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ABSTRAKT

Skusenosti Slovenska s transformaciou na trhovu ekonomiku

Zatial’ ¢o v zapadnych krajinach sa trhova ekonomika vyvijala niekol’ko storo¢i, v krajinach
strednej a vychodnej Eurdpy bol prechod na trhovi ekonomiku realizovany v podstatne krat-
Som casovom horizonte. Napriek tomu, ze dlhodobé ciele tychto krajin boli podobné, v ramci
transformécie vznikli odliSnosti tykajliice sa priorit, poradia a rychlosti realizovanych refo-
riem. Préca si dava za ciel’ analyzovat’ transformaciu slovenskej ekonomiky pocas poslednych
dvoch dekad a porovnat’ jej vyvoj s ostatnymi krajinami strednej a vychodnej Eurdpy a s tro-
mi bechmarkovymi zapadoeurdpskymi krajinami. Predmetom analyzy je vplyv politického
cyklu a vyvoj zakladnych makroekonomickych indikatorov. Zaver prace sumarizuje skise-
nosti z transformacie slovenskej ekonomiky a odporGfania pre politicki ekondémiu
a inStitucionalnu transformaciu.

Krucove sLovd: Slovensko, transformadcia, inStituciondlne reformy, trhovéa ekonomika, hospo-
darska politika, makroekonomicka stabilita, socidlny systém

ABSTRACT

The Slovak Experience with Transition to Market Economy

While in the Western Europe market economy had developed several centuries, in the Central
and Eastern European countries (CEECs) the transition has been undertaken in a considerably
shorter time. Although, the long-term objectives of CEECs were similar, discrepancies arose
in each country as regards the priorities, order and pace of the reforms to be undertaken. The
paper aims to analyse transition of the Slovak economy during the last two decades and com-
pare the development of Slovakia with the rest of the CEECs and three benchmark Western
European countries. The impact of the political cycle and development of main macroeco-
nomic indicators is being analysed. The paper concludes with lessons from Slovakia for polit-
ical economy and large-scale transformation of institutions.
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cy, macroeconomic stability, welfare
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INTRODUCTION

While in the Western Europe market economy had developed several centuries, in the
Central and Eastern European countries (CEECS) transition from centrally planned economy
to market economy has been undertaken in a considerably shorter time. Historical, political,
social and economic diversity in the CEECs at the beginning of their transition has markedly
influenced the way and the extent of their transition process. This diversity has been the rea-
son why, despite roughly the same challenges for all the post-communist countries, the con-
crete results of the transition process have been specific for each country.

Some of the CEECs (Poland, Hungary and Yugoslavia) started to introduce economic
reforms towards a market economy, building some of its elements, already from the early
1980s. However, in other countries, no reforms were undertaken at this stage. After the fall of
the Iron Curtain, some of the nations integrated into federations (Slovakia, Slovenia, Estonia,
Latvia and Lithuania) used the opportunity for regaining their independent statehood (1991-
1993). All these countries faced a double challenge: 1. to introduce economic reforms leading
to a market economy, 2. to build the basic economic institutions needed for managing an in-
dependent state economy (e.g. central bank, own currency).

There was a belief that it is possible to project and implement capitalist institutions in
CEECs from above and in a relatively short period of time, based on adopted legislative acts
and implemented economic policies. However, reality proves to be much more complicated —
transition took a longer time and it was much more difficult and complex. It is true that there
was not so much time for a spontaneous building of rules from the bottom up in CEECs, as
was the case in the Western Europe or in the North America. However, the need of a gradual
building of the market order from the bottom up, based on mutual interactions among the
market participants and advocated by gradualism, should not be completely neglected.

Given the legacy of central planning, economic transition of CEECs was path-
dependent. The centrally planned economy left no institutional vacuum, so the old institution-
al framework could not be simply replaced by a new one, already successfully implemented
in the Western countries. Hence, during transition the old institutions were combined with the
new ones. At the same time, transition of formal institutions was accompanied by transition of
non-formal institutions, whose importance increased at the early stage of transition when
many of formal institutions ceased to exist or were isolated from the real economy. However,
non-formal institutions did not improve functioning of the institutional framework as a whole.
By contrast, according to Balaz (2006), in many cases they even contributed to lower effi-
ciency of the system.

From the beginning of their transition, all the CEECs had a common strategic goal of
joining the European Union (EU) as soon as possible. This became the key external factor of
accelerating their transition. Hence, two main stages can be identified generally in the process



of economic transition of CEECs towards a market economy: 1. stage in the early years of

economic transition (till 1995-1996), in which significant differences in approach and priori-

ties can be observed, 2. stage (starting in 1997-1998), in which the reforms became clearly

EU-accession oriented. Until accession to the EU but especially in the first stage of transition,

a number of fundamental economic reforms had to be implemented in all these countries.
These reforms were related to:

o liberalisation (of prices, trade and foreign exchange),

e macroeconomic stabilisation (to deal with the external and internal imbalances),

o restoration of private property and setting the conditions and the legal and institutional
framework needed for an economy based on private enterprises and economic activities
(including privatisation of state-owned property and enterprises),

e repayment or renegotiation of the accumulated foreign debt and, in general,

e capitalisation of the national economy (including the reform of the banking and financial
sectors and the attraction of foreign capital and investments),

 the reform and development of public finances (to make an effective use of fiscal policy in
support of the other economic reforms and in order to maintain and further develop an ap-
propriate level of public services).

Although, the long-term objectives of CEECs were similar, discrepancies arose in
each country as regards the priorities, order and pace of the reforms to be undertaken. There
were also differences in the conditions and the balance of power in the management of the
transition as well as in the technical capacities and resources available for conducting and
managing the reforms in respective countries.

In some of the CEECs (e.g. Slovakia, Czech Republic, Poland, Estonia) the supporters
of more radical reforms (the so-called “shock therapy”) enforced this approach, especially in
the early years of transition, despite its big negative impact in the short-term (output fall, un-
employment and recession). Other countries (e.g. Hungary, Slovenia, Romania) took a more
“gradualist” approach, in which reformers decided to implement step-by-step macroeconomic,
structural and institutional reforms at the same time, with the aim to avoid drastic changes in
output, employment and welfare and to provide time for the national enterprises to adapt to
the new conditions.

It needs to be pointed out that both “shock therapy” (neoclassical approach to econom-
ic transition) and gradualism (evolutionary approach) take into account that market will be the
coordinator of economic activities in the final stage. In contrast to these two liberal approach-
es, the etatist approach sees the state as the main coordinator in the economy. An important
difference between the neoclassical approach (Washington consensus) and evolutionary ap-
proach consists in the fact that while according to neoclassical economists the final system
includes markets behaving in the same way as in advanced capitalist economies (only already
existing versions of market economies are possible), according to evolutionary economists



unique types of systems will develop that are difficult to predict (given the legacy of central
planning, new forms of capitalism can develop).

According to the Washington consensus, markets will develop spontaneously, the size
of the government should be limited and its interventions into markets should be avoided as
they are supposed to cause distortions. On the other side, the evolutionary-institutional ap-
proach highlights the importance of the institutional backup needed for revival of the markets.
This approach also prefers reform of the organisation of the government, aiming at adjusting
the government interests to market developments. In other words, while for the neoclassical
economists institutions are given or irrelevant, for evolutionary economists institutions repre-
sent the core of the economic analysis - transition institutions can gradually develop towards
better functioning institutions and, at the same time, already existing institutions can be used
before new institutions are built (Morvay, 2005).

A certain trade-off can be seen in the process of institutional changes: on the one hand,
there is a need of a rapid change; on the other hand, there is a need of maintaining a stable
framework of rules. Hence, two extreme cases can come into existence: 1. an excessive em-
phasis on the stability of the existing framework of rules can result in conservation of ineffi-
cient institutional constraints; 2. an excessive emphasis on the speed and scope of institutional
changes can destabilize the economy and lead to chaos instead of a standard market economy
(Morvay, 2005).

Similarly as in the OECD countries, instead of one variety of capitalism several varie-
ties developed in CEECs. According to Balaz (2006) institutional and evolutionary economics
imply following conclusions for development of capitalism:

e Market economy is an economic space with a dense network of institutions. The system of
institutions is path-dependent in each country. Institutions determine functioning of the
market and, at the same time, market forces affect evolution of institutions. Therefore there
are at least so many varieties of capitalism how many countries exist. However, it is possi-
ble to group together respective varieties of capitalism according to the common features
of components of the institutional framework.

o Development is path-dependent, however, institutions are inertial and adjustment to chang-
ing conditions is slow. Hence, development of capitalist economies is rather divergent than
convergent, and significant diversity of organisational forms of these economies persists.

e Each variety of capitalism functions in its own institutional environment, which may be-
come a source of competitive advantages as well as disadvantages. Optimality of respec-
tive variety of capitalism is not a necessary condition for endurance of this variety. There is
no perfect and universally effective model of capitalism to which all the other varieties had
to converge.

Historical legacies played an important role in transition of the CEECs. The heritage
of the communist pasts, lower levels of development and various informal institutions mean



that there is no close fit with the ideal types used for analysing and comparing mature market
economies (Lane-Myant, 2006). The Varieties of Capitalism (VoC) approach can only be
restrictively, flexibly and sensitively applied to post-communist countries, the mechanical
application of the VoC can be misleading. These countries are still undergoing changes lead-
ing to a variety of capitalism with the shape that is difficult to predict now, although, some
features may already be clear. In addition, institutions can be changed more easily in transi-
tion economies because of weaker enforcement compared to developed economies. Hence,
more alternatives for capitalist trajectories exist in transition countries, which can develop
towards LME, CME or a mixed form of both (Mendelski, 2008). It also needs to be pointed
out that classification of countries depends on the level of analysis (macro/micro), the length
of the period analysed, the sectors and indicators chosen and the methodology. Hence, one
and the same country can be sometimes put in different clusters of countries.

At the beginning of the transition process, Slovakia was labelled late comer; however,
it seemed to become a kind of star performer in the first decade of the 21st century. Although
the pace of reforms has slowed down few years ago, the Slovak economy provides a good
example of a relatively successful transition. The study includes detail information on the
economic transition in Slovakia (chapter 1 and 2), comparison of its performance with other
CEECs countries (chapter 1) as well as lessons from the transition process of the Slovak
economy (chapter 3).



1. SLOVAKIA FROM THE VIEW OF VARIETIES OF CAPITALISM AND WORLDS
OF WELFARE STATE

The local variety of capitalism in Slovakia has formed differently from the initial con-
ception of the liberal economy at the beginning of transition. In Slovakia a local variety of
capitalism with specific features of capital control and with lower productivity level devel-
oped (Balaz, 2006). Dual economy and reliance on bank finance are other specific features of
capitalism in Slovakia. Dual economy includes 1) on one side economy represented by highly
effective, export oriented and technologically advanced branches of multinational companies
and by international banks, and 2) on the other side several large companies and many small
and medium enterprises (SME) in domestic ownership, with SME having lower efficiency
and limited personal, technological and financial sources. R&D system is underfinanced in
Slovakia (as in other CEECs with the slight exceptions of Slovenia, Estonia and the Czech
Republic) and the role of the business sector is relatively weak. From this viewpoint, Slovakia
fits the Mediterranean model.

