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PREFACE
1. Preceding the statistical appendix, this background document contains two other
sections.
2. First, there is a chapter that deals with unemployment in Slovakia, a serious problem

from both a social and an economic standpoint. The chapter starts by highlighting the basic
facts about unemployment. It then analyses several of the key underlying factors that have
contributed to high unemployment in the Slovak Republic. Finally, it discusses policy actions
to remedy high unemployment, drawing attention to the efforts that the Slovak authorities
have made.

3. Second, an appendix deals with medium-term fiscal challenges in Slovakia. During
the mission to conduct the Article IV consultation discussions, Fund staff presented a
workshop, with a view to generating dialogue and encouraging a range of government
officials to think early on about various fiscal tensions that could emerge over the medium-
term while, at the same time, trying to secure fiscal deficit targets established within a
macroeconomic framework. As the workshop was experimental, in that this was the first time
such an approach was tried during an Article TV consultation to Slovakia, it may be of
interest to the Executive Board. It was attended by about 35 officials from the Ministry of
Finance, the Ministry of the Economy, the National Bank of Slovakia, and the office of the
Deputy Prime Minister for the Economy, and was based on a package of slides. The Finance
Minister, Governor of the National Bank, and Deputy Prime Minister for the Econom
requested copies of that package, reproduced as this appendix. ‘

1. UNEMPLOYMENT IN SLOVAKIA?
A. Summary and Overview

4. Unemployment in Slovakia raises serious economic and social concerns. The
unemployment rate is high, currently near 19 percent.? Nearly one-half of those who are
unemployed have been out of work for more than one year, and wide regional disparities
exist, particularly between Bratislava and the Eastern areas of the country. There is evidence
of a segmentation of the labor market between those already employed and those out of work
in a way that reduces the prospects of re-employment for the latter. The situation appears to
be particularly unfavorable for unskilled and young workers. Weak incentives to search for
work and high social security payroll contributions are among the factors that exacerbate the
unemployment problem.

! Prepared by Marco Pani,

? According to the official register of the unemployed, the unemployment rate
was 19.5 percent in January 2000 and 18.6 percent in May 2000.



5. Appropriate policy actions can help. The prospects for re-employing unskilled
workers who lost their jobs as a result of economic restructuring after central planning was
abandoned can be enhanced by active labor market policies such as retraining, and by
measures that encourage foreign direct investment, particularly in depressed areas of the
country where much of this restructuring occurred. The employment of young workers can
be encouraged by reforming the benefits system so as to enhance incentives for job search,
and by increasing labor market flexibility. Another key measure that would encourage job
creation is a reduction in the high social security contributions, which both reduce the
demand for, and supply of, labor. This could be achieved as part of a broader rationalization
of the social benefits system, with a view to better targeting support for households that have
the lowest income and potential for re-employment.

6. After analyzing the main features of unemployment and its evolution in Section B,
Section C turns to assessing the main causes of unemployment. Section D then elaborates on
possible ways to reduce unemployment in Slovakia, starting with a discussion of the
employment policy of the government.

B. Unemployment in Slovakia: Some Basic Facts

7. Unemployment rates increased sharply at the start of the transition, then stabilized,
and started rising again in the last two years. The worst-affected workers are the young and
the unskilled. The average duration of unemployment is high. And there are marked regional
disparities in unemployment rates. In addition, a large fraction of the unemployed find it
difficult to get a new job and withdraw from the labor force. An uncertain but possibly large
number of unemployed citizens are, however, working unofficially in the so-called gray
economy.’

8. Although the recent increase in unemployment is partly due to cyclical factors, a large
component of unemployment can be considered structural. This component mostly includes
the unskilled and young workers mentioned above. However, the economic and social
implications of unemployment, and the policy interventions that are most apt at tackling the
problem, are different for these two groups of workers.

Unemployment statistics in Slovakia

9. As in other European transition economies, unemployment statistics in Slovakia are
provided by two different sources: an official register of the unemployed (maintained by the

3 Informal estimates of the gray economy suggest it could represent about 20 percent of
official economic activity. From the standpoint of the public finances, this involves a loss of
revenue, unwarranted expenditure, and a distortion in the distributional impact of the social
security system, as workers in the gray economy normally evade social security contributions
but frequently claim social security benefits by officially registering as unemployed.



National Labor office} and a Labor Force Survey (undertaken by the Statistical Office). The
register of the unemployed, established in 1990, provides monthly statistics on the number of
workers who are included in the register, while the Labor Force Survey, undertaken

since 1993, provides quarterly data on employment and unemployment derived by
interviewing a sample of 10,250 households.

10. The number of unemployed workers reported by these two sources is different. In
contrast to the official register, which counts the unemployed irrespective of whether they are.
actually seeking work, the Labor Force Survey (which follows the definition of the
International Labor Organization) defines as unemployed “all persons aged 15 and over who
are not working for pay or profit during the reference week, who are actively seeking job
during the last four weeks and who are able to start work in the next two weeks” (Statistical
Office of the Slovak Republic, 1999a). Moreover, since registration is required to receive
social security benefits (unless a person is employed, retired, or disabled), many citizens who
do not participate in the labor force (such as housewives) register as unemployed merely to
receive these benefits. Thus, the Labor Force Survey data can be considered more
informative about the actual extent of the unemployed who may actually be seeking work.

11 Over the years, the unemployment rates measured by the Survey have been
systematically lower than those recorded by the register of the unemployed. However, the
difference is not especially large (usually less than 2 percentage points), and the two series
exhibit similar time paths (Table 1, Figure 1).

The evolution of unemployment

12 Inthe pre-transition years, the official picture of full employment disguised
significant hidden unemployment.” While all able-bodied men and women of working age
were formally employed under a full-employment policy based on the principle of “duty to
work,” a large part of the labor force was underemployed. Agricultural co-operatives and
industrial firms, in particular, were encouraged by political directions and economic
incentives to “hoard” labor beyond their productive needs in order to fulfill the target of full
employment. This hidden unemployment resulted in part in the current unemployment
problem.

* The sample is renewed completely every five quarters, by dropping one-fifth of its
households and adding an equal number of new households every quarter.

3 Slovakia started its transition from a centrally planned economy to a market economy

in 1990, one year after the “Velvet Revolution” of 1989. At the time, and until 1993, the
Slovak Republic was, together with the Czech Republic, part of Czechoslovakia. The two
republics split in-1993 into two sovereign states, maintaining a customs union and the free
movement of workers. The monetary union was dissolved soon after the separation of the
two states. '



Table 1. Slovak Rei)ublic: Unemployment Rate (annual data)

(percent of the labor force) .
Year Labor Force Survey Registered unemployed Registered unemployed
(last quarter of the year)  (December) (year average)
1990 1.5 0.82
1951 11.8 3.2
1992 104 11.3
1993 137 1/ 14.4 12.7
1994 14.1 14.6 4.6
1995 124 13.1 13.7
1996 10.9 12.3 12.6
1997 11.8 12.5 2/ 12.9 2/
1998 12.5 ' 15.6 138
1999 17.1 16.2 17.5

Sources: Statistical Office and National Labor Office,

1/ First quarter, 1994
2/ Since 1997, unemployed workers who are available to work.

/ adty



25

20

15

1¢
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13.  Asthe data reported in Tables 1, 2, and 3, and Figure 2 show, unemployment in
Slovakia increased sharply at the start of the transition, was broadly stable during 1993-97,
but has been rising since then, peaking at 19.5 percent in the first months of 2000.

Between 1990 and 1993, employment in Slovakia fell by 300,000 workers as a result of
economic restructuring, firm closures, and dismissals. Meanwhile, the labor force increased
- by 30,000 workers. As a result, unemployment reached 33 0,000 workers (about 14 percent of
the labor force) at the end of 1993. Between 1993 and 1997, the increase in the labor force
was matched by an equivalent increase in employment, and the number of unemployed
workers remained stable (with small cyclical fluctuations), at around 350,000, equal to 12-
13 percent of the labor force. Unemployment rose again after 1997, as a result of a sharp
contraction in employment (which fell by 300,000 workers), only partly compensated for by
a decline in the labor force of 130,000 workers. At the end of 1999, the unemployment rate
reached an unprecedented 19.2 percent. It increased again in January 2000,

reaching 19.5 percent, and then declined to 18.6 percent in May 2000,

Characteristics of the unemployed

14. The Labor Force Survey data for the last quarter of 1999 show that, compared with
the employed labor force, the unemployed are on average younger and have lower
qualifications, and those who have previous work experience have been mostly employed in
jobs associated with low or outmoded qualifications. Unemployment also exhibits marked
regional disparities, ranging from 7.8 percent in the Bratislava region to more than 20 percent
in the Eastern regions of the country.® The average duration is long: according to the Labor
Force Survey, in the last quarter of 1999, almost one-half of the unemployed had been
seeking a new job for more than one year. Moreover, success rates in finding new jobs are
low and most of the unemployed withdraw from the labor force before finding a job.
However, an uncertain, but possibly large, number of unemployed citizens are working
unofficialiy in the gray economy.

15.  While unemployment rates do not exhibit particular gender disparities (rates are only
slightly higher among women), unemployment varies considerably with age and education,
affecting most severely young workers and workers with low qualifications (Table 4). In the
last quarter of 1999 about one-third of the workers under 25 were without a job, and the
proportion reached 62 percent among workers under 20. The situation was better among
“prime-age” workers between 25 and 34 years (17 percent were unemployed), but this rate
still raises concerns, as this age group is the most productive and bears family and child-
bearing responsibilities. Among educational groups, workers with higher education ora -
university degree exhibited low unemployment rates (less than 6 percent), while
unemployment was particularly large (35 percent) among workers with only a primary
education or less. In recent years, youth unemployment has increased as a result of the inflow
into the labor market of Slovakia’s “baby boomers” born around 1980.

¢ Labor Force Survey data, fourth quarter, 1999.



Table 2. Slovak Republic: Monthly Unemployment Rate

(registered unemployed; percent of the labor force)

Month Rate Month Rate Month Rate Month Rate
Jan 1997 13.6 Jan 1998 134 Jan 1999 16.3 Jan 2000 19.5
Feb 1997 13.7 Feb 1998 13.6 Feb 1999 16.5 Feb 2000 19.5
Mar 1997 134 Mar 1998 13.4 Mar 1999 16.7 Mar 2000 19.3
Apr 1997 13.0 Apr 1998 13.2 Apr 1999 16.4 Apr 2000 18.8
May 1997 12.3 May 1998 12.9 May 1999 16.5 May 2000 18.6
June 1997 12.3 June 1998 135 June 1999 17.7
July 1997 12.7 July 1998 14.1 July 1999 18.3
Aug 1997 12.8 Aug 1998 13.8 Aug 1999 18.2
Sept 1997 13.0 Sept 1998 138 Sept 1999 17.8
Oct 1997 12.8 Oct 1998 13.9 Oct 1999 17.7
Nov 1997 12.6 Nov 1998 14.5 Nov 1999 18.3
Dec 1997 12.5 Dec 1998 156 Dec 1999 19.2

Source: National Labor Office.
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Table 3. Slovak Republic: Employment Statistics

{millions of workers)
Year Employment Labor Force Unemployment
Total number
1990 2.49 2.53 0.04
1991 2.26 2.56 0.30
1992 224 2.50 0.26
1993 2.19 2.56 - 0.37
1994 214 2.51 0.37
1995 2.21 2.54 0.33
1996 2.25 2.58 0.33
1997 1/ 2.44 2.79 0.35
1998 2.20 2.61 041
1999 2.14 2.66 0.51
Increase
1990 na. n.a. na.
1991 -0.23 +0.,03 +0.26
1992 -0.02 -0.06 -0.04
1993 -0.05 +0.06 +0.11
1994 -0.05 -0.05 0.00
1995 +0.07 +0.03 -0.04
19%6 : +.04 +0.04 0.00
1997 1/ +0,19 +0.21 +0.02
1998 0.24 -0.18 +0.06
1999 -0.06 +0.05 +0.10

Source: Data provided by the authorities.

1/ Since 1997,_ unemployed workers who are available to work,



Figure 2. Slovak Republic: Unemployment Rate, 1990 - 2000
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Table 4. Slovak Republic: Unemployment Rate by Age Group and by Educational Level

(Q4 1999; in percent)

Group Men ‘Women Total
Age group
15.24 334 336 335
25-34 15.4 19.9 173
35-49 12.4 12.5 12.4
50+ 10.9 78 103
Total 16.9 17.3 171
Educational level
Primary education and less 40.6 313 354
Apprenticeship 17.6 18.5 17.9
Secondary 17.0 263 204
Apprenticeship with exams 14.9 15.9 15.2
Full Secondary, General 15.0 18.3 17.1
Full Secondary, Vocational 13.0 13.8 13.4
Higher education 54 6.5 6.1
University 57 6.1 59
Total 16,9 17.3 17.1

Source: Statisticat Office (Labor Force Survey)
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16.  Among the unemployed workers who have previous work experience (equivalent to
about three-quarters of all unemployed), the fraction of those who held jobs associated with
low qualifications is larger than the corresponding fraction among employed workers. For
example, 22.4 percent of the unemployed (but only 10.1 percent of the employed) have
worked in elementary occupations (the men: miners and construction workers, the women:
sales and other services); whereas only 3.2 percent of the unemployed with previous work
experience have been professionals (compared with 10.2 percent of the employed) (Table 5).

17. The sectoral composition of the previous occupation of the unemployed workers is
indicative of the relation between unemployment and structural change, and is also related to
their educational level. Compared with the workers who were employed in the last quarter
of 1999 (according to the labor Force Survey), a larger fraction of the unemployed had been
previously employed in agriculture (10.8 percent against 7.8 percent), manufacturing

(32.6 percent against 25.6 percent), construction (15.0 percent against 8.5 percent), and
hotels and restaurants (4.3 percent against 3.0 percent). Conversely, the fraction of
unemployed workers who had been employed in most of the other service sectors is lower
than the corresponding fraction among employed workers (Table 6). Agriculture and industry
were the sectors most affected by restructuring and labor shedding, while the service sector
has been expanding and has been a net creator of jobs. Agriculture and industry are also the
sectors with the largest ratio of workers with low qualifications, while the service sector is
 the largest employer of university graduates. The large proportion of unemployed workers in
the construction sector may also be related to activity in the gray economy, which is
apparently large in construction according to unofficial reports.

18.  Unemployment in Siovakia exhibits marked regional disparities. In the region of
Bratislava, the unemployment rate is well below the national average. In the last quarter

of 1999, the regional rate in Bratislava was 7.8 percent, compared with the national average
of 17.1 percent (Table 7). Conversely, in the Regions of Nitra, Banskd Bystrica, PreSov, and
Kosice, unemployment was close to or above 20 percent.’ Unemployment also varies widely
across districts within the same region. The worst-affected district, Rimavska Sobota in the
region of Bansk4 Bystrica, registered an unemployment rate of 37.4 percent.®

7 Labor Force Survey data. Disparities are even more evident according to data from the
register of the unemployed. These data exhibit regional unemployment rates at the end

of 1999 ranging from 7.2 percent in the region of Bratislava to 26 percent in the regions of
Kosice and Presov, with a national average of 19.2 percent (SOSR, 1999b). The difference in
the interregional unemployment differentials measured by these two sources may reflect
interregional differences in the propensity of non participants to register as unemployed in
order to obtain social security benefits, as well as differences in employment in the gray
economy.

® According to the register of the unempioyed, December 1999. The Labor Force Survey
does not report unemployment rates by district.
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Table 5. Slovak Republic: Composition of the Employed and Unemployed Labor Force by
Occupation

(Q4 1999; percent of the total)

Occupation Composition of Composition of

the emploved the nnemployed
labor force labor force with
previous work
experience
Legislators, senior officials and managers 59 21
Professionals 10.2 3.2
Technicians and associate professionals 17.5 8.3
Clerks . 74 4.6
Workers in services and trade 12.9 15.0
Skilled agricultural and fishery workers 1.5 29
Craft and related trade workers 204 26.1
Plant and machine operators and assemblers 14.0 153
Elementary occupations 10.1 224

Source: Statistical Office (Labor Force Survey).
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Table 6. Slovak Republic: Composition of the Employed and Unemployed Labor Force by
Sector of Activity

(Q4 1999, percent of the total)

Sector Compeosition of Composition of
the employed the unemployed
labor force labor force with

previous work
experience

Agricalture 18 10.8

Mining and quarnrying ' 13 1.0

Manufacturing 256 326

Electricity, gas and water 2.5 1.1

Construction 85 15.0

Wholesale and retail sale 12.2 12,9

Hotels and restaurants 30 43

Transport and communications 8.0 3.3

Financial intermediation 1.7 0.6

Real estate and business activities 4.0 2.9

Public administration and defense 72 7.0

Education 16 1.9

Health and social work 7.1 3.2

Other community activities 35 2.9

Other ' 0.1 0.2

Source: Statistical Office (Labor Force Survey).
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Table 7. Slovak Republic: Selected Regional Statistics

Region Brag- Tmava Trendin Nita  Zilina Banskd PreSov  Kogice Total
slava Bystrica
Unemployment rate:
Labor Force Survey 1/ 7.8 125 12.2 19.6 16.5 21.6 19.9 24.5 17.1
Registered unemployed 2/ 7.2 16.3 13.5 21.5 i7.7 23.1 26.0 26.0 19.2
Value added per employed
worker (SR = 100) 131.6 114.3 79.4 93.9 81.0 81.2 78.8 97.3 100
Average monthly wage 3/ 14,133 10,201 9,821 9,477 9,627 9,751 8517 10,605 10,945
Memorandum:
Share of national population 4/ 114 10.2 11.3 13.3 12.8 123 14.5 142 100
Share of national value added 354 8.8 85 9.2 8.5 10.8 78 10.9 100
Share of national employment 26.9 7.7 10.7 9.8 10.5 13.3 2.9 11.2 100

Sources: Statistical Office and National Labor Office.

1/ Fourth quarter, 1999.
2/ December, 1999,

3/ Sk per month.

4/ July 1999,
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19. A large fraction of the unemployed have been out of work for a long period of time.
In the fourth quarter of 1999, 48 percent of the unemployed had been seeking employment
for more than 12 months, and 26 percent for more than two years (Table 8).” The fraction of
long-term unemployed is higher among men, probably because many women withdraw from
the labor force after a long spell of unemployment. A worrying fact is that 11 percent of the
men and 17 percent of the women unemployed had been out of work for more than five
years. Unlike the unemployment rate, the duration of unemployment exhibits small regional
variations.

20.  Alarge fraction of the unemployed (almost 30 percent in 1994)' leave the state of
unemployment by withdrawing from the labor force (for instance, going into retirement).
This situation is quite common in countries in Central and Eastern Europe (CEE): according
to Boeri (2000), about one-third of the workers that leave the state of unemployment do not
find a new job but simply stop looking for one; and, conversely, most new positions in the
private sector tend to be filled by workers who already have a job in the public sector,**

21.  Empirical studies have shown that the probability of leaving unemployment for a new
job is positively affected by education, retraining, and by living in Bratislava or in other low-
unemployment districts, and negatively affected by not being married, being female,
belonging to an ethnic minority, or being elderly (OECD, 1996; Lubyova and van

Ours, 1999a; b; 1998; 1997). The OECD study also presents evidence showing that social
security benefits have a disincentive effect on finding a job.

22, Itis important to keep in mind that unemployment statistics may be biased by the
presence of a large and growing gray economy. A large gray economy is not uncommon in
CEE countries, and is in part a legacy of the central planning period. Under central planning,
informal transactions solved inefficiencies and bottlenecks inherent in the system, and were
used to circumvent restrictions concerning, for instance, transactions in foreign currencies.
With the transition, participation in the informal sector was encouraged by gaps in
regulations and weak law enforcement (Allison and Ringold, 1996), and by high payroll
taxes. New firms were established without complying with registration requirements, while
controls were rare and law enforcement was not particularly effective. The establishment of a

? The corresponding rates measured from the register of the unemployed, as of June 1999, are
41.4 percent and 16.8 percent, :

' Data from the Statistical Office of the Slovak Republic, reported in OECD (1996).

" Boeri notes in particular that “large direct... shifts from state-sector employment to private-
sector employment occur which are not mediated by intervening unemployment spells;” he
also remarks that flows from employment to inactivity in transition countries are twice as
large as flows from employment to unemployment (ibid., p. 12).
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Table 8. Slovak Republic: Unemployment Duration

(Q4 1999; percent of unemployed)

Labor Force Survey

Registered unemployed
Q4 1999 (June 1999)
Duration Men  Women Total Men  Women Total
Up to 3 months 157 15.1 15.5 23.4 244 239
4-6 months 14.8 16.1 15.4 17.1 13.3 154
6-12 months 21.4 181 19.9 22.8 19.8 213
12-24 months 320 9.8 21.8 19.0 19.2 19.1
More than 24 months 24.8 28.6 26.5 17.6 23,9 20.6
Not secking 1.0 0.8 09 na, na na.
More than 12 months 36.8 384 48.4 36.6 42.4 39.2

Sources: Statistica! Office and Naticnal Labor Office.
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social secunty system based on contributions increased incentives to operate in the gray
economy in order to evade payroll taxes.

23.  Although official statistics do not quantify the full extent of the gray economy,'?
informal estimates of the number of workers involved range from 40,000 to 170,000 workers.
Including workers who also hold a regular job, estimates range from 150,000 to 250,000
workers. Assuming 150,000 to be the “true” number, informal employment would account
for about 6 percent of the labor force and for about one-third of the unemployed. Not all
these workers are officially unemployed: some are officially employed at low wages and
receive undeclared earnings on top of their official salary; others hold both a formal job and
an informal job. The gray economy also involves foreign workers, e.g., according to
anecdotal evidence, construction workers from Ukraine and Russia, while an unspecified
number of Slovak citizens perform informal and occasional jobs in Austria,

Structural and cyclical components

24.  Unemployment can be divided into “structural” and “cyclical” components, The
structural component, which includes demographic factors, involves particularly two groups
of workers: (1) those with low skills and qualifications dismissed by large industrial firms
and agricultural cooperatives, and (2) young workers who graduated from school. Workers
with more varied qualifications and backgrounds tend to be affected by cyclical
unemployment, which derives from the reduction in labor demand that occurs in the negative
phase of the business cycle.

25.  The structural component of unemployment raises especially serious concerns.
Workers who are unemployed owing to 2 temporary downturn in labor demand can rely on
unemployment benefits in the short term and social assistance benefits on an ongoing basis.
As the economic cycle turns up, these workers have good opportunities for re-employment.
Conversely, workers who are out of work as a result of structural causes, e.g., insufficient
skills or low incentives to hire inexperienced workers, have a much higher risk of remaining
out of work for a long period. The situation of these workers involves high personal costs in
terms of income, self-esteem, and working capacity, and is highly damaging for the country
as a whole, not only for the budget but also for the deterioration in its human and social
capital.

