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Milos Pick, Martin Fassmann 

SOCIAL MARKET ECONOMY IN THE INDUSTRIAL 
AND POSTINDUSTRIAL ERA 

This analysis is limited to two issues, which are obviously the decisive ones for 
the Mure of a social market economy: the development policy in the industrial era 
and the policy of development of public services in the postindustrial era. 

The present conflict between the system of the "pure" market - put through by 
the neoliberal wave of the 1980's and the 1990's - and the system of social market 
economy is concentrated most just on the two above-mentioned issues. These issues 
are obviously decisive for the Mure not only of an economic system, but also the 
economies themselves. Interests of underdeveloped and developed countries 
intermingle most just in these issues. 

I. DEVELOPMENT POLICY IN THE INDUSTRIAL ERA 

The first issue concerns the development policy. Regardless of the newness 
of this term which is at present used for support and overcoming of the development 
stage of less developed countries, let us have a look at from a certain retrospective, 
historical, detached point of view. The thing is that the social market economy has 
inherited it from the distant history. 

During Industrialization and Sophistication 

The first step can be seen as early as in the stage of the first industrial 
revolution. According to short-term comparative advantages of free market Britain 
would have specialized on textile and the United States on corn. That is to say Britain 
surpassed Europe and America with its industrial revolution by one century. In order 
to be able to catch up with and surpass Britain also in industry, Europe and America 
had to proceed according to List and Hamilton and apply an interventionist, 
protectionist policy, because they needed certain adaptation time for industrialization. 
In that era especially for accumulation of capital. That is why they could not proceed 
only according to a short-term conception and application of Ricardo's comparative 
advantages, but according to perspective comparative advantages. Just the 
interventionist policy made it possible for the countries lagging behind to become 
industrialized and overcome the development stage. Nowadays, even the largest 
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liberals acknowledge this stage at least for young countries and young branches of 
industry. 

The second step - where the social market economy with this interpretation of 
the development policy has already interfered - was implemented after World War 11 

in the stage of the beginning second industrial revolution, where above all 
sophistication of industry, perfection of products (the more the more complicated the 
product is) was concerned. The pioneer of this second industrial revolution was the 
most developed country - USA. If after World War 11 "Erhard's" Germany and other 
industrial countries (from Europe to Japan and later also the newly industrialized 
''tigers") had liberalized not only the domestic market, but immediately also foreign 
trade regardless of the development of economy, their economies would have been 
specialized according to short-term comparative advantages. Then Germany would 
have exchanged above all textile, cement and steel for computers with the USA 
probably "up to now''. The above-mentioned countries prevented from it with a 
protectionist policy, which applied a foreign currency regulation for a very long period 
(in Germany until1958, or 1961, as the case may be, and in Japan until1964). When 
they afterwards passed to foreign trade liberalization and convertibility of their 
currencies, they applied a market conform protectionism, beginning with tariff barriers. 
The following twenty years of liberalization of international trade through GATT led to 
the decrease of only tariff barriers, and on the contrary, the developed countries 
increased their nontariff barriers from the share of 30 - 35 % in their import to 45 -
55%. They only transformed protection of their market to other forms (see Table 1): 

Table 1 

The development of nontariff barriers of import in developed countries 
(in % of import) 

Country 1966 1986 

EC 20.8 54.1 
USA 36.4 45.0 
Japan 31.4 43.5 

Source. Kava!';, 0., European Unrvers1ty Institute, Flfenze 1993. 

Just for this reason postwar Europe and Japan (and later on also the''tigers") 
could approach the american top thanks to their interventions, because they needed 
a considerably long adaptation period for sophistication of their industry (in this era 
especially for acquisition of know-how), although they have not caught up with the 
United States in the most sophisticated products (so-called "high tech") so far. 
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During Transformation 

However, nowadays the model of "pure" market is being applied on the less 
developed countries in transformation. As if the lagging of productivity of these 
countries behind the developed world consisted only in the consequences of a 
nonmarket system (in production of a product of poor quality and waste of factors 
of production - including overemployment). Consequently, as if only the change of 
the system from a nonmarket to a market one was sufficient, which change would be 
necessary and at the same time sufficient for an accelerated overcoming of this 
"system" gap of productivity. As if these countries were not parallelly also less 
developed countries which require also a certain development policy until the time of 
their advancement in order to overcome their ''technological" gap in productivity. As 
if just this technological gap did not represent the decisive part of lagging behind of 
productivity of these countries. 

The failure to respect these facts has its consequences - in the first stage a 
deep aggregate and structural decline of GDP to less sophisticated products, and in 
the second stage - stage of growth - an accelerating deficit of the trade balance ·and 
the current account of the balance of payments. 

Structural Defect 

A common problem of not only these economies in transformation, but also 
of all less developed countries is their technological gap - the depth, structural shape 
and qualitative nature of lagging of their productivity behind the developed world 
especially as a result of lagging behind of knowledge and level of education (Denison 
1967, 1985) - their structural defect (Pick 1994, 1995, 1996). 

The present technological progress increases the lead of developed countries 
in productivity especially by perfection of products, the more the more sophisticated 
the product is. Consequently, the level of lagging behind of productivity of less 
developed countries is progressively proportional to the sophistication of products 
(outputs). If we arrange products upwardly from the left to the right according to their 
sophistication, the productivity curve of a less developed country defined in such way 
is of the shape of an inverted letter J: (l ), when compared with the developed 
countries. 

An analogous curve of unit costs is of the shape of a non-inverted letter J. In 
a medium-developed country this curve is of the shape of the letter U: "on the right. 
side" (for example in machinery - where the share of ''white collars", i.e. intellectual 
labour, is 32 %) it lags behind the developed world with its level of productivity, "on 
the left side" (for example in the textile, clothing and leather industry where the share 
of white collars is 17 %) it exceeds underdeveloped countries with its wage level. lt 
has the biggest advantages "in the middle"- in "heavy", capital, energy, raw materials 
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and ecologically intensive basic industries with only medium sophistication. This 
shape of the unit domestic cost curve of a medium-developed country in comparison 
with the developed world (with the prices of the developed world) was expressed in 
the case of the Czech and Slovak Federal Republic before transformation of its 
economy (with a regression analysis of unit cost of exports' to market economies for 
55 branches of the manufacturing industry for 1989 (see Graph 1). 

This structural defect of productivity has not only not been overcome in the. 
hitherto course of transformation in the Czech Republic, but in its first stage until the 
year 1993 (in the period of recession of economy) it further deepened, and the 
subsequent recovery in the stage of growth of economy (until 1995) has not restore 
the original state so far (see Table 2): 

Table 2 

The development of productivity in selected branches of industry 
of the Czech Republic in the period 1995/1989 

Productivity 
Branch Sophistication 'I 

On%) Index 1993/198g21 Index 1995/198931 

(in%) (in%) 

Total industry 81 - 83 95-96 

including: 

textile, clothing and leather 17 70-71 75-76 
industry 

wood-working industry 21 61 -83 66-67 
. 

glass and ceramic industry 23 80- 81 95-97 

metallurgy 24 73-78 90-95 

food industry 28 82-85 83-85 

chemical and rubber industry 32 75-77 83-85 

machine and electrical industry 32 66-67 82-83 

Notes. 1) Share of mtellectuallabour m the USA 1986. 2) Enterprtses w1th 25 and more employees. 
3) Enterprises with 100 and more employees. 

Sources: Federal Statistical Office of the Czech and Slovak Federal Republic, Czech Statistical Office, 
Ministry of Trade of the USA 

'This curve expresses domestic costs in CZK to 1 USD produced by exports in the achieved 
foreign prices - I.e. unit domestic costs in the ratio to foreign prices. To characterization of 
sophistication of branches the data of a market economy (USA) were used, although they need not 
be quite compatible with unit domestic costs of the Czech and Slovak Federal Republic. Under a high 
degree of freedom (N=52), despite a low correlation index (R=0.33), the results of this regression 
analysis were admitted by the statistical so-called Student's test at 97.5 % of the probability level. 
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In the course of the transformation process - as a result of almost full 
liberalization of foreign trade and absence of an interventionist policy - the foreign 
price structure penetrated also to the domestic price relations. That is why the 
structural defect, which revealed itself only in the "U" curve of unit domestic costs in 
relation to foreign prices formerly, begins to manifest itself also in the analogous "U" 
curve of unit domestic costs in ratio to the average foreign and domestic prices. Also 
in the domestic market domestic products have the largest competition advantages 
already only "in the middle" of this curve. This shape of the curve of unit domestic 
costs in ratio to the average foreign and domestic prices was expressed in the case 
of the Czech Republic in the present stage of transformation of its economy (with a 
regression analysis of unit costs of revenues in foreign and domestic markets• for 85 
branches of the manufacturing industry' for 1995 - see Graph 2). 

Consequently, the structural defect acts at present not only in exports to more 
developed countries, but also in the domestic market. Consequently, it impacts on 
the whole extent of domestic production. 

This structural defect reveals itself above all in loss-making enterprises, the 
share of which is still considerable. • This defect is obviously the decisive cause of 
their loss, because especially for them the hitherto time and conditions of adaptation 
were insufficient. The curve of unit domestic costs expressing this defect is steeper 
(sharper) and more cogent here. Also this its shape was expressed in the case of the 
Czech Republic in the present stage of transformation of its economy (with a 
regression analysis of unit costs of revenues of loss-making enterprises• for 69 
branches of the manufacturing industry• for 1995 (see Graph 3). 

The structural defect deepens the discrepancy between the aggregate and 
structural growth and equilibrium of economy. 

2This cuNe represents unit domestic costs in CZK to 1 CZK of revenues - produced by domestic 
enterprises in foreign and domestic markets in foreign or domestic prices - i.e. unit domestic costs 
in the ratio to the average of foreign and domestic prices. Under a high degree of freedom (N=82}, 
despite a very low correlation index (R=0.18), the results of this regression analysis were admitted 
by the statistical so-called Student's test on the level of probability of 90 %. 

3Enterprises with 100 and more employees. 

'The share of these loss-making enterprises in the number of employees of the monitored set of 
enterprises of the manufacturing industry was 34 % in 1995. 

'To the characteristics of sophistication of branches fully compatible data of this set of enterprises 
of the Czech Republic have been used here. Under a high number of degrees of freedom (N=66) and 
the correlation index R=0.61, the results of regression analysis were admitted by the statistical so
called Student's test on the level of probability of 99.9 %. 

"Enterprises with 100 and more employees. 
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Unit costs of revenues ofthe Czech Republic in .foreign and domestic market 
in 1995 in relation to their sophistication 
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GRAPH 3 

Unit costs of revenues of the Czech Republic in foreign and domestic market 
In 1995 In relation to their sophistication 
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Graphic representation of the course of the regression function 
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The structural defect in a liberalized economy in transformation grades unit 
costs and {inversely} profitability', rate of profit from capital, and thus also the rate 
of growth of enterprises according to sophistication of their product {dependent on 
it}. The intensity of this grading {and thus also of the structural decline of economy} 
is inversely proportional to the average rate of profit {aggregate dynamics of 
economy}. 

Similarly, the intensity of grading of unit costs and {inversely} of profitability of 
export {and thus also of its structural decline} is inversely proportional to its average 
profitability {its dynamics}. 

The structural defect in liberalized foreign trade creates at the same time 
marked differences {dispersion) of unit costs and {inversely} of profitability between 
individual marketed domestic products according their sophistication. lt is a potential 
factor of disequilibrium of foreign trade, because the Marshaii-Lerner's condition of 
price elasticity of export and import is not fulfilled: with an increase of the price level 
{foreign prices in domestic currency} of one per cent with devaluation much less than 
one per cent of other domestic products8,the costs of which are higher by one per 
cent at maximum. Under an insufficient price competitiveness {price elasticity} of 
domestic supply, the demand for foreign supply {import} has an increased income 
elasticity - the import grows {or, on the contrary, falls down} more quickly than 
income {GDP}. 

The low price elasticity of domestic supply and the high income elasticity of 
foreign supply {import} in case of the Czech Republic was confirmed by the analysis 
of the Czech Statistical Institute for the years 1992 - 1995". Thus also a high cost 
intensiveness of both instruments of equilibrium of economy - the exchange rate and 
macroeconomic restrictive policy follows from this analysis {after further calculations} 
under the above-mentioned conditions. A decrease in the deficit of foreign trade by 
1 CZK would be achieved by devaluation for CZK 0.8 of additional cost of export, and 
a reduction of aggregate supply would achieve them even for a decrease {or 
deceleration} of growth of GDP of CZK 1.5 - 1.8. 

7/n Graph 2 profitability (positive or negative one) is represented by the distance between the unit 
cost curve and the straight line of prices. 

8/n Graph 1 with devaluation of CZK the straight line of the exchange rate. of CZK (expressing also 
the level of foreign prices in the domestic currency) would move higher from CZK 15/USD. However, 
for each one per cent of such shift less than one per cent of domestic productions arranged on the··· 
unit cost curve would get under this straight line. 

9The price elasticity would make it possible to increase export by 0.3 % only and decrease import 
by 1.2 % in real terms with devaluation of 1 %. The income elasticity of import would make it possible 
to decrease import by 1.3 % with a fall of GDP of 1 %. 
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The above described high costs of both instruments of equilibrium of economy 
- under the given conditions - are also a factor increasing inflation. The devaluation 
increases it with making import more expensive. A restrictive macroeconomic policy -
reducing the aggregate supply as well as demand - is not only inefficient towards 

the cost inflation, but it generates it further with higher costs caused by a lower 
utilization of capacities and higher interest. 

In spite of the structural defect for equilibrium of liberalized foreign trade of a 
less (medium) developed economy a costly instrument is used - a considerably low 
exchange rate of the currency in the ratio to its purchasing power parity (i.e a high 
ERDI - Exchange Rate Deviation Index). Together with it there is also a lower share 
of wages in productivity (lower unit labour cost also in the purchasing power parity 
of the currency). Also within the framework of OECD the level of ERDI is inversely 
proportional, and the share of wages in productivity on the contrary directly 
proportional to economic development of a country (GDP per capita, as the 
regression analysis has proved (Pick 1995 - see Graph 4)'0

• With regard to a low 
price elasticity of supply of the less (medium) developed country the exchange rate 
policy is, however, little effective and too expensive so that even an extremely high 
ERDI (and low wage) are not enough for equilibrium. 

Under the strategy of a "pure market", i.e. under absence of an interventionist 
policy (eliminating the consequences of the structural defect) the main instrument of 
equilibrium towards foreign countries becomes the most costly instrument - aggregate 
and structural reduction of supply (GDP), and consequently also the deepening of 
its structural defect by the macroeconomic restrictive policy." lt is an instrument 
prevailing in the most backwarddeveloping countries (Faini, Melo 1990). 

This structural· decline in supply is realized at first mainly with non-utilization of 
capacities - however, where the capacities become extinct, it becomes irreversible 
even for a long period of time. 

Consequences of the Structural Defect 

Also in the medium-developed Central European economies in transformation 
above all the combination of an extremely high ERDI (an extremely low exchange rate 
of the currency) with a macroeconomic restriction of aggregate demand (leading to 

'
0ln such cases the regression analysis showed the correlation index R, = 0.82, R2 = 0.67. 

"Whereas the standard stabilization (restrictive) macroeconomic policy reduces only the 
•overhang' of aggregate demand over supply, here the degree of this suppression is considerably 
higher so that it reduces a/so supply (GDP). 
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an aggregate and structural depression of economy) was used in the first stage of 
transformation. 

At the beginning of transformation (in the year 1990 or 1991) parallelly with 
liberalization of foreign trade the ERDI coefficient was increased extremely by 
devaluations of national currencies, and the real unit labour costs were decreased 
considerably (expect for East Germany, where after the unification with the German 
Federal Republic the passage to the common currency represented on the contrary 
a considerable revaluation, and the wage explosion after creation of the common 
labour market led to an extreme increase of unit labour costs). Their level is roughly 
expressed by the available comparable data for the year 199212

, although they 
"eroded" partially, when compared with the initial period (see Table 3): 

Table 3 

Unit labour costs and their factors 
in the Central European countries in 1992 

Real level ~n %, Ratio of Unit labour costs 
Country West Germany= 100 %) purchasing (per 1 OEM) 

parity to 
in purchasing in exchange productivity labour costs exchange rate 

(hourly) (hourly of currency '1 power parity rate 

West 100 100 1.00 0.57 0.57 
Germany 

East 42 69 1.00 0.94 0.94 
Germany 

Czech 34 29 0.25 0.48 0.12 
Republic 

Hungary 26 26 0.47 0.56 0.26 

Poland 23 19 0.38 0.47 0.18 
.. 

Note: 1) Coeff1c1ent of undervaluatiOn of the currency agamst 1ts purchasmg power panty (mverted 

value of ERDI). 
Sources: DIW Berlin, Eurostat, IOW - K(51n am Rhein, ILO, OECD, Czech Statistical Office, National 
Information Centre of the Czech Republic. 

Simultaneously, in the first 2 - 3 years of transformation, GDP decreased 
considerably as well- in East Germany by 32% (until1991}, in Poland by 18% (until 
1991}, in Hungary by 18 % and in the Czech Republic by 21 % (until 1993}. This 

12The maximum level of ERDI and minimum level of unit labour costs were achieved in various 
times in individual countries. 

12 



·, .: 

became evident also in structural decline in production, especially industry (Zeman, 
Rodova 1996) under the present relative growth of tertiary sector. 

In this way in all above-named countries (except for East Germany) a surplus 
of the current account of the balance of payments was created at the beginning of 
transformation. 

A structural decline in industrial production took place also in the Czech 
Republic in the first stage of transformation (until 1993), and it has not been 
overcome so far (until1995- see Table 4): 

Table 4 

The development of production in selected branches of industry 
of the Czech Republic In the period 1995/1989 

Production 
Branch Sophistication '1 

Index 1995/198931 
On%) Index 1993/1989'l 

On%) On%) 

Total industry 58 62 

including: 

textile, clothing and leather 17 49 47 
industry 

wood-working industry 21 59 62 

glass and ceramic industry 23 67 76 

metallurgy 24 55 64 

food industry 28 71 72 

chemical and rubber industry 32 65 70 

machine and electrical industry 32 45 50 

Notes. 1) Share of whtte collars m the USA 1986. 2} Enterprtses wtth 25 and more employees. 
3) Enterprises with 100 and more employees. 

Sources: Federal Statistical Office of the Czech and Slovak Federal Republic, Czech Statistical Office, 
Ministry of Trade of the USA 

Thus a surplus of export of goods and services (net export) in the extent of 
7 % GDP was created in the Czech Republic at the beginning of the first stage of 
transformation (in 1991). 

In the second stage of transformation of Central European economies (in East 
Germany and Poland since 1992, in the Czech Republic and Hungary since 1994) the 
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growth of GDP recovered (its absolute level - except for Poland - is, however so far 
lower than before the beginning of transformation), and also the structural decline in 
industry (deepening of its structural defect) has stopped. However, the decisive 
instrument of equilibrium of these economies has been eliminated, and that is why 
a disequilibrium has been renewing, especially towards foreign countries (see Table 
5 and Graphs 5 and 6 on pages 23 and 24). 

Table 5 

The development of ERDI, inflation and the current account 
in Central European countries in the period 1992 - 1995 

1992 1993 1994 1995 
Country 

GDP On%, 1989 = 100 %) 

East Germany 73 77 84 90 
Czech Republic 79 79 81 85 
Hungary 82 82 84 861) 

Poland 84 88 92 99') 

ERDI (based on OEM) 

East Germany 1.0 1.0 1.0 1.0 
Czech Republic 4.0 3.5 3.3 3.1 
Hungary 2.1 2.0 1.8 2.0') 

Poland 2.6 2.7 2.7 2.61
) 

Rate of inflation2l 

East Germany 18.3 9.1 1.2 
Czech Republic 17.9 16.2 11.0 11.4 
Hungary 21.5 21.5 20.6 24.1 1

) 

Poland 38.5 30.6 28.6 27.01
) 

Current account (in % GDP) 

East Germany"> -74.2 -68.2 -66.2 
I Czech Republic -1.5 2.5 -0.04 -4.1 

Hungary 0.9 -9.0 -9.5 -5.71
) 

Poland -0.3 -1.0 -1.0 -1.9') 
0 0 

Notes. 1) Esttmate of WIIW Vtenna. 2) lmpltctt deflator of GDP. 3) In mtrastate conceptton. 
Sources: DIWW Berlin, Eurostat, JP Morgan, OECD, WIIW Vienna, Statistical Offices of the Czech 
Republic, Hungary, Poland; National Information Centre of the Czech Republic. 

An extremely high ERDI is a necessary precondition in these economies, 
without which it is impossible even to approach equilibrium of the current account of 
the balance of payment, as is shown also in case of East Germany. In spite of that 
is not enough for its securing - as the sole instrument of this equilibrium. That is why 
the current account of the balance of payments passed to the deficit in all these 
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countries (with the exception of Poland'3
) has already exceeded the internationally 

acknowledged critical limit of 4 - 5 % of GDP (the Czech Republic will exceed it in 
1996- the deficit is estimated at minimally 7% GDP). 

But still, this high ERDI (low exchange rate of currency) is ''sufficient" for sale 
and speculation pressures on the capital account of the balance of payments. These 
conflicting risks are multiplied by the parallelism of a low exchange rate of the 
currency with other factors (low nominal price of shares derived from the book value 
of fixed capital in historical prices and low price of shares in the capital market, 
suppressed by the voucher privatization) in the Czech Republic so that enterprises 
are sold to foreign countries with shares for 5 - 10 % (engineering plants for 3 - 5 %) 
of book value valorized to the present prices. 

Under the conditions of a structural defect and thus supply with low price 
elasticity the endeavour to maintain the undecreased level of ERDI by permanent 
devaluations (which are to compensate for the impact on the persisting real 
revaluation resulting from the inflation differential as against the developed partner 
countries) is, however, efficient only at the cost of a particularly high rate of inflation 
(Hungary, Poland). In the Czech Republic, the relatively lower rate of inflation than in 
the two above countries is achieved on the contrary especially at the expense of a 
decrease of ERDI. ERDI and inflation are communicating vessels. 

An overcritical deficit of the current account of the balance of payments in 
these countries is not a natural accompanying phenomenon of growth of economy, 
but it is accelerated by a structural defect of supply (GDP). Especially in the stage 
of growth, an economy with such a defect cannot manage without another instrument 
of the trade and payment equilibrium towards foreign countries - the interventionist 
(structural and especially industrial) policy. Otherwise the discrepancy between 
equilibrium and growth of this economy can grow up to a repeated threat to growth 
(the case of Hungary and in 1996 also of East Germany and the Czech Republic). 
An additional factor of the threat of this growth is economic recession in developed 
countries (see below). However, both can lead to a repeated structural decline and 
a repeated divergence of these economies from the markets of developed countries 
(Landesmann, Poschl 1995). 

That it is why it is possible and necessary to realize liberalization of 
international trade only as a gradual process lasting for a longer term, with application 
of asymmetry for the benefit of less developed countries. The developed countries 
must open themselves at first and the most quickly - otherwise it would be 
protectionism for their benefit. The worse is that so far even an opposite asymmetry 

13/n Poland the high deficit of the trade balance (5.2 % of GDP in 1995) has been compensated 
especially by an intensive purchase tourism from abroad so far. However, in 1996 also here the deficit 
increases many times. 
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is applied for less developed countries in transformation (above all in the sphere of 
nontariff barriers). The existing moderations for the benefit of less developed countries 
(temporary reliefs for developing countries and countries in transformation in the wro 
agreements and a slower limiting of interventions in the Association Agreements to 
EU) only weaken the persisting asymmetrical superiority of developed countries: the 
criterion is the continuing disequilibrium of. foreign trade and current account at the 
detriment of less developed countries (including countries in transformation, 
associated to EU). 

The premature shock deregulation and international integration (creation of a 
common market) of factors of production of a less developed country with a 
developed economy leads the more to a destructive escalation of a structural decline 
and disequilibrium of a less developed economy with a structural defect (experience 
of East Germany). 

Development lntetVentionist Policy 

Less (medium) developed Central European countries, transforming their 
economies, cannot manage without any development interventionist (structural) policy. 
Such policy should obviously be aimed at the support of viable sophisticated 
productions according to perspective comparative advantages (on the area of the 
hatched triangle in Graph 1). On the contrary, at uncompetitive nonsophisticated 
productions (on the left pole of the curve) there is a bigger risk of subjectivism - their 
support could be inconsistent with their perspective comparative disadvantages, or 
with probability of a perspective.suppression of these productions and their transfer 
to less developed countries. 

Such concentrated support would be above all less costly, and thus less 
inflation-making than the hitherto efforts for a general support to exports of all 
productions (along the whole width of the unit cost curve) by maintenance of an 
extremely high ERDI (i.e. by a general increase in profitability of export). Annual extra 
costs of export to developed countries, following from an extremely high ERDI based 
on DEM (only under a very rough estimation of purchasing power parity of this 
export) can be estimated at 15- 17% GDP in the Czech Republic for 1993 under 
many simplifying preconditions.,. 

The market conform ways of this support should proceed from the experience 
of successful countries. The assistance should be focused on overcoming of a 
structural defect (with an accelerated imitation of the development of developed 
countries). lt should be oriented above all on support of research and development, 

"Similarly, in case of Greece and Portugal the extra costs were higher in 1993 (8 and 10% GDP) 
than net subsidies from EU funds for these countries (6 and 4 % GDP). 
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technological modernization and export. lt should be provisional, conditional on the. 
achieved results, in order to be able to face the risk of "becoming lazy" on the part 
of subjects of this assistance. 

Such industrial policy should be also an instrument of a long-term adaptation 
process to full integration of Central European economies in the European Union. 
Based on the hitherto experience (especially of the less developed "South" of EU) we 
can assume that it would be mutually advantageous to arrange its conditions 
according to the principle: "less demands on subsidies from EU funds" in exchange 
for enabling of "more industrial policy'' to economies in transformation. 

The integration of the market of factors of production will probably be even a 
longer-term process in mutual interest. 

As these adaptation processes can be only long-term, and small Central 
European countries would be disadvantaged for this whole period by a limited extent 
of their domestic markets, they should integrate their economies speedily in advance 
at least mutually, and they should adequately restore their export expansion to less 
(medium) developed East European countries and to the ''third" world, as well. 

11. POLICY OF THE DEVELOPMENT OF PUBLIC SERVICES IN THE 
POSTINDUSTRIAL ERA 

The second issued concerns the policy of the development of public, above 
all quarternary services. We will try to deal with this issue from a certain long-term 
(this time perspective) detached point of view. 

In the Tertiary Society 

This issue concerns the very substance of the social market economy. 
Nowadays, it is on the defensive against the "hawks" of the wave of the "pure" market 
of the 1980's and 1990's in the developed countries of Europe towards the 
conservative-liberal policy (starting with ''Thatcherism") and its neoliberal theory 
(starting with Hayek and Friedman). The social market economy is branded as 
implacable, wasting, incapable of competition. 

The offensive is led not only against the extent of public and social services 
under the watchword of their "slimming". lt is led above all for the change of the 
system, for full or maximal ''withdrawal" of the state from economy, including 
expenditures for public and social services. In the market part of economy it 
manifests itself with the efforts for full "liberation" of enterprises not only by 
deregulation and privatization, but also for their maximum "liberation" (exemption) from 
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taxes - minimizing of their tax burden. Consequently, it is also an endeavour for a 
maximum elimination of a nonmarket, public part of economy (including public and 
social services), its "becoming more market-oriented" (including privatization). 

In what does the cause of this ''victorious world raid" of neoliberals lie? Usually, 
especially two causes are mentioned: the failure to manage "oil crises" of the 1970's 
by the Keynesian policy of postwar social market economies and the power 
breakdown of the countries of "real socialism" (centrally planned economies) in the 
cold war (Fukuyama: "End of History", 1985). 

However, the basis is probably even a deeper cause- a gradual transition 
of developed countries to the first stage of postindustrial revolution - victory of 
the so-called tertiary society, as it was envisaged by Clark (1944) and Fourastie 
(1959) in the 1940's and 1950's. In the phase of the second industrial revolution- in 
the 1960's and 1970's industrialization culminated by a share of the secondary sector 
of almost 50 % in total labour force especially in Great Britain and Germany. In the 
first stage of the postindustrial revolution in the 1980's and 1990's the share of the 
tertiary sector in the most developed countries, especially in Anglo-American and 
Scandiriavian ones, has, however, already exceeded 70% (Tables 6 on page 19). 

lt is a result of opposite dynamics of demand and technical progress. With 
gradual satisfaction of needs from the simpler to more sophisticated ones - from 
foodstuffs and industrial products to services - also the deceleration of demand and 
thus also supply in the direction from simpler to more sophisticated sectors shifts: it 
occurs at first in the primary sector, then in the secondary one, and it is beginning 
only now in the tertiary sector. The dynamics (production) are thus graded upwardly 
from the primary to the tertiary sector. Technical progress and acceleration of 
productivity shift (with a certain delay) in the same direction, from simpler to more 

, sophisticated sectors. The dynamics of productivity is graded in the opposite 
direction - downwardly from the primary to the tertiary sector. That is why they "drive 
out" factors of production (labour force and capital) gradually to "higher sectors" -
from the primary to the secondary sector, and then to the tertiary one. 

Just the expansion of market services of the tertiary sector - with its 
predominantly small and medium-sized enterprise - has created economic and social 
conditions of revival of the market and has enabled also the neoliberal campaign for 
the return to the "pure" market in the last decades. 
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The development of the structure of labour force 
pursuant to sectors in selected countries 

(in % of employment) 

Sector and country 1870 1913 1950 
-

Prima01 {agricutture and forest!Y} 
USA 50.0 27.5 12.9 
France 49.2 41.1 28.3 
Germany 49.5 34.6 22.2 
Great Britain 22.7 11.7 5.1 
Japan 70.1 60.1 48.3 

SecondaQl {indust01 and construction} 
USA 24.4 29.7 33.6 
France 27.8 32.3 34.9 
Germany . 28.7 41.1 43.0 
Great Britain 42.3 44.1 44.9 
Japan 17.5 22.6 

TertiaQl <services} 
USA 25.6 42.8 53.5 
France 23.0 26;6 36.8 
Germany 21.8 24.3 34.8 
Great Britain 35.0 44.2 50.0 
Japan 22.4 29.1 

Source. Madtson A, Development Centre OECD, 1995. 

To the Quarternary Society 

Table 6 

1992 

2.8 
5.1 
3.1 
2.2 
6.4 

23.3 
28.1 
37.8 
26.2 
34.6 

74.0 
66.8 
59.1 
71.6 
59.0 

However, this stage is probably ending in the most developed countries. Its 
possibilities are probably already largely exhausted. In the developed countries in the 
tertiary demand obviously approaches the limits of satisfaction gradually (its explosion 
becomes extinct). We are already on the threshold of the second stage of 
postindustrial, above all information revolution, on the threshold of the 
quarternary society, on the threshold of expansion of quarternary services - if 
we conceive them widely as services connected with intellectual and physical 
development of a man - informatics, science, research and development 
(together with expansion of spare time), and medical and social care (together 
with prolongation of human life), as it has been envisaged by many futurologists, 
economists and specialist from other disciplines from various points of view since the 
1960's- Fourastie (1959, 1965), Trow (1973), Naisbitt (1985), Drucker (1993). ··· 

19 



The "bulldozer" of prod'-'ctivity has entered also the tertiary and has began to 
"drive out people" from there. However, it does not "drive" them to quarternary, but 
to unemployment. 

Unemployment is not of a cyclical nature any longer, but especially of a long
term, structural character. In West Europe its rate amounted to 11 % in 1995 {of 
which 40 % are the long-term unemployed), and the coming recession has been 
further increasing this number. Long-term visions of technical progress (especially 
electronization) mark the possibilities of a high growth of productivity, which could 
release a large part of unemployment under unchanged conditions, and multiply the 
rate of unemployment in the world dramatically (Rifkin: ''The End of Labour: The 
Decline of Labour Force and the Dawn of the After-Market Era", 1995). 

Consequently, the problem is, when and how the society will be able to "switch 
over'' the results of growth of productivity from unemployment to explosion of the 
quarternary and spare time. 

However, the market - and the more the absolute, "pure" market fails here. it 
faces its barriers from two sides: its supporters (conservative-liberal policy) try to 
suppress the explosion of the quarternary from public expenditures, and they 
perceive it above all as a burden of costs, wasting, but the privatized quarternary, 
"made more market-oriented", is unable to ''take over the baton" itself, and it rather 
escalates the wasting. 

Public Slimming 

Under these conditions the pressure on a decrease of public expenditures for 
the quarternary can be counterproductive. On the contrary, the share of total public 
expenditures in GDP has grown in a long term so far, as the role of the state in 
economy has grown - especially after World War 11 in West Europe as a result of 
development of social functions of the state- social market economy (see Table 7 on 
page 21). 

Nor the conservative liberal policy has mostly managed to decrease the share 
of public expenditures since the 1980's, but it has only slowed down its growth 
(temporarily stopped in the second half of the 1980's). In West Europe this share 
increased on average from 45 % in 1980 to 51 % in 1992 (it grew from 32 % to 35 
% in the USA and stagnated at 32 % in Japan). In West Europe this was made 
possible especially by the stabilization of the share of public expenditures to medical 
and social care on the level of 25% GDP (which represents about one third of GDP, 
including public expenditures to science and educational system). 
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Country 

USA 
France 
Germany 

' . 

The development of the share of total public expenditures 
In GDP In selected countries 

(in% GDP) 

1880 1913 1950 1973 

8.0 21.4 31.1 
11.2 8.9 27.6 38.8 

10.011 17.7 30.4 42.0 
Great Britain 9.9 13.3 34.2 41.4 
Japan 9.o" 14.2 19.8 22.9 

Note: 1} 1881. 2) National /nformatton Centre of the Czech Repub/tc. 3) 1885. 

Table 7 

1992 

38.5 
52.2"1 
48.6"' 
51.2 
33.5 

Sources: Maddison, A, Development Centre OECD, 1995. National Information Centre of the Czech 
Republic. 

Consequently, this therapy has in actual fact "switched over'' the economies 
of developed countries (especially of West Europe) to the opposite direction - it 
searched for savings above all by deceleration of growth of the quarternary. 

The deceleration of growth of public revenues (tax burden) was more intensive 
only by a little: in West Europe their share in GDP increased on average from 42 % 
in 1980 to 45% in 1992 (it stagnated at 31 %in the USA). Even this was "sufficient" 
for permanent (not only cyclical) budget deficits and a high growth of state 
indebtedness. 

This mere deceleration of growth (or stagnation, as the case may be) of public 
demand can, however, be the Pyrrhic victory for the Mure. it probably contributed . 
also to a permanent considerable deceleration of growth of economy of the 
developed countries, most of all of West Europe (similarly also of Japan), and started 
the present structural crisis for a long period. 

In spite of that the pressure on further decrease of such expenditures goes on, 
and it is generated by domestic and foreign factors. 

The economic and demographic development extends the groups of 
population dependent on social protection. Not only the share of the number of 
pensioners has been growing due to the ageing of population (until the year 2030 30 
% inhabitants of West Europe will be older than 60 years), but another dependent 
groups have been extending also in the productive age. Besides the unemployed, 
also the number of incomplete families with one breadwinner (mostly mother with a 
lower professional qualification) has been expanding. This not only increases 
requirements on funds for social protection, but deepens also the income and social 
differentiation. On the other pole the income level has been increasing, as well as the 

21 



economic position of (in particular childless) families with two qualified breadwinners 
with stable incomes (two employments), which carry the burden of social solidarity 
less and less willingly and become the most distinctive domestic social and political 
force, supporting the "slimming" (ILO 1995), and thus also the neoliberal appeal"help 
yourself' - addressed to "the other". 

In globalized world markets also social and tax and monetary dumping of 
foreign competition not only of underdeveloped countries, but probably also of the 
USA, "exporting" not only unemployment, but also the nonsocial system of the "pure" 
market into social market economies of West Europe can act in the same direction. 
This is criticized also by J. Chirac (G7, 1996). 

The basis of competitiveness is the level of productivity. In the last two 
decades (after 1973) -in the "after oil", neoliberal era- the USA have lost their long
term world priority in the level of productivity, as a result of the largest slow-down of 
its growth for the last 120 years (to 1.1 % annually). it may be result of more factors, 
especially the deceleration of the growth of product of the tertiary sector and the 
temporary delay of the contribution of an extensive technological modernization 
(expansion of computer, information technologies) which has not been fully absorbed 
so far (Maddison, 1995). However, it can also be a negative motivation consequence 
of the "pure" market including excessive income and social differences, the ''flexible" 
labour market and "slimming" of enterprises, based rather on economic coercion than 
positive, proinnovation economic stimuli, social reconciliation, cohesion and 
participation of employees. 

