4
ECONOMIC CONDITIONS AND PERSPECTIVES

4.1
Classification of economic conditions and perspectives

The starting situation for achieving sustainable development in the Slovak Republic in the framework of economic conditions is determined in particular by development and state of:

a) gross domestic product,

b) inflation,

c) foreign indebtedness,

d) foreign trade and balance of payment,

e) foreign investments,

f) structure of economy, export and import,

g) main sectors of economy

· agriculture,

· forestry,

· water management,

· industry,

· extraction of mineral resources,

· energy,

· building industry,

· transport,

· tourism,

· information technologies (quaternary sector),

h) economic instruments

· fiscal (budgetary) policy,

· monetary policy,

· financial markets,

· state funds.

4.2
Slovak economy and gross domestic product

Slovakia at the beginning of the 21st century can be characterised as a middle-developed industrial country with high-developed economy. The current structure, profile and efficiency of the economy are result of the long-term development, which was influenced by internal and external factors.

Before 1918, Slovakia belonged to agrarian countries with partially developed industrial sector. After 1918, the Slovak economy was a part of the Czechoslovak economy which ranked among the 20 most developed economies in the world. After 1945, Czechoslovakia still belonged to the group of 30-35 most developed countries of the world, however, efficiency and competitiveness of the economy gradually decreased. Due to artificial isolation and non-market system of management of economy the lagging in technologies and efficiency was growing. Failure to catch the start of modern information technologies and inability of the centrally planned economy to get to the trajectory of transformation towards the post-industrial forms and structures of economy led to gradual decline of the Czechoslovak economy. The economy used to be centrally planned and its structure and profile were to a considerable extent formed on the basis of the decisions of the central bodies with regard to interests of the Comecon block. After change of the political regime in 1989 the transformation to a market economy began. The 1989 year brought for Slovakia and for other Central European countries a unique historic and unrepeatable chance to rank among the developed countries of the world (e.g. as regards economy, to use advantages of the market mechanism, to achieve the open economy, to ensure access to new knowledge and technologies, to increase competitiveness of the economic production, to gain new markets and to gradually increase the living standard of the inhabitants). There was also favourable international situation – the prospect of accession of Slovakia to the European Union should have been an impulse for implementation of a modern political system, utilisation of democracy and market mechanisms in the process of renewal of the Slovak economy and its components and for regulation of the market forces in favour of the Slovak citizens. The chance for economic development was, however, utilised by various countries of the Soviet block in various ways (in this regard Slovakia belongs to middle successful countries). 

Small territory, number of inhabitants and overall economic power of Slovakia are reflected mainly in total gross domestic product (GDP) – in 1998 GDP was USD 19.9 billion. According to this figure Slovakia was at the 66th position in the world and represented 0.07% of the world economic product. 

According to the methodology of the World Bank, Slovakia ranks among the countries with higher medium incomes (together with other V4 countries). Comparison with developed countries is in the Table 13. The data show that the position of Slovakia in the world economy measured as gross domestic product per capita (GDP per capita) is not very favourable at present (the 77th position in the world). The position expressed as gross national product per capita according to purchase power parity (GNP/PPP) is only slightly better – the 65th position in the world. 

Table 13 – Gross national product in selected countries (1998)

	Country
	GNP per capita
	GNP/PPP

	
	USD
	Ranking
	USD
	Ranking

	Slovakia
	3,700
	77
	9,624
	65

	Czech Republic
	5,150
	65
	12,197
	52

	Austria
	26,830
	12
	23,145
	15

	Luxembourg
	45,100
	1
	36,703
	1

	Norway
	34,310
	4
	26,196
	7

	Japan
	32,350
	6
	23,592
	14

	USA
	29,240
	10
	29,240
	4

	Italy
	20,090
	25
	20,365
	25


Source: World Development Indicators, 2000

Development of efficiency of the Slovak economy in the recent decade measured as gross domestic product per capita shows a stagnation of the economy with negative influences of changes in both external and internal conditions. The decisive reasons were turbulent conditions in the world economy and unmanaged economic reform after 1990. From the long-term point of view, development of GDP per capita before 1990 shows a moderate growth, however, after 1990 there is a negative development. Gradually accelerating lag behind the developed economies of the world can be assessed in two main phases. Sharp decrease of GDP is typical for the 1990-1994 period and slow growth after 1994, which is however accompanied by permanent lagging behind the developed countries. 

Based on the data in the Table 14, an increasing difference between the efficiencies of the Slovak economy and the developed countries is obvious. While the efficiency of economy in these countries increased in the 1985-1997 period by 10%-35%, in Slovakia it remained practically without changes (according to the data of the Statistical Office of the Slovak Republic the GDP per capita increased in the 1989-1999 period by 2.4% in comparable prices). 

Table 14 – Gross domestic product in selected countries 

	Country
	Development of GDP per capita (USD)

	
	1985
	1990
	1997
	1997/1985 Index

	Slovakia
	3,436
	3,622
	3,432
	0.999

	Czech Republic
	3,411
	3,680
	3,329
	0.976

	Austria
	15,028
	17,201
	18,594
	1.237

	Italy
	12,637
	14,595
	15,548
	1.230

	USA
	18,000
	19,652
	21,541
	1.197

	Sweden
	18,346
	20,018
	20,309
	1.107

	Japan
	18,691
	22,928
	25,084
	1.342

	Norway
	20,634
	21,975
	27,620
	1.339


Source: Human Development Report, 1999

According to the indicators of the economic competitiveness (published annually within the Report on global competitiveness), Slovakia was in 1999 at the 45th position in the world (the Czech Republic at the 39th position), while in 1998 it was at the 48th position (the Czech Republic at the 35th position) and in 1998 at the 38th position (the Czech Republic at the 31st position). The first positions are occupied by Singapore, USA, Hong Kong and Taiwan.

According to the index of microeconomic competitiveness, Slovakia was in 1999 at the 48th position (the Czech Republic at the 41st position), while in 1998 it was at the 36th position in the world (the Czech Republic at the 30th position). The first three positions according to this index are occupied by USA, Finland and the Netherlands. 

The projection of growth of GDP of individual economies for 2000-2008 ranks Slovakia at the 48th position with expected 2.08% growth, while the Czech Republic is at the 46th position with expected 2.20% growth. The first positions are occupied by Singapore (5.02% growth), Taiwan (4.29%), Malaysia (4.19%), Hong Kong (4.13%) and USA (4.07%). 

Although certain partial successes in the economic transformation have been achieved in the Slovak economy in the recent decade, the above mentioned facts point out at increasing lagging of the Slovak economy behind the developed countries of the world in the main macroeconomic indicators.  

At present Slovakia is ranked among the transforming post-communist countries of the Central and Eastern Europe. The economic reform (transformation) oriented to transition from the centrally planned economy to the market economy of a standard type started after the change of political regime in Czechoslovakia 1990. The reform was adopted in the form of systematic measures, which were to transform the mechanisms of management and organisation of the economy, ensure the macroeconomic stability and gradually reduce lagging of the Czechoslovak economy of that time behind the economies of the developed countries of the world. The economic reform was designed on the basis of the monetary economic theory and contained a sequentiality of steps, which included price liberalisation, extensive privatisation, macroeconomic restrictive policy and de-monopolisation. This sequentiality of steps was named a shocking therapy in order to express the intention to rapidly revive a standard functioning of the economy typical for the economically developed countries. 

The economic reform in former Czechoslovakia was complicated by the split of the country when the Governments of new independent states tried to incorporate the national specific features. A sharp decrease of economic efficiency was characteristic for the first phase of the economic reform in 1990-1993 (decrease of GDP, growth of inflation and unemployment). In 1994, economies of the both new countries were stabilised, GDP began to grow, inflation got under control and unemployment was also stabilised. In 1997, however, due to the economic policy of the Government, the components of economic imbalance appeared again resulting in the economic crisis and later on in the social and political crisis. The main economic objective of the Slovak Republic at present is elimination of adverse consequences of the economic crisis, in particular renewal of the macroeconomic balance. 

After ten years of application of the economic reform in Slovakia, the main objective (increase of efficiency of the Slovak economy which should have been supported by transition to the market mechanism and creation of a market environment as basic pre-conditions for good functioning of the economy) was achieved only partially. It is necessary to mention that the economic reform similarly failed in almost all Central and Eastern European countries. Reason of this failure was a narrowed interpretation of the reform – its understanding mainly as a tool for achievement of a macroeconomic balance, abstracting from civilisation trends and ongoing civilisation transformation, non-inclusion of the need of transition to modern information technologies in backgrounds of its designing and also insufficient building of necessary institutions for the market economy. The other reasons include also absence of a comprehensive long-term economic and social strategies, insufficient application of developmental programmes and absence of programmes oriented to support of development of the information society. An accompanying negative phenomenon of development of the Slovak economy is excessive influence of lobbying groups resulting in enforcement of group interests, which is also an accompanying phenomenon of absence of economic development strategy. According to macroeconomic indicators, keeping inflation rate in acceptable limits and gradual modest economic growth can be considered to be positive results of the reform. On the contrary, high unemployment rate, high foreign indebtedness and adverse monetary development (e.g. the rate of the Slovak crown to USD) can be considered to be negative results. 

The economic development of the Slovak Republic during the 1996-1999 as a whole can be characterised as unbalanced and in the main economic indicators mostly as negative – decreasing growth of GDP, increasing inflation rate and unemployment, overdraft of the current account. When compared to other CEFTA countries, Slovakia is lagging behind the indicators of Slovenia, Hungary, Poland and the Czech Republic. 

The GDP development in the 1990-2000 points out at beginning of certain growth and development tendencies of the Slovak economy since 1994. In 1999, according to created GDP, the level of efficiency of the Slovak economy was roughly at the level as it had been before start of the reforms in 1989. It is, however, necessary to say that during this period GDPs in developed countries considerably increased (see the previous Chapter), which led to growing lag of the Slovak economy behind the developed economies of the world. However, stoppage of the decline trend of GDP has to be assessed positively. Development of GDP structure, in particular development of the internal structure of the secondary and tertiary sectors, can be assessed negatively. In the Slovak Republic’s economy the sectors of information economy, digital economy and electronic business, which are of growing importance in the developed countries, have not been sufficiently profiled. 

Table 15 – Development of GDP indicators in the Slovak Republic (1990-1999)

	Indicator
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	GDP in current prices (SKK billion)
	278.0
	319.7
	332.3
	369.1
	446.2
	546
	606.1
	686.1
	750.8
	815.3

	GDP in constant 1995 prices (SKK billion)
	599.2
	511.9
	478.5
	460.8
	511.6
	546.0
	579.9
	615.9
	641.1
	653.3

	GDP per capita in current prices (SKK)
	52,347
	60,368
	62,531
	69,166
	83,442


	101,796
	112,778
	127,452
	139,272
	151,112

	GDP per capita in constant prices (SKK)
	112,829
	96,660
	90,043
	86,349
	95,672
	101,796
	107,913
	114,411
	118,923
	121,086

	GDP growth index (1989 year = 100)
	97.5
	83.3
	77.9
	75.0
	78.7
	84.1
	89.7
	95.5
	99.7
	102.4


Source: Statistical Office of the Slovak Republic 







GDP development in Slovakia in the 1990-2000 period was accompanied by chronic perturbations of macroeconomic balance. A significant economic decline was characteristic for the beginning of 1990s, the growth trajectory was connected to significant inter-annual growth of export of goods and services, which compensated further decrease of the domestic demand. A relatively positive economic development continued also in the next period, however, from the demand side it was affected in very various ways. The year 1995 was the first year with a positive increase in all components of domestic demand, but the increase in export of goods and services started to slow down (due to these facts the balance of export and import of goods and services achieved a considerably lower surplus than in 1994). In the 1996-1998 the overdrafts of net export and import were achieved (more than 10% of GDP level), while due to growth of domestic demand a high level of GDP growth was maintained. 

Picture 2 – GDP development in the Slovak Republic (1993-1999) 
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The lasting low competitiveness of the Slovak producers was quite obvious in 1996, when the net export achieved a considerably negative value accompanied by record growth of domestic demand. The growth of GDP in 1998 was one of the highest ones in the countries in transition and its real value, however, still achieved only 95% of the 1989 value. Positive contribution was registered in foreign demand (though its balance was still negative), on the contrary, the dynamics of domestic demand was considerably decreased. In 1998, the economic growth was almost exclusively caused by domestic demand, the negative value of net export was replicated at the level similar to the previous year. At the same time, the growth of economy continued (GDP growth by 4.4%). The decisive part of investments in particular in the 1996-1998 period were governmental investments in extensive projects of construction and development of infrastructure with a long return period, which are not aimed at export-oriented productions. The investment growth was not creating conditions for improvement of export efficiency of the economy and sustainable economic growth. The change of orientation of the economic policy together with accumulated economic problems led to considerable slow-down of GDP growth in 1999, which was caused by restrictions in the domestic demand. Growth of export of goods and services was acting against the decrease of growth speed. 

In relation to relatively remarkable growth of the Slovak economy in the 1994-1998 period, it is possible to state that the growth exceeded real possibilities. It led to considerable „overheating“ of the Slovak economy and to considerable growth of the foreign indebtedness, which the current Government tried to solve by adopting stabilising restrictive measures in 1999. Effects of these measures were manifested in the significant reduction of the economic imbalance, which, on the other hand, caused decrease of the GDP growth dynamics in 1999, when compared to previous years. 

Achievement of the original level of GDP creation in 1999 in comparison to 1989 is at present of diametrically different quality – the major part of GDP (ca 85%) is being produced by private sector subjects, while during the transformation the share of services in GDP increased and the share of industry and agriculture decreased. The trend of growth of the share of the tertiary sector is, on one hand, in accordance with the long-term tendency in developed countries, on the other hand, it is necessary to stress that the sector structure of GDP creation in Slovakia is far from the GDP structure in the developed countries. In the developed countries the information sector, playing the most important role in GDP creation, has been separated from the service sector. 

4.3
Inflation

The development of inflation in the Slovak Republic after 1990 is relatively positive – after the initial problems mainly in 1991-1993 the inflation is one of the least problematic areas of development of the Slovak economy. The inflation as a general growth of prices is perceived as a negative phenomenon, because it lowers real value of monetary unit. From this point of view, years 1991 and 1993, when the average annual inflation rate (measured as a change of consumer price index) achieved 61.2% and 23.2% respectively, were the worst ones for the Slovak economy. In 1994, the inflation considerably dropped and the unstable price level from the previous period settled. 

Table 16  - Development of inflation (in %)

	
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	Average annual inflation rate
	10.4
	61.2
	10.0
	23.2
	13.4
	9.9
	5.8
	6.1
	6.7
	10.6

	Inter-annual inflation rate (of 31.12.)
	
	58.3
	9.1
	25.1
	11.7
	7.2
	5.4
	6.4
	5.6
	14.2


Source: Statistical Office of the Slovak Republic, National Bank of Slovakia

In 1995, the inflation for the first time fell under the 10% level. This trend continued till 1999, first of all due to the restrictive monetary policy of the National Bank of Slovakia and due to postponed de-regulation of prices of some important items from the consumer basket. In 1996, the inflation rate achieved the lowest value from 1990 and started to slightly grow. The year 1996 was also a year when a number of phenomena of macroeconomic imbalance were strengthened. In the 1997-1998 period, the inflation rate was still relatively low, when compared to other economies in transition, but this was due to a more and more restrictive monetary policy and postponing the full de-regulation of prices regulated by the state.  

When compared to other economies in transition, the Slovak inflation rate is relatively low. In the 1993-1998 period, the average inter-annual inflation rate in Slovakia was 10.6%, in the Czech Republic 11.3%, in Hungary 20.9% and in Poland 23.6%. Comparing to values in the European Union, the inflation in Slovakia is higher 3-4 times. The National Bank of Slovakia managed to maintain the stability of currency only at costs of long-term freezing of liquidity and considerable growth of interest rates. This led to a worsened access to resources both in enterprise area and in funding of the state budget. Development of average annual inflation, expressed in the form of average annual indexes of consumer prices in 1994-1998, can be assessed positively when, mainly due to the restrictive policy of the National Bank of Slovakia and ongoing regulation of prices of energy, heat, gas, transport and rental, the inflation was gradually reduced to the level of 6%. In 1999, the Government had to adopt a number of recovery measures, including considerable de-regulation of prices (electricity, gas, water, sewerage, transport, rental, etc.), which led to the growth of average inflation rate (measured through consumer price index) up to 10.6% in 1999. The inter-annual inflation was as high as 14.2% (31 December 1999). 

Despite the negative trend in 1999 it is possible to say that the inflation rate was kept on a low level. Besides the monetary policy, a positive role was played by gradual reduction and final cancellation of import surcharge and by low world prices of resources. Besides obvious positive aspects of low inflation there are also some risks connected to reduction of aggregated demand and slow-down of development in the key economy sectors, where prices are regulated by the state.

4.4
Foreign indebtedness

Growth of the foreign indebtedness of the Slovak Republic has accompanied the whole process of economic reform since 1990. Prevailing part of borrowed financial sources were, however, used in a less effective way, or it has become a subject of personal consumption. The foreign loans were only slightly used for investments in modern information technologies, Internet and digitalisation of economy, whereas in the developed world the main investment stream goes to these areas. As other macroeconomic indicators show, the growth of indebtedness per capita in the recent decade was not accompanied by adequate increase of economic efficiency. 

