	PRIVATE 
WT/TPR/S/7

Page 1
	
Trade Policy Review


	PRIVATE 
Slovak Republic


	WT/TPR/S/7

Page 1



I.
THE ECONOMIC ENVIRONMENTPRIVATE 

(1)
Major Features of Slovakia's Economy
(i)
Overview
Chyba! Neznámy argument prepínača..
Centrally located in Europe, the Slovak Republic borders Austria, the Czech Republic, Poland, Ukraine and Hungary.  Slovakia has a population of 5.4 million (Table I.1), or 110 persons per square kilometre;  the population growth rate has averaged 0.4 per cent a year since 1985.  Per capita GDP in 1994 was equivalent to US$2,340.

Table I.1

Major features of the Slovak economy
	PRIVATE 
Population, 1994
	5.356 million
	Annual population growth, 1985-94
	0.4 per cent

	Labour force, 1993
	2.550 million
	Annual labour force growth, 1985-93
	0.2 per cent

	Life expectancy at birth, 1993
	73 years
	
	

	
	
	
	

	GDP, 1989
	US$15.6 billion
	GDP per capita, 1989
	US$2,900

	GDP, 1994
	US$12.5 billion
	GDP per capita,  1994
	US$2,340

	
	
	
	

	Share in GDP, 1994a
	
	Share in employment, 1993
	

	  Agriculture and forestry
	7.4 per cent
	  Agriculture and forestry
	10.3 per cent

	  Industryb and construction
	35.7 per cent
	  Industryb and construction
	40.4 per cent

	  Services
	56.9 per cent
	  Services
	49.3 per cent

	
	
	
	

	Merchandise exportsc, f.o.b., 1994
	US$6.7 billion
	Merchandise importsc, f.o.b., 1994
	US$6.6 billion

	Merchandise exports to GDP ratio, 1994
	54 per cent
	Merchandise imports to GDP ratio, 1994
	53 per cent

	Commercial services:  credits, 1994
	US$2.3 billion
	Commercial services:  debits, 1994
	US$1.6 billion


a
Preliminary data.

b
Including mining and quarrying, and electricity, gas and water.

c
Customs basis;  preliminary data.

Source:
Data provided by the Slovak authorities.

Chyba! Neznámy argument prepínača..
The Slovak Republic became a sovereign State on 1 January 1993 upon the dissolution of the Czech and Slovak Federal Republic (CSFR).  A process of market-oriented economic reform had begun three years earlier and encompassed the decontrol of prices, the privatization of State enterprises, the opening to foreign investment and the liberalization of international trade and foreign exchange.  The collapse in export demand from Council for Mutual Economic Assistance (CMEA)  countries and some initial effects of economic reforms contributed to a severe economic contraction during the first few years of reform.
  Many reforms, including, for example, in the areas of public finance and foreign exchange controls, nevertheless continued to be made under successive Slovak Governments as they had been under the CSFR, setting the framework for recovery in 1994.  However, the coupon privatization process, after having made substantial progress, appears to have halted and prospects for its reactivation are uncertain as of mid-1995 (Chapter IV(5(i))).

Chyba! Neznámy argument prepínača..
International trade is playing a key rôle in Slovakia's economic transition.  Trade in goods and services in 1994 was equal to 138 per cent of GDP and the 23.5 per cent growth in merchandise export value experienced in 1994 was a major factor behind the nearly 5 per cent real GDP growth.
  Slovakia's merchandise trade is heavily concentrated in Europe, with the Czech Republic, European economies in transition,
 the European Union (EU) and the European Free Trade Area (EFTA) countries together accounting for 91 per cent of Slovak trade in 1994.

Chyba! Neznámy argument prepínača..
Under the central planning system that prevailed in Slovakia until 1990 a large share of Slovak production was for the export of heavy manufactures to other centrally planned European economies and the former Soviet Union.  Production plans, because they were severed from market incentives, did not necessarily reflect Slovakia's endowment of productive factors, nor the pattern of comparative advantage in the production of goods implied by this endowment.  Instead,  much of the economy was directed toward supplying the demand of specific trade partners for particular goods.

Chyba! Neznámy argument prepínača..
The dependence of Slovak exports on this managed trade left Slovakia very susceptible to the disintegration of the planning system.  When this occurred in the early 1990s, Slovak exports faced three fundamental problems that exacerbated Slovakia's own economic transition:  recession and declining demand in key export markets;  substitution by consumers and producers in these key markets away from the products that Slovakia had been exporting, for example, armaments;  and a production pattern misaligned with the underlying comparative advantage.  The first two problems combined to severely undercut Slovak export demand.  The third implied that substantial industrial restructuring would be necessary during Slovakia's transition to a market economy.

