234.3

Construction works 51.5 59.9 58.3 74.1 106.6
Machines and equipment 51.5 61.0 61.9 79.6 117.0
Other 2.3 2.8 12.2 5.5 8.7

Non4angible investment 2.3 2.4 3.3 3.6 8.0
Note: NACE: Nomenclature des actMtes de Communaute Europeenne.
1/1996 data is preliminary.
2t Wholesale and retail trade; repair of motor vehicles.
3/ Includes defens, and conpulsy socil security.
4 Community, social and persoral service actMtles.
Source: Slovak Statistical Office.
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Tabl A2.6
Production and Yids of Selctd Agricutura Crops and Uvestock Producs;

housands of tons)

1990 1991 1992 1993 1994 1995

Producion
Cereals In total 3617 4004 3552 3152 3700 3490
Thick drIl 3247 3293 2876 2478 3179 2893
Wheat 2083 2124 1697 1529 2145 1938
Rye 178 131 76 e9 96 89
Barley 914 960 1038 823 874 794
Oats 47 44 41 3S 35 42

Grain maize 370 711 676 674 521 597
Legume in total 96 117 158 123 160 108
Edible 78 101 145 114 141 99
Peas 74 96 138 110 136 96
Lentils 1 2 3 1 1 1
Beans 3 3 4 3 3 2

Feeding 18 16 13 !9 19 9
Potatoes 779 669 658 857 399 442
Early potatoes 66 56 71 58 50 48

Sugar beets 1581 1501 1338 1128 1112 1176
Oil plants in total 141 214 133 126 155 236
Rape 76 97 48 58 94 149
Sunflower 56 101 79 64 55 81
Soya 4 11 4 1 1 1
Poppy seeds 3 3 2 1 3 3

Flax 12 2 3 :3 3 3
Tobacco 5 5 3 :2 2 2
Mairket vgetables 497 552 459 535 483 498
Fruits in total 164 165 140 175 123 92
Hops I I I I 1 1
Feeding root-crops 393 395 262 29# 257 270
Fodderonarableland(Onternsofhay) 2758 2908 2554 2104 1911 1812
Annual 1226 1346 1215 998 750 812
Unripe and enlage maize 1005 1115 993 848 626 881

Lastingnmoreyears 1532 1562 1339 1106 1161 1000
Lucee 955 1049 886 768 787 651
Reddouble-cut lover 267 235 206 137 136 109

Permanentgrowhs of gtssonternsofhay) 1915 1852 1338 114S 1394 1385

Yields (Tons owr hectared
Cereals In total 4.7 5.0 4.4 3.8 4.3 4.1

Thick drill 4.8 4.9 4.4 3.1i 4.3 4.0
Wheat 5.0 5.2 4.8 3.8 4.8 4.4
Rye 3.9 3.4 3.2 3.0 3.1 2.9
Barley 4.8 4.6 4.1 3.3 3.7 3.4
Oats 3.5 3.2 2.8 2.5 2.5 2.7

Grain maize 3.6 5.4 4.5 4.6 4.1 4.9
Legume In totl 2.2 2.3 2.4 1.9 2.9 2.2
Edible 2.4 2.4 2.5 1.9 2.9 2.2
Peas 2.6 2.6 2.7 1.9 3.0 2.3
Lentils 0.6 1.1 1.0 1.0 0.9 0.7
Beans 1.1 1.1 1.2 1.3 1.7 1.6

Feeding 1.6 1.5 1.7 1.8 3.2 2.0
Potatoes 14.1 12.3 12.9 18.2 9.7 11.1
Early potatoes 11.4 10.1 11.5 10.2 9.5 9.8

Sugar beets 30.8 31.1 29.4 34.:3 34.5 34.3
Oil plants in total 1.9 2.2 1.9 1.7 1.8 1.9

Rape 2.4 2.6 1.8 1.1; 2.1 2.2
Sunflwr 1.9 2.3 2.2 2.0 1.6 1.7
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Tabe A2.6
Production and Yids of SeWecd Agriculturl Crops and Uvestock Products

touands of tons)

1990 1991 1992 1993 1994 1995

(conthiued)

Yields (Tons per hectare)
Soya 0.8 1.4 0.9 1.2 1.4 1.4
Poppy seeds 0.9 0.7 0.6 0.5 0.6 0.6

Flax 2.7 1.1 2.2 2.4 2.2 3.0
Tobacco 1.5 1.6 1.2 1.3 1.5 1.6
Feeding root-crops 42.9 47.2 38.3 45.7 38.6 41.3
Fodder on arble land (in term of hay)
Annual 4.4 5.9 5.1 4.7 3.7 4.4
Unripe and ersilage maize 4.4 6.3 5.4 5.1 3.9 4.7

Lasting more years 8.1 8.6 6.8 6.1 6.7 6.2
Lucewne 8.4 9.4 8.2 7.6 8.3 7.5
Red double-cut clver 8.2 8.0 6.5 5.2 5.9 5.7

Hop-gardens 0.9 1.0 0.9 0.8 1.2 0.9
P.rmanent growths of grs(n tm dof hay) 2.5 2.4 1.7 1.4 1.7 1.7

Livestock Production
Meat (thousand tons, yield) 599.1 545.2 493.0 477.6 422.3 403.2
Beed (thousand tons) 211.0 207.2 172.0 170.4 122.1 108.3
Veal (thousand tons) 2.0 0.7 0.7 6.2 5.1 3.3
Pork (thousand tons) 376.0 328.4 313.2 294.2 290.4 287.2
Sheep and goat 10.1 8.9 7.1 6.8 4.7 4.4

Slaughtered poultry 116.4 98.7 88.4 70.0 76.7 85.8
Eggs (million pices) 1983.0 1824.0 1720.8 1526.8 1606.4 1808.5
Milk (nillionsof liters) 1920.0 1526.0 1330.6 1214.4 1154.7 1151.4
Fish (thousand tons) 1.2 0.6 0.5 0.4 0.8 0.9
Woold hoand tons) 3.0 1.3 1.2 1.2 1.1 1.1
Sheep cheese (thousand tons) 3.5 2.4 1.9 1.9 2.0 2.1

Yields

Average live weight (kg)
Slaughtred cattle 483.0 479.0 471.5 426.0 425.0 434.0
Veal 85.0 56.0 56.0 92.0 94.0 8.0
Slaughtered pigs 129.0 133.3 136.1 119.0 113.0 114.0

Average annual milk yidcow (iters) 3573.0 2887.0 2887.7 2952.8 3175.2 3292.0
Averge annual egg-layng per hen (pieces) 249.0 241.0 240.0 226.5 228.1 227.9
Numberofcalmes bom per 100ows(pmeis) 101.8 92.0 90.8 93.5 96.2 97.0
Number of piglets bom per sow (pce) 17.5 16.7 15.7 15.2 15.5 15.9
Number of lambs per ewe (pieces) 99.5 87.6 74.0 71.8 79.7 80.0
Source: Slovak Statidcal Office; a staff etmates.
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Table A2.7
Money Incomes and Expenditures - Household Sector

(billions of current koruny)

1992 1993 1994 1995

Income of employees 145.5 178.3 205.4 232.8
Gross salaries and wages 105.5 130.4 150.1 178.0

Gross operational surplus 30.2 53.4 61.7 72.6
Income from ownership and business 10.3 14.2 15.8 19.5
Insured accident transactions 3.9 4.3 4.5 4.0
Current transfers - income 58.7 76.5 70.3 77.3
Social benefits 53.5 68.5 65.9 71.9

Total current revenues 248.6 326.7 357.7 406.3

Income from ownership and business 1.0 5.6 2.6 4.8
Insured accident transactions 3.4 4.3 4.6 5.0
Current transfers - expenditure 58.3 73.7 87.3 97.6
Taxes from income of natural persons 11.2 15.8

Total current expenditure 62.7 83.6 94.5 107.4

Gross disposable income 185.9 243.1 263.1 298.9
Final consumption of households 164.6 196.2 221.9 252.6
Grosssavingsofhouseholds 21.3 46.8 41.2 46.3

= not available.
Source: Statistical Office of the Slovak Republic.
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Table A2.8
Indices of Industrial Producbon

1991 1992 1993 1994 1995 1996

Industry in total (industrial enterprises 131.4 111.0 100.0 102.7 113.3 113.9
with 25 and more employees)

Mining and quarrying 149.9 125.2 100.0 96.7 95.2 101.3
Mining and quarrying of energy producing material 197.0 158.6 100.0 92.9 96.4 99.7
Mining and quarrying except energy producing material 121.5 105.0 100.0 98.9 94.5 102.3

Manufacturing 135.6 113.6 100.0 101.5 110.4 113.6
Manufacture of food products 143.8 115.0 100.0 92.3 90.3 95.4
Manufacture of textiles 137.1 123.2 100.0 98.1 87.2 84.5
Manufacture of leather 164.6 133.1 100.0 90.8 104.2 105.0
Manufacture of wood and wood products 188.5 152.7 100.0 105.0 119.5 116.2
Manufacture of pulp, paper and paper products 106.3 102.4 100.0 113.8 120.4 126.3
Manufacture of coke, refined, petroleum products 117.8 101.0 100.0 123.4 131.0 125.9
Manufactureof chemicals 113.1 112.6 100.0 105.8 117.2 120.9
Manufacture of rubber and plastic products 114.1 108.8 100.0 111.9 131.2 135.6
Manufacture of other non-metallic mineral products 118.6 110.1 100.0 94.1 92.7 92.6
Manufacture of basic metals and fabricated metals 106.9 100.5 100.0 105.1 114.7 105.0
Manufacture of machinery and equipment N.E.C. 212.8 137.7 100.0 88.5 101.7 109.1
Manufacture of electrical and optical equipment 149.7 113.7 100.0 99.4 108.5 124.1
Manufacture of transport equipment 176.3 125.1 100.0 107.3 174.2 212.7
Manufacture N.E.C. 124.1 117.6 100.0 92.7 101.7 112.9

Electricity, gas and water supply 85.6 82.6 100.0 115.9 113.0 118.7
Notes: NACE: Nomenclature des activites de Communaute Europeenne. Data for enterprises with 25
and more employees.
Source: Slovak Statistical Office.
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Table A2.9
Annual Growth Rates of Industrial Production

1992 1993 1994 1995 1996

Industry in total (Industrial enterprises -15.5 -9.9 2.7 10.3 0.5
with 25 and more employees)

Mining and quarrying -16.5 -20.1 -3.3 -1.6 6.4
Mining and quarrying of energy producing material -19.5 -36.9 -7.1 3.8 3.4
Mining and quarying except energy producing material -13.6 -4.8 -1.1 -4.4 8.3

Manufacturing -16.2 -12.0 1.5 8.8 2.9
Manufacture of food products -20.0 -13.0 -7.7 -2.2 5.6
Manufacture of texbles -10.1 -18.8 -1.9 -11.1 -3.1
Manufacture of ather -19.1 -24.9 -9.2 14.8 0.8
Manufacture of wood and wood products -19.0 -34.5 5.0 13.8 -2.8
Manufacture of pulp, paper and paper products -3.7 -2.3 13.8 5.8 4.9
Manufacture of coke, refined, petrleum products -14.3 -1.0 23.4 6.2 -3.9
Manufacture of chemicals -0.4 -11.2 5.8 10.8 3.2
Manufacture of rubber and pastic products -4.6 -8.1 11.9 17.2 3.4
Manufacture of other non-metallic mineral products -7.2 -9.2 -5.9 -1.5 -0.1
Manufacture of basic metals and fabricated metals -6.0 -0.5 5.1 9.1 -8.5
Manufacture of machinery and equipment N.E.C. -35.3 -27.4 -11.5 114.9 7.3
Manufacture of ectrical and optical equipment -24.0 -12.0 -0.6 9.2 14.4
Manufacture of transport equipment -29.0 -20.1 7.3 62.3 22.1
Manufacture N.E.C. -5.2 -15.0 -7.3 9.7 11.0

Electricty, gas and water supply -3.5 21.1 15.9 -2.5 5.0
Source: Slovak Statistical Office and staff estimates.
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Table A2.10
Prfits and Losses o Enterprises, 1993-96

(billions d koruny)

1933 1994 1995 1996
Profits Losses Net Profits Losses Net Profits Losses Net Profits Losses Net

Total 82.2 46.3 35.9 85.5 38.2 47.3 87.4 50.4 37.0 110.7 65.2 45.5

Agriculture 4.5 11.2 -6.7 1.3 5.5 -4.2 1.5 4.1 -2.6 5.0 7.5 -2.5

Industry 45.0 18.6 26.4 42.0 16.6 25.4 48.0 15.0 33.0 48.0 27.9 20.1
Mining 1.2 0.4 0.8 0.9 0.1 0.8 1.2 0.1 1.1 1.2 0.4 0.8
Manufacturng 16.8 17.4 -0.6 17.7 16.4 1.3 22.9 14.9 80 26.2 26.5 -0.3
Electricity 27.0 0.8 26.2 23.4 0.1 23.3 23.9 0.0 23.9 20.6 1.0 19.6

Construction 2.4 2.2 0.2 1.8 1.6 0.2 2.3 1.3 1.0 5.3 2.9 2.4

Sevices 30.3 14.3 16.0 40.4 14.5 25.9 35.6 30.0 5.6 52.4 26.9 25.5
Trade and repairs 3.3 5.4 -2.1 4.2 3.2 1.0 7.6 2.9 4.7 10.4 4.3 61
Hotels and restaurants 0.2 0.6 -0.4 0.2 0.4 -0.2 0.4 0.4 0.0 0.7 0.5 0.2
Transportandcommunication 8.4 2.1 6.3 7.8 1.1 8.7 5.6 1.2 4.4 7.6 3.9 3.7
Financial semvces I 13.9 3.8 10.1 23.7 6.3 17.4 15.5 21.3 -5.8 25.5 13.6 11.9
Real estate 3.3 1.9 1.4 3.2 0.7 2.5 5.0 1.4 3.6 6.7 2.7 4.0
Other 1.2 0.5 0.7 1.3 2.8 -1.5 1.5 2.8 -1.3 1.5 1.9 -0.4

Note: Enterprises with 25 or more empoyees including subsidized public organizatiors
1/ Data for financial intermediaries refer to all enterpries, rather than only to enterprise wfth 25 or more empyees.
Source: Statitical Office of the Sbak Republic.



148

Table A3.1
Balnce of Pymenbt

(mlions of current US dolars)

1992 1993 1994 1995 1996

Trade balance -714.0 -931.9 58.5 -227.5 -2292.5
Expods, f.o.b. 6515.0 5447.4 6691.0 8579.0 8831.0
Imports, f.o.b. 1/ 7229.0 6379.3 6632.5 8806.5 11123.5

Services balance -54.0 230.7 537.1 526.6 -8.3
Receipts NFS 1535.0 1950.4 2256.1 2376.2 2068.1
Shipment and other 414.0 459.6 538.3 615.3 643.5
Transit of gas 343.0 382.8 395.9 404.7 385.6
Other 71.0 76.8 142.4 210.6 257.9
Travel 200.0 390.2 666.2 622.3 672.8
Oher 921.0 1100.6 1051.6 1138.6 751.8
Factor income 170.0 189.5 155.2 249.0 222.1
Interest 83.4 79.8 212.6 190.4
Investment 26.5 26.7 10.6 15.0
Employee compensation 79.6 48.7 25.8 16.7

Expenditures NFS 1554.0 1681.7 1599.5 1835.8 2031.8
Shipment and other 263.0 292.3 161.5 306.1 395.1
Travel 165.0 216.3 318.0 320.4 482.8
Other 1126.0 1173.1 1120.0 1209.3 1153.9
Factor paymnents 205.0 227.5 274.7 262.8 266.7
Interest 183.9 235.7 242.7 238.4
Investment 42.1 33.1 17.5 19.4
Employee compensation 1.5 5.9 2.6 8.9

Unrequited transfes 814.0 100.0 69.2 92.2 202.8
Private 70.0 96.1 62.9 75.5 193.0
O2fial 744.0 3.9 6.3 16.7 9.8

Current account 46.0 -6012 664.8 391.3 -2098.0
CurrentaccountlGDP(peroent)2i 0.4 -5.0 4.8 2.3 -11.1

Net medium- and long4erm cap1a 351.0 181.9 908.4 974.9 1458.0
Foreign investment, net 100.0 -372.5 249.7 380.1 224.6
Direct foreign investment 100.0 134.0 169.5 134.0 129.0
Portfoio Investment -506.5 80.2 246.1 95.6

MLT credits received 196.0 305.7 476.8 526.0 1097.0
Disbursements 266.0 795.2 949.7 1570.3 1642.0
Repayments -70.0 -489.5 -472.9 -1044.3 545.0

MLT credits extended 55.0 248.7 181.9 68.8 136.4
Disbursements -22.1 -21.0 -80.8 -211.8
Repaymenwt 270.8 202.9 149.6 348.2

Net short4erm captl -436.0 42.4 -198.1 73.6 871.2
Caal transe 0.0 529.4 87.0 45.7 -94.2

Clearing account balance (surplus,-) 189.4 -623.0 -951.0 0.0
Clearing account settlement (payment,-) 0.0 0.0 275.3 1034.0 0.0

Total capltal account -85.0 943.1 449.6 1177.2 2235.0

Erromrs and omissions, nel -500.0 14.0 495.7 193.8 225.1

Overall balance -39.0 355.9 1610.1 1762.3 362.1

Change h reserves (- Icrse) 539.0 -355.9 -1610.1 -1762.3 -362.1
Use oF W credit, net 94.0 90.1 50.7 -200.9 -124.9
Purcha 90.1 140.1 0.0 0.0
Repurcles 0.0 -49.4 -200.9 -124.9

Change n gr areservec (- increase) -95.0 -520.6 -1687.7 -1770.6 -237.1
State bank 5.0 -58.6 -1289.9 -1579.0 -237.1
Commerial banks -100.0 462.0 -397.8 -191.5

Short4erm liabilites 540.0 74.6 26.9 209.1
State bank 0.0 3.4 0.0
Commerial banks 74.6 23.5 209.1
- not available.