12 A correction to take account of its existence is, however, included in the new system of
national accounts.

13 No legal restrictions exist for Slovak workers employed in the Czech Republic. These
workers are required to register with the employment authorities of that country, and if they
lose their job they are entitled to receive social security support from the Czech Republic.
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26.  Lowe-skilled workers with previous work experience have generally lost their job in
large manufacturing firms or agricultural cooperatives that were downsized or closed with
the transition. Most of them had been previously underemployed, but others (for instance, in
the armaments industry) have highly specialized qualifications and skills that are not easily
transferable to the new, expanding sectors of the economy. Many live in areas that went into
a deep crisis when the only local source of non-agricultural employment, usually a large
industrial establishment, was closed or drastically downsized. For these workers, re-
employment is hard to find. To a certain extent, these workers could become more
employable by engaging in appropriate retraining schemes or in temporary subsidized jobs
(although the authorities must be mindful of keeping expenditure within fiscal targets and of
enforcing job acceptance requirements), while demand for their labor could be enhanced by
an inflow of foreign direct investment in their area. For a large number of them, however,
adequate living conditions can only be ensured by appropriate social security support.

27.  Young unemployed workers are in a different position, which involves better
prospects but more insidious risks. The employability of these workers is generally good:
many have at least an apprenticeship qualification, and those who have low skills (or a
curriculum out of line with current labor market demands) can improve their position through
retraining or related work experiences. The risk for these workers occurs if they remain idle
for a period sufficiently long. In this regard, a long period of inactivity not only gives a
negative (and often incorrect) signal about one’s work capacity (resulting in stigmatization),
but it causes a deterioration in human capital and work attitudes. It is thus important to
encourage these workers to devote more efforts to job search, and to encourage employers to
hire more young people.

C. The underlying causes of unemployment

28.  There are several key underlying factors that have contributed to high unemployment
in Slovakia. Moreover, the presence of excess labor force in some industries and the ongoing
process of privatization and structural reform poses risks to unemployment looking ahead. At
the same time, the possibility of larger inflows of foreign direct investment, an upswing in
economic growth, tax reductions that raise incentives for job search and job creation, and the
positive impact of privatization and structural reform on employment over the medium term
are among the factors that could counteract these risks.

29.  While it is difficult to accurately predict the evolution of unemployment in the near
future, unemployment may well have peaked in the first months of 2000, and may decline
slightly by the end of the year. Projections of the Ministry of Finance (revised in April)
forecast the average unemployment rate in 2000 between 15 percent and 17 percent. The
Ministry of Labor is more conservative, indicating that the reduction in the unemployment

rate could be about one-half of 1 percentage point by 2001. The National Labor Office is
more pessimistic.
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The legacy of central planning and recent economtic developments

30.  Asin most transition countries, the unemployment problem in Slovakia originated
from the transition from central planning to a market economy. In the early phases of the.
transition, the liberalization of prices, the removal of subsidies, and the opening of the
economy to foreign trade and competition induced a rapid restructuring of the economy with
unavoidable dislocations that caused a fall in output, income, and employment. The problem
was aggravated by the simultaneous loss of traditional export markets cansed by the demise
of the Council for Mutual Economic Assistance (CMEA).** In Slovakia, employment also
suffered as a result of the closure of the Czecho-Slovak armaments industry, whose plants
were located mainly in Slovakia. These factors were reflected in the sharp fall in per capita
GDP by one-quarter between 1990 and 1993.

31.  Price and trade liberalization, the removal of subsidies, and the beginning of the
privatization of enterprises also involved the dismissal of a large underemployed labor force
that had been hired in previous years in response to political and economic incentives (“labor
hoarding”). The financing constraints on firms became more binding, sales prices were no
longer determined by administrative decisions but depended on domestic and foreign
competition, and the prices of major inputs like energy and transportation were no longer as
subsidized. As a result, firms were under pressure to cut production costs, including by
shedding their excess labor force. The dismissal of workers was also prompted by the
replacement of existing backward, labor-intensive production techniques with more modern,
competitive and labor-saving technologies. Some firms unable to compete in the market
stopped their activities, making their employees redundant.

32, The impact of the transition on unemployment was much worse in Slovakia than in
the Czech Republic, where unemployment remained below 5 percent and was quickly
reabsorbed. This difference is explained by structural, demographic, and geographic factors.
In the first place, the Czech economy and the Slovak economy had a different structure,
While the Czech Republic had a number of diversified small and medium-sized enterprises,
which proved more resilient to the shocks of transition, heavy engineering and armaments
industries were located in Slovakia and were characterized by large establishments and
inefficient technologies, heavily exposed to adverse shocks. Moreover, the Slovak Iabor force
was younger than the Czech labor force and did not have the opportunity to take advantage of
early retirement schemes which were used quite extensively in the Czech Republic. Slovakia
is also more distant than the Czech Republic from the export outlets of Western Europe,
which also provide employment for Czech cross-border commuters. The Slovak population

*In the 1980s, trade among the members of the CMEA (that included Bulgaria, Cuba,
Czechoslovakia, East Germany, Hungary, Mongolia, Poland, Romania, the U.S.S R,
Vietnam, and Yugoslavia as an associate member), was based on bureaucratic commands.
The CMEA, established in 1949, was dismantled in 1991 by mutual agreement,
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may also have had fewer incentives to search for work, as it originaily included
proportionally more recipients of social benefits (Dédek, 1996, p. 53).

Some key determinants of the recent increase in unemployment

33.  Between 1994 and 1997, as the adverse impact of the first reforms on employment
started to fade, the policy of the government favored a containment of the negative social
impact of transition, by slowing down the pace of privatization and containing job dismissals
through more or less implicit public incentives, '* Unemployment thus stabilized and the
number of new redundancies diminished. At the same time, new jobs were created in sectors
that had started expanding (trade, communications, financial services), and in a growing
number of small and medium-sized enterprises. The rate of unemployment failed to decline,
however, and remained at about 12 percent throughout the period; the actual rate of
unemployment moved around this value in response to business cycle fluctuations and
movements in real wages.

34.  The new government that came into power in 1998 put a higher priority on economic
reforms and further liberalization and privatization. These measures included the
privatization of major state-owned banks and public utilities (vet to be completed), the
liberalization of energy prices, and the removal of implicit incentive to firms to delay or
contain job dismissals. In the medium term, these measures should boost employment, by
creating an economic environment more favorable to private initiatives and foreign
investment,

35.  However, the change in policy occurred during a period of slowing real GDP growth.
After years of above-average growth rates supported by unsustainable policies, real GDP
growth declined to 4.4 percent in 1998 and to 1.9 percent in 1999. Labor demand weakened
accordingly, at a time when labor supply was increasing. This weakening may have been
reinforced by the short-term dynamics of real wages: real wages increased at an average rate
of 6.8 percent in 1996 and 1997, compared with productivity growth of 1.6 percent.
Moreover, preliminary econometric evidence suggests that, as a result of previous wage
increases, employment at the beginning of 1998 may have been above its equilibrium level,
which increased the scope for dismissals in the following years. 'S

** Some authors (for instance, Goldman, 1999) argue that political support for the
independence of Slovakia was also motivated by the desire to follow a slower path of
transition and privatization with respect to the Czech Republic.

16 Applying an error-correction model to quarterly data on GDP, industrial salaries and
employment, estimates were obtained suggesting that, at the then current level of real wages,
employment at the end of 1997 might have been above its long-term equilibrium. The
increase in unemployment in 1998 might thus have been due, in part, to the adjustment of
employment towards its long-term equilibrium level.
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36.  The authorities have noted that the surge in unemployment since 1998 is also due to
the increase in the supply of labor as the “baby boomers” born between 1975 and 1985, who
gradually completed their studies, started looking for jobs. This contributed to the increase in
the supply of labor by 120,000 workers between 1996 and 1999,

Low demand for labor

37.  The growth in labor demand in the private sector has been insufficient to attenuate the
unemployment problem. Although the transition did indeed generate new employment
opportunities through the development of new businesses and activities, the number of jobs
thus created were not sufficient to absorb all the workers dismissed by declining sectors and
the new entrants in the labor market.

38.  In part, this was the result of low initial levels of productivity in the industrial sector,
which allowed output to expand through productivity improvements rather than job creation,
To the extent that further productivity gains remain feasible, an increase in labor demand in
industry in the near future would require a substantial expansion of production (fuelled, for
instance, by foreign investment). The largest increase in employment occurred in the service
sector and in small and medium-sized enterprises, where the scope for rapid productivity
gains could be limited.

39, The low number of advertised vacancies also suggests that demand for labor is low.
Between 1991 and 1999 the number of vacancies per 100 employees exceeded 5 in only two
years. In most years, there were more than 20 potential applicants for each vacancy reported
to the Labor Office.’” This number increased to 36 in 1998 and to more than 90 in 1999
(Table 9). As Figure 3 shows, the number of vacancies has been steadily declining since
July 1997 and was around 6,000 posts (approximately one for every 88 unemployed) at the
beginning of 2000. The number of unemployed workers per vacancy has increased sharply
since 1997 (Figure 4).

40.  Note that, while net job creation was low, the gross creation of jobs was significant in
some sectors. Between 1991 and 1999, there was a net job loss of 12,000 workers. However,
150,000 new jobs were created in small enterprises and 260,000 people became self-
employed. In addition, the state administration created 42,000 new jobs, while 38,000 new
Jobs were created in the sector of transport and communications, and 23,000 jobs in financial
services and insurance. By comparison, there were net job losses in agriculture, industry and
construction during the same period, of 186,000, 196,000, and 81,000 workers, respectively
(Table 10). :

'7 Although employers are legally obliged to notify the Labor Office of their vacancies,
anecdotal evidence suggests that this obligation is not always fulfilled, and many vacancies
may be filled without being formally announced, through informal networks of contacts.
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Table 9. Slovak Republic: Registered Unemployed

(end of vear; number of workers)

Year Registered Of which: Of which: in Number of
unemployed perceiving retraining  vacancies for 100

benefits (percent) unemployed

1990 39,603 63.0 36.8
1991 301,951 82.0 0.77 2.71
1992 260,274 336 2.90 6.22
1993 368,095 334 0.87 2,08
1954 371,481 229 0.79 3.51
1995 333,291 27.0 112 4.64
19%6 329,749 284 0.96 428
1997 1/ 324,714 28.6 2,09 5.95
1998 407,084 29.5 0.25 2.73
1999 2/ 510,729 255 025 1.12

Source: Statistical Office and National Labor Office.

1/ Since 1997, unemployed workers who are available to work.
2/ Number in retraining refers to June 1999,



Figure 3. Slovak Republic: Vacancies, 1991 - 2000
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Figure 4. Slovak Republic: Unemployed Workers per Vacancy, 1991 - 2000
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Table 10. Slovak Republic: Employment by Sector

{thousands of workers)
Sector 1991 1992 1993 1994 1995 1996 1997 1998 1999
Total economy 2,008 2,013 2,012 1977 2,020 2,036 2041 2032 19838
Enterprises with 20 and more 1818 1646 1,606 1,515 1,503 1,488 1448 1436 1388
employees
Agriculture 297 245 209 183 171 157 140 126 111
Industry 656 576 547 517 522 514 497 484 460
Mining and quarrying 34 30 24 21 20 21 21 20 17
Manufacturing 583 508 478 451 458 449 431 417 395
Electricity, water and gas 39 Kt 43 45 44 44 45 47 48
Construction 151 128 106 93 88 86 85 83 70
Services 328 292 330 312 300 307 306 314 319
Financial serv. and insyrance 12 15 20 2% 27 3 kx) 34 35
Real estate 84 77 69 62 60 63 61 63 65
Trade and repairs 131 101 88 78 69 72 74 79 83
Hotels and restaurants 15 14 12 11 n 1 11 12 12
Transport and communications 86 85 141 136 133 130 127 126 124
State administration 386 405 414 416 422 424 420 429 428
Administration 47 59 77 71 78 31 84 R4 81
Education 184 184 169 172 174 175 174 179 180
Health 117 126 129 127 122 114 110 114 117
Other social services g 36 39 40 48 34 52 52 50
Enterprises with up to 19 6 47 83 107 157 167 155 154 155
employees
Private entreprencurs 184 320 323 355 360 381 438 442 445

Source: Statistical Office.
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Labor market segmentation

41. A low number of vacancies, in the presence of large gross job creation, could be a
symptom of segmentation between a “primary” labor market, better accessible to workers
already employed, and a “secondary” market, equally accessible to all but involving fewer
and less appealing opportunities. The presence of this type of segmentation is also suggested
by the fact that a large fraction of the workers who cease to be unemployed do not start a new
job but simply withdraw from the labor force. This phenomenon is quite common in CEE
countries, where, contrary to earlier expectations, the restructuring of the economy, and the
associated transfer of workers from the public to the private sector, did not involve a flow in
and out of unemployment but largely occurred through direct transfers from one job to
another (Boeri, 2000). Therefore, many new jobs are filled by workers who aiready have a
job and leave it, seeking a better salary or a more secure position; conversely, relatively few
vacancies are made available to those who are out of work.'®

42.  In part, this segmentation of the labor market could be explained by information
failures associated with the rapid pace of economic transformations. Boeri (1995) notes that,
lacking better information on the quality of applicants, employers in the private sector may
be using the employment state of workers as a screening device, presuming that those out of
work have less appealing characteristics. It is also possible that, in a changing environment,
employers may prefer to recruit their employees through informal contacts, friends, and
connections which are better accessible to people who still have a job. Labor market
segmentation, in turn, may explain the high proportion of long-term unemployed and the
high unemployment rate among the youth: people who are out of work, either because they
lost their job or because they never had one, have few chances of getting an offer.

High rates of social security contributions

43.  The demand for labor is certainly discouraged by high rates of social security payroll
contributions, which create a wedge between gross salaries and take-home pay. While this
problem is common to many countries, it may be particularly acute in Slovakia, owing to
high (and flat) marginal rates, equal to 50 percent of the salary, of which 38 percent are paid

'8 Boeri and Flinn (1999) provide evidence for Poland of another type of labor market
segmentation, between workers employed in the public sector and those employed in the
private sector. They note that job offers are more likely to be received from the same sector
(public or private) where a worker has already been employed, and remark that as a result of
this segmentation workers outside the private sector may find it difficult to get offers from
the emerging sector of small private businesses. '
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Table 11. Slovak Republic: Social Security Contribution Rates

{percent of wage)

Contribution Pension fund Employment Fund Health Insurance  Sickness Insurance  'Total

Enmployer 21.6 3.0 10 3.4 3R
Employee 59 1.0 3.7 14 12
Total 215 4.0 13.7 4.8 ' 50

Source: Data provided by the authorities.

by the employer and 12 percent by the employee (Table 11). The employee’s take-home pay
is thus equal to 64 percent of the total labor costs incurred by his employer.'® And because the
employee pays the personal income tax on top of this, the wedge between gross and net
salaries is even larger.

44.  High social security contributions induce many employers to hire workers “off the
books,” expandin% the informal economy, thus inducing a loss of revenue for the state and
other social costs.”’ This effect is particularly relevant in periods of low profitability and low
availability of credit, when firms resort to tax evasion as a source of self-finance. According
to the authorities, these effects can explain part of the recent expansion of the gray economy.

Skills mismatch

45, High unemployment rates also result from a large skills mismatch between labor
demand and supply. This mismatch shows up in the different educational level of the
employed and unemployed labor force: as discussed above, the proportion of unemployed

* The cost of labor for the employer is equal to 138 percent of the worker’s salary:

100 percent is paid to the employee and 38 percent is paid to the state in the form of social
security contributions. The take-home pay of the worker amounts to 88 percent of the salary
(the remaining 12 percent is paid in social security contributions). The take home pay is thus
equal to 64 percent of the employer’s total labor cost. The total amount of social security
contributions paid by the employer and by the employee is equal to 57 percent of the take-
home pay (100x(38+12)/88).

0 A major concern appears to be the safety of workers employed in the gray economy,
particularly in the construction sector. The need to conceal illegal employment may cause
particular probleéms in case of accidents, which are quite likely to occur in construction work.
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with only basic qualifications is larger than the corresponding proportion of the employed.
This mismatch is also evident in the differences between the professional compositions of the
employed and of the unemployed: compared with the employed workers, a relatively larger
fraction of the unemployed have previously held jobs involving low skills and qualifications,
suggesting that their failure to get a job may be due to a lack of skills.

46.  In part, this mismatch is the result of deep and rapid structural changes. Workers with
low qualifications and non transferable skills dismissed by the declining agricultural and
industrial sectors could not be easily re-employed in the expanding service sector, where
most new jobs required communication skills, client-orientation, or other specific skills that
were previously unneeded. Some workers, dismissed by engineering and armaments firms,
had indeed a high degree of technical expertise, but this was not particularly applicable to a
job in financial services, retail trade, or public administration.

47. Among young workers, the skills mismatch is due in part to the inflow into the
market of students who fail to complete studies beyond the primary level (whose number is
declining but still too large) and in part to the pace at which the education system is adapting
to the demands of the market economy. Some educational staff'in schools and colleges
(particularly older teachers) stil! continue to follow old attitudes and methods, which
encourage the acquisition of a wide cultural background and of sound general and technical
knowledge, but give less emphasis to entrepreneurship and to the acquisition of transferable
skills. Some recent reforms in secondary and vocational school curricula have also been
criticized as being out of line with the demands of the labor market. The extent of these
factors is difficult to quantify, but vocational graduates account for 23 percent of the
unemployed, and although their unemployment rates are below average (13.4 percent), the
large size of this group has a strong impact on the overall level of unemployment.

Regional disparities

48.  Unemployment is also aggravated by regional differences in economic structure,
accompanied by low labor mobility, weaknesses in transport infrastructure, and an apparent
reluctance to invest in the less developed areas. While the areas with a more diversified
economic structure and better links with Western Europe are more dynamic, receive a larger
share of foreign investments, and have lower rates of unemployment, the rest of the country
is lagging behind. This polarization of economic activity increases unemployment: low
opportunities in the less developed areas reduce incentives to work and the human capital of
the local labor force. A labor market characterized by large regional imbalances is also less
efficient, because migration costs reduce the possibility of taking advantage of existing job
opportunities in other areas.

49.  Regional differences in economic structure can be traced back to the early phases of
industrialization and to the subsequent period of central planning. During this later period,
heavy engineering plants and armaments industries were located, in response to political and
strategic considerations, in agricultural regions in the East, far from the Western border and -
less exposed to attacks. These plants produced for export and were scarcely integrated in the
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surrounding agricultural economy; asa result, the surrounding areas failed to develop a local
industrial base.

50.  Three patterns of regional development thus emerged: specialized industrial centers,
diversified industrial areas, and marginal and peripheral areas (Smith, 1998, p. 140) %!
Specialized industrial centers were the core of the planned economy: they consisted of large
industrial establishments (“monostructures”), located in agricultural areas and scarcely linked
with the local economy, but highly integrated into the national and international markets.
Diversified industrial areas were inherited from the earliest stage of industrialization
(preceding central planning), and played a subordinate role in the planned economy, but
proved to be the most dynamic during the transition. They consisted of a network of small
and medium-sized firms operating in various sectors. Marginal and peripheral areas were
mainly agricultural, although they hosted branch plants of large, specialized firms whose
creation was encouraged during the 1970s as an attempt to reduce regional disparities and
integrate these areas into the national economy.

S1. Transition has had a strong negative impact on the specialized industrial centers and
peripheral regions, while diversified industrial areas proved much more resilient. The demise
of the CMEA and the loss of traditional export markets hit heavy industry hard, since it was
inefficient, overstaffed, and technologically backward, and thus unable to compete in a
market economy. The labor force dismissed by these firms could not be locally re-employed,
as those firms were often the sole industrial employer in the area, ‘This led to high, and
persistent, local rates of unemployment. Conversely, the firms in diversified industrial areas,
producing mainly for the national market, were little affected by ﬁlg loss of export outlets,
smaller in size, more efficient, and better integrated in the local economy. As such, they were
better placed to face foreign competition. They employed smaller amounts of “excess” labor,
and workers who were dismissed in these areas could look for jobs in other firms or set up
their own business.

52.  These initial disparities persisted, and were aggravated, by weaknesses in transport
infrastructure and by the sharp increase in transportation costs that followed the liberalization
of energy and transport prices. The location of new productive units in the less developed
areas, even if they could be induced by differentials in salaries and in the price of land, is still
discouraged by poor links with the major export markets, by insufficient road and railway
connections (albeit gradually improving), and by high transport costs. As a result, most
foreign investment takes place in areas close to the Western border, where local demand is
higher, transport costs to export outlets are lower, and productivity is increased by local
industrial scale economies.

2! Smith defines these patterns “specialized regional economies,” “regionally diversified
industrial economies,” and “marginal industrial areas and peripheral agricultural economies,”
respectively.
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Low geographic mobility

33.  Large regional disparities also persist because of the low geographic mobility of the
labor force. The low worker mobility is reflected in the low number of people who migrate
from one region to another. Between the first and third quarters of 1999, the net migration
into the region of Bratislava increased its population by only 3 persons, while the net outflow
from the two Eastern regions of the country (PreSov and Kosice) amounted to fewer than 400
persons. In comparison, the population of the country as a whole increased by 954 migrants.

54.  Cultural factors and inherited habits can only partly explain this reluctance to move.
People living in rural communities are certainly tied to their local community by links of
kinship, friendship, and cultural traditions, and are unwilling to relocate. And passive
attitudes inherited from the past, leading to the expectation that individual economic
problems should be solved by the state, certainly do not encourage migration. But this type of
obstacle has more of a chance of being overcome, in the face of strong economic incentives.

33.  Ananalysis of the incentives confronting potential migrants suggests that a major
obstacle to mobility may be provided by the high cost of migration (Box 1). Price
differentials between depressed and prosperous areas are large and may not be covered by the
differential in salaries, particularly for low-skilled workers whose prospects of finding a
well-paid job are highly uncertain. Housing costs in prosperous areas are relatively high, and
widespread house ownership, coupled with a thin housing market and the scarce availability
of credit, provide a disincentive to relocate.

