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A. INTRODUCTION

a) Preface

The Application for Membership

Slovakia presented its application foembership othe Europearnion on 27 June
1995, and theCouncil of Ministers decided on 1July 1995 to implement the
procedure laid down iArticle O of the Treatywhich provides for consultation of the
Commission.

That is the framework inwhich the Commission submitghe presentOpinion,
responding to the request of the Europ€muncil in Madrid in December 1995 to
present theépinion assoon agossibleafter theconclusion ofthe Intergovernmental
Conference, which commenced in March 1996 and concluded in June 1997.

The Context of the Opinion

The Slovak application fomembership is being examined tie same time as
applications from nine other associated countries. Slovakia’s accession is to be seen as
part of anhistoric process, iwhich the countries of Central and Eastdtarope
overcome thalivision of the continenwhich haslasted for more than 40 years, and

join the area of peace, stability and prosperity created by the Union.

The European Council in Copenhagen in June 1993 concluded that:

“The associated countries in Central and Easiemrope that saesireshall become
members ofthe Union. Accession willtake place assoon as a country igble to
assumethe obligations of membership by satisfyiripe economic andolitical

conditions. Membership requires:

- that thecandidate country has achievsibility of institutions guaranteeing
democracy, the rule of lawhuman rights andespect for and protection of
minorities;

- theexistence of a functioning market economywa$f asthe capacity tocope
with competitive pressure and market forces within the Union;

- the ability to take on the obligations of membership, including adherence to the
aims of political, economic and monetary union.



The Union’s capacity to absorb new membaevrkile maintainingthe momentum of
European integration, is also an important consideration igeheral interest of both
the Union and the candidate countries”.

This declaration spelledut the political and economic criterifor examining the
accession requests of the associated countries of Central and Eastern Europe.
The EuropearCouncil in Madrid in December 1995 referred ttee need, in the
context of the pre-accession strategy create theconditions for the gradual,
harmonious integration of the application countries, particularly through:

- the development of the market economy,
- the adjustment of their administrative structure,
- the creation of a stable economic and monetary environment”.

In its Opinion,the Commission analysethe Slovakapplication on its merits, but
according to thesame criteria ashe otherapplications, on which it is delivering
Opinions at the same time. This way of proceeding respects the wish, expressed by the
EuropeanCouncil in Madrid, to ensurthat theapplicant countriegare treated on an

equal basis.

In addition to thandividual Opinionsthe Commission is presenting separately to the
Councll, inthe framework of it€fommunication “Agend2000”, ageneral assessment

of the accession requests, and its recommendations concerning the strategy for
successful enlargement tbfe Union. At thesame time, it is presenting an evaluation

of the impact of enlargement on the Union’s policies..



The Contents of the Opinion

The structure of the Opinion takes account ofdbclusions othe European @uncil
in Copenhagen. It:

- describes the relations up to now betw8Bkvakia andhe Union,particularly
in the framework of the association agreement;

- analyseghe situation in respect of thmolitical conditions mentioned by the
European Council (democracy, rule of law, humamnghts, protection of
minorities);

- assesses Slovakia’'s situation gmaspects in respect of theconomic
conditions mentioned bthe EuropearCouncil (market economy, capacity to
cope with competitive pressure);

- addresses the question Slovakia’s capacity taadopt theobligations of
membershipthat is theacquis of the Union as expressed ine Treaty, the
secondary legislation, and the policies of the Union;

- makesfinally a general evaluation of Slovakia’'s situation gmebspects in

respect of the conditions fanembership othe Union, and aecommendation

concerning accession negotiations.
In assessing Slovakia iespect of the economic criteria anddggpacity to assume the
acquis the Commission has included @ospective assessment; it rettempted to
evaluate the progresghich can reasonably lBxpected on the part &lovakia in the
coming years, before accession, takawgount of the fact that thecquis itself will
continue to develop.For this purpose, and withouprejudgingthe actual date of
accession, th®pinion is based on a medium-term time horizon of approximéavely
years.

During the preparation of th®pinion, the Commission ha®obtained a wealth of
information on Slovakia’s situation frothe Slovak authorities, ars utilisednany
other sources of inforation, includingthe member states and numerasrnational
organisations.



b) Relations Between the European Union and Slovakia

Historical and Geopolitical Context

Slovakia is a mountainous, landlocked country situagdrally inEuropeand sharing
borders with Austria, the Czeétepublic, Poland, Hungary atige Ukraine. Ithas an
area of 49000 kfmand a population of 5.3 million.

Slavs have inhabitethe Slovaklands sincghe 5th century. From the 10th to 20th
centuries, the Slovalandswere part of thedungarian and Austro-Hungarian empire,
apart from a period of partial Turkish occupation after 1526. Imitteteenth century
a sense of Slovak national identity emerged, partly in reactiompoties of
Magyarisation applied to the Slovak lands.

The CzechoslovaRepublicwas proclaimed irDctober 1918. It€omposition was
multiethnic: 51% Czech, 23%erman,14% Slovak ands.5% Hungarian, according
to a 1921 census. The country inheri&d70% of thendustrial base othe Austro-
Hungarian Empire.

In the 1930s the Sudet&ermans’ demands for autonomreatedncreasing tension.
Under the 1938&1unich Agreement anthe Vienna Arbitrationthe regions bordering
Germany and mostlyettled by Germansere ceded t&ermany, and guarter of the
Slovak landseded to Hungary. In March 1939 Gerntigoops occupied the rest of
the Czechands and Slovakia becamenaminally independenstate undePresident
Fr. Jozef Tiso.

After the War the Czechoslovdepublicwas restored tds pre-war borders, except
for Rutheniawhich was annexed bthe Soviet Union.Virtually all SudetenGermans
were forced to leave Czechoslovak territory and their possessions were confiscated.

Czechoslovakia was one of thHeunding members othe post-warinternational
economic institutions (IMF and IBRD 4945, GATT in 1948). But after the
formation in 1948 of a government composeamay Communistand theirallies the
Communist party expanded its hold pawer. Under thelivision of labour agreed
within COMECON Czechoslovakia concentrated on developing its heavy industry.



In the 1960s central controls wepartially relaxed. Refornpressureswithin the
CommunistParty resulted in the election slexander Dubcek as First Secretary in
January 1968. The introduction of democratic elements into political and clikyral
known as the Prague Spring, was brought to a brutal enmt/ésion by members of
the WarsawPact on 21 August 196&hich led to re-imposition oBoviet orthodoxy
under Gustav Husak.

Nevertheless, amalldissident movement, later associated it Charter 77 group,
remained activéhrough the 1970s and 1980s. Tgwdtical unrest inmany countries

of central and easterrEurope in 1989led that November to protests in
Czechoslovakia. Popular reaction to thielent police repression of atudent
demonstration in Prague on 17 Novemleer to Husak’s abdication aritle election
the following month of Vaclav Havel, a leading member of Charter 77, as President.

After 1989, thename ofthe country wafficially changed to the Czech afdbvak
Federal Republic. Differences between Czech and Slovak politiciatisecfuture
federal structure and economic policy became unbridgeably wid@cttber 1992 the
parliaments of the two Republics passed a joint resolution dissolving the federation and
creating two independent successor states as of 1 January 1993.

The political situation during the first year of independence was unstable: though there
was consensus on the need fmiitical and economic refornthere were sharp
differencesover the pace and nature of the latter. Between March and September
1994 a multi-party interim government replacede first post-independence
government. Elections in September 1994 ledthe formation of acoalition
government, whose term affice has beecharacterised by turbulence between it and
the other institutions of the state.

Slovakia’'s Position Concerning the European Union

The Czechoslovak Governmenhich was formed in 1990 committatself clearly to
European integrationThis commitment was reflected ihe signature of the Europe
Agreement in March 1992. The Slovak Governmasgsumedhe positivepolicy
stance towards Europategration aswell asthe rights andobligations under the
Europe Agreement concluded by the federation. Tudicy of the currentSlovak
Governmenttowards the Europeadnion wassetout inits programme of January
1995. This stated thatts foreign policy priorities included membership of Slovakia in
the EU; andunderlined its commitment timplementfully the EuropeAgreement, to
approximate legislation anstandards to those of the EU, to prepareeiory into
EMU and to proceed with full trade liberalisation.



The Memorandum accompanyittte Slovakapplication formembership submitted on
27 June 1995tates‘The strategic objective ahe SlovakRepublic is to become a
full-fledged member irthe EU within the time horizonaround theyear 2000. The
Slovak Republic wishes to jothe EU as an equatember actively contributing to the
advantageous multifaceted cooperation”.

Contractual Relations

Diplomatic relations betweerthe EuropeanCommunity andthe Czechoslovak
Republicwereestablished in Septemb#888. Thefirst agreement between them was
the four-year Trade Agreement on industrial products which entered into f@kpglin
1989. A Trade and Cooperation Agreement was concluded in 1990. In the autumn of
1990 theUnion proposed to Czechoslovakia, and to Hungary and Poland, conclusion
of Association Agreements, to be known Esrope Agreements tosupporttheir
political and economic transformation. The agreement with Czechoslovakia was
signed on 16 Decemb@&®91. Its tradgrovisions entered into force in March 1992

by way of an Interim Agreement replacirige 1989 Agreement. Thmterim
Agreement provided for the consolidation of previtasleconcessions asell as the
gradual and asymmetric establishment of a frade area over a period of tgears.

The division of Czechoslovakia made it necessary regotiate newEurope
Agreements with théwo successor states. TAgreement with Slovakia wasigned

in October 1993 and entered into force in February 1995.

The Europe Agreement is the legal bdsrsrelations between Slovakia atige Union.
Its aim is toprovide a framework fopolitical dialogue,promote theexpansion of
trade and economic relations between the parties, providmsis for Community
technical andinancial assistance, and an appropriate frameworkuigportSlovakia’s
gradual integration into the Union. Thastitutional framework othe Agreement
provides amechanisnfor implementation, management and monitoringlbareas of
relations. Sub-committeesxaminequestions at a technicldvel. The Association
Committee, at senioofficial level, provides fordiscussion of and often solutions to
problems arisinginder the Agreement. The AssociatiGauncil, at Ministerialevel,
examinesthe overall status of and perspectives foelations and provides the
opportunity to review Slovakia’'s progress on preparation for accession.

The Slovak Government has establishedoardinated institutional framework for
dealing withEuropean integration matters agecifically for the implementation of
the EuropeAgreement. Aiministerial levelthere is aCouncilfor Integration into the
EuropeUnion, chaired byhe DeputyPrime Minister. His deputiesre theMinister of
Foreign Affairs and the DeputyPrime Minister responsibléor approximation of
legislation. Each Slovakninistry has adepartment responsiblier all EU related
matters and is represented in tidsuncil depending onhe European integration
issues being discussed. In 1996 a parliamentary committEarope Integration was
established.



The Pre-Accession Strategy

Implementation of the Europe Agreement and the White Paper

The institutional framework othe EuropeAgreement isfully functional. The
Association Council has m#iree times; the Association Committee twice. The Joint
Parliamentary Association Committee has also mefoan occasions. A structure
comprising nine multidisciplinansubcommittees has been established to assist the
Association Committee. Thiell range of issues has been discussed. pidtiécal
circumstances in Slovakia have made necessary a particular focus on issues relating to
the establishment of civil society.

The tradeprovisions have been implemented according to schedutetherehave

been some delays regarditige entry into force of some of tla¢herprovisions of the
Agreement. Thémplementing rules owompetition entered into force onJanuary
1997 instead of March 1995 as foreseen under the Agreement. Thsteaids

are only now being finally approved. Slovakia hasnot yet implemented its
commitments on intellectual and industrial property.

Most of the tradeproblems which have arisen the implementation othe Europe
Agreement have been successfutlgsolved. The use obalance of payments
restriction measures has figured importantly amonlgsse problems. The Slovak
Government maintained an impatrcharge in place from 1994 to 1 January 1997,
longer than necessary in light of balance of payments developmiérgsGovernment
introduced an import depositleme in May 1997 on balance of paymeagtsunds,
which is still under discussion.Technical barriers tdrade havearisen because of
differences irthe Slovak standards awdrtification rules. Slovakia notifiethe EU in
mid-1996 of its intention tcstart discussion with Russia of a possible frieade
agreement. After discussion withime instances othe AgreementSlovakia modified
its intentions to seeking no more than trade liberalisation in certain areas.

The Commission’s WhitdPaper of 1995 on the Internal Marlsettout the legislation
which candidatecountries would have to transpose amglement inorder toapply
the acquis, andlentified elements essential ttoe implementation othe single market
(known as Stage immeasures) whictwould need priority attention. Slovakia has
attachedconsiderable importance tthe legal, tasks related to transposition. The
Slovak Government has publishedteaategy foimplementingthe White Paper. This
fits into an overall strategy for legislative approximation which sets out priositieh
should result in the entry inteffect of EC internal markdegislation inthe medium
term. Progress irlegislative alignment has been achievethim area obanking, free
movement of capital, indirect taxation, agriculture and environment.



With the exception of thentellectual property area, the Slovak Government has
consistently met its obligations undéne EuropeAgreement and has shown a
willingness tocooperate in the resolution of thpgoblems which have arisen. Its
attachment to balance-of-payment restrictions is, however, evidence of some
continuing unease at its obligations under the Agreement.

Structured Dialogue

Slovakia has participated ithe StructuredDialogue. Slovakia has submitted
background documents forraumber ofthe StructuredDialogue meetings. At the
Joint Ministerial Meeting (Foreign Affairs) on 2%®ctober, 1996, theSlovak
Government submitted a paper on #tatus ofimplementation othe pre-accession
strategy in Slovakia,which included suggestions forimproving the Structured
Dialogue, by focusing on accession-related agenda itemisnatding the associated
countries more in choosing them.

Phare

From 1990 - 1996, 212 MECbave been allocated to the SlovRkpublic under the Phare
programme, 4 MECU theredieing allocated t@ross-border co-operation ¥995. In 1996,
Slovakia receivednly a commitmentor 4.5 MECU. Mainsectors of activity had previously
been the development of thgrivate sector, infrastructurdevelopment, human resources
developmenand European integration, includisgpport to public administratiaeform and
approximation of legislation.

The Phare programnteas hagrogramming and implementation problems.1896, nofunds

were committed to eithenational or cross border programmes, because of administrative
bottlenecks and Slovakialew absorption rate, but aldzecause Slovakia rejected a funding
proposal because of the conditionality it contained. The situation has improved since.

Participation in Community Programmes

Slovakia hasadopted the Additional Protocol to the Europgreement on Community
programmes and is ready to participate initially in Socrates, Leonardo and Youth for Europe as
from 1997. Asfrom 1998 participationwill be extended to includaalso MEDIA I,
Kaleidoscope, Raphael, Ariane and health and social programmes.

Trade Relations

Between 1989 and 1992 trade between EU and the Czechoslovakia increased dramatically. EU
imports jumped fron2.6 billion. ECU to5.5 billion ECU (+112%) and EC exports from 2.4
billion ECU to 6.3 billion ECU (+163%).



With the dissolution of the Czechoslovakia, the Czech Republic became Slovakia’'s largest
trading partnerreceiving42% of Slovak exports in993 and 37% i1994. Butmore than

half of the 23.5% jump in Slovak exports from 1993 to 1994 resulted from increased exports to
the EU. Between1993 and 1995 EU (12) impor®om Slovakia increased froth 15 billion

ECU to 2.61billion ECU (+124%). Forthe first half of 1996 EU (15) importgvere 1688
MECU. EU (12) exports to Slovakia increased frbr@ billion ECU in 1994 to 2.6%illion

ECU (+126%) in 1995. Fahefirst half of 1996 EU(15) exportwere 1884 MECU. Apart

from 1994 when the EU was in deficit of 8fIECU with Slovakia, the overall balance of trade
hasremained insurplus forthe European Union. The EU mew thefastestgrowing and the
biggest trade partner. Germany alone takes up about half of EU trade with Slovakia.

Slovakia remains largely specialised in a limited nhumb@raduct lines, especially chemicals,
iron and steeproducts, textiles andpparel. Slovakia'snost important imports from the
Union aremachinery and electricarticles, transporequipment and chemicplroducts. The
most important Slovak exports to the Bukre basemetal and articles, textilesransport
eguipment and machinery and electrical articles.

Slovakia has a Customdnion with the CzectRepublic and is a foundingnember of the
Central Europe Free Tradggreement(CEFTA). TheCzech Republic is Slovakia'single

most important tradingpartner, absorbing in 1996 31% 8fovak exports angbroviding
24.5% ofSlovak imports. Poland, Hungary, Romania and Bulgaria are also important export
markets.

General Evaluation

The EU-Slovak relationship has developed unidher EuropeAgreement. Trade-
related issues have beesfatively few,although the import deposit scheneenains to
be resolved. A wide range of othesues have also had to be addresed#un the

relationship:  political issues; disagreememter management ofthe Phare
programme; and the future &lovakia’s nucleapower programme. Th8lovaks

have been willing tause themachinery ofthe relationship to address such issu@&n

though not all of them have been resolved.

B. Criteria for Membership

1. Political Criteria

The EuropearCouncil in Copenhagen decided on a number of “political” criteria for
accession to be met by the candidate countries in Central and Hastepe.These
countries must have achieved “stability of institutions guaranteeing democramylethe
of law, human rights and respect for and protection of minorities”.



In carryingout the assessment requiredtins connectionthe EuropearCommission

has drawn on a number gburces ofinformation: answers given bihe Slovak
authorities to the questionnaire sent to themGmmmission staff in April 1996,
bilateral follow-up meetingsreports from Member States’ embassies and the
Commission’s delegation, assessments by international organisations (including the
Council of Europe and the OSCE),reports produced bynon-governmental
organisations, etc.

The following assessment involves a systematic examinatithre ahainways in which
the public authorities are organised amgerate,and the stepshey have taken to
protectfundamental rights. Idoes notonfine itself to a formal descriptidyut seeks
to assess the extent to which democracy and the rule of law actually operate.

This assessment relatesthe situation in June 1997. It dogst examine in detail any
changes which haviaken place irthe past owhich maycome about in the future,
though itgenerallytakes account cdny statedintention to reform a particulaector.
The situation of the governmentrigentioned herenly in passing: it will be examined
in greater depth in chapter 4.

1.1 Democracy and the Rule of Law

The constitution adopted in September 1992 atsdme time ashe declaration of
independence and national sovereignty, established Slovakia as a parliamentary
democracy. However, the operation of institutionsSiovakia has encountered a
number of difficulties.

Parliament and Leqislative Powers: Structure

The Parliament isinicameral the NationalCouncil ofthe Republic of Slovakia - and
comprises 150nemberselected for four years by proportional representatmly
partieswhich have received at least 5%tbé votes cast (7% in tlease of a coalition
of two orthree parties, 10% if theoalition has four or more partiegje allocated
seats in Parliament.

The large number of political groupingthere are 79 registered parti¢s3tify that
there is agenuine multi-party system in Slovakia. Partidsch receivedbver 3% of
the votes in the last election are entitled to state financing.

The President of the Repubhtaydissolvethe NationalCouncil ifthe government has
been defeated on a vote obnfidencethree times in the six months following
parliamentary elections. Atnyothertime, a Parliamentaryote with a 2/3 majority is
the only means of securing a dissolution.



Article 78 of the Constitution guaranteasembers of parliamenthe traditional
immunities.

Parliament exercises legislatiygower and shares its right oihitiative with the
government. The government and ihdividual ministerscan make regulationsithin
the limits laid down by law.

The President of thd&Rkepublic may organise referenda, at the request either of
Parliament or of at leasBO0 000 citizens. Referendare required toconfirm
constitutional laws or decide that Slovakia should acdedeor withdraw from, a
union of states.They may coverany subjectother tharbasic rightsthe taxsystem or
the national budget.

Functioning of Parliament

Elections in Slovakiare free andair. The latesparliamentary elections, in September
1994, brought into power aoalition government led byhe ‘Movement for a
Democratic Slovakia’, which habbst its majority in March ofthat year following
internal disputes (see annex for results of the last parliamentary election).

Parliament in Slovakiaoes notcarry out its duties in conditionsvhich comply with

the normal rules for the operation of democracy.

The rights of the Opposition areot fully respectedparticularly withregard to its
membership of Parliamentary committe€som September 1994 to January 1997
there was no provision fahe Opposition to have a proportional share of the seats on
the Parliamentary committees of enquiry responsibfemonitoring the secredervices

and the armed forceshtelligence servicesThese committees haweot yet been
established becausiee governmenhas refused t@accept thenembersappointed by

the Opposition to sit on them. In addition, the Oppositibairs none of Parliament’s
standing committees, although it did so up to September 1994.

Respect for the mandatesrmoémbers of parliament arkde procedures governing the
work of Parliament isnot always guaranteedlhe resignation as a Member of
Parliament of Mr Gaulieder, which hentests, isurrently being examined by the
ConstitutionalCourt. Since 1994he Parliamentary majority has also established four
committees of enquirgomposed almostxclusively ofits own members. Of these
committeestwo are responsiblegfor investigatingthe circumstances surrounding the
overthrow of the government in March 1994, one is concenitiadthe secreservices
and theother deals withthe armed forcesintelligence servicesThe Constitutional
Court has criticisedthe establishment othese committees because their terms of
reference exceed the powers granted to Parliament by the Constitution.



The Executive: Structure

The President of thRepublic is elected by &5 majority of Parliamentor afive-year
term, renewable oncenly. He exerciseshe traditional prerogatives of a Head of
State. He may be dismissed by Parliament by a 3/5 qualified majoritadteieontrary
to the sovereignty or territoriahtegrity of the country or its constitutional and
democratic system. Hmaay ask the NationaCouncil to reconsider a law which it has
adopted, but the Council may override his veto by a simple majority.

The Slovak Constitution contains the risk of iastitutional impasse if a majority
cannot be found for the appointment of a new President &epeblic. If thispost is
vacant, it appears that reew government cannot be appointed and iticembent
Prime Minister assumes the prerogatives of the President.

The President appoints the Prime Minister andiisproposal, theninisters.Both the
government and the individual ministers are responsible to Parliament.

Administratively,the country igdivided into eight regions and 79 districts headed by
government representatives. The lawJoly 1996increased thepowers of these
bodies at the expense tifose hitherteexercised by local authoritieslowever, the
allocation of responsibilities betweethe decentralisedievels of the national
government and the local authorities still remains to be clarified.

Slovakia has onlyne type oflocal authority,the municipality, of whichthere are
2,680.They arefinancedboth from their own resources afrdm a share of national
tax revenue determined each year by the national government.

The Slovak administration has mivil service code clearly defininthe rights and
obligations ofcivil servants. This makes more difficult to combat theproblems of
corruption which the country is experiencing.

The army and policeare under the control of thavil authoritieswhile the secret

servicesare responsible directly toéhe Prime Minister. Intheory, theiractivities are
subject to Parliamentary scrutiny.

Functioning of the Executive

The main weakness of thevay the executivgpower operates islovakia isthat the
present government doe®t fully respect the role andesponsibilities ofthe other
institutions and frequentlpdopts an attitudevhich goesbeyondthe confrontations
traditionally accepted in a democracy.



The constant tension between the government and the PresidenRefpiligic is an
example of this situation. In 199Be majority party began proceedings dsmiss the
President although the conditions required flois (see abovejvere clearly not
satisfied. Thisprocessfailed because the government wasable toget the 2/3
majority required byhe Constitution. In 1996 the operating budget forRhesidency
was sharply reduced.

Similarly, in October 1995civil servants weranvited to sign apetition from the
Minister for Culture seekinghe dismissal othe President. Those wiaid not wish to
signwere threatened with sanctions. Such inter-institutiooaflict goeswell beyond
what is normally acceptable in democratic politics.

In a démarche on 26ctober 1995, the Europe&mion expressed its concern about
the political and institutional tension prevailing in Slovakia and in particular about
measures beintaken against the President of Republic whichcould infringe the
Constitution and run counter to maal democratic practice ithe Union. In a
resolution adopted in November that year, the European Parliament took a similar line.

When referendavere organised on 23 and Ry 1997 onthe accession ddlovakia

to NATO and the election of the President of Republic bydirectuniversal suffrage,
the government following the ruling of the ConstitutionaCourt that theeferendum

on the method of electing the President w@asipatible witithe Constitution - refused
to distribute voting papers tpolling stations bearing this question and defied the
decision ofthe centrareferendum committeayhich accordingly ruledhat thevoting

on 23 and 24 May had not proceeded in accordance with the law.

The government also sought to extend its methods@fcisingcontrol over various
sectors ofcivil society. The process of privatisation was careed in conditions
which didnot meet the requirements of transparency fairdess. Thanechanisms for
carrying it out were criticised by the Constitutional Court. The law on higher education
adopted in 199@ivesthe government greater powersititervene inthe appointment

of university teachers.

There is inadequate control of thrk of the secreservices in Slovakia bthe civil
authorities, particularly Parliament. Suotntrol is exercisednly by the government,
which hasnot yet allowed the introduction ofParliamentarycontrol which the
Opposition fully supports.  Therelevant authorities havenot completed the
investigations required into certain mattersvimch the involvement oftheseservices
was suspected such as #ignapping ofthe son of the President of tRepublic, the
killing of the agenRemias andhe attack on theditor-in-chief head of ‘SmeReter
Toth.



The Judiciary: Structure

The independence dhe judicial system in Slovakia is impeded in a number of
respects. Judges are appointed Psgrliament acting on groposal from the
government,initially for a four-year term and then for amlimited period. This
“probationary period” provided for iArticle 145 of the Constitutiomay restrict the
independence of judges, particularly during their early years in offiee Minister for
Justice also hathe powerwhich he has alreadysed, to transfer the presidents and
vice-presidents ojudicial districts athis discretion. On thetherhand, judges can be
dismissed only by Parliameatfter it has receivethe opinion of a disciplinanjpboard
and only for serious reasonsThey enjoythe same immunities as Members of
Parliament, which can beemovedonly by the ConstitutionalCourt. Judgeslike
prosecutors, may not be members of political parties.

The prosecutor'office, underthe authority of a prosecutor-general appointed and
removed by the President acting on a proposal fPantiament, is independent of the
executive. However, thbill establishingthe organisation of the Prosecutooffice

and the status of itvembersgprovided for inArticle 151 of the Constitutiomnas not
yet been passed into law.

The civil courts are responsible for the control of administrative acts.
Slovakia has no ombudsman.