11 Total imports clude private kipods for convertible currency.
21 Calculated ushg the perlod average exchange rates for Czechoslovakia for 1992.
Source: National Bank of SlAMd.
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Table A3.2
Extemal Reserves

(millions of US dollas)

i989 1990 1991 1992 1993 1994 1995 1996

Total exteral eserves 369.7 151.2 772.6 899.9 1401.3 2973.0 4913.7 5840.9

Edemal reserves IMF definition 369.7 151.2 535.1 409.2 449.5 1623.5 3298.3 3428.0

Offa reserves 369.7 151.2 535.1 409.2 449.5 1623.5 3298.3 3428.0
Gold 1/ 51.0 33.3 30.7 53.1 54.5 54.5 54.5 54.5
Foreign exchange held by skde bank 318.7 117.9 504.4 343.3 415.3 1606.2 3305.9 3402.7

Foreign cuency from gold swaps .. .. .. .. 20.6 122.2 120.1 45.4
5DR holding 0.0 0.0 0.0 12.8 0.3 86.0 58.0 16.2

Foreign exchange held by oher banks 0.0 0.0 237.5 490.7 951.8 1349.5 1615.5 2412.95
Note: For 19801, data were drived by applyIn 2:1 rato to Czechoslovalias assets.
it Gold In accountinog vale = USS 42.22 per ounce.
Source: National Bank of Slovalda; and stff estmates
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Table A3.3
Extemal Trade by SITC

(millions of cunrent koruny, F.O.B)

1991 1992 1993 1994 1996 1996
By SITC classifcation
Exports to nonsociallst countries
Food and ive animals 4182 3791 2711 2329 3101 2571
Beverages and tobacco 24 66 37 46 125 81
Inedible crude materials, nonfuel 3185 4062 3428 4198 5366 5202
Minerals, fuels 806 405 1698 2174 2140 3053
Animal and vogetable oils and fat 90 55 57 69 59 56
Chenicals 6627 7462 6491 9803 12714 12928
Manufactures by material 19241 31155 29415 44143 51746 50859
Machinery and equipment 8055 10836 9333 17085 22377 36782
Manufactures: miscellaneous 9296 12018 10879 15188 17764 19048
Others 32 0 1 0 11 162
1+11 / 4 0 0 5 0 0
Not specified 0 0 12 15 0 0
Total 51543 69848 64061 95146 115403 130742

Exports to socialist countries
Food and live animals 2618 4168 6508 7388 9725 7579
Beverages and tobacco 702 476 1443 1965 2104 1867
Inedible crude materials, nonfuel 1218 1719 4869 6776 7635 6854
Finerals, fuels 315 446 6557 7770 8608 10249
Animalandvegetableoilsandfats 5 49 115 149 215 314
Chemicals 5326 4339 13740 17732 20948 20686
Manufactures by material 16052 12975 36623 40241 51406 52714
Machinery and equipmxent 14253 7800 23236 23649 25637 25955
Manufactures: mbcellsneous 6139 4157 11677 13446 13322 13598
Others 0 0 3 15 55 60
I+ 11I/ 0 12 54 21 0 0
Notspecffied 0 0 76 76 3 0
Total 46627 36142 103901 119227 139659 139876

Total exports
Food and liveanimals 6800 7959 9219 9717 12826 10150
Beverages and tobacco 726 541 1480 2011 2229 1948
Inedible crude materials, nonfuel 4403 5780 8297 10974 13001 12057
Minerals, fuels 1121 861 8255 9944 10748 13301
Animal andw vgetable oils and fats 95 104 172 218 274 369
Chemicals 11953 11801 20231 27625 33663 33613
Manufactures by material 36293 44130 65037 84384 103152 103574
Machinery and equipment 22308 18636 32569 40734 48014 62737
Manufactures: micelaneous 15435 16175 22556 28633 31086 32646
Other 32 0 4 15 65 222
I+ 11I/ 4 12 54 26 0 0
Not specHled 0 0 88 91 3 0
Total 98170 105690 167962 214373 255062 270618

Notsped 6 175 152 2 34 11
Total export 98176 106165 168114 214375 255096 270628
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Table A3.3
External Trade by SITC (continued)
(millions of current koruny. C.I.F.)

1991 1992 1993 1994 1995 1996

Imports from nonsocallst Countries
Food and live animals 3978 4011 7526 9138 11248 12593
Beverages and tobacco 762 562 779 804 762 833
Inedible crude malerials, nonfuel 5209 3385 2299 3401 8038 7487
Minerals, fuels 4353 584 941 724 1192 2536
Animal and vegetable oils and fats 96 41 126 193 272 323
Chemicals 7117 7555 10195 14379 19192 21968
Manufactures by material 4322 6330 8764 12951 16459 20663
Machinery and equipment 22861 33279 34063 40325 52896 82689
Manufactures: miscellaneous 4904 7895 9305 10948 13130 16042
Others 4 2 5 56 231 276
I+ 1111 0 0 13 2 0 0
Notapecifled 0 23 117 133 1 0
Total S3607 63765 74134 93052 121420 165411

Imports from socialist countrIes
Fooi and live animals 1323 1094 7390 5902 7214 8071
Beverages and tobacco 343 272 2186 1967 2141 2846
Inedible crude materials, nonfuel 8992 4946 8200 7936 9723 9216
Mnerals, fuels 34767 29895 41668 40591 45359 54871
Animal and vegetable oils and fats 10 13 376 421 252 295
Chemicals 3198 3357 12941 13706 16281 16656
Ubnufactures by material 5122 3329 22004 23033 30268 31105
Machineiy and equipmert 5195 3562 25464 18653 23669 36122
Manufactures: miscllaneous 2345 1590 9039 8438 8202 14006
Others 0 0 86 21 19 89
I+ 11I 0 0 4 0 0 0
Not specified 0 0 127 157 1 0
Total 61295 48058 129485 120822 143129 173277

Total lmpots
Food and live animals 5301 5105 14915 15040 18482 20664
Beverages and tobacco 1106 833 2966 2770 2903 3679
Inedible crude materials, nonfuel 14201 8332 10499 11337 15761 16703
Minerals, fuels 39120 30579 42608 41315 46561 57408
Animal and vegetable oils and fats 106 53 502 614 524 618
Chenicals 10315 10911 23136 28088 36473 38624
Manufactures by material 9444 9659 30768 35984 46726 51768
Machinely and equipmend 28057 36841 59527 58077 76566 116611
Manufactures: miscellaneous 7249 9485 18344 19382 21332 30048
Othem 4 2 91 76 250 365
1+11I/ 0 0 17 3 0 0
Not specified 0 23 244 290 2 0
Total 114902 111823 203618 213874 264548 338688

Not specfied 36 27 231 195 400 495
Total Import 114938 111850 203849 214069 264948 339183
Note: 1991-1995 data are definitive;1996 are preliminary; data priorto 1993 excludes trade with the Czech Republic.
1) 1 - Gold, coirnage: If - Gold coins and current coins.
Souroe: Statistical Ofrce o the Slowak Republic.
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Table A3.4

Geographical Composition of Trade
(Miliions of SKK C.I.F./F.O.B.)

Country Indicator 1990 1991 1992 1993 1994 1995 1996

Totalforeigntradeof Export 52,032 98,176 106,165 156,114 214,375 255,096 270,628

he SlIk Repubic Import 61,258 114,938 111,850 203,849 21.,069 264,948 339,183
Balance -9,226 -16,763 -5,685 -35 735 306 -9,852 -88,555

Czech Republc Export - - - 71,158 80,154 89,920 83,907

Import - - - 73,201 83,59e 74,323 84,078
Balance - - - -2.042 16,558 15,597 -172

Bulgaria Export 497 719 634 513 373 539 603
Import 707 565 243 338 334 336 301
Balance -209 153 391 1 76 39 203 301

Croatia Export - - 1,026 1,482 1,943 2,151 2,248
Import - - 184 440 559 607 656
Balance - - 843 1,042 1,384 1,544 1,592

Hungary Export 2,801 6,700 7,325 7.e24 11,718 11,623 12,361

Import 2,742 3,424 2,874 2,721 3,584 5,776 6,686

Balance 59 3,277 4,451 4,904 8,15f4 5,847 5,675

Poland Export 3,401 7,852 4,348 4,902 6,065 11,240 13,083

Import 5,458 4,312 3,503 3,964 5,100 7,276 8,288
Balance -2,057 3,540 845 939 965 3,965 4,795

Romania Export 481 1,192 1,286 743 855 1,267 1,752
Import 606 434 299 230 247 319 464
Balance -125 758 988 513 S08 948 1,288

Russian Federaton Export - - 7,305 7,386 8,893 9,836 9,433

Import - - 8,162 39,799 38,166 43,397 59,391

Balance - - -857 -31,903 -29,273 -33,561 -49,957

Ukraine Export - 1 5,336 4:307 3,739 5,672 7,239

Import - 0 4,555 4,898 3,80S 3,657 5,307

Balance - 0 781 -591 -70 2,015 1,932

EU countries 11 Export 16,753 33,746 44,282 40,510 61,730 95,395 111,679
Import 19,073 27,593 38,561 41,957 56,174 92,058 124,688

Balance -2,320 6,153 5,720 -1,447 5,557 3,337 -13,009

Austria Export 3,769 5,839 7,879 8,362 11,258 12,664 16,363
Import 8,278 9,791 11,401 12,694 12,268 13,372 15,668
Balance -4,509 -3,951 -3,522 4,332 -1,010 -709 695

France Export 2,106 2,378 4,019 2,707 3,630 5,095 5,722
Import 1,007 2,325 2,644 3,073 4,797 6,439 10,785
Balance 1,099 53 1,376 -366 -1,167 -1,344 -5,062

Italy Export 1,895 5,001 5,802 4,603 9,238 12,292 13,200
Import 1,631 3,255 8,292 6,104 9.400 12,276 20,169
Balance 264 1,746 -489 -1,501 -163 16 -6,969

Germany Expot 7,180 19,440 25,888 25,569 36,650 47,948 57,343
Import 8,835 16,469 23,238 :23,279 28,761 37,902 49,058
Balance -1,655 2,971 2,650 2,2389 7,889 10,046 8,285

United Kngdom Export 1,233 1,075 1,967 1,717 2,743 3,343 4,148
Import 1,674 1,153 1,272 2,564 3,409 4,469 6,284
Balance -441 -78 694 -847 -866 -1,126 -2,136

Notes: Data priorto 1993 excludes tadewith theCzech Republic. Statistical data are puished underthe
ecoromic conditions and Imetodology of InvesXation of current year. Data are definitive on customs
basi In 1993-1995. Date of te year 1996 are preliminary on customs basis of January 1997.

I/ EU Includes Austria, Finnd and Sweden from 1995 on.
Source: Slovak Stabttical Office.
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Tabe A3.5
Monthly Exchange Rates

-_______ SKWUS$ SKWDM Basket
Jan-93 28.90 17.89 22.29
Feb-93 28.56 17.78 22.09
Mar-93 29.03 17.72 22.24
Apr-93 29.03 18.00 22.41
May-93 28.60 17.94 22.20
Jun-93 28.78 17.71 22.14
Ju-93 29.59 18.72 23.07
Aug-93 32.09 19.37 24.46
Sep-93 32.58 19.78 24.90
Oct-93 32.01 19.74 24.65
Nov-93 32.68 19.36 24.69
Dec-93 33.04 19.28 24.79
Jan-94 33.20 19.16 24.78
Feb-94 33.31 19.18 24.83
Mar-94 33.09 19.36 24.85
Apr-94 32.64 19.33 24.65
May-94 32.62 19.56 24.78
Jun-94 32.30 19.70 24.74
Jul-94 31.58 20.08 24.68
Aug-94 31.53 20.09 24.66
Sep-94 31.62 20.14 24.73
Oct-94 31.22 20.29 24.66
Nov-94 30.58 20.20 24.35
Dec-94 31.37 20.00 24.55
Jan-95 31.28 20.20 24.63
Feb-95 30.74 20.36 24.51
Mar-95 30.06 20.88 24.55
Apr-95 29.00 21.06 24.23
May-95 28.96 20.96 24.16
Jun-95 29.27 21.00 24.31
Jul-95 29.35 21 .05 24.37

Aug-95 29.19 20.75 24.13
Sep-95 30.33 20.60 24.49
Oct-95 29.54 20.84 24.32
Nov-95 29.44 20.80 24.25
Dec-95 29.71 20.62 24.26
Jan-96 29.90 20.50 24.26
Feb-96 30.00 20.44 24.26
Mar-96 30.01 20.37 24.23
Apr-96 30.40 20.23 24.30
May-96 30.91 20.17 24.46
Jun-96 31.03 20.31 24.60
Jul-96 30.74 20.41 24.54
Aug-96 30.37 20.50 24.45
Sep-96 30.71 20.43 24.54
Oct-96 31.18 20.40 24.71
Nov-96 30.95 20.50 24.68
Dec-96 31.58 20.37 24.85
Jan-97 32.24 20.13 24.98
Feb-97 32.76 19.62 24.87
Mar-97 33.23 19.58 25.04
Apr-97 33.26 19.48 24.99
May-97 33.26 19.53 25.02

Note: Period average exchange rates. Basket weights: DM = 0.6 and US$ = 0.4.
Source: National Bank of Slovakia; and staff estimates.
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Table A4.9
Gross Extemal Debt by Credi2 rs and Debtors

(millions of current US dollars)

1992 1 993 134 15 996

Debt with the rest of the world

By creditors
Convertible debt 2828.8 3483.6 f i x. Y 88 .4
Medium and long-term 2261.7 2820.6 3 42?. :.k .y 4723.8

Multilateral 248.4 288.4 3.75. 9 4 427.4
Governments 127.2 930.2 1 3.2 22 1i325S
Supplers credits 11 437.5 542.5 830.0 238 .8 1

Govemrnment bank credits 695.3 W.3 57 .3 3% 225.8
NBS Bonds 74.2 347.9 S41 ' I 5S6.7
IMF 480.0 589.8 38.83 32C.0

Othercreditors 199.1 301A4 .0 2823.2
Short-term 567.1 563.0 23e t1 -; ,7 2945.7

Nonconvertlibledebt 152.5 t33.8 j39.5 137

Medium and long-term 152.5 l33.3 2 1 139. 7
Short-term 0.0 0.0 0.0 0.

Total 2981.3 3617. 4i' e S 78CQ.2
Medium and long-term 2414.3 29554.4 3534.0f 41 4C 4863S5
Short4erm 567.1 9e63.0 123 6; . 2 29.57

By debt holders
Medium and Long-term 2261.7 2820.6 3-1127.&' :,:a43.A 4723.8
Natbonalbank 554.2 917.7 11 0.5 102fJ 877.1
Govemment 1071.0 1058.9 1t63.4 gzQ..A 779.2
Corporations 437.5 630.1 i 34.9 I5.t1 2231.9
Commercial banks 199.1 213.8 275.0 92. 778.5
MunicipalMies _ _ .9 572
11 Suppliers credit includes financing sources of municipalities and priva'te band isvu es
Source: Staff estimates and National Bank of Slovakia.
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Table A4.2
Debt Service in Convertible Currencies

(millions of current US dolars)

1990 1991 1992 1993 1994 1995 1996

Principal repayments
Convertible debt with ROW

Medium and longterm 171.0 246.9 377.4 422.1 543.1 813.3 858.1
Multilateral 2.6 2.6 0.0 0.0 0.0 0.0 0.0

IBRD 0.0 0.0 0.0 0.0 0.0
Bilateral 19.0 17.4 11.9 0.0 0.0 0.0 0.0
Suppliers credits 1/ 93.2 153.5 111.2 179.0 190.2 267.6 34.9
Banks 56.2 73.4 201.9 243.1 200.6 344.6 682.4
Bonds 0.0 0.0 36.0 0.0 63.0 0.0 0.0
IMF 0.0 0.0 16.4 0.0 89.4 201.1 124.9

Interest payments
Convertible debt with ROW

Medium and long4erm 83.9 122.0 160.9 134.3 188.4 269.0 301.1
Multilateral 2/ 8.8 6.8 22.5 22.0 15.1 27.5 25.2

IBRD 0.0 0.0 5.0 9.1 11.3
Bilateral 3.3 2.3 4.2 10.0 10.0 17.1 7.0
Suppliers credits 16.9 26.7 32.1 39.4 51.3 79.6 125.9
Banks 52.6 52.5 45.0 17.9 39.3 24.8 47.6
Bonds 2.3 17.6 25.2 11.7 50.3 52.7 57.6
IMF 0.0 16.0 32.0 33.3 22.4 31.1 17.8

Short-term 63.0 32.7 44.0 46.4 86.5 120.0 206.2

Total interest payments 146.9 154.7 205.0 180.7 274.9 389.0 507.3

Total debt service 320.9 429.7 582.4 602.8 818.0 1202.3 1365.4
1/ Part of suppliers debt service was shifted to Foreign Banks debt service in 1996.
2/ Including IBRD In 1995-96.
Source: Staff estimates and National Bank of Slovakia.
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Tabe A5.1
Cental Governennt Budge

(bili" of korny)

1992 1993 1994 1995 1996
(Preliminary)

Total revenue 139.5 142.7 135.9 158.4 159.4

Currert revenu 139.5 142.7 135.9 158.4 159.4
Tax revenue 125.5 127.3 114.6 136.5 140.1

Indirec tax 40.3 47.0 58.3 72.3 70.3
VAT 0.0 27.5 37.1 52.3 48.7
Excses 0.0 15.4 21.1 20.0 21.6
Tunover 40.3 4.1 0.0 0.0 0.0

Customs dutis and Inpos surcwage 5.3 4.5 7.2 8.8 9.9
Diret tax 49.0 30.8 44.5 53.4 59.0
Profit taxes 31.0 22.0 30.3 33.7 33.6
Income tax 18.0 8.9 14.2 19.7 25.5
Wages 16.1 5.1 7.8 12.2 15.7
Entrepreneurial actiy 1/ 1.9 3.2 3.5 3.6 4.7
DkdendsAlfterest 0.6 3.0 3.9 5.1

Other tax revenue 0.8 2.1 0.6 2.1 0.9
Social scuriy contribons 30.1 42.9 4.0 0.0 0.0