During the socialist era, the specific type of social policy conducted in CEECs used to
be entitled as the Leninist type of social policy (De Deken, 1992). It was universally oriented
at a wide group of working people and their families. The state was a sole provider of social
safety and one of the conditions for social safety was loyalty and physical presence at work,
not a person’s effort. No rules for increase of family and social benefits did exist and only
thanks to low real wages, benefits seemed to be high.

Legacy of central planning constituted different starting points and different challeng-
es for CEECs compared to countries in the Western Europe. According to Esping-Andersen’s
(1990) typology, development in CEECs is often described as a gradual change towards the
liberal welfare state, characterized by the minimal state, i.e. minimum government interven-
tions in social area and in labour market, and by the shift of responsibility for social welfare
from the state to individuals and their families. There are also attempts to identify elements of
the corporatist welfare state, emphasizing merit principle, and social-democratic welfare state,
promoting universalism and a high degree of redistribution, in respective CEECs countries.
According to Farkas (2011), CEECs cannot be put into one single welfare system. Social pro-
tection in Poland, Hungary and Slovenia fits the Continental model; the others have the char-
acteristics of the Anglo-Saxon model.

Deacon (1997) supposes that there can be a tendency to return to the corporatist wel-
fare state model in Slovakia, the Czech Republic and in Hungary, as this model (Bismarck's
welfare state) worked in these countries between the two world wars and many of its elements
survived socialism. According to other authors, welfare state in CEECs is rather a combina-
tion of more types of welfare states, depending on the sector examined. However, legacy of
central planning and the so called path-dependency should be also taken into account when
explaining formation of welfare states in CEECs.



Development of social policy in Slovakia has been turbulent. It is still not sufficiently
investigated area as complex analyses of social policy during transition period are missing.
One of the reasons is low availability of data, in particular in initial stages of transition.

As a basis for their typology, Korpi and Palme (1997) take the institutional structures
of old age pensions and sickness insurance programs with focus on bases of entitlement, ben-
efit principle and forms of governing a social program. According to their classification and
based on analyses of institutional development, labour market policy in Slovakia could be
placed between the encompassing model and the targeted model, since the principle of defini-
tion of unemployment benefits is uniform for all people; active searching for a job (or partici-
pation in labour market programs) is condition for registration and help from the state; and
help is targeted and temporary (Gerbery — Kvapilova, 2006).

From the view of understanding activation, which is a typical feature of welfare state
reforms in most EU countries, and based on typology of van Berkel and Moller (2002), ap-
proach of paternalist optimists and approach of welfare independence optimists dominate in
the measures of labour market policy in Slovakia (Gerbery — Kvapilova, 2006). According to
paternalist optimists, as people do not want to participate, they have to be forced to do so.
According to welfare independence optimists, state interventions and providing allowances
restrain people from activity, therefore passive policy should be eliminated. Those who re-
spect rules should be supported and those who do not want to should be forced to do it.

The current pension system in Slovakia shifts a big part of responsibility from state
(Social Insurance Company) to the market (private pension funds management companies)
and individuals. At the same time, the pension system maintains some responsibility for guar-
anteeing minimum income for pensioners. Hence, it is rather difficult to class such a system
with the typology of welfare states. Taking into account the new structure of the pension sys-
tem, it is supposed to develop towards the combination of the encompassing model, condi-
tioned by participation in the labour market and by compulsory membership in the system;
and the basic security model. The market will define the level of benefits and the state will
probably provide guarantee of the minimum income, i.e. the market will be the primary
mechanism of inclusion and prevention of poverty. From the view of understanding activa-
tion, the pension system is close to autonomy optimists, who suppose active approach of peo-
ple, and paternalist optimists (Gerbery — Kvapilova, 2006).

The system of social aid is very close to the targeted model, with some features of the
basic security model. The current system of social assistance to families is a combination of
the encompassing model and the basic security model, since child benefits, childbirth benefits
and parenthood benefits are universal, however, relatively low; and participation in labour
market is important for receiving stronger assistance. From the view of understanding activa-
tion, paternalist optimism dominates in case of social assistance and welfare independence
optimism in case of social aid (Gerbery — Kvapilova, 2006).
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Although it is very difficult to identify which out of the welfare state models Slovakia
belongs to, in general, we can conclude that during transition the Slovak welfare state moved
from universalism towards minimum social security and targeted measures. According to van
Berkel’s and Moller’s (2002) classification of approaches to activation, opinions of paternalist
optimists dominated in the reform processes in Slovakia, in particular after 2002. Belief that
the labour market is the primary mechanism of social inclusion, emancipation and participa-
tion became a framework for building social policy. The role of state is to reward those who
are willing to work and to penalize those who don’t work. Significance of passive policy has
decreased relatively - benefits were minimized, criteria for receiving benefits were tightened,
their real value decreased and the period of receiving them was shortened.

The political pressures for neo-liberal restructuring could be observed all around East-
ern Europe, however, election of a right-wing party representing these groups was one of the
pre-conditions for neo-liberal restructuring to take place. These conditions were fulfilled in
Slovakia after 2002, which became an emblematic case of neo-liberal restructuring and corre-
sponds to the ‘minimal welfare state’. However, the neo-liberal restructuring took place only
after the imbalances of the old systems had been reduced and stabilized in 1998 - 2002. Fur-
ther development could be either towards the ‘European’ social model or could continue in
the neo-liberal direction (Myant-Drahokoupil, 2010).

As it is not possible to say which variety of capitalism is better than the others, it is al-
so not possible to say whether the current variety of capitalism in Slovakia has good long term
perspectives or not (Balaz, 2006). Before we discuss the transition in a more detail in chapter
2, we put the performance of Slovakia into the CEECs perspective.

1.1 Analysis of selected indicators

To provide a broader picture, analysis of selected indicators based on available time
series and data from the Eurostat database has been conducted in the ten CEECs (Bulgaria,
the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, and
Slovenia) and three benchmark countries (Germany as the case of CME, UK as LME and
Iltaly as MME). The indicators represent the trinity of welfare/equality, innova-
tion/growth/competitiveness and macroeconomic stability (see Annex 1).

For the analysis a scoring model has been developed, based on the average values of
the respective indicators for all countries. The model has the following specifications: The
average values of individual indicators have been statistically distributed into 10 percentiles,
which provided the necessary intervals for assigning points to countries. The points have been
assigned to countries in descending order from 10 to 1 (i.e. the country with best performance
in the respective indicator receiving 10 points and the worst receiving 1 point). The total score
for each country for individual dimensions of the trinity has been calculated as the sum of the
points assigned to the country for indicators in the respective dimension of the trinity.
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1.1.1. Assessment of the trinity of welfare/equality — innovation/
growth/competitiveness — macroeconomic stability in the Slovak economy

Based on the data and methodology used, the following figures demonstrate the results
of the three dimensions of the trinity in the analysed period in Slovakia, compared with the
benchmark countries (figure 1) and Hungary (figure 2). As will be shown later, the results of
the Slovak economy in the respective dimensions of the trinity are mixed, which implies that
the overall results for the dimensions rank Slovakia neither among the best performing, nor
the worst performing CEECs.

When compared to the benchmark countries, results for Slovakia are worse in all di-
mensions of the trinity and are close to those of Italy. Hungary has performed better than Slo-
vakia only in welfare/equality dimension, mainly due to lower unemployment and higher ex-
penditure on social protection as % of GDP. On the other hand, Hungary lags behind Slo-
vakia in macroeconomic stability, in particular in public and private indebtedness and price
stability, as well as in innovation/growth/competitiveness, with the highest deficit in GDP
growth.

Figure 1

The trinity of macroeconomic stability — welfare/equality — innovation/ growth/competitiveness
in Slovakia, Germany, UK and Italy (relative values calculated as shares in the maximum values
for each dimension of the trinity)

Stability
0,8

= S|ovakia
e Germany
Italy
United Kingdom

I-G-C

Source: Eurostat (2013), own calculations.
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Figure 2

The trinity of macroeconomic stability — welfare/equality — innovation/ growth/competitiveness
in Slovakia and Hungary (relative values calculated as shares in the maximum values for each
dimension of the trinity)

Stability

= S|ovakia

= Hungary

I-G-C Welfare

Source: Eurostat (2013), own calculations.

1.1.2. Comparison with CEECs — special case or common ground?

The summary table with the performance indicators used in the analysis and average

values for all countries analysed is in the Annex 1 (table 1). The scores for each indicator and
each country can be seen in the same annex (table 2) and the results are also shown in figure 3

and 4. In addition, the Annex 2 contains a brief analysis of the selected gender issues.

As regards the trinity, the following conditions and trends could be identified in

CEEC:s:

when we look at respective dimensions of the trinity in CEECs, the worst results in macro-
economic stability were registered in Hungary, slightly better results in Bulgaria, Romania
and Slovakia; the worst results in innovation/growth/competitiveness were clearly reached
in Bulgaria and Romania; and in welfare/equality in Latvia and Bulgaria, followed by
Lithuania and Poland (figure 3 and 4),

on the other hand, the three Baltic states, Slovenia and the Czech Republic performed best
among the CEECs in macroeconomic stability; Slovenia followed by Estonia and the
Czech Republic in innovation/growth/competitiveness; and again Slovenia followed by the
Czech Republic in welfare/equality.

among the benchmark countries, Germany and the UK represent more developed econo-
mies (compared with Italy) with similar results,*

! However, similar results of Germany and the UK in welfare/equality dimension result from the fact that while
Germany reached a higher score in expenditure on social protection, in-work at-risk-of-poverty rate and in Gini
coefficient in the analysed period, the UK was more successful in employment and unemployment rates.
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e the results for Slovenia mostly fit those of Germany and the UK in less extent, the same is
the case of the Czech Republic (with the most evident difference in dimension of innova-
tion and competiveness) and Estonia (with worse performance in welfare dimension),

o at the same time, Estonia seems to have caught up with Italy and Slovakia is also very
close to Italy with deficit in the welfare dimension.

Slovenia and the Czech Republic, followed by Estonia are the most successful coun-
tries among the CEECs in reaching objectives of all three dimensions of the trinity, with Es-
tonia lagging in terms of welfare. In general, the Baltic States are rather unequal and socially
exclusive, Slovenia represents the opposite extreme (with better overall results in wel-
fare/equality indicators than Germany) and the Visegrad countries are between these two ex-
tremes.? As regards R&D, Slovenia, Estonia and the Czech Republic represents slight excep-
tions from underfinanced systems in the CEECs.

