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PREFACE

The development of Slovakia’s economy depends undoubtedty upon its natio-
nal economic potential, which determines the economic potential within each
individual region. It is the eight regions which reflect the differentiated and spe-
cific economic, social, cultural and other coenditions forging the life of a socie-
ty. Each region not only has a differentiated economic potential, but also shows
specific conditions affecting its inner workings, as well as its future develop-
ment. The latter depends upon numerous factors, such as the scope of in-
vestment found within the region, or the condition and structure of its business
sector. Furthermore, an appropriate territorial and administrative division, fin-
ding its institutional expression in the optimized and rational organization of
public administration, mainly in the areas of state administration and local self-
govemnments, is another factor of utmost importance. it is mostly self-govern-
ment at the town and municipal level, but mainly at the level of higher territorial
units represented by the natural regions that are apt to provide for the adminis-
tration of public matters to the benefit of the regions. Given the adequate co-
ordination of local self-government with other administrative agents, chiefly with
local state authorities, they are able to set out the foundation for and optimum
development of a region aiso from the social perspective.

In order to foster development within the individual regions of the Siovak Re-
public, the key tasks will be to set up essentia! legal regulations in the field of
economics, establish an institutional framework for regional development wit-
hin the structure of central state authorities and carry out public service reform,
which foresees power deiegation to local self-governments and also to higher
territorial units. The proper utilization of the existing economic potential of a re-
gion, recognition and consideration of specific regional traits and coordination
of both local and regional activities concerning business and social life are ad-
ditional aspects vital for the sound future development of regions, the tatter be-
ing a basic precondition of Slovakia's EU-accession.

Bratistava, February 2000

it

Rudolf Schuster
President of Slovak Republic



1. INTRODUCTION

The Slovak economy, although rather small, is regionally very differentiated.
The understanding of its specific traits and the identification of the broadest
spectrum of comparative advantages vital in order to meet investment objecti-
ves is virtually impossible without solid knowledge on the economic potential
and the development possibilities of the respective regions of the Slovak Re-
public. The goal of this survey is to help build this knowledge by taking into
account the special needs of foreign investors.

The starting point of our effort is directed at tackling the issue of economic
performance as a basic determinant of development options and the potential
of Slovak regions. For this purpose, the basic components of regional econo-
mic potential as well as an analysis of factors influencing the shape of regions
and their further development have been taken into account. The goal of this
section is to give a general overview, while also providing an insight into indivi-
dual sectors and branches, focusing in more detail on agriculture, industry
(including individual branches of the processing industry), building industry,
trade and selected market services.

The following section builds on the previous one and examines the regional
aspects of labor-market formation and wage deveiopment, both being basic
determinants of the formation of manpower and the standard of living.

Special attention was given to financial processes, which determine regional
development.

A macroeconomic forecast is followed by the assessment of the basic pro-
portions of economic development in Slovakia's regions at the dawn of the third
millenium. A key task in this respect remains to take effective steps in order to
make businesses less vulnerable and more competitive, since their present si-
tuation is rather difficult, limiting achievable economic development of the re-
gions for the near future.

The section on the economic aspects of regional development opportuniti-
es is complemented by a section analyzing legislative issues, which are part of
the legal and organizational framework relevant for regional economic deve-
lopment and EU integration efforts.

This publication is based on information retrieved from the database of the
Statistical Office of the Slovak Republic (SU SR), corporate data and results of
surveys carried out in the business sector. The so-called ,soft data” of various
kinds characterizing the individual regions have also been integrated.

2. MAIN FEATURES OF SLOVAK ECONOMY
DEVELOPMENT

The Slovak economy began functioning as independent state on January 1,
1993, after the dissolution of the Czech and Slovak Federal Republic. The split
was accompanied by the effort to minimize the costs of separation and to pre-
serve as much economic integration as possible. This effort was translated in-
to a customs union, common labor market and monetary union. The monetary
union dissolved six weeks after the ending of the Federation, but the customs
union agreement and the common labor market are apparently still in good
working order.

The Slovak government had to face the daunting task of building a new sta-
te with a serious shortage of both know-how and administrative structures in
comparison to the Czech government, which had disposed of most of the fa-
cilities and experienced professionals of the former Federation.

Despite these starting difficulties, the level of development of the Slovak
economy is comparable to the development in the Czech Republic and other
Central European countries.

Table 1 Output and Expenditure (per cent change)

Real GDP -3.7 4.9 6.9 6.6 6,5 44
Domestic demand -3,7 -57 1,2 19.6 4,1 41

Foreign demand -0.5 14,2 3.1 -0.3 14,2 10,8
Private consumption -1,5 0,0 3,4 6,9 6.3 4,9
Public consumption 2.2 -11.2 3,0 20,3 01 03
Gross fixed capital formation 5.4 4.6 53 39,8 14,5 1,0
Imports of goods and services 0,8 -3,6 9.6 20,3 9.1 9,6
Industrial production -3.8 4.9 8,3 25 27 5,0
Per capita $ GDP 2251 2571 3240 3495 3613 3818

Source: Statistical Office of the Slovak Republic (SU SR).

Every year of the ongoing transformation shows specific features of the cha-
racter of economic development of the now independent Slovak Republic. The
year 1993 was a period of fine-tuning of the parameters of a young indepen-
dent state. In 1994, economic growth took off, fueled by foreign demand. The
economic growth continued in 1995, marked by an increase of income, which
strengthened domestic demand and made imports more dynamic. Domestic
demand became a main determinant of growth. A typical feature of the year
1996 was the dominant position of domestic demand, including investment de-
mand, which was accompanied by a down-turn of foreign demand. Growth ge-
nerated this way led to a huge trade balance deficit. This unbearable situation
lead to a slow down of the domestic demand dynamics in 1997. However, the
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matter was complicated due to a significant state budget deficit, which led to
a deepening of the dis-equilibrium on the money market. Eventually, the exter-
nal dis-equilibrium of the real economy recovered to the detriment of internal
disequilibrium in finance. In 1997, the attempt to slow down of economic
growth and mitigate the dynamism of domestic demand managed merely to
moderate a decline of the foreign trade deficit. In spite of the continuing decli-
ne of economic growth in 1998, the foreign trade deficit increased. This me-
ans that the Stovak economy had come to a stage of development, in which the
deceleration of economic growth and the decrease in the share of domestic
demand in relation to aggregate demand was no longer capable of reducing
the foreign trade deficit, which was the case in the previous year.

Table 2 Foreign Trade and Current Account Batance (in billions of SKK)

Merchandise trade 2,6 -57 -70,3 -70.0 -82,9
Exports 2144 2551 270,86 3240 377.8
Imports 211.8 260,8 340,9 394,0 460,7
Cument Account Balance’ 5,0 2,5 -11,2 -10,0 ~10,4

' As percentage of GDP. Source: Statistical Office of the Slovak Republic

The increase of aggregate demand in 1998 had a decisive influence, first of
all, on the dynamics of exports. However, growth of export performance was

6

connected with a rapid increase of imports. This shows that efficient compen-
sation of imports through exports requires nothing, but an increase in imports;
it is the consequence of an import intensive production structure. Another vici-
ous-circle consequence of the existing production structure is that increasing
export means increasing imports at the same time.

In spite of a substantial deficit, Slovak foreign trade shows two positive
trends from the viewpoint of further development. The first one is that gra-
dually more exports target competitive western markets'. The second one
is an increase in Slovakia's participation at the international division of la-
bor?.

Territorial Structure of Foreign Trade
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The development observed in 1998 was a consequence of insufficient pro-
gress of structural reforms and microeconomic adaptation, as well as the result
of low efficiency of public finance. The visible manifestations were the lack of
capital in the country and low influx of direct foreign investments compared to’
neighboring post communist countries.

1 While in 1997 47,1 per cent of Slovak exports were delivered to EU markets, in 1998 it was

65,8 per cent.
2This is given by the increase of turnover and surplus of foreign trade in the sphere of goods

for further manufacturing.
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Table 3 Foreign Direct investments into the Slovak Republic

13,9 238 31,56 43,4 54,2 69,7

FDi total {billions of SKK)

of which:

Enterprise sector (% of total) 100,0 92,8 92,4 85,5 786 81,5
Banking sector (% of total} 0,0 7,2 76 145 214 18,5
Per capita $ FDI 78 142 199 253 289 370

Source: National Bank of Slovakia

So far, the development of the economy has been marked by the deficit of
the state budget. A continuous decline of the input of public spending in GDP
can be observed. In general, this trend applies to the share of state budget ex-
penditures in GDP, however 1997 was hit by the largest deficit of the state bud-
get ever. This was due to the continuing deviation of the government’'s spen-
ding plans from its spending possibilities. Intensive spending before the
election in September 1998, mainly to the detriment of the cash deficit, pus-
hed the GDP up to 6 per cent compared to 4.5 per cent in 1997. To a great
extent, this increase was induced by extrabudgetary funds and iocal-govern-
ment spending. As a result, the portion of the general governmental deficit,
which is not taken into account by the central government budget, rose to 3,3
percent of GDP, up from 1,9 per cent in 1997. This increase was reflected in
higher public investment for road and housing funds, growing deficit in the
unemployment fund, shift to deficit in the social insurance fund and fiscal ex-
pansion among municipalities.

The central government deficit, by contrast, increased to only 2,7 per cent
of GDP, up from 2,6 per cent a year earlier, but far exceeding the original 0,7
per cent of GDP target set in the 1998 budget. Central government expendi-
tures were slightly higher than budgeted. This overrun partly reflected the lar-
ger interest payments due to high interest rates which prevailed, except for
a brief period in early summer when domestic financing pressures were tem-
porarily relieved by the government’s outsized international bond issues. Hig-
herthan-budgeted transfers and social assistance payments were set off by
cuts in budgeted investment spending after the new government came to po-
wer in October 1998.

Table 4 State Budget (biilions of SKK)

Revenues 150,3 1381 163,1 166,3 180,8 177.8
(%% GDP) 40,7 31,6 31,6 289 276 24,8
Expenditures 1734 162,0 17,4 1894 2178 197,0
% GDP} 47,0 36,8 33,2 329 33,3 21,8
Balance =231 -22,9 -8.3 -231 -37,0 -19,2
{% GDP) -8,3 -5,2 -1,6 -4,0 -5,7 2,7

Source: Slovak Bureau of Statistics (U SR)
8

The demand for money induced by the monetization of public finance defi-
cit invoked increasing dis-equilibrium on the money market. This dis-equilibri-
um and undercapitalized enterprises led to a trend increasing foreign debt.

Table 5 Foreign Debt

o T SRR & \~ T ;
Per capita $ gross foreign debt 683 788 1099 1473 1867 2191

' As of December 31%. Source: National Bank of Slovakia

The actual inflation rate is, and for the foreseeable future, will be higher than
the average level in developed European market economies. This is given by
the current situation of the Slovak economy, which is marked by the close cor-
relation between the macroeconomic environment and the level of business
sector activity, as well as by the development of regulated prices.

Table 6 Prices, Exchange Rate and Interest Rate (per cent change)

1993 19047 1098 . 1996 1907 - 1998 |
Infiation rate 251 1,7 7.2 54 8,4 56
Nominal exchange rate SKK/USD' 30,790 32,039 29,735 30647 33616 35217
Discount rate” 9.5 12,0 10,9 8,8 88 8.8
Average interest rate of credits 1413 1438 1478 1322 1622 1617

' In SKK. ? Annual average. Sources : Slovak Bureau of Statistics & National Bank of Slovakia.

The introduction of wage control in the fourth quarter of 1997 slowed down
the increase in real wages to 2,7 per cent in 1998 from 6,3 per cent in 1997.
The wage control policy announced heavy tax-based penalties for companies
with more than nine employees, let nominal wages exceed value added levels.
Wage control was abolished in December 1998 as the new government parti-
cipated on collective bargaining with employers and trade unions to reach
a consensus on the necessary structural reforms.

Labor productivity rose faster in 1998 than real wages when compared to
previous years, in which the opposite was the case. This development was al-
so accompanied by falling numbers of employees and a rising unemployment

rate.

Employed' -0,05 -1,76 217 0,82 0,22 -0,46

Unemployment rate 12,7 14,6 13,8 12,6 129 13,7
Average monthly nominal wage® 5379 6294 7195 8154 9226 10003

Average monthly real wage -39 3.2 4.0 71 6,6 2.7
Labor productivity’ -36 6,8 4,6 57 6,3 49

1 Average number. 2 In SKK. ?Based on real GDP. Source : Slovak Bureau of Statistics SUSR)



Insufficient corporate restructuring, combined with mismanagement of ma-
ny firms and lower product prices on foreign markets, led to strong shrinkage
of profits among non-financial enterprises in 1998, despite the downturn of la-
b.or unit costs. Furthermore, highly leveraged firms suffered from high debt ser-
vicing costs as lending rates increased. Aggregate corporate profit feli by one-
fourth in real terms as profits turned to losses in the industrial sector and
declined in the service sector. The new government formed in October 1998
hfis promised to implement macroeconomic stabilization and structural reforms
aimed at significantly reducing the current account and fiscal deficit and ad-
dressing weaknesses in both the corporate sector and the banking system,

including insufficient enterprise restructuring and corporate overindebted-
ness.
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3. ECONOMIC POTENTIAL OF THE REGIONS
OF THE SLOVAK REPUBLIC

The economic potential of a given region is expressed by the interaction
of capital, human resources and natural proprieties found in a region and
aimed at the production of goods and delivery of services. Furthermore,
economic potential is a key factor showing the development possibilities
of individual regions and determining the standard of living of their populati-
on. It is the resuit of a long-lasting evolution, which has its starting-point in
the regional performance proportions set out during the central planning
period,® and which are only now gradually adapting to free-market condi-
tions.

As shown in the hitherto development, the ongoing transition is neither
smooth nor fast, mainly due to the fact that it is plagued by difficuities in
microeconomic adaptation as well as by difficulties linked with the process
of setting up a sound and balanced macroeconomic environment.

The respective surface area and population of a region represents the pri-
mary basis of the economic potential of a given region.

Table 8 Surface and population of the regions of the Siovak Republic for 1998

617599 300,8
Trmava 4148 550652 132,8
Trencin 4501 609739 . 1355
Nitra 6343 716560 13,0
Zilina 6788 691201 101,8
Banska Bystrica 9455 663492 70,2
Presov 8993 780875 86,8
Kosice 8753 763264 13,0
Slovakia in total 49034 5393382 10,0

Note: Alf caiculations made according to the Comparative survey on regions of the Slovak Republic for 1998
issued by the Bureau of Statistics of the Slovak Republic (SU SR) in October 1999. Calculations were made
using data as of December 31, 1998,

The fixed capital and the working capital are the two main parts of the eco-
nomic potential of a region. The volume of the fixed capital accumulated in the
region can be aggregately expressed by the relation of fixed assets to the po-
pulation of the region.

These proportions have often been too smail and uncompletitive for market conditions.
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Table 9 Fixed assets in total per capita in thousands SKK

385
Kosice 286 272
Slovakia in total 342 367

Note: All calculations made according to following surveys: Fixed assets in the Slovak Republic in
1997 issued by the Bureau of Statistics of the Slovak Republic (U SR) in November 1998 and Fixed
assets in the Slovak Republic in 1996 issued by the Bureau of Statistics of the Slovak Republic (30 SR)
in December 1997. Calculations were made using the population count as of December 31 respecti-
vely.

As far as the figures shown in Table 9 are concerned, it is shown that the
most extensively undercapitalized* regions of the Siovak Republic are mainly
the regions of Presov, Nitra and Trenéin. Whereas the fixed-assets-to-populati-
on ratio for those regions reaches only 45 to 54 per cent compared to the na-
tional average, the same ratio exceeds the national average by more than 390
per cent for the Bratislava region.

The size and the quality of the working capital in the individual regions are
determined by the population as well as by its economic activity. The relevant

Table 10 Basic figures on the economic activity of population for 1998

Labor force: of aconaemic’ .
Bratisiava 6183 19,6% 80,4% 65,5%
Tmava 548 21.3% 78,7% 59.0%
Trenéin 609.8 21.7% 78,3% 60.9% |
Nitra 717.6 20,4% 79.6% 56.8%
Zilina 685.4 23,5% 76,5% 61.9% |
Banska Bystrica 664 21,3% 78,7% 580%
Presov 768,7 26,0% 74,0% 590% |
Kosice 756 23,2% 76,8% 57.6%
Slovaka in total 5367,8 22.3% 7% 50.7% |

Comment: All calculations made according to Selected data on regions in the Slovak Republic for 1998 is-
sued by the Slovak Bureau of Statistics (SU SR) in April 1999,

“In terms of total ir assets (tangibie + ir
of December 12) per capita.

fixed assets at purchase price as
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indicator in this respect is the economic activity rate®. The respective levels of
economic activity with respect to basic demographic characteristics of the in-
dividual regions are shown in Table 10.

The activation, or the exploitation of the economic potentiat of a region de-
pends upon numerous factors. In addition to demand, these factors are prima-
rily the economic and technical parameters of production plants found in a re-
gion, the competitiveness of their potential production, the quality and the
availability of the workforce, etc. The level of economic potential and the extent
of its exploitation are directly reflected into the economic performance of a re-
gion. The cause for the poor performance of a region does not immediately im-
ply a low level of its economic potential; it might well be the case that the eco-
nomic potential is considerable, but the exploitation thereof is merely
insufficiente.

In this respect, the relevant indicator measuring the economic performance
of a region is the GDP per capita generated in the respective region. The eco-
nomic performance of a region is usually in correlation with its share of GDP
and its proportional unemployment share expressed as a percentage of Slova-
kia's total. In general, it follows that the higher the economic activity of a region,
the higher the share of GDP and the lower the proportional share of total na-
tional unemployment.

Table 11 GDP per capita generated by regions of the Siovak Republic in thousands SKK (at current
prices)

Reglon " 1993 . 1994 1995 49068 iegy - 1998 -
Bratislava 2009 260,8 2940 296,7 343,0 391,7
Tmava 77.5 87.5 72,4 86.4 108,6 118,3
Trencin 718 81,9 90,6 88,4 103,7 103,9
Nitra 375 44,7 56,0 79,2 86,3 90,5
Zilina 435 53,8 74,5 81,5 84,0 93,2
Banska Bystrica 39,8 44,1 70,2 88,86 99,6 120,86
Presov 39.8 41,3 43,6 59,1 64,5 70,4
Kosice 62,3 69,4 91,0 95,7 108,7 108,4
Slovakia in total 69,2 82,2 96,3 107,0 121,4 133,0

Comment: The regional GDP was calculated using the regional value-added structure and popula-
tion count as of December 31 respectively. Calculations made according to: Comparative survey on
regions of the Slovak Republic for 1996 issued by the Slovak Bureau of Statistics in October 1997;
Selected data on regions in the Siovak Republic for 1997 issued by the Slovak Bureau of Statistics
in April 1998; Selected data on regions of the Slovak Republic for 1998 issued by the Slovak
Bureau of Statistics in April 1999; Macroeconomic indicators of national accounts by quarters and
the value-added by quarters for 1998 issued by the Slovak Bureau of Statistics in April 1999.

S Determined by the share of economically active population (employed, unemployed other)
in relation to labor-force and retired age population.

® For ex.: production cpacities of uncompetitive potential production, high unemployment
among economically active population, etc.
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Figure 3

Given the figures shown in Table 11, it can be said that the towest economic
performance is found in the regions of Presov, Nitra and Zilina. The regions of
Trencin and Kosice are marked by a medium performance, foliowed by the re-
gions of Trnava and Banska Bystrica, both having a high economic performan-
ce. The Bratislava region is from this viewpoint in a dominant position, with an
economic performance exceeding the national average by more than 293 per
cent.