Nontax revenue 14.0 15.4 21.4 21.9 19.3
Revenue from budget organmztiors 4.0 4.1 6.5 10.4 1.278
Interest 0.2 0.6 0.8 0.9 0.9
Fees and fine 1.6 1.7 2.2 2.5 5.7
Repayments of govwrfment loan 3.8 4.2 3.8 3.7 2.5
NBS profits tasewrred 4.0 6.7 1.4 2.4
Other 4.4 0.8 1.4 3.0 6.6

Capital revenue 0.0 0.0 0.0 0.0 0.0
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Table A5.1
Cenwal Government Budget

(billions of koruny)

1992 1993 1994 1995 1996
(Preliminary)

(continued)

Total expenditure 170.4 167.6 140.6 160.7 169.0

Currentexpendiiture 154.3 153.1 104.1 116.6 121.1
Budget organzations 79.6 67.9 53.2 68.3 71.1
Wages 15.4 15.9 16.7 18.8 21.3
Health care, excluding wages 15.3 15.8 0.6 0.6 0.5
Education, excluding wages 8.0 8.0 7.6 7.7 13.9
Other 40.9 28.3 28.3 39.2 35.4

Social expenditure 2/ 49.5 54.3 15.3 20.9 21.2
Pensions 28.0 32.7 1.4 1.9 1.7
Employment policies 5.5 3.0 0.0 0.0 0.0
Sickness benefits 4.9 5.2 0.0 0.0 0.0
Social assstance 2.2 3.1 5.2 5.5 5.5
Oer 8.9 10.3 8.7 13.5 14.0

Subsidies 13.3 14.3 13.9 14.3 13.7
Agriculture 8.5 8.7 7.6 7.4 6.0
Economy 1.2 0.6 0.3 0.4 0.3
Transportation 1.6 2.6 2.8 3.0 2.9
Heating 2.0 2.5 3.0 3.5 4.3

her; unclassified 0.0 0.0 0.2 0.1 0.2
State equalization allwance 7.2 4.3 2.5 0.0 0.0
Debt service 4.7 12.3 19.2 15.0 15.0
Interest 3.6 11.2 16.7 12.0 12.1
Lending and Guarantees 1.1 1.1 2.5 3.0 2.9

Capital expenditure 12.1 11.3 10.4 14.4 19.2
Investment poects 10.0 7.8 8.1 12.0 16.1
Transfers to enterprises 2.1 3.5 2.3 2.4 3.1

lntragovernmentai transfers 4.0 3.1 26.1 29.8 28.7
Transfers to Wcal government 2.4 1.5 1.1 1.2 1.3
Transfers to social security sector 3/ 0.0 0.0 22.5 25.3 23.4
Transfers to state funds 1.6 1.6 2.5 3.3 4.1

Balance (before intragovernmental transfers) -26.9 -21.7 21.5 27.4 19.1
Balance (after lntragovement transfers) -30.9 -24.8 -4.6 -2.4 -9.6
(Balance excluding NBS profits) -30.9 -28.8 -11.4 -3.8 -12.0
(Surplus/deflcit)/GDP (percent) -9.3 -8.7 -1.1 -0.5 -1.6
1/ 1996 budget figure Includes dMdkndslWterest.
2/ Includes social assistance and social benefits.
3/ Includes social security contributions paid by the state as an employer and on behalf of so-called "dependenr

persons.
Source: Ministry of Finance, Sovak Republic; and IMF.
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Table A5.2
Social Security Funds

(millions of Sks)
1994 1995 1996 1994 1996 1996

(Peentage of GDP) (Projected)

Heit funds

Revenue 20806.0 28010.0 37755.9 4.7 5.4 6.5
SS contributions 17713.0 26002.0 34192.0 4.0 5.0 5.9
Oter 3093.0 2008.0 1752.1 0.7 0.4 0.3

Expendie 22316.0 26808.0 36215.5 5.11 5.2 6.2
Baance -1510.0 1203.0 1540.4 -0.3 0.2 0.3

Sickness fund

Revenue 8429.0 7942.0 10313.6 1.9 1.5 1.8
SS contributions 7034.0 7693.0 7309.6 1.6 1.5 1.3
Other 1395.0 249.0 189.3 0.'3 0.0 0.0

Expenditure 5103.0 6148.0 7388.4 1.,2 1.2 1.3
Balance 3326.0 1794.0 2925.2 0.8 0.3 0.5

Pension fund

Revenue 38372.0 44852.0 52740.0 8.7 8.7 9.1
SS contributions 36977.0 44603.0 50932.2 8.4 8.7 8.8
Other 1395.0 249.0 556.5 0.3 0.0 0.1

Expenditure 38010.0 44738.0 46088.6 8.6 8.7 7.9
Balarnce 362.0 115.0 6651.4 0.1 0.0 1.1

Employwknt fund

Revenue 5140.0 7225.0 9241.1 1.2 1.4 1.6
SS contributions 4663.0 6183.0 7158.8 1.1 1.2 1.2
Other 477.0 1042.0 1062.4 0.1 0.2 0.2

Expenditure 4459.0 6203.0 7695.1 1.0 1.2 1.3
SS contributions 1/ 0.0 580.0 1125.7 0.0 0.1 0.2

Balance 681.0 1022.0 1546.0 0.21 0.2 0.3

Total

Revenue 72747.0 87451.0 105999.0 16.5 17.0 18.2
SS contributions 66387.0 83902.0 1016i86.0 15.1 16.3 17.5
Other 6360.0 3549.0 4313.0 1.4 0.7 0.7

Expenditure 69222.0 83317.0 97614.0 15.7 16.2 16.8
Balance 2859.0 4134.0 8385.0 0.6 0.8 1.4

Memorandum item:
Nominal GDP (millions of Sk) 440500.0 515100.0 581300.0
Note: Social secuity funds inckldes 2 health insurance companies, the sickness fund, pension funds and empioyment funds.
1/ Contributions made by the ernployrent fund to the health, sikness and pension funds on behalf of unemployed persons.
Source: Public Expendir Depriment at the Siovak Ministry of Finance and IMF.
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Extrabudetary Funds
(millions of koruny)

Own Tranfers Total Current Capitl TOWl Babanoe
revenue from budge revenue expenditure ependiture eapendiure

1993 outcome

Emvironmentfund 618.0 360.0 978.1 269.4 8116 1061.0 -102.9
Fund for culture Pro Slvaiea 8.0 210.0 218.0 95.7 95.7 191.4 26.7
Fund for physical culture
Health fund
Fund for market reguation h agriculture 1263.5 884 .9 2148.4 1806.2 0.0 1806.2 342.2
Road fund
Foresty fund 7.7 53.4 61.0 5A 57.5 62.8 .1.8
Fund for agricultural l protedon 168.9 53.4 222.3 0.0 243.3 243.3 -21.0
Fund for water managemend 0.1 20.0 20.1 0.0 0.0 0.0 20.1
Finanial support fund for agriculture
Nuclear waste fund
Funds for housing development 11.7 760.0 771 .7 5.5 349 .1 354 6 417.2

State funds, total 2077.9 2341.7 4419.6 2182.2 1557.2 3739.3 660.5

1994 outcome

Environment fund 707.7 270.0 977.7 1104 896.6 1006.9 -29.1
Fund for culture Pro Svakia 4.7 80.0 84.7 130.4 0.0 130A -45.7
Fund for physical cuHure 111.0 17.0 128.0 122.4 0.0 122.4 5.6
Heath fund 47.0 0.0 47.0 31.6 0.0 31.6 15.5
Fund for markdt rgulation h agriculture 535.5 650.0 1185.5 1933.0 0.0 1933.0 -747.5
Road fund 953.8 1000.0 1953.8 1069.8 996.6 2066.4 -112.6
Forestryfund 31.8 1774 209.2 196.0 187.2 383.2 -174.0
Fund for agricultural land protection 147.8 25.0 172.8 127.2 55.6 182.8 -10.0
Fund for water rranagement 2.3 0.0 2.3 0.0 26.1 26.1 -23.8
Financial support fund for agriculure 506.7 300.0 806.7 46.7 0.0 46.7 760.0
Nuclear waste fund
Funds for housing development

State funds, total 3048.3 2519.4 5567.7 3767.5 2162.1 5929.5 -3616

1996 outcome

Environment fund 808.4 250.0 1058.4 154.7 868.3 1023.0 35.4
Fund for culture Pro Slovakida 8.1 377.6 385.7 377.1 0.0 377.1 8.6
Fund for physical culture 126.1 18.0 144.1 108.6 28.8 137.4 6.7
Health fund 114.0 0.0 114.1 145 184 32.9 81.2
Fund for market regulation in agriculture 1889.0 650.0 2539.0 2092.9 0.0 2092.9 446.1
Road fund 1112.8 1000.0 2112.8 1379.7 2201.6 3581.2 -1468.5
Forestryfund 58.6 513.2 571.8 555.9 0.0 555.9 15.8
Fund for agicultural land protection 261.0 25.0 286.0 112.9 42.8 155.8 130.2
Fund for water management 24.4 0.0 24.4 0.0 0.0 0.0 24.4
Financial support fund for agriulure 736.8 100.0 636.8 16.3 810.2 826.5 10.4
Nuclear waste fund 803.8 348.6 1152.4 15.0 208.4 223.4 929.0
Funds for housing development

State funds, total 5943.0 3282A 9225.5 4827.6 4178.5 9006.1 219.3

1996 outcone

Environment fund 1013.2 297.0 1310.1 58.8 1194.3 1253.1 57.1
Fund for culture Pro SWakia 62.8 116.7 179.5 153.9 0.0 153.9 25.6
Fundforpphysicalcuture 475.1 18.3 4934 311.6 0.0 311.6 181.7
Health fund 595.8 0.6 596.4 62.9 441.2 504.1 92.3
Fund for market regulation in agriculure 4757.6 653.5 5411.0 5307.8 0.0 5307.8 103.2
Road fund 3957.0 1174.0 5131.0 1830.8 2959.4 4790.2 340.8
Forestry fund 179.7 571.1 750.8 647.9 0.2 648.1 102.8
Fund for agricultural land protection 829.0 25.2 854.2 297.5 130.1 427.6 426.6
Fund for water management 91.8 200.2 292.0 139.2 87.5 226.7 65.3
Financial support fund foragriculure 1918.8 135.3 2054.1 1861.3 0.0 1861.3 192.8
Nuclear waste fund 2447.6 139.3 2586.9 0.7 656.1 666.9 1930.1
Funds for housing development 11.7 760.0 771.7 5.5 349.1 364.6 417.2

State funds, total 16340.0 4091.1 20431.1 10678.0 5817.7 16495.7 3935.4
.. * not available.
Source: Sloak PAnistry of Finance and MF.
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Tabe A5.4
Gww Gemw Bu

(rIlIons douwot Ianxu

1992 1993 1994 1995 1996

(P___Jd)

Toc rAnius 153.1 163.5 204.6 242.5 272.9

Curn.W revnue 153.1 163.5 204.6 242.5 272.9

Tax renue 130.9 134.6 170.9 205.3 227.9

I "Ndrec tax 40.3 47.0 58.3 72.3 70.3
VAT 0.0 27.5 37.1 52.3 48-7
Exosasm nOludWng alo urupwelld 0.0 15.4 21.1 20.0 21.6
COprbduts 0.0 8.6 13.0 11.8
Sprts 0.0 1.8 3.1 3.6
Wre 0.0 0.4 0.4 0.4
Bow 0.0 0.8 1.2 1.3
Tobocco 0.0 1.6 2.6 2.9

Tunove 40.3 4.1 0.0 0.0

Custxms dutss 5.3 4.5 7.2 8.8 9.9

Diehd tx 54.4 36.5 50.1 58.5 64.9
p.Ot sta 31.2 22.0 31.9 35.2 34.8
Incometac 23.2 14.5 18.1 23.2 30.1
Wa"es 21.3 10.7 11.7 15.7 20.3
Enftqewi--.ialtMty 1.9 3.2 3.5 3.6 4.7
DEMdwnxsrweIre 0.0 0.6 3.0 3.9 5.1

CXher txrwwnues 0.8 3.7 4.0 5.7 6.2
Road tax 0.0 1.6 1.4 1.5 1.4
OCertaxs 0.8 2.1 2.6 4.2 4.8

SociauslgamiycoeIbutions 30.1 42.9 51.4 60.1 76.6

Nortax reynue 22.2 29.0 33.7 37.2 45.0
Fees and nes 6.5 3.8 2.2 3.9 7.2
Budgebuy oqrbgztior 5.3 6.3 6.5 11.9 1.3
irZered 0.3 0.6 0.8 0.9 1.2
Repynwft odf los 3.8 4.2 3.8 3.7 2.6
NBS pftls 0.0 4.0 6.7 1.4 2.4
Othr 6.3 10.1 13.7 15.3 30.4
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Tabe A5.4
Genra Goemet Bu

"Uons o ofnent lorwn

1992 1993 1994 1995 1996

(oo nnueo)

TOblW p a.dlmfl1 192.6 189.5 210.4 241.4 280.6

Cunsntexp"erdre 167.8 168.3 190.5 216.6 243.1

Subsidiestoenterpres 16.2 17.2 18.5 19.0 20.4
Agricutue 8.5 8.7 7.6 7.4 6.0
IndueKby 1.2 0.6 0.3 0.4 0.3
Tranport 1.6 2.6 2.8 3.0 2.9
Heatng 2.0 2.5 3.0 3.5 4.3
Other (nuding state funds) 2.9 2.9 4.8 4.8 6.9

Social epeditures 49.5 54.3 62.8 77.4 84.1
Pensios 28.0 32.7 39.3 46.6 48.5
Labor price 5.5 3.0 3.6 5.5 7.7
Uemploymn"t benfts 1.7 1.9 1.7 1.6 3.2
Acdveewnpoymwt peicwes and 3.8 1.1 1.9 3.9 4.5
abon

Social assIstace 2.2 3.1 5.2 5.5 5.5
Solmes bwnelts 4.9 5.2 5.2 6.1 8.2
Otew 8.9 10.3 9.5 13.6 14.2

State equazabtn alwance 7.2 4.3 2.5 0.0 0.0

Consumption 90.2 79.4 86.5 104.4 121.1
Wages 15.4 15.9 16.7 18.8 21.3
Hbeth oae 15.3 15.8 22.9 27.5 33.7
Education 8.0 8.0 7.6 7.7 13.9
othew 51.5 39.7 39.3 50.4 52.1

Debt service 4.7 13.2 20.2 15.8 17.5
Own Interest 3.6 11.6 17.2 12.4 12.7
Gueantees 1.1 1.5 3.0 3.4 4.9

Tota cepit endltura 24.8 21.2 19.9 24.8 37.5
Investmewt rpendliture ROe 213/ 21.8 14.3 16.0 20.0 32.4
Road fnd eqpendltre 0.0 1.8 0.0 2.2 3.0
Oer 21.8 12.5 16.0 17.8 29.4

Taner to entferles 3.0 6.9 3.9 4.8 5.2

IntraguTnmental tanrs paId 4.0 3.1 26.1 29.8 28.7
Local authorti 2.4 1.5 1.1 1.2 1.3
Socel souriy sector 0.0 0.0 22.5 25.3 23.4
Other atrabudgetary sectos 1.6 1.6 2.5 3.3 4.1

Total expenditure (ncding tnfers) 196.6 192.6 236.5 271.2 309.3

Contingency reserve 0.0 0.0 0.0 0.0 0.0

Surphu/a (bebre ts) -35.5 -22.9 20.4 30.9 21.0
Surpludat (alte transfers) -39.5 -26.0 -5.8 1.11' -7.7
Balnce emludin; NMS prft -39.5 -30.0 -12.5 -0.3 -10.1
(SupkueMeio(bare tranrts))GIP (perent) -10.7 -6.2 4.6 6.0 3.6
(Suqle/ctd (ater tr ))GDP (percent) -11.9 -7.0 -1.3 0.2 -1.3
(Balane uohdng NBS prtsGDP (pwcnt) -11.9 -8.1 -2.8 -0.1 -1.7

Fnanidng 35.5 22.9 -20.4 -30.9 -21.0
Etenal bowang net 5.8 -0.3 1.2 -6.6 -2.7
Net mnoty wptern 46.7 25.9 -3.9 -3.3 -1.0
Net oer dmetic boAVng -17.0 -2.7 -17.7 -22.0 -17.3

Not: Inrus cerbal gwmrero bceal g_o *met and u nrd
1/ Excung mnty sm o f d SS 170 uNio in 1993 In .change fbr a wdown of clah on Rubh
2/ ROe: Budgetry orgadons.
3t Exxng t to tep.
Source: Minby of Finance, S9kc Republic; and IMF.
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Table A5.5

State Financial Assets & Liabilities

(millions of koruny)

1992 Cl 1993 1994 1995 1996 1993 1994 1995 1996
End-Dec End-Dec End-Dec End-Dec End-Dec Annual Annual Annual Annual

Asset

Bank aocounts of reserve character 474.0 474.0 474.0 474.0 474.0 0.0 0.0 0.0 0.0

Counterpart deposits on foreign loans 10830.0 4056.0 6493.0 8341.0 8341.0 -6773.0 2437.0 1848.0 0.0
SAL from the IBRD 3107.0 793.0 793.0 793.0 793.0 -2313.0 0.0 0.0 0.0
Borrowing from the G-24 3263.0 3263.0 3263.0 3263.0 3263.0 0 0 0.0 0.0 0.0
SAL ftom the IBRD 0.0 0.0 2437.0 2532.0 2532.0 0.0 2437.0 95.0 0.0
BoITowing from JEXIM BANK 0.0 0.0 0.0 1753.0 1753.0 0.0 0 0 1753.0 0.0
Borrowing from EU 4460.0 0.0 0.0 0.0 0.0 -4460.0 0.0 0.0 0.0

Other bankaccounts 633.0 644.0 557.0 534.0 535.0 11.0 -88.0 -22.0 1.0

Claimsonforeigncountrnes;otherthanCSO 52097.0 58982.0 59011.0 52254.0 49151.0 6886.0 30.0 -6757.0 -3103.0
CMI; nonconvertible 23882.0 28393.0 24683.0 23321.0 18995.0 4512.0 -3710.0 -1362.0 -4326.0
Civil; convertible 8603.0 10134.0 9307.0 8772.0 9341.0 1531 I1 -826.0 -535,0 569.0
Special; nonconvertible 108.0 112.0 119.0 118.0 121.0 4.0 7.0 -1.0 3.0
Special; convertible 15975.0 18508.0 17654.0 18339.0 20326.0 2533.0 -854.0 685.0 1967.0
Claims on FSU; VIA 3529.0 1835.0 1381.0 480.0 0.0 -1694.0 -454.0 -901.0 -460.0
Clearing account: Czech Republic 0.0 0.0 5867.0 1224.0 368.0 0.0 5867.0 -4643.0 -856.0