(ii)
Agriculture
Chyba! Neznámy argument prepínača..
The volume of Slovakia's agricultural production stabilized in 1994 after having declined by 32 per cent from 1989 to 1993.
  This contraction was precipitated by a sharp reduction in the sector's terms of trade: during the period 1989 to 1993, the prices of agricultural inputs increased much more rapidly than did the prices of agricultural outputs (Chapter V(2)).  As a result, the share of agriculture in GDP, measured at current prices, was 9.4 per cent in 1989 and 6.6 per cent in 1993.
  Rising input prices contributed to the contraction in output by leading to a sharp reduction in the application of intermediate inputs, such as fertilizer and high-quality seeds, while there was also a one-quarter reduction in measured employment.  There has been little change in the quantity of land or capital used in the sector.

Chyba! Neznámy argument prepínača..
The farming sector in Slovakia consists of co‑operatives, State farms, and private farms.  Each of these land tenure sectors existed under the central planning system, but their sizes and relative importance have changed in recent years.  While about 5 per cent of agricultural land was privately farmed in the 1980s,
 the figure reached 13.5 per cent as of 1994; 30 per cent of the total value of agricultural production is from private farms.  The land newly held by private farmers was formerly held in State farms, and privatization is scheduled to be completed in 1995.  State farms comprised 22.7 per cent of agricultural land as of 1994 and contributed 15 per cent of total agricultural production; many of the remaining State farms are oriented toward agricultural research.  Most former collective farms, which often were 5,000 to 6,000 hectares in size, have been subdivided and transformed into shareholder co‑operatives, usually consisting of 500 to 1,000 hectares.
  Co-operative farms comprised 63.6 per cent of agricultural land as of 1994 and accounted for 48 per cent of agricultural production.

Chyba! Neznámy argument prepínača..
Slovak agricultural exports in 1994 were 5.5 per cent of total merchandise exports.  In the same year, agricultural imports were 8.5 per cent of total merchandise imports.

(iii)
Industry
Chyba! Neznámy argument prepínača..
Industry, including manufacturing, mining and quarrying, electricity, gas and water supply, and construction, accounted for 45 per cent of GDP in 1992 and 42 per cent in 1993.  The share of industry in GDP fell to 36 per cent in 1994.
  By 1994, 58 per cent of the GDP arising from industry (excluding construction) was accounted for by the private sector, and this share rose to 62 per cent in the first half of 1995.  In construction the share in 1994 was 74 per cent.

Chyba! Neznámy argument prepínača..
 Manufacturing comprised 84 per cent of total industrial output (excluding construction) in 1993, while electricity, gas and water supply made up 13 per cent and mining and quarrying 3 per cent of the total.
  Slovakia's overall index of industrial production fell 46 per cent between 1989 and 1993, initially as a result of the loss of export sales to CMEA countries.
  During this period, sharp contractions in the value of output took place in each of these sectors.  The index of manufacturing production dropped 51 per cent, mining and quarrying fell by 56 per cent and electricity, gas and water fell by 28 per cent.
  The index of construction activity dropped 41 per cent over this time.

Chyba! Neznámy argument prepínača..
Manufactures accounted for 84.6 per cent of merchandise exports and 66.7 per cent of merchandise imports in 1994.  Mining and fuel products accounted for 9.7 per cent of exports and 24.6 per cent of imports.

(iv)
Services
Chyba! Neznámy argument prepínača..
Market and non-market services (excluding construction and electricity, gas and water supply) accounted for an estimated 57 per cent of GDP in 1994, up from 49 per cent in 1992.  Privatization in some service industries proceeded very rapidly, with the private sector share in the GDP arising from retailing exceeding 88 per cent in 1994.  Elsewhere in the services sector, including many parts of the transport industry, for example, the pace of privatization has been slower.

Chyba! Neznámy argument prepínača..
Trade in services plays a substantial rôle in the external current account balance.  The services balance rose from 2.4 per cent of GDP in 1993 to 5.2 per cent in 1994, largely as a result of reduced expenditures on foreign services, particularly in relation to the Czech Republic.  Large shares of external services revenues come from tourism and natural gas transit fees, each accounting for over one quarter of the total.  The services balance was nearly equal to the overall 1994 current account balance of 5.7 per cent of GDP.