By many authors, Slovenia (CME) and Estonia (LME) are considered the most suc-
cessful transition countries with two diverse but coherent institutional systems. Slovenia
achieved balance between macroeconomic stability, competitiveness and welfare. One of the
factors of the success of Slovenia is its exceptional legacy, as the country inherited from the
former Yugoslavia a unique enterprise ownership structure based on self-management and a
unique institutional setting.

Estonia and other two Baltic States have had the best results in macroeconomic stabil-
ity among the CEECs (figure 3), Latvia and Lithuania only before the crisis. The goal of na-
tional independence can explain why macroeconomic stability became a priority for these
states. They have enjoyed strong political support for reforms towards the market economy in
contrast with many other countries, as radical economic reforms were crucial for the defence
of national independence. However, in these countries the domestic demand as a growth driv-
er was so dominant that it led to very large deficits on current accounts before the crisis.

The Czech Republic is also often considered one of the most successful socialist countries
to have transited to capitalism, which was confirmed by the results of our analysis. A very im-
portant factor for the relative success of the transformation process in the Czech Republic was
the early rejection of a “third way” between socialism and market economy. However, the
Czech experience with economic transition also shows that liberalisation and stabilisation
alone are not sufficient for successful transformation. Adequate legislation and market institu-
tions must be introduced.

The most problematic case among the CEECs is represented by Bulgaria. It has faced
similar problems with current account deficit as the Baltic countries and has performed very
bad in innovation/competitiveness, together with Romania.

2 Electoral concerns were an important factor explaining the nature of welfare-state adjustments in transition
countries in the 1990s and 2000s.
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Figure 3
The trinity in the CEECs and benchmark countries (relative values calculated as shares in the
maximum values for each dimension of the trinity)

001
001
001
001
001
001
000
000
000
000
000

B Macrostability B Welfare/Equality H Innovation/Growth/Competitiveness

Source: Eurostat (2013), own calculations.

Figure 4

The trinity of macroeconomic stability — welfare/equality — innovation/growth/ competitiveness
in individual CEEC countries compared with the benchmark countries (relative values calculat-
ed as shares in the maximum values for each dimension of the trinity)
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Source: Eurostat (2013), own calculations.

Slovakia is around the middle within the CEEC countries, with the following strengths:
private debt in % of GDP and general government gross debt (dimension of macroeconomic sta-
bility), GDP growth and labour productivity (innovation/growth/competitiveness), Gini coeffi-
cient and in-work at-risk-of-poverty rate (welfare/equity). A still high unemployment rate and
gross domestic expenditure on R&D represent serious weaknesses. A high long-term unem-
ployment accompanied by significant regional differences, which are not reduced by the mo-
bility of the work force, as well as unemployment of young people and low-skilled workers
are big problems of the Slovak economy.

As can be seen from figure 3, the results of the trinity in Slovakia are closer to those of
Estonia (LME) than those of Slovenia (CME), which represent two extreme cases in litera-
ture. Slovakia and Estonia have focused less on welfare/equity than on other two dimensions
of the trinity. On the contrary, the results of Hungary fit more those of Slovenia, with a
stronger emphasis on welfare dimension. However, as regards the trinity, the overall results of
Hungary are significantly worse than those of Slovenia, which is not the case of Slovakia,
when compared with Estonia.

Based on the analysis of the selected indicators, Slovakia does not seem to be a special
case. However, comparisons between countries using quantitative indicators reveal only part
of the story. From the view of the institutional developments and in particular the pace of the
liberal reforms implemented in the beginning of this millennium, special features could be
identified in case of Slovakia, leading to the label of star performer (see chapter 2). In the
following subchapters, we analyse the dimensions of the trinity in Slovakia in a more detail.
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1.1.3. Analysis of macroeconomic stability indicators in Slovakia

Concerning macroeconomic stability, private debt in % of GDP and general govern-
ment gross debt represent the strengths of the Slovak economy (figure 5), with private debt
being one of the lowest among the CEECs and considerably lower than in the three bench-
mark countries. In contrast to relatively low private and public indebtedness, high general
government deficit can be considered a weakness of the Slovak economy in the analysed pe-
riod, mainly due to development in 1996 - 2002 and in the crisis years 2009 - 2010. As we
can see from figure 5, the Hungarian economy has been considerably less successful in mac-
roeconomic stability than the Slovak economy.

Figure 5
Selected indicators of macroeconomic stability in Slovakia, Hungary, Germany, Italy
and UK (the higher value, the better performance)
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Source: Eurostat (2013), own calculations.

1.1.4. Analysis of welfare system indicators in Slovakia

When we look at selected indicators of welfare/equality, Slovakia has had relatively
good results in Gini coefficient (also better than the three benchmark countries) and in-work
at-risk-of-poverty rate (figure 6). In contrast, unemployment and long-term unemployment
belong to serious long-time problems of the Slovak economy. General government expendi-
ture on social protection as % of GDP is one of the lowest among the CEECs. As can be seen
from figure 6, Hungary, compared with Slovakia, reached better results in unemployment as
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well as in expenditure on social protection. However, inequality and in-work at-risk-of-
poverty have been higher in Hungary.

Figure 6
Selected indicators of welfare/equality in Slovakia, Hungary, Germany, Italy and UK
(the higher value, the better performance)
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Source: Eurostat (2013), own calculations.

1.1.5. Analysis of innovation/growth/competitiveness indicators in Slovakia

From the view of this dimension of the trinity, Slovakia has been definitely one of the
fastest growing economies among the CEECs (figure 7), with only Estonia and Lithuania
growing faster in average in the analysed period. However, for years of the strongest econom-
ic growth, increased deficit in the current account has been characteristic. Strong and persis-
tent rise in labour productivity led to economic growth without increasing employment in
Slovakia. Labour productivity per hour worked in relation to the EU average has been higher
only in Slovenia and the benchmark countries. On the other hand, Slovakia lags behind the
benchmark countries and behind the most developed CEECs in R&D expenditure as well as
in patent applications. In these two indicators, Hungary performed better than Slovakia.
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Figure 7
Selected indicators of innovation/growth/competitiveness in Slovakia, Hungary, Germany, Italy
and UK (the higher value, the better performance)
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2. STAGES OF TRANSITION OF THE SLOVAK ECONOMY AND THE ROLE
OF THE POLITICAL BACKGROUND

Until 1989 the Czechoslovak economy can be characterised as highly monopolised,
with low energy efficiency, low competitiveness due to the abstention of any structural re-
forms in the 70’s or 80’s, low innovation potential and capacity, relatively skilled labour force
and highly centralised and state owned economy without any private sector. The state was the
only employer and open unemployment was not a problem that would require special atten-
tion. Having a paid work was considered to be responsibility of every citizen who was able to
work. Hence, the socialist system did not deal with labour market policy in that way as market
economies did. Given income equalization and weak social differentiation, anti-poverty tools
did not seem to be necessary.

Basically, it is possible to distinguish the following stages of the Slovak transition to
the market economy: 3

1. Initial stage of transition of Czechoslovakia (1990-1992).

2. Stage of unsustainable economic development and implementation of “own way of transi-
tion” (1993-1998).

3. Stage of macroeconomic stabilisation and implementation of standard macroeconomic
policies (1998-2002).

4. Stage of more advanced reforms and accelerating economic growth (2002-2006)

5. Post-transitional stage (since 2007 - onwards).

While the first and partially the second stage of transition were managed by the IMF
and the World Bank, the European Commission played the key role in the following stages,
given integration efforts of the Slovak Republic. After EU accession, the Slovak government
had relatively free hands when deciding on further progress of economic transition.

Transition from centrally planned towards market economy is an unprecedented pro-
cess with a relatively clearly defined starting point* but a more difficult definable end. Ac-
cording to Morvay (2005) transition of the economy ends when:

1. a functioning market mechanism has been build,

2. the economy is able to generate a strong and sustainable growth and

3. distortions have been eliminated, which enables an equal interaction of the economy with
more advanced market economies without any stronger protection.

At the present time, not all of the markets work sufficiently well in the Slovak econo-
my, e.g. the capital market. Prior to the global financial and economic crisis, economic
growth had been relatively strong, however, the next years will fully examine in what extent it

3 The Annex 3 provides an overview of transition stages in Slovakia.

4 We used the term , relatively clearly defined as it is not so easy to define the start of transition in Slovenia or
in Hungary.
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is also sustainable. As regards the third condition, one of the weaknesses of the Slovak econ-
omy consists in the fact that it is competitive only in a relatively few types of goods. Low
labour costs are still the main competitive advantage of the Slovak economy, while technolo-
gy gap remains large.

2.1. Initial stage of transition of Czechoslovakia (1990 — 1992)

In Czechoslovakia different scenarios of transition that originated after November

1989 had a common goal to get back to the market economy. They differed in conception on
how to achieve this goal and also what this goal really means. Hence, the authors of alterna-
tive conceptions of transition added different adjectives to the term market economy, e.g. so-
cial, ecological, social-ecological a. 0.. Two basic strategies of transition were formulated in
Czechoslovakia in 1990 — the Czech scenario and the federal scenario. Neither of them repre-
sented purely gradualist or purely shock therapy approach. They were certain combinations of
both these approaches with different weights of gradualism and shock therapy in each scenar-
i0. After elections in June 1990, the new Czechoslovak parliament approved the basic strategy
of socio-economic transition - The Scenario of Economic Reform, which integrated both sce-
narios mentioned above. This scenario of shock therapy, based on adoption of the model of
liberal capitalism, included stabilisation, market liberalisation, privatisation, currency convert-
ibility, liberalisation of foreign trade and, in later stages, building of market institutions.
The following year was extremely difficult for Czechoslovakia. The starting point of the eco-
nomic transition was represented by one-shot price liberalisation, which was followed by fur-
ther rapid liberalisation steps including abandoning of wage regulation, introduction of inter-
nal convertibility of the currency (Czechoslovak Koruna) and opening of the domestic market
to international competition, which gave an impulse to beginning of production restructuring.
In addition to the liberalisation package, stabilisation measures were adopted in order to con-
tain inflation and a negative development in the balance of payments. The key elements of
stabilisation policy included restrictive monetary and fiscal policy.