The basic proportions arising from economic activity are also reflected in the
GDP share of individual regions and in their share of unemployment in Slova-
kia. While in the Bratislava region, the GDP share climbed to 33.7 per cent and
unemployment accounted for as little as 4.2 per cent of Slovakia's total in
1998, the same measures reached merely 7.7 and 19.3 per cent respectively
in the Presov region for 1998.

Tabie 12 gives an idea on the performance of Slovak regions in a cross-com-
parison with the EU-averages and the averages in other transforming Central
European countries.

The economic performance in the individual regions is determined by the
volume of goods and services produced, the income generation effect of
ongoing economic processes and the size of the business sector.

The volume of goods and services produced is directly proportionate to the
level of economic activity in a given region. Furthermore, it depends on the si-
ze of the production capacity found in a region and the utilization thereof. The-
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Tabie 12 GDP per capita in relationship to the EU- and CEC-averages in per cent

Bratislava

Tmava 44 13
Trenéin 40 103
Nitra 39 101
Zilina 36 93
Banské Bystrica 42 107
Presov 29 74
Kosice 44 13
Slovakia in total 46 119

Comment: Figures valid for 1997, Figures calculated according to GDP per capita expressed in purchasing
power parity. Source: Regional comparisons in the Slovak Republic for 1998 issued by the Slovak Bureau of
Statistics in October 1999. EU -European Union member states. CEC - Bulgaria, Estonia, Hungary, Latvia,
Lithuania, Poland, Rumania, Slovenia.

refore, a high production output does not immediately mean high revenues.
Provided the volume of goods and services produced is expressed in terms of
gross production, then the revenue rate of respective economic processes will
be determined by the gross output production structure’. The higher the level
of intermediate consumption and lower the value added in this structure, the
tower the performance efficiency of income forming processes. This means
that the economic performance efficiency of a region is directly proportionate
to the manufactured gross output and the related value-added and indirectly
proportionate to intermediate consumption. The economic performance effici-
ency of a given region is hence the function of overall output produced in a re-
gion and the respective value-added formed by such production. While tota
output determines economic performance in terms of quantity, the related va-
lue added measures performance in terms of efficiency.

Basic figures on the position of individual regions according to their propor-
tion of total output produced in the Slovak Republic and the value added of
gross regional output are grouped in Table 13.

As the figures in the foregoing table show, the largest part of total national
output is produced by the regions of Banska Bystrica and Kosice, a close-to-
the-average output is reached by the Nitra and Zilina regions and the lowest na-
tional output rate can be observed in the regions of Trnava, Trencin and Pre-
Sov. The region of Bratislava finds itself again in a dominant position, since its
portion of Slovakia’s total production exceeds many times the rates of the re-
maining regions.

The value added proportion of total regional production exceeds the natio-
nal average in the regions of Trnava, Trencin, Banska Bystrica and Presov, whi-
le remaining below the national average in the regions of Nitra, Zilina and Ko-

7 Show the intermediate consumption and added value share of total output.
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Tabie 13Tmlompmmdmlddedpwdpaﬁonmubymgiomdmsmkﬂapuukinporcem

38,7

Comment: All calculations made according to Comparative survey on regions of the Siovak Republic for 1996
issued by the Slovak Bureau of Statistics (U SR} in October 1997, Selected data on regions in the Slovak
Republic for 1998 issued by the Slovak Bureau of Statistics in Aprii 1999,

Sice. As far as the Bratislava region is concerned, the ratio of value added to
total regional output equals more-or-ess the nationai average.

The most dramatic improvement in the performance efficiency of revenue
forming processes® are associated with the Trmava and Banska Bystrica regi-
ons. While in the Trnava region this efficiency improvement came alongside
with a decrease in the region's share in Slovakia's total outpust, in the region of
Banska Bystrica it also meant an increase in production. A moderate increase
in the performance efficiency of income forming processes, and approaching
the Slovak average was experienced in the regions of Trencin, Presov, and Ko-
Sice. However, this improvement was accompanied by a decrease in the parti-
cipation on total national output in all three regions. The least significant im-
provement of the performance efficiency of income relevant processes was
observed in the regions of Nitra and Zilina. And here again, the improvement in
both regions was accompanied by a drop of the total output rate. As far as the
Bratislava region is concerned, the development of the performance efficien-
cy of income relevant processes showed a slightly declining tendency accom-
panied by a relatively sharp rise in the region’s output rate.

In connection with the aforementioned development, Tables 14 and 15 show
some figures on the co-action of extensity and intensity determining factors of
economic performance in the individual regions of the Slovak Republic®.

21n terms of growth of the added value share of total production between 1996 and 1998.

? CO-action rate of extensive and intensive factors of economic performance (per cent) = re-
gional share of national output + value added share of aggregate regional output. Share of
extensive factors (per cent) = regionat share of national output / (regional share of national
output + value added share of totat regional output). Share of intensive factors (per cent)
= value added share of total regionat output / (regional share of national output + value added
share of total regional output). Share of extensive factors + share of intensive factors = 100.
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Table 14 Co-action rate of extensity and intensity ining factors of i in
the regions of the Slovak Republic
e gy v 7

Bratisiava 69,0 70.8 724 3.3

Tmava 42,4 48,6 49,5 71

Trencin 46,6 49,5 484 1,8

Nitra 471 48,3 471 0,0 !

Zilina 46,0 452 46,7 0.7

Banska Bystrica 50,1 51,0 54,5 44

Predov 46,0 487 47,9 19

Kosice 485 o°r 10
Comment: C; ions made to C ive survey on regions of the Slovak Republic for 1996

g
issued by the Slovak Bureau of Statistics in October 1997, Selected data on regions of the Stovak Republic
for 1997 issued by the Slovak Bureau of Statistics in April 1998, Selected data on regions of the Slovak Re-
public for 1998 issued by the Slovak Bureau of Statistics in April 1999.

Table 15 C: i of the tion rate of and intensity factors of econo-
mic performance in the regions of the Slovak Republic
Share of axtensive tactors _Shars of intensive factors

Bratislava 43,4 456 46,9 56.6 54,4 53,1
Trava 215 18,1 17.4 78,5 81,9 82,6
Trencin 19,7 186 17,7 80,3 81,4 82,3
Nitra 20,6 19,2 18,6 79,4 80,8 80,4
Zilina 215 21,0 19,8 785 79,0 80,1
Banska Bystrica 18,6 18,2 177 814 81,8 82,3
Presov 18,5 16,1 15,2 83,5 83,9 84,8

{ Kosice 33,3 291 28,8 66,7 70,9 7,2

Comment: C; ions made ing to C Survey on Regions of the Slovak Repubtic for 1996

issued by the Slovak Bureau of Statistics in October 1996, Selected Data on Regions of the Slovak Repub-
lic for 1997 issued by the Slovak Bureau of Statistics in April 1998, Selected Data on Regions of the Slovak
Republic for 1998 issued by the Slovak Bureau of Statistics in April 1999,

The co-action rate of extensity and intensity determining factors of the economic
performance of a given region is in direct relationship with the economic potential
of the region and the exploitation thereof. The higher the level of the economic po-
tential and the degree of its utilization, the higher the co-action rate of extensity and
intensity determining factors of economic performance. The evolution of this mea-
sure and its composition provides not only basic information on the intensity of eco-
nomic activity and structure of economic performance in a region, but at the same
time gives a certain idea about the stage the ongoing economic transition and the
crystallization of the regions’ position within the national economy.

A growth in the co-action rate of extensity and intensity determining fac-
tors of economic performance signals a growing level of economic activity
in a given region. This growth does not only mean a rise in the degree of uti-
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lization of an already existing economic potential, but aiso structural chan-
ges and the introduction of new production capacities into the region. The
rate of co-action is in close correlation with investment activities and with
the influx of foreign capital and, to a certain extent, it is a measure of the
credibility of a given region.

The composition of the co-action rate of extensity and intensity determining
factors of economic performance provides clues on elementary characteristics
of the growth of economic activity in a region. A rise in the share of extensity
factors indicates either a better utilization of already existing production capa-
cities and services, or an extensive expansion of production capacities in a re-
gion. A rise in the share of intensity factors signals a growing performance ef-
ficiency of income relevant processes. This means that structural changes in
a region have positive impacts on efficiency, or in other words, new producti-
on capacities and services with a high added value have been introduced.

As the figures contained in Table 14 show, the most dramatic increase of the
co-action rate of extensity and intensity determining factors of economic develop-
ment can be reported for the regions of Bratislava, Tmava and Banska Bystrica. An
average increase in this rate was seen in the regions of Trenéin, Presov and Ko
ce. The least significant growth in this respect was experienced in the Nitra and Zi-
lina regions. As far as the regions of Bratisiava, Tmava and Banska Bystrica are
concemed, these are the regions dynamically moving ahead at a high pace and
having the best overall financial standing™ and showing the highest levels of eco-
nomic activity and performance. As for the rest, moderate to low economic per-
formances prevail with the exception of the Presov region, where despite an ave-
rage rise in the co-action rate of extensity and intensity determining factors of
economic performance, the lowest level of economic activity is reported.

According to the figures shown in Table 15, it can be determined that while
the present status of the Bratislava region results from the rise of the share of
extensity factors and the drop of the share of intensity factors, the opposite is
true for the remaining Slovak regions. The most dramatic increase in the share
of intensity factors was seen in the Tmava region, making the biggest step for-
ward in terms of efficiency of income relevant processes and introduction of
production and service delivery with a high value added. The fairly low econo-
mic performance of the Presov region' is mainly given by the vast under-capi-
talization of the region shown in the extremely low share of extensity factors of
economic performance.

The above mentioned proportions of economic performance are to a great
extent determined by the branch structure of the production and service sector.
The figures contained in Table 16 show the basic information in this respect.

In terms of the hitherto development.
" Despite the average growth rate in the region and despite the highest share of intensive fac-
tors.
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Table 16 Participation of regions of the Slovak Republic on the production of market goods and ser-
vices in 1998 in per cent

\ 76,3 206 49,9

181 78 8,1 2,7 9,0 59

9.5 10,2 8,6 26 7.8 586

28,8 8,8 7.7 6,2 10,6 7.5

71 9.7 15,0 2.8 10,3 7.2

18 9,2 7.4 36 15,0 73

84 7.5 9.3 2,9 7.4 48

10,3 14,3 13,3 28 10,4 1.8

Slovakiain total ~ 100,0 100.0 100,0 100,0 100,0 100,0

Comment. Agricultre - revenues from sales of agriculral products. Industry - production of goods. Buiding industry - bui-
ding production. mmmm-mmmwmm.rm-mmvm-mm
other market services. Calculations made according to Selected Data on regions of the Slovak Repubic for 1998 issued by
the Siovak Bureau of Statisics (SU SR Bratisiava) in Apr 1999,

The above proportions, mainly in connection with the sizable demand of in-
dustry on intermediate consumption, determine the volume of total intermedia-
te consumption as well as the volume and the pattern of consumption of fuel
and energy needed for the smooth running of the regional economies. Basic
figures in this respect are shown in Table 17.

Table 17 Regional shares of overall intermediate consumption and fuel and energy consumption in
1998 in per cent

Bratislava 34,1 46,9 30,9 19,2

Tmava 8.3 35 4,1 4,2 j

Trenéin 8.4 82 8.2 12,5 ‘

Nitra 94 12,9 54 12,6 |

Zitina 95 53 20,6 15,4 ]

Banska Bystrica 86 9,3 14,2 9.9 ‘

Presov 71 5,5 438 8,7

Kosice 14,6 83 1.8 17,5

Slovakia in total 100,0 100,0 100,0 100,0
Comment: Calculaions made according to i i i ion - SKK at current

prices, natural gas - mill. of cubic meters, electric power - GWh, thermal energy - TU Source: Selected data on
regions of the Slovak Republic for 1998 issued by the Slovak Bureau of Statistics (SU SR Bratislava) in April 1999.

From the point of view of the economic performance of individual re-
gions, the above pattern of fuel and energy consumption® is a consequen-
ce of what the process of GDP generation requires in terms of fuel and

" From a broader perspective, this structure depends also upon the status of infrastructure,
the condition of the energy sector, the quality of housing, etc.
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energy types. A general overview in this respect is presented in Figures
2-4,

Natural gas exigency of GDP in 1988
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Whether or not a region can sustain or even expand both its economic po-
tential and performance, depends to a great extent upon the investments allo-
cated on its territory. Basic figures on the position of individual regions from the
point of view of investments allocated on their respective territory are contained
in Table 18.

Table 18 Regional shares of investment in per cent

Region 1898 1997 S 1998
Bratistava 53,2 56,1 60,4
Tmava 8,1 51 57
Trencin 7.3 6,9 56
Nitra 48 52 42
Ziina 58 6.1 7.5
Banska Bystrica 81 7.3 5,3
Presov 45 39 3,4
Kosice 8.3 9,5 8,0
SRin total 100,0 100,0 100,0

Comment: Calculations made according to Comparative survey on regions of the Slovak Repubtic
for 1996 issued by the Slovak Bureau of Statistics (SU SR Bratislava) in October 1997, Selected data on
regions of the Slovak Republic for 1997 issued by the Slovak Bureau of Statistics in April 1998, Selec-
ted data on regions of the Slovak Republic for 1998 issued by the Slovak Bureau of Statistics in April
1999,
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To what extent the economic potential of a region can be used to fuel eco-
nomic performance depends greatly on the condition of the business sector.
The hitherto development of the ongoing transformation process in the Slovak
Repubiic has shown that the adaptation of the business sector represents an
issue vital to the transition from central planning to a free market economy. But
many hurdles are yet to be overcome, namely the problems linked with ow-
nership structure caused by previous privatization projects, as well as mana-
gement problems and difficulties with fund-raising for production™. As far as
the ownership structure is concemed, a key measure is the number of do-
mestic, foreign and international private organizations in comparison with the
total count of business entities. Related data are shown in Table 19.

Table 19 Number of private (domestic, foreign and international) organizations in relation to total
count of profit-making organizations in the regions of the Siovak Republic in 1998 in per cent

82,2 139

Presov 87,5 87,2 10,3

Kosice 88,0 84,8 13,2
Slovakia in total 97,7 789 18.8 |
Comment: number of profit-making organizations as of D 31, 1998. Cal ions made according to

Selected data on regions of the Slovak Republic for 1998 issued by the Slovak Bureau of Statistics (SU SR
Bratislava) in Aprit 1999.

As the figures in the above tabie show, the share of private organizations in
the total number of private organizations exceeds the national average only in
37 per cent of the regions. The highest share of private organizations in the to-
tal number of profit-making organizations is seen in the regions of Bratisiava,
Trava and Kosice, while the lowest one can be reported for the regions of Zi-
lina and Banska Bystrica. As for the private organizations as such, domestic pri-
vate property prevails in all Slovak regions. The Bratislava region finds itself in
a leading position from the point of view of the share of foreign and internatio-
nal property, which reaches here almost 145 per cent compared to the natio-
nal average. In the Trnava and Trendin regions, this share oscillates around the
national average. It seems that the participation of foreign businesses in the in-

'®A deep under-capitalization of the business sector in Siovakia and a high degree of en-
terprise debt, both remaining unresolved.
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dividual regions is mainly determined by the geographic position and the eco-
nomic performance of a respective region, which means that in terms of geo-
graphic position a key determinant remains the proximity to the borders with
Austria and the Czech Republic respectively.
To a great extent, the microeconomic environment in the Slovak Republic is
plagued by various deformities caused by an insufficient progress made in the
transformation process of the business sector on one hand and by an environ-
ment unfit for a long-term and healthy development on the other. The reasons
for this status quo are mainly the following ones:
* Insufficient progress made in the modernization process of inefficient pro-
duction plants
* Disparity between supply and demand of financial and investment resources
* Prevailing deformity of the financial and monetary system
A fairly low proportion of foreign and intemational organizations compared to
the total number of businesses in Slovakia is symptomatic of the majority of Siovak
regions. This adds to the fact that most of the foreign capital is concentrated only
in a few regions, as shown in the graph of Figure 7.

Territorial targets of foreign capital in the Slovak Republic in 1998

Bratisigva town and
Bratialave g
08%

Figure 7

In general, it can be said that from the viewpoint of economic performance,
the Bratislava region is in a special position. its economic strength is the con-
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sequence of a combination of extensity and intensity determining factors of
economic performance, which in terms of output puts the Bratisiava region in-
to the leading position in all major branches of the national economy except for
the agricultural sector. The volume of income generated on its territory is to
a great extent determined by the volume of gross output. Despite the tact that
it shows the lowest share of intensity determining factors of economic perfor-
mance, the Bratislava region generates more than 33 per cent of the GDP and
accommodates more than 60 per cent of Slovakia's total investment on its ter-
ritory.

As for the remainder of the regions, the highest economic performance can be
found in the regions of Trnava and Banska Bystrica. It is the result of such
a combination of extensity and intensity determining factors of economic per-
formance which allows the said regions to reach a medium and high level of
output respectively, while sharing the leading position in terms of the value-ad-
ded proportion in their respective production. Those two regions, especially
the region of Trnava, have recently experienced the most dynamic growth of in-
tensive factors of economic performance having a positive impact on the ad-
ded value generated by ongoing economic activities in the regions.

The moderate economic performance seen in the Trencin and Kosice regions
is the sum of such a combination of extensive and intensive factors of econo-
mic performance, in which an average or a very high output level respectively
yields merely insufficient or little value added. Despite the fact that the impor-
tance of intensity factors of economic performance has recently grown in both
regions, the added value generated by ongoing economic activities in the said
regions still remains relatively low. This applies mainly to the Kosice region, ha-
ving the lowest performance efficiency of income relevant processes in the en-
tire family of Siovak regions.

The regions of Presov, Nitra and Zilina show the lowest economic performan-
ce. As for the Presov region, the present situation is caused by an unfavorable
composition of extensive and intensive factors, which makes it impossible even
for the high added-value share in production to make up for the extremely low
output level induced by deep under-capitalization of the region, which has not
seen any major remedy for quite some time. As far as the Nitra and Zilina regi-
ons are concerned, their present situation is the result of a combination of ex-
tensive and intensive factors of economic performance in which a relatively
high output level generates only littte added value. Despite the fact that the im-
portance of intensive factors has recently grown in both regions, the added va-
lue created in ongoing economic activities of the region remains fairly small.
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4 DEVELOPMENT BY SECTOR

Taking into consideration the diverse structure of activities behind econo-
mic performance, the latter could be conceived as a morphological insight
into the production of goods and provision of services within the sector. Ig-
noring the specific regional variations of such morphology cannot lead to
any increase of economical performance or regional development. Specific
features of the development in individual regions define the foundation for
such knowledge. The initial message in this field could be drawn from the
specific features of the development of essential sectors within the national
economy.

Agriculture

Agriculture is one of the sectors most affected by the challenges of transition.
Beside internal problems and changes in land ownership, the development in
this sector has been influenced mainly by altered relations between sectors
(agriculture and industry) and by deteriorating conditions in the funding of agri-
cultural production. The share of agriculture in generated GDP has dropped
from 5,6% in 1995 t0 4,2% in 1998".

The development potential of agriculture in individual Slovak regions de-
pends on the local soil/climate conditions. The regionally differentiated struc-

Table 20 Basic agricultural indicators in Slovak regions

. Farmland

Rogio™ i s por capita

Bratislava 0,155 2.7 29

Tmava 0,537 13,1 12,0
| Trenin 0,306 53 5.4

Nitra 0,655 14,0 139
| Ziina 0,363 35 35
 Banska Bystrica 0,634 6.4 61
| Presov 0,498 3.9 37
i Kosics 0,444 48 a7
| Stovaia total 0,454 6,6 6.4

Comment: Calculation according to: the Statistical Annual Report of the Slovak Republic - 1998, SU SR Bra-
tislava 1998. Seiected data on Slovak regions for 1998, SU SR Bratislava, April 1999. The calculation was
made using popuilation count as of December 31, and farm land as of December 31,1997. Sales of agricultu-
ral products are in current prices.