Table 17 – 
Development of gross foreign debt of the Slovak Republic (data relating to the end of respective periods)

	Indicator
	1993
	1994
	1995
	1996
	1997*
	1998
	1999**
	10/1999**

	Foreign debt (USD billion)
	3.6
	4.7
	5.8
	7.8
	9.9
	11.8
	10.1
	10.5

	Debt per capita (USD)
	670
	890
	1100
	1470
	1870
	2200
	1860
	1972

	Debt as % of GDP 
	30.4
	33.6
	33.3
	42.8
	52.3
	59.6
	52.5
	

	Share of short-term debt (%)
	-
	26.5
	30.2
	38.4
	41.4
	38.8
	25.4
	25.5

	Indebtedness of Government and National Bank (%)
	56
	48.6
	34.7
	21.6
	18.2
	20.3
	26.3
	24.5

	Net foreign debt (USD billion)
	1.8
	0.5
	0
	0.7
	1.9
	4.1
	4.2
	4.5


Source: National Bank of Slovakia

* real amount of the foreign debt of 31 December 1997 was higher by ca USD 800 million, reduction made due to accounting operation of one foreign bank

** change of methodology
At the time of its creation in 1993, Slovakia belonged to countries with relatively low foreign debt. In the 1995-1998 period, the foreign debt considerably grew. The total foreign debt of Slovakia during four years increased more than twofold (see the Table 17). The dynamics of growth of the foreign debt was increased most considerably in 1996-1997, which was connected to a significant deficit of the balance of payment, which was at low level of foreign direct investments covered in particular by foreign loans. Due to the lack of domestic sources and due to high price of these sources (high interest rates), a number of enterprises (in particular the large ones) carried out their investment activities with support from foreign sources in the form of loans or emissions of obligations (VSŽ, Slovnaft, Slovenské elektrárne, Vodohospodárska výstavba, etc.). However, when compared to trends in other V4 countries, the nominal value of the Slovak foreign debt is still relatively low. It is, however, important to compare the trend since 1994: of the V4 countries the most considerable growth of foreign debt in 1994-1998 was registered in the Czech Republic (by USD 13.3 billion; 124%) and in Slovakia (by USD 7.2 billion; 153%). On the contrary, the foreign debt was reduced in Hungary (- USD 5.3 billion; 18.6%) and it increased just slightly in Poland (USD 0.6 billion; 1.4%). The dynamics of growth of the foreign debt and its relative indicators (share in GDP, calculation per capita, ratio of export to foreign debt), as well as timing structure of debts and growing expenditures for the debt service show a negative development. Of the V4 countries, Slovakia at the end of 1998 achieved the highest volume of the foreign indebtedness in relation to GDP in current prices (58.5%). In 1999, the nominal value of foreign debt was reduced which was, however, caused by cancellation of a measure of the National Bank of Slovakia on currency position of banks for monetary purposes, which the central bank introduced in 1996 in order to limit provision of currency credits to inhabitants by domestic commercial banks. 

Other problems are caused by e.g. credits of enterprises with state influence and by state guarantees to foreign commitments of enterprises, which according to estimate of the National Bank of Slovakia account for ca USD 2.5 billion. These are mainly problematic credits on infrastructure projects with questionable return and without linkage to increase of export efficiency. Since 1990, the Government has provided state guarantees with credits to the amount of SKK 149.5 billion – e.g. only in 1999 the Government provided state guarantees with credits to the amount of SKK 29.26 billion. In 2000, loans with state guarantee in the amount of SKK 25.439 billion were payable, while the Government earmarked only SKK 10 billion for these purposes. 

Besides the complex development of the foreign debt there is another important fact in the case of Slovakia – growth of so called net indebtedness (difference between gross foreign indebtedness and value of foreign assets). Since the first half of 1995 the gross foreign debt was growing more rapidly than the foreign assets. The value of net foreign indebtedness was increased from USD 1.9 billion at the beginning of 1998 to USD 4.1 billion on 31 December 1998, while during 1999 it continued to grow. The foreign debt per capita was USD 670 at the end of 1993 and USD 2,200 on 31 December 1998. This amount was reduced to USD 1,860 by the end of 1999. 

In the future the foreign indebtedness of Slovakia needn’t be a serious problem for economic development, because resources gained from privatisation of the strategic enterprises (e.g. banks, telecommunications, energy enterprises, etc.) can be used to reduce the foreign debt. At the same time, foreign loans are not so advantageous for enterprises due to decrease of interest rates of domestic financial sources. 

4.5
Foreign trade and balance of payment

Slovakia belongs to countries, where the foreign trade plays a key role – the small countries are usual more dependent upon import of mineral resources and materials and upon the selling of domestic products on foreign markets. The structure of economy inherited from the socialist period is inappropriate – on one hand there are extensive production capacities without sale possibilities on the domestic market, on the other hand the existing production does not provide the domestic market with sufficient product variety. The foreign trade is at the same time an important factor of economic growth. From this point of view, Slovakia is a country with open economy, which is also manifested by the share of export in GDP (49.5%) and the share of foreign trade turnover in GDP (110%), which belong to the highest ones in the V4 countries. 

The foreign debt is one of the areas, which the economic transformation influenced most considerably. Positive influence can be seen in the nominal growth of foreign trade exchange and in considerable change of its territorial structure (focus of trade exchange has been shifted to Western markets, in particular the EU). Negative changes are mainly deficit of trade balance (excessive surpluses of imports over exports of goods) and insufficient changes in commodity structure of trade. 

In the 1991-1993 period, the foreign trade of Slovakia showed an overdraft. In 1994, the trade results improved and the trade balance achieved a surplus in amount of SKK 2.6 billions which was mainly due to favourable situation on the world markets, devaluation of the Slovak crown in 1993 (by 10%) and introduction of import surcharge (10%). 

However, as early as 1995, the foreign trade of Slovakia achieved again deficit, which was gradually growing till 1998. Besides the fact, that the Slovak industry due to absence of a real restructuring was not able to get to foreign markets, growth of deficit was also caused by maintenance of a fixed rate of the Slovak crown which lasted till October 1998. The actual revaluation of the Slovak crown led to reduction of competitiveness of the Slovak export which was also supported by increase of labour unit costs). The deficit of the current account of payment balance in 1996-1998 exceeded 10% of GDP. In 1998, the trade balance achieved a record deficit in amount of SKK 82.9 billion, which was 11.3% of GDP. 

In 1999, an improvement of trade balance was achieved, in particular due to significant decrease of speed of import growth and due to renewal of economic growth in the EU countries. The trade deficit was reduced ca to 55% as compared to the 1998 situation. 

Table 18 – Indicators of foreign trade in goods in Slovakia since 1993 (SKK billion)

	Indicator
	1993
	1994
	1995
	1996
	1997*
	1998
	1999
	2000

	Export
	167.5
	214.4
	255.1
	270.6
	324
	374.9
	423.6
	548.4

	Change
	-
	28%
	19%
	6.1%
	19.7%
	15.7%
	13.0%
	29.5%

	Import
	193.5
	211.8
	260.8
	340.9
	392.4
	455.8
	468.9
	590.7

	Change
	-
	9.5%
	23.1%
	30.7%
	15.1%
	16.1%
	2.9%
	26.0%

	Trade balance
	-26
	2.6
	-5.7
	-70.3
	-68.4
	-80.9
	-45.3
	-42.3

	Change (billions)
	
	+28.6
	-8.3
	-64.6
	+1.9
	-12.5
	+35.6
	+3


Source: Statistical Office of the Slovak Republic, Ministry of Economy, National Bank of Slovakia   

* - change of methodology

** provisional data

In assessment of foreign trade the figures on foreign trade in goods are most often used, while the trade in services with growing importance in global scale is given smaller attention, that is not justified. In Slovakia, however, their share in total trade is despite nominal growth decreasing (see the Table 18). The trade in goods still maintains the decisive position in foreign trade relations. Slovakia is achieving an active balance of services mainly due to transit of natural gas, modestly active balance with continuing growth in 1999 is being achieved in tourism, while the area of “other services” is in permanent deficit.

The indicator of share of export in goods and services in GDP is most often used in assessment of export efficiency (see the Table 19) – based on that, it is possible to see an adverse development, when the share of export of services to their import is still decreasing. 

Table 19 – Share of export/import of services to export/import of goods

	
	1993
	1994
	1995
	1996
	1997
	1998

	Export
	35.9%
	33.7%
	27.7%
	23.4%
	26.3%
	21.6%

	Import
	26.8%
	24.2%
	20.9%
	18.3%
	20.4%
	17.6%


Source: National Bank of Slovakia

4.6
Foreign investments

Slovakia had all pre-conditions to become an attractive country for foreign investors mainly due to the advantageous geopolitical location, available and relatively cheap human resources, diversified industrial enterprise basis and due to possibility to utilise comparative advantages in the area of salaries and energy inputs. Despite these advantages, however, the foreign capital in Slovakia has a relatively limited representation, which is a consequence mainly of unstable political and economic environment, high legislative risk, untransparent privatisation, non-privatisation of banking sector and decrease of rating of the Slovak economy. 

Positive contributions of the functioning of foreign capital are obvious – transfer of knowledge and technologies, real financial resources, increased business culture, increased employment, salaries and labour productivity. Presence of foreign management supports also standardisation of business environment, other investments are stimulated and capital market is supported. From the point of view of sustainable development the excessive transfer of foreign investments can lead to adverse consequences (sustainable development stresses orientation to local resources and use of local capital), therefor it is important to consider advantages and disadvantages of transfer of foreign capital on ad-hoc basis. 

Non-standard procedures in privatisation of the national property were fully reflected in participation of foreign investors in this process. Since 1993, only few foreign subjects have become acquirers of the national property in the privatisation process. The 1995-1998 period meant a practical exclusion of foreign investors from privatisation of the national property under the pretext of creation of a domestic capital social group. However, even after 1998, despite adoption of the Government Programme to support investment the growth of foreign investments did not occur. Comparing to the situation in neighbouring countries, the share of foreign investment in Slovakia is very low and as much as 60% of investments are concentrated in the Bratislava region. 

The share of net increase of foreign investments in GDP has showed decreasing tendency since 1994 (see the Table 20). A modest increase appeared in 1998, though the share of foreign direct investments in amount of 2.2% in GDP is still very low. The main reasons of the low volume of foreign investments in Slovakia are continuing political instability, low effectiveness of the legal and regulatory framework, high tax burden, low level of institutional framework and high competitiveness of other Central European countries on the market with foreign investments leading to better position of other V4 countries. In the 1990-1999 period, Slovakia managed to attract only 3% of foreign direct investments going to the V4 countries. 

Table 20 – Foreign direct investments (FDI) in V4 countries (USD million)

	Country
	1995
	1996
	1997
	1998
	1st half of 1999
	Volume of FDI as of 30 June 1999 (USD million)
	Share of countries in FDI (in %)
	FDI per capita (in USD)

	Poland
	2,511
	5,196
	8,560
	10,064
	4,857
	35,506
	51%
	920

	Hungary
	4,570
	2,040
	2,107
	1,935
	853
	20,544
	29%
	2,014

	Czech Rep.
	2,732
	1,428
	1,301
	2,540
	1,183
	12,084
	17%
	1,173

	Slovakia
	304
	295
	197
	447
	110
	1,831
	3%
	339

	Total
	10,117
	8,959
	12,165
	14,986
	7,003
	69,965
	100%
	1,085


Source: (Hungary: HCSO), (Czech Republic: Czechinvest), (Slovakia: National Bank of Slovakia), (Poland: PAIZ),

 * 1995 data come from WIIW Vienna, Monthly Report 6/1999.

The biggest investors in Slovakia are Germany and Austria, there was considerable growth of capital from USA, United Kingdom and the Netherlands. The share of the Japanese and Asian capital is negligible. Sectoral division of foreign investments is stabilised – a half of investments go to industry (47.5%). The share of investments in trade activities (18.9%) is gradually decreasing in favour of investments in the financial and insurance sectors (21.6%). The strengthening of share of foreign capital in the banking sector will probably occur due to privatisation of the largest banks. Foreign investors are likely to participate also in privatisation of strategic enterprises (telecommunications, production and distribution of electricity, storage and distribution of gas, etc.).

4.7
Structure of economy, export and import

The current structure of economy of Slovakia is at the level of a medium developed industrial country. The secondary (industrial) sector after 1989 remains a main sector, the share of the primary (agricultural) sector has decreased and importance of the tertiary sector (services) has increased. According to production of added value in respective sectors (World Development Indicators, 2000), in 1989 in Slovakia 4% of GDP fell on the primary sector, 32% of GDP on the secondary sector and 64% on the tertiary sector. In USA in the same year 2% of GDP were produced in the primary sector, 26% in the industrial sector and 72% in the tertiary sector. As regards the group of the highly developed countries, on the average 2% of GDP were produced in the primary sector, 33% in the secondary sector and 65% in the tertiary sector. Although with these relative figures Slovakia is getting closer to the developed countries of the world, such a comparison provides a relatively distorted picture on the state of the Slovak economy. E.g., these statistical data do not reflect diversification of the service sector – in the developed countries the newly appearing structures of information economy, digital economy and electronic business are being gradually separated. In Slovakia this trend was not caught and the macrostructure of the Slovak economy after 1990 was modified on the basis of central decisions. Result is the quantitative growth of the service sector without sufficient qualitative development and linkage to information technologies. 

The previous changes in the structure of the Slovak economy showed to be ineffective – it resulted in structural deformations (in particular inappropriate structure of the secondary and tertiary sectors) leading to structural unemployment, low efficiency and productivity of the economy. The inappropriate structure of industrial sector is a result of preferring the areas of heavy industry during socialism, the inappropriate structure of the service sector is rooted in underestimation of newly appearing sectors connected to modern information technologies and, on the other hand, in dominance of traditional sectors, which are not related to information technologies (which is the result of central interventions into the structure of the economy in 1990-2000). 

Lagging behind the developed countries of the world in informatisation is influencing the unfavourable position of Slovakia in the world economy. Missing the trends in development of Internet and digitalisation of economy can be an important obstacle on the way to redirecting of the Slovak economy towards the modern post-industrial economy, which is in accordance with principles of sustainable development. The economy of Slovakia is still organised in the form of traditional industrial hierarchies, which can be considered as an important negative aspect from the point of view of sustainable development (the focus of redirecting of the world economy is being shifting towards the net organisational forms). At present, Slovakia is not capable to join the networks of the world economy due to organisational and structural incompatibility. 

The unfavourable structure of the Slovak economy is obviously also based on some data on trade balance. 

On the side of export, an important part is created by products with lower level of processing and use of modern technologies, and with lower value added (despite some minor changes). From the point of view of purpose, these products include products of short duration and products intended to production processes as mineral resources, materials or semi-products. Competitiveness of these products is questionable, mainly due to considerable fluctuation of prices of mineral resources. The Slovak export is to considerable extent dependent on the same products as before 1989. Slovakia is successful on the foreign markets with products, which do not demand much labour and capital or which come from traditional sectors. The share of these products in total export from the processing industry is 50% – in the case of import it is only 27%. 

Growth of export, when compared to the 1998/1999 period, is 11.8%, which is due mainly to results of positive development of export in commodities of machinery industry, of that in particular motor vehicles and trailers. There was also growth of export of commodities from the electrotechnical industry, textile industry, wood processing and furniture production, pulp-paper industry, which means export of commodities with higher value added. On the contrary, the largest fall of export was registered in the metallurgical industry. 

On the other hand, Slovakia mostly imports products of modern sectors in the form of products of long duration and investment goods (44% of import), while the share of these products in import is only 34%. The largest increase of import in 1999 was in the chemical industry, on the contrary the biggest fall of import was in the machinery industry. 

The overall improvement of situation in trade deficit of the Slovak foreign trade was mostly supported by development in the machinery industry, when in 1990 the rest was SKK 2.1 billion (in 1998 there was an overdraft SKK 25 billion). The increase of the rest was achieved in the wood processing, furniture production and pulp-paper industry. The building sector also registered a modest growth of the rest. The rest in metallurgy slightly decreased. In the areas of chemical and pharmaceutical industries the overdraft was increased and in the area of electrotechnical industry it was reduced. In trade with agricultural produces the balance of foreign trade was stabilised on the level of deficit similarly as it was in 1998 – in amount of SKK 15.2 billion. 

The Table 21 shows for comparison the structure of trade balance in Slovakia and in economically developed EU countries. The data show a rest of the Slovak economy (dominance of export) in products demanding labour and capital, semi-products, goods of short duration and products from traditional sectors and, on the contrary, an overdraft (dominance of import) in products demanding science and research, goods of long duration, investment and component products. 

Table 21 – Competitiveness of production areas according to selected indicators

	Production areas
	Trade balance/value added
	Coefficient of covering import by export
	Relative comparative advantage

	
	SR
	EDC
	SR
	EDC
	SR
	EDC

	labour demanding
	+64.1
	-21.7
	1.39
	0.77
	54.1
	-31.4

	capital demanding
	+95.7
	+1.9
	0.95
	1.03
	16.5
	-33.1

	science and research demanding
	-136.7
	-28.6
	0.57
	0.94
	-34.1
	-11.0

	traditional sectors
	+107.8
	-9.8
	1.74
	0.88
	76.8
	-17.4

	modern sectors
	-201.6
	-34.2
	0.58
	0.96
	-33.2
	-9.2

	goods of short duration
	+82.9
	+1.9
	1.63
	0.95
	70
	-9.9

	semi-products
	+123.2
	-16.8
	1.64
	0.84
	71
	-22.5

	goods of long duration
	-18
	-9.2
	0.71
	0.95
	-12.8
	-10.2

	Investment and component products
	-142.8
	-14.7
	0.57
	0.93
	-35.7
	-12.3


SR: Slovak Republic, EDC: economically developed countries of the EU

Source: Institute of World Economy of the Slovak Academy of Sciences

The most of the Slovak products are successful in the international trade only due to pricing competitiveness – the Slovak industry has to export larger volumes to cover import than countries, from which products of the processing industry are imported. Adverse trends of export development continued also in 1999. On the side of import Slovakia remained dependent on supply of strategic resources (mainly oil and natural gas) from Russia without any diversification. Moreover, the lagging of used technologies causes a lasting high resource intensity of domestic production which conserves the existing commodity structure of export. Taking into account a relatively low share of domestic final production, an important share of import at existing liberalisation level and domestic demand is created by products of long duration with high value added, which are based on use of modern technologies. Slovakia imported mainly machinery, equipment and electric devices, cars and other transport facilities. 