At a rough estimate, the USA have already been caught up with France and 
Germany in the level of productivity. In spite of that, they have maintained their priority 
in the real wage level. In order to keep the competitiveness of unit labour costs in 
foreign trade, they use two additional protective "cushions", characteristic for the most 
part for less developed countries: "social cushion" - lower burden on wages with non
wage social costs (by about 20 %, when compared with Germany) and "currency 
cushion" - a low exchange rate of the currency (milder by about 20 % in comparison 
with DEM). Thus the resulting unit labour costs (including social costs) - converted 
by an exchange rate of the currency are suppressed by about 20 % under the level 
of Germany in 1994 (see Table 8 and Graphs 5 and 6 on pages 23 and 24). 
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Table 8 

Unit labour costs and their factors in selected countries in 1994 

Country Real level Ratio Unit labour costs 
(in%, USA = 100 %) (coefficient) (per 1 DEM) 

producti- labour labour parity to in purcha- in exchan-
vity costs costs to exchange sing power ge rate of 

(hourly) (hourly) wages'' rate21 parity currency 

USA 100 100 1.43 1.00 0.61 0.47 

France 101 87 1.93 1.18 0.52 0.47 

West Germany 94 89 1.82 1.30 0.58 0.58 

Japan 66 64 1.69 1.78 0.58 0.80 
.. 

Notes: 1} Coeff1c1ent mcludmg the burden of wages by social (non-wage) labour costs (m 
manufacturing industry). 
2) Coefficient of overrating of the exchange rate of the currency to the purchasing power parity 
in comparison with USD (inverted value of the ERDI coefficient). 

Source: DIW Berlin, Eurostat, ILO, OECD, Czech Statistical Office, NIC CR, IOW - KOln am Rhein. 

Consequently, social market Europe is facing also the foreign pressure: to 
achievement of a lead in the level of its productivity, or to the "slimming" of its social 
burden or its currency (the situation of Japan is dramatized by a low productivity and 
also a particularly high exchange rate of JPY until the year 1994) .. Conservative liberal 
governments of West Europe (especially that of Germany) consider, however, the 
overrating of their currencies (starting with DEM) as a pillar of stability of their 
economies, which is criticized also by the former chancellor Helmuth Schmidt 
(according to Le Monde, 3.9.1996). Thus they orientate this pressure one-sidedly to 
a search of social savings especially by tightening of the budgetary policy. This is, 
however, the least perspective way, whereas a perspective solution can be most 
probably the lead of productivity; a medium-term solution could, however, be 
protection against the exchange rate dumping - against the "softening" of USD. An 
example can be the decrease of the exchange rate of JPY from 1994 to 1996 by 
about one fifth, which makes it possible to revive the growth of Japanese economy. 

On the contrary, further efforts for tightening of the budgetary policy 
("Maastricht" in Europe and the Republicans in the USA) appearing in spite of the 
starting recession can further sharpen the situation. 
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Private Wasting 

An alternative solution which is brought by the "pure", absolute market, i.e. to 
make also these quarternary services maximally "market-oriented" and to privatize 
them is irrational and nonethical here. lt would be a market with a built-in superiority 
(and also the information predominance) of the seller in an imperfect competitive 
environment, with its definition inflationary and wasting (with noneffective costly or 
even unnecessary outputs and unreasonably high cost of transaction). lt would be 
a market leading to an extreme social differentiation already not only in incomes and 
property, but also in the chance to life (intellectually and physically) with degenerative 
consequences. 

For example the health service in the USA is the most expensive - the costs 
for it amount to 14% of GDP, whereas in West Europe only to 7- 9 %. lt is largely 
wasting - even one third of surgical operations is superfluous or even counter
productive (according to Rand Corporation). In spite of that it is available only for a 
limited circle of receivers - a large part of patients is excluded, because there is 
weakened the principle of solidarity, and it is largely replaced by the insurance market 
{15% of population have no insurance, and 24% are covered by the government 
assistance projects only). lt is at the same time the most privatized - it is covered by 
private funds from 54%, whereas from 5- 35% only in West Europe (see Table 9): 

Table 9 

Expenditures for health care in selected countries 

Total expenditures for health care Share of public expenditures 
(in% GDP) from total expenditures for health 

Country'' care (in%) 

1960 1992 1960 1992 

USA 5.3 14.0 24.5 45.7 

Austria 4.4 8.8 69.4 65.2 
Germany 4.8 8.7 66.1 71.5 
France 4.2 9.4 57.8 74.7 

Denmark 3.6 6.5 88.7 82.0 
Great Britain 3.9 7.1 85.2 84.4 
Sweden 4.7 7.9 72.6 85.6 

1) The order accordmg to the share of public expenditures m 1992. 
Source: Oxley, H., Mac Far/an, M.: "Reform of the Health Care: Control of Expenditures and Increasing 
of Effectiveness• (OECD: Economic Studies No. 1/1995). 

The expenditures for health (their share in GDP) in international comparison are 
directly proportional not only to economic performance (GDP per capita), but also to 
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the rate of privatization (share of private funds in health service of individual countries 
(this linear dependence was proved by a regression analysis of expenditures for 
health service'" of 20 OECD countries for the year 1992 (see Graphs 7 and 8). 

The most effective and economical - according to the existing knowledge - are 
probably the systems of public health service, enabling to use methods of strategic 
management (centralized assessment and selection of the most effective methods of 
treatment especially in case of very costly technologies) and the methods of 
financing, motivating rational behaviour of health facilities (efficiency, quality, 
economy). Unlike West Europe, in the USA the growth of expenditures for this 
predominantly market health service has, on the contrary, accelerated considerably 
(doubled), but at the expense of wasting. (Oxley, Mac Farlan 1995). 

Similarly, for example in the private pension insurance the transaction costs 
amount to 30% (ILO 1995), in the public one up to 2% only. 

Also in the educational system the failure of the "pure" market is crowned with 
personal accounts, leading - like in the health service - even to "self-impairment'' of 
poorer patients. The more the rather perspective transition to generally higher 
education (Trow, 1973) and education of the adults (Papadopoulos, 1994) is beyond 
the power of the "pure" market. 

This is not a crisis of the quarternary, this is above all a crisis of the system. 

Policy of Development of Public Se/Vices 

A perspective policy of the development of the public quarternary services 
would, therefore, probably make especially the public investments in the development 
of the man the main driving force of the Mure growth of economy of developed 
countries, and thus it should "switch over'' the results of the growth of productivity to 
the explosion of the quarternary and spare time and to prolongation of the human 
life. Should this development of the man be more intellectual than physical 
(predominantly information technologies for the quarternary represent above all the 

"Graph 7 expresses the dependence of the share of expenditures for health seNice in GDP on 
the relative level of GDP per capita (on the ratio to the level of the USA). The regression analysis 
showed the correlation coefficient R = 0.77 and the results of this regression analysis were admitted 
by statistical so-called Student"s test on the level of probability of 99.6 %. 

Graph 8 expresses the dependence of the share of expenditures for health se/Vice in GDP on 
the ratio of private sources in these expenditures. The regression analysis showed the correlation 
coefficient R = 0.58 and the results of this regression analysis were admitted by statistical so-called 
Student's test on the level of probability of 99.2 %. 
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GRAPH 7 

The share of expenditure for health service from GDP of the OECD countries 
In 1992 in relation to GDP per capita 
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"incarnated" intellect, and only to a small extent the physical and energetic 
substance), also this- rather immaterial than material- growth of economy will be an 
important contribution to an ecologically permanently sustainable life. 

To this phenomenon it is obviously necessary to increase the role of the public 
sector and the share of its revenues and expenditures in GDP - as opposed to 
irrealistic intentions of the "pure" market. 

The public sector should be at the same time developed towards providing of 
all people with available standard quarternary services according to the principles of 
solidarity; this standard should be increased continually in dependence on the growth 
of resources (productivity). The market sector should provide above-standard 
services, the high expenses of which do not enable their general providing so far. 

Also in the public sector, there should probably be applied and developed -
together with strategic management - both the principles of solidarity and self
government, and the systems of financing stimulating efficiency (the focus will 
apparently shift more to growth of internal than of allocation effectiveness). 

The explosion of the quarternary services will obviously intermingle with all 
sectors of economy and the whole system of the social market economy with its 
consequences. Its main social power in the coming century will probably no more any 
"proletarian" or "entrepreneur'' (i.e. even any small and medium-sized entrepreneur -
the main pillar of the tertiary society), but an "intellectual" in the widest sense - not 
only the present ''white collars", but an intellectualized labour force, including workers 
in ''white overalls". His viability will be verified in world competitive markets, especially 
in the competition of world leadership in productivity, although its international 
coordination at least among developed countries would contribute to an acceleration 
arid facilitation of this development. 

Ill. Conclusions 

In the "pre-oil" Keynesian golden age of a quick development of the world 
economy after World War 11 the growth of GDP was the highest in less developed 
countries. In spite of that - due to quicker growth of their population - it was not 
sufficient for overcoming of lagging behind of performance (GDP/capita) of some 
underdeveloped regions (Latin America and Africa) after the developed world (see 
Table 10 on page 30). 
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Region 
(country) 

USA 

Japan 

We$\ Europe 

South Europe 

lal America 

East Europe 

Africa 

The phases of development of economic performance 
of selected countries '1 of the main regions 

GDP GDP per capita 

Table 10 

Annual growth ~n %) Annual growth (in %) Real level (USA =100 %) 

1973/1950 1994/1973 1973/1950 1994/1973 1950 1973 1994 

3.9 2.5 2.4 1.5 100 100 100 

92 3.4 8.0 2.6 20 66 84 
. 

4.6 2.0 3.8 1.7 58 75 78 

5.8 3.0 4.8 1.9 24 41 44 

52 2.7 2.4 0.6 36 34 27 

5.0 .o.s2l 4.0 .o.g'l 23 32 2Q'l 

4.5 2.6"1 1.8 .0.43) 9 8 6<! 

Asia (without Jap.) 5.2 5.~ 2.6 3.6"1 8 10 18<) 

of which China 5.1 7.3 2.9 6.3 6 7 17 
. Notes. 1) USA, Japan, 12 West European countnes, 5 South European countnes, 7 LaM Amencan 

countries, 7 Central and East European countries, 1 o Nrican countries, 10 other Asian 
countries. 2) Estimate. 3) 1992/1973. 4) 1992. 

Sources: Maddison A, Development Centre OECD, 1995. Podkaminer L., WIIW, Vienna, 1996, NaUonal 
Information Centre of the Czech Republic. 

In the "after-oil" neoliberal era only the Asian countries without Japan -which 
also for the most part liberalized their economies, but did not abandon the 
interventionist policy - continued to accelerate growth of their performance. On the 
contrary, in the remaining world the growth of performance of economies slowed 
down considerably, and the more, the bigger the lagging behind of its level is. lt 
decelerated by one third in the USA, and by more than one half in West Europe and 
Japan. 

Latin America has not restored the relative position of its performance from the 
1970's towards the USA, Central Europe is just beginning to restore it, East Europe 
(above all Russia and Ukraine) have not stopped their decline so far, which is 
unprecedented in the peace history (in 1995 in Russia the level of GDP per capita 
amounted to only 61 %as against 1989, and in Ukraine to only 44 %). Accordingly, 
the overcoming of lagging behind of efficiency of developed economies after the 
USA, has been slowing down or even stopping, and the gap of less developed 
regions has been further deepening. 
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The first "American Challenge" (Servan-Schreiber, 1967) roused Europe to 
overcoming of its lagging behind the USA, the second "American Challenge" ("pure" 
market) rather paralyses it, and simultaneously the whole "non-Asian world". 

The absolute "pure" market not only leads rather to destruction than 
transformation of economies of less developed countries, but it has no answer to the 
questions of the 21st century, as ecology and the third world. Suddenly, it becomes 
even evident that it does not have the answer even to the basic question of the 19th 
century- unemployment- in the developed country. 

The present crisis of the human society is much deeper than the most 
protagonists admit. lt is a crisis not only of socialism, but also of capitalism. 

With its global, strategic consequences it begins to realize the visions of a 
perspective shift of the focus of the development of human civilization from the 
Atlantic region to the Pacific region. Wrth its internal consequences it causes an 
explosion of criminality, social and ethnical tensions, disintegration tendencies and 
conflicts, and revives extremistic powers. Internationally and internally it produces a 
threat of a return from the relations 'based on cooperation to relations based on 
confrontation. 

There are more and more works written above all by American authors on the 
subject postcapitalism, postmarket era. Japanese authors (Sakakibara, 1995) brand 
the "pure" market rather as an Anglo-American matter. In Europe, there continues a 
discussion about the hopes of a social market economy and polemics with its 
opponents. 

For the future -system probably just the revival of a social market economy 
gives some solutions. The chance of the ·future is obviously in the connection of the 
"invisible hand" of the market and the "visible hand" of the state and public self
government despite the present efforts for its elimination through "slimming". Such a 
"switching over'' to new trajectories can give new impulses also to international 
cooperation and integration processes in the present globalized world. 

Maybe, the end of illusions is coming - but not the end of history. On the 
contrary, the history brings new challenges of the future. 

IV. SUMMARY 

This analysis concentrates on two issues which are decisive for the future of 
a social market economy, and in which the interests of less developed and developed 
countries pervade. 
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As a result of their technological gap (the so-called structural defect) the less 
developed economies - in the industrial era - will not be able for a rather long period 
to manage without a developing interventionist policy during their transformation to 
a market economy. Developed countries - in the postindustrial era - will not be able 
to manage without a policy of development of public quarternary services during their 
transition from the tertiary to the quarternary society. With this policy they will shift the 
results of the productivity growth from the explosion of unemployment to the 
explosion of these services, spare time and prolongation of human life. 
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Transformation of Economies of the Central 
and East European Countries: Financial Context 

of the Privatization Process and Restructuring 

Petr Chvojka 

Although the Central and East European Countries (CEEC) have not reached the GDP level yet, 
v.i1ich they had before 1990 (except for Poland, where GDP was higher by 11 % in 1995), their present and 
forecasted dynamics of gro\\1h show that they have already "taken off the bottom" (generally in 1993, and 
even earlier in Poland). Consequently, they have succeeded in overcoming certain negative impacts of the 
process of their transfonnation from the "command economy" to the market economy, and they have already 
started to yield also positive results of this process. 

It is an immensely complex process - in actual fact a total political, social and economic reshaping 
under mutual detennination of all tl1ese spheres - and thus necessarily also a long-term matter. It does not 
tl1erefore astonish that it does not mean a parallel and always cocrdinated procedure in indi\·idual spheres or 
levels in all cases, i.e. that for example a successful macroeconomic development has from time to time not 
found an adequate response or implementation in the microsphere, and that it has not always been 
accompanied by the corresponding structural development in enterprises. 

Among individual CEEC the development differed in this respect, i.e. it was differentiated both in tl1e 
main components of creation and utilization of GDP and in the "lower order" structures, for example within 
t11e framework of industry Tllis conditioned - along with different historical starting points in individual 
countries -the rate of national success of the whole transformation process and its expression in real economic 
results. 

The respective differences between CEEC have, however, been moderating gradually in their 
tendency, and certain general characteristics of the structural development of the shares of individual sectors 
and branches in GDP creation can be observed; the actual structural development of the corporate level is, 
however, influenced more or less by specific (historical, physical, etc.) differences of the conditions of 
individual CEEC economies. 

The Main Determinants of the Restructuring Process 

Naturally, tlie transformation of CEEC economies had many general preconditions, which had to be 
met. They were to be found in the order of macroeconomic reforms, characterizing the transition to the 
market system with their contents. There were included for example also the price liberalization as one of the 
important conditions for renewal ofthe functionality of the market (and thus also} of money, foreign trade 
liberalization, etc. The really market nature of these reforms was ensured by the parallel realized transfer of 
the state ownership to the hands of private entities. Consequently, privatization was the fundamental 
precondition and means of transformation. 



Under the fundamental change ofU1e role of the state it concerns the support of development (or even 
the emergence, as the case may be) of private sector as the proper upholder of economic transfom1ation 
within the rramework of the overall restructuring of national economy - and especially of industry. 
Privatization is therefore not an end in itself: a successful privatization cannot be limited only to U1c change of 
ownership (to privatization "in the narrower sense of the word"), but the ultimate goal is the corresponding 
restructuring ofU1e whole economy, tending to an increase of its perfo!Tilance and competitiveness. 

It is obviously possible to prove that the approach of individual CEEC to privatization, its chosen 
foiTil, the speed of the \\i1oie process, etc. influenced considerably the proper restructuring, including the 
circumstances of its financing: 

• The first of these interconnected problems is the chronological order of privatization and 
restructuring, i.e. whether or not the companies should be restructured before they are sold. This issue has 
been resolved quite unequivocally in the Czech Republic (as well as in the Slovak Republic), where the 
decision has been taken to privatize all assets before they arc restructured. The Czech privatization limited 
itself only to the aspects of privatization "in the narrower sense of the word", to the restructuring of 
ownership. In actual fact, the restructuring relevant to production, the restructuring of enterprises, was 
resigned to. It was conditional on the one hand on the emphasis on acceleration of the privatization process · 
(i.e. the priority was given to denationalization before restructuring), on the oU1cr hand on conceptual starting 
points: "the state is unable to make correct entrepreneurial decisions from its definition". Consequently, 
restructuring had to wait for the private owner. on whom then lied the whole burden of it. 

In Hungarv, the decision was taken after long discussion to restructure some companies before they 
were privatized, and so the restructuring process was slow since it was highly concentrated. In Poland, the 
restructuring of essentially profitable companies was planned to be carried out at the same tinle as companies 
were transferred into the hands of privately managed national investment funds (NIFs). l11e restructuring of 
unprofitable companies, however, has been delayed (in fact, it was the decision about the restructuring 
strategy which was delayed by prolonged discussions and the delayed adoption of an1endmcnts of the 
respective lawS) 

In case privatization -as the "ownership restructuring" -preceded the restructuring of production, it 
influenced its course and results with its foiTil and what owner it installed. The nature of the entitv, which 
faced the task to inlplement the necessary restructuring and adaptation processes at its own expense and in its 
interest, has been conditioning their course, extent and results. 

-The hitherto experience shows that the standard methods and foiTils of privatization (as for example 
direct sales, public tenders and auctions) connected with acquisition of concrete owners led in 
overwhehning majority of cases to a relatively rapid and effective restructuring (including innovation 
of production, foiTilulation of a new corporate strategy, improvement of technology and quality of 
production, etc.). 

- It is more difficult to evaluate correctly the consequences of the mass privatization, realized in a 
nonstandard fo!Til of more or less cost -rree transfer of shares of lhe company to citizens. 

For example in Poland it is the transfer of state property to the above-mentioned NIFs, the shares of 
which all citizens can exchange for privatization certificates (besides the portion of staff shares of lhe 
respective enterprises). In this respect the pioneer role was played by lhe Czech Republic (and in lhe first stage 
of lhe development also by the Slovak Republic), the "voucher privatization" of which meant a cost-rree 
reallocation of a considerable share (approxinlately one third) of all denationalized property. In lhe first wave 
of the voucher privatization ahnost 6 million Czechoslovak citizens became shareholders lhrough lhe 
"purchase" of shares of privatized enterprises for investment vouchers. Of them 72 % invested lheir vouchers 
through investment privatization funds. The· privatization has led to a significant dispersion of shareholding 
among individual investors and investment funds wilh the consequence of limited inlpact on owners of lhe 
management of acquired companies. So the Czech economy fuces nowadays the problem of overcoming this 

3 



ownership fragmentation and fmding the way of "real realization" of ownership, i.e. such disposal of the 
privatized property so tlmt it means stimulation of the desirable production restructuring of tl1e respective 
enterprises. No matter how ilie evaluation of the hitherto contribution oftl1e investment funds for restructuring 
of enterprises differs, under ilie present conditions this restructuring is really above all ilieir own matter. Funds 
acted in many enterprises as ilieir managers and executed actively the ownership functions, but somewhere 
else iliey often make do witl1 ilie role of only a passive administrator of portfolio of securities of enterprises. 
(Their actual shift to an active managering is now regulated legally in tl1e amendment oftl1e act on investment 
companies and investment funds.) 

Besides that, ilie fact tlml ilie voucher privatization influenced tl1e process of production restructuring 
especially because it itself did not create interested owners "capable of action", it left quite aside also t11e 
solution of problems of financial resources of tllis restructuring: it did not form and bring capital, because 
only reallocation ofilie already existing property was in question. The parallelly realized way of privatization 
in traditional forms (direct sale, etc.) has, however, also its problematic consequences in the financial sphere, 
and for ilie corporate sphere even larger tl1an the voucher privatization: the fmancial obligations following 
from ilie respective privatization act siphoned off considerable means of the new owner, or led to his 
indebtedness so ilia! afterwards he could invest in further development and tl1e necessary restructuring of its 
enterprise only wiili great difficulty. It means tl1at privatization itself- if we take closer note of its individual 
fonns - can act not as a stimulus, but, ceteris paribus. on the contrarv as a certain obstacle of restructuring. 

In this respect tl1e necessity of an "e:~.iemal" fmancing of tl1e restructuring process acts as an 
inlportant determinant. Where it was not a matter ofilie preprivatization restructuring of enterprises (as was 
tl1e case of Hungary, or to a certain extent oftl1e fom1er German Democratic Republic, \vhere ilie institution 
Treuhand supervises ilie submission and inlplementation of the restructuring plan by ilie potential owner), the 
new owner must acquire available funds for restructuring in ilie respective fmancial market. Under ilie 
conditions of a developed market economy ilie fmancing of enterprises is realized as an optinlal combination 
of equity participation, shareholding, etc., and ilie use of credits (loans and bonds). But ilie issue of shares or 
bonds presupposes a developed capital market, which, however, does not function in all CEEC so far. 

There exist Ilistorical differences connected witl1 how soon ilie indi\·idual CEEC took ilie paili of a 
system transformation (when Hungary and Poland are in the lead). The subsequent development of the 
securities markets is, however, conditional on· tl1e above-mentioned differences in tl1e character of 
privatization: in iliose countries tlmt have pursued a selective approach to privatization and to listing 
companies on ilie stock exchange, such as Poland, ilie capitalization of ilie market remains small relative to 
ilie size ofilie economy, but liquidity ofilie stocks is Iligh relative to total capitalization. In iliose countries iliat 
pursued mass privatization, such as ilie Czech and Slovak Republics, ilie total stock market capitalization is 
Iligh relative to ilie size of ilie economy, but t11e liquidity of iliese markets is low relative to ilieir total 
capitalization. The lack of market liquidity in iliose countries tlmt pursued mass privatization programmes can 
pose a serious inlpcdinlent to ilie post -privatization restructuring of enterprises. 2 

The acquisition of financial funds for enterprises by way of issue of shares, wllich is more favourable 
in some respects ilian financing in ilie loan market, si, however, hampered so far not only by ilie existing 
underdevelopment ofilie capital market as such, but also by its ,voucher origin": ilie existing participants in 
ilie market and ilieir activities are only a passive consequence of a cost-free acquisition of shares during 
voucher privatization. The issue of new shares (i.e. the development ofilie primary market) is affected wiili it 
negatively . 

- by boili ilie approach of ilie managements of individual enterprises and ilieir shareholders afraid of 
ilie loss of control and dilution of ilieir joint -stock capital, 

2"Transition Report 1995", European Bank for Reconstructionand Development, 1995. 
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- and the unwillingness of citizens to purchase the san1e value for their ,really" saved money, which 
they earlier received free of charge in the two waves of privatization (<md \\i1ich sometimes )~clded no 
dividend), 

- also the existing preference to deposit sa\~gs in saving banks or bankds over investing in securities, 
etc. is connected \\~th it. 

The Role of Commercial Banks in the Process of Production Restructuring 

Under the above-indicated conditions (besides the possibility of financing from own resources) bank 
loans remain the main fom1 of financing of the restructuring investments. 

l11e functionality of the banking system, made possible by its fundanlental reconstruction in the 
conte>.i of transfonnation of economy of all CEEC, was tl1e key problem also from this viewpoint The 
importance attached to the transfo1111ation of banking in transition economies reflects its fundamental role in a 
market economy, providing not only fmance for investments by enterprises and fmancial discipline over their 
operations, but also vital transaction services for cmmnerce and securities activities. The transfo1111ation of 
banking involved a number of dimensions, apart from the basic creation of a 1:\Vo-tier banking system and 
solving the problem of "bad debts". These include the introduction and strengtl1ening of prudential regulation 
and supervision, recapitalization and privatization of fom1er state banks, and policies tO\vard entry and exit of 
new private banks, botl1 national and foreign ones. At present, the fmancial perfo1111ance of banks in t11e 
region is dominated by the overhang of bad debts and risks in new commercial lending, but, according to t11e 
European Bank for Reconstruction and Development otl1er aspects of bank's financial performance 
(including net interest margins and operating costs) appear satisfactory, at least for the top co1mnercial banks. 

The banking sector was involved both in the ownership restructuring, privatization, and tl1e related 
"material" restructuring, i.e. restructuring of woctuction during its consolidation, realized \vith larger or 
smaller state aid. 

Whereas in financing of traditional fo1111s of privatization the banking sector played the classic role of 
the funding resource, in the sphere of mass, i.e. voucher privatization (which concerns ahove all the Czecl1 and 
Slovak Republics) it was involved in a specific way \vithout any considerable spending of their own financial 
means commercial banks started to influence an extensive segment of the range of privatized enterprises in a 
form of foundation. financing and adininistration of investment privatization funds. All \\ilat was said about 
tl1e role and problems of investment funds generally, holds true also about this second case. In addition to that, 
in this case an inlportant link was created bei:\Veen co111111ercial banks and enterprises going beyond (or over) 
their classic credit and financial interconnection. 

The existence of this linkage is the objective of critical reservations against "the control of enterprises 
by banks", "cross-<Jwnership", etc., when banks act- through the respective investment funds- in the role of 
"indirect owners" and at the same tinle creditors of the privatized enterprises, which in turn can own shares of 
banks, etc., and a conflict of their interests, etc. can occur. (This problem is much too specific; there have 
been said many ,pros" and ,cons" relating to the problem of the engagement of co111111ercial banks in the 
enterprises activities.) For support of the role of banks as the carrier of the corporate governance and control 
under the conditions of fragmentation of ownership as a result of the voucher privatization let me at least 
mention the follomng quotation: ... "if ownership is dispersed, effective governance is likely to fail as 
supervision by individual owners is ineffective and the fi1111s' managers remain largely independent. On the 
other hand, corporate control through anonymous security markets is not a realistic option of Eastern Europe, 
\\ilere these markets are underdeveloped and information is strongly asymmetric. If direct involvement of the 
state is excluded, the banks are left as the only agents mth a potential role in tl!.e restructuriilg of firms 
characterized by a mde shareholder base. 3 

3 "Economic Survey of Europe in 1994- 1995", Economic Commission for Europe, 'UN 1995, p. 209. 
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In any case, even \\othout final solution of the above-indicated problem, the issue of continuation of 
the proper restructuring of production of the privatized entemrises IS a more urgent problem for the present 
stage. Bitter experience of banks \\Oth bad debts from the past affect, however, their present credit policy: the 
existing bad debts, their quantity, stock is connected with the problem of new credit flows. The banks direct 
often further funds in indebted enterprises in order that such enterprises keep themselves alive and the banks 
do not lose the possibility of return of the existing "frozen" credits. Consequently, on the one hand the 
situation in the sphere of bad debts is reproduced, and on the other hand the possibilities of crediting of new 
promising prqjects are limited. Thus also a bad allocation of new funds and their suboptimal - if not 
unprofitable - utilization occurs. 

"Old", "large" entemrises have usually a certain own fmancial base,. i.e. they can fmance their 
restructuring partially from profit and depreciation. T11e growth ofGDP and prosperity of the whole economy 
improve its situation (notwithstanding that they attract foreign capital) Large enterprises can obtain direct 
loans from foreign banks, be financed in the fom1 of issue of bonds or sbares, etc. 

T11e newly emerging small and medium-sized enterprises are, however, often lefi to their own devices 
by commercial banks. But it is a category of enterprises, which is considered as the driving force of economic 
grm\1h and structural changes in developed market economies. The banks have the biggest debt here as to the 
needs of restructuring of production. 

It is a logical result of orientation of banks to optimal creation of their credit portfolio (where small 
and medium-sized enterprises belong to the more hazardous, more labour and cost intensive category of 
clients), and the banks are not interested in the shaping of the structure of production as such at all. They are 
interested in it only indirectly, tluough influencing of fmancial results of tl1eir own and the client's activity 
Usually - for example by us in tl1e Czech Republic at all events - they are missing not onlv stimulation by a 
purposeful state policy, but generally any obvious structural (industrial, etc.) national economy concept. 

Especially in this respect suggestions and solutions must be looked for, how far the banking sphere 
should - and can objectively - react actively and positively to tl1e existing restructuring needs of enterprises . 

• 
Not only in the above mentioned respects but also in some others the Czech banking system and 

capital markets still have to tackle many serious problems. They still generally lack some features 
which would bring the whole system to the European Union level, where banking houses and reliable 
functioning financial and capital markets are the basic prerequisities of economic stability and growth. 

From this viewpoint it can be said that the problems of the future restructuring (as a ,real" one) 
and growth of the Czech economy are determined by the process of its banking and capital sphere 
development towards the European Union standards. 



·• 
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0. General Remarks 

The most important factor of efficient Central and East European Countries (CEEC) 

integration into the West European and world developed market economies (DMEs) economic 

structures and of their preparation for accession into European Union (EU) (in the future) is the 

initiation and continuation of the persistent competitiveness catching-up process with the 

above-mentioned countries. 

The impor1ance of competitiveness approach for economic growth has been stressed in the 

Commission's 1994 White Paper (WP) on Growth, Competitiveness, Employment endorsed by 

the European Council as the bench-mark for the action taken by the EU and its member states 1). 

This WP advocated an approach to industrial development aiming at global competitiveness. 

The objective of this approach is to bolster the EU's position in the markets of the future, 

generating jobs and value-adcied. 

Message of this WP is also valid for associated CEECs preparing for the accession to EU. 

International competitiveness is a complex notion. In the World Competitiveness Report 

1995 the competitiveness is defined as "the ability of a country or a company to, proportionally, 

generate more wealth than its competitors in world markets"2). In the discussion document for 

the Forum on Competitiveness of the Industry Committee of OECD is proposed generic 

definition of competitiveness (policy): "suppor1ing the ability of companie.s, industries, regions 

or supra-national regions to generate, while being and remaining exposed to intemational 

competition, relatively high factor income and factor employment levels on a sustainable 

basis" 14). 

Nations compete in many different ways: to attract the firms and develop the industries that 

themselves compete in world markets for .goods, and increasingly, for services. Nations even 

compete for the skilled and specialized labour needed to invent products and processes, design 

and build plants, manage production, and market products. The object of this competition is 

often seen as providing jobs. But this is too nrumw. The real object is to provide better living 

stru1dards for their people. By this we can measure their success.3) 

The evidence from many analyses shows that national economres developed most 

snccesfully when they competed effectively in world markets. 

By obtaining the resources that they do not naturally possess in world markets, these nations 

are able to focuse to their own resources on producing those goods and services where they 
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have a global competitive advantage. This advantage may rise ti·om low cost labour, special 

skills and attitudes, a favourable climate, mineral resources, or simply ahead start in a particular 

industry that allows them to more quickly achieve economies of scope and scale than their 

potential competitors. 

The basic precondition for acceleration and maintenance of economic growth rs the 

competitiveness in world markets. 

Competitiveness is an intrinsically dynamic concept and not all the key factors are well 

understood or entirely predictable, particularly those in the social and political realm.4) 

The simplest aggregate measure of competitiveness is the national output (gross domestic 

product- GDP or value-added - VAD) per capita or per employed person or for working hour: 

those are productivitv indica.tors expressed in internationally comparable currency (for example 

USD). This measure encapsulates the availability and the quality of production inputs, the 

impact of government policies and the implication of entreprenetrrial skill and know-how. 

Productivity - a key indicator of economic efiiciency - is one of the basic factors for 

improving the standard of living and the position of CEECs in the world market. 

Productivity growth is the key mechanism by which average income and welfare are 

improved: over the medium term faster productivity growth is associated with more rapid 

growth in real wages and real consumption per capita. 

Relative productivity levels also provide important indications of economic performance and 

catching-up process of CEECs with DEMs, especially with EU member states. 

This paper has two objectives: 

- firstly, to summarize the results of the transformation process efficiency analysis, measured 

by indicators of labour productivity, in selected Central and East European Countries 

(CEECs)- in Czech Republic, Slovak Republic, Hungary and Poland 

- secondly, to compare the efficiency level catching-up process in these CEECs with selected 

developed market economies (DMEs), especially with the European Union (EU) member 

states (Austria, Germany) and with less-developed member of EU which successfully realized 

cathing-up process with more developed member states after accession into EU: Portugal, 

Ireland. 
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0.1. Analytical Framework 

0.1.1 Analytical Approach 

The results of comparative analysis are presented in this paper in two parts: 

- in the first part (Chapter I) the development of macroeconomic indicators of labour 

productivity (GDP per person employed) are analyzed during the period 1989-1995 in four 

compared CEECs. 

The stuctural pattern of productivity development in these countries on macroeconomic level 

(on the level of agriculture, industry including building industry and services) is also 

elaborated. 

The total level of labour productivity in selected CEECs is compared between one another 

and with selected member states of EU (Austria, Gem1any, Ireland and Portugal). The 

process of catching-up is identified during 1989-1995 and the prospects of catching-up of 

productivity level in the next ten years (until the year 2005) is evafuated; 

- in the second pati (Chapter 2) the results of detailed comparative analysis of labour 

productivity development in manufacturing (in 3-digit code od IS!C classifrcation, for 28 

branches) are presented. 

For analytical purposes total manufacturing is altematively classified as 

- light and heavy manufacturing5J, 

-early (industries which supplied essential needs at low levels of per capita GDP; the share of 

these industries in total manufacturing value added (MY A) does not rise with the growth of 

income per capita)6J 

-middle (those industries the share of which inMVA expat1ded rapidly on intermediate levels 

of per capita GDP, but made only modest gains once per capita reached comparatively high 

level)6J 

- late (industries represented the most rapidly expa11ding field of matmfacturing once the 

country had reached an advat1ce stage of development (high level of GDP per capita)6J 

- semima11ufactured, investment goods, consumption goods at1d food at1d beverages7l. 
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0.1.2 Statistical Information 

The data for macroeconomic analysis of labour productivitY (GDP and employment in 

sectoral stmcture: agricultme, industry !including building industry/ and services) in selected 

CEECs are taken from the Vienna Institute for Comparative Economic Studies (WIIW) data 

base and analytical studiess)9) and are supplemented from specialized sources for four CEECs 1o)· 

For the preparation of comparable data for labour productivity in selected EU member states 

the 0 ECD national accounts data base are used 1 1 )· 

The level of labour productivity in selected CEECs is compared in USD transferred from 

national currencies by purchasing power parities (PPP) of these currencies toward USD9). 

For selected EU member states also the PPP of their national currencies toward USD 12) 

are used. 

The data for m<mufactw:ingjabour productivitY analvsis (value added and employment) in 

3-digit code of International Standard Industrial Classification (ISIC) for former 

Czechoslovakia, Hungary, Poland and compared EU member states (EU total, EU large 

member states, EU small member states, Austria, Germany (W.G.), Ireland and P01iugal) are 

taken from the UNIDO database IJ)· For the Czech and Slovak Republics the estimates for 

value-added and employment data are used (based on the Czech and Slovak Statistical Offices 

information; value-added in current prices at factor costs)JO)· 

For the purposes of manufacturing labour productivity comparisons (of selected CEECs with 

EU member states) the figures for manufacturing value-added (in national currencies) in CEECs 

are recalculated into comparable figures in USD by purchasing power parities (PPP) of these 

ctmencies- see figmes in Table A.l. 

I. The Macroeconomic Fra·mework 

The development of agregate labour productivity in four analyzed CEECs was influenced by 

strong GDP growth to the end of the first half of 90s (see figures in Table 1). 
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Growth rate of real GDP in selected CEECs 

(Percentage change from proceeding year) a) 

1990 1991 

Czech Republic -1.2 -14.2 

Slovak Repubfic -2.5 -14.5 

Hungary -3.5 -11.9 

Poland -11.6 -70 

a) Constatnt prices; national currencies 

b) Estimate 

Source : 191; 110 

1992 

-6.4 

-6.5 

-3.0 

2.6 

Table 1 

1993 1994 1995 b) 

-0.9 2.6 4.8 

-3.7 4.9 7.4 

-0.8 2.9 2.0 

3.8 5.2 7.0 

Accordin,g to the perfoni1ance of these countries econmmes during last two years (and 

according to the forecast for 1996-1997) the transitional macroeconomic recession have been 

overcome. 

The analysis seems to indicate that private consumption and especially gross investment are 

essential in inducing higher GDP growth (see figures in Table A.2). Also in the future GDP 

grmvth in these countries has to be driven by investment. 

The impmtance of maintaining investment growth (and investment ratio: high share of 

investment in GDP) for supporting and maintaining economic and productivity growth is 

stressed in many analyses ofCEECs and DMEs 9) 16) I?)· 

The engine of GDP growth in four CEECs was industry (especially manufacturing). 

