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1. AN ONVERALL ECONOMIC DEVELOPMENT

The balanced positive development characteristic for the Slovak econ-
omy in 2006 continued even in 2007. Owing to this Slovakia was ranked in
2007 among the most successfully developing economies of the EU and
OECD. The World Bank launched talks with the Government of the SR on
transferring Slovakia among the advanced countries, which do not receive
any credit or consultation assistance from the Bank.

Even in 2007 the economy of the SR performed within the economico-
political and institutional settings formed by reforms of the former governments
(initiated by their ministers of finance — first by the left-oriented B. Schmaog-
nerova and afterwards by the right-wing |. MikloS). The present government
headed by the representative of the Social Democratic party Smer Prime
Minister R. Fico introduced some slight corrections into the economy,
namely by strenghtening the social orientation in the use of economic re-
sults. In some fields (for example in the health care) the government inter-
ventions aim at substituting the market regulators effect. The attitude to-
wards some privatization plans suggests that Smer is still on its way towards
the position of a modern European left-oriented party, which does not con-
sider private ownership as such being risky, but only its misuse or (common
in Slovakia) irrespecting the principle ,the ownership is binding".

The trends of real economy in economic growth, in macro-economic
stability and in social situation of the population (mentioned in table 1) con-
firm that the corrections of the reforms realized by the present government
have only a partial character and in 2007 they did not have any impact on
the work of the Slovak economy.

Performance of the Slovak economy was tied up even in 2007 on the
several years lasting trend of accelerating the pace of economic growth so
that the increase in the real GDP achieved a two digit value.’

1 From the recorded 10.4 % growth in GDP one percentage point falls on the revenue from
the consumption tax on tobacco products, purchased on stock in advance because of con-
cern over the expected increase in the tax tariff on their sale in 2008.



Table 1
Socio-economic development of the SR over 1998 — 2007

1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
A. Development in performance of economy
GDP Index! Previous year = 100" 104.4 100.0 101.4 103.4 104.8 104.8 105.2 106.6 108.5 110.4
Labour productivity Index
Previous year = 1002 104.9 102.6 103.4 102.8 104.7 103.7 105.4 105.1 106.1 108.1
Industrial output index
Previous year = 100 . 97.9 108.5 106.9 106.3 104.9 104.0 103.3 110.1 112.8
Cost profitability in non-fin. org. in % 0.4 14 2.7 4.5 4.5 6.0 7.0 7.1 7.7 7.6
B. Indicators of stabilit
Inflation rate in %?3 6.7 10.6 12.0 71 33 8.5 75 2.7 45 2.8
Of which: Core inflation rate in % 6.1 6.0 5.7 43 21 26 26 1.1 25 29
¢ Interest rate on credits in %* 19.4 16.9 11.8 9.3 9.1 76 79 6.0 74 7.5
Balance of public finance/GDP in % -3.7 -7.0 -12.3 6.0 5.7 3.7 -3.3 -2.95 -34 22
Annual A in productivity? — annual A
in real wages in NE, in points 2.2 5.7 8.3 1.8 -141 5.7 2.9 1.2 2.8 38
Net export of goods and services/GDP
in %! 9.7 2.8 25 13 6.5 0.8 -15 -3.4 -1.0 4.0
C. Social development

Year-on-year employment, VZPS5 99.7 97-0 98.6 1011 100.2 101.8 100.3 102.1 103.8 1024
Year-on-year employment, ESA 95 99.5 97.5 98.0 100.6 100.1 1011 99.8 101.4 102.3 102.1
¢ uneployment rate in %% 12.5 16.2 18.6 19.2 18.5 174 18.1 16.2 13.3 11.0
Annual change in real wages in % 2.7 -3.1 -4.9 1.0 5.8 2.0 25 6.3 33 43
Index of real wages in NE 1989 = 100 93.6 91.0 86.9 87.8 92.8 91.3 93.6 99.5 102.8 107.2
Index of real household consumption/cap.
1989 = 100 99.5 102.1 101.1 106.4 112.3 1114 115.4 122.1 129.8 138.8
Share of social benefits in household
consumption in % 22.8 23.3 22.5 21.3 21.2 21.6 20.2 19.6 19.4 22.2

* At constant prices in 2000. 2 According to GDP at constant prices per 1 worker. 3 According to consumer prices, in average per year . 4 From credits drawn from
commercial banks, in average per year. & According to Labour Force Survey (VZPS).
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The gross domestic product produced in 2007 exceeded the 1989 level
by 60 %. According to preliminary estimates (as per data on the longterm
property) about one third of the GDP growth in 2007 accounts for increase in
the volume of resources used (approximately the same share falls on the
employment growth and the longterm property volume growth) and two
thirds account for the growth in the integral productivity factors. The positive
impact of all the mentioned factors on the GDP growth was mainly due to
the inflow of foreign direct investment (FDI).

On one side the foreign investment are pulling the accelerating eco-
nomic growth after 2000, but at the same time they imply that owing to the
repatriation of profits over the last years (see table 2) net transfers of in-
comes to foreign countries bring negative values. This is the reason why in
2007 as well the growth in GNP in the SR (i. e. national product used in
Slovakia) was lower than the growth in GDP.

Table 2
Gross domestic product (GDP) and gross national product (GND) in the SR;
their links and growth rates’

1998 | 2001 [ 2002 | 2003 [ 2004 | 2005 [ 2006 | 2007

GDP = 1002 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Of which: A4 3.2 34 3.2 34 3.9 53 52 45

B5 3.1 34 3.5 8.4 7.9 8.0 7.7 79

(o 0.1 0.0 0.4 5.0 -4.0 2.7 2.5 -3.4

GND Vv % 100.1 [ 100.0 | 996 | 950 | 9.0 | 973 | 975 | 96.6

Indexes, GDP3 | 1044 | 1034 | 104.8 | 104.8 | 105.2 [ 106.6 | 108.5 | 110.4
previous

y = 1003 GNP3 | 101.8 | 104.0 | 104.2 | 99.7 106.5 | 111.0 | 106.1 | 1074

1 By Eurostat (16. 4. 2008).

2 At current prices.

3 At constant prices.

4 A —Primary incomes received from abroad.
5 B —Primary incomes payed to abroad.

6 C —Net transfers of incomes with abroad.

Data contained in table 2 are shown within an international comparison
in graph 1.




Graf 1

Shares of net transfers of income with abroad in GDP in %

in 1995 and 2007
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Data in table 2 show to the fact that the primary incomes payed to
abroad which are largely shared by the repatriation of profits of foreign firms
established in Slovakia, represented also in 2007 a remarkable part of its
GDP use. However, owing to only a partial, but yet considerable (in 2007
43 %) compensation of payments to abroad by payments from abroad, the
net transfer of incomes does not impact the positive trend of economic
growth rate, and therefore cannot change the concluding statement on the
prevailing positive impacts of foreign investment on economic development
of Slovakia.

The international comparison of the state and development (over the
years 1995 — 2007) of net transfers of income with abroad gives evidence to
the fact that Slovakia does not reach yet the scope of GDP share as re-
corded in the neighbouring countries (Czech Republic, Poland and mainly
Hungary). Still greater difference can be seen between Slovakia and other
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countries (like Ireland) which managed to the utmost to use the FDI inflow
for their fast economic growth and catching up the advanced countries.

In 2007 as well, the attractiveness of Slovakia as an investment locality
was proved by several factors. Apart from acceding the European Union and
its geographic position (vicinity and transport accessibility, especially from
the central part of the EU to the western part of Slovakia) a significant factor
was (and still is) the cheap labour force.

Though Slovakia is gradually losing this advantage of cheap labour
force, the foreign investors still appreciate that their labour cost in Slovakia
sounds more lucrative than in majority of other new EU member states. In
2007 the unit labour cost in Slovakia merasured in purchasing power parity
(PPP) reached 38 % of the Austrian level. This indicator showed in 2007 in
Lithuania 42 %, in Hungary 43 %, in the Czech Republic 45 %, in Estonia
46 %, in Poland 49 % and in Slovenia 66 %.2 The foreign investors who
export the main part of output produced by their firms in Slovakia (also in
other compared countries) consider as relevant the unit labour cost not on
the basis of PPP, but according to the conversion rates. In their opinion the
advantage of low unit labour costs in the SR is much greater, than say the
mentioned data.?

The changes in comparative advantage of the unit labour cost cannot
be appropriately assessed only by the development of the ULC themselves.
Important is also the relation between development of real wages and de-
velopment of labour productivity, which is illustrated within an international
comparison in graph 2.

From the graph 2 it results that within the last decade (over 1998 -
2007) the Slovak economy retained a positive relation between development

2 Special Issue on Economic Prospects for Central, East and Southeast Europe. WIIW Re-
search Reports/335. HAVLIK, P. - HOLZNER, M. et al.: Weathering the Global Storm, yet
Rising Costs and Labour Shortages May Dampen Domestic Growth. Vienna, February, 2008.

3 According to the conversion rates, the relation in ULC between the SR and Austria was
relating only to 23 %.
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of labour costs and labour productivity. Even the very best among the EU
countries.

Graph 2
Comparison of development in labour productivity and real wages
over 1998 — 2007
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B Difference between the total of annual increases in labour productivity
(GDP/employee ) and the total of annual increases in real compensation of
employee (total ecomomy) over 1998 - 2007 in percentage points

1By data from Statistical Annex of European Economy, Autumn 2007.

Links between the economic growth rate and development of unit parts
of demand are illustrated in graph 3.
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Graph 3
Impact of domestic demand components and net export on GDP changes
(at constant prices)
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In 2007 (likewise as in the two previous years) the GDP growth was po-
sitively influenced by all three (in graph 3) illustrated components of domes-
tic demand in sequence (by power of its impact): household (demand) con-
sumption, formation of gross capital (investment demand) and consumption
(demand) of administration. Past the period (years 2004 and 2005) of nega-
tive impact of net export on GDP development, in 2006 and even more strikingly
in 2007 the net export (external demand cleared of import) becomes a factor
contributing to economic growth.

In contrast to 2006, when the positive impact of net export on GDP
growth was evoked by reducing its negative balance, in 2007 the net export
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of goods and services gained positive value. As per our own calculations
(Statistical Office of the SR does not publish development of terms of trade)
the terms of trade deteriorated in 2007 compared to 2000 by 1.0 and compa-
red to 2006 by 0.4 percentage points (p. p.).

The share of final household consumption in GDP usage moved over
the years 1998 - 2007 between 54 — 57 %. Thus the household consum-
ption is the most significant household demand component, but — as shown
in graph 3 — its increases exerted through the surveyed period a dominating
impact on GDP growth rates.

Data in table 3 contain information on the process (on resources or fac-
tors) of formation of household incomes, their transformation into household
consumption, as well as on development trend of this process.

The mentioned data in table 3 concern mainly the trends in the division
processes, which shared the formation of gross disposible income of hou-
seholds. Their intensity (expressed through changes in relation of incomes
and expenditures of households to their final consumption) was weak until
2004, afterwards it restored moderately. At the same time until 2004 relation
of taxes to final consumption was declining more expressively than relation
of expenditures, however, in the following years (including 2007) it remained
on a stabile level.

As far as the revenues of employees and gross mixed income are parti-
cipating in the formation of gross disposable income and final household
consumption we can see sizeable year-to-year variations. Comparing ave-
rage values of impact of employees revenues and gross mixed income on
the increases in the household consumption over the years 1989 - 2002
and the years 2003 - 2007 (i. e. in a longer trend) brings strenghtening of
the impact of gross mixed income, which is pertinent also for 2007.
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Table 3
a) Development of structure of formation and usage of household incomes (final consumption of households = 100)2

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Incomes total 155.2 152.7 150.8 147.7 148.2 145.4 141.7 142.8 142.2 143.0
Of which: compensation of empl. 80.0 75.4 75.5 721 724 724 69.4 714 70.7 70.6

gross mixed income 35.2 367 38.1 395 40.0 40.7 39.9 40.7 414 419

social benefits 253 259 24.7 24.2 246 219 226 23.0 222 222
Expenditures total 41.3 39.7 37.9 37.8 385 38.0 356 36.3 37.8 37.6
Of which: current ttaxes on income 78 8.4 6.7 6.8 6.6 6.9 55 55 5.4 5.5
Gross disposable income? 113.8 112.9 112.9 109.9 109.7 107.4 106.1 106.5 104.4 105.4
Gross savings of households* 13.8 12.9 12.9 9.9 9.7 74 6.1 6.5 44 54

Final consumption of households 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

b) Impact of final household consumption components on its annual changes in percentage points3

1998 1999 2000 2001 2002 2003 2004 2005 2006P 2007

Incomes total 8.0 0.1 3.1 6.9 8.5 1.8 47 101 8.1 10.7
Of which: compensation of empl. 37 0.0 1.8 24 42 12 1.9 6.0 3.8 5.0

gross mixed income 2.1 0.1 1.2 3.0 25 0.8 14 3.2 2.8 3.3

social benefits 1.3 0.0 0.3 1.1 1.6 0.2 1.2 1.8 0.9 1.6
Expenditures total 1.5 0.0 0.5 2.1 2.6 0.5 0.7 2.8 3.0 2.5
Of which: current taxes on income 0.1 0.0 0.2 0.4 0.2 0.2 -0.3 0.4 0.3 0.4
Gross disposable income* 6.5 0.1 2.6 48 59 1.3 40 7.2 5.0 8.2
Gross savings of households* 0.1 0.0 0.3 0.9 0.4 0.3 0.2 0.7 0.9 1.1
Final consumption of households 6.4 -0.1 2.3 5.7 5.5 1.6 4.2 6.5 5.9 7.1
1 Own calculations by data of the SO SR. 4 Gross disposable income and gross savings are adjusted by change in net rental of households, reserves and
2By data in current prices payments to pension insurance funds. Since 1999 this change distinguishes the gross disposable income from

3From the annual change in constant prices the difference between revenues and expenditure
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In 2007 a change occurred at dividing the gross disposable income into
gross household savings and their final consumption. While in 2006 the
increase in household consumption was shared also by decline in savings,
in 2007 (very likely due to a record increase in disposable income) house-
holds changed part of their income into savings.