(2)
Recent Economic Developments
Chyba! Neznámy argument prepínača..
The Slovak economy began to contract sharply in 1990.  In 1991, when the contraction was most severe, industrial activity fell 23 per cent and real GDP dropped by over 16 per cent.
  This contraction was set off by the collapse of exports to the former U.S.S.R. and other East European countries.  The dissolution of the CSFR into the Slovak Republic and the Czech Republic at the end of 1992 meant the discontinuation of transfers to Slovakia (which had been equal, in 1992, to some 7 per cent of Slovak GDP) and the disruption of some supply and distribution relationships.  The initial impact of some economic reforms, such as price decontrol, import liberalization and privatization, may temporarily have exacerbated the situation.

Chyba! Neznámy argument prepínača..
By 1994 the value of introducing market forces and competition into the economy and of the new outward orientation became clear.  Aided by economic expansion in western Europe, Slovak exports grew by over 23 per cent (in U.S. dollar terms) and real GDP rose by 4.8 per cent.  Surpluses were recorded on both the merchandise trade and services trade accounts, and the current account balance rose from a deficit equal to 5 per cent of GDP in 1993 to a surplus of nearly 6 per cent in 1994 (Table I.2).  This, combined with strong capital inflows, resulted in a balance-of-payments surplus in excess of 10 per cent of GDP and a consequent increase in official reserves to the equivalent of nearly 2.5 months of merchandise and services imports.
  By July 1995 official reserves increased to US$2.6 billion, equivalent to 3.1 months of imports.  Inflation was limited to 13 per cent;  unemployment, however, remained at some 14 per cent of the labour force, and is much higher in some regions.
  Continued export growth and a renewal of investment growth in the first half of 1995 led to an increase in real GDP of 6.1 per cent at an annual rate.

Chyba! Neznámy argument prepínača..
Slovak macroeconomic policy is an important reason for this success.  Fiscal policy has been progressively tightened since 1992 in order to assist in reducing inflation, generate higher economywide savings and boost confidence in the economy.  The general government deficit was reduced from over 13 per cent of GDP in 1992 to less than 3 per cent of GDP in 1994 by reducing  real government expenditures.
  The Government aims to keep the general government deficit below 3 per cent of GDP.

Chyba! Neznámy argument prepínača..
Slovakia has had monetary independence since the dissolution of the currency union with the Czech Republic in February 1993, and monetary policy is defined by the National Bank of Slovakia.  Prudent monetary policy by the CSFR and the Slovak Republic has kept inflation moderate since 1991, when price liberalization led to an increase in the price level of more than 60 per cent.
  In 1994, broad money grew by 18.6 per cent as a result of substantial increases in net foreign assets, while net domestic assets declined slightly.
  Interest rates were higher in 1994 than in 1993, increasing from 14.1 to 14.9 per cent on credit to enterprises and from 9.6 to 11.2 per cent for household deposits.  Interest rates on household deposits were nevertheless below the rate of inflation.  Following consumer price increases in 1994 of 13.4 per cent,
 the Government now aims to reduce inflation to below 10 per cent.
  Prices increased at an annual rate of 11.2 per cent in the first half of 1995.

Table I.2

Economic performance of the Slovak economy, 1992-94
	PRIVATE 

	1992
	1993
	1994

	
	Percentage change

	Real GDPa
	-7.0
	-4.1
	4.8

	   Private consumption
	5.4
	-1.2
	-3.4

	   Government consumption
	8.6
	4.6
	-4.4

	   Gross capital formation
	-32.5
	-20.0
	...

	   Exports of goods and non-factor services
	68.3
	-0.2
	...

	   Imports of goods and non-factor services
	68.2
	-1.0
	...

	

	Consumer prices (period average)
	10.0
	23.2
	13.4

	Employmentb (period average)
	-0.6
	-0.2
	...