Pa.tticularly slTong growth of gross industrial production was recorded in Poland and in 

Hungary during 1993-1995. Substantial acceleration in the Czech Republic m1d Slovak 

Republic was reached in 1995 (see figures in Table A.3). 

The acceleration of industrial production has been coupled with strong gains in labom 

productivity, the highest in Hungary and Poland (gross output per employed person - see figmes 

in Table A.4). 

1.1 Aggregate Analysis 

The result of GDP growth rate acceleration coupled with continuation of total employment 

fall or its lower growth rate (tha.t1 GDP) was the renewal a.t1d gradual acceleration of aggregate 
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labour productivity (GDP per employed person) during the last two years (sec figures in Table 

2). This acceleration of labour productivity grow1h rate has been very impressive in Hungary 

and Poland (and also in Slovakia). 

Table 2 

Real GDP per employed person in selected CEECs 

(Percentage change from proceeding year) a) 

1990 1991 1992 1993 1994 1995 b) 

Czech Republic -0.3 -9.8 -3 9 0.7 1.8 2.0 

Sfovak Republic -1.7 -7.2 13.8 -4.6 6.6 4.9 

Hungaty -1.7 -6.0 7.0 6.9 63 2.9 

Poland -15.6 -1.2 7.2 6.3 4.2 5.6 

a) In national currencies; in 1990 prices 

b) Estimate 

Source : 191; 1101 

The growth rate acceleration of aggregate labour productivity in the analyzed CEECs is 

the imp01iant requirement for the beginning of its catching-up with DMEs as the key condition 

for the growth of these cow1tries competitiveness in the world market, especially in the EU 

member states markets. 

The internationally comparable estimates of GDP per employed person for the analyzed 

CEECs (expressed in USD converted with purchasing power parities /PPPs/ from the national 

ctmencies) identified the Czech Republic (among these countries), at the beginning of 

transfonnation process towards the market economy (in 1990), as a country with the highest 

level of aggregate labour productivity, followed by the Slovak Republik, Hungary and Poland 

(see the figures in Table 3). The Slovak Republik reached about 78 per cent, Hungary about 67 

per cent and Poland of 55 per cent of the Czech Republik aggregate labour productivity level 

(=100)- see figures in Table A.5. 

A quicker growth rate of aggregate labour productivity (in current and constant prices) in 

Slovakia, Hungary and Poland than in ~1e Czech Republic brought about a relative catching up 

with its level in the Czech Republic during the 1990-1995- see figures in Table A.6. 
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The comparative level of aggregate labour productivity can be estimated in Slovakia about 

96 per cent, in Hnngary about 87 per cent and in Poland about 76 per cent of its level in Czech 

Republic in 1995. 

Table 3 

GDP by economic activity per employed person 

(in thousands USO, PPP, cp)) 

1990 1991 1992 1993 1994 1995 a) 

Czech Republic Agriculture 11.23 945 10.55 16.47 15.11 16.44 

• Industry 18.89 19.25 18.98 1786 18.82 21.11 

Services 19.23 16.56 1751 18.37 19.35 19.27 

Total 18.15 16 88 17.45 18.06 18.88 19 69 

Sloval< Republic Agriculture 7.95 8.82 11.47 10.79 

Industry 19 01 17.36 22.13 23.02 

Services 14.60 16.88 16 81 18 17 

Total 14.16 14.17 1515 16.05 1762 18.82 

Hungary Agriculture 6.58 9.21 13.92 18.81 

Industry 10.64 11.92 16.31 18.41 

Services 12.90 15.78 14.70 14.36 

Total 12.22 11.40 14.02 15.07 15.61 

Poland Agriculture 3.31 2.45 304 3.23 4.51 

Industry 16.52 14.81 14.98 16.33 17.93 

Services 9.61 11.90 14.33 15.79 15.12 

Total 9.90 1000 11.54 12.63 13.78 

a) Estimate 

Source: 181; 191; 1101; 1151 

The comparison of estimated GDP per employed person in selected EU member states (for the 

year 1992) identified the productivity CEEC - EU differences. According these figures (see 

Table A.7) even the most advanced transition country, the Czech Republic, reached only 41 per 

cent of its EU average level and about 82 per cent of its level in Portugal. 

A more pronounced catch-up can be expected only by accelerating the average growth rate 

of aggregate labour productivity. For reaching the EU(15) average level from 1992 in the year 

2005 about 7.0 to 10.5 per cent for year growth rates has to be reached during the period 1993 -

2005 (see figures in Table A.8). In the case of hypotetical assumption of GDP per employed 
•. · 
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person average growth rate for EU(l5) during this period about 2.0 per cent catch-up can be 

expected by accelerating its growth rate about 10.0 to 13.8 per cent in these four countries. 

Realization of these labour productivity growth rates in CEECs is not supported by historical 

experience of catching-up member countries of EU (Portugal, Spain) in the past. It can be 

assumed that substantial CEECs - EU productivity differences will prevail in the next ten to 

fifteen years. 

1.2 Sectot· Level Analysis 

The quantitative evaluation of productivitv level bv countries and main sectors (agriculture, 

industry - including building industry, services) evaluate agriculture as sector with the lowest 

productivity level (see figures in Table 3 and Table A.9). Industry (including building industry) 

is the sector with productivity level above the average in all four CEECs. 

The comparison of relative GD l' per employed person level in these three sectors indicates 

the same feature both in the selected CEECs and EU member states: the lowest productivity 

level is typical for agriculture and above the average (or near the average) is in industly (see 

figures in Table A. I 0). Also in services the productivity level is above average. 

The catching-up process in the three CEECs with the productivity level in the Czech 

Republic is continuing also in all three sectors, especially in industry and services (see figures in 

Table AS). 

The comparison of productivity in these sectors in CEECs with the average level achieved in 

EU(15) (=100) indicates the greatest differentials for agriculture in Poland (=16), for industly in 

Hungary (=28), for services in the Slovak Republic and Poland (=33)- see figures in Table A.7. 

The very similar differences in the productivity level in comparison with average of the EU 

level (=100) are in the Czech Republic and Portugal. 

1l1e achieved level of labour productivity in these three sectors in the Czech Republic was 

very near to its level in Portugal (=100) in 1992 (see figures in Table A.7): agriculture 98, 

industry 79, services 81, total 82. 

The stimulation and continuation of a rapid growth rate in productivity is the basic strategy 

for substantial reduction of productivity differentials with DMEs (especially with EU). 

Experience of catching-up member states of EU supported competitiveness policy focused on 
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four basic priorities: promote intangible investment, develope industrial cooperation, ensure fair 

competition and modernise the role of public authorities. Thjs approach has to be applied also to 

economic policy fonnulation towards productivity growth stimulation in CEECs in the 

preparatory period for accession to EU. 

2. Manufacturing Level Analysis 

As has been mentioned, productivity level across countries is a hazardous exercise, fi·aught 

with methodological problems and difficulties of interpretation1x)· Yet is an issue of 

considerable interest to analysts and policy-makers in CEECs, especially in the "second" period 

oftranfom1ation process (and in connection with preparation for accession to EU), in which the 

restructuring will be more stressed in comparison with the stabilization period to the end of the 

first half of 90s. 

Results of such a comparisons explicitly or implicitly underpin much of the discussion on the 

ability of countries to compete as well as international performance comparisons. 

As it was mentioned in metodological remarks, purchasing power parities senes for 

conversion of value-added figures (for four CEECs and compared EU member 

states) in national cmTencies into USD are used (see figures in Table A.!). 

2.1 Aggregate Analysis 

A clear divergence process in the manufacturing productivity level is typical for all three 

CEECs during 1989-1995 (see figures in Table 4). The level of value added in total 

manufacturing reached only 79 per cent in 1992 in fom1er Czechoslovakia (or 81 per cent in 

1995 according to the estimate) of its level from1989. In Hungary it reached about 88 per cent 

(in both year 1992 or 1995) and in Poland about 80 per cent (in 1992) or 94 per cent (in 1995). 

The process of catching-up (or retuming) the productivity level in manufacturing from the 

_beginning of transfonnation (1989) begun in all three countries in last two years (in 1993 or 

1994). 
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Table 4 

Basic figures for comparative value added per employed person in manufacturing estimate in selected CEECs 

1989 1990 1991 1992 1993 1994 1995 

Value added, in bill USD PPP b) 

Czechoslovakia 49.23 43.06 32.4 28.65 

Czech Republic 23.47 

Slovak Republic 7.87 

Hungary 17.48 16.00 13.96 12.64 12.00 11.68 11.74 

Poland 97.09 70.89 59.59 61.92 67.07 68.77 71.46 

Employment, in thousands 

Czechoslovakia 2572.0 2448.0 1955.0 1892.1 

Czec!J Republic 1460.5 

Slovak Republic 461.4 

Hungary 1171.0 11170 1006.0 960.2 929.8 908.1 894.5 

a) 

Poland 3326.0 3014.0 2671.0 2642.6 2634.0 2606.3 2599.0 

Value added per employed person, _in thousands USD PPP b) 

Czechoslovakia 19.14 1759 16.57 15.14 

Czec/J Republic 16.10 

Sfovak Repu!Jiic 17.10 

Hungary 14.93 14.32 13.88 13.17 12.91 12.87 13.13 

Poland 29.19 23,52 22.31 23.43 25.46 26.39 2750 

a) Estimate 

b) fn 1990 prices; except Czech and Sfovak VAD data which are in current USD PPP 

Average growth rates of manufacturing labour productivity level decrease during 1990-1993 

changed to growth rate in 1994-1995: in fonner Czechoslovakia from -6.6 per cent to 1.7 per 

cent, in Hungary from: -2.4 per cent to 0.3 per cent and in Poland from -2.3 per cent to 1.3 per 

cent (according estimated value-added in 1990 prices). 

Estimated figures for the value added per employed person in total manufacturing in all three 

countries (and in the Czech and Slovak Republics) indicated its substantially higher level in 

Poland (during the total period of comparison) than in fonner Czechoslovakia (or Czech and 

Slovak Republics) and Hungary- see figures in Table 4. 

TI1e relative value-added per employed person comparison in four CEECs with selected EU 

member states to the end of first half of 90s shows the best position of their total level in 

manufacturing towards Portugal (see figures in Table 5). The Czech and Slovak Republics 

12 



_-:-

reached about 74 or 78 per cent of its level in Portugal and Hungary reached about 60 per cent. 

In Poland the productivity in manufacturing is about 26 per cent higher than in Portugal. 

Also in comparison with the average level of labour productivitiy in total manufacturing in 

EU(l5) and three other member states, the Polish position is the best among the selected 

CEECs: it reached 44 per cent of EU(l5) average, 37 per cent of Gem1any, 52 per cent of 

Austria and 29 per cent of Ireland. The position of both Czech and Slovak Republic and 

Hungary is much worse. The Czech Republik reached about 26 per cent of the average 

manufacturing labour productivity level, Slovak Republic 28 per cent and Hungary only 21 per 

cent (in 1994 or 1995). In comparison with Germany (West) Czech Republic reached only 23 

per cent, Slovak Republic 24 per cent and Hungary only 18 per cent of its productivity level. 

These CEECs occupy a better position in comparison with total manufacturing productivity 

level in Austria: Czech and Slovak Republics reached about 31 to 33 per cent, Hungary 25 per 

cent and Poland 52 per cent of its level. 

A comparatively high level of manufacturing labour productivity in Ireland (Ireland reached 

about 51 per cent higher level than the average EU(J 5) in 1995) influenced the greater 

divergence of four CEEC' s productivity level: Czech Republic and Slovak Republic reached 

only 18 and 19 per cent, Hungary 14 per cent and Poland 29 per cent of its level in 1994 or 

1995. 

Relative value added per employed person in total manufacturing in selected CEECs 

Czech Republic (1994) a) 

Slovak Republic (1994) a) 

Hungary (1995) b) 

Poland (1995) b) 

a) CurrentUSD PPP 

b) 1990 USD PPP 

Source: Tables A.13 

Value added per employed person in these countries = 100 

EU(15) Germany Austria Ireland 

26 23 31 18 

28 24 33 19 

21 18 25 14 

44 37 52 29 
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Portugal 

74 

78 

60 
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To overcome the average level divergence toward EU(l5) from 1994 or 1995 in the next ten 

year (to the year 2005) these average growih rate per year of manufacturing labour productivity 

has to be reached: in the Czech Republic about 12.8 per cent, in the Slovak Republic 13.8 per 

cent, in Hungary 16.9 per cent and in Poland 8.5 per cent. As it was mentioned in the case of 

productivity comparison on the macroeconomic level (in chapter I), to reach these average 

growih rates per year during the next ten years is unattainable (in spite of the fact that the 

CEECs are in the position of catching-up countries on a lower level of labour productivity). 

2.2 Branch Level Analysis 

The large falls of labour productivity 111 all manufacturing branches in former 

Czechoslovakia (during 1989-1992), in Hungary (during 1989-1994) and in Poland (during 

1989-1991 (see figures in Tables A 11.1, A 11.4, A 11.5) were influenced by the 

above-mentioned "transformation recession" and also by the severest recession in DMEs in the 

post-war period during 1991-1992. The falls of manufactming output in the analyzed transition 

countries were larger than the falls of employment. This feature of the transformation process 

influenced the development of labour productivity in almost all manufacturing branches in the 

compared CEECs. 

The results of comparison of productivity levels across the compared CEECs (and selected 

member states of EU) and manufacturing branches indicate a very similar "shape" or "pattern" 

of relative value-added per employee in two digit ISIC branches (see figures in Table 6). The· 

relative higher value of labour productivity (above average level in manufacturing= LOO) is (in 

all analyzed countries) typical for food products, baverages and tobacco (ISIC 31 ), with 

exception of a very low relative labour productivity level in Hungary (influenced by very a low 

labour productivity in food product (ISIC 311), chemicals (ISIC 35) and basic metals (ISIC 37) 

- see figures in Table 6. 
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Table 6 
Relative value added per employee in manufacturing = 1.00 

Czecho- CR SR Hungary Poland EU(15) Germany Austria Portugal 
slovakia 

MANUFACTURING 1992 1994 1994 1995 1995 1995 1995 1995 1995 

31 Food product, beverages, tabacco 1.44 1.33 1 21 0.49 1.26 1.12 1.35 1.42 1.36 
32 Textiles, wearing app, feather, footwear 0.60 0.66 0.55 0.64 0.47 0.56 0.63 0.63 0.61 

33 Wood prod, furniture, fixtures 0.74 0.76 0.62 0.62 0.47 0.76 0.74 0.73 0.71 
34 Paper and products, pdnting,pub!ishing 091 1.33 1.47 0.98 0.93 1.05 0.92 1.21 1.59 
35 Chemicals 1.45 1.72 1.94 2.47 1.74 1.54 1.53 1.21 1.73 

36 Non- metal products 1.00 1.14 1.13 0.95 0.82 1.03 0.93 1.08 1.37 
37 Basic metals 0.92 1.06 1.72 2.89 2.53 1.00 0.93 1.21 1.65 
38 Fabr. metafs and machinery 0.90 0.87 0.77 0.89 0.88 0.92 0.88 0.91 0.91 

39 Other industries 0.76 0.86 0.59 0.55 0.61 0.74 0.69 0.72 0.55 

Total 1.00 1. 00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 

Source .: Tables A.11 a A.12 

Textiles, wearing apparel, leather, footwear (!SIC 32) and wood production, f11rniture and 

fixture (!SIC 33) rank to the group of industrie with relatively very low level of labour 

productivity. 

The branches of paper and paper products and printing and publishing (!SIC 34) reach 

relative level of labour productivity near the average or above it. With exception of Poland, the 

same conclusion is valid for the group of non-metal products industries (!SIC 36). 

In fabricated metals and machinery industries (!SIC 38), the group with the largest 

production and employment in manufacturing, the relative level labour productivity is typically 

slightly under its average level in manufacturing (see figures in Table 6). 

From the comparison of relative level of labour productivity pattern m groups of 

manufacturing industries (in both CEECs and selected EU member states) during the last five to 

six years, the conclusion can be formulated that its relative level and development is influenced 

more by technical and teclmological factors then by social-economic factors. 

The results of productivity levels comparison across manufacturing industries in four CEECs 

(and in forn1er Czechoslovakia in 1992) with its level in EU(15) average and in selected 

member states (Germany lW. G./, Austria, Ireland, Portugal) characterize its low level in the all 

compared CEECs and branches in the middle of 90s (see figures in Table A.13). 

A better position is occupied by these four CEECs in this comparison with manufacturing 

branches productivity level in Portugal. 
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The effects of productivity differentials of the structure of manufacturing industry in these 

CEECs can be identified by this comparison. It showed that a higher productivity (higher than 

average of manufacturing) is in certain branches which form the part of specialized pattern of 

manufacturing. 

In former Czechoslovakia, or in the Czech Republic manufacturing a comparatively higher 

productivity has in wearing apparel (!SIC 322), footwear production (!SIC 324), wood product 

(!SIC 331), plastics products (!SIC 356), pottery, china (!SIC 361), iron and steel (ISIC 371) 

and non-fenous metals (!SIC 372). 

In Slovak Republic a comparably better position (in comparison with productivity level in 

EU manufacturing branches) has occupied by food products (!SIC 311), wearing apparel (!SIC 

322), paper and products (!SIC 341) and printing and publishing (!SIC 342) from the light 

manufacturing. The group of heavy manufacturing branches which constitute the specialized 

pattern of Slovak Republic manufacturing production have had also higher level of labour 

productivity: petrolewn, coal products (!SIC 354), mbber products (!SIC 355), pottery, china 

(ISIC 361) and iron and steel (!SIC 371)- see figures in Table A 13.3. 

In Hungarian manufacturing a higher level of labour productivity was achieved in textiles 

(!SIC 321), other chemicals products (!SIC 352), rubber products (!SIC 315), iron and steel 

(!SIC 371), nonfenous metals (!SIC 372) and in professional goods (!SIC 385). All these 

branches created the specialized pattern of Hw1garian manufacturing production also in the 

middle of 90's. 

The branches of beverages (!SIC 313), tobacco (!SIC 314), footwear (ISIC 324), paper and 

products (ISIC 341) together with iron and steel (ISIC 371), non-fenous metals (!SIC 372) and 

also machinery n.e.c. (!SIC 382) have had higher level of labour productivity in Polish 

manufacturing. Poland occupies also a better position than other three CEECs in the level of 

labour productivity in comparison with its average in EU(15) and other compared DMEs - see 

figures in Table A.l3.5. 
, 

As it has been stressed in the results of both previous analyses elaborated in this project2o),ZI)' 

a successfull adaptation of the specialization pattern in manufacturing of four CEECs according 

·to the new economic and social-political conditions will take a long time. The close of the gap 

in labour productivity in their manufacturing sector is also dependent on this restructuring 

process. 
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Average annual growth rate of labour productivity in selected manufacturing branches 

for overcaming the gap between its level in CEECs and EU(15) 1995 -2005 

Czech S/ovac Hungary 

MANUFACTURING Republic Republic 

31 Food product, beverages, tabacco. 11.4 11.7 24.3 

32 Textiles, wearing a pp, feather, footwear 11.1 12.3 13.9 

33 Wood prod, furniture, fixtures 12.8 14.3 17.4 

34 Paper and products, printing,publishing 10.6 9.0 16.0 

35 Chemicals 11.7 9.9 104 

36 Non - metal products 117 112 15.9 

37 Basic metals 12.1 6.7 4.9 

38 Fabr. metals and machinery 13.4 14 1 15.3 

39 Other industries 11.5 14.8 17.9 

Total 12.8 12.2 15.2 

Source : Table A.11 

Table 7 

Poland 

6.6 

9.6 

12.6 

9.5 

66 

10.4 

0.0 

8.5 

9.6 

7.9 

The figures about mmual labour productivity growth rate in the selected manufacturing 

branches needed for overcoming the existing gap between its level in CEECs and average level 

in EU(15) illustrate the realization difficulties closing this gap in the near future. 

According to these figures (in Table 7) the annual growih rate of labour productivity of about 

8-15 per cent will be needed to overcome this gap (which existed in the years 1994-1995) 

during the period until the yem 2005. A realization of a such high annual growih rate of 

manufacturing labour productivity is not probable, neither in the of CEECs "emerging market" 

situation. 

The expenence from the past development of OECD countries 18),J9) and industrial (or 

competitiveness) policy orientation of EU for the future 14), support the integrated approach for 

stimulating manufacturing labour productivity grO\vth. These approaches are applicable also in 

CEECs as an important precondition for closing the existing gap between them and DMEs in 

labour productivity level in mmmfacturing. 

In this connection the policies for promoting investment (especially intangible into training 

and learning and into research) are stressed. The creation and adoption of new technology 

(competitive technologies) is a critical aspect of the plant level productivity. 

17 

.. ,,, 



An intensive industrial cooperation with EU dming tl1e association J:leriod is cmcial for tl1e 

catching-up productivity level in CEECs. 

On the macro level, tl1ree economic policy factors will be particularly important to support and 

maintain the high economic gro>vth in CEECs (as tl1e most important condition for support of labour 

productivity growth in manufac!LU"ing) - stable prices, low (or efficient) govcmment conswnption and a 

competitive foreign exchange rate. The above-111entioned economic policies.combined impact will help 

to close the existing gap in labour productivity between CEECs and EU(l 5) manufacturing. 
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Purchasing Power Parity of CEEC Currencies 
(National Currencies I USD) 

1989 1990 

Czech Republic b) 5.56 5.84 
Slovak Republic c) 7.23 740 
Hungary d) 26.74 32.26 

TableA1 

1991 1992 1993 1994 1995 a) 

8.39 9.20 10.40 11.22 11.95 
9.71 1009 11.37 12.45 13.26 

45.58 48.10 56.83 66.00 81.42 
Poland e) 0.06228 0.34753 0.52635 0.67819 0.86057 1.07362 1.31606 

a) Estimate 
b) CZK 
c) SKK 
d) HUF 
e) PLZ (new) 

Source: /9/ 

Growth rate of gross fixed investment and retail trade in selected CEECs 
(Percentage change from preceeding year) a) 

1990 1991 1992 
Gross fixed investment 
Czech Republic 6.5 -32.5 16.6 
Sloval< Republic 4.8 -27.3 9.2 
Hungary -9.6 -12.1 -1.5 
Poland -10.1 -4.1 0.4 

Retail trade 
Czech Republic -30.2 9.3 
Slovak Republic 0.6 -39.1 15.0 
Hungary -9.9 -3.3 
Poland 3.8 7.9 

a) Real change 
b) Preliminary 

Source: 18~/9~/10~1151 

Real growth rate of gross industrial production 
(Percentage change from preceeding year) 

1990 1991 1992 

Czech Republic -3.3 -24 .. 4 -7.9 
Slovak Republic -4.0 -19.4 -9.0 
Hungary -10.2 -16.6 -9.7 
Poland -24.2 -8.0 2.8 

a) Preliminary 

Source : 18~ 191; 1151. 

19,93 1994 

8.0 16.9 
13.1 2.1 
2.5 12.3 
2.3 8.2 

-2.1 5.5 
10.0 1.6 
0.8 -6.6 
7.0 2.0 

1993 1994 

-5.3 2.1 
-3.8 4.9 
4.0 9.6 
6.4 12.1 

Table A.2 

1995 b) 

15.7 
9.2 
0.0 
18.6 

8.9 

TableA.3 

1995 a) 

9.2 
8.3 
4.8 
9.4 



Real growth rate of productivity in industry 
(Percentage change from preceeding year) a) 

1990 1991 

Czech Republic -0.3 -14.4 
Slovak Republic 1.6 -22.5 
Hungary -5.0 -6.2 
Poland -20.3 -3.0 

1992 

-2.2 
-8.3 
3.8 
14.3 

a) Indicator of gross output per employed person 
b) Preliminary 

Source 181; 19/; 1151 

Table A.4 

1993 1994 1995 b) 

-1.2 5.1 10.5 
-4.7 7.0 4.1 
13.4 15.7 10.5 
12.6 15.5 13.1 

Table A.5 
· Comparisson of GDP per employed person in selected CEECs 
(Level of GDP per employed person in Czech Republic = 100) a) 

1990 1991 1992 1993 1994 1995 
Slovak Republic Agriculture 75 53 76 66 

Industry 100 97 118 109 
Services 83 92 87 94 
Total 78 84 87 89 93 96 

Hungary Agriculture 70 87 85 124 
lndustty 55 63 91 98 
Services 78 90 80 74 
Total 67 68 80 83 83 87 

Poland Agriculture 29 26 29 20 30 
Industry 87 77 79 91 95 
Services 50 72 82 86 78 
Total 55 59 66 70 73 76 

a) In USD PPP; current prices 
b) Estimate 

Source: Table 3 

Table A.6 
Estimates of index number for GDP per employed person in selected CEECs in 1995 
(1990 = 100) 

At current prices 
At 1990 prices 

Source :191 

Czech Republic Slovac Republic 

223 
91 

241 
113 

Hungary 

355 
118 

Poland 

560 
124 

a) 
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Comparative level of GDP per employed person in selected CEEC and EU states in 1992 

Thousands USD PPP a) GDP I employed person in EU(15) = 100 

Agriculture Industry Services Total Agriculture Industry Services 

Czech Republic 10.55 18.98 17.51 17.45 54 45 40 

Slovak Republic 7.95 19 01 14.60 15.15 41 45 33 
Hungary 9 21 11.92 15.78 14 02 47 28 36 
Poland 3.04 14.98 14.33 11.54 16 35 33 

EU(15) total 19.40 42.50 43.90 42.10 100 100 100 

Germany (W G) 17.81 43.85 48.75 46.76 92 103 111 
Austria 13.73 39.77 43.34 44.17 71 94 99 

Ireland 21.51 55.82 41.05 40.76 111 131 94 

Pottugal 10.75 24.08 21.67 21.20 55 57 49 

a) In current prices (PPP) 

Source: 18~ 19~- 110/1111, !12~ 1151 

Table AB 
Required average growth rates of GDP per employed person to overcame the gap 
between its average level in CEECs and in EU(15) during the period 1993- 2005 

Agriculture Industry Se1vices 
The EU average level from 1992 a) 
Czech Republic 4.8 6.4 7.3 
Slovak Republic 7.1 6.4 8.8 
Hungary 5.9 10.3 8.2 
Poland 15.3 8.4 9.0 

The EU average level in 2005 b) 
Czech Republic 7.9 9.6 10.5 
Slovak Republic 10.3 1.0 12.1 
Hungary 9.1 13.6 11.4 
Poland 18.8 11.6 12.3 

a) In current prices; (PPP) 
b) Hypothetical assumption of GDP per employed person average annual growth 

rate in EU(15) during 1993- 2005 about 2.0 per cent per year 

Source: Table A.7 

Total 

7.0 
8.2 
8.8 
10.5 

10.2 
11.4 
12 .. 1 
13.8 

Total 

41 
36 
33 
27 

100 
111 
105 
97 
50 



Comparisson of relative GDP per employed person in selected CEECs 
(GDP per employed person in total economy = 1.00) a) 

1990 1991 1992 

Czech Republic Agriculture 0.62 0.56 0.60 
Industry 1.04 1.14 1 09 
Services 1.06 0.98 1.00 

Slovak Republic Agriculture 0.52 
Industry 1.25 
Services 0.96 

Hungary Agriculture 0.58 0.66 
Industry 0.93 0.85 
Services 1.13 1.13 

Poland Agriculture 0.33 0.25 0.26 
Industry 1. 67 1.48 1.30 
Services 0.97 1.19 1.24 

a) In USD PPP; current prices 
b) Estimate 

Source: Table 3 

Table A.10 
Comparisson of relative GDP per employed person level 
in selected CEEC and EU states 
(GDP per employed person in total economy = 1.00) 

1992 
Agriculture Industry Services 

Czech Republic 0.60 1.09 1.00 
Stovak Republic 0.52 1.25 0.96 
Hungary 0.66 0.85 1.13 
Poland 0.26 1.30 1.24 

EU(15) total 0.46 1.01 1.04 
Germany (W G.) 0.38 0.94 1.04 
Austria 0.31 0.90 0.98 
Ireland 0.53 1.37 1.01 
Portugal 0.50 1.13 1.02 

Source: TableA.7 

1993 

0.91 
0.99 
1.02 

0.55 
1.08 
1.05 

0.92 
1.08 
0.98 

0.26 
1.29 
1.25 

Table A.9 

1994 1995 b) 

0.80 0.83 
0.99 1.07 
1.02 0.98 

0.65 0.57 
1.26 1.22 
0.95 0.97 

1.20 
1.18 
0.92 

0.33 
1.30 
1.10 



Table A 11.1 

CZECHOSLOVAKIA 

Value added per employee a) 

/SIC 1989 1990 1991 1992 
311 Food product 20.4 18.8 16.5 14.8 
313 Beverages 25.5 26.2 24.6 21.8 
314 Tabacco 21.7 20.7 16.8 15.2 
321 Textiles 15.9 13.6 12.9 11.4 
322 Wearing apparel 9.0 8.3 11.7 11. 1 
323 Leather and product 11.6 9.1 9.9 9.0 
324 Footwear 14.1 13.2 14.1 12.7 
331 Wood product 16.6 17.8 170 16.0 
332 Furniture, fixtures 9.6 9.0 12.5 11.4 
341 Paper and products 25.4 19.5 16.9 15.3 
342 Printing. publishing 16.0 15.7 14.3 13.2 
390 Other industlies 13.1 14.4 18.7 179 

LIGHT MANUFACTURING 16.1 14.9 15.1 13.7 

351 Industrial chemicals 30.0 27.1 23.1 21.1 
352 Other chemical products 19.9 22.6 24.4 21.5 
353 Petroleum rafinerie 52.5 47.4 34.4 31.5 
354 Petroleum, coal products 29.2 32.9 30.5 29.4 
355 RubfJer products 23.9 16.8 15.4 12.7 
356 Plastic products 14.5 21.2 18.4 18.0 
361 Pottery china etc. 14. 1 15.8 15.0 13.9 
362 Glass and products 15. 1 14.1 12.4 11.2 
369 Non-metal products n.e.c. 22.9 18.9 16.8 14.8 
371 Iron and steel 36.9 26.1 21.7 20.3 
372 Non-ferrous metals 35.1 34.0 29.0 26.4 
381 Metal products 13.1 12.7 14.5 13.5 
382 Machinery n.e.c. 16.9 17.9 16.0 14.7 
383 Electrical machinery 18.7 16.3 15.6 14.4 
384 Transport equipment 17.8 15.3 13.5 12.3 
385 Professional goods 15.8 14.4 12.0 11.3 

HEAVY MANUFACTURING HEAVY MANUFACTURING 20.7 19.0 17.2 15.8 

311, 313, 314, 321, 324 EARLY INDUSTRIES 17.9 16.4 15.4 13.8 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 20.0 18.9 18.0 16.4 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 19.5 17.7 16.5 15.2 
371, 372, 381 - 385 
35, 36, 37 SEMIMANUFACTURED 29.0 24.3 21.0 19.2 
38 INVESTMENT GOODS 16.8 16.3 15.2 13.9 
32, 33, 34, 39 CONSUMPTION GOODS 14.5 13.1 14.0 12.7 
31 FOOD AND BEVERAGES 21.2 20.1 18.0 16.2 
MANUFACTURING 19.1 17.6 16.6 15.1 

31 Food product, beverages, tabacco 21.2 20.1 18.0 16.2 
32 Textiles, wearing app, leather, footwear 13.6 12.0 12.7 11.4 
33 Wood prod, furniture, fixtures 13.1 13.3 15.1 14.0 
34 Paper and products, printing,publishing 22.0 18.0 15.9 14.5 
35 Chemicals 30.2 27.8 24.4 22.2 
36 Non - metal products 18.8 16.5 14.6 13.1 
37 Basic metals 36.6 27.1 22.6 21.1 
38 Fabr. metals and machinery 16.8 16.3 15.2 13.9. 
39 Other industries 13.1 14.4 18.7 17.9 

a) In thousands USD; 1990 prices ppp 



TableA11.2 

CZECH REPUBLIC (1994) 

Value added per Ratio of value added 
employed person per person employed 

1000 USDPPP in manufacturing = 1. 00 
/SiC 

311 Food product 19.6 1.22 
I 313 Beverages 20.1 1.25 

314 Tabacco 104.4 6.50 
321 Textiles 11.5 0.71 
322 Wearing apparel 9.3 0.58 
323 Leather and product 10.7 0.67 
324 Footwear 9.9 0.62 
331 Wood product 11.6 0.72 
332 Furniture, fixtures 13.6 0.85 
341 Paper and products 21.1 1.32 
342 Printing, publishing 21.7 1.35 
390 01/Jer industries 13.8 0.86 

LIGHT MANUFACTURING 15.3 0.95 

351 Industrial cl1emica/s 29.3 1.83 
352 01/Jer chemical products 28.4 1.77 
353 Petroleum rafinerie 54.6 3.40 
354 Petroleum, coal products 32.1 2.00 
355 Rubber products 16.1 1.00 
356 Plastic pmducts 16.1 1.00 
361 Pottery, china etc. 14.1 0.88 
362 Glass and products 16.6 1 03 
369 Non-metal products n.e.c. 21.9 1.36 
371 Iron and steel 16.5 1.02 
372 Non-ferrous metals 20.1 1.25 
381 Metal products 13.5 0.84 
382 Machinery n.e.c. 13.1 0.81 
383 Electrical machinery 13.8 0.86 
384 Transport equipment 16.6 1.03 
385 Professional goods 12.7 0.79 

HEAVY MANUFACTURING 16.5 1.03 

311, 313, 314, 321, 324 EARLY INDUSTRIES 16.3 1.01 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 20.2 1.26 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 15.2 0.94 
371, 372, 381 . 385 
35, 36, 37 SEMIMANUFACTURED 20.9 1.30 
38 INVESTMENT GOODS 14.0 0.87 
32, 33, 34, 39 CONSUMPTION GOODS 12.9 0.80 
31 FOOD AND BEVERAGES 21.3 1.33 
MANUFACTURING 16.1 1.00 

31 Food product, beverages, tabacco 21.3 1.33 
32 Textiles, wearing app, leather, footwea 10.6 0.66 
33 Wood prod, furniture, fixtures 12.3 0.76 
34 Paper and products, printing,publishin 21.4 1.33 
35 Chemicals 27.7 1.72 
36 Non - metal products 18.3 1.14 
37 Basic metals 17.0 1.06 
38 Fabr. metals and machinery 14.0 0.87 
39 Other industries 13.8 0.86 



Table A.11.3 

SLOVAK REPUBLIC (1994) 

Value added per Ratio value added 
employed person per person employed 
1000 USDPPP in manufacturing = 1. 00 

/SIC 
311 Food product 20.3 1.19 
313 Beverages 22.1 1.29 
314 Tabacco 17.1 1.00 
321 Textiles 9.9 0.58 
322 Wearing apparel 10.3 0.60 
323 Leather and product 7.3 0.43 
324 Footwear 7.6 0.44 
331 Wood product 11.6 0.68 
332 Furniture, fixtures 9.9 0.58 
341 Paper and products 25.9 1.52 
342 Printing, publishing 23.7 1.39 
390 Other industries 10.0 0.59 

LIGHT MANUFACTURING 14.2 0.83 

351 Industrial chemicals 27.7 1.63 
352 Other chemical products 28.0 1.64 
353 Petmleum rafinerie 85.3 5.00 
354 Petroleum, coal products '78.4 4.60 
355 Rub!Jer products 23.6 1.38 
356 Plastic products 20.5 1.20 
361 Pottery, china etc. 17.1 1.00 
362 Glass and products 19.5 1.14 
369 Non-metal products n.e.c. 18.8 1.10 
371 Iron and steel 31.0 1.82 
372 Non-ferrous metals 4.3 0.25 
381 Metal products 14.8 0.87 
382 Machinery n.e.c. 11.3 0.66 
383 Electrical. machinery 12.9 0.75 
384 Transport equipment 16.4 0.96 
385 Professional goods 15.3 0.90 

HEAVY MANUFACTURING 19.2 1.12 

311, 313, 314, 321, 324 EARLY INDUSTRIES 15.2 0.89 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 22.7 1.33 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 16.2 0.95 
371; 372, 381 . 385 
35, 36, 37 SEMIMANUFACTURED 28.6 1.67 
38 INVESTMENT GOODS 13.1 0.77 
32, 33, 34, 39 CONSUMPTION GOODS 12.0 0.71 
31 FOOD AND BEVERAGES 20.6 1.21 
MANUFACTURING 17.1 1.00 

31 Food product, beverages, tabacco 20.6 1.21 
32 Textiles, wearing app, leather, footwea 9.4 0.55 
33 Wood prod, furniture, fixtures 10.6 0.62 
34 Paper and products, printing,publishin 25.0 1.47 
35 Chemicals 33.1 1.94 
36. Non · metal products 19.2 1.13 
37 Basic metals 29.3 1.72. 