Formation of the gross capital (GCF) and along with this also formation
of the gross fixed capital (GFCF) was developing with large instability over
the last decade (see graph 3). But the positive impact of the gross capital
formation on the GDP development over the whole surveyed period was
prevalent — the real gross capital formation in 2007 was by 33 % and gross
fixed capital formation by 21 % higher than in 1998 (data at 2000 constant
prices).

Changes in performace of the Slovak economy do not appear only in
the growth of investment activities (in growing gross fixed capital formation)
but also in structural changes of gross fixed capital formation, illustrated in
graph 4.

The most significant trend in development of the branch structure of
gross fixed capital formation is the rising part of industrial output (manufactu-
ring industry), shared mainly since 2002 by the arrival of foreign investors.
Fast rising of the gross fixed capital formation in industrial production caused
decline of the shares of other sectors (groups of branches) in the gross fixed
capital formation over 1999 — 2002, and namely over 2003 — 2006. In 2007
the described trends continued with two modifications. The share of mining
and energy (equally as in 2006) increased and similarly started the share of
public services its enlargement, especially owing to double investment in
the branches of public administration and defence.

Mean time trend of the constant (and in 2007 continuing) growth of in-
dustrial production share in total investment, in the back of which stand the
foreign investors activites, may evoke concern about the excessive exten-
sion and intensifying of the industrial phase of economic development and
thereby about reducing the chances of its transition into the post-industrial
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phase based on structures linked to knowledge economy. Reasons for this
concern can be appraised only at a deeper sight on the very structures of
investment into industrial production for which can serve well information
given in table 4.

Graph 4
Branch structure of gross fixed capital formation
1995-1998 1999-2002
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Table 4
Distribution of gross fixed capital formation into groups of industrial
production branches by degree of their intensity of technology

Shares of groups of branches in total GFCF in %

A B C Total
Average over 2002 — 2004 335 36.1 30.3 100.0
Average over 2005 — 2007 221 23.3 54.6 100.0
2007 211 23.9 55.0 100.0

A - Low technologies branches.
B — Medium low technologies branches.
C - High and medium high technologies branches.

Data in the table 4 show that over the last three years (including 2007)
a shift of investment into high technology branches or into medium high
technologies occurred (chemistry, car industry, machinery and electrical
engineering). This is a group of branches developing not only material but
also human capital and thereby conditions for knowledge economy forma-
tion. The conclusion of a positive investment structure into industrial produc-
tion in the SR can be confirmed by the fact, that the investment share into
industrial production branches with high and medium high technologies over
2003 — 2005 was equal in the EU 27 to 42.1 %, of which for example in
Austria it was 36.7 %.

Graph 3 confirms that the public administration demand transformed in-
to its consumption contributed every year (except only in 1999) to GDP
growth. Its values moved in rather large span; from 0.3 (in 2000) to 1.6 (in
2006) p. p. according to the place of relevant year in the political cycle. At its
end they culminated and in its first two years they were diminishing.
A striking decline in the public consumption share in GDP in 2007 corres-
ponds to the mentioned rule.

A component part of the government demand in the total demand is al-
so its investment demand, which is contained within the structure of GDP
usage in the structure of gross fixed capital formation (see graph 4, structure
of gross fixed capital formation by branches). A complex sight at the mean
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time trends of development of public administration share in total demand or
in GDP usage produced, can be seen in table 5.

Table 5
Share of public consumption in the GDP use (in %)
Annual | Annual | Annual
average | average | average
1995 — | 1999 — | 2003 — | 2006 2007
1998 2002 2006
Share of public final
administration consumption 22.2 20.2 19.3 19.3 17.6
in GDP usage gross
in %, fixed capital
caused by: formation 3.8 3.0 2.3 2.2 2.0
in total 26.0 23.2 21.6 21.2 19.6
Annual average change in final
consumption of %? 5.2 1.7 4.0 10.1 0.7

1 By data at current prices.
2By data in constant prices.

Average annual changes in final consumption of public administration
over the surveyed four-year period though rather vary, but the share of pub-
lic administration in GDP usage shows definitely declining tendency. The
results from 2007 suggest, that this trend continues.

From the view of size of the share of final consumption of public admi-
nistration in GDP position of Slovakia over the past decade markedly impro-
ved even in international comparison. In 1998 this share in average of EU 15
and EU 27 matched 19.8 % and was lower than in the SR (22.0 %). Only in
six countries of EU 27 (Denmark, France, Latvia, Lithuania, the Netherlands
and Sweden) it exceeded the Slovak elvel. The fast pace of economic
growth, which was recorded in the Slovak economy past 2002, was used by
the fiscal policies of all its governments for the purpose of decreasing the
reflected share in such a manner that in 2007 its value (17.6 %) got below
the level of EU 15 (20.7 %) and EU 27 (20.5 %). It fell on the sixth lowest
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round in total EU 27 (lower round was occupied only by Bulgaria, Romania,
Estonia, Lithuania and Greece).

The macroeconomic stability continued in its reinforcing even in 2007,
but actually it was still more expressive than in the previous years. The rate
of inflation compared to the previous year decreased. Deficit in public finan-
ce declined to the ever lowest level despite the fact that from the amount of
public finance the deficit of the first pillar of annuity assurance was reimbur-
sed. Growth in real wages recorded rather slow speed than labour producti-
vity growth and net export of goods and services (in constant prices) rea-
ched positive value. The mentioned results from 2007 were connected abo-
ve all with the record pace of economic growth. It must be mentioned that
a significant contribution (on side of economic policy creating conditions for
positive functioning of the economy) came also as a pressure in evaluating
readiness of Slovakia to accede the European economic and monetary
union. The values of Maastricht criteria achieved by the Slovak economy in
2007 in international comparison of readiness to accede the monetary uinion
are given in table 6.

The positive evaluation of Slovakia’s readiness to entry to the monetary
uinion, as a result of international comparison, need not be overestimated.
But on the other hand it is evident that the macroeconomic stability of the
Slovak economy in 2007 reached a relatively good position, or at least (ex-
cept Ireland) was not worse than in other countries comparable with Slova-
kia, that were preparing for entry to the Eurozone.

However, a question is, what is the short term and medium term sustai-
nability of the stability position achieved in 2007 which undoubtedly was
satisfactory, or the level of accomplishing the Maastricht criteria. Obviously
the hardest task will be to sustain the inflation rate within the limit of the
innovated Pact on stability and growth, which will depend mainly on future
speed of economic growth along with a harmonized development in public
finance and wages.
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Table 6
Value of Maastricht criteria achieved in cohesion countries
In the second year before their entry to the monetary union’

Ratio of result of
public finance to Longterm Result
Inflation rate 2 GDP interest rate In total
in % order in % order In % order Points® | Order
Ireland 1.3 1 1.3 1 6.29 3 5 1
Greece 2.1 5 -3.5 6 6.30 4 15 6
Spain 1.9 2-4 | -33 4 6.40 6 13 4-5
Portugal 1.9 2-4 | -34 5 6.36 5 13 4-5
Slovenia 25 6 -1.4 2 3.81 1 9 3
Slovakia 1.9 2-4 | -22 3 4.49 2 8 2

1 In EU 15 cohesion countries are those, which were because of relative low level of GDP/capita (less
than 75 of EU average) obtaining development aid also from cohesion EU funds. In the 90’s those were
Ireland, Greece, Spain and Portugal. The second year before entry to the monetary union, when results
in table of mentioned countries are compared with results achieved in the SR in 2007, for Ireland, Spain
and Portugal was the year 1997, for Greece the year 1999 and for Slovenia the year 2005. Values of the
fourth Maastricht criterion (ratio of the state debt to GDP) are the result of impact of factors, which cause
problems in international comparison, therefore they are not contained in the table.

2By consumer prices

3Summary of orders in individual Maastricht parameters.

The employment development assigned by the Lisbon strategy as
a dominant factor in social development changes was attached in 2007 to
the positive trends of previous three years. In spite of this even in 2007 the
employment rate (15 — 64-years old population) stopped on one of the lo-
west levels in EU 27 (lower than in the SR was the employment rate in Hun-
gary, Romania, Poland and Italy). However, we must also take into conside-
ration that in 2005 worked abroad 6.0 %, in 2006 7.2 % and in 2007 7.6 %
of total number of working population.

Even in 2007 a mirror image of employment trend was the unemploy-
ment development. The constant decline of its rate did not stop either in the
first months of 2008 so that in March (as per the Eurostat methodology) for
the first time in a historical view it fell to one-digit number (9.7 %). Next,
though a moderate decline of unemployment rate can be expected in the
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nearest future depending from inflow of further foreign investment and from
upgrading the transport accesability to the regions of Middle and Eastern
Slovakia. In the Slovak economy there still remains a hardly resolvable prob-
lem of the long term unemployment. The share of 12 months and longer
unemployed from the total active population (15 — 64years old) amounted in
Slovakia in 2007 to 8.3 % (the Slovak number was approached with large
distance of 4.9 % Poland, Germany 4.7 %, Greece 4.1 %, considering the
EU 27 average of 3.0 %).

Even in 2007 real wages in the SR were growing with a marked distan-
ce from the labour productivity growth and performance of the economy.
The wages contingent from GDP in 2007 was equal to 47 % and was the
lowest one in the whole EU 274,

While assessing the changes which happened in 2007 in the sphere of
social protection of population, provisionally we can get along only from
information on the share of social benefits from the household consumption
(the last line in table 1). Its growth (recorded after the previous 7-years long
constant decline) obviously reflects the accents of government policy, enab-
led by good results of the economic growth.

It is necessary to see that in the social protection Slovakia ranks con-
stantly among the most lagging behind countries of the European union 5.The
performance growth in the EU is accompanied by faster speed of expenditure
growth for social protection. Certain signs of turn towards this trend which
appeared in the SR in 2007, need to be appreciated along with the expecta-
tion that an onward performing growth would enable their continuing.

4 In 2006 the wages contingent from GDP equalled in EU 27 to 65 % and in EU 15 to 66 %.

5 The share of expenditure on social protection from GDP in 2005 equalled in EU 27 to
27.2 %, while in Slovakia it reached only 16.9 %. Only in Estonia, Lithuania and Latvia it was
a little lower. The Czech Republic achieved 19.1 %; Poland 19.6 %; Hungary 21.9 % and
Slovenia 23.4 %. PETRASOVA, A.: Social Protection in the European Union. Eurostat, Statis-
tics in focus, 46/2008.
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2. PRODUCTION DEVELOPMENT

The high real growth of GDP in 2007 (10.4 %) was shared by value ad-
ded growth with 9.1 p. p. and by 1.3 p. p. of growth in taxes on products
(reduced by subsidies). In 2007 we can observe more or less similar growth
rate in gross output, intermediate consumption and value added. Thus the
share of value added in gross output achieved more than 40 % (in constant
prices), equally as in the previous three years.

The GDP growth dynamics in 2007 was mostly influenced by an extra
strong real value added growth in industry amounting to almost 20 %, which
shared the GDP growth of 10.4 % by 6.6 p. p. The GDP growth was suppor-
ted also by the services sector and by construction, but in contrast real dec-
line in value added in agriculture by more than 20 % reduced the GDP

growth by 1.1 p. p. The overall growth tendencies are given in table 7.

Table 7

Development of GDP formation over 2004 - 2007"

Year-on-year changes in %

Contribution to GDP growth

in p. p.
2004 | 2005 | 2006 | 2007 | 2004 | 2005 | 2006 | 2007
GDP 5.2 6.6 85 | 104
Of which:
Agriculture 20 | 119 | 126 | -20.2 0.1 0.6 07 | -11
Industry 15.3 6.8 | 102 | 19.7 46 2.2 34 6.6
Construction 22 | 214 | 152 4.0 0.1 1.1 0.9 0.2
Trade, transport? 6.6 58 | 124 9.4 14 1.2 2.7 21
Financial services 3 3.0 18 | 116 15 04 0.2 15 0.2
Public services 4 -13.0 0.6 20 | 152 | 1.9 0.1 0.2 1.6
Other GDP
components 106 | 133 | -46 | 118 1.1 15| -06 1.3

By revised data by SO SR; from constant prices calculated by chaining volumes using as reference year

2000; at using this method the summary of individueal components, and therefrom derived indicators,does

not equal exactly to total.

2 Trade, hotels, restaurants, transport., storage, telecommunications.
3 Finanancial intermediation, real estate, renting, business activities.

4Public administration,defence, education, health care, social work, personal services,households activities.

5 Value added tax, excise tax, tax on import s less subsidies.
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Development in 2007 led to further strengthening of the position of in-
dustry in the value added structure. The Slovak Republic compared with the
EU 15 average comes to higher share in value added in industry (by 10.5 p. p.)
and noticeably lower in services (by more than 12 p. p.).

Remarkable above all is the weaker position of financial and business
services, as well as public services, while on the contrary in trade, transport,
posts and telecommunications the share in value added is higher than in
EU 15 average. As shown by data in table 8, similar situation is also in the
Czech Republic and in less outstanding form also in further new EU 8 mem-
ber states.

Table 8
Development of share of branches in value added in current prices' (%)
Slovakia EU15 | CZ | HU | PL | I
1995 | 2006 | 2007 | 2007 | 2006 | 2007 | 2007 | 2007
Agriculture 5.9 3.9 29 1.7 2.6 4.2 42 2.0
Industry 327 | 286 | 303 198 | 317 | 2563 | 233 | 275
Construction 5.1 6.9 6.7 6.3 6.4 4.2 8.0 7.0
Trade, transport! 246 | 266 | 26.6 207 | 255 | 211 | 28.0 | 225
Financial services' 175 | 187 | 178 289 | 168 | 230 | 185 | 216
Public services! 14.3 | 15.2 15.8 22.7 17.0 | 222 | 18.0 | 194

' For more exact branch identification see the notes to Table 7.