4.8
Main sectors of economy

4.8.1
Agriculture

In majority of countries of the world the agriculture plays an important role in economy. Its share in total GDP and employment, its competitiveness and efficiency point out at an overall level of development of the economy. From the point of view of sustainable development agriculture has a specific character – sustainable development assumes renewal of importance of agriculture which together with extension of the service sector and information economy in the post-industrial phase of the society should replace dominance of the industrial sector in the previous phase of development. 

The agriculture in Slovakia during ten years of economic reform (1990-1999) faced pressures of market forces oriented to higher effectiveness, efficiency and adjustment to market conditions on one hand, and on the other hand its development was hampered by the restrictive economic policy and by the policy of macroeconomic stabilisation, which did not allow its restructuring, introduction of modern technologies and progressive organisational forms. This policy to great extent led to conservation of obsolete organisational forms, low labour productivity and low competitiveness of the Slovak agriculture. Taking into account the current efficiency and continuing macroeconomic restriction, the agriculture will be a problematic sector in integration efforts of Slovakia, but on the other hand it will be also a developmental chance in the case of redirection of the Slovak economy on the trajectory leading to sustainable development. 

In 1998, approximately 1% of GDP was produced in agriculture (of total number of workers in the national economy 1.22% were employed in the agriculture sector). It describes low level of restructuring and ineffective technological level of the sector and non-evaluation of non-productive functions of agriculture. Real number of inhabitants working in agriculture is, however, much higher – high level of self-supply of agricultural produces is still typical for Slovakia in rural areas.

However, agriculture cannot compete in productivity with other sectors sharing in production of value added. In 1990-1997, the gross agricultural production dropped by 29.1% (in 1995 constant prices). This fall is caused by gross plant production (fall by 33.2%) rather than by gross animal production (reduction by 25.9%). Two phases can be distinguished in this development. Sharp fall in the first years of transformation culminated in 1993. After this year a modest, but fluctuated, growth began. 

The plant production was profit-making during the whole previous reform, with inter-annual fluctuation caused mainly by climatic influences. Maintaining a relatively high profitability of cash crops (wheat, barley, maize and sugar beet) was enabled by growth of prices oscillating around cost growth, in some cases prices even exceeded cost increase. Oil-seed rape and potato were usually loss-making. In favourable production conditions the profitability at higher input intensity (higher unit costs) is considerably higher than in unfavourable production conditions. At ca threefold costs almost six-fold profitability is achieved. Profitability of plant production was increased when compared to 1990 (with and without subsidies). 

Loss-making is prevailing in the animal production in the whole period. Especially big loss was achieved in 1991-1993. Milk production achieved a profitability of 7% in 1997 (with subsidies). It started to recover after 1994 due to combined influence of pricing stabilisation and subsidy policy. In 1998, without subsidies the loss per one litre of milk was ca SKK 1.10. Beef production is still loss-making even with subsidies. Pig production improved a little bit in recent years, however, without subsidies it is still loss-making. While the plant production managed to adapt to the market conditions using its structural advantages, the animal production was not successful in this process, perhaps due to too high ineffectiveness of input transformation, limited mobility of production factors and lack of market incentives resulting from macroeconomic conditions of the economy in transition. 

Several phases can be distinguished in the agricultural policy after 1990. The first phase (1990-1993) in connection to adopted scenario of the economic reform was aimed at creation of a market-oriented and effective agricultural sector, which could be successful in international competition. It resulted in adaptation of agricultural production to actual demand, but expected change in effectiveness and competitiveness of production did not occur. There were several reasons of that – the most important one seems to be the excessive budget restrictions, which led to immediate reduction of production and to reduced use of invested fixed capital. Due to business liberalisation agricultural enterprises in most cases lost their non-agricultural income sources. 

The next phase of the agricultural policy was oriented to stabilisation of conditions in the sector. Its explicitly formulated objectives were derived from traditional objectives of agricultural policies in the Western European countries aimed at protection and support of agriculture together with massive transfers from consumers and tax-payers. Several pragmatic solutions were adopted, which contributed to stabilisation of sale conditions for primary producers as well as to alleviation of lack of liquidity. Since 1994, the direct payments to support purchase of operational inputs and investment subsidies to purchase of machinery were being increased which contributed to reviving of investments as well as to growth of input prices. 

In the first half of 1999, approximately one fourth of labour worked in agriculture, when compared to 1989 situation. Relatively high rate of dismissal was typical for agriculture in 1998 – as regards reduction of employment, agriculture occupies the first position among the sectors. These depressive changes in agricultural employment are rooted not only in economic recession of the sector (loss in amount of SKK 1,457 million was produced in the first half of the year) but in decrease of share of capital-demanding work and considerable pressure on rational use of labour leading to higher appearance of season employment as well. 

The Slovakia’s agriculture will play an important in getting to trajectory of sustainable development, which will be connected to ability to effectively use and economically evaluate the natural resources. Slovakia is self-sufficient in a great number of agri-food commodities and since 1993 the self-sufficiency rate has increased. In 1997, the domestic production did not cover consumption of potato, fruit, pork and beef and consumption of some food products (meat, killed poultry, butter, cheeses, edible plant fats and oils, equalised milk, wheat flour, beer, wine and other alcohol). Using the whole production potential, Slovakia has conditions to cover more than the domestic consumption of agri-food goods produced on the basis of agricultural production of the modest climate zone. 

The following phase of the agricultural policy, which is to prepare the sector to future accession to the single market of the European Union, concentrates on a thorough restructuring of the microsphere (including proprietary consolidation) and better allocation of production in accordance with production conditions through selective support of individual production and regional segments of primary production. 

Agricultural land, which is located in better natural conditions, should be more used for plant production (maintaining a reasonable level of breeding of agricultural animals). Subsidies to alleviate negative impacts in worse natural conditions on production results are provided for more purposes – they are intended to support production on such level of intensity, which allows maintenance of cultural features of the landscape. It is being confirmed that the current subsidy levels per 1 ha do not enable to create sufficient sources for development of diversification of economic activities in order to better utilise and process local resources, to create new employment opportunities, improve social conditions for people to keep them in rural areas, protect the nature and drinking water resources, etc. External sources will have to be involved in development of these activities and the Ministry of the Environment, Ministry of Labour, Social Affairs and Family and Ministry of Culture should participate in support of this development. 

The model of agricultural policy, which was aimed at maintenance of agricultural production also in worse natural conditions, was not successful. Although agricultural production was maintained, after all it is loss-making and worsens the overall effect of agricultural production in the national context. Neither the expected restructuring in favour of animal production was successful. In these areas the loss-making agricultural production is maintained at the cost of SKK 3.5 billion annual subsidies collected from the tax-payers. Priority of agriculture in these areas should be in particular development of traditional forms of agriculture, alternative (so called ecological) agriculture and support of non-productive functions of the landscape. 

Restructuring of use of agricultural land should not be motivated only by changes in the political and economic conditions or proprietary and user relationships. From the comprehensive point of view it should be a permanent process of creation of conditions for harmonisation and stabilisation of relationships between natural characteristics and human needs in accordance with sustainable use of productive abilities of the soil and landscape resources. Objectives and procedures of restructuring of soil use perceived in this way are today on the first positions in agendas in the developed countries (sustainable land use planning) – it is also a challenge for the Slovak Republic. 

· The potential of productive, ecological and environmental functions of the soil, forest and water is at present on the limit of self-sufficiency. That means that the quantity and quality of natural resources have to be carefully protected and considerable changes of the resources are not acceptable. Measures are needed (expert, legal, supporting) which allow not only sustainability of all functions of the soil, forest and water but in many areas also their extended reproduction as well. 

The man with his activities demonstrated ability to positively affect the soil, water and forests, but he also failed to protect and enhance them. The take of quality arable soils led to considerable decrease of the overall production potential of our soils. This trend has been recently almost stopped and the area of our soils has been relatively stabilised. Industrial production and partially also agro-chemicals and agro-meliorants have polluted a large part of the soils. Water erosion threatens almost 40% of arable land. Adverse impacts on soil fertility still persist – they include erosion, contamination of soils and groundwater, soil acidification. Soil acidification adversely affects chemical processes in soils and nutrients and reduces the soil fertility. We should concentrate on protection and management of damaged soils and improvement of soil fertility as a fundamental issue of protection of non-renewable natural resources.  

The current structure of agricultural production is oriented to use of intensifying factors. The natural structures of cultures, created in the past by generations of farmers under pressure of working market conditions, were damaged during the directional system. Ploughed meadows in river valleys and pastures on slopes with a thin layer of arable land weakened also the non-productive functions of agriculture. Delimitation of areas of absolute and alternative cultures should lead to increasing effectiveness of productive and soil protective functions of agriculture. For more profitable use of natural conditions in marginal areas there is a perspective to reduce area of arable land in favour of permanent grasslands, to stimulate breeding of ruminants and to increase the share of organic farming with limited chemical inputs. Together with milk production, breeding of pigs and poultry will be justifiable in fertile lowlands of production areas. Profitability and competitiveness of plant production through decreasing the unit costs to the level of world prices of production will be achieved by intensification of inputs, using the principle of cost reduction, prospectively in combination with the system of precise management. 

· Agriculture can considerably contribute to solution of issues of energy from the point of view of savings and environmental interrelations. In the framework of re-construction and modernisation of the productive and technological basis of the agri-food sector a specific position is given to use of untraditional energy resources (bio-oil, bio-gas, straw, wooden material) and renewable energy resources (solar, wind, water and geothermal energy). In utilisation of energy from biomass it is necessary to take into consideration its functions in the landscape.   

The food safety is a strategic interest of the country relating to agriculture. In order to achieve a stable food safety it is important to ensure technological development of agricultural and food production, adequacy of input and output prices and prices of invested capital and working system of purchase and sale. One of eight basic objectives of the agricultural and food policy of Slovakia is “adjustment of agriculture to environmental requirements relating to protection of soil, water and air and conservation of the natural environment, species diversity and protection of traditional gene pools”. 

4.8.2
Forestry 
Coverage of the total area by forests in Slovakia is achieving 40.6% which ranks the country as the fifth country in Europe. According to forest area per capita (0.37 ha) Slovakia occupies the tenth position. The forestry provides economic, public, cultural, historical and social aspects of forest ecosystem management and use. It ranks among the primary production sectors ensuring extraction and preparation of resources for further processing sectors. Besides that, it ensures and mediates production and provision of internalities or externalities of forest production in the form of public benefits from forests and forest management services. 

Even despite favourable values of some indicators describing the forest soil area within Europe, the position of forestry in the Slovak economy is unfavourable. This is being confirmed by majority of selected macroeconomic indicators of forestry in relation to indicators of the national economy in Slovakia. In 1990-1998, the share of forestry in GDP fluctuated in the 0.69-0.97% range of the total GDP despite the fact that the share of a number of people working in forestry to the total number of people working in the national economy was almost double (1.23-1.49%). The real value of GDP in constant prices was dropping since 1990 till 1994, when its value started to grow slightly with a small decrease in 1998. Reason of different development of GDP of forestry and the economy of Slovakia can be found out already from comparison of indexes of inter-annual growth of GDP in current prices. While the index of GDP growth in the economy is 2.57 in 1998-1990, in forestry it is only 1.82. The difference is caused by the fact that the forestry is a primary production sector where the GDP value is created mainly through labour price and capital of products sold on markets. Price of a natural production factor (forest land) is represented in GDP by a relatively small portion from the forest land value, due to undeveloped market with these commodities and prevalence of supply over demand not only in Slovakia, but in all countries in transition and other European countries as well, where relative surplus of wood and wooden products exists. Specific role, however, is also played by the lagging of average quality of products of the wood processing industry in Slovakia, which is rooted in the bad technological equipment, human negligence and insufficient technological discipline. Appreciation of human labour, price of wooden products and yields from forests depend on evaluation of wooden products. GDP value does not include any more benefits from internalities and externalities of forest production and activities carried out in public interest. A considerable part of these non-wooden and public benefits is used by inhabitants within personal consumption or on market and by business enterprises within other sectors (agriculture, water management, hunting, economy, tourism, sport, education, etc.). Products and services of these sectors provide a great part of these benefits, which have been produced as externalities of forest production or as internalities of public functions of forests. 

Of the basic production factors in forestry in 1990-1998 the natural production factor was developing more favourably. In this period, the production factor of capital was developing unfavourably. The active machinery was physically and economically obsolete (ca 70%). More then 60% of machinery used in forest production exceeded their lifetime due to the bad financial situation of owners and users of non-state forests. The low level of investment in forestry is demonstrated by development of the indicator of the share of investment in total investments in the national economy in Slovakia. This indicator dropped from 0.79% in 1990 to 0.19% in 1998. Insufficient investments can be also seen on the indicator of the share of investment in forestry in its GDP, which fell from 20.5% in 1990 to 11.6% in 1998. Reasonable rate of investment starts from 25% share of investment in produced GDP, however, in forestry it does not achieve even the half of this lower value limit. The long-term investments in cultivation activities increased in 1990-1998 in current prices by 110%. However, when expressed in constant prices, there was a decrease of these investments in 1993-1998 by ca 20%. Adverse situation of the economic development in Slovakia is underlined by the share of specific inflation rate in the sector in the overall inflation rate in Slovakia. Except for 1991 and 1992, when liberalisation of price of wood was practically carried out, and except for 1997, when the average price of wood was improved by larger export of wood, this indicator was considerably lower than the balanced 100%. 

Objective of extraction of resources in forest production processes is production of timber and other benefits from forests and renewal of forest and its public benefits. Forest production in its intensive form is carried out in economic forests and with certain limitation also in the forests of special purposes, i.e. on 84% of the total area. State organisations as managers of the state forest property and the non-state undelivered forest property or hired forest property cultivate ca 62% of forests. The rest is cultivated by non-state subjects. Of the total forest area ca 330 million m3 of wood reserves are utilised through annual felling of 1.4% of reserves, which is ca 5.5 million m3. Of that amount the coniferous forests represent 55% and the leafy forests account for the rest. The total costs of forest production in current prices increased in the 1990-1998 period by 101.8% – of that material costs including depreciation by 39%, depreciation of active and passive production goods by 40%, personal costs by 72% and expenditures for salaries by 81.9%. The lowest growth was in material costs including depreciation, which was caused by the low rate of renewal of production capital and by reduction of outputs within the forest production, but also by the depreciation methodology. 

The long-term strategic objective of forestry and forest management is conservation, enhancement and cultivation of forests in order to achieve a full potential of their production and public functions. Ensuring this objective in the framework of conceptual intentions and concrete steps of the forestry policy sufficiently accepts principles of the historic forestry in Europe, which are sustainability, balance and well-proportioned use of forest benefits. These principles are the basis of sustainable development. There was an increase in forested area in 1990-1998 by 0.5-3.39 (, except for 1993, 1995 and 1996. In this period, increase of wood reserves was registered each year in amount of 12.05-22.35(. That means that decrease of forested area in 1993 (by 0.31() and in 1995 (by 0.08() did not have any remarkable impact on the wood reserves. The indicator of share of annual felling in total wood reserves was in individual years in the range of 1.13-1.51%. Value of this indicator points out at the use of wood production function of our forests. Under the condition of normality of the Slovak forests, taking into account the area of protective forests and forests with protected territories of small area, the limit value of coefficient of the share of annual felling in total wood reserve should be as much as 1.80. This documents a certain reserve in the wood production use of the Slovak forests. The level of achievement of sustainable development is also characterised by the share of protective forests and forests of special purposes which was still growing in 1990-1999. In 1998, the protective forests covered 15.30% and the forests of special purposes 17.80% of the forested area. The share of area of protected territories on forested lands per capita is further indicator of sustainable development where Slovakia achieves foremost positions within Europe. Value of this indicator decreased in 1998 when compared to 1991 by 0.01% due to population growth and not due to decrease of protected areas. 

Improvement of conditions in forest management from the point of view of sustainable development can be seen in indicators of demonstrating the share of forms of underwood and selective cultivation. Although these indicators show some fluctuations, an overall positive trend in growth of their share is sufficiently evincible. In 1998, the share of underwood cultivation increased by 284% and the share of selective cultivation by 109%, as compared to 1990. 

The development of forested area during last 9 years showed a modest increase of the forest area. Moreover, in relation to accession of Slovakia to the European union there will be a surplus of agricultural lands inappropriate for agricultural purposes. By 2010 there could be 50,000 ha of such lands suitable for afforestation. Next 250,000 ha could be afforested by 2050. By 2010 the forest coverage would increase by 2% and by 2050 by 5%. The developmental trend in wood reserves in 1990-1998 is a pre-condition of their further positive development. The overall development of wood reserves is mostly determined by increasing forest area, improvement of ageing structure, increasing stand density, growth conditions, reduction of forest damages caused by a complex of damaging factors (in particular by deposits of pollutants and reduction of incidental felling). Reduction of incidental felling and growth losses will lead to increase of average wood reserves per 1 ha of forest area. According to the programme of development of forest management till 2010 the felling capacities in the Slovak forests should increase from 5.7 million m3 in 1999 up to 6.1 million m3 in 2010. That means an annual increase of felling in amount of ca 40,000 m3. This development is enabled by a favourable increase of total wood reserves, especially reserves of felling vegetation. The real felling and its structure can be affected by volume of incidental felling and situation on domestic and international markets with wood. Since 1995 the development of wood price on the domestic market stagnates. Prognoses and conceptions count on a nominal growth of average prices by ca 6%. In fact, the real price of wood has been decreasing for several years. 

As regards the monitoring of the health state of forests, carried out on the basis of defoliation rate, a considerable improvement has been registered since 1997. The overall improvement has been caused by reduction of both domestic emission sources and long-range transboundary transfer of pollution from abroad. This fact can in several regions lead to a phenomenon that real burdens of some emissions will stop acting retardatorily. The overall reduction of forest damages, in particular by human factors, results in reduction of incidental felling. This fact can influence also reduction of occurrence of calamities of biological character due to improvement of resistance potential of forests. Natural calamities of abiotic character to certain intensity level depend on incidentalness of their occurrence. The resistance potential of forests, reflecting their health state, will affect their effect just negligibly. 