38 Fabr. metals and machinery 13.1 0.77 
39 Other industries 10.0 0.59 

.• 



Table A 11.4 

HUNGARY 

Value added per employee a) 

/SIC 1989 1990 1991 1992 1993 1994 1995 
311 Food product 7.5 7.1 63 5.9 5.9 5.9 6.0 
313 Beverages 12_8 11.2 10.4 9.5 8.7 8.0 77 
314 Tabacco 18.3 17.0 14.8 13.6 13.2 13.0 13.3 
321 Textiles 9.2 9.5 10.3 10.0 10.4 11. 1 12.2 
322 Wearing apparel 74 6.7 7.1 6.9 7.2 74 7.5 
323 Leat!Jer and product 9.7 8.7 58 5.2 4.8 4.6 4.5 
324 Footwear 6.1 6.0 5.6 5.2 5.0 4.8 4.8 
331 Wood product 13.5 10.9 79 72 71 7. 1 74 
332 Furniture, fixtures 10.2 9.5 9.3 8.8 8.7 8.6 8.7 
341 Paper and products 20.7 19.6 18.2 17_0 16.0 15.4 15.6 
342 Printing, publishing 18.3 15.2 13.2 12.0 11.5 11.3 11.4 
390 Other industries 8.4 8.6 8.8 8.3 7.8 7.5 7.3 

LIGHT MANUFACTURING 9.2 8.7 8.2 7.7 7.6 7.6 7.7 

351 Industrial chemicals 33.4 31.1 30.1 28.5 27.5 27.3 27.7 
352 Other chemical products 39.3 36.8 33.6 32.8 33.1 33.4 34.2 
353 Pe/rofeum rafinerie 127.9 122.6 109.0 111. 1 114.2 11 B. 2 124.7 
354 Petroleum, coal products 11.2 10.8 9.6 96 10.0 10.4 10.8 
355 Rubber products 24.7 31.7 28.2 28.8 29.1 30.3 31.4 
356 Plastic products 19.2 18.1 15.9 13.8 13 9 14.1 14.9 
361 Pottery, china etc. 11.9 10.7 9.2 8_5 7.9 7.7 77 
362 Glass and products 13.4 13.0 12.2 11.8 11.7 11.6 11.7 
369 Non-metal products n.e.c. 16.4 15.6 15.8 15.1 15.0 15.3 16.0 
371 Iron and steel 21.2 22.3 23.6 23.2 24.3 25.9 28.2 
372 Non-ferrous metals 37.6 42.3 47.3 46.8 49.6 51.8 54.0 
381 Metal products 13.6 12.4 12.3 11.5 10.5 9 9 9.6 
382 Machinery n.e.c. 14.4 12.3 11_5 10.6 9.8 9.4 9.2 
383 Electrical machinery 14.9 14.6 15.8 14.9 14.4 14.2 14.4 
384 Transport equipment 15.3 14.7 13.8 12.6 11.6 10 6 10.2 
385 Professional goods 18.6 18.2 19.7 18.9 18.6 19. 1 20.4 

HEA W MANUFACTURING HEAVY MANUFACTURING 19.3 18.6 18.5 17.7 17.4 17.4 17.7 

311,313,314,321,324 EARLY fNDUSTRIES 8.4 8.1 7.6 7.1 7.1 7.1 73 
331, 332, 352, 353, 354, 355, MfDDLE INDUSTRIES 23.1 22.3 20.4 20_0 20.2 20_5 21.3 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRfES 16.8 15.9 15.7 14.8 14.4 14.3 14.5 
371, 372, 381-385 
35, 36, 37 SEMIMANUFACTURED 27.5 27.7 27.1 26 4 26.9 27.6 28.8 
38 INVESTMENT GOODS 15. 1 14.0 13_9 13.0 12.2 11.7 11.6 
32, 33, 34, 39 CONSUMPTION GOODS 9.8 94 9.1 86 8.5 8.6 8.8 
31 FOOD AND BEVERAGES 8.4 7.8 70 6.5 6.4 6.3 6.4 
MANUFACTURING 14.9 14.3 13.9 13.2 12.9 12.9 13.1 

31 Food product, beverages, tabacco 8.4 78 70 65 6.4 6.3 64 
32 Textiles, wearing app, leather, footwear 8.2 7.9 8.0 7.7 7.8 8.0 8.4 
33 Wood prod, furniture, fixtures 11.3 10.0 8.7 8.1 7.9 7.9 8.1 
34 Paper and products, printing, publishing 19.3 16.9 15.0 13.8 13.0 12.7 12.8 
35 Chemicals 36.4 35.1 32.4 31.2 31.2 31.5 32.4 
36 Non - metal products 14.7 13.8 13_2 12.6 12.3 12.3 12.5 
37 Basic metals 25.7 28.5 31.2 31.1 33.1 35.3 37.9 
38 Fabr. metals and machinery 15.1 14.0 13.9 13.0 12.2 11.7 11.6 
39 Other industries 8.4 8.6 8.8 8.3 7.8 7.5 7.3 

a) In thousands USD; 1990 prices PPP 



Table A 11 5 

POLAND 

Value added per employee a) 

I SIC 1989 1990 1991 1992 1993 1994 1995 
311 Food product 16. 1 21.8 18.4 19.2 17.9 16.7 15.2 
313 Beverages 290.8 195.2 173.9 170.5 196.1 207.8 220.6 
314 Tabacco 86.9 116.8 104.3 113.6 124.1 128.7 132.1 
321 Textiles 28.6 13.2 13.9 13.6 14.3 14.7 15.4 
322 Wearing apparel 17.0 8.3 6.8 72 79 82 8.6 
323 Leather and product 23.2 13.7 15.8 16.1 17.6 18.3 18.8 
324 Foot.·.'ear 20.8 9.5 9.3 10.6 12.7 14.0 15.6 
331 Wood product 26.9 15.4 14.1 13.7 14 0 13.6 13.4 
332 Furniture, fixtures 20.8 12.3 9.5 10.1 11.2 11.8 12.5 
341 Paper and products 30.7 25.5 23.1 26.0 30 1 32.8 36.1 
342 Printing, publishing 15. 1 12.8 12.9 13.5 14.7 15.2 15.9 
390 Other industries 16.6 12.8 15.6 15.8 16.8 16.7 16.9 

LIGHT MANUFACTUR!NG 27.2 20.4 19.4 19.9 20.8 21.0 21.3 

351 fndus/rial chemicals 33.0 30.1 31.0 32.6 35 4 36.5 37.9 
352 Other chemical products 37 8 36.4 29.4 28.4 30.5 31 2 32.4 
353 Petroleum rafinerie 286.0 273.1 200.9 205.8 218.5 222.2 227.4 
354 Petroleum, coal products 20.1 58 9 59.2 60.1 61.1 59.7 57.6 
355 Rubber products 28.0 19.0 18.2 19. 1 21.5 22.7 2·1.6 
356 Plastic products 23.5 20.5 16.5 17. 1 18.2 18.6 19.1 
351 Pottery, china etc. 22 7 13.8 13.0 13.5 14.8 15.6 16.4 
352 Glass and producls 21.7 15.5 13.7 15.5 18.5 20.2 22.4 
369 Non-metal pma'uds n.e.c. 19.4 18.2 16.4 18.3 21.0 22.5 24.4 
371 Iron and steel 44.8 42.7 39.2 43.9 50.9 56.8 63.6 
372 Non-ferrous metals 107.9 97.6 76.5 79.0 83.5 84.4 85.5 
381 Metal products 22.0 17.0 15.9 16.8 18.2 18.4 18.7 
382 Machinery n.e.c. 21.2 19.3 18.4 21.0 25.3 28.4 32..1 
383 Electrical machinery 27.9 18.5 19.3 195 20.3 20.4 20.6 
384 Transport equipment 27.8 20.7 20.0 20 3 21 7 22.1 23.0 
385 Professional goods 20.9 14 4 15.0 16.4 18.5 20.0 21.8 

HEAVY MANUFACTURING HEAVY MANUFACTURING 30.7 25.8 24.5 26.1 28.9 30.4 32.2 

311, 313, 314, 321, 324 EARLY INDUSTRIES 31.9 25.0 24 3 24.9 26.1 26.4 26.7 
331, 332, 352, 353, 354, 355. MIDDLE INDUSTRiES 33.5 29.3 25.4 26.6 29.3 30 5 32.0 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 27.5 21.8 20.8 22.1 2·U 25.6 27 0 
371, 372, 381-385 
35, 36, 37 SEA1tMANUFACTUREO 41.4 38.9 35.1 37 5 41.7 44.1 46.8 
38 INVESTMENT GOODS 25.3 18.9 18.4 19.6 21.8 22.9 24.2 
32, 33, 34, 39 CONSUMPTION GOODS 23.0 12.6 12.0 12.3 13.3 13.8 14.3 
31 FOOD AND BEVERAGES 37.0 36.6 32.7 33.3 34.6 34.6 34.7 
MANUFACTURING 29.2 23.5 22.3 23.4 25.5 26.4 27.5 

31 Food product, beverages, tabacco 37.0 36.6 32.7 33.3 34.5 34.6 34.7 
32 Texliles, wearing app, leather, footwear 23.8 11.2 10.9 1.1.0 11.9 12.4 13.0 
33 Wood prod, furniture, fixtures 23.5 13.7 11.4 11.6 12.4 12.6 12.9 
34 Paper and products, printing, publishing 23.0 19.3 18.4 20.1 22.5 23.9 25.5 
35 Chemicals "45.6 44.5 40.4 41.6 44.9 46.2 47.8 
36 Non -metal products 20.5 16.9 15.3 16.9 19.4 20.8 22.6 
37 Basic metals 56.0 52.6 46.8 51.6 58.5 63.7 69.4 
38 Fabr. metals and machinery 25.3 18.9 18.4 19.6 21.8 22.9 24.2 
39 Other industries 16.6 12.8 15.6 15.8 16.8 16.7 16.9 

a) In thousands USD; 1990 prices PPP 



Table A. 13. 1 

CZECHOSLOVAKIA (1992) 

Level of value added per employee in EU(15) and selected member states = 100 a) 

/SIC EU(15) Germany Austria Ireland Portugal 
311 Food product 25 19 31 16 64 
313 Beverages 21 16 31 12 40 
314 Tabacco 6 2 1 10 9 
321 Textiles 30 22 31 36 73 
322 Wearing apparel 37 27 48 59 123 
323 Leather and product 22 21 30 26 59 
324 Footwear 44 34 40 46 69 
331 Wood product 37 31 35 38 132 
332 Furniture, fixtures 24 19 33 43 44 
341 Paper and products 22 18 22 26 32 
342 Printing, publishing 22 23 25 22 71 
390 Other industries 39 31 47 33 144 

LIGHT MANUFACTURING 25 18 27 19 72 

351 Industrial chemicals 21 17 33 9 47 
352 Other chemical products 25 23 40 10 64 
353 Petroi(Jum rafinerie 6 3 21 42 13 
354 Petroleum, coal products 21 4 51 22 
355 Rubber products 24 17 21 23 60 
356 Plastic products 34 32 37 34 99 
361 Polte1y, china etc. 36 35 40 35 58 
362 Glass and products 19 16 18 20 34 
369 Non-metal products n.e.c. 21 17 26 18 54 
371 Iron and steel · 36 29 34 37 55 
372 Non-ferrous metals 40 38 45 57 101 
381 Metal products 26 22 29 38 70 
382 Machinery n.e.c. 26 22 34 11 95 
383 Electdca/ machinery 24 20 28 15 51 
384 Transport equipment 21 16 23 37 84 
385 Professional goods :!a 18 30 13 58 

HEAVY MANUFACTURING 25 20 30 16 61 

311, 313, 314, 321, 324 EARLY INOUSTR/ES 23 15 23 16 66 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 22 16 32 14 61 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 26 22 31 19 74 
371, 372, 381 - 385 
35, 36, 37 SEMIMANUFACTURED 24 20 32 14 59 
38 INVESTMENT GOODS 24 20 29 16 70 
32, 33, 34, 39 CONSUMPTION GOODS 27 22 30 32 78 
31 FOOD AND BEVERAGES 23 15 22 15 54 
MANUFACTURING 25 20 29 17 69 

31 Food product, beverages, tabacco 23 15 22 15 54 
32 Textiles, wearing app, leather, footwear 33 25 36 44 83 
33 Wood prod, fumiture, fixtures 31 25 37 39 95 
34 Paper and products, prinling,pub/ishing 23 21 24 24 45 
35 Chemicals 24 20 35 14 59 
36 Non -metal products 21 17 23 19 48 
37 Basic metals 36 30 35 39 60 
38 Fabr. metals and machinery 24 20 29 16 70 
39 Other industries 39 31 47 33 144 

a) In thousands USD; 1990 prices 

1o 
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Table A 13.2 

CZECH REPUBLIC (1994) 

Level of value added per employee in EU(15) and selected states = 100 a) 

/SIC EU(15) Germany Austria Ireland Portugal 
311 Food product 34 29 41 22 84 
313 Beverages 19 16 29 12 38 
314 Tabacco 42 13 7 71 65 
321 Textiles 30 24 30 33 77 
322 Wearing apparel 32 23 40 53 102 
323 Lea/her and product 28 29 36 34 73 
324 Footlvear 34 30 31 38 51 
331 Wood product 25 22 26 26 96 
332 Fumiture, fixtures 29 26 40 56 49 
341 Paper and products 30 25 31 35 42 
342 Printing, publishing 35 41 38 34 114 
390 Other industries 30 27 37 25 114 

LIGHT MANUFACTURING 28 22 30 22 81 

351 Industrial chemicals 29 25 45 11 66 
352 Other chemical products 32 30 52 11 85 
353 Petroleum rafinerie 11 6 43 73 23 
354 Petroleum, coal products 24 ·5 58 24 
355 . Rubber produc/s 31 23 26 31 78 
356 Plastic products 30 30 34 29 91 
361 Pottery, china etc. 37 '33 42 35 58 
362 Glass and products 29 26 26 30 50 
369 Non-metal products n.e.c. 31 30 39 26 72 
371 Iron and steel 29 25 26 26 43 
372 Non-ferrous metals 30 31 35 40 78 
381 Metal products 27 25 29 37 70 
382 Machinery n.e.c. 24 22 31 9 87 
383 Electn'cal machinery 23 20 28 13 49 
384 Transport equipment 29 24 30 50 118 
385 Professional goods 24 22 32 14 65 

HEAVY MANUFACTURING 26 23 32 15 63 

311, 313, 314, 321, 324 EARLY INDUSTRIES 28 20 27 19 80 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 26 21 40 16 72 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 26 23 30 18 74 
371, 372, 381- 385 
35, 36, 37· SEMI MANUFACTURED 26 22 34 15 62 
38 INVESTMENT GOODS 25 22 30 15 71 
32, 33, 34, 39 CONSUMPTION GOODS 27 24 31 31 81 
31 FOOD AND BEVERAGES 31 22 29 21 71 
MANUFACTURING 26 23 31 18 74 

31 Food product, beverages, tabacco 31 22 29 21 71 
32 Textiles, wearing app, leather, footwear 32 24 33 39 79 
33 Wood prod, fumiture, fixtures 27 23 32 34 81 
34 Paper and products, printing,publishing 33 32 34 34 64 
35 Chemicals 30 25 44 16 74 
36 Non - metal products 30 28 33 26 62 
37 Basic metals 28 26 27 28 47 
38 Fabr. metals and machinery 25 22 30 15 71 
39 Other industries 30 27 37 25 114 

a) In thousands USD; 1990 prices 
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Table A.13.3 

SLOVAK REPUBLIC (1994) 

Level of value added per employee in EU(15) and selected member states = 100 

/SIC EU(15) Germany Austria Ireland Portugal 
311 Food product 35 30 43 23 87 
313 Beverages 21 17 32 13 41 
314 Tabacco 7 2 1 12 11 
321 Textiles 26 21 26 28 67 
322 Wearing apparel 36 26 45 58 114 
323 Leather and product 19 20 25 23 50 
324 Footwear 26 23 24 29 39 
331 Wood product 25 22 26 26 96 
332 Furniture, fixtures 21 19 29 41 36 
341 Paper and products 37 30 38 43 52 
342 Printing, publishing 38 45 41 37 124 
390 Other industries 22 19 27 18 83 

LIGHT MANUFACTURING 26 20 28 20 75 

351 Industrial c!Jemicals 27 24 42 11 63 
3.52 Other chemical products 31 30 51 11 84 
353 Petroleum rafinerie 17 10 67 113 36 
354 Petro!etim, coal products 59 13 141 58 
355 Rubber products 46 34 38 46 114 
356 Plastic products 39 38 43 37 116 
361 Pottery, cltina etc. 45 40 5'1 43 70 
362 Glass and products 34 30 31 35 59 
369 Non-metal products n.e.c. 26 26 34 22 62 
371 Iron and steel 54 47 49 49 82 
372 Non-ferrous metals 6 7 7 8 16 
381 Metal products 30 28 32 41 77 
382 Machinery n.e.c. 21 19 27 8 75 
383 Elec/ricaf machinery 21 19 26 12 46 
384 Transpoft equipment 29 24 30 49 "/16 
385 Professional goods 29 27 39 17 78 

NEA VY MANUFACTURING 30 27 37 17 73 

311, 3J3, 314, 321,324 EARLY INDUSTRIES 26 18 25 18 74 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 29 24 45 18 81 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 28 25 32 19 80 
371, 372, 381 - 385 
35, 36, 37 SEMI MANUFACTURED 36 31 47 20 85 
38 INVESTMENT GOODS 23 21 28 14 66 
32, 33, 34, 39 CONSUMPTION GOODS 25 22 29 29 75 
31 FOOD AND BEVERAGES 30 21 28 21 69 
MANUFACTURING 28 24 33 19 78 

31 Food product, beverages, tabacco 30 21 28 21 69 
32 Textiles, wearing app, leather, footwear 28 21 29 35 70 
33 Wood prod, furniture, f1xtures 23 20 28 29 70 
34 Paper and products, printing,publishing 39 37 40 39 74 
35 Chemicals 36 31 53 19 89 
36 Non -metal products 30 28 34 26 64 
37 Basic metals 49 45 47 48 82 
38 Fabr. metals and machinery 23 21 28 14 66 
39 Other industries 22 19 27 18 83 

a) In thousands USD; 1990 prices 
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laiJies A 13.4 

HUNGARY (1995) 

Level of value added per employee in EU(15) and selected member states = 100 a) 

I SIC EU(15) Germany Austria Ireland Portugal 
311 Food product 10 9 12 7 26 
313 Beverages 7 6 11 5 14 
314 Tabacco 5 2 1 9 8 
321 Textiles 31 24 31 33 83 
322 Wearing apparel 26 18 33 42 82 
323 Leather and product 11 12 15 14 31 
324 Footwear 16 14 15 19 25 
331 Wood product 16 13, 16 15 62 
332 Furniture, fixtures 18 16 25 37 3'1 
341 Paper and products 22 18 23 25 30 
342 Printing, publishing 18 22 19 17 59 
390 Other industries 16 14 19 13 60 

LIGHT MANUFACTURING 14 11 15 11 41 

351 Industrial chemicals 26 23 41 10 63 
352 · Other chemical products 37 35 61 13 102 
353 Petroleum rafinerie 24 14 96 167 53 
354 Petroleum, coal products 8 2 19 9 
355 Rubber products 59 43 49 63 156 
356 Plastic prOducts 28 27 31 27 85 
361 Pottery, china etc. 20 18 23 19 31 
362 Glass and proo'uc/s 20 )8 18 21 35 
369 Non-metal products n_ e. c. 22 22 30 19 51 
371 Iron and steel 47 41 42 43 74 
372 Non-ferrous metais 79 82 92 102 205 
381 Metal products 19 17 20 26 50 
382 Machinery n.e.c. 16 15 21 6 62 
383 Electrical machine1y 23 21 28 13 51 
384 Transport equipment 17 14 18 30 73 
385 Professional goods 37 35 49 23 104 

HEAVY MANUFACTURiNG HEAVY MANUFACTURING 27 24 33 15 61 

3'11, 313, 314, 321, 324 EARLY INDUSTRIES 12 9 12 8 36 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 27 22 42 16 75 
361, 362, 369 
322, 323, 341, 342, 351. 356, LATE INDUSTRIES 24 21 28 16 71 
371, 372, 381- 385 
35, 36, 37 SEMI MANUFACTURED 35 30 47 20 85 
38 INVESTMENT GOODS 20 18 24 12 59 
32, 33, 34, 39 CONSUMPTION GOODS 18 16 21 21 55 
31 FOOD AND BEVERAGES 9 6 9 6 21 
MANUFACTURING 21 18 25 14 60 

31 Food product, beverages, tabacco 9 6 9 6 21 
32 Textiles, wearing app, leather, footwear 24 18 26 30 63 
33 Wood prod, furniture, fixtures 17 15 21 22 53 
34 Paper and products, printing,pub!ishing 20 19 20 19 37 
35 Chemicals 34 29 50 18 86 
36 Non -metal products 20 18 23 17 42 
37 Basic metals 61 56 58 60 105 
38 Fabr. metals and machinely 20 18 24 12 59 
39 Other industries 16 14 19 13 60 

a) In thousands USD; 1990 prices ppp 

1.3 



POLAND (1995) 

Level of value added per employee in EU(15) and selected states = 

/SIC 
311 Food product 
313 Beverages 
314 Tabacco 
321 Textiles 
322 Wearing apparel 
323 Leather and product 
324 Footwear 
331 Wood product 
332 Furniture, fixtures 
341 Paper and products 
342 Printing, publishing 
390 Other industries 

LIGHT MANUFACTURING 

351 Industrial chemicals 
352 Other chemical products 
353 Petroleum mfinerie 
354 Petroleum, coal products 
355 Rubber products 
356 Plastic products 
361 Pottery, china etc. 
362 Glass and products 
369 Non-metal products n.e.c. 
371 Iron and steel 
372 Non-ferrous metals 
381 Metal products 
382 Machine1y n.e.c. 
383 Electrical machinety 
384 Transpolt equipment 
385 Professional goods 

HEAVY MANUFACTURING 

311, 313, 314, 321, 324 EARLY INDUSTRIES 
331, 332, 352, 353, 354, 355, MIDDLE INDUSTRIES 
361, 362, 369 
322, 323, 341, 342, 351, 356, LATE INDUSTRIES 
371, 372, 381- 385 
35, 36, 37 SEMIMANUFACTURED 
38 INVESTMENT GOODS 
32, 33, 34, 39 CONSUMPTION GOODS 
31 FOOD AND BEVERAGES 
MANUFACTURING 

31 Food product, beverages, tabacco 
32 Textiles, wearing app, leather, footwear 
33 Wood prod, furniture, fixtures 
34 Paper and products, printing,publishing 
35 Chemicals 
36 Non - metal products 
37 Basic metals 
38 Fabr. metals and machinery 
39 Other industries 

a) In thousands USD; 1990 prices ppp 
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EU(15) 
26 

202 
52 
39 
30 
47 
51 
28 
26 
51 
25 
37 
38 

35 
35 
44 
43 
47 
35 
43 
38 
33 
106 
125 
37 
58 
33 
39 
40 
49 

45 
41 

104 

57 
42 
30 
50 
44 

50 
37 
27 
39 
50 
35 
112 
42 
37 

TaiJ!e A 13.5 

100 a) 

Germany Austria Ireland Portugal 
22 32 17 65 
167 326 131 412 
16 8 92 83 
30 39 41 105 
21 38 49 95 
49 63 60 130 
46 50 60 79 
24 29 28 111 
24 36 53 44 
42 53 58 71 
30 27 24 82 
34 45 30 140 
30 41 30 112 

31 56 14 86 
33 58 12 96 
25 175 305 96 
9 100 46 

34 38 50 122 
35 40 34 109 
38 48 41 66 
34 35 40 68 
33 45 28 78 
92 94 97 166 
130 145 162 325 
34 39 50 98 
52 75 22 217 
29 41 19 73 
32 40 67 165 
38 53 24 111 
43 61 28 121 

32 44 31 132 
32 63 25 112 

117 53 30 132 

49 76 32 138 
37 50 25 122 
26 33 34 89 
35 47 35 117 
37 52 29 126 

35 47 ·35 117 
28 40 47 97 
24 33 35 84 
38 41 38 74 
43 74 26 127 
33 41 31 76 
102 106 109 192 
37 50 25 122 
34 45 30 140 
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CEEC on the way towards European Union 

Some key questions of the pre-accession period 

(Summary) 

Tamas Szemler:L 

In the 1990s, all transition countries in Central and Eastern 
Europe (CEE) have to face two basic challenges. They have to 
solve the problems of (economic and political) transformation, 
to take decisive steps towards the modernization of their 
economies (after following during decades a path which proved to 
be unsuccessful). The questions arising from both processes are 
interrelated and have to be answered at the same time. 

For these small countries, the answer can be sufficient only if 
they bind these steps with the opening up of their economies. 
Even in this case, their success largely depends on whether they 
can :find a modernization anc_hor, whether they have access to 
markets and whether they have sufficient resources to complete 
systemic change and. the modernization of the economy. 

~·rem this point of vie", European Union membership is a key 
political and economic issue for the CEEC. However, to achieve 
this objective, the CEEC have to be attractive for the European 
Union. 

Political stability in the CEEC is a precondition for all further 
considerations from the EU side. Economic stability and the 
structure of the economy (approaching EU standards) are also of 
crucial importance. The most attractive feature, however, that 

these countries can offer to the EU (in the case of a successful 

transformation and modernization process), is their economic 

lResearch Fello~~, Institute for \·Jorld Economics of the 
Hungarian Academy of Sciences, H-1124 Budapes.t., Kci.ll6 esperes u. 
15., Phone: (36)1 319 93 82, Fax: (:36)1 319 93 85, E-mail: 
tszemler@vki3.vki.hu 
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growth ( ><hich, for the whole CEE region, exceeds by far the EU 
average). 

The growth can make possible to increase the markets of EU 
products on the one hand, and to enhance the competitiveness cf 
EU manufacturers on the other hand. 

National economic policies in the CEEC should recognize these 
general aspects. It is quite clear that modernization and EU 
membership are closely interrelated. The state of modernization 
will surely influence future negotiations on EU membership, and 
EU membership is crucial for the completion of the modernization 
process. Its success or failure will be decisive in the 
evaluation of the whole transformation process in the CEE region. 

The CEEC have numerous common features, but also many differences 
concerning their political and economic position. This is why 
national strategies of transformation, modernization and 
achieving EU membership should be given priority. At the same 
time, there are many issues where coordination or cooperation can 
prove to be fruitful. In addition to intra-regional trade 
cooperation (which has clearly shown positive effects, but these 
effects will probably remain limited), coordination would be 
important in the elaboration of some common principles to be 
followed during the negotiations on EU membership. 

The countries of the CEE region, which will become EU members are 
not interested in staying too long on t.he border of the Europe.an 
Onion. Such a situation would lead to an uneven distribution of 
costs among the countries and >oould diminish the possible 
economic gains of the new EU members situated along the borders 
of the Union. This is why - even if t.he simultaneous entry of all 
the candidates for EU membership from Central and Eastern Europe 
is hardly conceivable - these countries are interested in the 
successful European integration of their neighbours, too. This 
requires a broader coordination and cooperation in the region 
based on political consensus and economic grounds. 

Budapest, 22 November 1996 
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Economic Problems of Slovakia for the Process of 
Moving Towards the European Union 

1. Problems of the European Union's enlargement with new 
member states 

2. Adaptation of the Slovak enterprise sphere to the EU 
conditions 

3. Structural changes of the Slovak economy for the process of 
moving towards the EU 
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integration into the European Union prepared by individual 
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!.Problems of the European Union's enlargement with new member 

states. 

One of the basic principles working in the European Union among 

individual integrated member states is a program reduction of 

differences in their economic level, which is based on building 

an optimal conditions for less developed countries to be able 

gradually approach the level of economically developed countries. 

Transfers of financial sources with this orientation go via the 

EU budget in various forms: as a structural fund, regional fund, 

balance fund etc. The EU membership implies full participation 

in these redistribution funds. For above average economically 

developed countries result from this a duty to contribute by 

payments to the EU budget (with passive balance - representing 

higher payments than revenues) and on the other hand less than 

average economically developed ones gain net financial 

contributions from the EU budget (active balance, which means 

higher revenues than payments). 

The individual EU states, and new candidates for membership as 

well, have to meet some political and economic criteria. As 

political point of view is concerned a country in question must 

have democratic system and must possess political stability. From 

the economic point of view this candidate country must represent 

a market economy, have developed and functioning market economy 

institutions and balanced development. 

European countries which can be potential EU members can be 

divided into the following groups: 

- The first group represents member states of the European Free 

Trade Association (EFTA), of which Finland, Austria and Sweden 

became EU members in January 1, 1995. Norway and Switzerland have 

not been applying for the EU membership yet. 

The second group is represented by the Central European 

countries - the Czech Republic, the Slovak Republic, Hungary and 

Poland. 

The third group 1s represented by candidates from the 

Mediterranean area - Cyprus, Malta and Turkey. 
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- The fourth, big and non-homogeneous, group is represented by 

the Southern and Eastern European countries - Albania, Bulgaria 

and Romania, new states of the former Yugoslavia and the Baltic 

states - Estonia, Latvia and Lithuania. 

There has been a significant differences between the first group 

of EFTA countries and the other groups. The EFTA countries 

represent small, economically developed countries with long-term 

democratic traditions. In addition to this, these countries are 

closely economically linked to the EU via foreign trade relations 

and multilateral agreements. These relations have been given an 

institutional framework by establishing the European Economic 

Area (EEA). 

The Central and Eastern European countries, and to a certain 

extent also Mediterranean countries, on the other hand, show 

lower degree of economic development, less developed market 

institutions and have small or none democratic traditions. 

Based on the above mentioned facts, we can conclude, that for the 

EU, the largening by EFTA members is advantageous. Firstly, 

because of their above average economic level, these countries 

substantially increase economic contribution to the EU budget. 

Secondly, their stable economic and political structures 

contribute to the internal stabilization of the EU. Thirdly, it 

is expected that membership of these countries will contribute 

towards speeding up of building of the European Monetary Union. 

Central and Eastern European countries ( CEECs) exhibit very 

different level in comparison to the EFTA countries. Basic 

problem is the level of disparity between the developed economic 

level of the EU countries and low economic level of CEECs. An 

important problem of economic co-existence and of full 

interconnection of less developed countries with more developed 

ones is possible to illustrate on the example of Eastern Germany 

reunion with the FRG. It is expected that analogical attitude 

from the EU would cause an economic collapse as well as massive 

J 
I 
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migration from countries of the Central and Eastern Europe to its 

western part. In addition to this, with migration has the EU 

negative experiences from the past, from the Southern Europe. 

As we have mentioned earlier, EU membership candidates must meet 

both criteria, i.e. both political and economic ones. They must 

have stable democratic institutional system, developed system of 

market economy and must reach certain economic level per capita. 

In Table 1.1 we present economic characteristics of countries, 

which became EU members in 1973, 1981 and 1986. Important problem 

of disparity between economic levels of the EU and newly accepted 

countries is documented by the economic level of Ireland (50 per 

cent), Spain (49 per cent), Greece (41 per cent) and Portugal (23 

per cent) in the period of joining the EU 

Table 1.1 Previous EU enlargement with new member states 

Indicators England Ireland Denmark Greece Spain Portugal 

Democracy since 1974 1977 1974 

Joining the EU 1973 1973 1973 1981 1986 1986 

GDP per capita in time of joining 
the EU (in % of the EU) average 82 50 122 41 49 23 

Population (in % of the EU) total 29 2 3 4 14 4 

Source: World Development Indicators, World Bank 1991. 

In the Table 1.2 are listed approximative predictions of the EU 

on payments and revenues of potential new EU members - members 

of the EFTA and the CEECs: From these estimates result, that by 

joining Finland, Austria and Sweden, net revenues of the EU 

budget would increase roughly by 1.8 bln. ECU. On the other hand, 

it is evident extreme financial burden of the EU budget in the 

case of CEECs membership in total value of 12.9 bln. ECU and the 

highest burden is in the case . of Poland and Romania and the 

lowest in the case of former CSFR. As concerns the membership of 

the Central European countries - the Czech republic, Slovakia, 

Hungary and Poland - their burden represents 7.8 bln. ECU in 
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comparison to the present burden of the EU by member states of 

Greece, Spain, Ireland and Portugal in total sum of 5.2 bln. ECU. 

Table 1. 2. 

Country 

Switzerland 
Norway 
Finland 
Sweden 
Austria 
Total 

Poland 
Hungary 
former CSFR 
Bulgaria 
Romania 
Total 

Estimates of revenues and payments to the EU 
budget in 1990 (in bln. ECU) 

Revenues 

Contributions 
Net payments or 

Structural funds 
Subsidies in revenues 
agriculture 

1832 0 977 855 
1059 0 391 668 
1110 40 809 261 
1751 0 684 1067 
1364 145 558 661 

3512 

817 4600 1409 -5192 
341 1255 544 -1458 
617 1360 446 -1189 
263 1205 516 -1458 
396 3190 809 -3603 

-12900 

Source: Commission of the EU, DG II. Brussels 1992. 

The EU membership implies co-existence in economic area, in which 

a free transfer of goods, services, capital and labour force 

exists, as well as participation in the European Monetary Union 

and in the European Political Union. From above mentioned facts 

result, that CEECs are not fully compatible to link themselves 

to the Common internal market of the EU, especially as a 

consequence of their lower economic level. 

Future development of the CEECs and Slovakia from the perspective 

to join the EU will depend mainly on the following factors: a) 

development of foreign economic relations with the EU, b) advance 

of economic reform and c) political stability and ability of 

institutional support for reform program. 

Economic development of the CEECs and, in the framework of it, 

also Slovakia, must be stimulated by expansion of export of their 

production, a step which cannot be done by countries themselves 

I· 
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2. Adaptation of the Slovak enterprise sphere to the EU 

conditions 

Key aspect of a national economy's total success is both 

competitiveness of the economy as a whole as well as 

competitiveness of its individual subjects. This is closely 

related to the adaptation of enterprise sphere. 

2.1. Size-structure of the EU companies since 1990 

The European Community had in 1990 more than 14 mln. enterprises 

(which compared to the 1988 represents an increase of 2 mln. 

enterprises), which employed 92 mln. persons (in 1988 about 80.7 

mln. persons), which represented 64 per cent of the EU population 

at that time and which reached turnover in volume of 10.5 bln. 

ECU. 

The EU have had 12 thousand large-scale enterprises, i.e. 0.09 

per cent, which have represented 28 per cent employed persons and 

29 per cent of turnover. Micro firms (firms employing from 0 to 

9 persons) have represented 92.7 per cent of the total number of 

enterprises having 13 mln. employees (32 per cent of all employed 

persons) and participating by 2 4 per cent on total turnover. 

Small and medium-sized enterprises, i.e. enterprises with 1 to 

499 employees represent the biggest group of firms representing 

99.8 per cent of enterprises (see for details table 2.1). 

Out of the total number of enterprises 12.3 per cent are engaged 

in industry, 13.3 per cent in building industry, 42.7 per cent 

~n trade and 31.5 per cent in services (see Table 2.2.). the 

highest share on employment (34 per cent) and on turnover (40 per 

cent) have recorded by industry and trade and they have reached 

similarly high turnover of 4.3 thousand ECU. The highest increase 

and the longest survival period is typical for SMEs working in 

service sector. 

From geographical point of view Northern countries typically have 

higher number of medium and large-scale enterprises, while in 



7 

Southern countries has been evidenced a great number of micro 

enterprises. 

Table 2.1. The number of enterprises in the EU according to the 
size and industry structures in 1990 

Industry Total 
Micro Small Medium Large 
(0-9) (10-99) (100-499) (over 500) 

Industries total 14 238 504 13 204 099 954 334 67 732 12 339 
Industrial production 1 763 556 1 404 928 321 134 31 040 6 453 
Building industry 1 899 158 1 759 141 133 995 5 384 639 
Trade 6 088 065 5 779 240 291 852 15 187 1 785 
Services 4 487 725 4 260 789 207 353 16 121 3 462 

Table 2.2. The percentage share of enterprises in the EU 
according to the size and industry structure in 1990 

(in %) 

Industry Total 
Micro Small Medium Large 
(0-9) (10-99) (100-499) (over 500) 

Industries total 100.00 92.74 6.70 0.48 0.09 
Industrial production 100.00 79.66 18.21 1.76 0.37 
Building industry 100.00 92.63 7.06 0.28 0.03 
Trade 100.00 94.93 4.79 0.25 0.03 
Services 100.00 94.94 4.62 0.36 0.08 

Micro enterprises 

In the EU the number of micro enterprises is estimated to be 

13.2 mln. units, which represent in building industry 43.7 per 

cent share on the total employment in this industry, in trade the 

figure is 43.7 per cent and in services 30.4 per cent. A higher 

share of micro enterprises on the total number of firms has been 

evidenced in Southern countries than in Northern Europe. In the 

group of micro enterprises the weight of self-employed persons 

is extremely high in France and Spain (more than 50 per cent of 

enterprises) and low in Austria, Germany and Luxembourg. 
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Small and medium-sized enterprises 

The number of small and medium-sized enterprises in the whole 

European Union has been estimated to be more than 1 million and 

this represent 37 mln. employed persons. Small enterprises with 

10 to 99 employees have represented 94 per cent of the small and 

medium-sized enterprise category (of which 55 per cent with 10 

to 19 employees and 39 per cent with 20 to 99 employees). 