Claims on foreign countries; CSOB 2/ 31813.0 34134.0 29775.0 28557.0 28584.0 2322.0 -4359.0 -1218.0 27.0
Nonconvertlble 30517.0 32601.0 28805.0 27556.0 27535.0 2085.0 -3796.0 -1249.0 -21.0
Convertible 1296.0 1533.0 970.0 1001.0 1049.0 237.0 -563.0 31.0 48.0

ParticipatIons in internatioal banks 1646.0 2803.0 2892.0 2172.0 2308.0 1157.0 89.0 -720.0 136.0
IBEC 300.0 883.0 832.0 324.0 343.0 583.0 -51.0 -508.0 19.0
IIB 363.0 765.0 720.0 392.0 415.0 402.0 -45.0 -328.0 23.0
EBRD 173.0 290.0 335.0 468.0 511.0 117.0 45.0 133.0 43.0
World Bank institutions 810.0 865.0 1005.0 988.0 1039.0 55.0 140.0 -17.0 51.0

Depositsfromdomesticcompanies 163.0 221.0 792.0 919.0 925.0 58.0 571.0 127.0 6.0

Recervablesfromreturnableassistance 523.0 1029.0 643.0 1389.0 3456.0 506.0 -386.0 746.0 2067.0

Receivablesfromstateguarantees 1094.0 1584.0 1683.0 2742.0 3487.0 491.0 99.0 1059.0 725.0

Securities held by state 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other receivables 60.0 240.0 240.0 240.0 240.0 180.0 0.0 0.0 0.0

(see note) 3/ 0.0 0.0 0.0 5700.0 1422.0 0.0 0.0 5700.0 -4258.0

Claims against Mochovce project 0.0 0.0 0.0 0.0 783.0 0.0 0.0 0.0 783.0

Total assets 99333.0 104167.0 102560.0 103322.0 99706.0 4838.0 -1607.0 763.0 -3616.0
(perentage of GDP) 29.9 28.2 23.3 20.1 17.2 1.5 -0.4 0.2 -0.7
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State Financial Assets and Liabilities

(millions of koruny)

1992 1/ 1993 1994 1995 1996 1993 1994 1995 1996
End-Dec End-Dec End-Dec End-Dec End-Dec Annual Annual Annual Annual

change change change change

(continued)

Usbilies

Credit from NBS 39382.0 54461.0 46475.0 31442.0 30067.0 15079.0 -7986.0 -15026.0 -1375.0
Dueto lending abroad 13053.0 13053.0 13053.0 13053.0 13053.0 0.0 0.0 0.0 0
Due to exchange rate changes 8663.0 8663.0 8663.0 8663.0 8663.0 0.0 0.0 0.0 0
Direct credit 17666.0 32745.0 24759.0 9726.0 8351.0 15079.0 -7986.0 -15026.0 -1375.0

Slovakbudgetdeficitof1991 7400.0 7400.0 7400.0 7393.0 6018.0 0.0 0.0 0.0 0.0
Fedealbudgetdefdcitof 1992 2333.0 2333.0 2333.0 2333.0 2333.0 0.0 0.0 0.0 0.0
Sblak budget deficitf d1992 7933.0 0.0 0.0 0.0 0.0 -7933.0 0.0 0.0 0.0
Treasury bills issued in 1992 4920.0 0.0 0.0 0.0 0.0 -4920.0 0.0 0.0 0.0
Direct credit in 1992 3013.0 0.0 0.0 0.0 0.0 -3013.0 0.0 0.0 0.0

Budget deficit of 1993 0.0 23012.0 15026.0 0.0 0.0 23012.0 -7986.0 -15026.0 -1375.0
Treasury bills issued in 1993 0.0 7892.0 0.0 0.0 0.0 7892.0 -7892.0 0.0 0
1.3.4.2. Direct credit in 1993 0.0 15120.0 15026.0 0.0 0.0 15120.0 -94.0 -15026.0 -1375

Budget deflcit of 1994 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Treasury bills issued in 1994 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Direct credRt in 1994 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Credit from commercial banks 8833.0 6451.0 4846.0 3464.0 2168.0 -2381.0 -1605.0 -1381.0 -1469.0
Related to CSOB 5219.0 3198.0 1955.0 934.0 0.0 -2020.0 -1244.0 -1020.0 -1108
Investment bank/KTUK Dolsinks 3614.0 3253.0 2891.0 2530.0 2168.0 -361.0 -361.0 -361.0 -361

Balance of payments support loans 10845.0 13601.0 15664.0 16486.0 17473.0 2756.0 2063.0 821.0 987.0
SALUBRD 3138.0 4877.0 4692.0 4458.0 4784.0 1739.0 -185.0 -234.0 327
EU 4364.0 4652.0 4704.0 4758.0 4946.0 288.0 51.0 54.0 188
G-24 3343.0 4072.0 3834.0 3424.0 3674.0 729.0 -237.0 -411.0 251
ERLUIBRD 0.0 0.0 2434.0 2377.0 2552.0 0.0 2434.0 -57.0 174
JEXIM BANK 0.0 0.0 0.0 1469.0 1517.0 0.0 0.0 1469.0 47

Clearing account debt: Czech Republic 0.0 5801.0 0.0 0.0 0.0 5801.0 -5801.0 0.0 0

Liabilties related to CSOB 24794.0 25743.0 22874.0 14339.0 11532.0 948.0 -2868.0 -8535.0 -2807.0
Convertible currencies 20122.0 21260.0 18387.0 9921.0 7113.0 1137.0 -2872.0 8466.0 -2807
Nonconvertible currencies 4672.0 4483.0 4487.0 4418.0 4419.0 -189.0 4.0 -69.0 0

Issued state bonds 7278.0 9231.0 17692.0 54326.0 53895.0 1953.0 8461.0 36634.0 -431.0
KBV 4200.0 4852.0 5206.0 4200.0 4200.0 652.0 354.0 -1006.0 0
Rehabilitation bonds 298.0 431.0 520.0 0.0 0.0 133.0 89.0 -520.0 0
Budget deficitd of 1991 600.0 600.0 600.0 600.0 0.0 0.0 0.0 0.0 -600
Bills of exchange; IBRD participation 230.0 230.0 230.0 230.0 230.0 0.0 0.0 0.0 0
Gaboikovo, Turcek, Malinec 1950.0 3118.0 3150.0 3150.0 0.0 1168.0 32.0 0.0 -3150
Bondstorefinance1993cefcit 0.0 0.0 7986.0 23080.0 15100.0 0.0 7986.0 15094.0 -7980
Bonds to refinance the 1994 deficit 0.0 0.0 0.0 23066.0 23066.0 0.0 0.0 23066.0 0
Bonds to Motorway 0.0 0.0 0.0 0.0 3000.0 0.0 0.0 0.0 3000
Bondsto refinancethe 1995 deficit 0.0 0.0 0.0 0.0 8299.0 0.0 0.0 0.0 8299

TreasurybillsoutsideNBS 0.0 0.0 22892.0 14830.0 27000.0 0.0 22892.0 -8062.0 12170

Government loan from the Russan 0.0 0.0 0.0 0.0 802.0 0.0 0.0 0.0 802
Federation

Total liabilities 4/ 91132.0 115288.0 130443.0 134887.0 142937.0 24156.0 15156.0 4451.0 7877.0
(PercentageofGDP) 27.4 31.2 29.6 26.2 24.6 7.3 4.1 1.0 1.5

Net assets 5/ 8201.0 -11121.0 -27883.0 -31565.0 -43231.0 -19318.0 -16763.0 -3688.0 -11493.0
(Percentage of GDP) 2.5 -3.0 -6.3 4.1 -7.4 -5.8 -4.5 -0.8 -2.2

Nominal GDP (Million Sk) 332300.0 369100.0 440500.0 515100.0 581300.0
1/ Including liabilities taken aver form the federation.
2/ CSOB - Ceskosbvenska Obchodni Banka.
3/Temporary means for the lquidity in r4apet from the iWue of treasury bills.
4/ Excluding Sk4,920 miNion of treasury bil at the end of 1992 and Sk7.891 million of treasury billsatthe end of 1993, which had been included

twice in the original ource.
5/ Change in net assets includes vaution changes, for example, due to the exchange rate devaluation In July 1993 and dilbr from the flow dicit.
Source: Skovk Ministry of Finance, wnd IMF.



Table A.1
Monetary Survey (current exchange rates)

(billions of korunys)

110`111993 1/3111993 212311993 3131i1993 4130/1993 513111993 6/30/1993 713111993 8/31/1993 9/30/1993 1013111993 11/3011993 12/31/1993

etfmelg n _ -28.4 -34.7 -33.7 -31.1 -30.4 -29.1 -31.1 -28.4 -32.0 -30.5 -32.1 -33.3 -34.8
Foreln asse_t 26.0 19.3 21.4 24.7 23.8 26.9 25.5 36.8 34.5 42.1 43.4 43.8 47.2
Foreigniablllte 54.4 54.0 55.1 S5.8 54.2 56.0 56.6 85.2 86.5 72.6 75.5 77.1 82.0

Not domest amus 242.0 239.0 236.6 238.1 2420 248.5 246.8 251.0 254.4 254.5 258.2 264.9 288.0
Domesic credit 294.9 298.4 299.0 308.2 309.4 313.3 327.5 327.9 334.1 335.4 340.2 346.3 363.9
-NstcredftDogovernmnwt 57.7 60.8 60.0 68.5 66.4 86.8 76.5 73.6 78.3 79.7 80.2 84.1 94.5
-Netcredlttoprcpwtyfunds -1.6 -0.9 -1.0 -1.0 -1.0 -0.8 -0.8 -1.5 -1.6 -0.7 -0.3 -0.2 4.9
- Todl credt houashokls snd 238.8 238.5 240.0 240.7 244.0 247.3 251.8 255.8 257.4 256.4 280.3 262.4 264.5

-CredittSKK 235.1 234.2 235.6 235.1 238.2 241.0 245.5 248.1 248.7 249.1 252.0 253.9 256.4
-Creditto ulrpr 215.3 214.5 216.1 215.8 219.0 222.0 226.7 229.4 230.2 230.7 233.8 235.9 237.8
-Credlttohousehokds 19.8 19.7 19.5 19.3 19.2 19.0 18.8 18.7 18.5 18.4 18.2 18.0 18.6

-Credit In fbren curwncy 3.7 4.3 4.4 5.6 5.8 6.3 6.3 7.7 6.7 7.3 8.3 8.5 8.1

UquldIIsbIMe 1 M21 213.6 204.3 202.9 207.0 211.6 216.4 215.7 222.6 m.4 224.0 228.1 231.6 253.2
Money I Ml) 108.2 98.6 94.4 92.3 95.9 98.7 98.0 102.3 101.2 101.2 100.8 104.3 116.3
Quasimoney 105.4 107.7 108.5 114.7 115.7 117.7 117.7 120.3 121.2 122.8 125.3 127.3 136.9

O@U,ltma t 52.9 59.4 62.4 70.1 87.4 67.8 80.7 76.9 79.7 S0.9 820 81.4 75.9

110111994 113111994 2128/1994 313111994 4130/1994 5/3111994 6301994 7/30/1994 8/31/1994 8/30/1994 10/31/1994 11/30/1994 12131/1994

Net_ccen _maSh -34.7 -37.4 -37.0 -31.2 -25.6 -20.3 -12.3 -9.1 -5.6 5.1 8.5 10.9 15.5
Foreign asets 46.6 44.4 46.1 48.6 52.0 55.6 62.2 77.0 81.2 89.6 94.9 96.9 101.9
Foreign liabNtis 81.3 81.8 83.1 79.8 77.6 75.9 74.5 86.1 86.8 84.5 86.4 86.0 86.4

Net doMe t 287.9 265.4 283.9 272.5 273.2 269.9 265.3 288.3 268.3 261.0 283.9 264.5 284.8
Domstic credIt 361.0 360.4 361.9 359,4 355.7 354.2 356.2 352.5 354.1 357.3 358.5 361.0 368.7

-Netoredlttogovemment 94.4 95.4 95.3 94.5 89.7 89.2 93.3 89.7 89.1 92.3 91.4 92.9 101.0
-Notcredttopwopity funds 4.9 5.0 5.0 5.3 5.2 4.9 4.6 4.2 4.9 4.8 4.3 3.1 1.0
-Totmlcredithouseholds and 261.7 260.0 261.6 259.6 260.8 280.1 258.3 258.6 260.1 260.2 262.8 285.0 266.7
enterprises

-CredittoSKK 253.6 261.0 251.9 249.3 250.0 249.5 247.6 247.1 247.7 247.7 249.9 251.6 252.3

-Creditto enerprses 235.0 232.7 233.9 231.6 232.6 232.3 230.7 230.4 231.2 231.5 233.8 235.7 235.8
-Creditto households 18.6 18.3 18.0 17.7 17.4 172 16.9 16.7 16.5 16.2 16.1 15.9 165

-Creditinfore4gncurrency 8.1 9.0 9.7 10.3 10.8 10.6 10.7 11.5 12.4 12.5 12.9 13.4 14.4

Liquildflabilities IM21 253.2 248.0 246.9 241.3 247.6 249.6 253.0 259.2 262.7 286.1 272.4 275.4 300.3

Money [MI] 116.3 108.4 106.2 100.3 104.4 103.3 1059 110.8 112.5 115.2 116.5 119.5 128.9

Quasi money 136.9 139.6 140.7 141.0 143.2 146.3 147.1 148.4 150.2 150.9 155.9 155.9 171.4 _

tiet.nft 73.1 75.0 78.0 86.9 82.5 84.3 90.9 84.2 858 96.3 94.6 96.5 839



Table A6.1
Monetary Survey (current exchange rates)

(billions of korunys)

110111995 1/31/1995 2/2/1995 3/31i1995 4/281995 5/31/1995 6830/1995 713111995 8/31/1995 9/3/1995 10/31/1995 11/30/199 12/311995

(coninued)

Net faelgn _st 15.6 18.0 18.2 22.2 23.5 27.2 36.7 43.1 49.6 52.4 54.3 57.9 63.9
Forlgneasets 101.8 103.8 106.6 112.8 116.1 122.7 130.8 130.3 135.2 136.1 135.4 142.7 150.1
Foreign lIbIlities 86.2 85.8 88.4 90.6 92.6 95.5 94.1 87.2 85.6 83.7 81.1 84.8 86.2

Ne dommst _ asss 279.1 270.3 273.9 269.8 273.2 271.5 266.6 265.0 285.6 265.7 265.4 26881 293.3
Domic credit 367.5 361.1 366.3 373.1 371.6 374.4 375.8 376.5 377.5 379.8 379.7 387.0 395.2
-NotcredlttDgovmrnment 99.3 93.7 96.2 94.1 90.3 91.0 89.7 87.1 85.9 85.2 81.7 88.1 91.0
-NtredittprotDptyfunds 1.0 0.9 09 08 0.4 1.8 20 1.6 1.0 1.3 0.4 0.3 -2.3
- Total credt households and 267.2 266.5 289.2 278.2 280.9 281.6 284.1 287.8 290.6 293.3 297.6 298.6 306.5

-Cred to SKK 252.8 252.6 253.2 260.9 264.2 264.8 267.5 269.7 271.8 273.4 276.8 277.2 283.8
- Creditto entrprises 236.4 236.4 237.3 245.2 248.7 249.5 252.3 254.7 256.9 258.6 282.1 262.7 268.5
-Crdit thouseholds 16.4 18.2 15.9 15.7 15.5 15.3 15.2 15.0 14.9 14.8 14.7 14.5 15.3

-Creditinfbraigncurrency 14.4 139 160 173 16.7 16.8 16.6 18.1 1a8 19.9 20.8 21.4 22.7

Liquid iIes 1m2I 294.7 288.3 292.1 292.0 296.7 298.7 303.3 308.1 315.2 318.1 319.7 326.0 357.2
Money [Ml] 123.2 114.7 116.8 114.6 119.2 119.6 121.2 123.9 126.8 130.7 130.0 134.1 148.4
Quasi money 171.5 1736 175.3 177.4 177.5 1791 1821 184.2 188.4 187.4 189.7 191.9 208.8

Odwth aet 88.4 90.8 92.4 103.3 98.4 102.9 109.2 111.5 111.9 114.1 114.3 118.9 101.9

1101/1996 1/31/1996 2/29/1996 3/31/1996 4/30/1996 s5/01996 6130/1996 7/31/1996 8/31/1996 9/30/996 10111996 11/30/1996 12/31/1996

Netfwenmsets 64.1 83.9 85.9 64.4 62.2 62.2 57.7 58.0 61.0 59.6 57.1 56.2 65.0
Forign asset 153.5 149.7 150.5 150.6 149.2 149.2 145.5 146.3 153.2 151.6 146.9 149.4 187.8
Foreign lblltles 89.4 85.8 84.6 86.2 87.0 87.0 87.8 88.3 92.2 92.0 89.8 93.2 122.8

Nd mssHcnaet 293.3 285.9 2909. 297.2 295.6 302.8 310.2 314.0 316.0 316.9 319.9 331.7 351.9
Dometc credit 395.3 392.2 400.2 407.8 409.5 409.9 420.3 421.0 429.5 431.9 437.1 443.8 455.2
-Notoredito gowenment 91.1 83.2 87.8 86.4 84.9 80.5 82.9 80.0 82.2 83.9 83.6 84.2 96.2
-Notcreditto propetyfunds -23 -1.7 -24 -1.9 -. 1 -1.0 -1.4 -2.5 -2.3 -2.8 -3.1 -3.3 -3.2
- Total crdit households and 306.5 310.7 314.8 323.3 326.7 330.4 338.8 343.6 349.6 350.8 356.6 362.9 362.2

U -pr
*CredltDoSKK 283.8 283.8 288.3 293.4 294.9 297.6 303.8 307.0 311.1 311.7 317.5 324.0 331.4