36. A particular impediment to migration is the scarcity of affordable accommodation,
Under central planning, all houses were owned by the State or by cooperatives, which
provided them at cheap and subsidized rents. With the transition, tenants were encouraged to
buy the house they lived in on favorable terms, and the public construction of new houses
diminished in response to fiscal constraints. This, accompanied by the maintenance of rent
controls on public properties, greatly reduced the sugply of rented accommodation, leading to
rationing, long waiting lists, and large search costs.?* A private market for rented
accommodation has developed, but is still too thin to meet the needs of would-be tenants, and
rents on private properties are much higher than rents on public apartments. Moreover,
workers who already own their hiouse in high unemployment areas are unwilling to move, as
property price differentials highly penalize such relocations. A two-bedroom apartment in
Kosice, for instance, sells for Sk 14 million, one-half its price in Bratislava.

2 Although publicly owned properties account for approximately one-tenth of the market for
rented accommaodation, their market share is probably larger in the case of relatively more
inexpensive accommodation (apartments) in large cities. Moreover, rent controls on public
property are believed to induce some downward pressure on rents of private properties as

well, thus constituting a major obstacle to the development of the market for rented
accommodation.



-33-

BOX 1. MIGRATION COSTS AND REGIONAL DISPARITIES
Traditional Harrod-Todaro models of migration feature mass migration into the cities of rural residents attracted
by higher wage levels; in equilibrium, high unemployment rates in the cities compensates the wage differential,
and migration flows end. This picture contrasts with the situation in Slovakia, where both employment and
wages are higher in some areas but migration flows are scarce. The Slovak equilibrium may, however, be
explained in terms of social assistance benefits, price differentials, and migration costs.

Let b be the nominal value of social assistance benefits received by an unemployed worker, and w and w* be the
nominal wage level of a worker in the “country” and in the “city,” respectively. Normalize living costs in the
country to 1 and let p be the index of living costs in the city. Assume that the probability of being emploved in a
given period is equal to 1 minus the unemployment rate, which is equal to # in the country and to 2* in the city.
Let ¢ be the costs of migration, and assume that workers live for only one period.

The expected real earnings of the worker if he remains in the country are equal to ub+(I-u)w, while if he
migrates to the city his expected earnings are equal to #*b/p+(1-u*/w*/p. The worker thus migrates if and only
if ub+(1-ww < u*b/p+(l-u*)w¥p - c. In fact, the relation is more complicated: workers live for more periods
and discount the expected value of net eamings over a longer time horizon. In addition, the probability of being
employed is not 1 minus the unemployment rate. The simplified formula above provides, however, an
illustration of the issues involved in interregional labor mobility.

A tentative quantification of these incentives — with all the caveats mentioned above - may be attempted
considering, for instance, the choice of an unemployed worker with a wife and two children living in Trebisov in
the region of Kosice, and contemplating a move to the fourth district of Bratislava. In Trebisov, this worker
receives social assistance benefits of Sk 8,410 per month (the MLS for this type of family) if he remains out of
work, and equal to Sk 10,092 per month (1.2 times the MLS) if he accepts a job at the average local wage of Sk
8,164, The local unemployment rate is 34 percent, Migrating to Bratislava, the wotker receives the same amount
of benefits if he remains out of work, and a net salary equal to Sk 12,908 if he accepts a job at the average local
wage of Sk 14,669. The unemployment rate in Bratislava IV is 4.2 percent.

Assumning that the probability of being out of work is equal to /-u=0.66 in TrebiSov and to 7.u*=0.958 in
Bratislava, this worker migrates if and only if (0.042%8 410+12,908%0.958) / p > (0.34*8,410+0.66*10,092) +
c, yielding 12,719/p > 9,520 + c. Assuming that prices in Bratislava are 20 percent higher than in Trebifov, ¢
(the cost of migration) would have to be equivalent to Sk 1,079 for the worker to move.

High migration costs may derive from widespread house/apartment ownership and penalizing differentials in the
prices of property. If the worker sells his TrebiSov two-bedroom apartment, he may get Sk 2.2 million, only
about one-fourth of what he needs to buy one outside Bratislava.

However, the probability of employment is not simply equal to 1minus the unemployment rate. Employees are
not randomly extracted each month from the total pool of the labor force. And labor market segmentation
sharply reduces the regional differentials in the probability of employment. Other factors may also explain low
migration flows. Low unemployment rates in one particular district, for instance, may be due to high living costs
and property prices, which push low-income workers and the unemployed out of that district. Employment
opportunities may be the same as everywhere else, but the unemployed simply cannot afford to live there.

The above-mentioned differentials suggest, however, that there may be a potential for improvement in the
mobility of warkers. A better information service, allowing workers in depressed areas to come into contact with
potential employers in prosperous areas, may increase the probability of obtaining a job offer in a distant city at
a salary sufficient 1o compensate for the costs of relocation. Better information on the housing market in the
most important cities may also make it possible to reduce housing costs for prospective migrants, thus
increasing mobility. And, of course, reforms in the market for housing would raise the supply of
accommodations.
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57. The low mobility of workers could also be due, in part, to the segmentation of the
labor market. If most new jobs are offered to people who are already employed, those out of
work may gain little from migrating, or extending their search efforts, to areas of low
unemployment. Empirical evidence in this sense is ambiguous: while the duration of
unemployment exhibits little regional variation (suggesting that people out of work have the
same probability of ceasing to be unemployed irrespective of the area where they live),
studies on sample data showed that the probability of finding a job is indeed higher in areas
where unemployment is lower. The difference, however, may not be sufficiently large to
induce migration at the current high costs.

Perverse incentives and unemployment traps

58.  The current regime of social security benefits (briefly described in the annex), while
not discouraging the acceptance of job offers, could weaken the incentives to engage in
active job search, particularly for unskilled workers with children, young workers, and
workers living in depressed areas. True unemployment traps, in which accepting a job
reduces net income through a loss of social security benefits, do not appear to exist, at least
for the majority of workers. Unemployment benefits are not particularly generous (the
maximum replacement rate is 50 percent), and are strictly limited in time (a nine month
maximum). Social assistance benefits (S ABs) are unlimited in time, but, after recent reforms,
they now provide an incentive to accept job offers, by ensuring an increase in net income of
at least 20 percent for those who take on a job. Unemployment {raps may remain, but only in
particular situations (for instance, for unemployed persons living in households in which
another person already has a low-wage job®), and they probably affect only a limited number
of people. '

59.  Social assistance benefits, however, could weaken the incentives to look for a job,
especially for specific categories of workers with low eamning prospects and for workers
living in high-unemployment areas. Social assistance benefits are provided by the state and
ensure that all households earn at least a guaranteed net level of income, based on a
Minimum Living Standard set by law, which depends on the composition of the household

% These households face an unemployment trap if their Minimum Living Standard is high
compared to the wages that are, or would be, earned by their members. If the total wage
income of a household, together with all other income sources, are below its guaranteed level
of income (equal to 1.2 times the Minimum Living Standard when at least one adult works),
that household receives an amount of social assistance benefits that brings its total income to
its guaranteed level. If the adult who works is employed at low wages, a second adult
accepting a low-wage job may still fail to bring the total household income {(net of social
security benefits) above its guaranteed level. In this case, the household would still need
social security benefits to reach its guaranteed level of income, and the employment of a
second adult would only replace some benefits with wage earnings, without altering the total
household income. The second adult would thus have no incentive to accept a low-wage job.-
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(see Annex). They are the main form of support for those unemployed workers whose
entitlement to unemployment benefits has expired, and they provide an additional source of
earnings for employed people whose wages are insufficient to cover their living costs. In fact,
96 percent of the recipients are unemployed.

60.  Social assistance benefits reduce incentives to search for jobs because the Minimum
Living Standard is high compared with the average level of wages and because it is uniform
across the country, irrespective of local living costs and labor market conditions. The
Minimum Living Standard is higher than the minimum wage for most households, while for
households with children living in high unemployment areas the Minimum Living Standard
can even exceed the average local wage. Although there are incentives for social assistance
benefit recipients who are offered a job to accept the offer because this increases their
guaranteed income to 1.2 times the Minimum Living Standard,* workers out of employment,
relying on their guaranteed benefits income, may be unwilling to undertake a long and
difficult job search whose outcome is uncertain, Incentives to job search are particularly low
for workers whose employment prospects are weak (unskilled workers, long-term
unemployed, the young, and workers living in high-unemployment districts) and for workers
who live in areas where living costs are low (generally coinciding with high-unemployment
areas). '

61, As an illustration, consider a family with two adults and two children, for whom the
Minimum Living Standard in 1999 was Sk 8,410 per month (Annex). This figure amounts to
78 percent of the average national salary (but to 89 percent of this salary net of
contributions), and is larger than the net average salary paid in 1999 in agriculture (Sk 7,516
per month), hotels and restaurants (Sk 7,997), and in the public administration at large

(Sk 8,400) (Table 12). If the family lived in the region of Bansk4 Bystrica, its Minimum
Living Standard amounted to 94 percent of the average salary paid in the region, and was
larger than the average net salary.

2 If the worker rejects a suitable job offer or remains unemployed for other “subjective
reasons,” the household is only entitled to a guaranteed income of 50 percent of its Minimum
Living Standard—which provides a further incentive to accept job offers.
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Table 12. Slovak Republic: Wages by Sector

{vear average; Sk per month)

Sector 1997 1998 1999
Total economy / ' 9,226 10,003 10,728
Enterprises with 20 and more 9,356 10,212 10,945
employees
Apgricultire 7,363 7,930 8,541
Industry 9,527 10,371 11,349
Mining and quarrying 10,485 - 11,083 12,008
Manufacturing 9,197 10,001 10,940
Electricity, water and gas 12,212 13,371 14,515
Construction 9,970 10,619 10,854
Services
Financial serv. and insurance 17,886 19,487 20,169
Real estate 10,710 11,570 12,933
Trade and repairs 10,094 11,122 12,150
Hotels and restaurants 7,743 8,363 9,087
Transport and communications 10,089 11,163 12,124
State administration 8,573 9,241 9,546
Administration 11,240 12,362 13,005
Education 2,771 8,247 8459
Health 8,373 8,674 8,693
Other social services 7,372 2,856 9,853
Enterprises with up to 19 11,528 11,422 12,070
employees
Private entrepreneurs 7,454 . 8,262 8,970
Minimnm wage : 2,700 3,000 3,600

Source: Statistical Office.
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62.  Although many employed workers also receive some benefits from the state that
bring their net income above the guaranteed minimum (and that would be deducted from
social assistance benefits if the worker were unemployed),?* incentives to work remain weak
if the salary is not especially high. When the salary is low, employed workers may still
receive social assistance benefits, and their income, compared with the income of an
unemployed person, is thus only 20 percent higher. As an illustration, consider the above-
mentioned family and assume that the head of the household received the average
agricultural salary (equal to Sk 7,516 per month net of contributions). In addition, he would
receive child allowances of Sk 1,460 per month, and housing allowances of Sk 175 per
month, yielding a total net monthly income of Sk 9,151.% This amount is higher than the
Minimum Living Standard (Sk 8,410 per month), but lower than 1.2 times that figure

(Sk 10,092 per month), the household was thus entitled to receive Sk 941 per month

(= Sk 10,092 - 9,151) in social assistance benefits. Put another way, in this example, the
marginal increase from working compared with unemployment would be only SK 941 per
month.

63.  The empirical evidence is not particularly strong. The presence of disincentive effects
of social security benefits is suggested by an empirical study by the OECD (OECD, 1996).
However, Ham et al. (1998) estimated that a 1 percent increase in unemployment benefits
reduces the probability of leaving unemployment by less than 1/10 of 1 percent.?’ Lyubova
and van Ours (1999a; 1998) find no significant effects of social security benefits on the
probability of leaving unemployment. Neither the probability of finding a job nor the
probability of taking a non active position appear to be significantly affected by the

* For instance, many households receive child allowances and low-income households also
receive housing allowances from the state. Added to the salary (even at wages below the
guaranteed minimum), these benefits can bring the total income of the household above the
guaranteed minimum income, Without wage earnings, instead, these benefits are in most
cases insufficient to allow the household to reach its guaranteed minimum income, and need
to be complemented by social assistance benefits. In this case, the household only receives an
income, inclusive of social assistance benefits, equal to its guaranteed minimum. Household
members thus have an incentive to work even it their wages are close to, or lower than, the
guaranteed minimum, provided that wage earnings, added to other benefits paid by the state,
bring the total household income above the guaranteed minimum. Note that the guaranteed
minimum income of the household increases by 20 percent once one of its members accepts
a job. :

* These figures are merely indicative; the criteria used to determine the actual amount of
allowances and benefits are quite complex and require a lot of specific information about the
household and its sources of income,

%7 The estimated coefficient is 0.06, and it is not significantly different from zero. The upper-
bound estimate of the elasticity at the 95 percent confidence interval is 0.13.
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Minimum Living Standard or by the presence of children, and this resuilt holds for both
educated workers with good chances of finding a well-paid job, and for workers with low
qualifications. The probability of finding a job does not significantly increase at the end of
the entitlement period for unemployment benefits.

64.  One possible explanation for these empirical findings is that unemployed workers
take rational, long-sighted decisions, and are willing to accept even a low-paid job because it
improves their future career opportunities (Lyubova and van Qurs, 1999a, 1998). This
hypothesis is supported by evidence of labor market segmentation: in this context, accepting
a job provides a better signal about the characteristics of the worker (see Boeri and

Flinn, 1999), and may gain access to a network of contacts that opens the way to wider job
prospects. However, the significance of the empirical results may be reduced by the quality
of the data. An accurate analysis of the effects of social assistance benefits on labor supply
would require matching household data on social assistance benefits with individual data on
employment—a match that is not allowed by existing datasets. In addition, an accurate
analysis should take account of regional living cost differentials.

Trade unions, wages and the minimum wage

65.  Formal union membership is large (60 percent of the labor force), a legacy of the
planning period (when union coverage was virtually 100 percent). Trade unions play an
important part in wage setting by negotiating collective agreements at the national and
enterprise levels. Their attitude is generally perceived as favoring cooperation over
confrontation and conflict. Trade unions are more influential in sectors that also in other
countries exhibit a high degree of union participation, such as engineering and heavy
industry; salaries in this sector have slightly increased in relative terms, while employment
has declined. This evolution is consistent with insider power, but it can also be explained by
- several factors apart from insider power. Some empirical evidence showed a moderate,
increasing, insider effect in Slovakia, but in earlier years (Svejnar, 1996). In the new,
expanding sectors of the economy, trade unions are not overbearing, and job creation is
unlikely to have been reduced by high wage demands.

66.  Isthe high rate of unemployment also due to excessive wage demands by employed
workers (so-called insider power)? While answering this question would require a detailed
econometric analysis that goes beyond the scope of this paper, the general picture does not
seem to support this hypothesis. Trade unions do not appear to be exerting significant insider
power, real wage growth has been moderate, and a comparison of wages across regions and -
sectors shows that wages are positively correlated with employment and with value added
per worker, suggesting that wages are determined more by labor demand than by insider
power. An intersectoral comparison shows a weak but positive correlation between wages
and employment, suggesting that wages are driven by labor demand. A similar correlation is
found comparing average wages and unemployment rates across regions. Regional wage
levels are also positively correlated with regional value added per worker, suggesting a
positive correlation between wages and productivity. Interregional wage differentials,
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initially low as a consequence of the uniformity of conditions under economic planning, have
increased over time and are now more responsive to local market conditions.

67.  The minimum wage—which is below its 1991 level and has fallen relative to average
wages-—is unlikely to have had a major impact on employment for most categories of
workers, but it could have reduced employment of young and unskilled workers and of the
long-term unemployed. In real terms, the minimum wage, introduced in 1991, declined by
30 percent until 1997 (Table 13). Since 1997, the minimum wage has increased in real terms
by 13 percent. In relative terms, the minimum wage has declined to one-third of the average
wage level, down from about one-half in 1991. The minimum wage is also lower than the
Minimum Living Standard for most types of households.

Ethnic minorities: Hungarians and the Roma

68.  Lubyova and van Ours (1999b) present empirical evidence of discriminatory practices
by showing that both Roma (Gypsy) and Hungarian unemployed workers have, ceteris
paribus, a lower probability of finding a job than other Slovak citizens. Unemployment also
tends to be higher among these minorities. Hungarians are formally the largest ethnic
minority in Slovakia, accounting for more than 10 percent of the population. Most
Hungarians live in regions near the border with Hungary. The Roma minority, according to
unofficial estimates, account for roughly one-tenth of the Slovak population. Most reside in
the southwestern areas of the country. Unemployment rates are much higher among the _
Roma, as a result of both discrimination and low educational qualifications. These factors, in
turn, reflect the fact that the Roma minority is not well integrated with the rest of the Slovak
population.”® While no clear solution seems to exist at the moment to the issues confronting
the Roma, the authorities are welcoming a deeper and more critical appreciation of the
complexities involved, including by foreign representatives and officials of the European
Union.

D. Policy actions to reduce unemployment
69.  This section discusses possible remedies to tackle the problem of unemployment,

examining policy interventions that have been adopted or are being considered by the
authorities, and proposing other actions for consideration.

2% Goldman (1999), quoting CSCE (1997), Human Rights and Democratization in Slovakia,
Washington D.C., p. 23, claims that the Roma had been subject to “official discrimination in
housing, employment, and the administration of state services,” adding that “official
discrimination persisted throughout the 1990s.”
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Table 13. Slovak Republic: Average Nominal Wages and Real Wage Index

Year Average Real wage Nominal  Minimum Real Memoran-
nominal index minimum wageas  minimum dum:
wages (Sk wage (Sk apercent wageindex living cost
pet month) per month)  of average index

wages
1989 3142 100.0 100.0
1990 3,278 944 110.6
1991 ) 3,770 69.6 2,000 53.1 100.0 1725
1992 4,543 75.7 2,200 48 4 99.3 191.0
1993 5,379 72.8 2,450 455 89,9 2351
1994 6,294 75.0 2,450 38.9 79.1 267.1
1995 7,185 78.2 2,450 34.1 722 2927
1996 8,154 838 2,700 331 75.2 309.7
1997 9226 89.2 2,700 293 70.8 3289
1998 10,003 91.8 3,000 30.0 738 350.6
1999 10,728 88.2 3,600 336 80.2 387.1

Source: Data provided by the authorities.
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The employment policy of the government

70.  The Slovak government implements three types of policies that are relevant for
employment: Active labor market policies (ALMP), aimed at facilitating the re-employment
of the unemployed workers; social security interventions, aimed at reducing poverty and
providing various forms of social support for people out of work; and various other policy
measures aimed at encouraging job creation. Active labor market policies are provided by the
National Labor Office (NLO) on an ongoing basis, but they have been sharply curtailed
recently, owing to funding problems.” Recent social security reforms have been aimed at
rationalizing the system, increasing incentives to work, and reducing costs to the public
budget. Other policy interventions include the Employment Policy Concept (formulated

in 1999), the National Employment Program (to be debated by the government in July), and
the institution of a Guarantee Fund to protect the workers dismissed by bankrupt firms (the
budgeted amount of the Guarantee Fund for 2000 is Sk 421 million).

71.  Active labor market policies include various types of interventions directly aimed at
increasing the employability of the unemployed, ranging from training and subsidized jobs to
support in the labor search process. These policies have been in place since 1991, and were
substantially reformed in 1997, with a stronger emphasis on preventive measures and a better
targeting of specific groups of disadvantaged workers, such as the disabled, the young, and
long-term unemployed. Boeri (1997) argued that these measures have not been very effective
in reducing unemployment in Slovakia, possibly because they were not adequately targeted
and their implementation was not sufficiently monitored.*® Lubyova and van Ours (1999b)
found empirical evidence of a positive effect of specific active labor market policies, notably,
retraining and “public utility jobs” (subsidized public works) on the probability of finding a

* The National Labor Office (NLO) is an autonomous, self-governing body that implements
the labor policies of the Slovak government. Its governing boards are composed of
representatives of the government, the employers, and the trade unions. The NLO is
organized in one central office, 8 regional offices, 79 district offices, and additional branch
offices in many districts; it employs about 5,000 employees. Reform plans include a
rationalization of the internal organization of the NLO, the creation of local labor market
centers staffed with mediators and counselors, and the recruitment of more staff with a
university degree. The NLO also aims at expanding activities, such as retraining and
counseling, that can increase the employability of the workers. With the support of the World
Bank, the NLO is improving its information system to provide nationwide information on
vacancies at all its local branch offices.

*0 1t has also been argued that participation in such programs may in some cases reduce
employability through “stigmatization” (yielding a negative si gnal to potential employers
about the quality of the applicant). Another negative effect may derive from substitution
effects, as employers hire on subsidized program workers whom they would have hired
anyway on normal terms,
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job; other measures, however, such as subsidized jobs in the private sector, appear to have a
negative effect. In general, active labor market policies tend to be more effective when they
are addressed at increasing the working capacity of specific groups of workers—an aim that
may have been strengthened by recent reforms.

72.  In 1999, expenditure on active measures has been severely curtailed as a result of
funding problems. Active policy expenditure is financed by the Employment Fund. This
Fund also finances “passive” policy expenditure (unemployment benefits and social security
contributions for the unemployed). The Fund, in turn, is financed by contributions paid by
employers and employees (Table 14). Unlike expenditure on active labor market policies—
whose amount is discretionary—expenditure on passive policies is determined by a legal
obligation to provide benefits of a given amount to each eligible unemployed worker. As a
result, when unemployment increases, passive policies absorb more resources while the
available funds diminish as a result of the fall in contributions—squeezing the funds
available for active labor market policies. Between 1998 and 1999, as the registered
unemployed increased from an average annual number of 380,000 to 485,000, contributions
diminished by 1.2 percent while expenditure for passive labor market policies increased by
one-third. Meanwhile, expenditure for active labor market policies was reduced by

80 percent. In per capita terms, active labor market policy expenditure per unemployed
worker diminished from Sk 6,000 to less than Sk 1,000 per year, while passive policy
expenditure remained almost unchanged, at Sk 15,000 per year per unemployed worker
(Table 15).

73.  The social security system has been frequently reformed tfig:\iapt it to new needs in a
rapidly changing economic and social environment. The most recent reforms, in force since
July 1998, were aimed at increasing incentives to work, better targeting social support to
those who really need it, while allowing cost savings for the budget of the state and for extra
budgetary social funds. The coverage of unemployment benefits was reduced from

60 percent to 50 percent of the last salary for the first three months of unempioyment, and
from 50 percent to 45 percent for the remaining period of entitlement. The ceiling on
unemployment benefits—which is based on the minimum living standard—was set at

Sk 4,800 per month. The period of entitlement to benefits, in turn, was reduced to six months
(raised to nine if the worker has more than 15 years of active service).