Devaluation of the currency resulted in significantly undervalued exchange rate, how-
ever, in a long term a sustainable one. The undervalued exchange rate helped to maintain
competitiveness of majority of production in the Western markets and partially replace ex-
ports to the COMECON countries by exports to the West. On the other side, the undervalued
currency decreased motivation of enterprises for product innovation. Re-institutionalisation of
foreign trade was enabled when Visegrad countries signed the Central European Free Trade
Agreement (CEFTA). Especially in Slovakia, the process of industrialisation during the so-
cialist era made the economy more vulnerable after the collapse of the COMECON and re-
sulted in rising unemployment rate and the necessity to implement structural changes in these
sectors.
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In contrast to Hungary and Poland, which had partial experience with functioning of
the market and private sector already before 1989, in Czechoslovakia private sector was ab-
sent. This provided reasoning for as fast transition as possible. However, already since the
beginning of transition, proposals of respective approaches to this process were not realized in
their pure form. Gradually, more and more elements of institutionalism became a part of the
transition strategy. Although in the first stage of transition the neoclassical conception domi-
nated, later it was enriched by knowledge of evolutionary-institutional approach. While the
pace of transition remained a controversial issue also after the first stage of transition, in case
of building the institutional framework, different approaches to transition converged. There
had been a significant progress regarding the importance of institutions for successful devel-
opment of the market economy. Economists supporting radical reforms enriched their ap-
proach by institutional issues of transition, which were underestimated before (Morvay,
2005).

In the beginning of transition process in Czechoslovakia, the Slovak nationalist group-
ings declared that the economic reform prepared by the federal government is not appropriate
for Slovakia, which (according to them) needed its own reform conception, tailored to condi-
tions and needs of the country. However, the economic problems of Slovakia after November
1989 were not caused by the federal conception of transition in the first place, but rather by
disadvantageous structure of the economy and its low technological level. Hence, structural
adaptation became even more difficult in Slovakia than in the Czech Republic. In Slovakia as
well as in the Czech Republic, it was inevitable to accomplish conversion of armament pro-
duction, reduction or closing of inefficient mining and overequipped metallurgical production,
restructuring and modernisation of several traditional industries in engineering and consumer
industries.

The first and second stage of economic transition (1990-1998) represents a very diffi-
cult period of the Slovak history. Economic policy in Czechoslovakia preferred macroeco-
nomic stabilisation to economic growth. Although macroeconomic stabilization programmes
in the first stage of transition were temporary successful, they did not lead to a sustainable
growth of the economy. In Slovakia a high price had to be paid for reducing inflation and for
lower budget deficit. Due to disintegration of COMECON, price liberalisation and restrictive
monetary policy, the Slovak GDP fell significantly (the so called transition recession). The
cumulative loss of GDP reached more than 22 % of GDP in 1989-1992.

Social consequences of economic transition were underestimated in the beginning of
the 90ties. Transition recession was deeper than expected and caused increase in unemploy-
ment and poverty® as well as awareness of the existing regional disparities. It proved to be
much more complicated to cope with unemployment, which was initially considered only
temporary. Increase in unemployment resulted from conversion of armament production,

5 For this period, data are not available.
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elimination of inefficient overemployment, insufficient creation of new workplaces as well as
from privatisation, which was a key element of the shock therapy model.

In order to reduce antipathy of the citizens to the shock therapy reforms and to prevent open
social unrest, social system needed to be built concurrently with implementation of these re-
forms. Building a market economy required shifting from the centralized system of social
protection, based on a complex state care of citizens, to a decentralized, less paternalist, more
selective and merit based system. In Czechoslovakia, implementation of social reforms began
in 1990, when federal scenario of social reform was elaborated. Its aim was not to reform the
whole system but to facilitate realization of the economic reform. Social institutions (em-
ployment offices, social insurance companies) and social safety net were established. The
social safety net was supposed to be temporary, later replaced by specific acts regulating re-
spective components of social policy. Development of the social system contributed to miti-
gation of negative impacts (in particular growing unemployment) of the shock therapy on
population. However, initial assumption that unemployment will be only a temporary phe-
nomenon that is possible to cope with social safety net proved to be mistaken. It is difficult to
estimate what effects on social welfare the gradualist approach to transition would have.
However, strongly negative short term impacts would probably occur in any case.

We can conclude that from the perspective of capitalism development, the federal
strategy focused on implementation of liberal market oriented measures. However, the above
mentioned negative effects, especially on the Slovak economy, resulted in favourable condi-
tions for creation of the so called “own way of transition”, which was implemented in the next
stage of the transition.

2.2. Stage of unsustainable economic development and implementation
of “the own way of transition“(1993 — 1998)

In Slovakia, economic and social transition from centrally planned economy towards
“economy based on principles of socially and environmentally oriented market economy”
(according to the article 55 of The Constitution of the Slovak Republic) has taken place. Es-
tablishment of an independent republic and building of the market economy required primari-
ly new institutions necessary for functioning of the state and economy. In the second stage of
transition the government started to implement the so called ,,own way of transition®, which rep-
resented a specific type of transition and was in opposition to the federal transition strategy.

The split of Czechoslovakia into two independent states further shaped the conduct of
economic policy in Slovakia. The first changes of the federal transition strategy started to be
implemented at the end of 1993 and besides economic objectives, the strategy declared the
intention for integration into EU and NATO. Although becoming a part of the European inte-
gration was one of the most important priorities of the government, the actual outcome was
quite the opposite. The existing democratic deficit excluded Slovakia from joining the first
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wave of post-socialist states, which opened accession negotiation to the EU and NATO. The
conclusion of the Luxemburg summit in 1997 stated, that although Slovakia is basically ful-
filling the economic criteria for accession, the existing democratic deficit and insufficient ap-
plication of democratic principles are major obstacles for opening accession negotiations.
With the exclusion of Slovakia from the first wave of EU accession talks, Slovakia was in less
favourable position to attract FDIs and was perceived as less reliable partner than the rest of
the transition countries®.

In this period Slovakia experienced rather high GDP growth rates. The average eco-
nomic growth in 1994 — 1998 reached 5.9 % (in 1995 the annual GDP growth reached even
7.9 %). However, the rapid economic growth was not sustainable due to the dominant role of
the government consumption.

Figure 8
Development of main macroeconomic indicators in 1995 - 1998
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Source: Eurostat, Statistical Office of Slovakia.

The expansive fiscal policy (e.g. financing of large infrastructure projects by short
term loans with high interest rates) was accompanied by the restrictive monetary policy of the
National Bank of Slovakia, which resulted in rapid increase of interest rates and significant
crowding-out effect in the economy. In 1996 the annual real growth rate of government con-
sumption went up by 17.4 %. Furthermore the volume of general government debt grew by
111.6 %, which represented and increase by 12.4 percentage points relative to GDP. The

6 The US Secretary of State Madeleine Albright under President Clinton called Slovakia ,,the black hole in the
heart of Europe® in 1997 due to undemocratic and authoritarian behaviour of the government led by prime minis-
ter Vladimir Meciar.
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structure of debt was not sustainable. Since 1995 the volume of short-term debt increased by
401.2 % from 494 million EUR to 1.98 billion EUR. The share of short-term debt on total
debt reached 28 %. The main reason for the changes in the structure of the debt was the focus
of fiscal policy on large scale infrastructure projects financed especially by short term loans
with high interest rates.

Table 1
Development of selected indicators in 1995 — 1998

1995 | 1996 | 1997 | 1998 | Average | 1998 — 1995
GDP growth 7,9 6,9 4,4 4.4 5,9
Unemployment rate 13,1 | 11,3 | 11,8 | 125 12,2 -0,6
Employment rate 52,0 | 53,3 | 52,4 | 51,7 52,4 -0,3
Index of real wages (Y-0-Y) 104,0| 107,1 | 106,6 | 102,7 | 105,1
HICP 6,0 6,7 6,4
General government balance (% GDP) 34| -99 | 63 | -53 -6,2
General government gross debt (% GDP) 221 | 31,1 | 33,7 | 345 30,4 12,4
Private debt (% GDP) 68,4 | 62,6 61 64,3 64,1 4,1
Current account balance (% GDP) 20 | 99 | 91 | 95 -6,6
Labour productivity per hour worked (EU27 = 100) 470 | 49,3 | 515 | 534 50,3 6,4
Total R&D expenditure (GERD/GDP) 092 | 0,91 | 1,08 | 0,78 0,90 -0,14

Source: Eurostat, Statistical Office of Slovakia.

The decline of GDP growth rate which started in 1996 signalled that the existing poli-
cy mix is not sustainable. An optimal policy mix can be defined as a combination of fiscal and
monetary policy which maintains price stability and allows the economy to perform near or at
the production possibility frontier (Frank, 2004). The unsustainable fiscal policy, stagnating
restructuring of the economy, the lack of momentum to implement further structural reforms
and growing external and internal imbalances resulted in the need to implement significant
macroeconomic and microeconomic reforms in the following years.

In the observed period, the share of total general government expenditure reached
from 48.7 % of GDP in 1995 to 45.8 % in 1998. The highest decline has been recorded in
economic affairs by 2.3 percentage points, general public services by 1.1 percentage points
and housing and community amenities by 0.7 percentage points. On the other hand, the high-
est increase has been recorded in social protection by 1.4 percentage points. These changes
are also reflected in the share of individual expenditure on total expenditure (figure 9). The
highest decrease has been recorded in economic affairs by 3.7 percentage points, followed by
general public services by 1.6 percentage points. The highest increase can be observed in so-
cial protection, where during this period, the share of expenditure went up by 4.7 percentage
points from 27 % in 1995 to 31.7 % in 1998. Similarly the expenditure on health grew by 1.3
percentage points in 1998 relative to 1994. The development of expenditure in this period
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shows significant focus of the economic policy on health and social security, especially in the
last two years.

Figure 9
Structure of general government expenditure in 1995 - 1998 (share of individual expenditure
on total expenditure — COFOG classification)
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Source: Eurostat, own calculations.

Reform of the social system was not a key priority at that time. Only amendments that
were necessary for coping with the most urgent problems were adopted and more significant
changes were postponed into future. Until beginning of the new millennium, agreement on the
way of reforming the social system had not been found and only halfway solutions were
adopted. Strengthening the social safety net and long discussions on several issues (e.g. pen-
sions) led to increasingly inefficient use of sources and growing passivity of people. Social
system was insufficiently efficient, costly and it was not able to keep up with demographic
and economic changes.

Transformation of social system in Slovakia had to add social dimension to the market
economy. The principles of the transformation included: de-etatization, pluralisation, democ-
ratisation and privatization of the social system, as well as state guarantees. The social securi-
ty system had to be disconnected from the state budget - the state system should be trans-
formed to the public insurance system. The first crucial change regarding transformation of
the Slovak social system was establishment of a new institution responsible for social insur-
ance, the National Insurance Agency (1993) as a statutory institution. It had to administrate
three separate funds - the funds for health, sickness and pension insurance. Since 1994, fi-
nancing has really separated from the state budget. Subjects, for which the state had to pay the
health, sickness and pension insurance, were defined in law. In 1995, the National Insurance
Agency was divided into two statutory institutions - the Social Insurance Agency (administration
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of compulsory sickness and pension insurance) and the General Health Insurance Agency; and
several other health insurance companies were established (plural health insurance system).