A very interesting view at the different development of individual branches
compared with the EU 15 average offers information on value added in PPS
calculated per 1 capita 7 published by Eurostat within their satistical database.
The indicator shows performance of individual branches in comparison with

6 The high share of industry in value added in current prices (32 — 33 %) was recorded in several
countries mainly in the 80’s (Germany, United Kingdom, Corea) and recently also in Ireland (over
1995 — 2002 the share of industry represented on averge as much as 34 % in value added).

7 In contrast to the shares of individual branches in the value added, this indicator characteri-
ses position of individual branches more precisely — irrespective of the development in other
branches.
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the EU 15 average and indirectly also the process of their convergence to
this average. Basic information are given in table 9.

Table 9
Value added per cap. in PPP, EU 15 =100 (%)
Slovakia Cz HU PL Sl

1995 | 2006 | 2007 |change?| 2006 | 2007 | 2007 | 2007
Branches in total 41 57 61 20 7 55 48 80
Agriculture 100 | 125 | 100 0 100 | 150 125 | 100
Industry 56 83 94 38 113 71 57 | 110
Construction 33 64 67 33 79 40 60 93
Trade, transport! 47 73 78 32 86 57 65 88
Financial services' 30 37 38 8 42 44 31 61
Public services! 26 39 43 16 52 54 38 68

1 For more exact branch identification see the notes to Table 7.
2 Change between 1995 and 2007 in p. p.

Data in table 9 definitely confirm lagging development in financial and
business services as well as public services not only behind the EU 15 ave-
rage, but also behind the Czech Republic, Hungary and Slovenia. As con-
cerns the industry, its relative performance compared with 1995 markedly
approached the EU 15 average (increase by 38 p. p.), but despite this it
does not reach the level of the Czech Republic and Slovenia.

In 2007 the output in industry® increased on year-on-year terms by
12.8 %; of which in manufacturing by 15.3 % (both by 2.7 p. p. more than
in 2006).

A positive turnover was reached in mining and quarrying (growth by
25.9 % compared to the decline in the previous four years), but in contrast
the output in manufacture of electricity, gas and water supply recorded an
onward decline (by 7.5 %).

8 By industrial production index.
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Most positive growth was reached in manufacturing industry in manu-
facture of motor-cars (by 62.7 %) and in manufacture of radio, television and
connection equipment (by 45.1 %); the most serious decline was recorded in
manufacture of business machines and computers (-26.3 %). Development
in individual branches was rather differentiated, as seen in graph 5, while an
overall positive trend is in fact the result of an extra strong growth in several
branches.

Increase in industrial output in 2007 was reached due to faster growth in la-
bour productivity? (by 9.6 %) than in number of employees (by 2.9 %), of which
by labour productivity growth in manufacturing by 11.5 % more than by
number of employees (by 2.9 %).

In 2007 the industry exceeded moderately the high speed of real growth
in receipts for turnover of enterprises, achieved in previous year - in industry
it was 15.6 % of which in manufacturing 16.6 %. The highest turnover was
gained in manufacture of motor—cars (45.6 %) and in manufacture of radio,
television and connection equipment (36.9 %) - they covered as much as
64 % of nominal increase in turnover of enterprises in industry.

The increase in manufacturing in 2007 resulted in the foreign trade in an
expressive increase in surplus (by 43 bil. SK) of its foreign trade balance. An
overall survey on foreign trade of manufacturing in 2007 by branches is
given in table 10.

The most successful branches in terms of achieved export value in
2007 were the manufacture of transport equipment, manufacture of electrical
equipment and manufacture of metallic products, while the first two branches
contributed markedly also to improvement of the balance of trade of manufactu-
ring; in other branches except of manufacture of machinery and equip-
ment n.e.c., manufacture n.e.c. and manufacture of leather, it came to im-
pairment of the balance of trade. As the most significant net exporters can
be named manufacture of transport equipment, manufacture of basic metals
and metal products and manufacture of coke and petroleum products.

9 According to the industrial production index.
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Graph 5

Growth in output of manufacturing branches in 2007 compared to 2006 (%) '
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Table 10
Development of foreign trade of manufacturing in 2007
Export (bil.SKK) | Import (bil SKK) (Ei?[g‘}';f(";)
2007 -1 2007 -1 2007 -1
Industrial output in total 13946 | 1932 (1269.5| 1504 | 1251 428
of which:
Manufacture of food products 412 36 63.9 8.8 227 -5.2
Manufacture of textile products 36.3 0.6 44.4 0.9 -8.1 -0.2
Manufacture of leather 20.5 19 16.2 0.8 43 1.1
Manufacture of wood 19.9 0.2 131 2.1 6.8 -1.9
Manufacture of pulp and paper 41.0 0.8 28.4 15 125 -0.7
Manufacture of coke & petr.products 65.2 -0.5 304 0.6 34.8 -11
Manufacture of chemicals 68.4 -2.1 116.6 71 482 -9.2
Rubber and plastic products 53.0 3.7 63.1 43 -10.0 -0.6
Manuf. of non-metallic products 23.0 0.1 21.9 35 1.1 -34
Manufacture of metal products 212.3 15.5| 160.7 20.8 516 54
Machinery and equipment n. e. c. 115.9 97| 1229 72 7.0 25
Manufacture of electrical euipment 305.0 585 321.7 4431 168 14.3
Manufacture of transport equipment 360.9 96.5| 239.0 46.0| 1218 50.5
Manufacture n. e. c. 321 4.7 272 25 4.9 2.2
To supplement:
Mining and quarrying 5.9 16| 1438| -196| -137.8 18.0
Other items of foreign trade 20.2 -3.7 28.9 3.2 -8.7 -6.9
Foreign trade in total: 1427 | 1879 (14421 | 1340| -214 53.9
1 Change compared to 2006.

The structure of foreign trade of manufacturing from the view of technologi-
cal intensity is passing in the last few years through significant changes. As can
be seen in table 11, the share of technology highly intensive groups of manufac-
ture in total export of manufacturing industry is steadily rising at the expense of
technology low- and medium low intensive goods. In 2007 this export was actu-
ally for the first time higher than export of low technology intensive goods. Along
with the export of technology high intensive goods naturally increases even their
import. In the internationally cooperative manufacture this is more or less natu-
ral, especially in the phase of introducing new output. This concerns the
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electrical engineering industry, which develops at the present time very sharply.
Data in table 10 confirm, that the deficit of its balance of trade decreased strongly.

Table 11
Share of technological groups in export and import of manufacturing
Export (%) Import (%)
2004 | 2005 | 2006 | 2007 | 2004 | 2005 | 2006 | 2007
Low technologies 182 172 149| 13.7| 181 | 178 | 158 152

Medium low technologies 282| 298| 28.0| 255| 22.7| 226| 221 | 21.7
Medium high technologies 458 | 416| 425| 443 | 435| 41.7| #13| 413
High technologies 78| 114| 146| 165 157 179 209| 21.7

" Elaborated by groups of production classification in 4-digit code; classification of branches into techno-
logy groups by OECD STAV Indicators.

Development of balance of trade of manufacturing by technology gro-
ups shows in 2007 several positive changes. Trade with goods classified
among high technologies remains though all the time in deficit, which, howe-
ver, decreased from 58 billion SKK to 45 billion SKK. The group of techno-
logy medium high intensive shows high surplus (almost 93 billion SKK),
which is for the first time more than in the group of technology medium low
intensive, which so far was always achieving high surplus. The group of
technology low intensive recorded small deficit. More details see in graph 6.

Growth in construction rather slowed down in 2007 compared to 2006.
(to 5.7 % compared to 14.9 % in 2006). Similar slowdown was recorded
even in development of turnover of enterprises (to 8.2 % compared to
13.3 % in 2006), in employment development (to 6 % compared to 9.3 %) ,
as well as in productivity development (to 0.6 % compared to 5.2 % in the
previous year). A more positive development than in 2006 was achieved
only in construction abroad (growth by 14.1 %; in 2006 decrease by 12.1%).
The slowdown of growth in construction resulted in all size groups of enter-
prises; the lowest growth (0.4 %) was recorded in big enterprises, the hig-
hest in tradesmen (10.3 %).
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Graph 6
Development of balance of trade in segments of manufacturing
by technology intensity (in SKK billion)
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General view on development in construction over several years is gi-
ven in graph 7.

Graph 7
Development in construction production and turnover (year-on-year increases
in billion SKK of current prices, year-on-year growth in % from constant prices)
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In agriculture the year of 2007 was very severe. (According to current
information on GDP by branches (these characterise only total agriculture
branch in which the share of farming makes more than 80 %) the gross
agriculture production decreased in nominal terms by 17 % and value added
by 19 % (in real terms by more than 20 %). A deep slump in production
suggest also estimates of agriculture crops, which except for rape were
considerably lower than in previous three years (for example cereals by
19 %). But from the view of turnover the development does not appear
dramatic as much because thanks to the 24 % rise in prices for crop pro-
ducts the enterprises gained in receipts for crop products by 3.4 billion SKK
more than in the previous year (this result was reduced by receipts for lives-
tock products which decreased by 0.1 billion SKK). In total receipts in turno-
ver increased by 2.5 % in real terms.

The macro economic statistics for 2007 deals with the development in

the services sector only in aggregate form (three groups of branches). More
detailed view can be obtained from information on development of turnover
in selected services branches, which are mainly of commercial character.
The basic information on the recent three years are contained in table 12.
As follows from the presented information, in 2007 there was recorded faster
growth than in previous year in receipts for sale and maintenance of motor
vehicles, in posts and telecommunication activities, in computer and related
activities as well as in recreational, culture and sports activities. Other sur-
veyed activities recorded slowdown in growth.

The profit and loss of corporations increased in 2007 by 59.6 billion
SKK (compared to 18.9 billion SKK in 2006). The development was largely
impacted by the sector of financial corporations (increase by 31.3 billion
SKK)."0 By contrast, in the sector of non-financal corporations growth in
profit slowed down - it increased by 28.3 billion SKK, while in 2006 by al-
most 60 billion SKK (see table 13).

10 A fundamental impact on development of profit/loss in financial corporations was caused by
decrease in the loss of NBS from 45 billion SKK as of the end of 2006 to 19 billion SKK
as of the end of 2007.
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Table 12
Development of turnover in selected services branches over 2005 — 2007

Branch, NACE Tumgl\jfr::t %::?;SSKK Year-on-year growth
2005 2006 2007 2005 | 2006 | 2007

Sale and maintenance of
motor vehicles 166783 | 189197 | 222202 59| 136| 242
Wholesale (51) * 678271 | 776273 | 821910 179 144 5.9
Retail trade (52) 385782 | 425271 | 456475 9.7 8.8 55
Hotels and restaurants(55) 35329 41544 | 43194 0.0 145 1.6
Transport, storage (60 - 63) * 114480 | 142862 | 167 186 134 116 6.4
Posts and telecommunication(64) * 67797 72823 | 78698 8.7 74 8.1
Real estate, renting and business
activities in total (70 —72,74) 157498 | 180806 | 197 515 78| 109 8.6
of which:

Computer and related activities (72) 27902 32863 | 38638 127 138 16.8

Other business services (74) 99356 | 114503 | 124 261 83| 114 7.9
Other personal and social
services (90, 92 ,93) 42118 46193 | 54867 135 69| 200
of which:

recreational, culture and sports

activities (93) 29916 32882 | 40903 20.2 86| 241

1 Growth rate on basis of constant prices, except for branches marked by *.

Development of profit/loss in non-financial organizations'' is characteri-
zed in 2007 compared to 2006, but also to previous years, by some negative
lines which to certain extent are in contradiction with the very successful
economic growth. First of all, there was recorded an extraordinary high
growth in loss of unprofitable corporations (from 29 billion SKK in 2006

"Explanatory note: The total profit/loss of non-financial corporations represents the difference
between positive profit/loss (profits) in profitable corporations and negative profif/loss (losses)
in unprofitable corporations. The Statistical Office of the SR informs in their quarterly Reports
on basic development tedencies in the economy of the SR on the overall profit/loss (also by
branches) about all non-financial corporations, as well as about profits and losses in unprofi-
table corporations with 20 or more employees. The difference between the total profit/loss of
non-financial corporations and difference in profits and losses for corporations with 20 and
more employees represents the profit/loss of small organizations with less than 20 employees.
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to almost 72 billion SKK in 2007)'2 Loss grew in services by 30 billion SKK,
of which in trade almost by 19 billion SKK; in agriculture by 4 billion SKK, in
manufacturing by 3 billion SKK and in electricity, gas and water supply al-
most by 5 billion SKK. The share of unprofitable enterprises in total number
of non-financial corporations with 20 and more employees increased from 28 %
to 31 %. In contrast to 2006, when not one sector ended as a whole with
negative profit/loss, in 2007 the sectors of education and health care and
social services joined them.