*Credlttoenterprse 268. 28.6 273.3 278.5 280.1 282.7 288.8 291.9 295.8 296.1 301.5 307.4 313.6
-CredittD households 15.3 15.2 15.0 14.9 14.8 14.9 15.0 15.1 15.3 15.6 16.0 16.6 17.8

-Creditinforeigncurency 22.7 26.9 26.5 29.9 31.8 32.8 35.0 36.5 38.5 39.1 39.1 38.9 30.8

L1quM HltIUI 11121 357.4 349.8 356.8 361.6 357.8 365.0 367.9 372.0 377.0 376.5 377.0 387.9 416.9
Money [MI ] 148.4 137.4 140.5 1.8 140.6 143.2 147.2 147.8 150.2 153.7 149.5 156.1 173.9 o
Quasi money 209.0 212.4 216.3 217.8 217.2 221.8 220.7 224.2 226.8 222.8 227.5 231.8 243.0 tA

OHcrlbmsnat 102.0 106.3 109.3 110.6 113.9 107.1 110.1 107.0 113.5 115.0 117.2 112.1 103.3
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Table A6.1

Monetary Survey (current exchange rates)

(billions of korunys)

1/01/1997 113111997 2/28/1997 3/'31/1997

(continued)

Net foreign assets 65.0 61.6 67.0 64.6

Foreign assets 187.8 189.8 202.0 201.8

Foreign liabilities 122.8 128.2 135.0 137.2

Net domestic assets 351.9 342.8 338.4 342.2

Domestic credit 455.2 447.2 449.8 458.2

- Net credit to govemment 96.2 90.9 93.6 97.8

- Net credit to property funds -3.2 -2.8 -2.2 -2.1

- Total credit households and 362.2 359.1 358.4 362.5

enterprises

- Credit to SKK 331.4 327.8 328.1 331.9

-Credittoenterprises 313.6 309.8 310.1 313.7

- Credit to households 17.8 18.0 18.0 18.2

- Credit in foreign currency 30.8 31.3 30.3 30.6

liquid liabilities [M2 416.9 404.3 405.4 406.8

Money [ Ml ] 173.9 153.8 154.8 156.2

Quasi money 243.0 250.5 250.6 250.6

Other Items net 103.3 104.4 111.4 116.0

Source: National Bank of Slovakia.
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Table A6.2
Monthly Interest Rates (1993-1996)

Short-term Medium-term Long-term Short-term Medium-term Long-term
deposit rates deposit rates deposit rates lending rates lending rates ending rates

Jan-93 10.2 12.8 18.5 17.0 15.2 9.8
Feb-93 10.3 12.8 18.5 17.3 15.2 9.9
Mar-93 10.5 12.8 18.5 18.3 16.0 10.2
Apr-93 10.5 12.9 18.5 18.3 16.1 10.3
May-93 10.6 12.9 18.5 18.4 16.0 10.4
Jun-93 10.7 12.9 18.3 18.2 15.8 9.8
Jul-93 10.8 13.1 18.3 18.1 15.9 9.9
Aug-93 10.9 13.1 18.3 17.8 15.7 10.1
Sep-93 12.5 13.3 17.8 17.6 16.4 10.2
Oct-93 12.4 13.3 17.7 16.2 16.4 9.9
Nov-93 13.6 14.8 15.6 16.1 16.6 10.4
Dec-93 13.6 14.7 16.5 16.3 16.6 11.1
Jan-94 13.6 14.7 16.7 17.0 17.0 11.4
Feb-94 13.7 14.7 16.5 16.1 17.0 11.4
Mar-94 13.7 14.7 16.4 16.7 17.1 11.2
Apr-94 13.9 14.8 16.3 16.5 17.3 11.3
May-94 13.8 14.7 16.1 17.4 17.8 11.4
Jun-94 13.7 14.7 16.1 17.3 17.8 11.5
Jul-94 13.8 14.8 15.8 16.9 17.8 11.5
Aug-94 13.5 14.6 15.0 16.8 17.8 11.5
Sep-94 13.6 14.7 15.6 16.8 17.9 11.6
Oct-94 13.5 14.7 15.5 16.6 17.7 11.7
Nov-94 13.4 14.6 15.2 16.4 17.8 11.7
Dec-94 13.4 14.5 14.5 16.5 17.6 11.3
Jan-95 13.3 14.4 14.6 15.6 17.4 11.6
Feb-95 13.1 15.4 10.0 15.7 17.2 11.5
Mar-95 13.2 15.4 9.9 15.0 17.1 11.7
Apr-95 11.5 14.6 9.8 14.8 17.1 11.5
May-95 11.1 14.6 9.5 14.7 17.0 11.5
Jun-95 11.0 14.6 9.4 14.4 16.7 11.1
Jul-95 10.9 14.6 9.3 14.1 16.6 10.6
Aug-95 10.7 14.6 9.1 14.2 16.5 10.7
Sep-95 10.7 14.6 8.8 14.0 16.5 11.1
Oct-95 10.2 13.3 8.8 13.3 16.3 10.6
Nov-95 9.6 12.3 8.5 12.9 16.0 10.4
Dec-95 10.1 12.9 7.7 13.7 16.3 10.3
Jan-96 9.9 12.7 5.5 13.9 16.2 10.6
Feb-96 9.6 12.0 5.8 13.4 15.5 10.5
Mar-96 8.4 10.8 5.8 12.8 15.3 10.5
Apr-96 8.4 10.5 5.7 12.8 15.1 10.7
May-96 8.3 10.4 5.6 12.0 14.8 10.5
Jun-96 8.5 9.9 5.5 11.9 14.3 10.3
Jul-96 8.6 10.6 5.5 11.8 14.2 10.1
Aug-96 8.8 10.7 5.3 12.1 14.0 10.0
Sep-96 8.9 10.6 5.3 12.0 13.9 9.9
Oct-96 8.8 10.6 5.2 12.2 13.6 9.9
Nov-96 8.9 10.7 5.1 12.4 13.6 9.8
Dec-96 8.9 10.6 4.9 12.0 13.0 9.3

Source: National Bank of Slovakia.



Table A6.3
Money Supply

(Billions d korunys)

01/01/1993 31/1/93 281293 31/3/93 3014/93 31/5/93 30/6/93 31/7/93 31/8/93 30/9/93 31/10/93 30/11/93 12/31/1993

Liquid libilities [ M2 j 213.6 204.3 202.9 207.0 211.6 216.4 215.7 222.6 222.4 224.0 226.1 231.6 253.2

Money [ MI l 108.2 96.6 94.4 92.3 95.9 98.7 98.0 102.3 101.2 101.2 100.8 104.3 116.3

CurrencyoutsideBanks 30.9 18.1 17.8 20.3 22.4 23.4 24.7 25.3 25.9 25.7 22.5 24.0 25.1

Demand depoelts 77.3 78.5 76.6 72.0 73.5 75.3 73.3 77.0 75.3 75.5 78.3 80.3 91.2
-households 26.5 33.7 33.6 32.4 31.5 31.6 30.3 29.9 29.0 28.4 31.3 31.0 31.3
-enterprises 50.0 44.1 41.2 37.5 40.3 42.5 42.0 46.2 45.3 46.5 46.5 49.0 58.9
-insurance cornpany 0.8 0.7 1.8 2.1 1.7 1.2 1.0 0.9 1.0 0.6 0.5 0.3 1.0

Quasi money 105.4 107.7 108.5 114.7 115.7 117.7 117.7 120.3 121.2 122.8 125.3 127.3 136.9

Time and savings deposits 92.8 94.0 94.6 98.1 97.9 99.5 98.7 98.3 97.9 98.1 99.7 100.4 108.4
- households 72.9 75.3 75.2 74.7 74.3 74.2 74.2 73.8 72.9 72.6 73.5 73.9 82.2
-enterprises 5.0 5.1 5.5 9.4 9.9 10.9 10.1 10.3 10.8 10.8 11.6 12.1 11.8
-insurancecompany 14.9 13.6 13.9 14.0 13.7 14.4 14.4 14.2 14.2 14.7 14.6 14.4 14.4

Foreign currency deposits 12.6 13.7 13.9 16.6 17.8 18.2 19.0 22.0 23.3 24.7 25.6 26.9 28.5
-households 10.7 11.0 11.4 12.4 12.9 14.0 13.8 17.4 19.0 20.4 21.3 22.5 24.1
- enterprises 1.9 2.7 2.5 4.2 4.9 4.2 5.2 4.6 4.3 4.3 4.3 4.4 4.4

01/01/1994 01/31/1994 02/28/1994 03/31/1994 04/30/1994 05131/1994 06/30/1994 07/30/1994 08/31/1994 09/30/1994 10/31/1994 11/30/1994 12/31/1994

Liquid liabilities [ M2 ] 253.2 248.0 246.9 241.3 247.6 249.6 253.0 259.2 262.7 266.1 272.4 275.4 300.3

Money [Ml ] 116.3 108.4 106.2 100.3 104.4 103.3 105.9 110.8 112.5 115.2 116.5 119.5 128.9

Cunencyoutside banks 25.1 26.3 27.7 27.6 28.6 28.8 29.8 31.0 31.8 32.3 32.7 33.2 34.1

Dermand deposits 91.2 82.1 78.5 72.7 75.8 74.5 76.1 79.8 80.7 82.9 83.8 86 3 94.8
- households 31.3 31.1 30.8 30.1 30.1 30.0 30.0 30.2 30.2 30.0 29.8 301 31.5
-enterpries 58.9 50.8 46.3 41.2 44.8 43.6 45.3 48.0 49.1 51.7 53.0 55.2 61.7
-insumnoe company 1.0 0.2 1.4 1.4 0.9 0.9 0.8 1.6 1.4 1.2 1.0 1.0 1.6

Quasi money 136.9 139.6 140.7 141.0 143.2 146.3 147.1 148.4 150.2 150.9 i55.9 155.9 171.4

Tirneandsavingsdeposits 108.4 109.6 110.0 109.6 110.6 112.6 113.0 113.4 114.3 115.3 118.6 118.8 133.0
- households 82.2 82.0 82.1 82.0 82.3 82.6 83.2 83.6 84.3 84.7 85.6 86.6 98.0
-enterprises 11.8 12.6 12.8 12.6 13.3 14.9 14.8 15.2 15.3 16.0 18.3 174 20.2
-insurancecompany 14.4 15.0 15.1 15.0 15.0 15.1 15.0 14.6 14.7 14.6 14.7 14.8 14.8

Foreign currency deposits 28.5 30.0 30.7 31.4 32.6 33.7 34.1 35.0 35.9 35.6 37.3 37.1 38.4 ON
- househols 24.1 25.6 26.3 27.0 27.7 28.5 29.2 29.8 30.8 30.6 30.9 31.2 32.3 X
- enterpnses 4.4 4.4 4.4 4.4 4.9 5 2 4.9 5.2 5.1 5.0 6.4 5.9 6.1



Table A6.3
Money Supply

(billions of konunys)

01/01/1995 01/31/1996 02/28/1995 03/31/1995 04/28/1995 05/31/1995 06/30/1995 07/31/1995 08/31/1995 09/30/1995 10/31/1995 11/30/1995 12/31/1995

(continued)

Liquid labIlities (M2 294.7 288.3 292.1 292.0 296.7 298.7 303.3 308.1 315.2 318.1 319.7 326.0 357.2

Money (Ml! 123.2 114.7 116.8 114.6 119.2 119.6 121.2 123.9 126.8 130.7 130.0 134.1 148.4

Currency outslde banks 28.1 28.2 28.6 28.2 29.5 29.4 30.3 30.4 31.2 32.0 31.8 32.7 34.5

Demand deposits 95.1 86.5 88.2 86.4 89.7 90.2 90.9 93.5 95.6 98.7 98.2 101.4 113.9
-households 31.5 32.0 32.3 32.1 32.8 33.2 33.6 34.2 34.3 34.8 34.9 35.5 37.4
- enterprises 62.0 53.0 53.9 51.8 54.1 54.8 55.5 57.8 59.7 62.1 62.0 64.6 75.0
- isurane company 1.6 1.5 2.0 2.5 2.8 2.2 1.8 1.5 1.6 1.8 1.3 1.3 1.5

Quasi money 171.5 173.6 175.3 177.4 177.5 179.1 182.1 184.2 188.4 187.4 189.7 191.9 208.8

Time and savings deposits 133.1 135.2 137.2 138.3 138.4 139.9 142.5 144.4 148.6 147.1 150.1 152.4 169.1
-households 98.0 99.4 100.7 101.8 102.7 103.9 105.4 106.5 107.7 108.6 110.6 112.6 125.7
-enterprises 20.3 21.0 21.7 21.7 21.0 20.3 21.6 22.0 25.0 22.7 23.4 23.8 27.7
-insurance company 14.8 14.8 14.8 14.8 14.7 15.7 15.5 15.9 15.9 15.8 16.1 16.0 15.7

Foreign currency deposits 38.4 38.4 38.1 39.1 39.1 39.2 39.6 39.8 39.8 40.3 39.6 39.5 39.7
- households 32.3 33.0 33.4 33.8 34.1 34.3 34.7 35.0 34.9 35.3 35.1 35.0 35.4
- enterprises 6.1 5.4 4.7 5.3 5.0 4.9 4.9 4.8 4.9 5.0 4.5 4.5 4.3

01/01/1996 01/31/1996 02/29/1996 03/31/1996 04/30/1996 05/30/1996 06/30/1996 07/31/1996 08/31/1996 09/30/1996 10/31/1996 11/30/1996 12/31/1996

Liquid liabilities [M2] 357.4 349.8 356.8 361.6 357.8 365.0 367.9 372.0 377.0 376.5 377.0 387.9 416.9

Money [ Ml] 148.4 137.4 140.5 143.8 140.6 143.2 147.2 147.8 150.2 153.7 149.5 156.1 173.9

Currency outside banks 34.5 34.3 35.9 36.3 36.9 37.4 39.0 39.1 40.6 41.6 41.6 42.8 43.5

Demand deposits 113.9 103.1 104.6 107.5 103.7 105.8 108.2 108.7 109.6 112.1 107.9 113.3 130.4
- households 37.4 38.7 39.4 39.7 40.6 41.1 42.3 43.0 43.8 43.7 43.6 44.5 46.2
- enterprises 75.0 62.8 63.0 65.8 61.5 63.0 64.1 64.5 64.6 67.0 63.2 67.7 82.5
- insumance ompany 1.5 1.6 2.2 2.0 1.6 1.7 1.8 1.2 1.2 1.4 1.1 1.1 1.7

Quasi money 209.0 212.4 216.3 217.8 217.2 221.8 220.7 224.2 226.8 222.8 227.5 231.8 243.0

Timeand avingsdepoits 169.0 172.4 176.1 177.9 177.7 182.8 182.3 185.7 187.3 184.1 187.8 191.9 201.2
-households 125.7 128.4 129.9 130.6 131.0 132.3 133.5 134.2 134.9 135.1 135.9 136.9 148.4
-enterprkes 27.6 28.1 29.8 29.9 29.9 33.2 31.2 34.0 34.5 31.4 34.4 37.6 35.0

rinsumnceOompany 15.7 15.9 16.4 17.4 16.8 17.3 17.6 17.5 17.9 17.6 17.5 17.4 17.8

Foreign currency deposit 40.0 40.0 40.2 39.9 39.5 39.0 38.4 38.5 39.5 38.7 39.7 39.9 41.8
- households 35.5 35.2 34.9 34.3 34.0 33.9 33.8 33.5 34.0 34.0 34.6 34.7 35.9

- enterprises 4.5 4.8 5.3 5.6 5.5 5.1 4.6 5.0 5.5 4.7 5.1 5.2 5.9
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Table A6.3
Money Supply

(billions of korunys)

01/01/1997 01/31/1997 02/28/1997 03/31/1997

(continued)

Liquid lIabilities [ M2] 416.9 404.3 405.4 406.8

Money [ Ml 1 173.9 153.8 154.8 156.2

Currency outside banks 43.5 43.4 43.9 44.7

Demand deposits 130.4 11 0.4 110.9 111.5
- households 46.2 4B.0 48.7 48.6
-enterprises 82.5 61.1 60.0 61.3
- Insurance company 1.7 1.3 2.2 1.6

Quasi money 243.0 250.5 250.6 250.6

Time and savings deposits 201.2 209.2 209.6 209.5
- households 148.4 149.6 150.2 150.6
- enterprises 35.0 41.6 41.4 40.4
- Insurance company 17.8 18.0 18.0 18.5

Foreign currency deposits 41.8 41.3 41.0 41.1
- households 35.9 35.9 36.4 36.2
- enterprises 5.9 5.4 4.6 4.9

Source: National Bank of Slovakia.