In 1996, Scenario of transformation of the social system in the Slovak Republic was
adopted. It was based on the previous federal scenario, initially refused by Slovakia. The one
pillar system of social security changed to the three pillar system consisting of social insur-
ance, state social assistance and social aid. The basic system of social insurance was compul-
sory, guaranteed by state, regularly valorized and linked to the economic activity of citizens
and to their work incomes. Replacing the term social care by the term social aid reflected that
individual responsibility of citizens and their active approach to their own social situation
became necessary. The changes focused on activation and tightening criteria in case of re-
ceivers of benefits. Gradually, family policy had reduced to financial benefits, which de-
creased in relation to living costs, and less attention was paid to flexible working time, devel-
opment of services and linkages with gender policy. The living minimum, defined in 1991,
became the basis for calculation of several types of social benefits, not only a kind of defini-
tion of poverty limit, in 1998.

With respect to the prototype model of the capitalism, this period is difficult to classi-
fy. It can be concluded that the experiment with the own way of transition failed and led only
to significant macroeconomic imbalances in the next period. The privatisation process was
highly influenced by political decisions, with the objective to create the so called “Slovak
capital stratum”, composed of enterprises owned solely by the Slovak entrepreneurs. Howev-
er, the majority of enterprises under control of these entrepreneurs were knowingly led into
bankruptcy (so called “tunnelling”). The lack of relevant legal procedures and laws, the exist-
ing links between politicians and entrepreneurs made this behaviour possible, without any
significant legal sanctions. As a result, the low inflow of FDI, international isolation of the
Slovak Republic, expansive fiscal policy and restrictive monetary policy created significant
macroeconomic imbalances. The relatively favourable development of unemployment rates
was the result of the economic policy to maintain employment at all cost before the parlia-
mentary election in 1998. Due to the limited restructuring of existing sectors and introduction
of necessary stabilisation measures, the unemployment skyrocketed after 1998. The crucial
turning point, which led to implementation of standard macroeconomic policies in the next
stage of transition, was the result of the parliamentary elections in 1998.

2.3. Stage of macroeconomic stabilisation and implementation of standard
macroeconomic policies (1998 — 2002)

After the 1998 parliamentary elections, a new left-centre-right government had been
appointed. The new government adopted a series of measures and in fact abandoned the con-
cept of the so called “own way of transition”. The main changes, which had been implement-
ed, are following:
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¢ Introduction of hard budgetary constraints on so called “strategic” state owned enterprises.

e Changes in fiscal policy towards a more transparent accounting of revenue and expenditure

e Focus on macroeconomic stability.

e Implementation of necessary institutional reforms: bankruptcy laws, changes in the posi-
tion of natural monopolies (mainly network industries), increase of transparency of com-
pany ownership etc.

o Partial elimination of price distortions (price liberalisation).

e Consolidation and privatisation of state owned financial institutions.

e Changes in the regulation of financial markets.

However, the implementation of these reforms was not smooth from the beginning.

The lengthy discussions about the depth and intensity of these reforms resulted in deprecia-

tion of the Slovak koruna against the US dollar. The National Bank of Slovakia abandoned

the fixed exchange regime in favour of managed floating exchange regime. This depreciation
forced the government to step in and implement a series of measures, which helped to stabi-
lise the development. These measures included:

¢ Increase of the reduced VAT rate from 6 to 10 %.

e Introduction of import fees at 7 %.

e Gradual abolishment of state guarantees to enterprises.

e Abolishment of Specific State Funds and their integration into the general government
budget.

e Decrease of capital expenditure.

e \Wage freeze in public sector etc.

However, these measures were not accompanied by deeper structural reforms (public
finance reform, social security reform, healthcare reform etc.) due to the opposing views in
the government on the need of further structural reforms.

Figure 10
Structure of general government expenditure in 1999 — 2002 (share of individual expenditure
on total expenditure — COFOG classification)
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Figure 10 shows the development of expenditure in 1999 — 2002. The total general
government expenditure declined by 2.8 percentage points from 47.9 % in 1999 to 45.1 % in
2002, mainly due to the implementation of restrictive fiscal policies aimed at reduction of
domestic demand. The only increase of expenditure relative to GDP has been recorded in ed-
ucation by minor 0.3 percentage points. The highest decline of expenditure relative to GDP
has been recorded in economic affairs by 2.3 percentage points.

Table 2
Development of selected indicators in 1999 — 2002

1999 | 2000 | 2001 | 2002 |Average|2002 —1999

GDP growth 0,0 1,4 3,5 4,6 24
Unemployment rate 16,2 | 186 | 19,2 | 185 18,1 2,3
Employment rate 49,7 48,6 48,6 48,7 48,9 -1,0
Index of real wages (Y-0-Y) 96,9 | 951 | 101,0 | 1058 | 99,7

HICP 10,4 12,2 7,2 3,5 8,3 -6,9
General government balance (% GDP) -7,4 -12,3 -6,5 -8,2 -8,6 -0,8
General government gross debt (% GDP) 47,8 50,3 48,9 43,4 47,6 -4,4
Private debt (% GDP) 60,3 | 48,6 | 49,0 53,1 52,8 -7,2
Current account balance (% GDP) -5,7 -3,5 -8,3 -7,9 -6,4 -2,2
Labour productivity per hour worked (EU27 = 100) | 53,9 54,9 57,3 60,4 56,6 6,5
Total R&D expenditure (GERD/GDP) 0,66 0,65 0,63 0,57 0,63 -0,09

Source: Eurostat, Statistical Office of Slovakia, own calculations.

As a result of the economic policy and the restructuring of enterprises, the average un-
employment rate reached 18.1 % in this period. The highest unemployment rate of 19.2 %
was recorded in 2001. The employment rate oscillated close to 48.5 %. The labour productivi-
ty per worker employed increased from 53.9 % in 1999 to 60.4 % of EU27 in 2002. The im-
plementation of macroeconomic policies helped to reduce the general government debt from
47.8 % of GDP to 43.4 % in 2002. A more detailed look at table 2 shows that in 2000 the
share of general government debt reached even 50.3 % of GDP. This rapid increase was
caused by the need to undertake the restructuring of financial sector, which was highly under-
capitalised and suffered from significant volume of non-performing loans. The total cost for
restructuring of banking sector reached approximately 5 % of GDP in 2000.

Figure 11 shows that especially in the first two years of this period, the sharp decline
of gross capital formation was recorded. In 1999, the negative development of all individual
GDP components was offset by the export, thus avoiding an annual decline of GDP growth
rate in Slovakia. In the following years Slovakia started to increase its annual growth rates
from 0 % in 1999 to 4.6 % in 2002. Compared with the previous period, the economic growth
was sustainable and did not create significant macroeconomic imbalances.
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Figure 11
Changes in the individual GDP components (real Y-o-Y changes) in 1999 — 2002

15 5
mm Household consumption

- 4,5
10
- -4 I Government consumption
5 - 3,5
3 mmmm Gross fixed capital formation
0
- 2,5 .
s mm Domestic demand
i -2
10 - 1,5 mmmm Export of goods and services
-1
-15 s Import of goods and services

- 0,5

-20 0 GDP (right axis)
1999 2000 2001 2002

Source: Eurostat, Statistical Office of Slovakia.

It can be concluded that this period laid the foundations for balanced economic growth
in the following years. The large scale privatisation of state owned enterprises increased the
inflow and stock of FDI, helped to recapitalise the economy and provided the necessary fi-
nancial resources for the stabilisation of general government budget. However, the social con-
sequences of these reforms resulted in steep increase in unemployment rates, especially in
some regions due to restructuring of traditional industrial sectors. The process of privatisation
has been accompanied by doubts about the transparency of the whole process. Although sig-
nificant results in macroeconomic stabilisation have been achieved, the composition of the
parliamentary majority did not provide enough momentum to implement more systemic re-
forms in pension system, healthcare and the structure of revenue and expenditure of public
finance.

With regard to the prototypes of capitalism, the economic policy in this period imple-
mented large number of market oriented reforms, which created foundation for even more
market oriented reforms in the following period. Despite the composition of the government
parties (left — centre — right coalition), the main principles of the reforms pushed the Slovak
economy closer to liberal market economies.

2.4. Stage of accelerating economic growth and more advanced reforms
(2002 - 2006)

After the 2002 parliamentary elections, a more coherent government has been formed
(however, with very narrow parliamentary majority), with the dominant position of centre-
right parties. Moreover, the majority of parties, which formed the new government, had al-
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ready experience from the previous election period. This provided unique opportunity for
continuation of previous economic policy and implementation of more thorough economic
reforms. The structural changes had been adopted in social security system (including chang-
es in the pension system), labour code, collective bargaining, healthcare system, judiciary
system and public finance. Significant efforts have been made in this period to catch-up with
the neighbouring countries and start negotiations for EU accession. Table 3 shows a brief

chronology of Slovakia’s integration efforts.

Table 3
Chronology of Slovakia's EU accession efforts

4. October 1395, Signing of Association Treaty between Slovakia and the European Communities

Luxembourg

27. June 1995, Cannes Official request of the Slovak government to join the EU

November 1996, Resolution of the European Parliament calling to respect human rights and democ-
Strasbourg racy in Slovakia

12.-13. December 1997, | The EU Council recommend to start accession negotiations only with the six coun-

Luxembourg tries in the first group

31. March 1998, London D_eC|S|on to start accession ne_gotlatlons with six countries - Czech republic, Esto-
nia, Hungary, Poland, Slovenia and Cyprus

10. December 1999,

Decision to open accession negotiations with Slovakia

Helsinki
9. October 2002 The European Commission approves the accession of Slovakia to the EU in 2004
1. May 2004 Accession of Slovakia to the EU

Significant reforms have been implemented in the field of public finance, especially in
the tax system, which later became a “symbol” of economic reforms of Slovakia. Slovakia
introduced a flat tax rate with 19 % on personal income as well as corporate income taxes.
The uniform VAT tax rate at 19 % was introduced and most of the excise duties had been
increased. The main idea was to shift from income taxation to consumption taxation. Further
measures included the implementation of fiscal decentralisation, creation of the State Treas-
ury and the Debt and Liquidity Management Agency. The main role of the Debt and Liquidity
Management Agency within the system of the State Treasury is security of activities relating
to operative state debt management, state liquidity management and management of the
whole system of the State Treasury, management of financial risks and pursuance of financial
operations in the financial market. These institutions have improved the public finance man-
agement with following effects:

¢ Increase of the state budget revenue.

e Cost reduction of state debt management.

e Increased transparency and quality of information on the development of public finance
management.

e More efficient financing of the state budget deficit during the fiscal year.