74.  Reforms of the social assistance benefits (SABs) also tried to mend unemployment
traps that could have discouraged unskilled and young workers from accepting a job, Before
the reform, accepting a low-wage job would have no effects on the net income of the
household, if this income remained below the Minimum Living Standard. A net household
income equal to the Minimum Living Standard was always ensured by the provision of social
assistance benefits, and accepting a low-paid job only involved new costs. Although openly
rejecting a suitable job offer would involve the loss of social security benefits, workers could
find several ways to circumvent these rules—thus, stricter enforcement of job acceptance
rules is needed. The way these disincentives were removed was by raising the guaranteed
income of households to 1.2 times the minimum living standard when at least one member is
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Table 14. Slovak Republic: Budget of the National Labor Office

(millions of Sk)

1991 19%2 1993 1994 1995 1996 1997 1998 1999 2000 I/

Receipts na na. na na. na na. na 10,703 10,580 10,563
Of which: contributions na. na na 445 6,183 7,157 7,536 8,030 7,937 8.122
Expenditure 3,26§ 5,524 2,966 3,606 6,080 7,353 7,088 8,978 9,116 9,264
Employment Fund 3,263 5,524 2966 3,606 6,080 7353 7,088 7,774 7,766 7.385

Passive Labor Market Policies 2,740 1,711 1,859 1,710 2,181 3,063 3,99G 5,485 7292 6,930

Active Labor Market Policies 523 3,813 1,107 1,89 3,899 4290 3,099 2,289 474 456
Administration Fund 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,205 1,350 1,458
Guarantee Fund 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 421
Balance n.a. nAa. na. na n.a, na. n.a. 1,725 1,465 1,299

Memorandum: unemployment rate 2/ 11.8 104 144 146 131 12.8 12.5 15.6 19.2 n.a.

Source: Data provided by the anthorities.

1/ Budgeted.
2/ Registered unemployed, end of year.



Table 15. Slovak Republic: Expenditure on Labor Market Policies

* (Sk per worker per year)
1998 1998  Percentags
change
Total receipts 10,703 10,580 -1.1
Total expenditure 8,978 9116 15
Average receipt per employed worker 5,627 5,322 -5.4
Contributions 3,952 3,992 1.0
Average expenditure per unemp. Worker 23,660 18,788 -20.6
Passive Labor Market Policies 15,403 15,029 2.4
Active Labor Market Policies 6,032 977 -83.8
Memorandum;

2,032 1,988 -2.2

Employed workers (thousands)
Registered unemployed (year average) 379,466 485,202 279

Scurce: Data provided by the authorities,
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employed, and by reducing it to 50 percent of the Minimum Living Standard when all
members are unemployed for “subjective reasons,” e.g., rejecting a suitable job offer.*!

75.  Other reforms concerned the de-linking of many social security benefits from the
minimum wage. These reforms should reduce the burden on the public budget, because a
revision of the minimum wage no longer involves additional social security expenditure. This
provision is quite important, given that the procedure to revise the minimum wage involves a
tripartite agreement between social partners and is not completely under the control of the
government.

76.  Further social security reforms are in the pipeline, involving the unification of the
administration of various forms of social security benefits under a single autonomous body.
This should rationalize the administration of benefits, reduce administrative costs and the
duplication of functions, allow the authorities to maintain better contacts with the recipients,
and better enforce eligibility tests. Moreover, the transparency and the fairness of the system
should be enhanced by these reforms.

77. In 1999, the government formulated the Employment Policy Concept till 2002 and the
guidelines for the National Employment Plan. The Employment Policy Concept defines the
basic principles of the employment policy of the government, which follows the four
“pillars” adopted by the European Union: improving employability, developing
entrepreneurship, encouraging adaptability of business and their employees, and equal
opportunities.

78.  Toimprove employability, the Policy Concept defines four areas of intervention:
education, social security contributions, active labor market policies, and reforms of the
social security system. Concerning education, the Policy Concept indicates various types of
measures aimed at achieving a closer response of the education system to the needs of the
labor market. The Policy Concept also envisages a reduction, effective in 2001, in social
security contributions for employers who hire young persons or registered unemployed from
groups “at risk.” Active labor market interventions include retraining programs aimed at
school graduates and the long-term unemployed, and support to the disabled, as well as
public works. Social security reforms involve the harmonization of unemployment benefits

%! As an alternative to raising the guaranteed income by 20 percent, the relative incentive to
work could have been provided by reducing the guaranteed income of those households in
which all members are out of work to some fraction of the Minimum Living Standard.
Compared to the reform that was enacted, this alternative would have yielded a lower income
to those households whose members have few chances to find a job, e.g., unskilled workers,
but it would have provided stronger incentives to find a job for those workers who have the
potential to get an offer, e.g., young workers. This paper does not attempt to evaluate the
adequacy of the Minimum Living Standard.
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and social assistance benefits, with the purpose of ensuring social support while at the same
time providing incentives to work.

79.  To develop entrepreneurship, the Policy Concept envisages measures aimed at
attracting foreign direct investment and supporting industrial restructuring and regional
development. These measures include the development of industrial parks, duty-free zones,
support for the establishment of new co-operatives and training programs for small and
medium-sized entrepreneurs, and the implementation of regional and local job creation
programs, including jobs in social services. Other measures concern the gray economy, and
include tougher controls on informal labor.

80.  The Policy Concept also aims at encouraging flexible working arrangements,
reducing work time and expanding part-time work (currently all but non existent in
Slovakia), and spreading the use of performance-oriented wage incentives. Equal opportunity
policies include the development of a legal and institutional framework to eliminate
discrimination in the labor market, monitoring the situation for specific groups at risk and
facilitating the employment of persons taking care of children and other family members.
They also include the development of adult education for long-term unemployed and
unskilled young people. The authorities are also considering an amendment to the Act on
Self Employment that would provide tax incentives and other forms of encouragement to the
self-employed and to small companies.

81.  Inthe context of efforts to harmonize the national legislation with that of the
European Union (the so-called acquis communautaire), the Labor Code is also due for
reform. The European labor legislation is concerned with the areas of equal conditions for
men and women, worker representation, contractual conditions (including working hours),
hiring and firing, and health and safety at work. Not all these aspects of labor legislation will
involve major reforms for Slovakia, as some aspects of Slovak labor legislation are already in
line with EU requirements, and are sometimes more restrictive (the legal limit on working
hours, for instance, at 424 hours per week, is well below the European limit of 48 hours per
week). Amendments to health and safety legislation are likely to lead to more effective
implementation through stricter and more frequent controls of provisions that are already in
force. With respect to the need to reform legisiation on the hiring and firing of workers and
on other contents of labor contracts, it is important to avoid measures that are not
requirements of the acquis and that, by reducing labor market flexibility and increasing
administrative obstacles to hiring and firing, could discourage job creation with negative
impacts on employment.

82.  InFebruary 2000, the government established an Interdepartmental Committee to
deal with the problems of unemployment. The Committee, which is headed by the Ministry
of Labor and includes representatives of the Ministries of Finance, and Interior, as well as the
National Labor Office, the Social Insurance Agency, and the Work Safety Inspectorate, has
been meeting regularly since March. Its main area of intervention, so far, has been the
problem of informal employment in the gray economy, where the Committee provided for
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better coordination between the Labor Office and the law enforcement authorities, which
should lead to more frequent and effective controls.

Additional considerations

83.  Many of these policy interventions, and others, are worthy of further elaboration and
consideration, aimed at enhancing labor demand (and thus net job creation), boosting job
search and labor supply, and increasing the efficiency of the labor market. Labor demand can
be enhanced through general reductions in payroll social security contributions, measures in
support of foreign direct investment and small and medium-sized enterprises, an
improvement in the infrastructure, and the resolution of legal issues concerning property
rights over land. Job search can be encouraged through a better targeting of social security
benefits, and through stricter enforcement of eligibility tests, as well as through greater
support by local Labor Offices in the search for jobs and in retraining. The efficiency of the
market can be improved by expanding the information about vacancies and by measures to
encourage interregional mobility.

84.  Reducing social security contributions is important for boosting job creation and
reducing employment in the gray economy. This is because such reductions would reduce the
wedge between gross and net salaries, increasing both labor demand and incentives to work.
In order to keep to overall fiscal targets, these cuts would, however, need to be timed with
reductions in social security or other expenditure. The authorities could explore the
possibility of reducing social security expenditure in a way that does not compromise the
achievement of primary social targets, notably, poverty reduction and income support for the
- unemployed and for other people in need, e.g., elderly citizens or the disabled. In this respect,
some attention could be devoted to reforms in child and housing allowances. Child
allowances cover a large share of the population, and the form of support provided by child
and housing aliowances could possibly be provided more efficiently by increasing net
income and employment opportunities through appropriate cuts in contribution rates.

85.  Reductions in contributions specifically targeted at certain groups “at risk”—the
young, workers with low skills, or the long-term unemployed—may be justified in some
situations, but care should be taken to avoid distortions that could lead to job losses for
workers already employed (so-called “substitution effects”). To a certain extent, even
substitution effects can be welfare-improving. Favoring the employment of workers from
groups at risk (whose general employment prospects are poor) at the expense of other
workers who are employed and thus have better chances of being re-employed if they were to
lose their job, can act to reduce the average duration of unemployment and to reallocate its
costs more equally across society. These effects, however, would need to be carefully
evaluated and taken into account when considering targeted tax reductions.

86.  The issue of a reduction in the real value of the minimum wage is somewhat more
controversial and politically very sensitive. In principle, a lower minimum wage could
facilitate the employment of young and unskilled workers who would not be in demand at a
higher minimum wage. However, lowering the minimum wage would have ambiguous
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effects on the state budget and on the net income of households, because the minimum wage
is already lower than the Minimum Living Standard of most households. While it is possible
that a reduction in the minimum wage could increase social security contributions and reduce
social security outlays without having a negative impact on the net earnings of low-income
households, these effects should be accurately quantified when considering this option.

87.  Another key factor to augment labor demand is attracting greater foreign direct
investment (FDI). In the near future, FDI can be encouraged by consolidating economic
stabilization and by improvements in the legal framework, including a more effective
bankruptcy law, better governance, lower corruption and crime rates.

88.  FDI can be a major factor in the development of the central and eastern regions of the
country, where local sources of capital and employment are scarce, unemployment is high,
and low wages and a large market potential provide an attractive environment for foreign
investors. In this respect, it can be helpful to ensure that wage agreements at the national
level do not prevent a regional differentiation of wages based on living cost differentials and
local labor market conditions. Improving the provision of essential infrastructure
(transportation, roads, telecommunications) can also encourage investment in depressed
areas. It is also important to remove the remaining legal obstacles that hamper the
establishment of new industrial and business areas, for instance, by clarifying the regime of
property rights over land and establishing precise zoning rules and simple procedures for
issuing permits and licenses.

89.  An additional contribution to job creation could derive from the creation and
expansion of small and medium-sized enterprises, as these firms already employ the largest
share of the labor force. Measures to support small and medium-sized enterprises in non
distortionary ways include reductions in red tape and administrative costs, the provision of
information, and support for the creation of networks of cooperation on specific issues, e.g.,
legal advice and export facilities. :

32 Households of workers employed at the minimum wage receive social assistance benefits
if their net income is lower than 1.2 times the Minimum Living Standard—which can easily
occur for households with a single working member and many children. A reduction in the
minimum wage would result in an increase in social assistance benefits received by these
households, which would leave their net income unchanged but would increase public
expenditure. Conversely, the net income of households where all members are unemployed
would increase by at least 20 percent if one of their members were offered a job at a reduced
minimum wage, because once they get a job their guaranteed income would rise to 1.2 times
the Minimum Living Standard. In this case, the balance of the state budget would improve as
part of their income would now be paid by their employer in the form of wages, and
additional revenue would accrue to the budget from the social security contributions paid by
the employer,
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90.  Employment of those workers who, at present, account for the largest share of
unemployment (the unskilled, the long-term unemployed, and the young) could be boosted
by creating a more flexible labor market, with more frequent use of part-time and temporary
contracts. At the moment, part-time jobs involve only 2 percent of employed workers, and
temporary jobs an additional 4 percent. Both types of arrangements are mainly used by
workers with low skills and qualifications; more widespread use of these contracts could
improve the employment prospects of the weakest groups of workers. The use of these
contracts could be encouraged by amending the current rules on social security contributions
(which require a fixed minimum payment for each worker, thus penalizing part-time work),
and by easing legal restrictions on the use of temporary contracts (currently limited to 100
hours per person per year). While an excessive use of this form of contracts may have
perverse effects, reducing the stability of employment, the existing provisions appear to be
excessively restrictive and to limit the access of the above mentioned groups of workers to
the labor market, who could well benefit in their search for more permanent work by
demonstrating job experience. '

91.  In this sense, it is important that the forthcoming reform of the Labor Code avoid the
adoption of standards for the content of labor contracts, and hiring and firing that are too
restrictive. In this regard, the extension to Slovakia of European laws and regulations must
bear in mind the specific needs of the country, in particular avoiding an unwanted degree of
labor market rigidity. It must be noted that labor legislation in the EU remains mostly in the
national domain.*® Even the European Social Chapter leaves great autonomy to member
countries to determine the specific contents of their labor and social legislation. In fact,
countries such as the United Kingdom, the Netherlands, and Denmark, have adopted
legislation that ensures a high degree of flexibility in the labor market, and are currently
experiencing unemployment rates below the EU average,

92. A more active and effective job search effort on the part of the unemployed would be
encouraged by a reform of social security benefits which targeted them more specifically at
households in particular need with little prospects of working. This would increase incentives
to find a job for all other workers, while at the same time allowing contribution rates to be
reduced, thereby boosting job creation. It must be noted that the social security system in
Slovakia has evolved in accordance with changing economic and social demands. At the time
of central planning, with full employment under the principle of “duty to work,” social
support was universally available and free. During the transition, when many people lost
their jobs and social demands were high, the provision of social support was generous but
costly, and financed from large payroll contributions. At the present stage, improving
incentives to work and to invest appears as a key factor to boost employment and growth. In
response, the concept of social security should be reconsidered on the basis of a more
focused approach which, circumscribing eligibility to specific groups of people with high

** See for instance Mayhew and Orlowski (1996).
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needs and low earning potential, would reduce the tax burden and increase incentives to work
for the rest of the population.

93. Social security benefits, of various types, could thus be redesigned to grant adequate
support (on the basis, for instance, of current minimum living standards) mainly to
households with low prospects of earning labor income. These may include households of
workers with low or non transferable skills who are unable to be retrained, workers whose
employability has been gravely reduced by a long period of unemployment, old age workers,
and of course those who are unable to work due to family conditions or disability. While
incentives should always be provided for these workers to accept job offers when they
become available—and, in general, stricter enforcement of job acceptance rules should be
sought—the social security system cannot ignore the reality of their needs and the scarcity of
opportunities.

94.  Consideration could also be given to reforming social security benefits to take
account of local labor market conditions, and of regional differentials in living costs, While
care should be taken to avoid regional disparities in the accessibility of benefits, the nominal
amount of benefits could be differentiated across regions in accordance with local living
costs—reducing disincentive effects and increasing interregional equity. Reforms could also _
include a more selective targeting of benefits that are currently received by a large fraction of
households. Child allowances, for instance, are currently received by about three-fourths of
households, and may be re-targeted in favor of those households with lower income levels
and higher child-care needs, freeing resources for cuts in contribution rates.

95.  The provision of social security benefits to young unemployed persons deserves
particular attention. While some of these workers suffer from poor living standards, others

- apparently use social assistance benefits improperly to afford a better living standard, well
above the poverty line. In fact, single-member households are overrepresented among social
assistance benefit recipients (accounting for 34 percent of these people), and receive the
largest share of benefit payments (61 percent). Although single-member households also
include elderly people, some of them could be young people who declare that they are living
as singles in order to be eligible for benefits, while receiving economic support from
elsewhere. For these people, social assistance benefits, rather than being a shield against
poverty, provide a disincentive for a more active approach to job search,

96.  Labor supply can also be boosted through measures aimed at reducing the skills
mismatch between labor demand and labor supply. These measures typically involve active
labor market policies and, over time, keeping labor market issues in mind when reforming
the education system. In light of evidence on the positive effects of active labor market
policies in increasing the employability of workers (Lyubova and van Ours, 1999b), the
authorities may consider an expansion of these programs, possibly accompanied by improved
targeting toward the workers who can derive the largest benefits from them. The funding
mechanism for these measures could also be reformed to remove the current pro-cyclical
bias, whereby funds for active labor market policy are reduced in times of high
unemployment.
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97.  Measures aimed at spreading information on vacancies and removing the
segmentation that relegates the unemployed into a “secondary” market with worse
opportunities would help increase the efficiency of the labor market. In this respect, a major
role can be played by the National Labor Office by making information about vacancies in
all areas of the countries available on a timely and regular basis at all branch offices (this
project is already under way but that has not yet been completed). In addition, the Labor
Office can devote more resources to maintaining regular contacts with the major potential
employers (including associations of small and medium-sized enterprises) and assisting the
workers in their search for jobs. Employers, in turn, should be encouraged to abide by the
legal requirement to inform the Labor Office about vacancies and reduce hiring practices
based on informal networks and less transparent procedures.

98.  The efficiency of the labor market can also be increased by facilitating the mobility of
workers across districts and regions. Central and local authorities can increase mobility by
providing better and cheaper transportation for commuters and migrant workers, and by
adopting measures aimed at increasing the supply of affordable accommodation (such as the
removal of rent controls that siow down the development of the market for rented
accommodation and discourage investment in the construction of rental apartments).
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THE SOCIAL BENEFITS SYSTEM

99.  This appendix provides a brief overview of the social benefits system in Slovakia.
After a brief illustration of the main types of benefits provided, some particular features of
the social benefits system, that affect more directly the incentives to look for a job, are
discussed in specific sections. Section 1 illustrates the Minimum Living Standard, a key
concept that forms the base to determine the amount of many social benefits; Section 2
discusses child and housing allowances, Section 3 discusses social assistance benefits, and
Section 4 discusses unemployment benefits.

100.  The social benefits system in Slovakia is organized in three different components:
social security (to be renamed social insurance), state social benefits (to be renamed state
social support), and social assistance.

101.  Social insurance provides benefits on an insurance basis (it is financed by
contributions paid by the workers and their employers into an extra-budgetary fund), and it is
managed by the Social Insurance Agency (SIA). It provides: matemity benefits; sickness
benefits; equalization allowances in pregnancy and maternity; and benefits for widows,
widowers and orphans.

102.  State social support provides one-off and recurrent benefits financed directly from the
state budget. Non-recurrent benefits include: birth grants; one-off foster care allowances;
funeral allowances; and a special allowance for triplets. Recurrent benefits include: child
allowances; special child allowances for the disabled: parental allowances; recurrent foster-
care allowances; an allowance paid when the family head is under military service; and
housing allowances.

103.  Social assistance benefits are paid to families in material and social need:; they are
financed by the state budget, and include: social assistance benefits (SAB); and benefits for
the disabled (SAD).

104.  In addition to social security benefits, Slovak citizens receive pensions,
unemployment benefits and health insurance. Pensions are paid out of the Pension Fund,' to
retired workers, to workers in early retirement schemes, to disabled persons and to widows,
widowers and orphans. Health insurance is financed by the Health Fund and managed by the
SIA. Unemployment benefits are financed by the Employment Fund and administered by the
National Labor Office; they are paid to registered unemployed for a limited period of
entitlement.

! The Pension Fund, the Health Fund, and the Employment Fund, are extra-budgetary funds
financed from payroll contributions paid by employers and employees.
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Minimum Living Standard

105. The Minimum Living Standard (MLS) forms the basis for the calculation of several
types of benefits, including social assistance benefits and child allowances. The Minimum
Living Standard is set by law and automatically increased in line with inflation whenever the
CPI index for low income households increases by more than 10 percent a year from April to
April (the increase comes into effect in July). The Minimum Living Standard is uniform
throughout the country and depends on the composition of the household and on the number
and age of children. The basic amount (Sk 3,230 per month in 1999, raised to Sk 3,490 per
month in June 2000) has been calculated according to the highest income of the poorest
decile of households. The Minimum Living Standard for a particular household results from
the sum of a household allowance and a personal allowance. The household allowance refers
to the entire household and depends on the number of adults and children; the personal
allowance refers to each individual member and depends, for each adult, on the number of
adults in the household and, for each child, on the age of that child. The minimum living
standard for typical households of different composition in 1999 are reported in Table 16.

Table 16. Slovak Republic: Minimum Living Standard
for Different Types of Households, 1999

{8k per month)
Adults Children MLS Aduits Children MLS
1 0 3,230 2 2 3,410
1 1 4,690 2 3 9,870
2 0 5,490 2 4 11,330
2 1 6,950 2 6 14,250

Source; Data provided by the authorities.

State social suppert: child allowances and housing allowances

106.  Child allowances are means-tested benefits paid to all families whose income Is less
than two times the Minimum Living Standard. The amount of these allowances is equal to
one-half of the personal allowance for each particular child if the total household income
does not exceed 1.5 times the Minimum Living Standard, and to one-third of the personal
allowance if the total household income lies between 1.5 and 2 times the Minimum Living
Standard. A household is entitled to receive child allowances only if at least one of its
members is employed, retired, disabled, or registered as an unemployed worker. The above
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mentioned eligibility criteria are not particularly restrictive, and about three-quarters of the
households are eligible for child allowances.

107.  Housing allowances have been introduced in 2000 to compensate low-income
households for the sharp increase in energy and utility prices at the end of 1999, Their zim is
to cover part of the housing costs. These allowances are uniform throughout the country and
can be increased in line with inflation by a discretionary decision of the government once a
year. Their amount depends on the income of the households and on the number of its
members; it is determined by subtracting 30 percent of the average household income in the
previous six months from a fixed amount that depends on the size of the household

(Table 17).

Table 17. Slovak Republic: Housing Allowances

(amount of housing allowances in Sk per month)

Number of Housing Salary eamned by the employed member of the household 1/
members Allowances Average salary, = Minimum salary Average salary,
(Formula) agriculture PreSov region
1 L,i10-03Y 0 160 0
2 1,750-03Y 0 800 0
3 2090-03Y ] 1,140 0
4 or more 2,430-03Y 175 1,480 76

Source: Staff calculations on data provided by the authorities.

1/ 1t is assumed that only one adult in the household is employed.

Social assistance benefits

108.  Social assistance benefits are a residual form of support that is paid to households
whose other income sources (inclusive of other forms of benefits) do not allow the household
to reach a guaranteed minimum. This minimum is equal to the Minimum Living Standard if
the household is earning a low income owing to “objective reasons” beyond its control, and
is reduced to one-half of the Minimum Living Standard if its economic problems depend on
“subjective reasons.” If at least one member of the household has a job, the guaranteed
minimum is raised to 1.2 times the Minimum Living Standard.