Includind measured area and quality.
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ture of agricultural production, combined with both agricultural and non-agri-
cultural activities, not only has production-related importance, but affects the
landscape and ecological aspects as well, becoming the key factor in creating
the overall environment and potential for rural development. The scope inclu-
des not only the sustenance function, but also includes the generation of pen-
sion funds and other social impacts related to employment. Table 20 gives ba-
sic information about the situation in individual Slovak regions in terms of
agricultural indicators.

The table above indicates that the leading Slovak regions in terms of ag-
ricultural production are the Nitra and Trnava regions. When compared with
the Slovak average in 1998, the sales of agricultural products per capita in
said regions were 217 and 188 percent, respectively. This means that in
terms of the production structure within the sector, agriculture plays an im-
portant role in the aforementioned regions. This role is much less significant
in other Slovak regions, and the importance of agriculture in those regions
is mainly due to its other interactions with the regional development. The
most important interactions are the shaping of landscape, ecological ef-
fects and rural development.

The described level of agricultural production in Slovak regions is the result
of available land'® and the efficiency of its utiisation, as well as the structure of
local agricultural production. Table 21 describes the basic information on this
issue in terms of agricuttural indicators.

Table 21 The efficiency of farmtand utilisation and the

of sales of agri d in

Slovak regions in 1997

‘Sabes perhia ‘Sales structure for individuel
o ~ meatn) | plentty
Bratislava 17.6 63,8 36,2
Tmava 243 58,4 418
Trenéin 17.4 76,6 234
Nitra 21,3 50,9 491
Zilina 9.5 87.8 12,2
Banska Bystrica 10,1 733 26,7
Presov 7.8 76,1 23,9
Kosice 10,9 59,6 40,4
SR total 14,5 63,6 36,4

Comment: Calculation according to: the Statistical Annual Report of the Slovak Republic 1998, $U SR Bra-
tislava 1998. Sales per ha -sales of agricultural products per ha of farmland.

*Including measured area and quality.
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The table above indicates that the leading position of the Trnava and Nitra
regions in terms of agriculture is derived not only from the amount of farmland,
but also from the efficiency of its utilisation. When compared with the Slovak
average, the sales of agricultural products per hectare in said regions were
168 and 147 percent, respectively. The third-ranking region in terms of the ef-
fective utilisation of farmland is the Bratislava region, with sales of agricuitural
products per hectare of farmland amounting to 121% of the overall Slovak ave-
rage. However, from the agricultural production viewpoint and especially con-
sidering the relatively smalt amount of the farmland, the importance of this re-
gion is small.

In terms of the agricultural products sales structure, the prevailing
production in the majority of Slovak regions is animal production. The only
exception is the Nitra region, with the agricultural products sales struc-
ture combining equal shares of animal product sales and plant product sa-
les.

4.1." Industry

Occurring simultaneously with the ongoing transition, the share of GDP gene-
rated by industry has declined constantly, from 32,2% in 1995 to 28,2% in
1998. In spite of this, industry continues to remain a key sector of the Slovak
economy, with a more than 40 % share in Slovak gross turnover, representing
a crucial impact on the growth of export performance with regional differences
in terms of its importance.

Industrial production in the context of the Slovak economy is marked by
a two-fold structural deformation. The first deformation is the inherited inef-
fective structure of industrial production, unsuitable for long-term export ob-
jectives on demanding West European markets. The second one is a struc-
tural deformation initiated by the privatisation of state-owned property,
significantly accelerated during the last three years. This has been the pro-
cess of dismantling the most efficient industrial operations and the subse-
quent partial redistribution of production assets outside the production pro-
cess.

The solution to the first-stage structural problems, which could be desc-
ribed as the restructuring and adaptation to the environment of advanced
markets, is generally known and widely accepted. The trouble maker in
terms of successful progress during the said stage of the adaptation pro-
cess is the effectiveness of the executive component of economical policy,
which could be described as the main obstacle causing the existing lack of
progress in this area. The current performance of industry, as well as the
possibilities for its further devetopment in individual Slovak regions, reflect
the regional scope of these challenges.

Table 22 describes the basic information about the performance of industry in
individual Slovak regions.
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2444 319,56

87.3 86.7

102,8 102,2

71,5 755

90,7 859

Banska Bystrica 88,2 84,6
Presov 56,0 58,9
Kosice 18,2 14,9
Bovakia total 1054 113.3

Comment: The calculation was made using the production of goods in the industry including estimates for
small businesses and taking into account the population count as of December 31. Calculation according to:
selected data on Stovak regions for 1997, $U SR Bratislava April 1998. Selected data on Slovak regions for
1998, $U SR Bratisiava Apri 1999.

The table above indicates that the leaders among Stovak regions in terms of
industrial production performance are the Bratislava, Kosice a Trencin regions.
Discrepancies in industrial production performance between these regions
and other regions in Slovakia indicate the high concentration of industrial pro-
duction™. This is the result of the high potential of the economy on one hand,
and structural deformations on the other hand. A typical pattern characterising
the degree of such structural deformations is a farge discrepancy between po-
tential and real industrial production in individual regions. In order to find the
way out one must first try to quantify and correctly map the production situati-
on. The area of industrial production most impacted by said deformities, and at
the same time the one that is the most important for shaping the market envi-
ronment, is perhaps the processing industry.

The initial outline of the territorial pattern of the processing industry sector is
shown in Table 23.

Table 23 Slovak regions input into the ion per indivi ing industry sector
[rocemmruysocon T ™ W m m w o]
I Paper-milks and pulp-milis 0.00% 0.00% 0.00% 22.32% 52.75% 763% 9.72% 7.58%
| Chemicat industry 4784% 9.97% 14.88% 9.42% 1.72% 318% 9.08% 3.90%
Wood indusiry 4.38% 862% 0.00% 1813% 278% 56.47% 0.00% B.62%
Electronic industry 31.30% 000% 3.09% 0.00% 38.97% 0.00% 6.84% 19.80%
| Metalurgy 0.00% 4.18% 0.93% 0.00% 6.31% 26.00% 0.00% 82.59%
Shoe industry 0.00% 000% 62.57% 0.00% 1210% 0.00% 25.33% 0.00%
Printing industry 18.17% 64.38% 0.00% 057% 1536% 155% 0.00% 0.00%
Food processing industry 45.00% 12.40% 7.37% 9.01% 691% 6.76% 264% 9.91%
Giass industry 518% 47.05% 47.76% 0.00% 0.00% 0.00% 0.00% 0.00%

®In 1998 more than 56 % of the total production was produced in Bratislava, Kosice and
Trencin region.
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Production of non-metalic

mineral products 2231% 000% 8.99% 3.03% 483% 31.14% 0.00% 29.64%
Engineering industry 50.13% 381% 14.56% 13.09% 796% 395% 631% 0.20%
Textrile and clothing industry 287% 280% 3686% 7.91% 18.94% 11.61% 12.90% 6.11%

Comment: BA-Bratislava region, TT-Trnava region, TN-Trendin region, NR-Nitra region, ZA-Zilina region, BB-
Banska Bystrica region, PP-Presov region, KE-Kosice region. Input of individual regions into the production
per individual processing industry sectors has been calculated based on accrued consolidated sales during
1993-1997 using the corporate data.

Paper-Mill Pulp-Milt

The paper-mills and pulp-mills sector belongs to the group of partially restruc-
tured branches of industrial production with a relatively strong input of foreign
investments. It is focused mainly on the production of consumer goods. High
stability and positive economic performance results are reported in companies
with foreign shareholders, and which are active mainly in the production of sa-
nitary goods and packaging. These are concentrated in the Nitra region, with
sales in the paper-pulp production complex amounting to 22% of the total na-
tional sales within this sector, ranking Nitra region 2™ after the Zilina province
- along term Slovak center of the paper-pulp industry.

The Zilina region, with its share of total sales within the said Slovak industry
osciltating around 52% for quite some time, is the first typical representative of
this kind of production, i.e. the processing of local raw materials. Generally
speaking, the final products are wood products, with a positive prospective in
terms of export performance, since the export competitiveness depends very
much on the quality of the production, with reliability requirements implying in-
vestments mainly in technologies. The average export capability of paper-pulp
industry goods from the Zilina region ranks relatively high, more than 52%. The
Zilina region, second-best after Bratislava within the family of Siovak regions,
belongs to those regions with the highest electricity consumption per capita”.
Considering the fact that the production programmes discussed are mainly tra-
ditional ones, one can assume that high energy intensity is currently one of the
distinguishing features of this industry within the region.

The sales input of the Banska Bystrica region in the paper-mills and pulp-
mills sector in Slovak Republic has been more than 7% for a relatively long pe-
riod of time. The most common production includes sanitary consumer goods
targeted mainly at the domestic market. In the period from 1995 to 1997, the
average export capacity'® of the said industry within the region was above

" Bratislava 0.0104 GWhy/capita, Zilina: 0.0062 GWh/capita
'8 Measured as the share of consolidated exports in consolidated sales during 1995-1997
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36%, a value below average compared to the national economy total amounts.
During the same period, the input of the Kosice region in total sales within the
paper-mills and pulp-mills production sector amounted to 7,59%. In terms of in-
temal structure, this sector could be said to be restructured, since its export
capacity (measured in total sales during 1995 - 1997) was some 70%. This
may be due to the environment where the key competitive factor is the quality
of production, and possibly linked with the influential foreign investments allo-
cated in this sector within the Kosice region.

The Presov region, with its share of total sales within the said Slovak indust-
ry of more than 9%, ranks the third most active. At the same time it could be
describe as the one with the smallest performance, both in terms of micro-eco-
nomical efficiency, as well as foreign trade input. The degree of progress in re-
structuring could be described as insufficient. Production output is mainly se-
mi-finished products which need to be finalized, with a low share of added
value and high energy and raw material intensity.

Chemical Industry

The chemical industry belongs to the group of traditional, export-oriented sec-
tors with a negligible share of state-owned interests. The chemical industry as
a whole could be described as under-capitalised, with high energy intensity
and low share of production with higher added value. All this is caused by the
traditional production structure with heavy chemistry as the core business.
Long term exports of chemical products to EU markets depend to a large ex-
tent on quality. Exports to non-EU markets are based on the competitiveness
derived from low sales prices.

The region where the position of the chemical industry is strongest is un-
doubtedly the Bratislava region, which generates through its activities more than
47% of the total national sales within the industry. In this context, the Bratislava
region could be described as a region taking advantage of its strategic position
and production background. Sales in the chemical industry from 1993 to 1997
in the Bratislava region were 300% more than compared to the sales in the se-
cond strongest region within the same sector. The core businesses are refining
and petrochemical production, production of plastics, and production of other
semifinished products, which need to be finalised. The production of special
chemical commodities is limited, mainly focused on the production of rubber
mixtures and different intermediate products used for further processing. The
production of finalised consumer products is concentrated mostly in facilities
with foreign capital interests. in general, following a period of major progress in
1998~1999, the chemical industry in the Bratisiava region could be perceived
as partially restructured, focusing on the production of special chemical pro-
ducts made in the heavy chemical industry and consumer light chemical indust-
ry, depending strongly on foreign investments. Export performance of the regi-
on, with an average value close to 40 %, ranks below average.
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The second strongest region in terms of chemical industry sales is the Tren-
&in region. Compared to Bratislava, which represents the petrochemical in-
dustry, Trencin could be characterised as a rubber chemistry centre. The co-
re chemical business is the production of car tires and rubber components for
automotive industry and transport, production of pressed rubber and rubber
mixtures, with a long-term export share in sales of these products exceeding
65% and supported by the main comparative advantage - quality. Other types
of chemical plants focus on the production of chemicals with sales more than
60%, depending on the export. The key factor in their competitiveness is low
price. The recent trends in this area indicate that on outside markets, such
products cannot compete any more with cheap Asian production.

The chemical industry in the Trnava region generates some 9% of the total
sales in the said industry. In the context of the production structure, the preva-
iling production is the one with higher added value. Export-oriented producti-
on, representing approximately 40% of the total production, could be descri-
bed based on the export performance data as competitive in the long term.
Such a statement is relevant mostly for pharmaceuticals production and health
cosmetics, dyes and paints, and synthetic and cellulose fibres.

Chemical production concentrated in the Nitra region is traditionally focused
on the production of fertilisers, ammonia, rubber industry chemicals, plastics
and recently alsc cosmetics. In the long term prospective, the export capacity
of chemical production does not exceed 22%. The main exported products in
1995 - 1997 were fertilisers and rubber industry chemicals, with up to 70% of
the total production exported in 1997. The traditional production of plastics and
plastic products in the Nitra region is declining slightly, mainly due to restruc-
turing and diversification of the production in individual plants.

For quite some time, the chemical industry in the PreSov region has gene-
rated some 9% of the total sales in the chemical industry. Production is focu-
sed mainty on traditional synthetic fibres and wraps. In 1995-1997, the avera-
ge export capacity of the chemical production within the region was 65%, with
the main exported commodities consisting of polyamide fibres and wraps. The
local industry can be described as considerably under-capitalised, which in
terms of the production quality has a negative impact on the export competiti-
veness.

For a considerable time now, the Kosice region has contributed less than
4% of production in the context of the total Slovak sales in the chemical in-
dustry. The core business is the production of basic items of inorganic and or-
ganic chemistry, fertilisers, rubber industry chemicals, and explosives. For
a long period, the export capacity of the sector has hovered at levels close to
70%, mainly because the sector supplies commodities of high quality. The ma-
in developmental challenge is the liquidity problems and encumbrance by
mortgages originating from 1994 - 1995.

In 1993 ~ 1997, the Banska Bystrica region contributed a 3% input to the
total Slovak sales in the chemical industry. Most important is the production of
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pharmaceuticals, amino acids and industrial oils. In 1995 — 1997, the share of
export in total sales did not exceed 23%. The progress in restructuring the ma-
in types of production programmes is insufficient. Continuous high energy and
material intensity on one hand, and the quest for export competitiveness on the
other, result (together with other factors) in the deterioration of economical per-
formance indicators.

The smallest player in terms of sales in the chemical industry is the Zilina re-
gion, with some 2% input in total Slovak sales. The most important contributor
to this input was the production of pharmaceuticals, with steadily improving
performance both in domestic and foreign markets, caused mainly by the pre-
sence of foreign investments.

Wood Industry

The wood industry is the typical representative of an industry taking advantage
of the processing of local raw materials. Hence it seems natural, that a majori-
ty of sales in this industry are generated in the Banska Bystrica region'. The
core businesses are timber mills and timber production. More sophisticated
production is represented by manufacturing of flooring materiais, contributing
not more than 15% to the total production. The wood industry is an industry
with low export performance. In the case of the Banska Bystrica region, this re-
presents some 13%.

In spite of its limited natural sources, the Nitra region (second after Banska
Bystrica) belongs to those regions which are most active in terms of sales in
the wood industry. Compared to Banska Bystrica, where the focus is on pri-
mary processing of timber, the Nitra region could be characterised as a region
with prevailing furniture production. Eighty-five percent of sales are generated
on the domestic market. In terms of internal structure, a substantial part of the
wood industry could be described as diversified, with a relevant portion of tra-
ding activities.

The input of the Kosice and Trnava regions in the total sales in wood industry
has been close to 8% for a long period. The wood industry in the Kosice regi-
on consists of basic wood industries, timber production, and timber-mills. Ex-

*® Ranking the regions in terms of forest land sources

Region | Forest land in th of ha
BA 75
™ 65
™ 220
NR 96
ZA 373
BB 461
PR 440
KE 265
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port activities focus on products with lower added value, representing some
20% of total sales. In the Trnava region, contrary to the Kosice region, the wo-
od industry concentrates on finalised consumer products. The export capaci-
ty of fumiture production has been for a long period over 60% and its internal
structure can be described as substantially restructured.

The share of the Bratislava region in total wood industry sales in the long
term does not exceed 5%. The wood production is based on the primary pro-
cessing of wood, timber production and sale of unprocessed items.

In spite of a relatively strong raw material base, the input of the Zilina region
in the total sales in the wood industry during 1993 - 1997 was less than 3%.
The major production programme was furniture manufacturing, generally cha-
racterised as strongly undercapitalised.

lectronics | tr

The most important region in terms of sales in the electronics industry is the Zi-
lina region, with a long term input in total sales within the said industry of almost
40%. The most common activity is a traditional electric engineering activity -
the production of televisions. This production represents some 50% of the ove-
rall economic activity in the electronics sector within the region. The remaining
production facilities manufacture telecommunications hardware, with 80% of
those plants involving foreign interests. The- export capacity of this sector
slightly exceeds 30%, with main exportation items in the 1995 - 1997 period
being TV sets and telecommunications hardware.

The Bratislava region, whose activities generate an input in total sales, ranks
second in the Slovak Republic. A substantial part of the production program-
mes (in terms of sales within the sector) is linked to foreign capital. The export
capacity of such programmes is much higher than the Siovak average -
26,69% (measured within the sector during 1995 - 1997). More than 78% of
production is the manufacturing of cables and conductors and the installation
and maintenance of switch hardware. The production of cables and conduc-
tors has the best export capacity, with technical specifications complying with
the demanding requirements of the European market. '

The Kosice region makes up a 20% share of the total sales within the in-
dustry. The sector is positively influenced by the involvement of foreign in-
vestments allocated towards core production. This represents more than
75% of the total sales generated in the sector and export capacity could be
described as its positive impact, since it exceeds 92%. The structure of pro-
duction covers mainly the development and production of electromotive
systems and components for household appiiances and the automotive in-
dustry. The export potential of the remaining production activities, such as
the production and servicing of electric engines, is essentially lower, rea-
ching some 10%.

The Presov region generates approximately 6% of total Slovak sales within
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the sector. The main production programmes are the traditional manufacture of
telephone sets, electric wiring, water meters, gas meters, and transformers.
The production of telephone sets is adversely influenced by strong under-ca-
pitalisation, which imposes a negative impact on the competitiveness on both
the domestic and foreign markets. The manufacture of measuring instruments
is a traditional production programme typical for the electronics industry in the
Presov region. Its competitiveness is reflected in the average export ratios
amounting to almost 70%.

Sales in the electronics industry in the Trenéin region have held at the 3%
level of the Slovak total. The main production programmes are production of
cables and conductors. Such production programmes are linked to the impor-
tance of foreign capital, which is marked with high export ratios, exceeding
75%.

Metallur

Within the Slovak economy, metallurgy is a traditional industry. It is negatively
affected by long-term structural problems and the lack of a system-oriented so-
lution in the transition process. The long lasting over production capacities,
high price sensitivity of exported products and strong under-capitalisation wit-
hin the sector resulted during 1995 - 1998 in the constant decrease of export
performance, which dropped by more than 50%.

The key player in the economic activity within this sector is the Kosice regi-
on, with an average input in total sales within the sector during 1993 - 1997
of 62%. In the Kosice region, metaliurgy production more than 96% of the in-
put in total sales comes from VSZ Ocel, s.r.0., Kosice. The development of this
industry very much depends on the progress in restructuring of the company
and on activities of investors.