Enterprises with 200 to 499 employees, representing 2 per cent 

of the total number of SMEs, have represented 21 per cent of all 

employed persons in the SMEs category. 

According to the industry location, SMEs dominate in consumer 

goods, industry and employ 62 per cent of all workers despite the 

size of enterprises. 

According to the size, the share of SMEs was higher than 90 per 

cent in all countries (including all industries) and their share 

on employment has exceeded the share of medium-sized enterprises 

1n all EU countries except the UK. 

An evidence, according to which micro enterprises and small and 

medium-sized enterprises in highly developed countries of Europe 

represent more than 99 .per cent share and large-scale ones less 

than one per cent. 

More than 99 per cent of the US companies have less than 500 

employees. Small and medium-sized enterprises represent 99.1 per 

cent of the total number of enterprises in Japan. 

Multinational companies 

Similar to the category of SMEs, in terms of its importance, is 

the category of multinational companies (MNCs). 

With the global development of national economies we have seen 

also changes in behaviour of MNCs. Despite the fact that global 

development of markets is a real phenomenon of the end of the 

20th century, there exist processes which have been influencing 
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activity of MNCs in the past couple of years. One of such 

examples is e.g. the process of building of regional blocks. 

Institutional settings, which have been created in the framework 

of these mega regional blocks can be relatively homogeneous (EU) 

or heterogeneous ( APEC) . In any case they set specific conditions 

for MNCs and require building of a specific channels towards 

market in various parts of the world. 

2.2. Basic characterist'ics of the Slovak enterprise sphere 

To be able to assess what are the basic differences concerning 

the nature of the Slovak enterprise sphere in comparison with the 

present state in the enterprise sphere of individual EU countries 

and the EU as a whole, ~e need to analyze situation in which 

currently operate our enterprise after nearly five years of 

transformation. 

If we compare our size structure of enterprises with that of 

developed economies we can conclude that the development in 

Slovakia in terms of brightness of size structure has been 

recording a positive orientation in the past five years. 

At the end of December 1995 there was 43 636 business 

organizations registered in the Slovak Republic, which represent 

64.3 per cent of the total number of all registered 

organizations. 

Size structure of these enterprises was as follows - at the end 

of 1995 333 large-scale enterprises were registered, i.e. 0.8 per 

cent of the total. 

There were 5 123 medium-sized enterprises registered as of 

December 31, 1995, which represented 11.7 per cent of the total 

number of enterprises. The biggest share 1n size structure 

exhibited small enterprises (total number of 38 180) representing 

87.5 per cent of the total number of business organizations. 

L 
' 
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Majority of large-scale enterprises, 2 077 firms, which is 2.8 

per cent of all enterprises in industrial production and 1 650 

medium-sized enterprises, i.e. 22.5 per cent were in industrial 

production. Small enterprises dominated (as of December 31, 1995) 

in trade (see Table 2.3. and Table 2.4.). 

From the economic point of view, the most important criterion of 

any size types is its efficiency. Large-scale enterprises have 

participated on total industrial production by 60.9 per cent and 

on building industry by 24.4 per cent. Pace of the development 

of large-scale enterprises' production was slower than in SMEs. 

With roughly the same percentage ( 23.3) have contributed on 

production medium-sized enterprises. Their share was more 

significant in building industry, where they contributed by 37.7 

per cent of production in 1995. Share of individual types of 

enterprises on total production shows the Table 2.5. 

Table 2.3. Size and industrial structure of the Slovak 
enterprise sphere as of December 31, 1995 

Number of enterprises in individual size categories 
Industry 

Total 1-10 11-24 25-99 100-499 over 500 

Total 43 636 34 583 3 597 3 186 1 937 333 

Industria a! productioon 7 318 4 328 1 133 947 703 207 

Building industry 3 493 2 074 662 517 217 23 

Trade 20 266 18 691 915 480 !58 22 

Hotels and restaurants I 101 826 142 106 23 4 

Other trade services 4 002 3 615 134 143 59 I 

According to the submitted data, 4 to 8 per cent share of small 

enterprises on production in 

developed countries, small. 

category was 23 per cent. 

industry is, in comparison to the 

In Austria the share in the same 

As far as financial results of large-scale and medium-sized 

enterprises are concerned, their total economic results 

represented 44 724 mln. Sk in 1995, total costs were 980 878 mln. 

Sk and total revenues represented 1 025 602 mln. Sk. value added 

was 235 085 mln. Sk. 
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Table 2.4.Size and industrial structure of the Slovak 
enterprise sphere as of December 31, 1995 (in %) 

Industry Number of enterprises in individual size categories 

Total 1-10 11-24 25-99 100-499 

Total 100.0 79.3 8.2 7.3 4.4 

Industrial 
production 100.0 59.1 15.5 12.9 9.6 

Building 
industry 100.0 59.4 19.0 14.8 6.2 

Trade 100.0 92.2 4.5 2.4 0.8 

Hotels and 
restaurants 100.0 75.0 12.9 9.6 2.1 

Other trade 
services 100.0 90.3 4.6 3.6 1.5 

Table 2.5. Share of individual types of enterprises 
on total production 

over 500 

0.8 

28 

0.7 

0.1 

0.4 

0.0 

Industry Building Transport Retail trade Selected market 
industry services 

Large-scale firms 60.9 24.4 8.2 7.9 3.5 

Medium-sized 
firms 23.3 37.7 34.4 10.9 31.3 

Small firms 4.8 16.8 16.1 23.8 . 31.6 

Entrepreneurs 
(estimate) 11.0 21.0 41.3 57.4 33.6 

The nature of the Slovak enterprise sphere's ownership structure 

can be described by the following figures. As of December 31, 

1995, out of the total number of 43 636 business organizations, 

a 96.4 per cent represented enterprises with full or dominating 

share of private ownership, which in total represented 42 055 

organizations. In the public sector there were 1 5 81 

organizations. There were 1 030 state enterprises. Out of the 

total number of private enterprises there were 4 112 with foreign 

participation and 5 400 with international participation. 
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As far as financial results of large-scale and medium-sized 

enterprises are concerned, their total economic results 

represented 44 724 mln. Skin 1995, total costs were 980 878 mln. 

Sk and total revenues represented 1 025 602 mln. Sk. value added 

was 235 085 mln. Sk. 

The nature of the Slovak enterprise sphere's ownership structure 

can be described by the following figures. As of December 31, 

1995, out of the total number of 43 636 business organizations, 

a 96.4 per cent represented enterprises with full or dominating 

share of private ownership, which in total represented 42 055 

organizations. In the public sector there were 1 581 

organizations. There were 1 030 state enterprises. Out of the 

total number of private enterprises there were 4 112 with foreign 

participation and 5 400 with international participation. 

Table 2.6. Size and ownership structure of the Slovak 
enterprise sphere as of December 31, 1995. 

of which with number of employees 
Ownership Total 

less than 11 11-24 25-99 100-499 over 500 

Total 43 636 34 583 3 597 3 186 1 937 333 

of which: 

- public sector 1 581 489 195 317 438 162 

- private sector 42 055 34 114 3402 2 869 1 499 171 

Table 2.7. Size and ownership structure of the Slovak 
enterprise sphere as of December 31, 1995 (in %) 

of which with number of employees 
Ownership Total 

less than 11 11-24 25-99 100-499 over 500 

Total 100.0 79.3 8.2 7.3 4.4 0.8 

of which: 

-public sector 100.0 29.7 12.3 20.1 27.7 10.2 
-private sector 

100.0 81.1 8.1 6.8 3.6 0.4 
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Academy of Sciences has lead to the following results: 

1. Number of a new products in an enterprise for the past three 

years. 

Ninety per cent of the firms surveyed have introduced new 

products, technological methods or services over the past three 

years, mostly in number of 3 to 11 products (75 per cent), 5 per 

cent of the enterprises have mentioned that they do not achieve 

innovation activities and 5 per cent did not respond to this 

question. The share of innovative products on sales was mentioned 

by 27 per cent of enterprises in the range between 1.5 to 20 per 

cent. 

2. Sources of innovation, which have been made in the past three 

years: 

-firm's own research and development (95 per cent); 

-import of production equipment (35 per cent); 

-results of other research institutions (30%); 

-research and technical cooperation with other partners (45 per 

cent); 

-purchase of a license (15 per cent); 

-leasing of production equipment (15 per cent). 

3. Innovation activity of an enterprise worsened in 1994 by the 

following factors: 

-lack of own capital (75 per cent); 

-extremely uncertain market development (50 per cent); 

-extremely high costs of innovations (38 per cent); 

-extremely long payback period (31 per cent); 

-problem with suppliers (31 per cent); 

-old technical equipment (19 per cent); 

-lacking possibilities for purchase of foreign technologies (13 

per cent); 

-lacking information about new products (13 per cent); 

-problems with suppliers and trading (8 per cent); 

-organizational problems {8 per cent). 

I~ 
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4. Research expenditures for the 1993-1995 period have reached 

for 55 per cent of respondents less than 1 mln. Sk. Less than 1 

percentage share of research on sales have announced 56 per cent 

of enterprises (33 per cent have mentioned a share. less than 5 

per cent and 11 per cent share of research on sales more than 5 

per cent. 

5. Sources of financing of enterprise innovation: 

-internal sources (87 per cent); 

-bank credits (40 per cent). 

6. Long-term innovation strategy has been prepared by 88 per cent 

of enterprises and 59 per cent of firms have a system of quality 

management. 

7. The most important impulses for enterprise innovations in the 

past three years represent: 

-consumers' demand of new functional characteristics of products 

(65 per cent); 

-market research (53 per cent); 

- a necessity to overcome lagging behind competitors (41 per 

cent); 

-demand of production (29 per cent); 

-a necessity to decrease costs (24 per cent); 

-results of enterprise research (12 per cent). 

8. Appropriateness of forms of state research and development 

support: 

- tax advantages for research and development expenditures (79 

per cent); 

-state financing of research (37 per cent); 

- support of a coordination of research institutions with 

enterprise sphere (31 per cent); 

- support of foreign capital inflow linked to investment and 

innovation activity (21 per cent); 

-credit expansion (16 per cent). 
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9. State of employee training in the area of quality management 

(enterprise level): 

- training is provided gradually for all management levels (89 

per cent); 

-training is provided for top managers (32 per cent); 

training does not exist (5 per cent). 

10). The share of qualified labour in innovated products in 

comparison with other products in 1994: 

-was increased (50 per cent); 

-was not changed (30 per cent); 

-was decreased (5 per cent); 

-not responded (15 per cent). 

11. Labour productivity in a given enterprise in 1996: 

-will increase (85 per cent); 

-will not change (10 per cent); 

-did not respond (5 per cent). 
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3. Structural changes in the period of preparation of joining the 

European Union 

Transformation processes have led in the Slovak economy to the 

important changes in branch and industrial structure of 

employment and product (in its various forms). They reflect 

especially a different ability of economic subjects, functioning 

in various segments the economy, to adapt to the new economic 

situation with both its internal and external dimensions. Above 

mentioned different economic subjects' adaptive ability has been 

substantially determined by the previous development, but partly 

also by the different ability of enterprise managers, or their 

owners, to accept ongoing changes and actively adapt to them. In 

the hitherto existing period of transformation, the changes have 

taken place especially in those levels of the economy which are 

more mobile (in the change of employment structure and in the 

structure of produced product) and less in its less mobile levels 

(in production equiprnents and in technical and technological 

processes used). In another words, structural shift has led on 

the one hand to the positive results in the economy segments, 

which were able to adapt to the changes of internal and external 

demand given, given their equipment by fixed capital and 

technical know-how. On the other hand, it has suppressed and in 

some cases absolutely has crowded out, those segments of the 

economy, which had not been able, either from objective or 

subjective reasons, to adapt to the new economic conditions. It 

has had dominantly a nature of passive structural adaptation. 

The process of adaptation at the same time has led to the radical 

decrease of the efficiency of the economy and significantly has 

limited also its ability to reach (given the structure and 

technical level of the productive basis) significantly higher 

efficiency. Not only has been decreased actual product but also 

a decrease of potential product of the economy has been 

evidenced. Its increase to the pre-reform level and than, 

gradually, to the level which has been reached in developed 

economies assumes realization of such a changes in production or 

supply structures, which will be based on changes of production 

and technical basis. Thus, supported by investments into modern 
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production equipment and more sophisticated technologies and to 

the general technical know-how. 

The scope of structural changes, which have taken place after 

1989, has been most evident on changes of individual industries' 

shares on employment and GDP in current prices. The review of 

their development provides the table 3.1. 

The development of the service sector 

Transformation processes, as is seen from above mentioned data, 

to the striking shifts of labour force from all productive 

industries into the service sector. In more clear form their 

influence have been evidenced in the change of GDP' structure. 

Table 3.1. The development of employment structure and GDP in 1989 and 1995 

Industries 1989 1990 1991 1992 1993 1994 1995 

Industries' share on total employment1 

Agriculture and 
forestry 12.1 12.0 12.6 11.8 9.7 8.9 8.7 

Industry 33.4 33.1 32.8 30.3 29.6 29.3 30.4 

Building industry 10.3 10.2 11.2 9.1 8.0 8.0 8.5 

Services 44.2 44.7 43.4 48.8 52.7 53.8 52.4 

Industries' share on GDP in current prices2 

Agriculture and 
forestry 9.4 7.4 5.7 6.2 6.6 6.6 5.6 

Industry 49.3 49.9 52.7 32.0 29.2 28.7 28.6 

Building industry 9.1 9.2 7.4 6.8 6.7 4.5 4.6 

Services 32.3 33.5 34.2 41.6 54.4 55.4 53.3 

Other items of 13.4 3.1 4.8 7.9 
GDP 

1 Data according to the Statistical Yearbook SU SR 1995, in 
1995 according to the results of survey list of labour force for 
the 4th quarter of 1995. 

2 Data according to the publication Macroeconomic indicators 
of the quarterly national accounts for 1990-1995 and the annual 
national accounts for 1985-1992, Bratislava, the Statistical 
Office of the Slovak Republic, April 1996. 

'. 
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The share of services ln GDP's structure reached in the Slovak 

Republic about 60 per cent (including other components of GDP) 

in 1994 and 1995. It is roughly such a level, which is typical 

for economically developed countries. 

Value added in the service sector, contrary to the other 

production industries, has been gradually increasing since 1989 

and reached in 1995 nearly 3.5 times of that of the 1989 level 

(expressed in current prices). 

As a consequence of this, an increase of value added to one unit 

of increase of production inservice sector represents roughly of 

0.5 unit increase of value added, in industry sector about 0.25. 

It is possible to assume that in the after-reform period an 

important change has taken place in the structure of services. 

Unfortunately, a complete data, which would enable us to analyze 

more precisely these changes since 1989, and by this to decode 

the impact of individual factors on the development in services 

sector, are not available. Some focus on the sector' structure 

in 1992 and 1994 provides table 3.2. 

Table 3.2. Share of individual groups of services on value 

added in the service sector (on current price basis) 

Groups of services 1992 1993 1994 

Wholesale and retail,. repair of motor vehicles, motorcycles and 30,2 27,9 29,1 

consumer goods 3,6 3,1 3,2 

Hotels and restaurants 20,5 23,2 17,6 

Transport, storage and communication 9,5 9,7 16,2 

Financial services and insurance 10,9 10,7 10,3 

Buildings, renatl services and trade services, R and D 13,2 13,2 11,4 

Public service and defense, obligatory social security 6,3 6,2 5,9 

Education 1,0 1,3 1,8 

Health and social care 4,8 4,7 4,5 

Other public, social and personal services 

Source: Own calculations from the Statistical Yearbook's data, 

the Statistical office of the Slovak republic, 1995. 



19 
Critical view on data presented forces us to state that given 

structure of services is obviously not very able, based on its 

results, to support of the efficiency of production industries. 

Industry structure and its desirable changes 

Based on collected tendencies in the development of GDP 

structure, it is possible unambiguously state that after 1989 the 

position of the Slovak industry has been extremely weakened. Both 

speedy growth in the Slovak economy and striking export expansion 

in 1994 and 1995 would not make this position stronger. If we 

compare the structure of GDP in the Slovak republic with that of 

the other CEFTA countries, we can see that in all the countries, 

except Hungary, the share of industry on GDP reaches higher 

values than in the Slovak Republic (table 3.3.). 

Table 3.3. Development of shares of individual sectors on GDP in 
current prices in CEFTA countries (in per cent) 

Sectors Year SR CR Hungary Poland Slovenia 

Agriculture 1991 5,7 6,0 8,5 6,4 5,4 
1992 6,2 6,1 7,2 7,1 5,3 
1993 6,6 6,5 6,7 7,2 4,7 
1994 6,6 5,8 7,0 7,1 4,8 
1995 5,6 5,3 

Industry 1991 52,7 47,4 29,0 35,8 40,5 
1992 38,7 42,9 27,3 35,5 36,6 
1993 29,0 37,0 26,6 35,7 34,0 
1994 28,7 34,8 25,5 36,2 33,8 
1995 28,6 34,6 

Building industry 1991 7,4 6,8 5,4 8,8 4,1 
1992 6,8 5,3 5,9 8,1 4,1 
1993 6,7 5,2 5,3 7,1 4,5 
1994 4,6 5,9 5,5 6,4 5,0 
1995 4,6 6,2 

Se !Vices 1991 34,2 39,8 57,1 49,1 50,0 
1992 49,1 45,8 59,6 49,3 53,9 
1993 57,7 51,3 61,4 50,0 56,8 
1994 60,1 53,5 62,0 50,3 56,4 
1995 61,2 54,0 

I Including other components of GDP 

Source: Economic Survey of Europe in 1995-1996- data for the Slovak Republic m !993-1995adapted according to 
Cestat No. 1!1996. 

'· 

I 
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Increasing of total efficiency of industry from the point of view 

of its contribution for GDP creates, according to our view, key 

problem of further economic development of the Slovak Republic. 

From this element the situation in other industries of the 

national economy will be derived. 

A decrease of production in the industry has passed very non

homogeneously in individual industries of the industry. The most 

have been hit the engineering industry and electrotechnical 

industry, production of which had been decreased over 1990-1993 

period nearly to one-third. Military industry conversion, which 

has not been, until now, satisfactorily completed, has 

contributed substantially on this development. A decrease of 

consumer goods has decreased by more than the industry average 

is. The transformation process, on the other hand, has been 

successfully matched by industries producing mostly semi

products, with which, they have been able to compete on foreign 

markets and avoid a consequences of declining domestic demand. 

The above mentioned development is, of course, generally known 

and has for the further development only general perception 

importance. More important is to observe how the structure of the 

industry has been formed under the economy's recovery in the form 

relevant for GDP development, i.e. in the form of value added. 

Statistical data unambiguously characterize orientation of a 

structural shift, by which the Slovak industry's structure has 

been moving in the period of the economy's recovery. Production 

of basic products in a given period has increased its share on 

value added in the industry by nearly 8 percentage points and 

creates nearly 53 per cent of value added of processing industry. 

It is interseting to see, that substantial increase of the share 

of basic products production have been followed by several 

favourable tendencies. 

Relatively favourable economic situation in production of basic 

products {definitely more favourable than in other industries of 

processing industry) and strong position of this segment of 

industrial production in the structure of industry forces us to 
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think about its future development. In any case, the development 

of its internal structure will be, in the very next future, 

extremely strongly influence the efficiency of the whole industry 

and, in many cases, also the total foreign trade balance of the 

economy. 

Contrary to the previously analyzed segment of the industrial 

production, the situation in the other groups of processing 

industry, from the point of view of its further development, is 

more complicated. And this is so, in spite of, that in 1995 

recovery of several industries shown with much more intensitythan 

in the previous year. This is true especially for the production 

of investments, in the framework of which production of transport 

vehicles has expanded significantly. A higher pace has been 

evidenced in production of electrical and optical equipments and 

for the first time, after several years of decline, has increased 

also production of machines and equipment. Less favourable are 

these results from the point of view of value added rate, which 

declined for the whole group of investments both in 1994 and 

1995. 

There exists, of course, several imbalances between the structure 

of the Slovak industry and the structure of industries in Western 

European countries -e.g. a higher share of manufacture of metals 

and metal products, production of coke and petrol products, lower 

share of foodstuffs. It is possible to assume that these 

imbalances will be more or less balanced in the next economic 

development or it is not necessarily to be balanced. Without 

strong engineering industry and electrotechnical industry can not 

the Slovak economy, lacking enough sources and having developed 

metallurgy, function properly. 

We expect, that widening of a spectre of industrial production 

by a new modern products, together with increasing of the share 

of more processed products. 

While in the Slovak processing industry the rate of value added 

reached 25.0 per cent in 1995, in compared countries it was by 

10 percentage points higher. These significant. differences exist 

practically in all industries of the processing industry with 
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higher or lesser departures. In g1ven differences is not 

reflected only the abnormal industrial structure of the 

process1ng industry in favour of industries with less 

sophisticated production but also total qualitative evel and 

competitiveness of the economy. 

Current state of the Slovak economy is, from the point of view 

of the level of unit price of export and its relations towards 

unit price of import reached, extremely unfavourable. 

We have mentioned two streams of structural change, which should 

change the position of the Slovak Republic in international 

competition in the framework of its preparation to join the EU 

and by this, to create favourable conditions for total increase 

of the level of the Slovak economy. We have focused on the two 

large groups of processing industry, .the development of which, 

according to our view, will be important for the future 

orientation of our economy. If the prescribed streams of 

structural changes will be able to realize, than it is possible 

to expect that more favourable conditions will be created also 

for development of those activities, which are more inward 

oriented. If this will fail than high openess of the Slovak 

economy can become a serious barrier of its future successful 

development with all possible negative consequences also for 

other segments of the economy. 
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4. Variant forecasting simulations of development of Slovak 

economy up to year 2005. 

Long term outlook must start on the one hand from the evaluation 

of the current economy situation and its development tendencies, 

on the other hand from the declared strategic aims, taking into 

account real conditions to achieve those aims. Current state and 

development of the economy of the Slovak Republic were evaluated 

elsewhere already. therefore we will in this paper briefly 

summar1ze some findings, important for the long term variant 

outlook construction. 

First of all one should stress that the economy of the Slovak 

Republic has just passed a very complicated period of 1990 -

1993, during which it was hit by the Comecon disintegration, and 

inevitable transformation recession in the first phase of the 

radical econom1c reform. Owing to these influences GDP in 

constant prices decreased in 1990 by 2.5 %, in 1991 by 14.5 %, 

in 1992 by 7.0 % and in 1993 by further 4.1 %. Over those four 

years GDP decrease represented 25.6 %. In the years 1994 and 1995 

economic growth was re-established and favourable macro-economic 

development was witnessed - significant growth of GDP, and of 

industrial production, particularly exports, slowing down of 

inflation, restoration of active trade balance etc. (Table 4.1). 

Present level of GDP per capita in Slovakia, its relation to the 

EU level and possible improvement in the future deserve special 

attention. GDP per capita in Slovakia reached in 1994 the level 

of 6 527 USD (re-calculation in terms of the parity of currency 

purchasing power); for comparison: by the same method and at the 

same time this figure reached 7 940 USD in the Czech Republic, 

6 275 USD in Hungary and 5467 USD in Poland. Present GDP per 

capita level corresponds to the 39 % of the average EU value, 60 

% of the level of Portugal and 80 % of the level of Greece 

(these two countries have the lowest GDP per capita level within 

EU countries). The rule (not officially proclaimed, however) is 

accepted, that countries newly accepted into the EU should 

roughly reach at least GDP per capita level of the weakest 

members of the EU. 

. 
' 
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Macroeconomic Data, 1990 - 1995 

Owpw and apendiJun; % pa 
i. real GDP 
:. private consumpt10n 
3. publ!c consumption 

~. gross flxed c<lpital forma lion 
5. exports (goods and seivices) 
b. imports (goods and services) 
7. industrial output 
8. agricultural output 

Prices and waget, % pa 
9. consumer prices 

10. producer prices (industry) 
11. nominal wages 

lAbour marlret and dcnography (<nd-y<ar) 

12. employment (% pa) 

13. umemployment rate 

14. population (m) 

Monamy indicaWrs 
15. exchange rate (SI<.NUSD) 

16. discount rate (%, end-year) 

GovernmcnJ accowus and t:Xk:ma1 balance 

17. government revenue (Sk, billions) 

18. government expenditures (Sk. billions) 
19. government balance (Sk. billions) 

20. trade balance (Sk. billions. goods) 
21. balance of payments (m USD) 

1 Estimate 

1990 

-2.5 
3.0 

1.0 
0.2 

-14.5 
·0.6 

-4.0 

-7.2 

10.6 

5.2 
na 
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"to come from 
the 

Employment 

Fund" 

18,0 

na 

na 
na 
na 
na 
na 

1991 

-14.5 
·27.3 
·17.8 

-28.8 

17,2 
17.0 

·25,4 

·7.4 

61,2 

68.9 

16.5 

29,6 
na 

na 
na 
na 
na 
na 

~ According preliminary fulfilment of the state budget to December 31. 1994 
J 1.- 10.1995 

1992 

-7.0 

-z.s1 

-2.5 

·3.9 

-4.3 

·2.3 
.J3,8 

·13,9 

10,0 

5.3 
20.6 

28.3 
9,5 

115,9 
123,8 

-7,9 
1.7 

na 

1993 

-4.1 

1.2 
4,6 

·16.0 

-0.2 
·1,0 

·3.8 

·8,1 

23.2 
17,2 

18.5 

33,4 

12.0 

144.5 
167.5 

-23.0 

-27.3 

-601,2 

1994 

4,8 

·3.4 
-4.4 

·3.8 

11.4 
-9.8 

4,9 

1,0 

13.4 

10.0 

17.0 

32.1 

12.0 

139.1 

162.0 
-22.s2 

4.1 

712.0 

Table 4 .1 

1995 

7.4 
3,4 

1.6 
9.2 

18.5 

19.1 

8,3 

1,5 

9.9 
9.0 

14.3 

2,1 

13.8 
5,36 

29.6 
9,75 

163,1 

171.4 
-8.3 
1.8 

1000.0"' 

Pozmimka: Udaje o zahraniCnorn obchode sll podl'a krajiny p6vodu urCenia, pri dovoze OP=FOB, pri vyvoze 
FCO=FOB (FOB/FOB bezne ceny) na zaklade ukonceneho colneho konania ku koncu roka. 

Sources: Sratisticka sprJva a zjkJactnych v)vojovych tendenci3ch v NH SR 1994 a ich predikcii na 1. po!rok 1995; 
Stmistick<i sprava o zcikladnych vyvojov)'ch tendenci<ich v NH SR 1995 a ich predikcii na 1. polrok 1996; 
Menovy prehl'ad, oktdber 1993 a januar 1994, NBS; Statisticke cisla a grafy 1995, Zahranicny obchod 
SlovenskeJ repubhky za rok 1995; 
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According to predictions published so far, one can assume that 

in the next decade GDP in the EU as a whole will grow by the 

average annual growth rate 2.5 % and GDP per capita by 2.3 %. 

In Greece and Portugal this growth might be a bit higher (3 % 

annually), which approximately holds for the population growth 

as well. Therefore, annual GDP per capita growth in these 

countries could be somewhere around 2.5 %. 

Based on these information, and without any further calculations 

one can see clearly that the 3 % annual growth rate of GDP in 

Slovakia (e.g. annual GDP per capita growth rate about 2.8 %) 

would not do to cope with the weakest EU member even after 

decades. If, however, GDP growth rate in the Slovak Republic 

reaches 6 %, the average of Greece and Portugal could be reached 

approximately in the year 2005, and at the same time Slovakia 

could reach from today's average 40 % up to 57 % average level 

of the whole EU. Should the GDP growth rate of Slovakia reach 

9 %, these proportions could be reached in the year 2000 already, 

which should give considerably higher chances for the Slovak 

Republic to be accepted into the European Union in the years 

immediately following the year 2000. 

Variant 1 - long term development of the Slovak Republic without 

significant 

macro-economic measures 

This variant of the long term prediction demonstrates, what would 

be the development of the Slovak economy without significant 

macroeconomic measures. Thus represents this variant 1 a basis 

for the construction of further variants with marked 

macroeconomic interventions. 

At the same time, some inevitable changes in macroeconomic 

proportions are assumed in this variant too, namely: 

- mild decrease of both the tax burden of enterprises and of 

basic interest rate.; 

- mild increase of both the capital investment financing through 

the state budget and foreign capital inflow. 

' 
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Table 4. 2 
The main results of variant prediction of the economic development 

of the Slovak Republic up to the year 2005 

Indicator Realitv Prediction for tbe vears 1996 • 2005 

Average VARIA;'iT 1 VARIANT2 VAR!A."'13 

growth rates (no significant (utilization of (utilization of 

1993-1995 macroeconomic internal external and 

or 1995 values measures) growth internal groMh 

resources) resources) 

Annual growth 
rates I 
[ %] 
gross domestic 1.79 3.00 6.19 9.08 

product 

consumption of 0.22 
~ ?~ 
,j ·-:J 4.21 7.75 

population 
consumption of the -0.96 1.80 0.55 2.95 

state 
gross investments -5.80 2.52 12.80 15.90 

goods & services 6.49 2.16 5.34 7.81 

exports 
goods & services -1.65 3.76 6.85 11.10 

imports 

consumer prices 15.74 5.63 6.01 6.93 

nominal wages 16.51 8.55 9.66 14.88 

real \\ages 0.66 2.76 3.44 7.44 

productivity of 1.78 2.68 5,35 7.96 

\\Crk 
Values in the year 
2005: 
unemployment rate 13.00 8.50 4.87 2.76 

[% l 

balance of the state -9.00 -2.30 -22.50 14.70 

budget 
[bill. SKK] 

Trade balance of -9.80 -7.00 19.90 -41.20 

goods & services 
(=current account) 
net inflow of long 17.60 39.30 48.30 168.10 

terrn foreign capital 
money reserve ~ 340.80 665.10 933.50 1 301.20 

1Average rates in the years 1996-2005 calculated from the values in constant prices, if 

not stated otherwise 

: Unemployment rate in % of labour force, other values in billions of SKK in current 

pnces 
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Table 4. 2a 

Quantification of possible influence of internal resources of growth acceleration 

in the years 1996- 2995 (Part 1) 

Indicator Variant 1 Develoomeot cbam~es due to the influence 

(development decreased tax regulation of increased 

v.ith no burden of the wages and financing of 

significant enterprises increased investments by 

macroeconomic depreciation rate the state budget 

measures) 

A.nnual growth 
rates I 
[% l 
gross domestic 3.00 +1.66 -0.04 +0.60 

product 

consumption of ~ ?~ +1.93 -3.05 +0.71 
-'·--' 

population 
consumption of the 1.80 X X -1.25 

state 
gross investments 2.52 +3.27 +2.47 +~ ?? .J.--

goods & services 2.16 -0.11 +0.12 -0.03 

exports 
goods & services 3.76 +2.00 -0.78 +0.70 

imports 

consumer prices . 5.63 +0.76 -1.49 +0.31 

nominal v.ages 8.55 +3.51 -5.61 +1.20 

real wages 2.76 +2.31 -3.85 +0.84 

productivity of 2.68 +1.45 -0.13 +0.57 

tWrk 
Values in the year 
2005: 
unemployment rate 8.50 -1.60 -0.70 -0.20 

[% J 

balance oi the state -2.30 -8.70 +5.60 -21.80 

budget 
[bill. SKK] 

Trade balance of -7.00 -33.90 +21.30 -24.10 

goods & services 
(=current account) 
net inflow of long 39.30 +1.20 +0.50 +0.60 

term foreign capital 
money reserve .\12 665.10 -'-154.40 -65.50 +76. 10 

'Average rates in the years 1996- 2005 calculated from the values in constant prices, if 

not stated othenvise 

: Unemployment rate in % of labour force, other values in billions of SKK in current 

pnces 
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Table 4. 2b 

Quantification of possible influence of internal resources of growth acceleration 
in the vears 1996 - 2995 (Part 2) 

Indicator Develooment changes due to the influence V ARL.\J"'iT 2 

decreasing support of the influence of (development at 
national bank exports by the internal the utilization of 

rates state (credit resources internal 
guarantees, tax utilization growth 
alleviation etc.) summed uo resources) 

Annual growth 
rates! 
[% l 
gross domestic +0.47 -'-0.50 +3.19 6.19 
product 

consumption of +0.81 +0.58 +0.98 4.21 
population 
consumption of the X X -1.25 0.55 
state 
gross investments +1.03 +0.29 + 10.28 12.80 

goods & services -0.05 +3.25 +3.18 5.34 
exports 
goods & services +0.57 +0.60 +3.09 6.85 
imports 

consumer prices +0.26 +0.34 +0.38 6.01 
nominal wages -'-0.95 +1.06 l.l1 9.66 
real v.ages +0.65 +0.67 +0.68 3.44 

productivity of +0.38 +0.40 +2:67 5.35 
mrk 
Values in the year 
2005: 
unemployment rate -0.48 -0.65 -3.63 4.87 
[% l 

balance of the state +8.80 -4.10 -20.20 -22.50 
budget 
[bill. SKK] 

Trade balance of -20.80 +84.40 +26.90 19.90 
goods & services 
(=current account) 
net in.flow of long "-0.20 +6.50 +9.00 48.30 
term foreign capital 
money reserve Nf1 +43.90 +59.50 +268.40 933.50 

1Average rates in the years 1996-2005 calculated from the values in constant prices, if 
not stated otherwise 

: Unemployment rate in % of labour force, other values in billions of SKK in current 
pnces 
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Table 4. 2c 

Quantification of the possible influence of external resources of growth 

acceleration 
in the years 1996- 2995 

Indicator Development changes due to the influence VARIANT3. 

share sales in increased the influence of (development at 

selected utilization of external the utilization of 

enterprises to foreign credits resources internal & 

foreign & sales of utilization external growth 

companies obligations summed up resources) 

abroad 

Annual growth 
rates I 
[ %] 
gross domestic +1.29 +1.60 +2.89 9.08 

product 

consumption of +1.66 +1.88 3.54 7.75 

population 
consumption of the +2.40 X +2.40 2.95 

state 
gross investments +1.75 +1.35 3.10 15.90 

goods & services +0.78 +1.69 +2.47 7.81 

exports 
goods & services +1.82 +2.44 +4.25 11.10 

imports 

consutner prices +0.76 +0.16 +0.92 6.93 

nominal v.ages +2.71 +2.51 . '77 14.88 
-r-.., ·--

real v.-ages +1.80 +2.20 +4.40 7.44 

productivity of +1.09 +1.52 +2.61 7.96 

"--fk 
Values in the ye~r 
.2005: 
unemployment rate -1.52 -0.59 -2.11 2.76 

( ~'0 J 

balance of the state +27.00 +10.20 +37.20 14.70 

budget 
[bill. SKK] 

Trade balance of -29.40 -31.70 -61.10 -41.20 

goods & services 
(=current account) 
net inflow of long +46.00 +73.80 +119.80 168.10 

term foreign capital 
money reserve ~ + !43.40 +224.30 +367.70 I 301.20 

'Average rates in the years !996- 2005 calculated from the values in constant prices, if 

not stated othenvise 

: L'rrernployment rate in % of labour force, other values in billions of SKK in current 

1 
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This variant of the prediction generates the long term growth of 

the real GDP in the Slovak Republic on average by 3 % annual 

growth rate. The more rapid growth of population consumption 

compared to the investments' growth rate would (in a bit milder 

relation) survive. The growth of exports would continue by a much 

smaller pace than the increase of imports. Real wages increase 

would mildly exceed work productivity increase. On the other 

hand, relatively inconspicuous of both the GDP and foreign 

capital influx growth rates, would not support price increase, 

which would mean marked decrease of inflation rate in the years 

1996 - 2005, for this period about 5.6 % on average, and 4.3 % 

towards the end of the period (Figure 6). Unemployment rate would 

slowly decrease (due top the slow GDP increase) and towards the 

end of the period it would reach about 8.5 %. State budget and 

balance of trade would show slight deficits, similarly as in the 

years 1993 - 1995. 

It is therefore necessary to investigate implementation 

possibilities of the other variants of long term prediction with 

considerably higher GDP growth rates. Summarized quantification 

results of these variants (2 and 3) compared to variant 1 are 

presented in table 4.2. 

Variant 2 - long term development utilizing internal resources 

of the growth acceleration 

It is natural, that for the economic growth acceleration internal 

resources should be utilized in the first place. Variant 2 of the 

long term prediction just presented envisages their maximum 

exploitation. Naturally, model solution can be neither complete 

and precise, nor can it include all the potential resources with 

their effects. There are 5 groups of internal resources, that can 

be explicitly expressed by the model used, with the 

quantification of their influence on the GDP growth acceleration, 

and on the other macroeconomic indicators: 

- decreasing of fax burden of enterprises 

- the regulation of wags and deprecation rate increaced 

- the increaced financing of investment grom the state budget 

- reduction of the bank rates in the Slovak National Bank 

- Inport of export by state 
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Variant 3 - long term development utilizing internal and external 

resources of the growth acceleration 

As demonstrated by model simulations, maximum utilization of the 

internal resources can accelerate GDP of the Slovak Republic in 

the long run up to the annual 6 % rate only. To reach higher 

rates, up to 9 %, it would have been necessary to utilize at 

maximum external resources to. 