4.8.3
Water management

Development of water management in Slovakia after 1990 was considerably affected by transformation of the Slovak economy. Due to the historic development the water management plays an important role in the Slovak economy. Economic benefits of water management are connected mainly to supplies of surface water, drinking water and service water, sewerage and waste water treatment. Besides these economic activities, the water management provides a number of public services with positive impact on water management development in Slovakia, on the living standard of inhabitants and on the state of environment. In 1990, the state water management enterprises were running material and non-material investment property in the amount of SKK 109,562.1 million, while this property has increased by 1.7 times since 1990. The river basin enterprises controlled 29,334 km of river network in 2000, which was 60% of the total length of river network in Slovakia. In 1990-1999, the installed output of energy facilities increased from 506.7 MW in 1990 to 2,419.62 MW, i.e. by 4.77 times. The total controllable volume of reservoirs (1,890 million m3) was increased by 798 million m3 which allowed to regulate the natural outflow of water from the territory of Slovakia, improve flow rates, protect territories, ensure water abstractions and the use of water for energy purposes. Territory of 5,764 km2 is now protected against decennial and higher-level water through protective measures. Since 1990 the total length of water supply network has increased by 6,474 km, achieving length of 26,232 km. The total length of sewerage network has increased by 1,666.1 km, achieving 7,040 km (increase by 31%). 

Supply of paid surface water is decreasing in total territory of Slovakia – in 2000, it was 392.1 million m3 which less by 2.66%, when compared to 1999. The total number of inhabitants supplied with drinking water from public water supply increased up to 82.7% of the total number of Slovakia’s inhabitants. The specific water consumption in households decreased by 72 litres per capita in 2000, when compared to 1990, which is a decrease by 36.8%. The number of water pipelines was 839 in 1999, of those 231 water mains. 

From the organisational point of view, four state river basin enterprises have been integrated into one organisational unit, the State Water Management Enterprise. Transformation process of the state water and sewerage enterprises started in 1995. 

The main objective of this process is de-nationalisation of the property of water and sewerage enterprises through creation of water companies, where the shareholders will be property owners (municipalities). The transformation process of the state water and sewerage enterprises is managed by the Ministry of Soil Management of the Slovak Republic in accordance with a procedure approved by the Government (2001). 

Water management is becoming to be of strategic importance in the 21st century, taking into consideration that water resource availability is starting to be one of the global problems of the world population. In this regard Slovakia is in a relatively good position from the point of view ability to provide each inhabitant with sufficient amount of water. Despite this fact it is necessary to be prepared to situation that available water resources on the territory of Slovakia will be gradually reducing (in relation to global climate change).

The water management in Slovakia is significantly affected by the industrial phase of development, by centralised control and by centralisation of water resources. The shift to sustainable development will require a greater diversification of water resources, de-centralisation of management on the level of six water companies and acceptation of water as a strategic resource and national safety issue. Besides its economic role, water should fulfil also other equally important roles relating to living standard of inhabitants. The shift to sustainable development will be also connected to abandoning of philosophy of necessity to build large capacity water reservoirs. Greater attention will be paid to all available ways of providing inhabitants with water with due consideration given to regional and local specifications. Application of sustainable development assumes preferring of decentralised approaches, nature-friendly approaches, orientation to consequent use of local resources, reduction of environmental pollution (in particular hydrosphere), strict protection of resources, rational use and maximal saving of resources, protection of species diversity which is to the great extent bound to hydrophilous ecosystems. The integrated systems should focus on compensation of deficit areas (or periods) or extremes for the case of accidents, etc.. However, they should not fully substitute for local resources. The important characteristics should include reduction of consumption, rationalisation of water management in the landscape at technological use of water resources and consumption by inhabitants. 

4.8.4
Industry

The Slovak Republic ranks among the medium developed industrial countries – Slovakia as a part of Czechoslovakia became a medium developed industrial country with developed industry, when in particular after 1948 the major investments went to building the industry. Before 1989, the Slovak industry began to lose its competitiveness especially due to low level of productivity, which achieved ca 30-40% of the world productivity, low quality of production, low informatisation and automatisation of industrial sectors and missing the trends of informational society. High share of armaments industry and orientation to the Eastern markets were specific for the Slovak industry. 

After the start of reforms in 1990, a sharp decrease of industrial production occurred due to the loss of the Eastern markets, low competitiveness of production and decommissioning of major part of industrial production capacities. In 1994, there was the deepest decline in industrial production – 19.4%. Since 1994 the industrial production has been growing. In 1995-1998, the GDP produced in industry increased by 119.5%, which is lower increase than in the whole economy of Slovakia. Food and machinery production, production of electric equipment and transport facilities increases their share in GDP production. On the contrary, in the case of heavy industry sectors (chemical production, production of metals, coke, etc.) their share in creation of GDP is decreasing. The table 22 shows development of the share of industrial production in creation of GDP of the Slovak economy. 

Since 1995, GDP is still growing (in current prices). This concerns both the Slovak economy and industrial production. The only sectors, where during the monitored period of 1995-1998 GDP was growing each year, were production of machinery, electric equipment and transport facilities. In 1998, there was a slow-down and decrease of index of GDP growth – both in the national economy and industrial production, except for production of food and machinery, electric and transport equipment. 

The total share of industrial production in value added in the Slovak economy decreased from 24.8% in 1997 to 24.5% in 1998. While in this 1997-1998 period the inter-annual growth of the value added in the Slovak economy was up to 109.5% level, the value added in industrial production increased only to 107.9%. The highest growth of value added is in production of transport facilities (inter-annual growth to 158% level). On the contrary, the biggest decrease of growth of value added was in production of oil products and coke, production of metal products and in unclassified production. 573,431 employees worked in industrial production in 1997 (28.5% of total employment). At the end of 1998 this figure dropped to 554,420 employees (28.1%). The biggest inter-annual decrease of the number of employees was registered in the sectors of fur processing, production of chemical products and paper production. Growth of the number of employees was registered only in production of electric equipment, transport facilities, non-metal products, rubber and plastics. The largest employers are in production of machinery, foods and metal products. 

Table 22 – Development of GDP share in 1996-1998 in SKK million (in current prices)

	Sectoral classification of economic activities 
	1996
	Share in GDP (%)
	1997
	Share in GDP (%)
	1998
	Share in GDP (%)
	1999
	Share in GDP (%)

	Total GDP
	606,094
	100
	686,087
	100
	750,761
	100
	815,330
	100

	Industrial production: 

Of that:
	146,947
	24.2
	154,553
	22.5
	166,713
	22.2
	178,063
	21.8

	Food production
	20,336
	3.4
	20,121
	2,9
	24,933
	3.3
	27,435
	3.4

	Production of oil products, coke, chemical products, rubber and plastics
	  28,762
	4,8
	27,873
	4.1
	30,531
	4.1
	29,051
	3.6

	Production of metal products
	25,362
	4.2
	26,544
	3.9
	26,706
	3.6
	27,601
	3.4

	Production of machinery, electric equipment and transport facilities
	33,454
	5.8
	36,575
	5.3
	40,461
	5.4
	47,815
	5.9


Source: Statistical Office of the Slovak Republic, 2000

There was a relatively favourable development of the indicator of labour productivity in industrial production. In the 1995-1998 period, the labour productivity was growing in all sectors of industrial production – the highest growth was in production of motor vehicles (295.6%). The highest labour productivity is being achieved in sectors demanding much material, e.g. production of coke, production of oil-based products and core fuels, production of motor vehicles and metals. On the contrary, the lowest labour productivity is being achieved in sectors of clothing industry, fur processing and production of fur-based products and textile industry. A clearer growth of labour productivity was in the recent period registered in so called modern sectors. On the contrary, growth of labour productivity in traditional sector of heavy industry, textile and clothing production is being slowing down modestly. From the point of view of sustainable development of industrial production this trend can be considered to be positive. 

In 1995, the commodity production in the sectors of industrial production achieved amount of SKK 365,792.4 million, while in 1998 this figure was SKK 462,862.5 million, i.e. a growth to the 126.5% level. Of the total number of 22 sectors of industrial production the above-average increase is only in 8 sectors (the highest inter-annual growth was in production of motor vehicles, that means that this sector belongs to the most dynamic sectors of industrial production in Slovakia). Six sectors registered inter-annual decrease of commodity production – the biggest decrease in production of chemicals, chemical products and chemical fibres. There is a relatively favourable fact relating to the decrease of production in those sectors, which adversely affect the state of the environment, use big volumes of non-renewable resources, demand large inputs of resources, energy and materials. On the other hand, decrease of production has a direct impact on profits in these sectors, which can lead to reduction of financial sources for environmental measures. 

A period of non-conceptual and incomplete transformation is quite clear when we assess the sectors of industrial production from the point of view of development of economic indicators. Decrease of the share in GDP production together with reduction of employment without controlled restructuring do not create conditions for a positive change. Growth of labour productivity per an employee, which relates to initial changes in launching new sectors, can be evaluated positively. Economic result is being developed negatively in most of sectors, which leads to payment insolvency, and indebtedness of enterprises. Lack of investment resources does not allow changes in technologies with direct impact on consumption patterns and creates conditions for appearance of new environmental burdens. Changes in material demands of the industrial production sectors have not been registered and the high energy intensity, high specific heat and fuel consumption reflect the adverse situation in technologies as well as inappropriate structure of industry. 

Consumption of materials, energy and services directly reflects high demands of industrial production as regards input resources and indirectly expresses its relation to the environment. In 1995, the costs of materials, energy and services in the industrial production sectors were SKK 290,309.8 million. In 1998, these costs increased to SKK 378,386.9 million – the growth of costs by 30.3%. The most consuming sectors were the sectors of production of motor vehicles (15.1%), production of foods and beverages (14.9%) and production of metals (14.1%). Production of office equipment and computers and waste recycling accounted for the smallest share in this indicator (0.2 and 0.5% respectively). 

The industrial production sectors can be divided into several groups as far as consumption of materials, energy and services are concerned. Only one sector – production of office equipment and computers – can be ranked among the sectors with positive development of economic indicators and decrease of demand of materials, energy and services, which are to the biggest extent approaching the conditions of sustainable development – increase of economic results and reduction of demand on input resources. On the contrary, sectors where consumption demands increased despite stagnating production include fur processing and production of fur-based products, clothing production, production of metals and waste recycling. 

In 1994-1996, the total consumption of energy gradually increased from 25,689 thousands MWh to 28,877 thousands MWh (growth to 112.7%). In the next years, consumption of energy slightly decreased to 27,850 thousands MWh (1999). In the monitored period, except for 1996, there was a reduction of consumption of electric energy in industrial production to 99.4% level. This relatively slight reduction demonstrates that the energy intensity of production processes is still approximately on the same level during the whole monitored period. The share of industrial production in the total consumption of electric energy was 34.18% in 1997. The energy and resource intensity of industrial production as a whole is still relatively high and was not substantially decreased which has an adverse impact on the environment. 

A modest growth of fuel consumption was registered in industrial sectors in 1995 (except for gasolines), which directly relates to growth of industrial production in this year. On the contrary, in 1996, there was a decrease of solid fuel consumption, which has a direct impact on reduction of environmental pollution caused by emissions from combustion processes. On the other hand, consumption of liquid fuels and natural gas significantly increased. In the near future it is possible to expect further reduction of solid fuel consumption, which relates to the shift to production technologies based on more ecological fuels, e.g. natural gas. 

In 1994, organisations of industrial production produced totally 31.9 thousands tonnes of emissions of solid pollutants and their share in total emissions from stationary sources was 36.5%. In 1998, there was a decrease of solid emissions to 18.7 thousands tonnes, while the share in emissions decreased to 34.1%. The total production of solid emissions dropped during 4 years to 58.6%. The biggest decrease was registered in the sectors of chemical industry (to 20%). On the contrary, iron and steel production and processing permanently accounts for the highest share in solid emissions. 

In 1994, industrial organisations produced totally 85.0 thousands tonnes of SO2 emissions (36.1% of the total production in Slovakia), while in 1998 it was 68.6 thousands tonnes of SO2 emissions (38.9%). Although the emission production decreased during 4 years to 80.7%, the share of industrial production in the total SO2 emissions from stationary sources increased. The largest producers of SO2 emissions are production of coke, refined oil products, iron and steel production and processing. On the contrary, production of SO2 emissions in chemical industry is considerably decreasing. The data analysis shows that the industrial production is the largest producer of SO2 emissions in the national economy of the Slovak Republic. 

The total production of NOX emissions in the industrial sector in 1994 was 60 thousands tonnes of emissions (49.8% of the total emissions in Slovakia), in 1998 it was 39.9 thousands tonnes of NOX emissions (47.8%). The biggest volumes of NOX emissions were produced in the iron and steel production and processing and in the chemical industry. Unfavourable development of situation is in production of non-metal and mineral products. 

The industrial production accounts for almost 100% of emissions of heavy metals (cadmium, mercury, arsenic and lead) from all stationary sources. As regards emissions of cadmium and arsenic the biggest producer of emissions was production of non-metal mineral products, recently also the iron and steel processing and production, which was also the biggest producer of emissions of mercury and lead. 

In the area of industrial waste water discharges there was a growth of their production in 1998, when compared to 1997, up to 120.4% level. The total volume of treated waste water decreased to 97.7% and the volume of untreated waste water increased to 153.3%. Concerning the relation of industrial production to the environment there is a negative development of increasing volume of untreated waste water. This fact demonstrates the situation in which the industrial production is. Lack of financial sources, reduction of production and growth of indebtedness of organisations lead also to reduction of expenditures for environmental technologies and increase of environmental burdens. 

Total extractions of groundwater for industrial purposes were in the 1994-1996 period reduced to 80.2%. Extractions for industries were decreasing more rapidly than the total groundwater extractions. Sectors, where production processes directly depend on water consumption, include food industry and production of beverages. Other sectors of industrial production are more or less dependent on quantity of water which they extract mainly from surface water resources. In the 1991-1994 period there was a decrease of use of surface water, however since 1995 there have been a modest growth in use of water. 

In 1994-1998, the decrease of agricultural soil was slowing down gradually for purposes of industrial production, both in relative and absolute figures. This positive development is due to efforts to utilise industrial premises of existing organisations, which are currently insufficiently used, and gradual slowing-down of construction of new industrial premises. This is caused by lack of investments for new construction, growth of prices of agricultural land and more efficient protection of the soil within the environmental law. 

The industry produced 3,406.7 thousands tonnes of wastes in 1998. Of this amount, there were 2,169.3 thousands tonnes (63.7%) of special (non-hazardous) wastes and 1,237.4 thousands tonnes (36.3%) of hazardous wastes. Sectors of industrial production were the second biggest producer of special wastes and the biggest producer of hazardous wastes. 

The industrial production still plays the most important role in the area of air pollution despite some taken measures in large enterprises and decline of production. There is a negative development of impacts on water quality with increase of amount of untreated water and also with increase of amount of some pollutants. The indicator of decrease of agricultural land was developing positively. 

On the basis of the overall analysis of industrial development it is possible to consider that the registered positive changes are not only due to conscious and conceptual regulation of development in the sector, but mainly due to the recession in production. Deep under-capitalisation at the same time allows to expect further adverse changes caused by lack of financial sources for purchase of technologies and by insufficient assessment of developmental projects in particular from the point of view of consumption of energy and impacts on the environment. Assessment of the internal structure of industry shows that arrival of so called environmental sectors, which are growing in the industrially developed countries, is almost absent in the Slovak economy (despite opportunities in the restructuring of machinery production).

4.8.5
Extraction of mineral resources

Extraction of mineral resources is one of the primary industrial sectors which directly use natural resources as basic inputs for other industrial sectors or as commercial commodities. From the point of view of development of this sector after 1990 (data since 1992) there is a relatively balanced share of mining industry in GDP, but employment in this sector is permanently decreasing, which is however in accordance with trends in developed economies of the world. 

Table 23 – Selected economic indicators in sector of extraction of mineral resources

	Economic indicator
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	99/92

	Gross production (% of GDP)
	0.9
	1.0
	0.8
	0.9
	0.9
	0.9
	0.8
	0.9
	1.00

	Share of employees 

(% of total number in Slovakia)
	1.5
	1.2
	1.2
	1.2
	1.1
	1.2
	1.0
	1.0
	0.67


Source: Statistical Office of the Slovak Republic, 1994-2000

The basic economic indicators in the sector are not favourable. The gross production of the sector in relation to real prices still decreases – in the 1992-1998 by 25%. Despite increase of volume of financial sources from sale (including sale abroad) the total profit from production is decreasing, both in absolute figures and in relation to gross production. The increasing volume of financial sources from sale is determined by growing prices. Decreasing profit is a signal of increasing costs in the sector. As regards internal division of the sector to extraction of energy minerals and other minerals, extraction of energy minerals is growing. While the total sale and export of other minerals has stagnated since 1992, sale of energy minerals almost doubled and their export increased more than seven times. 

There is an overall decline in extraction of selected mineral resources. The decline is not so large in extraction of energy minerals (20-30%), but in the case of ore minerals extraction of antimony, lead, zinc, copper and mercury was stopped, extraction of precious metals was damped and extraction of iron was damped to half output. After 1990, the development in extraction of non-ore minerals is not clear. There was a substantial damping in extraction of some minerals – asbestos, barite, decorating stone, quartz, quartzite, limestone, steatite, perlite, but also magnesite and ceramic clays. On the contrary, there was growth of extraction of some other minerals – foundry sands, kaolin, gypsum and anhydrite, rock salt, basalt and in particular heat-resistant clays. In the case of non-ore minerals, however, the overall volume of extraction has decreased. Keeping records on extraction and consumption of building minerals is problematic, because a large part of them is extracted at non-reserved deposits. There was a large decrease of extraction of brick minerals (approximately by 75%) and reduction of extraction of building stone to 40% level. 