Table 13
Development of financial position of corporations over 2003 - 2007

2003 | 2004 | 2005 | 2006 | 2007

Profit/Los in SKK billion

Non-financial & financial corporations

total 138.0 | 180.0 | 2495 | 268.4 | 328.0
Financial corporations -15.1 -12.3 28.7 -12.0 19.4
Non-financial corporations 153.1 1923 | 2209 | 2804 | 308.6
of which:
Agriculture -1.9 1.0 0.3 1.3 0.3
Manufacturing 53.2 70.0 73.1 914 95.5
Construction 84 10.2 12.3 14.4 15.4
Services - total 55.4 67.4 862 | 116.1 139.7

Profitable and unprofitable non-financial
corporations with 20 or more employees 115.2 149.3 1729 | 2236 | 2335

of them: profitable 1466 | 173.0 | 204.1 252.8 | 305.3
unprofitable -31.3 -23.7 -31.2 -29.2 -71.8
Cost profitability in %

Non-financial corporations 6.0 7.0 71 7.7 7.6
Agriculture -3.1 1.6 05 2.0 0.4
Manufacturing 5.0 6.2 5.7 59 54
Construction 7.8 8.6 8.3 8.7 8.8
Services - total 51 5.6 6.3 74 8.0

12 The Slovak economy recorded a similar volume of loss for the last time in 1998 (80.3 billion
SKK) and in 1999 (54.1 billion SKK). In the following years losses moved on essentially lower
level (around 30 billion SKK). In contrast to 1998 when on each crown of profit in profitable
corporations fell 0.93 SKK of loss in unprofitable corporations, relations between profits and
losses in 2007 were essentially more positive (0.24 SKK of loss on one crown of profit),
however, in comparison with 2006 essentially worse (0.12 SKK of loss on one crown SKK of profit).



32

On the other side profit grew in profitable corporations almost by
53 billion SKK (in 2006 by 49 billion SKK) and also a positive profit/loss in
organizations with less than 20 employees by 18 billion SKK (in 2006 only
by 9 billion SKK). With respect to losses development total increase in pro-
fitloss in non-financial corporations compared to 2006 was less than half.

In 2007 the growth in cost profitability of non-financial organization cea-
sed. In manufacturing the cost profitability even decreased by 0.5 p. p. t0 5.4 %.
It decreased namely in chemicals, textile and leather manufactures. The
highest cost profitability was furthermore maintained by manufacture of
metals and metallic products and by manufacture of non-metallic products,
as much as 14 %. In branches typical for their dynamic growth (manufacture
of transport equipment and manufacture of electrical and optical equipment) the
cost profitability in 2007 was essentially lower (3.1 % and 2.8 % respectively).

In graph 8 we illustrate development of total profit/loss in non-financial
corporations by groups of corporations in the branches of economy and also
we show a comparison of total profit/loss and the produced losses in unprofi-
table corporations in 2007 and 2006.

As can be seen in graph 8, from among the surveyed branches the hig-
hest profit (105 billion SKK) in profitable corporations was gained in 2007 in
manufacturing, of which 33 billion SKK in manufacture of metals and metallic
products, 14 billion SKK in manufacture of transport equipment (4 billion
SKK more than in 2006) and 10 billion SKK in manufacture of electrical and
optical equipment. Small organizations as well as unprofitable organizations
impacted formation of total profit/loss in manufacturing in essentially less
extent than in services branches.

As the strong profit branch remains even further electricity, gas and wa-
ter supply; in this respect profitable corporations are mostly dominant, tho-
ugh in 2007 loss increased in this branch. Cost profitability in this branch is
all the time high above average, 18.9 %.
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Graph 8
Profitlloss of non-financial corporations by type of corporations and main
branches of economy in 2007 and selected indicators for 2006
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Explanatory note:

EGW - electricity, gas and water supply; trade — wholesale, retail trade, repair of motor vehicles, motor
cycles and consumer goods, hotels and restaurants; transport — transport, storage, posts and telecom-
munications; real estate — real estate, renting and business activities; other — agriculture, mining and
quarrying, education, health care and social care, other community, social and personal services; p/f —
profit/loss.

Most noticeable changes in the formation of profitlloss were doubtless
connected with development in services sector, especially in trade. It is no-
teworthy, that services shared mostly not only the growth of total loss in
economy (70 %), but also two thirds share in growth of profit in profitable
organizations and in the end they shared total increase in the group of orga-
nizations with less than 20 employees. The services sector contributed to
increase in total profit/loss in the economy — 84 %, mainly but thanks to the
increase of profit/loss in small organizations.
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Altogether it can be said that increase in profit/loss in the economy in 2007
was in two thirds the work of organizations with less than 20 employees, in
the previous three years their contribution made 17 % at the most.

Development in the field of creating conditions for innovations
and their use

If Slovakia is to maintain in along term the relatively fast economic
growth, it is inevitable to develop very intensively the capabitlity of eneterpri-
sing subjects to react flexibly on technological progress and changes in the
structure of domestic and external demand through innovation activities.
Therefore it is of utmost importance to analyze all the time also the position
of Slovakia in creating preconditions for innovation process.

In the given field complex and relevant information on the position of
Slovakia can be found in the European Innovation Scoreboard (EIS 2007)'3
comprising 25 indicators on basis of which a Summary innovation index4
was calculated. Position of Slovakia by this indicator is given in table 14.

Apart from the results of Slovakia the above table shows information on
the position of other new EU member countries as well, which underwent
transformation in the previous period. It is obvious that Slovakia has a weak
position among these countries, and it improves very slowly. According to
the analysis to the EIS 2007 Slovakia is counted among the last, least per-
forming group, the group of catching up countries, s while Estonia, Czech

13 European Innovation Scoreboard 2007. Comparative Analysis of Innovation Performance
and relevant materials can be downloaded on http://www.proinno-europe.eu/index. EIS 2007
was elaborated for 27 EU member countries and further 10 countries. Its data are based on
statistical data for 2004, 2005 and 2006, they do not refer to development in 2007, only to the
previous years.

14 Sl gives a general view at the innovation performance, but it is necessary to note that the
index characterizes a relative, not absolute position of individual countries. The value for
every country may move between 0 and 1.

'5 The surveyed countries are characterized by hierarchic cluster technique as 1. leaders,
2 followers, 3.moderate innovators, 4.catching countries. From among the old EU member
states the catching countries are only Spain and Portugal.
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republic and Slovenia occupied over the recent five periods a stable place
among moderate innovators, and in the last period Lithuania joined this
group. The perspective of Slovakia in convergence with the EU average are
rated rather pessimistic in the given analysis. At a linear development it will
necessitate at least 20 years in order to achieve the EU average in innova-
tion performance. A faster progress could be reached only on basis of fun-
damental changes within the whole innovation system of Slovakia and in
improving total socio-economic and regulation environment to make it favou-
rable for innovation activities.

Table 14
Summary innovation index over 2003 - 2007
Value The order within EU27
2003 | 2004 | 2005 | 2006 | 2007 | 2003 | 2004 | 2005 | 2006 | 2007

EU 27 045 | 045 | 045 | 045 | 045 | - - - - -
Estonia 035 | 034 | 035 | 037 |037 | 12 | 13 | 12 | 12 | 12
Czech Republic 032 | 033 | 033 {034 |036 | 14 | 14 | 14 | 14 | 13
Slovenia 032 | 034 | 034 [036 [035 | 15 | 12 | 13 | 13 | 14
Lithuania 023 | 024 | 024 [026 [027 | 21 [ 22 |21 |19 | 19
Hungary 024 | 025 | 025 [025 |026 | 20 | 20 | 20 | 21 | 20
Slovakia 023 | 022 |023 |024 |025 | 22 | 23 | 23 | 23 | 23
Poland 021|021 |022 {023 |024 | 23 | 24 | 24 | 24 | 24
Bulgaria 020 | 021 [020 [022 [023 | 25 | 25 | 25 | 25 | 25
Latvia 0.16 | 0.16 | 017 {018 |0.19 | 26 | 26 | 26 | 26 | 26
Romania 016 | 015 | 016 [ 017 |08 | 27 | 27 | 27 | 271 | 27

Where is the root of the weak point of Slovakia in innovation performan-
ce? A certain answer lies in distinguishing the five dimensions of innovation
process and in the connected partial innovation indices. Three of them cha-
racterize inputs into the innovation process and two its outputs.'s A view at
the position of Slovakia by partial indices is shown in table 15.

16 The preconditions for creating innovation potential are characterized by Bearers of innova-
tion (the level of attained education of population and young people, participation in life-time
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Table 15
Partial innovation indices over 2003 - 2007
Indices value The order within EU27

2003 | 2004 | 2005 | 2006 | 2007 | 2003 | 2004 | 2005 | 2006 | 2007
Bearers of innovation 030 030 0.29| 031 032 20 20 23 21 21
Knowledge formation 0.08| 0.07| 0.08| 008 | 007 25 | 256 | 25 | 25 | 26
Innovation and entrepre-
neurship 019) 018| 020 0.19| 020 25 | 25 | 24 | 27 | 27
Applications 0.51] 050 | 0.51| 0.56 | 0.55 8 7 7 6 8
Intellectual property 0,A.01| 0.01] 0.01] 0.02| 0.03| 21 2 | 24| 23| 21

As is evident from table 15 Slovakia’s best position is in Applications,
i. e. in the firms’ results in introducing innovations and more intensive tech-
nologies into manufacture. For example receipts for new products in overall
turnover of firms achieved for new products on the market 174 % of EU
average and for new products in the firm 103 %; employment in medium
high technology and high technology intensive branches of manufacturing
reached 147 % of EU average in overall employment (3rd place among the
surveyed countries).

The unfavourable position of Slovakia in other dimensions of innovation
performance on one side and relative strong position in real achievements of
firms on the other side evokes a conclusion that even small efforts in crea-
ting conditions for the innovation process can bring about progress in raising
the technological level in economy. But attention is to be drawn to the fact
that economy can be successful in technological catching up without crea-
ting preconditions for the innovation process only for certain time, what means
only until foreign investors are ready to transfer new production on higher tech-
nological level into our economy, i. €. at a high dependency on foreign investors.

education and connection to internet). Knowledge formation measures investment to research
and development which is decisive in the knowledge economy success. The index Innovation
and entrepreneurship characterizes the efforts of firms in innovation process, mainly in small
and medium firms. Among the partial innovation indices which characterize the outputs, are
reckoned Applications (level of employment, exports and business activities in innovative
sectors) and Intellectual property (mainly patents etc.)
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For the sake of a more particular orientation in the state and develop-
ment of indicators which are the basis for construction of innovation indices,
we have chosen those which characterize the level of education, investment
in innovation and engagement of the small and medium enterprises in inno-
vation process (see table 16).

Table 16
Selected indicators from database to EIS 2007
2002 | 2003 | 2004 | 2005 | 2006
Graduates from postsecondary natural sciences and | Grad.. | 7.8 8.3 9.2 | 10.2
technical sciences studies per 1000 inhabitants, )
aged 20-29 % EU 69 68 74 79
Population with tertiary education
(per 100 inhabitants, aged 25 — 64) Grad. | 108 | 116 | 128 | 140 | 145
%EU | 54 | 56 | 59 62 63
Secondary educated youth Grad. | 945 | 941 | 91.7 | 918 | 915
(in % from population in age of 20 —24) %EU | 123 122 119 119 118
Participation in life-long learning Grad. . 37 43 46 43
(per 100 inhabitants in age of 25— 64) % EU . 44 46 47 45
Broadband connection Grad. . . 04 15 4.0
(number of connections /100 inhabitants) %EU . . 5 13 24
Expenditure on research and development Grad. | 020 | 026 | 0.26 | 0.25
from public finance (% of GDP) %EU 30 39 41 38
Expenditure on research and development Grad. | 0.37 | 032 | 0.25 025
from enterprises (% of GDP) % EU 31 27 21 21
% of innovative firms funded from public resources Grad. . . 2.8
in total number of enterprises % EU . . 31 .
0.00 | 0.00 | 0.00 | 0.00
Investment in risk capital Grad. 3 0 6 1
in the starting phase (% of GDP) % EU 11 0 26 4
Investment in ICT Grad. . 6.4 6.5 6.7
(% of GDP) %EU | . 100 | 102 | 105
% of SME innovating solely Grad. . . 11.6
in total number of SME % EU . . 53
% of SME innovating in cooperation Grad. . . 6.8
in total number of SME %EU | . ) 75
% of SME implementing organizational innovation Grad. . . 13.4
in total number of SME % EU . . 39
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Position of Slovakia in the university education level is gradually impro-
ving, does not reach, however, the EU average and is far distant from coun-
tries with the highest values.'” The share of secondary educated young
people is above average, but questions arise in the field of their quality level
and not enough suitable structure of this education. Slovakia has a very
weak position in life-long learning and similarly as in majority of European coun-
tries smaller are also the possibilities of informal education by means of internet.

The most weak point of innovation performance is doubtless the level
of funding research and development (R & D) from public as well as from
business resources and the overall financial support to the innovation pro-
cess. While on average in the EU the expenditure on R & D from public
sources make 0.65 % of GDP (in Sweden and Finland more than 0.9 % of
GDP), in Slovakia it is only 0.25 %. Still more explicit differences exist in
expenditure on R & D from business sources - Slovakia receives only one
fifth of the EU average (0.25 % against 1.17 % GDP); The highest values rea-
ches Sweden (2.92 %) and Finland (2.46 %). Very weak is the public support
to innovating firms and development of risk capital.

As to the interest of SME in the innovation activities, it is necessary to
say that differences among countries are very large. The share of SME
innovating solely in total number of SME moves betwen 39 % - 9 % (in the
SR 11 %) and those, which innovate in cooperation are 21 % - 3 % (in the
SR 6.8 %). In majority of countries a large portion of SME strive to increase
their performance through organizational innovations (from 58 % till 11 %,
while in five countries they are used by less than 20 % of SME, among them
the SR with 13.4 %). So the participation of SME in innovation process
in Slovakia is in comparison with other countries very low and basically this
reflects the overall low support to innovation activities in the economy.