109. . -Social assistance benefits are calculated as the difference between the guai'anteed
minirmum for that household and the total net income (inclusive of other types of benefits)
that the houschold is already receiving. A household whose income lies below its guaranteed
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minimum is legally entitled to receive these amounts of benefits, subject to some eligibility
requirements. An essential requirement is that all adults in the household are either
employed, retired, disabled, or registered as unemployed workers.

110. At the end of 1999, 296,000 households, involving about 5000,000 people, had
applies for social assistance benefits; the average level of social assistance benefits paid
in 1999 was Sk 3,050 per household.

Unemployment benefits

111.  Unemployment benefits are paid for a limited period to workers who have lost their
job, and to students who have left school and fail to find a job. In order to be eligible, a
worker must have been employed and must have paid social security contributions for at least
12 months during the previous three years; students who leave school can claim
unemployment benefits six months after the termination of their studies. Unemployment
benefits are paid for an entitlement period of six months, increased to nine months in the case
of workers who have paid social security contributions for at least 15 years. Unemployment
benefits amount to 50 percent of the last salary received by the worker (calculated as an
average of the last five years of employment) for the first three months of unemployment,
and are thereafter reduced to 45 percent of the last salary. Students who leave school receive
a standard amount equal to 45 percent of the minimum wage. Unemployment benefits are
also subject to a ceiling equal to 1.5 times the minimum wage. The period of entitlement is
interrupted in case of sickness or when the worker undertakes certain types of subsidized
jobs. -

112. At the end of 1999, only 27 percent of registered unemployed met the eligibility
requirements and received unemployment benefits. The other workers remained registered as
unemployed in order to be eligible for other types of benefits (such as child allowances and
social assistance benefits).

113. Unemployment Benefits are paid by the National Labor Office and financed by the
Employment Fund. The Employment Fund also pays social security contributions on behalf
of the workers who receive unemployment benefits.
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The deficit of the general government has been reduced to
3.6 percent of GDP in 1999, and a target deficit of 3
percent of GDP was established for 2000. -

Progress has been made in reforming the tax system and
reducing the tax burden.

Efforts are underway to improve tax administration.

And some steps have been taken to reduce expenditure.

-6;-

XIANAddV



These include dealing with:

* High expenditure for Slovakia’s per capita income.

* Relatively high share of government expenditure devoted to
social benefits.

* Relatively high tax rates and a narrow tax base.

« Poor tax collection by continuing to improve tax
administration.

_09-

XIANAddV



On the heels of huge external current account deficits in the past and
the associated rapid build-up of debt, it will be important to ensure a
sustainable external current account path over the medium term, lower
the ratio of external debt to GDP, and reduce external vulnerability

gencrally.

Further fiscal consolidation would help support external adjustment,
and leave more room for a growing private sector.

At the same time, setting fiscal policy in a medium-term framework
provides more opportunity to manage fiscal policy strategically.
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+ A gradual reduction in the deficit of the general government to about 2
percent of GDP by 2003 would seem appropriate, and is broadly in line with
the fiscal targets in the Joint Assessment.

 To arrive at this figure, we assume an increase in the savings/investment
(S/1) balance of the non-government sector of about 1-1.5 percentage points
of GDP. Of course, it difficult to map precisely changes in fiscal policy into
changes in the external current account. We have tried to be conservative with
regard to the S/I balance.

_ 1998 1999 2000 2001 2002 2003
Savings-Investment gap (external current account) -10.1 -5.8 -4.7 -3.9 -3.1 -2.9
Non-government net savings -5.1 -2.2 -1.7 -1.1 -0.8 -0.9

Government net savings -5.0 -3.6 -3.0 -2.8 -2.3 -2.0

XIGNIddv



* Greater recourse by the enterprise sector to internally generated
funds—the result of higher profitability spurred by structural reform—

would contribute to this increase. | |

* On the external side, this implies an external current account deficit of
about 3 percent of GDP by 2003.
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*  With higher FDI resulting in a significant surplus for the capital
account, the ratio of external debt to GDP would be put on a decidedly
downward trend, reducing vulnerability considerably.

* Inthis regard, the ratio of external debt to GDP could be expected to
fall from about 56 percent in 1999 to perhaps 43 percent by 2003.

* The intérnational reserves of the National Bank could increase to cover
roughly 140 percent of short-term debt.
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With volatile capital inflows, it means that the economy is less susceptible to
negative external shocks, such as a decline or reversal of capital inflows that
can occur for reasons unrelated to developments in Slovakia.

It means it is less likely that macroeconomic policies will have to be tightened
especially sharply, when this kind of negative external shock occurs, thereby
keeping growth on a smoother path.

The level of the current account deficit can be a problem in its own right--even
if easily financed in a given year, when the market focuses on a particular
headline number. For example, an external current account deficit of over 5
percent of GDP seems to pop up on radar screens.

This can affect the willingness of investors to place funds, including those of a
longer term nature, in a particular country by raising the perception of risk and
generating doubts about the ability of a country to service its debts.
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« There are a number of considerations to be taken into account on the
expenditure side. These include which expenditures are discretionary,
and can therefore be adjusted for policy purposes.

« Also note that Slovakia is being compared to some other transition
countries. Of course, this may not be the best benchmark of
comparison because other countries in the region also need to reduce

their expenditures.

-99-

* Lowering tax rates needs to be carefully coordinated with expenditure
reduction, if deficit targets are to be met. Though it is important to see
tax rates fall, there are limits to how quickly taxes can realistically be

cut.

XIANAddY




55

50

45

35

1/ Unweighted average, excluding Luxembourg,

General Government Primary Expenditure

(In percent of GDP)
e
\,%“ ———— Czech Republic
. . = == - Hungary
- Poland
~ ~ = = Slovak Republic
~ae e ELY 1/
Slovakia
“
u
=, * o
s . P Yo,
: - S — -, -~ kS IR .
T e e P - o I *

[
R
BT

e,

"——_______m‘__\ TN e
——
1993 . 1994 1995 1956 1997 1998

-.Lg_

XIANdddV




'''''' — 0 o GDP)
Bplgaria Czech Rﬁpubhc Hungary ______ l;blandlfi Romaniai  Slovenia:

ettt

anary expenditure

N TP PR .

A

RS PR RPN,

i Current expendlture

LEPIVENERUTTPESEE PPN T gees A N R A

Goods and services

_Health

Social expenditure ¢

AL PO b . Wb S b 5

T -

393!

_of which: Pensions |

404

Subsidies

07 8.4

1.7 08

100 S

90 01

B e RPREREREVARLPRIVEL

v

AR AL LB AN SRR AR RS

2R psp s,

51/ Data pertam to 1998 for the S[ovak and Czech Repubhcs and Hunga{y, to 1997 for Bulgana Rom‘ima, and Slovenia, and to 1996 for Poland.

_89-

XIANIddY



There exist some notable imbalances in the structure of government
wages: the average wage in administration is well above, and had been
growing at a higher rate than, the economy-wide average wage; the
average wage in public education and health has been below the

economy-wide average wage.

Expenditure on goods and services has been reduced recently as a
share of GDP, but there is still room for rationalization.

Interest expenditure is relatively low but it has been growing recently
owing to an increase in public debt.
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* Health care spending is less than the average in the EU.

* However, the main characteristic of the structure of health
expenditures is the disproportionately high spending on medication (35
percent of spending compared with 15 percent in the EU). At the same
time, spending is disproportionately low for nursing.

* High deficits are attributed to expenditure rising at a very fast pace
without similar increases in revenues (owing to significant revenue

arrears).
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e While most pensions are comparatively low, the number of

and amount spend on disability and early retirement
pensions are very high compared with OECD countries.

-SL-

« The long-term sustainability of the pension system is
alarming and points to the need for a comprehensive

reform.
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Their aim 1s to ensure that all households are able to meet a certain
minimum standard of living.

State benefits comprise 13 different programs many of which overlap
with more than 20 social assistance programs that form part of the
social safety net operated by regional offices.

Thus, the costs of administering these benefits is quite high.

Important challenges of a medium-term strategy would include
strengthening eligibility criteria and means testing for state benefits,

which could generate significant savings.
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. \\‘Unemployment benefits affect job search behavior and
thus the length of unemployment spells.

* The average level of unemployment benefits depends not
only on the generosity of benefits, but also on the way they
are administered. |

* In this regard, there is a need for imposing strict criteria for
eligibility or for availability for work.

-SL-.




R
S
AR
X

5 .
R

X

B

» Social security payroll contribution rates

» Corporate income tax (?)

]
-
D

]




« Tax collections have been robust, mainly due to the fact
the tax brackets had not been adjusted for inflation since

1994. |

* Recently introduced legislation addressed some of the PI'T
weaknesses.

« However, a more comprehensive reform would be a useful
element of a medium-term strategy.
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Although the corporate income tax rate was quite high
until recently, collections are weak due to the poor
financial performance of enterprises. |

—zg-

Declining discipline and governance also has contributed
to weak collections.

Although there could be some scope for further reductions
in the corporate income tax rate, that could usefully be
accompanied by avoidance of special tax incentives.

XIONHddY

}.‘zﬁa.




- Contril:uhon

100

Health and Maternity:

Disability

Pensions

2/ Unwelghed average of European Union countries (excluding Derunark) and Iceland, Nm'wa , and Switzerland.

o
WeﬁE?@P%&% u, S W - e
OECD 3/ 16.2 B R
_§9}ggg§___;9_terﬁ£uona1 Burcau of Fiscal Docﬁ}i;entaugg ,and World Bank (1998), i
l) ilﬁwelghted a\};;age of the European Union countries (excludmg Denmark). ::::,." mmmmmmmmm o u:w

_ES-

XIANAddV



PRI SR FU-S.

e S0Vak Republic. " Bulgada.  Corch Republic, Fungary Poland, Remauial  Shvewa
Social security taxcollection § M07 LB AR

* Combined with personal income taxes, the tax wedge between
employers’ total labor costs and employees’ take home pay is close to

60 percent.

« Reducing contribution rates would help reduce unofficial
employment.
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However, the large differential between the lower and the standard
rates creates a source of distortions. For example, taxation of
construction at the lower rate results in extensive VAT refund claims
as construction materials and equipment (taxed at the standard rate)
may be purchased by contractors for use i taxable (at the lower rate)
construction activities.

A medium-term strategy would include an increase in the lower rate
accompanied by a gradual decline in the standard rate.

This would need to be done in conjunction with moving items to the
standard rate as part of harmonization with EU standards.
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* The stock of tax arrears keeps increasing, reaching 32
percent of total tax collection in 1999. This figure is a
cause for alarm and indicates a clear problem with |
collection enforcement.

* There are also problems in collecting the VAT, and
refunds are extremely high (120 percent of domestic VAT
collections).

. Inefﬁciencies in the collection of social securi
contributions still remain.
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Just for illustration, it is assumed in the subsequent table, that:

* Subsidies decline only modestly.
* Social benefits are reduced only marginally.

- Government administration expenditure remains unchanged as a share
of GDP.

« Limited improvements in tax administration.

-88-

« Very limited cuts in taxes.

* Moderate growth (for illustrative purposes it is assumed that growth
reaches just under 4 percent by 2003).

« Note that this excludes costs related to NATO and EU accession and
the impact of the redemption of NPF bonds.
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Consolidated General Government Operations

1999 2000 2001 2002 2003 |
(In percent of GDP)
Revenue 40.7 37.5 35.2 33.6 33.6
Expenditure 44.3 42.3 40.2 39.0 39.9
Balance -3.6 -4.8 -5.0 -5.4 -6.3
Public debt 26.8 28.6 31.0 33.6 38.2
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* One possibility is shown in the next table.

* It shows a possible scenario for expenditure, to be

discussed first.
* It also shows a possible scenario for revenue, to be

discussed second.
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The scenario envisages that:

- Rationalization of social assistance and state benefits would provide
savings of 1.4 percent of GDP.

- Lower government administration costs (including rationalization of
discretionary expenditures on goods and services) would result in savings
equivalent to 0.3 percent of GDP.

- Subsidies would be reduced, thereby saving 0.9 percent of GDP.

- Interest expenditure is lower on account of the declining debt-to-GDP
ratio and lower interest rates.
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* Consistent with the deficit target of 2 percent of GDP for the general government,
revenue would be cut by 3.3 percentage points of GDP from 2000 to 2003.

* However, the meaning for tax reduction is really hidden within this number.

* Of the decline of 3.3 percent of GDP, a decline of 0.9 percent of GDP reflects the
removal of the import surcharge, a decline of 0.6 percent of GDP reflects a decline in
non-tax revenue (mainly as a result of the sale of the Gas company), but improved
tax administration is assumed to raise revenue by 0.4 percent of GDP.

+ This means that the remaining decline in the revenue-to-GDP ratio reflects true
tax cuts. This corresponds to a cut-in the corporate income tax to 25 percent in this
scenario, and a cut in the social security contribution rate to only 45 percent.

* To reduce the social security contribution rate by significantly more would be
 clearly desirable from the standpoint of reducing unemployment.

* To make room for further tax cuts would require additional reductions in

-56_
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* EU accession (costs are estimated at 1.2 percent of GDP
annually, in the case of Hungary; in the case of the Czech
Republic, total environmental costs have been estimated at
about 3 percent of GDP).

* On top of this, NATO accession.
* Redemption of NPF bonds.

Accommodating these costs within the fiscal targets would
require additional measures elsewhere.

You all have some challenging tasks ahead.
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Table Al. Slovak Republic: Gross Domestic Product, Current Prices

1993 1954 1995 1996 1997 1998 1999

(n billions of koruny)
Domestic demand 3895 4176 5067.4 6362 T21.4 797.5 818.8
Consumption 2885 315.8 360.8 409.5 468.5 514.8 555.5
Private 1952 2219 252.7 286.1 3223 360.1 395.4
Public, including NPISH 1/ 523 93.9 108.1 123.4 146.2 154.7 160.1
Investment 101.0 101.8 145.6 226.7 2529 2827 263.3
Fixed investment 1207 1204 141.5 2127 2527 292.4 2573
Change in stocks -19.7 =27.6 51 14.0 0.2 0.7 6.0
Non-government 81.9 121.4 191.8 2070 2387 2344
Government 19.9 252 349 459 44.0 289
Net exports of goods and afs -20.4 229 9.4 =50.5 615 -80.), -39.5
Exports of goods and nfa 227.8 286.6 3258 3340 396.9 456.8 504.9
Imports of goods and nfs 248.2 263.7 3164 394.5 464.4 5369 544.4
Gross domestic product at market prices 369.1 440.5 168 575.7 653.9 7.4 779.3

(In percent of GDP)

Domestic demand 1055 9.8 98.2 110.5 110.3 1112 1051
Consumptian 782 7.7 69.8 71.1 7.6 718 7.3
Private 532 50.4 489 49.7 49.3 50.2 50.7
Non Profit Institutions Serving Households 0.5 0.5 0.6 04 0.4 0.4 0.4
Public 245 20.8 20.3 210 21.9 21.2 20.2
Investment 27.4 3.1 284 194 387 39.4 338
Fixed investment 27 294 274 36.9 386 408 330
Change in stocks -5.3 4.3 1.0 24 0.0 1.4 0.8
Private 136 235 333 317 333 36.1
Government 45 49 61 7.0 6.1 3.7
Net cxports of goods and non fastor services -5.5 52 - 1.8 -10.5 <103 -11.2 -5.1
Exports of goods and non factor scrvices 617 65.1 63.0 58.0 60.7 63.7 64.8
Imports of gooda and non factar services 672 59.9 612 68.5 7L0 748 69.9

Sources: Slovak Statistical Offico; and staff cstimates,

1/ Non Profit Institutions Serving Houscholds,
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Table A2. Slovak Republic: Gross Domestic Product, Constant Prices of 1995

1993 1994 1995 1996 1997 1998 1999
(In billions of koruny)

Domestic demand 483.6 456.1 507.4 597.4 631.2 656.9 628.6
Consumption 1626 3494 360.3 3910 4172 4318 433.7
Private 244.4 244.4 252.7 270.2 287.1 3013 302.7
Public, including NPISH 1/ 1182 105.0 108.1 120.8 130.1 1305 1310
Investment 121.0 106.7 146.6 206.4 214.0 225.1 194.9
Fixed investment 140.9 134.4 141.5 197.8 2264 251.2 20G5.5
Change in stocks -19.9 277 51 86 -12.4 -26.1 -10.6
Net exparts of goods and non factor services 22.8 273 9.4 -46.6 444 -44.2 4.1
Exports of poods and non factor services 276.7 3160 3258 - 3249 371.0 4109 439.7
Imports of goods and non factor services 269.5 288.7 316.4 3715 4154 455.1 443.8
Gross domestic product at market prices 460.8 4834 516.8 550.8 586.8 612.7 624.5

(Annual percentage change)
Domestic demand 57 112 177 57 41 -4.3
Consumption -36 3.3 84 6.7 35 0.4
Private 0.0 34 69 63 49 0.5
Public 112 3.0 11.8 1.7 03 0.4
Investment -11.8 374 40.8 3.7 52 -13.4
Fixed investment 4.6 53 198 145 116 =182
Exports of goods and non factor services 142 3.1 0.3 142 10.8 7.0
Imports of goods and non factor services -3.6 9.6 17.4 11.8 9.6 -2.5
GDP at market prices 49 6.9 6.6 6.5 4.4 1.9

Sources: Slovak Statistical Office; and staff estimates,

1/ Non Profit Institutions Serving Households
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Table A3. Slovak Republic: Gross Domestic Product by Sectors, Constant Prices

1995 1996 1997 1993 1999

(In billions of 1955 koruny)
Gross domestic product 516.8 550.8 586.8 612.7 624.5
Agriculture 28.8 28.6 258 285 304
Industry 166.3 167.1 171.0 172.5 186.1
Mining and quamrying 5.1 6.1 6.1 6.4 74
Manufacturing, of which: 139.5 133.1 143.1 149.9 153.5
Food 234 24.5 238 250 26.9
Chemicals and plastics 340 314 33.0 325 2.5
Meta! products 19.1 19.2 204 192 152
Machirery and vehicles 25.5 27.6 29.8 349 387
Electricity, water and gas 218 229 21.8 16.3 252
Construction 3.7 23.7 273 253 17.624
Services 2980 3315 3596 3864 3903
Market services 158.6 230.6 2524 2756 280.8
Transportation 321 336 338 36.6 359
Communications 1909 14.4 162 12.0 9.1
Wholesale and retail trade 929 120.9 126.7 133.0 133.1
Other market services 62.6 61.7 757 87.1 9238
Non-market services 63.4 66.2 74.6 78.2 77.0
Other 1/ 36.0 346 . 327 326 324

(In percent of GDF)

Agriculture 5.6 52 4.9 47 49
Industry 322 303 29.1 282 208
Mining and quarrying 1.0 11 1.0 1.0 1.2
Manufacturing 27.0 251 244 24.5 246
Food 4.5 4.5 4.1 4.1 43
Chemicels and plastics 6.6 57 5.6 53 47
Metal products 3.7 35 35 31 3l
Machinery and vehicles 49 5.0 5.1 5.7 64
Electricity, water and gas 42 42 37 27 4.0
Construction 4.6 43 47 4.t 23
Services 517 502 613 63.1 62.5
Market services 384 41.9 430 45.0 45.0
Transportation 6.2 6.1 5.8 6.0 27
Communications 21 26 28 29 3l
Whalesale and retail trade 18.0 22.0 2l.6 21.7 21.3
Other market services 12.1 112 12.9 14.2 14.9
Non-market services 123 120 12.7 12.8 123
Other 1/ 7.0 63 5.6 53 52

Sources: Slovak Statistical Office; and staff estimates.