Use of mineral reserves in Slovakia has to be assessed in a broader context in relation to the whole fuel-energy industrial sector. Excessive extraction of natural resources is only response to excessive level of consumption in the industrially developed part of the world. Regulation and management of processing, distribution, consumption and recycling of resources is very important in this context. The energy policy of the Slovak Republic, which was approved by the Government in 2000, is the starting point for assessment of expected trends. Sustainable use should be based on such a level of mineral extraction, which will not confine access to these resources for future generations, which is rather unrealistic in the case of non-renewable resources. Therefor utilisation of renewable resources, which have a big potential in Slovakia (in particular biomass, geothermal energy, hydropower, solar energy and wind energy), should be preferred. The non-renewable resources should be utilised so as to ensure their long-term lifetime and to minimise negative impacts on the environment. In practice, this also means assessment of resource utilisation from the point of view of extraction inputs and outputs. Inputs are determined by the exploitation of individual minerals (long-term reserves with regard to their current level of utilisation) and by their structure (representation of primary non-renewable resources and renewable resources), outputs are represented by accompanying “effects” of resource utilisation with regard to environmental pollution (in particular by emissions of SO2, NOX and CO2). 

The previous development of the Slovak economy in the context of resource use cannot be assess as sustainable. It is based on the idea of permanent economic growth, which is accompanied by large consumption of primary resources and high energy intensity. The present structure of industrial production is unsatisfactory – dominating production, which demands huge amounts of energy and resources (iron metallurgy, metallurgy of coloured metals, production of aluminium, chemical industry). And yet domestic energy and ore minerals are small and production is mostly based on import of resources. In the case of energy minerals it is from the long-term point of view appropriate to concentrate on decrease of consumption and extraction of coal (to stop extraction of lignite, to damp and gradually stop extraction of brown coal, to confine import of mainly brown coal). At the same it is appropriate to increase importance and proportion of natural gas (reconnaissance and verification of domestic reserves, import diversification, gasification of the economy and infrastructure), to substitute “biological” fuels for oil and in particular to substantially increase importance of untraditional energy resources – in particular renewable resources. These trends have been taken into account also in the energy policy. 

Reserves of ore minerals are small in relation to consumption. Major part of important resources was exhausted during the golden age of mining in the Upper Hungary (the 13th – 18th centuries). At present there are minimal conditions for major extraction of ore minerals on our territory – it is necessary to re-assess extraction of iron and iron ore, extraction of small amounts of gold bearing ores. The non-ore minerals can be from the point of view of realistically usable reserves divided to resources, which are perspective also for export or for development of industry (steatite, magnesite, diatomite, rock salt, mica), the other resources suitable for domestic consumption and to insufficient resources. Slovakia is rather rich as regards the building minerals – reserves of exclusive deposits are however sufficient only to cover domestic consumption. In the case of major extraction the environmental impacts would be unbearable. 

Sustainable use of mineral reserves in Slovakia should be based on gradual substitution of renewable resources (including substantial increase of use of domestic renewable resources) for non-renewable resources. In the case of mineral resources it means gradual abandoning of extraction of solid energy minerals (brown coal and lignite), increasing the share of use of biological energy minerals and diversification of import of oil and natural gas, stopping extraction of ore resources, re-assessment of extraction and differentiated approach to use of non-ore and building resources (e.g. reducing extraction of limestone, dolomites, building stone and gravel-sands and possible increase of extraction of steatite, mica, etc. for export). Increase of use of geothermal energy and other alternative energy minerals is expected. These changes in use of mineral minerals have to be in accordance with structural changes in energy and industry.

4.8.6
Energy

Slovakia ranks among countries, which are in traditional meaning poor in its own energy resources, which provide only 11% of the total supply of primary energy resources. It means that Slovakia imports 89% of energy resources, primarily from the Russian Federation. 

In 1995, the final energy consumption was covered by coal (35% of total energy), gas (32%), oil (18%) and electric energy (14%). In 1990-1999, the overall energy intensity in Slovakia has stabilised. Despite this fact, however, the energy intensity when calculated per purchase power parity is almost three times higher than the average in the EU countries. Insufficient reduction of energy intensity and ineffective use of energy are a permanent problem of the Slovak economy. 

Table 24 – Development of selected indicators of the Slovak energy sector

	
	Unit
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	Share of production and distribution of electricity, gas and heat in GDP
	% of GDP
	3.6
	3.5
	4.2
	4
	3.6
	2.5
	-

	Primary energy resources
	PJ
	733
	718
	742
	754
	1,325
	1,289
	1,326

	Final energy consumption
	PJ
	549
	537
	542
	552
	499
	499
	516

	Primary energy resources / GDP95
	PJ/SKK billion
	1.59
	1.49
	1.43
	1.37
	2.26
	2.10
	2.03

	Primary energy resources / GDPppp (IEA)
	toe/00090
	0.59
	0.55
	0.53
	0.51
	0.47
	-
	-


Source: Ministry of Economy of the Slovak Republic, 2000

The energy system of Slovakia is a sub-system of the world system, which is characterised by a permanent growth of production and consumption of energy, changes in structure of fuel resources and disparities among regions in production and consumption of energy resources. In the past, Slovakia as a part of Czechoslovakia belonged to a closed and partially isolated Eastern European energy system. At present, our energy system is being connected to the Western European system. However, Slovakia is still strongly dependent on import of oil, natural gas and uranium from Russia and coal from neighbouring countries. At the same time it is a transiting country for transfer of natural gas to the Western European countries. In the area of production of electricity Slovakia is self-sufficient. Taking into account the inter-linkages among the energy systems, its development still requires a close co-operation with neighbouring countries and connection to the Western European countries. 

Transformation of the Slovak economy was connected to decrease of production and subsequently to decrease of energy consumption. In 1990-1993, GDP dropped by 20% and the total energy consumption by 27%. Later, the consumption of energy started to grow together with growth of the economic product. The initial reduction in energy consumption was due to reduction of GDP and not due to rationalising measures. Untransparent and non-market prices and monopolistic structure of the economy led to lack of motivating mechanisms oriented to introduction of rationalising measures and increasing the effectiveness of energy use. The energy policy suggests decrease of energy intensity in 2010 by ca 42%, when compared to 1990. 

Low prices (when compared to prices in OECD countries, the prices of electric energy in households of the Central and Eastern Europe are approximately four times lower) are considered to be the reason of ineffective energy management. The prices of energy in the EU countries for the industrial sector are lower then the prices for inhabitants, while in Slovakia the situation is opposite. 

Table 25 – Structure of sources of energy consumption in selected countries in 1994

	Energy source
	World
	Slovakia
	Austria
	Switzerland
	Poland
	Hungary

	Traditional fuels
	-
	0.78
	3.98
	4.74
	0.76
	1.91

	Primary electricity
	10.46
	22.74
	12.92
	36.93
	0.1
	16.2

	Gaseous fuels
	23.73
	31.0
	26.84
	9.38
	8.61
	34.1

	Liquid fuels
	36.01
	15.11
	43.94
	48.23
	14.76
	29.48

	Solid fuels
	29.80
	30.37
	12.33
	0.71
	75.77
	18.31


The share of industry in energy consumption (52%) is in Slovakia considerably higher than in the Western European countries (32%), while the share of energy consumption in the sectors of housing (17%) and transport (11%) are considerably under their level. The structure of primary energy supply in Slovakia points out at the heritage from the past. The economy was oriented to use of relatively cheap resources of coal and natural gas. On the contrary, the share of oil is small when compared to the western countries. The overall share of hydrocarbon fuels in 1996 achieved the level of 50%, which is a little bit over the 1990 level (48%). The share of oil does not achieve even a half of the share in the developed countries of the European Union, while the share of natural gas is much higher. 

Use of energy is concentrated in particular in large industrial enterprises. The thirty largest firms account for ca 50% of industrial consumption of electricity and the three largest ones (VSŽ, Slovalco and Slovnaft consume almost 22%). The large-scale purchasers of electric energy consumed as much as 65% of electricity used in industry in 1996. The energy-intensive industries use bigger share of industrial outputs than in many Western European countries. 

In relation to sustainable development the issue of renewable energy resources is getting on the top of the energy agenda. Estimates of the total potential of renewable and secondary energy resources as well as its technologically usable part are different according to individual sources and ranges from 39.2 PJ/year to 143.8 PJ/year. The energy policy estimates the technologically usable potential of renewable resources in Slovakia at 100.4 PJ/year, while biomass is the most important renewable resource. The estimation of use of renewable resources in 1994 ranges from 11.4 to 25 PJ/year. According to the energy policy the renewable resources at present cover only 3.3% of the total energy consumption and are used only to 25% of their technologically usable potential. 

Since 1995, the primary energy resources in the Slovak Republic have covered only 10% of the needs (without inclusion of use of renewable resources), the remaining 90% are covered by import. The low level of source diversification worsens the dependence on import, when almost all amount of imported oil, natural gas and nuclear fuel (ca 65% of primary resources needed) comes from one country – the Russian Federation. Remaining 25% come in the form of coal from the Czech Republic, Poland and Ukraine. Utilisation of potential of renewable energy resources (except for exploitation of hydropower potential) is at present in Slovakia in the experimental stage. 

Although the structure of production facilities and production of electric energy in Slovakia are comparable to the structure in the developed world economies, relatively high rate of concentration of production in one production centre is a certain disadvantage. Approximately 44% of electric energy are produced in nuclear power plants in Jaslovské Bohunice (4x440 MW) and Mochovce (2x440 MW), 18% of electricity are produced in hydropower plants and the rest in thermal power plants. Heat supply in 1995 constituted 252.5 PJ, of that the industrial sector consumed 58.6% and the housing sector 41.4%. The majority of transformation facilities is technologically obsolete, less effective and their operation has adverse impacts on the environment. Two largest thermal power plants in Nováky and Vojany are responsible for 75% of air pollution as regards CO and NOX and for 80-90% as regards SO2 and particulate matter. The energy sector is the largest producer of the mentioned pollutants. 

The energy intensity expressed in the form of the share of total primary energy consumption in gross domestic product has a permanently decreasing tendency in Slovakia (from 1.59 in 1993 to 1.14 PJ/SKK billion in 1998). However, it is still much higher than the average in the EU member countries – the reasons are first of all low labour productivity, high share of industry in GDP and its unfavourable structure (high share of energy intensive sectors). Slow-down of GDP growth in recent years was accompanied by a modest decrease of consumption of primary energy resources, decrease of final energy consumption and electricity consumption. The consumption of primary energy resources per capita (140 GJ/inhabitant) is in Slovakia at the level of ca 85% of the average in the EU member countries. 

Dominating feature of the Slovak energy sector from the point of view of consumption is dominance of industry in consumption of all kinds of energy and relatively low consumption at the side of inhabitants. The energy prices do not reflect real costs and are under-estimated. Prices of energy are negatively influenced by non-market policy of the state, monopolistic structure of the energy sector, untransparent pricing mechanism. This hampers rationalisation and increase of effectiveness in energy consumption. Yet the energy savings are the largest energy resource in Slovakia, similar to situation in other countries. Due to obsolete production technologies, insufficient insulation of buildings and heat distributions there are large losses of produced energy. Big and almost unused potential of energy savings is in increase of energy efficiency in industry and households. According to realistic estimates, introduction of saving measures in industry could lead to 30% saving of consumed energy and improvement of insulation of buildings could save 30% of heat. 

The current state of the Slovak energy sector is not in accordance with principles of sustainable development. The energy system of Slovakia has been built on the basis of imported non-renewable resources which cover as much as 89% of requirements for the primary energy resources. Moreover, import of the most important energy resources is not diversified and is covered mostly by supplies from the Russian Federation. The domestic reserves of energy resources are small and new quantitatively relevant deposits are not expected to be found. Use of renewable energy resources is small and covers only 3.3% of consumption of primary energy resources. 

The adverse environmental impact of the energy production has been big up till now, in particular as far as impacts on air are concerned. In 1998, power plants and heat plants accounted for 45% of total SO2 emissions and 35% of total NOX emissions. Combustion of fossil fuels (in all sectors of the national economy including transport) causes 94% of CO2 emissions in Slovakia. There is a positive trend of decrease of emissions of all pollutants to air due to measures taken to improve environmental performance of production (especially in thermal power plants). Decommissioning and liquidation of nuclear power plants and disposal of radioactive waste will be a huge environmental and economic problem. The energy specialists estimate costs of this process minimally at SKK 110 billion. 

The Energy Policy of the Slovak Republic as a strategic document adopted by the Government in January 2000 brings opportunities to change the current state and orientation of the Slovak energy sector to the trajectory of sustainable development. The document provides a brief analysis of the current state of energy sector in Slovakia, outlines its basic development perspectives and tries to orient the energy sector towards compliance with decisive criteria, which are important also for sustainable development in the sector. They include economic effectiveness, creation of conditions for market liberalisation within the trans-European context and environmental acceptability. Renewable resources of energy and energy savings were given more attention in the energy policy than in previous documents. 

Perspective accession into the European Union and relating economic and legislative measures are at present a strong stimulus for achievement of sustainable development. Lack of domestic non-renewable resources of energy and high potential of savings can also be a stimulus for application of principles of sustainable development in the energy sector. Risks and limits are mainly in high investment demands of programmes aimed at use of renewable resources and some energy savings programmes. Transition from the current unsustainable state and development of the Slovak energy sector to sustainable development will be a long-term process requiring large structural changes in the national economy, in the whole energy sector starting from production, through transformation to the final consumption. These structural changes are not possible without changes in thinking and acting of people managing the society and without changes in consumer behaviour of inhabitants. 

Basic measures and steps to achieve sustainable development of the Slovak energy sector should in accordance with the international commitments, the Programme Declaration of the Government and the energy policy concentrate on diversification of fuel import and reduction of dependence on their import, de-centralisation of electricity production, de-monopolisation of the energy sector, decrease of energy intensity of the economy, technological modernisation of the sector, implementation of saving programmes, putting the prices on realistic level, support of use of renewable and secondary resources, introduction of new legislative and taxation measures. 

4.8.7
Building industry

The Slovak building industry underwent two important changes in this decade. The first one was the process of transformation of building organisations, which has been completed. The focus of de-nationalised building sector is on small and medium enterprises, while capacities of large companies, in particular in the area of transport and infrastructure construction, have been maintained. The second change was in structure and especially extent of construction works after 1990. Investment construction and the building industry considerably declined. 

Analysis of development of building production in 1990-1999 shows that the building industry belongs to sectors, which were the most sensitive to the national economic policy. Demand for construction works considerably lagged behind supply capacities of building organisations. Structure and required construction technologies were changing but the building organisations were able to adapt flexibly. Positive impacts of the building sector on the national economy were not seen because of lack of sufficient demand for construction works in both the public and the private sectors. Multiplication effect of the building sector in relation to other industrial sectors did not happen. 

As far as structure of construction works is concerned, housing construction and construction of educational, medical and cultural facilities considerably lagged behind. Share of non-housing constructions has increased importantly – financial institutions, religious constructions which were not built for 40 years. Production decline affected mostly the large construction companies with a high standard of labour and production organisation and which are oriented to large investments with impacts on the whole economy. Small enterprises and self-employed people were affected to the smallest extent, they orient their production programme to small construction, repair and maintenance and managed to adapt to adverse conditions of the construction market. 

Such a development of building production was accompanied by important changes in building technologies and by increasing quality of construction works. The prefabricated panels almost ceased to be used, construction of prefabricated skeleton systems has been limited and tradition construction based on brick, porous concrete and other silicate materials and systems started to prevail. Application of these materials, however, led to increase of prices. Conditions to introduce on market quality construction materials have become stricter and comply with conditions in the EU countries. A certificate of quality system is a basic pre-condition for the enterprises to be successful both in domestic and international competitions.

Export of building capacities especially in the recent period stagnates, moreover, presence of the Slovak building companies on foreign markets is not sufficient. Decrease of export of construction works was caused mainly by lack of financial sources at foreign investors on the Eastern markets and markets in transition as well as by reduction of export of construction works to economically developed countries. The competitiveness of the Slovak building sector plays its role – increasing the competitiveness showed to be one of possibilities how to utilise available construction capacities and improve employment. In this area improvement of quality, creation of appropriate environment for all partners on the construction market and improvement of professional training and education have to play the decisive role. 

The sharp decline of building production after 1990 led to decrease of the share of the building sector in GDP and employment. While in 1990, the share of the building sector in GDP was 9.2%, in 1994 this figure was only 4.6%. The share of the building sector in total employment dropped during the same period from 10.2% to 7.6%. In the absolute number of employees this means reduction of the number of employees by almost 100 thousand in 1990-1994. 

There was a decline of building production from SKK 113.7 billion in 1990 to SKK 52.9 billion in 1994 (in 1995 constant prices) which is a decrease by 53.5%. This decrease was especially due to reduction of the share of building investments in total investments. While in 1990 this share was 53.7%, in 1994 it was only 44.0%. It was manifested in change of structure of building production according to investment plan, in particular in new construction activities, including modernisation and re-constructions. After the sharp decline of construction activities in 1991-1994 there was a modest increase of domestic production in 1995 (index 102.8%) and increase of construction works abroad. 

Large infrastructure projects financed by public sources and foreign loans in 1996-1997 led to growth of domestic production and to increase of housing construction. In 1997, the share of the building sector in GDP increased to the level of 5.3%, which means a growth index of 112.8%, when compared to 1996. It can be assessed positively that this growth was achieved through growth of labour productivity (index 105.1), when the annual average number of employees in 1997, when compared to 1996, did not change. From the point of view of structure of building production according to ownership a rapid growth of the private sector can be mentioned. In 1997, the private sector accounted for more than 82% of the total production. According to the investment orientation, there was a relatively small share of repairs, maintenance and other works, while development of the share of construction, modernisation and re-constructions was growing and was affected by infrastructure projects (motorways) and energy constructions. On the contrary, there was a decrease in export of construction works abroad, especially to states of the former Soviet Union and Germany. 