17 The share of graduates from natural sciences and technical sciences in Ireland was almost
25 % in 2005, and the share of population with tertiary education in Finland was 35 % in 2006
(the highest values in the given years).
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3. EXTERNAL ECONOMIC RELATIONS

Balance of payments

In 2007 position of Slovakia toward foreign countries improved marked-
ly. After the last year's deficit the balance of payments reached again
a surplus of 5.2 % of GDP, which was the best result over the past five years
(table 17). This denoted increase in foreign exchange reserves of the NBS by 96
billion SKK as a result of interventions against strengthening Slovak crown.The
most significant share in this improvement of balance of payments belongs
within the items in capital and financial account to short-term investment growth
and within the items of current account to the expressive decline in deficit in
balance of trade which was recorded at the strong evaluation of the Slovak
crown of that time.

Table 17
Development of basic items of the balance of payment
of the Slovak Republic in 2003 — 2007

2003 2004 2005 2006 2007
Trade balance (billion SKK) -234 -49.6 -74.0 -75.3 214
Balance of services (billion SKK) 8.7 8.6 9.9 225 13.1
Income balance (billion SKK) -66.8 -70.9 -62.5 -62.1 -719.4
Current transfers (billion SKK) 9.0 55 05 -1.6 111
Current account (billion SKK) -725 | -1064 | -1261 -116.5 -98.7
Capital and financial account)
(billion SKK) 112.1 159.3 186.9 324 185.7
Overall balance (billion SKK) 51.9 55.2 71.4 -78.1 96.0
Current account/GDP (%) -5.9 -7.8 -85 -71.0 5.3
Overall balance/GDP (%) 4.2 41 48 4.7 5.2
Degree of coverage deficit
of current account by surplus
in capital and financial account (%) 1.55 1.50 1.48 0.28 1.88

Source: NBS, 2008; own calculations.
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Even the current account recorded the best result since 2003, while its de-
ficit to GDP reached 5.3 %. This indicator improved in spite of the fact that the
economic growth is usually accompanied by larger imports growth. With respect
to the favourable development of main items in the balance of payments it is
possible to assess positively also the degree of coverage deficit in current acco-
unt by the surplus in capital and financial account, which approached the value 2
in 2007.

The deficit of current account was mostly impacted by the balance of
trade, namely the income balance, while worsening in the income balance
was caused mainly by higher repatriation of profit of foreign investors and by
lower incomes from credits and portfolio investment. The year 2007 brought
also decline in surplus of balance of services shared mainly by transport
services (lower income from gas transit) and tourism services (growth in expen-
diture of Slovak residents for tourism services exceeding growth in receipts
for services in this category). Because of methodological change also deficit
of current transfers worsened largely. A part of incomes so far included in
the balance of current transfers was in 2007 recorded already in the balance
of capital transfers. While using the original methodology this item of current
account would have recorded improvement in comparison with the previous
year, especially through the growth in incomes from the EU funds.

Openness of economy

Slovakia is ranked among the most open economies in the EU, and af-
ter the entry to the Eurozone this could help to reach relatively higher eco-
nomies in transaction cost as well as higher benefits due to reduction of
monetary risk. The ratio between the totals of exports and imports of pro-
ducts and services and the GDP in current prices reaches higher values only
in such small economies, like Luxembourg and Malta (graph 9). The unam-
biguous highest opennes of Luxembourg is largely brought about by the high
exports of services from the country. From among the present Eurozone
countries a comparable level with Slovakia (176 %) in this indicator may be
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found merely in Belgium, Ireland, the Netherlands, and in one of the latest
member of the monetary union - in Slovenia.

Graph 9
Openness of the Slovak economy compared with
selected Eurozone countries in 2007 (%)
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Legend: LU - Luxembourg, MT - Malta SK - Slovakia, BE — Belgium, |E - Ireland, NL - the
Netherlands, Sl -Slovenia, AT — Austria, DE — Germany, FI- Finland, PT — Portugal.
Source: The World Bank, 2008.

The high rate of openness of the Slovak economy originated mostly by
the trade of goods. The volume of trade with services is for the present rela-
tively low — its share in total openness makes only about one tenth. Due to
the prevalent foreign investrment directed into the motor-car and electrical
engineering industries it can be expected that this ratio would not change
substantially.
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Foreign trade

In 2007 the exports and imports of goods grew more slowly than in the
previous year, the growth in exports was caused mainly in connection with
introducing new export capacities in the motor-car and electro engineering
industries, higher by 5 p. p. than the growth in imports, which gave rise to
alarge reduction of deficit in the balance of trade and to a decrease in its
ratio towards the GDP only to 1.2 % (table 18). The mentioned year-to-year
improvement was brough about also by the massive economic growth. Due
to the positive development in items of the balance of trade simultaneously
with the steep economic growth, the export performance of the Slovak eco-
nomy mildly increased and the imports intensity decreased.

Table 18
Development of foreign trade of the Slovak Republic with goods
over 2003 — 2007

2003 2004 2005 2006 2007
Exports (billion SKK c. p.) 803.0 895.2 993.5 12394 1420.7
Annual change (%, c. p.) 23.2 114 11.5 246 15.2
Imports (billion SKK c. p.) 826.6 942.2 1069.5 1331.0 14421
Annual change (%, c. p.) 10.5 13.8 13.7 243 10.2
Balance (billion SKK) -23.6 -47.0 -76.0 91,6.1 214
Balance/GDP (%) -1.9 -3.4 5.1 5.5 -1.2
Export performance
(% GDP) 65.7 65.7 66.9 74.7 76.7
Import intensity
(% GDP) 67.6 69.2 72.0 80.2 77.9

1 This data was taken from the publication Foreign trade of Slovak Republic 12/2006 (March 2007), while
the data in table 17 was obtained from the balance of payments published by the National Bank of
Slovakia (November 2007).

Source: Foreign trade of Slovak Republic 2003 — 2007.SO SR, 2008; own calculations.

The territorial structure of foreign trade of SR in 2007 did not change
as much compared to the previous year. The share of EU countries in the
Slovak exports and imports increased only mildly, almost to 87 %, and 69 %
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respectively (table 19). In connection with the approaching entry of Slovakia
into the Eurozone it is expected in the foreign trade in view of relatively high
volume of mutual trade with the members of monetary union additional im-
provement in synchronization of the economic cycle of the country with other
states of this group, which could contribute to a moderate increase in suita-
bility of the united monetary policy for the Slovak economy.

In 2007 the most intensive business was running traditionally with
Germany and the Czech Republic, while their share in totals of Slovak ex-
ports and imports has been softly declining since two years. Slovakia anno-
unced the highest passive balance in foreign trade exchange with the Rus-
sian Federation, Korean Republic and China. The year-to-year price drop for
crude petroleum decreased the trade deficit with Russia in 2007 compared
with the previous year, the trade with China and South Korea brought dee-
pening of deficit. Slovak Republic achieved the highest active trade balace
with the United Kingdom, France and Austria.

Table 19
Development of territorial structure of foreign trade of SR in 2005 - 2007
2005 2006 2007

Balance Balance Balance
Country/ Export | Import | (billion | Export | Import | (billion | Export | Import | (billion
grouping (%) | (%) SKK) (%) (%) SKK) (%) (%) SKK)
Total 100.0 | 100.0 | -76.0 |100.0 |100.0 | -91.6 |100.0 | 100. | -21.4
EU 854 | 711 87.7 | 851 | 68.0 | 1493 | 86.7 | 689 | 238.0
Russia 1.6 | 10.7 | -99.4 16 | 11.3 | -130.6 23 94 | -103.5
USA 3.1 14 16.2 3.2 1.2 226 25 1.1 20.2
China 0.4 32 | -306 0.5 40 | -46.1 0.8 52 | -63.8
South Korea 0.1 26 | -271.2 0.1 39 | 497 0.1 50 | -70.6
Japan 0.3 19 | -174 0.3 20 | -236 0.2 16 | -20.2

Source: Foreign trade of Slovak Republic 2005 —2007. SO SR, 2008.

In the commodity structure of foreign trade compared to the previous two
years we can observe growth of share in export of machinery and equipment
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in total export (table 20), because of growth in export of personal motor-cars
and their components and of TV receivers. A growth was recorded also in
the share of imports of machinery and equipment caused by imports of
parts, components and accessories for motor-cars as well as for electro
engineering industries. The year-to-year lower price for petroleum which led
to reduction of trade deficit with Russia as mentioned above, brought decline
in share of imports of natural gas and petroleum, i.e. of crude materials in total
imports.

Table 20
Development of commodity structure of foreign trade of SR in 2005 — 2007
(by commodity groups SITC Rev. 3, resp. 4)

2005 2006 2007

Group SITC Export | Import | Export | Import | Export | Import

(%) (%) (%) (%) (%) (%)
Total 100.00 {100.00 {100.00 {100.00 |100.00 {100.00
SITC 0 Food 3.80 4.71 3.66 433 3.32 4.31
SITC 1 Beverages and tobacco 0.18 0.89 0.20 0.57 0.18 0.82
SITC 2 Crude materials 2,68 3.55 235 3.12 213 2.87
SITC 3 Mineral fuels 719 | 13.88 6.50 | 14.33 489 | 11.18
SITC 4 Qils and fats 0.16 0.19 0.13 0.21 0.09 0.15
SITC 5 Chemicals 5.85 9.56 5.50 8.89 4.87 8.73
SITC 6 Manufactured products 2498 | 1794 | 2355 |17.05 | 21.39 | 17.46
SITC 7 Machinery and equipment | 44.60 | 37.76 | 48.66 | 38.39 | 53.72 | 43.84
SITC 8 Manufactured articles 1041 | 10.90 9.35 | 12.83 9.21 | 1047
SITC 9 Others 0.15 0.62 0.10 0.29 0.20 0.17

Source: Foreign trade of Slovak Republic 2005 — 2007. SO SR, 2008.

The key position of the motor-car industry in the Slovak economy is con-
firmed by the fact that its share in total export reached in 2007 almost 40 %.
In 2007 Slovakia gained the first place in the manufacture of motor cars for
personal use per thousand inhabitants with the quantity of 105.7, when it
overrun the Czech Republic. Behind this success stands the almost duplication
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of output compared with 2006 to the number of more than 570 thousand
motor cars per year. The growth of output in motor cars was supported ma-
inly by the plants of PSA Peugeot Citroén and KIA Motors Slovakia, which
became in 2007 the most significant Slovak exporters together with Vol-
kswagen Slovakia. In this connection it is necessary to stress the importan-
ce of supporting the inflow of foreign direct investment also into other highly
sophisticated branches with higher value added, in favour of building
a competitive knowledge oriented economy in line with the Lisbon agenda.

Foreign capital

After the last year decrease in surplus of capital and financial account
caused by the outflow of short-term deposits of non-residents from the Slo-
vak banks due to softening of the Slovak crown, the result of this item of the
balance of payments in 2007 returned broadly to the level of 2005, i. e. to
more than 180 billion SKK (table 21). The main reason of this favourable
change lay again in the movements of short-term investment. In contrast to
the previous year this item recorded in 2007 a vast inflow of capital of non-
residents into the banking sector in the form of deposits in the Slovak banks
evoked namely by revaluating the Slovak crown in March and April.

The portfolio investment after the high surplus in 2006 noted net out-
flow of means. This change was caused on the side of assets by higher
interest of Slovak residents in long-term foreign bonds and on the other side
of liabilities by lower inflow due to weaker interest of investors in long-term
debt securities of the government.

The balance of foreign direct investment especially due to its low inflow
in comparison with the previous year decreased by more than 40 billion
SKK. Decrease in investment of SR abroad did not suffice to cover decrease
in the FDI inflow directed to Slovakia. Contrary to 2006, when the ltalian
company Enel contributed to high value of this item by their entry to the
Slovak power plants, no privatization took place in the previous year.
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Table 21
Development of key items of the SR balance of payments
capital and financial account in 2004 — 2007 (billion SKK)

2004 2005 2006 2007

Direct investment 98.4 70.7 112.9 71.2
SR abroad 0.7 4.6 -10.9 95
Of which:Direct investment abroad 2.7 -35 9.5 -6.0
Reinvested earnings 2.5 -1.0 -1.2 -1.2

Other investment 5.9 -1.1 -0.2 2.3

In SR 97.8 75.3 123.8 80.7
of which: Direct investment in SR 375 222 56.0 274
Reinvested earnings 52.0 27.1 25.0 245

Other investment 8.2 26.1 42.8 28.8
Porttolio investment 28.9 -30.2 48.2 -17.6
SR abroad -26.0 -20.7 5.7 -26.3
In SR 54.9 95 53.9 8.6
Other long-term investment -10.1 -15.0 18.6 18.9
Assets -2.5 -9.8 5.3 -6.4
Liabilities -15 5.2 13.3 254
Other short-term investment 371 163.0 -141.3 100.4
Assets 2.0 4.7 -38.4 -29.3
Liabilities 39.0 167.7 -102.9 129.7
Capital and financial account 159.3 186.9 324 185.7

Source: NBS, 2008.

Graph 10 illustrates the FDI inflow into Slovakia since 1994 structured
by the sphere of investment. In connection with the intensive privatization
activities of the government the FDI reached its maximum into the banking
sector in 2001. Privatization was also behind the massive inflow of inves-
tment into the enterprise sphere in 2002 (Slovensky plynarensky priemysel,
Zapadoslovenska energetika, Stredoslovenska energetika etc.). A sharp
decrease of FDI in the following three years was caused by reduction in
privatization receipts until exclusively non-privatization inflow of equity capi-
tal in 2005, while in the following year privatization of the Slovak power
plants again increased the FDI directed into the enterprise sector.
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Graph 10

Foreign direct investment inflow to SR in 1994 — 2006 (equity capital
and reinvested earnings) by sphere of investment (mil. SKK, net change
in the given year)
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Source: Monetary survey 2000 — 2008, NBS (data for 2007 not available in time of publishing).

As far as the regional structure of FDI is concerned, increased interest of fo-
reign investors is directed in the regions of Middle and Eastern Slovakia.
When looking at the created job opportunities, the regional differences still
survive, while Western Slovakia is in this respect for a long time most suc-
cessful. Investment is more and more directed into branches with higher
value added, however, for the time being only as already mentioned in the
Western Slovakia.