The ConstitutionaCourt, established i1993,comprises temembersappointed for a
seven-year term bthe President of th&®epublic from a list oftwenty names put
forward by Parliament. It monitorthe conformity of laws and regulations with the
Constitution and international treaties. It settdenflicts whichmay arise between the
various constitutional powers, judges parliamentary elections and referendums and may
rule on appeals against the dissolution pbltical party or theremoval from office of

a Member of Parliament.

Under Article 130 of the Constitution, alecision bythe government or the
administration may be referred to the Constitutional Court by one-fifhhedembers

of Parliamentthe President of thRepublic,the government, the Prosecutor-General,
the courts orany person who considerthat his basicrights or liberty hasbeen
infringed and who has been unable to secure redress from other courts.



Functioning of the Judiciary

The judicial process inSlovakia is marked by excessive delays, and judges would
benefit from stronger guarantees of their independence.

The ConstitutionalCourt has played a very activele in endeavouring to keep a
balance betweethe various powers anateserving their respective responsibilities as
defined by the Constitution.Since 1994the Court has ruled 12bills to be
unconstitutional.

1.2 Human Rights and the Protection of Minorities

Slovakia haset inplace a number of norms to ensure observanbemin rights and
the rights of minorities. Various international conventiares alsaapplicable, above all
the European Convention dduman Rights and its main additionatotocols. In
accordance with Article F of the TEU, this collectiont@ttsforms part of theacquis;
any country wishing to join the Union must have ratified them.

Slovakia, which has been a membertlod Council of Europesince Junel993, has
been a party to the European Convention Human Rights and its additional
protocols since March 1992 as aesult of the ratifications carriedout by
Czechoslovakia. It has also granted privetgividuals the right to appeal to the
European Court ithey considerHat their rights under that Convention halieen
violated.

Among other international conventions protecting human rights and minorities,
Slovakia has ratifiedhe Convention against the use tofture and the framework
convention on minorities. It has also ratififte mainUN Conventions orhuman
rights.

Under the Slovak constitutionnternational conventions on human rightske
precedence over national law if they are more favourable.

Civil and Political Rights

Access to thgudicial system is largelguaranteed in Slovakia. Legall is available in
criminal cases.

The deattpenalty was abolished in 1990 and is forbidden utigeConstitution in all
circumstances.



There is protection against arbitragrest. Nobodynay bearrested without a warrant
issued by a publiprosecutorand must be brought before a judgihin 24 hours.
During that period, an accused person has the right to a lawigkin 24 hours of the
arrest, gudge must decide whether the person should be released or cliegenhd
may not exceed a period of one yaamlessthe Supreme&ourtdecides to extenthis
period because of the special risk to society presented by the detained person.

All citizens over 18 years of age have guaranteed electoral rights.

Freedom of association is guaranteed in Slovakia, as is demonstratecekgahding
number of associationld2 000 NGOs in the countryParliament hasdopted a law
on foundations imposingtricter conditionswhich will prevent somepreviously
registered NGOs from conforming the requirements in the futureParliament is
currently considering a bill on non-profit-making organisations.

The right of assembly is guaranteed in Slovakia.

The government has exercised considergfiigence onthe public radio andelevision
networks, marked in particular byvary substantial imbalance the amount of access
granted to the government and the Opposition. A growing privaie-gisdal sector
(a private national televisiometwork andfive local networks, 20 private radio
stations) hassubstantially increased freedom of expression. Tresd is being
supported by the growingumber of foreign radio antklevisionstations (49 cable
broadcasting licences).

There is substantial variety in the prés$ nationaldaily nevspapers and seveavhich
cover more than one region) although gfogernment-inclined “Slovenska Republika”
receives substantial public finance.

After the President had twice referred back the dmaiéndment tahe criminal code
containing severe restrictions on freedom of expressiortrenffeedom ofissembly
which the EuropearUnion had criticised strongly idpril 1996, Parliamentfinally

rejected the bill.

The right to property is recognised and expropriati@ytake place only inthe public
interest and with fair compensation. Slovakia has establisheffieient system to
restore property to those who weteprived of it during th€€ommunist regime. It
has restored the property of various religious communities.

Respect foprivacy isassured as thgolice require avarrant before undertaking any
search or telephone tapping.



Slovakia has ratifiedhe Geneva Convention on Refugees, asglumseekersenjoy
the internationally guaranteed rights and protection.

A number of cases of thmliceinflicting inhumanand degrading treatment on persons
in preventive detention have been reported recently.

Economic, Social and Cultural Rights

The Slovak Constitution recognises the right to mfaimum income required for
survival, and to social security.

Tradeunion freedomgexcept formembers othe armed services) are guaranteed by
Article 37 of the Constitution. There are currently ttade union federations in
Slovakia andhe “TradeUnion Confederation” (KOZ) is by fathe largestAlmost
80% of workers are members of a trade union.

The right to strike is recognised by ArticB¥(4) of the Constitution foall except
judges, prosecutors, theemed forces andiremen. Althoughthere have é&en few
strikes in Slovakia sincd989, this right is exercised regularly arehcounters no
particular obstacles.

Freedom of education anckligion are guaranteed by the Constitution. Fifteen
denominations and religious organisatioase recognised andeceive financial
assistance frorthe State. However, ghould benoted that broadcasts on theblic
television networks have recently explained that the Jewsdepted fronSlovakia
because they “enriched themselveshat expense of the Slovak people.” T3levak
authorities recently published a schtmttbookidealisingthe pro-Nazi Slovakégime.
The government withdrew the book on 1 July 1997.

Minority Rights and the Protection of Minorities

Minorities in Slovakia make up betwe&8% and23% of the populationprincipally
Hungarians (11%) and gypsies or Roma (4.8% to 10% depending on estimates).

Minorities are protectedirst of all by anumber of international norms. In September
1995 Slovakia ratifiedhe Council of Europe’s framework convention on minorities.
However, it hasnot subscribed to recommendation 1201 tbe Parliamentary
Assembly ofthe Council of Europe which provides for thecollective rights of
minorities althoughwithout being legally bindingFollowing the signature in March
1995 of a treaty of fendship andcooperation with Hungary, the Slové#arliament
accompanied ratification in March 1996 two declarationsdenyingrecognition of
collective rightsfor minorities and removindghe possibility of establishing ethnically
based autonomous administrative structures.



The Constitution grantminoritiesthe right to develop their own culture, teceive
information and education in thewn language and to participate in takutggisions
which concern them. Thé&tate budgeincludes funding toencourage cultural and
educational activitiefor minorities. There are npecific provisions guaranteeing the
representation afinorities in Parliamenbut sincethe September 1994 elections the
Hungarian minority has had seventeen Members of Parliament belongitiget
parties in a coalition. Slovakia has also complied i recommendations of the
Council of Europe onnames (Hungarianare no longembliged to translate their
surnames into Slovak) artde use of theninority language alongside Slovak mad
signs where minorities account for more than 20% of the population.

While the minorities live harmoniously alongside the reshefpopulation oSlovakia,
there arenevertheless some tensions betw#esm government and thElungarian
minority.

The first problem arises frorie law on the national language of November 1995,
which repealedhe earlier provisions allowinghe use of aminority language for
official communications in anyown or village where theminority represented more

than 20% of the population. TH&lovak authorities hadiven commitments to the
EuropeanUnion andthe OSCE’s HighCommissionerfor nationalminorities that it

would adopt anew law onthe use ominority languages. It should also beted that
Article 34(2) of the Slovak Constitutioexpresslystates thatninorities may use their

own language for official communications and that the arrangements for exercising that
right should be laid down by law.

Nevertheless, Slovakia hast yet passed comprehensive legislation on ploist and
has gone back aime commitments it gave earlier. Ittisie that other texts govern the
use ofminority languages in specififields (public life, courts, radioand television,
public schools andoadsigns)but these dmot coverall situations and there sill no
overall text.

This ambiguous situation is furthexggravated by certain governmedécisions
concerning theHungarian minority such aseductions in thesubsidiesgranted to
Hungarian cultural associations arlde cessation obilingual schoolreports in
Hungarian schools (a teacher not respecting this rule can be dismissed).

The gypsies orRoma, whose numbegrew in Slovakia after partition, continue to
suffer considerable discrimination daily life and are quitdrequentlythe target of
violence from skinheads against which they recenly inadequate protectiofiom
the police. Their saal position is oftendifficult, althoughhere sociological factors
play apart, alongsidethe discrimination they suffer fronthe rest of the population,
particularly with regard to access temployment, housing and public services in
general (unemployment of about 40% to 50%).



1.3 General Evaluation

The position of Slovakia raises a number of problems fiftwenpoint ofview of the
conditions set by the Copenhagen European Council.

Two of the main features of theway institutions in Slovakiaoperate are that the
government pay#sufficient respect to the powermdevolved by the Constitution to
otherbodies andoo frequently disregardthe rights of the Opposition. The constant
tension between the government and the President &tdpeblic isone example of

this situation. Similarly, the way in which the government recently ignored decisions by
the ConstitutionalCourt and the centrateferendum committee otie votingwhich

took place on 23 and 24 May 1997 directlyeatens thatability of the institutions.

The frequent refusal tavolve the opposition in the operation of the institutions,
particularly where Parliamentary scrutiny is concerned, underlines this trend.

Against this backgroundhe usemade bythe government of thpolice andthe secret
services gives cause for concern and substantial efforts will have to be made to provide
better guarantees of thedependence othe judicial systemand of satisfactory
conditions for its operation. THeght againstcorruption also needs to lmeade more
effective.

Improvement is also required in the treatment of Hlwagarian minority, whiclstill
does notbenefit fromthe general law orthe use ofminority languages which the
Slovak authorities have undertaken to introduce andiiteh there is provision in the
Constitution. The position of the Ron{gypsies) also requires attention from the
authorities.

In view of the points sebut above,while the institutional framework defined by the
Slovak Constitution corresponds tieat of aparliamentary democracy with free and
fair elections,the situation with regard to th&tability of the institutions andheir
integration into politicalife is unsatisfactory. Despite recommendations made by the
EuropearlUnion onthe occasion of aumber of approaches asthtements, there has
been no appreciable improvement.



2.

2.1

Economic Criteria

In examining the economic situation gospects oflovakia, theCommission’s
approach is guided in particular by tbenclusions otthe EuropearCouncil in
Copenhagen in JurE993, which stated thatmembership othe Union requires
“the existence of a functioning market economywa$f asthe capacity tocope
with competitive pressure and market forces within the Union”.

This section ofthe Opinion thereforegives a concise survey ofie economic
situation and background, followed by a review of Slovakmsgress in key
areas of economic transformati@iberalization ofthe price andrade system,
stabilization ofthe economy, structural change, reform offthancial sector) as
well as its economic and social development. It concludes with a general
evaluation of Slovakia in relation tthe criteriamentioned bythe European
Council and a review of prospects and priorities for further reform.

The Economic Situation

Background

Slovakia, with a population &.4 million, had a gross domestoroduct GbP) of
38 billion ECU (expressed in purchasimpwer parity) in 1995; its population is
about 1.5 percent of that of thidnion, while its economy isonly about
0.6 percentDPper head is about 41 percent of theion average.However, at
220 ECU the average monthly wage is low by Western standards.

Slovakia is a founding member tie wTo and CEFTA, and its application for
membership to theecbDis currently under review.

Progress in Economic Transformation

Before World Wairll, Czechoslovakia was one of the richer countrielSurope,
but the Slovakpart of the countryemainedmainly rural and wasnuch poorer.
Under thecommunist regime, Czechoslovakia espoused ceplaahing in its
entirety, and started to invdseavily inthe industrialization of Slovakia, based on
cheap imports of rawmnaterials and energy frothe Soviet Union. By1989, after
almosthalf acentury of central planning, Czechoslovakia's economydhagped
far behind everthe poorestMember States, buteconomic activity was more
evenly spread over the country.



The fall of the communist regime in November 1989 ledthe creation of the
democratic Czech and Slovak FedeR#public €sFR. The situation at the
beginning of transition wa®latively favourabldor theCsFrR excess demand was
not really present, fiscand monetary policies had begrudent for anumber of
years, and the external debt wamall. The “monetary overhang” (unwanted
savingscaused by shortages) wiasited, so inflation didhot soar asnuch as in
other countries in the region. Theform process wastartedimmediately: prices
andtrade werdiberaized, privatization proceededpidly, economic institutions
were established, and new bankruptcy and competition legislation was introduced.
However, due to the structure itd industry, Slovakia was hit harder the loss
of eastern markets, and opposition to reforms grew. falhgre to reach an
agreement on the future course of econgpoiicy was an important element in
the decision to split thesrFr

Since latel992, Slovakia has had to fadke difficult tasks ofbuilding amarket
economy and, athe same time, establishindpe institutions of anndependent
state. The process of separation from @eech Republiccompounded the
economicdiffi culties. Politicalinstability and thelack of abroad social consensus

on the path of economic reform presentadditional obstacles to the
transformation process. Also, the termination of transfers from Ghech
Republic unmasked large underlying fiscal and external imbalances. On the
positive side, Slovakia inherited a very low exterdabt, lowinflation and a
tradition of orthodox and sound macroeconomiacyol

A programme of rapid privatization began 1991, and by thdime of the
separation of thesrFr small-scale privatization arttie first wave of large-scale
privatization werevirtually completed. After independence, preparations for a
second wave of voucher privatization westarted, but after ahange of
government, this second wave wasicelled and replaced byrect sales in June
1995.

Foreign Direct Investment

Foreign direct investmememains vernjow (only 0.8 percent of GDP in 1996;
source : EBRD), despite thelbeing few legabarriers. The main reasons this
seem to behe lack of foreign confidence ithe commitment ofthe authorities
towards market reform, thexclusion of foreigners imost of theprivatization
process, and political uncertainty.

Economic Structure

Agriculture accounts for about 6.3 percent wilue added, andemploys
9.7 percent of the working population. After tls¢art of transition, and in
particular price liberalizatiorthe collapse of agricultural production was sharper
than the reduction obverall production. However, agricultural productiaiso
recovered faster and started to grow again already in 1993.



Before 1989, over 80 percent of cultivated lamegas owned by collective ostate farms.
Since then, legislatiohasbeen introduced toeturnthe land to the original owners, to
transform thecollectivefarms in privatelyownedco-operatives, and to privatize the state
farms.Nevertheless, in practice tlséructure ofthe agricultural sector has nget been
changeddrastically. Only few state farmshave actuallybeen privatized, because of
uncertainty over land restitution claims, the lower quality of their land, outdated
machinery, andhigh debts. Although thenembers of co-operativean redraw theipart

of the land andassets to set up reew individualfarm, the co-operatives stibbwn the
major part ofthe land.Most individual farmsremain small and produce mairflyr own
consumption.

Main indicators of economic structure
(all data for 1996 unless otherwise indicated)

Population million 5.4
GDP per head PPSECU (1995) 7100
as % ofeu-15 average per cent (1995) 41

Share of Agriculture in:

value added per cent (1995) 5.6
employment per cent (1995) 9.7
Gross foreign deltbpr per cent 43
Exports of goods & servicespp per cent 57
Stock of foreign direct investment billion ECU* 0.6
$ per head 110

Source: Commission services, national Soureeep

(1) FDI stock converted at end 1996 exchange rate of 1IECU = $1.25299

Industry accounts for about one third gbp, and a somewhat higher share in
employment. The communist regime investesinly inthe development dieavy
indudry in Slovakia. Importanparts of the sector have beenvatized, and
about 70 percent of industrial production is now produced in private enterprises.



The steel and petrochemicaéctors,which are both dominated by one big
enterprise, are now competitive aaale toexport to western markets. However,
the growth potential in these sectoesnains limited giverthe existing excess
capacity acros&urope.Likewise, the chemicalsand non-ferrous metalectors
are technically advancednd internationally competitivéther sectorssuch as
textiles and the importandefence industry, face a considerabdstructuring
effort to ensure survival.

Important parts of theervicessector(major banks, telecommunicatiorae still

controlled by the state. Tourism is a potergi@wth sector foSlovakia,but will

need considerable investment as it has been neglected thed@&onmunist
regime.

Liberalisation

Price Regime

In 1991, 85 percent of consumer prices wdiberalized. By 1995 some
10 percent werstill administeredmainly for energy, somgublic services and
rents. In 1996, a Price Law waslopted thagives far-reachingpowers to the
administration to asses$ie justification of large price changes. Although so far
this legislation has only beemsed to control prices of Bmited number of
agricultural products, it couldalso be applied tacontrol normal market or
seasonal fluctuations, which would distort the role of market price signals.

Trade Regime

In general, Slovakia hasliberal and transparerttaderegime, characterized by
moderatetariffs and bythe infrequent use of non-tariff barriers. After the
dissolution of thecsFr thetwo new republics formed a “customs union”, with a
common extaral tariff, but without freecirculation ofgoodscoming from third
countries. Slovakia has reachiedde agreementsith the EU, EFTA and CEFTA,
and is a founding member of thhao.

In 1993, a 10 percent import surcharge was introduced as a temporary measure to
support the precarioubalance-of-payments situation. Althoughe external
accountimproved considerably in 1994 aa@95, the surcharge wasaintained.

Under pressure of theu and thewTo, the government lowered the surcharge
rate to 7.5 percent on 1 July 1996, and to 0 percentJamdary 1997.

In May 1997, the Slovak government introduced an import deposit scheme.
Under this measure, importers will have to make a non-interest-bearing deposit of
20% of the value of imports in a Slovak bank $ormonths. Thiglepositscheme

was introduced as a reaction tosinilar measure introduced by th@zech
government inApril 1997, andwith the intention toimprove the rapidly
worsening current account balance.



Although thecostincreasing effect othe measure i8mited, the measure can
effectively block all imports bysmallimporters that domot havesufficient access
to thefinancial markets tofinancethe deposit. Consequently, the exaffect of
the measure on the trade deficit is hard to predict. Nevertheless it ithelghrs
move is an unfortunate step backwards.

Foreign Exchange Regime

Slovakia's strengthened external position made it possible to intradiucerrent
accountconvertibility of the Slovak crown on 1 October 199Ehis operation,
which was originally plannedfor 1 Januaryl996, was brought forwardecause
the CzechRepublic endedhe Czech-Slovaklearing systenfor bilateral trade
payments on that date.

The exchangeate isfixed to abasket of the German mark (60 percent) and the
US dollar (40 percent), with a fluctuatiomargin that has been gradually
increased from £1.5 percent in 1995 to +7 percent now. It can be expected that
the National Bank of Slovakiaigs) will increasinglyuse the wideexchangeate
margins as an additional instrument to fulfil its monetary policy objectives.

Stabilisation of the Economy

Domestic

The loss of the traditionagéxport marketgesulting fromthe break-up of the
CMEA, aggravated by the disrupted tradéth the CzechRepublic after the
dissolution of the federatioput Slovakia in a deep recession from 1989 to 1993,
during whichperiodGpp fell by almost onequarter. 1994 saw a sharp recovery,
initiated by risingexports to theeu and the CzecRepublic. Thdeadingrole of
exports wagyraduallytaken over by domestic demandsulting in some of the
highestGpp growth rates in the regiosiuring 1995 and 996. Economigrowth

iS now completely driven by domestic demand atite economy risks
overheating. If macroeconomic policies remain restrictive, this should not result in
re-emerging inflationaryressures in the short teriNevertheless, thexternal
balance has already been affectedti®y sizable growth of domestic demand.
The longer-term development of the Slovak eroy will not only depend on
continued sound macroeconomic policiesit also onmicroeconomic factors,
such as the degree of restructuring b@fnks and enterprises. Indeed, non-
inflationary highgrowth canonly be maintained when competitiveness increases
sufficiently.



Main economic trends 1994 1995 1996

RealGpp growth rate per cent 4.9 6.8 6.9

Inflation rate

annual average per cent 13.3 9.9 5.8
December on December per cent 11.6 7.2 5.4
Unemployment rate, end-year per cent 13.3 12.8 10.9
(Lo definition)
General government budget
balance per cent ofsDP -1.3 0.1 -1.3
Current account balance per cent ofcbp 4.8 2.3 -10.2
Debt/export ratio per cent 47.9 53.1 71.6
Foreign direct investment inflow per cent ofcbp 1.3 1.0 0.8

Source: Commission services, national Soureeep

As a result of tight monetary aridcal policies, inflation remained limited during

the transition period. Only in 1991, as a result of the pifbegalization, and in
1993, because of the introduction\afT, higher inflationrates were recorded.
Since then, inflation steadily declined to reach 5.8 percent on averbd@@6nthe
lowest rate of the associatachnsition countries. However, because of the
buoyancy of domestic demand and some adjustment of administered prices,
inflation accelerated again ime first months of1997. Therefore, it is expected
that the inflation rate will not continue its downward trend in 1997.

In sharp contrast to the evolution in the CzBapublic, unemploymembsevery
quickly in Slovakiaafter the start ofransition. Unemploymerpeaked twice at
15.2 percent, idanuary 1994 and in Janud995, butdeclined t012.8 percent
at the end of 1996. However, in tifiest quarter of 1997, unemployment was
higher than irthe corresponding period of 1996 rdéimains unevenlgpread over
the country, and the proportion of long-teumemployed is high. Only amall
part of the high economicgrowth is translated int@dditional employment
because of the high growth rate of labour productivity.



During thefirst year of independencéhe general government deficibse to
7.6 percent o6DP as a consequence of the terminatiofiszial transfers from the
Czech Republic, and afifficulties of setting up a new taadministrationPublic
finances improved considerably in 1994 avete approximately in equilibrium in
1995, mainly resulting from higher-than-expectedx receipts, generated by
higher growth. The stance of fiscal policy has become more expansionary in 1996,
with an estimated general government deficit of 1.3% of GDP. Isttie budget
for 1997, expenditures are furthecreased compared to tbetcome of 1996,
resulting in a higher planned defiédr 1997. However, an important proportion
of the increased expendituresillwbe used for necessary investment in
infrastructure.

External

Slovakia inherited a low foreigiebt from thecsSFR and debtemained relatively

low after independence. Thanks to its stability-oriented economic policy, Slovakia
has gained access to private capital markets and has obtained investment-grade
ratings from the major credit rating agencies.

As a consequence of the dissolution of the federation, Slexpkrts to the
Czech Republievere reduced by one third in 1993. Nevertheless, because of the
repressed domestic demand, and after a devaluation of the koruna and the
introduction of a 10 percent import surcharge - a temporadjtiaghl tax on
imports - the current-accoublancerecoveredquickly from a deficit ofmore

than 5 percent afpPin 1993 to a surplus of almost 5 percent in 1994. However,

in 1996 the continued growth adomestic demand pushed up imports of
consumer and investmegbodsconsiderably, whileexports stagnatedesulting

in a rapid deterioration of the current account tteficit of more than 10 percent

of GDP.

The evolution of theforeign exchange reservedearly shows theoverall
improvement othe balance of payments. Reserve holdingghef NationalBank
almost doubled in 1995, and represented 4 months of imporgoads and
services, compared wittnly 2.4 months at the end of 1994. Howewerth the
deterioration of the current account, the reserve positias deteriorated
significantly in reent months.  Without aignificant increase of foreigdirect
investment, the reserve position might be threatened in the longer ternhigtihe
current acount deficit is maintained.



Structural Change

Foreign Trade

The SlovakRepublic is a very open economy wékports of goodsand services
accounting for 57 percent gbrin 1996.

Externaltradehas been substantialigoriented towards western marketad in
particular to the Union. Theu is now the fastest growing and the biggeatie
partner, accounting for around 36 percent of Slovak imports and 41 percent of
exports. Germany alondakes up almoshalf of the Eu trade with Slovakia.
Despite itsdiminishing share, the CzecRepublic remainghe most important
single country for tradaith Slovakia, representingbout one quarter amports

and almost one third of exports. Ofifth of importsstill come from thdormer
Soviet Union £su), mainly energyand rawmaterials,but theFsu accounts for

less than one tenth of all exports.

The most important impomnproduct categories ammachineryand equipment,
energy, intermediate goods, and chemicals. As a consequendeghar
investment, imports omachineryand equipmenare growing fastest. In 1996,
38.3 percent of exports consisted aitermediate goods (mainly steel),
23.2 percent ofmachinery and tranport equipment, and 12.4 percent of
chemicalsExports of steel, cargndchemicalsare eaclime dominated bynly
one enterprise.

Labour Market

After the start of thetransition process, unemployment $fovakia increased
much faster than in the CzecRepublic, althoughthe macroeconomic and
structural policy frameworkswere the same underthe csFrR This can be
explained by Slovakia's higher dependenceeaports toCMEA markets, its
important defence industry, arle higher reliance on cheap imports of energy
and rawmaterials fromthe former Soviet Unionwhich all led to a sharper
reduction of employment. Furthermore, the Slovak labour forcaatidecline as
much as inthe CzechRepublic because retirements lower than in th€zech
Republic.

Unemployment stabilized whethe economy recovered ih994, andstarted to
decline in 1995. This positive evolution ismainly the result ofadditional
employmentcreation. Thedecline of the participationrate is now largely
completed, after the imal exit of women andlder workersfrom the labour
market. More thamalf of the unemployed has beeyut of workfor more than a
year. Long-term memployment is particularly widespread among people with a
low education level.



Given the continued potential fonigh labour productivitygrowth, it can be
expected that future unemployment reductions will only beugiad

Real wages began growing againl®94. Morerecently, real waggrowth has
even exceeded productivity gains, which risks to harm competitiveness.

Public Finances

Theinitial public financeconditions after independenaeere particularly difficult

in Slovakia:the costs oestablishing a newtateand a new administration were
aggravated by theontinuing economic recessiothe ending ofthe important
fiscaltransfers from the federation, and th#ficulties associated with theeform

of the taxsystem (introduction o¥AT). As a result, thenitial objective of a
balanced budget for 1993 proved to Un@realistic, and a general government
deficit of 7,6 percent wascerded.

Because of tight expenditure control and higher-than-expected tax receipts,
geneated by higher economicgrowth and improvedtax collection, public
finances recovered considerably in 1994 and 995, when a small general
government surplus wa®corded. As a result diigher expendituresnainly
infrastructure investment, and a loweringloé VAT rate, thedeficit roseagain in

1996, and iplanned to be almostgercent of GDP in 1997. In the future, there

is a risk that the restructuring of the banking sector could have negative effects on
the budget, because ofpassible itroduction of taxdeductibility for provisions

on bad loans, or because of tbaling in of state guarantees doad debt.
However, according to the government’s gnamme,the general government
deficit should be kept below 3 percentauir.