Table A6.4
Monetary Base

(billions of korunys)

Jan-94 Feb-94 Mar-94 Apr-94 May-94 Jun-94 Ju-94 Aug-94 Sep-94 Oct-94 Nov-94 Dec-94

Monetary bas 42.99 43.45 41.53 40.73 42.34 44.61 46.02 48.24 50.75 50.24 51.46 53.07
Uses of monetary base 42.99 43.45 41.53 40.73 42.34 44.61 46.02 48.24 50.75 50.24 51.46 53.07

Currency in circulation 29.49 30.07 30.90 31.47 32.10 32.84 34.20 34.86 35.84 36.35 36.87 37.21
Reserves 13.51 13.37 10.63 9.25 10.24 11.77 11.82 13.38 14.92 13.89 14.59 15.86

Required reserves 12.79 13.55 13.99 13.31 13.11 13.07 12.91 13.10 13.42 13.54 13.72 14.08
Excass reserves 0.72 -0.18 -3.36 -4.06 -2.81 -1.30 -1.09 0.29 1.50 0.34 0.87 1.79

BEils of NBS outside NBS 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Resources of monetary base 42.99 43.45 41.53 40.73 42.34 44.61 46.02 48.24 50.75 50.24 51.46 53.07
Net foreign assets -15.85 -17.32 -15.02 -12.65 -9.63 -7.65 -5.21 -1.92 3.82 8.63 12.05 15.02
Reserves 13.55 12.14 14.00 15.94 18.69 19.74 23.29 37.27 41.48 44.85 49.14 49.04
Net foreign liabiliies 29.40 29.46 29.02 28.59 28.32 27.40 28.51 39.20 37.67 36.22 37.08 34.02

Netcredittogovemment 46.11 49.18 51.24 50.10 49.76 47.62 48.41 48.32 44.61 41.42 38.36 38.59
Net credit without treasury bills 45.62 48.58 50.68 49.67 49.45 47.44 48.18 47.84 43.41 41.33 38.17 38.23
Holding of treasury bills 0.49 0.60 0.56 0.43 0.30 0.18 0.22 0.48 1.20 0.10 0.19 0.36

Credits to banks (without redistributed 8.00 7.34 1.75 3.01 3.22 3.98 3.34 1.66 1.34 1.64 1.97 1.96
credit)
Refinancing 3.88 3.71 0.35 1.18 0.11 1.75 2.21 0.70 0.09 0.00 0.00
Bills of exchange 2.85 2.37 1.23 0.42 0.21 0.27 0.47 0.87 1.25 1.64 1.97 1.96
Lombard credit 0.09 0.38 0.16 1.05 1.92 1.83 0.66 0.09 0.00 0.00
SWAP's 1.18 0.88 0.01 0.36 0.98 0.13 0.00 0.00

Other 4.73 4.25 3.56 0.27 -1.01 0.65 -0.53 0.17 0.98 -1.47 -0.93 -2.50
Net domestic assets 58.85 60.77 56.55 53.38 51.97 52.26 51.22 50.15 46.92 41.59 39.39 38.05

Jan-95 Feb-95 Mar-95 Apr-95 May-95 Jun-95 JuP95 Aug-95 Sep-95 Oct-95 Nov-95 Dec-95

Monertry base 47.47 50.23 49.32 49.14 50.15 50.53 51.11 54.87 58.95 64.57 64.90 71.81
Usesofmonetarybase 47.47 50.23 49.32 49.11 50.15 50.53 51.11 54.87 58.95 64.57 64.90 71.81

Currency in circulation 32.86 32.31 32.67 33.30 33.97 34.81 35.40 35.37 36.64 37.37 37.63 40.00
Reserves 14.61 16.89 16.65 15.50 15.46 15.72 15.71 16.50 16.49 17.02 17.20 17.85
Required reserves 14.53 15.35 15.07 15.26 15.37 15.65 15.73 15.95 16.36 16.89 17.07 17.28
Excess reserves 0.09 1.54 1.58 0.24 0.08 0.07 .0.01 0.55 0.13 0.13 0.13 0.58

Bills of NBS outside NBS 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Resources ofmonetarybase 47.47 50.23 49.32 49.14 50.15 50.53 51.11 54.87 58.95 64.57 64.90 71.81
Netforeignassets 17.28 18.18 20.15 21.42 24.91 34.78 41.20 46.49 48.42 51.96 57.88 64.25
Reserves 53.45 53.54 56.79 60.31 63.85 73.87 78.23 82.29 80.98 83.52 89.18 95.20
Net foreign liabilities 36.17 35.36 36.64 38.89 38.95 39.09 37.03 35.80 32.55 31.57 31.30 30.94

Netcredittogovernment 36.60 37.20 33.86 32.28 30.97 21.65 18.27 16.41 12.22 21.13 17.98 17.74
Not credit withouttreasury bills 36.12 36.98 33.76 31.40 30.05 18.38 15.96 16.16 11.91 21.08 17.60 17.73
Holding of treasury bills 0.48 0.23 0.11 0.88 0.92 3.28 2.31 0.26 0.31 0.05 0.38 0.02

Credits to banks (wthout redistributed 1.73 1.42 1.03 0.61 0.37 0.33 0.35 0.39 0.52 0.76 1.05 1.28
credit)
Refinancing 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Bills of excharnge 1.73 1.42 1.03 0.61 0.37 0.33 0.35 0.39 0.52 0.76 1.05 1.28
Lombard credit 0.00 0.00 0.00 0.00 0.00
SWAP's 0.00 0.00 0.00 0.00 0.00 -

Oter -8.15 -6.57 -5.72 -5.20 -6.11 -6.22 -8.71 -8.43 -2.22 -9.90 -12.04 -11.53
Not domestic assets 30.18 32.05 29.17 27.69 25.24 15.76 9.91 8.37 10.52 11.99 6.99 7.49



Table A6.4
Monetary Base

(billions of korunys)

Jan-96 Feb-96 Mar-96 Apr-96 May-96 Jun-96 Jul-96 Aug-96 Sep-96 Oct-96 Nov-96 Dec-96

(cortinued)

Monetary base 74.90 77.56 79.01 77.94 81.38 79.52 79.37 87.49 87.85 87:04 87.39 88.41
Uses of monetary base 74.90 77.56 79.01 77.94 81.38 79.52 79.37 87.49 87.85 87.04 87.39 88.41

Currency In ciroulation 40.43 40.86 41.99 42.92 44.11 44.95 46.23 46.99 48.06 48.95 49.38 52.43
Reserves 17.81 18.93 18.48 19.01 19.20 19.27 19.42 32.61 33.26 33.38 33.65 34.52

Required reserves 17.68 18.81 18.29 18.90 19.07 19.01 19.27 32.49 33.08 33.33 33.52 33.62
Excess reserves 0.13 0.12 0.19 0.11 0.13 0.26 0.15 0.12 0.18 0.05 0.13 0.90

BillsofNBSoutsideNBS 16.66 16.66 16.66 16.66 16.66 16.66 16.66 16.66 16.66 16.66 16.66 16.66
Resources of monetary base 74.90 77.56 79.01 77.94 81.38 79.52 79.37 87.49 87.85 87.04 87.39 88.41
Net foreign assets 70.70 71.70 74.42 75.83 74.69 74.48 76.53 83.34 84.13 83.80 81.30 82.85
Reserves 100.20 100.79 103.34 104.26 103.84 103.00 104.88 111.36 112.15 111.78 109.14 111.22
Net foreign liabilities 29.50 29.10 28.92 28.43 29.15 28.52 28.35 28.02 28.02 27.97 27.84 28.37

Netcredittogovemment 14.88 15.17 14.84 13.13 17.51 17.82 17.22 18.22 17.18 17.60 20.04 21.56
Net credit without treasury bills 14.88 14.90 14.84 12.51 14.92 15.46 14.99 12.62 12.58 14.55 14.67 15.89
Holding of treasury bills 0.00 0.27 0.00 0.62 2.60 2.36 2.23 5.60 4.60 3.06 5.37 5.67

Credits to banks (without redistributed 1.27 1.09 0.84 0.67 0.45 0.35 0.39 0.45 0.70 1.06 1.42 1.58
credit)
Refinancing 0.00 0.00 0.00 0.00 0.00 0.00 0,00 0.00 0.00 0.00 0.00 0.00
Bills of exchange 1.27 1.09 0.84 0.67 0.45 0.35 0.39 0.45 0.70 1.06 1.42 1.58
Lombard credit
SWAP's

Other -11.96 -10.40 -11.08 -11.83 -11.41 -13.36 -14.93 -14.96 -14.58 -15.75 -15.85 -17.60
Net domestic assets 4.20 5.86 4.59 1.97 6.55 4.82 2.68 3.71 3.31 2.91 5.61 5.54

Jan-97 Feb-97 Mar-97 Apr-97

Monetary base 86.23 88.41 90.30 90.38
Oses of rnonetary base 86.23 88.41 90.30 90.38

Currency In circulation 52.14 51.10 51.77 51.88
Reserves 34.10 37.05 36.37 36.60

Required reserves 34.23 36.08 36.16 36.33
Excess reserves -0.13 0.98 0.22 0.28

Bills of NBS outside NBS 0.00 0.00 0.00 0.00
Resources of monetary base 86.23 88.41 90.30 90.38
Net foreign assets 80.24 85.68 86.51 86.75
Reserves 108.09 112.92 114.53 114.91
Net foreign liabilities 27.85 27.24 28.04 28.16
Netcredittogovernment 22.34 16.66 17.72 16.81
NetcredK withouttreasurybills 13.83 13.00 13.88 13.86
Hoding of treasury bills 8.51 3.66 3.84 2.95

Credits to banks (without redistributed 1.54 1.49 1.56 1.56
credit)
Refinancing 0.00 0.00 0.00 0.00
Bills of exchange 1.54 1.49 1.56 1.56
Lombard credit
SWAP's

Oter -17.88 -16.42 -15.53 -14.75
Net domestic assets 6.00 1.73 3.75 3.62
Source: National Bank of Slovakia.



Table A8.5
Credit (millions of Sk)

SHORT-TERM
Nonfinancial organizaton Money organization Insurance company Govemment secbor Nonpo oraniaton Hous

TPrate TOtIlPublic PrivaTe1 Republic Local T Pun.
Tol Tdul Public &xtrbudgtar funds Pub' Total Pm Total Puk TX fun buTrl|Pu |P

11/193 82927.5 81348.0 615023 193828 0.3 .. 0.3 .. .. .. 272.9 68.4 204.5 37.2 .. 34.2 963.6 29.6
Jan-93 83179.3 80820.7 58110.8 21762.5 0.6 .. 0.6 .. .. .. 235.6 127.0 108.6 37.2 .. 33.1 805.9 19.5
Feb-93 84729.7 82894.8 582521 23447.2 0.7 .. 0.7 .. .. .. 211.3 106.7 101.7 40.5 .. 14.5 88Z9 24.2
Mar-93 8208.5 84286.8 58702.3 24571.4 0.9 .. 0.9 .. .. .. 237.6 138.3 96.4 46.3 .. 19.1 628.5 30.4
Apr-93 87429.6 85764.1 58751.1 25901.0 .. .. .. .. .. 79.7 . 76.6 44.7 .. 23.4 697.2 27.0
May-93 89597.3 87096.6 59535.1 26373.7 .. .. .. .. .. 74.5 74.5 42Z1 .. 34.9 1379.1 27.3
Jun-93 92780.0 90810.3 60831.9 27994.1 .. .. .. .. .. 79.3 .. 79.3 39.1 .. 33.9 1343.8 31.2
Jul-93 94057.3 92130.3 60654.9 28959.2 920 .. 92.0 .. .. .. 4.9 .. 4.9 43.3 . 36.0 1480.9 27.7

Aug-93 94660.5 92475.6 61191.1 28687.1 86.0 .. 86.0 .. .. .. 78.0 .. 78.0 34.9 . 31.1 1703.7 40.6
Sep-93 97080.0 94957.0 62604.4 29618.3 90.7 .. 90.7 .. .. .. 63.8 .. 63.8 36.2 . 32.3 1594.0 48.6
Oct-93 97951.0 95821.0 62080.9 30950.2 92.0 .. 11.0 92.7 1.4 47.6 . 47.6 30.2 .. 9.9 1525.9 45.1
Nov-93 100507.8 97740.3 64225.7 30403.2 92.5 .. 92.5 15.6 15.6 73.2 0.8 72.4 9.5 .. 3.6 1866.3 49.5
Dec-93 9D671.0 87005.4 53845.8 30088.2 220.7 .. 124.1 886.5 30.5 257.8 200.0 57.8 142.3 .. 40.6 1900.4 57.4
Jan-94 99242.0 96372.8 61280.0 31813.3 237.6 .. 104.0 33.3 33.3 274.0 200.0 74.0 140.8 .. 18.4 1888.0 112.5
Feb-94 98278.3 95654.3 61432.2 30993.8 186.8 .. 53.2 33.3 33.3 244.9 2D0.0 44.9 146.2 .. 20.7 1789.5 37.6
Mar-94 85845.6 82944.8 50096.3 29828.0 154.9 .. 50.0 0.0 0.0 319.0 2D0.0 119.0 31.4 .. 21.1 2187.3 29.7
Apr-94 86985.6 84207.9 49836.0 31272.8 321.7 .. 153.8 0.0 0.0 111.7 0.0 111.7 30.0 .. 14.9 2067.5 48.9

May-94 86616.5 84090.6 49567.2 31570.0 372.8 .. 204.3 0.0 0.0 157.9 0.0 157.9 28.2 .. 14.5 1789.0 56.6
Jul-94 87477.9 84666.1 48055.3 33610.8 293.4 .. 184.4 0.0 0.0 218.0 0.0 218.0 35.3 .. 15.0 2080.7 86.6

Aug-94 88360.1 85688.0 48628.9 33725.7 372.9 .. 196.2 0.0 0.0 188.3 0.0 188.3 34.0 .. 15.1 1890.7 67.2
Sep-94 89295.1 86611.5 48620.5 34803.3 364.5 .. 228.5 0.0 0.0 198.0 0.0 198.0 46.1 .. 19.0 1874.0 67.7
Sep-94 90175.7 87336.2 48143.7 35771.4 421.9 .. 344.3 23.2 0.0 280.9 173.8 107.1 54.5 .. 20.9 1878.2 75.4
Oct-94 91559.3 88489.5 49681.0 35193.6 547.0 434.4 0.0 0.0 523.4 396.3 127.1 51.1 .. 17.1 1770.4 80.2

Nov-94 94235.9 89871.2 49510.0 36514.1 780.1 666.4 0.0 0.0 768.2 547.0 221.2 237.7 .. 11.3 2074.4 86.1
Dec-94 95920.8 90956.1 48819.9 38230.5 718.9 .. 586.1 549.2 0.0 1074.5 898.4 176.1 35.5 .. 8.3 2457.7 82.1
Jan-95 96278.7 91740.9 48298.6 39398.9 1244.1 0.0 1096.7 213.8 213.8 0.0 924.7 798.5 126.2 40.5 27.4 13.1 1708.7 80.1
Feb-95 96596.6 92454.5 48010.6 40396.6 1245.8 1.3 1131.0 0.0 0.0 0.0 820.2 898.4 121.8 37.9 26.6 11.3 1693.6 92.6
Mar-95 104097.9 95613.4 44399.6 47311.3 1466.6 90.5 12626 0.0 0.0 0.0 656.6 523.7 132.9 80.6 67.8 12.8 1757.8 92.3
Apr-95 105922.6 97614.5 43450.4 49976.6 1370.5 172.3 1198.2 1.8 1.8 0.0 352.3 215.4 136.9 41.7 27.0 14.7 1826.2 73.4
May-95 106114.0 97532.1 41569.4 51620.5 1508.8 174.4 1334.4 0.0 0.0 0.0 383.7 249.2 134.5 32.6 16.2 15.2 174Z7 87.6
Jun-95 108770.7 100632.2 41152.6 54792.3 1248.5 18.2 1230.3 3.7 3.7 0.0 240.7 98.6 128.8 27.6 11.2 16.4 1476.9 89.3
Jul-95 111154.8 102185.4 41072.2 56002.4 1470.0 17.7 1452.3 0.0 0.0 0.0 536.0 383.7 139.0 27.3 11.5 15.8 1585.9 80.2

Aug-95 111944.6 101970.6 37861.5 5951.5 1462.6 17.7 1439.9 0.6 0.6 0.0 1008.4 876.4 118.7 26.3 10.3 16.0 1818.1 86.3
Sep-9S5 112504.2 102477.6 36651.3 61353.0 1439.8 17.2 1422.6 0.0 0.0 0.0 1224.8 1070.8 120.0 23.1 9.5 13.6 1624.3 110.4
Oct-95 113849.7 103478.0 35587.1 63565.9 12426 16.4 1226.2 9.8 9.8 0.0 1164.5 1024.0 106.5 25.3 10.5 14.8 16620 131.5

Nov-95 112685.6 102348.2 32667.2 64883.1 1064.7 15.0 1049.7 0.0 0.0 0.0 988.6 874.0 114.6 35.1 10.7 24.4 1750.1 113.3
Dec-95 105754.1 101244.2 29554.6 86185.6 960.4 0.0 860.4 3.5 3.5 0.0 1095.5 964.7 130.8 33.5 9.8 23.7 1710.2 89.4
Jan-96 103794.5 99446.6 27671.0 66229.7 935.9 0.0 835.9 90.0 0.0 90.0 877.7 766.1 111.6 38.2 13.8 24.4 1647.4 129.4
Feb-96 106492.7 102339.5 28548.1 67712.9 775.4 0.0 624.0 90.0 0.0 90.0 901.3 764.8 136.5 15.8 8.0 7.8 1598.3 152.0
Mar-96 110781.5 106476.2 30073.4 69824.0 818.2 5.0 713.0' 90.0 0.0 90.0 960.9 764.8 138.9 14.9 6.8 8.1 1639.1 137.5
Apr-96 110340.4 106417.9 29784.0 70609.0 973.0 5.0 841.0 90.5 0.5 90.0 516.0 365.4 115.6 14.6 6.2 8.4 1598.0 134.1
May-96 111567.1 107651.9 29369.9 71708.3 835.4 5.0 827.3 0.0 0.0 0.0 719.5 564.8 154.7 14.4 6.0 84 1578.1 145.0
Jun-96 117500.4 113567.1 30513.1 76470.0 646.5 5.0 632.6 0.0 0.0 0.0 845.3 664.8 180.5 14.2 5.7 8.5 1685.1 153.6
Jul-96 116128.2 112060.4 28984.4 76167.5 687.4 0.0 665.6 0.0 0.0 0.0 832.6 670.0 162.6 17.7 5.9 9.9 1582.4 149.5

Aug-96 120430.9 113499.8 29045.4 78577.6 3465.9 2938.1 523.6 0.0 0.0 0.0 950.9 806.2 144.7 38.5 7.4 29.2 1624.4 152.1
Sep96 123098.8 114153.7 29448.9 78426.7 4965.0 3556.8 1404.2 0.0 0.0 0.0 11722 928.4 243.8 17.5 7.6 7.9 1871.0 165.2



Table A6.5
Credit (millions of Sk)

(continued)
MEDIUM-TERM

Nonifinancial organization Money organization Insurance oompany Govemnmenyt sector Nonprofi organizatio Houseltolds
Total Total Total I Public _Privatel Tot.! IsPublic ResublTc Lmal