4. LABOUR MARKET DEVELOPMENT

The number of economically active people decreased compared to pre-
vious year by 5 600. From the group of economically non-active people
more than half of them comprised the group of pensioners (55.8 %), stu-
dents and apprentices (28 p. p.) and persons keeping households (6,7 p. p.).
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Increase was observed in the absolute number of discouraged people'® and
of persons unable to work. In recent years the rate of economic activity mo-
ved approximately at 60 %. However, in 2007 its value decreased to 58.8 %,
due partially to the fact that certain part of labour force was transferred in
retirement and also because of longer preparation of students for their future
jobs. Difference in the rate of economic activity which survives among men
(67.7 %) and women (50.5 %) originates mainly in that women keep their
houholds or are on maternal leave. Historically Slovakia may be considered
as migrating country, but in the 90's a change occurred when a positive
migration balance appeared. In 2007 its value achieved a historical maxi-
mum (moved in 8 624, moved away 1 831 persons).

The share of primary sector in total employment declined and at the
same time the share of employment in business services increased. Expan-
sion in construction evoked a moderate increase in the secondary sector.
Trends in employment development by sectors are illustrated in table 22.

Table 22
Sectoral and branch structure of employment in %

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

Primary sector 6.7 6.1 6.2 5.8 51 47 44 4.2
Secondary sector 373 | 376 | 384 | 383 | 390 | 388 | 388 | 394
Industry 293 | 296 | 301 | 293 | 296 | 293 | 29.0 | 29.3
Construction 8.0 8.0 8.3 9.0 9.5 9.5 9.8 | 10.1
Tertiary sector 56.1 | 56.2 | 554 | 558 | 557 | 56.3 | 56.8 | 56.4

Business services' | 295 | 29.8 | 30.0 | 30.1 30.0 309 | 318 | 323
Public services20 266 | 265 | 254 | 257 | 257 | 255 | 250 | 24.1
Other 0.0 0.0 0.0 0.1 0.21 0.2 0.1 0.1

Total 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Source: Statistical office SR; own calculations.

18 Jobless persons who would like to work, but they do not seek actively a job, because they
do not believe to find adequate job.

19 Business services are services for the wholesale and retail trade, repair of motor vehicles,
motorcycles and consumer goods, hotels and restaurants, transport, storage, posts and
telecommunications, financial mediation, real estate, renting and business activities.

20 Among public services we reckon public administration and defence; compulsory social
security, education, health care and social care; other community, social and personal servi-
ces and private households activities with domestics.
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Though the number of employed in 2007 achieved its historical maxi-
mum (2 357.3 thousand), the employment rate achieved its maximum value
in 1996 in consequence of growing number of people in productive age. In
all likelihood Slovakia will not meet the target in employment growth set by
the Lisbon strategy. We are lagging largely behind the European average
not only in the employment rate of the productive part of population (60.7 %)
in which our goal for 2010 is 70 %, but also in employment of women (53.1 %)
and people aged over 55.

Education is ranked into primary sector, and is the condition for an ap-
plicant to prove competent on labour market, it increases labour productivity
and last but not least it contributes also to total performance of the country.
While in 1994 the share of population with finished basic education repre-
sented 11.7 %, in 2007 it represented merely 4.5 %. On the contrary, the
share of population with completed secondary professional and university
education increased. In 2007 15.6 % of population with university education
were employed, whereas in 2000 it was only 11.6 %. A fundamental diffe-
rentiation in education among individual regions is taking place as a result of
availability of education and learning facilities and as a result of structure of
professional and working orientation in the given region. The share of Brati-
slava region in total university graduates represents as much as 31 %, while the
share of Eastern Slovakia (PreSov and KoSice regions) represents only 17 %.

Even the educational level of women is growing which confirms the
growing number of women who completed their education in higher vocatio-
nal and university education of |. grade. In contrast, men are more represen-
ted in vocational and specialized secondary education (without and with maturi-
ta) and in annually growing difference in university education of Ill. grade, whe-
re the share of men makes 70.2 % and women only 29.8 %. The difference
between the education of men and women in basic education, in complete
secondary and university education of Il. grade decreases.

A positive development in number of unemployed continued even in 2007.
According to labour force sample survey the unemployment rate compared to
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previous year decreased to 11 %. In comparison with the EU countries Slo-
vak Republic is still reckoned among the coutries with highest unemployment
rate and is outside the European standard (EU is on the level of 7.1 %). Accor-
ding to the registered number of job applicants in the labour offices the unem-
ployment rate was 8.4 %.

Table 23
Development of unemployment rate and effect of its main factors in %
over 2000 — 2007

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

Unemployment rate in % 18.60 | 19.20 | 18.50 | 17.40 | 18.10 | 16.20 | 13.30 | 11.00
Annual change in the rate
of unemployment in points 240 | 060 | -0.70 | -1.10 | 0.70 | -1.90 | -2.90 | -2.30
of which

Impact of change of econ.

active population 129 | 119 | -062 | 021 | 0.92 | -042 | 0.35 | -0.21
Impact of change of

number of employed 111 | -059 | -0.08 | -1.31 | -0.22 | -1.48 | -3.25 | -2.09

Source: Statistical Office SR; own calculations.

On basis of the previous table 23 we can state that in 2007 decrease in
unemployment rate was positively impacted by the growth in employed (by
55 900) or generating new job opportunities and by demographic develop-
ment connected with transfer of 5 600 people in the group of economically
inactive population. Thus in decrease of unemployment rate participated in
as much as 90 % the growth of number of employed and only 10 % the
decline in number of economically active population.

Also connection between the size of unemployment and educational le-
vel was apparent. The decisive factor which was decreasing the risk of unem-
ployment was the level of attained qualification. The highest number of u-
nemployed from the economically active population was formed by men and
women with basic (29.2 %) and vocational secondary education without
maturita (36.5 %). The share of men with specialized secondary education in
total unemployment represented only 0.5 %. Therefore bewildering is the
fact about the unemployment among the university educated people
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(4.9 %); their share in total unemployment in 2007 represented the highest
growth.

Graph 11
Share of unemployed in particular age groups in total unemployment in selec-
ted years
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In graph 11 development of unemployment is depicted which is connec-
ted also with demographic development. While in 1994 the age group of 15
- 19 years old formed the highest share of total number of unemployed, in
2007 in contrary, its value was the lowest, which was caused by constantly
growing length of studies and preparations for the future job and at the same
time by decline in number of population in this age group. It is also remar-
kable that in the recent years the age group of 50 — 54 years has had serio-
us difficulties in finding job on the labour market.

An unfavourable lasting sign of the labour market since the start of the
independent Slovak Republic is the ever growing share of long-term unem-
ployed (i. e. unemployed more than one year). More serious and hardly
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removable is the problem of very long-term unemployment (i. e. unemploy-
ment lasting more than 2 years). However, the year 2007 is the first one
when the share of long-term unemployed (70.88 %) and very long unemplo-
yed (57.35 %) in total unemployment began to decline (see graph 12).

Graph 12
Development of number of unemployed, long-term unemployed
and very long-term unemployed over 2000 — 2007
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On basis of evaluating the goals of Libon strategy the European Com-
mission stated in December 2007 that the Slovak Republic achieved prog-
ress in execution of the Slovak national reform program for 2005 — 2007.
However, the field where the Slovak economy still lags behind, is just the
highest rate of unemployment and the rate of long-term unemployment,
regional disparities on labour market and insufficient labour productivity
compared with EU countries. Development of the share of long-term and
very long-term unemployment in total unemployment and different rates of
unemployment by regions are illustrated in graphs 12 and 13.
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Graph 13

Unemployment rate by Labour force sample survey and Central office
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Compared to previous year the number of job vacancies grew which
were registered by the offices of labour; in consequence of this the number
of registered unemployed who fell on one job vacancy declined. As of De-
cember 31, 2007 the rate of vacancies achieved the value of 1.1 %.%!

Acceleration of the growth rate of real wage by more than one percen-
tage point (the growth rate of real wage in 2006 was 3.3 % and in 2007 4.4 %)
compared to the previous year resulted from both the growing rate of growth
in nominal wage (7.2 %), and from strong decline in growth rate of consumer
prices to the level of 2.8 %. The average monthly wage of an employee

21 The rate of job vacancies is calculated as a share of number of job vacancies in the sum of
occupied jobs and the sum of job vacancies.
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in national economy of SR reached the value of 20 146 SKK. There have
survived even further differences in the nominal wage within particular re-
gions of the Slovak Republic. The Bratislava region, where the average
wages are the highest every year, was folowed by regions with large foreign
investors, i. e. Trnava and KoSice regions.

As of October 1, 2007, the minimum monthly wage of an employee was
fixed at 8 100 SKK, or for every hour worked at 46.60 SKK. In the following
table we can see that in the main group of elementary occupations, subgro-
ups of individual occupations are missing; in consequence of this we can
see the inadequacy of an aerial application of minimum wage, which hinders
the employers especially in the Kosice, Banska Bystrica and Zilina regions
to create low-paid jobs. It is irony, that right among the elementary occupations
there is a group of long-term unemployed often with only basic education, which
represents the largest core of unemployed in the Slovak Republic.

In 2007 the standard incomes of households increased in nominal
value by 10.4 %. Out of total standard earnings, bonuses of employees
in cash or in kind represented almost half, the rest of 29.3 % were the
gross mixed incomes, 2.7 % income in the form of dividens, split incomes of
corporations, interests etc.; 15.6 % social benefits paid to households in
cash and the rest amount represented standard money income transfers.

Table 24
Average monthly wage of employees by Classification of Occupation - KZAM
in the last three months of 2007

Occupation by Brati- v. . Banska
KZAM / Region slava Tmava | Trencin | Nitra Bystrica

Ziina | Presov | Kosice

Helpers, cleaners in
offices,hotels,hospitals

service men (9 142)

012) 11757 | 9573 | 9214 | 9502 | 8772 | 9673 | 9506 | 8909
Sanitarists (9 134) 14540 10494 | 11208 | 10037 10482 | 10987
House k(‘;e?j;j care 11359 | 10462 | 9270 | 8408 | 8564 | 8212 | 10963 | 9424
School care takersincl. | 15 g0 | 10689 | 10372 | 9825 | 9250 | 9308 | 9932 | 8431

Explanatory note: KZAM - Klasifikacia zamestnani, Classification of Occupations.

Source: TREXIMA.
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Behind the positive labour market development in 2007 the continuing
economic growth can be found, which was accompanied by combination of
labour productivity growth (7.75 %) as well as by employment growth
(2.43 %). Due to higher labour productivity growth as the growth of real
wages (4.3 %) there occurred decline in unit labour costs in real as well as in no-
minal expression. The negative sign on labour market is, and even further
will be, the disharmony between supply and demand in certain branches,
need in skilled labour force and the share of very long-term unemployed in the
total number of unemployed. Besides the unfavourable demographic deve-
lopment of Slovakia, which is expected to show itself in the nearest years, it
is possible to consider even the positive migration balance as a supply sour-
ce of labour force.

5. MONETARY POLICY AND PRICE LEVEL DEVELOPMENT

The monetary policy was subject to realization of the Maastricht con-
vergence criteria. Consequently it concentrated on support of desinflation
and on corrections of development in the system of exchange rate mecha-
nism ERM II. The monetary policy made use of adjustments in the interest
rates, several interventions on foreign exchange markets as well as adjus-
tment in central parity to the Euro.

Terms for operation of the monetary policy were different from those in
2006. The monetary policy was confronted with the lower inflation rate and it
worked in the conditions of less turbulent development of exchange rate.
Due to these reasons the monetary policy did not face as many challenges
for operational actions (i. e. especially in the second half year).

Reduction of inflation rate is though the target of economic policy any
time, but in 2007 this target acquired quite a special significance because of
the need of meeting the convergence criteria for adoption of euro. Reduction
of inflation rate is not merely the function of monetary policy, but this is most
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frequently linked to monetary policy (especially in the absence of more ex-
pressive administrative interventions in prices).

The year 2007 was a year of desinflation, i. e. withdrawal of inflation
(graph 14). Development of inflation rate, however, was not straightforward.
Until August it was the phase of inflation rate reduction, while the 12-months
value of the so called harmonized inflation rate got in August 2007 for the
first time within the limit of convergence criterion. In September it came to
unfavourable break in the price level: until then retreating inflation put on
intensity and force.

Acceleration of price level increase in the second half year (mainly in
the months of fall) was partly expected and had more reasons:

o The first one lay in a low statistical base for comparison from the same
months of the previous year (at that time the prices for fuels were dec-
reasing ).

e The second one was in growth in food prices announced in advance.
But the extent of this effect could hardly be estimated. This was not
a pure domestic inflation factor, rather an event present in broader re-
gion, almost of a global dimension.

e The prices of fuels recorded after 13 months again a year-on-year in-
crease.

In 2007 there appeared concern about fulfilment of the Maastricht crite-
rion in respect of inflation. The inflation criterion is a moving objective, it is
the function of inflation rate in other EU countries. Though the inflation rate
in 2007 in Slovakia markedly declined, through the months in the fall deve-
lopment in prices dramatized. But the harmonized inflation rate, which is
used for evaluation of fulfiilment of the inflation criterion, did not record such
significant deviations as the index of consumer prices and till the end of
2007 fulfilment of the inflation criterion was not threatened seriously.

In December 2007 the year-on-year inflation rate got on the value of 3.4 %,
its average round the year reached 2.8 %. Consumer prices measured by
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the harmonized index (and this is vital in case of adoption the euro) increased by
1.9 % on average round the year.

Towards the end of year the NBS did not react on surge of inflation rate,
because strengthening of the inflation was not caused by inland demand
factors, but rather by global and cost factors. Intervention by means of mo-
netary policy would not be effective.