The structure ofgovernment finances has changed considerably. On the
expenditure side, subsidies to enterprigese reduced and the soc&gcurity
system was moved frorthe state budget to separatestitutions, which are
financed by social securitgontributions. Social security expenditures are
relatively high(about one-third ofjeneral government expenditures$pecially

for pensions. On the revenue side, the turnover tax was replaced by a value-added
tax, and personal income andrporate profit taxes were introducdRevenues

from personal income tax remain low compared to other sources of revenue.

Enterprise Sector: Privatisation and Enterprise Restructuring

A first wave of voucher privatization was concluded uniiercsFrR To avoid
excessive dispersion of ownershipe Slovak authorities decided ¢ancel the
second wave of voucher privatization and replace it by direct shlest
enterprises were sold to theanagement andorkers atpreferential prices, with

the possibility to extend payments over a period of up to ten years. In general, the
second wave of privatization has lacked transparency andcorascered as
inequitable.



Progress on enterprise restructurimgs not beenfully satisfactory in Slovakia.
Besides a core group of highly profitable enterprises, there is still a relatively large
group ofloss makerswhich need taestructure tsurvive. The rain reasons for

the lack of enterprise restructurirye the continuedhvolvement ofthe state, a
weak bankingsector,ineffective bankruptcyrocedures, anthsufficient foreign
direct investment. Consequently, the enterprisesalbdave to face aufficiently

“hard budget constraint” - theressll anexpectation by enterprise managerast

the goernment or the banks will bail them out when they incur losses.

The authorities arérying to maintaintheir influence onimportant decisions in
privatized enterprisethat areconsidered strategic. Although the constitutional
courthas removedhelegal basigor the compulsory creation &folden shares”,

which would havegiven the government aseto on importantdecisions, the
government is trying to convinctie new owners of privatized enterprises to
obtain thesame result on a voluntary bad#oreover, the proposeldw on the
revitalization of enterprises would increatiee government'sinfluence on
strategic enterprises dhifficulty. The draftlaw foreseepossibilities to reschedule

or canceldebts to the budget and banks, through a secretive and untransparent
procedure, with an important political involvement.

Slovakia hasnot beenable to attract significant amounts of foreign direct
investment, while the scale of the bad debt problem prevents domestidrbanks
playing an ative role infinancingenterprise restructuring. ®t new owners of
privatized enterprises witypically also lackthe financial meandor investment,
since they already had to invest to acquibe control of thecompany.
Consequently, investmefur restructuringwill mainly have to bdinancedout of
retained earnings dhe enterprisesyhich is only possibléor already profitable
entities. Only the biggest of thegeofitable enterprises might also be able to
finance their restructuring efforts on the international capital markets

Little progresshas been made ime implementation of an effective bankruptcy
law. The current 1998w includes conciliatioprocedures and exemptiotisat
obstruct aquick and just procedure. Furthermore, toeirts areoverburdened
and inexpegnced. The proposed law time revitalization of enterprises would
add anadditional hurdle for creditors tide bankruptcy proceedings, because the
enterpriseghat would beselected for restructuring under thevisions of this
law would be exempt from bankruptdpr the period of therevitalization
programme.



Financial Sector

The authority responsibl®r monetarypolicy is the National Bank oSlovakia,
which was created on 1 Janud893, taking over from itkeederalpredecessor. It
is independent from the government, andraesponsiblefor monetary and
exchangeatepolicy, as well as banking regulatiand supervisioninterest rates
have been fullyliberalized and, following the abolition of the remainingcredit
ceilings on individual banks in Janudr996, monetaryolicy isnow fully exerted
through indirect instruments. Banking regulation and supervision Hasen
progressively strengthened.

The number of banks operating in Slovakia has increased driyrfour at the
end of 1991 to 29: 10 withoubreign capital participation, 14 with foreign
capital participation, and 5 branches of foreign banks. Thaee also
10representativeffices of foreign banks. Participations lkiye state,foreign
capital, and private domestic capitalke up abou¢qual shares of treubscribed
capital of banks. Howevethe banking system remairtseavily concentrated in
the three largest banks, which are still mastgte owned. Thehares of the three
biggest banks in total loans and deposits are about 65 and 70 pespeatively.
Privatization of these banks is currently under discussion. It has rebeetty
decidedthat two ofthe major banks\uB andirRB) can be privatized, buhat the
Savings Bankwhich still holds most of the private deposits, and tiate
Insurance Companyhe largest insurer in Slovakia,liwremain instate hands
until 2003. It is notyet clearwhich method will be used for the privatization on
vuB andIRB, and if foreign participation irthe privatization process will be
invited.

Despite direct assistance from stateand thebanks'own work-out efforts, the
proportion of non-performing loans remains relatively high: loaeported as
overdue by at least three months represented almost one third of outstanding
loans atthe end of 1995. The largeajority of these bad loans Iseld bystate-
controlled banks, and most debtors are state-owned enterpxisied, often
benefit fromstate guarantees. The authorities favogradual solution of the
bad-debt problem bymposing further provisioning bythe banks. Thestate
intends tosupportthis process, but ndecision has yet bedaken on the form,
size and conditions ofhe stateparticipation in bank restructuring/Vhile

73 percent of the risk of the bawhns isnow covered byrovisions and reserves,
their weight remains excessive gnats asignificant burden othe profitability of

the banking sector.Consequently, tsupporttheir financial position, thebanks
have to maintain relatively high margibstween deposit andndingrates,which
limits the possibilities ofthe bankingsector to support enterprise restructuring by
providing credits at acceptable rates.



The main tendency irenterprise and personakctorlending is acontinuous
decrease in the persoriahdingshare and a growing share of enterpléseling

in the total amounts of bank lending. Creditsfameign currency also grew
considerably irrecent years, although their share in tol lending remained
relativelylow (around 10 per cent). In 1995 there wasnarease irthe share of
private borrowers in the total volume of banks loans. In that year shorlstmm
accounted for 75 percent of the totallume of new loans drawn by private
organizations. Share issues Wot reprsent an alternativ@nancing source for
companies, while bond issuese morewidely used as source of corporate
finance.The market for short-terrfunds isnot yet fully developed, although it
has the structure and features of money markets in mature market economies.

Capital markets reain fragmented andliquid, and thelegislative framework
needs to be developed further. The first wave of voucher privatization gave an
impulse tothe trade in sharesyith an important intermediaryole for the
investment privatization fundspgs). However, the unexpectedncellation of

the second wave of voucher privatization 195, and the more restrictive
regulation oniPFs, reduced marketonfidence considerably, afichited further
market development. Trade privatization bondswhich were issued as a
compensation for theancelledvouchers, has remainedarginaldue to alack of
demand and a legally imposed minimum price.

Economic and Social Development

Social Indicators

Slovakia has an estimated populatiorbaf million. Population growthas been
declining almost continuously from 1.8 percent a yeathia mid-1950s toless
than 0.5 percent now. This slowing of population groiwtplies agradual ageing
of the population, and asing share of the population of working agefe
expectancy at birth in 1996 was 68.4 years for men and 76.3 years for women.

The educatiorevel is relatively highSecondary education has been concentrated
on vocational and technical specializations, which refldoes importance of
heavy idustries and engineering in the economy.

Regional and Sectoral Differences

Regional differenceare particularly pronounced in Slovakiaertainly when the
relatively smallsize ofthe country is taken into account. Productiomrmainly
concentrated in the western part of the couriByatislava and neighbouring
districts) and around Kosice, in Eastern Slovakia. As a result, unemployment is
also very umsvenly spread,varying from 4percent in Bratislava to more than

20 percent in the more rural districts. A reductionregional differences in
unemployment levels isbstructed byrelatively underdeveloped transport and
communication infrastructure in rural regions, and low geographical labour
mobility, partly as aesult of scarce andxpensive housing in regions with the
fastest economic growth.



2.2 The Economy in the Perspective of Membership

Introduction

The EuropearCouncil in Copenhagen in 1993 defindte conditionsthat the
associated countries in central and easkrrope need tsatisfy for accession.
The economic criteria are:

 the existence of a functioning market economy;

» the capacity to ope with competitive pressure and market fore@thin the
Union.

These criteria are linked. Firstly, a functioning market economy will berable
to copewith competitive pressuré&econdly, in theontext ofmembership of the
Union, thefunctioning market ishe internalmarket. Without integration into the
internal market, EU membershipwould lose its economieneaning, both for
Slovakia and for its partners.

The adoption of theacquis, and in particular thanternal marketacquis is
therefore essential for a candidate country, which must cortselitpermanently
to the ecaomic obligations of membershifhis irreversible commitment is
needed to provide the certairttyat every part of theenlargedeu marketwill
continue to operate by common rules.

The capacity taake on theacquis has several dimensions. @Gme one hand,
Slovakia needs to be capable of taking the economicobligations of
membership, in such a way thtae single marketunctions smoothly anéhirly.
On the otherhand, Slovakia’s capacity to benefiily from the competitive
pressures of theinternal market requires thathe underlying economic
environment be favourable, atight the Sleak economy havéexibility and a
sufficient level of humarand physical capital, especiallyinfrastructure. In their
absence, competitive pressures ldeely to be cosideredtoo intense by some
sections of society, and there will be a call for protective measwresh, if
implemented, would undermine the single market.

The capacity and determination of a candidate countgdtgptand implement
the acquis will be crucial, sincethe costsand benefits of doing smay be
unevenlyspread across time, industries amtial groups. Theexistence of a
broad based consensaisout the nature of thehanges to economic polieyhich

membership othe Union requires, and a sustainegtord ofimplementation of
economic reforms in théace of interesgroup pressure reduce thiek that a
country will beunable to maintain its commitment tiee economiobligations of
membership.



At the level of the public authorities, Membmship of theUnion requires the
adminigrative andlegal capacity tdranspose andnplementthe wide range of
technical legislation needed to remove obstacles to freedom of movertient

the Union and so ensurthe working of the single market. These aspects are
examined inlater chapters. At thevel of individual firms,the impact on their
competitiveness of adoptinge acquisdepends on their capacity aolapt to the
new economic environment.

The Existence of a Functioning Market Economy

The existence of a market economy requihed equilibrium between supply and
demand is established by the free interplay of market forces. A market economy is
functioning whenthe legal system, includinthe regulation of property rights, is

in place and can be enforced. The performance of a market econfatijitated

and improved by macroeconomic stability andemree of consensaout the
essentials of economic policy. A well-develogethncial sectorand an absence

of significant barriers tonarket entry and exhelp to improvehe efficiency with

which an economyvorks. Good progress in theplementation othe Europe
Agreement should also help to consoliddkee functioning of the market
economy.

Slovakia has implementedost of thenecessary reforms to establish a market
economy. The price system has beldveralized, allocation decisions are
decentralized by the almost completed privatization process, aimdiegendent
judicial system is iplace, which haproved onseveral occasiorthat it isable to
protect property rights. In general, there are no significant legal barriers to market
entry. The economy has also attained a satisfactory sustaitedse of
macroeconomic stability, includindpe lowestinflation rate of the regionwhich
allows economic agents to have a sufficiently long planning horizon.

Nevertheless, on a number of occasioti®e Slovak authorities havbeen
favouring non-market-baseanechanismsfor price formation or resource
allocation. Examples of thiare thevery low proportion ofcompetitive sales of
stateenterprises in the privatization process, the setting minanum price on
the sale of privatization bonds, antle efforts of the government tmaintain
control on enterprises that acensicered strategic. These are claadications
that the functioning of the market economy still needs to be reinforced.

A limited number ofprices -mainly energy, some public services amahts - are
still administered, whicklistortsrelative prices. The regulation of pricespoiblic
services can be considered to be in line with existing practices in M&tdies.
However, the continuedsubsidies on household energy consumpti@ve
negative effects on energyfficiency and thetrade balance. The curbs on rents
increasethe concentration of economactivity in certain regions, and reduces
private investment in residential construction.



Moreover, the more restrictive Price Law of 1996 could be usagyly controls
on normal or seasonal price fluctuatiotigjs distorting the role of markptice
signals.

A strong and stable financial sector is an essential element of a functioning market
economy. The Slovak financial sector still has considerable restructuring problems
to resolve, such as thkigh proportion of non-performing loans and the
dominance of a limited number sfate-owned banks. Consequently $ketor is

not yet able toplay its intermediation role tahe full extent. Moreovergcapital
markets remainlliquid and fragmented, and progresssidl needed in their
regulation. Neverthelesgyhile these problems redudbke efficiency with which

the economy functions, tHimancial system is sufficientlgievelopechot tohinder

the normal functioning of the ecomy.

In a number of importantectors (steebanking, petrochemicalshere islittle
domestic competition, withhe bulk of production often concentrated in one
enterprise. Marketlominance of a limited number @hnterprises can be an
impedimentfor the entrance of new enterprises in these sectors. Nevertheless, the
traderegime issufficiently open tdforeign competition to guarantee competitive
behaviour on the domestic market.

Little progresshas been made ilme implementation of an effective bankruptcy
law. The currentegislation includes conciliatioprocedures and exemptiotigat
obstruct aquick and just procedure. Furthermore, toeirts areoverburdened
and inexpegnced. The proposed Enterprise Revitalizatat would add an
additional hurdle for creditors tdile bankruptcy proceedings, because the
enterpriseghat would beselected for restructuring under thevisions of this
law would be exempt from bankruptdpr the period of therevitalization
programme.

The Capacity to Cope with Competitive Pressure and Market Forces

It is difficult, some years ahead pfospectivemembership, and before Slovakia
has adoptedand implementedhe largerpart of Community law, to form a
definitive judgement ofhe country’sability to fulfil this criterion. Nevertheless, it
is possible to identify a number é&atures of Slovakia’s developmewhich
provide someindicaion of its probable capacity t@ope with competitive
pressure and market forces within the Union.

This requires a stable macroeconomic framework withinich individual
economic agents can make decisions iglimate of a reasonabldegree of
predictability. There must be sufficient amount ofhuman andohysical capital
including infrastructure to provide the background, katindividual firms have
the ability to adapt to face increased competitive pressures in the single market.



Firms need to invest to improveeir efficiency, sothatthey canboth compete at
home andake advantage afconomies of scale which flow froaccess to the
single marketThis capacity taadapt will be greater, the mofiens haveaccess
to investment financethe better thequality of theirworkforce, and the more
successful they are at innovation.

Moreover, aneconomy will be better able ttake on theobligations of
membershighe higherthe degree of economic integrationathieves with the
Union ahead of accession. The more integrated a country already is with the
Union, the less the further restructurimgplied by membershipThe level of
economic integration is related to both the range \@idme ofgoods traded

with memberstates. Direcbenefits from access tbe single markemay also be
greater in sectors where there a@zaableproportion ofsmall firms, sincehese

are relatively more affected by impediments to trade.

The Slovak economy has a number of importanetasso beable to face
competitive pressure and market forces in the single marketeddromy is
stabilized and rapidly growingyhile wage costs remairelatively low, and the
population is well-educated. The central location on the crossing of important
North-Southand West-East trans-European netwamknf corridors couldalso
contribute to thedevelopment of a competitive servicesctor, if sufficient
investment in these corridors takes place.

Slovakia has also been able te-orient its exportdowards west European
markets, after the loss of its traditioredport marketsesulting fromthe break-
up of thecMEA and the dissolution of the federation with the CzRepublic.
The high growth rates of tradevith the Union in recent yearsre notonly an
indicationthat atleast a number of Slovak enterprises sufficiently competitive
to export to theeu, but also that they aable toproduce goods thabmply with
the rules and regulations of the single market.

Another indicator of competitiveness tise capacity of enterprises to adjust.
Although thetraditionally importantheavy industriaknterprises in the steel and
petrochengal sectors are noveapable of supplying quality basproducts, at
competitive prices, thgrowth potential in these sectorsmains limited given the
existing excess capacity in Europe. Likewise,diremicalsand non-ferrous metal
sectors are teditally advanced and internationally competitiv@ther sectors,
such as textiles and the importadefence industry, face a considerable
restructuring effort to ensurgurvival. In general, additional investment will be
needed inall sectors tomodernize andestructure productiogapacity, and to
adapt it tofulfil the requirements of trecquis. Efforts will have to be made to
diversify towardslighter asemblyindustries and services, whiane more ifine
with Slovakia’'s natural endowmentdowever, the preserapacity of Slovakia
to innovate anddiversify praluction is hampered bimited expenditure on
research and development. Importss&ills and technology from abroad also
remain limited because of insufficient foreign direct investment.



The diversification andestructuring effort could be hampered by a lack of
investment capital. So far, Slovakia ha®t beenable to attract significant
amounts of foreign direct investment, white financingcapacity ofthe domestic
financial sectorremains limited bythe bad-debt problem. Most new owners of
privatized enterprises witypically also lackthe financial meandor investment,
since they already had to invest to acquire control of thecompany.
Consequently, investmefur restructuringwill mainly have to bdinancedout of
retained earnings dhe enterprisesyhich is only possibléor already profitable
entities. Only the biggest of thegeofitable enterprises might also be able to
finance their restructuring efforts on timernational capitainarkets Therefore, a
restructuring,probably associated with some form of re-capitalization, of the
financialsector, is amssential pre-condition to Su@rt enterprise restructuring in
general, but in particular edmall and medium sizedenterpriseswhich do not
have easy access to international capiatkets.Given the constraints on the
government budget, suchravitalization ofthe financial sector isprobablyonly
possible in combination with its privatization. Foreign involvement in the
privatization processeems to be essential, ander to introduce th@ecessary
skills and capital into the sector.

Slovakia could imprinciple resolve itsemaining economic problenssifficiently
rapidly to beamong in thdirst associated countries to jdime Union. However,

the uncertaintyemains ifthese structural problenll be tackledswiftly, and if

it will be done in a transparent waysing markemechanismshat arecompatible
with the rules of the single market. The reasontfiis doubt is the fact that
economic policy irrecent years has been characterized by a lapkedictability

and transparency. The most prominemamples of this can be found in the
privatization process, where the second voucher programmeivexpectedly
cancelled,the role ofiPrs was changed abruptly (causing important losses for
these funds), and tharivatization ofthe major banks has been announced and
postponedigain several times. The proposed law on enterprise revitalization also
lacks transparency becausige choice of enterprisethat benefit from this
legislation is subject to political influenc®loreover, the Slovak authorities are
still relying frequently omon-market-basedechanismgor price formation or
resource allocation.



A sufficiently convincingtrack record of consistergconomic reform is yet
missing. The announcement and implementatiorthbySlovak authorities of a
comprehensivetransparent and market-orientegedium-termstructural reform

programme wouldhelp toattract thenecessargupport offoreign investors, and
would enablethe Slovakeconomy to besufficiently competitive to face the
competition in the single market at the time of accession.

Prospects and Priorities

The economi@olicies ofthe SlovakRepublic havenot to date beeguided by an
elaborated medium-term programme. Documents exist on some aspects of
economic policy(monetary policy, industrial policy, e)¢ but they are mainly
short-term andnot integrated in one general blueprint. Nevertheless, in the
framework of the association subcommittee on economic issuesSidlak
authorities have declared therllingness to elaborate a comprehensiveslinm-

term stabilization and modernizatisirategy. This would help to determine
future reform priorities, in order to tackle the remaining economic difficulties.

In its first years of independence, Slovakia has achieved remagkalgjeess in
macroeconomic stabilization. Gl associated Central European countries, it
recorded in 1995 and 19%6nong thehighestGDP growth ratescombined with
the lowestinflation rate of the region. Howevekyhile the current account
remained positive i1995, continuedhigh domestic demand for consumption and
investmenigoodshas turned it sharply into deficit 1896. Some acceleration of
inflation in the first quarter of 1997, and thigh current accoundeficit, areclear
indicationsthat theeconomy isnow starting to overheat. In order to guarantee
the continuedstability of the economy, macroeconomlicies need to be
sufficiently restrictive, and need to bevell co-ordinated. Additionally,
microeconomicfactors, such as the degree of restructuringbahks and
enterprises, will also have to be improved. Indeesh-inflationary highgrowth
can only be maintained whethe competitiveness othe economy increases
sufficiently.

Once thedifficulties of establishing anew stateand a new administration were
overcome, thgeneral government budgaeficit wasrapidly reduced, aneven
recorded asmall surplus in 1995. However, the stancefistal policy became
more expansionary ih996, as a result of lower than expected revenues and the
need forhigher public investmenBecause of budgetary costs associatét
restructuring the enterprise and banksegtors, governmeuleficitsare expected

to rise in thecoming years. Theipward pressure on expenditures could be
alleviated bytargeting social expenditures those whoreally need them. Also,
completion of price liberalizationvould allow to furtherreduce subsidies to
enterprises.



Although unemployment has beedeclining in recent years, thehigh
unemploymentate and its considerable regional variation will continugotd a
burden on future economic and budgetary developments. Although the
unemployment problencannot be solved overnighdupport forcreating new
small and medium-scale enterprisesmare flexible labour marketimiting the

fiscal burden orwage costs byightening access to social security programmes,
and higher regionalagedifferences to promote inter-regional mobilicguld all
accelerate employment creation.

To ensure sustained econongiowth, Slovakia will need continued enterprise
andfinancial sector restructuringsiventhe choice for a gradual approach to the
solution of the bad-debt problem, thankingsectorwill not beable to be a
major source offinancingfor enterprise restructuring in the short term. Further
restructuring will have to b&nanced fromabroad, orfrom internallygenerated
enterprise resources. Foreign diresvestment has so far remaindichited
because of a lack of confidence tine market-orientation opolicy makers.
Moreover, restructuringvill probablynot behelped bythe continued efforts of
the government tonaintain influence in already privatizedterprises, and by the
untransparent procedures of the proposed Enterprise Revitalization Act.

Slovakia has introduced most tife reformsnecessary to establish a market
economy. The price system has bdiberalized, and allocation decisions are
decentralized byhe advanced privatization process. Nevertheless, a restrictive
Price Law has been introduced 1896, and the draft Enterprig&evitalization

Act would be a major step back from marketchanisms.The financial sector

needs to be reinforced, and progress is needed in the regulation of the bankruptcy
process and capital niaat.

Slovakia should be able to cope with competifpressure and market forces
within the Union in the medium term, but this would require more transparent and
market-based policiesFor anumber of yearshe economy hagrown rapidly,

with low inflation. The country has low wagestsand askilled labour force.
However, enterprise restructuring has been slelch is gradually undermining
economic growth and external balance. The lolevel of foreign direct
investment reflects thessructural problemswhich need to beackled swiftly

and in a transparent way.



2.3 General Evaluation

Slovakia has introduced most tfe reformsnecessary to establish a market
economy. The price system has bdieralised, and allocation decisions are
decentralised by the advanced privatisation process. Nevertheless, a restrictive
Price Law has been introduced in 1996, and the draft EnteReistlisation Act

would be a majostep back from markehechanismsThe financial sectorneeds

to be reinforced, and progress is needed in the regulation of the bankruptcy
process and capital markets.

Slovakia should be able to cope with competitpressure and market forces
within the Union inthe mediumterm, butthis would require more transparent and
market-based policieszor anumber of yearsthe economy hagrown rapidly,
with low inflation. The country has low wageostsand askilled labour force.
However, enterprise restructuring has been sWeinch is gradually undermining
economicgrowthand external balance. The ldewel of foreign directinvestment
reflects these structural problemshich need to beackled swiftly and in a
transparent way.



3. Ability to Assume the Obligations of Membership

The Europear€Council in Copenhagen included amaheg criteria for accessicthe
ability to take on theobligations of membership, includiragherence to thaims of
political, economic and monetary union”.

In applyingfor membership onhe basis ofthe Treaty Slovakia has accepted without
reserve the basic aims of the Uniortjudingits policies and instruments. Thisapter
examines Slovakia's capacity to assuthe obligations of membership that is, the
legal and institutionaframework, known as thacquis by means of whiclthe Union
puts into effect its objectives.

With the development of the Union, theecquis has become progressively more
onerous, and presents a greater challenge for future accessions than was the case in the
past. Theability of Slovakia to implementhe acquiswill be central to its capacity to
function successfully within the Union.

The following sections examinfgr each mairfield of the Union’s activity,the current
and prospective situation of Slovakia. The starting-point of the descripticanatysis
is a brief summary othe acquis with a mention ofthe provisions ofthe Europe
Agreement and th&Vhite Paper, wherghey are relevantFinally, for eachfield of

activity there is abrief assessment of Slovakigbility to assumethe obligations of
membership on a medium-term horizon.

3.1 Internal Market Without Frontiers

Article 7a ofthe Treatydefinesthe Union’s internal market as area withouinternal
frontiers in which the free movement of goods, persons, services and capital is ensured.
This internalmarket, central to the integration process, is based on an open-market
economy in which competition and economic and social cohesion must play a full part.

Effective implementation ofhe liberties enshrined ithe Treaty requiresiot only
compliance with such importargrinciples as, for example, non-discrimination or
mutual recognition of national regulations - as clarified by Court of Justice rulings - but
also concomitant, effective application of a series of comsetific provisions.
These are designed, in particular, to provide safetiglic health, environmental and
consumer protectiorpublic confidence irthe servicessector,appropriatelyqualified
persons to practise certaspecialist occupations and, where necessary, introduction or
coordination of regulatory and monitoringechanisms; alsystematic checks and
inspections necessary to ensaogrectapplication ofthe rules are carriedut on the
market, not at frontier crossings.



It is important to incorporateCommunity legislation into national legislation
effectively, but even more important tinplement itproperly in the field,via the
appropriateadministrative andudicial structures set up in thBlember States and
respected by compani€ghis is an essential preconditifor creating themutual trust
indispensable for smooth operation of the internal market.

his chapter must be read in conjunction with, irdéa, the chapters on socipblicy,
the environment, consumer protection and sectoral policies.

The Four Freedoms

A step-by-step approach leingtaken to absorption of thacquis by the applicant
countries:

- The Association Agreement between tBemmunity, its MemberStates and
Slovakia came into effect on 1 Februd§95. With regard to the four freedoms and
approximation of legislatiorthe Agreement provides, in particular, fotmediate or
gradual application of a number of obligations, some of them reciprocal, covering, in
particular, freedom of establishment, natioriedatment, freetrade, intellectual
property and public procurement.

- The Commission’s 1995 Whiteaper (COM(95) 168nal) guidelines,jntended to
help the applicant countries prepare for integration ittte internal market, gives a
closerdefinition of the legislationconcerned. Itdentifiesthe “key measures” with a
direct effect orthe freemovement of goods, services, capital and persons and outlines
the conditionsnecessary irorder to operate thkegislation, includingthe legal and
organizationalstructures. Twenty-three areas @dbmmunity activityare examined,
dividing the measures intéwo stages, in order opriority, to provide awork
programme for the pre-accession phase. Téehnical Assistance and Information
Exchange Offic€ TAIEX) was set upwith the objective of providing complementary
and focused technical assistancéhm areas ofegislationcovered in théVhite Paper.

