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III.
TRADE-RELATED ASPECTS OF THE FOREIGN DIRECT INVESTMENT REGIME
PRIVATE 

Chyba! Neznámy argument prepínača..
Slovakia has encouraged inflows of foreign direct investment (FDI) throughout the course of its transition from a centrally planned to a market economy.  The positive rôle given to such investment in Slovakia is reflected in the substantial increases of FDI that have taken place since the end of 1992.  The stock of foreign capital more than doubled during the first two years in which Slovakia was a sovereign State and exceeded US$100 per capita at the end of 1994.

Chyba! Neznámy argument prepínača..
Foreign direct investment into Slovakia is largely unrestricted.  The Government does, however, seek to promote certain forms of investment and investment into certain sectors.  According to the Prime Minister in January 1995, "The Government will encourage a targeted entry of foreign capital into the Slovak economy and allow the setting up of joint ventures with foreign investors so that foreign financial resources can be primarily channelled towards modernization and the purchase of new technologies, or a financial revitalization of these enterprises.  It will also give priority to such a view in the sale of [State] enterprises to foreign investors".
  According to the authorities, priority sectors for investment promotion include chemicals and pharmaceuticals industries, food processing and other consumer industries, mechanical and electrical engineering industries, and tourism industries.  An example of how the Government may give effect to these priorities is to pursue privatization through international public tender rather than through a management buy-out.

(1)
Investment Approvals and Restrictions
Chyba! Neznámy argument prepínača..
Approval of FDI in Slovakia is required only in particular circumstances, discussed below.  Like domestic firms, however, foreign firms must register their business in a trade register and obtain any licences necessary for their operations.
  Following registration, foreign firms and individuals may, except in specific circumstances, conduct business in Slovakia under the same conditions and to the same extent as their Slovak counterparts;
  limitations on national treatment for a foreign-owned  commercial presence include, for example, a requirement that one third of the Board of Directors of an enterprise providing banking and other financial services be citizens of Slovakia (Chapter V(6)(iii)).

Chyba! Neznámy argument prepínača..
The approval of the National Bank of Slovakia (NBS) is required for foreign investments in the financial sector.  The NBS requests a minimum investment of Sk$500 million, and approval may take six months.

Chyba! Neznámy argument prepínača..
Foreign investments are prohibited in the areas of defence, national security, railways, postal services, some areas of telecommunications, and the distillation of pure alcohol.  There are no restrictions on the proportion of foreign ownership other than those that may be imposed, on a case-by-case basis, on investments in the financial services sector as a condition of approval by the National Bank of Slovakia (NBS).

Chyba! Neznámy argument prepínača..
The right of private ownership of real property is guaranteed by the Constitution.  Only Slovak nationals and Slovak-registered businesses are normally permitted to own real estate;  however, the fact that a business is wholly or partly foreign-owned is not an obstacle to property ownership.  Branches of foreign companies may not hold land.

(2)
Foreign Direct Investment Incentives
Chyba! Neznámy argument prepínača..
Firms that were established after 1 January 1993 and had at least 30 per cent foreign participation qualified, beginning in April 1993, for a one-year tax exemption;  this was followed by a reduced corporate income tax rate of 30 per cent for two years.
  This special two-year tax rate of 30 per cent was reduced to 20 per cent if the firm had its registered office, or it reinvested its profits, in a targeted district of Slovakia.  Special provisions existed for licensed banks with at least 75 per cent foreign participation;  these provisions allowed the reduced rate of 30 per cent for up to nine years in some circumstances.  According to the authorities, these investment incentives were discontinued on 1 January 1995 and have not been replaced with similar provisions, although the Ministry of Finance may grant some special tax concessions.  

Chyba! Neznámy argument prepínača..
Exemption from duties and value-added tax is allowed for new equipment and technology purchases (less than one year old and with a value of at least Sk$10 million) made as part of a foreign investment, so long as the foreign share accounts for at least 35 per cent of the equity in the Slovak enterprise.
  This exemption may be claimed only one time.

(3)
Dividend Repatriation
Chyba! Neznámy argument prepínača..
Foreign investors may transfer their entire share of after-tax profits to their country of origin.  In the event of dissolution or liquidation of an enterprise, foreign-owned capital may be fully repatriated.  There are no general restrictions on the payment of interest, royalties or management fees to foreign parent companies.
  Foreign investors that operate through a branch are, however, subject to some restrictions.
  Some restrictions exist on the repatriation of salaries by expatriate employees.

(4)
The Pattern of Inward Foreign Direct Investment
Chyba! Neznámy argument prepínača..
The stock of foreign direct investment in Slovakia at the end of 1994 was nearly two-and-a-half times greater than its level at the time of the dissolution of the Czech and Slovak Federal Republic two years earlier (Table III.1).  The data on inward foreign direct investment indicate that Slovakia's per capita stock of foreign direct investment, which at the end of 1994 stood at US$103, is near the average of that in other central European countries.