¢ Reduction of transaction costs among the individual public sector organisations etc.
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Table 4

Development of selected indicators in 2003 — 2006

2003 2004 2005 2006 Average | 2006 — 2003

GDP growth 4,8 51 6,7 8,3 6,2
Unemployment rate 17,4 18,1 16,2 13,3 16,3 -4,1
Employment rate 49,6 49,1 49,8 51,2 49,9 1,6
Index of real wages (Y-0-Y) 98,0 102,5 106,3 103,3 102,5

HICP 8,4 7,5 2,8 4,3 5,8 -4,1
General government balance (% GDP) -2,8 -2,4 -2,8 -3,2 -2,8 -0,4
General government gross debt (% GDP) | 42,4 41,5 34,2 30,5 37,2 -11,9
Private debt (% GDP) 48,8 48,8 51,4 55,1 51,0 6,3
Current account balance (% GDP) -5,9 -7,8 -8,5 -7,8 -7,5 -1,9
I(_Eagc‘)zgr:%o(;j)uctlwty per hour worked 62.9 635 65.3 675 64.8 46
Total R&D expenditure (GERD/GDP) 0,57 0,51 0,51 0,49 0,50 -0,08

Source: Eurostat, Statistical Office of Slovakia.

The average annual GDP growth in this period reached 6.2 %, which contributed to
reduction of unemployment rate from 17.4 % in 2003 to 13.3 % in 2006. The employment
rate grew by 1.6 percentage points since the beginning of the period and reached 51.2 % in
2006. The rapid economic growth combined with relatively sound budgetary policies (the
average general government deficit reached 2.8 %) resulted in decrease of public debt from
42.4 % to 30.5 % of GDP. Positive tendencies have been also recorded in labour productivity,
which increased by 4.6 percentage points. Despite the implementation of large scale reforms
in various sectors of the economy and public sector, some sectors have been omitted. The
reform of education system as well as R&D and innovation support has not been implement-
ed. The share of total R&D expenditure on GDP went down from 0.57 % in 2003 to 0.49 % in
2006.

Figure 12
Changes in the individual GDP components (real Y-0-Y changes) in 2003 — 2006
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The share of social protection reached 34.8 % in 2005 (figure 13), which was the
highest value observed in all periods. The rest of the individual expenditure remained relative-
ly stable, minor changes have been observed in general public services (from 16 % to 12.8 %)
and health (from 12.4 % to 16.1%). The increase of expenditure on health has been caused by
implementation of the health reform.

Figure 13
Structure of general government expenditure in 2003 - 2006 (share of individual expenditure
on total expenditure — COFOG classification)
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It can be concluded that in this period, more coherent reforms, although not without
mistakes, have been implemented. These reforms, together with the inflow of FDI, joining the
EU and the operation of new industries, created preconditions for fast economic growth in the
next stage.

Furthermore, a complex reform of the social system has been implemented, based on
three principles: motivation of citizen, activity of citizen and benefit for citizen. Changes real-
ized in social, tax and pension system as well as in public administration were mutually inter-
connected. Strategy of promoting employment growth by means of social system and labour
market reforms set as a long-term goal a sustainable reduction of poverty achieved by em-
ployment growth and creating possibility to find a job for everyone who wants to work. The
strategy underlined motivation aspects of social policy and criticized the previous social sys-
tem claiming that clients misused it. Changes in coping with poverty were characterised by
the need to activate beneficiaries by reducing the amount of benefits and tightening conditions
for receiving them. However, it is doubtful whether reduction of benefits can motivate those
who want to work but have a problem to find a job, given high unemployment and insuffi-
cient labour supply, especially in regions with traditional and long-term unemployment rate.
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Since 2004, the Social Insurance Agency has had a nationwide competency in the area of the
sickness insurance, the pension insurance, the accident insurance, the unemployment insur-
ance and the guarantee insurance (the insurance in case of employer’s insolvency). Hence, the
Social Insurance Agency has been designated to be the competent institution for the following
branches of social security: sickness benefits, maternity and equivalent paternity benefits,
invalidity benefits, old age benefits, survivors” benefits, benefits in respect of accidents at
work and occupational diseases, unemployment benefits.

Due to demographic and economic development, the pension system is becoming un-
sustainable’. The framework of the pension reform conducted in the 2003-2005 period in-
cluded three pillars (two compulsory and one voluntary) of future pension income. The first
compulsory pillar, performed by the Social Insurance Company, is based on the pay-as-you-
go system and has a strong solidarity aspect. The second pillar represents an old-age pension
saving performed by the pension funds management companies. It is based on compulsory
savings and is strongly income-oriented. The third pillar, based on voluntary savings, is sup-
plementary pension insurance performed by the supplementary pension companies. The first
and the second pillars represent the basic system of the pension insurance. Those who are
connected to the first pillar only pay an insurance premium for old-age insurance to the Social
Insurance Company in the amount of 18% of an assessment basis. Those who are connected
also to the second pillar paid 9% for the old-age insurance to the Social Insurance Company
and 9% to the pension funds management company chosen (before changes adopted in 2013).
The pension age was increased to 62 years for both men and women.

The authors of the reform considered the second pillar to be the tool for elimination of
pension system unsustainability. However, this is not as sure as the expected age of living is
increasing, hence old age benefits will be paid for a longer period. The strength of the pension
reform consists in the fact that it constituted more sources of income and so distributed the
risk of generating sources. However, it should be underlined that communication among sup-
porters of different opinions on the pension reform and communication with citizens were
insufficient (and rather ideological) prior to realization of the reform. This, together with the
influence of the political cycle, resulted in several amendments of the pension reform, which
weakened stability and reliability of the second pillar. 8

Furthermore, many of the reforms especially in the healthcare and education were not
finished or even not started. Especially the education sector is still lacking a coherent and
clear strategy how to modify the existing system. The prerequisite of a successful entry of
school leavers to the labour market is a new quality of vocational education and training. It
requires adaptation of the existing branches of education and vocational training to the re-
quirements of the labour market to avoid further qualification mismatch. In tertiary schools, it

" According to the European Commission, by 2060, Slovakia will have had the steepest increase in the old-age
dependency ratio of all EU member states and will rank second after Poland (European Commission, 2012).

8 At the end of 2012 more than 25 amendments and changes have been adopted.
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IS necessary to focus on expanding the capacities (by diversifying higher education institu-
tions), a significant quality and flexibility rising of higher education, human resource devel-
opment and involvement of higher education and R&D institutions in innovation networks.
Higher education institutions should lay more stress on providing higher education in a global
language and on the support of student and researcher mobility. Slovakia’s significant priority
in respect to access to education is the integration of children from risky and marginalised
groups into standard school environment.

This transition period clearly pushed Slovakia to liberal market economies. The re-
form and principles of the social system, the tax reform, privatisation of state owned enter-
prises and the generally negative attitude toward state interventions and state ownership (alt-
hough based on negative experience with political nominations and managements of state
owned enterprises in the previous transition periods) were the most prominent features of the
economic policy. Despite the liberal market orientation, the importance of attracting foreign
direct investment and competition among the CEEC countries in this area forced the govern-
ment to provide substantial investment aid from public sources.

2.5. Post-transitional stage (2007 — onwards)

In 2006 a new centre-left government was appointed, which basically accepted and
only slightly amended the social-economic reforms implemented by the previous government.
This period has been significantly affected by the economic crisis. Despite the effects of the
crisis, the real GDP growth reached an average 3.8 % during these five years, mainly due to
unprecedented growth in 2007 and 2008. The main factors, which contributed to the first re-
cession experienced since the start of the transition, were rapid decline in external demand
and gross fixed capital formation.

The effects of the crisis started to influence the Slovak economy at the end of 2008. In
2009, the impact of the crisis resulted in:

e Annual decrease of real GDP by 4.9 %.

e Annual growth of unemployment rate by 2.5 percentage points to 12.1 % and even to 14.4
% in 2010.

o Deterioration of general government balance. The general government deficit went up to 8
% of GDP in 2009 and 7.7 % in 2010. Consolidation efforts supported by the recovery of
economic growth reduced the general government balance deficit to 4.9 % in 2011.

e High growth of general government gross debt. In the pre-crisis period, the gross general
government debt was steadily declining to 27.9 % of GDP, the lowest level since the be-
ginning of the transition. Since 2009 to 2011 the general government debt went up by 15.4
percentage points to 43.3 % of GDP.
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Table 5
Development of selected indicators in 2007 — 2011
2007 | 2008 | 2009 | 2010 | 2011 | Average | 2011 — 2007

GDP growth 10,5 58| -49| 42| 33 3,8
Unemployment rate 11,0 96| 12,1| 144| 135 121 34
Employment rate 52,3| 53,7| 51,8| 505| 51,1 51,9 -1,8
Index of real wages (Y-0-Y) 104,3|103,3|101,4|102,2| 98,4| 101,9
HICP 19| 39| 09| 07| 41 2,3 -1,2
General government balance (% GDP) -1,8| -21( -80| -7,7| -49 -4,9 -59
General government gross debt (% GDP) 29.6| 27,9| 356| 410| 433| 355 11,4
Private debt (% GDP) 64,3| 69,4| 739 728| 76,3| 71,3 8,5
Current account balance (% GDP) 53| -62| -2,6| -3,7| 01 -3,5 1,6
Labour productivity per hour worked (EU27=100) | 71,3| 74,2| 73,8| 746| 740| 73,6 3,3
Total R&D expenditure (GERD/GDP) 0,46 | 0,47| 0,48| 0,63 .| 0,50 0,17

Source: Eurostat, Statistical Office of Slovakia.
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Figure 14
Changes in the individual GDP components (real Y-0-Y changes) in 2007 — 2011
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2011

The structure of expenditure remained in most of the categories unchanged. Since
2007 to 2010 the highest increase can be observed in the general public services by 4.9 per-
centage points and public order and safety. The share of the rest of the individual expenditure
on total expenditure decreased, mainly in economic affairs by 3.2 percentage points, health by
2.8 percentage points and defence by 1.4 percentage points (figure 15). The macroeconomic
policy carried out in 2010 focused primarily on the reduction of the general government defi-
cit. Due to the parliamentary elections in June 2010, the fiscal policy had only little manoeuvring
space to elaborate a thorough plan for fiscal consolidation. Most of the measures focused only on
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general cuts in expenditure and increasing general government revenue. Further measures
have been directed at institutional changes, electronic public procurement and auctions, sale
of excessive immovable property, increase of direct and indirect taxes (VAT by 1 percentage
point from 19 % to 20 %).