1/ Imputed banking services charges, indirect taxes, and own supplies.
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Teble A4. Slovak Republic: Gross Domestic Product by Sectors, Current Prices

1993 1994 1995 1996 1997 1998 1999

(In billions of koruny)
Grose domestic product 369.9 4413 516.8 575.7 653.9 7174 779.3
Agricutture 17.3 29.3 288 299 3L6 316 332
Industry 113.1 125.8 166.4 1729 1841 191.3 2156
Mining and quarrying 4.6 3.8 5.1 6.0 6.1 6.3 7.5
Mamufacturing, of which: 727 106.4 139.5 1442 1546 166.7 178.1
Food 2.4 126 234 256 26.4 253 32.2
Chemicals and plastics 142 136 34.0 339 36.9 36.9 36.9
Metal products 124 14.7 19.0 20.8 220 215 214
Machinery and vehicles 15.7 19.2 255 285 31.7 384 45.6
Electricity, water and gas 35.8 156 21.8 227 235 1383 30.0
Construction 175 20.1 23.7 273 345 355 313
Services 2220 266.1 2979 3456 411.9 459.1 499.2
Market services 156.6 191.2 198.5 240.5 289.5 3325 3649
Transportation 225 289 321 336 35 394 4.6
Commmunications 72 23 109 14.4 17.2 20.5 235
Wholesale and retail trade 96.1 1157 929 127.9 142.2 1580 1685
Other market services 0.8 373 62.6 64.6 942 114.5 1280
Non-market services 490 531 63.4 69.6 90.7 90.7 243
Other 1/ 16.4 21.8 36.0 355 31.7 e 40.0

(Ir: percent of GDP)

Agriculture 47 6.5 5.6 5.2 4.8 4.4 4.3
Industry 306 285 322 30.0 282 267 277
Mining and quarrying 1.2 0.9 10 1.0 0.9 0.9 10
Manufacturing 197 24.1 27.0 250 236 23.2 29
Faod 23 29 4.5 4.4 4.5 4.1 4.1
Chemicals and plastics 3.8 42 6.6 59 5.6 5.1 4,7
Metat products 34 33 37 36 34 3.0 27
Machinery and vehicles 42 4.4 49 5.0 49 53 5.8
Electricity, water and gas a7 35 42 39 36 2.5 39
Construction 4.7 46 46 4.7 53 4.9 4.0
Services 60.0 603 576 60.0 63.0 64.0 64.1
Market services 423 43.3 384 4L.8 443 46.4 45.8
Transportation 6.1 6.3 6.2 18 0.5 5.5 5.7
Communications 1.9 1.9 21 2.5 26 29 30
Wholesale and retail trade 26.0 6.2 180 222 217 2.0 21.6
Other market services 83 8.5 121 112 144 16.0 16.4
Non-market services 13.2 120 123 12.1 13.9 126 12.1

Other 1/ 4.4 49 7.0 6.2 4.9 5.0 51

Sources: Slovak Statistical Office; and stafT estimates,

1/ Imputed banking services charges, indirect taxes, and own supplies.
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Table AS, Slovak Republic: Investment by Sector
1993 1954 1995 1995 1997 1998 1999
(In billions of koruny}
Total investment, naticnal accounts 101.0 101.8 146.6 226.7 2529 2827 2833
Total 126.1 1357 163.0 2423 2813 3183 2771
Agriculture 49 6.1 6.4 84 2.9 9.8 7.5
Industry 57.0 57.1 65.7 855 95.3 1255 160.1
Mining and quarrying 21 24 42 6.8 6.9 36 16
Manufacturing 37.8 28.0 348 489 56.0 69.6 70.8
Electricity, water and gas 17.1 26.7 26.7 203 324 523 217
Construction 4.1 5.0 5.1 71 8.0 76 4.7
Services 60.1 67.5 35.8 1413 168.1 1754 164.8
Market Services 41.5 49.8 61.0 952 1156 119.9 (1218
Financial intermediation 16.0 134 17.1 250 258 26.7 273
Real estate 14.1 13.5 14.5 203 255 274 328
Trade and repairs 4.5 63 1.7 14.9 228 271 342
Hotels and restaurants 1.1 1.0 1.5 29 32 26 30
Transport and communications 11.8 156 20.2 321 333 361 243
Non-Market Scrvices 18.6 17.7 24.8 46.1 52.6 35.5 430
Public administration and defense 5.6 6.4 9.7 252 292 30.7 22.9
Educsation 22 23 41 6.0 6.5 6.9 5.5
Health and social work 34 35 5.0 7.5 8.6 8.6 6.1
Other social services 74 3.5 6.0 7.4 8.2 93 8.5
(In percent of total)

Buildings 459 44.7 455 40.6 41.6 403 391
Machinery 46.8 47.1 478 479 495 51.9 53.1
Other 73 8.2 6.7 115 89 7.8 78

Memorandum items (in billion Sk, uniess otherwise indicated):
Public 734 69.5 79.9 120.0 1283 135.2 100.8
(in percent of total investment) 622 512 45.0 49.5 456 424 364
Private 47.7 66.2 83.1 1223 153.0 183.1 176.3
(in percent of total investment) ns 48.8 510 50.5 34 576 -63.6

Source: Slovak Statisticat Office.
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Table AS. Slovak Republic: Employment by Sector

STATISTICAL APPENDIX

1991 1892 1993 1994 1995 1996 1997 1998 1999
(In thousands)
Total economy 1/ 2,008.0 2,013.0 2,012.0 19770 2,020.0 2,036.0 2,041.0 20320 1,988.2
Enterprises with 20 and more employees 2/ 1,818.0 1,645.0 1,606.0 1,515.0 1,503.0 1,488.0 1,448.0 1,435.0 1388.0
Agriculture 287.0 245.0 209.0 183.0 171.0 157.0 140.0 126.0 111.0
Industry 656.0 576.0 547.0 517.0 $22.0 5140 497.0 484.0 460.0
Mining and quarrying 340 30.0 24.0 21.0 20.0 21.0 210 200 170
i 583.0 508.0 478.0 451.0 458.0 449.0 43L.0 417.0 3930
Electricity, water and gas 39.0 38.0 45.0 450 44.0 4.0 45.0 47.0 48.0
Conatruction 151.0 128.0 106.0 9.0 88.0 86.0 85.0 83.0 70.0
Services 328.0 2920 3300 3120 300.0 307.0 306.¢ 314.0 315.0
Finzancial services and insurance 120 150 20.0 250 270 3i.0 33.6 340 35.0
Real catate 84.0 77.0 65.0 6.0 60.0 63.0 €1.0 63.0 5.0
Trade and repairs 131.0 101.0 88.0 78.0 69.0 2.0 74.0 79.0 83.0
Hatels and restaurants 150 140 120 11.0 11.0 1.0 1L0 120 12,0
Transport and communications 86,0 85.0 141.0 136.0 133.0 1300 1210 126.0 124.0
State administration 386.0 405.0 414.0 410.0 422.0 424.0 420.0 429.0 4280
Administration 47.0 59.0 77.0 710 730 810 84.0 84.0 810
Education 1840 184.0 169.¢ 1720 174.0 175.0 174.0 179.0 180.0
Health 117.0 126.0 129.0 127.6 122.0 114.0 110.0 1i4.0 1170
Other social services 330 36.0 39.0 40.0 48.0 4.0 520 20 50.0
Enterprises with up 1o 19 cmployees 3/ 6.0 47.0 83.0 107.0 157.0 167.0 155.0 1540 155.0
Privatc cntrepreneurs 4/ 184.0 320.0 3230 3550 360.0 381.0 438.0 42,4 445.0
(I percent of total ¢employment)
Tetal economy 100.0 100.0 100.0 100.0 100.0 160.0 100.0 100.0 100.0
Enterprises with 20 and more employess 2/ 0.5 §1.8 79.8 76.6 74,4 73.1 70.53 70.7 69.8
Agricubure 14.83 12.2 104 53 8.5 .7 6.9 62 5.6
Industry 327 28.6 212 262 25.8 252 244 23.8 231
Mining and quasrying L7 15 12 il La 10 1.0 1.0 0.9
Manufacturing 29.0 25.2 3.2 2% 27 n1 211 205 199
Blectricity, water and gas 1.9 1.9 22 23 22 22 2.2 23 24
Construction 7.5 54 53 47 4.4 4.2 4.2 41 35
Senices 163 14.5 16.4 15.8 149 15.1 150 155 16.0
Financial zervices and insurance [+X3 0.7 1.0 L3 L3 1.5 1.6 L7 1.8
Real estate 4.2 3.8 3.4 31 3.0 31 3.0 31 33
Trade and repairs 6.5 5.0 44 3.9 34 35 3.6 3.9 4.2
Hotels and restavrants 67 0.7 0.5 0.6 0.5 0.5 0.5 0.6 0.6
Transport and comenunications 43 4.2 7.0 6.9 6.6 6.4 6.2 6.2 6.2
State administration 19.2 20.1 20.6 20.7 20.9 20.8 20.6 211 21.5
Administration 23 29 38 36 39 40 4.1 4.1 4.1
Education 9.2 9.1 34 8.7 8.6 B 8.5 8.8 91 -
Health 5.8 6.3 6.4 6.4 6.0 5.6 5.4 56 5.9
Other social services 19 1.8 19 2.0 24 27 25 2.6 25
Enterprises with up to 1% employees 3/ 03 23 4.1 54 7.8 82 7.6 76 7.8
Private entrepreniours 4/ 5.2 159 16.1 180 17.8 18.7 21.5 21.8 224

Saurves: Slovak Statistical Office; and staff eatimates.

1/ Average number of emplayed, Mudingpmommpluycdbymeprmmmdmepmmmcmsdvu, excluding women on matemity icave,

apprentices and anmed forces.

% Untilt 1996, the data is for enterprises with 25 and more employces.

¥y Unﬂl%ﬁ,thcdaﬂisformﬂapﬁuawﬂhuptol#ﬂnplm :
4/ Estimatc.
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Table A7. Slovak Republic: Average Monthly Wages

1991 192 1993 1994 1995 1996 1897 1008 1999
{In koruny)
Total economy 1/ 3,770 4543 5379 6,294 7.195 8,154 9,226 10,003 10,728
Enterprises with more than 20 employees 2/ 3,776 4,483 5275 6,160 7,144 8,221 9,356 10,212 10,945
Agriculture 3,77 4,149 4,556 5,191 5,335 6,579 7363 7930 8,541
Industry 3,836 4,535 5496 6,464 7477 8,508 9527 10,37 11,349
Mining and quarrying 4,445 5458 6,482 7,383 8,521 9,382 10,485 11,053 12,008
Manufacturing ’ 3757 4370 5234 6,193 7,194 8,230 9,197 10,001 10,940
Electricity, water end gas 4,480 6,006 1,767 8,766 2,905 10,902 12,212 183,371 14,515
Construction 3,845 4,617 5,533 6,502 7489 872 2,970 10,619 10,854
Services 3,553 4,458 5,583 6,775 3,012 9,525 10,971 12,109 13,087
Financial services and insurance 5,260 7,667 10,386 1.770 13,529 15,328 17,885 19,487 20,168
Real estate 3,733 4,516 5,559 6,642 7,883 5,648 10,710 11,970 12,933
Trade and repairs 3388 4,048 4,848 5748 6,848 8,500 10,094 1,122 12,150
Hotels and restaurants 3,169 3,843 4,474 5192 5,746 5958 7,743 8,363 9,087
Transport and comimunications 3,840 4,427 5,467 6,434 1742 8810 10,089 11,18 12,184
State administration 3,758 4,584 5,035 56T 6,576 7442 8573 9,241 9,546
Administration 4,189 5,110 6,179 7,350 8,350 9,818 11,240 12,362 13,005
Education 3,547 4,448 4,706 5,157 6,205 7,005 7.7 8,247 8459
Health 391 4,605 4,813 5443 6274 6,947 B3T3 8.674 8,693
Other social services 3,683 4342 4931 5,626 5,805 6,337 Ty 8,866 9,853
Enterprises up to 19 employees 3/ 2,844 5118 6,675 9,039 9,074 9,722 11,528 1L42 12,070
Frivate entrepreneurs 4/ 4,000 4,950 5.850 5,900 6,300 6,773 7.454 8262 3970
Memorandum item: ]
Minimwm wage 2,000 2,200 2,450 2,450 2,450 2,700 2,700 3,000 3,600

Sourges: Slovak Statigtical Oifice, and stafT estimates.

1/ Since 1997, the puyout ssocinted with profit sharing is not included in the average monthly wage, and, ac of January 1998, rewards for standby services are exchuded to
2/ Tn 1997, for enteprises with 20 or more smployees

3/ Until 1996, for enterprises up to 24 employees

4/ Estimate.
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Table A8. Slovak Republic: Unemployment and Vacancies

1950 199} - 1992 1993 1954 1995 1996 1997 1998 1999 1/
(B thousands, end of period)

Populstion 1/ 5,309 5,289 5,308 5336 5,356 5,375 5,381 5,388 5,393 5,399
Labor force 2,533 2,559 2,503 2.556 2,510 2,544 2576 2,786 2507 2,662
Employment . 2,495 2,257 2,064 1,950 1,976 2,022 2.049 2,439 2,048 2,04
Unemployment 2/ 3/ 38 302 260 368 371 333 330 3438 407 511
Receiving benefits 2/ 25 246 87 3 85 %0 94 93 120 145

Receiving social aliowances 2/ 12} 140 172 147 135
Vacancies 2/ 14.6 82 16.0 30 120 150 140 190 1.0 57

(In percent)

Participation rate 2/ 47.7 484 472 47.9 45.9 473 479 51.7 483 42.3
Themplayment rate 2/ 4/ 1.5 1.8 10.4 144 148 131 128 125 15.6 122
Vacanty rste 2/ 0.6 03 &6 03 0.5 0.6 D5 0.7 0.4 02

Sources; Startistical Office of the Stovak Republic; and National Labour Office.

1/ Preliminary.

2/ Data from the National Labor Office.

3/From 1997 onwards, the data refers to the munber of unemployed available for work.

4/ From 1957 cstwards, the data is calculated based on Ihenumberofummployedwnﬂahle for work.



Table A9. Slovak Republic: Profits and Losses of Enterprises 1/

Profits _ Loss Net

1996 1997 1998 1999 1996 1997 1998 1999 1995 1997 1998 1999
(In billions of koruny)

Total ccononry 925 89.3 80.3 126.3 -46.6 -48.5 -66.5 ~17.1 45.9 40.8 13.8 492
Total economy, without financiat services 67.0 71.6 38.2 732 -33.0 393 -52.8 -50.7 340 323 5.4 225
Agriculture 1.6 25 1.7 1.8 42 -3.5 =3.1 -1.8 2.6 -1.9 -14 <20
Industry 397 394 27 426 -196 -23.8 -303 219 20.1 15.6 24 207
Mining and quarrying 1.1 1.1 0.9 0.9 03 0.7 0.3 04 0.8 04 0.6 0.5
Manufacturing 18.9 222 20.7 26.2 -19.2 227 -29.1 -21.2 4.3 0.5 -84 50
Electricity, water and gas 19.7 16.1 111 155 -1 0.4 0.9 0.3 196 15.7 30.2 15.2
Construction 3.5 4.1 32 31 -1.1 09 =20 24 2.4 32 1.2 0.7
Services 1.7 433 427 78.8 217 -20.3 =311 -49.0 260 3.0 11.6 208
Services, without financial services 22 25.6 20.6 257 8.1 -1t.1 -17.4 <26 14.1 14.5 32 3.1
Trade and repairs 87 1.1 10.1 12.4 27 2.6 -5.4 -110 6.9 8.5 47 14
Hotels and restaurants 05 0.3 0.4 0.6 03 0.3 0.4 0.4 0.2 0.0 ¢.0 0.2
Trapsport and communications 10 8.7 4.6 6.2 2.7 5.8 $2 -74 43 9 -3.6 -1.2
Financial services 2/ 25.5 177 221 531 -13.6 9.3 -13.7 -26.4 11.9 835 8.4 6.7
Real estate 5.1 42 38 30 -1t -1.2 <246 27 4.0 3.0 1.2 2.3
Other services 0.9 1.3 1.7 1.5 -1.1 04 0.] 0.9 0.4

-1.3 -1.2 0.8

Sowrce: Statistical Office of the Slovak Republic.

1/ Emterpriscs with 20 or more employees including subsidized public organizations.
2/ Data for financial intermediarics refer o all enterpirses, rather than only to enterprises with 25 or more employees

- €0T -
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Table A10. Slovak Republic: Number of Enterprises 1/

1995 1996 1997 1998 1999 2/
Total economy 43,636 47,866 53,819 60,334 58,333
Agriculture _ 1,931 3,603 3,682 3,642 3419
Industry 7476 7,718 8,463 9,196 8,876
Mining and quarrying ’0 88 99 105 99
Manmufacturing 7,318 7,541 8,264 8,948 8,639
Electricity, water and gas 78 8¢ 100 143 138
Services 34,229 36,545 41,674 47,496 46,038
Fmancial services and insurance 614 601 563 529 546
Real estate 6,060 6,916 8,205 9,803 10,206
Trade and repairs 20,266 21,232 24,114 27.254 25,392
Hotels and restaurants 1,101 1,157 1,307 1.487 1,462
Transport and communications : 1,613 1,437 1,679 1,926 1,864
Other 4,515 5,202 5,806 6,457 6,658
Private enterprises 42,054 46,185 52,362 58,970 57,137
Public enterprises 1,581 1,681 1,457 1,364 1,196
(In percent of total)
Private enterprises _ 96.4 96.5 97.3 977 979
Public enterprises 36 3.5 27 23 2.1

Source: Statistical Office of the Slovak Republic.

1/ Profit-oriented organization, included subsidized anes, for which revenues exceed 50 percent of costs reported.
2/ Estimate.
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Table Al1. Slovak Republic: Electricity Production and Consumption

- 1995 1996 1997 1968 1999
{In millions of kilowatt hours)
Production 26,306 25,278 24,822 25,465
Thermatl 9,561 $.396 9,537 9,221
Hydro 5,226 4,533 4,358 4.567
Nuclear 11,437 11,261 10,797 11,394
Other 82 88 130 283
Exports 2,065 698 374 157
Imports 3,448 4,220 4,429 1,447
Losses 1,715 1,627 2,082 2,039
Domestic consumption 21,730 23,479 22,840 21,020
Agricultare 904 354 1,136 844
Industry 2/ 8,940 10,334 9,870 9.265
Households 4,998 5,451 5,507 5,619
Other 6,888 6,840 6,327 5292
{In percent of production)
Production 100.0 100.0 100.0 100.0
Thermal 36.3 37.2 384 36.2
Hydro 19.¢ 179 176 17.9
Nuclear 43.5 445 43.5; 44,7
Other 0.3 0.3 0.5 L1
Exports 7.8 2.8 15 0.6
Imports 13.1 16.7 17.8 5.7
Losses 6.5 6.4 8.4 5.0
Domestic consumption 826 92.9 92.0 82.5
Agriculture 3.4 3.4 46 3.3
Industry 1/ 34.0 40,9 398 36.4
Households 19.0 216 222 221
Other 26.2 27.1 255 20.8

Source: Statistical Office of the Slovak Republic.

1/ Excluding construction
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Table Al12. Siovak Republic: Agricultural Production

1994 1955 1996 1997 1998 1993

Vegetable products (in theusands of tons)
Grain, of which: 3,700 3,490 3,322 3,741 3,488 2,829
Wheat 2,145 1,938 1,713 1,886 1,789 1,187
Rye 96 89 71 84 96 70
Barley 74 794 718 687 875 724
Com : 521 597 750 819 637 779
Sugar beets 1,112 1,176 1,713 1,688 1,331 1,405
Potatoes 399 441 777 504 412 385
Animal production
Meat (in thousands of tons) 417 398 410 412 375 352
Beef 122 108 111 116 104 %0
Veal s 3 4 5 4 3
Pork 290 287 295 251 267 259
Milk (in millions of liters) 1,155 1,151 1,125 1,116 1,142 1,073
Eges (in millions) 1.606 . 1,608 1,618 1,579 1,544 1,166

Scurce: Slovak Statistical Office.
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Table Al3. Slovak Republic: GDP Deflator

1993 1994 1995 1986 1997 1958 1999
(1995 = 100)
Domestic demand 80.5 g2l.6 100.0 106,5 1143 121.4 130.3
Consumption 79.6 904 100.0 104.7 1123 119.2 128.1
Private 803 50.8 100.0 105.9 1123 112.5 130.6
Public 78.1 289.4 100.0 . 1021 112.4 118.5 122.2
Investment 83.5 95.4 100.¢ 105.8 118.2 125.6 135.1
Fixed investmertt 85.7 96.3 100.0 107.5 1116 116.4 125.2
Change in stocks
Net exports of goods and non factor service 89.5 £3.9 100.0 129.8 152.0 181.2 963.4
Exzports of goods and non factor services 823 90.7 100.0 1028 107.0 1112 114.8
Imports of goods and non factor services 2.8 91.3 100.0 106.2 111.8 1180 122.7
Gross domestic product at market prices 0.1 91.1 100.0 104.5 111.4 1171 124.8
(Annual percentage change)

Domestic demand 13.7 92 6.5 7.3 6.2 7.3
Consumption 136 10.6 4.7 72 6.2 74
Private 13.1 10.1 59 6.0 6.5 93
Public 14.5 11.8 2.1 100 5.5 3.1
Investment 14.3 438 9.8 1.6 63 7.6
Fixed investment 124 39 7.5 318 43 76
Net exports of goods and nonfacbor service
Exports of goods and non factor services - 10.2 10.3 2.8 4.1 39 33
Imports of goods and non facter services 182 8.5 6.2 53 5.5 4.0
Gross domestic product at market prices - 13.8 9.7 4.5 6.6 5.1 5.0

Source: Fund staff estimates.
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Table A14. Slovak Republic: Consumer Price Index

1590 1991 1992 1993 1994 1995 1996 1997 1998 1999
Total 106.6 1712 188.6 232.0 263.7 290.1 306.8 325.5 3473 3843
Food 110.5 163.4 174.5 2120 246.8 2759 287.1 302.6 319.5
Nen-~food 103.6 184.5 2024 2438 2754 2083 3193 3385 350.8
Services 103.8 146.7 1763 226.5 2514 273.9 289.7 310.0 3351
Public catering 10%.3 169.2 180.3 2448 2774 310.3 3279 339.7 359.1
Total 6§06 10.2 23.0 13.7 10.0 58 6.1 6T 10.7
Food . 419 6.8 215 16.4 11.8 41 54 5.6 -
Non-food 78.1 98 203 13.0 85 6.9 6.0 &4
Services 413 20.5 28.1 11.0 89 58 7.0 81
Public catering 548 6.9 354 13.3 1.9 5.7 36 - 57

Source: Statistical Office of the Slovak Republis,
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Table Al5. Slovak Republic: Producer Prices and Fnergy Prices

STATISTICAL APPENDIX

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
{1995 = 100)

Agrioulture 626 76 7.3 874 96.8 100.0 105.4 1113 1120 105.0
Plant products 70.4 4.0 T8 933 g8.1 100.0 1099 116.8 1086 106.0
Animal products 67.2 69.8 751 §3.1 95.9 100.0 102,1 108.1 111.7 110.4

{December 1995 = 100)

Industry 394 66.5 70.6 81.9 2.0 98.1 1022 106.8 1103 114,%
Mining and quarrying 763 80.2 915 9.5 106.1 103.2 1057 106.2 108.2
Manufacturing 65.6 6R.6 80.7 89.8 982 102.6 106.8 1101 113.8
Elgctricity, gas and water 81.0 935 1023 95.8 99.6 99.3 106.9 111.8 118.5

{Average of 1995 = 100)

Construction
Works 41.5 5.7 62.7 77.8 86.3 96.7 1112 1220 132.7 1473
Materialy 395 64.7 69.3 78.7 B39 2.4 103.5 1114 119.4 1216

(Axannal percentage change)

Agricnlture 4.4 6.6 14.5 10.8 33 54 56 -0.3 -1.8

Indhwtry 68.8 53 17.0 99 9.0 42 4.5 33 3.8

Construction works 39.0 87 24.1 10.5 121 15.0 2.7 8.8 11.0

(In koruny per unit)

Petroleum
Gasoline, 91 actanc {liter) 10.47 16.00 1622 18.68 18.68 18,35 19.76 21.27 2122
CGasoline, 95 octanc {liter) 11.78 18.00 18.22 19.5% 19.50 19.45 20.86 2233 22.05
Dicsel (titer) 5.49 15.00 14.68 1591 15.80 1711 18.52 21.02 20.60

Electricity (MWh)

Houscholds 497.0 845.0 845.0 1,018.0 1,018.0
Enterprises 8400 14336 14330 14550 14550

Natural gas (1000 m3)

Households 900.0 2,075.0 20750 2,190.0 2,190.0
Enterpwisea 2,530.0 3,350.0 3,350.0 3,550.0 3,550.0

Central Heating
Households 210 89.0 89.0 120.0 140.0 140.0 140.0 140.0 3/ 165.0 2/ 200.0 3/
Enterpriscs 140.0 180.0 197.0 200.0 200.0

Source: Statistival Office of the Slovak Republic.

"1/ From Aupuat 1, 1997, the prioc was Sk 150 per unit.