In 1998, efficiency of the building industry again decreased – the share in GDP was reduced to 4.9%. The share in employment remained unchanged (7.4%), it was however maintained at the expenses of labour productivity. As compared to 1997, the volume of construction works decreased by 3.5% and there was a permanent decrease of building production abroad, when the real amount of production abroad fell by 27.7%. Decrease of demand for construction works caused that construction at the end of 1998 accounted for 10.1% of the total unemployment. 

The unfavourable development was continuing also in 1999. In the first half of the year, the building production dropped by 27.6% in comparison with the same period of the previous year and the number of employees was reduced by 6.7%. There is still tendency of decrease of building production abroad. 

The main objective of industry of building materials in 1990-1999 was to ensure production of relevant building materials and products for building production, to place a part of the production on foreign markets and so to maintain effectiveness of its own production and to improve the foreign payment balance of Slovakia. 

Economic and social development in the industry of building materials was similar to other sectors. It was affected especially by reduced level of investment in the society. The industry of building materials is at present stabilised, its effectiveness is and will be dependent on increase of building production.

4.8.8
Transport

The economic reform carried out in 1990-1999 considerably affected the structure and developmental trends in the transport sector of Slovakia. There was a significant shift towards increase of passenger and freight road transport, while the economic reform and policy considerably disadvantaged the rail transport, urban public transport and other form of public transportation. This shift towards individualisation of transport and advantaging of road transport leads to a larger burden to the environment, including residential areas, caused by noise and pollutant emissions. The 1990-1999 period can be characterised as a shift towards environmentally less proper modes of transport. 

In 1998, the transport accounted for 6.1% of GDP. In comparison with 1997 this share is higher by 0.3% and similar to 1993. 

Table 26 - Share of transport in GDP (%)

	
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	% of GDP
	6.1
	6.8
	6.2
	6.1
	5.8
	6.1
	7.09


Source: Statistical Office of the Slovak Republic

Density of the road network in 1998 was 0.361 km/km2 and is assessed with regard to terrain morphology as sufficient, however, in comparison to the neighbouring countries it is relatively low. Density of the highway network in 1998 was 0.0059 km/km2. The highway network, designed in the European routes E65, E75, E58 and E50, is connected to the road systems in the neighbouring countries and is complementary to the main road network in Europe. A 1996 comprehensive project of preparation and implementation of construction specified extent of highway construction till 1998 and defined a date of completion of highway network by 2005. Due to lack of financial sources these objectives were re-considered in 1999 and a new Conception of Highway Infrastructure Development was adopted. 122 km of highways and connecting roads were put to use since February 1996 to November 1998 and the total highway length achieved 288 km. As compared to speed of construction before 1996, during this period the construction speed increased 5 times. In 1998, there were 17,710 km of roads and highways in Slovakia – as compared to 1993 the length of the road network decreased by 155 km, while the total length of highways was increased by 90 km. Of the total planned length of highway network (659.3 km by 2005) 43.7% were in use at the end of 1998. 

The regional dimension of the transport system of the Slovak Republic is very important from the point of view of its development. It is seen especially in relation of regions to the capital of Bratislava and regional centres. Therefor priority of the state is to enable rapid, safe and quality connection of the Slovak territory to Bratislava and territories of regions to regional centres. Taking into account the fact that state administration authorities, schools, health service institutions and cultural institutions are concentrated in the capital and regional centres, this accessibility is a socially important factor. In the framework of development of the transport system of Slovakia it is necessary to remove inaccessibility and to ensure creation of regional transport. 

The decrease in development of the national economy was reflected in changes of transport demands and in subsequent decrease of outputs in the road and freight transport. Development appeared only in truck transport due to liberalisation of foreign trade and appearance of new competing activities. There was a decrease of amount of transported goods, average transport distance, number of transported passengers and outputs of passenger transport. Focus of use of public transportation is on commuting to schools and work places. In this area there is growing individual transport by cars. The reason of decrease in public transport is cancellation or limitation of special reduced transport tariffs and reduction of less effective lines. 

Urban public transport is provided in the cities of Bratislava, Banská Bystrica, Košice, Prešov and Žilina by municipal transport enterprises and in other Slovak cities by the state enterprises of the Slovak Bus Transport. From the point of view of the number of persons transported by the urban public transport enterprises in 1998, decrease of number of transported persons, which started in 1996, continued. The number of persons transported by other enterprises of road public transport was also decreasing. 

The railway transport ranks among the sectors, which were affected very much by the previous economic system. The railway transport was subordinated to extensive development of the economy. It was primarily used for transport of goods, in particular solid fuels, resources for metallurgical and heavy industries and for investment building. The passenger transport was oriented to transport of persons to work places. Increasing requirements were met by intensification, while even the simple reproduction of basic resources was not ensured. This fact led to lag of technological basis, its physical and moral deterioration. This problem became apparent especially in passenger transport and was reflected in a low transport culture, low speed and unreliability of the railway transport. The railway transport has a high potential to alleviate negative impacts of heavy freight transport. State of transport infrastructure for the railway transport is not satisfactory. In 1998, the length of railway lines was 3,665 km, which is in comparison with 1997 a decrease by 8 km. 1,535 km were electrified (41.9%). Of the total length of railway lines only 8% is proper for the speed of 120 km/h and ca 18% for the speed of 100 km/h. On one third of railway line the speed is reduced due to bad state. Capacities of the railway infrastructure exceeds both current and predicted outputs, its operational state however lags behind the standard of the developed European countries by 15-20 years. The railway speeds achieved on the lines ranking among the AGC international railway lines do not comply with the European parameters. Density of the railway network is 74.6 km/1000 km2 and this is comparable to the European average. There are 0.69 km of railway lines per 1000 inhabitants. As regards the number transported passengers, the situation is similar to the road transport – in 1998 there was a decrease of passengers by 1,677 thousands. Due to decrease of volume of transport and average transport distance, the transport outputs were also decreasing. Permanent speed limits and insufficient maintenance do not allow even in favourable parts to take the opportunity of the highest speed which is reflected in increased transport expenses and losses of transport markets. 

Infrastructure of combined transport is created by combined transport terminals, railway lines and connecting roads to terminals. In 1994, Slovakia became a party to the AGTC Agreement (Agreement on Important International Combined Transport Lines and Related Installations). Despite important advantages of combined transport in comparison with road transport its development in Slovakia is still insufficient. Infrastructure for this kind of transport is also developed insufficiently. There is decreasing trend in indicators for this transport mode. From the point of view of future development it will be necessary to update targets, objectives, conceptions and programme of further development of combined transport in Slovakia with regard to its future development in Europe and to connect combined transport in Slovakia to combined transport in Europe. 

The basis of water transport infrastructure is the Danube waterway with two public ports in the cities of Bratislava and Komárno and with the port for enterprises in Štúrovo. The Váh waterway is another important waterway – the Váh River is also included in the list of European waterways of international importance. Other watercourses are not used for regular navigation for the moment. Water transport is used primarily for transport of goods with introduction of new transportation technologies – containerisation. Passenger transport includes transport of persons on navigable watercourses on the territory of Slovakia. Number of passengers transported by water transport in 1998 was reduced by 1 thousand. As far as transport of goods is concerned, decrease of the total amount of transported goods was continuing. The average transport distance was 1,113.7 km. The decrease of transport outputs was caused by the collapse of the Soviet Union and its markets and also by the war conflict in Yugoslavia. In 1998, the transport on the Danube River was revived. Slovakia has sufficient transport capacity to renew transport on the Danube waterway including vessels on a good technical level and ports with transhipment technology. 

34 operators of air transport enlisted in the civil aviation register owned 352 civil aeroplanes in 1998. The airports in Bratislava and Košice are strategic public airports for international transport. The airports Poprad/Tatry, Sliač, Piešťany, Žilina and Trenčín are regional public airports for international transport. There was a growing trend in the number of transported passengers. The number of transported passengers was in 1998 higher by 51,570 as compared to 1997. As far as transported goods are concerned, there was a further decrease in 1998 by 223 tonnes in comparison with 1997. 

Transport belongs to the most important economic activities with serious impacts on the environment and human health. Scale of impacts depends on transport mode, its energy intensity, type of used fuels and development of basic indicators in transport. Air emissions of pollutants cause the most negative impacts of transport on the environment. This problem is especially serious in urban areas, where the road transport is concentrated. The other negative impacts are caused by noise, waste generation, energy consumption, land take, damaging the habitats of plants and animals. Accidents are also an important negative factor relating to transport which affects human health. 

Slovakia carries out regular, annual inventory of production of emissions of pollutants from road, railway, water and air transport. The first inventory was carried out in 1993 with a starting year of 1990. Data on emissions from transport together with data on emissions from stationary pollution sources constitute a starting point for evaluation of compliance with commitments resulting for Slovakia from international conventions in the area of air protection, to which Slovakia accessed. In the area of transport Slovakia proceeds in accordance with the National Programme of Reduction of CO2 Emissions from Transport in the Slovak Republic. From the point of view of the share of transport in the total emissions of the reviewed pollutants, ca 35% share of transport in NOX and 45% share in CO emissions are important. The share of transport in emissions of greenhouse gases is ca 9%, as regards VOC the share is 36%. The road transport plays the most important role in total emission generation in transport. The share of other modes of transport in individual pollutants is ca 9%. Individual passenger transport plays the decisive role in emissions from road transport – in 1998, the share for individual pollutants was as follows: CO: 89.3%, CO2: 52.6%, NOX: 45.3%, VOC: 83.1%, SO2: 19.5%, particulate matter: 17.8%, while in the case of freight transport the share was 9.5% for CO, 38.2% for CO2, 39.6% for NOX, 15.2% for VOC, 64.3% for SO2 and 71.8% for particulate matter. 

From the point of view of developmental trends of individual pollutants there was only modest increase of controlled pollutants, despite considerable growth of fuel consumption in road transport and growth of number of personal motor vehicles. Rapid introduction of technologically modern personal motor vehicles with three-way catalysts and with lower fuel consumption had a positive impact on production of emissions from transport. Stricter controls of technical state of motor vehicles and introduction of emission controls of motor vehicles was also a positive aspect. Undesired speed of development of individual motorised transport connected to considerable increase of fuel consumption adversely affected the overall production of emissions from transport. 

In 1998, the transport and communication sector produced totally 58,679.1 tonnes of special and hazardous wastes. As compared to the total waste generation in Slovakia (9.1 million tonnes) it is 0.9% and therefor transport does not rank among the important waste producers. Of that volume there were 32,157.7 tonnes of special wastes and 26,521.9 tonnes of hazardous wastes. Hazardous waste management (accumulators, waste oils, etc.) is especially problematic. 

Transport plays a special role both in national environmental assessments and in relation to social aspects. On one hand social factors constitute a driving force of developmental trends in transport (e.g. structure of consumption in households, use of leisure time, level of disposable incomes, socio-demographic characteristics) and plays an important role in life of inhabitants from the point of view of transport to schools, works and leisure time activities, on the other hand transport contributes to pollution of the environment, accidents and many other caused negative social effects. Adverse trends in transport in Slovakia include e.g. preferring and considerable growth of automobile transport (mainly in cities and on main routes), decrease of public transport, transfer of goods transport from railways to roads. 

4.8.9
Tourism

The economic reform, carried out in 1990-1999, should have created favourable conditions for development of tourism in Slovakia. At this time tourism had a chance to become one of the main sectors of the Slovak economy, as it is for example in neighbouring Austria. Tourism, like other sectors, got to crisis mainly due to low competitiveness of provided services, which is manifested in its insufficient development and decrease of incomes from this sector. Incomes from active foreign tourism (except for 1994) are decreasing, while the average inter-annual decrease is approximately 7%. In 1998, the incomes were SKK 17,231 million and in comparison to 1994 they dropped by almost 20%. This adverse development was affected in particular by the fact that Slovakia, as the only state of the Central Europe, does not have a strategy aimed at increase of the share of Slovakia as a target country of tourism on the European and the world tourism markets. For the majority of potential visitors Slovakia is an unknown country. Despite creation of the Slovak Tourism Agency in 1995, which is to advertise Slovakia as a tourism country, the incomes from active foreign tourism are still decreasing. 

Expenses for passive foreign tourism have a negative impact on development of balance of payment of the state. Since 1994, there has been an uneven, prevailingly growing trend of these expenses. In 1998, they achieved a value of SKK 16,727 million with a growth by ca 55%, as compared to 1993. Growth of expenses for passive foreign tourism was influenced in particular by diversity of offers by travel agencies, of which 90% devote passive foreign tourism. This orientation is also influenced by the fact that running business in tourism is less risky – there is a permanent demand from the side of the Slovak inhabitants for holiday abroad, reliability of commercial partners and quality of services. 

Decrease of incomes from active foreign tourism and growth of expenses for passive foreign tourism was manifested in development of tourism balance, balance in services and finally in development of balance of payments in the monitored period. There is a positive fact that the balance of tourism is still active. The balance in 1998 was SKK 504 million, which is in comparison with the most successful year 1994 decrease by 95%. The fact that tourism can significantly contribute to solution of problems relating to development of balance of payments in Slovakia can be documented also by the data from 1994, when incomes from tourism represented ca 30% of all incomes from services. 

The unfavourable development of income indicators and balance of tourism is manifested also in the share of foreign currency incomes from tourism in GDP, which ranged from 2.4% to 3.95% in the 1993-1999 period, while the highest share was in 1995 and the lowest one in 1999 – since 1995 this indicator is still decreasing. The share of incomes from active foreign tourism in export ranges from 3.8% to 7.21% and also this indicator shows a decreasing tendency from 1995. 

Table 27 – 
Share of foreign currency incomes from tourism in GDP and export of Slovakia

	Indicator/Year
	1993
	1995
	1997
	1999
	1999/1993 change

	Share in GDP
	3.42%
	3.95%
	2.76%
	2.4%
	0.7

	Share in export
	7.13%
	7.21%
	6.21%
	3.8%
	0.53


Comparison of selected economic indicators of tourism development in Slovakia and in selected countries shows that the different countries, unlike Slovakia, achieve a favourable development of indicators of income from active foreign tourism. In Slovakia there is one of the most apparent feature of unsustainable development of tourism – more rapid growth of number of visitors than growth of foreign currency incomes from active foreign tourism. As compared to other countries, Slovakia has the most adverse development of tourism despite the fact that Slovakia has much richer natural and partially also cultural potential. Reason of this development is under-appreciation of economic importance of tourism from the side of the state and absence of a clearly defined state policy of tourism development. 

Tourism is one of the sectors, which can help to transform the Slovak economy to trajectory of sustainable development. For that Slovakia has all the necessary conditions – natural beauties, human potential, etc.. The current way of functioning of tourism seems to be from the economic point of view very ineffective, which relates mainly to low level of services and low competitiveness of the whole sector. On the other hand Slovakia has a large opportunity to implement objectives of sustainable development, since negative impacts of mass development of tourism have not manifested so far. Small-capacity facilities, the domestic capital and relatively low level of foreign indebtedness, when compared to other sectors, prevail in the business area. Support of development of tourism should concentrate mainly on domestic tourism, active foreign tourism and support of domestic small and medium entrepreneurs. 

4.8.10
Information technologies (quaternary sector)

Development of modern technologies is connected to growth of digital economy and electronic business. Internet and modern information technologies allow to larger extent to digitalise the basic functions of economy and to transfer a growing number of economic activities to digital form. This area of a “cyberspace” is gradually including not only commercial operations but creation of gross domestic product and growth of labour opportunities as well. If proper legal frameworks are created, emerging digital economy has a potential to become an important factor of growth of the world economy in the forthcoming century. 

Slovakia ranks at present among countries considerably lagging behind the developed countries of the world in all areas of development of informational society. This is manifested in efficiency and competitiveness of the Slovak economy and in the living standard of inhabitants of Slovakia. Till these days Slovakia has not worked out any official programme of support of development of the informational society in Slovakia. 

Development of Internet is an integral part of growth of digital economy and electronic business. Internet and modern information technologies allow to larger extent to digitalise the basic functions of the economy and to transfer a growing number of economic activities to digital form. The area of a cyberspace is gradually including not only commercial operations but creation of gross domestic product and growth of labour opportunities as well.

4.9
Economic instruments

4.9.1
Set of economic instruments

Economic instruments are used to stimulate behaviour of authorities, institutes and also producers, consumers and other subject so that they modify their activities towards sustainable development. One of the principles of sustainable development, which are used in this context, is “polluter pays” principles. All environmental expenditures have to be transposed onto producers and consumers and not onto other segments of the society, other countries or future generations. Prices themselves should express relative scarcity and total value of resources and should contribute to protection of the environment. Such instruments include in particular:

· state budget, municipal budgets, budgets of enterprises and other organisations,

· various forms of tax exemptions, soft loans, subsidies, loans with zero interest rate, etc.,

· forms of negative stimulation, e.g. payments for pollution and use of natural resources,

· taxes,

· appreciation of resources, appreciation of labour, appreciation of products, etc..

As mentioned in the Chapter 8 (programming area C) of Agenda 21, application of economic tools for sustainable development requires: to create an efficient combination of economic, regulatory and self-regulatory methods; to remove those subsidies, which are not in accordance with sustainable development; to re-work out existing structures of economic and fiscal incentives so that they comply with environmental and developmental objectives; to create instruments for control of pollution and for environmentally friendly resource management.

Transition towards sustainable model of economy can be assisted by a set of economic instruments, which have been developed and are tested in a number of countries in order to change orientation of economy and society towards sustainable development. This change of orientation can be carried out in the form of gradual modifications of the current industrial economic system or in the form of creation of an alternative economic system based on principles of sustainable development, which will gradually replace the current economic system. These instruments are: 

· environmental tax reform, based on internalisation of externalities and introduction of environmental taxes including real costs of consumed resources and energy into product prices, which should lead to reduction of consumption and more effective use of resources and to disadvantaging the input intensive products;

· introduction of alternative economic indicators describing the real state of the whole society instead of current use of GDP, use of a basket of economic, social and environmental indicators diversified according to needs of individual regions or states;

· shifting the stress from labour productivity to resource productivity (e.g. Amory Lovins’ negawatt revolution according to which energy, which is not produced or which is saved, is the cheapest energy);

· environmental and social audit, accounting, investment;

· creation of local economy networks, support of local and community economy, non-monetary systems;

· shifting the priorities to alternative (renewable) energy resources, e.g. solar energy, transfer of funding from e.g. investments in nuclear power programme to tax exemptions and advantages for alternative energy resources.