ToalI Pb OW Ttl Pbi ra Tot l ubicPrvete II t.bd ryfnd.Iuli enlteqrwises
Jan-93 50589.7 42703.2 22740.6 19853 10.1 483.1 9.3 473.8 98.5 97.3 4002.3 2887.9
Jan-93 50648.6 42192.5 21379.9 20696.6 10.1 .. .. .. 481.3 18.3 463.0 31.0 .- 21.0 4853.5 2865.8
Feb-93 504926 41643.1 20760.2 20645.0 10.1 .. .. .. 488.2 19.3 468.9 28.3 .. 10.3 5140.8 271Z3
Mar-93 497123 42105.5 19756.1 22022.4 10.1 .. 10.1 .. 466.5 15.6 450,9 40.5 , 12.9 4064.9 2657.8
Apr-93 49804.7 42229.6 19585.8 22440.1 10.1 .. 10.1 .. 508.6 .. 508.6 25.5 .. 11.7 4051.0 2632.0
May-93 49740.7 40910.5 19510.2 21186.3 10.1 .. 10.1 .. 565.1 .. 565.1 27.0 .. 10.1 5231.7 2584.0
Jun-93 48874.7 40014.4 18668.7 21130.9 15.1 .. 10.1 .. .. .. 591.4 .. 591.4 32.8 .. 9.5 5184.7 2527.3
Jul-93 49585.4 40768.3 19477.4 21053.0 20.1 .. 10.1 .. .. .. 587.9 . 587.9 29.9 .. 12.0 5083.2 2515.4

Aug-93 49911.8 40874.1 19227.5 21352.1 47.2 .. 10.1 .. .. .. 601.3 .. 601.3 31.4 .. 28.1 5209.0 2499.4
Sep-93 48565.7 39470.8 17712.9 21560.7 49.4 .. 9.9 .. .. .. 574.3 .. 574.3 38.2 .. 35.0 5305.9 2494.1
Oct-93 491j7.1 40611.4 17427.0 22963.1 46.3 .. 9.9 .. .. .. 584.4 .. 584.4 27.9 .. 13.7 4833.7 2435.7
Nov-93 50757.6 40723.9 17488.6 22638.8 138.7 .. 102.2 .. .. .. 613.9 .. 613.9 26.7 .. 13.7 6068.0 2379.6
Dec-93 53468.9 39908.1 17662.7 21631.1 125.7 .. 93.6 .. .. .. 3894.1 3284.5 609.6 25.8 .. 12.0 6145.9 2659.3
Jan-94 52616.5 39594.4 17354.4 21658.5 118.4 .. 89.1 0.0 0.0 3381.4 2774.2 607.2 31.1 .. 0.8 6320.2 2466.8
Feb-94 53751.3 40830.5 18241.1 22047.3 140.9 .. 114.6 0.0 0.0 3406.3 2774.2 632.1 29.6 .. 0.7 6178.3 2449.2
Mar-94 53188.4 40153.4 17207.5 22401.4 135.4 .. 112.1 0.0 0.0 3891.8 3263.0 628.8 26.8 .. 0.5 5986.. 2350.0
Apr-94 51698.2 39356.6 16879.0 21941.3 136.0 .. 117.2 0.0 0.0 3650.9 3039.8 611.1 27.3 .. 0.5 5591.6 2255.3
May-94 52063.5 39527.8 16607.4 22320.7 130.2 .. 111.4 0.0 0.0 4269.2 3039.8 1229.4 30.9 .. 0.5 5798.2 2172.1
Jul-94 49963.3 37928.6 15657.0 21477.1 519.4 .. 501.1 0.0 0.0 3710.0 2529.6 1180.4 31.7 .. 0.3 5573.5 2091.2

Aug-94 49553.3 37472.1 15428.1 21247.9 518.5 .. 501.8 0.0 0.0 3766.1 2529.6 1236.5 40.1 .. 0.3 5633.7 2016.9
Sep-94 49298.0 37554.1 15544.7 21213.5 497.6 480.9 0.0 0.0 3865.4 2529.6 1335.8 33.3 .. 0.3 5294.7 1957.3
Sep-94 48790.8 37173.6 15115.2 21259.7 478.3 .. 46.6 0.0 0.0 3922.5 2529.6 1392.9 32.3 .. 0.3 5153.1 1950.1
Oct-94 48607.3 36848.3 14736.2 21293.5 469.8 .. 454.8 0.0 0.0 4027.9 2529.6 1498.3 31.9 .. 0.0 5235.6 1919.0
Nov-94 47669.0 36083.2 13755.5 21502.2 316.4 .. 301.4 5.6 5.6 3979.0 2529.6 1449.4 26.9 .. 1.6 5252.7 1914.9
Dec-94 46912.0 35442.3 12904.1 21559.3 408.5 .. 373.5 25.6 25.6 3976.9 2529.6 1447.3 30.3 .. 1.4 4791.0 2163.1
Jan-95 46431.3 34189.1 12209.9 21068.4 883.2 0.0 864.7 21.5 0.0 21.5 3537.8 2019.4 1497.7 57.5 53.6 3.9 4983.9 2087.5
Feb-95 46607.3 34507.5 12003.1 21610.1 816.6 0.0 799.6 28.8 0.0 28.8 3432.9 1911.5 1499.7 57.0 53.4 3.6 5080.9 2035.6
Mar-95 462327 33780.9 11394.3 21428.6 1269.8 0.0 1254.3 43.1 0.0 43.1 3420.0 1911.5 1485.5 56.0 50.3 5.7 5009.3 1998.1
Apr-95 46817.7 34213.3 11145.7 22243.1 1376.8 0.0 1249.4 52.0 0.0 520 3454.1 1911.5 1515.8 57.2 49.3 7.9 5008.5 1983.6
May-95 47127.9 34243.3 10965.5 22411.3 1378.6 0.0 1254.8 151.4 0.0 151.4 3541.3 1911.5 1552.7 53.8 48.5 5.3 5098.6 1979.4
Jun-95 47235.4 34816.8 11105.8 22772.8 1450.5 0.0 1331.7 163.7 0.0 163.7 3078.8 1401.3 1599.6 51.5 44.4 7.1 5001.8 1982.5
Jul-95 47336.7 34725.8 10723.1 23259.6 1509.0 0.0 1387.0 203.3 0.0 203.3 3126.2 1401.3 1646.5 51.5 44.5 7.0 5026.9 1967.2

Aug-95 48876.6 36225.1 10419.6 24418.7 1461.3 0.0 1344.4 209.3 0.0 209.3 3142.5 1401.3 1696.2 51.9 44.9 7.0 5108.6 1954.3
Sep-95 48633.1 36232.8 10180.4 24721.3 1099.7 0.0 1038.1 208.7 0.0 208.7 3122.7 1401.3 1676.4 54.2 42.5 6.7 5214.0 1953.5
Oct-95 50364.0 37852.3 10338.8 25750.5 1183.9 0.0 1065.9 215.3 0.0 215.3 3181.1 1401.3 1734.8 53.4 43.8 4.6 5155.2 1965.2
Nov-95 51266.9 38793.9 10477.5 26561.2 955.2 0.0 841.2 216.1 0.0 216.1 3213.5 1401.3 1767.2 87.7 76.2 6.5 5250.4 1984.4
Dec-95 57437.1 43902.3 12700.3 29436.2 1079.2 0.0 967.6 204.1 0.0 204.1 2991.2 1235.9 1708.8 91.2 64.8 21.9 6083.3 2202.9
Jan-96 57636.1 44850.5 13021.4 30082.7 1069.6 0.0 958.7 114.1 0.0 114.1 2372.1 673.0 1652.0 97.1 40.9 56.2 6069.2 2198.2
Feb-96 60350.8 46951.7 13053.0 32156.7 991.6 0.0 882.8 116.5 0.0 116.5 2285.3 673.0 1564.6 124.8 69.9 54.9 6864.5 2137.3
Mar-96 59823.5 47346.3 11920.1 33616.4 1138.1 0.0 1029.4 112.2 0.0 112.2 2140.5 673.0 1467.5 82.5 45.5 37.0 5935.7 2177.7
Apr-96 81060.4 48709.3 12122.6 34770.6 919.9 0.0 811.3 101.8 0.0 101.8 2074.8 673.0 1401.8 78.8 30.2 48.6 6056.2 2228.4
May-96 62734.7 50080.0 12374.3 35679.4 841.8 0.0 733.2 99.3 0.0 99.3 2260.2 844.0 1381.2 139.6 30.3 109.3 6049.6 2356.2
Jun-96 80742.6 48459.7 9455.5 36969.1 803.2 0.0 694.5 125.0 0.0 125.0 1628.9 276.8 1320.9 139.7 32.1 107.6 6087.7 2572.3
Jul-96 64704.1 52086.3 9991.9 40147.5 772.5 0.0 689.8 124.5 0.0 124.5 1522.3 222.3 1267.0 1349 31.3 1036 6278.0 2854.3

Aug-96 65108.5 52049.1 9671.8 40431.6 780.2 0.0 697.5 124.5 0.0 124.5 1533.6 222.3 1280.1 1301 30.9 99.2 6399.2 3155.0 
Sep-96 65469.8 52315.2 9204.0 41159.9 703.3 0.0 634.5 1203 0.0 120.3 1394.3 114.0 1247.8 122.9 27.8 95.1 6383.4 3484.4



Table A6.5
Credit (millions o S

(confnued)
LONG-TERM

Nonfinancial organization Money organizabon insurance conpany Govemment sectr Nonprot organizaton

Toll Tobl I Public I Privat TOtI Public I Prue Total | Pb | Pud| Total re 1 |ocal I Total IPubi | Prvate I Sa
V11i93 102482.6 80139.0 47107.3 32560.6 1.. .. .. .. .. 57.0 6.1 149.8 13.5 .. 13.5 2393.7 169127
Jan-93 101138.4 78760.3 45506.4 32779.9 .. .. .. .. .. 161.2 .1 155.0 13.5 .. 13.5 2904.6 168320
Feb-93 1012D0.0 79742.5 46223.6 33055.4 .. .. .. .. .. 177.9 5.1 171.7 25.9 .. 25.9 3190.8 16743.5
Mar-93 100051.0 78551.9 45137.4 32905.8 . .. .. .. .. .. 173.0 15.8 156.1 15.5 .. .. 34127 16606.1
Apr-93 101689.7 79796.5 46087.3 33173.1 . .. .. .. .. .. 186.8 0.5 185.2 15.5 .. .. 3405.7 16506.9
May-93 102535.5 80325.5 46189.2 33600.1 .. .. .. .. .. 193.8 .. 193.8 20.9 .. .. 3836.6 16380.4
Jun-93 104760.6 82932.2 48621.4 33372.3 .. .. .. .. .. 193.2 .. 193.2 28.1 .. 3687.3 16257.9
Jul-93 105307.3 85168.7 48816.5 36289.9 .. .. .. .. .. 202.7 .. 202.7 30.2 .. 3739.5 16133.3

Aug-93 105112.1 85028.5 48352.3 36650.9 62.0 . .. .. .. .. 210.1 .. 210.1 38.2 .. .. 3731.9 16006.7
Sep-93 104282.8 84595.9 47273.7 37289.8 40.0 . .. .. .. .. 217.0 .. 217.0 46.6 .. .. 3496.1 15855.5
Oct-93 105713.7 86422.8 47904.2 38478.8 83.0 .. .. .. .. .. 229.1 .. 229.1 49.2 .. .. 3186.3 15710.1
Nov-93 103523.3 84244.5 45336.0 38869.1 123.0 .. .. .. .. .. 223.8 .. 223.8 57.3 .. .. 3245.6 15556.6
Dec-93 116672.3 90356.5 50831.1 39488.4 6521.1 .. 6521.1 .. .. .. 224.2 .. 224.2 59.6 .. .. 3580.9 15898.1
Jan-94 105931.8 83485.6 44594.3 38854.6 0.0 .. 0.0 0.0 0.0 0.0 2883.4 228.0 61.0 .. 0.0 3540.8 15702.0
Feb-94 103104.5 84290.3 44648.1 39607.1 0.0 .. 0.0 0.0 0.0 0.0 0.0 230.6 59.8 .. 0.0 3575.0 15513.9
Mar-94 114745.0 88996.7 48011.4 40950.7 6521.1 .. 0.0 0.0 0.0 0.0 0.0 239.8 58.4 .. 0.0 3579.4 15314.7
Apr-94 115331.0 89782.9 48664.6 41074.9 6521.1 .. 0.0 0.0 0.0 0.0 0.0 244.0 58.1 .. 0.0 3560.1 15130.0
May-94 115750.3 90273.6 48824.6 41332.6 6521.1 .. 0.0 0.0 0.0 0.0 0.0 242.0 57.3 .. 0.0 3670.6 14947.4
Jul-94 114377.0 89134.3 48010.7 40998.0 6521.1 .. 0.0 0.0 0.0 0.0 0.0 246.6 56.3 .. 0.0 3609.0 14772.0

Aug-94 113406.6 89308.7 47801.1 41385.6 5916.3 .. 0.0 0.0 0.0 0.0 0.0 240.3 57.2 .. 0.0 3243.5 14602.5
Sep-94 113421.3 89367.8 47812.0 41431.6 5916.3 .. 0.0 0.0 0.0 0.0 0.0 246.8 64.5 0.0 3363.7 14430.0
Sep-94 113241.1 89052.4 47414.2 41512.2 6244.9 .. 7.0 0.0 7.0 0.0 0.0 291.0 66.7 0.0 3341.5 14212.3
Oct-94 114460.4 90413.5 47809.2 42469.9 6260.9 .. 23.0 0.0 23.0 0.0 0.0 177.0 65.5 .. 0.0 3427.5 14060.4
Nov-94 114709.0 90500.4 46829.2 43536.2 6277.9 .. 40.0 0.0 40.0 0.0 0.0 270.9 65.0 .. 0.0 3654.9 13904.0
Dec-94 114806.8 90136.2 46593.6 43383.9 6524.2 .. 40.0 0.0 40.0 0.0 0.0 263.9 64.4 .. 0.0 3539.5 14231.8
Jan-95 114625.9 89651.6 46225.6 43238.4 6524.2 6484.2 40.0 0.0 0.0 0.0 267.3 0.0 267.3 91.4 91.4 0.0 3921.9 14046.8
Feb-95 114565.7 89941.6 46216.3 43559.3 6524.2 6484.2 40.0 0.0 0.0 0.0 266.6 0.0 286.6 87.9 87.9 0.0 3802.9 13776.1
Mar-95 114898.3 90637.4 45899.4 44554.1 6344.0 6304.0 40.0 0.0 0.0 0.0 246.6 0.0 246.6 86.8 85.6 1.2 3822:8 13596.0
Apr-95 115479.2 91264.8 46444.4 44618.3 6344.0 6304.0 40.0 0.0 0.0 0.0 241.9 0.0 241.9 84.2 83.0 1.2 3911.6 134325
May-95 115803.7 92091.7 46173.0 45693.6 6344.0 6304.0 40.0 0.0 0.0 0.0 242.5 0.0 2425 81.8 80.7 1.1 3570A 13273.2
Jun-95 115043.7 91755.5 45742.3 45777.3 6248.4 6208.4 40.0 0.0 0.0 0.0 237.6 0.0 237.6 81.2 80.1 1.1 3396.5 13125.7
Jul95 115170.6 91889.6 44895.8 46769.5 6248.4 6208.4 40.0 00 0.0 0.0 237.5 0.0 237.5 78.3 77.2 1.1 3534.1 12984.8

Aug-95 115392.3 92363.8 42425.6 49789.8 6248.4 6208.4 40.0 00 0.0 0.0 238.0 0.0 238.0 50.9 49.9 1.0 3445.9 12854.0
Sep-95 116822.7 93406.9 42553.0 50830.7 6643.4 6208.4 435.0 0.0 0.0 0.0 242.0 0.0 242.0 50.4 49.4 1.0 3577.7 12711.1
Oct-95 117224.3 93316.5 41732.1 51365.9 6778.2 6208.4 569.8 0.0 0.0 0.0 274.0 0.0 274.0 48.2 47.2 1.0 3621.7 125721
Nov-95 117686.8 93512.8 40786.3 52056.1 6992.2 6208.4 783.8 0.0 0.0 0.0 258.1 0.0 258.1 121.1 70.2 50.9 4183.1 12427.5
Dec-95 124950.0 97636.3 42399.5 54491.7 9119.1 8285.1 834.0 40.5 0.0 40.5 272.2 0.0 272.2 120.3 69.4 50.9 4547.0 13011.1
Jan-96 125902.3 97336.7 41695.7 54914.9 10494.8 9652.8 842.0 40.5 0.0 40.5 313.0 0.0 313.0 118.2 67.3 50.9 4501.8 12883.7
Feb-96 125019.0 96425.9 41399.1 54301.6 10480.8 9651.4 829.4 100.0 0.0 100.0 381.9 0.0 381.9 93.4 42.6 50.8 4604.9 12725.1
Mar-96 126384.8 98192.0 41887.0 55696.3 10620.7 9793.3 827.4 110.0 10.0 100.0 501.2 0.0 501.2 87.8 37.0 50.8 4072.7 12598.3
Apr-96 126679.4 98545.5 41430.3 56320.3 10627.8 9793.6 834.2 100.0 0.0 100.0 5424 0.0 542.4 97.3 18.2 79.1 4084.6 12478.5
May-96 126862.2 98830.8 41004.0 57026.4 10625.6 9795.7 829.9 110.8 10.8 100.0 587.5 0.0 587.5 45.4 16.3 29.1 4101.5 12353.1
Jun-96 128886.9 100617.6 42268.7 57531.0 10800.7 9776.2 824.5 110.8 10.8 100.0 863.7 0.0 883.7 36.7 6.6 30.1 4181.5 12246.8
Jul-96 129553.1 102015.9 43301.2 57910.7 10079.4 9789.8 289.6 112.7 12.7 100.0 1040.2 0.0 1040.2 36.4 6.3 30.1 3954.0 12092.5

Aug-96 129294.8 102766.7 43077.2 58882.1 9082.6 8797.5 285.1 115.0 15.0 100.0 1173.3 0.0 1173.3 23.0 6.0 17.0 3884.8 12Q28.3
Sw96 127046.7 100621.3 41899.7 57915.4 8799.9 8520.3 279.6 116.0 16.0 100.0 1383.2 0.0 1363.2 23.3 5.7 17.6 3972.1 11928.S

= not available.
Source: National Bank of Svaida.
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Table A/.1
Monthly Price Indices (1993-1996)