The second strongest region in terms of sales in metallurgy is the Ban-
ska Bystrica region, with its input in total sales within the sector oscillating
around 25%. The structure of production, with almost 60% of sales gene-
rated from exports, is concentrated mainly on the production of metallurgic
and non-metaliurgic aluminium oxide, sodium aluminate, calcium hydroxide,
aluminium, and carbonaceous chemicals, and metallurgic products from
aluminium and its alfloys. This kind of production represents almost 70% of
the metallurgy production in the region. Recent developments indicate the
existence of persisting structural problems and the inability to resolve the si-
tuation with own funding. The negative economical impact, including the
persistent growth of debt and large debt ratio, are the main features of or-
ganisations active within the sector in the Banska Bystrica region. The re-
maining production programmes include the manufacture of pipes, which,
when compared to the rest of the production programmes in the sector, ge-
nerates positive financial results, with a major part of the production expor-
ted (approximately 80%) to high demand markets.
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In terms of sales generated in metallurgy, the Zilina region ranks third,
with an input in total sales exceeding 6% for a long period. The said pro-
duction programme is represented by a joint stock company Oravské feroz-
liatinarske zavody, a.s., Istebné, which manufactures basic ferro-alloy types
and solid profiles. A major part of the production (almost 90%) is assigned
for export. The company could be assessed as under-capitalised, which is
caused by high energy intensity, low effectiveness of production and high
debt ratio.

During 1993 - 1997, the Trnava region generated on average more than 4%
of total sales in metallurgy. The core production programmes are manufactu-
ring of wires, wire products and steel cords, with average export ratios in 1995
- 1997 of more than 32%. A negative financial situation and low degree of pro-
gress in the transition process adversely impact production.

The Trencin region generates the smallest input in the total sales in metal-
lurgy within the region. lts input does not exceed 1%. The production pro-
grammes structure could be described as restructured and linked to foreign in-
vestment. Production schemes are mainly focused on the manufacture of thin
sheet metal ware and bottle caps, with more than 32% of sales covered by ex-
ports.

hoe | tr

The shoe industry is marked by excess production capacities left over from the
period of central planning, and a lack of investments into modernisation. The
loss of traditional East European markets resulted in the loss of competitive-
ness in the shoe business, both on the domestic and foreign markets.

Traditionally, the strongest region in shoe production is the Trenéin region,
with a long-term input in total sales within the sector of almost 63%. The key
player in the sector is Cebo Holding Slovakia, a.s., Partizanske, where re-
structuring substantially depends on resolving long-term problems due to fi-
nancial liquidity, which is needed for financing investment as well as producti-
on-elated activities. The growth of the whole sector almost solely depends on
resolving the current economical problems and on the degree of progress in
the company transformation.

-The second key player (in terms of sales generation during 1993 - 1897) in
the shoe industry is the PreSov region. For a long period, the region has ge-
nerated more than 25% of total sales. Individual production programmes can-
not be considered as sufficiently restructured or transformed, which results in
decreasing financial performance. In terms of production programmes structu-
re, the prevailing production is the manufacture of shoes, with a major part of
sales generated from exports.

In the Zilina region, the industry is represented by shoe manufacturing, le-
ather processing, and tanneries. Similarly to regions mentioned above, the
shoe industry, in terms of the restructuring process and adaptation of entities,
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can be described as unsteady in this region. As a result of strong under-capi-
talisation, process hardware is obsolete and the sector is marked by perma-
nent deterioration going hand in hand with the aggravation of financial perfor-
mance.

Printing industry

The printing industry is largely concentrated in the Trnava region. Its input in the
total sales within the sector during 1993 - 1997 exceeds 60%. The core pro-
duction programme is the production of packaging and wrapping materials with
production hardware comparable to that of competitors at domestic and fore-
ign markets. During 1995 - 1997, the share of exports in total sales within the
region did not exceed 10%.

Should the Trnava region be described as a production centre for the ma-

nufacture of packages and wrapping materials, than the Bratisiava region could
be described as a publishing centre. During 1993 - 1997, the input of the Bra-
tislava region in total sales within the sector was around 18%. In terms of pro-
duction programmes structure, the main activity is printing and publishing peri-
odicals and other press media. A majority of the production is aimed at the
domestic market (approximately 70%).
T he printing industry in the Zilina region is represented by printing activities
with a production structure which is believed to be aiready transformed. During
1995 - 1997, more than 1/3 of total sales were accounted for by exports,
a result considered to be above average in the Slovak environment. A challen-
ge in terms of the future development is relatively high debt, believed to be
a significant obstacle preventing development in the near future.

in the iong run, the printing industry in the Banska Bystrica and Nitra regi-
ons accounts for some 2% of total sales within this sector. In terms of produc-
tion programmes structure, the main activity is the publishing of periodicals for
local groups of readers.

E: Pr ing In

The volume of food processing industry production seen from the Slovak regi-
ons prospective depends on population, availability of raw materials and finan-
cial performance within the region. More than 95% of sales are for domestic
consumers. Special milk products, beer, and confectionery items (all this is
produced in companies with foreign interests), represent the export part of pro-
duction.

In the long run, the Bratislava region performs above average in all afo-
rementioned indicators, generating approximately 45% of the total sales in
the food processing industry, which is some 400% more when compared to
the second strongest region. Such dominant concentration results from the
fact that the Bratislava region has the highest population density, the best
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economical performance, and the best availability of sources supported by
a sophisticated infrastructure. The developed infrastructure is reflected es-
pecially in the production of cigarettes and other tobacco products, in the
production of plant oils and fats, which generate approximately one half of
sales in food processing industry within the Bratislava region. Other pro-
duction programmes in the food processing industry are the production of
confectionery items, biscuits, soft drinks, milk products, meat and meat
products and grape wines. A particular characteristic of the Bratislava regi-
on is also the larger presence of foreign investments allocated in the Slovak
food processing industry. This can be due to the really unique position of
Bratislava, both in terms of economical performance, as well as the signifi-
cance beyond regional tevel.

In the long run, the Trnava region generates more than 12% of total sales in
the food processing industry. This covers mainly the production of wheat and
rye flour and sugar production, with joint long-term input in total sales within the
sector and region exceeding 66%. Another important part of the production
structure is the production of meat and meat products.

In the Kosice region, animal production is concentrated mainly on the pro-
cessing of poultry meat and milk. Sales in the sector during 1993 - 1997 re-
present more than 9% of total sales in the national sector.

The Nitra region generates input in the total sales similar to that in the Kosi-
ce region. In the Nitra region, production programmes are based on the pro-
cessing of both plant and animal products. An important representative of the
sector is the brewery business, generating almost 1/3 of total sales in the sec-
tor. Traditional production programmes such as poultry plants are under-capi-
talised, with large foreign interests.

In the food processing industry in the Trencin region, production of confec-
tionery items, milk products, and liquors is most common. With foreign capital
allocated to the business, mainly in confectionery production, impacts are
mostly positive due to export levels and sales.

The food processing industry in the Zilina region has generated over the
long run some 7% of total Siovak sales in the sector. The structure of produc-
tion covers mostly production programmes processing poultry and milk, as well
as the production of liquors.

The food processing industry in the Banska Bystrica region covers mainly
production based on the processing of meat. in the long run, such types of
production generate positive economical results and represent a core busi-
ness in the sector, with an input in total Slovak food processing industry sales
above 6%.

The food processing industry in the Presov region is adversely influenced
by economical development in a majority of plants, with increasing negative
financial performance and growing debt ratio. Such development is taking

place mainly in the marketing and production of frozen commodities and in
dairies.
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Glass Industry

The core regions in this sector are the Trnava and Trendin regions, with a long
run joint input in sales generated within the sector exceeding 88%. Production
programmes are to a large extent designed to manufacture technical glass with
utility glassware and decorative glass representing (in terms of 1993 - 1997
generated sales) a more or less supplementary programme.

During the aforementioned period, the Trencin and Trmava regions genera-
ted sales amounting to more than 94% of the national total within the sector.
From this, glass fibres and products made from them account for approxima-
tely 50%. This production programme is concentrated in the Trnava region. The
said production programme is fully adapted, with a relatively high export ratio,
exceeding 54% during 1995 - 1997. The manufacture of package glass,
which is concentrated in the Trencin region, accounts for about 32%. The re-
maining production programmes cover the manufacture of utility glassware,
which is also located in the Trenéin region. In the case of package glass pro-
duction, one can generalise that this production programme is mostly adapted
and fully dedicated to domestic market needs. During the last four years, the
manufacture of utility glassware did not succeed in penetrating external mar-
kets. In spite of growing sales in the pertinent production programmes, profits
have been steadily decreasing, which has been caused by a significant growth
of debt ratio due to production upgrades.

Compared to the aforementioned Slovak regions, the glass industry in the
Bratislava region could be rated as less efficient by one order. Sales in the pro~
duction of technical glass (manufacture of lead glass tubes, frits from ceramics,
insulation materials, laboratory and decorative glass) during 1993 - 1997
accounted for only some 5% of the total sales within the industry. Production
in this region can be evaluated positively both in terms of economical results
(permanent growth of revenues and sales) as well as in terms of export ratios
(since 1997, an increase to approximately 20%).

T i Hic Miner.

The production of non-metallic mineral products represents the manufacture of
construction materials, which are competitive because of the fact that they are
processed from local raw materials. The major part of production depends on
domestic sales, which are generated by the development in the construction
sector. In 1995 - 1897, exports accounted for some 21% of total sales within
the sector. The commodities structure of exported production focuses on ba-
sic products made from local raw materials.

In the long run, the biggest input in sales generated within the branch co-
mes from the Banska Bystrica region. In the long-term prospective, it accounts
for more than 31%. More than 75% can be attributed to the production of con-
struction materials with higher added value and also to so-called special com-
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modities {products made from basalt wool, advanced masonry items, heat-re-
sistant materials). In the long run, an important export ratio (58,12%) comes
from the production of heat-resistant basic construction materials.

In terms of non-metalfic mineral products, the Kosice region is important
owing to the production of heat-resistant concrete, floor tiles and tiles. The re-
maining part of the production is the manufacture of cement and clinker,
accounting in the long run for on average approximately 17% of total sales wit-
hin the industry. Compared to other types of production, these production
items can be described as efficient in terms of exports. The share of exports
in total sales from said production in 1995 ~ 1997 exceeded 62%.

In the long run, the input of the Bratislava region in construction materials in-
dustry in the total sales within the sector accounts for approximately 22%. The
prevailing items are cement and lime. Exports in 1993 - 1997 grew steadily,
with average ratios during the said period of approximately 40%.

During 1993 - 1997, the sales in the industry of non-metallic mineral pro-
ducts in the Trenéin, Zilina and Nitra regions represented in total sales an input
of approximately 17%. The prevailing products are basic construction materi-
als, mostly clinker, ground limestone, ground slag, cements and cement-based
items. Their share in the total production expressed in cumulative sales per
sector in individual regions represents on average more than 60%, with an ex-
port capacity ratio of 17,6%. In terms of export capacity, the Nitra region has
the best performance, with the production of ceramic items used for technical
purposes reaching an average value of almost 60%.

nai ing ! r

The engineering industry in Slovakia could be described as an industry with
a large surplus of production capacities, high level of unemployment, strong
under-capitalisation, high indebtedness, and low competitiveness. The slow
progress of restructuring in a majority of plants is caused by an absence of fo-
reign capital and obsolete and often mono-functional hardware. Recent deve-
lopment has confirmed a high sensitivity of engineering production to global
business ups and downs.

The Bratislava region is the region with the most outstanding progress in re-
structuring of Slovak engineering. lts input in total sales within the aforementi-
oned sector exceeds 50%, and its export capacity is the highest (during 1995
- 1997 more than 39%). The foreign investments allocated mainly towards the
automotive industry and spare parts and towards the production of sanitary wa-
re favour such development. In spite of the fact that engineering production in
the Bratislava region can be described in terms of restructuring as the most de-
veloped one, its structure cannot be defined as being fully adapted.

The Trencin region is the second strongest region in terms of sales generated
during 1993 - 1997, when its input fluctuated around levels below 14%. This
region is generally strongly influenced by the failure to carry out engineering in-
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dustry restructuring. The majority of the companies in this region and active in
this sector show deteriorating economical performance and a subsequent inc-
reased share of foreign interests.

An input in sales comparable with the one in the Trenin region occurs is al-
S0 seen in engineering production in the Nitra region (approximately 13%).
A comparable pattern can be used also to describe the progress of restructu-
ring. Certain indicators of the revival, though of secondary significance in terms
of their role in total sales, occur in plants producing sub-supplies for the auto-
motive industry.2° An important plant in the context of the engineering sector
development is the shipyard in the Komamo district. Its total input in regional
sales account in the long run for almost 35%. The said type of engineering pro-
duction can be also perceived as an important representative of export pro-
duction, with sales in the long-term implemented mainly?' outside Slovak mar-
kets. The key moment in the engineering industry of the whole region is the
entry of strategic partners bringing in new technologies and investments.

The engineering industry in the Zilina region can be described as strongly
under-capitalised, with steadily decreasing production volumes and high debt
ratios. The key manufacturing plants are former enterprises from the ZTS
Group and companies with major stakes held by shareholders and companies
with major stakes owned by the state. Other manufacturing plants have obso-
lete hardware, which contributes to the low export capacity of the industry (less
than 9%).

More than half of the sales in the engineering industry (approximately 64%)
within the Presov region is generated by the production of rolling stock for both
passenger traffic and freight traffic, and spare parts for rolling stock. The said
production generates export production capacity above average (in 1998
82%), 86,8% of which is placed on EU markets. Acute, though not fatal, is the
problem of long-term liquidity. The majority of the remaining production can be
described as obsolete and lacking competitiveness, with constantly deteriora-
ting economical performance.

The Banska Bystrica region is a region with siow progress in the restructuring
process. Approximately 70% of companies achieve positive economical results
with 40% export share. Certain positive change has taken place within this re-
gion recently and which was caused by an influx of foreign investments. The lat-
ter were placed to a large extent mostly in the production of hydraulic cranes
and steel structures, metallic hoses and the manufacture of spare parts for cars.
The remaining segments of production, concentrated on the manufacturing of
manipulation hardware, finds itself in a long-term financial recession.

2In most cases the production programmes are the manufacture of pressed components for
the automative industry and manufacture of cable sets {bundles)

2 Approximately 75%, which is more than 3 times the export capacity of the engineering in-
dustry within the region
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In the context of the current situation in the engineering industry, the Trnava
region can be described as advanced in terms of production restructuring. A-
most 90% of the production performs well in the long run with the core busi-
ness of welding technology and servicing of wagons, utility cars, and compo-
nents for the auto industry.

In terms of its national significance in the engineering industry, the Kosice
region, with its 1% input, occupies the last position. The restructuring process
in this region cannot be described as advanced, since a majority of the com-
panies with engineering production programmes have difficulties and lack
competitiveness both on domestic and foreign markets.

Textil lothing |

The textile industry is an export-oriented sector taking advantage of competiti-
veness based on low wage costs. In spite of the continued worsening of eco-
nomic performance in a majority of the companies, exports are rapidly growing
and placed mainly on EU markets (73,4% in 1997). This indicates a trend in re-
structuring with persistent inefficiency of production programmes with low ava-
ilability of cheap funding.

In terms of sales generation, the Trencin region has a dominant position with
an input in total sales within the sector reaching values above 35%. This is a re-
gion with traditional production programmes focused mainly on the production
of clothing both for men and women and the manufacture of wool fabrics. Ex-
port ratios fluctuate around 46%. The main obstacle for development is the
worsening situation in terms-of liquidity and access to long-term funding, cau-
sing increasing losses in a majority of the companies.

Approximately one half of the amount of the Tren(‘:ip region input in sales is

generated by the textile and clothing industry in the Zilina region. In terms of
the production structure, the main activities are the manufacture of fabrics and
other semi-finished textile products. The average export capacity in this sector
within the region during 1995 - 1997 was above 30%. From the corporate
viewpoint, the main feature is the deteriorating economic performance.
The largest production facilities in the Presov region are fully effected by_the
heritage of ineffective production structures and slow pace of restructlunrfg.
Despite aggravated financial performance and a growing number of foreign in-
terests in most of these companies, an achieved level of export capacity (app-
roximately 30%) could be gualified as positive outcome. The same positive as-
sessment could be applied to the economical performance of smaller, newly
established companies with a significant stake of foreign investors and obvious
pro-export philosophy (70%). Their contribution to the total sales within the
sector per region however does not exceed 10%. )

The textile and clothing industry production in the Banska Bystrica region
has a relatively high share of exports, generating in the long run more tha‘n 40%
of total sales. Stightly declining production volumes result alsc in declining ex-
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ports, causing the major impact of aggravation of economical performance in
most of the companies. In terms of the future development, the most promising
are smaller plants (clothing, wool fabrics).

From the transition progress viewpoint, the recent development in the texti-
le and clothing industry in the Nitra region can be described as rather shabby.
From the corporate viewpoint, increasing losses in the most important compa-
nies and declining exports are the main features of the sector. The necessity
to resolve long-term financiat problems is urged also by the fact that average
sales in 1995 - 1997 were dependent on exports of more than 45%.

The input of the Bratislava and Trnava regions in total national sales within
the sector does not exceed 6%. In general the sector in said regions can be
characterised as pro-export oriented, with export ratios not higher than 40%.
The majority of plants generate small profit with a declining pattern.

ndustr:

The Slovak building industry is a sector with development depending on de-
mand, generated economical growth, and investment projects, which have be-
en so far comparable with the public sector, Approximately 95% of the total bu-
itding industry production is located on the domestic market, which is crucial
in terms of the sector development and structure. Its input in GDP during 1995
- 1998 fluctuated between 4,1 to 4,7 percent. Following a period of econo-
mical growth, the building production rate is loosing speed. The origin of the
1998 recession in building production could be in part due to discontinuance
of the construction of the technical infrastructure in the Slovak Republic, as
well as stagnation in public construction activities. A significant impact causing
this slow-down was the overall recession in the building industry caused by
economic stagnation during this period.

Table 24 describes the basic information on the situation in individual Slovak
regions in terms of the building industry.

Table 24 Building industry production per capita in Slovak regions (in thousands SKK}

Bratislava 38,0 38,0
Tmava 10,6 1,3
Trendin 9,5 10,8
Nitra 8.2 8,3
Zilina 15,6 16,7
Banska Bystrica 7.6 85
Presov 8.9 9.2
Kosice 12,7 13,4
Siovakia total 13,6 14,2
Comment: Calculati rding to: the Annual Report of the Slovak Republic - 1998, $U SR Bra-

tislava 1998. Selected data on Slovak regions for 1998, SU SR Brat April 1999. The ion was
made using population count as of December 31.
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The Bratislava region occupies the dominant position in terms of constructi-
on volumes, with construction output per capita within the region more than
260% of the national average. The majority of construction works are imple-
mented based on state orders in water management facilities, roads and road
infrastructure and civil works. An important part of the building industry is the
investment work realisation, which is an exceptionally strong segment within
the region, compared to the rest of Slovakia.

The second leading region in the long run is the Zilina region. In 1998, the
volume of construction works carried out per capita in this region represented
almost 120% of the national average. In terms of development within the regi-
on, the key players are companies active in water management construction.
The current situation seen from the business viewpoint could be described as
a recession, with deteriorating economical performance and growing debt ra-
tio.

Similar to the Bratislava region, in the Kosice region, besides infrastructure
construction, an important part of the building industry is the implementation of
investment work, which reflects the economical potential of the region. The
economic growth of the sector depends on the continuation of state run buil-
ding projects in water management and infrastructure, as well as demand for
investment work in the building industry.

In terms of construction volumes per capita within the region, the Trnava re-
gion ranks fourth. Analysing the production programmes structure, this region
has no specialisation in any certain type of building activities. in 1995 - 1897,
the sector recorded growth in sales and employment. A persistent problem re-
mains with funding, with a high share of external funds in total corporate assets,
which is typical for building production.