A legislative database has recently been established by the Office.

- The applicant countries will have to transpose amglement allthe acquis The
“Action plan for the single market” submitted to thhemsterdam Europeanao@ncil
gives details othe priority measuresecessary to makée single market work better
among thdifteen currentMemberStates in preparation for introduction of tiegle
currency. This will inevitably entail changes to #uogjuis



General Framework

Whatever theifield of activity, undertakings must be able aperate on théasis of
common rules. Thesare importantsince they shapthe general frameworkvithin

which economieoperate andhence, thegeneral conditions of competitionThey
include the rules on competitiofon undertakings andtateaid) and taxmeasures
discussed elsewhere in this opinion, the opening-up of public works, supply and service
contracts harmonisation othe rules orintellectualproperty(including the European
patent),harmonisation othe rules oncompany law and accountancy, gction of
personaldata, transfer oproceedings and recognition of judgments (Artk2® EC
Conventions).

Descriptive Summary

Public procurement is regulated by the Act on procurement of gasmigices and
public works passed in 1998hich has since been amend&te Ministry of Building
and Publicworks is in charge afnanaginghe various aspects pliblic procurement

policy.

With regard tointellectual and industrigbroperty, Slovakia is a member ofRIPs
(Trade Related Aspects dritellectual Property Rights) anghdertook toapply its
provisions since January 1996. An Industrial Propert@ffice has beemset up. The
responsibility for intellectual property issues rests with the Ministry of Culture.

Company law is governed by a number of differatatutes, inparticular the
CommercialCode. Avariety of kinds of enterprise exists the SlovakRepublic,
including public trading companies]imited liability companies and jointstock
companies. As of 31 MarcP97, there were 295@int stockcompanies an84,495
limited liability companies registered. Only josiiockcompaniesare entitled tassue
shares to raisenanceand shareholders appear tofvetected irthis eventMinimum
capital requirements are laid down by law. Creditors appear to be afforded kevwsic
of protection. Acommercialregister is keptvith the key elements of information
about tradingcompanies, which is open to anyone on paymentrabdest fee. Such
companiesareobliged to disclose details of changes relating to them. Details of non-
trading companieare keptwith the Ministry of Interior or the districoffice of state
administration.

With regard to accounting, thAct on Accountancy(1991) provides thebasic
framework for theannualaccounts of companies. A Regulation fréime Ministry of
Finance(1993) provides for thérawing up of consolidated accounts. Itnist clear
how accounting standards aset. According to theAct on Auditors(1992), the
Chamber of Auditors regulates the position and activities of auditors.



The protection of fundamental rights gdhysicalpersons is enshrined the Slovak
Constitution and in Act 256/1992 on the protection of personal data.

Current and Prospective Assessment

The Slovak legislation ompublic procurement contains some of thendamental
principles of the EC public procurement rules. Howevéacits clarity and detail, not
fully meetingall the requirements of the EC directiveShis is particularlytrue as
regards theutilities sectors (energytelecommunicationsyater and transport). In
addition, it remains to be se&hether the review proceduresptaceare rapid and
effectiveenough. Thdegislation inforce doesnot provide any preferentiatreatment
to Slovak suppliers and therefore excedtlgope Agreement obligations in this
respect. The Governmeplans to amenthe existing law on publigrocurement in
the course of 1997 with a view to achieving full compatibility with the EC directives.

Concerning intellectual and industriaoperty,Slovakia hasiot yet ensured &vel of

protectionsimilar to that existing inthe EC,as provided for inArticle 67 of the

EuropeAgreement. An application for accessionttee Murich Convention on the
granting of patents was submitted in early 1997.

Althoughtrademark legislatioradopted on 1 March 1993, according tdhe Slovak
authorities, irfull conformity with EC legislation, onlpartial approximation has been
achieved irregard to patents and semi-conductegsslation. Copyright legislation in
conformity with EC legislation is expected to deopted in the course of 199Full
conformity inall legislation inthe intellectual and industrigiroperty area ienvisaged
by the Slovak authorities by 2000.

Effective implementation and enforcement will remairsignificant concern in the
mediumterm due to thdack of experience othe authoritiesnvolved and to the
current weakness of internal control and border enforcement mechanisms.

On thebasis oftheinformation on company law provided bye SlovakRepublic, the
law relating to trading companies already appears to be in conformitytheitRirst
and Second Directives. As for tlhev on other companies, anthe Third, Eleventh
and Twelfth Directives, it isinderstood thaall legislation currently irforce isbeing
examined and full harmonisation is intended to be achieved by 2000.

Amendments tahe Act onAccountancy andhe Act on Auditors are foreseen for the
first quarter of 1998 Amendments tahe regulation on consolidated accounts are
foreseen during the second half of 2000. These changes are intended to brirfigilabout
conformity withthe 4th, 7th and 8th Directives, but draft texts moeyet available.
Certain transitional problenage inevidence relating tthe implementation in practice

of the new rulesncluding ashortage ofjualifiedaccountants and auditors, amajor
efforts will be required if these are to be solved in the medium term.



The currentlegislation inthe data protectioriield does notcomply with the EC
framework directive. Legislative changase needed in particular tenable the
creation of an independent authority to superviseafpication of legislation. A draft
law which aims at compatibilityith the Directive has been drawn up atie Slovak
authorities expect thdegislation wll be adoptedand implemented irthe medium
term. Slovakia hasot yet acceded to th€ouncil of EuropeConvention n° 108 on
data protection.

On the subject otivil law, Slovakia hasnot yet been invited toaccede to the
Convention of Lugano on matters of competensgliction andthe execution otivil
and commercial decisions. TBeatesalready party tdhe Convention mudirst assess
whether there has been progress in the protection of civil interests.

Conclusion

Slovakia is progressively adopting important measuressampliance with the
provisions of the Europe Agreement and théNhite Paper's recommendations
especially iregard tocompany law, publiprocurement anthtellectual and industrial
property. However, iall of these areas, nelegislation and legislative amendments to
complete the alignment process are needed.

In the public procurement anahtellectual and industrigdroperty areas, major effort
has to be made to strengthidae implementation and enforcemesituctures so as to
ensure the effective application of the legislation.

The information so famvailable onaccounting and auditingloes notprovide a
sufficient basis on which to make a detailed assessmentpyegsent conformityvith
the acquis or Slovakia'sprospects ofchievingit, although theimetablefor reform
seems reasonable. Slovakia already has several years of experignpéennenting
data protectioriegislation,but improvements still need to be madethre legislation
and implementing structures.

Free Movement of Goods

Free movement ofjoodscan be achievednly by removingmeasures whiclestrict
trade — notonly customs duties and quantitative restrictions &lltmeasures with
equivalent, i.e. protectionist, effect, irrespective of whetharabthey are specifically
aimed at domestic ofimported products.Where technical standardare not
harmonisedihe freemovement ojoodsmust be ensured @pplyingthe principle of
mutual recognition of national rules and accepthmg rulethat national specifications
should be no more stringent than is required to achieve their legitimate objentiges.
rule was established in ti@assis de Dijopjudgment.



For the purpose diarmonisation, the Europe&@ommunity has developdate “New
Approach”which introduces an approadarefully balancetetween government and
private autonomous bodies and which Community legislation andEuropean
standardsplay a distinct complementaryole. Thus, instead oimposing technical
solutions,Community legislation is limited to establishitige essential requirements
which products must meet. Produatsanufactured in accordance with European
standards are presumed to meet sesdential requirementsut European standards
are not theonly way to prove suchconformity. The “New Approachivorks in
conjunction with the‘Global Approach” on productertification whichgoverns the
apposition of the “CE Mark” on theroduct. For other productsuch as
pharmaceuticals, chemicalsptor vehicles, andood productsCommunity directives
follow the traditional regulatory pattern of providing fully detailed rules.

The free movement @foodsalso dictateshat anumber of Community harmonisation
measures be transposed into national law. Implementation of healttsadeiy
harmonisation rules is particularly important and requitles establishment of
appropriate mechanisms and organisations, both for businesses and the authorities.

Two of the*horizontal” directives essential ®moothrunning ofthe single market are
the Directive on generaproduct safety andthe Directive onliability for defective
products. Theegulations concerning genepbductsafetyare covered in the section
on consumer protection.

The rules on agriculturaproducts (compliance with veterinary and plant-health
standards) are explained in detail in the section on agriculture.
Descriptive Summary

Having liberalisedts price,tradeand foreign exchange regime and establidbeesic
legal and commercial rules ensuring legal security and transpafencgrivate
economicoperatorsSlovakia haset thefoundations for free movement gbods and
services. Furthermore, tompliance withthe provisions ofthe EuropeAgreement,
Slovakia has made #m commitment totrade liberalisation,the abolishment of all
guantitative restrictions anelimination of discriminatorymeasures, resulting in the
creation of a freerade area by 2002. 95% pfices have been liberalised, with the
remaining 5% of controlled prices applying tents, enggy and certainother
household goods.

Certain technical barriers toade have developed ielation to Slovak standards and
testing procedures. Slovakia took the first step towardsapplication of the
Community’'sNew Approach totechnical harmonisation witthe adoption of Law
142/1991which establishedhe basisfor voluntary standardisation agpposed to
mandatory requirements.



The SlovakOffice of Standards, Metrology and Testing (UNMS), afiliate member

of the Comité Européen dMormalisation (CEN) and theComité Européen de
Normalisation ElectrotechniquéCENELEC) was set up to dratind enforce
legislation in this field. 1M995, howeversSlovakia passed legislatiawhich isnot in
complete conformity with EC legislation amdactice, requiring areater extent of
pre-market testing and mandatory certification thahascase in th&U. Inaddition,
sectorallegislation has beemtroduced (e.g. on foothbelling and mineral water)
which is not in conformity with EC legislation and could develop into technical barriers
to trade.

Current and Prospective Assessment

Slovakia has made significapirogress inliberalising prices andtrade and hence
establishing the foundations for the free movement of goods. Slovakia has consistently
met thedeadlines establisheghder the tradgrovisions ofthe EuropeAgreement

(EA) and has been activelgngaged in furthefiberalisation measures such as the
adoption of new provisions on rules of origin. Howewvre Slovakrecord in
complying withthe balance of payments provisionstbe EuropeAgreement has not

been optimal. Or01.05.97 the Slovak Government introduced an import deposit
scheme. These matter is presented in other parts of the opinion.

Potential constraints to free movementgwfods couldarise in relation to Slovak
domestic legislation on prices as well as standards and testing procedures. With regard
to the former, daw on prices which gives vergroad powers to thinistry of
Finance and to local administrations to interventh@édomestic market fgeroducts,
servicesworks, leases, rents andtangibles as well athe import andexport of these

items could represent, if ever implemented, a sefmopsdiment tahe freemovement

of goods.

With regard totechnical legislatiorstandards and certification, the Slovidiational
Programme onegislative approximationforesees detailed implementation\White
Paper measuranostly inperiod 1997-1999%vhile year 2000 is indicated #se final
date for completeimplementation ofall remainingmeasuresMost New Approach
directives are planned for adoption once the general legislative framework is in place.

This should be ensured bye adoption of general Act ortechnical requirements for
productswhich will containthe principles ofNew andGlobal Approaches. Important
delays have already affectdtle adoption ofthis framework legislation and the
necessary accompanying legislationpynductliability. Although in the automotive,
pharmaceutical, foodstuffs and chemisaictors,legislative alignment is tentatively
scheduled until1999, no concreteevidence of substantiverork has been made
available to the Commission.



The problem of standardemainingmandatory in Slovakia isot entirely solved. The
movement tothe system of voluntary standards has been impeded by a lack of
consensus, at national level, as to the role and scdpelwfical regulations and to the
adoption of assystem based on private responsibitayher than on a centriggislative
authority.

Concerning conformity assessment, a wide coverageaafucts issubmitted-forto
mandatory certification. This situation should be remedidugh the regulatory
adaptations described above and the full application of voluntary standardisation.

The Slovak authorities intend to ameiide currentcivii code to achieve full
conformity with EC requirements in respect of civil liability for defective products.

In the areas subject twational rules anaot covered byCommunity harmonisation,
there is not enough informati@vailable toassess wheth€&ommunity legal principles
on the freemovement ofgoods areproperly applied in Slovakia. The reporting
proceduresvhich form part of theinternal-marketmachineryare notyet operational
and so cannot be used in the pre-accession period. The most important instruments in
this connectiorare: Directive 83/189,requiring governments tceport draftnational
technical standards and regulations; Decis3062/95 on measures derogatiingm
the principle ofthe freemovement ofgoods; procedures hwhich complaints can be
submitted to th&€€ommission; and Articl&77 of the Treatyenabling MembefGtates

to ask forpreliminary rulings fromthe Court ofJustice. It is also hard to assess
whether Slovakizomplies withthe principle of mutual recognitiomnore information

is required on its national rules, and on administrative practid@sh can have an
effect on product marketing.

Conclusion

Slovakia is progressively taking @he full acquisrelated to free movement gbods

and has a solidecord ofcompliance withthe tradeliberalisation provisions of the
Europe Agreement. However, the tendency to revertbelance of payments
restriction measures and the slow progressgrslative alignment and implementing

a compatible system of voluntary standardisation and conformity assessment reflect
weaknesses in compliance witie provisions ofthe EuropeAgreement and do not
figure positively inthe assessment &lovakia’s facilitation ofthe freemovement of
goods.



In the area of standards and certificatiocpasiderable effort will be needed before a
sufficiently developed situation exists fenabling a conclusion tthe effectthat the
acquiswill be fully and effectively implemented by Slovakiaver themediumterm.

The Slovak authorities also need to endhia infields not covered byCommunity
harmonisation theiown national legislation isot likely to hindertrade, inparticular

by checkinghat provisions in forceare commensurate with the goals pursued. If these
various elementareachieved, it isnot expected that théee circulation ofgoodswill

be a major obstacle at the point of accession.

Free Movement of Capital

The EuropeAgreement establishethe principle of the free movement of capital
between Slovakia anthe EU. This, as far aghe obligations of Slovakia are
concernedapplies fromthe entry into force of the EA as regards dineetestments
made by companies already establishedthie Slovak Republic and, as regards
branches and agencies of Community compaesswell as the self employed),
gradually duringthe transitional period). Thé/hite Paperhighlightsthe link between
the free movement of capital and the free movemefmanficialservices. It suggests a
sequence of capital movements liberalisatistarting from long term capital
movements and those linked to commercial transactions to short term capital.

Descriptive Summary

The main volume of capitalaccountinflows are accounted for byoreign loans
(upwards 0f480 MECUroughly 75% ofwhich is of a longerm nature), followed by
inward portfolio investmenf¢mainly related to privatisation and trading of securities
with the CzechlRepublic). Foreign Direct Investme(iiDI), the third largest category
of capital inflow into Slovakia, has beemdest. Between 1990-1995 FDI reached640
MECU.

The large foreign exchangeflows other than FDI have boostddreign exchange
reserves over lastvo years to reach aurrentlevel of 3 bilionUSD. Thevolume of
Slovak direct investments abroad is approximately 200 million SKK.

Current and Prospective Assessment

Slovakia has introduced full current accooonvertibility: the Koruna wasnadefully
convertible forcurrent account transactions (October 1, 1995) anthéoming long-

term capital movements (foreign investment). The capital transactionshzfrtke are

fully liberalised.The strategy adopted I[8fovakia in implementinghe White Paper in

the capital movements arearresponds in general tbat suggested by the WP by
liberalising first direct investment, credits linked to commercial transactions and inward
capital movements.



However, given the good macroeconomics situation and performance of the country, a
quicker pace of capitdiberalisation (notably regarding capitalitflow) couldallow a

more rapid integration of Slovakia the international economic arfthancial system.

In the context of its OECRpplication, the Slovak Government announcedid-

1996 its intention tofully liberalise capital inflows in 1998, followed by capital
outflows in 1999, andiberalisation of remainingoortfolio and overseas account
restrictions in 2000.

The schedule was accelerated witte Governmentifting a number of capital
movement restrictions already in December 1986ch authorised Slovak FDI in
OECD countries (witHiberalisation ofFDI in other countries to be authorised on
December3l1, 1998); enabled Slovak citizens to purchase reahtesin the OECD
memberstates; allowedhe acceptance and extensiorfio&ncial credits for three or
more years andhe extension tdinancial credits for 5 or more years to OECD
countries. The Slovak Government expecthberalise fully capital movements by the
year 2000.

Remainingrestrictions on foreign direct investment aonther capital movements
include the purchase of shares in resident banks, shares stdtleexchange, real
estate for non-businesgurposes by non-residents, auditing companies, strategic
companies and tthe issue or placement of securities issued by non-residents on the
domestic market.

Conclusion

The Slovak Government has made a commitnmoth in regard to the Europe
Agreement and withinthe OECD to amambitious schedule of liberalisation in the
capital market.EuropeAgreement commitments have been met and indeed exceeded
in the area oinward capital movements. It can be expedhad furtherliberalisation
commitments will be met as well.

Free Movement of Services

The basis ofthe freemovement of services ithe prohibition of discrimination, in
particular on grounds afationality, and rules othe alignment of divergent national
legislation. These rules often concdyoth the right ofestablishment, which comes
under theheading ofthe freemovement of persons, artle freedom to provide
services. Their implementatiamplies the establishment of administratiwructures
(banking control boards, audio-visual control authorities, regulatory bodies) and
greater cooperation betwedviember States in the area afnforcement (mutual
recognition arrangements).



A substantial amount ahe legislation applicable tahe freemovement of services
relates to financial services. It also concerngptioblems relating tthe opening-up of
national markets inthe sectorstraditionally dominated by monopoliese.g.
telecommunications and, to a certaktent, energy anttansport.These subjectsill
be dealt with in the sections of the Opinion specifically referring to them.
Descriptive Summary

The share of the three largdsinks in terms ofotal loans and deposits at end of
March 96 was 65%nd 70% respectively. Thesthreebanksare predominantlystate
owned. The participation of foreighanks increased significantlylhe Banking
Supervisory Authority is a department of the National Central Bank.

As a result of théirst wave of voucher privatisation mosttbe Slovakmedium sized

and large enterprises are currently listed or registered on thesl®ma Stock
Exchange(BSE) and the MR-System (MRS Market Registration System). The
supervisory authority is for the time being the Ministry of Finance, but the setting up of
an independent Securities Commission is being considered by the Slovak authorities.

The former Slovak monopoly, is the largesturance company with2% of thelife
insurance and 76% of the non life market (1996). A new insurance law was adopted in
March 1991 to abolislstate monopoly of the insurance industry andet up an
Insurance Supervisory Authority.

Current and Prospective Assessment

Considerableprogresshas been made in adoptinie acquis related tdinancial
services (bankshoth in terms of Stage and Stage 2measures. Thést Banking
Directive, the Own Funds Directive, the Deposit Guarantee Scheme, add\tbacy
Ratio Directive have been approximated. The Money Laundering Direitteséarge
Exposures Directive andhe SecondBanking Directive have been partially
approximated. The latter are for the mpatt in conformity withthe ECdirectives
but will require changes to confordully. For example, on money laundering,
provisions ofthe SlovaKegislation onproof of identity should includ¢he deposits on
transferable bearer passbooks.

Importantdirectives hat have not been adopted are Bheective onthe Supervision

of Credit Institutions on a Consolidated Baglse Capital Adequacy Directive, the
Directive on AnnuaAccounts and Consolidated Accounts of Credit Institutions. The
directive concerninghe supervision on a consolidated basis is vargortantsince it
permits thebank supervisors to reach a global viewharisks ofthe individual banks
and their related groups. Tl#rective on annuadccounts is important because it
provides thebasis for the calculation of solvencyratios on anindividual and
consolidated basis.



It is expected thaSlovakia wil be able tofully approximate EC directives in the
banking sector over the next threg/ears. A considerable effort will be required,
however, particularly irview of the high level of state ownership in the domestic
bankingsectorand the wealiinancial situation of the domestic banks, related to the
accumulation of ‘bad debts’, to adequately enfdiwebanking regulations. Ithis
context thendependence dhe Slovak National Bank in its supervisory role wiled

to be further strengthened.

Although legislation (Law on Collective Investment ahd Securities Lawhas been
adoptedwhich largely approximatethe EC directives, furthework needs to be
carried out.

Adjustments needed tihe legislation include provision®r a clearerefinition of the
environmenfor the listedcompanies, independent supervision, effective protection of
minority shareholders, a definition of effectigentrol, increased transparency on tax
and fiscal implicationsfor different groups of securities, clearer procedures for the
issuance and revocation of licenci@sancial disclosure and thiglentification of major
shareholders, shareholder information in conformity wiith EU directives andthe
prevention of insidetrading. Legislation on collective investments in securities needs
to be modified.

The securities market suffers from a lack of transparency and weaknesses concerning
the protection ofninority shareholders. Regulation thie capital markets is left to the
Ministry of Finance which does not have transparent standards and critelezifon
making, includingthose covering the granting and revoking lmfenses. The
implementation and enforcement of legislation would benefit fitmencreation of an
independent securities commission or any other independent supervisory authority.

The Stage 1White Paper measures on insurance hae¢ thus far been fully
approximated in Slovak Legislation. The 1991 Act on Insuraegartssignificantly
from EC legislation although amendmeafsproved in 1995 and 1996 haweproved
the situationconsiderably. Therare still weaknesses and gaps in thegislation
related tolicensing and prudential supervision. In particular, provisions basic
solvency margins/technical reserves dnel requirement to depos30% of technical
reserves with domestic banking institutioase not inline with EC directives.
Concerning establishment, foreign brancteee notallowed. Foreign insurance
companies have teet upfull subsidiaries or joinventures. These restrictions on
establishmentare notfully in line with Slovakia’'s obligations undethe Europe
Agreement.

Considerable progress will have to registered iffull adoption and adequate
implementation of the acquis the insurancesector is to be achieved over tinedium
term. The Slovak Government has indicateat alignment ofthe Insurance Aabith
Stage Imeasures will be accomplishedtire secondhalf of 1998. Stage Pnheasures
are going to be adopted at the time of Slovak accession.



The Insurance Supervisory Authority is supposed to be an independenbudadyin
effectpart of theMinistry of Finance. Its ability to effectivelymonitor and control the
industry is weak. Finally, the ability to achieve market conditions irsta$or over the
mediumterm is questionablgiventhe statemonopolisation of the industry. Only the
privatisation of the maistate ownednsurance company ilvimprove this situation,
but it was decided at the end of 199Gt such privatisation couldccur only after
2003. This decision also applies to the State saving Bank.

Conclusion

It is expected thaSlovakia wil be able tofully approximate EC directives in the
banking sector over the nexfive years.. However, aonsiderable effort will be
required to adequately enforce tlegislation, particularly imregard to theemaining
state owned bankene of which is not to be privatised before 2003.

Legislative approximation ithe securities area iachievableover themediumterm.
The implementation and enforcement of legislation would benefit fnencreation of
an independent securities commissionaay other supervisory authority. There is a
strongcommitment ofthe authorities to conform as soonpassible tathe European
requirements, but the attitude of tRarliament on privatisation calfer a certain
prudence on their possibility to achieve their goal.

Considerable progress will have to be registered in privatisation and approximation and
enforcement of legislation if Slovakia is to be ablestiectively adoptandimplement

the acquis in the insuransector. On théasis ofprogress to date, the prospects for

full adoption of the acquis in this area are not positive.

Free Movement of Persons

The free movement of persons encompadses concepts withdifferent logical
implications inthe Treaty. On the one hamticle 7a inPartOne of the Treaty on
‘Principles’ mentionghe concept in connection with tlestablishment ofhe internal
market andmplies thatpersons areot to besubject to controls when crossing the
internal frontiers betweethe Member States. On the othdrand, Article 8a inPart
Two of theTreaty on‘Citizenship ofthe Unon’ gives every citizen ofhe Union the
individual right to move and residigeely within the territory of theMember States,
subject to certain conditions. The abolition of frontier checks must apply to all persons,
whatever their nationality, iArticle 7a isnot to bemeaningless. Whilghe rights
deriving from Article 8a apply imll Member States, thosstemming from Article 7a
have never been fully applied throughout the Union.



(a) Free Movement of Union Citizens, Freedom of Establishment and Mutual
Recognition of Diplomas and Qualifications

The EuropeAgreement provides for theon-discriminatorytreatment of workers that
arelegally employedaswell astheir families). It covers thepossibility of cumulating
or transferring social security rights, and encourages MerSketies toconclude
bilateral agreements with Slovakia on access to labmnkets. During the second
phase of the transitional period, the Associa@muncil will examinefurther ways of
improving the movement of workers.

The White Paper considers théegislative requirements irorder to achieve a
harmonious development of the labour market, wisistultaneously preventing
distortions of competition.

The free movement oforkers is one of théundamental freedoms enshrined in the
Treaty; freedom to practise certain professi@ng. in thdegal and health fieldspay,
however, be subject to certain conditions, suclywifications. Depending on the
case, thesenay bedealt with through coordination or pplying the principle of
mutual recognition. Freedom of establishment is glsaranteed under the Treaty and
covers the economic activity of self-employed natural persons and companies.

The free choice of place of residemmaythus be subject tminimum conditions as to
resources antealth insurance whetbe person does nekercise a profession in the
country concerned.

Descriptive Summary

Slovak legislationdoes notimpose nationalquotas for work permits. Current
regulations require that foreigmorkers have aisa, awork permit and a long term
residence permit. Possession af@k permit is a necessary condition feceiving a

long term residence permit f@amploymentpurposes. |If thevalidity of the work

permit isnot extended by thiabour office the validity of the residence permaxpires

as well.Work permits aressued for certain professionghey areissued for a period
of one yearmaximumand are renewable. There is lmit on the employment of
foreign workers as long as the situation on the labour market allows it.

The free movement of personscissely linked tothe freedom to providservices,
especially those requiring minimum professional qualifications which is iturn
facilitated by legislation on mutual recognition of diplom#&art of theacquis
(equivalence of curriculum and duration of stud@smost of the professions whose
training is coordinated by sectoral directives, structures rf@any professions) is
already taken over andull approximation is foreseen by Slovakia f©999. In
particular, training, where coordinated by directives for seven professiorghés
broadly inline with the acquis, although mumber ofadaptations arstill necessary.
Enforcement structures are adequate but should be strengthened.



Integration with EU professional associations is developivel (for example
engineering diplomas already meet the minimum European standards).