Figure 15
Structure of general government expenditure in 2007 - 2011 (share of individual expenditure on
total expenditure — COFOG classification)
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In this period Slovakia started to use the available resources from EU Cohesion policy
(approximately 11.5 billion EUR). Without EU funding, national regional policy would lack
the necessary resources for regional development. Especially in times of fiscal consolidation
and impact of the global economic crisis, the Cohesion Policy is providing significant amount
of financial resources for regional development in all policy areas. The areas, which are bene-
fiting from the progress in implementation of operational programmes, are transport infra-
structure, research and development, environment, support of enterprises, healthcare and re-
generation of public infrastructure. The regional disparities in Slovakia are characterised by a
significant west — east and north — south divide, with the Bratislava region being the most
developed region in terms of GDP per capita. The main factors underlying the existing re-
gional disparities are the following:

e Lack of high quality transport infrastructure, low regional interconnection and accessibility.

o Institutional quality of regional and local administration.

e Low inter-regional as well as intra-regional mobility of labour force.

o Difficult access to affordable housing in areas providing employment opportunities.

e Environmental burdens related to previous heavy industrial activity.

e Low level of economic development in border regions, especially in the east and south of
Slovakia — proximity to low developed regions of Ukraine, Poland and Hungary.
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e Restructuring of “traditional” industry sectors.
e The quality of human resources (education attainment, entrepreneurial spirit).

The economic recession affected all Slovak regions and resulted in an increase in un-
employment rates (above the national average) especially in the eastern and central parts of
the country. However, the more developed regions in western part of Slovakia were affected
as well. In general, the regions mostly affected by the recession were regions with a high
share of export oriented industries localised in the western and northern parts of the country.
The economic recovery was driven by external demand and gross capital formation. The re-
covery of production in export oriented industries (automotive, electronic) has not been ac-
companied by rapid employment growth, which resulted in substantial increase of labour
productivity.

Due to relatively strong economic growth in Slovakia in the last two years (compared
to the rest of EU countries), the decline in regional GDP per capita in PPS in 2009 will be
only temporary. The latest available data on unemployment suggest that the economic recov-
ery after the initial decline of GDP is not contributing to reduction of the unemployment rate
and the development of unemployment remains highly uncertain. Whether these positive
tendencies will continue is dependent on development of external environment and domestic
economic policy. The high openness of the Slovak economy makes it vulnerable to business
cycle changes in important export industries. It is necessary to point out that due to strong
dependence of the Slovak economy on external demand, the future prospects of economic
growth remain very fragile.

At present the Cohesion policy is providing significant amount of financial resources
for public and private investments, mainly in the area of public infrastructure, R&D, territorial
development, healthcare and environment. However, the financial implementation of Cohe-
sion policy programmes is not optimal. Significant efforts are needed to fully utilise the po-
tential of the financial resources allocated in the operational programmes to improve the ab-
sorption and more importantly to achieve the objectives set in the operational programmes.
The significance of this instrument is even higher in times of fiscal austerity and lack of do-
mestic public funding.

The economic reforms, which had been implemented in 1998 — 2006, have been more
significantly modified after the appointment of the new left-wing government in 2012.° In the
following year, the flat tax system has been modified towards more progressive taxation. The
personal income tax rate has been set to 19 % and 25 % (for monthly income above EUR
3311) and the corporate income tax rate increased from 19 % to 23 %. The minimal level for
social contributions for self-employed has been increased since 2013. The labour code has
been also modified and strengthened the position of unions and employees. The pension re-
form is still one of the most discussed reforms in Slovakia. The most problematic issue is the

% It is the first single party government in the history of independent Slovakia.
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high deficit in the Social Insurance Company, which is responsible for the pay-as-you-go sys-
tem. For this reason, the participation rate in the second pillar has been decreased from 9 % to
4 % of gross wages. The government is pursuing its fiscal consolidation plan to reach the

general government deficit below 3% of GDP in 2014.

Table 6

Stages of transition in Slovakia with respect to the trinity of macroeconomic stability,
welfare/equality and innovation/growth/competitiveness

1990 -1992 | 1993 - 1998 1998 — 2002 2002 — 2006 2007 — onwards
Transition Washington | Own way Implementation | Implementation Influence of the
strategy consensus of transition | of standard of more advanced | political cycle
macroeconomic | reforms (centre-left and
policies (centre-right since 2012
(right-centre-left | government) left-wing
coalition) government)
Macroeconomic Stabilisation | Weak Improving Improving Deterioration
stability measures due to the crisis
Welfare/Equality | Weak Weak Weak Weak, unem- Deterioration
ployment slightly | dueto the crisis
improving
Innovation Weak Weak Weak Weak Weak
Growth Transition Unsustaina- | Stagnation and Growth recovery | Rapid economic
recession ble but high | slow growth growth followed
by impact
of the crisis
Competitiveness | Weak Weak Improving Improving Improving

The present development suggests that the effects of the reforms, which had been im-

plemented in 1998 — 2006, are fading. The future development of the Slovak economy will
depend also on a new set of reforms aimed at changes in the education system, R&D and in-
novation support, domestic SME support and implementation of extensive reforms in the pub-
lic sector (especially the judiciary system and public administration). Despite the recently
implemented changes in economic policy, Slovakia still seems to be closer to LME than to
CME and the future development will be again strongly dependent on the political cycle.
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3. INITIAL PLANS AND FINAL OUTCOMES — LESSONS FROM CEECS FOR THE
POLITICAL ECONOMY OF LARGE-SCALE TRANSFORMATION OF INSTITUTIONS

The way of managing transition in Slovakia is characterised by several mistakes which
resulted in economic losses as well as decreasing confidence in transition process. The first
stages of transition are characterized by following mistakes and shortcomings (Schmoegne-
rova, 2010):

1. the speed of transition,

2. a late start of building institutional framework of the market economy,

3. misunderstanding of the role of the state in the market economy in general and in tran-
sition process in particular.

There have been many discussions regarding the pace of reforms in Slovakia. The
shock therapy proved to be appropriate for few reforms (price liberalisation), however, in
some areas this approach was not feasible (privatisation, restructuring the enterprise sector) or
it was even damaging (liberalisation of foreign trade relations) (Schmoegnerova, 2010). Lib-
eralisation of foreign trade was conducted at once and in an asymmetric way. Privatization
process, focusing on speed and range, suffered from several weaknesses; legal environment
and institutional framework for business activities was insufficient.

An important question was whether the unexpectedly high costs of transition resulted
from a too slow or from a too fast implementation of reforms. What is undisputed is that an
inadequate timing, whether too slow or too fast, as well as an inadequate order of reforms can
lead to slowdown or even to stoppage of the transition process (Morvay, 2005). However,
there is no profound evidence that in case of realization of reforms according to the gradualist
approach the results would be significantly better. In addition, the choice of the approach
strongly depends on political decisions.

Transition from the centrally planned towards the market economy is coupled with a
significant change of the role of state in the economy. As in a socialist economy government
played a crucial role in the enterprise sector, the change of the role of the state became a stra-
tegic task of transition. However, many functions of the state were underestimated. An al-
mighty state became almost powerless, which resulted in its incapability to respond to several
market failures (Schmoegnerova, 2010). It took a rather long time to define the new tasks of
the state in the market economy.

Transition process has created foundations of the market economy in Slovakia; how-
ever, its design is still not satisfactory. The global financial and economic crisis has revealed
even more shortcomings of transition. Continual legislative and institutional changes and po-
litical controversies have been typical features of transition. The way of implementation of
some welfare reforms makes their long term sustainability doubtful. Frequent changes of re-
forms, law amendments and sudden changes in the welfare system (in particular in the pen-
sion system) may increase fears about the final results of the reforms.
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During transition, regional disparities have sharpened significantly, which has reflect-
ed in particular in increasing unemployment rate and growing number of receivers of social
benefits. Long term unemployment as well as unemployment of young people has become a
serious social problem. Long term unemployment raises the risk of permanent dependence on
social benefits, the risk of falling into poverty and transfer of poverty to the next generations.

Nowadays, the Slovak economy, similarly as the whole Europe, faces another two
transitions, namely transition towards knowledge based economy and transition towards low
carbon economy.

Although the transition of Slovakia and other CEECs countries towards the market
economy represents a unigque process, identification of its successful sides as well as problems
and shortcomings may be useful for other transition processes'®. However, given the differ-
ences in initial conditions, in historical, political, economic and social background as well as
in the final goals and character of reforms, it should be kept in mind that the story of econom-
ic transition of Slovakia from the centrally planned to the market economy, with its positive
as well as negative features, cannot serve as a pure guide for conducting any transition in any
country.

Anyway, as has the Slovak experience with transition shown, it is crucial to build
functioning institutions, in particular the formal ones, already in the initial stage of any transi-
tion. In addition, both too slow and too fast implementation of reforms can result in a slow-
down or even stoppage of the transition process. At the same time, the high speed of reforms
should not be achieved at the expense of their quality and long term sustainability, since nu-
merous additional changes of institutions can decrease confidence in the authors of respective
reforms.

Moreover, the experience of Slovakia shows how markedly reform strategies and the
parameters of adopted reforms are linked to the political cycle. In the periods of right-wing or
centre-right governments, liberal policy direction tends to be significant. However, the change
of the government to the left-wing one or centre-left one usually results in more or less signif-
icant changes in the policy direction, which slow down, stop or even return the economy from
the way towards a liberal market economy.

10 Transition process is understood as changes in structure as well as principles of functioning of an economy.
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ANNEX 1
Table 1
Average values of selected indicators in CEECs and the three benchmark countries
o L < 2 > . o 8 3
. = o = = = © o ° S
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Innovation/Growth/Competitiveness
GDP growth rate - Y-0-Y change (95-11) 2.8 3.0 5.1 1.4 2.3 1.0 4.2 4.7 4.4 2.6 45 34 2.3
Gross domestic expenditure on R&D in %
of GDP (95-11) 0.5 1.3 11 25 0.9 11 0.5 0.7 0.6 0.5 0.6 15 1.8
Labour productivity per hour worked vs. EU 373 | 664 | 510 | 1256 | 565 | 1063 | 392 | 500 | 500 | 335 | 666 | 796 | 1113
average (00-11)
Patent applications to the European Patent Office
per million inhabitants (95-11) 1.78 11.09 11.68 255.42 12.67 70.18 4.92 2.43 297 0.83 4.22 40.14 87.70
Macroeconomic Stability
Current account balance in % of GDP - (95-11) -6.5 -3.7 7.2 2.7 -5.2 -0.3 -1.7 -7.3 4.1 -6.6 -6.0 -1.5 -1.8
General government deficit/surplus (95-11) -0.1 -4.4 0.3 2.7 -55 -3.6 -2.3 -3.6 -4.6 -3.8 -5.6 -3.2 -35
General government gross debt (95-11) 442 24.8 5.8 65.4 66.8 111.3 18.1 214 454 19.2 375 27.3 50.2
HICP 2005=100 - annual data (97-11) 6.8 3.2 4.8 15 75 2.2 51 3.5 51 29.0 54 51 2.1
i ino - i -
Private debt in % of GDP - non consolidated 1027 | 678 | 1035 | 1267 | 938 | 971 | 876 | 474 | 483 | 600 | 605 | 963 | 1727
annual data (95 - 11)
Welfare/Equality