Next after the Trnava region in terms of building production is the Trenéin re-
gion. The recent developmental pattern within the sector indicates a decrease
and stagnation of production, which is taking place mainly in basic constructi-
on activities and housing.

In terms of its input in the building production, the Pre$ov region ranks after
the Kosice region, but in terms of construction volumes per capita it occupies
the sixth place. The core business is housing and other land building activities
done mainly for the private sector. Generally speaking, the economic situation
of entities active in the construction business during the last two years can be
described as a setback, both in terms of economic performance as well as fun-
ding.

The building industry in the Banska Bystrica region experienced superior
production growth in 1997 - 1998. However, such development went hand in
hand with the deterioration of economic results in terms of indebtedness, pro-
fitability of assets and employment. As regards the construction production vo-
lumes per capita, this region occupies the second to last position among Slo-
vak regions.

The smallest input in Slovak building production, as well as smallest volume
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of construction production per capita among Slovak regions belongs to the Nit-
ra region. Despite certain growth in the production volume in 1997 - 1998, the
majority of companies did not manage to prevent negative economic develop-
ment. The part of production which strongly influences the development of the
sector within the region, focuses on construction projects in infrastructure,
which depends on public orders.

4.2, Trade and Selected Market Services

In the process of economic transition, trade and services, especially mar-
ket services, belong to the most quickly developing economic sectors in
Slovakia. While the 1995 share of trade and other market activities in GDP
accounted for 30%, in 1998 it rose to 36%. The development in this area
depends on progress in material production, as well as on the complexity of
infrastructure.

It is true that in regions with low economical performance and less develo-
ped technicai and social infrastructure, non-market services prevail. Compared
to market services, non-market services do not encourage economical deve-
lopment and do not generate profit to such an extent as market services. Mar-
ket services provide a service system which clearly contributes to economic
growth. The structure of the activities in non-market services represent the de-
mographic, geographic and cultural and historical patterns within each given
region.

The development of trade and services in individual regions depends on in-
tra-regional demand. Table 25 gives basic information about the situation in in-
dividual Siovak regions in terms of trade and market services.

Table 25 1998 retail sales, wholesale turnover and sales in selected market services per capita in in-
dividuat Slovak regions (in thousands of SKK)

Bratisiava 181,2 3318 90,4
Tmava 61,9 35,7 123
Trenéin 48,7 515 10,4
Nitra 56,0 32,5 17
Zilina 56,7 55,4 n7
Banska Bystrica 85,5 46,6 12,3
Presov 358 19,4 6.9
Kosice 516 1315 17,4
Slovakia total 703 86,1 208

Comment: Calculation according to: Selected data on Stovak regions for 1997, 80 SR Bratislava, April 1998.
Selected data on Slovak regions for 1998, $U SR Bratisiava, April 1999. 1998 basic indicators on trade, res-
taurants, ion, and travel in the Slovak Republic. SU SR Bratislava, Aprit 1999. Retail
sales including estimated number of small businesses. Wholesale tumover is both for small and large com-
panies. The calculation was made using population count as of December 31.
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Retail sales, wholesale turnover and sales in selected market services per
capita show the positions of individual Slovak regions from the prospective
of development and economical performance of trade and selected market
services. As regards the retail sector, such position depends mainly on the
overall economic performance of the region. This is especially true for regi-
ons with the best economic performance??. In the sector of wholesale and
market services, the said position depends not only on economic perfor-
mance, but also on the position of the region in terms of industrial produc-
tion. This is due to the close link between material production and whole-
sale sector, and the fact that securing competitiveness in the industry (or in
selected industrial segments) requires servicing activities which fall within
the segment of market services.

Trade could be perceived as a sector with low input costs, non-deman-
ding structural needs, and relatively high profitability. Its mediating function
between production and consumption represents a bridge harmonising
consumer needs with possibilities on the side of producers, considering
the context of the individual region. Through this function, trade supports
other economic activities. The best performance of this function requires
an adequate organisation structure and profitability of trade. These are
indicators which are shaped by the specific local environment in the re-

ion.

s Tables 26-28 display indicators providing basic insight into the trade orga-
nisation structure and its profitability .

Table 26 1998 retail sales input per organisation type in individual Slovak regions (in %)

 Bratistava 59,3 16.0 247
| Tmava 19,2 201 60,8
| Trenéin 39,5 3,0 51,4
| Nira 285 17 54,5
| Zilina 299 218 48,3
| Banska Bystrica 26,0 22,2 518
| Presov 322 278 459
‘ Kosice 347 252 401
| Slovakia total 38.3 18,8 428

Comment: Calculation according to: 1998 basic indicators on trade, restaurants, gcgommodatiun, aﬁd
travel agencies in the Slovak Republic. SU SR Bratislava, April 1999. Large organisations - companies
with 20 employees and more. Small organisations - companies with up to 19 employees.

22 Bratislava, Banska Bystrica a Tmava regions
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Table 27 1998 wh turnover per isation type in i Slovak regions (in %)

Bratislava 52,5 47,5

Tmava 76,3 237
Trenéin 58,4 41,6
Nﬁm 51,2 48,8
3 Zilina 438 56,2
Banska Bystrica 419 58,1
Predov 27,3 727
| Kosice 68,7 31.3
| Slovakia total 55,1 44,9

Comment: Calculation according to: 1998 basic indicators on trade, restaurants, accommodation, and travel
agencies in the Slovak Republic. SU SR Bratislava, Aprit 1999. Large organisations - companies with 20 em-
ployees and more. Small isations - ies with up to 19

Table 28 1998 margins and agency commission in individual Slovak regions (in %)

[ Rogion Retal Wholesale Commission fee
Bratislava 15.0 13,3 0.42
Tmava 121 13,4 0,16
Trencin 12,7 10,0 0,31
Nitra 1.4 12,6 0,52

1 Zilina 10.9 10.2 0,52
Banska Bystrica 12,4 9.6 019
Presov 10.8 1.1 0,63

| Kosice 1.8 7.0 0,68

| Stovakia total 134 i 046

Comment: Calculation according to: 1998 basic indi on trade, acc on, and travel

agencies in the Slovak Republic. SU SR Bratislava, April 1999. Retail - the portion of profit margin in retaif
sales. Wholesale - the portion of wholesale profit margin in the wholesale tumover. Commission fee - the
portion of agency commission in the wholesale turnover.

In terms of its strategic geographic position, administrative importance
and economical significance, the Bratislava region is the center of trade. Its
input in the total trade turnover?® in 1998 exceeded 42%. Many companies
are located in the capital city, where they have their seats of acquisition,
which provides them the opportunity for both overseas and domestic trade.
On the other hand, trade organisations active in selling products originating
from mother companies seated within the region have strong representati-
on in the sector. Their structure corresponds with the concentration of indi-
vidual sectors of industrial production represented in the Bratislava region.
Both the retail turnover as well as wholesale turnover is generated mainly by
large companies. The listed relative trade advantages in the Bratislava regi-

23 Retail sales plus wholesate turnover
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on are reflected also in the profit margin, which is the highest in Slovak Re-
public. The size of agency commission ranks the Bratislava region fifth in
the Slovak Republic.

Economic achievements in trade rank the Kosice region second after the
Bratislava region in wholesale and sixth in retail. Its total input in trade turnover
exceeds 18%. Prevailing trade activity is the sale of flat, rolled products and
items from secondary metaliurgic production. The crucial factor in the deve-
lopment of trade activities within the region is the progress in metallurgy. Main-
ly large companies generate wholesale turnover. The lowest profit margin in
wholesale in comparison to other regions indicates the low buying prices of
marketed commodities. The combination of low profit margin and high agency
commission secures a fair profit for trading companies, which use this appro-
ach to address changes on the demand side. Little more than one third of re-
tail sales comes from large companies and the rest is generated by small busi-
nesses. Regards the size of the profit margin in the retail sector, the Kosice
region ranks fifth in Slovakia.

The next important region in terms of 1998 sales in trade is the Zilina re-
gion. Its economic performance in the Slovak Republic context places the
region at the third place in wholesale and the fourth place in the retail sec-
tor. The total input of this region in trade turnover is almost 8%. Trade within
the region centers mainly on selling products of the engineering industry,
which is concentrated within this region. Declining export performance in-
dicates an increasing stake of foreign shareholders in companies from the
former ZTS Group, which represent the core of trading activity in this regi-
on. In the primary sense, the trade development in the Zilina region de-
pends on the restructuring of industry and on the completion of already in-
itiated diversification of trade activities of traditional entities. Wholesale
turnover is generated mainly by smaii companies. The size of the profit mar-
gin corresponds to the competitiveness of traded commodities, which are
mainly produced by the domestic engineering industry. Small businesses
generate almost half of the retail profits, while large companies represent
only a 30% share. The size of the retail profit margin ranks the Zilina region
second to last in Slovakia.

The total 8,5% input of the Banska Bystrica region in trade turnover is smal-
fer than the input of the Zilina region. More than half of the retail output comes*
from small businesses, with the share of large companies at 26%. This region
has the third highest retail profit margin. This could be described as a reflecti-
on of demand, which depends on the pension situation in households and the
enterprise sector. Almost 60% of wholesale turnover comes from small com-
panies. This part of the sector has the second to last smallest profit margin and
the lowest agency commission in Slovakia. The aforementioned facts indicate
that this region has significant disproportion between the degree of the deve-
lopment in retail and wholesale.

In terms of economic performance in Slovakia, the Trencin region occu-
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pies the fourth position in wholesale and second to last in retail. Its total in-
put in trade turnover is aimost 7%. Generally the business participants acti-
ve in trade can be characterised as agents selling products made in the
Trencin region. During the last five years, the majority of companies experi-
enced a decrease in turnover and an increase in debt. Almost 60% of who-
lesale turnover comes from large companies. Within this region, the profit
margin and agency commission are slightly below Slovak average. In the re-
tail sector, the region has the smallest share of small companies contribu-
ting to retail sales. Forty percent is generated by iarge companies and mo-
re than 50% by small businesses. The region has the second best profit
margin in retail.

The total input of the Trnava region in trade turnover is less than 5%. This in-
dicates a certain disproportion between the good economic performance of
the region® and its second to last position in terms of the input in total trade
turnover. This is mainly the result of low turnover in the wholesale sector, with
the highest wholesale profit margin and lowest agency commission in Siovakia.

. The region has a high concentration of wholesale network with a weak com-
petitive environment, with almost 80% of the trade turnover generated by large
companies. On the other hand the retail business is strongly diversified, with
more than 80% of retail sales generated by small businesses and large com-
panies contributing with less than 20%. As regards the retail profit margin, the
Trnava region ranks fourth.

In terms of economic performance in Slovakia, the Nitra region occupies
the seventh position in wholesale and fifth in the retail sector. The region
contributes 6% to the overall trade turnover. The main commodities traded
are agricultural products. Almost 55% of retail sales are generated by small
businesses, with large companies input less than 29%. A competitive envi-
ronment induced by such diversification, combined with low economic per-
formance, are the main reasons behind the low retail profit margin, which
ranks the region third to last in Slovakia. Wholesale turnover is generated
50% by large companies and 50% by small companies. The profit margin in
this area is the third highest in the Slovak Republic, with the level of agen-
Cy commission above average.

In terms of economic performance in Slovakia, the Presov region occupies
the last position, both in the wholesaie and in the retail sector. The region con-
tributes slightly more than 4% to the total trade turnover. This is caused by an
underdeveloped economic potential and low economic efficiency. Large com-
panies generate almost 73% of wholesale sales. Their monopolistic position le-
ads to the situation of the region having the fourth highest profit margin in the
wholesale sector, with the agency commission above average. The retail sec-

2Where Trnava region ranks third, next after Bratislava and Banska Bystrica region (see cha-
pter 2.).
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tor is diversified, with some 46% of the sales coming from small businesses
and almost 22% from small companies. The profit margin levels are the lowest
in Stovakia.

Although economic performance of the region in market services depends
on industrial production, their service function covers, beside other sectors, al-
so households. As a result of this function, market services improve the effici-
ency and competitiveness of other sectors within the national economy and im~
proving living standards at the same time. At the regional level, this
implementation depends and is determined by the structure of market servi-
ces.

Tables 29 and 30 describe the basic information (indicators) of the structu-
ral aspects of the territorial distribution of market services.

Table 29 1998 inputs of regions in sales per selected market services in Siovakia (in %)

activity BA TT T NR ZA BB PP KE
Real estate activities 485 47 44 72 100 18 31 103
Leasing of machinery and equipment
without personnel 341 182 11 28 59 99 08 27.2
Information technologies and related
activities 626 08 68 33 989 31 22 113
Other trade services 589 20 28 83 45 72 38 123
Education system 299 65 89 106 69 75 55 242
Health care and social care 148 523 85 20 77 72 30 48
Waste management 39.1 58 110 32 85 71 61 191
Recreation, cultural and sport activities 835 26 286 14 54 10 03 31
Other services 205 127 7.0 37 107 218 3.0 106

Comment: BA-Bratislava region, TT-Trnava region, TN-Trencin region, NR-Nitra region, ZA-Zilina region, BB-
Banska Bystrica region, PP-Presov region, KE-Kosice region. Calculation according to : 1998 basic indica-
tors on selected market services in the Slovak republic, SU SR Bratislava, March 1999.

Table 30 1998 the structure of sales in selected market services per organisation type in Slovak re-
gions (in %)

i
| Region Large Smalt Independant ;
Bratisiava 48.8 31.8 18,4 §
Tmava 316 20,7 47,7 }
Trengin 30,2 22,8 471 |
Nitra 38,0 21,3 407 !
Zilina 241 375 38,4 \
Banska Bystrica 14,5 55,1 30.4 !
Presov 283 18.6 53,1 i
Kosics 408 275 317 ‘
Slovakia total 39,7 30,8 29,5
Comment: Calculation according to : 1998 basic indicators on selected market services in the Slovak repub-
lic, SU SR Bratislava, March 1999 Large organisations - companies with 20 and more. Small or-

- ies with up to 19
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Table 31 1998 structure of sales for selected market services in Slovak regions (in %)

 Economicalectly L TBA T W M 24 B8 PP X SR
Real estate activities 103 130 12,6 138 192 200 11,9 108 121
Leasing of machinery and equipment
without personnel 17 119 08 13 27 40 07 68 29
information technologies and related 11,0 1,9 16,1 52 158 43 70 99 100
Other trade services 558 24,8 362 71,3 390 545 661 580 54,0
Education system 05 13 1.8 15 10 09 15 1.8 08
Health care and social care 06 271 45 07 28 23 21 09 23
Waste management 24 47 92 18 48 35 88 58 36
Recreation, cultural and sport
activities 166 869 70 26 98 16 17 31 13
Other services 11 84 18 17 50 89 28 27 29

Comment: BA-Bratislava region, TT-Tmava region, TN-Trencin region, NR-Nitra region, ZA-Zilina region, BB-
Banska Bystrica region, PP-Presov region, KE-Kosice region. Calculation according to : 1998 basic indica-
tors on selected market services in the Slovak republic. $U SR Bratislava, March 1999,

The difference between the Bratislava region, which economically performs
the best in the market services sector, and the Presov region, which is wea-
kest, exceeds 1300%. The clear leading position of the Bratislava region
occurs in the majority of economical activities related to the selected market
services. It is determined by the degree of economic performance and by pro-
gress in the infrastructure development. Since 1993, the fastest growing sec-
tors have been services connected to the servicing and distribution of infor-
mation technologies and office hardware, lottery, real estate activities and
leasing of machinery and equipment.

In terms of economical performance in the market services sector, the Kosice
region ranks second best after Bratislava. Such a position remains true also in
other economic activities related to selected market services. Economic acti-
vities in this field concentrate on such businesses as leasing of machinery and
equipment, education, sale and servicing of information technologies and offi-
ce hardware.

In other regions there is no correlation between the position of the region in
terms of its economical performance in market services within Slovakia, and in-
dividual economical activities. To put it differently, for some types of economi-
cal activities the overall position of the region in market services remains the
same, in other cases not®. Besides, economic performance depends mainly
on the regional specificity, as well as on the organisation structure of provided
services.

% Influenced by the analysis of ratios, which is contained in Table 25 and Table 27
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5. REGIONAL ASPECTS OF LABOR MARKET
FORMATION AND WAGE DEVELOPMENT

From the point of view of the utilization of economic potential, recent years ha-
ve seen a falling dynamic of economic growth, which in terms of workforce de-
mand results in stagnation and even decline?®. The increase of an economi-
cally active population are either translated into growing unemployment or
become absorbed by the gray economy and by the migration of job seekers.
The result is a growing tension between labor supply and labor demand®. The
scope of this tension differs from region to region. The basic proportions on
the regional level in Slovakia are shown in the graph of Figure 8.

§ Labor supply and labor demand by regions in 1998
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Figure 8

A high or a low unemployment rate is hence the function of a respective-
ly strong or weak tension between labor supply and labor demand. Tr!e
trends in unemployment and other basic labor-market measures is shown in

Table 32.

2 Determined by the number of employed
2 Determined by the economically active population (employed unemployed other).
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Table 32 Basic labor-market indicator in individual Slovak regions

Bratislava 380600 375710 1800 | 13022 4. 51
Tmava 101468 107719 Mg 9502 10,8 12,5
Trengin 155599 154545 8462 9150 83 108 |
Nitra 144065 138470 8082 8891 143 176
Zilina 158523 155077 8497 9010 10.9 (LRI
Banska Bystrica 191756 192674 8287 9342 14,9 19,7
Presov 141677 143888 7757 8338 178 221 |
Kosice 174310 167476 8380 | 10158 17,1 208
| Slovakiaintotal | 1447998 | 1435859 9369 | 10212 125 56 |

Comment: Number of employees -~ average number of registered employees (number of persons); Monthily
wage - mean nominal wage per month in SKK; Unemployment rate - unemployment rate according to avai-
fable numbers of regi d unemployed as of D ber 31 (in percent). Source: Selected data on regions
of the Slovak Republic for 1997 issued by the Slovak Bureau of Statistics (SU SR Bratistava) in Aprit 1998,
Selected data on regions of the Slovak Republic for 1998 issued the Slovak Bureau of Statistics in April 1999,

The evolution of unemployment is linked not only to demographic trends and
economic dynamism, but also to structural development. As a consequence,
ongoing structural changes make the number of lost jobs a swelling source of
unemployment, which becomes increasingly difficult to absorb for newly crea-
ted jobs, since the slow-down in the economic dynamism adversely affects job
creation.

In 1997, smali enterprises and the service sector have jointly managed to ma-
ke up for the drop in demand for employees in big businesses. However a dec-
lining productive dynamism has virtually hatted further accruals of employment
also in those companies. The highest unemployment rate was found in the re-
gions of Presov, Kosice and Banska Bystrica.

Within the Presov region, the highest unemployment rate was reported for the
following districts: Vranov nad Topfou (30,1 per cent), Stropkov (26,3 per
cent), Bardejov (26,1 per cent) and Sabinov (25,6 per cent).

Within the Kosice region, the highest unemployment rate was reported for the
following districts: TrebiSov (26,0 per cent), Rozhava (25,9 per cent), Micha-
lovce (25,5 per cent) and Sobrance (25,4 per cent).

Within the Banska Bystrica region, the highest unemployment rate was repor-
ted for the following districts: Rimavska Sobota (33,3 per cent), Velky Krtis
(30,3 per cent), Reviica (30,0 per cent) a Poltar (25,3 per cent).