Current and Prospective Assessment

While the SlovakRepublic has alreadgdoptedsome measures tadoptits social
legislation to EU standards, amendments to the current legislation on foreigners and on
employment of foreigners will have to lelopted tabring legislationfully into line

with EU principles of free movement @forkers.Concerning mutual recognition of
diplomas, Slovakia should be able to take upattguisin the medium term.

Conclusion

The necessary structures to facilittte freemovement opersonseem to be iplacebut it is
not possible at this stage to fully assess th#éctiveness. Adaptation of legislation and the
implementation/enforcemergtructures related tdree movement ofpersons isneeded if
Slovakia is to fully adopt the acquis in tlasea. The achievement of thesadaptations is
feasible in the medium term.

(b) Abolition of Checks on Persons at Internal Frontiers

The freemovement ofpersons within theneaning of Article 7a of the ECreaty, i.e. the
abolition of checks on all persons, whatever their nationality, at the internal frdragensot
yet been fullyimplemented in the Union. Doirggvay with checks on persons is conditional on
the introduction of a large number of accompanying meassoa® of which have yet to be
approved andmplemented by the Memb@&tates(seeseparatesection on Justice artdome
Affairs). However,that objectivehasbeen achieved by a limited number of MemB&ates in
accordance with the Schengen Convention (seven MeBthatrs already apply it arhother
six are working towards implementation).

The draft Treatyaims to makehatobjective easier to achieve within tbaion by including a
newchapter on an area fsttedom, security and justice and incorporatingShkengeracquis
into the EU.

Slovakia hasndicatedits desire to become party tothe Schengen Agreemesmd requested
observerstatus inSchengen on the occasion of tBg-SR Association Council in February
1997. Slovakia hasrequested institutional and technical cooperation in regard to border
controls.

General Evaluation

Slovakia’s progress in th@nplementation of legislation relating to the Whigaper is
summarised in the annex. Accordingtiat table, Slovakigaonsiderghat by 30Junel997 it
will have adopted national transposing legislation 664 ofthe 899 directives and regulations
in the White Paper. Thatfigure covers legislation which Slovakia considers it hidlve
transposed awill have checkedor compatibilitywith Communityrules anddoes not prejudge
actualcompatibility as such, owhich the Commission is nable at this stage to state an
opinion.



Significant progress towards legislatiméggnmenthasbeen achieved in thenportant areas of
companylaw, banking, securities and fre@vement otapital. Inthese fields, most measures
have beertransposed according to an assessment carried out by the Slovak authatities,
Commission is not able to say if they are fully compatible with Community law.

Further work will nevertheless be necessary in thaseas toachieve full alignmentwith
Community requirements. In the fieldssthndards and certification, industrial @ntéllectual
property (in particular copyright). publicprocurement and insurance, howevenpre
considerable effortill have to be made if Slovakia is to achieve full alignmeriih
Community legislation in the medium term.

Despite the efforts undertaken, real progress in transpogng recentlyadopted
legislation still has to bereinforced by detailedimplementing rulesand the
establishment of an efficient administrativatructure. Slovakia possesses some
infrastructurewhich functionsfairly well, but major effortsstill need to be made in
several fields, especiallgtandardisation and theechnical structures required to
implementthe “New Approach”, asvell as inthe areas opublic procurement and
industrial and intellectual property.

The Commissioncannot, atthis stage,give an opinion orthe ability of businesses,
especially small and medium-sized businesses, to implemeatdbes

Leaving aside certaispecific aspects relating to agriculture, checkstle internal
frontiers of theUnion canonly be abolisheadnce sufficient legislative harmonisation
has been achieved. This cafty mutual confidence, based in particular on sound
administration(e.g. theimportance of safety checks on sopreducts at thelace of
departure). Adar asgoods are concerned, tkempletion of thenternal market on
1 January 1993 wamnly achieved bydoing away withall the formalities and checks
performed by theMember States at thénternal borders of the Union. In particular
these checks coverddchnical pointgproductsafety), veterinary, animal-health and
plant-health matters, economic ancbmmercial matters (e.g. prevention of
counterfeiting ofgoods),security (weaponsgtc.) and environmentahspects (waste,
etc.).

In most cases, thabolition of checks wasnly made possible bthe adoption and
application of Community measures harmonising the rules on movement and placement
on the market(particularly as regardgroduct safety) and, whereapplicable, by
shifting the place where controls arfdrmalities withinthe MemberStates or orheir
markets are conductdoh particular agegards VAT and excise duties, veterinary and
plant-health checks, and the collection of statistics). A sectidBlavakia’'s present
borderswill become thdJnion’s external frontier and this meaberder checkswill

need to be stepped up (see separate sections on Customs).



In view of theoverall assessmetttat can be made gfrogress achieved to date and
the rate atwhich work is advancing inthe various areas concerned, iwifficult at
present toput atime-scale on Slovakia’ability to take overand implement all the
instruments required tabolish internaborder checks and to transfer those checks to
the Union’s external frontier.

Slovakia has alreadgdoptedsignificant elements ahe acquisrelating tothe single
market. However, th€ommission isiot yet able tatake a position oevery measure
whose transposition has beerported bySlovakia. Further progress will be needed
with regardnotably to standards and certificatigrublic procurement andhtellectual
property. In most areas, enforcement needs to be strengthened. A particulavileffort
be necessary withegard to the strengthening of tadministration. Inthe medium
term, provided current efforts are stepped 8fmvakia can be expected twve
adopted and implemented most of the single maekgtlation and madehe necessary
progress on thenechanisms oénforcement, irorder to beable toparticipatefully in

the internal market.

Competition

EuropeanCommunity competitiorpolicy derives fromArt. 3 (g) of the Treaty
providing that theCommunity shall have system ensuring that competition in the
internal market is not distorted’he main areas of applicatiamne anti-trust andtate
aid.

The EuropeAgreement provides for a competitisagime to be appliedor trade
relations between theommunity and Slovakia based the criteria of articles 85 and
86 of the EC Treaty (agreements between undertakings/abuses oaibpuosition)
and in article 9 stateaid) and forimplementing rules inthesefields to beadopted
within three years ofhe entry into force of the Agreement. Furthermore it provides
that Slovakia will make its legislation compatible withat of theCommunity in the
field of competition.

The White Paper refers to the progressiapplication ofthe aboveprovisions and
those of the Merger Regulation (4064/89) andAdf 37 and 90 (Monopolies and
Special Rights).

Descriptive Summary

Slovakia has moved quickly to establisHegislative and institutional framework
compatible withthat of the Europeabinion while atthe same time proceeding with
privatisation so as to reduce the role of stete in theeconomy. However, continued
public monopolies, extensive public ownerskiypough the National Propertyund

and the existence of anti-competitive price fixing legislation remain important factors in
assessing the competition environment.



The National Council ofhe SlovakRepublicadopted onluly 8,1994, the“Act on
Protection of Economic Competition"The purpose of the act is ppotecteconomic
competition in the markets for produ@sd services against prevention, restriction or
distortion aswell as tocreate conditions for its further development,oider to
promoteeconomic progress for thgenefit of consumers. The AntimonopdDffice
(AMO) was set up as the centeiministrativeorgan,responsibldor the enforcement

of the anti-trust law.

With regard topublic undertakings and undertakings with special or exclusive
rights, the Slovak Government's privatisatigoolicy has excluded 29 essential
companies, with a combined book valuel®O billion SKK, from the privatisation
process. These enterprises areainly in the energy sector, post and
telecommunicationstransport, thearmamentssector, watermanagement, insurance

and banking. The Slovak Government has maintained a veto in 12 additional, so-called,
strategic enterprises.

The responsibilityfor monitoring state aidis vested with a department under the
Ministry of Finance. No specific rules have been establitrethe functioning of the
monitoring authority orstateaid to define itgowers to collecinformation andadopt
opinions or decisions on the compatibility of state aid with the Europe Agreement.

A first report on existing state aid has been made covering the period 1993/1994.
Current and Prospective Assessment

In the field ofanti-trust the current legislation fulfils to a large degree the requirements
in terms of approximation of legislation. Only a few adjustments need to be made in
the area of block exemptions, merger control and procedures.

As concerngpublic undertakings and undertakings with special exclusive rightse

29 ‘essential enterprises’ excluded from privatisation thiedemaining 12'strategic

enterprises’ in whiclthe statemaintains aveto right, areexempt from theapplication

of bankruptcy legislation. Considerabjgogress will be needed tmake these
enterprisescommercially viablethrough restructuring and tidberalisethe sectors in
which some othese essential enterprisgserate (e.gtelecommunicationdransport,

energy, postal services).

No specific rules othe functioning ofthe monitoring authority ostate aidwithin the
Ministry of Finance have beadopted yet. Itemains unclear hat are the powers of
the monitoring authority to contrgtateaid and it seems cle#inat under the present
system it isnot possiblefor the monitoring authority to collecill information
necessary fronall aid granting authorities texaminethe compatibility of state aid
with the Europe Agreement.



The transparency in the field sfateaid hasnot aclevedthe level required. A first aid
inventory for stateaid granted in 1993/1994 has beestablished whictdoes not,
however, provide thenformation necessary to sedo benefits fromstateaid and for
what purpose state aid is granted.

Certain aid measures seem to be contingent egpartperformance which islearly

not compatible with th&uropeAgreement and an importapart of stateaid seems to

be granted througimdirect forms ofstate aidsuch as taxeliefs, debt write-offs and
tax arrears. Thesad measuresonstitute operatingid whichareonly allowedunder
very strict conditions. Due to thiack of transparency it is as yet unclear whether the
conditions for granting operatingid are complied with. The adoption of the draft
revitalisation Act would aggravate further the situation.

In addition to the adoption dégislation sufficientlyapproximate tahat of the EC,
credible enforcementof competition law requiresthe establishment ofwell
functioning anti-trust and state aid monitoring authorities. It requires moreover that the
judicial system the public administration anthe relevant economigperators ave a
sufficient understanding of competition law and policy.

Conclusion

Approximation of legislation irthe field of anti-trust is progressing satisfactorily and
will be in place in the medium term. Moreover, the Antimonopoly Office seems to have
the skills and resourcesecessary to enfordbe law. However, the most important
challengewill be to ensure that théaw applies toall undertakingsjncluding the so-
called essential and strategic enterprises.

In thefield of state aidmuchwork lies ahead, in particular to establigie necessary
transparency, to bring into line witthe EuropeAgreement theexisting state aid
measures and tadopt therules for theefficient functioning ofthe monitoring
authority on state aid. In particular, tlad inventory shouldcover all measures
granted by the State, regional or local authorities or thr@igte resource3he rules
on stateaid should apply tall undertakings,ncluding the so-calledessential and
strategic companies. A considerable effort will be necessafffiltothe requirements
in the field of state aid control over the medium term.



3.2 Innovation

Information Society

Present Situation

The economic and social effects made possible by the combination of
information technology and telecommunications are great. In Slovakia
these possibilities were neglected before 1989 although education
generally was not. The result seems to be that demand for computers has
spurted beyond normal expectation deduced from GDP per capita. The
number of host computers on the Internet (1.6 per 1000 inhabitants in
Jan 1997), as a relative measure of development towards the Information
Society (IS), is growing very fast although Slovakia is about average for
the region and has not yet reached the position which the average EU
country reached two years ago. The ongoing modernisation of the
telecommunications network should soon begin to boost the volume of
data transmission including for the Internet.

Conclusion

The size of the market for information technology (IT) products is an
encouraging sign of rising potential in Slovakia for IS related activities. A
more liberal approach to new entrants to the data services market might
have a positive effect but the key stimulus will probably be the more
general availability of advanced services.

Education, Training and Youth

Articles 126 and 127 of the EC Treaty provitiat theCommunity shall cotribute to

the development ajuality education andmplement a vocational training poliegmed

at promoting the Europeadimension ineducation and atnhancing industrial
adaptation and theesponsiveness dhe labour market through vocatiorigining

policies.

The EuropeAgreement provides for co-operationraisingthe level of education and
professional qualifications. The White Paper includes no measures in this field.

Descriptive Summary

Slovakia’s spending on education amountd f® % of GDP. It takes 3.2 % of the
state budget.

There are 1,150,000 pupils, 72,500 students and 82,500 teachers in Slovakia.



The Slovak education system is composed of primary, secondary and higher education,
including vocationaéducational training. Education reforms undertadieoe 1989 in

the primary and secondamsducatiorfields have includedhe authorisation of private
education, increased autonomy for schmaicipals and local and regional authorities,
curricula reform and an increasetle duration of obligatory school education. There

are l4higher education institutions in SlovaKiacluding three for teacher training),

two military colleges and ongolice academyall of which are financed by the
Government.

A Council of Higher Education was established in 1990rdpresent thehigher
education institutions in thenlealings withthe Ministry of Education. TheHigher
Education Act of 1990which granted ahigh degree of autonomy t@cademic
institutions was amended #©96. The mendmentswere generally perceived as
significantly increasinghe influence ofthe Ministry of Education and encroaching on
academic freedom. A new vocational education and training systebeing
developed.

Tempus has contributed tbe goals ofachievement of higher education reform and
created the basis for cooperation with EU higher education institutes.

About 16.5% of the totablovak population is aged between 15 a6d Slovak youth
institutions have been involved European Youtlactivities sincel990. From 1995
on, youth co-operatiowith Slovakia has also been includedfe Youth for Europe
programme.

Current and Prospective Assessment

In compliance witlthe EuropeAgreement, cooperation witBlovakia havinghe aim
of raising the level of general education and professional qualifications leen
established anthe participation of the SlovaRepublic in Community programmes in
these areas is imminent.

Further reforms areenvisaged,aiming at qualitative improvement othe Slovak
education system &l levels. Teacher training W be animportant component of
those reforms. With a view to the adaptation of the work force to the ongoing process
of economic restructuring, arglven the need to ensureompatibility of standards

with those in the EU meber states, continued reform of thwcational education
system is of crucial importance.

Provided thatreforms proceed as foreseen, the Slovak educationrainthg sector
should be fully able to participate in co-operative actions within the European Union.



Conclusion

In the perspective of accession, no major problems should be expected in these fields.

Research and Technological Development

Research and Technological Development activities at Community level, as provided
for by the Treaty and in the Framework Programragm at improving the
competitiveness of European industthe quality of life, as well assupporting
sustainable development, environmental protection, and other common policies.

The EuropeAgreement and its additionprotocol provides for co-operation in these
areas notablythrough participation in the Framework Programme. Wate Paper
includes no measures in this field.

Descriptive Summary

The mainresponsibilityfor the development, co-ordination amaplementation of the
national science and technology policy, whicas with theOffice for Strategy of the
Development of the Societygcience and Technology tiie SlovakRepublic since
1995, was moved back to tihédinistry of Education in thebeginning 0f1997. The
most important grantgency is stillattached to the aboveentioned office and
operates on therinciple of general tenders, open researchers oéll institutional
backgrounds. The Slovakcademy of Scienceshe 14 Slovakuniversities and the
applied research institutes are the main actors in the science and technology field.

Total expenditurefell from 2.25% of GDP in 1991 to 1.04% in 1995 apdblic
expenditure from 0.71% of GDP in 1991 to 0.37% in 1994 phbtic expenditure has
since increased to 0.51% in 1996.

The general priorities ahe government ithis sector are: tcestablish an effective
system of state support, and to increase the share of science and technology in the state
budget expenditure to 1% of GDMPriority subjects are: reducingaw-material
requirements, increasing energy efficiency, optimising the agro-ecosystems.

Regular cooperation with the Europe@ommunity started in 1992with the 3rd
Research and Technology Development Framework Programme. So far, cooperation
was mainly concentrated on COPERNICUSpecific Programmédor Cooperation

with CECs andNIS) and remaingather low for participation in the 4th Framework
Programme. Slovakia is aember of COST(European cooperation in theld of
scientific and technical research) and EUREKEuropean Research Coordination
Agency).



Since 1994, the statistics in this sector are compatible with OECD standards.
Current and Prospective Assessment

Slovakia disposes of high level research and developmesgctor which, due to
substantial reductions in governmeaunipport,has been rapidly rationalise@ihe legal

and financial framework for research and development needs now to be consolidated in
order tostabilisethe sectorand give it a clear perspectiver future development.

Draft legislation on research and development is in préparaunding should be
increased and become more diversified.

Increased participation @ommunity programmes should help consolidate shitor
and better serve the industrial innovation.

Conclusion

In the perspective of accession, major problems should be expected in ties.
Accession would be of mutual benefit.

Telecommunications

The objectives of EC telecommunications policy are the elimination of
obstacles to the effective operation of the Single Market in
telecommunications equipment, services and networks, the opening of
foreign markets to EU companies and the achievement of universally
available modern services for EU residents and businesses. These are
achieved through harmonisation of the standards and conditions for
service offerings the liberalisation of the markets for terminals, services
and networks and the adoption of necessary regulatory instruments. The
Directives and policies needed to achieve this have now been established,
but the liberalisation of public voice telephony and operation of related
infrastructure will be deferred for a year or two after 1998 in certain
member states.

The Europe Agreement provides for co-operation aimed at enhancing
standards and practices towards EC levels in telecommunication and
postal policies, standardisation, regulatory approaches and the
modernisation of infrastructure. The White Paper focuses on the
approximation of regulation, networks and services, followed by further
steps ensuring gradual sector liberalisation.

Descriptive Summary

Telephone penetration has increase@3® per 100nhabitants athe end of 1996.
At the end of 1996 there were 145,0@tsatisfiedequests for telephone service. The
governmentaims toreduce thevaiting timefor a telephone line tbve months by the
year 2000 and to have 35 lines per 100 by that date.



The majority of telecommunications servicesre provided by Slovenske
telekomunikacig€ST) which is astatemonopoly. Its transformation into a joirgtock

company is currently undg@reparation. The government has recogntkediprivate

sectorcapital will be needed to continue expansiorthe sectorand is considering
options for privatisation of ST.

Current and Prospective Assessment

Degree of Liberalisation

The Government has undertakerthie WTO negotiations tbberalisethe remaining
monopoly held by Slovenske Telecdi®T) onvoice telephony by 1 January 2003.
There is liberalisation in atitherservices except alternative infrastructures tuade is
competition except in paging where ST has recently merged thatlonly paging
company which had French and Czech companigsesers.Until 1997 there was

only one mobile operator (analogue) but two new mobile networks working to the new
pan-European digital standard (GSM) came into service in 1996.

Approximation to EC Law

The Telecommunication8ct of 1964 wasamended in 1992 (bthe formerFederal
Government) so as to separate regulatory functions from operational ones. The
changes also abolishatlie statutorymonopolies, permitted privatisation, imposed
licensingrequirements on existingperatorsand thereby empowered the Government

to adopt gpolicy of liberalisation whichhowever, it has yet tdo. A more effective
separation of the regulatory amwlicy body fromany operating company will be
necessary to comply witthe acquisand to enabléhe Government t@dminister a
pro-competitive policy successfully.

New telecommunicationiegislation isdue in 1997 to prepare for the privatisation of
ST. This new legislation, currently in draft form, provides fordiwsion of regulatory
activities betweerfour entities: theMinistry of Transport andCommunications, the
Telecommunications office, the Regional Telecommunications OfficdgheMinistry

of Finance which wilregulate some tariffs. Since independenqmegress orpassing
new legislation inthe sectorhas been slow and theseems to be insufficient
administrative capacity to meet the targets adopted.

Tariff rebalancing is in hand although pricipglicy is complicated byhe division of
powers betweetwo ministries. Asthe main networlexpands into aredbat areless
economicallyvigorous, policy measures will b@eeded if universal service is to be
achieved.



Infrastructure

The Government'rincipal objective has been tmostinvestment inthe expansion
and modernisation of thpublic telecommunicationsetworks and tamprove the
quality of services available. Much expansion ted®n place so far otine basis of
internally generated profits and on loans fréhe InternationaFinancinginstitutions
and as the long distanceetwork reaches completion, tlaailability of advanced
services, especially in citiegjll greatly improve. Between 1991 and 1996 fiked
network grewfrom 14.3 to 23.3ines per 100inhabitants compared the average of
43.9 for Greece, Portugal and Ireland. The Governramn$ toreduce thewaiting
time for a telephondine to five months by theyear 2000 and to increase penetration
35 lines per 100 inhabitants by that date. Provided that the Governmédimiacae the
investment, this targehay beachievable. The digitisatiamte of thepublic network is
38% compared to an average of 62.4% for Greece, Portugal and Ireland.

The Government is considering options for privatisation of ST as a fumibans to
obtainfinancefor investment. Theurrent revenue per limaay betoo low to achieve
universal service. The level of purchasingpower would suggest that furth&ariff

reform could produce more revenue. At the end of 1996 there amye25,000
cellular mobiles, ie 0.47 per 100 inhabitants.

Competitiveness of the Sector

In 1995, there were 13émployeeper 1000inescompared to the average of 6.2 for
Greece, Portugal and Ireland and rewscribers had waited on averdggyears for
their lines. There is a largaumber of unsatisfiedequests for telephorservice and
even at today'kigh rate of networlkexpansion, iwill be afew years more beforeven
basic telephone service will imiversally available.Revenueper line (about 264 ecu
pa in 1995) is close to the lowlmit needed to ensutbat the networlcan be run as
a profitable business while supplying affordable univessalice. Eficiency savings by
the public operator arenecessary if it is to be competitive. Providdtht tariff
rebalancing is continued arige economy continues tgrow, thetelecommunications
services sector should be able to face full liberalisation when it comes in 2003.

Conclusion

Slovakiawill have somedifficulty in complyingwith the acquis communautaire in the
mediumterm because there issufficient administrative capacity to cplate new
legislation and enforcé. Greatercompetitiveness othe public operatormust be
achieved to attract investment and to prepare for competition.



Audio-visual

The audio-visuabcquisaims, inthe context of thenternal market, at therovision

and free movement of audio-visual services withe EU aswvell asthe promotion of
the European programme industry. ThedevisionWithout Frontiers Directivewhich

is applicable to albroadcasters regardless of the modes of transmission (terrestrial,
satellite, cable) or their private g@ublic nature, containghis acquis setting down
basic rules concerning transfrontlaoadcasting. The main points are: to ensure the
free movement of televisiobroadcasts throughout mber states; to promote the
production and distribution of European audio-viswairks (by laying down a
minimum proportion of broadcastingime for European works and those by
independent producers); setbasicstandards in théeld of televisionadvertising; to
provide for the protection of minors and to allow for the right of reply.

The EuropeAgreement provides for co-operation in the promotion andemmightion
of the audio-visual industry, and tliarmonisation of regulatory aspects of audio-
visual policy.

The Television Without Frontiers Directives is a Stage | measure in the White Paper.

Descriptive Summary

The legal framework for the audio-visuaector isdetermined by the 199%lovak
TelevisionAct, and the 1991 Radio antklevisionBroadcasting Act. Thdirst Act
dismantleghe State'snonopoly and prescribdbe basic rules, rights and regulations

for broadcasting and broadcasters, whilst the latter provides for the Radio and
Television Broadcasting Council, which decides on licences granted to broadcasters.



The main television broadcaster is Slovak Television.

Since the Statemonopoly over film production and distribution wakfted, small
private producers have become active. The distribigemior is occupied bgeveral
companies.

Current and Prospective Assessment

The audio-visual sector iBlovakia is attempting to re-establigelf after major
upheavals irecent years, and is characterised by rgpath and constant change.
Its ability properly to adhere to tlequispresupposes an upgrading of dagacity of
the programme-making industry to mette importantchallenges of aradapted
regulatory framework.

Slovak audio-visual legislation isot fully compatible with EU requirements;
deficiencies remain over the promotion of European works, independent producers and
recent works, thalefinition of European worksisolated advertisingpotsand the
contents of advertising.

Amendments to the legislation are under discussion within the Slovak administration.
Conclusion

More completanformation is required othe evolving legislative situatior-lowever,
provided that thenecessary legislative measusee pursued wittsufficient urgency
and areaccompanied byhe necessary structural adaptationstioé industry, it is

reasonable to expethat Slovakia should be able to meet EC requirements in the
audio-visual sector in the medium term.

3.3. Economic and Fiscal Affairs

Economic and Monetary Union

By thetime of Slovakia’'s accessiothe third stage of EMWvill have commenced.
This will mark important changes fall Member states,including those that do not
participate in the euro areall Memberstatesjncludingthe new ones, will participate
fully in the economic and monetary union. Their econgmoiccieswill be a matter of
common concern and they will bevolved inthe coordination of economioolicies
(national convergence programmes, broad economigdelines, multilateral
surveillance, excessive defigtocedure)They will be required toespect thestability
and growth pact, to renouncany direct central bankinancing ofthe public sector
deficit and privileged access ptiblic authorities tafinancial institutions, and tdave
completed the liberalisation of capital movements.



Accession means closer monetary and excheaigeco-operationvith the European
Union. Thiswill require strengthening structural reforms in the area of monetary and
exchangeatepolicies. Membestates noparticipating in thesuro area will bable to
conduct an autonomous monetgglicy andparticipate in the Europed®ystem of
Central Banks (ESCB) on a restrictdzhsis. Their central banks have to be
independent and have price stability as their primary objedfleasctarypolicy has to

be conducted with market-based instruments and has ‘tefflagent” in transmitting

its impulses tothe real economy. Therefore, reforms need to be pursued to tackle
factors thatinderthe efficiency ofmonetary policy, such akelack of competition in

the bankingsector, thdack of development ofinancial markets and th@roblem of

“bad loans” in thebankingsector.Finally all Memberstatesshall treattheir exchange

rate policy as a matter of commanterest and be in a position &iabilise their
exchange rates in a mechanism yet to be decided.

As membership othe EuropearuUnion implies acceptance of the goal of EMU, the
convergence criteria will have to lhdfilled by Slovakia, althoughmot necessarily on
accession. While the fulfilment ¢fie convergence criterian®t aprecondition for EU
membership, they remain key points of referefiocestability oriented macroeconomic
policies, and must in time belfilled by new membeistates on germanent basis.
Hence thesuccessful conclusion of systematic transformation and market oriented
structural reforms is essential. Slovakia’s economic situatiorpeogtesshas already
been analysed in preceding chapters of this Opinion.

Current and Prospective Assessment

The Slovak Central Bank largely independent frorthe government in terms of the
appointment procedure of its Governor and the conduct of monptdicy. The
statutory objective of the Central Bank is to ensure the stability of the Slovak currency,
but it hasalways beeinterpreted in terms of pricgability. The provisions ahe Law

on the Central Bank arstill far from compatible withthe Treaty, but theSlovak
Republic has aoundfiscal recordwhich hasimplied no budgetdeficit financing to

date.