Graph 14
Development of consumer prices level
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Dynamics in prices of producers was heterogenous. Construction works
raised the price by 4.0 % on average in the whole year 2007, agricultural
products increased by 5.4 %. Prices of industrial producers decreased by
1.2 %, which was outside the development of other price indices. The fall of
prices of industrial producers was caused by that part of production, which
was directed to export and this part lowered the price, due to exchange rate
moves (calculation of realization price in foreign currency to strengthening
domestic currency resulted in fall of price). This fall of price does not concern
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domestic market: prices of the industrial producers for the output directed to
domestic market increased by 2.0 %.

While in 2006 we have seen a distinct devaluation of exchange rate (Ju-
ly 2006) and towards the end of year this was replaced by distinct valoriza-
tion, then in 2007 it was more a continuing evaluation of domestic currency
towards euro and US dollar. This evaluation acted very likely as a moderate
antiinflation factor.

As early as by the end of 2006 the adjustment of central parity was ex-
pected, by means of which SR has worked within the system of exchange
rates ERM Il since 2005. Strengthening of domestic currency and repeated
need for NBS interventions gave rise to justified expectations that the ex-
change rate will not sustain within the specified band. Effective as from
March 19, 2007 the central parity of crown to euro was revalued. Its value
was set at the level of 1 € = 35,4424 SKK. This denoted a change in central
parity by 8.5 %. The following continuing revaluations of exchange rate were
characterized by the NBS as a revaluation which did not correspond to eco-
nomic fundaments, and so in March and April 2007 the NBS realized three
interventions. During the months that followed the NBS did not realize any
interventions, and the development in exchange rates was more calm and
foreseeable.

The favourable inflation outlook and generally favourable atmosphere
for the currency policy motivated the NBS to a repeated reduction of the key
interest rates in the first half of 2007 (afterwards no adjustments were realized).

The average interest rates on new bank credits have stabilized gradually
since the second half of 2006 (they survived lesser deviations than before —
see graph 15). In case of credits to non-financial organizations a noticeable
mutual approximation of interest rates and stabilization of their volume appe-
ars. It improves chances for calculations of entrepreneurs and forecasts for
business environment.
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Graph 15
Average interest rates on new bank credits for non-financial organizations
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The average interest rate on credits drawn-down in 2007 decreased
compared to previous year but not to the level of 2005 (table 25). Then,
while the year 2006 is characterized as a year of a more expressive ,revalu-
ation of money", the year 2007 brought about soft ,lowering the price* of
currency. The soft lowering can be understood as a factor implying weak
cost inflation, but potentially strengthening the demand inflation.

In 2007 it happened for the first time that the state of crown credits for
the population was higher than their state for non-financial organizations
(graph 16). It is true that this does not hold for credits granted in euro or in
other foreign currency. This result tells on growth of weight of population in
the credit portfolio of banks, also on the continuing tendency in population
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indebtedness (however, indebtedness of households in comparison with
economically advanced countries is all along not high).

Table 25
Average interest rates from drawn credits in % (by selected sectors)

| 2005 | 2006 | 2007

Short-term credits
Credits total 6.12 8.68 7.39
Credits to non-financial corporations 6.61 8.39 7.27
Credits to general government 4.7 6.91 2.63
Credits to households - tradesmen 1.8 11.85 11.15
Credits to population 15.29 17.15 16.90
Long-term credits over 5 years

Credits total 491 6.09 5.88
Credits to non-financial corporations 443 5.7 547
Credits to general government 4.66 5.45 5.16
Credits to households — tradesmen 511 6.84 6.32
Credits to population 5.63 7.25 6.74

Graph 16
State of bank credits as of December 31 in relevant years in selected sectors
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Several years performance of NBS in the policy of inflation targetting, but
also performance of the overall evonomic policy assisted to that the inflation
rate, development of exchange rate, also the amount of interest rates in
2007 came nearer to accomplishment of the Maastricht convergence criteria
(the amount of interest rates was fulfilling this criterion long ago).

6. PUBLIC FINANCE

The positive trend in managing the general government budget continu-
ed also in 2007. The share of total deficit of general government in gross
domestic product is falling and deficit is diminishing also in absolute terms.
As significant factors of this positive development can be named the accele-
ration of economic growth, increase in incomes joined thereto or fall of ex-
penditure in some fields. Continuing fiscal consolidation, the primary goal of
which was a long-term sustaining the public finances, was closely connected
also with preparations for the entry to the Eurozone.

The framework of public finance management incorporated in the Con-
vergence program of SR (the aim is to achieve a balanced or slightly deficit
economy in public finance till 2010) and in medium termed outlook for public
finance development proves well. According to preliminary data by Ministry
of Finance SR in 2007 the deficit in general government budget achieved
2.16 % of GDP, in absolute terms 40 billion SKK including the impact of second
pension pillar. Of the total deficit of 40 billion SKK the impact of second
pension pillar reached 23.4 billion SKK which makes 1.26 % of GDP. The
most important items which influenced the economy of public finance, are
contained in table 26. Without calculating the costs of financing the pension
reform the deficit of public finance would achieve the value of 0.9 % of GDP.
Thus the management of general government was in harmony with fulfilment
of the Maastricht budget criteria and along with the fulfilment of other
convergence criteria it opened way to the positive recommendation of European
Commission to adopt in Slovakia the common European currency in 2009.
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The originally planned deficit of general government was 52.8 billion SKK,
in reality it was lower by12.8 billion SKK.22

Table 26
Impact of selected items on economy of public finance in 2007

Billion SKK
National property fund SR -29.6
State financial assets 135
Economy of the off-budget accounts of state
budget organizations 1.6
Chronological differentiation of paid interests 15
Release of receivables to abroad 2.6
Chronological differentiation of taxes -1.9
Chronological differentiation of dividends -14
Narrowing receivables of state budget organizations -14
Economy of the Social insurance agency 1.8
Economy of public higher education institutions 14
Municipality and municipal budget organizations -1.1
Higher territory units and their budget organizations -1.5

Sourse: Ministry of Finance of SR.

State budget

At a closer look at the revenues side of the budget we can state a long-
term trend of higher than planned fulfilment of budget in all items except for
foreign transfers from the EU budget. From the aspect of tax revenues and
revenues from capital assets there was reached higher fulfilment of income
taxes by individuals by 17 % (481 mil. SKK) and of income tax collected by
check-off payments by 35 % (1,481 billion SKK). A marked raise in tax col-
lection compared to plan was recorded also in taxes for goods and services.

22 A more detailed and definitive look at the structure, resp. on economy of individual subjects
of general government will be at the disposal after publishing the Final state budgetary acco-
unt by the Ministry of Finance of SR.
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The planned increase in excise duty on tobacco products since January 1,
2008, brought about the effect of filling the stocks of businesses with tobac-
co products in advance, which showed positively on the revenues side of
budget in 2007 up to the amount of 0.5 billion SKK (IFP 2007). The total
collection of excise duties compared to plan was higher by 8.4 % (4,643
billion SKK).

Table 27
Development of the state budget revenues and expenditure 2002 — 2007

Actual implementation (in billion SKK)

Budget Index
2002 | 2003 | 2004 | 2005 | 2006 | 2007 | fulfilment | 2007/2006
2007 (in %)

Total revenues 220.4 1 233.0 | 2424|2586 [ 291.9 | 322.2| 103.8 104

of which:

A. Tax revenues 188.8 | 200.0 [ 209.4 | 222.5 | 236.2 | 258.2 | 104.1 9.3
of which:

Tax on income
and capital assets 69.3| 70.1| 605| 48.7| 54.7| 614 | 108.6 12.2

Tax on goods

and services 115.6 | 123.2 | 144.2 | 172.3 | 180.5| 195.7| 102.6 84
Tax on international

trade and

transactions 40| 40 18] 05| 06 10| 146.6 66.7

B. Non-tax revenues 208 17.0| 21.1| 211 | 194| 235| 1223 211

C. Grants, transfers
and other revenues 10.7| 124 98| 149| 36.2| 404 93.6 116

of which:

EU budget funds . . 45| 139| 204 | 256| 878 255

Total expenditure 272.01289.0 | 312.7 | 292.5 | 323.6 | 345.8 6.9
of which:
A. Current expenditure  237.1 (250.0 . 1261.1)282.8|297.0| 956 5.0
B. Capital expenditure | 32.4 | 31.1 . 314 408| 48.8| 1277 19.6
C. Property share

and credits 24 | 78

Surplus (+), Deficit ()~ |-51.6 |-55.9 | -70.2| -33.8 | -31.7 | 235
Share in GDP (in %) 50| 47| 53| 23| 19| 13

Source Ministry of Finance of SR.
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With respect to non-tax revenues, higher amounts were recorded in item of
interests on inland and foreign credits, loans and deposits by 20.6 % (1,082
billion SKK). A long-term decrease is seen in fulfilment of the revenues in
item foreign transfers from the EU budget. In 2007 this reached 87.8 % in
total amount of 25,543 billion SKK. An increase in this item by 25 % compa-
red to 2006 indicates improving trend in drawing the EU structural aid.

This is confirmed by a gradual though not very significant growth in sha-
re of item grants, transfers and other income in total revenues of the state
budget. The start of a new programming period in drawing the structural aid
over 2007 — 2013 with a considerably higher expected volume of available
sources, would increase the weight of this item even in the following years
depending on the success of its drawing.

Graph 17
Share of particular revenues groups in total revenues
of the state budget through 2000 — 2007
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The state and public debt

A positive trend in development of the state debt (in relation to GDP)
can be assigned to the continuing consolidation in public finance and to
strengthening the exchange rate, but above all to the record economic
growth of the Slovak economy. At maintaining the present tendencies in
management and in development of public finance along in combination with
favourable economic growth through the following years, the deficit of public
finance can be further preserved within the limits set by Maastricht budget
criteria.

Graph 18
Development of state budget deficit through 2002 — 2007
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The updated Proposal of starting points of general government budget for
2007 — 2010 reckons with achievement almost balanced economy with deficit on
the level of 0.8 % of GDP in 2010.

The volume of public debt of the Slovak Republic reached to the end of
2007 the value of 543.8 billion SKK, which in relation to the gross domestic
product represents 29.4 %. The main share in the public debt amounting to
522.2 billion SKK represented just the debt of central government. The year-
on-year decline in public debt as a share in GDP has been caused above all
by the higher speed of GDP growth than by the speed of public debt growth.
While the GDP grew in current prices by the speed of 11.4 %, the speed of
public debt growth reached the value of 7.7 %. From the level of 30.4 % from
the last year it came to decline in public debt by 1.0 p. p.

Graph 19
Development of central government debt through 1999 — 2007
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7. SHORT-TERM OUTLOOK OF ECONOMIC DEVELOPMENT

The relative favourable macro economic development within the years
2006 and 2007 was evoked predominantly by long-term factors: by extensi-
ve investment and by improved entrepreneurial and investment environ-
ment in the previous years. Slovakia significantly advanced in catching up
performance of most advanced countries. The economy of Slovakia achie-
ved performance at the level of 62 % of average performance of the OECD
countries (equally of the eurozone countries). Such a striking progress on
the performace scale (from 57 % to 62 % of average performance of the
OECD countries) was never observed in the history of the Slovak Republic.
At the same time the SR considerably approached the accomplishment of
the criteria for adoption of euro (i. e. it advanced also in the so called nomi-
nal convergence).

In 2008 it is foreseeable that the impact of several economico-political
measures which were prepared in 2007 will manifest themselves. And
what’s more, it will be the year of final preparations for adoption of euro.

Development of external environment

Perspectives for growth in economically advanced countries for 2008
are threatened owing to vibrations on financial markets. Development of real
economy of Sllovakia is not isolated from them. Conditions for granting cre-
dits were tightened, risk surcharges extended. Slump in property value
(stemming in the so called hypothecary crisis) drew down the household
sources which means limits in growth of private consumption.

Impact on demand dynamics will obviously be serious, but hardly measu-
rable.2® Besides that, the raise in price of crude oil and foods divides sources in
favour of crude oil producers and farming food commodities, and at the same

23 For more details: OECD (2008): What is the Economic Outlook for OECD Countries? An
Interim Assesment., Paris: OECD.
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time equally restricts household resources and reduces the speed of private
consumption growth.

According to the prognosis by Kiel Institute for the World Economy
(2008)%* the US economy stands very likely at the point of recession, and in
the Western Europe is felt as well impairment in growth (table 28). For 2008
evidently it is envisaged further reduction in speed of economic growth. The
inflation rate in @ number of advanced states would extend its usual rate

However, the direct lines which transfer the mentioned negative impacts
to the Slovak economy are weak. These effects are partly filtered and mediated.

The impact of slow down in demand refers mainly to the US economy,
partly is being transferred to the Western Europe and only in this mediated
form it impacts the Slovak exporters.The impact of slump down in demand
is softened by the fact that in comparison with the 90’s the originally strong
prosperity sensitiveness of the Slovak export output reduced. This reduction
in prosperity sensitiveness is connected with the change in commodity struc-
ture of export. The weigth fell down in exported semifinished articles and
exported goods which were scheduled for intermediate consumption (in this
commodity sensitiveness on prosperity deviations is considerable) and the
Slovak export is more dependent on the policy of supranational corporations.

Table 28
Economic growth and inflation rate in external environment
Real GDP growth in % Inflation rate in %
Prognosis Prognosis

2007 for 2008 2007 for 2008
EU 27 29 1,9 22 3,0
USA 22 1,5 29 35
Advanced industrial
states in total” 2,5 1,7 2,2 2,8

*EU 27 plus Norway, Switzerland, USA, Canada, Japan .
Source: Kiel Institute for the World Economy (2008): Folgen der US-Immobilienkrise belasten Konjunktur.

2 Kiel Institute for the World Economy (2008): Folgen der US-Immobilienkrise belasten
Konjunktur.
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The impact of increased inflation rate (table 28) is softened also by
temporary running strengthening of Slovak currency.