	Unemployment (end of year;  per cent)
	10.4
	14.4
	14.2

	Real effective exchange rate appreciation, per cent (end of year)
	0.5
	-1.8
	2.4

	Nominal exchange rate, Sk$ per US$ (period average)
	28.3
	30.8
	32.0

	Money supply (M2; end of year)
	   4.7
	18.5
	18.6

	Interest rates (average of rates;  end of year)
	
	
	

	   Credit to enterprises
	16.1
	14.1
	14.9

	   Household deposits
	  8.5
	9.6
	11.2

	
	Per cent of GDP

	General government balancec
	-13.1
	-7.6
	-2.7

	   Revenue
	50.7
	48.0
	50.6

	   Expenditure
	63.8
	55.6
	53.3

	Current account balance
	0.4
	-5.4
	5.7

	   Merchandise trade balance
	-6.6
	-8.4
	0.8

	      Exports, f.o.b.
	59.9e
	49.3
	53.7

	      Imports, f.o.b.
	66.5e
	57.8
	52.8

	   Services balance
	-0.2
	2.4
	5.2

	      Receipts
	14.1
	17.7
	18.0

	      Expenditures
	14.3
	15.2
	12.8

	   Net factor income from abroad
	-0.3
	-0.4
	-1.0

	   Net current transfers
	7.5
	0.9
	0.6

	Capital account balance
	-0.8
	8.9
	3.6

	   Net direct foreign investment
	0.9
	3.4f
	2.0

	   Clearing balance with Czech Republic (negative indicates surplus)
	n.a.
	1.7
	-4.9

	Balance of payments
	-5.0
	3.2
	11.4

	   Change in gross reserves (negative indicates increase)
	-0.9
	-4.7
	-11.9

	Official reserves, including goldd (US$ billion)
	0.4
	0.4
	1.7

	Official reserves in months of imports of goods and services
	0.5
	0.6
	2.4

	Gross domestic investmentc (share of GDP;  per cent)
	24.7
	24.8
	...

	Gross national savingsc (share of GDP;  per cent)
	19.5
	22.4
	...


n.a.
Not applicable.

...
Not available.

a
Preliminary data;  1984 prices.  Includes Transgas and foreign trade organizations.  

b
Employment fell 3.2 per cent in 1990 and 14.4 per cent in 1991.

c 
Figures for 1992 exclude fiscal transfers from the Czech Republic that amounted to 7 per cent of Slovak GDP.  Figures for 1993 exclude military imports from Russia valued at 1.6 per cent of GDP, which were exchanged for a write-down of debt.  This explains much of the 1992 and 1993 discrepancies between the savings-investment differences and the current account balances.

d 
Excluding US$500 million in gold and foreign exchange obtained through gold swaps (US$122 million as of November 1994).  e 
Includes transactions with the Czech Republic.  

f 
Including US$529 million (4.8 per cent of GDP) of Slovak shares in Czech companies acquired through voucher privatization;  the counterpart, a capital transfer, is included in the capital account balance.

 Source: 
Data provided by the Slovak authorities.

Chyba! Neznámy argument prepínača..
The Slovak koruna is pegged to a currency basket (Annex I).  Following a 10 per cent devaluation in July 1993, the koruna's value against the basket has remained unchanged.  At end-July 1995 the exchange rate was Sk$29.2 per US dollar, compared to Sk$31.3 per US dollar at the end of 1994 and 33.2 per US dollar at the end of 1993.  Inflation in Slovakia higher than that in its key trading partners led to an appreciation in the real effective exchange rate of the koruna of some 2.4 per cent during the year ending December 1994;  this followed a real (CPI-based) effective depreciation of 1.8 per cent in 1993 and a real effective appreciation of 0.5 per cent in 1992.
  The bilateral payments system under which Slovak-Czech trade has been conducted since early 1993 is to be abolished in September 1995.

Chyba! Neznámy argument prepínača..
Slovakia intends to introduce convertibility of the koruna for all external current account transactions and accept Article VIII of the International Monetary Fund with effect from 1 October 1995.  It further intends to introduce convertibility of the koruna for all external capital account transactions in future years, depending on developments in the Slovak economy.

(3)
Trade Performance and the Pattern of Trade
(i)
Composition of merchandise trade
Chyba! Neznámy argument prepínača..
Slovakia is a net importer of fuels and related products (SITC 3) and of machinery and transport equipment (SITC 7), and a net exporter of intermediate manufactured products (SITC 6) and miscellaneous manufactures (SITC 8) (Table I.3).  Fuels and related products comprise some 20 per cent of Slovakia's total merchandise imports and are the category in which net imports are the greatest.  Intermediate manufactured products account for nearly 40 per cent of merchandise exports.  