Monetary policy has been quite effective in driving inflattown to singledigit levels,
although it must be stressed that the Slovak Central B#anked to use market
oriented instrumentenly in 1996. The control omoney supply has been relatively
difficult in the past due to the combination of a fixed exchange rate and the expectation
of positive real interestates (due to lovinflation). The Central Bankeacted in 1996

by wideningthe fluctuationmargins ofthe exchangerate around theentral parity,
increasing the reserve requirements and introducing limits orolime of refinancing
credits to the banks. This has caused severe liquidity shortages in the interbank market,
where there i®nly onesupplier of deposits. Consequently, interbank intessts are
relatively high. The efficiency of monetary policy is hindered by an uncompetitive,
state-dominatetbankingsector, that islso burdened by a substantial amount of bad
loans. In addition, the bankruptcy proceduresnatesffectively enforcedgndfinancial
markets are relatively underdeveloped.



The exchangeateregime is gpeg with fluctuatiorbandsaround the central parity. In
an effort to curb the domestic external borrowivtych was endangering itbility to
controlmoney supphgrowth, in 1996 thé&lovak Central Bank progressively widened
the fluctuationmargins ofthe exchangeate around theentral parity. Sinc&993, the
exchange rate has been stable within the targeted range.

Conclusion

It is premature to judge whether the SloWReépublic will be in a position, bthe time

of its accession, to participate in theroarea; that vt depend on the success of its
structural transformation permitting to attain and to adhmamanently to the
convergence criteria, which are not however a condition of accession.

The Slovak Republic’s participation the third stage of EMU as a non-participant in
the euro areahould pose nproblems inthe mediumterm, provided thatentralbank
legislation is maddully compatible with EC rules anthat the banking sector is
restructured, according to the criteria of a market economy.

Taxation

Theacquisin the area of direct taxatianainly concerns some aspects of corporation
taxes and capital duty. The four freedomshef EC Treaty have a wide@npact on
national tax systems.

The indirect taxatiomcquisconsistgrimarily of harmonised legislation the field of
Value Added Tax and excise dutidis includeghe application of a non-cumulative
generaltax on consumption (VAThich is levied on alstages of production and
distribution ofgoodsand services. Thisnplies anequal tax treatment of domestic and
non-domestic (import) transactions. The VAdcquis also contains transitional
arrangements for the taxation of transactionthin the EuropeariUnion between
taxable persons. Ithe field of exciseduties theacquis contains harmonised tax
structures andhinimumrates of duty togethewith common rules otthe holding and
movement of harmonised excisableods(includingthe use ofiscal warehouses). As
a result of the introduction of ti&ingleMarket, all fiscal controls at th&Community’s
internal frontiers were abolished in January 1993.

The mutual assistance between Menfbiate taxauthorities is an important feature of
administrativecooperation in the Internal Market; the respecbwective covers both
direct and indirect taxation.

The EuropeAgreement contains provisions on approximation of legislatisghararea
of indirect taxation.



The White Paper contains aStage | measures thosghich make upthe main
requirements of thndirect taxatioracquis (essentiallythose measuregpplied in the
Community up to 1993), and &Stage |l measures thosehich are in addition
necessary to implement the full indirect taxatmouis

Descriptive Summary

Direct Taxation

The two company taxation Directives aride Arbitration Convention provide for a
mechanism which applies otihe basis of reciprocity. Respective provisions can
therefore by definition not be expected to exist before accession.

Indirect Taxation

The overall contribution of VAT and excise duty revenuéht® Slovakstate budget
was about 32%and 12% respectively in1995. This is expected to continue on an
upward trend.

Value Added Tax

The current Slovak VATsystem was introduced on 1 January 1993 replacing the
previous Single-Stage Turnover Tax. Slovafjaplies a dual VATrate system: a
standard VAT rate of 23%nd a reduced VATate of 6%.The standard rate applies

in principle to all supplies ajoodsand services, whichre notspecificallytaxed at the
reduced rate. As regardmports therate applicable isthe same asfor similar
domestically produced supplies.

Certain activitiesare exempt from VAT without the right t@aim the input credit on
such supplies. These exemptions relat@nly to activities in the public interest,
financial and insurance services, and lotteries and similar games. Taxable ps¥sons
principle entitled tadeduct VAT incurred on their purchases businespurposes of
goods and services. However, tlevakian VATAct does notontainany provisions
enabling tax to be refunded to taxable persons not established within the country.

Excise
The currensystem of excise duty ime SlovakRepublicwas introduced on January

1993.Excise dutieareapplicable to mineral oils, alcohahd alcoholic beverages and
manufactured tobacco. For each product category, the duty is specific in nature.



Mutual Assistance

The taxadministration hasot yet had to develop its capacity for mutual assistance
with the tax authorities dflemberStates,since mutual assistance idemturewhich
would only become applicable on accession.

Current and Prospective Assessment

Value Added Tax

The current VAT system in Slovakia has been based on the main principles of the VAT
legislation of the Community. It is a good starting point in its fualighment with the
Community VATacquis although it is relatively general in its application.

Foreign traders who areot permanently established in Slovakia and listed in the
Commercial Register cannot be registered for VAT in the country. Since Slovakia does
not operateany arrangements for the refund of VAT to non-registdoedign taxable
persons, VAT represents an increasedt tosuchtraders. Theapplication of the
reduced VAT rate is notably broader in scope compared to the Community approach.

The Slovak Republic’snembership othe Europearunion would require additional
adjustments to bringhe VAT legislation nto line with the requirements of the
Community acquis in particular as regards tlsystem of taxation necessary in a
Community with no internal frontier controls.

The Slovak national strategyanfor implementingthe recommendations of thNehite
Paper regarding VATnitially gives priority torestructuring the VAT ratecheme, and
to the tax exempt treatment ®ipplies ofgoods toforeign air and shipping companies
and supplies of services renderedbmard such aircraft arghips. Duringthe period
1998 - 2000 thdegislative programme is planned to focus on arrangemfartshe
refund of VAT to taxable persomot established in Slovaki#he definition of taxable
persons, and ta@xemptions applicable tthe temporary importation gjoods other
than means dfansport. It igntended tdully align the Slovak VATlegislation tothat

of the Community by 2000 withthe exception of theCommunity’s transitional
provisions.

Excise

There aresignificant discrepanciebetween the Slovak exciseegime and EU
requirements.

Firstly, there exists no excise suspensgystem wherggoodscan move between
authorised tax warehouses without payment of duty.



Secondly, although thievel of tax ratesbroadly oscillateg@round theminimum rates
specified by individual EQGlirectives, thdevel of ratesapplicable to mineral oils are
below the EGminimumlevel, whilethe currenspecificrate of duty on cigarettesil
have to be switched to a compouate applied inthe Community which consists of a
specific element and an ad valorem element.

In order toensure acorrectapplication ofthe Community excise legislation it is
essentialthat the Slovak Republic sets up a warehousing system based on the
Community model asoon agossible, and adaptee structureandlevel of its excise

rates in such a way that they comply with Community requirements.

The Slovak national strategyanfor implementingthe recommendations of theéhite
Paper does nqgtrovide a clear and detailed timetalite future adjustments of the
Slovak excise legislation. Ahort termobjective consists of an approximation of
Slovak excise legislation towards the Community legislatidhenperiod 1999 - 2000.
However, theeffective setting-up of tax warehouses wasll asthe harmonisation of
the structure of duty omlcoholic beverages would be delayed. Accordingliplia
harmonisation of the legislation is not envisaged for a further few years.

Mutual Assistance

There would also be a need, on accessiomptementthe appropriate arrangements
for administrativecooperation andnutual assistance between MemBeates.These
requirements are essential for the functioning of the Internal Market.

Conclusion

Theacquisin respect of direct taxation should present no significant difficulties.

As regards indirect taxation, provided a sustained effort is niael&lovakRepublic
should be able to comply witthe acquis concerning VAT and excise duties in the

medium term.

It should be possible to start participating in mutual assistance as tdmanstration
develops its expertise in this respect.



Statistics

The mainprinciples ofthe Community acquis relate to theimpartiality, reliability,
transparency, confidentialitfof individual information)and dissemination odfficial
statistics. In addition there exists an important bodypwofciples and practices
concerning the use of European antrnational classifications, systems of national
accounts, business registers, and various categories of statistics.

The EuropeAgreement provides for co-operation to deveédfective andreliable
statistics, in harmony with international standards and classifications.

The White Paper includes no provisions in this field.
Descriptive Summary

The StatisticaDffice of the SlovakRepublic(SOSR) is the centrélody chargedvith
producing andlisseminating officiabtatistics in Slovakia. It is guided by a Statistical
Council of representatives froathergovernment administrations and frahe private
sector.

The legal basis for Slovak official statistics consists of the Law on State Statistics.

Current and Prospective Assessment

Slovak legislation is, with a few exceptions, comparable with current standards
applied within the European Union.

Some issues of transparen@gnfidentiality and dissemination needtention, and
there aredeficiencies insectorssuch as national and regionatcounts, and the
businessregister. Improvements are also needed inrdggonal statistical system
following the reform of the territorial division of the country.

Conclusion

Provided that continuing progress is made, Slovakia shoudthleetco comply with EU
requirements for official statistics within the next few years.



3.4 Sectoral Policies

Industry

EC industrial policyseeks to enhance competitiveness, thcisieving risingliving
standards andhigh rates of employment. It aims aspeeding up adjustment to
structural change, encouraging a@mvironment favourable to initiative, to the
development of undertakingthroughout theCommunity, and to industrial co-
operation, and fosteringelter exploitation of theindustrial potential of policies of
innovation, research and technological development. EC indystliey is horizontal
by nature. Sectoratommunicationsaim at transposing horizontal concepts into
specificsectors. EGndustrial policyresults from an articulation of instruments from a
number of Community policies; it includesth instruments related to the operation of
markets (productspecification and market accessade policy, state aids and
competitions policy) and measures related to industry’s capaciygldpt tochange
(stable macro-economic environment, technology, training etc.).

In order to copevith competitive pressure and market fore@thin the Union, the
industry of applicant countries needs to have achieved a cedsgl of
competitiveness by the time of accession. The governments of applicant countries need
to be seen as pursuing policies aimed at open and compaetdirkets along thiénes

set out in Article 130 (“Industry”) of the Treaty. Co-operation between the EU and the
candidate countries in thields of industrial co-operation,investment, industrial
standardisation and conformity assessment as providedtfee BuropeAgreement is

also an important indicator of development in the right direction.

Descriptive Summary

Until World War 1l Slovakiawas a predominantly ruratountry. Its subsequent
industrialisation followed the imperatives of cenplanning with littleregard to factor
endowments or locationabsts. As part of the CSSR in the periealding up tal990

the country had become one of the namsttrally-planned economies. Tseucture of

the economy was dominated Hyeavy industry (notably basimdustries), which
provided to a large extent inputs (steel, paper, petrochemicals) for the Czech industry.



The collapse of traditional markets and increased competition has ledustrial
restructuring and a strortgcline in industriaproduction. during 1990-1995 the share
of industrial production(including construction) in GDP dropped by a third to 37%
andstood at about 5 bn Ecu. Totatustrial employmentell as welland now stands
at about 650,000 or 35% of the total workfor&mall firms account for three
qguarters ofall industrial firmsand for 25% of total employment whilethe rest,
medium-sized and large firmpyovide the largest share @mployment. Themajor
industries are now mechanical engineering, chemicals, metalaggyfood,wood and
textiles and clothing.

Slovak Industry, Main Production Sectors in 1995

Sector %-share %-share %-share
industrial industrial industrial
value added employ- exports

ment

Mechanical engineering (incl. pressur&0.5 25 7.5

equipment, medical apparatus,

metrological equipmt).

Chemicals 14.5 9.5 24

Metallurgy 9 5.5 20

Agri-food 8.5 9.5 25

Wood, cellulose, paper 7 8 8.5

Textiles/clothing, leather/shoes 5.5 15 5.5

Automotive industry 5 15 5.5

Electrical engineering (incl. consumeg 4 3

electr.,, components, telecompffice

equipment)

Pharmaceuticals 2 1 2.5

Total of the above 67.5 83 79

Other industries 325 17 21

Total industries 100 100 100

Industrial prod. as % GDP 32 27

Construction 5 5

Total industry and construction 37 32

Engineering has remained an importasgctor despite a stromgcline inproduction.
The mainfocus of theengineering industry ithe production ohighway and heavy-
duty constructionmachinery,transportequipment and hydraulics. Moftms have
been privatised and the restructuring forced the exit atimber of public firms.
Nevertheless, production technologies and capitatk remainobsolete and capacity
utilisation rates low, while modernisation is impeded by lack of resources.



The chemicals industry has been a traditional leadertle Slovakeconomy for
decades and seems competitive. $&etorcurrentlyoperates on aapacity utilisation
rate of over 80 per ceand tradesctively,mainly tothe CzecHRepublic andhe EU.
Privatisation remains to be done for “strategic enterprises”.

The steelsector basically consists of a single large steel comjgti. it and thenon-
ferrous metal sector argechnically advancednd competitivdout modernisatiortook
place without capacity reduction.

The agri-food industry is an important industriakector.Capacity utilisatiorrates in
the industry vary widely.



The base industriesood and paper, cementglass and ceramics are important
industries as well. Generaltize forest-basethdustries in Slovakiare less developed
but opportunitieexist for somesectors (e.g. woopdanels) andhe closeproximity of
Slovakia tothe EU helps exports. Theelatively highexportand capacity utilisation
ratios suggest that thesadustries so far have been able ¢compete on the
international marketgyut the low importsogethemwith a number ofrade restrictions
for some of the sectors could indicaterlsas to entry for foreigrexporters, like the
import certification system for ceramics.

The relatively largetextiles, clothing, leather and shoessector isstill in crisis.
Competition withAsian manufacturers and a general lack of restructuring plague the
industry, but exportstill account for most of production and there isaesurplus.

To increase competitiveness, manufactuies attempting tdarget new markets,
upgrade production for EU markets aestablishoutward processingtrade (OPT)

links with EU manufacturers. Thautomotive sector isamong the mora&lynamic
sectors in manufacturing. There an® vehicleproducers, on&lly owned by anajor
German producer, and nearly all of the production is destined for the EU market. It has
moved production fronGermany to Bratislava to benefit from low lab@aistsand to
develop thehigh quality plant into a keyassemblypoint for niche automobiles
marketed in Europe. The components industrgnly slowly recovering from the
break-up of Czechoslovakia. Slovak component manufactweigperatewith a
Czech car maker and timmber of joint ventures with Westepartners is growing.

The pharmaceutical industry is relatively small. Mosproduction in 1995 was
exported,almost entirely tothe CzechRepublic. However, exports arécreasingly
targeted towards Western markets thoughcansists mainly of raw materials.
Nevertheless, the productisgstem needsestructuring and thmdustry is attempting

to movetowards Western standards but resources remain scarce. In addaichnpé
fundsfor R&D hindersfuture development. The industry doest seem to have been
successful imattracting foreign partners or investment, jugsalso due tolack of
patent protection. Thpressure and metrological equipment industriesare mostly
small-scale. For 1995, exports greatly exceeded imports but the low capacity utilisation
rate does suggest a need for further restructuhirigrmation technology industry
production facilities and methods arenostly old andobsolete. Privatisation and
restructuring havéed to a sharglrop in productiorand the exit of numerousms,
despite arelatively dynamic demandyrowth. Those that ardeft need further
modernisation. Despite the industtgclineparts of the researadmvironmentare still
maintained bythe stateand provide a potential for new development. Onatheer

hand, Slovak software suppliers have successfully established links with foreign clients.

The privatisation process has made progress. It was catrididst through a voucher
method followed by direct sales/management buy-duisging the private sector
share in GNP to 70 ¥&ince 1995 however privatisation ofany large companies
benefitedcorporateand political insiders anevas done in dess thantransparent
fashion which led to little revender the public authorities and few inynew capital
and management input for the privatised firms.



The government neverthelesmintains a controllinghare in a number of “essential
and strategic companies”. Theselude enterprises in energy, utilities, armaments,
postsand telecommunications, railways, pharmaceuticals and agro-industry. These
enterprises are exempt from the application of bankruptcy legislation.

Current and Prospective Assessment

So far industry has developed satisfactorily desjhiée precariougolitical situation
mainly because the macroeconong@nvironment has remained stable dahd open
traderegime providedor enough competitiorBut the outlook folindustry cannot be
divorced from political developments because privatisatiostilis far from being
complete and what has taken place so far has often been linked to the current regime.

It thusremains to be seamhether industriethat have been put Ipolitically friendly’
handswill in future behave competitively.his problemwill be particularlyacute in a
number of sectors that are dominated by a single firm.

The share of investment @DP is thehighest amonghe associated statéalmost
36%, close to that of some fast growing Asian economies).

The main problems for industry come fromie lack of competitive privatisation and
the excessive reliance on energy intenseetors. The state ownédns will have less
problems of access to long tefimancingand thus have an advantage over the private
sector incapital intensiveareas.This could lead to a developmesitnilar to that
experienced by some southern European mesthéss in the 1970s and 1980st
build up or maintained heavy capital intensive industriestate hands despite
mounting losses. A development in this direction would gresitiynish the capacity

of Slovak industry to undertakéhe massiverestructuring that itstil needs to
undertake if it is to graduate to a produak lessreliant on low wages and cheap
access to raw materials.

Conclusions on Industrial Competitiveness

The integration of Slovak industry into the European market dactkl difficulties to
proceedsatisfactorilyover themediumterm. This will require diversificationaway

from heavy industries and more effective restructuring of enterprises. A major potential
impediment tarestructuring andliversification efforts ighe lack of investment capital

due to the lowlevels of foreign investmenthe bad debt situation and timesider
oriented non transparent way of privatisation.

Rather than strictly sectoraésues it will bethe overall environment in which the
Slovak industry is operating, such as infrastructure, taxatitan, that willdetermine

its future. Thus, the dustry will be affected by the economic measures introduced in
Spring 1997 includingthe import depositscheme, and further developments
concerning the exchange rate of the Slovak Crown will be of major importance.



An evaluation otthe acquisspecific tothe freecirculation of industriajoods is to be
found in the separate section on the internal market.

Agriculture

The Common AgriculturaPolicy aims to maintaiand develop a modern agricultural
system ensuring a fastandard ofiving for the agriculturacommunity andhe supply
of goods at aeasonable price for consumers, and ensuttireg free movement of
goods within the EC. Special attention isgiven to the environment and rural
development. CommoNlarket Organisations exist to administére CAP. These are
complemented by regulations on veterinary health, plant healttaramgl nutrition
and by regulations concernirfgod hygiene. Legislation also exists the area of
structuralpolicy, originally developedprimarily to modernise and enlarge agriculture,
but morerecently with an increasing emphasis thie environment, andhe regional
differentiation ofthe policy. Since reforms 1992, increasing contributions téarm
support have from direct aid payments compensating cuts in supports prices.

The EuropeAgreement with Slovak Republic providés preferentialtrade in the
field of agriculture (Article 19 to 22 with their annexes). Article 78tlné Europe
Agreement establishes econonaooperation between the parties to assist in the
modernisation of agriculture and the agro-indussidtor. TheWhite Paper covers
thefields of veterinary, plant health arahimalnutrition controls, asvell as marketing
requirements foindividual commodities. The purpose of suelgislation is to prtect
consumers, public health and the health of animals and plants.

Descriptive Summary

Agricultural Situation

The value of the agricultural production in 1995 was approximately 0.68% of that
of the Union.

The share of agriculture in GDP declined from 9.4% in 1989 to 5.8 % in 1996. In
1996 employment in agriculture was down on 7.5% of total employment from

12.5% in 1989. The number of employees per 100 ha farm land dropped from
13.3in 1989 to 6.8 in 1996.

Of the total area of 4.9 million hectares, half is used for agricultural purposes and
over 40% is covered with forests. About 60 % of arable land is planted with
cereals, mainly wheat, barley and maize and about 25% with fodder crops. The
other arable crops - oilseeds (mainly rape and sunflower), pulses, sugarbeet and
potatoes - are of lesser importance in terms of land use.



Following the transformation and privatisation process, basically three forms of
farms emerged:

(1) about 1,000 transformed co-operatives managing 69 % of agricultural land,
with an average size of 1600 ha;

(2) individual (family) farms: at the end of 1994, there were about 7,600
individual farms (with an average size of 15 ha), most of them created by persons
who decided to leave the co-operatives. However, many individual farmers are
part-time farmers and more than 60% of the individual farms have less than 5 ha
with that area itself having small plots whose average size is 0.34 ha.

(3) There were around 60 corporate farms (joint stock or limited liability) with an
average size of 290 ha. Together with the individual (family) farms, these
occupied about 9 % of the agricultural area in 1994. Owners are usually
entrepreneurs organising land, capital and labour. They are mostly active in the
cereals sector.

A further 22 % of farmland remains in state farms (137 in 1995), which have an
average size of 2,950 hectares. The process of privatisation of the state farms has
slowed as a result of legislative changes in the scope and methods of privatisation.

In 1995 Slovakia was more or less self-sufficient for the main agricultural

products (cereals: 3.5 million tonnes; 94, 7%; oilseeds: 0.23 million tonnes,
169%, sugarbeet: 1.23 million tonnes, 100%; potatoes: 0.44 million tonnes, 82%;
beef: 60,000t, 94%; pigmeat: 190,000t, 100%; poultry meat: 113%; milk 1.19
million tonnes, 130%).

As regards the food industry, 171 enterprises had been privatised by the end of
1996, representing 92% of the total state-owned processing enterprises.

The country is a net importer of agricultural and food products : (export: 430
MECU; import: 590 MECU) it accounted for 8 % of Slovakia’s total imports and
6,2 % of its total exports in 1995. Most important agro-food market in terms of
value for Slovak exports is the Czech Republic (43% share in 1995), followed by
the EU (17%) and the former Soviet Union (15%). On the import sidé&;28eh
Republic is also the most important trade partner (36% share in 1994) followed
by the EU (35%). The overall deficit in agro-food foreign trade in 1996 increased
by 145 MECU to 330 MECU.

In 1995, main Slovak exports were cereals, malt and starch, milk and milk
products, vegetables and beverages. The main categories of agro-food imports
were tropical products, animal feed, beverages and tobacco.



Agricultural Policy

The PSE (Producer Subsidy Equivalent) calculated by the OECD in 1995 was
25% compared to 49% in the EC.

The agricultural market price support is provided mainly by intervention
purchases, combined with quotas and export subsidies. The Ministry of
Agriculture sets minimum guaranteed prices (covering at least 90% of average
production costs and adjusted in case input prices rise by mores¥prior
cereals, slaughter cattle and pigs. In the case of milk, a fixed guaranteed price is
set and the policy instruments include a milk quota system, fixed at regional level
and distributed to individual farms. Because of shortages on the domestic market,
a temporary maximum price has been fixed for potatoes.

The State Fund for Market Regulation (SFMR), makes intervention purchases at
the guaranteed price level, provides export subsidies, and grants exports/imports
licenses.

In main sectors, an indirect support regime by the Ministry of Agriculture is
applied, mainly through input subsidies for purchases of seeds, fertilisers, modern
technological equipment, breeding new varieties, irrigation, etc. Exports subsidies
are foreseen by the legislation for a number of products including cereals, sugar,
beef, pork, poultry meat, dairy products, fruits and vegetables.

The rural area plays an important role in the socio-economic development of
Slovakia and the Slovak government aims at a gradual adoption of a rural and
regional development policy to achieve compatibility with the EU. At present
however, there is no rural development policy similar to EC policies. Direct
income support is paid to farmers in less favoured areas in the term of hectare
payments varying according to the quality of the soil. Subsidies are also paid
(premium per head ) for sheep and goat rearing in these regions. Furthermore,
subsidies are available for the purchase of high quality inputs (cesiieds,
breeding animals) and investments as mentioned above.

Slovak support prices are significantly lower than EC intervention prices. In 1995
the price of cereals was in range 56 to 64% of the average European level, and the
milk support price was fixed at 63% of the EU price. However they apply at the
farm gate level.

In 1995, total agricultural budget expenditure amounted to SKK 7,674 million
(ECU 200 million), out of which 53% was spent on direct paymenteds
favoured areas and milk quality payments. Input subsidies accounted for 18% of
the agricultural budget while market regulations including export subsidies
accounted for 8.5%.



General services (training) represented 3% of the total agricultural budget and
other support (certain tax reliefs) 9%. In 1995 the absolute amount of support
payment represented about 16% of the value of the agricultural production (SKK
48 billion).

In 1993, the taxation system was reformed and several new tax laws were
introduced to meet the specific characteristics of the agricultural sector and the
goal of adjusting to the EU system. A wide range of tax reliefs and preferences
were granted to agriculture.

With the implementation of the Uruguay Round Agreement the variable levies, as
well as non-tariffs barriers (compensation levies) were transformed into fixed
tariffs. Slovakia has assumed Uruguay Round commitments on domestic support,
market access and export subsidies. (SKK 1651 millerEcu 38 million by the

year 2000).

In regard to the preferential trade provisions of the Europe Agreement, some
guotas have not been filled, mainly because of insufficient marketing and
promotion. but also due to the insufficient supply of some of these products.

The Slovak Republic is also a member of CEFTA (Central Europe Free Trade
Agreement) which aims at the further liberalisation of agricultural trade. Given
the fact that other partners in CEFTA have their GATT commitments bound to
higher level of protection than Slovakia, liberalisation result in a favourable
outcome for Slovakia’s exports of agriculture products.

Slovakia is introducing the legislation identified in the White Paper.

Slovakia has an institutional infrastructure with, as the central body for national
administration for agriculture, the Ministry of agriculture; 36 regional land and
information services represent the national administration in the districts; in
addition, a certain number of “funds” manage different aspects of agricultural
policies. The Slovak Agricultural and Food Chamber (SKPPK), which is a non-
state, public and autonomous institution, co-operates with the Ministry in
establishing the agrarian policy.



Current and Prospective Assessment

After a five year gap in investment, there is an important need for the replacement
of machinery. In the medium term Slovakia is expected to produce increasing
exportable surpluses of cereals, oil seed, sugar, pigmeat and poultry.

Even though Slovakia has made progress is adopting new legislation and
structures compatible with the EU, major differences remain between the Slovak
and EU policies related to agriculture.

In implementing its Agricultural Policy Programme of 1993, the Slovak
Government has been quite successful in fulfilling its objectives of ensuring
economic stability and supporting agriculture. The revision of the current policy
programme foreseen in 1998 is not expected to fundamentally change the current
policy framework.