Naturally, prediction variants, that calculate with the "sell-out 

of national property" and with the "indebtedness at the expense 

of the future generations" can provoke controversial reactions. 

The following external resources must be to utilize: 

- the sale of property shaves in certain enterprises to foreign 

companies 

- the increased drawing of foreign credits and obligation sals 

abroad. 

To utilize these resources would naturally mean substantial 

increase of foreign indebtedness of Slovakia, which would the be 

comparable with that of Hungary and Poland. The use of suc,h 

resources would be significant. 

The implementation of variant 3 (table 5) aside from the 

significant GDP growth acceleration from 6.2 %up to 9.1 %, would 

mean also the acceleration of growth of other macroeconomic 

indicators. Investments would grow roughly two times as quickly 

as the consumption of population, and imports would grow faster 

than exports. Resulting deficit on current account of the balance 

of payments would however be covered by substantially higher 

assets on the capital account. The state budget would balance 

would be active thanks to the sales of shares. The acceleration 

of the average rate of inflation compared to variant 1 from 

5.6 % to 6.9 %would play no significant role, as already in the 

year 2000 the difference in inflation rate increase would be 0.5 

points only, and in 2005 sheer 0.2 points. 
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5. C o n c 1 u s i o n s 

The results of variant prediction presented in this paper (mainly 

in variant 3) may seem from today's point of view extraordinarily 

ambitious, even unrealistic. But economic growth acceleration did 

not arrive by itself, through the free play of market forces, but 

always thanks to the meaningful economic policy of the 

government, supported by central bank and further institutions. 

The acceleration of investment growth and exports was stressed, 

and the increase of consumption was restricted. 

The results of the variant long term prediction thus presented 

should be accepted with some reserve as experimental and 

orientative. But one can see in them for Slovakia to overcome its 

current lagging behind the developed EU countries within the next 

5 - 10 years. 

If we compare size structure of enterprises of SR with that of 

European Union, can conclude, that the development in Slovakia 

in terms of brightness of size structure has been recording a 

positive orientation in the past five years. 

• 
Transformation proces paralell influenced shifts of labour force 

from all productive industries into the service sector. On the 

other hand, increcasing of total efficiency of industry from the 

point of view of its contribution for GDP creats key problem of 

further economic development of the Slovak Republic. There exists 

severe imbalances between the structure of the Slovak industry 

and the structure of industries in European Union. 

Financial burden of the EU budget are lowest in the case 

membership of the Czech Republic and Slovak Republic from all 

Central and East European countries. 
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A brief overview of content orientation of 

into the 

ministries 

General notes 

European Union prepared 

of the Slovak Republic. 

by 

Enclosure 1 

integration 

individual 

Concept integration into the EU in the documents of six 

ministries, which has been at disposal, is prepared at various 

level of details for the area of economic policy, legislature of 

which especially of so called the White Book, and further for the 

area of institutional, personal, material and financial 

provision. 

The documents - with exception of the one of the Ministry of 

Finance of the Slovak republic - do not cover the cases, where 

under the form of legal norm harmonization are hidden trade and 

political changes which make worse our subjects and prefer 

Western European subject behind the framework of the association 

agreements. A revolt against such changes exist also in othe~ 

countries. It is revealed also by the White Book (p. 400), which, 

in relation to harmonization of custom regulations presents that 

not all interested countries share the same views on trade 

integration issue. It should be distinguished between the changes 

which have happened before joining the EU and those after the 

joining, when disadvantages in certain areas will be compensated 

by advantages in other areas. It should be referred to the norms 

which has not been included but which make us worse-off - e.g. 

regulations enabling provide licenses to some oligopolist 

organizations in the EU for export and import of agricultural 

products. 

The Ministry of Finance of the Slovak Republic 

In the document there is presented a part of the White Book (6 

chapters), which is guaranteed by the Ministry of Finance. It 

presents also a very detailed list of norms which still have 

reacted or will react very soon to the legal changes recommended 
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by the White Book. There is reasoning {mentioned earlier) against 

full transfer of the VAT regulation from the Western Europe. 

In the next is mentioned a brief review of tasks of financial 

policy in the process of the integration into the EU. It 1s 

necessary to note here that one of the Ministries - by method of 

selection we conclude it can be the Ministry of Finance - should 

serve the role to draw general concept of the Slovak economic 

policy in the process of EU integration. 

Finally, the Ministry of Finance mentions institutional 

framework, personal provision and technical and financial 

provision of its tasks in the area of integration. 

The Ministry of Economy 

A substantial space is devoted to the issue of economic policy 

changes in the process of 

analyzed in very details. 

initial state, e.g. 

integration into the EU. It is also 

It starts with the analysis of the 

by the industrial analysis of 

competitiveness, is focused on economic policy tools, including 

industrial policy, technical policy, trade policy and others. 

Conclusions are based on deep knowledge of the EU' s inside 

environment we enter. For example, it is based on the fact (p. 

26), that "significant majority of export support has been still 

coordinated by the individual member states, a practice which 

will not be changed in the very next future" and that we will 

have to adapt to such system 

It 1s stressed that a general concept of the Slovak economic 

policy in the process of integration into the EU should be 

prepared. A participation of the Institute of Economics of the 

Slovak Academy of Sciences - among other organizations - is 

envisaged. 

The Ministry prepares time schedule of legal harmonization and 

of harmonization of all necessary legal changes for which the 

Ministry is responsible. 
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The Ministry of Transport, Postal Services and Telecommunications 

Except harmonization of legal changes, the Ministry is dealing 

with a wide range of problems linked to the integration of 

transport and telecommunication networks. One specific issue is 

that except the EU bodies there has been established, in the 

course of time, another 12 governmental and 14 non-governmental 

international organizations. Participation on their activity must 

impose an extreme claims and must especially complicate 

''harmonization'' of their activities and decisions. 

The main issues in harmonization of legal regulations, resulting 

from the White Book, have been guaranteed by the Ministry in the 

framework of working on ten basic Acts covering basic activities 

of the Ministry. 

Similar to other ministries, the Ministry mentions a bulk of 

measures for provision of tasks linked to the integration. An 

important role has been played here by the PHARE program. 

The Ministry of Labour, Social Affairs and Family of the Slovak 

Republic 

In the framework of harmonization of legal acts the Ministry is 

responsible for the Chapter V of the White Book: Social Affairs. 

Like in the case of other ministries, a similar measures have 

been done by the Ministry. 

A specific issue of the Ministry is that competencies in the area 

of employment (migration) belongs still to the EU member states. 

This results into a difficult task for the Ministry to sign bi

lateral agreements on emigration and this brings related problems 

in areas like social and medical insurance etc. 

The Ministry of Education of the Slovak Republic 

This Ministry follows the general concept of the Slovak 

integration into the EU in education, in which the Ilia.lri"t'asks are 

defined as well as steps which the Ministry will conduct. There 
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are defined time schedule and scheme of institutional prov1s1on 

as well. The Ministry of Education, in the framework of 

a responsible subject for the Chapter approximation of law, 

18 of the White Book: 

is 

Mutual acceptance of higher education. 

The Ministry of Health of the Slovak Republic 

This Ministry focuses its tasks 1n the process of the Slovak 

integration in the EU especially 

the White Book. Nevertheless 1 

on legal measures contained in 

it participates in 23 working 

groups focused on health and environment protection issue, on 

issue of medicine, chemical substance, social security and 

education. 

The Ministry of Education of the Slovak Republic 

This Ministry follows the general concept of the Slovak 

integration into the EU in education, in which the main tasks are 

defined as well as steps which the Ministry will conduct. There 

are defined time schedule and scheme of institutional provision 

as well. The Ministry of Education, in the framework of 

a responsible subject for the Chapter is approximation of law, 

18 of the White Book: Mutual acceptance of higher education. 

The Ministry of Health of the Slovak Republic 

This Ministry focuses its tasks in the process of the Slovak 

integration in the EU especially 

the White Book. Nevertheless, 

on legal measures contained in 

it participates in 23 working 

groups focused on health and environment protection issue, on 

issue of medicine, chemical substance, social security and 

education. 
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Problems apd ChaUer:~ges of t.b,g..Ea~tern Enlargement of tbr European Ugiop 

Jan Stankovsky, WIFO 

The European Council in Madrid in December 1995 promised the stalt of the accession 

negotiations with the CEEC 6 months after the end ofiGC, i.e. probably in the second 

half of 1997. By that time the opinion of the EU Cormnlssion concerning the application 

of the individual countries (J.vis) will have to be available. 

The presumed budgetary costs are often seen as th<:: most difftcult barrier for an Eastern 

enlargement of the EU. &1 other point in discussion are the relations of the Eastern EU 

candidates towards the Monetary Union. These two topics are discussed in the following 

contribution. 

There is a wid~ range of estimates of the budgetary costs of the Eastern enlargement of 

the EU. These costs will accrue mostly in two areas: In the financing of the Common 

Agricultural Policy (CAP) and in the financing of the structural and cohesion funds. 

Differences in the estimates results partly from the uncertainties about the future 

economic development of the acceding country, but mostly from the uncertainties about 

changes in EU policies: in addition to the "fixed" EU reforms (i.e. consequences of the 

1992 Me Sharry agriculture reform or the impact of the WTO agreement) there is a great 

number of"pending" reforms which have to be'agreed upon in the political process 

within the Union. 

-Table 1 summarises different estimates of the total and of the agricultural costs of the 

Eastern enlargement, Table 2 presents the estimates of Breuss- Schebeck (1996) broken 
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down by countries and cost categories 1 
). 

The expected costs of the CAP result from the rather high share of agriculture in the 

economy of most CEECs. In addition to it, there is a danger of a cost explosion as a 

consequence of a productivity surge in the - rather inefficient - agricultural sector of the 

CEECs, following the coming modernisation. Therefore an early integration of the 

Eastern countries into the "agricultural discipline" of the EU is suggested, in order to 

avoid the creation of excess capacity (EC, l995B). 

According to the "Straiegic Paper for the Agriculture" the costs of the CAP for all 10 

applicants can be estimated at ECU 9 billion in the year 2000 and ECU 12.2 billion in the 

year 2010. Based on this estimates the DG II calculated the CAP costs tor Poland and 

the Czech republic. The main results of this exercise are summarised in Table 3. From the 

total CAP co~ts calculated for Poland (ECU 3.2 billion) ECU 2.2 billion will have to be 

used for' compensatory payments. These are subsidies for fanners not related to the 

output, paid as a compensation for income losses resultipg from lower prices for 

agricultural products in the EU. A renunciation of compensatory payments for fanners in 

i!no D~.ot "vulJ ,;bllifiu,.t•.tly ~a!luaa tho CAR oo~t~ ofthQ 'irr?>~inn 

For the structural and cohesion funds a solution could be found in "ceilings" for the 

financial support for the entitled (i.e., less developed) EU countries (as a percentage of 

the GDP of the receiving country) Based on the actual regulations, Slovenla would 

receive 7 percent ofGDP, Bulgaria and Romania more than 35 percent. In discussion is 

financial support up to 3 to 5 percent of the GDP, which is in line with the present 

support for Greece. 

1
) The estimates of Breuss • Schebeck seem to be rather realistic, they comply with the 

latest EU calculations of the costs of agricultural and structural policies for Eastern 
enlargement. 

·: -=· _,' _, 
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On the occasion of a hearing in the European Parliament representatives of CEECs 

confirmed that the proposed cost reduction could be acceptable for them. 

mw,nd the M.on~l.nirul 

The conditions for accession of the CEECs set by the European Council in Copenhagen 

in June 1993 refer to the participation in the Single market, not in the Monetary Union. 

The acceeding Eastern coumries will therefore not be obliged to t1Jlfil the Maastricht 

criteria; however, they will have to commit themselves w the target of a participation in 

the Monetary Union. 

EU countries, not yet qu:1lified for a membership in the Monetary Union (pre-ins) '.'1111 

participate in a "new" European Monetary System (E!vi.S il). It can be expected, that the 

EU will invite (some) of the Eastern EU candidates to participate in this H·!S II. 

However, in order to consolidate their economy, the Eastern countries will for some 

years require some autonomy in the fiscal and exchange rate policies. Tris posts serious 

challenges both for the Enrcpea.n Union and the acceeding Eastern countries. A recent 

EU study (Iltkovilz, 1995) summarises these problems as follows: "The criterion of 

exchange rate stability and the loss of the exchange rate instrument might be the most 

constraining condition fof El'vfU participation of the associated countries." ... "New 

Member states will be allowed to conduct an auto110mous monetary policy and 

participate in the ESCB on a restricted basis. They do not have to comply ,.,.-Jth the 

guidelines and instructions <Jfthe ECB for open market and credit operations, minimum 

reserves or other instruments of the monetary control and they do not participate in the 

pooling of reserves of the ECB. However, their central banks have to be independent and 

to follow an objective of price stability, Their governors are members of the General 

Council of the ECB and w-ithin this Council, they have the opportunity to follow the 

monetary policy of the participating countries and to give their views on it," ... "New 

Member states will also patticipate to the future exchange rate arrangement that should 

exist between countries participating fully in the monetary union and non-participating 

countries. As a rule, this exchange rate arrangement should foster convergence in the -

non-participating countries as well as ensuring the smooth operation of the Single 

WIFO 



4 

)\,f~rirl:'t Tt .>hn11lr! hi: ~llffiCi~ntly fl~xi~le to allow exchan~e rate adjustments and help 

avoid excessive exchange rate volatility." ... "Even if convergence criteria are not yet 

fully applicable to associated countries, early awareness of them on the part of the 

CEEACs is not only welcome but also necessary. The major question is not whether but 

when should CEEACs adopt the ElvfU convergence criteria as their immediate target. 

Full EMU participation also means that the autonomy in the management of exchange 

rate policy will be completeiy lost and this might be the most constraining condition for 

E!VIU participation of the associated countries. The choice of the optimal exchange rate 

regime during the transition process is very complex. It depends on the economic 

conditions and the stage of the reform process in the country considered. So far, the 

CEEACs have adopted a wide variety of exchange rate regimes. However, a fixed 

regime is only sustainable if it is accompanied by appropriate macroeconomic poiicies 

and substantial reforms of fiscal and monetary policies. Moreover, some flexibility of the 

exchange rate might be nec~ssary during the transition process to recover pricc

<,;<)1\lp'"titivcness losses or to absorb large capital iru1.ows. Further reforms are neces,!1ry 

in order to enable the associated countries to meet the convergence critelia on a 
• 

sustainable basis." ... "All these reforms should speed up the convergence process of the 

associated countries. By contrast, premature adoption of tight convergence criteria, in 

particular budget deficit, might slow doiVIl successful completion of the structural 

reforms." 

WIFO 

.. 



Toble l: Costs of Eastern Enlw·gement of the EU: different estimah% 

Author Estimote.s CEEC-4'1 CEEC-621 CCEC- 1 0'1 

fo,·yr:or 

bn ECU 
Total costs 

CEPR (1992; Begg) 1989 7 8 12.9 
Stehn (1994)" oiter2000 6.5 11.0 
Courchsne (1 993) 51 1990 43.0 
Soldwin 1(1994) 19\10 58 1 
Baldwin 11 (1994) 1991 11.7 23.3 
Greuss · Schebeck ( 1996) 2000 16.8 27.7 

, ..... Jdo. .,., Ahr .-...--..lf(; .. ~/3 <'iS')~"i ..... l-:·~~r·nl r-.,..,1;,-y reaP\ An erson · yErs .' )~.. ~, J/.6 
Brenton . Gras ( 1993)'1 1990 17 0 
Stehn (1994)'1 after 2001 3.6 5.6 
Stehn (1994) 71 after 2001 4.8 7.4 
Breuss- Sch"beck (1996) 2000 6.7 111 
EU (1995)81 2000 
EU (1995] 91 2010 

Other estimates concerning the costs of CAP for CEEC·6: T ongermann • Josling (1994)''' 1 bn 20 'CU; 
Maho et ol. (1995)" bn 13,5 ECU; Tarditi et al. (1994)" bo 32 ECU; Stoichon (1995)'1 bn 5 ECU. 

1) Poland, Hungmy, C,ech Rspuolic unJ 51vvuk R<pvLii,.- 2) CEEC-4, Bulgaria, and Romanio.- 3) CEEC-6, 
Slovenio, Estonia, lofvia, Lithuania, • 4)1ncluding sttucturol reform. · 5) Baldwin (1994), • 6) Bn 47 US$. 
7) Excluding structural toform. • 8) Excluding reform of CAP .. 9) Schneidet (1995). 

26.7 
30.3 

12.2 
9.0 

12.2 



Table 2: Costs of Eastern Enlargement of the EU: Country Structure 
Estimates for 2000 

CAPi; Stvcturo! pc!lcy Budgetor1 8udgetor1 Net costs 

cos1s- total revenues 

bn ECU In o/o 

of GDP'I 

Cz:ech Republic 904 1,625 2,664 669 1,995 3.8 
Slo·,1ak Republic 396 IJCS 2,147 225 1,922 10.9 
Hunga:y 2,166 2,3·18 5,165 739 4,426 7.7 
Poland 3,290 6,480 10,097 I ,608 8,"1 89 6.8 

CEEC.J 6)56 12,65<3 20.073 3,241 16,832 

Bvlgario 417 635 l ,.285 161 1 '124 9.0 

Romr;nia 3,957 6,163 10,223 510 9,713 24A 
S!ovG.nia 313 6.13 1,011 248 763 a.O 

CEFTi\3l 7,069 13,306 21,084 3,489 i 7,595 
CEEC-64

) 11,130 19,656 31,581 3,912 27,669 9.1 

Es~onio i 98 3"' Ji 566 0' uo 480 7.2 
Lctvia 260 423 703 98 605 '!. 9 
l.ithucnio 299 s,~ 1 859 97 762 I 0.1 

CEEC-1 0 12,200 21 ,6 i 9 3·1,720 4,441 30,279 

Sou re~: Breuss {1995), 8r~\.-'$S- Sch~beck (1996). - 1) Corn:non agricultural policy .. 2) In% of Easie:rn European 
covntri~o;-GDP; in% of EU 15-GDP: CEEC-6 0.37%, CEEC- i 0 0.40%; in% of EU-budget: 28.6% re:~pe:ctivgly 31.3%. 
3) c~~ch Republic, Slovok Republi::::, HungLH)', Poland ond Slo·.·enio. • 4) C<'.~ch Republir;, Siovok Re:public, Hungary, 
Poland, Bulgaria orrd Rcmcnio. 

8.7 

Table 3: Costs of the CAP and Compensatory Payments 
,------~i~n~c,ase of an Eastern Enlargement of the EU 

ISTITUTO AFFARI EU-e timales for 2000 - . 
161 INTERNAZIONALI • ROMA 

no I nv •.. Afi~3:!-!.L __ 
CEEC-1 0 

Poland Czech 
3 tJ&v. ~~~ Republic 

BIBLIOTECA bn tCU 

Costs o the CAP'I 90 3.2 0.9 
Compensatory poyments 6.6 2.2 0.6 

Arable crops 5.8 1.9 06 
_Beef premium 0.8 0.3 0.1 

Costs of the CAP excluding compensatory payments 2.4 1.0 0.3 

Souroe: EU, "The CAP ond Enlargement. Economio eHec!s of the compensatory payments", 1996, (2). 
1) Common ogriculturol policy. 
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Restl·uctnr·ing of Eastent and Centntl Em·opean Economies 
What model'! The Rhineland model or the Anglo-Saxon Model'! 
What I'Oie, if any, for industrial politf! 

Hans H. J. Labohm 

Rhineland model rersus .4nglo-Saxon model 
The collapse of communism, wirh its one-p:uty :;ystem and command economy, represenrs a 
UJniiilg point in history. Ir has enabled the Cennal European countries to embark on a new road 
and to refon11 tiletr political and econormc sysrems according to 1\'estern principles of demo
cracy and the market economy. Ye!. although tile principles arc by and large the same, there 
arc many differences between western mod eh. The so-called Anglo-Saxon mode]i of the 
market economv. e.g .. features an emphasis Llll individual responstbiliry and private initiative 
;·;,rher than collective responsibility ond public action It favours the stock-exchange 10 flflance 
new enterprises rather than rhe banking sector. ln doing so it represents stockholder capitalism 
rather than stakehoider capitalism. lv!oreover it exhibits an emphasis on consumer sovereignty 
linked with a strong anti-trust policy rather than public suppo11 for 'national champions' and 
,·;mcmational) cooperation between firms 111 the same sector in order to strengthen their position 
m world markets. It perceives companies primarily as sources of revenues rather than as rally
mg point for cooperative human effort. Ir feawrcs a limited role .for trade unions rather than 
8ccepting them as legitimate partners in a quasi-pen11anent socioeconomic dialogue. aimed 
reaching broad-based social consensus. Finally. it shows some indifference to the outcome of 
the market process in ten11s of equality of income and rejects asse!1ive income policies. The 
continental European counterpart of the Anglo-Saxon model, the so-called Rl1ineland capital
rsme, exhibits opposite features. Owing to the particular characteristics of its society, the Japan
ese so-called network capitalism does not seem to offer a viable model for European countries. 

Despite differences, all western models have been more or less successful in providing citizens 
with political and personal freedom and a relatively high and rising standard of Jiving. This im
plies that countries in transition have a certain latitude in shaping the pa!1icular features of their 
own political and economic systems. 

The question arises whether the countries concerned are clearly aware of the differences 
between these options, and whether they have already a idea of the model which they ultimately 
want to adopt. 

Corporate governance 
Corporate governance constitutes an important element of socioeconomic order. It refers both 
to the institutional structures through which debt and outside equity investors can influence the 
behaviour of inside managers and the extent to which these investors act to secure their finan
cial interests. It is important for the pace at which companies can be reformed so that they can 

achieve the same level of efficiency and productivity as their main (international) competitors. 
It is also imponam for attracting investments from abroad. 

The question arises how Eastern en Central European countries perceive the future role of 
cooperate governance in their economic systems. 

Industrial policy 
T_ime and again, pleas in favour of an active industrial policy by Westemgovemments are pop
pmg up in economic literature.1 In this context the successful experience of Japan and other 
high-performing Asian economies is often referred to as examples which should be followed 
by Western - and especiallfEuropean -economies. 



In order no1 w confuse the issue, a clear distinction should he made between general industrial 
policy, \l'hich limits itself to creating general socioeconomic conditions which are favourable 
for the promoc.ion of industnal activiries, on the one hand. and interventionist or ·active' 
industrial policies, which try to direcU\' influence the industrial stmcture of a country, on the 
other. The second variant of industrial policy is often associated wirll direct subsidies and 
various measures to protect the privileged industries from (foreign) competition. 

A number of arguments, however, mij~tate against the latrer approach for European countries. 

li Governments do not possess superior insight and/or information to establish the successful
ness of certain economic activities. This is the insolubility of the problem of what the 
Anglo-Saxons call 'picking the winners'. 

Ill An active industrial policy will lead to politicization of economic decision-making, which 
may imply a clash between economic logic and political logic, 2.t the expense of economic 
efficiency. 

11!1 Equal treatment is one of the main principles of democracy. Positive discrimination and 
privileged treatment of selective industrial branches or individual companies are in violation 
of that principle. This may undermine the democratic legitimacy of the government which 
would follow such a policy course. 

B Even in cases where governments would try to be as non~discriminatory as possible. it will 
be inevitable that big companies will be treated more favourably than small- and medium
sized enterprises. since their access to governments is generally inferior to that of bigger 
companies. 

• There is an important difference in decision-making 'culture' between governments and 
business. Governmental decision-making is often characterised by long and cumbersome 
bureaucratic procedures, whereas the private sector acts more businesslike. This often leads 
to clashes between these two cultures. In the worst case it might lead to 'contamination', 
in the sense that enterprises are forced to adapt to government procedures, which may 
adversely affect their flexibility and dynamism. 

• Separate active national industrial policies of (future) members of the European Union are 
inconsistent with the basic free market orientation of the EU, which aims at Europe-wide 

integration of economic activities, including cooperation and mergers between and mergers 
of European companies across borders. 

Ill Active national industrial policies of future member countries of the European Union are 
inconsistent with formal agreements concluded with the EU, such as Chapter II, Competi
tion and other economic provisions, of the Europe Agreements. 3 

I. Michel AI ben. Capita!isme conrre capitalisme. Editions du Seuil. Paris 1991. The Anglo-Saxon variant 

----------~~~1arket economy represents a ~omewhat idealised model. In reality there are important differ
ences etween Anglo-Saxon economics, such as the American, British and Canadian model. 
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3. See for instance chapter II, article 64, paragraph 1, point iii of the Czech-E.C. Europe Agreemen~: 
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Prague seminar on the economic policy framework in th~ CEECs 
s~onsored by ACE 
on 25 November 1996 ' 

Intervention by Paul van den Bempt 

The econonomic J;>Olioie!l of the Czech Republic I barrin' 
unforeseen events in the next fe\·1 years ,will undoUbtedly h. 
determined to a large .;:xtent by its prospective accession to th. 
European Union. 

Omitting the institutional and general political aspects 1 th 
priteria :for 4dluission agreed upon at the Copenhagen summit (Jun 
1993) are quite clear: 

o to capacity tc· adopt the acquis communautaire:; 
o to posess a functioning mar~et economy; 
e the capacity to cope with Cc:llllpetitive preSii!Ul~e and market 

forces wi~hin the European Unioni 
:' the ~ndorsernent ot; the obj ecti v~s of poli tica.l, economic an ·• 
monetary union. · 

Meeting these criteria means that the Czech economy can full· 
enter into the single Eurgpe1111 ma:t:ket .All problems (on bot : 
sides) will not be solved immediately, so that even at the tirn 
of accession, transitional measures will .be adopted , "'"' fa · 
~ther countries when i they became members . These: measures shoul i 
be temporary exceptions to the principle of the free movement o ·· 
goods, services,capital and persons. 
' . 

p<hether the Czech Repu.blic will become at the setme time a membe · 
pf the eut>o-zone wi.tl !SepenQ on its macro•eeonomic performane.: 
:With regard to the well-known criteria specified by the 'I'reat . 
bn the European Union. 
! : 

i I 

However ,there will ibe no harm done if the Czech Republic doe:; 
not meet thes~ criteria at once and remains for some time unde•· 
the reqi:me of a deroqation and does not immediately adopt tn ' 
~ingle currency , th!e euro. 
!!n this event , it w!ill have more leeway in terms of economic 
itiscal and monetary !policy, althouqh of course , in the longs: 

~
term, convergence with the other ec·oncmies of; the Union wil.\ 

ecome a dominating !objective and determine policy actions. 
ll>.ll these possibilities are still open , · ' 
I ! . 

lrt is not my intent~on to deal with the issue of adopting' 
:the acquis communautaire since it is very complex ar; 1 
lcumbersome.Other sp~akers will perhaps adress it. Judging frC'~ 
!the reports of the iEBRD on the development o:E the transitic 1 

lproce.ss, the Czech Republic appears to be the most advanced amo~ 'I 
1
the associated countries . 
. ' 

I ' 



I 
I 
I . 
I . 

I 

As to the evolution towards a market acono::ny, we Should ot 
interprete this principle too n~rrowly. 
All the present member states of the tJnion have mixed econom,es 
even if the "mixture" diffel:"s !rom one country to the other. He ce 
it is norl!lal that a number of activities are perforltled by fi,·ms 
in state ownership. The relative share of t:he private sec ·or 
should of course dominate. ( in this respect the Czech 
Republic already sc;ores well). In addition, public enterprises. re 
subject to the Community rules on competition and state aid is 
rather severly res~ricted . 

' 

A last point I want to stress is that the C:~ech elleha.ng'e r:.:.te 
regi111e will ):)e inf~uenced by the setting up of the euro-zone nd 
the creation of a ~ingle currency. 

The el,U;O Will l;>e used :by the parti~ipating countries (which : ,ay 
be more numerous: 1:han was thought until recerttly) as an 
international currency. Given the weight of tho EU in cze.:;:h tr ,. de 
and capital flows,; it seems natural that the euro will se:z:ve as 
an anchor for the 1toruna • such a policy would prepare an en: .ry 
into the ERMbis {:being set up now) or, when appropriate, .. he 
changeover to the ~ingle currenci'. 

i 
.?...s some or even Tna;ny of the associated countries will also .se 
the euro as an ancp.or , an element of· sta'bili tj' will emerge in 
subregional economic and financial relations. 

i 

Sustained economic[ growth , less inflation , more assured ,,nd 
open markets , currency stability will form an excellent ba :is 
for the take-o!f which economies in transitic>n may hope for. 

' 

' I 

i 

! 
i 

' ' 

! 
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How to fail in the process of harmonisation. 

Jaroslav Sonka, European Academy Berlin 

Approaches concerning a positive re-structuring of institutions of the EU and the associated 
states have been and will be frequently discussed during the course of this conference. The 
basis for such discussions are the pre-settings given by the Maastricht Treaty and the 
documents of several official meetings. During the last several weeks a number of scientific 
conferences were held in which the fine networks within the already given framework were 
approached. Organisers of conferences covering topics such as "Three pillars", "European 
Monetary Union" "Criteria, convergence, stability", "Common foreign and security 
policy", "Restructuring of EU decision-making processes" concerning the member states on 
the one hand- and "Pre-accession strategy", "Economical transition strategies" concerning 
the candidate states on the other hand, were anxious to win speakers for parallel dates. This 
only proves the significance of this search for practicable concepts for the challenge of the 
decade- the stabilising process of a continent- Europe- that has undergone significant 
changes for seven years. It should not be the purpose of this note to repeat all those 
concepts - that have already been discussed by very competent people. 

I would like to point out some rather more problematic dates- to anticipate the history 
according to the bad alternatives -i. e. looking for the possibilities of a 
DISHARMONIZATION. This obviously is a strategy to avoid such problems. I would like 
to begin chronologically: 
- Today the Intergovernmental conference remains somehow in a dead lock waiting for the 

results of the British general elections, i. e. further 5-6 months. It may be assumed that 
the treatment of the points relevant for the enlargement of the Union will not be achieved 
in time. Now, an elegantly introduced and immediately withdrawn statement by 
Chancellor Kohl is a frequently discussed topic: Maastricht Ill. 

The schedule for new members joining the EU is focused on to the year 1997: when a 
union - reformed to an as yet unknown (see the previous point) extent - has to embark on 
negotiations with the candidate states. Here, however, one prerequisite is needed, one 
that is much less discussed. The Commission has to present reports about the candidates, 
which will only be partly derived from the answers given in the questionnaires of this 
year - 1996. These reports will probably initiate discussions about the correctness of their 
contents and could seriously damage the atmosphere of the negotiations. 
Within the broad discussion on the single currency a further aspect appears - yet no 
solutions appear simultaneously: Accepting the strong criteria of the Maastricht I treaty, 
the governments have started to look for other possibilities to push forward the 
economical development in their respective countries. A phenomenon can be observed 
that could be called "competition in lowering of taxes". Negotiations towards a 
harmonization of tax systems are needed and the results should come soon. There is a 
possibility of a destructive and destabilising competition which would also include and 
have an effect on the countries applyieng for the membership in the Union. 
During 1998 a new concept of the financing of the Union has to be prepared. At this 
time the conclusions of Turin (structural reforms) must be introduced and the position of 
the Union after enlargement has to be envisaged. Here, the discussions will be governed 
by the economical criteria - mainly by the then current data. If one does not beforehand 
succeed in adopting a strong structure including new decision-making processes, it will 
be a rather problematic period. 



Similarly, recent declarations of rather anti-integrative positions among the first 
candidates of the enlargement clearly show the need of such well-constructed rules
presented in time. 

- This period is also characterised by the beginning of the British presidency. Although 
most experts expect a shift to the more Europe-oriented Labour party after the next 
elections in Britain, the British position will not turn into a "normal European position" 
soon. The changes can be realised only step by step and have to counterwork the 
previous 17 years of anti-European attitudes. But as yet the general elections of the next 
year are by no means decided. 
During the last 8 months of 1998 the European Monetary Institute has to develop inner 
rules of its activity once the single currency has been introduced. This also means that 
clear cut information for all those who will depend on the activities of EM! will come 
rather late. The countries looking for favourable pre-accession strategies need more 
information and particularly well structured information at that, about one of the 
dominant players in the European game. 
Finally, in 2001 the association treaty of the Central and Eastern European states will be 
consumed. There is a need for a new treaty - with or without a clear perspective of EU 
enlargement. Also in the case of re-negotiations it may well be imagined that a consensus 
will not be achieved easily. 

Two other fields that have no restrictions as far as time is concerned may also present 
aspects that are obstacles to European Integration: 

Analytical power needed for developing the European Union is taken into account at 
least in one pillar of the unification process: The common foreign and security policy 
will be developed by creating a new institution aimed at providing analytical aid. 
However, in all fields of European integration and enlargement sufficient analytical 
capacity is needed: In both the EU and the candidate states. On the other hand, some of 
the activities adopted according to the convergence and stability criteria of M,onetary 
Union may endanger the general intellectual capacity of European society and the 
herewith related social cohesion. Also a wide and complex range of ethical and social 
questions is not discussed frequently. 
Recent opinion polls reveal results which do not induce much optimism about the 
possible behaviour of the public - hence of the voters determining the distribution of 
power. The communication among the negotiating entities, between those who are in 
charge of making key decisions and the public, the passage of information through the 
media - these are also structural factors that determine the positive outcome of the 
European integration process. The unfavourable role of arguments that are uniform and 
mostly also very simple cannot only be seen in the case of the yellow press in Britain. 
Europe needs to work out a structure how to present itself and ideas how to transport the 
information to the public in order to clearly present the developments within and around 
the EU. 
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ECONOMIC POLICY FRAMEVORK IN CEEC FOR THE PROCESS OF MOVING 
TOVARDS THE EU 

An International Vorkshop, Prague, November 25,1996 

Session Three :INSTITUTIONAL FRAMEVORK HARMONIZATION IN THE 

PRE-ACCESSION PERIOD 

Prof.Dr. Ludek Urban, 

Charles University, Prague 

Institute of Economic Studies 

Faculty of Social Sciences 

Three points to be discussed 

1. Institutions set up in the Czech Republic in the pre-accession 

period with the task to prepare the country for EU membership, 

including environment surrounding these institutions, 

2. How far has the CR progressed in meeting requirements of the Vhite 

Book adopted by the European Council in Cannes, 

3. To what degree the existing institutional setting of the EU is or 

is not helping the Associated Countries to become member countries of 

the EU. 

1.The CR is a late-comer in the group of countries applying for EU 

membership.In spite of this institutional framework to prepare the 

country for EU membership was established before this date. Ministry 

of Foreign Affairs was entrusted with the task to have permanent 

contacts with EU institutions and to coordinate all activities during 

the pre-accession period. New institutions set up in 1995 : Government 

Committee in charge of European Integration chaired by the Premier 

Minister and the subordinated Vorking Committee. 

Memorandum attached to the Czech application for EU membership 

summarizing the position of the Czech government towards the EU. 

Recent Government Programme ( June 1996 ) on European integration : 

harmonizing economic policy.Forming EU Negogation Team. OECD 

membership of the CR ( 1995 ) and compatibility with EU standards.' 

1 



2. The Vhite Book - a document summarizing EU legislation related to 

the Internal Market.Harmonizing the domestic legislation with EU 

standards should result in full compatibility with Internal Market 

regulations. The main core of the Internal Market legislation consists 

in opening door for four economic freedoms ( free movement of goods, 

services, 

rules. 

persons and capital ) accompanied by strict competition 

The most far-reaching progress 

movement of goods, mainly due 

been done by the preceeding 

in the CR has been achieved in free 

to the fact that much of the job has 

European Agreement. The Vhite Book 

presupposes a far more-reaching liberalization in providing services 

than it is the case in the CR at this moment. Vith the problem of free 

movement of persons the CR will be confronted only after it will 

become full EU member. Barriers on the Czech side. In spite of the 

recent progress in extending convertibility of the Czech koruna 

freedom of capital movements appears to be the most demandind task.No 

special problems are foreseen in harmonizing 

Harmonizing domestic legislation has to 

Czech competition policy. 

go hand in hand with 

improving the competitive position of the economy. 

3. There are two sides of the institutional harmonization: 

1. in the Associated Country, 

2.in the institutional setting and decision rules existing in the 

EU. 

To what degree is the EU prepared to accept new members,given its 

existing institutional framework ( functioning of the EU institutions, 

CAP, structural funds, the EU budget ) ? 

In addition to it : what are the perspectives of ratifications.of EU 

enlargement treaties in individual EU countries ? Even without Eastern 

enlargement the EU too is confronted with a kind od institutional 

harmonization. 