As positive impact of external environment is considered the adjustment
of rating evaluation. The adjustment of rating by the agency Standard and
Poor’s in March 2008 may work as a positive incentive for investors (a simi-
lar, maybe even stronger incentive will appear after the final decision on
euro adoption is made).

The impact of external environment in 2008 will not be optimal, it will not
support the growth of Slovak economy. But the negative effects will rather
be only mediated, weak and as per our estimates they would not seriously
threaten the macro economic development in the SR.

Assessment of development in economy performance

The Slovak economy attained in 2007 not only astrong, but also
a healthy growth accompanied by acceptable rate of stability (declining defi-
cit of current account of the balance of payments, reduction of unemploy-
ment rate). Also in future there exist presuppositions for a favourable deve-
lopment of parameters of economy performance. They are based on a great
deal of dynamics of investment in previous period, on the arrival of several
big investors, on consolidation of public finance and on the effect of econo-
mic integration (smaller and economically less advanced countries have the
tendency to catch up those larger and stronger economies).

Rather high comparison base from 2007 may involve lower dynamics of
economy growth. The speed of real GDP growth according to our estimates
will decline to the interval of 6.6 % - 7.6 % (table 29). Lowering of dynamics
of real GDP growth cannot be understood as unfavourable development or
bad success. It is rather an expected consequence of extra ordinary values
attained in the previous period. Even the estimated lower speed of GDP
growth in 2008 is still very attractive.



Table 29
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Prognosis of growth in components of GDP use

Speed of real growth in

Estimated speed of real

Component of GDP use 2007 (in %) growth in 2008 (in %)
GDP 10.4 6.6-7.6

Final hoseholds consumption

and of non-profit organizations 71 6.8-74

Final consumption of general

government 0.7 07-1.0
Formation of gross fixed capital 7.2 57-64
Export of goods and services 16.0 94 -10.5
Import of goods and services 10.4 8.2-8.7

Decline in the speed of real GDP growth and other indicators of econo-
mic activity is well-grounded by the following facts:

e Specially high comparison base from the previous period. Such a high
comparison base makes of the fall in speed of growth a mathematical

logic.

o Absence of such massive growth stimuli, which existed in 2006 and
2007. It was mainly the launching of operation of extra large (especially
in Slovak economy conditions) industrial enterprises.

Already in the first months of 2008 it is seen the slow down in output
(but this slow down is running at constantly high growth speed). The growth
speed in the industry and construction outputs slowed down in comparison
with the first months of 2007 (graph 20). This does not hold in cases of retalil
trade perfomance where the growth dynamics from the outset of 2008 was
higher than in the same period of 2007 (in this case the comparison base
from the previous period is exceptionally low).
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Graph 20
Comparison of speed of year-on-year growth in output of selected branches
within the first months of 2007 and 2008
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Assessment of development in some indicators of balance
and quality of economy growth

In 2008 and very likely in 2009 as well (though not essentially) the ten-
dency of inflation withdrawal will be disrupted, it may resume probably in
2010. In 2008 those will be predominantly the cost and administrative fac-
tors, which may lead to a moderate acceleration in price increase. On the
other hand still a temporary moderate antiinflation impact of strengthening
domestic currency is still present. After the exchange rate toward euro is
fixed this impact will disappear. Fulfilment of the Maastricht criteria for infla-
tion may reduce even the alertness of the economic policy authors in the
direction of antiinflation.
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Data for the first four months of 2008 reflect already strengthening in in-
flation (graph 21). For 2008 we estimate the average year-on-year inflation
rate within the interval of 3.4 — 3.8 %, which is already by 0.6 till 1 p. p. more
than in 2007.

Graph 21
Comparison of year-on-year price level growth
within the first three months of 2007 and 2008

5 %

45

4 4 -—

"

o
R,
]

NN
S
Py
Lttty
(Lt

-.-

L I 1L Iv.

O Year-on-year growth of consumer prices 2007
B Harmonized inflation rate 2007
= Year-on-year growth of consumer prices 2008

@ Harmonized inflation rate 2008

Equally as we cannot reckon upon extremely high growth rates in eco-
nomy peformance, then we cannot reckon either with continuation of equally
strong employment growth or fall in unemployment rate. Dynamics of mo-
ving growth rates in employment and unemployment rates will slow down.
However, the favourable tendency in moving these parametres will survive
(table 30).

The extensive foreign direct investment in the previous period will con-
tribute to strengthening in the external balance. Significant in this respect is
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the contribution of export capacities in the automotive industry, as well as
the start of capacities in the electro engineering industry. We would estimate
a slightly surplus balance of trade, but only very slightly decreased deficit in
current account of the balance of payments (table 30). Despite the expec-
ted favourable development in the balance of trade, the balance of the
current account of balance of payments would not proportionally improve,
namely due to increasing repatriation of profits from the foreign direct
investment. The net export will positively contribute to the GDP growth.

Table 30
Estimate of selected parameters of labour market, development of price
and external balance of economy

Parameter 2007 Estimate for 2008
Year-on-year growth in number of workers

(in %) 24 06-1.0
Unemployment rate by LFS (in %) 11.0 91-95
Year-on-year growth in nominal wage (in %) 7.2 6.6-6.9
Year-on-year growth in real wage (in %) 43 2.8-35
Year-on-year average growth rate in con-

sumer prices (in %) 2.8 34-38
Balance of current account of the balance of

payments (% of GDP) 5.3 (-3.6) — (-4.1)
Balance of balance of trade (% of GDP) -1.2 05-08

In the coming years a stable inflow of foreign direct investment is expec-
ted, which could be supported apart from the hitherto factors (relative favou-
rable entrepreneurial environment, skilled and cheap labour force) also by the
foreseen entry of the SR to eurozone, connected with abolishment of the risk
of exchange rate and with saving the transaction costs. The favourable ef-
fect in FDI inflow is expected also in connection with new program of the
SARIO Agency entitled after-care focused on attention paid to the establis-
hed investors, who would intend further to expand in Slovakia. It is presu-
med that these impacts would again support the growth in foreign trade of SR.

Thus the economic growth would further be accompanied by strengthe-

ning the balance in economy (with the exception of price level) and by
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a favourable development on the labour market (which is a significant pre-
supposition of growth quality).

The Slovak economy is based in 2008 on a constantly good fundament
for a long-term growth. At the same time it is confronted with the final phase
of preparations for adoption of the common European currency and with the
strict government regulation measures, which in some cases affect the co-
ordination mechanism of the market.

8. AN OVERVIEW OF SELECTED LEGISLATIVE
AND ECONOMIC-POLITICAL MEASURES

In 2007 the National Council approved of 143 bills. One of the most ex-
tensive legislative measures was the amendment of Labour Code (amen-
dment No. 348/2007 Code of Acts). The amendment comprises of more
than 150 amending points. The largest changes concern especially the pa-
ragraphs on labour alertness and on chaining the labour relations for a fixed
period. The definition of a ,dependent work" has been introduced and the
power of frade unions in enterprises intensified. For example the amen-
dment stipulates the average weekly work day of an employee and overtime
work to maximum 48 hours per week (employees in health care are excep-
tion according to a separate rule). A legislative institute is being resumed —
working upon contract, and a new form of labour-legislative relation is intro-
duced - telework. The two latter aim at enforcing the flexibility of labour
market.

An act on tripartite was passed (No.103/2007 Code of Acts) about three
parties consultations on nation-wide level. This legislative measure resumes
the act on tripartite, which was abolished in 2004 and formalizes the social
dialogue. This act abolishes the consultative body of the government — The
Council of economic and social partnership of SR and creates the Economic
and social council as a consultation and contracting body of government and
social partners on nation-wide level. This act amended also the act on
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collective bargaining. The amendment extends the binding nature of collecti-
ve agreement of higher degree also upon those employers who did not sign it.

The passed act No. 663/2007 Code of Acts on minimum wage defines
the new system of calculating the minimum wage. In case the social part-
ners would not come to agreement on its amount starting with 2009, the
minimum wage will be heightened in harmony with the average wage
growth. In 2007 the minimum wage amounted to 8 100 SKK.

Amended was the child birth allowance which was increased at the child
birth (only for the first child) from 11 000 SKK to 20 440 SKK. Equally as in
2006 government approved also in 2007 granting Christmas benefits to
pensioners (2000 SKK in case of pensions up to 3 753 SKK, 1 750 SKK to
pensions within the band of 3 753 — 7 505 and 1 500 SKK to pensions within
the band of 7 506 — 11 257 SKK).

In the field of health care several changes were adopted. Business acti-
vities of the health insurance agencies was impacted by the amendment
(No. 530P2007 Code of Acts) of act on health insurance agencies and on
the healthcare supervision office, which sets down that any profits they ma-
ke have to be fed back into the healthcare system for settlement of costs of
the healthcare. Similarly the top limit of operational costs of health insurance
agencies was decreased from 4 % to 3.5 % of collected insurance money. The
amendment of act (No. 653/2007 Code of Acts) on providers of healthcare,
healthcare employees, professional organizations in healthcare ceased the
transformation of state healthcare facilities to joint stock companies. The
capital assets of the state in already transformed facilities — joint stock com-
panies — must not fall below 51 %. By setting down the minimum network
of providers of institutional healthcare, which was done by the amendment
(No. 504/2007 Code of Acts) of the decree on public minimum network of
providers of healthcare, the network of providers of institutional healthcare
providers was defined, which are of strategic importance for the state. Amen-
dment of the act (No..594/2007 Code of Acts) on health insurance simplified
the system of annual settlement of insurance money for public health insurance
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(the range of persons was narrowed who are obliged to hand in annual set-
tlement and also the duty to pay surplus or deficit up to 100 SKK was annulled).

The operation of higher education in Slovakia was adjusted in 2007 by
amendment of the act (No. 363/2007 Code of Acts) on higher education
institutions. The amendment enables to public higher education institutions
to draw financial means from banking credits. The amended act sets down
specialized work places of science and research in public higher education
institutions supposed preferebly to transfer knowledge into society and sup-
port of law subjects involved in research and development under particular
rules in the starting phase. The public higher education institutions as well
as the state higher education institutions are allowed to charge the external
students tuition; the act leaves free of charge study on one higher education
institution within the standard length of study. The category of research
universities has been cancelled; according to the new act the higher educa-
tion institutions are divided as follows: a) higher education institutions of
university type (higher education institutions providing doctoral study prog-
rams); b) higher education institutions; c) professional higher education
institutions (providing bachelor study programs). The bill introduces register
of higher education employees and amends the provision on central register
of students. The aim of this measure is to provide information on higher
education institutions in real time and a gradual transfer away from the ,pa-
per” statements to their electronic providing. The amendment sets down the
duty to private higher education institutions to form academic tribunals and
scientific councils in the same form as on the public higher education institu-
tions.

A compulsory programming budgetary for municipalities, towns and hig-
her territorial units starting up since 2009 introduces the passed amendment
of act on budgetary rules of territorial self-governments (amendment No.
32412007 Code of Acts). This measure is a part of complex reform in manage-
ment of public finance and creates legislative terms for programmed budgeting
in units of territorial self-government in particular phases of budgetary process.
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In the previous year the act was passed (No. 609/2007 Code of Acts) on
excise duty on electricity, coal and natural gas. This new tax the so called
ecology tax represents transposition of the EU legislature with the aim to set
minimum tax tariffs for the Slovak consumers and producers. Amendments
occurred also in the value added tax the amendment of which (No. 593/2007
Code of Acts) decreased the GDP on books from 19 % to 10 %.

In connection with the currency integration of the Slovak economy there
was passed the so called general act — act No.659/2007 Code of Acts on the
adoption of euro in the Slovak Republic. By this act are created legislative
presuppositions for a trouble-free entry to the eurozone. The act is amen-
ding as much as 27 acts, which refer somehow to the adoption of euro.

With the aim to narrow down the usury practice, to provide a satisfactory
protection for the participants in financial market and making the conditions
in granting consumption credits transparent - the act on consumption credits
was amended. The amendment sets down a maximum limit for interests and
fees for consumption interest.

The business environment was adjusted by the amendment of trades-
men act (amendment No. 358/2007 Code of Acts). Through this extensive
amendment the trading offices are given new competencies — they establish
unified contact addresses. A starting businessman will be able to meet all
administration formalities in this place connected with launching his trading —
declaration of trading and submitting the information concerning all tax and
health care registrations. This legislative regulation brings liberalization into
trading business, regulates number of businesses, amends adminsitrative
fees etc.

With the aim of complex price regulation, with detaching the regulation
office from regulation council and social monitoring of price formation in the
field of networking branches the amendment No. 107/2007 Code of Acts to
the act on regulation in the network branches was passed. The decrees of the
Regulation office concerning the energy prices will in the future be monito-
red by the Ministry of economy SR, or the Ministry of the environment SR.



78

The government approved in 2007 several strategic documents which
are connected with the adoption of the National Strategic Reference Frame-
work of the Slovak Republic for 2007 — 2013 (NSRR) and are supposed to
be a starting point for the medium-term economic policy in individual fields.
According to the adopted Development Strategy in Tourism of SR till 2013
the essential aim is at increasing the competitiveness of tourism at the si-
multaneous usage of the potential of the country to balance the regional
disparities and to create new job opportunities. The other document is Inno-
vation Strategy 2007 — 2013; its aim is to achieve higher rate of innovation
as a main instrument for the knowledge economy and sustainable develop-
ment. With the export development support deals the Proexport Policy SR
for 2007 — 2013, focused on creating a stable supporting pillar of an active
foreign trade policy of SR. The government approved also of the updated
Convergence program of Slovakia for 2007 — 2013 in which it is defined the
position of the Slovak economy, especially in the fiscal aspect in connection
with the entry of SR into the eurozone.
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