Traditional instruments of economic practice, through which the national economy is regulated, include in particular fiscal and monetary policy, financial markets and state funds.

In the process of implementation of sustainable development in relation to these instruments it is necessary to stress that they should lead first of all to a balanced development of a new economy oriented towards support of a complex development of human resources – mainly improvement of the life quality. 

4.9.2
Fiscal (budgetary) policy

Fiscal policy, taking into account its character, depends not only on economic conditions of the country but on political factors and situation as well. Relevant macroeconomic indicators are influenced by use of instruments of either income or expenditure part of the state budget, state funds and mechanisms of a system of public finances. 

The state implements fiscal policy through state budget and budgets of other components of the state administration. The state budget of the Slovak Republic as well as the fiscal area in Slovakia are characterised by deficit and by still growing public debt, while its share in GDP also still grows. In 1999 the two deficits were modestly reduced to acceptable level due to adopted stabilising measures. But on the other hand, according to some estimation (IMF), the real amount of deficit in particular of other components of the public administration is higher than the officially published data. The biggest risks for the future are in the funds of social and medical insurance, where the gap between sources and expenses still grows which leads to still increasing deficit. Big risk is also in the state purposive funds. The fiscal policy of the state was for a long time based on excessive expense and not on real incomes, which is not favourable from the long-term point of view. 

The starting situation of Slovakia in 1993 was difficult, the majority of macroeconomic indicators show a recession of economy. The fiscal policy in 1993-1995 can be assessed as restrictive. In 1993, the state budget had a deficit of SKK 25.3 billion (according to IMF methodology), which was approximately 7.2% of GDP and the total fiscal deficit was SKK 26.4 billion. In this year a so-called double deficit started to be apparent (simultaneous existence of fiscal deficit and deficit of trade balance) which has adverse consequences if it lasts for a longer time. It was manifested mainly in 1996-1998 when the expansive fiscal policy was combined with restrictive monetary policy. Years 1994 and 1995 were years either of fiscal or trade deficits. 

In 1996, there was a strong fiscal expansion when the deficit of the state budget achieved an amount of SKK 26 billion and there was also the highest deficit of trade balance (12.2% of GDP). In 1997, the modest economic growth was funded through deficit by increased indebtedness, restrictive monetary policy and by other administrative interventions (revitalisation, regulation of prices, import surcharge, import certificates) without system solution. The total fiscal deficit was almost SKK 35 billion. In 1998, the expansive policy of the former government culminated – the highest deficit of public finances was achieved (SKK 42.7 billion) and all areas of public finances including municipalities achieved deficits. The total fiscal deficit achieved a value of 6% of GDP and the foreign debt almost USD 12 billion. 

Decreasing the deficit of public finances through income increase and expenditure reduction was considered to be the key tasks for preparation of the state budget for 1999. At deficit of the state budget for 1999 at the level of SKK 22.1 billion (according to IMF methodology) and at the total deficit of public finances at the level of SKK 35.6 billion, the share of fiscal deficit in GDP was reduced by 1.5% as compared to 1998 (to 4.5%). Growth of deficit of the Social Insurance, Medical Insurance and the National Labour Office up to the level of SKK 9.7 billion was an adverse phenomenon (the prognosis for 2000 is as much as SKK 15 billion). 

Tax incomes played an increasingly key role within incomes. Decreasing ratio between taxes from income of legal persons and taxes from incomes of physical persons from 3:1 to 0.85:1 was a typical characteristic of tax incomes. This was caused by increase of taxes from income of physical persons and decrease of taxes from income of legal persons. There was a regular growth of incomes from indirect taxes (VAT, excise taxes). 

Consolidation of public finances in 1999 was achieved mainly through recovery measures – the so-called pocket of measures (in particular increase of import surcharge up to 7%, de-regulation of energy prices, increase of lower rate of VAT). The double deficit was finally considerably reduced. A negative effect is the high unemployment rate, which creates pressures on fiscal incomes (lower tax yields) and expenses (expenses for social system) leading to a repeated growth of deficit of public finances, which could be manifested in 2000 (IMF estimates are as much as 6.9% of GDP). 

Preparation of the 2000 budget was for the first time based on incomes and not on expenses, as was the practice in the previous period. The Act on state budget suggested deficit in the amount of SKK 18 billion (2% of GDP), deficit of public finances should be 3% of GDP. The IMF, based on its methodology, suggested deficit of public finances in the amount of SKK 61.5 billion. High debt of the public sector is a considerably negative aspect. 

Table 28 – Development of the state budget and public finances

	
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	Deficit of state budget
	-25.3
	-4.6
	-2.4
	-11.1
	-17.1
	-18.7
	-14.8

	% of GDP
	-6.9%
	-1.1%
	-0.5%
	-1.9%
	-2.6%
	-2.6%
	-1.8%

	Deficit of public finances
	-26.5
	-5.8
	2.0
	-7.6
	-34.8
	-42.7
	-29.5

	% of GDP
	-7.2%
	-1.3%
	0.4%
	-1.3%
	-5.3%
	-6.0%
	-3.6%


Source: IMF

The objective of the monetary policy is to ensure the currency and consequently indirect influencing of other macroeconomic indicators. The National Bank of Slovakia in execution of the monetary policy follows the Act on the National Bank of Slovakia, currency act and other relating legal instruments. 

External and internal monetary stability is very closely inter-connected in the case of a small open economy. In Slovakia the monetary policy achieved a high rate of both external and internal stability as a result of considerably restrictive or neutral monetary policy.

From the very beginning, the National Bank of Slovakia tried to build a stable currency, both the internal (stability of prices on domestic market, low inflation rate) and external (determined by exchange rate of the currency). The independent Slovak currency was established on 8 February 1993 by division of the Czechoslovak currency union. At that time, the economy found itself in a deep recession and the starting position of the Slovak crown was therefor unfavourable. Despite that the National Bank of Slovakia achieved within three years excellent results, while the independence from political power was a very important factor of the success of the monetary policy. 

In 1993, the National Bank of Slovakia decided about 10% devaluation of the currency and about other measures and gradually shifted from administrative measures to direct instruments of the monetary policy (in particular operations on a free market) and replenished the foreign currency reserves. Common result of the fiscal and monetary policies in 1994-1995 was a high economic growth connected to the lowest inflation rate in the region. The 1996-1998 period was characteristic for disparities of the fiscal and monetary policies. While the budgetary policy was strongly expansive, the monetary policy was considerably restrictive. The National Bank of Slovakia through various measures tried to alleviate pressures of the fiscal policy on monetary stability (high imbalance in public finances influences unsustainability of fixed exchange rate of the currency). The situation was still worsening and was leading to further weakening of the Slovak crown and therefor on 1 October 1998 the National Bank of Slovakia introduced so called floating exchange rate of the Slovak crown (EUR as a referential currency). This led to a considerable devaluation of the Slovak currency. 

Year 1999 was a year of recovery of the Slovak economy, while the excessive consumption of the state in previous years was compensated by a restrictive fiscal policy and reduction of imbalance of public finances, which resulted in accelerated growth of unemployment and inflation. Slowness of continuing reforms was manifested in exchange rate of the Slovak crown which was in the first half of the year still decreasing (in May 1999 it was more than SKK 44 for one US dollar. At the end of 1999 the exchange rate was at the level of SKK 42 for a US dollar, while the Slovak crown was strengthening. The Slovak economy was being strengthened mainly by export and therefor the National Bank of Slovakia decided to intervene against the strengthening of the Slovak crown for the first time. 

The period after independence of the Slovak Republic was a period of important economic and political changes. The monetary policy created one of the most stable pillars of the Slovak economy (mainly due to its independence) and considerably contributed to its own credibility and to credibility of the state.  

4.9.4
Financial markets

The capital market in Slovakia started to really exist in 1993 and was considerably influenced by the voucher method of privatisation. Its unambiguous contribution was that it had speeded up the building of institutional basis with relatively highly developed technical and organisational level, which is form a number of viewpoints comparable to developed markets. The Stock Centre of the Slovak Republic was established, which fulfils a function of a central depository for booked stocks. Ministry of Finance is a supervisor over the capital market. 

In the initial phase the subjects of the Slovak capital market provided first of all space for trading with a great number of shares distributed in the framework of the voucher privatisation. Elements characteristic for standard capital markets started to appear gradually (e.g. emissions of shares of individual companies). Development of a market with collective investment obligations also contributed to market development. 

First negative signals resulting mainly from insufficient regulation of the Slovak capital market began to appear (low transparency leading to harming the shareholders of investment funds, minority shareholders in privatised companies, questionable purchase of shares). The capital market started to be influenced politically which finally led to hidden liquidation of independent investment companies.

The current stagnation of the Slovak capital market is characterised by stagnation and failure of its fundamental functions – it does not ensure effective distribution of resources, the intensity of trading decreased considerably. The state supervision over the capital market is in most cases not capable to ensure protection of rights of individual participants in the market.

The official SAF index describes the current critical situation on the capital market. Since 31 October 1994 its value decreased from 201.4 points to less than 100 points (December 1998) and in May 1999 the index achieved its historic minimum (75 points). Anonymous trading dominates over direct trading on the market. The RM System organises the secondary market with shares. The share RMS index (its initial value was set at level of 1,000) dropped to 550 points in 1998, in May 1999 it fell to 450 points. 

The foreign currency market is a global market. The National Bank of Slovakia and other banking institutions are the largest participants in this market from the point of view of development of the Slovak crown. 

In Czechoslovakia the Czechoslovak crown was devaluated several times in the second half of 1990 in order to achieve a small difference between the official exchange rate and the parallel exchange rate of the black market (creating conditions for introduction of internal convertibility of the Slovak crown on 1 January 1991). Introduction of internal convertibility meant unlimited access to foreign currency for all domestic legal persons for commercial purposes and to a limited extent also for inhabitants. 

With several exemptions the development of exchange rate of the Slovak crown after 1993 was not dramatic, as compared to neighbouring economies this development was very calm and stable. Since 1993 the exchange rate was assessed as a fixed rate, using a basket of five currencies (USD, DEM, ATS, CHF and FRF). In July 1993, there was a 10% devaluation of the Slovak currency. The basket was simplified and narrowed to two currencies – 60% of DEM and 40% of USD. The exchange rate was determined in this way till 2 October 1998, when the fixed exchange rate of the Slovak crown was cancelled. Since that time there is a floating exchange rate in force based on trading on the currency market. Since 1 January 1999, the National Bank of Slovakia uses EUR as a referential currency, though this fact does not influence the free floating of the Slovak crown. 

On the money market there are banks, insurance companies and the state. Subject of trading is cash money. The most important indicator of the money market is the BRIBOR indicator, i.e. inter-banking interest rate. If there is lack of money, the interest rates grow and they are decreasing when there is abundance of money. Development of interest rates is being monitored through three representative interest rates: O/N, weekly and three-month interest rates of BRIBOR. 

On the money market the state finances its budgetary deficit through emissions of state treasury bills. Special activity of the state in 1996-1998 led to excessive increase of interest rates. Under the absence of a capital market the money market became the only market where the state, enterprises and municipalities could gain financial sources. The expansive fiscal policy of the government was permanently increasing demand of the state for money, which automatically reflected in amount of interest rates (20% or more). Institutional investors logically preferred high yields guaranteed by the state. Private investments were put at the margin of investing because entrepreneurs and legal persons could not borrow under acceptable interest rates conditions. Many enterprises, municipalities and other subjects tried to get money from abroad, which led to growth of the foreign debt (in particular in the private sector). From the long-term point of view the economy could not keep high interest rates and finance double deficit (fiscal and external). At present the interest rates are stabilised and correspond to the inflation. The state played an important role in their reduction (strong restriction of the fiscal policy). 

4.9.5
State funds

In the framework of special organisational structures of state funds at the ministries the financial resources are concentrated and re-distributed for implementation of various developmental programmes and investments, support of public works, removal of negative consequences of unfavourable economic and natural factors, etc.. Twelve state purposive funds existed in 2001 in the Slovak Republic:

· State fund of protection and improvement of agricultural land

· State fund of forest improvement 

· State water management fund

· State support fund of soil management and food industry

· State fund of market regulation in agriculture

· State fund of the environment

· State health fund 

· State fund of corporal culture

· State cultural fund Pro Slovakia

· Sate fund of road management

· State fund for the decommissioning of nuclear power plants, manipulation with burnt nuclear fuel and nuclear waste management

· State fund for housing development

Taking into account the considerable untransparency of financial management in previous operation of the state funds (audit of the public administration), the state funds will be cancelled in 2002-2003 (except for the State fund for the decommissioning of nuclear power plants, manipulation with burnt nuclear fuel and nuclear waste management) and financing the activities of the current funds will be carried out in the framework of sectoral budgets.

Table 29 – Management of state funds in 1993-1998 (SKK thousand)

	
	1993
	1994
	1995

	Indicator
	Budget
	Reality
	%
	Budget
	Reality
	%
	Budget
	Reality
	%

	Initial state of finances (1 January)
	451,812
	468,043
	103.6
	40,675
	732,083
	1799.8
	1,413,453
	1,457,979
	103.2

	Total incomes
	3,815,297
	3,648,782
	95.6
	6,687,344
	6,467,766
	96.7
	9,074,713
	12,284,474
	135.4

	Total resources
	4,267,109
	4,116,825
	96.5
	6,728,019
	7,199,849
	107.0
	10,488,166
	13,742,453
	131.0

	Total expenses
	4,209,122
	3,384,744
	80.4
	6,474,854
	5,741,845
	88.7
	9,486,178
	10,316,177
	108.7

	Final state of finances (31 December)
	
	732,081
	
	
	1,458,004
	
	
	3,426,276
	

	
	1996
	1997
	1998

	Indicator
	Budget
	Reality
	%
	Budget
	Reality
	%
	Budget
	Reality
	%

	Initial state of finances (1 January)
	1,596,827
	3,426,279
	214.6
	2,111,918
	3,935,417
	186.3
	2,557,205
	3,741,129
	146.3

	Total incomes
	19,393,700
	17,004,863
	87.7
	21,696,019
	33,238,551
	153.2
	34,433,954
	33,646,637
	97.7

	Total resources
	20,990,527
	20,431,142
	97.3
	23,807,937
	37,173,968
	156.1
	36,991,159
	37,387,766
	101.1

	Total expenses
	11,626,447
	16,495,725
	141.9
	14,940,066
	33,432,751
	223.8
	35,429,443
	34,823,527
	98.3

	Final state of finances (31 December)
	
	3,935,417
	
	
	3,741,217
	
	
	2,564,239
	


Source: Ministry of Finance

4.9.6
Economic instruments applied in the environment 

A set of economic instruments is being used at present in Slovakia, which support the orientation towards sustainable development. They include:

a) Economic instruments in the area of rational use and protection of quality of water

Payments for extraction of water from watercourses. At present the price of surface water is regulated by the Ministry of Finance (R-1/1996 of 12 March 1996) at the level of SKK 1.90 for m3 including VAT. This price, however, is not strictly applied, in particular to some of large extractors. Despite the growth of price since 1990 from SKK 0.46 for m3 to SKK 1.90 for m3, the price does not cover costs of operation and protection of watercourses. 

Payments for groundwater extractions. Organisations, which extract more than 15,000 m3 per year or 1,250 m3 per month, are obliged to pay SKK 2.0 for 1 m3 of extracted groundwater to a competent river basin enterprise. Groundwater extractions for public water supplies are subject to payment of SKK 1.0 for 1 m3 of extracted groundwater and SKK 2.0 are paid by private users on the basis of the Regulation of the Government 235/1996. 

Payments for waste water discharges to surface water. Payments for waste water discharges to surface water started to be applied as early as 1966. The reason was to stimulate polluters to build waste water treatment plants. Efficiency of this payment in the first years was eliminated by the fact that the basic payment was lower than production costs of operators of waste water treatment plants. To increase stimulating function of this payment a surcharge was introduced, paid from benefit, which was dependent on rate of deterioration of water quality in the watercourse, measured downstream from the waste water discharge point. The Regulation of the Government 35/1979 as amended by the Regulation of the Government 91/1988 is currently in force. 

Water and sewerage payment. Providing inhabitants and other users with drinking water and sewerage services are provided by water and sewerage companies. The water prices for inhabitants are defined by the Ministry of Finance as regulated prices. Contracted prices are applied for other users of drinking water and sewerage services. Due to growth of prices of drinking water and sewerage services, water supplies were modestly decreasing in 1995-1999, which was under decisive role of fixed costs, however, reflected adversely in increased costs per 1 m3 of supplied drinking water. 

b) Economic instruments applied in air protection

Payments for air pollution, paid by large, medium and also small pollution sources, are the most important instrument in the area of air protection. From the legislative point of view, this instrument is regulated by the Act 311/1992 on air protection against pollutants (the Air act) as amended by further regulations. Since 2000, the new Act 401/1998 has been in force, which replaces the Act 311/1992. These Acts lay down obligation of polluters to pay payments according to the amount and nature of emitted substances, however, only payments for large and medium sources have practical importance. Payments for emissions from large and medium sources of air pollution constitute a tool, which fulfils also environmental function. Incomes from this payment go to the budget of the State Environmental Fund. Two categories of pollutants are subject to payment: main pollutants (emissions of particulate matter, sulphur dioxide, nitrogen oxides and carbon oxide) and other pollutants (ca 150) divided into 4 classes according to toxicity level. Since 2000, in line with the new Act 401/1998, a new amount of the payment was laid down corresponding to the double of current payments, with annual increase of 20%. 

c) Economic instruments in waste management 

Local payments – (for waste collection). Municipalities are responsible for payments for collection and disposal of municipal wastes in accordance with the Act 544/1990 on local payments as amended by further regulations. Therefor they depend on concrete situation in a given municipality. Firms ensuring waste collection and disposal operate on the commercial basis, which are owned mostly by municipalities, which usually subsidise their activity. Principally, their costs should be fully covered. Payments are not unified and their amount is differentiated depending on collection and disposal costs, emission payments (payments for disposal of wastes at landfills), paid to the State Environmental Fund, and potential subsidies from municipal budgets, which are still more and more rare. Taking into account the overall inflation, growth of transport costs, etc., gradual growth of these payments can be expected. 