Table I.3

Foreign trade by commodity groups of Slovakia, 1993 and 1994
(US$ million and per cent)

	PRIVATE 
SITC  Commodity group

No.
	Imports
	Exports

	
	1993
	1994
	1993
	1994

	
	US$ million
	US$ million

	
Total (including Czech Republic)
	6,334.3
	6,600.2
	5,447.4
	6,726.8 

	
	 Per cent
	  Per cent

	0 
Food and live animals
	7.33
	6.96
	5.49
	4.51 

	1  
Beverages and tobacco
	1.46
	1.29
	0.88
	0.93 

	2  
Crude materials
	5.16
	5.28
	4.92
	5.09 

	3  
Fuels and related products
	20.90
	19.28
	4.92
	4.64 

	4  
Animal and plant oils, fats, etc.
	0.25
	0.29
	0.10
	0.10 

	5  
Chemicals and related products
	11.37
	13.29
	12.02
	12.81 

	6  
Intermediate manufactured products
	15.10
	16.86
	38.75
	39.21 

	7  
Machinery and transport equipment
	29.25
	27.72
	19.41
	19.31 

	8  
Miscellaneous manufactured articles
	9.02
	8.85
	13.41
	13.29 

	9  
Other commodities and products of trade
	0.17
	0.17
	0.09
	0.06


Source:
Ministry of Economy of the Slovak Republic.

Chyba! Neznámy argument prepínača..
The 23.5 per cent increase (on a U.S. dollar basis) in exports in 1994 was very balanced, being felt across all SITC commodity groups, with the largest absolute increases being in intermediate manufactures and in chemicals.  Underlying data show that the large increase in exports to the EU was also broad based, with the greatest absolute increases being in intermediate manufactures and in machinery and transport equipment.

(ii)
Geographic pattern of merchandise trade
Chyba! Neznámy argument prepínača..
In 1989, 57 per cent of Slovak exports were destined for countries in the CMEA;  by 1992, this share had fallen to just under 30 per cent.
  During this initial period of economic transformation, the share of exports going to industrial countries increased from 19 to 54 per cent.  The redirection of Slovak exports toward the west continued in 1993 and 1994.  Excluding Slovak trade with the Czech Republic, 66 per cent of Slovak exports in 1993 - and 71 per cent of in 1994 - were destined for the industrial market economies.

Chyba! Neznámy argument prepínača..
With the dissolution of the CSFR, what had been inter-republic trade became international trade and the Czech Republic became Slovakia's largest trading partner, receiving 42 per cent of Slovak exports in 1993 and 37 per cent in 1994 (Table I.4).  However, more than half of the 23.5 per cent jump in Slovak exports from 1993 resulted from increased exports to the European Union (EU), whose share of Slovak exports rose from 24 to over 29 per cent.  Slovakia is a net importer of food and live animals, chemicals, and machinery and transport equipment from the EU, and a net exporter of intermediate manufactured products and miscellaneous manufactures to the EU.  Austria, now a member of the EU, accounted for a further 5 per cent of Slovak exports.  Substantial shares of exports also were destined for Hungary and Poland, Slovakia's Central European Free Trade Area (CEFTA) partners, and Russia, Ukraine and the United States.

Chyba! Neznámy argument prepínača..
Changes in the geographic pattern of Slovak imports in the initial years of the economic transformation were more moderate than the changes in exports.  The share of Slovakia's imports sourced from CMEA countries was 50 per cent in 1989, and this changed little until 1992, when it fell to 41 per cent.  This share stood at 37 per cent in 1994 if imports from the Czech Republic are excluded, or at 26 per cent of Slovakia's total 1994 merchandise imports.

Chyba! Neznámy argument prepínača..
The Czech Republic, with a share of nearly 30 per cent, remained Slovakia's greatest single source of imports in 1994, although this share declined by 6 percentage points from 1993.
  The share of the EU increased by nearly the same amount, to 26 per cent.
  Russia continues to be a large source of imports, with a share of 18 per cent in 1994;  three quarters of the imports from Russia were of fuels and related products.  Other countries with more than 1 per cent of Slovak imports in 1994 were Austria, the United States, Poland, Hungary, Ukraine, Switzerland and Japan.