The expenditures from the unemployment insurance system used for active po-
licy implementation on the labor market play a crucial role in mitigating the
growth of unemployment. As the hitherto development shows, an increase in
expenditures for active policy implementation on the fabor market decreases
the expansion of unemployment. Of course, applying active policies on the la-
bor market does not solve the underlying problem of unemployment in Slova-
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kia. It can however cushion the most significant regional disparities and mitiga-
te the situation of the most vulnerable social groups.

For the near future, stagnation or even an increase in the aforementioned
tension between labor supply and demand is to be expected. As a consequ-~
ence of a slowed down dynamism of economic growth and mainly as a conse-
quence of the structure of this growth, there is little hope for a major increase
in the dynamism of job creation in the near future.

A typical feature of wage development in Slovakia is the continuous decli-
ning tendency in the dynamism of the annual average of the monthly real wa-
ge. One of the key factors of wage development in the business sector is cer-
tainly the liquidity of companies. The situation in the public sector is determined
by shortages and by the existing deficiency of public finance. The condition of
the state budget affects wage development also indirectly by a more or less ex-
tensive siphoning-off of liquidity from the money market. In 1998, unemploy-
ment became a factor of substantial impact on wage development. It shows
that the number of unemployed reached during the aforementioned year had
already become a limiting factor of wage development not only in regional sco~
pe, but also on the national level 2.

A key determinant of wage level development is the productivity of labor.
Despite the fact that the link between wage development and labor produc-
tivity is still in its initial stages, it has a growing impact on the evolution of the
economy. It is relevant not only on the level of the national economy on
account of the relationship between performance and competitiveness of
the real economy on the one hand, and formation of income relevant pro-
cesses on the other, but also in regional scope to promote growth of eco-
nomic performance on the regional level. The character of the relatioq bet-
ween the growth of labor productivity and the growth of wage levels d!ffers
by regions and apart from being determined by the level of productivity it di'e-
pends also upon special regional features. Sustainable growth of economic
performance in a region can only be achieved provided that labor producti-
vity grows faster than wage rates. )

Basic labor productivity proportions in Slovak regions?® are show in the
graph of Figure 8. N

As the above figure indicates, the highest level of labor productivity was re-
ached in the regions of Bratislava (643,9 ths SKK per employee), Trnaya
(804,9 ths. SKK per employee), Kosice (494 ths. SKK per employee) and _Nrt-
ra (468,3 ths. SKK per employee). In the remaining regions, labor productivity
ranged from 382 to 415 ths. SKK per employee in 1998.

The relationship between the growth of the average monthly nominal wage and
the productivity of labor in the individual Slovak regions is shown in Table 33.

28 Average official unemployment reached a total of 356.3 ths. persons in 1998.
2 Calculated as regionat GDP share per capita.
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Productivity of labor in Slovak regions in 1988

in thousands of 8KK per employss

Banska Bystica

Figure 9

Table 33 Wage leve} and labor productivity accruals by regions of the Slovak Republic as of 1998 in
per cent

i

Bratisiava 10,4 15,5

Tmava 43 28

Trenéin 8,1 0.8

Nitra 10,0 9,0

Zilina 6,0 13.7

Banské Bystrica 12,7 20,3

Presov 75 79

Kosice 83 41

Slovakia in total 9.0 10,6
Comment: Monthly wage - average monthly nominal wage (growth rate); Labor productivity - nominal GDP
per {growth rate). C: ions made according to Selected data on regions of the Siovak Repub-

lic for 1997 issued by the Slovak Bureau of Statistics (SU SR Bratislava) in April 1988, Selected data on re-
gions of the Slovak Republic for 1998issued by the Slovak Bureau of Statistics in April 1899.

As the foregoing table shows, labor productivity has grown faster than wage
levels in the regions of Bratislava, Zilina, Banska Bystrica and PreSov. Cer}am—
ly, this tendency in development is in favor of efficiency, but individual regional
features have to be taken into account. While in the Bratislava and the Zilina re-
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gion the said development takes place in low and below-average unemploy-
ment conditions respectively, in the regions of Banska Bystrica and Presov it is
accompanied by high unemployment slowing down the dynamism of wage le-
vel growth.

Wages grew faster than labor productivity in the regions of Trnava, Trendin,
Nitra and Kosice. This trend in development strengthens intra-regional de-
mand®® on one hand, while curtailing productive competitiveness on the ot-
her®'. As for the Kosice and Nitra regions, development continues despite
a high unemployment rate. As for the Trnava and Trenéin regions, the present
development is free of wage restraints due to high unemployment and is the re-
sult of a respectively high economic and export performance compared to the
growth of wages.

% By faster growth of eamed income of population.
¥ By increase in wage experiditures.
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6 FINANCIAL ASPECTS OF REGIONAL DEVELOPMENT

The financial aspects of regional development are often reduced to public fi-
nance and budget control issues. Such a view would mean an oversimplificati-
on of the matter, for it allows one to survey only a part of the vast amay of fi-
nancial processes determining regional development and does not provide
room to tackle broader problems linked to the development of regional econo-
mies. The basic precondition in order to examine the underlying financial pro-
cesses determining regional development and to find viable solutions for regi-
onal problems is to envisage the broadest possible spectrum of finances
determining the development of regions. With this premise it can be assumed
that the finances determining the development in a region have two major com-
ponents, these being the internal and external financial resources.

Internal finical resources of a region are derived from:

« Current income of population®,

« Corporate profits® and

« Local administration receipts®.

Sources of internal finance in Siovakia's regions in 1998
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32 |ncluding all earnings in money of regional population.
33 |ncluding disposable financial resources of enterprises generated within the region.
3 including regional sources of regional public finance.
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These financial resources designate the dynamism of intraregional demand,
fix intraregional resources available for investment and determine the size of
public finance in a region

The basic regional proportions of internal finance broken down by source
can be found in the bar graph of Figure 9. As indicated, businesses, populati-
on and local budgets represent the sources for the individual components of
internal finance, being determined by corporate profits, current income of po-
pulation and receipts of local authorities in the individual regions of Slovakia,
respectively.

The foregoing figure further shows, that the major part of internal financial
resources in the regions is derived from current income of the population. The
participation of corporate profits on internal finance of regions is directly pro-
portionate to profit rates of businesses operating in a given region. The highest
proportion of corporate profits in the internal finance of a region is found in the
Bratislava region. A considerably lower share is seen in the Tmava and Kosice
regions, which from the viewpoint of this measure are ranked second and third
respectively. Receipts of local authorities provide the greatest input for internal
finance in the regions of Presov, Nitra and Zilina, which from the viewpoint of
economic performance occupy the last three positions among the family of
Slovak regions.

Basic information on the size of internal finance in regions of the Slovak Re-
public for 1997 and 1998 is contained in Table 34.

Tabie 34 Internal financial resources of Stovak regions per capita in thousands of SKK

| Region 1907 1998
| Bratislava 3210 301.2
: Tmdva 931 92,8
! Trencin 916 95,4
| Nitra 786 82,4
| Zilina 86,1 90,6
| Banska Bystrica 96,9 109,8
| Predov 73.8 78,5
| Kosice 96.9 97,1
| SRin total 14,7 15,9

Comment: Internal financial resources = currant income of household sector + economic resutt of profit-ma-
king and non-profit organizations + receipts of local/municipal budgets. The economic result was broken down
into individual regions using cumulated earnings and costs and data. R of local

were broken down into individual regions according to respective state budget methods. Population count as
of December 31 was used. Source: Slovak Bureau of Statistics (SU SR), Slovak Property Fund (MF SR).

According to the figures shown in Table 34, it can be stated that the level of
internal financial resources found in a region is in close correlation with its res-
pective economic performance. The lowest level of internal finance is shown in
the regions of Presov, Nitra and Zilina. A mediocre level of internal finance is
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observed in the regions of Trnava and Trendin. A fairly high level of internal fi-
nancial resources is reported in the regions of Bratislava, Banska Bystrica and
Kosice, whereby the Bratislava region has in this respect a leading position. in-
ternal financial resources available in this region reached a staggering 258 per
cent compared to the national average.

While in the framework of internal finance, the current population income
and the economic result of businesses affect demand and investment, while lo-
cal budget receipts determine public spending on the level of local and muni-
cipal authorities.

Basic information on the scope of this spending in relation to the public bud-
get is contained in Table 35.

Table 35 Per capita spending of public budgets in the Slovak Republic in thousands of SKK

National budget 32,5 30,2 319 35.7 40.4 36,5
Local/ icipal budgets 33 3.4 3.3 41 4.9 48
Comment: Calculation was made using population count as of December 31. Source: Siovak Bureau of Sta-

tistics (SU SR) and Slovak Property fund (MF SR).

According to the foregoing table, it can be stated that. while per-capita pub-
lic spending of the state budget rose by 12 per cent between 1993 and 1998,
per-capita public spending of the local/municipal budgets grew by as much as
46 per cent during the same period. Despite this fact, in 1988 only 12 per cent
of total public spending per capita was realized via local/municipal budgets,
while 88 per cent of spending came from the state budget. This condition le-
ads to public finance shortages on regional levels and adversely affects further
development of the regions.

Table 36 Pubiic finance situation in Slovak regions

Bratislava 1.6 1,2 1.7
Tmava 49 41 57
Trenéin 5,2 46 58
Nitra 6,2 53 8,7
Zilina 6,3 51 8,2
Banska Bystrica 54 40 5.5
Presov 8.2 6.8 7.2
Kosice 49 44 55
Stovakia in total 4.4 3.6 4,7

Comment: Calculations made according to refevant measures broken down to regions. Source: Slovak Bure-
au of Statistics (SU SR) and Siovak Property Fund (MF SR).
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The two leftmost columns in the foregoing table give an idea of the situa-
tion of public finance from the viewpoint of economic performance. The
analysis of the correlation existing between the regional GDP input of the re-
ceipts of local/municipal budgets and their respective economic perfor-
mance shows that the higher the economic performance of a region, the
higher the portion of generated GDP redistributed through local and muni-
cipal spending. This means that the lower the economic performance of
a region, the higher its dependence upon financial resources created else-
where. A decline of this indicator in 1998 compared to 1997 is induced by
cuts in public spending®.

The two rightmost columns in the above table provide information on the sta-
tus of public finance from the viewpoint of internal financial resources availab-
le in a region. The analysis of the data contained in the said columns shows
again that in regions with the weakest economic performance, intemal financi-
al resources consist for the main part of local/municipal receipts. This means
that the lower the economic performance of a region, the higher the importan-
ce of public finance within the total of internal funds.

If the percentage of local/municipal receipts in relation to internal funds
of a region exceeds the share of local/municipal receipts in relation to GDP
generated in the region, it follows that the volume of GDP formed in a regi-
on exceeds the volume of its internal financial resources. In such regions,
there is sufficient capacity to build up the volume of internal funds on one
hand, and to reallocate resources into other regions on the other. However,
a basic precondition to do so, is to remit the tax encumbrance of generated
income.

The present status of public finance is mainly a consequence of the existing
mechanism redistributing financial resources among districts, regions and the
state. In addition, it is the result of insutiicient tax-revenue sharing with districts.
The implementation of appropriate changes in this system is a crucial precon-
dition to successful development of a region in the near future.

On the level of the national economy, these changes should address the fol-
lowing two areas. First, further shrinkage of the part of GDP from which public
spending is derived. Second, further increases of local and municipal spen-
ding finked to further decrease of government spending.

On the level of the regional economy, the above changes should address
both receipts and expenditures. As for the receipt side, the main objectives
are stabilization, a reduced dependency upon the state budget and the kee-
ping of an appropriate clearing mechanism for local/municipal budgets and
the state budget. An important task in this respect is the reorganization of
the tax system, which should strengthen the position of local/municipal aut-

3 While in 1997 public spending totaled 244.4 bill. SKK, it dropped to 222.8 bill. SKK in
1998. In terms of GDP share this means 37.4 and 31.1 per cent respectively.
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horities by giving them power to decide about selected tax-types and better
manage district funds and property. As for the expenditure side, the main
objective is the standardization of mechanisms providing for efficient bud-
get management, including better public transparency.

External financial resources, being the second component of finance de-
termining regional development, are defined as such funds which increase:

+ Intra-regionat demand and
» the volume of investment allocated in a region's territory

These are funds coming from outside of the region and they can be
brought, shifted or allocated into the region by natural persons®, profit-ma-
king® and non-profit® organizations and government®®. They can be of do-
mestic or of foreign origin, whereby in most of the cases they are mixed
funds from the viewpoint of their provenance and their distribution in the re-
gion.

It can be assumed that the influx of external funds, which increase intra-re-
gional demand, depends to a great extent upon the economic performance of
the region and the characteristic regional features determining the attractive-
ness of the region from the point of view of tourism and purchases in the retail
network.

Investment plays a crucial role in the long term development of a region. The
existing relationship between creation of funds and investment applied to Slo-
vakia's regions is shown by the graph of Figure 9. This graph measures the cre-
ation of funds and the investment in terms of cumulated per-capita values of
GDP and investment between 1996 and 1998. As the linear relationship bet-
ween funds formation and investment, depicted on the graph of Figure 11, in-
dicates, free investment funds tend to remain in the very region in which they
were created. The fact that there are no significant flows of free investments
funds between the regions is mainly caused by:

« severe under-capitalization of the whole economy
« malfunction of the mechanism* designed to provide for the realiocation of
free investment funds among the regions.

In addition, the linear relationship between capital creation and investment
shows a low level of foreign investment, whereby aiready the existing invest-
ment was attracted by economic performance rather than by other comparati-
ve advantage of individual regions. The linear relationship further indicates, that

% For ex. Tourism and purchases in the retail network.

¥ For ex. private investment.

3 For ex. Support of regional development programs through various foundations and
funds.

3 For ex. Covering a certain part of the required project funding by means of the State Envi-
ronment Fund, by appropriating funds of the public treasury administration for activities of the
Regional Development Agency in the Zilina region, etc.

40 The main difficulty is the malfunction of the capital market.
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investment funded from domestic resources is mainly oriented towards moder-
nization.

It can be said that the influx of external funds determining the investment vo-
lume in a region depends upon the legal and political environment, the macro-
economic and social framework and mainly upon:

» comparative advantage of a region*
» presence of development programs*? and
« organizational structures determining regional development®.

“' For ex.; economic performance, economic potential, strategic geographic position, low
overail costs, labor cost and quality, etc.

“2£conomically viable programs targeting infrastructure production and services, respecting
the given properties and addressing possibilities and limits of future domestic and world de-
velopment.

“3The objective is an adequat iosis of state ac ion, local self-governments,
support structures in the area of consutting informational and financial backing.
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7 POSSIBILITIES OF ECONOMIC DEVELOPMENT
OF REGIONS

The macroeconomic environment plays a fundamental role in the development
of a region. This environment affects the way market mechanisms in a region
are shaped, determines the formation of the supply side and sets out develop-
ment possibilities of the demand side of a region’s economy. it delineates the
exploitability and the growth of a region’s economic potential and establishes
conditions needed for the action of intra- and extra-regional factors determining
the demand for goods and services a region can supply. The way the macroe-
conomic environment affects a region is reflected in the values assumed by
macroeconomic parameters relevant to the behavior of business entities of
a region and at the same time in economic policy measures, which have an im-
pact on the said behavior.

The year 1999 is marked by the continuing decline of the dynamics of eco-
nomic growth along with a deterioration in the stability of the macroeconomic
environment, both being a logical consequence of the mis-development wit-
nessed in previous years. The main causes lie in the neglected tension betwe-
en the imbalance and the growth of economy and in the insufficient adaptation
of businesses to free market conditions.

As far as future development is concerned, the Slovak economy is expec-
ted to show slightly lower than average annual economic growth rates and in-
fiation rates in the interval between 2000 and 2002 than it showed between
1995 and 1998. The nature of this trend is illustrated by the data contained in
Tabie 37.

Table 37 Average annual GDP growth rate and inflation rate in per cent

1995 - 1998 © T 1999-2002 |
Real GDP 58 20103.7 |
Nominal GDP 11,6 771989 |
Average annual infiation rate 5.8 631085 _d‘

Comment: Figures are derived from the geometric mean of relevant growth rates and the infiation rate for the
given years..

Taking into account the trend shown in Table 37, it is highly probabie that in
the period between 1999 and 2000, the share of the state budget deficit in re-
lation to GDP will oscillate around 3 per cent and the average annual inflation
rate will reach 14 to 18 per cent.

The foreseen trend in the evolution of the national economy will establish
such conditions for regional deveiopment, which will enable the individual re-
gions to freely shape the performance of their economies within the limits indi-
cated in table 38.
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Table 38 GDP per capita generated in Siovak regions in thousands of SKK {at current prices)

7S
Bratislava 4212 429,0 530,7 574,3
Tmava 128,0 130.3 163,9 1774
Trendin 12,5 14,6 144,7 156,6
Nira 97,5 99,3 123,4 133,6
Zilina ) ) 99,7 101,6 123,8 134,0
Banska Bystrica 130,2 132,6 165,9 179,5
Presove 74,1 75,5 86,9 94,0
Kosice 13,6 115,8 132,7 143,6
Slovakia in total 1426 145,2 177,9 192.5
| ]

The trend indicated in table 38 shows that the development of economic
performance will differ in individual Slovak regions, despite the fact that the
group of the best performing regions, which formed in 1998, is likely to rema-
in unchanged until at ieast 2002. This is the consequence of the crystallizati-
on process of supply and demand factors in the regions, which is delimited by
the existing economic potential and by the behavior of business entities influ-
enced mainly by the economic policy of the government.

Just how close the economic performance of the individual regions will get to
the foreseen upper limits depends mainly upon regional dimensions of microeco-
nomic development*. The key principle in this respect is based on the fact that
the part of the business sector operating exclusively on domestic markets shrinks
because of growing costs and falling yields from income forming processes, which
is subsequently translated into falling economic results and declining investment
volumes. The areas most affected by the above syndrome are undercapitalized
plants in urgent need of modemization in order for them to move ahead. The least
affected areas are plants with allocated foreign capital, which are already experi-
encing the more advanced stages of the transition process. Despite their positive
outlooks, they are still rather highly sensitive to exogenous destabilizing impulses.

The business sector is comparably more immune to the declining yield of in-
come relevant processes, which is mainly due to its considerable share of ex-
port production, which makes use of the stable foreign markets with a high pro-
fit margin. The weakest member here are companies, which focus their export
activities on goods and services that are competitive only because of their low
price. These exports are highly price sensitive and a rise in the production cost
of labor, material and services might seriously threaten their export position on

*¢ Determined by present conditions of economic development, which call for structural
changes and a rapid adaptation of the business sector.
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respective foreign markets. Long term stability of sales can also not be dis-
cussed because of the high sensitivity to price change related to other impor-
ters buying from countries with lower manufacturing costs. Business cycle
changes are a natural risk factor common to all exporting companies. Howe-
ver, the most vulnerable ones are those who fall short of adequately diversify-
ing their export commodity structure.

For the sake of future development it is first of all necessary to reduce vul-
nerability and build up the competitiveness of businesses. Sustained progress
in this respect depends to a great extent on the utilization of existing company
resources and on the timely implementation of required structural changes,
which should envisage special features of regional economic development and
take into account the characteristics of macroeconomic development. The
starting-point for this purpose is the present situation of the business sector
along with its development possibilities.

The overall standing of a region’s business sector is mainly determined by:
the performance of income relevant processes, which determines the de-
mand for goods and services

the income situation of the population, which dictates consumption habits
the condition of the social and technical infrastructure, which reflects the
flexibility level of demand with regard to demand volume and structure

the activity level in terms of foreign trade and investment.

From a long-term perspective, an optimum combination of alt the foregoing
factors in the situation of the Slovak economy is the right vehicle for a dynamic
and sound development. Due to the ongoing process of transformation, the mic-
roeconomic evolution is in general much more dependent upon economic poli-
cies, access to funding and taxation mechanisms than in developed economies.