Table III.1

Foreign direct investment in the Slovak Republic
	PRIVATE 

	1992
	1993
	1994

	Stock of foreign capital (Sk$ millions)
	6,607
	10,756
	16,542

	Stock of foreign capital (US$ millions)
	231
	366
	552

	Stock of foreign capital (US$ per capita)
	43.5
	68.7
	103.1

	Number of countries with direct investment in Slovakia
	54
	69
	81

	Number of Slovak enterprises with foreign capital participation
	2,825
	5,143
	7,207

	Share of foreign capital stock by sector
	
	
	

	   Manufacturinga
	50.0
	50.8
	46.9

	   Retail and repair services
	29.2
	22.7
	31.2

	   Banking and insurance
	7.9
	12.2
	11.0

	   Real estate;  research and development
	7.4
	5.7
	5.0

	   Hotels and catering
	0.2
	4.9
	3.2

	Share of foreign capital stock, selected countries:
	
	
	

	   Austria
	27.3
	24.5
	20.6

	   Czech Republic
	...
	11.2
	15.2

	   France
	0.6
	10.5
	7.0

	   Germany
	24.9
	21.0
	22.4

	   United States 
	19.2
	12.9
	14.4


...
Not available.

a
That is, 50 per cent of the stock of FDI at end-1992 was in manufacturing.

Source
Slovak Statistical Office;  WTO Secretariat calculations based on data provided by the Slovak Statistical Office.

Chyba! Neznámy argument prepínača..
Foreign equity ownership in Slovakia at the end of 1994 was spread among 7,200 firms and originated from 81 countries.  Investment in manufacturing accounted for 47 per cent of the total, with the rest centred in retail, banking and insurance.  Countries with the largest investments at the end of 1994 were Germany, US$124 million;  Austria, US$114 million;  Czech Republic, US$84 million;  United States, US$78 million;  and France, US$39 million.  Other countries holding more than 1 per cent of the foreign direct investment in Slovakia are Sweden, The Netherlands, Italy, Korea, Canada, the United Kingdom, the Dutch Antilles, and Switzerland.  

Chyba! Neznámy argument prepínača..
Manufacturing has attracted nearly half of the foreign direct investment into Slovakia.  Retailing and banking and insurance have also attracted large shares.

(5)
International Treaties
Chyba! Neznámy argument prepínača..
The CSFR Foreign Investment Law, which remains in effect, protects against nationalization of foreign-owned property and guarantees fair compensation in the event of expropriation.  This complements a number of bilateral investment treaties, which were negotiated under the CSFR and remain in force.  Bilateral investment treaties are in force with Austria, Finland, France, Spain, Sweden and Switzerland, all dating from 1991;  and Belgium and Luxembourg, Canada, China, Denmark, Germany, the Netherlands, Norway, the United Kingdom, and the United States, all dating from 1992.  Bilateral investment treaties with Bulgaria, Indonesia, Poland, Romania, the Russian Federation, Slovenia, Tadzhikistan, Turkmenistan, and Ukraine are in the process of ratification.

    �Address by Prime Minister Meciar to the National Council, 19 January 1995.


    �Slovakia has not notified the WTO Council for Trade in Goods of any measures not in conformity with the WTO Agreement on Trade Related Investment Measures (TRIMs).


    �The right to conduct business in Slovakia is achieved on the date the business is filed in the Companies Register.  Applications normally take four weeks for acceptance and registration.  The relevant legal provisions are contained in the Business Code, Schedule II, "Entrepreneurial activities of aliens."


    �According to Slovakia's schedule under the General Agreement on Trade in Services, banking services may be provided only by banks authorized by the NBS, in agreement with the Ministry of Finance.  Private banks may be established only as joint stock companies.  Foreign banks may establish branches in Slovakia or participate through their capital share in already established banks only with the authorization of the NBS, which will act in agreement with the Ministry of Finance.


    �Firms with foreign participation of at least the equivalent of DM1 million qualified even if this foreign equity fell below the 30 per cent threshold.


    �The decree of the Minister of Finance authorizing such exemptions terminates at the end of 1995.


    �Foreign Exchange Act, Articles 35-36.


    �Foreign Exchange Act, Article 25.


    �Foreign Exchange Act, Article 16.


    �At the end of 1993, Slovakia's per capita foreign direct investment was equal to US$83, while the average of ten former centrally planned economies in central Europe was US$99.  Included in the group of countries are Albania, Bulgaria, Croatia, the Czech Republic, Hungary, Poland, Romania, Slovakia, Slovenia, and Macedonia (Mikelka, 1995, Table 1.1).