Table I.4

Slovak Republic trade by origin and destination, 1993 and 1994

(US$ million and per cent)

	PRIVATE 
Partner
	Imports
	Exports

	
	1993
	1994
	1993
	1994

	
	US$ million
	US$ million

	Total imports (including Czech Republic)
	6,334.3 
	6,600.2 
	5,447.4 
	6,726.8 

	  Total imports (excluding Czech Republic)
	4,059.7 
	4,645.0 
	3,137.4 
	4,229.5 

	  Czech Republic
	2,274.6 
	1,955.2 
	2,310.0 
	2,497.3 

	
	  Per cent of total imports
	  Per cent of total exports

	Total imports (including Czech Republic)
	100.0 
	100.0 
	100.0 
	100.0 

	  Total imports (excluding Czech Republic)
	64.1 
	70.4 
	57.6 
	62.9 

	  Czech Republic
	35.9 
	29.6 
	42.4 
	37.1 

	European countries with economy in transition
	27.0 
	26.2 
	18.2 
	17.7 

	  Hungary
	1.3 
	1.7 
	4.5 
	5.4 

	  Poland
	1.9 
	2.4 
	2.9 
	2.8 

	  Croatia
	0.2 
	0.3 
	0.9 
	0.9 

	  Slovenia
	0.4 
	0.4 
	0.7 
	0.7 

	  Former Soviet Union
	22.7 
	20.6 
	8.3 
	6.9 

	      Russia
	19.5 
	17.8 
	4.7 
	4.1 

	      Ukraine
	2.4 
	1.8 
	2.6 
	1.7 

	  Bulgaria
	0.2 
	0.2 
	0.3 
	0.2 

	  Romania
	0.1 
	0.1 
	0.4 
	0.4 

	Countries with controlled trade
	0.6 
	0.6 
	1.3 
	0.4 

	  China
	0.5 
	0.6 
	1.2 
	0.3 

	Countries with market economy
	36.4 
	43.6 
	38.0 
	44.7 

	  United States
	1.8 
	2.9 
	1.1 
	1.6 

	  Japan
	1.2 
	1.2 
	0.2 
	0.6 

	European Union
	20.6 
	26.2 
	24.0 
	29.2 

	  Germany
	11.4 
	13.5 
	15.2 
	17.2 

	  Belgium
	0.8 
	1.1 
	0.9 
	1.2 

	  United Kingdom
	1.3 
	1.6 
	1.0 
	1.3 

	  Denmark
	0.4 
	0.6 
	0.2 
	0.3 

	  France
	1.5 
	2.2 
	1.6 
	1.7 

	  Italy
	3.0 
	4.4 
	2.7 
	4.6 

	  Netherlands
	1.3 
	1.7 
	1.6 
	1.8 

	  Spain
	0.4 
	0.6 
	0.3 
	0.6 

	EFTA
	8.9 
	8.9 
	6.3 
	7.0 

	  Austria
	6.2 
	5.8 
	5.0 
	5.2 

	  Finland
	0.6 
	0.8 
	0.4 
	0.6 

	  Sweden
	0.5 
	0.7 
	0.6 
	0.7 

	  Switzerland
	1.2 
	1.4 
	0.0 
	0.0 


Source:
WTO Secretariat calculations based on data provided by the Ministry of Economy.

(4)
Outlook
Chyba! Neznámy argument prepínača..
The economic recovery that began in Slovakia in 1994 occurred sooner and was stronger than expected.  This was partly due to external factors, but the ability of the Slovak economy to recognize and respond to greater export opportunities also played a key rôle.  This response facility was grounded in prudent overall macroeconomic management, a relatively open international trading régime, and the industrial restructuring that has begun to result from a growing share of the economy being in private hands.

Chyba! Neznámy argument prepínača..
The authorities anticipate continued robust real growth, in the range of 3 to 5 per cent for 1995 (the rate in the first half of 1995 was 6.1 per cent), and a decline in annual inflation to under 10 per cent.  Further increases in merchandise exports, along with strong investment demand, are expected to underlie this continued growth.  However, capacity constraints in many export-oriented industries are being reached and investment has lagged.  Real gross capital formation fell by 32 per cent in 1992 and a further 20 per cent in 1993.  This suggests that if substantial export growth is to continue, capital formation must increase (and in the first half of 1995 it increased at an annual rate of 14.2 per cent) and existing capital must effectively be redirected toward capacity-constrained export industries.  This redeployment of capital - necessary because of the disintegration of Slovakia's former export markets and because Slovakia's former production pattern greatly deviated from its underlying comparative advantage - is a key aspect of industrial restructuring.