.

Table 39 Output structure of the processing industry in Slovak regions

1

[ Processing ndustrybeanches BA -~ TT TN MR ZA . BB . PP K

| Paper-mills and pulp-mills 0.0% 0.0% 0.0% 131% 205% 34% 77% 1.9%
Chemical industry 25.3% 33.6% 35.7% 342% 41% 88% 446% 58%
Wood-processing industry 0.2% 1.9% 0.0% 45% 04% 10.2% 00% 0.8%
Electronics industry 20% 00% 08% 00% 1.2% 00% 40% 386%
Metallurgy 44.7%  0.0% 0.8% 0.0% 251% 00% 53% 12.9%
Shoe industry 0.0% 9.4% 15% 00% 101% 48.4% 00% 63.2%
Printing industry 0.0% 0.0% 53% 0.0% 10% 0.0% 4.4% 00%
Food processing industry 06% 126% 00% 0% 21% 03% 00% 00%
Glass industry 77% 13.5% 57% 106% 53% 61% 42% 48%
Production of nonmetaliic
mineral products 01% 74% 53% 00% 00% 08% 00% 0.0%
Engineering industry 1.0% 0.0% 1.9% 10% 1.0% 75% 0.0% 3.9%
Textile and clothing industry  18.3%  8.8% 24.1% 32.7% 13.1% 78% 21.4% 0.2%
Mining industry 0.0% 1.8% 7.3% 0.0% 00% 26% 00% 17%
Textile and clothing industry 0.2% 1.2% 11.8%  38% 60% 42% 83% 12%
Total 100.0 % 100.0% 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %|
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7.1 Bratislava region

Thg considerable purchasing power of the this region's population is shown
mainly in the elevated demand for services and for consumer and investment
gpods. This becomes a strong motivating factor on the supply side fueling bu-
siness activities, which generaily reach relatively high profit margins.

As for the individual industries and sectors, the transformation of the entire ma-
nufacturing structure has almost been concluded, which means that the majority
qf industries are likely to yield sustained profits. Aimost 30 per cent of sales are de-
rived from the trade and service sector, more than 30 per cent from the building
industry and about 35 per cent from the petrochemical, chemical and engineering
industry. Much like the remaining Siovak regions, the Bratislava region itself is mar-
ked by the recession of domestic demand induced by the decline in the purcha-
sing power of the popuiation*°. The exceptional position of the business sector in
terms of development funds is given by its above-standard export activity of a most
favorable composition, which is a guarantee of sustained profits. While becoming
strong on domestic markets is a question of the low price the domestic demand
can afford*, the key to success on competitive foreign markets is quality.

From the point of view of export production in the Bratislava region, the che-
mical, energy and engineering industry plays a fundamental role within the in-
dustry sector. A detailed picture of the performance and profit margins of com-
panies helps to determine the region’s branch structure of exports and to
measure efficiency in the respective branches.

Table 40 Export and i of branches in the i region
Chemical industry 32.6% 4.1% 22.7%
Energy industry 29.7% 23.2% 29.2%
Engineering industry 29.3% -1.3% 59.5%

As the foregoing table shows, the exports derived from the energy sector
and from the engineering and chemical industry jointly account for nearly 92
per cent of total exports of industrial production. The lowest profit to safes ra-
tio*” and the highest liabilities to assets ratio*® can be seen in the engineering

“*Expressed as growth rate of current income.

st can be added, that according to a survey carried out on a sample of most important pub-
lic and private organizations of the sector in the 2™ half-year of 1999, sales have been de-
termined by the price level in the first place (50 per cent), then by the quality of sold com-
modities (35 per cent} and finally by the product specification (15 per cent).

‘" Expressed as profit before taxation to total assets.

‘¢ Expressed as total liiabilities to total consolidated assets.
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industry. The said facts perfectly illustrate the siow progress which is a typical
feature of large-scale transformation processes going on in this industrial
branch. The main cause of friction in this case remains poor liquidity.

However, the fundamental role of the automotive industry is undisputed -
expanding rapidly, it reached an export performance of a staggering 99,6 per
cent during 1998. The highly dynamic growth rate of this industry is mainly due
to the sizable influx of foreign capital, which has here been successfully allo-
cated. The strong resistance against external destabilizing factors, which is
a characteristic trait of this industry, helps to successfully initiate and carry out
the transformation of related branches in a relatively short period of time. On
these 'grounds, the automotive industry in the Bratislava region can be consi-
dered to have an excellent outlook also from the larger perspective of the trans-
formation process.

In the Bratislava region, the energy sector is part of those industries that ha-
ve continuously generated profits. The predominant position in this branch is
occupied by the state-controlied gas sector, which has just recently experien-
ced difficulties arising from unresolved ownership relations. The substantial
economic potential combined with an optimized ownership structure gives ho-
pe for the entire sector to eventually secure a solid position on the EU market.

As for chemical industry outputs in the Bratislava region, chemical consu-
mer goods show a fairly high profit-to-sales ratio exceeding by far the national
average. The production of consumer commodities in this sector is largely un-
derpinned by foreign capital, which is manifested in an array of positive im-
pacts. The average share of exports accounts for roughly 17 per cent of the to-
tal output generated by the chemical industry. In 1998, record levels of export
performance were reached in fields of petrochemistry and industrial chemist-
ry*e. However, this type of production is to a considerable extent characteristic
of reacting sensitively to exogenous destabilizing factors. The reasons for the

present state of affairs may be found in the successfully launched, but stifl una-
ccomplished process of transformation, whose main focus was to address the
areas of industrial chemistry and high price sensitivity of the petrochemical in-
dustry, where the sum of alt factors pushed up the indebtedness further.

7.2 Trnava region

In the Trnava region, sales generated from the regional industry sector have not
changed significantly in the past, accounting throughout for roughly 7 per cent
of the total national value of industrial sales. The share of the building industry
and of the trade and service sector exceeds 1 per cent of the respective nati-

9 Expressed as export to total production According to Trend Top 100 enterprises operating
in the field of petrochemical industry and industrial chemistry reached an dium value of
this indicator.
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Table 41 Export and analyti of sel in the Tmava region

; SRR
55.5% 11.5% )
15.7% 24.4% 49.5%
11.9% 2.8% 42.4%
i 7.7% 7.5% 45.9%
Mining industry 0.0% 11.4% 65.0%

onal output. The Trnava region is ranked 3" from the point of view of economic
performance®. The falling purchasing power of the population causes the de-
mand for convenience goods to siphon off disposable money.

Th'e business sector is to a major extent oriented at production targeting do-
mestic markets. The share of exports in relation to total sales has been unable
to get past 16 per cent, which is logically translated into the lowest export per-
formance found within the family of Slovak regions. The majority of businesses
are marked by a decline in domestic demand, which is chiefly due to the low
shgre of exports in relation to total production and to prevailing undercapitali~
zation. In addition, the fall in domestic demand is reflected in shrinking profit
margins, lower production efficiency and unproportional growth of costs linked
to funding. Industrial production takes the largest share in regional sales
amounting to 87 per cent of the total, followed by the trade and service secto;
and the building industry amounting to 10 and 3 per cent respectively®'.

From the a long-term perspective, a fundamental issue in achieving sustai-
nable growth remains a stronger export performance, with exports oriented
more towards solid markets providing for stable sales and appropriate pressu-
re_ on competitiveness. As Table 41 indicates, about 90 per cent of the total re-
gion's exports are derived from the chemical industry, printing industry, metal-
lurgy and glass industry. All of the said industries show fairly high profit to sales
ratios®? along with a relatively high degree of overall indebtedness. While the
profit to sales ratio is indicative of the health of the manufacturing structure, the
latter being to a great extent determined by the presence and size of foreign
capital®®, a high liabilities to assets ratio is indicative of the sensitivity to exter-
nal destabilizing factors. This assertion applies especially to the pharmaceuti-
cal industry, which should typically be part of the key industries with the best
financial standing in a region. '

% Expressed in GDP per capita at current proces.

% Concentrated mainly in the branches of light chemistry, glas production, mettalurgy, prin-
ting and food processing.

2 Mainly the printing industry, where the profit to sales ratio reaches almost 25 per cent,
which is the highest among all the industries in the region. As for its structure, the main fo-
cus is the production of various types of package and packagging material.

53 Aliocated mainly in the printing industry and partially in metallurgy.

67



An equally important section of economic activity is the mining industry and
the gas sector primarily targeting domestic markets. From a longer per-
spective, the key to sustained high profits is the efficient utilization of the
considerable potential of both sectors. The hitherto misdevelopment, or, to
put it more bluntly, the ill-usage of production resources was a consequen-
ce of incorrect political decisions and counter-productive efforts of various
interest group.

7.3 Trendéin region

Table 42 Export and i of d in the Trenéin region
; . 1 share of export _ Profit to asies ratio _ Lisbiities 1o sesets ratio |
Chemical industry 58.8% 3.4% 45.9% l
Engineering industry 16.1% -3.8% 47.4% !
Textile and clothing industry 16.7% 0.7% 74.0% |

.

The main part of the economic activity in this region is oriented towards indu-
strial production, which in the long run accounts for 86 per cent of the total va-
lue of sales in the region and which is concentrated mainly into the chemical,
engineering, textile and clothing industry.

As Table 42 shows, the share of the selected industries represents roughly 90
per cent of the region's total exports. The overall gloomy mood shared by bu-
siness operating in the given industries is mainly due to the given development
options, all of which involve the generation of profits and of an appropriate le-
vel of indebtedness. Such outlooks are caused by macroeconomic factors
which give hardly any room for adequate development on the one hand, and by
the high level of undercapitalization in plants needing substantial investment in
order to rapidly modernize inefficient equipment. The least affected are the
branches of the chemical industry, mainly in the fields of rubber production and
heavy chemistry showing the highest profit to sales ratio and the by far lowest
liabilities to assets ratio. These branches belong to the most investment inten-
sive ones, however investment costs needed in order to make manufacturing
processes efficient again are among the lowest in all of the region's industries,
and the related return on investment is possible only among the highest dueto
the abounding manufacturing tradition and the relatively strong export position.
The engineering industry is the sector most heavily plagued by creeping para-
lysis. The dynamics of progress in the modemization and transformation pro-
cess of inefficient plants is very low, which is chiefly due to a lack of investment
capital and to the absence of a global development vision.

Businesses operating in the field of the textile and clothing industry are alrea-
dy past the transitional stage of the transformation and modemization process,
which manifests itself through increasing profit margins and through a stronger
export performance.
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7.4 Nitra region

Table 43 Export and d of sel b hes in the Nitra region
Pulp and paper industry 5.8% 46"/ ] = 3.0% )
nd p 2 6% 23.0%
Chw industry 52.9% 4.8% 42.2"/:
Engineering industry 32.2% -5.1% 68.6%

The'gro.wing share of social benefit paid out and the falling share of earned and
capital income shapes the pattern of the region’s demand for goods and servi-
ces copcentrating chiefly on consumption. The present demand backed by
a poor income situation leaves barely any room for appropriate growth or re-
covery of the business environment. Therefore from a longer perspective, the
essential factor of development is the level of economic activity oriented a‘t the
export of goods and services.

The major part of the economic activity of companies is concentrated into
the areas indicated in Table 43. The joint shares of the selected industries in
relation to the total worth of regional sales amount to more than 80 per cent
while 80 per cent of the region’s total export is generated within the said indu:
stries.

The chemical industry specializes mainly in the production and export of

chemical fertilizers and plastic materials. Aimost 80 per cent of fertilizer pro-
duction goes to foreign markets, while exports of the production of plastic ma-
terials amount to mere a 35 per cent. The above fact is reflected in a high sen-
sitivity of the profit-to-sales and liabilities-to-assets ratios of plants with low
export performance to macroeconomic development.
. The pulp and paper industry has made significant positive progress, which
is a manifestation of the influx of foreign investment into this sector. The pro-
duction is oriented more than 60 per cent at foreign markets and is hence of
considerable importance to the region’s development.

The engineering industry, here represented by shipbuilding and production
of heaters and white goods, has been heavily affected by a lack of financial re-
sources needed for investment activities and renewa! of plants. The highest ex-
port potential is seen in the area of shipbuilding®*, where real possibilities for
dynamic growth are obstructed by poor availability and scope of funding. Over-
coming these hurdles is essential not only to the development of the sector, but
also to the entire region.

34 According to Trend Top 100, exports accounted for 6.8 per cent of total sales in the ship-
building in 1998.
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7.5 Zilina region

and paper industry . 37.5%

Pulp

Electronics industry 18.2% 0.1% 54.8%
Metallurgy 25.5% -2.5% 48.9%
| Engineering industry 4.0% -2.4% 65.8%

The Zilina region is marked by having a relatively very low economic perfor-
mance and by a high and still growing share of distributed out social benefits®.
This situation is naturally translated into a decline of the purchasing power in
this particular region. Industrial production accounts for 67 per cent of total re-
gional sales, followed by the building sector and the service sector reaching
25 and 8 per cent respectively, whereby especially the former shows a very
strong presence®® within the region.

Table 44 indicates the industries that have a significant impact on the develop-
ment of the region. These industries account for nearly 60 per cent of total re-
gional sales and provide the input for more than 90 per cent of exported pro-
duction.

The pulp and paper industry is the industrial branch that has possibly made
the greatest progress in terms of modernization and free-market adaptation
This sector shows continuous growth of sales volumes with a more than 65 per
cent share of export production. The negative value assumed by the profit to
sales ratio and a relatively high share of loan capital in relation to assets in bu-
sinesses are linked to extensive investment flowing chiefly into technologies
and showing results in the present growth of sales and in the improved export
competitiveness. This outlined trend should continue in the future, but the ex-
pected overall increase in financial expenses in the economy could cause fric-
tion.

The electronics industry is focused mainly on the production of digital com-
munication systems and TV receivers. The macroeconomic development re-
presents an obstacle to further development of the businesses found in this
sector mainly because of difficulties linked to funding and to the fluctuations of
the exchange rate. Despite this fact, producers of TV receivers managed to

55 in the Zilina region, the GDP share per capita at current prices reached 93.300 SKK in
1998; appropriated social benefits amounted to almost 24 per cent of the earned income of
households during the same year.

% The Zilina region disposes of strong construction potential, which is extensivelly used alf
over the Slovak territory activity. However, it depends largely upon the implementation ofthe
state construction policy.
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push exports further up, which has a considerable positive impact on the de-
velopment of the region.

Companies and businesses of the engineering sector, which in most of the
cases used to belong to the crumbled state-owned ZT S-Group, have shown to
be unable to raise either self-created or foreign investment funds vital for the
introduction of efficiency improving changes. Apart from instant progress to be
made in the complex support-delivery program, tailor-made to address key is-
sues in the Slovak engineering industry, there will be no remedy to the ongo-
ing ill-usage and waste of production resources.

The sector of metallurgy shows a high level of export performance mainly in
the field of ferroalloy production®”. Recently, there has been a slight drop in
performance and in corporate efficiency accompanied by arise in the share of
loan capital. The rather extensive under-capitalization of individual production
plants along with a high price sensitivity of export production cause the deve-
lopment of the business environment to be excessively dependent upon chan-
ges in the global business cycle of metallurgy.

7.6 Banska Bystrica region

Table 45 Export and of selected in the Banska Bystrica region
Reglonal share of exports  Profit to sales ratio Liabilities to assets fatio
Chemical industry a2% “2.8% 50.7%
Wood processing industry  4.3% -3.0% 19.2%
Metallurgy 66.4% -0.2% 57.0%
|_Engineering industry 5.2% -3.7% 47.7%

Sales derived from the economic activity of business operating in the industri-
al production sector roughly amount to 77 per cent of the total, followed by sa-
les in the service sector and the building industry reaching 22 and 1 per cent
respectively. As for sales volumes, this particular region performs well in the fi-
elds of industry, trade and services, but shows a very low performance in the
building industry.

As indicated in Table 45, the sum of the sales volumes derived from the abo-
ve industries covers 75 per cent of the region's total earnings on industrial pro-
duction. Their share on total regional exports has remained around 80 per
cent.

The individual branches of the chemical, wood-processing and engineering
industries reach an average export performance of 25 per cent. Hence their
development depends upon domestic demand and upon the condition of the

7 According to Tred Top 100, the average share of export in relation to sales reached rough-
ly 92 per cent in the metaliurgy sector of the Zilina region.

71



economic environment. The long-term objective here should be the improve-
ment of export performance, which obsolete equipment and technology pre-
determine to be strongly investment intensive. The lack of investment capital al-
so negatively affects the efficiency within companies pushing up their
debt-equity ratio. For the near future, no significant progress in terms of profi-
tability can be expected.

On the average, 67 per cent of metallurgic production is designated for export.
The recession on the domestic and world markets in 1998 shrunk profit mar-
gins for the vast majority of enterprises operating in this sector and hence af-
fected their future development. Under-capitalization surrounded by high fi-
nancial expenditures resulted in the rise of the debt-equity ratio, which limits
competitiveness. Without massive investment funds injections, there will be no
strengthening of the export performance and no growth of economic results.

7.7 Presov region

Table 46 Export and of d b hes in the Predov region

. Poglonel share of eports - Profitio saies . Lisbilities 10 sssets ratio
Chermical industry 60.0% 2.8% 62.1%
Electronics industry 4.2% -1.5% 45.5%
Engineering industry 26.3% -36% 51.0%
Textle and clothing industy  6.9% -2.8% 61.3%

The Presov region is marked by two features - the lowest economic perfor-
mance and the weakest income situation of its population®®. These features are
reflected in the condition of the business sector.

As shown in Table 46, the selected industries account in the fong run for al-
most 80 per cent of the region's total sales while providing input for 97 per cent
of the total export production. The sales derived from the building industry ha-
ve not dropped below 9 per cent, while trade and services sectors were una-
ble to exceed the 1 per cent marker. From the perspective of further develop-
ment, this is a major drawback. The poor situation in the business environment,
along with inefficient pre-transformation conditions of the production plants do-
es not represent a suitable vehicle for sustainable growth. The said features,
which add to the high sensitivity of exogenous destabilizing factors, can be
found in all selected industries. Without a systematic approach to strengthe-
ning the export performance with a view to reach sustainable competitiveness,

8 GDP per capita at current prices amounted to 70 500 SKK. The ratio of appropriated so-
cial benefits to current earned income in the region reached 24 per cent, which is the hig-
hest value assumed by this ratio in entire Slovak economy.
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there is little hope of maintaining the stability of the region's industry in the long
run, especially in the troubled macroeconomic situation of Slovakia.

The highest export performance of around 65 per cent is found in the che-
mical industry. The field of heavy chemistry production can be qualified as be-
ing highly price sensitive and extensively undercapitalized. The introduction of
inevitable systematic measures aimed at the improvement of quality and at the
renewal of obsolete technology will be impossible without the participation of
external inputs, which should have the effect of boosting export performance.

A high degree of under-capitalization, obsolete equipment and technology,
a vital lack of investment capital and growing financial expenditures are featu-
res common to the majority of enterprises of the above mentioned industries.
Plummeting economic resuits, a growing debt-equity ratio and a decreasing
production efficiency make existent plants deteriorate and at the same time lar-
gely reduce the room for a healthy long-term development.

7.8 Kosice region

Table 47 Export structure and i of selected b of the Kosice region

L ) " Reglonal share of exports Profitto sales ratio - Liabilities to assets ratio
| Chemical industry 14.6% -4.2% 52.1%

’ Electronics industry 12.6% -6.7% 48.0%

i Metallurgy 57.5% -0.7% 84.8% ‘

High export capacities®® and sizable earned income of households have sha-
ped a business environment in which sales derived from the industry account
for 53 per cent the region's total, while sales from trade and services and from
the building industry amount to 44 and 3 per cent respectively.