2/ From Janvary 1, 1998.

3/ From July 1, 1999, the price was Sk 290 per unit.



Table Al6. Slovak Rapablic: General G R e, 1995-99

In bilticns of koramy In percent of GDP In pescent of total
1995 1996 1997 1998 1999 1995 1996 1997 1998 1999 1995 1596 1997 1998 1999
Estimate Estimats Estimute
Totel revenue 251.7 2745 293.4 304.1 3357 487 477 Ho 424 431 1800 1008 10048 1090 1000
Tex revenus 2171 2364 2513 266 1 2750 4240 41.1 384 37.1 353 863 B6.1 B85Y 815 89
Indireet taxes 723 03 768 123 311 4.0 122 1.7 109 108 287 A3 262 258 251
VAT 523 8.7 549 553 89 164 335 B4 1.7 16 208 1.7 187 182 176
Excise taxes 200 26 s nl 52 39 38 4 32 a2 18 19 75 T8 15
Direct texer R 385 849 610 8.5 643 113 13 93 9.6 89 22 e s 225 206
Corporate income tax 352 Mg 24.4 250 Az 6.8 5.0 A7 36 3D 14.0 127 83 B.5 6.9
Prersonsi income tax nz2 nt 366 42,5 46.1 4.5 52 56 39 59 82 1.0 125 14.0 13.7
Wage income 157 203 256 9.5 31.6 g 35 s 41 4] 62 Ta 87 .7 94
Evtreprensurial income 36 47 53 54 46 67 08 08 07 05 i4 Ly 18 12 14
Capital income 39 5.1 57 16 28 08 09 (1} 1.1 1.3 16 is 19 2.5 2%
Impert dutiss and surchargs 85 49 128 1.7 125 T 1.7 p L L6 L6 35 36 a4 ig ar
Road tax LS 1.5 25 1¢ 18 03 03 a4 b4 D.4 06 17 09 05 o8
Cther taxes 4.2 48 42 43 9 o8 0.8 0.6 08 a5 1.7 17 14 15 15
Social security contributions 7139 85.0 940 100.5 1013 135 148 44 o 13.0 85 310 20 320 302
HNontax revenne 6 oA | 421 80 50.7 6.7 66 6.4 33 T8 137 139 143 125 131
Bud, y and mubmadized 1L9 L8 22 53 42 23 a3 03 [ & 05 4.7 0.5 1+ 1.7 13
Interest a9 i2 0.7 12 L3 02 62 0.1 0.1 0z 03 04 ¢l o4 o4
Fees and fmer kR 7.1 5.6 5.1 78 ['] 1.2 0y a7 19 16 28 L 17 13
NBS profits 14 4 1.1 10 177 a3 04 [1%] 01 s 06 a 04 23 i3
Other 164 257 3z3 %54 19.6 32 435 30 35 25 65 a4 11.1 B4 58

Sources; Data provided by the Slovak Ministry of Finance; and staff estimates.
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Table Al7. Slovak Republic: General Go Expenditnre, 1995-99
I Inllions of karony In pevcent of GDP In parcest of total

1995 1996 1997 1998 1959 1995 1996 1997 1598 1999 1995 1996 1997 1598 1999

Brtimate Estimate. Eatimiate

Total expenditore and net lending 249.7 282.2 3274 o2 363.7 483 490 561 474 487 100.0 100.0 1000 100.0 1060
Current expenditnres 22532 2480 276.7 2929 309.3 436 43.1 423 40.8 391 90.2 829 845 85.1 830
Conmumption 1128 120.53 144.8 1418 1428 218 209 212 193 183 4352 427 442 417 393
Groe WagEs 287 32 50.7 565 554 55 58 17 18 T1 115 118 155 16.6 152
Heglth care 215 36.7 459 4“7 43.6 53 64 10 6.2 56 110 3o 140 131 12,0
Education I/ 17 19 2 1% 2.5 1.5 0.3 03 13 0.3 3l 07 0.7 0.5 o
Other 49,0 486 451 39.0 412 9.5 84 7.0 54 53 195 17.2 14.1 115 113
Subsidies to smterprises 194 24.0 26.1 26.1 2.2 38 42 4.0 386 34 7B 85 3.0 77 12
Agricaltare 14 6.0 70 68 7.6 14 14 11 1.0 1.0 30 21 21 2.0 21
Indnstry 0d 03 03 0.3 03 01 00 0.1 0.0 6.0 0.1 ot 18] 8l 0]
Transporintion 30 19 2.2 22 22 06 0.% 23 a.3 03 12 1o .7 0.7 0.5
Henting 25 43 4.2 34 18 0.7 08 06 (1A} 9.2 L4 L5 L3 1.0 B.5
Other (including vinte finds) 52 1.5 123 133 14.2 140 15 19 L# 1B 21 37 38 a9 39
Interest 122 127 123 175 133 24 2.2 L9 24 30 49 45 38 51 6.4
Social expenditnres B0.7 08 95 107.5 nis 156 158 143 150 15.0 323 322 286 3Ls 322
" Pensionz 413 46.1 51.0 56.9 519 g4 g0 7.8 9 T 17.3 163 15.6 16.7 17.0
Labor policies 55 74 7.1 78 78 1 13 11 L1 1.0 2.2 26 22 23 21
Unemployment benefits 5.3 74 10 55 7.3 1.1 13 05 08 0% 22 25 12 1.6 20
Active policies 00 0.0 il 23 05 0.0 B} 03 03 0.l 1.0 L1 11] 99 07 0.4
Sickness benefits 57 T4 8.1 2.0 9.5 11 13 12 13 12 13 6 25 16 26
Social assistance 113 11.7 (] 164 203 12 4 17 23 2.6 45 48 33 [%:} 56
Other iate benefits 145 163 16.3 115 175 29 2.8 5 28 22 50 58 5.0 51 48
Investment expenditires 252 349 459 44.0 285 49 [-3 ) 19 61 37 10.1 124 140 129 19
Net lending 0.7 06 413 4 255 2.1 A0i [ v 05 33 0.3 0.2 L5 190 7.0
Lending 2/ 30 20 5.3 35 6.7 0.5 03 10 05 34 12 0.7 19 19 73
Repayments a7 1.6 1.4 i} 12 07 04 0.2 20 0.2 L5 09 [ 2] 0.0 0.3

Source: Data provided by the Slavak Ministry of Finunce; and staff extimates

1/ Excludes wages.
2/ Boginning 1998, it exclud
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Table Al8. Slovak Republic: Government Financial Assets in 1994-99

{In millions of kotuny, end of period)
1994 1905 1996 1997 1998 1959
Assets
Bank accounts of reserve character 4734 473.6 473.6 0.0 0.0 090
Countetpart depoaits on foreign loans 6,492.9 83415 94,3415 83.8 888 269.1 1/
SAL from the IBRD 793.5 7935 395 0.0 0.0 0.0
Borrowing from G-24 3,262.9 3,2629 3,262.9 83.8 g8.8 88.8
SAL from ths IBRD 2,436.6 2,5320 2,532.0 0.6 0.0 0.0
Bormowing from JEXIM BANK 0.0 1,753.1 1,753.1 0.0 0.0 0.0
Other bank accounts 536.6 534.3 5348 6,971.5 2934.5 1,239.1
Claims on foreign countries; other than CSOB 59.011.9 52,254.2 46,1504 52,6822 52,491.8 56,1432 2
Civil; nonconvertible 24,6830 23,3209 18,9543 19,233.1 16,575.2 15,945.4
Civil, convertible 9,307.2 87718 9,341,1 10,065.3 10,940.3 13134
Special; nonconvertible 118.7 1179 120.9 1242 100.7 103.3
Special; convertible 17,6543 18,3389 20,3259 22,970.9 24,748.1 27,5299
Clearing account; Czech Republic 5,862.3 1,2247 677 2886 1275 0.0
Other claims, including on FSU 1,38L4 480.0 0.0 0.0 0.0 0.0
Claims on foreign countrics; CSOB 3/ 29,775.7 28,556.9 28,583.8 31,8170 33,3487 52,082.8 &/
Nanconvertible 28,805.2 27,5559 27,534.6 31,817.2 32,7471 36,837.5
Convertible 970.5 1,00L0 1,649.2 §99.8 601.5 173.4
Participations in internationat banks 2,892.4 2177 2,308.1 24356 27205 2,966.5 5/
IBEC 317 324.1 3430 3584 380.3 365,
B 720.1 1.9 414.8 433.4 450.9 4416
EBRD 3352 467.8 5110 533.8 614.9 416
World Bank institutions 1,0053 087.9 1,034 L1100 1,265.4 1,4053
Deposits with domestic companies 7923 919.1 925.1 3,537.2 3,5278 24408
Recsivables from retumabls amsistance 643.3 1,389.0 3,456.% 2,4219 3,955.9 5,788.9
Receivables from statc guarzatecs 1,683.5 2,742.1 3,466.6 6,550.5 9,578.6 17,520.1
Securities held by the state 0.1 0.1 0.1 0.0 0.0 0.0
Other receivables 240,06 240.0 240.0 263.0 11,757.5 9,795.4
Totzl assets 102,562.3 103,323.2 6/  99,705.97 115,269.9 8/ 1296559 9/ 1BZ,647.8 10/
{as 2 percentage of GDP) 232 20.0 173 17.6 18.1 23.4

Source: Data provided by the Slovak Ministry of Finance.

1/ Includes counterpart deposits on forcign loans: “special” of Sk 108.1 million; and counterpart deposits of forcign loans:"civil” of Sk 72.2 million

2/ Includes claima on fercign countrics-loans performed and managed by the NBS of SK 5,248.3 million; and claims on Victnam Secialist Republic
of SK. 2.7 million.

3/ CBOB - Ceskoslovenska Obchodni Banka,

4/ Includes claims on foreign countries; CSOB managed by the NBS of Sk 942.3 million; other claims on CSOB of Sk 14,129.6 million

5/ Includes participation in social development fund of Sk 5.8 million; and in the socisl development reserve fund of Sk 3.1 million.

6/ Inclndes issucd treasury bills of Sk 5,700.9 million.

7/ includes issued treasury bills of Sk 1,442.3 miilion and sccounts receivable (Machovee) of Sk 783.1 millien.

B/ Includes issued treasury bills and bonds of Sk 6,053.9 million and accounts receivable (Mochovee) of Sk 2,448.4 million.

%/ Includes issued treasury bills and bonde of Sk 6,324.9 million and accounts receivable (Mechovee) of Sk 2,926.9 million,

10/ Includes issued treasury bills and bonda of Sk 7,338.7 million; acounts receivabic (Mochoves) of Sk 2,239.6 million; accounts receivabie (Electricity Industry)

of $K2,840.6 million.
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Table A19. Siovek Republic: Government Financial Lisbilities in 1994-99

(i millions of koruny, end of period)
1994 1395 1996 1997 199% 1999
Linbilities
Credit from the NBS 21,9032 6,871.1 5,495.0 5,495.4 0.0 0.0
Due to state lending abroad 00 0.0 0.0 na, na 0D
True to exchange rate changes 0.0 0.0 00 ns, na 0.0
Direct credit . 21,9032 6,371.1 5,495.0 5,495.4 .0 na
Slovak buadget deficit of 1991 68716 6,871.1 na ne. na na,
Federal budget deficit of 1592 0.0 0 na re ‘na na.
Slovek budget deficit of 1992 0.0 00 na na. na. na
T-bills issued in 1992 0.0 0.0 na. na na. na
Direct credit in 1992 0.0 00 na. na na na.
Budget deficit of 1993 15,025.6 0.0 ns. na na na.
Treasury bills issysd in 1993 [1X4] 04 na ns. nk na.
Direct aredit in 1993 15,025.6 0.0 na, na na na
Budget deficit of 1994 0.0 04 na ng na ne.
Treasury bills issued in 1994 0.0 00 na na na na.
Direct eredit in 1994 0.0 00 na ne. na nA
Credit from commercial banks 4,846.0 3,464.2 21685 1.807.0 14458 1,084.2
Related to CSOCB 1,554.7 9343 0.0 0.0 0.0 0.0
Investment Bank/KTUK Dolinska 2893 2,529.9 2,168.5 1,807.0 1,445.6 1,084.2
Bajance of payments support logns 15,663.6 16,485.3 174726 14,962.5 11,730.7 12,180.0
SALABRD 4,691.6 44576 4,7843 46955 44296 14,4319
EU 47036 4,757.6 4,945.7 23663 0.0 0.0
G-24 3,8343 31,4236 3,674.5 157126 R 0.0
ERLIBRD 2,4340 23774 25516 2,782.6 2,953.0 3.2403
TEXIM BANK o0 1,469.2 1,516.5 35454 3,825.3 4,501.8
Lisbilities related to CSOB 22,874.1 14,3392 11,5316 10,2060 7.710.1 57143
Convertible curtencies 18387.0 29213 7130 4,460.3 21126 35.1
Nan-convertible cumrencies 443871 44179 4,4186 5,745.7 5,.651.5 56792
Issued stute bonds 17,6922 54,3257 53,8949 61,683.7 ¥/ 922,303.8 89,5156 3/
KBV 5,205.6 4,200.0 4,200.0 1,500.0 1,500.0 0.0
Rehabilitation bonds 520.0 00 0.0 3.0 21.2 165
Budget deficit of 1991 11k ] 600.0 00 00 [11¢] 0.0
Bills of exchange, THRD participation 2302 2302 230.2 2300 2302 2300
Gabeikove, Turcek, Malinec 3,150.1 3,150.0 0.0 0.0 0.6 0.0
Bonds to refinance 1993 daficit 7,986.0 23,080.0 15,100.0 8.970.0 8,350.0 6,040.0
Bonds to refinance the 1994 deficit 0.0 23,065.5 23.065.5 23,068.5 14,2055 6,640.0
Bonds to finance 1995 deficit 0.0 0.0 38,2992 0.0 0.0 00
Bonds for roads Q.0 0.0 3,000.0 0.0 0.0 0.0
Treasury bills outside MBS 22890 14,8300 27,0006  43,053.0 19,940.0 16,127.0
Foreign loans B01.7 26155 29269 27396
Mochoves 8017 2,615.5 2,926.9 2,235.6
Tota] liabilities 105,871.1 i10,315.5 118,364.9 1496368 4/ 177,664.9 5/ 1923245 6/
(As a peroentage of GDF) 20 213 205 2.9 248 24.7
Net assets -3,308.8 -5,9923 -18659.0 -34,366.9 -4%,009.0 -9,676.7
(As & percentage of GDP) 0.8 -14 32 -53 -6.7 -1.2

Source: Data provided by the Slovak Ministry of Finance.

1/ Inctudes Sk 27,895 million bonds to refinance the 1996 deficit,
2 Includes Sk 62,996.9 million bonds to refinance 1998 bonds principel payment.
3/ Includes 8k 15,360 million bonds to refinance 1998 bonds principsl payment; Sk 61,229 million bonds to refinance 1999 principe] payment.
4/ Includes government Joan from Nomury {Sk 6,608.5 million), Matra Comnmnication loan {5k 2,652.7 million) and foreign loan (Sk 552,3 mitlion).
5/ neludes foreign issued bonds (Nomura} (Sk 32,958.2 million), Matrs Communication loan (Sk 2.996.8 million), and foreign loan (Sk 592.6 million). *
6/ Includes foreign lisbilities sbroad-loans of Sk 691.3 million; Matra Communication lom (Sk 2,861 4 million);
other lishilities {bonification of the morigege loans) of Sk 35 million; includes foreign issued bonds of Sk 61,826, 1 milkien,
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Table A20. Slovak Republie: Fiscs] Operations of the Central Government, 1994-95

(In millions af karuny, unless otherwise indicated)

1894 1995 1996 1997 1993 1999

Hstimate

Total revetie 135,938 154,684 155,908 159,545 166,008 22971
Tax revenue 114,587 136,499 140,128 145,466 152,978 160,437
Personal income tax 14,195 15,722 25,455 31,293 36,999 40,233
Wige tax 11,241 15,808 20,404 25,642 22372 30,389
Withhaolding tax on capital income 2,954 3,014 5,051 5,651 7,627 9,844
Corporate income tax 30,282 33,667 33,560 23,500 24,701 22,019
Indirect taxes 58,263 72,266 70,320 76,749 78,335 84,102
VAT 37,138 52,300 43,679 54,877 55,264 58,938
Excise taxes 21,125 19,966 21,641 21,872 23071 25,164
Custom dutiea and import surcharge 7164 8,754 9,804 12,515 11,664 12,534
Sacial security contributions 4,040 ) 0 o ) ¢
Other tax revenuc 643 2,080 900 L019 1,279 1,549
Nontax revenus 21,351 18,185 15,775 14,079 13,030 42,534
Tatal expenditure end net lending 135,533 157,063 166,980 175,687 182,413 217,059
Current sxpenditures 108,561 126,911 129,657 136,568 144,732 160,456
Wages 16,697 18,505 21,320 33,877 37,929 38,019
Soctal security contributions 4] 7,224 8,180 12,670 14,1958 13,440
Health, sducation B.172 8,306 2,395 2,873 2,056 3.027
Social expenditure 1/ 15,269 26373 28,523 25,390 31,810 35,866
Subsidies to enterprises 13,909 14,301 15,198 16,535 14,430 15,672
Stats equalization allowance 2,535 0 0 0 4] 0
Interest 16,683 12,000 12,101 11,614 16,626 22434
Other current sxpenditures 28,296 39,902 41,931 33,609 27,686 32,039
Capital expenditure 10,368 14395 20,705 16,290 13,713 8394
Investment projects 8,003 11952 17,557 12,314 8,841 6931
Transfers 10 enlerprises 2278 2443 3,148 3,47 2,372 1,413
Intragovernmental transfers 24,121 16,429 19,082 13,889 26,026 25,603
To local authorities 1,080 1,190 1,266 1,443 1,801 1,838
To social security sector 22,522 11,956 13,725 11,007 11,680 12,179
To state funds 2,519 3,282 4,091 6,440 12,545 11,535
Met Lending 2/ 2,517 -672 -2,464 4,941 -58 22,565
State budget overall balance 405 2,378 -11,072 17,142 -16,405 -14,038
In percent of GDP 01 0.5 -19 =26 -23 -1.8

Sources: Data provided by the Slovak Ministry of Finance; and staff estimates

1/ Includes social assistance and social benefits.
2/ Beginning 1998, it excludes invaked guaraniees.
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Tsble A21. Slovak Republic: Fiscal Operatiores of the Social Security Funds, 1995-99 1/

1995 1996 1997 1998 1999 1995 1996 1997 1998 1959
Estimate Estimate
{In millicns of koruny) (In_percent of GIF)

Health Fund '

Revenue 28,011 35,201 39,507 41,286 41,329 54 63 6.0 53 53
Contributions 26,002 34,449 37,581 39,737 40,959 5.0 6.0 57 55 5.3
Other 2,008 1,752 1925 1,54¢% 370 0.4 03 03 0.2 0.0

BExpenditure 26,808 36,229 45,221 44,211 43,148 52 €3 6.9 62 55

Balance 1,203 -28 -513% -2,925 -1,819 22 - .o 0.9 0.4 -0.2

Sickness Fund

Revenue 7.943 1945 10,181 10,722 10,640 1.5 14 16 1.5 14
Contributtons 7.693 7310 2,578 9,817 10,001 1.5 1.3 1.5 14 13
Other 245 636 604 205 638 0.0 0.1 0.1 0.1 01

Expenditure . 6,148 8,166 9,257 10,130 10,567 12 14 14 14 14

Balunce 1,794 =220 924 592 73 0.3 Q.0 Q1 a1 0o

Pension Fund

Revenue 44,852 51.568 52,106 57,204 57,134 8.7 90 80 3.0 73
Contributions 44,503 50,932 51,503 56,299 56,546 5.6 g8 79 7.8 73
Other 249 636 604 905 638 Q.0 01 0.1 0.1 0.

Expenditure 44,738 46,866 52,142 58,037 62,940 8.7 81 20 81 81!

Balapce 115 4,702 =36 -833 5,757 0.0 0.8 0.0 -0.1 07

Employment Fimd

Revenue 7,325 8219 8,547 9,026 8,846 14 14 13 13 1.1
Contributions 6,183 7157 7,535 8,030 7,937 1.2 12 1.2 11 10
Other 1,042 1062 1.011 956 209 02 02 0.2 Gl 0.1

Expenditure 6,203 7,695 8,218 897 9,106 1.2 13 13 13 12
of which: contributions 2 580 1,125 1,187 1,736 1,953 0.1 0.2 02 g2 03

Balance 1,022 524 <271 49 -260 02 ol 0.0 0.0 4.0

Total

R.evenue 87451 102,808 109,154 116,502 116,045 16.9 119 16.7 16.2 149
Contributiona 83,902 98,722 105,011 112,146 113,490 5.2 171 15.1 156 145
Other 3,549 4,087 4,143 4,355 2555 a7 0.7 0.6 0.8 03

Expenditures 83,317 97,832 114,257 119,618 123,808 151 17.0 175 16.7 159

Balance 4,134 4977 5,098 -3,116 -1.763 0.8 09 -0.8 0.4 -1.0

Sources: Data provided by the Public Expenditure Department st the Slovek Ministry of Finance; and steff estimates and projections.