Adjustments of certain market organisations are necessary however in order to
bring the sector more closely in line with that in the EU. Import and export
arrangements will have to be adapted to match the Union's. Import and export
licences currently applied would have to be abandoned. Also certain input
subsidies (for ex-purchase of fertilisers, breeding of new varieties) are granted
which appear to be inconsistent with #eguis

The main market policy instruments applied in the EC are not applied in
Slovakia. This includes key instruments like sugar quotas, main arable crop
schemes (base area, compensatory payment scheme), as well as certain rural and
structural development programmes.

Management and control of these schemes will require relatively sophisticated
administrative systems, including an appropriate land register and cattle
identification and registration systems. The Slovak administrative capacity would
need to be further developed in these areas if these measures were to be applied in
Slovakia. Producers organisations and wholesale markets in the fruit and
vegetable sector need to be set up.

It is difficult to foresee the development of agricultural support prices in Slovakia
in the period before accession. This will depend on a number of factors including
the domestic economy, the situation on export markets and the development of
price support levels in the Union.

In general food processing industry is still suffering from over-capacity and is in
need of modernisation.



As far as rural policy is concerned, at present, there is insufficient co-ordination
of financial support for rural development programmes between the various
sectoral bodies at horizontal and regional level. Horizontal and regional measures
often overlap. Responsibility for rural development policy at national level has
not been clearly assigned.

Negotiations are ongoing to solve the difficulties which have arisen in the
application of the trade provisions of the Europe Agreement.

The Slovak Republic is making progress in introducing the legislation identified
in the White Paper. In the veterinary and phytosanitary field, Slovakia is
negotiating an agreement on equivalency with the European Commission. The
negotiations are nearing completion.

For the wine sector, current rules of classification of individual wine varieties and
their cultivation are based on an Act of 1964. An Act on Viticulture approximated
to EC legislation has been adopted. It will require changes in the structure and the
system of registration, filing and control. It will also necessitate the reinforcement
of inspection bodies in terms of staff and equipment. Slovakia is an OIV member
(Organisation internationale de la vigne et du vin).

As far as marketing requirements are concerned, a revised Food Codex is planned
to enter into force during 1997. Slovak Technical Standards will have to be
adapted and should also cover phytosanitary aspects.

In the fruit and vegetables sector, it seems there is no inspection at entry to
Slovakia (frontier, ports, airports), as required in the EC legislation. Inspection
bodies at the frontier points would have to be created.

In the veterinaryfield approximationto, and an implementation ofie acquishas
been partly achieved. Furtheprogress is needed in the adoption and
implementation of the new veterinary and breeding basic legislation.

The timetablegor the approval anamplementation of secondary legislation in the
different sections vary from 1997 until the year 2000.

Traditionally the Slovak Republic had awell establishedinfrastructure for
veterinary control and inspectiobpth at the borders andternally, under the
Ministry of Agriculture.



Due to someadministrative changes itine veterinary structure at theegional
level, some difficulties may bexpected inmplementation and enforcement of new
legislation. Inthe approximation process, further adaptatioih be needed with
regard to the concept of HACCP (Hazakdalysis Critical Control Point) and
auto-control, monitoring and surveillance programmes, disease eradication (in
particularclassical swindever), internal marketontrol measures (safeguard, the
license system, veterinaghecks, additional guarantees, regionalisation), import
regime(approved third countries, approvestablishments) anithe identification
and registration system ahimals(particularly back yard holdings ). Thacilities

and professional experiencelkairderinspectionpostsand veterinary laboratories
need upgrading. The computerised information systi®,identification and
registration system ofinimals, and the rendering infrastructure need to be
improved. In generahe implementation othe acquisshould be achievable to a
large extent on the medium term.

As regards seeds and propagation material, and plant bealfftarmonisation with
EC legislation is weladvanced, and new lawase in preparatiarrhe structures to
adequately implement the legislation need to be strengthened.

Progress ibeing made irthe approximation oénimal nutrition,plant protection
products and pesticide residues legislatioRurther exchange offormation
between theCommission andhe Slovakian authorities will be needegnerally
and in relation to the structure for implementation.

Conclusion

Further alignment tothe Community acquis is still necessanalthough significant
progress has been made in adopting the measures mentioned in the White Paper.

Particular efforts are needed in relation to :

- implementation and enforcement\ateinary and phytosanitary requirements and
upgrading of establishments to meet EC standards; this is particularly important
with regard to theinspection and control arrangements for protecting EU
external border;

- strengthening of thadministrativestructures to ensure theecessary capacity to
implement and enforce the instruments of the CAP

- further substantial restructuring thfe agro-food sector tionprove its competitive
capacity.

If such progress isaccomplished, accession the medium termshould not be
accompanied by significant problems in applyihg common agricultural policy in an
appropriate manner.



Fisheries

The CommonFisheries Policy includes commamarket organisations, structural
policy, agreements with third countries, management and conservatidishof
resources, and scientific research in support of these activities.

The EuropeAgreement includes provisions concernirgde infisheriesproductswith
the Community. The White Paper includes no measures in this field.

Descriptive Summary

Slovakia has only inlandiaterfisheries andhe sector is notery important to its
economy. In 1995 the production wé815t. There arenly 25 stateand private
producers.

As a trading partner of th€Eommunity, Slovakiaepresents 0.01% of EC total
imports (independently of origin) of fisheries products and 0.40% of EC imports of
fisheries products from thecandidate countries alon@ terms of value). As
regards EC exports, Slovakia recei@82% of our total exports ofisheries
productsand3.8% of our exports ahese products to thmandidate countries (in
terms of value).

Current and Prospective Assessment

Slovakia’s production and foreign trade data, when compared to the corresponding
EC figures, are quiet low and therefore shauddl have asignificant impactupon

the Community as a whole. It will be necesséoy Slovakia to ensureompliance

with the EC’s health, hygiene and environmental standards.

Conclusion

The fisheries sector does not present a problem for accession.

Energy

Main EU energy policy objectives, as reflectedhe Commission WhitePaper “An
energy policyfor the EU”include enhancement of competitiveness, security of energy
supplies and protection dahe environment.Key elements ofthe energy acquis
comprise of Treaty provisions and secondéeygislation particularly concerning
competition andstateaids, internal energy markéncluding directives on electricity,
price transparency, gas and electricity transit, hydrocarlioessing, emergency
responsencluding securitystock obligations, etc.), nuclear energy, \asll as energy
efficiency and environmental rules.



Development of Trans-European Eneiggtworks andsupport for energr&D are
other important elements of energy policy. Ongoing developments include
liberalisation of the gas sector, energy efficieacguisand the Auto-oil programme.

In the field of nuclear energythe Communityacquis has evolved substantially from
the original EAEC Treaty to a framework dégal and political instruments)cluding
international agreements. At present, it addresses issues of health andnehidiyg
radiation protectionsafety of nuclear installations, management of radioaviaste,
investment including EURATOMnancialinstruments, promotion of research, nuclear
common market, supplies, safeguards, and international relations.

The Europe Agreement provides for co-operation to develop the progressive
integration of theenergy markets ifcuropeand includes provisions on assistance
within the relatedpolicy areas. TheNhite Paper preparing CEECs for ti@ernal
energy marketinderlineshe need fofull application of key internal market directives

in combination with EC competition law. As the nuclearsector, théWhite Paper
refers to nuclear supply safeguards and shipments of nuclear waste.

Descriptive Summary

Slovakia isheavilydependent on external energy resources, importing more than 80%
of its needs, particularly oil, gas and nuclear fuel from Russia.

The limited indigenousesourcegpoor quality lignite andorown coal) present severe
environmental consequences ard minedwith Stateinterventions. It is intended to
continue current production levels (3.7 million tons) until at least 2005.

The Slovak energgector is two tdhreetimes less efficienthan the EU-average, due
to, past supply oriented policies, low prices and the heavy industry structure.

Slovakia is a strategic transit countoyth for the EU and the region, fRussian gas,
and transit andtoragecapacities arbeing enlargedts electricity networks aresince
October 1995synchronously linked as test to theWestern European UCPTE
network.

Slovakiaoperates aflaslovské Bohunicewo VVER 440-230 (first generation) and
two VVER 440-213 (second generation) nucleaactors representingearly half of

the electricity production. ForUnits 1 and 2 after ahort termimprovement
programme, theyare currently further upgraded (1996 - 1999) and should then
increasdhe safety levekowards ECsafety standardsFinally, the early Al prototype
reactor, had to be shut down prematurely in 1977 and is curreb#ing
decommissionedts spentfuel is being shipped to Russia. Miochovce,two VVER
440-213 reactors are under constructioth some participation of Westefinms and
they should be on stream within the next two years.



Two more units of thesame typeare foreseen on the site for tfiest decade of the
next century. The safety of this nuclgenwerplant is considered to be close to safety
objectives generally cepted in the EU, once thgpgrading programme will be
completed. There is no uranium mining or nuclear fuel fabrication.

Current and Prospective Assessment

Slovakia’s energy policy objectivesre in line withthose of the EU andhclude
introduction of more competition; enhanced security of supplyyironmental
protection and energy efficiency.

The competition framework in the energy sector does nduljietthe directives of the
internal energy market in combination witte application of EC competition law. The
application ofthe 1994 Slovalanti-monopoly lawdoes nobffer sufficientguarantees

for competition in the sector according to BEjuis although there haseenprogress

in creating conditions for theaunbundling of accounts of the generation and
transmissiorpart of theelectricity company. It is therefore necessary to speed up the
adoption and future implementation of the Energy Act.

The sector is characterised Byatedominated monopolies, although a measure of
liberalisation and privatisation is ongoing the oil and coal sector. Act 192/95
excludes for strategic reasons certain activities in the electricity and gas sector, but also
in oil pipeline transport from privatisation.

Energy prices, particularlgas, electricity andheat prices for households are cross-
subsidised and deot cover costsThe Government is expected to decide shortly on a
policy to phase these distortions out by the year 2002.

Slovakia hasstarted developing legislation on emergency preparednesdiding
building up oilstocks. At present, the country does meet theninety days ostock
requirement foremergency oilstocks (stocks are estimated at 40 - dHys of
consumption) and cannot, due to the neadedstments, be realisticallyieected to
reach this target in the short term.

Restructuring of themining sector is unavoidable and its social and regional
consequences will have to be addressed, whe$tate interventions should be
assessed against EC State aid rules.

Slovakia hasstarted thedevelopment of EC confornefficiency legislation(e.qg.
labelling appliancesminimum efficiencynorms) aswell as environmentatorms(e.g.
fuel quality standards), but moreemains to bedone. The adoption of aBnergy
Saving Lawwill underpin futurecompliance withefficiency acquis It should be noted
that the upgrading of thenational refinery to meet EGtandards will require
considerable investments and thiae refinery will have tocompete on a saturated
European market.



A Government Resolution proposed nucléael supply diversification froml999
onwards.Accession bythe SlovakRepublicwould increaseéhe EU’s dependence on
Russian uranium and enrichmeBut the plan to diversifyits supplysources in the
future would be in line with theommon nuclear materials supply policy of security
throughdiversification ofsourceswhich would apply to supplycontracts concluded
after accession.

Spent fuel from Bohunice was shipped back to the U&8iR1986but has since been
stored in pools at the site. All spdael fromthe Al reactor vt be returned taRussia

by 1999 in theframe of a former CzechoslovakidUSSR agreement. An increase in
the storagecapacity ofthe existing pools is under study. Longer term intermediate
storageandfinal digposal options of spetitiel are alsobeing studied. Lowlevel and
medium level waste repository is under licensing at Mochorve.

Upon accession, the Slov&epublic will need to comply witkhe provisions of the
Euratom Treaty, in particular those relatedstpply of nuclear materialhe nuclear
common market, safeguards, health and safety and international agreements. It is party
to all relevant international regimes and conventions. The SIBegublic also has a
full-scope safeguards agreement wite IAEA, and inthis andthe other areaabove,

no major difficulties in applying Community legislatiane expected. Nevertheless the
problem of nuclear safety has to be dealt with and realistic progranmoksiing
effective closure when necessary, have toageeed upon and@mplemented. The
independence of the safety authority should be supported.



Conclusion

Slovakianeeds tastep up its efforts in order tmmply with most of the EC energy legislation
in the next fewyears. In particular, matters suchthe adjustment of monopolies including
import and export issues, access to networsergy pricing, emergencypreparedness
including the building up of mandatory @ilocks, staténterventions in the solid fuels sector,
and thedevelopment of energy efficiencgnd fuel quality standardeeed to be closely
followed.

No major difficultiesare foreseenfor compliance withEuratom provisions. Nuclear safety
requires continuegarticular attention. Safety standaisould be tackled appropriately and
realistic programmes implemented quickly. Longer term solutions for waste need attention.

Transport

Community transport policy consist of policies and initiatives in three fundamental areas:

» Improving quality bydeveloping integratednd competitivetransportsystems based on
advanced technologies which also contribute to environmental and safety objectives.

» Improving the functioning of the single market in order to promote efficiency, choice and
user-friendly provision of transport services while safeguarding social standards;

* Broadening the externalimension by improvingransportlinks with third countries and
fostering the access of EU operators to othemsport markets( ThEommonTransport
Policy Action programme, 1995-2000).

The EuropeAgreement providefor approximation ofegislation with Community law and co-
operation aiming taestructure andnodernisetransport,the improvement oficcess to the
transport marketthe facilitation of transit andthe achievement of operatingtandards
comparable to those in the Community. The Whiaperfocuses on measures for the
accomplishment of Internal Market conditions in ttaesport sectoincludingsuch aspects as
competition, legislative harmonisation and standards.

Descriptive Summary

The Slovak transport infrastructure has a strong East-West orientatigely due to the
particular topography ofhe country,but alsorelated to close linkages with the Czech
Republic, built up during théime of the former Czechoslovakifihe mountains in North-
Central Slovakiadivide thecountry into two dominaneconomicareas (Bratislava iVest
Slovakia and Kosice in theast)and form anatural barrier to North-South transport. This has
significant implications on the comparative costimfrastructures. Border crossinggth
neighbouring countriearefew and require extensive modernisation.. The SlaBakernment
adopted an ambitious plan of motorway constructioRehruary 1996 in order taccelerate
the integration of Slovakia into th&€rans-Europearmultimodal transport corridors. The
Slovakian territory is crossed by 3 of these corridors.

There hasbeen a significantnove away fromrail and inland waterways to public road
passenger transportiespite arapid growth incar ownership and usek-or the moment,
however, the railways remain the most important means of transport.



Current and Prospective Assessment

In terms of theinternal market, the SlovalRepublic is relatively welldvanced in
adapting its legislation tthe Communityacquis The internationairansport sector in
Slovakia to a large exterdlready applies rulesimilar to those applied in the
Community, particularly to maritiméransport, inland waterways andcombined
transport. Newegislation oncivil aviation, largely in line with Communityules, is in
preparation. However, particular attention will have to be paidnfroving safety
standards. In theailway sector, theamendments made to Slovak legislation to ensure
compliance with Community rules on accessherail network and the separation of
accounts for thenanagement anthe use of infrastructures and the rapplication of
legislation on public service provision atiee standardisation of accounts will have to
be monitored over theoming years. Legislation on internationadad haulage
complies withmost of theCommunity rulesbut operation of the domestimad
haulagesector poses more of problem. This W have to bemonitored and is
particularly important irthe context of a futur&nion without internalborders where
cabotage in roadhaulage will be totally liberalisedlhere are alsgroblems with
market access, safety inspection, technical standards and taxation.

Road passenger transport appearscamply with Community legislationbut its
current structurewhich dates from 1989 andnly includesstate enterprises, could
cause problems in future.

The development of an integrated and compettti@asportsystem is a goaccepted
by the Slovak authorities. The malifficulties arelikely to be in achievingatisfactory
levels of safetyandefficientuse of the transpogystem. Slovakia has made relatively
satisfactory progress on safety. Howevachieving acoherent transporsystem
appears to be mouwidfficult. The share taken bypad transport ifkely to continue to
grow and Slovakia vil have to concentrate its efforts on promoting use of thi
network and inland waterways. This it is already attempting to do.

As regardsmproving linkswith the Member States of theCommunity and with its
neighbours, Slovakia hasot sofar drawn on internationdlnancing to develop its
infrastructures. It is, howeveplanning to investeCU 2billion from the national
budget between 1995 and 1999 tmansport infrastructures used loyternational
traffic, particularlythe pan-European corridorghis isaround 2.8% of GNPwhich
would appear satisfactory, bany reduction of this amount owing to budgetary
constraints could pose problems.



Conclusion

The SlovakRepublic has maderogress in adapting transptegislation tothe acquis
Considerableprogressstill needs to be made, however, rad haulage (particularly
market access, safety standards and taxation) raihslays, wherethe effective
adaptation ofegislation will have to benonitored. The situation in thes®o sectors
must improve ifthe transport sector is not to poseriousdifficulties asregards the
adoption of the internal markatquis

Steps must also be taken to ensilna themeans required téay the basisfor the
extension to the accession countries of the trans-Europaasport network are
provided. This requires particulattention because Slovakia, as a mountainous
country, facedighercosts in constructing infrastructureghich placeghe country at

a disadvantage compared with neighbouring countrie@ioh TENs arebeing more
easilydevelopedFinally, Slovak administrativetructuresincluding inspection bodies,
for example those in the area of safety, shouldhpglly andsignificantly strengthened

at all levels to prevent them further slowing the country’s progress.

Small and Medium Enterprises

EU enterprisepolicy aims at encouraging a favourable environmefur the
development of SMEshroughout the EU, aimproving their competitiveness and
encouraging their Europeanisation and internationalisation. It is characteriséiyby a
degree ofsubsidiarity. The complementary role thfe Community is defined and
implementedhrough aMultiannual Programmér SMEs in the EUThis programme
provides thelegal andbudgetarybasisfor the Community’s specificSME policy
actions. Theacquis has so far beehmited to recommendations on specifareas,
although legislation imther sectorslso affects SMEge.g. competitionenvironment,
company law).

The EuropeAgreement provides for co-operation to develop and strengthen SMEs, in
particular in the privatesector, inter alia throughprovision of information and
assistance on legal, administrative @ax conditions. ThaVhite Paper contains no
specific measures.

Descriptive Summary

Since 198%he increase irthe number and importance &MVEs has beempressive.
The number oSMEs have grown to 300,000 in 1995 and now accoun85ét of
gross output in thendustrial sector. Insome sectorsuch as constructiormoad
transportation, and distributichis contribution is much higher (approximat&§%).

In terms of employment, there are 425,000 Stiployees anthe combined share of
SMEs represents roughBb% of totalemployment. Slovakia, with 54 enterprises per
1000 inhabitants, is abowhe EU average of 41Comparative studies shothat
Slovakia has experienced the most dynamic growth of SMEs in the region.



Much of thisgrowth has been spurred on the privatisation process wihich 10.000
companiesvere auctioneff in 1992-93. Most of these SMEs wermftsmen and
tradesmen rather thdagal entities. Verysmall enterprises of edf employedpeople
represent more than 80% of the SME sector. The post-privatisation gatsaih
results from "spin offs" amanylarge companies rationalisEME growthhas been
particularly noticeable in the machinery, fabricated metal product and textile sectors.

The basic legdramework pertaining to entrepreneurial activity in generapdicable

to SMEs. In addition the Slovak Governmeaxbpted apecific law onSME support,

in 1995. Theprimary forms ofsupport, ardoans, loan guarantees, reimbursement of
interest, contributions according to ttepecific regulations, refundabldinancial
assistance and subsidi€30-operatives are also regulated in hemmercialCode
while mutualitiesand foundations are regulated in tlivil Code. In 1993 an
amendment was passed to the taxaddlawing tax breaks for certainewly established
companies.

SME development as a government priority is definetha government'sidustrial
policy. The NationalAgency for Support to SMEs (NADSMEyvas established in
August 1993 to encourage the developmentgmosvth of SMEsand co-ordinate all
support activities (advisory andinancial) to SMEs. There are also 1Regional
Advisory and Information Centres (RAICs) whose role is to provide advisory and
information services as well as seveather support structuresuch as Business
Innovation Centres and various NGOs.

Current and Prospective Assessment

Significant progresshas been made ithe development of th&ME sector and
Slovakia has shown strongcommitment to developing and strengthen8igEs and
EU-Slovak cooperation in théeld as foreseen under Article 90 dhe Europe
Agreement. The conditions feustainablSME growthand development at@asically

in place. There is however further room fionprovement. There is a need for
simplification of legislation to make it more SME friendly, strengthenintpefsupport
infrastructure; improvement tofie taxenvironment andhe development of the SMEs
access to financing and their ability to penetrate new markets.

Buoyancy inthe SME sectomay beconstrained over thmediumterm by a lack of
access to needed investment capital.

The on-going efforts to strengthen the SMEs during the pre-accession pdriod
therefore need to be continued.

Conclusion

There are no specific problems foreseen in Slovakia’s integration in this sector.



3.5 Economic and Social Cohesion

Employment and Social Affairs

Community social policy has beéeeveloped through aariety of instruments such &gal
provisions, the Europea8ocial Fund and actions focused gpecific issuesincluding
public healthpoverty and thelisabled. Thédegal acquiscovers health and safety &ork,
labour law and working conditions, equal opportunit@@smenand women, social security
co-ordination for migrant workers amobacco productsSocial legislation ithe Union has
been characterised lgying down minimum standardsin addition, the social dialogue at
Europearlevel is enshrined ithe Treaty (Article 118B), and thHerotocol on socigbolicy
refers to consultation of the social partners and measures to facilitate the social dialogue.

The EuropeAgreement provides for approximationlegislation with Community law and
co-operation onmproving standards of health and safetywadrk, labour marketpolicies
and the modernisation of theocial security system. It also providés Community
workerslegally employed irSlovakia to bereated withoudiscrimination ongrounds of
nationality agegards their working conditions. TNehite Paper provides for measures for
approximation in all the areas of thequis

Descriptive Summary

In the Slovak Republic the reform of the social dialogue which was initiated in the former
Czechoslovakia has slowed down since 1993. An important element in further réiftvertire
Government's development of respect for the autonomous character of the social partners in the
framework of political life. The most representative organisation on the employer's side, the
Slovak Association of Employer's Unions is a member of the Union of Industrial and Employers’
Confederation of Europe (UNICE) and of the International Organisation of Employers. The
Slovak Confederation of Trade Unions, which is the most representative organisation, is a
member of the European Trade Union Confederation (ETUC).

Over recent years registered unemployment has been hovering at a relatively high level. In 1996,
it was at 10.9% according to ILO methodology. Regional differences in employment rates are
considerable, with unemployment being particularly high in the south and south-eastern regions
of the country. The number of long-term unemployed has increased significantly and youth
unemployment is high and shows no sign of decline.

A network of regional and local employment offices has been established to implement labour
market policies. The Slovak Republic has introduced measures to make the labour market more
flexible and a continuation of this process will be needed for an integration into the EU labour
market and employment policies.



Social security in the Slovak Republic is aimed at establishing a three-fold system composed of
social insurance, state social support and social assistance. Since the introduction of the
unemployment benefits systemin 1991, the rate of registered unemployment has increased quite
significantly, but the beneficiary ratio has dropped sharply. The collection system gives rise to
significant administration problems, including difficulties of collecting contributions from
employers and the self-employed. In many cases, there is a lack of information about the
availability of benefits and the conditions of eligibility.

Social expenditure accounts for about 30 % of total government expenditure and for
approximately 14 % of GDP. Pensions are the largest expenditure item. Continued efforts are
required to ensure that measures of social protection are developed.

The Slovak health system needs to be significantly improved.

Current and Prospective Assessment

Health and safety legislation in the Slovak Republic is in the process of being modified in terms
of both orientations and specific provisions. New proposals taking account of EU directives on
health and safety at work are being drafted. Additional legislative initiatives will be needed to
ensure full compliance with trecquis The Slovak inspection structures are not in accordance
with the ILO convention t181. But Slovakia intends to establish independent inspection
structures with appropriate control methods to comply with ILO rules.

Slovakia is relatively advanced in the area of labour law on issues such as protection against
collective dismissal, maximum working time and adequate rest periods, minimum paid annual
leave and the right to collective bargaining. But various amendments are required to ensure full
compliance with EC rules on the protection of workers in the event of insolvency of their
employer. The existing rules of information and consultation of workers as requested by a
number of EU Directives should be further developed. Slovakia is planning a new Labour Code
in order to ensure compatibility with EU requirements.

On equal opportunity, the basic provisions of EC non discrimination law between women and
men are covered by Slovak legislation.

Concerningthe right to the freenovement ofworkers, there would appear to be no
obstacles to prevent Slovakia fropeing able to implemerthe provisions of the
acquis in thisarea. The introduction of the right to freeovement will however
require changes in theational law, particularly aegards access tamployment and a
treatment free from discrimination on grounds of nationality.

In the field of social security for migrant workers accession does not, in principle, pose major
problems, although some technical adaptations will &éeessary. More important is the
administrative capacity to apply the detailed co-ordination rules in co-operation with other
countries. The Slovak Republic is developing some of the administrative structures required to
carry out these tasks, but further preparation and training willebessary before the co-
ordination rules can be applied.




Concerning the two EC Directives covering tobacco issues, Slovakia has recently agreed a law
which would satisfy EU requirements concerning the warning labelling of cigarette packages.
There is apparently no legislation matching the second tobacco directive imposing a maximum
tar content on cigarettes.

Conclusion

Since 1993, the Slovak Republic has taken a number of significant steps in preparation for its
future EU-membership. But social reforms need to be further developed, the social dialogue
needs to be ameliorated and the health system to be impi®lesdkia needs to make
substantive progress in the fields of health and safety at work and labour law to ensure
realignment with EU standardsfforts to implement thacquiseffectively need to be continued.

If the Slovak Republic pursues its important efforts, both in terms of adoption and of application
of the ECacquisit should be possible to take on the obligations of EU membership in the
medium term.

Regional Policy and Cohesion

In accordance with Title XIV of the Treaty, the Community supportstiengthening
of cohesion,mainly through the Structural FundSlovakiawill have toimplement
these instruments effectively whilst respecting the principles, objectivezracedures
which will be in place at the time of its accession.

The EuropeAgreement provides for co-operation k@gional development and spatial
planning, notablythrough theexchange of information between local, regional and
national authorities anthe exchange otivil servants and expert§he WhitePaper
contains no specific provisions.

Descriptive Summary

In 1995, Slovakia’s GDP/cagstood atsome 41 % of the EU average. There are
marked regional disparities in Slovak@ut of the 38&districtswhich existedprior to

the creation of a newegional administrativetructure inJuly 1996, over 50% of GDP

was created in the four districts of Bratislava, Kosice, Trnava and Banka Bystrica, with
Bratislava alone contributin@2% of Slovakia'stotal GDP. These foudistricts
received over 62% of total investment in Slovakia.