The sector of metaliurgy along with related activities in the field of trade,
plays a leading role in this region. From a long-term perspective, the share of
total sales in metallurgy in relation to total sales in the region's industry exce-
eds 63 per cent; by analogy the share of the turnover of metallurgy-related tra-
de and service activities in relation to total tumover of the trade and service
sector reached 90 per cent. This industry covers approximately 57 per cent of
the region’s total industrial exports, while related activities represent 93 per
cent of exports made in the trade and services sectors. Recent development
in this industry has seen extensive ili-usage and waste of production resources,
which resulted in a diminished liquidity. Consolidation in combination with an
influx of foreign capital should represent a guarantee for an efficient utilization

5% GDP per capita reached 108 500 SKK at current prices in 1998; export per capita rea-
ched 78 900 SKK during same year.
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of the excellent present technology and labor force, which pre-determines the
future economic development of the region.

The remaining industries, namely the chemical and electronics industries,

play an essential role in the development of the business environment and to-
gether with metaliurgy, they represent 85 per cent of the region’s export capa-
city. The main focus of the chemical industry is the production of heavy che-
mistry, which has a substantial export rate of about 72 per cent. The recent
development confirms the high price sensitivity of exported products, which is
mainly the consequence of the low efficiency of production induced by under-
capitalization of production plants. The existing capacities and technological
potential are to a great extent focused on the production of special high-quali-
ty commodities. Finding a remedy for the financial difficulties manifested
through a high level of active debts should provide the industry with sufficient
room to succeed on EU markets.
The business environment of the electronics industry has been partially re-
structured. The presence of foreign capital shows its effect in the strong export
orientation of 97 per cent and in the high growth potential of plants specializing
in electromotive systems. This type of production is highly adaptable to the ne-
eds of the car industry, which makes it a strategic element not only in the de-
velopment of the industry itself, but also in the evolution of the whole region.
The remaining part of the electronics industry is in most cases marked by ob-
solete technologies and by the lack of investment capital, both leading to
a continuing loss of performance.
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8 LEGAL FRAMEWORK OF REGIONAL DEVELOPMENT
FROM THE VIEWPOINT OF EU INTEGRATION

The present situation in public administration is marked by the following features®:

8.1 State administration

* Very high degree of centralization, high engagement of the state in public affairs
Weak horizontal coordination, sectoral approach even in the implementati-
on of all-level policies

Direct financial linkage to the state budget

Horizontal integration of state authorities across the administration territory,
whereby the coordination responsibility lies with the Ministry of the Interior
(District authorities, local/municipal authorities; only few state authorities
keep their organizational independence, e.g. tax authorities)

Proliferation and resistance to change, inefficient management of pubilic re-
sources

Little transparency in administrative processes, politicization of state autho-
rity executives

8.2 Local/municipal administration

The existence of only one of the two levels of local self government em-
bedded in the Constitution (district authorities), total absence of regional
authorities

* Immense discrepancies among districts (in terms of population, surface and

infrastructure)

* Considerable autonomy of local governments - district authorities can be
put under an obligation only by law, they are self-managed (empowered to
pass own budgets®') and they have natural law-making authority®2

%°The Siovak Republic uses a divided system of public inistration with a three-level sta-
te administration (central authorities - regional authorities (8) - district authorities (79) and
an expected two-lewel territorial self govemrnment (municipalities (cca 2878) - higher-evel
territorial units (hereinafter referred to as ,regions" - their number remains to be determined
in accordance with the territorial division)).

®' The existsing legislation does not provide effective mechanisms to regulate the indebted-
ness of municipalities and to keep municipal organs from uncontrolled selling out of munici-
pal property.

2 With regard to the great number of small municipalities, the lack of qualified lawyers nad
the low transparency of the legislation, there is eroneous municipal ordinance often to be en~
countered.
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« Impossibility of an efficient implementation of the subsidiarity principle and
of power decentralization without the establishment of a regional administ-
ration®® .

« Centralized funding system of local governments, dependence of local ad-
ministrations upon the approval of the state budget

« Legal gaps in the regulation of cooperation among sel-govemments, which is
aimed at meeting administrative goals and insufficient legal regulations to de-
termine the forms and scope of business activities available to local authorities

8.3 Public administration in general:

« Authorities are being run by means of traditional forms, instruments and
methods
« Unaccomplished systems of internal and external supervision®*

From the viewpoint of the present conditions, the Slovak Republic is not ready
to meet the requirements for efficient regional management. In order to reach
such a state of readiness, structural, institutional and functional reforms will be
necessary. The goals of these reforms surpass in their scope the issues of re-
gional policy, but their implementation immediately affects the performance ef-
ficiency of applied regional policies. The said goals are namely:

« An optimum proportion of decentralization of duties and finance; the reduc-
tion of governmental duties in order to set up favorable conditions for the im-
plementation of the subsidiarity principle

Further democratization and more transparency in public administration,
participation of lower levels

A horizontally coordinated system of public administration in the territory a-
lowing to take full advantage of all parallel sections of public administration®®
Efficiency and flexibility of the public sector - the ability to take action rati-
onally under changing conditions

Improvement of the preparation and efficient application of regulatory mea-
sures®

3 Organs of state administration have so far been responsible for the handling of all issues
surpassing the scope of municipal authority, which such handling would often require the in-
volvement of several Departments )

4 This involves the supervision of lawfulness and adequacy of action taken by authorities as
well as financial control.

85 On one side, the structure of self-governing territorial bodies can be found and on the ot-
her, there is the structure of state administration bodies.

6 A measure of quality is the extent to which the principles of a legal state are being respec-
ted (fegal bench-mark of regulation) on one hand, and the d ip . iation re-
Jated cosis ad expenditures and the imp tation of such regulation in terms of its social
benefit (economical and financial bech-mark of regulation).
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* Simplification of administrative proceedings and abolishment of bureaucra-
tic barriers

* Institutional and functional preparation of the public administration system
for future integration into the EU

Public administration reform needs an all-around approach in order to be able
to change the existing system in the desired scope. The reform therefore has
to comprise the following steps:

Institutional and organizational reform®”

First of all, it is necessary to continue the process of delegation (decentraliza-
tion) of power further down to local/municipal administration levels that has be-
en put on hold and to restart the process of the so-called effective privatization
of public duties®®.

» Territorial administration

An inevitable step will be to introduce regions®® as the second level of the ter-
ritorial administration structure, while giving them the necessary power to in-
dependently govern regional affairs. The existence of regions requires the im-
plementation of an integrated regional policy because it will be the regions
themselves who will provide for the execution of regional public duties™, be
responsible for coordinating, assessing and planning the development of their
territory”", decide about public investment of regional scope and carry it out,
hold stakes in regional agencies, co-fund development projects, etc. The spe-
cific position of the regions within the public administration system is stil open;
the number and the respective size of the regions as well as the scope of the
power to be delegated to self-goverrments are issues which are subject to fu-
ture decisions, whereby the role of the regions will immediately depend also on
how the execution of duties delegated to local/municipal authorities is mana-

®7In terms of vertical and horizontal structure of the public administration organs and in terms
of authority given to perform individual duties and obligation.

%8 Sometimes referred to as functional privatization (funktionelle Privatisierung), mainly be-
cause it integrates the market function into the initial scope of duties. !t means the return of
public duties to the private sector and the abandonment of state intervention, while having a
direct dereguiatory effect, the public interest is reflected only in identified framework condi-
tions and rules providing a smooth run of the markets.

° Higher territorial units according to the Constitution of the Slovak Republic {(Article 64,
Sec. 3). In order for the regions to have a natural law-making power similar to the power of
municipalities, there is and ammendment to the Constitution to be made.

0For ex.: decentralization in the field of education, medicare, etc.

7 Data collection and analysis, and the coordination of cooperation with other participants
on the preparation of regional development plans should represent the primary areas of fo-
cus.
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ged given the unfavorable size structure of the territorial administration sys-

tem.’2

* State administration

= Reorganization of the bodies of central state administration aimed at forming
conception-, coordination-, and assessment-oriented bodies

+ The gradual decentralization of duties should cause supervisory and in-

spection functions to prevail within the authority given to horizontally integrated

local authorities’®

* Improvement of the horizontal coordination of state administration organs

« With regard to inefficient operation of the state administration, the present
administrative break down into districts and regions should re-assessed™

f th ration an isi i inistrati

The abandonment of the directive approach in following the administration
agenda and the orientation at substantial usage of instruments of coordina-
tion, consensus, information and communication require an amendment of
the Administrative Procedure Code, which will supplement existing instituti-
ons and introduce new ones’®. .

Support for the measures of program- and project-oriented management’®
Implementation of a regulatory reform’”

2The total number of minicipalities as of December 31. 1997 reached as much as 2875 mu-
nipalities, whereby the population in 382 municipalities did not exceed 200, there are some
823 municipalities with poputation not exceeding 500 and some 761 municipalities counting
less than 1000 inhabitants. This means, that population does not exceed 1000 inhabitants
in 68 per cent of the Slovak municipalities, which jointly account for as little as 16 per cent
of Slovakia a total population. This situation call for viable economical and legal options of in-
tegrating small local self-governments into bigger units with the view of being, able to better
respond to demanding administrative conditions.

3 So-called regional and district authorities. Does not apply to specialized state administrati-
on bodies {eg internal Revenues Services).

™The most important question is the number of districts and their respective size (decrease
of number).

7S For ex.: public-aw subordination agreement” position of so-called affected organs” frame-
work arrangement for the adoption and treatment of public-iaw coordination agreements;
new concept of administrative enalization.

™ Methods used for a proper preparation of documentation and application material, which
preconditions the appropriation of financial resources from EU pre-entrance funds and later
from structural fonds; methods providing for an efficient utilization of appropriated funds.

77 {)dentification of standards to reach regulatory quality, refinement of regulatory decision-
making principles (data collection, analysis of the effect of regulatory processes, consuitati-
on on proposed regulatory . it of latory ...); strengthening
the position of extra-legal social regulation. C.f. Activity reports of the Public Management
Committee (FUMA) operating under the OECD.
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* Preparation and implementation of a conception of IT introduction into pub-
lic administration’®

* The power decentralization concept and the so-called organizational priva-
tization of public administration’® call for the establishment of a complex and
consistent system of external and internal supervision in public administrati-
on®, so that no process would be left unchecked and that each process
would be checked in the most efficient manners'.

f f t m of funding i blic administration

¢ The decentralization of power delegating more authority to territorial self-go-
vernments must be accompanied by the decentralization of funding of terri-
torial self-governments®; this is a complex issue requiring a tax system re-
form

* Reform of the budget management system??

* Legal mechanisms to regulate maximum debt levels for self-governments

* Legally regulated regional system of vertical and horizontal clearing

» Efficiency improvement of external financial supervision®* and preparation
of a harmonized system of internal financial supervision applied to functio-
nally unrelated entities®®

'8 Coordinated database shaping; output to be used for decission-making and supervisory
processes in public administration and for decision-making purposses in the private sector.
7 Ocassuibakky referred ti as firmal privatization - the public admini ive organ keeps the
duties imposed on him, but in order to carry them out, it makes use of legal and organizatio-
nal forms proper to the private sector, a typical feature is the establishment of limited corpo-
rations or stock companies.

% This involves control mechanisms applied to public administration (e.g. administrative judi-
cal system, parliamentary supervision) and control mechanisms employed by public admi-
nistration (e.g. degrees of administrative proceedings).

&' The main focus will be the supervision of lawfuliness and adequacy of external law-making
and individual action taken by the organs of public administration; supervision on all degre-
es of administrative proceedings, municipal management of duties taken over from local sta-
te administration, introduction of informal supervision thru the institute of a Parliamentary
Cc issioner for Admini ion (possibly thru Parfiamentary Commissioners for Regional
Administration). R
#Increase in the share of proper revenues (local taxes and fees...) and of freely disposable
receipts (proportional taxes, block subsidies. ..), stabilization of the receipt basis.

53 At ieast the territorial administration should be enabled to pass multiple-year budgets.

8 This involves extending the authority National Supervisory Authority (NKU) in order to
strengthen its position - an ammendment to the Constitution of the Slovak Republic will be
necessary.

% The major concern is the need for instant introduction of supervisory sections into those
deparmtnets, which decide on the allocation of public resources. This is a vital step for the
execution of administrative duties and for the programming of EU preentrance funds.
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8.1.4 Staff reform

This issue is closely linked to the above issue of the operation reform of public

administration (c.f. point 2.).

« A separate labor regulation tailor-made for the employees of the state and
territory administration » i

« Introduction of training mechanisms into public administration

841. imizati relati tw
sector®®
« The creation of an environment stimulating profit-making and non-profit en-

tities to actively participate on issues of common interest with the view of re-
aching socio-economical equilibrium and sustainable growth.

The following steps fostering regional development in terms of public adminis-
tration have been or are being taken:

T ization of the reform 111 ini i

« Onthe February 3, 1999, government decree NR. 98 officially established
the Office of the Plenipotentiary of the Slovak Government to be responsib-
le for the implementation of the Strategy of the public administration reform
project.®”

The document entitled , Strategy of further progress in the process of de-
centralization and public administration reform” has been prepared ungier
the plenipotentiary and subsequently submitted to the Government, which
in August 1999 has taken judicial notice of it in form of Government Decree
NR. 695.88

86 Basic precondition is a complete and transparent privatization.

# |ng. V. Niznansky was appointed to the Office of the Plenipotentiary.

88 By the above decree, the Government decided the implementation of the reform to be ba-
sed on the ,Strategy Document". This means, that the Slovak Repubtic wilt adopt the divided
public administration model, which means and institutionaity separated two-part system of
state administration and seff-government. The document further contains a time schedule for
the ongoing decentralization process in public administration. Along with the ;tra?egy came
the initial general draft of the list of future authorities to be delegated to territorial self-q?—
vernments, whereby this issues should definitely be resolved by Decembtier 31,1999  ltis
only natyral, that the expected changes in the regional and administrative desmn 91 the Slo-
vak Republic be refined by the same time. Questions arise mainly in connection with t.he Fer—
ritorial division into regions, but also in connection with the changes in the number of districts
representing the lowest level of state administration. Rather unclear remains how the so-cal-
led small regions will cope with the new load of duties imposed on them.
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* At present, the plenipotentiary is in the process of preparing the Concept of
decentralization and modernization of public administration in accordance
with the ,Strategy Document”; all public authorities designated by the abo-
ve Decree, namely the designated Departments, the Bureau of the Govern-
ment and the Supreme Supervisory Authority (NKU) shall join efforts to draft
reform concepts to be then appropriately embedded in legislation.®®. The
officially foreseen launch date of the reform package (establishment of re-
gions, delegation of power and property to self-governments, funding sys-
tem revision, etc) is January 1, 2001.
The Government Deputy for human and ethnic rights and regional develop-
ment continuously coordinates the preparation and implementation of regi-

onal policy and development programs with the reform process in public ad-
ministration

The above reform measures have been accompanied by the following changes

on the legislation side:

* Amendment to the Public Competence Act®®, which transformed the De-
partment for Construction and Public Works into the Department for Con-
struction and Regional Development®!.

Relationshi n private an blic sector in free-mar

it
« State Assistance Act®?

¢ The Strategy document contains in its annex a list of examples of expected laws.

% Act Nr. 293/1999 of the Law Digest ammending Act Nr. 347/1990 of the Law Digest on
the organization of ministeries and other central organs of state administration of the Slovak
Republic.

# The transformation consisted of the reformulation of initial competence of the Department
for Construction and Public Works and of the introduction of a new focus - regional deve-
topment (c.f. § 10 on the new competence of the Department). Contrary to the Czech Re-
public, where a new organ entitled Department for Regional Development has beed estab-
lished, the scope of authority of the transformed Department has so far not been extended
to other closely related areas such as urban planning, construction regulations, investment
poficy making, tourism and regional business assistance. The Department should further be
responsibie for the coordination of sectoral policies of the state adrinistration, which should
result in an integrated approach of the state admini: ion to regional devel it.

%2Act Nr. 231/1999 of the Law Digest on State Assistance, with effect from the 1% of Janu-
ary 2000- This law regulates the establishment of the Sate assistance Authority, headed by
a chief officer proposed for appointment by the Government and effectively appointed for a
five-year term by the National Council of the Slovak Republic in Accordance with principles
valid in the EU, this Act regulates the granting and monitoring procedures of horizontal, regi-
onal and sectoral assistance.
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« Public Procurement Act®® o
(both acts have been passed as a consequence of the legal harmonization
process). ) . N

« Introduction of the so-called tax loan® for income taxation of legal entities

International commitments

« Joining of the European charter on local self-governments®® .
« On the 1% of December 1999, the Government passed the National Deve-
lopment Strategy®®

93 Act Nr. 263/1999 of the Law Digest on Public Procurement, with effect f(qm lng 1% of Ja-
nuary 2000. in accordance with the law, a new central organ of state admnmstrahon, cglled
Pubiic Procurement Authority with headquarters in Bratislava shall be gstabhshgd. Na zax!a—
de zakona vznika novy Ustredny organ &tatnej spravy - Urad pre verejné obstaravanie so s@-
lom v Bratislave. According to this Act, public procurement regulations apply equally to regi-
ment projects co-financed from pubiic budgets.
:‘n:l'tdﬁrl.ef‘i‘:p/1999pofl:\e Law Digest ammending Act Nr. 286/1992 of the Law Digest on in-
Taxation (c.f. Annex).

S:)lr:fhe 25th C()ctober 1999, the National Council of the Slovak Republic gave consent to
the ratification of this international decree; however no commitment has l?e.en made to com-
ply with Articie 8 Sec. 1 of the Charter establishing the right of local/municipal organs to ha-
ve disposat of an adequate amount of own funds. ) ]

% It is the first part of the intgrated plan of regional and social development lr) ;iovaha, de-
signed to assist the implementation of the Phare 2000 F"rogramm, Thg remamu:\g parts are
regional operation programms for key regions {pre-requisite are operatlfxnal steering and rvo-
nitoring commitees) and corresponding financial plans - the preparation of thg latter being
due in the first quarter of 2000. The imp ion of the integrated plan requires the ado-
ption of the Act on Regional development.
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9 ANNEX

Improving investment Climate / Incentives - To further stimulate economic
growth within the regions most vulnerable to rising unemployment as a conse-
quence of company restructuring, the Government introduced new tax incen-
tives from April 1 1999. Elements of Tax Credit package and Eligibility

* 100% tax relief on profits during the first 5 years if an enterprise, with a mi-

nimum participation of a foreign stockholder of 75%, meets the following
conditions:

a) Investment in fixed capital of at least 5.0 million EURO. At least 60% of the
sales of manufactured goods derived from exports.

b) Threshold of investment reduced to 2.5 million EURO for manufacturing ac-
tivity in a district where unemployment exceeds 15% calculated on 31 De-
cember of the year prior to the year the company was established.

c) Threshold reduced further to 1.5 million EURO for tourism related invest-

ment where sales from tourist services exceed 60% of total sales

* 2. 50% tax relief on profit during the subsequent 5 years subject to the fol-
lowing criteria:

a) Further fixed capital investment of 5.0 million EURO. At least 60% of sales
to be derived from export.

b) Further increase in fixed capital investment of 2.5 million EURO in high

unemployment districts. Tax refief may be increased by a further 20% based

on the amount the enterprise commits to research and development.

Zero Import Duty - Import of new machinery and equipment specified in the

September 1999 OECD list (parts HS 84 and HS 85 - high technologies)

is zero import duty rated provided the equipment had not been depreciated

in another country. This measure applies to manufacturing activity only.
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