V/ Bccial security funds includes heslth insurance companies, the sickness fimd, pension funds and the empioyment fund.
l’ComihlﬁmnmdcbytheEmploymthmdwﬂwHeahh,SidmcssanﬁPensionFmttnnbdmlfofmmplnybdpm
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Table A22. Slovak Republic: Fiscal Operations of the Staie Funds in 1996-99
{In milliots of kotury)

- Tratsfers Tatal Current Crpital Total
Ownrevemie  from Budget Revenue Expenditure Expenditro )/ Expenditure Balance

1996
Ennviromment Fund 9349 297.0 12918 588 1,1943 1,252.1 212
Fund for Culture "Pro Slovekia” 154 167 132.1 153.9 0.0 153.9 218
PFund for Physical Culture 462.8 183 4811 316 0.0 3116 169.5
Heoalth Fund 499.1 0.6 494.7 629 441.2 5041 4.4
Fund for Market Regulntion in Agricultire 1,762.2 658.5 2415.7 42427 0.0 42427 -1.827.0
Road Fund 448.5 13,1740 1,622.5 1,628.8 2,959.4 4,588.2 2,065.7
Forestry Fund 139.9 sl L0 6479 02 648.1 629
Fund for Agricularal Land Protection 626.2 25.2 6514 297.5 1301 4276 g
Fund for Water Management 63.3 200.2 263.5 1392 g75 226.7 368
Financia] Support Fund for Agricnlture 9476 1353 1,082.9 48 1,786.5 1,8613 -T78.4
Nucloar Waste Fond 15186 139.3 16579 0.7 656.1 656.8 1,001.1
Housing Fund 7 760.0 s 15 349.0 3548 417.2
Stats funds, total 7,430.2 4,091.2 11,521.4 7,6243 7,604.3 15,228.6 3,700.2
1997

Environment Fund 798.5 295 1,038.0 551 944.0 999.1 289
Fund for Culture "Pro Slovakia” 1419 100.0 2419 190.3 6.0 190.3 516
Fund for Physical Culture 489.5 16.5 506.1 594.5 90.8 685.3 -179.2
Health Fund 89.6 0.0 8.6 82 166.4 174.6 850
Fund for Market Regulation in Agriculture 3,198.7 1.250.0 4,448.7 427 0.0 4,112.7 336.1
Road Fund 1,664.0 2,600.0 4,264.0 25864 12,1354 15,1218 -10,857.3
Forestry Fund 454 450.0 495.4 941 0.0 594.1 -98.7
Fund for Agricultural Land F i 925.3 135.0 1,060.8 12718 040 L2718 -2110
Furd for Water Management 4392 380.0 8i9.z 09.9 369.4 8703 139.2
Financia] Support Fund for Agriculture 2102 200 930.2 749.7 396.7 1,146.4 -216.2
Muclear Wasts Fund 89677 8.2 $83.9 35 1,181.6 1,195.0 «208.1
Housing Fund 1,781.6 1,160.0 2,941.6 21.5 32468 32683 <3267
Stale funds, total 11,3812 64402 17,8214 10,8977 18,5410 29,438.7 -11,617.3
1958

Enviromment Fund 9839 150.0 11359 1203 967.2 1,081.5 4B.4
Fund for Culture "Pro Siovakin® 84.4 140, 2245 194.3 216 2159 85
Fund for Physical Culture 2910 175 3085 305.5 0.1 305.5 29
Health Fund 2BE ELN 538 21.1 317 52.8 10
Fund for Market Regulation in Agricalture 1,585.5 4.0 2,389.5 22756 -322.0 1,953.6 435.8
Road Fund 1,794.1 3,300.5 7,554.6 32,7913 12,641,0 16,4323 E83T7
Forestry Fund 20.0 4829 5479 5379 0.2 538.0 99
Pund for Agriculturel Land Protection 1.022.7 0.0 1,022.7 130.8 7955 826.3 96.5
Fund for Water Managsment 601.6 188.2 TBI.E 197.7 5547 752.4 374
Finanieial Support Fond for Agriculure 1,026.8 0.0 1,026.8 750.8 $0.0 240.8 1860
‘Muclear Waste Fond 2,973 150.0 3,122.3 701.6 1,003.1 1,704.7 1L417.6
Housing Fund 2730 4,746.0 5,019.0 38,1 71567 7.194.8 22,1758
State funds, total 10,650.1 12,545.1 23,2353 ,064.9 22,939.7 32,004.6 -8,760.4
195% Preliminary Estimates

Emvironment Fund YA 0.0 3577 64.6 793.1 BS7.7 (4]
Fund for Culture *Pro Slovakia® BE 30.0 14 BR.8 a0 8RB o0
Fund for Physical Culture 2730 180 " 2910 1.0 0.0 1.0 0.6
Health Pund 233.0 2.0 256.0 26.5 216.6 243 128
Fund for Mirket Regulation in Agricutturs 1,249.7 940.0 2,189.7 1,497.2 EX 1,500.7 689.0
Road Fynd 20075 6,080.0 8,087.3 43534 10,733.4 15,085.8 -6,999.3
Foreatry Fund 305 345.6 agsa 3719 0.0 g 12
Fund for Agricultural Land Protection 8415 0.0 2415 3179 404.3 7222 219.3
Fund for Water Muanagement 407.6 144.0 5516 102.0 418.9 520.9 7
Fnancial Sopport Fund for Agriculture ’ 1,107.2 0.0 11072 5671 1468 8139 2033
Nuclear Waste Fund 3,116.1 64.5 3,180.6 4970 6453 1,142.3 2,0383
Housing Fund o 596.9 3,700.0 4,296.9 6284 3,644.4 4,272.8 24.1
State fmds, (otal 10,698.4 11,5351 22,2335 89118 17,006.3 259181 -3,684.6

* Saurces; Data provided by the Slovak Ministry of Finance; and siaff estimates.

" 1/ Incldes net lending.




Table A23. Slovak Republic: Monetory Survey, 19932000 1/

1993 1994 1993 1996 1997 1998 1999 2000
Qf qz 2 Q4 Qi Q2 (5] el Ql
(In biflions of korunty, end of period; unlexx otherwise indicatad)

Het foreign assety -35.0 135 639 65.0 705 722 1 313 458 477 36 8.5 50.8 604
Foreign asscis 466 19 150.1 181.8 235 252.5 2725 246.5 2318 1836 1816 18L.7 196.9 2068
Foteign linbilities 816 85.4 86.2 122.8 1630 180.3 1994 1958 1903 1359 150.0 1432 146.1 146.4

Net domestic ﬂ?nets 288.2 B4 B 2533 3519 3830 3720 33 3973 4102 4340 4365 459.0 475.0 4796
Domestic credit 3303 341 3706 430.6 4687 468.1 4833 506.5 530.1 b1 ] 3395 564.6 5598 Isgs

Net crodit 1o government 69.9 764 66.4 7.6 1017 95.0 1038 1192 1386 1423 1514 1554 1489 1455
Net ﬂ'ﬂ‘hth Propesty Fond 19 1.0 <23 -32 -A.0 0.2 05 0.4 02 o8 11 15 12 19
Credil to snterprises and housahalds 264.5 266.7 306.5 62.2 3700 3ans ¥79.40 186.9 W1y 398.4 407.0 40717 4007 4111

in domestic currency 256.4 252.3 2838 1314 3346 x5 a2 3463 356.9 e 352.2 szt 31515 358.9

Tt foreign suwrency g1 144 227 J0E 354 45 368 40.6 444 50.3 548 350 512 522

Other items, net -51.1 -59.3 <173 -78.7 -85.7 96.1 -}05.0 -109.0 -106.9 -107.3 ~103.0 -105.6 838 -789

Broad Money 2532 300.3 3572 416.9 4535 4442 451.4 4490 472.7 481.7 491.1 4915 5268 540.0

Curency outside banks 251 41 345 45 487 48,5 5.2 528 498 498 501 50.% 515 533
i 2281 266.2 kP 3734 404.8 T 400.2 962 4219 4.9 441.0 4470 459.3 486.7
In domestie carency 1986 2218 30 336 1578 Mih6 346.8 3346 354.4 360.0 4.5 N4 %33 43103
Demand deposits 13 M8 1139 130.4 1174 100.6 102.2 96.2 274 93.2 924 877 5.5 B9.7
~ households 313 ns 314 46.2 462 4.0 44.6 43.5 416 41.6 41.2 40.5 40.3 4243
- mmm 550 61.7 750 825 69.6 356 577 519 351 499 50.4 464 55.0 466
- mPurAnce companies 1.0 1.6 1.5 1.7 1.6 1.0 (1] 08 0.7 L7 08 o8 [EH 07
Time deposits 1083 1330 159.1 2002 240.4 245.0 2436 2384 1570 266.8 721 2537 296.8 3204
- houssholds 821 $8.0 1257 148.4 182.8 1908 1961 192.2 2116 72 08 2258 pil ¥ 248.2
~ eniterprises 118 20.2 217 350 414 5.7 3z4 ns 8 343 35.5 418 1.4 510
~ INSUrAncE COMpaniss 14.4 14.8 157 178 162 185 15.1 147 13.6 153 158 151 1.8 212
In foreign cumrency 8.5 a4 397 418 470 491 53.4 61.6 &85 7.9 3 756 %0 76.6
- households 241 23 354 359 396 w7 9y 45.6 49.6 532 35.4 533 e 1.3
- emerpriscs 44 6.1 43 59 1.4 1.4 133 160 18.9 18.7 211 22.4 24.2 251
Memorandum items 2/
(anmual percent change)
Broad money 18.5 126 186 16.7 &8 82 88 64 42 &4 8.8 10.8 1.4 12.1
Fortign currency deposits 126.2 307 34 33 12.4 195 200 381 437 46.4 4.3 227 169 65
Met foreign ssschs 254 -144.3 3123 L7 85 128 200 -23.7 v -39 =527 <252 168 266
et Jomestic assets 19.3 -1.2 3.0 200 88 g5 638 122 119 16.7 07 15.5 109 10.5
Domeatic credit 25.5 14 T 16.2 38 88 %3 122 139 15.7 158 115 5.6 a1
Credit 1o enterprises and houscholds 108 [iX:] pLEY 182 22 a9 45 6.2 67 6.7 A 5.4 17 3.2
of which in domestic curtency 10 3.0 16 4.7 47 27 9 L8 11 32
Contribution to money growth
{since Jepuary 1)
M2 183 Be6 139 16.6 %3 -21 0.5 -1.0 42 1.9 s 52 11.4 142
NFA 3.3 19.9 139 03 1.} [ 07 -1.0 -58 0.9 -1.9 -1.1 L5 A6
NI, of which 21.9 -L.3 80 16.4 1.5 2.6 =52 30 1.0 1.0 58 63 929 likg
Net credit to gov. and NPF 203 1.0 2.0 12 7.3 08 13 47 89 0.3 29 s 24 1B
Credit to private scctor 120 0.9 139 155 19 14 2.7 44 54 1.5 313 as 39 42

Source: National Bank of Slovakio.
1/ At current exchange rates.

2 Growth rutes adjusted furreolxﬂmﬁﬂhm of various items between December 31 and Tanuary 1.

3
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Table A24. Slovak Republic: Monetary Base, 1997-2000

(In billions of koruny; average of the month; unless otherwise indicated)

1997 1998 1999 2000

Mazch June Sep. Dec. March June Sep. Dec. March June Sep. Dee. March

Net foreign assets $6.5 61.7 78.2 84.3 1.7 938 91.3 159 B4.4 826 922.6 103.8 129.9

Foreign assets 114.5 98.2 106.9 1149 1119 128.3 1185 1059 116.1 116.2 1173 129.8 155.0

Foreign Habilities 280 30.5 287 306 322 295 2713 300 31.7 336 24.7 26.0 250

Net credit to government -10.6 5.2 -8.6 6.1 -5.1 -153 -3.2 34 4.4 <13 99 1.1 =224

Credit fo banks and open market operations 3.3 16.1 §4.9 64 43 4.5 22 144 9.5 1ni 1.9 46 487

of which government securities 39 13.4 13.0 34 3¢ 00 il 14.0 98 114 30 1.0 02

Other items net 2.0 94 73 98 8.5 18.7 15.2 134 99 1t4 13.2 155 193

Reserve money 88.1 84.6 N7 94.3 97.4 97.6 101.2 100.2 99.4 97.8 978 106.5 103.1

Currency in circulation 51.8 530 544 582 58.6 593 6L.7 61.1 58.5 59.1 58.9 66.6 623

Reserves 36.4 31.0 373 36.1 338 383 394 32.1 409 387 339 399 409

Required 36.2 36.8 37.% 363 33.1 38.0 39.1 3338 40.7 38.6 338 38.5 40.7

Excess 062 58 02 0.2 0.7 03 0.3 0.3 03 02 0.1 14 0.1
Memorandum item:

Official reserves in U.S.$, EOP 3453 3018 3150 3284 3143 3790 3110 2023 2814 2953 2935 3425 3699

Source: National Bank of Slovakia.
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Table A25. Slovak Republic: Selected Interest Rates, 1997-2000

(Average in each period, in percent per annum)

1997 1998 1999 2000
March June Sep. Dec. March June Sep. Dec. March June Sep. Dec, March
Deposits

Total 1.5 7.8 8.7 8.7 10.0 99 10.3 104 10.5 10.9 10.3 99 86
Sight deposits 30 32 35 3.5 37 3.7 38 42 33 38 38 33 s
Term deposits 10.0 162 114 11.6 127 12.7 13.1 13.2 129 134 12.4 12.1 10.1
7 days 18.2 14.8 204 it 15.5 150 219 16.2 143 16.1 13.0 12,1 85
One month 10.7 i23 15.5 16.3 18.0 164 173 17.5 149 16.1 139 13.8 9.6
One year 10.0 10.1 10.5 10.5 107 11.0 1l 12.0 123 125 123 123 11.3

New credits
Total 16.2 193 19.¢ 209 20.3 164 249 18.6 172 192.1 16.5 12.6 142
Short-term 16.2 20.0 205 21.6 206 166 256 13.9 174 19.3 168 164 14.5
Medium-term 154 156 16.8 16.3 153 15.2 136 14.2 12.5 176 133 104 149
Long-term 17.7 15.5 15.5 154 159 145 145 148 119 12.6 13.6 142 8.7

Source: National Bank of Slovakia.
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Table A26. Slovak Republic: Balance of Payments, 1995-99

- 120 -

(Millions of U.S. dollars)

STATISTICAL APPENDIX

1995 1996 1997 1998 1999
Trade Balance ~228 -2,293 -2,081 -2,353 -1,104
Exports, f.o0.b. 8,579 8,831 9,639 10,720 10,197
Imports, f.o.b. -8.807 «11,124 <11,720 -13.074 -11,301
Services and income balance 527 -8 -48 -137 -152
Services balance 540 36 74 20 149
Receipts 2,376 2,068 2,170 2,295 1,994
Payments -1,836 ~2,032 -2,096 2,275 -1,845
Income balance -14 45 -122 -157 -301
Current transfers 92 203 175 367 173
Current account 391 -2,098 -1,953 -2,124 -1,083
Capital transfers 46 30 0 71 156
Foreign investment, net 380 285 121 1,107 1,316
Direct investment 134 199 95 314 692
Portfolic investment 246 96 26 793 624
Medium and Long-term credits 394 986 1,146 796 283
Credits extended, net. 69 136 107 167 -9
Credits received, net 325 849 1,032 619 292
Disbursements 1,052 2,033 2,226 1,843 1,506
Repayments 726 -1,i84 -1,187 -1,214 -1,214
Short-term capital, net 91 882 581 27 66
Capital account 994 2,192 1,848 2,000 1,822
Esrors and omissions 385 268 =31 -171 -183
Overall balance 1,771 362 -137 «295 555
Financing -1,771 -362 137 295 -555
Gross reserves (increese, -) -1,579 -237 188 362 =502
Use of Fund credit, net -192 -125 -52 -G7 -53

Sources: National Bank of Slovakia; and staff estimates.



Table A27. Slovak Republic: Foreign Trade, 199399

-121 -

(T milkiona of U1.S. doltan)

STATISTICAL AFPENDIX

1993 1994 1995 1956 1997 1958 1999
Exports f.0.,b 5,447 6,691 8.579 8,831 9,639 10,720 10,197
Developed countries 1,783 2,632 3,510 3,925 4,937 6,408 6,419
European Usdon 1/ 1,609 2,340 3,208 3,644 4,538 5,955 6,063
Ansiria m 351 426 534 692 790 122
France 37 113 171 187 31 369 488
Germamny 823 1,144 ' £613 1271 2,284 3,084 2,822
Taly 148 288 413 431 576 7650 o900
United Kingdom 55 16 112 136 160 165 178
EFTA 2/ 40 56 85 106 124 194 197
Other developed countries 3/ 134 236 217 175 275 259 1589

Of which:
Japan g 4 18 19 12 12 14
United States 60 108 107 119 156 150 145
Developing countrics 238 33z 37t 387 213 183 515

Of which:

China 66 23 17 39 11 4 194
Tndia 15 &l &7 65 43 17 0
Economies in Transifiom 4/ 3,371 3,721 4,697 4,519 4,480 4,073 3,263
CEFTA countries 5/ 2,716 3,059 3,799 3,658 3,582 3,416 3,029

Of which:
Czech Republic 2,310 2,502 3,024 2738 2471 2,175 1,346
Hungary 47 366 391 403 433 470 459
Poland 159 189 378 27 507 586 540
BRO countrics &/ 453 467 612 641 ) 496 235

Of which:
Russia 256 278 33 308 333 205 102
Ukraing 140 117 191 236 269 198 133
Other transition economics 202 195 286 220 186 161 0
Others and nomwpecified 5 0 1 0 9 56 0
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Table A27 (Concluded), Slovak Republic: Foreign Trade, 199359

(In millions of U.S. dollars)

1993 1994 1995 1996 1997 1998 1999
Importa fa.b. 6,334 6,611 8T 11,123 11,720 13,074 11,301
Developed countrics 2,109 2,646 3614 5,023 5,962 7440 6,480
European Union 1/ 1,769 2,210 3,049 4,147 5106 6,501 5,843
Austria 354 382 448 538 582 04 545
France % 148 215 360 419 490 436
Crermany 723 232 ) 1,252 1,625 2,297 3,334 2957
Jaly 190 29 406 663 681 837 801
United Kingdom 80 105 148 210 279 267 251
EFTA Y 2% 104 166 183 181 206 167
Other developed cauntries 3/ 244 332 455 693 6712 733 468
Of which: -
Canada 18 12 20 29 41 3s 0
Jspan 3 22 131 205 152 212 180
United States 112 188 215 300 362 378 289
Dewloping countries 195 21 348 468 605 732 674
OfF which:
Brazit 9 16 16 18 21 20 0
China 30 32 58 82 1i4 150 655
India 9 1% 31 27 20 18 0
Economies in Transition 4/ 4,024 3,17 4,736 5,616 5139 4,823 4,147
CEFTA countries 5/ 2,489 2,249 2,903 3233 3,183 3222 2,644
Of which:
Caech Republic 2275 1,958 2,434 2,708 2,493 2379 1,887
Hungary 85 m 193 22 242 nz 260.
Poland 123 158 243 mn 298 3 316
BRO countrics 6/ 1,438 1378 1,672 2207 1,910 1,550 1,503
Of which:
Russia 1,237 1,191 1,456 1,934 1573 1,281 1,356
Uknaine 152 119 123 173 284 239 147
Other transition cconomies 97 110 161 176 46 56 0
Others and nonspecificd 7 & 13 16 14 74 0

Sources: Data provided by the Slovak anthorities; and staff estimates,

1/ BU-15 for all years.

2/ The European Free Trade Association (EFTA) consists of Iccland, Liechtensizin, Norway and Switzeriand,

3/ OECD members a5 of end-1993 (i.c., excludes CEFTA members).

4/ All formerly centrally planned economics.

5/ The Central Burapean Frce Trade Associstion {CEFTA) includes the Czech Republic, Slovak Republic, Hungary,
Poland, Sloveniz, Romania and Bulgaria. However, trade with Romania is nat included here.

6/ Former Soviet Union countries.
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Table A28, Slovak Republic: Shares of Partners in Foreign Trade, 1993-99

(In percent of total)
1993 1994 1995 1996 1997 1998 1999
Exports f.o.b.
Developed countries 327 393 40.9 44.4 512 598 §3.0
European Union 1/ 29.5 350 4 413 47.1 §5.5 59.5
Anstria 5.0 5.3 5.0 6.0 12 74 g1
France 15 1.7 2.0 21 24 34 4.3
Germany 15.2 17.1 18.8 21.2 23.7 288 217
Haly 2.7 43 4.8 4.5 6.0 71 3.8
United Kingdom 1.0 i3 13 L5 L7 L5 1.8
BFTA Y/ 0.7 0.8 1.0 12 13 18 L9
Other developed countries 3/ 2.5 3.5 25 20 29 24 L&
Of which:
Iapan 0.1 0.1 0.2 02 0.1 : 0.1 0.1
United States 1.1 L6 L3 13 16 L4 14
Developing countries 53 51 4.3 44 22 L7 1.0
Of which: .
China 12 03 0.2 0.4 0.1 0.0 19
India 0.3 0.9 0.8 0.7 0.4 0.2 0.0
Economies in Transition 4/ 51.9 $5.6 54.8 51.2 46.5 380 320
CEFTA comtries §/ 49.9 457 44.3 414 37.2 31.9 207
Of which:
Czech Republic 42.4 374 353 310 25.6 203 18.1
Bungary 4.5 55 4.4 46 4.5 4.4 45
Poland 29 2.8 4.4 438 53 55 53
BRO countries 6/ 83 7.0 7.1 7.3 74 4.6 23
Of which:
Russia 47 4.1 39 35 3.5 L9 10
Ukraine 26 1.7 2.2 27 28 1.8 1.3
Other transition economies a7 29 33 25 19 1.5 0.0

Others and nonspecified ’ 0.1 0.0 0.0 09 - 0.1 0.5 0.0
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Table A28 (Concluded). Slovak Republic: Shares of Partners in Foreign Trade, 1993-99

(In percent of total)
1993 1954 1995 1996 1997 1098 1999
Imponts, fo.b,
Developed contries 333 40,0 419 452 509 565 573
Euzopean Union 1/ 719 334 348 373 436 497 517
Austris 62 58 51 43 50 46 48
France 15 22 24 32 36 13 39
Germany 114 134 143 14.6 196 25.5 262
Iuly 30 4.4 4.6 6.0 5B 5.4 71
United Kingdom 13 16 17 19 24 20 22
EFTAY 15 16 19 16 15 1.6 15
Other developed countries 3/ 29 50 52 62 5.7 56 42
Of which:
Canada 03 0.2 6.2 03 03 03 00
Tapen 12 12 15 18 16 1.6 16
United States 1.8 2.8 25 27 31 29 16
Developing countries 21 33 40 42 52 58 60
Of which:
Brazil ol 02 02 0.2 02 02 0.0
China 0.5 0.6 a.7 0.7 10 1.1 58
Indis 0l 03 04 02 032 0.4 0.0
Economics in Tratsition 4/ 635 565 540 50 438 362 367
CBFTA countries 3032 340 23] . 272 24.6 224
OF which:
Czech Republic 359 26 278 243 23 182 167
Hungary 13 1.7 2.2 2.0 21 24 23
Poland 18 2.4 28 24 25 25 28
BRO countries 6/ 27 208 19.1 19.3 163 s 133
Ofwhich:
Russia 125 180 166 174 134 98 120
Ukraine 24 1.8 14 16 24 18 13
Other transition economies 15 17 18 16 04 04 00
Others and nonspecified : 0.1 0.1 0.1 01 0.1 0.6 00

Sources: Data provided by the Slovak authorities; and staff estimates,

1/EU-15 for all years,

2/ The European Frec Trade Association (EFTA) consists of Ioeland, Liechtenstein, Norway and Swi