Chyba! Neznámy argument prepínača..
The continuation of strong economic growth beyond the short-term will depend foremost on a continued commitment on the part of Slovakia to its own economic reforms.  This is explicitly noted in the 1995 Programme of the Government of the Slovak Republic, which lays down the goal of reaching, in the first decade of the next century, a standard of living for Slovakia "comparable with advanced countries of Europe".  To attain this objective, the Government considers "as its first priority the acceleration of the process of [economic] transformation."

Annex I.1

The Foreign Exchange Control System of Slovakia
Chyba! Neznámy argument prepínača..
Upon dissolution of the Czech and Slovak Federal Republic (CSFR) on 1 January 1993, the Slovak Republic entered a currency union with the Czech Republic, with both countries retaining the use of the CSFR currency, the Czechoslovak koruna.  The currency union ended on 8 February 1993 and the Slovak koruna (Sk) was introduced as Slovakia's currency.  The National Bank of Slovakia (NBS), the central bank, has the primary responsibility for monetary policy
;  it shares responsibility for the control of foreign exchange with the Ministry of Finance.
  The Governor and the Vice‑Governors of the NBS are appointed, and may be recalled, by the President upon the recommendation of the Government and with the consent of the National Council.

Chyba! Neznámy argument prepínača..
The NBS is required by Article 28 of the National Bank of Slovakia Act to establish the exchange rate of the koruna.  The exchange rate of the koruna is pegged, within bands of 1.5 per cent around the central rate, to a basket of two currencies, the German mark (with a weight of 60 per cent) and the U.S. dollar (40 per cent).  The NBS quotes the rate against the U.S. dollar with all other rates determined as cross-rates against quotations for the U.S. dollar on major markets.  At the end of July 1995, the exchange rate of the koruna was Sk$29.19 per U.S. dollar.

Chyba! Neznámy argument prepínača..
Other than for transactions with the Czech Republic, the currency of transaction is not prescribed.  Since the dissolution of the currency union, payments for trade with the Czech Republic have been required to go through the clearing account maintained by the two central banks and allowed for in the customs union agreement between the two countries.
  Transactions are converted from the contract currency into clearing ECUs at the rate set by the respective central bank.  A clearing ECU is in principle equal to one ECU, but the bilateral payments agreement allows a deviation of up to 5 per cent between the clearing ECU and the market cross rate.  The Slovak koruna was devalued against the clearing ECU to the maximum 5 per cent differential from December 1993 until May 1995, when the NBS reduced the deviation to 1 per cent.  In September 1995 this deviation was eliminated.  Balances that exceed the ECU 130 million clearing limit must be settled in hard currency at the end of each month.  This payment system is being eliminated from 30 September 1995.  

Chyba! Neznámy argument prepínača..
The elimination of the bilateral payments system will be an important step toward the introduction of full current account convertibility of the koruna.  As of  September 1995, Slovakia maintained the current account convertibility for businesses that was introduced in the CSFR in 1991.  Enterprises and private entrepreneurs listed in the Company Register were not limited in their access to foreign exchange for current account purposes.  Foreign exchange (forex) resident juridical persons, which are defined in The Foreign Exchange Act to include foreign entities that establish a firm in Slovakia, required a permit issued by the NBS to accept loans from foreign exchange non-residents, to purchase real estate abroad and to purchase foreign securities.  Trade credits could be freely obtained by registered enterprises.  Slovakia intends to introduce convertibility of the Koruna for all external current account transactions and accept Article VIII of the International Monetary Fund with effect from 1 October 1995.

Chyba! Neznámy argument prepínača..
Foreign exchange accounts bearing interest can be opened for unlimited use by individuals residing in Slovakia and the source of funds in such accounts is not subject to investigation.  Resident enterprises normally must repatriate foreign exchange receipts and sell them to commercial banks;  with permission of the NBS, however, they may maintain foreign exchange accounts.

Chyba! Neznámy argument prepínača..
There are no general restrictions on equity participation in Slovak enterprises by non-residents;  however, some special restrictions apply (Chapter III(1)).  Dividends, profits, capital gains and interest earnings may be freely transferred abroad by foreign investors.  Direct investment abroad is subject to approval by the NBS and is normally granted if it is believed to facilitate Slovak exports.  

Chyba! Neznámy argument prepínača..
The annual limit on foreign exchange for natural persons - normally for tourist travel abroad ‑ stood at the equivalent of Sk$9,000 (about US$310) in early 1995, but was increased in two steps to Sk$30,000 in July 1995 and Sk60,000 in September 1995.  Non-resident workers wishing to repatriate wages in koruna require the authorization of the NBS.  Inherited assets may be transferred abroad to any country where "such transfers are not subject to foreign exchange restrictions or are subject to the condition of reciprocity".