Payments for disposal of wastes at landfills and sedimentation basins. Payments for disposal of waste at landfills and sedimentation basins have a character of emission payments. Collection of this payment is regulated by the Act 327/1996. It is paid by waste producer to operators of landfills and sedimentation basins which provide a part of this payment to municipal budgets. The State Environmental Fund receives 50% of payment for disposal of waste at sedimentation basin. 

d) Deposit schemes

Most of experts consider the existing deposit scheme for beverage packages to be standard and effective. 

e) Environment related taxes

Hydrocarbon fuels and oil tax. This tax is regulated by the Act 316/1993 as amended by further regulations. The Act regulating this tax is amended at least once a year in order to reflect increase of the tax rates. The last modification (1 January 2000, the Act 338/1999) laid down the following rates: 16,500 SKK/t for mineral oils, 14,600 SKK/t for heating oils and 15,400 SKK/t for gasoline. The tax goes to the state budget. This tax is the most appropriate tax to take first steps towards environmentally oriented tax reform, based on energy taxes. 

Road tax. Only road motor vehicles used for commercial purposes are subject to this tax. Incomes from this tax are not oriented to the environment. 

Tax rate differentiation. Tax rate differentiation due to environmental protection has been present in almost all taxes in the Slovak Republic. Lower value added tax rate is applied to products from recycled paper, environmentally friendly fuels, some ecological equipment (solar collectors, small waste water treatment plants, equipment for environmental monitoring, etc.). Tax from income of legal persons can be reduced or exempted for a certain period in the case of incomes from operation of legally explicitly mentioned environment-oriented services (recovery and recycling equipment, facilities producing energy from renewable energy sources, facilities for bio-degradation, liquidation of toxic waste, etc.). Real estate tax, which goes to municipal budgets, can also be exempted, postponed or reduced under certain circumstances. Tax from transfer of real estate ownership includes environmentally stimulating provisions. 

The table 30 involves incomes from the most important economic instruments in the area of the environment during recent seven years. 

Table 30 – Incomes according to selected economic instruments (SKK million)

	Economic instrument
	Income ca
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	Pollution payments

	Payments for air pollution
	SFZP
	238
	360
	388
	412
	392
	395
	303

	Payments for waste water discharges
	SFZP
	292
	222
	206
	234
	195
	215
	198

	Payments for waste disposal
	SFZP
	19
	53
	148
	220
	174
	174
	102

	Payments for use of natural resources

	Payments for groundwater extraction
	SFZP
	21
	19
	17
	13
	4,6
	6.1
	792*

	Payments for groundwater extraction
	SVF
	-
	-
	-
	129.5
	305.7
	390.3
	-

	Payments for surface water extraction
	PP
	884
	864
	893
	915
	965
	1,061
	896

	Payment for water from public water supplies
	VaK
	1,916
	2,159
	2,207
	2,352
	2,674
	2,960
	2,990

	Payments for agricultural land take
	SFOZ
	-
	138
	248
	567
	823
	538
	767

	Payments for forest land take
	SFZL
	-
	18
	48
	125
	33
	46
	18

	Payments for extracted minerals 
	SR
	72
	98
	174
	130
	138
	114
	127


Source: Ministry of the Environment, Ministry of Soil Management.

PP – river basin enterprises; VaK – water and sewerage companies; SVF- State Water Management Fund; SFZL - State fund of forest improvement; SR – state budget; SFOZ- State fund of protection and improvement of agricultural land; SFZP – State Environmental Fund 

*back payments for groundwater extraction during previous years enforced judicially

Taking into account the situation in the Slovak economy, considerable tension in the state budget, the state purposive environmentally oriented funds, in particular the State environmental fund, State fund of protection and improvement of agricultural land, State fund of forest improvement and State water management fund, still play an indispensable role in funding of environmental management measures in this period. Through subsidies from these funds the most important environmental problems are being solved, in particular in the public sector. Environmental funds constitute a tool of re-distribution of public funds received from economic instruments of environmental protection, i.e. environmental payments. Of the environmental funds, the largest sources are in the State Environmental Fund. The main source of their incomes is ensured by economic instruments of environmental policy, i.e. emission taxes or payments, user charges, product taxes and penalties. In the sectors of air protection and water protection the penalties are decreasing, while in the nature protection sector there is growing tendency in penalties (with considerable exemption in 1996). Development of incomes from penalties showed a modestly growing tendency that was disconnected after cancellation of independent district and sub-district environmental authorities in 1996 together with decrease of incomes in the next year by ca SKK 120 million. Subsidies from the state budget to the State Environmental Fund decreased from SKK 928 million in 1992 to SKK 150 million in 1998. Conditions for establishment of the basic capital of the revolving part of the State Environmental Fund were not created. Sources of the State Environmental Fund go mainly to waste water treatment plants, sewerage systems, water supply, air protection, waste management and to less extent to protection. Monitoring of the use of funding according to purpose of use shows that the State Environmental Fund provides more than 95% of its sources to investment measures for the public sector and most of sources went to municipalities. On the contrary to other state funds, incomes of this funds are constituted first of all by payments (more than 80%), which cover one tenth of required sources. 

4.9.7
Structural instruments (structural funds)

The EU structural funds constitute an important tool of policy in the area of building and strengthening the social and economic cohesion of the EU and at present they became an important tool in the EU associated countries.  The pre-accession funds PHARE 2000, SAPARD and ISPA are an important mobilising tool for 10 candidate countries applying for membership in the European Union for the 2000-2006 period. The European Union allocated annually for all candidate countries EUR 1.5 billion for PHARE, EUR 1 billion for ISPA and EUR 0.5 billion for SAPARD. They are aimed at helping to achieve full harmonisation of the law with acquis communautaire and Accession partnership and in accordance with the National Programmes for Adoption of Acquis. 

Proportions from these funds for individual countries, including Slovakia, are decided by the European Commission on the basis of criteria, such as area, number of inhabitants, GDP per capita but also on the basis of capacity of a country to absorb this assistance. The PHARE Programme allocation after 2000 includes 30% for institutional strengthening and administrative capacity building to implement acquis and 70% to support investment projects in particular in the area of regional and social development, restructuring of industry and small and medium enterprises, which will also allow to fund projects with positive impacts on the environment. The SAPARD Programme is oriented to modernisation of agriculture and rural development, which from the point of view of environment will finance measures of local character in the area of protection and use of small water resources and nature protection. 50% of sources from the ISPA Programme are devoted to building technical environmental infrastructure, oriented to public sector projects with positive impact on a maximal number of inhabitants. Remaining 50% are for transport. The budget of a project should be over EUR 5 million. Based on project evaluation, the European Commission will provide up to 75% of project costs. Projects should be oriented to investment most demanding directives of the European Commission, in particular the Directives on municipal waste water treatment, drinking water, integrated pollution prevention and control, air protection, large combustion facilities (energy sector) and incineration of hazardous and municipal waste. Slovakia will provisionally receive 3.5-5.5% of the total sum of EUR 1 billion per year. Pre-accession financial instruments of building capacities, which will in the future enable to absorb financial assistance devoted to member states, will be the most important for candidate countries.
Preparation of the Slovak Republic for effective use of financial resources from the Structural Funds and coordination and monitoring of the pre-accession funds is ensured by the Preparatory Committee for the EU Structural Funds which was established by the Resolution of the Government 69/2000 of 2 February 2000. 

In relation to the SAPARD Programme, the Slovak Payment Agency (SAPARD Agency) was established on the basis of the Resolution of the Government 815/1999. Its role is to administrate pre-accession assistance starting from 1 December 1999. Conditions for its accreditation by the European Commission are being prepared. The Plan of Rural Development, which was prepared by the Ministry of Soil Management, was presented to the European Commission. It will be a key tool for use of sources from the SAPARD Programme.

4.10
Business Charter for sustainable development 

The Business Charter for Sustainable Development – Basis of Environmental Management (EM) is an important document adopted in 1990 by the International Chamber of Commerce in Paris. It was adopted at the 64th session of the Executive Committee of the International Chamber of Commerce (ICC) on 27 November 1990. “To recognise environmental management as among the highest corporate priorities and as a key determinant to sustainable development; to establish policies, programmes and practices for conducting operations in an environmentally sound manner.” The ICC considers introduction and implementation of environmental management to be a key instrument of application of sustainable development. Support of business sphere in introduction and certification of EMS according to international standards ISO 14000 creates conditions for firms to enter the markets of OECD member countries and accepts requirements of the WTO. 

The national programme of environmental management is under preparation in Slovakia. It will be gradually recognised in the EU member countries, allowing to overcome the non-tariff trade obstacles and creating conditions for increase of competitiveness of the Slovak producers on the single market of the European Union. The objective of the national programme is to support the continuing improvement of environmental profile of enterprises and to harmonise business targets with environmental policy of the state, with requirements of the public and programme objectives of municipalities and regions. Support of these activities used to be a long-term objective of the Centre of Environmental Management of the Slovak Environmental Agency in Trnava, which however was cancelled on 31 December 1999. At present, these activities were partially transferred to the Centre of Waste Management and Environmental Management of the Slovak Environmental Agency in Bratislava. 

The Government of the Slovak Republic adopted a Resolution 779/2000 approving the Programmes of State Aid to support small and medium enterprises for 2000-2005. The Programme of implementation of quality management systems – KVALITA – was approved in the framework of these programmes. Its objective is to support introduction of quality management systems in accordance with international standards ISO 9000, VDA, BS, QS and ISO 14000, good production practice and good laboratory practice. Assistance in the framework of this programme is provided through a direct form, by providing non-returnable financial contribution for certification of an enterprise according to some of the mentioned standards. 

4.11
Economy of the Slovak Republic in relation to sustainable development

The Slovak Republic is medium developed industrial country with corresponding structure of economy, which used to be before 1989 deformed by a centralistic and non-market management system. After 1989 a reductionistic approach was a typical feature of economic transformation, which prefers economy against other aspects of development of the whole society. Due to this fact, the value orientation of the society was subordinated in particular to the criterion of immediate and maximal profit. 

These facts can be considered to be the main obstacles in achieving sustainable development in Slovakia (including the change of economy). The next negative phenomenon is inappropriate structure of economy – priority sectors of economy are industrial sectors typical for the second wave (e.g. metallurgy, energy, machinery, chemical industry). Industrial sectors based on use of high technology practically do not exist in Slovakia or are not developed (e.g. pharmaceutical industry), research and development in industrial enterprises were practically liquidated due to privatisation, structures of emerging information society are in initial stages. Resources of economy are strongly centralised and concentrated mainly in the industry and financial sector. Economy is organised and structured in the form of classical industrial hierarchies with a high level of monopolisation, centralisation and concentration, characteristic by low competitiveness of the most of production and high energy intensity. 

The core of economic policy after 1989 was laid down in the Conception of economic reform (adopted by the Government of Czechoslovakia), recommendations and memoranda of the World Bank and the International Monetary Fund. The basis of the reform was rapid and extensive privatisation connected with maximal liberalisation and de-monopolisation. Such a conception of economic reform was at the end of 1990s accompanied by problems in almost all post-communist countries. Reasons, why the economic reform in Slovakia has not been completed, were insufficient consideration of the ongoing global economic trends in the world including the key role of modern information technologies, inappropriate way of privatisation and its politisation. Implementation of the economic policy and reform  after 1989 did not take into account the long-term horizons – non-existence of strategic and policy documents of long-term development of economy is also typical for Slovakia. After 1989 no official strategic document was worked out in the economic area in Slovakia and strategic dimensions are not incorporated nor in the conception of economic reform or ongoing economic policy.

Sustainable development as a cross-sectoral issue requires for its application existence and activity of cross-sectoral institutions. Institutions established in Slovakia with the aim of creation and application of a long-term development of society and economy (in particular the Office for Strategy of Development of Society, Science and Technology) did not meet their objectives. The current lack of such an institution for strategy of economic and social development practically hampers to implement long-term strategic dimension into the major policies in Slovakia. The pre-condition of a healthy development of economy and society of the Slovak Republic is replenishment of individual policies with a long-term strategy of orientation of economy and society, medium-term policy documents, elaboration of a national strategy of information society development, strategic programmes of digital economy and electronic business as well as strategy of adaptation of the Slovak economy to conditions of the world economy globalisation. It is also necessary to complete missing policies with a focus on preparation of technological policy of Slovakia and policies oriented to support development of science, research and education. Economic potential, which ranks the Slovak Republic among the developed countries of the world, constitutes a good starting point for re-orientation of the Slovak economy and society towards sustainable development. If this potential is not used, Slovakia will be slowly getting among the developing countries. 

Orientation and support towards sustainable development in the Slovak Republic 

The sustainable development concept is becoming a common vision for the human society. Countries are looking for specific ways to meet this concept, while trying to utilise experience of other countries and to adapt internationally adopted commitments to their conditions. Along with meeting the international agreements supporting transition to sustainable development, countries are trying to achieve sustainable development through following ways:

· Implementation of sustainable development principles in long-term strategies of economic and social development or preparation of individual policies in a way which is more friendly in relation to sustainable development;

· Gradual perspective introduction of individual policies oriented to changes in production and consumption patterns, e.g. environmental tax reform. Such policies could help re-orient the current economic systems to systems supporting transition towards sustainable development


· Construction and use of new economic instruments supporting implementation of sustainable development principles in the economic system;

· Creation and implementation of strategies supporting orientation to sustainable development;

· Creation and implementation of programmes and projects supporting orientation to sustainable development;

· Support of local and community economy and local systems supporting implementation of principles of sustainable development at regional level.

In Slovakia the application of sustainable development is in its initial phase. The main role in support of sustainable development principles has been so far played by the Ministry of the Environment through various policy and legislative measures, projects and programmes. Further there is a network of environmental non-profit organisations and first initiatives establishing a local and community economy in a bottom-up approach. Slovakia has not yet worked out an official complex long-term vision (prognosis) nor a strategy of economic and social development. 

4.12
Sustainable model of economy as a substitute for industrial model 

Sustainable development in an economic context should be determined by such an economic orientation and set of tools, which would substitute a new model of economy based on sustainable economic principles supporting long-term socially and environmentally friendly development for the previous industrial model of development. 

The idea of sustainable development from the economic point of view should be understood as a further development level of the human civilisation after the agrarian and industrial levels of development.

Need of transition of economy and society to sustainable model was reflected in the second half of the 20th century in relation to these processes:

· transition of developed industrial countries to post-industrial phase of development – existing from the middle of 1960s and characteristic by shifting the focus of economy from industrial sector to the sectors of service and information; connected to introduction of some of new economic principles supporting sustainable development – e.g. use of non-material flows instead of material ones, gradual de-centralisation, diversification, sharing the resources, etc.;

· change of resource basis of economy – a consequence of long-term non-regulated exploitation of limited natural resources (demonstrated e.g. in the form of oil and energy crises, fluctuation of resource prices, internalisation of real costs in product prices) since the half of 1960s, mutually connected with introduction of new environmentally more friendly technologies;

· globalisation of the world economy – is a natural consequence of technological, economic and social development manifested in particular in creation of a global world market regulated by trans-national companies and institutions. For national economies of less developed countries it constitutes, on one hand, a certain threat (caused e.g. by unification of economies of individual countries connected with extension of production and consumption patterns based on industrialism principles), on the other hand an opportunity in the form of modern information technologies (connected with a global extension of Internet and transfer of economic activities from material to non-material information flows). This process is considerably influenced by trans-national institutions (e.g. the World Bank, International Monetary Fund and WTO).

The industrial phase of economic and social development (the 19th and 20th centuries) was based on industrial large-scale production in industries which was dominant in the economy. It was based on a high level of mechanisation, narrow specialisation, high demand for a number of workers, standardisation, specialisation, synchronisation, concentration, maximisation, centralisation, etc. The industrial model of economy after 150-200 year exploited its developmental opportunities, because it was based on in particular on an overall expansion and excessive use of resources. 

The new model of economy should be based on an overall change of economy, change of production and consumption patterns, minimisation of inputs and effective use of resources, transition from use of non-renewable to renewable resources, from unified, serial and mass production to a diversified production, inter-linkaging of production procedures, etc. Start of post-industrial phase of economy in recent decades allows to substitute a model oriented to sustainable development (diversification, subsidiarity, de-centralisation, de-concentration) for the industrial model, and at the same time it integrates socially and environmentally friendly approaches and technologies. 

The main differences between the industrial (traditional) model of economy and the post-industrial (new) model of economy can be summarised as follows: 

	Industrial (traditional) model of economy
	Sustainable (new) model of economy

	· excessive production and consumption


	· diversification and individualisation of human needs, reasonable consumption

	· short-term objectives and planning oriented to maximising of profit
	· long-term objectives and planning

	· concentration, centralisation, hierarchisation
	· network organisation of economy and society

	· simple, specialised labour force, usually with low qualification
	· high qualified and broadly educated labour force

	· resource wasting, their ineffective use
	· minimisation of use of resources and energy, maximal effectiveness in their use

	· excessive generation of wastes and emissions of pollutants
	· minimisation of wastes and undesirable outputs

	· mass, serial production, uniformity of goods and services
	· diversification of production and services

	· externalisation of costs
	· maximal internalisation of costs

	· nature perceived as a resource, non-preferring of protection of environmental quality
	· nature as a real value, stress on protection of environmental quality

	· liquidation of local economies via globalisation
	· globalisation compensated with local economic activities

	· level of development of a country measured on the basis of economic product
	· level of development of a country measured on the basis of integration of economic, social and environmental indicators
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