2 
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Savings and investments in transitional countries· 

Introduction 

The CEFTA countries (Central European Free Trade 

Association), which have made the biggest progress in 

transformation of their economies of all Central and East 

European countries, have already overcome the transformation 

crisis connected with a deep fall of production. In all four 

analyzed countries (Czech Republic, Hungary, Poland and 

Slovakia, Slovenia joined them in 1996 only) the bottom of 

the decline of GDP was approximately by one fifth and that of 

industrial production approximately by one third under the 

pre-transformation level. Nowadays, these countries find 
•· 

themselves in the stage of economic growth (Poland 

experienced a fall and the subsequent turn with a one-year to 

two-year lead before other countries). 

At present the question arises, how deep the 

restructuring of production was and how stable and dynamic 

the economic growth based on it can be. The depth of 

restructuring decides the way in which these countries will 

be integrated in international division of labour. The 

restructuring should overcome speedily the handicap suffered 

by these countries in the sphere of central planning, when 

they were integrated in the autarkic COMECON community, 

lagging behind in technologies, organization ·of production 

and all modernization trends. On the other hand, these 

countries have a long industrial tradition and a relatively 

well-educated and qualified labour force, and they are not 

agrarian countries, but on the contrary, overindustrialized 

'The study prepared for PHARE-ACE Project "The Restructuring 
of Production and the Changing Nature of the Enterprise in 
East and Central Europe.'' Published in Prague Economic 
Papers, No. 4, 1996. 
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ones. Unlike the newly industrialized countries (NIC) of 

South-Asia or Latin America, it is ~ot a case of primary 

industrialization, but of overcoming of a one-sided 

misdeveloped ''supraindustrialization'', built on the 

underdeveloped foundations of an autarkic community. 

For the present the integration of the CEFTA 

countries in international division of labour is based on 

a cheap labour force (at least by the European standard) and 

export of low-sophisticated, raw material and energy 

intensive products. (In Poland and Hungary agricultural 

exports play a somewhat bigger role). This orientation does 

not correspond to the perspective possibilities of these 

countries and is at variance to the built social statute of 

the population. 

Consequently, the restructuring and development of 

Central and East European countries (CEEC) in general and of 

the CEFTA countries especially solves a rather different role 

than is the objective of other NIC, which are often compared 

with. However, the gaining of financial funds for 

restructuring both from domestic savings and foreign 

capital - is a task of identical nature. 

The experience of postwar Japan and the present 

''Asian tigers'' shows that the main factor of rapid growth and 

advancement to export efficiency in more sophisticated 

production branches 1s a high rate of domestic savings. An 

important additional factor can be foreign capital inflow. 

For example in the postwar period Japan lagged behind the USA 

and Europe much more in the wage level than in productivity 

of labour. This provided it with big internal accumulation 

possibilities. 

The objective of the following study is to show 

the development tendencies in the rate of investments, rate 

of national savings and foreign capital inflow in the Czech 

Republic in comparison with other CEFTA countries. 

2 

.. 



1. The Starting Economic Level and the Rate of Investments 

The economic level of the CEFTA countries in 

comparison with the EU countries ranged from 29 % in Poland 

to 35-36 % in Hungary and Slovakia and 50 % In the Czech 

Republic and approximately 55 % in Slovenia in 1995 (the 

author's calculation based on the ECP'93 European 

Comparison Programme 1993, see ECP, 1996). If we proceed from 

the present relation of approximately double rate of economic 

growth In the Czech Republic, when compared with the EU 

countries, then we can expect achievement of GDP per capita 

level of USD 15,500 in current prices in the Czech Republic 

in 2000, i.e. about two thirds of the future EU countries 

level (132 % of the level of Greece, 95 % of the level of 

Portugal and 86 % of the level of Spain). This position 1s 

slightly better than that of Portugal or Spain, when they 

entered EU. But in comparison with the prewar level, when GDP 

per capita In Czech countries exceeded that of Austria and 

came close to the level of Belgium of France, this lagging 

behind is still considerable. 

countries, 

on the 

When compared with economically developed 

the economic level of the Czech Republic is based 

below-average productivity of labour with 

above-average working participation of the population. 

Whereas the Czech Republic reached 44 % of the level of 

Austria in its GDP per capita in 1994 (according to ECP'93), 

it was nearly 40 % 1n GDP per employee (in the purchasing 

power parity). The specific ~articipation rate (of population 

in productive age according to the OECD definition) reached 

approximately 78 % in 1995, whereas in the OECD countries 

average it was 70% (OECD, 1996). Notwithstanding a certain 

decrease in the transformation period, the Czech Republic 

ranks together with the Scandinavian countries among the 

leadini countries in the world with- its participation rate. 

The labour intensive nature of economic development is one of 

3 



the factors of low unemployment in the Czech Republic, which 

is often neglected in explanations of this economic 

''mystery''. 

The accumulation possibilities of economy are 

given by the lead of the level of productivity before the 

wage level. If the level of aggregate productivity of labour 

in the Czech Republic was approximately 40 % of that of 

Austria in 1994, the level 

economy reached about one third 

of average wages in national 

(calculation of the author on 

the basis of Statistische Ubersichten, 1996). Consequently, 

there are certain preconditions for a higher rate of national 

savings, ensuring a relatively high rate of investments. 

A dramatic reduction of average real wages in the 

first year of liberalization measures (1991~ by one quarter 

made it possible for the Czech Republic to maintain the high 

rate of investments for the whole transformation period. 

Although average real wages have been rising rapidly in 

recent years - from 1993 to 1995 the annual growth rates were 

4.0 %, 5.3% and 7.7 %, they were still 10 %under the 1989 

level in 1995. The rate of fixed investments was from 27% to 

32 % in the years 1992-1995, which exceed significantly the 

average of the EU countries of 20 %, achieved in the 1990's. 

Among other CEFTA countries also Slovakia has a high 

rate of fixed investments, whereas their rate is much lower 

in Hungary and in Poland. 

Table 1 

Gross Fixed Capital Formation in the CEFTA Countries in 1995 
(in % of GDP, current prices) 

Czech Republic Hungary Poland Slovak Republic 

32.2 20.4 1 7 . 1 29.1 

Source: Statistical Bulletin of CESTAT, No. 2, 1996. 
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The CEFTA countries need to reach the economic 

growth rates of at least 5 % to ~ % annually in order to be 

able to overcome the underdevelopment in econom1c level 1n 

the foreseeable future of one generation. Economic growth 1s 

ultimately driven by investment. There is no case of record 

of a country consistently achieving top growth rates without 

also logging one of the highest rates of investments. Less 

well appreciated is that high investment must be financed by 

·high savings. Drawing on ·foreign saving, as reflected 1n 

current account deficits, is becoming relatively easy for the 

CEFTA countries (especially for the Czech Republic and 

Hungary), yet this source of financing remains small relative 

to the amount of investment required for significantly better 

than average economic growth. Thus, most investment must be 

funded domestically. To obtain top growth rates, domestic 

savings must move from 25 % to 30 % of GDP. , 

2. National Savings 

In the Czech Republic, its financial funds changed 

for the benefit of an increasing rate of national savings and 

decreasing drawing from its re~erves in inventories in the 

course of the years 1993 - 1995 along with the increasing 

rate of investments. Since 1995 the contribution of foreign 

resources has gained a big importance. We can expect that in 

the further development the rate of investment will stabilize 

or even decrease moderately, and the contribution of foreign 

resources can be kept On the reached level or even increased 

slightly in the course of several coming years. The drying up 

source of drawing from formerly excessive reserves in 

inventories should be replaced by support of further growth 

of domestic savings. 
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Table 2 

Financial Resources of Gross Fixed Capital Formation 
1n the Czech Republic in 1993-1995 

(in% of gross disposable national income, current prices) 

1993 1994 1995 

Gross fixed capital formation 27.0 29.9 31.8 
Gross national savings' 18.7 20.3 23.6 
Drawing from inventories** 8.7 9.5 
Current account balance''' -0.4 0. 1 

'The difference between gross disposable national income 
and final consumption (private and public). 

'' The decrease of stocks of inventories. 
"'The surplus minus, the deficit plus. 

Source: CSO, own calculations on the basis of national 
accounts statistics. 

4. 1 
4. 1 

The amount of the capacity effect of the nowadays 

realized investments and their returnability will show itself 

only with a certain time interval. A big por"tion of the 

nowadays started investments of the infrastructural character 

- in energy industry, telecommunications, railway transport 

corridors and motorways, oi 1 pipeline, etc. has 

a relatively long returnability. These investments, without 

which an overall modernization of economy cannot be put 

through, are one of the fundamental reasons of a higher rate 

of investments in comparison with the standard developed 

market economies. The changes in the microeconomic company 

sphere are slower and there is a large number of 

uncertainties. For these reasons investments 1n the 

manufacturing industry were less dynamic_- they even fell 

down by 10 % in 1995 and only in the first half 1996 they 

increased by 21.2%. 

The present high rate of investments creates one 

the basic preconditions for elimination of the previous 

lagging behind. If .it will be supported not_ only by 

a continuing foreign capital inflow, but also by an 

increasing rate of domestic savings, the stability of 
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econom1c development in a longer perspective will not be 

endangered. The existing rate of national savlngs in the 

amount of less than 24 % is higher than in the EU countries, 

where it is about 20 %. However, the needs of restructuring 

and modernization of economy requ1re its maintenance or oven 

further increase. 

Among the CEFTA countries Slovakia has the highest 

rate of domestic savings - it was 32% in 1995, whereas both 

Poland and Hungary have a considerably lower rate of domestic 

savings - 15 and 13 % respectively in 1994. As a result of 

the packet of austerity measures in Hungary in 1995 we can 

expect its more considerable increase with a decline of the 

balance of payments deficit from the 

4.1 billion) in 1994 to the level of 

level of 9.8 % GDP (USD 

6 % or 7 % GDP (USD 2.5 

billion in convertible currencies). Simultaaeously the lead 

of the "dollar" wages 1n Hungary before the average wage 

level 1n other CEFTA countries has slackened. 

Table 3 
Gross Domestic Savings in the CEFTA Countries in 

1994-1995 (in per cent of GDP) 

Gross Capital Balance of Total 
Formation 

1994 
Czech Republic 20.5 
Hungary 22.2 
Poland 15.9 
Slovak Republic 23.2 

1995 
Czech Republic 28.0 
Slovak Republic 28.3 

• In the CR and SR the total balance, 
Hungary convertible currencies 

Current Domestic 
Accounf• Savings 

- 0. 1 20.4 
- 9.4 12.8 
- 1 . 0 14.9 

4.8 28.0 

- 4. 1 I 23.9 
3.7 32.0 

in Poland and 

Source: International Financial Statistics, 1996; 
Statistical Bulletin of CESTAT, No. 2, 1996; 
own calculations based on national accounts statistics. 
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The domestic savings over 30 % are only in Asian 

countries - Japan, Thailand, Indonesia; China has reached 

even 40 % and the peak in Singapore has even been 47 %. Among 

European countries the rate of domestic savings over 20 % in 

1994 could be observed only in Germany (21.3 %), Austria 

(24.7 %), the Netherlands (24.4 %), Portugal (22.5 %), Norway 

(21.9% in 1993) and Switzerland (29.6% in 1993), an extreme 

case is represented by Luxembourg with the rate of 46.6 %. 

3. The Foreign Capital Inflow and Foreign Direct Investments 

The net foreign capital inflow amounted to USD 

8.2 billion, i.e. 17.4% of GDP in the Czech Republic in 

1995, whereas in the years 1993 and 1994 it was 9.7 %and 

9.4 % of GDP, respectively (Macroeconom_ic Analysis ... , 

1996). If we compare these data with the ''peak'' reached by 

other emerging markets, then it is an enormous volume of 

inflow even in international scale. For example, the peaks in 

Chile amounted from 8 % to 10 % of net inflow to GDP, in 

Egypt 8.5 %, in Mexico 8 % to 10 %, they were higher in 

Thailand - 11 % to 13 %, and in recent years probably also in 

Peru. 

Among the CEFTA countries a relatively high net 

foreign capital inflow was exceptionally 1n Hungary in 1993 

- USD 6.1 billion, i.e. 15.7 %. However, in 1994 this inflow 

has already dropped to USD 3.3 billion. This country has 

a constant rela~ively high gross inflow, which is, however, 

used for foreign debt service - repayments and interest so 

that it cannot be used for the development purposes 

(International Financial Statistics, 1996). 

was almost 

until 1995; 

enhancement 

In the 

fully 

only 

of 

Czech Republic the foreign capital inflow 

sterilized in foreign exchange reserves 

in 1995 it was used to a larger extent for 

investment resources. Official foreign 

8 



exchange reserves amounted to the peak 30 % of the annual 

volume of GDP in January 1996 before widening of the 

exchange rate fluctuation band. Untill the first quarter 

1996 the high surplus on the balance of payments capital 

account made it possible to keep deficit on the current 

account without any bigger problems. But still, the current 

account deficit, which is estimated to reach over 5 % of GDP 

(USD 2.8 billion) in 1996, is the most acute problem of the 

Czech economy. In the first quarter 1996 this deficit {USD 

0.5 billion) exceeded at first the capital account surplus 

{USD 0.05 billion). 

The adequacy of foreign resources utilization 

depends on effectiveness and returnability of the present 

real investments, which are conditional on the change of 

behaviour of corporate management after •privatization to 

a large extent. A big rise of foreign direct investments, 

which amounted to USD 2.5 billion in 1995, shows that a large 

portion of the risk is taken over by foreign entrepreneurs 

and financial institutions, as well. Other components of 

foreign capital inflow will be repaid within a certain time 

interval after the capacity effect of new investments will 

have manifested itself. 

Globally, the share of the Central and East 

European countries in foreign direct investments (FDI) is not 

very big. Although it had grown continuously from the almost 

zero level in 1989, it was about 5% in 1995 (including the 

former Soviet Union countries). 

In the CEFTA countries including Sloven1a the FDI 

inflow amounted to USD 10 billion in 1995, and the total 

stock was USD 28 billion at the end of the year. In this year 

the volume of FDI inflows increased by 2.5 times in 

comparison with the previous year, especially thanks to 

a rapid growth in the Czech Republic and also in Hungary, to 

a smaller extent also in Poland. A low volume of FDI in the 
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Slovak Republic stagnated, and In Slovenia, which accumulated 

FDI formerly, a decline could already be observed. (Also in 

the former Soviet Union countries the FDI inflow doubled in 

the same year, but in total it amounted to only USD 3 

billion). 

Table 4 
Total and per Capita FDI In the CEFTA Countries in 1995 

Inflow Stock 

total per capita total per capita 
USD bn USD USD bn USD 

Czech Republic 2.6 248 5.9 573 
Hungary 4.6 447 13.3 1298 
Poland' 2.5 65 6.8 177 
Slovak Republic 0.2 34 0.7 137 
Slovenia 0.2 99 1...4 729 

'Only projects with at least USD 1 mn capital 

Source: Balance of payments (Central banks of the CEFTA 
countries), national statistical data, The Vienna 
Istitute Monthly Report No.l, 1996. 

A rapid growth of FDI inflows in the Czech 

Republic, Hungary and Poland in 1995 resulted in the highest 

inflow in their history. This result was influenced by the 

political and economic stability of the above-mentioned 

countries. In this year state enterprises were sold 

frequently to foreign investors within the framework of 

privatization (for example Telecom in the Czech Republic) and 

investments into ventures established earlier followed. 

From the total FDI stock in the CEFTA countries 

Hungary received 47 %, Poland 24 %, Czech Republic 

Slovenia 5 % and Slovakia less than 3 %. The low share 

21 %, 

of the 

Slovak Republic in FDI inflows and stocks is connected rather 

with political than economic reasons. This country seems to 

be a less stable environment for foreign firms in spite of 

its relatively good macroeconomic results. 

10 
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a certain change to better can be expected in the next years. 

Hungary with the highest share of FDI stock has at 

the same time also the highest share of firms owned by 

foreign owners. Of nominal capital in manufacturing companies 

foreign owners control one third, whereas domestic private 

owners and the state control one third each, as well. In the 

Czech Republic this ratio 1s reverse for the benefit of 

domestic owners, who control 68 %, whereas foreign owners 6 

% only and the state 26 %. 

The composition of FDI by investing countries 

shows Germany 1n the first place in the FDI stock 1n the 

Czech Republic and Hungary, in Poland it is the USA, 1n the 

Slovak Republic Austria, in Slovenia Croatia. By economic 

activities the largest FDI in the Czech Rep~blic are in the 

car industry and consumer goods and tobacco, in Hungary in 

the manufacturing industry as a whole, in Slovakia besides 

the manufacturing industry also trade stands out, in Slovenia 

electricity, gas and water supply. 

FDI remain only a supplementary source of 

investments to national savings, its contribution to solving 

the problems of capital shortage in the CEFTA countries is 

rather limited. Besides direct contributions of FDI there 

exist, however, also indirect contributions, which can be 

even more significant. 

5. Conclusions 

The financial funds for restructuring differ in 

individual CEFTA countries very much. Hungary and Slovakia 

are to be found in the opposite extreme positi~ns. Both these 

countries have approximately the same economic level and find 

themselves between the highest level of the Czech Republic 

and the lowest level of Poland. But the rate of their 

1 1 



domestic sav1ngs and the foreign capital inflow differs 

diametrically 1n opposite directions. The resulting different 

possibilities of development investments influence also the 

differing possibilities of their further economic growth. 

Slovakia has the highest rate of domestic sav1ngs 

of all CEFTA countries - approximately 32% of GDP in. 1995, 

and the rate of fixed investments - 29 % of GDP - is the 

second highest after the Czech Republic. At the same time 

this country has been the least attractive for foreign 

capital so far. The surplus of the balance of payments 

current account was very high 1n 1995 (3.7% of GDP) and 

there 1s the lowest FDI inflow per capita- inflow USD 34, 

stock USD 137 in the same year. The Slovak economy keeps high 

domestic accumulation resources thanks to a relatively low 

level of wages, influenced by their real detline in 1991 by 

one quarter and by further decline after devaluation of 

Slovak koruna 1n July 1993 and the low growth in the first 

years after the split of the state. The Slovak labour force 

is relatively the cheapest one of all CEFTA countries. Thanks 

to export of raw materials and seminifinished products the 

Slovak economy has kept its export performance untill 1996, 

although it lags behind most 1n export of sophisticated 

products. As a result of the given macroeconomic relations it 

reaches the most rapid economic growth among the CEFTA 

countries (7.4 %in 1995). In 1996, however, Slovak export 

performance has worsed rapidly. 

Hungary has the lowest rate of domestic savings 

-only 13% of GDP (1994). Even the high foreign capital 

inflow, which results in large deficits of the balance of 

payments .current account (9.4 % of GDP in 1994) does not make 

possible a too high rate of investments, because a big part 

of this deficit - about 3 percent points - is absorbed by 

repayment of interest from high foreign indebtedness and by 

other items, which do not serve to economic development. That 

is why the rate of fixed investments is only 20 % - the 
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second lowest after Poland. But a high commitment of foreign 

firms controlling the largest share of domestic capital (one 

third in the manufacturing industry) serves to restructuring. 

It has the highest FDI of all CEFTA countries - inflow USD 

447 per capita, stock USD 1,298 per capita (1995). Economic 

growth 1s the slowest in Hungary as a result of these 

macroeconomic relations -about 2.5 % annually in the years 

1994 - 1995 on average. 

Poland has also a relatively low rate of domestic 

sav1ngs only 15 % in 1994, and the balance of payments 

current account is relatively well-balanced (minus 1 % in the 

same year). FDI per capita are not very high- inflow USD 

65, stock USD 177 in 1995. The rate of fixed investments 1s 

the lowest of all CEFTA countries in Poland -only 17% of 

GDP. The Polish labour force is cheaper than the Hungarian 

one and it does not 

level. At the same 

economic level among 

58 % of the 

Notwithstanding 

level 

the 

differ very much from the Czech wage 

time Poland proceeds from the lowest 

the CEFTA countries, it reached only 

of the Czech Republic in 1995. 

low rate of investments, Poland has 

experienced the highest rate of economic growth for several 

years- the GDP growth was 5.2% in 1994 and 7.0% in 1995. 

It seems that there are considerable noninvestment resources 

of economic growth and that the investment already realized 

are utilized effectively. 

The Czech Republic has a "medium" rate of domestic 

savings - 24% of GDP in 1995, and the characteristic feature 

is that the current domestic savings are supplemented with 

drawing from accumulated reserves in inventories (8 % to 

9% of GDP in the years 1993 1994, 4% in 1995). Since 

1995 the domestic financial sources of investments are 

supplemented also by a significant foreign capital inflow. 

The current account deficit amounted to 4 % of GDP in the 

given year and is expected to be 7 % in 1996. FDI per capita 

are the second highest after Hungary - in 1995 inflow USD 

13 



248, stock USD 573. Labour force still belongs - after 

Slovakia - to the cheapest ones among the CEFTA countries 

thanks to a deep decline of real wages in 1991 by one quarter 

(in 1995 the average real wages did not reach the 1989 

level). But in recent years the real wages growth was very 

rapid (5.3% 1n 1994, 7.7% in 1995). About 9% are predicted 

for the year 1996), what endangers the maintenance of a high 

rate of savings in the corporate sector. 

The combination of relatively high domestic 

resources supplemented with foreign ones makes it possible to 

finance high investments in the Czech Republic. The rate of 

fixed investments is the highest here among th~ CEFTA 

countries - it amounted to 30 %of GDP in 1994 and even to 

32 %of GDP in 1995. In 1996 the high rate of investment 

growth continues. A big portion of these investments goes to 

infrastructure - oil pipe line, motorway, ~ailway corridor, 

desulphurization of power stations, construction of atomic 

power station, telecommunications. These investments 

necessary for modernization of economy, have a relatively 

long returnability. Only a little over one half of 

investments went to the manufacturing industry in 1995. 

Consequently, only an insufficient part of total investments 

is left for new technologies and restructuring of obsolete 

production capacities so that after privatization a big boom 

1s expected here, which should be supported by economic 

policy, as well. From the entrepreneurial sphere there are 

more and more requirements especially for more rapid 

deductions of new investments from the tax base. 

As a result of these factors the Czech Republic 

reaches only medium rates of economic growth 4.8 % in 

1995, 4.3 % in the first half 1996, 4.8 % is expected in the 

whole year 1996 in the revised forecast. Not much higher 

rates, slightly over 5 %, are predicted also for the coming 

years. 
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Vintrova Ruzena, Czech Statistical Office, Prague 

Financial Resources of Restructuring 

The integration in European market of the countries associated to EU is 
based on a cheap labour force (at least by the European standard) and export of 
low-sophisticated, raw material and energy intensive products for the present. In the 
framework of the PHARE-ACE project we have studied the possibilities of the CEFTA 
countries to overcome such an international division of labour corresponding neither 
with long industrial and educational traditions nor with the perspective comparative 
advantages of these countries. The gaining of financial funds for modernization and 
restructuring - both from domestic savings and foreign capital - is one of the main tasks. 

The CEFT A countries need to reach the economic growth rates of at least 
5% to 6% annually in order to be able to overcome the underdevelopment in economic 
level. The highest GDP per capita, which was achieved in Slovenia and in the Czech 
Republic, amounted only 56% or 53% of the EU average, respectively, in 1995 
(measured in PPPs, extrapolated on the basis of ECP '93 by the help of GDP deflator 
differentials). 

Economic growth is ultimately driven by investment. There is no case of 
record of a country consistelltly achieving top growth rates without also logging one of 
the highest rates of investments. High investments must be financed by high savings. 
Drawing on foreign savings, as reflected in current account deficits, creates an additional 
resource only. The current account deficits, which are the ticklish problem in all the 
CEFTA countries at present (in the Czech Republic especially), are closely connected 
with financing of real investments. 

The Czech Republic has the highest rate of investments among all the 
CEFT A countries in I 993- I 996. In 1995 the rate of gross fixed capital formation in GDP , 
reached 3I%, in I996 is expected to be 34%. Also the Slovak Republic recorded high 
rate (29% in I995), while Poland's and Hungary's rates were much lower (17% or 20% 
respectively in the same year). 

While the rate of investments in the CR is comparable with the rates reached 
by "Asian Tigers", the same is not true for the rate of domestic savings. In 1995 the 
gross domestic rate of savings reached 25% of GDP and in I 996 is expected to be a little 
lower. Compared to EU average (reaching less than 20%) or to Poland and Hungary 
(13% or 15% respectively, in 1994) it represents a higher rate, while in comparison with 
South-East Asian countries, reaching around 30% rates, it represents an average value. 
Among the CEFTA countries only Slovakia reached higher rates (32%in 1995). 



To achieve higher domestic savings is not easy in European conditions, 

taking into account the usual level of social guarantees. The rising part of real 

investments must be financed by foreign savings, i.e. deficits of current account In the 

CR the deficit amounted to 2.9% of GDP in 1995 and nearly 7% in 1996. An 

extraordinary high foreign capital inflow accumulated in last years - with the peak in 

1995 amountin.g to 17.4% of GDP - will enable to finance the deficit in the short-term. 

But serious complications could appear in the medium-term, if the deficits of current 

account would continue and the returnability of new investments in production and 

exports would take a longer term. 

The composition of the new real investments does not guarantee their 

short-term or medium-term return ability, because a great part of them is connected with 

modernization of infrastructure In the Czech Republic the share of investments in 

transport and telecommunications together with investments in energy branches took 

46% of the total investments in the enterprise sector; this share lowered to 36% in the 

first half of 1996, while the share of manufacturing grew from 33% to-38% in the same 

period 

The great shares of investments in infrastructure are in harmony with the 

tendencies described in the "White Book" of EU. These tendencies hardly could be 

postponed while approaching to the 21st century. However, the individual countries are 

not able to finance them without foreign capital inflow. The greatest FDI stock per 

capita among the CEFTA countries was recorded in Hungary, on the second place was 

Slovenia. The Czech republic occured on the medium third place (before Poland), the 

Slovak republic on the last place. The conditions for gaining a stable (medium-term) 

capital inflow in different forms - not only FDI - should be prepared in the economic 

policy package of the individual countries with the help of the EU authorities. 
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Industrial Restructuring in Central and Eastern Europe and 

Emerging Trade Specialization Patterns 

by Peter Havlik, 7he Vienna Institute for Comparative Economic Studies (W/111\1 1 

I. Industrial structural change 

October 1996 

Industry used to be the favoured sector in the CEECs. Its share in GDP was much higher than in 

comparable Western economies and its structure differed as well. The major reasons for the existing 

structural differences were, of course, that in the pre-1989 period production patterns were decided by 

planning authorities instead of the marl<et. Moreover, trade with marl<et economies was relatively small 

and trade with other socialist countries was determined by the peculiar rules of intra-CMEA division of 

labour. The lack of internationalization led to a decoupling from the technological progress and 

associated structural changes in the West. 

At the aggregate level, the share of CEEcs· industry in GDP dropped from 30-40% at the beginning of 

the transition to some 20-30% at present. The adjustment process has been highly uneven, with 

manufacturing usually affected more than mining and quanying. During 1990-92, industrial production 

shrank by double-digit annual rates in most CEECs. Production hit the bottom first in Poland (in 1991, 

after dropping by 30% as compared with 1989). In 1993, Hungary and Rom1lnia followed suit, with the 

remaining CEECs· returning to growth in 1994. Their cumulated production decline was even higher than 

in Poland - almost 40% in the Czech Republic and more than 50% in Bulgaria and Romania. The 

recovery is now well underway in most CEECs - industrial output has been growing by 7-8% per year on 

average during 1994-95. Still, except for Poland in 1996, none of these countries have yet reached the 

pre-reform production level. 

Industrial restructuring has been accompanied by'substantial layoffs of redundant worl<ers. Between 

1989 and 1994, employment in manufacturing industry dropped by 23% in Poland, by 30% in the Czech 

Republic and in Romania, by more than 40% in Hungary and Slovakia. Some of these wor1<ers have 

found new jobs in services, but a large number became unemployed. With the notable exception of the 

Czech Republic, CEECs' unemployment rates soared from virtually zero to about 12% of the labour 

force in 1996. Labour productivity has been growing rapidly in all CEECs. Despite serious data problems, 

there is little doubt that labour productivity in industry improved substantially compared to the pre-reform 

period; in Hungary, Poland, Slovenia and Bulgaria the 1995 productivity levels already exceed those of 

the year 1989. In 1996, growth of production in the region slowed down somewhat, but _labour 

productivity has continued to improve impressively in all CEECs - even in countries with relatively low 
(or negative) production growth such as Hungary, Slovenia and Bulgaria. This indicates that there are 

still considerable efficiency reserves and that the expected growth of industrial output will not lead to the 

creation of too many new jobs in this sector. 

Structural differences between CEECs and West European countries 

In the following, we will compare the industrial structures in the CEECs with those of certain groups of 

Western countries in 1989 and then analyse the changes that took place thereafter. Although the 

deviations were significant for all CEECs compared to EU-North (UK, France, Germany, Belgium) arid 
EU-South (Spain, Greece, Portugal), they were surprisingly low and do indeed compare well with the 

structural differences among West European countries. Differences in the industrial structures between 

1) 
This paper is an amended version of an article prepared by the WHW for the Panorama of EU lndu!itry 1997. 



CEECs and West European countries being relatively moderate, the adjustment of CEEC branch 

structures at a rather broad level of indushial classification could not be considered the major obstacle to 

catching-up with the West European countries within a reasonable time span. On average the output 

structures of CEECs deviated more from the EU-North than the EU-South, as can be expected from 

their respective levels of development. Moreover, CEECs generally show greater deviations of their 
employment structures than of their output structures from the West, especially from the South 

European countries, indicating differences in productivity (manning) levels. From all CEECs analysed, 

Czechoslovakia appeared to be the most distorted economy with regard to the West in 1989, while 
Hungary and Poland seem to deviate least. This corresponds to other studies which point to the fact that 

Czechoslovakia was missing out on two important waves of restructuring to be observed in the other two 

countries around 1968/69 and following the first oil crisis in 1973. 

At the individual branch level, the individual comparisons of the shares of a certain industry in output or 

employment (at the 3-digit ISIC level) in a CEEC with the same industry in EU-North and EU-South 

reveal for 1989 the following 'structural surplus' or 'structural deficit branches' of the CEECs as compared 

to the two groups of Western countries under consideration: 21 

- a general overhang of heavy industry in the CEECs compared to EU-North as well as EU-South; 

- a relative surplus of CEECs in food production and light industries such as textiles, clothing etc. 

compared to EU-North, but a deficit in these industries compared to EU-South; 

- on the other hand a pronounced structural deficit of CEECs in sophisticated engineering compared 

to EU-North, but a surplus in these industries compared to EU-South (see Graph 1 below); 

- a general structural deficit of CEECs in the paper industry and in printing and publishing, due to less 
advertising, wrappings etc. and to some degree to the limited freedom of the press in socialist 

countries. 

This pattern was accentuated or weakened through the role played by natural resources (e.g. coal in 
' Poland, tobacco in Bulgaria, agriculture in Hungary).or specialization in the CMEA division of labour (e.g. 

mechanical engineering in Czechoslovakia and electrical engineering in Hungary and Bulgaria). In 

general, our results indicate that the level of industrial development in the CEECs in 1989 can be located 
somewhere between the more advanced (northern) and the less advanced (southern) EU countries. 

The period after 1989 was subdivided into two periods, 1989-92 and 1993-94. The first period was 

characterized by a transformational recession in most CEECs, while in the second period recovery 

gained momentum, setting the stage for adjustment under growth. Especially in the first years of the 

transition, employment and output structures have been changing very rapidly compared to the West 
European countries in the same period, but also compared to those periods, when rapid structural 

change in West European countries was taking place, e.g. after the first and the second oil shocks, or 

when individual countries had to prepare for and/or adjust to EU membership. We can perceive that the 

CEECs' output structure was drifting away from EU-North in the early years of the transition, which was 

only partly compensated by convergence later on. Seen over the whole period 1989-94, output 

structures diverged further from EU-North in all CEECs investigated. In the Czech Republic, Hungary. 

and Poland output structures converged towards EU-South; in Slovakia and Romania they diverged 

from both groups of countries. Employment structures in the CEECs were generally diverging less than 

output structures from EU-North in the first years of the transition and they even converged to EU-North 

in Bulgaria, Slovenia and Romania. With regard to EU-South, the convergence of employment 

Z) The detailed figureS are not printed in this article, 'but can be supplied on· request. 
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Graph 1: Output shares of selected labour-intensive and sophisticated 
engineering branches in CEECs compared to the West 
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structures was yet more pronounced and valid for all CEECs. Tl1is migi1J imply lllat relative factor use 

reflected the convergence with production processes used in 111e West. 

Tl1e growing divergence of output structures from EU-North in the eany years of tt1e transition was. in 
general. due to furtl1er specialization along existing patterns, mainly in resource-intensive branches sucll 

as food industries (e.g. Hungary and Poland) and refineries (e.g. in S/ovakia and Hungary), where major 

surpluses towards the West had already existed in 1989. Sometimes existing structural deficits towards 

the EU-North in the more sophisticated engineering branches have increased, mainly because of the 

loss of CMEA markets. as illustrated by the production of busses in Hungary or the mechanical 

engineering industry in Czechoslovakia (see Graph 1 ). For many industries, however, structural 

surpluses and deficits were reduced, indicating that a process of convergence in the direction of the 

more advanced market economies had started. although it did not yet show up in the aggregate 

measure. Prominent examples are the reduction of surpluses in the iron and steel industry and tt1e 

reduction of deficits in the manufacture of paper and paper products and in printing and publishing, wl1icl1 
is partly due to extensive foreign direct investment in these sectors. 

In the period after 1992, adjustment towards EU-North took place in Hungary and Poland at a broad 

sectoral level, while in the Czecl1 Republic specialization along existing patterns continued in the 

important production of basic metals and the fabricated metals industry, including steel (DJ) 31, as well as 

in mineral products. including glass and ceramics (DJ). Also, the existing deficit in transport equipment 

(OM) was increased. In Slovakia, continued specialization in steel was of even greater importance and 

was the main cause for Slovakia's industrial structure diverging further away from EU-North at the 

aggregate level. In Romania, structural deficits were reduced at a broad industrial level, but existing 
structural surpluses in several important light industries such as textiles (DB), leather (DC) and 

manufacturing n.e.c. (ON) were increased. 

The changes of CEECs' industrial patterns compared to EU-South widely mirror the developments with 

regard to EU-North; a presentation of the structural surpluses a~d deficits of two major groups of 

industries, some labour-intensive industries (DB and DC) on the one hand and some capital- and 

technology-intensive industries (OK, DL and OM) on the other, with regard to EU-North and EU-South 

are given in Graph 1. In general, existing surpluses in the more sophisticated engineering branches were 

reduced, especially in the ear1y period of the transition, with very rew exceptions, such as mechanical 
engineering (OK) in Hungary;'1 also existing structural surpluses in iron and steel were reduced in most 

countries. But the deficits in the food industry (DA) and in pulp, paper and paper products (DE) were 

reduced as well. In most CEECs, the food industry even developed into a surplus industry vis-a-vis the 

EU-South; an important exception in this respect is Slovakia, were the food industry remained in a major 

deficit posijion. Concerning the tabour-intensive industries, the picture is quite different for Hungary, 

Poland, the Czech and the Slovak Republics on the one hand and Romania and Bulgaria on the other. in 

the first group of countries, existing deficits in textiles and textile products (DB) and leather and leather 

products (DC) were increased during the transition, while in the second group the existing deficits were 

reduced. tn Romania the considerable deficits were reduced very slowly, but continuously. A special 
case is Stovenia, where the available figures for empl9yment indicate an increase of the existing surplus 

in textiles and footwear, but a widening of the defictt in wearing apparel vis.,a-vis the Southern European 

countries. However, specialization on labour-intensive prod~cts as suggested by the internationally 

3) 
Letters in brackets refer to the 2-diglt NACEr.ev. 1 terminology. 

4) 
After 1992, when Tungsram started production under new ownet-ship, Hungary has also increased the surplus in electrical 
engineering again. 
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extremely low labour costs might have taken place at a less aggregated level, not reflected 1n our 

results. 51 

Our findings on industrial restructuring confirm the overall obseiVation that apart from certain general 
trends, the individual CEECs have started to develop along different lines. 

11. Restructuring and emerging trade specialization patterns 

Foreign trade has been one of the areas most affected by the turtlulent political, institutional and 

economic changes in the region. Traditional exchanges largely collapsed after the end of communism 

and the dissolution of old trading arrangements within the CMEA. Trade liberalization measures, such as 

the abolition of the state foreign trade monopoly and the introduction of current account currency 

convertibility, were introduced as parts of the stabilization reform packages. The latter included in most 

cases substantial currency devaluations which affect emerging specialization patterns as well. Domestic 

liberalizations have been paralleled by the West with a suspension of most quotas on Central and East 

European exports, their inclusion in the GSP system and, last but not least, by tariff concessions for 

industrial products contained in the Association Agreements with the EU. 