Employment rate 20 -64 years (98-11) 62.4 71.3 71.0 70.9 61.3 60.2 68.4 68.3 61.6 65.3 65.3 70.1 74.4
Unemployment rate, annual average % (98-11) 11.7 7.2 10.3 8.7 7.6 8.4 12.6 120 13.8 6.8 15.3 6.4 58
Long-term unemployment - annual average (98-11) 6.8 3.3 4.7 45 35 4.6 5.7 5.6 6.7 3.3 9.6 3.1 15
Gini coefficient (05-11) 32.7 25.2 32.3 28.7 26.8 31.8 36.8 34.9 324 34.2 25.6 235 33.1
COFOG - Social protection % GDP (02-11) 12.0 13.0 114 20.7 17.1 18.8 11.0 11.8 17.0 12.0 12.3 17.1 16.1
'1”1')""°rk at-risk-of-poverty rate (Source SILC) (05- | 495 | 161 | 228 | 108 | 302 | 257 | 389 | 328 | 332 | 430 | 231 | 180 | 232
(Eg’;?i%()“t“re on social protection per inhabitant 1557 | 3224 | 1827 | 7607 | 2936 | 6312 | 1468 | 1804 | 2323 | 1195 | 2402 | 4376 | 6833

Source: Eurostat (2013), own calculations.
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Table 2
Scores and relative scores for selected indicators in CEECs and the three benchmark countries
38l S S 3 3 7 k& = 5 3 5 g | 52
[ I wn m | o w (O] X
Macroeconomic stability
Current account balance in % of GDP - (95-11) 6 4 5 8 3 2 2 3 4 10 9
General government deficit/surplus (95-11) 2 1 2 6 9 10 8 5 3 1 7 4
General government gross debt (95-11) 7 2 5 6 5 10 10 8 9 6 3 1
HICP 2005=100 - annual data (97-2011) 8 2 5 5 3 6 6 7 1 4 10 9 10
Private debt in % of GDP - non consolidated -(95 - 11) 7 5 10 5 4 3 6 10 9 8 2 4 1
Relative score (% of maximum 50 points) 0,60 0,28 0,54 0,60 0,48 0,62 0,62 0,64 0,50 0,46 0,64 0,54 0,56
Innovation/Growth/Competitiveness
GDP growth rate - Y-0-Y change (95-11) 5 2 8 6 4 10 7 9 3 8 1 1 2
Gross domestic expenditure on R&D in % of GDP (95-11) 8 5 3 9 2 6 1 5 1 4 10 10
I(_Oa(?-(;_li; productivity per hour worked vs. EU average 6 5 3 8 1 4 2 3 1 7 10 9 10
e gy PO s | 7 s e |1 e [ s |2 |1 a [ w]a |
Relative score (% of maximum 40 points) 0,60 0,48 0,43 0,78 0,20 0,65 0,38 0,48 0,15 0,58 0,78 0,65 0,78
Welfare/Equality
Employment rate 20 -64 years (98-11) 10 1 2 7 3 9 6 6 5 4 8 1 10
Unemployment rate, annual average % (98-11) 7 1 10 4 5 2 3 9 1 6 6 10
Long-term unemployment - annual average (98-11) 7 2 9 1 5 3 4 8 1 6 5 10
Gini coefficient (05-11) 10 8 5 10 4 6 1 1 2 9 7 6
COFOG - Social protection % GDP (02-11) 5 8 7 8 3 1 1 2 3 4 10 9
In-work at-risk-of-poverty rate (Source SILC) (05-11) 10 6 4 10 1 8 3 5 2 7 9 6
Expenditure on social protection per inhabitant (99-10) 6 6 4 7 2 4 1 3 1 5 10 8
Relative score (% of maximum 70 points) 0,81 0,61 0,36 0,87 0,26 0,54 0,24 0,34 0,43 0,44 0,80 0,59 0,79
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ANNEX 2
Selected gender issues

When we have a look at selected gender issues (gender employment gap, share of
women researcher) in the CEECs and in benchmark countries, there are relatively big differ-
ences. Information on the gender employment gap (calculated as the difference between the
employment rates of men and women) for the CEECs before transition to market economy is
not available, but it is likely that the gender gap in employment was probably smaller (or in
any case not much larger) than in the beginning of this millennium. The planned economy
required a large workforce, and the state encouraged women’s participation through family-
related supports and benefits. The transition has weakened job security for both women and
men, although women have tended to lose somewhat more than men.

The gap has narrowed in particular in the Baltic States since 2000 (table 1). In 2011,
the smallest employment gap was found in Lithuania and Latvia, followed by Bulgaria, Esto-
nia and Slovenia. All these countries reached even lower employment gap than Germany and
the UK. At the opposite end of ranking were the Czech Republic and Slovakia, with employ-
ment of both men and women being higher in the Czech Republic than in Slovakia. However,
these two countries still register smaller gender gap compared to Italy, where employment of
women is even below 50 %.

Table 1
Gender employment gap in the CEECs and the three benchmark countries
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011
Bulgaria 95| 68| 71| 82| 84| 97| 95| 99| 107| 98| 74| 54
Czech Republic | 18,3 | 18,1 | 186 | 18,7 | 181 | 188 | 186 | 19,1 | 195 | 18,8 | 18,7 | 18,22
Estonia 95| 93| 100| 95| 79| 64| 70| 89| 89| 22| 20| 59
Germany 156 | 15,0 | 13,7 | 12,8 | 12,3 | 125| 12,2 | 12,4 | 12,3| 10,9 | 10,5| 103
Hungary 150 | 148 | 14,7 | 141 | 139| 136 | 142 | 14,7 | 139 | 126 | 11,0 | 11,9
Italy 306 | 296 | 291 | 290 | 266 | 26,4 | 259 | 259 | 24,8 | 241 | 233 | 22,7
Latvia 89| 74| 84| 96| 91| 97| 91| 94| 76| 06| 02| 29
Lithuania 3,5 3,6 6,9 6,9 8,4 8,3 6,9 7,0 6,7| 06| -15 1,0
Poland 13,8 | 130 | 122 | 119| 123 | 134 | 142 | 147 | 157 | 150 | 139 | 14,6
Romania 12,4 | 12,3 | 13,3 | 13,5| 12,3 | 135| 12,7 | 13,1 | 14,3 | 14,4 | 14,9 | 142
Slovakia 12,8 | 122 | 130| 13,0 | 142 | 158 | 171 | 173 | 171 | 164 | 145| 151
Slovenia 96| 105| 10,3 | 10,4 | 10,0 9,6 98| 10,4 8,9 7,7 7,5 7,0
United Kingdom | 14,6 | 143 | 141 | 142 | 141 | 135| 134 | 138| 130 | 11,4 | 114 | 115

Source: Eurostat, own calculations.

As regards research and development sector, despite some progress, gender inequali-
ties tend to persist in the whole EU. Among the CEECs, the share of women researchers is the
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lowest in the Czech Republic and in Hungary, reaching less than one third of total researchers
in all sectors; however, still more than in Germany (table 2). On the other hand, in Lithuania
and Bulgaria, the proportion of female researchers even exceeds that of male researchers, fol-
lowed by the other two Baltic States, Romania and Slovenia. With less than 35 % share of
women researchers, Slovakia is at the level of Italy and belongs to the CEECs with higher
gender inequality in this respect. In sum, Lithuania is a country with almost no gender ine-
qualities in the two indicators, while in the Czech Republic, inequalities are the largest among
the CEECs.

Table 2
Share of women researcher in all sectors in the CEECs and the three benchmark countries (full-
time equivalent, % of total researchers)

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

Bulgaria 459 | 46,1 | 472 | 473 | 47,2 | 465 | 454 | 478 | 48,0 | 484 | 50,2
Czech Republic 256 | 257 | 26,2| 261 | 249 | 263| 253 | 254 | 254 | 260 | 254
Estonia 416 | 420 | 413| 422 | 413 | 395 | 404 | 415| 379 | 416 | 414
Germany : 16,1 : 16,3 : 17,5 : 18,6 : 20,6 :
Hungary : : : | 314 31.,7| 30,7| 304 | 302
Italy : : | 286 29,1| 325 329| 338 ©| 34,2 | 346
Latvia 493 | 551 | 532 | 533 | 543 | 498 | 475 | 496 | 49,7| 50,3 | 46,8
Lithuania 436 | 466 | 472 | 484 | 473 | 485| 486 | 485 | 488 | 504 | 50,8
Poland 60,8 : :| 375| 372| 394 | 384 | 394 | 381| 382 | 384
Romania 429 | 433 | 453 | 446 | 446 | 46,2 | 452 | 438 | 456 | 448 | 445
Slovakia 352 | 344 | 346| 318( 320 | 338| 331| 337 | 331| 337 | 346

Slovenia 388 | 398 | 408 | 41,0| 41,3 | 411 | 421 | 414 | 423 | 422 | 420
United Kingdom : : : : g : . . . : .

Source: Eurostat.
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ANNEX 3
Transition stages in a nutshell

1990 — 1992: Federal transition strategy within Czechoslovakia

e  Deep transition recession during 1991-1992,

e  Swift privatization along three fronts (restitution, small-scale privatization, voucher privatization),
e  Price liberalization,

e  Break-up of Czechoslovakia and foundation of two independent states

1992 - 1998: Independence and the stalled transition

e  OnJanuary 1, 1993 foundation of the independent Slovak Republic,

e  Foundation of Slovak koruna and National Bank of Slovakia

e  Expansionary fiscal policy

e  Fixed exchange rate

e Liberalisation of the foreign trade and minor liberalisation of regulated prices
e Crowding — out effect, high interest rates due to suboptimal policy mix

1998 — 2002: Macroeconomic stabilisation, implementation of first reforms

e  Managed floating exchange rate (October 1998),

e  Restored short-term macroeconomic stability

e  Gradual liberalisation of prices in network industries
e  Restructuring and privatisation of the banking sector
e Restrictive fiscal policy

e  Accession to the OECD (2000)

2002 — 2006 onwards: Completing the transition — structural reforms and EU and Eurozone accession

e  Significant reforms implemented (tax reform, pension reform, social insurance, labour market)
e  Public finance reform, pension system reform, labour market reforms

e High inflow of FDI, expansion of the automotive industry, privatisation.

e  Accession to the EU, NATO, ERM Il and EMU

e  Accelerating growth of GDP

2007 — onwards: Post-transitional stage

e Impact of the economic crisis, first recession since the 1993.

e  Euro adoption in 2009

e  Rising unemployment, structural problems

e  Deterioration of budgetary balances. Fiscal expansion in 2009, after 2009 consolidation of general government def-
icit.

e  Gradual deconstruction of flat tax system, changes in the pension systems, labour market policies (especially the
labour code)