    �Exports to CMEA countries fell by 57 per cent, in U.S. dollar terms, from 1988 to 1992.


    �Growth in export value is reported on a U.S. dollar basis.  Exports increased by 28.5 per cent on a Slovak koruna basis.


    �Including Russia.


    �These figures partly reflect the effects of drought in 1993.  Even by 1992, however, output had declined 26 per cent from the 1989 level.


    �The method for GDP calculations was changed in 1992 and earlier data are not strictly comparable with data for 1992-1994.  


    �The right of land ownership was not abolished under the central planning system in Czechoslovakia.


    �Individual shareholders hold deed to a particular plot of land in the co�operative and are free to remove this land from the cooperative.


    �Production shares and area shares are based on data provided by the Slovak authorities.


    �Trade data are calculated on an SITC basis and do not conform to the trade data reported in Chapter V.


    �Data provided by the Slovak Statistical Office;  sectoral GDP shares are based on current prices.  In 1992 and 1993, construction alone accounted for 7 per cent of GDP;  this share dropped to 5 per cent in 1994.


    �Data provided by the Statistical Office of the Slovak Republic.


    �Statistical Office of the Slovak Republic.


    �Data provided by the Slovak authorities and based on data compiled from industrial enterprises with 25 or more employees (Statistical Office of the Slovak Republic).  Available data on GDP shares by sector prior to 1993 are not comparable with the data beginning from 1993.


    �Statistical Office of the Slovak Republic.


    �The value of construction in 1993 was equal to about 17 per cent of the value of industrial output excluding construction.


    �Trade data are calculated on an SITC basis and do not conform to the trade data reported in Chapter V.


    �One indication of the severity of the contraction is that during each year from 1991 to 1993, production fell in all major categories of manufacturing, in mining, and in electricity, gas and water supply.  


    �As a result of low debt, the strong balance�of�payments position and high hard currency reserves, Slovakia recently became the only former centrally planned economy other than the Czech Republic to receive investment grade bond ratings from both Moody's and Standard & Poor's (BNA's Eastern Europe Reporter, 22 May 1995 and 5 June 1995).


    �Unemployment varies greatly across the regions of Slovakia, partly as a result of the "one factory - one town" economic planning under the former régime and the relatively low geographic mobility of workers.  Unemployment is particularly high in those regions that were previously involved in armaments production.


    �General government expenditures fell from the equivalent of 63.8 per cent of GDP in 1992 to 53.3 per cent in 1994.


    �Programme of the Government of the Slovak Republic, January 1995, p. 9.


    �Prices rose substantially again in 1993, but nearly half of the 23 per cent increase in that year appears to have been related to the introduction of the value�added tax, while increases in some other indirect taxes and the 10 per cent currency devaluation also contributed.


    �Foreign assets doubled to over Sk$102 billion and foreign liabilities changed little.


    �This figure is on a period average basis.  In the 12 months to the end of 1994, consumer prices rose by 11.7 per cent.


    �Programme of the Government of the Slovak Republic, January 1995, p. 9.


    �Based on the currencies of Austria, the Czech Republic, France, Germany, Italy, the Netherlands, Norway, the United Kingdom and the United States, and using 1992 Slovak export shares.


    �Data provided by the Slovak Statistical Office; internal trade with the Czech Republic is excluded.


    �Imports from the Czech Republic declined 14 per cent, or US$320 million.


    �In absolute terms, in 1994 Slovak imports from the EU increased by US$430 million while exports to the EU increased by US$660 million.


    �The NBS was established by The National Bank of Slovakia Act, passed by the National Council of the Slovak Republic in November of 1992.


    �The NBS administers exchange controls and regulations in co�ordination with the Ministry of Finance.  It has authority over all registered enterprises and entrepreneurs, while the Ministry of Finance exercises authority over government credits, budgetary and subsidized organizations, civic associations and other juridical persons not engaged in entrepreneurial activities, and permanent residents whose activities in question are not entrepreneurial (Foreign Exchange Act, Article 6;  and IMF 1994).


    �The National Bank of Slovakia Act, Section 7.


    �IMF(1994);  and Customs Union of the Czech Republic and the Slovak Republic (1994).


    �Foreign Exchange Act, Article 31.