Initially, expansion of trade with the West (especially with the EU) occurred against the background of 

stagnating (respectively declining) overall trade, implying huge regional trade shifts61 By 1995, after the 

accession of Austria, Finland and Sweden, some 40-70% of CEEC trade is conducted with the enlarged 

EU(15). Although the CEEC market share in the EU more than doubled, only some 6% of (extra) EU 

imports came from the CEECs in 1994 and CEEC markets are still only marginally important for the EU. 

This asymmetry has manifold implications since any trade measure, be it liberalization or restriction, or 

the slower growth of Western demand, has a disproportionately greater impact on the CEECs than on 

the EU. 

Rising trade deficits have been another feature of CEECs' trade developments. In 1995, the combined 

CEEC trade deficit exceeded USD 15 bn, mainly on account of Poland (USD 6.2 bn), the Czech 

Republic (USD 3.6 bn) and Hungary (USD 2.6 bn). In manufacturing industry trade. the previously 

balanced trade with the EU has turned into a deficit of some ECU 5 bn in 1993/94. The largest deficits 

were again incurred by Poland (ECU 1.9 bn), the Czech Republic (ECU 1.5 bn) and Hungary (ECU 1.3 

bn). This happened as these countries were beginning to recover from the transformational recession 

and their imports were growing faster than exports. Apparently, the EU trade liberalization measures and 
even the asymmetry of the Europe Agreements (faster tariff reductions by the EU) could not offset the 

generally low export competitiveness and supply-side bottlenecks, respectively, of CEEC economies. 
Large CEEC trade deficits are hardly sustainable and might represent one of the major constraints on 

economic growth in the medium and long run. 

Apart from huge increases in volume. there have also been considerable changes in the commodity 

structure of CEEC manufacturing industry trade. The composition of CEEC manufacturing industry 

imports underwent a radical change after 1989 and the structure of import demand (from the EU) is now 

very similar to the general structure of EU exports. On the other hand, adjustment on the CEECs' supply 

side was much less dramatic. The most pronounced structural shifts occurred in Romania and Bulgaria, 

5) 

6) 

One straightforward example is the production of textiles and textile products (DB) in Hungary: the more detailed analysis at 
the 3-digit I SIC-level, available until1992, reveals that the increase of this deficit was due to the increasing deficit in textiles, _ 
whereas the deficit in the usually more labour-intensive production of apparel was reduced significantly. 

The regional trade shares, especially the ones for Bulgaria, are affected by the unrealistically. 'high valuation of the transferable 
rouble used in intra-CM EA transactions as compared to the US dollar. Stovenia has recorded an exceptionally large share of 
trade with the EU since the mid-1980s- more than 50% in 1989. 
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the lowest in the former CSFR (especially in the Czech Republic as data for 1993-94 suggest). Most 

CEECs still display a rather different export pattern as compared with the structure of overall EU import 
demand. However, there is a convergence of the Czech, Slovak, Slovenian and Hungarian export 

structures to the EU to the general patterns of EU import demand whereas in the case of Poland, 
Bulgaria and especially Romania the export structures move away. 

A comparison of the similarity in export structures among the CEECs reveals yet another aspect of 

structural adjustment. The structures of Czechoslovak, Hungarian and Polish exports to the EU became 

more similar between 1989-94 while they were increasingly diverging from the export structures of 

Bulgaria and Romania. Especially the Czechoslovak and Hungarian export structures became very 

similar. This suggests that these countries (and some EU countries - e.g. Austria) might increasingly 

compete on the same product markets. On the other hand, the Bulgarian, Romanian and partly also the 
Polish export structures again seem to evolve in a different direction. The emergence of at least two 

groups of countries within the CEEC region with substantial differences in industrial specialization is 

therefore clearly visible also in their varying export specialization on EU markets. 

CEEC comparative advantages now and in future 

Recent studies have discerned general CEEC export specialization patterns: away from capital-intensive 

branches towands labour-intensive industries, while the generally huge gap in the representation of skill

and R&D-intensive industries in exports somewhat declined in Hungary and Czechoslovakia. 71 

Nevertheless, at the detailed industry level there are many exemptions to this general rule. An analysis 

of CEEC market shares in the EU reveals that between 1989 and 1994 the following industries reconded 
the largest 'competitive gains': iron and steel (NACE 221), non-ferrous metals (224), cement (242}, 

petrochemicals (252), tools and finished metal goods (316), insulated wires and cables (341), electrical 

machinery (342), motor vehicles (351), knitting industry (436), footwear (451) and clothing (453).81 These 

industries have enjoyed the biggest absolute market share increases in most CEECs, either over the 

whole period 1989-94 or, after incunring initial losses at the beginninq of the transition, consolidating their 

exports from 1992 and regaining market shares in tl)e EU afteiWands. On the other hand, there has been 

a number of industries incunring 'competitive losses', again either over the whole period 1989-94 or, 

suffering from a sort of adverse restructuring effect, only after 1992. Clear losers were in most CEECs 

the meat industry (412) and dairy products (413}, as well as boilermaking (315), plant for mines, iron and 

steel (325) and animal and poultry foods (422) in some CEECs. 

A tentative decomposition of the market share analysis into two periods (early transition: 1989-92; 
restructuring and recovery: 1993-94) helps to identify those CEEC industries which are competitive and 

important (as measured by the largest absolute market share gains}, taking into account both positive 

and negative effects of restructuring. In this way, we can identify as competitive not only industries with 

the largest market share gains during the whole transition period 1989-94, but also such industries that 

have apparently successfully restructured after the initial transitional setback. Examples of industries 
which successfully restructured are sawing and wood processing (NACE 461) in the CSFR (Czech 

Republic}, other basic chemicals (253) in Hungary, radio and TV receivers (345) in Poland, and 

petrochemicals (252) in Bulgaria and Romania. On the other hand, clear losers with adverse 
restructuring effect were e.g. boilermaking (315) in the Czech Republic, plant for mines, iron and steel 

(325) in Slovakia, glass and glassware (247) in Hungary, motor vehicles (351) in Poland, animal and 

poultry foods (422) in Bulgaria as well as structural metal products (345) in Romania. 

7 ) 

8) 

See Landesmann, M.A. (1995), "The Pattem of East·West European Integration: Catching Up or Falling Behind?"', WIIW 
Research Reports, No. 212, January. · 

Competitive gain is here defined as the gain in the market share weighed by the value of exports of a particular industry in the 
base year. For details, see Havtik, P., "CEEcs· Export Competitiveness in the Manufacturing Industry". WIIW draft study, 
Vienna, October 1996. 
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What are the characteristics of the most important CEEC export industries? Can we find out some 

distinct specialization patterns apart from the general features described eartier? For example, clothing 

(NACE 453)- the most labour-intensive of all industries- recorded the largest absolute competitive gain 

in the CEEC region as a whole 91 But also, e.g., the highly R&D-intensive electrical machinery industry 

(342) gained a lot, especially in Czechoslovak, Hungarian and Polish exports to the EU. The same is 

(partly) true for the highly capital- and energy-intensive cement industry. Specialization patterns are thus 

more complicated, despite a general tendency of growing specialization on labour-intensive industries on 

the one hand, and the under-representation of capital- and R&D-intensive industries on the other. 

Besides, there are again considerable differences among the individual CEECs. 

The sample of the most competitive industries in the CSFR was characterized by lower than average 

(across all 89 sectors for which intensities are available) capital and skill intensity, but by considerably 

higher than average R&D intensity. The competitive industries in Hungary and Bulgaria also displayed 

much higher than average R&D intensity. In Poland, Bulgaria, Slovakia and Slovenia the sample 

showed higher than average energy intensity. Besides, Slovak and Slovenian competitive industries also 

tend to be more capital- and R&D-intensive. At the same time, competitive industries in all CEECs have 

lower than average skill intensity (mostly in Poland, least in Slovenia), but considerably higher than 

average R&D intensity (except Poland and Romania). A move towards more labour-intensive industries 

could be discerned only in Romania, Bulgaria and the Czech Republic; in Slovenia there has been a shift 

in the opposite direction, perhaps reflecting relatively high unit labour costs in this country. 

Industries incurring market share losses and identified as non-competitive were in all CEECs on average 

less R&D- and skill-intensive. In Czechoslovakia (especially in the Czech Republic), losing industries 

have above average energy intensity - a possible indication of positive structural adjustment away from 

energy-intensive sectors. The fact that in all CEECs losing sectors have considerably lower than average 

R&D and skill intensity can also be interpreted as a sign of positive structural change. Except for 

Slovenia, the CEECs' non-competitive industries display less than a11erage labour intensity, once more 

suggesting that wage costs might be a problem in Sfovenia. 

The recent CEEC trade specialization patterns are indeed rather heterogeneous. Low labour costs as 

the CEECs' most important current Comparative advantage seem to be confirmed. As far as the R&D

intensive industries are concerned there has been a closure of the existing gap in some CEECs, though 

the good qualification of the CEEC labour force (skill-intensive industries) has not (yet?) been reflected in 

the changing structure of their exports. But, in contrast to developing countries and even the N/Cs, the 

existing broad industrial base and industrial traditions of the CEECs, their increasing integration through 

corporate links with Western firms etc., might potentially improve the CEECs' competitiveness in a wide 

range of other industries as well. The conjecture that some CEECs (especially Hungary and the Czech 

Republic) might have embarked upon a long process of catching up while others (Bulgaria and 

Romania) are falling-behind seems to be confirmed by the present analysis as well. 

Estimates of the internationally comparable average unit labour costs (ULCs) for the whole economy 

show that in the Czech Republic ULCs were some 28% of the Austrian level in 1995, in Hungary 33%, in 

Poland about 36% and in the remaining CEECs less than 25% of the Austrian Jevel.101 The highest ULCs 

are obseNed in Slovenia: 60% of the Austrian level in 1995. Though still considerable, the CEECs' 

9
) We use factor intensities derived for the feu/largest EU countries·- see European Economy, Special Supplement (1995): 

The Interpenetration between the EU and Eastern Europe. 
10

) International comparisons of unit labour costs are difficult, inter alia because of problems in productivity comparisons. We use 
here GDP per capita as a measure of aggregate productivity and adjust the unit labOur costs both for changes in exchange 
rates and purchasing power parities, the latter being used as a proxy for comparable productivity levels. For more details see 
P. Havlik (1996), op. cit. 
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Graph 2 
International comparison of unit labour costs(ULC), PPP adjusted 
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absolute (average) ULC gaps have been diminishing as ULCs have been growing (in some CEECs 

rather fast) after 1991 (Graph 2). Tentative estimates show that except Hungary the ULCs in the CEECs' 
manufacturing industry are even lower than average for the whole economy. Together with the 
geographic proximity to Western markets and a fairly good formal qualification of the labour force, low 
unit labour costs give the CEECs an important competitive edge especially in labour-intensive 
industries. Moreover, the above ULC estimates are averages over the whole economy which vary 

considerably across sectors and companies, especially with respect to productivity levels. Examples 
where Western management, quality control standards and marketing channels help to raise 
substantially the average CEEC productivity levels while maintaining considerable wage gaps could be 
found in different sectors (e.g. automobile, electrotechnical and chemical industries). 

Whether the CEEC industries identified above as competitive really possess a long-term comparative 
advantage is difficult to say from the available evidence. The recent export successes might have 

resulted also from some special factors (e.g. exports without due regard to profitability, a one-time effect 
of trade liberalization measures) in the initial .stage of economic reforms and trade restructuring. 
Explaining the emerging CEEC trade structure with existing trade theories has so far not been very 
conclusive, inter alia because of dramatic regime changes and only a short period for which detailed data 
are available. 1t is thus not yet clear whether an inter-industry specialization pattern based on different 
factor endowments (e.g. labour, skills, etc.) will emerge or rather a rapid development of intra-industry 

trade with a closure of existing gaps. Moreover, the currently observed differences among the individual 
CEECs will most likely increase in future. The data available (up to the year 1994) do not permit an 
unequivocal answer regarding the export competitiveness of specific CEEC Industries. 

Ill. Conclusions 

This paper has addressed the question of the emerging pattern of industrial specialization resulting 

from the dramatic process of transition in Eastern Europe and the evolving process of East-West 
European integration. We have analysed this isslje at two levels: 

Industrial structure comparisons between CEECs and two groups of EU economies, EU-North and 

EU-South. The major findings of this analysis were that CEEC economies started off in an in

between-position as regards the features of broad industrial composition relative to these two 
groups of economies. There was a stronger representation of heavy industry, but also of the 
technologically more advanced industries such as electrical and mechanical engineering industries 
relative to the EU-South, but a weaker representation of these industries relative to the EU-North. 
As regards the more labour-intensive industries (textiles, clothing, leather and footwear) the picture 
was the exact opposite: here there was an 'under-representation' of these industries relative to the 
EU-South and an 'over-representation' relative to the EU-North. As regards developments since 
1989/90, one can perceive a process of differentiation across Central and Eastern Europe: the 

'most advanced' of these economies (either in terms of technological know-how and/or in the speed 
of industrial structural and organizational transformation) have embarked upon a process of 
convergence in broad industrial structural terms with the more advanced Western European 
economies. This is not, of course, the case at the detailed microeconomic level as regards levels of 
productivity, quality of products, .etc. in which we can perceive (and measure) dramatic 'technology 
and product quality gaps'111 , but these gaps are pervasive across the whole range of industries. 
Another group of CEEC economies, particularly those in which cross-border corporate linkages with 
the West remain weak (partly because of their geographical location), seem to move in the 

11
) For details concerning the analysis and prospects of bridging these 'technological and product quality gaps', see 

M. Landesmann (1995) .. op. cit. ; and M. Landesmann (1996),·'Emerging Pa«ems of European Industrial Specialization: 
Implications for Labour Market .Dynamics in East em and Western Europe'. WIIW Research ReporJ. no. 231 . Vienna. 
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direction of specialization towards more resource- and labour-intensive branches and thus move 

more in line with EU-South. 

The analysis of evolving trade specialization has shown that the picture of international trade 

specialization is rather complex: on the one hand, we do have evidence of the presence and even 

strengthening of strong patterns of inter-industl)' specialization; compared to the EU import 

structure in general, CEECs' exports have moved in the direction of more labour-intensive exports, 

away from more capital-intensive exports, and continue to have vel)' strong deficits in the area of 
technology- and skill-intensive branches. However, this picture at the overall level should not 

conceal the fact that, at the detailed industrial level, developments are much more varied. Certain 

economies (particularly the Czech Republic and Hungal)') have made inroads in some 

sophisticated industrial branches (particularly engineering) and have reduced their deficit in R&D

and skill-intensive areas, but have also strengthened their presence in internatio-nal trade in some 

resource- and labour-intensive areas. Other economies have mainly moved in the latter direction. 

The picture of trade specialization over the period 1990 to 1994 is still strongly affected by the 

short- to medium-run impact of the dramatic process of trade liberalization, absorption of the 

'transition shock' · and only the gradual evolution (at different speeds) of new industrial 

organizational structures in the different CEECs; this makes it difficult to draw vel)' firm 

conclusions concerning the longer-term comparative advantage position of the different CEEC 

economies. Nonetheless, for the more advanced of the CEECs the developments do seem to 

indicate that they have embarked upon a process of strong corporate interlinkage with the rest of 

the European economy with good prospects for gradual 'catching up'. 
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The Economies in Transitionl 
The Challenge of Restructuring and Economic Recovery 

Dr. George B. Assaf 
Team Leader, Global Report Team 
Studies and Research Branch, UNIDO 

The initial stage of the transformation process in many countries in Central and 
Eastern Europe has been relatively successful in terms of macroeconomic reforms -
incorporating especially, stabilization and price liberalization. Since 1993, many of the 
countries of Central and Eastern Europe (GEE) and the former Soviet Union (FSU) 
have reached a critical stage in this historic transformation from command to viable 
competitive market-based economies. However, real achievements have not been in 
general spread widely and real progress has only been made by some countries -
particularly those that began the transformation process first such as Hungary, Poland, 
the Czech Republic, the Slovak Republic and Slovenia. In many of the countries 
undertaking the process, the macroeconomic reforms of the first stage of the 
transformation process led to prolonged recession. The reforms have been 
accompanied by precipitous drops in output, persistent inflation, sizeable budget 
deficits and large increases in unemployment with unemployment often concentrated 
on young people and older workers and in regions adversely affected or bypassed by 
the transformation process. 

Although several countries have now emerged from recession and prospects 
in general for the region look considerably brighter than before 1993, the fact remains 
that the past recession in many countries has led to widening income differentials 
between various strata of society and regions within countries and consequently led 
to heightened social, ethnic and political pressures, soaring crime rates, and general 
uncertainty. There has also been an alarming upsurge in some countries in the 
influence of former power structures as witnessed by recent elections. This shows 
that the gradual transformation to democratic structures and market economies in the 
region is far from assured. Although few commentators believe that the reform 
process is reversible, it is now clear that this process will take longer, and be far more 
complicated and difficult than at first thought. The euphoria that accompanied the 
initiation of the transformation process must now be replaced with cautious optimism 
in the face of the daunting challenges ahead. The transformation process imposes 
formidable, unprecedented challenges not only to the peoples of these countries, their 
governments, their nascent private sectors, but also for their international technical 
and investment cooperation partners. 

A special challenge for the economies in transition will be to urgently address 
structural rigidities at the micro levels in order to achieve an appropriate supply 
response to the incentives and inducements provided by the macroeconomic reforms. 
The initially hoped for, but as yet unrealized, widespread regeneration of the industrial. 
sector and its build-up of international competitiveness can be achieved in a timely · 
and sustainable way, only if also critical micro-level constraints are given due 
attention. In order to adequately meet this challenge of assuring an appropriate 
supply response, the reforming countries will need specialized international technical 
assistance to complement and catalyze their own efforts. This paper addresses the 



broad progress that has been made to date in countries in transition in the CEE/FSU 
region and· in particular focuses on the challenge of industrial restructuring and 
economic recovery, drawing lessons from a selected number of CEE countries such 
as the Czech Republic, Poland and Hungary. Contrast is made with the restructuring 

needs of the Russian Federation and the countries of the Commonwealth of 
Independent States (CIS) where progress has not been significant. 

The paper is divided into two major parts. Part I provides and analysis and 
interpretation of the current stage of the transformation process in the region. 

Although this paper concentrates on the unprecedented economic challenges 
facing the CEE/FSU region and the international community, it is important to point out 
that the economic challenges facing the region cannot be meaningfully appreciated 
without a clear understanding of the political, asocial, historical and other non
economic challenges the region is facing as well. This caveat that should be borne 
in mind in placing the subsequent discussion in a proper perspective. 

Part 11 of the paper argues that too much was expected too soon of 
macroeconomic stabilization policies and that by concentrating on macroeconomic 
reforms, the countries in transition did not pay sufficient attention to the microeconomic 
reforms at the enterprise and institutional levels. In focusing in restructuring and 
associated privatization, special attention is given to the need for broad economic and 
corporate governance. In this context, emphasis is made on the need to revamp the 
banking and financial systems, address the issues of bad loans, improve the nature, 
extent and stability of the regulatory and legal framework. At the same time, stress 
is given to the important need to combat growing unemployment and its serious threat 
to the social and political fabric. In this regard, it is pointed out that there is an urgent 
need to not only create new jobs by spin-offs, SME development and concrete 
retraining schemes but also to stimulate demand by output growth based on export-led 
strategy, especially given the wish of many East European countries to join the EU. 
Against this background, comments will be made on the results of the recent PHARE 
ACE programme (1994). Finally, costly social services and social protection are still 
crucial issues that need to be addressed. The challenge for the economies in 
transition will be to design and implement sustainable policies, particularly at the 
enterprise level, that addresses the growing needs of the most disadvantaged groups 
in society. 
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Ministry of Finance 

Budapest, Novcm ber 1996 

ReRI Sector· Restructuring 

1. 199.'\ provl:ld to be a succtJs>fnl year for llung~ry. After having launched a 
n.llnprdu::nsive stabilisa!JOn package in Mm eh J 996 we were abk to create 
condition~ for long-tc1m economic growth. The fa~tmacroecontnlllC turnover 
is not ,I smprise if we heat' in mind that in thG ')Os ~ re3Jly deep 
micrueconomk ad.iustmeut tool' plac.<' in Hungary 

7 The ~tringcnt bankruptcy law containing the institution of a mAndatory self
declare.ct bankruptcy which ctune into fom: on JRnu~ry l, 1992 ~nrl was in 
~:[feet until the middle of 1993, and the nwdcrn banking and a~:.vnmting. laws 
forced the micro sphere to implement substantial slrm:tmnl changes This 
meant the liquidation of loss-making production, rnodemisation of corporate 
structures and the necessary mobilisation of reserves. Tru~, the chronological 
coincidence with the market crisis caused the eollapse of capacities which 
could perhaps have been saved, at least to some extent. As a result of this, a 
substantial patt of the companie.s - 16 %, - went into bankruptcy and was 
liquidated or closed. 

3. Privatisation, as being the best way of restructuring, has been underway 
since 1990. Privatisation practice is built on a commercial basis. Therefore, 
the Hungarian practice features mandatwy property valuation and sell-ot't:, 
often by bidding and public offering, in which organisations as wel.l as 
entrepreneurs can pmiicipatc and become owners. Participation by foreign 
investors on a large scale is also typicaL 

4. At the beginnirrg of privatisation, that is in 1990, 1857 companies were in 
state hands in Hungary. By January 1996, 1074 companies- 58% of the 1!-:57 
- had been privatised, 11rat is had been transferred into majority private 
ownership. There arc still 356 companies - 19% of the initial number -· in 
majority state ownership, out of which 89 are selected to he kept for the long 
run in majority state hand. 

5. Calcuhiting the change in ownership by equity value of the company sector 
we find the following. The book value of state firms was HUF 1631 bn in 
1990. The revaluation during the corporatization increased the value of state 
assets to HlJF 2600 bn. The statistics in January 1996, register an asset value 
of HUF 1165 bn, that is 45% of the total, in state hand. The rest of the assets 
was partly privatised (40%), partly liquidated (10%), partly transferred by 
law to new owners (5%), like to the social security funds, or to the local 
communities. 

6. A number of large privatisation deals were c:.ompletcd in November-December 
1995. In the largest individual deal, Magyarcom (the 50/50 joint venture 
between Ameritech and Deutsche Telekom) acquired 37 per cent of the shares 

:, 
11 
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of :V!atav (the main I Iungarian telecommunications cmnp~ny) t<-.r US$ 852 
million. The deal raised Magyarcom' s total ownership share in Matav to 67 
per cent. fn addition, the government (and the municipality of Budapest) sold 
majority St<\kes in six regional gas dish·ihutors for a total of US$ 5S6 million. 
large minority stakes in six regional electricity distributors for a total us$ 
I, 11-'l million, and laree minority stakes in two power generating companies 
for US$ 215 million. 

7. These transactions took place under the Privatisation Law that was passed by 
parliament on 9 May 1995. This law merged the two main privatisation 

· agencies (the State Property Agency and the State Holding Company) into the 
State Privatisation and Asset Management Company. According to intentions 
stated in the law, 46 companies will remain fully state-owned, including 
postnl services and the railways. The state will maintain majority stake~ in 
MVM which holds the electrical grid and the countty's only mt~lear power 
plant. The state will al~o maintain 2.'i per cent ownership in some of the 
largest bunks. 

8. Coq>orate structurt• have been transfom1ed radically. This applies equally to 
slntcturc by ownership, sir.e and activity. The ratio of the private sector rose 
from 24 per~·.ent in 1990 to 68 percent by 1995 with respect to the full GDP, 
while from 29 percent to !!0 percent in the GOP of the business sector, 
according to GKI Economic Research Co. estimates. The former 
centralisation of production was either substantially alleviated or abolished in 
the majority o[ the subsectors. There are more than 800,000 individual 
entrepreneurs, 120-140,000 non-incorporated businesses and some 70,000 
incorporated entities, which arc now registered in the country. The vast 
1myority of these ftrms, however, are small, weak, undercapitalised with 
extreme difficulties in having access to loans. The hidden (back or grey) 
economy is vigorous and is expanding. Because of this, it is the second half of 
"creative desttuction" which ha$ been more easily asserted within the 
restntcturing process. 

9. Unit labour costs in Hungary rose by 224 percent at current prices and 
declined by 19 percent at constant prices in the period between 1990-1995. 
(The nominal unit labour cost is the quotient of the wage index and of the 
volume change of GDP; for technical reasons the change in the wages does 
not include the change i..n taxes and levies of wages.) This means that the 
wage rise did not follow the rise in consumer prices, that is to say, 
pwtluctiviLy improved congiclerably in the HungariAn economy. The real unit 
labour cost in Hungary calculalcd with the GDI' cleflator declined by 17 
percent IJvcr ~ix year~ in Hunga1y, hut by only 5 percent in the average of the 
EU counlri~.;s. That is to say, the combined effect of waRe and productivity 
~!hnngc~ wa~ more fa.vournble ~n the Hungarian eeouomy than in the average 
of the UU countries. lt shnuld, however, he emphasised, that the di1Terence 
was predominantly a result of the 1995 processes, because. it was in this year 
that real wages declined substantially with the simultaneous- rise in GDP and 
improvement in productivity. 
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10. As a result of wide-scale privatisation, liberalisation and institntional and 
legal c:h~nges, the competitiveness of l-lungari~n firm~' improved 
dramalic.ally Hungary is th<.: counny iu the region whete the privliii~ation 
brought in sil.cable fresh capital, new management, tlCW tedmolorw nnd new 
market access. It is imp011ant to acknowkdge that thi' type of privntisaliC>Jl, 
though on the surface sr.emcd 1\> uc slown thnn the m~s~ privatioulinn, 
proved to he very efficient. 

ll. As a result of this, ~nd the really painful microeconomie ther~py in 1992 
(bankruptcy, bankiug and accounting acts), produr.tivi!y grew llv 'iCl% in 
three years. Financial di~!Cipline and expo11 compctitivi:TJt:,;s improved 
considerably, the result of which is a double digit export growth for 1994-95 
and it is expected to continue in the cunent year, too. In 1995, with some 
delay, we launched a new macroeconomic p~licy aiming to re-establish the 
macrocceonomic stability and to secure export-led long-tenn t-:rowth. The 
policy proved to be successful in that the economy kept growmg by 1.-'i%, 
whereas the whole growth was export- and private sc~.;tor-led. 

Financial Secto•· Re~tru('turing 

J 2. Since the beginnmg of compn:hensive economic transfonuat.ion, I Iungo.ry has 
• 

progressed considerably in establishing the legal and institutional 
framework of the market economy. The market refonns implemented in the 
past tlve years led to the large·scale transfonnation of the ownership 
structures of the economy; a complete reorientation in extcmal economic 
relations; the emergence of a liberal trade regime coupled with a gradually 
liberalised foreign exchange system (resulting, from J 996, in full 
convertibility in current account transactions and substantial, though not 
complete, liberalisation of capital account transactions); removal of 
administrative control on price and wage formation; and,overhaul of public 
finances and several elements of the welfare system. -

13. In the past couple ofyears, the National Banl( of Hungary (NBI!) continued 
to revise and develop its monetary instruments in order to ensure the efficient 

-conduct of moneta1y policy, to contribute to the development of money and 
capital markets and to put a stop to the increasing costs of financial 
intennediation. Since the beginning of the 1990s, the NBH has relied 
exclusively 011 indirect instruments. Nowadays, the major issue the NfHl has 
to face with is the problem of sterilisation. As the continuos inflow of foreign 
exchange funds has led to a rapid build-up of excess liquidity on the HUF 
market, the NBH has to decide to what. extent it should sterilise the liquidity, 
and to what e)[tent it should allow for a decline in interest rates. The 
instruments available for sterilisation are currently restricted, as cuu1mercial 
hanks hardly make use of the NBH's refinancing facilities (repo and swap). 
Thus the only instruments available for liquidity restriction are reverse repos 
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rtnd open market tTansnctions, The conduct of the latter, however. i<> at 
present hindered by the fact thnt the NBH doef, not have an adequate 
portfolio of government securities (in tenns of both quantity and quality, i,c, 
those with appropr·iate interest rate conditions and maturity) to cxecute large 
scale outri15ht sa]e of govemment papers, The improving co-ordination 
bel ween the authoritie,s primarily responsible for public debt management 
auJ the NBH has enabled the central bunk to establish the appropriate 
portfolio and to operate only in those (shorter term) segments of the money 
markc,t where the financing requirements of the govemment arc not presenL 

14, In llungary, the two-tier banking system was e~,tablished as early as 1987, 
Nevcnheless, it was in 1991 when the development of rht' b~nking system 
arrived at a turning point Several new pieces of kgislation were passed 
wh1ch "reated a new legal framework for the operation of financial 
institutions, The substantial fall in company profits and th\~ \lnforccmeul of 
these new regulations - meeting the standards of (1\lvdopcJ lllarkd 
economies - led 10 the appearance of t11e transition-induced lossl:'s or the 
erneqJris~ sector in the conunercial banks· portfolio, Tht: 1;apitl a<.:cunwlation 
of non-pc,rforming loans in the balance sheet of the banking sector pnHnpl\:U 
a series of govemment actions (the so-ca!led wnsolidaliun prucess) !Jetween 
1992 and 1994, to resolve t.he portfolio problem. Through the ust' of various 
measures, most of tht: bad loans were removed from the balance sht't't, whik 
- as <l resulr of the re-capitalisation of banks - the remaining ones are now 
fully provisioncd, Therefore, capital adequacy of the Hungarian banking 
svstem exceeds intcmational standards, rmd the ~,;omposition of th~ portfolio 
by risk categories has been on an improving trend since early I 994, As 
regards privatisation, a majority stake in Budapest Bank was sold in 
Decemhor to ET3RD and GI:', Capital f~)r US$ 87 million, During the course of 
J 995 <lJI(I th<: first half of 1996, the govcmmcnl sold 23 per cent of the sha1es 
in the largl:'st bunk, the Nat.hmnl Savin!?s Bank (OTP), to fmcign iuvcslur s fm 
about US$ 53 million (with no single investor obtaining more tlwn <l 2,5 per 
<:cnt st<1ke), An mhlit.ion~l 5 per cent was sold lo OTP staff, and 24 per cent 
to other domestic investors, 

]5, While the consolidation process and the privatisation were, undoubtedly, the 
most spectaculllr developrn~:nts in !11~: Hung<1rian h<1nking scctor, in th<: past 
couple of years considerable progress has also been made with respect to 
both institutional and technologi~;:al u~:velopmenL New institutions 
supporting dlkicnl h<~nking in tl\oveloped lllafket economies were also put in 
place in Hunga1y They indmlt' the guamnt<:c funds, t.he deposit insurance 
fund, the Hungarian Eximbank and tl1e Export Credit Tnsunm~:c Cu., the uew 
electronic giro system, the debtor- and loan rcgistratiou ~y~lem aud the fund 
for protection of savings co-operatives, New types of financial institutions, 
such as_crcdit instinnions and finns specialised ln dcallng whh bad loans also 
appeared, and all of the major international auditing llnns set up their 
subsidiaries in Htlllgaty. Simultaneously, info1·mation and wmpuie.
tcch nology applied by the banks underw<:nt a thumugh mudemisntion, and 
internal regulations, ~<:reuit r<Jtlng schemes, accounting techniques and 
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managem~;ut practice:; improved considerably Significant progress bas Al~o 
been made in the training of baukefs and 5pecialists. Though these results are 
no! as ~p~;:dacular as the imp!<.JJittmtation of the consolidation exercise, th<;>ir 
contnbution to tltc improving pmfmmance of the banking sec.tor has heen 

equally imp01tant. 

1 (, The lliUJg~rian scc.urities markets produced a continuos but not rapid 
prowth without major jump> allll sctbncl's in 199··1-J<)<)) The liquidity of the 
L) ~ ' 

markets ami the number of transactions have increased. As the privatisation 

in Hungary has been overwhelmingly carr;ed out via ssse( s~lc~ t0 strntcgic 
investors (a.s against give-away schemes applied in soJne other countries in 
transition), the number and traded volume of company shares in the 
concentrated market have so far been relatively low. fnste~d, government 
papers have dominated the market in the recent past. I u t!tis respect, the 
setting up of th;; Public Debt Management Agency has resulted in plac:enwnls 
of government papers with more stable and standardised conditions. ln 
addition, a system of primary dealers was established whi.ch has resulted in a 
more liquid and transparent mark;;t of these securities. As from I st Jcmtwy, 
l'J'J7 commercial banks will also be aJlowed to be active on th~; JH unafy 
market of government securities. 

17. An important fc:atun; of the Hungarian securities markets is that trade outside 
the stock exchange significantly exceeds ttm10ver on the stock cxclwuge. 
Though a series of technological and logisti~.: impn>vcll~<.:ni have been 
recently introduced in the trade on the stoc:k exdiangt - facilitating t~'tster 
clearing and settlement - this characteristic: of the securities market 
development seems to persist for it while. Legislative changes arc also 
required to ensure the safe development of the capital market The 
amendment of the Sec;uritieS law intends to improve the SUjKlViSi<m of' 
specialised intetmediaries of the capital market, increase their initial c:apital 
requirement and introduce prudential regulation in conformity with that of 
banking institutions, This amendment enters into force on 1st January, 1997. 
These measures, togcthllr with the macro-ec:onomk ~;ffc~:t~ of the 
stabilisation policy, will promote faster development of the HungarirUI capital 
market, 

Public J<inance Restructuring 

18. Rufonn of the public sector and of the fiscal system has been on the agenda 
of the different govenummts sinc:l! 1987, Altlwugh ~<::vc:,ul "~"'""!'!> nild 
programmes have been discussed during this time, none of them was rc:alisct.l 
consequently or could make a breakthrough in any respect. The changing rok 

-and reSj)Onsibility of the state in the transformed political nnd economic 
system on the one hand, and the inefficiency of the functioning of the public 
sector on the other, require the urgent refotm of the public: secll;r, 

19, The Government' tuuk a decision to begin immediately with the eln.bora.tion 
of the restructuring of the public sector in December 1994. The introduction 
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,,f the stabilisation progranunc in I\lorch 1995 was the first step Although the 
nwaS<lres of the stahilisntion package were one-off decision< and were 
intended to manage the given financiul situation, they have established the 
preconditions for starting with the stntctural refonn in the public se.ctor and 
pension system. The reform of the general govemrnent (the refonn of the 
hcalth and pension system, of the financing of educHtion and culture, of the 
taxation and of the financing of local governments etc.) howeveL requires a 
series of long-tenn decisions which arc to he intl"oduced gradually, on the 
h~sis of A general public. cons.;>nsm. 

20. As a result of the reform process, in the mcdittm term the Hungarian 
government plans to reduce wealth distribution b~,.. the public sector by 
bringing public expenditure down from 5:"\% of GDP in I 995 10 51';;, in 1996 
~nd below 45%, within tht' Jlt'.X I ilnr.(c ur f'r11rl years. 

21. The rdonn of public fiiHrHCts started on .lanuat)' 1, 199!j with the setting up 
of the Treasury. The operation of the Trt"a.sury ~;:nabks c(fcuiv<.: 
management of the revenues Rnd expenditmes of the general govemment, m1 
increase in transparency of the flow of the t\mds in the puhlic sector. The 
n1ain Ta~k ofthe Treasury ]s lo cany f.Hif liTJ;.-nu:i:-111.1]-H.~ralinn-,; IHJlwhalfnfllw 
general govemmem and to manage admirJistradon anti registering Cl'llTWLOied 
with this operation, collecting and supplying information ;md c-omwlling it. 
The responsibility of the Treasm~y includes the L:entral budget central 
budget<uy in~ti tutions <tnd <.:X !m-budgetary [ und~. 

22. The plans envisage a three-tie!.' pension sy~tent for Hungary. These tiers <trc: 
rh<: LOUITLOHt oblig<tllHY ba~i1.0 fH.:nsion, this will b<: ~Hppknt<:nicd by a 
mandatOiy <:apital rising pension fund and 11 voluntary mutual pension, this 
will be suppl~;:m<:niLOd by a waml<~tury <:apital rising pension fund and a 
voluntary mutttal pension insuranL:e fund. A pension contribution would 
continue to be paid by the employer and the employee in order to assure the 
bask pension. The m<tndatOJy p~:nsion supplement would operate on n 
pension insiii<HILOe basis, with the levd of contribution paid by the employee 
calculated according to total income. Membership of voluntary or mutual 
pension schemes, howeveJ, would 1wt be ubliga.!.ory. J'.en si on refmm would 
take at least 30 years, so it would !H.: th~;: longest transitional period within the 
general budget reform. 

2J. In the health insurance system, the financing about 10 thousand hospital 
beds will b"' put on a market.-likLO NYN!t:m mul the r<;dundan(;y of about 5-C> 
thousand employees is planned for 1996 in the framework of the public 
sector rdonn. Th., contribution of households to the Jiuan~ing of !tealliJ 
.~l;lrviLOes is also to btl in<;reased. A free or heavily subsidised lu~allh so;:rvi1.0e 
will be available in some case.s only for those who are the mostly in need. 

1
-----..J'CIIod:u:.aumb days of si1.0k payment paiu by the employers will rise from 10 

,., . JST~!~Z,~}~~~~~!'¥6Jl1· also the conu·ibution of the amount paid to the patient will be 
. incn;as~ 
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