CPI index Monthly Annual PPI Index Monthly Annual
Jan 1994 = 1 CPI inflation CPI inflation Jan 1994 = 1 PPI inflation PPI inflation

Jan-93 0.86 8.96 17.72 0.93 7.11 15.87
Feb-93 0.87 1.62 19.31 0.94 1.49 15.63
Mar-93 0.88 1.01 20.39 0.95 0.69 16.74
Apr-93 0.89 1.19 21.70 0.95 -0.15 16.70
May-93 0.90 0.52 22.02 0.95 0.29 16.16
Jun-93 0.90 0.42 23.49 0.95 -0.29 15.14
Ju-93 0.91 1.12 23.91 0.95 0.54 15.20
Aug-93 0.93 2.40 26.04 0.97 2.09 18.05
Sep-93 0.96 2.44 27.02 0.98 1.09 19.46
Oct-93 0.97 1.45 26.25 1.00 1.36 19.56
Nov-93 0.98 1.09 25.51 1.00 0.56 18.85
Dec-93 0.99 0.64 25.09 1.00 -0.05 15.54
Jan-94 1.00 1.32 16.32 1.00 -0.23 7.62
Feb-94 1.01 0.76 15.34 1.02 2.18 8.35
Mar-94 1.01 0.46 14.71 1.03 0.45 8.09
Apr-94 1.02 0.42 13.83 1.02 -0.54 7.67
May-94 1.02 0.58 13.90 1.03 0.54 7.94
Jun-94 1.03 0.49 13.98 1.03 0.09 8.35
Jul-94 1.03 0.74 13.55 1.04 1.22 9.08
Aug-94 1.05 t 1.34 12.37 1.14 9.93 17.46
Sep-94 1.07 2.37 12.30 1.16 1.50 17.93
Oct-94 1.09 1.30 12.12 1.08 -6.66 8.59
Nov-94 1.10 0.70 11.69 1.09 0.86 8.91
Dec-94 1.10 0.62 11.66 1.10 0.42 9.42
Jan-95 1.12 1.41 11.76 1.12 2.11 11.99
Feb.95 1.12 0.49 11.46 1.14 1.45 11.19
Mar-95 1.13 0.30 11.28 1.14 0.37 11.10
Apr-95 1.13 0.41 11.28 1.15 0.69 12.47
May-95 1.13 0.34 11.01 1.15 0.44 12.36
Jun-95 1.14 0.07 10.54 1.16 0.28 12.57
Jul-95 1.15 1.00 10.83 1.16 0.32 11.58
Aug-95 1.15 0.44 9.84 1.17' 0.60 2.11
Sep-95 1.17 1.35 8.75 1.17 0.63 1.24
Oct-95 1.17 0.51 7.90 1.18 0.43 8.94
Nov-95 1.18 0.36 7.54 1.18 -0.39 7.59
Dec-95 1.18 0.25 7.15 1.17' -0.08 7.05
Jan-96 1.19 0.71 6.41 1.17 -0.24 4.59
Feb-96 1.19 0.25 6.15 1.19 1.46 4.60
Mar-96 1.20 0.25 6.10 1.19 0.43 4.67
Apr-96 1.20 0.28 5.96 1.19 -0.08 3.87
May-96 1.20 0.49 6.13 1.20 1.01 4.46
Jun-96 1.21 0.17 6.23 1.20 -0.27 3.88
Jul-96 1.21 0.31 5.51 1.20 -0.12 3.43

Aug-96 1.22 0.52 5.60 1.21 0.66 3.49
Sep-96 1.23 0.94 5.16 1.21 0.54 3.39
Oct-96 1.24 0.70 5.36 1.23 0.97 3.94
Nov-96 1.24 0.40 5.41 1.23 0.19 4.55
Dec-96 1.25 0.29 5.44 1.23 0.10 4.74
Jan-97 1.26 1.14 5.89 1.24 1.15 6.19
Feb.97 1.26 0.38 6.02 1.25 0.57 5.26

Sourco: National Bank of Slovakia.
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Table A7.2
Average Monthly Eamings by Sector, 1991-96

(koruny)

1991 1992 1993 1994 1995 1996

Totaleconomy1/ 3770 4543 5379 6294 7195 8154

Enterprises with 25 or more employees 2/ 3776 4483 5275 6160 7144 8221

Agriculture 3771 4149 4556 5191 5835 6579

Industry 3836 4535 5496 6464 7477 8508
Mining and quarrYlng 4445 5458 6482 7383 8821 9382
Manufacturing 3757 4370 5234 6193 7194 8230
Electricity 4480 6006 7767 8766 9905 10902

Construction 3845 4617 5533 6502 7489 8722

Services
Financial servicesand insurance 5260 7667 10386 11770 13529 15328
Real estate 3733 4516 5559 6642 7883 9648
Trade and repairs 3386 4049 4848 5748 6848 8600
Hotels and restaurants 3169 3843 4474 5192 5746 8958
Transport and communications 3840 4427 5467 6634 7742 8810

State administration
Administration 4189 5110 6179 7350 8350 9818
Education 3547 4448 4706 5157 6205 7005
Health 3942 4605 4813 5443 6247 6947
Other social services 3683 4342 4933 5626 5805 6337

Enterprises with I to 24 employees 2844 5118 6675 9039 9074 9722

Empbyees of private entrepreneurs 4000 4950 5850 5900 6300 8773

Menorandun item
Minimum wage 2000 2200 2450 2450 2450 2700

Notes: Includes wages, bonuses and other payments. Data based on NACE branch classification of economic activity.
1991 data are reported in 1992 organizational form; and 1992-94 data are in current organizational form.

1/1992-94 data Including estimates for eamings in small scale private sector firms.
2/ Includes budgetary organiations and subsidized organizations.
Source: Statistical Office of the Slovak Republic.
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Table A7.3
Indices of Monthly Earnings by Sector, 1991-96

(1993 =100)

1991 1992 1993 1994 1995 1996

Total economy 70 84 100 117 134 152

Enterprises with 25 or more employees 72 85 100 117 135 156

Agricufture 83 91 100 114 128 144

Industry 70 83 100 118 136 155
Mining and quarrying 69 84 100 114 133 145
Manufacturing 72 83 100 118 137 157
Electricity 58 77 100 113 128 140

Construction 69 83 100 118 135 158

Services
Financial services and insurance 51 74 100 113 130 148
Real estate 67 81 100 119 142 174
Trade and repairs 70 84 100 119 141 177
Hotels and restaurants 71 86 100 116 128 156
Transport and communications 70 81 100 121 142 161

State administration
Administration 68 83 100 119 135 159
Education 75 95 100 110 132 149
Health 82 96 100 113 130 144
Other social sermes 75 88 100 114 118 128

Enterprises wlth I to 24 employees 43 77 100 135 136 146

Employeis of private entrepreneurs 68 85 100 101 108 116

Memorandum item
Minimum age 82 90 100 100 100 110

Source: Slovak Statistical Office.



Table A8.1
Industrial Producdon by Ownrship

1991 1992 1993 1994 1995 1996
Million Kcs Percent Million Kcs Percent Million Kcs Percent Million Kcs Percent Million Kcs Pwecnt Million Kcs Percent

Total 403051.0 100.0 345828.0 100.0 362592.0 100.0 413326.0 100.0 497239.0 100.0 531798 100

Public 1/ 353941.0 87.8 293267.0 84.9 253568.0 69.9 175536.0 42.5 175683.0 35.4 169002 31.8

PrIva 2/ 28459.0 7.1 52361.0 15.1 109024.0 30.1 237793.0 57.5 321356.0 84.6 p 68.2
1/ Stao and municipal owneship.
2/ Idudes cooperats, intertonal, breign and unideied eprises. 1994 dat for private sector indudes domestic prive ownrship, cooperatves, assocvIte, ownrship of

poNlical pales and churches, foreign and international privat enrprss.
Source: Slovak Statcl Office; and stff estimats.
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Table A8.2
Share of Private Sector in Production

1991 1992 1993 1994 1/ 1995 1996

Share of private sector in:

GDP 26.6 32.4 39.0 58.2 62.6 76.8

Production of: 21
Industry 8.6 15.2 30.1 57.5 64.6 68.2
Construction 3/ 33.0 44.4 53.2 74.2 81.8 83.2
Commerce and repair services 49.1 73.2 80.9 88.5 91.7 94.6
Selected market services . 63.7 74.6 73.2 87.9 86.5
Road freight transport 4/ 25.4 36.6 49.8 56.3 62.1 82.1

Receipts for sales of agricultural products .. .. .. .. 81.8 86.1
.. = not available.
Note: Private sector Includes ownership domestic private, cooperative, associate, ownership of political partiss

and churches, foreign and intemational with prevailing private sector.
1/ 1994 data includes enterprises with 25 or more employees.
2/ In terms of production of physical units.
3/ Construction production carried out by own workers.
4/ From the transportation of goods in material units.
Source: Slovak Statistical Office.
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Table A9.1
International Comparisons-Main Economic lndicatos

1990 1991 1992 1993 1994 1995 1996

GDP (USS million)
Czech Republic 31599 24308 28395 31238 36043 47177 62091
Hungary 33055 33429 37255 38596 41669 43712 43400
Poland 58976 76427 84326 85853 92580 117978 134925
Slovak RepublIc 15479 10845 11757 11996 13746 17336 18963
Sloenia 17357 12679 12523 12672 14330 18579 18464

Real GOP growth rafts (percent change
over previous yer)
Czech Republic -1.2 -14.2 *6.6 -0.7 2.6 5.1 4.4
Hungary -3.5 -11.9 -3.1 -0.6 3.0 1.5 0.2
Poland -11.6 -7.0 2.6 3.8 5.2 7.1 6.0
Slovak Republic -2.5 -14.6 -6.5 -3.9 5.0 7.0 6.9
Slvenia -4.7 -8.1 -5.4 2.8 5.3 3.9 3.0

Gross domestic InvestmentUGOP (percent)
Czech Republic 28.6 29.9 24.0 18.4 20.4 27.8 30.9
Hungary 25.4 20.5 16.1 20.0 22.2 22.8 23.3
Poland 25.6 19.9 15.2 15.6 15.9 18.3 19.8
Slovak Republic 33.2 31.2 28.1 27.3 23.1 28.5 38.2
Skvenia 16.8 15.2 17.3 20.0 20.3 22.3 23.1

Fixed invesbnUGODP (percent)
Czech Republic 26.3 23.1 24.7 26.6 27.1 31.0 32.6
Hungary 17.8 20.9 19.9 18.9 20.2 19.3 20.8
Poland 21.0 19.5 16.8 15.9 18.2 17.1 18.2
Sbvak Republic 31.3 28.3 32.9 32.7 29.4 29.2 36.6
Siovenba 18.2 19.0 18.4 18.7 19.6 21.1 21.7

Consumption/GODP (consumption =

govemmnt consumption 4 private
consumption)
Czech Republic 70.1 63.3 74.7 79.8 79.9 76.7 77.1
Hungary 72.0 80.5 84.2 88.3 84.3 81.3 77.5
Poland 67.2 82.0 83.3 83.5 83.1 81.5 82.3
Slovak Republic 75.9 71.8 75.1 78.2 71.7 69.2 73.1
Slbvenia 66.3 70.5 73.4 79.4 77.4 78.9 78.5

Current account baianca (USS million)
Czech Republi -487 684 -50 -1362 -4476
Hungary 333 396 296 -3458 -3911 -2500 -1679
Poland 642 -778 -270 -2287 -944 5455 -1392
Slvak Republic 46 -601 665 391 -2098
Slovena 527 190 926 192 540 -36 46

Current accountlOP (percent)
Czech Republic -1.7 2.2 -0.1 -2.9 -8.6
Hungary 1.0 1.2 0.8 -9.0 -9.4 -5.7 -3.9
Poland 1.1 -1.0 -0.3 -2.7 -1.0 4.6 -1.0
Slovak Republic 0.4 -5.0 4.8 2.3 -11.1
Slovenia 3.0 1.5 7.4 1.5 3.8 -0.2 0.2

Indusbial productivity (1990 a 100)
Czech Republic 100.0 81.1 81.1 80.5 87.6 107.8 120.0
Hungary 100.0 84.6 86.9 102.5 121.4 133.8 145.8
Poland 100.0 100.0 112.6 128.2 144.9 156.2 169.0
Slovak Republic 100.0 93.0 90.5 91.6 97.3 104.0 108.1
Slvenla 100.0 95.0 86.8 86.7 95.4 97.6 95.5

Real wages (1990 a 100) using CPI
Czech Republic 100.0 74.4 81.0 82.3 87.4 94.9 102.6
Hungary 100.0 98.8 99.9 99.4 102.6 97.0 94.0
Poland 100.0 96.3 95.1 94.2 98.7 100.6 107.0
Sbvak Republic 100.0 72.3 79.2 75.3 77.2 81.7 87.9
Sbvenia 100.0 84.0 82.8 95.1 101.7 107.2 109.2

Real unit cost of labor (1990 100)
Czech Republic 100.0 91.8 99.9 102.1 99.8 86.1 85.5
Hungary 100.0 116.8 115.0 97.0 84.5 7Z5 84.5
Pdoand 100.0 96.4 84.5 73.5 68.1 64.4 63.3
Slovak Republic 100.0 77.8 87.6 82.3 79.4 78.6 81.3
Slovenia 100.0 88.5 95.5 109.6 106.7 109.9 114.3
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Table A9.1
International Comparisons--Main Eronomic Indicators

1990 1991 1992 1993 1994 1995 1996

(continued)

Gross external debt (USS million)
Czech Republic 6383 8032 7762 9605 12210 17190 20748
Hungary 21270 22658 21438 24560 28521 31655 27646
Poland 48500 48400 47000 47300 42174 42999 40423
Slovak Republic 2981 3617 4800 5827 7809
Siovenia 1741 1873 2258 2970 4010

Gross external debtUGDP (percent)
Czech Republic 2.2 33.0 27.3 30.7 33.9 36.4 39.8
Hungary 64.3 67.8 57.5 63.6 68.4 72.4 63.7
Poland 82.2 63.3 55.7 55.1 45.6 36.4 30.0
Slovak Republic 25.4 30.2 34.9 33.6 41.2
Slovenia 13.9 14.8 15.8 16.0 21.7

Net exrnal debt (USS million)
Czech Republic 5327 5422 4176 3170 3210 37 3972
Hungary 15938 14555 13276 17824 21752 19687 17896
Poland 43826 44600 42713 43019 36145 28036 22161
Slovak Republic 2081 2216 1827 913 1968
Slovenia 841 471 -835 -2064 -886

Net external debt/GOP (percent)
Czech Republic 16.9 22.3 14.7 10.1 8.9 0.1 7.6
Hungary 48.2 43.5 35.6 46.2 52.2 45.0 41.2
Poland 74.3 58.4 50.7 50.1 39.0 23.8 16.4
Slovak Republic 17.7 18.5 13.3 5.3 10.4
Sbvenia 6.7 3.7 -5.8 -11.1 -3.7

Gross enterprise losses/GDP (percent)
Czech Republic 7.4 10.9 5.7 3.5 4.3
Hungary 2.6 8.4 14.2 10.1 7.2 3.1
Poland 8.6 6.2 3.9 3.5 3.8
Slovak Republic 6.5 11.5 7.2 5.6 8.8
Slovenia 7.5 9.0 16.7 8.1 6.4 6.2

Net enterprise losses/GDP (percent)
Czech Republic -12.9 -5.5 -7.9 -8.3 4.6
Hungary -13.3 4.1 6.1 3.4 -0.1 -2.2
Poland 43.0 -4.1 -6.1 -6.7 -5.3
Siovak Republic -1.1 -7.0 -6.8 -8.3 -5.7
Siovenia 6.1 6.4 14.2 4.2 1.9 0.0
NOTE: + equals loss, - equals profft. All data is for non-financial enterprises.

Government deficit/GDP (percent) (- = deficit)
Czech Repubic -1.0 1.4 0.5 0.6 -0.1
Hungary 0.4 -2.1 -5.3 -6.6 -7.5 -3.9 -1.1
Poiand 3.7 -6.7 4.9 -2.3 -2.2 -1.9 -2.8
Slovak Republic -10.7 -6.2 4.6 6.0 3.6
Slovenia 2.6 0.3 0.3 -0.2 0.0 0.0

Govemment deficitGDP excluding
private revenues (percent) (- = deficit)

Czech Republic -1.0 1.4 0.5 0.6 -0.1
Hungary 0.4 -2.1 -8.1 -7.0 -8.3 -8.7 -3.3
Poland 3.4 -6.9 -5.3 -3.1 -3.3 -3.1 -4.0

Slovak Republic -10.7 -8.2 4.6 6.0 3.6
Sbvenia 2.6 0.3 0.3 -0.2 0.0 0.0

CPI Inflation (average)
Czech Republic 9.6 56.6 11.1 20.8 10.0 9.1 8.8
Hungary 28.2 35.0 23.0 22.5 18.8 28.2 23.6
Poland 585.8 70.3 43.0 35.3 32.2 27.8 19.9
Slovak Repubiic 10.6 61.2 10.0 23.2 13.4 9.9 5.8
Slovenia 549.7 117.7 201.3 32.3 19.8 12.6 9.7
Noe: 1998 data are for first half only.
Source: IMF-IFS and National Sources.
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Table A9.2
Intemational Comparisons of Tax Rates

Total p fsond to Total payroll tax for S8
PIT CIT VAT total labor cost I/ to total labor cost I/

Slovak Republic 42.0 40.0 23.0 19.6 34.1
Czech Republic 40.0 39.0 22.0 20.1 35.9
Hungary 48.0 20.5 25.0 20.5 40.6
Poland 45.0 40.0 22.0 30.4 32.4
Slvenia 50.0 25.0 25.2 37.2

OECD average 43.9 40.6 8.2 12.9 24.9
EU 15 average 43.9 39.5 18.1 15.3 32.5
i/ OECD and EU averages do not include Denmark.
Sources: IrdMdual Taxes-A Worklwide Summary. Price Waterhouse, 1996.

Corporate Taxes-A Workldide Summary. Price Waterhouse, 1996.
IMF. The VAT rates are standard rates applied to goods and services not covered by other especialy
high or low rates.
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