Likewise, in looking at unemployment figures, districts where unemployment has
stabilised or is decreasirage in the main urban areas (Bratislava and Kosice) and in
the heavilyindustrialisecarea close to the Czech border in the north-westrdgiens

with the highest incidence of unemploymeste located in the southern and eastern
parts of the country. Byway of illustration, while Bratislava registers 4.6%
unemploymentthe correspondin@gure for the worsthit district (Rimaskesobota) in

the south-east is 26%.



With a view to creating a regionkdvel of administration, a law was passedJidy
1996 on"Territorial and administrative arrangement of the Slovak Repuhibich
has established 8 regions and 79 districts. A second law was pasisegdaahe time
relating to the new organisation ofocal state administrations, following the
modifications in the regional structure.

Hitherto, the Slovakrepublic has implemented its regional development initiatives
through sectorgpolicies onthe basis ofthe “Principlesfor EconomicPolicy”. Indeed,

a legal basidor regional developmenpolicy does notexist atthe present stage.
Nevertheless, a draft Act on Regional Development is currently being elabatathd
would constitute a new legal framework for a prospective regional policy.

The institutional structure of Slovakia’s regional policy ischaracterised by the
predominant position of Government. Indeed, regional developmdiatives are
subject to afinal decision bythe Government. Théffice for the Strategy of
Developing the Society, Science and Technol@$DSST), a stateody, ensures the
proper implementation of these initiatives and is associated to the drafting. However, it
role is foremost consultative. The role of district administratiotimged to the
implementation of state projects.

The Slovak republic’dinancial instruments at the dispal of regional development
initiatives are clearly limited.However, the share of development related expenditures
which could constitute potential counterpéwhds to ECstructuralpolicy cannot yet

be determined. Therefore, the Slovagublic’s co-financing capacitgannotpresently

be evaluated with sufficient reliability.

Current and Prospective Assessment

The Slovak Republic’s regional developmenitiatives are implemented through
sectoralpolicies andco-ordinated, at centrdével, bythe regional policy guarantor
(OSDSST). Thefinancial resources at the disposal 8tovakia’s regionalpolicy
instruments are limited.

In addition, the operational and organisational framework of Slovakia’s regiolia|

suffers from some serioudeficiencies. Regional policy decision-making is overly
centralised withall major decisiortakendirectly bythe Government. A mordistinct
ministerial responsibility is necessaand inter-ministeriaco-ordination improved in

order toincreasethe efficiency of the decision-makingprocesswithin the field of
regional policy. Special attention needs to be focused on strengthening Slovak capacity
to programme, manage, evaluate and control Community funding.



Finally, Slovakia’s is clearly in need of aadequatelegal basis determining the
principles, objectives and mode aperation guiding its regional development
initiatives.

Conclusion

The Slovak republic presentsly limited elements of amntegrated development
policy which could ensure compliance with EGtructural policy rules. A
comprehensive differentiated policy addressing regional disparities should be
introduced. Moreover, the Slovaftepublic’'s administrative capacity to manage
integrated regional development programnok=arly needs to be improved. Thus,
significant reforms includingthe establishment ofappropriate administrative and
budgetary procedures need to be implemented before the Slovak republpplyatine
Community rules and to channel effectively the funds from the EC structural policies.



3.6 Quality of Life and Environment
Environment

The Community’s environmental policy, derived frothe Treaty,aims towards
sustainability based othe integration ofenvironmental protection into EU sectoral
policies, preventive actionhe polluterpays principle, fighting environmental damage
at the source, and shanmegponsibility. Theacquiscomprises approximateRB0O0 legal
acts covering a wide range of mattensjuding waterand air pollution, management
of waste andchemicals, biotechnology, radiatigmrotection, and nature protection.
Member states are required to ensure thateamironmental impact assessment is
carried out before development consent is granted for cerfaiblic and private
projects.

The EuropeAgreement stipulatethat Slovak development policieshallbe guided by
the principle of sustainable development and shdully incorporateenvironmental
considerations. It alsdentifies environment as a prioritgr bilateralco-operation, as
well as an area for approximation legislation to that of the Community.

The White Paper coveronly a smallpart of the environmentalacquis namely
product-related legislation, which is directly related to the free circulation of goods.

Descriptive Summary

Slovakia's environmental problems remain significdagpite improvement during the
last years. The most serious problesms surface and groundater pollution, waste
management, and local air quality.

Environmental quality has improved significantly, largely thanksestructuring of
heavy industry. Inparticular, air pollution from heavy industries hasgnificantly
decreasedsince 1989, andhot-spots are nowimited to major industrial areas
(Bratislava, Kosice, Banka Bystrica). Importgmbblems exist ithe water sector, in
particular low connectiomate of households to sewage systems and often largely
uncontrolled industrial effluent. Improvements have been madé¢hen area of
hazardous anthunicipalwastebut problems remain substantial atrtdatment/storage
inadequate. New pollution sourcesich as traffic and light manufacturiritave
emerged and need to be addressed. Slovakia possesses ayess ohturalvalue,
which would represent an asset to the environment of an enlarged Union

Slovakia has undertaken a comprehensive reform of its environmental legislation. A
framework environmentahct (1992), a Strategy dflational EnvironmentaPolicy
(1993) and an Action Programme (1996) have bmaopted.Their objectives and
principlesare adjusted towardsistainable development, preventioasrection at the
source, the “pollutepays” principle, etc. Therinciple of integrating environmental
issues intoother policies is contained irthe 1994 act orenvironmental impact
assessment. However, the introduction of Integrated Pollution Prevention and Control
and further "framework” type legislation a&ll asadequate enforcemestheduling
regulations is needed. Existing agencies stnalctures need to be strengthenbejr



responsibilities clarifiedand their operations re-orientated to incorporatée the
emergent pollution sources.

Slovakia’s expenditure on environmental investment psreentage of GDRas been
significant in recent years.

Current and Prospective Assessment

A considerable effort has been made to establish environmental legislation compatible
with Community law. Orthe basis of astrategy for themplementation othe White
Paper, progredsas been made in adopting a number of WPR&per measures such as
legislation onthe lead content in petrol and on wasteanagement. Alignment in
relation toother Stage imeasures includingadiation protection, chepal substances,
control of risks ofexisting substances, environmental consequencésaleliberate
release of genetically modified organisms is foreseen by 200@ aarliestStage I
measures are scheduled to be in place two to three years later. Approximabearhas
taking place inother areas of thenvironmentalacquisas well. The new aiguality
law, with its redefinition of administrative competencies, has been in placeJsilgce
1996. A new water act is being prepared.

Slovakia is inthe process of elaborating a detaild/ironmental accession strategy
which should be ready liyie end of 1997. Particular attention shouldylven to the
quick transposition of framework directives dealing with aigste, waterand the
Integrated Pollution Prevention and Cont@PPC) directive, aswell as the
establishment of financingtrategies fotegislation inthe waterair andwaste sectors
requiring major investments.

In the area okffective implementation and enforcementtioé ECacquis problems
are considerably greater: substantive compliance withsEDdards is low in waste,
water (especially in certain industrialareas), and air(for certain regions and
municipalities). Polluters arenot being effectively monitored and/or prosecuted.
Inconsistencies irthe legislation - especiallypetween framework legislation and
secondary legislation on implementation - hamper effective pollution monitoring and
enforcementWhile the monitoringsystem is basicallgound, processing afata is a
problem which needs to laeldressedl'he country’s environmental accession strategy
should include implementation timetablies meetingthe EU environmental acquis
starting amongst othemgith implementation othe framework and IPP@irectives
mentioned above.

Key problems whichcurrently hinder effective compliance include inadequate
enforcement of standardsisufficient financialresourcesgspecially athe municipal
level; weak administrativestructures andack of clarity on division of responsibilities
among agencies aniévels of government; and inadequafmiblic awareness and
participation.



Conclusion

If Slovakia perseveres in its presdagislative programme full transposition of the
acquis should be achieved in the medium term. On the other hand, effective compliance
with a number of pieces of legislation requiring a sustatmgh level of investment

and considerable administrative eff¢g.g. urban wastewater treatmentdrinking

water, aspects of wasteanagement and air pollution legislation) couldastieved

only in the long to very long term.

Consumer Protection

The Community acquis covers protection of economic interests of consumers
(including control of misleadingadvertising, indication of prices, consumer credit,
unfair contract termsdistance sellingpackage travel, sales away frobusiness
premises and timeshapeoperty) aswvell as general safety @foodsand thespecific
sectors of cosmetics, textile names and toys.

The EuropeAgreement provides for approximationlegislation with Community law

and co-operation with siew to achievingull compatibility between thesystems of
consumer protection iBlovakia andhe Community.Stage Imeasures of th&vhite

paper focus on improving product safety, including cosmetics, textiles and toys, and on
the protection of the economic interests of the consumagbly measures on
misleadingadvertising, consumer creditnfair contract termsnd indication of prices.
Stage IIlmeasures relate to package travel, sales away Ifksimess premises and
time-shareproperty. New EQegislation which has beesmdoptedrecently (distance
selling) or will beadopted soon (comparatieelvertising, price indication) will also
need to be taken into account.

Descriptive Summary

Slovak consumer protectidagislation consists of a general consumerguion law
passed in 199%hich regulates theesponsibilities othe public administration in the
field of consumer protection and setsit the rights of consumers and consumer
protection associations. Th®linistry of Economy is responsibléor consumer
protection andpolicy while the Trade Inspectiomwithin the Ministry is entitled to
implement and enforce the Consumer Protection Act in co-operatiomthigh testing
and inspection authorities. The ConsurReticy Councilacts as amdvisory body to
the Minister of Economy on consumer policy and priorities and regsesentatives
from all relevant state authorities,consumer associationdrade and industry.
Consumer organisations have a legght to work with public authorities in both
developing and monitoring consumer policyvesl as in improvingthe effectiveness
of its administration.



Current and Prospective Assessment

At the institutional level,the SlovakRepublic appearswell placed to continue the
process ofimplementation of EC and international consumer protection norms.
Relations betweethe non-governmental organizations and aldeninistration appear

to be constructive. The Slovak Consumer Protection Act is meneral andess
complete than the detailgutovisions of EC Directives on consumer protection as set
out inthe White Paper Full compatibilitywith EC Directives has almost been reached
on generalproduct safety, and partial compliance has been attained regarding
indication of prices. A new Advertisingct adopted in 1996@rings thisfield of
consumer law closer to EC provisions.

In various areas, the rulegpplicable to consumer safegnsure a bettelevel of
protection to consumers than is the case under the European Directive. Separate draft
decrees on thesafety of toys and on textilenamesare under preparation, and
legislation on consumearedit and amendments toe Act on Consumer Protection is
beingdrafted.Full compliancewith White Paper measures is foreseen by $tmvak
authorities by the year 2000.

The development of atrong andindependent consumer movement, sustained by
public authorities, will need to accompany the introduction oatuglis

Conclusion

Although Slovakia will need to make efforts to completeléigeslativeprogram inline
with EC requirements and to strengthen #dministration as well asonsumer
organizations, Slovakia igely be in aposition to take on thacquison consumer
protection in the medium-term.

3.7. Justice and Home Affairs

The Present Provisions

The Justice and Home Affairs (JHAg¢quisprincipally derives fronthe framework for
cooperation sebut in Title VI (Article K) of the Treaty on Europeddnion (TEU),

"the third pillar”, although certain "firspillar" (EC Treaty)provisions andegislative
measures are also closely linked



The EU JHA frameworlkprimarily covers:asylum;control of external borders and
immigration; customs cooperation anpolice cooperation against seriousime,
including drug trafficking; andjudicial cooperation orcriminal and civil matters. The
TEU stipulates key principles upon which sucboperation is basedotably the
European Convention oAluman Rights andhe 1951 Geneva Convention on the
Status ofRefugees. It is also basedplicitly on arange of international conventions
concerning itdields of interest, notablythose of theCouncil of Europe, theUnited
Nations and the Hague Conference. Témgislative content of thirdpillar acquisis
different fromthe first pillar; it consists of conventions, joint actions, joint positions
and resolutions(including the agreedelements ofdraft instrumentswhich are in
negotiation). A number of EU conventiofiscluding the 1990Dublin Convention,
and conventions relating to extradition, fraud and EUROPOL) have been agreed by the
Council andare now in the process oétification by national Parliaments; several
other conventions,including one on external frontiers are in various stages of
negotiation in theCouncil. The JHAacquis involves a highdegree of practical
cooperation, as well as legislation and its effective implementation.

The New Treaty

For many ofthe above matters, the entry into force of the Treasylting from the
Amsterdam Inter-Governmental Conference will mate end of the current
cooperation framework.

Reiterating theobjective of developinghe Union into an “area of freedom, security
and justice”, the new Treatyrings these mattersincluding the freemovement of
persons, asylum and immigration, into the Community’s sphere of competence.

On the freemovement of persons in particuldhe new Treaty provides for the
incorporation of the Schengacquisinto the framework of the Europe&mion and
binds any candidate for EU membership to acceptitguisin full.

With regard to mattergeemaining withinthe cooperation framework, i.e. mihg and
criminal justice, the new Treaty provides for theinforcement ofthe cooperation
system.

The Europe Agreement and the White Paper

The EuropeAgreement includes provisiolor cooperation in thdight againstdrug
abuse and money laundering.

The WhitePaper does nateal directly with thircpillar subjects, but referencensade

to first pillar matters such asioney laundering and freedom of movement of persons
which arecloselyrelated to Justice and Homdfairs considerations. Reference is also
made to the Brussels and Rome conventions.



Descriptive Summary

General Preconditions for JHA Cooperation

Slovakia joinedthe Council of Europe in 1993and has ratifiedhe most important
instruments concerning humaights. The Constitution provides for an independent
judiciary according to the rule of law.

Some progresdas been made ithe reform ofJHA institutions. The Constitution
guarantees data protectionnew data protectiotaw to bepresented during 1997 is
expected to coveall EU requirements in this field. Slovakia hast yet signed the
1990 data protection convention. (See also separate section on Single Market).

Asylum

Slovakia has acceded to the Geneva Convention. The Constitution providsgldan

and the 1995 Refugexet isbased on EU practicecluding provisionfor accelerated
procedures and thsafe third country” principle. Implementation thfe newlaw is

now well under way, but refugees hdweited legalback-up and staff ithe Migration

Office lack knowledge and experience of conditions in third countriesaplications
for asylum were made in1995. There are also temporary refugeesnf former

Yugoslavia; the first returnstook place in March 1996 ircooperation with the
UNHCR/IOM. Some 400 applications for asylum were made in 1996.



Immigration/Border Control

Some 89million border crossings wermade in 1995; of these son2e000 were
revealed as being illegal. Slovakiansrking towards the EUist of third countries for
which visasare required, buvisa-free agreementare still in place with Belarus,
Russia, Cuba, Romania, Bulgaria and Ukraffee the latterinvitation letters are
required). The 199%w on Residence and Border Crossing regulates residasae,
and border crossing procedurBgadmission agreemerase inplace with Austria and

its otherneighbouring countries, Romania, Croatian Slovenia and Bulgaria. Slovakia is
currently negotiating such agreements with Benelux countries andermany.
Border management is currently being modernised.

Police Cooperation

Organised crime is active in Slovakiatime fields of drug trafficking, trafficking in
humans andprostitution, racketeeringsmuggling of arms, radioactive material,
cultural artefacts, stolen cars and curremaytence, blackmaiand extortion are used.
Special units angroceduresiave beerset up in theolice andfinancial authorities to
tackle organised criméand drugs and stolen cars in particular) meffectively.
Slovakia has signetthe money laundering conventions, and domestic daminalises
money laundering, although implementation is hampere$gurce andhstitutional
constraints. (See also separate sectiorSimgle Market). Slovakia experiences no
internal terrorist threat. Ithas signedhe key terrorist conventions and hasdopted
appropriate legal and administrative measures to tackle terrorism.

Drugs

Slovakia is a transit country faidrug trafficking, on the Northern Balkan route.
Significant quantities of heroin have been seizect@ent years. Domestic demand is
increasing sharply. Slovakia hasceded to the mainternational drugs conventions
and is preparing a dralaw onthe control of drug abuse and drug precursors. The
Slovak police have an anti-drugs unit and a jdintgs unit with Customs asell as
Liaison Officers in Prague, Vienna and Budapest.

Judicial Cooperation

Slovakia is working to improve training and solve institutional problems in the
judiciary. Slovakia has ratifiethe maincriminal conventions (except the 199@ney
laundering convention - seabove). Slovakia is party to aumber of Hague
conventions and is beginning to develop its capacities on the civil side as well.



Current and Prospective Assessment

There are some important gaps still to be filled in Slovakia's legislation but for the most
part the legislation is in place or irpreparation. An important priority is the
development of effective JHA institutions free from corruption. Important concerns are
the accountability ofthe police andthe independence ahe judiciary. Some progress

has been made in combating organised chotethere isstill considerablevork to do

to develop andnaintainthe required degree @ffectiveness. Migration andorder
control systems will require considerable strengtheningctpe with continuing
pressure.

The Government has taken some steps to preh@renstitutions andegislative
framework for participation in th@HA process. There issmall core ofofficials with

some experience ofooperation with EUcounterparts buthis will need to be
developed considerably in future years.

Conclusion

Slovakia appears to havtke administrative capacity and infrastructure to meet the
justice and home affairgcquis (present and future) in thmediumterm. But it will
have to demonstrate k®@mmitment to introducthe necessary reforms, notably in the

development of visa policy toward the NIS, border management and migratitmol,
extradition, and combating organised crime and corruption.

3.8 External Policies

Trade and International Economic Relations

The acquisin this field is made up principally othe Community's multilateral and
bilateral commercial policy commitments, and d@stonomouscommercial defence
instruments.

The EuropeAgreement includes provisions in sevese¢as requiring parties &t in
accordance with WTO/ GATT principles, or other relevant international obligations.

The White Paper includes no provisions in this field.
Descriptive Summary

Slovakia has developed an open, trading economy and is a mentheMgorld Trade
Organisation (WTO). Upon accessi@lovakia would have tacomply with the
obligations of the plurilateral WTO agreements to which the Community is a party.



At present Slovakiadoes notmaintain quantitative restrictions omny textile or
clothing products. Oraccession th€ommunity textiles policywould be extended to
Slovakia; any Communityestrictionsstill maintained athe date ofaccession would
require adjustment by an appropriate amount to take account of Slovak accession.

Current and Prospective Assessment

On accession Slovakia would have to apply the Community's Common Cusdfhs
and the externatrade provisions ofthe Common Agricultural Policy. Thepost
Uruguay Round weighted averalgeels ofmost favoured nation duties fordustrial
products will be 3.8% for Slovakia and 3.6% for the Community.

In its relations with international organisations Slovakia should erisatés actions
and commitmentsespect the Europ&greement and ensure a harmonious adoption of
its future obligations as aember ofthe Community. In view othe interest expressed
by Slovakia in mid-1996 in discussing witie Russian Federatiotie possibility of a
free trade agreement, the Elndicated that any such arrangement should be
compatible withthe Europe agreemerdnd with Slovakia's future obligations as a
member of the EU.

On accession Slovakia would become partyhi® Community's various preferential
agreements. Preferential agreements between Slovakia and third countries would, in
general, have to be terminated on accession.

In the area of trade iservices and establishment it should be possible to resolve any
remaining, significant inconsistencibgtween thecommitments of Slovakia and the
Community, although some additional liberalisation may be required in Slovakia.

On accession Slovakia would have to repeal national legislatiotheirfield of
commercial defence instruments, and EC legislation would become applicable there.

Experience from previous accessions has shtven the automatiextension of
existing anti-dumping measures to new mengates prompts third countries rase
problems in terms ahe compatibility of thisapproach with relevant WTO provisions.
It has also showrthat accession creates a potential f@rcumventing measures
adopted by th&€€ommunityunder thecommercial defence instruments. This happens
when, prior to accession, substantial quantitieh®fproductsubject to measures are
exported to the territory of the future member state and,aocession, are
automatically releasefor free circulation irthe enlarged customs territory. These two
problems would have to be addressed during Slovakia's pre-accession phase.

Slovakia is a member dfireeout of four existing regimegor the non-proliferation of
weapons of mass-destruction, and is a candidatemiEmbership ofthe fourth.
Slovakia's list of dual-usgoodsand technologies largely resembtee Community
control list of dual-use items. Arnexport isalso controlled. It iglifficult to assess the
extent towhich export controls areffectively enforced, buSlovakia appears tbave
no major problems applying EC legislation in this field.



Conclusion

Slovakia is wellplaced to be able to meet Community requirements irfi¢gswithin
the next few years.

Development

The acquisin the developmergector ismade up principally ofhe Lomé Convention,
which runs until early 2000.

Neither the Europe Agreement or the White Paper include provisions in this field.

Descriptive Summary

Slovakia has no preferentiahde agreementsith ACP countries. However, under its
GSPscheme, Slovakia grants preferential treatmetitenform of reduced duties to a
number of ACP countries, angrants duty free access to those ACP countries
considered as Least Developed Countries.

Slovakia has no budget for development aid.
Current and Prospective Assessment
On accession, Slovakia should apply its preferentzde regime tothe ACP States

and participatetogetherwith the other member states, fimancing the European
Development Fund (EDF), which provides financial aid under the Lomé Convention.

Applying the present Lomé trade regime should not generally be a soulitfealties
for Slovakia.

Normally, new membestates accede to th®mé Convention by means ofpaotocol
on the date of their accession to the European Union.

Conclusion

Slovakia is welplaced to be able tmeet EU requirements in thigld in the next few
years.

Customs

The acquis in this sector is theCommunity customs code and itsnplementing
provisions;the EC'sCombined Nomenclaturéhe Common Custom3ariff including
trade preferences, tariffjuotasand tariff suspensions; another customs-related
legislation outside the scope of the customs code.

The EuropeAgreement covers thestablishment of a fre¢rade areawith the
Community andthe progressiveeemoval of customs duties on a wide range of



products, according tdear timetables starting frothe date oentry into force of the
agreement.

The WhitePaperincludes inStage |, measures to consolidate and streantiresfree
trade established undehe EuropeAgreement,ncluding legislation compatible with
the Customs Code&Zombined Nomenclature, etStage Il concerns the adoption of
the full Community legislation, with a view tgoining the customsunion upon
accession.

Descriptive Summary

On accession the Slovak customs authorities would be requiredstoneall the
responsibilities necessafpr the protection and control of thepart of theEU's
external bordeBesideghe provisions on indirect taxation, they would be responsible
for the implementation and enforcement the external border of th€ommunity's
common commercial policthe common agricultural policythe common fisheries
policy etc.

Slovakia's capacitjully to apply the acquispresupposes thgossibility toadopt and
implementthe Community legislation; andhe existence of an adequatevel of
infrastructure and equipment, in particular in terms of computerisation and
investigation means arttle establishment of an efficielmustoms organisation with a
sufficient number of qualified and motivated staff showing a high degree of integrity.

With the support of the@echnical assistance provided by customs programmes, the
Slovak Republic has achieved almdstl compatibility of its legislation to the
Community'scustoms codand itsimplementingprovisions. Nevertheless, important
delays exist in the customs-related legislation outside the scope of the customs code.

Slovakia is undertaking a continuoyzrocess of aligng its national goods
nomenclature to th€ommunity's CombinedNomenclature. Presently, Slovakia is
working on the preparation of an integrated tanfiich will greatly facilitate the
comparison of the Slovak tariff rategith the Common Customdariff rates. In
addition, the SlovalRepublicoperates a&inding Tariff Information systensimilar to
the one applied in the Community.

Slovakiaadopted on January 297 the newsystem of cumulation of origin between
European countries.

Slovakia became a contracting partythe EC/EFTACommon Transit Convention
and to the Convention on Simplification of Formalities on 1 July 1996.



Current and Prospective Assessment

Slovakia would need tadapt itsnational procedures to th€ommunity legislation
regarding suspensive arrangements and cugpoocgdures with economic impact. At

the moment of accession, some technical transitional arrangements would be needed,
notablyfor operationdeginningbefore the date aiccessiorbut which are concluded

after that date.

The import deposit scheme operatedSigvakia is a measure having equivalent effect
to a quantitative restriction. Consequently this scheme should be abolisbeahazs
possible.

It will be important that the Slovak customs authorities can participate appropriately in
the various computerisegystems necessaifpr the management, inthe customs
union/internal market, othe customs andhdirect tax provisions, aswvell as the
computerised systenfisr mutualadministrative assistance ¢gastoms, agricultural and
indirect tax matters.

Slovakia would need on accessiondismantlecustoms controls at the bordevgh

EU memberstates andvith otheracceding countries. The resources needed for the
reinforcement ofthe border postslong its frontiers with non-EU méar states
should be taken into account in its strategic planning.

A potential for a problem existyising fromthe customsinion between Slovakia and
the Czech Republic, in the event that these two countrieeticcedesimultaneously
to the Community.

Conclusion

Slovakia is making a maja@ffort to align its organisation and staff tine duties that
have to be carried out by a modern customs administration.

If it reinforces its efforts, particularly in relation tproject management in the

computerisation are&glovakia should be ready falfil the responsibilities of an EU
customs administration within the next few years.

Common Foreign and Security Policy

Since 1989, the foreign and security policy of Slovakigprior to 1993,
Czechoslovakia) has been reorientadards Europeaand Euro-Atlantic integration.
Slovakia has been an active participantthie dialogue arrangements provided for
under theUnion’s Common Foreign and Security Policy and when invited has
supported EU actions within that framework.



Slovakia is a member ofhe UN, OSCE,Council of Europe and many other
international organisations. It is an associpéetner of WEU, participates in the
NACC, the PfP andhas made clear its desire to become a membtrec¥WVEU and
NATO as soon apossible. It has sentoops toparticipate in IFOR/SFOR. It also
participates in a number of regional organisations including CEFTA and the CEI.

There are no territorial disputes between Slovakiaaaydnembe6Btate of theJnion.
Neither doesSlovakia have anyterritorial disputes with neighbouring associated
countries. There are, however, some differences with Hungary in interpretation of their
bilateraltreaty and thereemains alispute with thesame countrpver the Gabcikovo
dam. This dispute has been referredh® InternationaCourt of Justice at the Hague

and both parties have agreed to abide by the adjudication.

Slovakia has signed withll neighbouring countrieG@partfrom Austria) new treaties

in respect of state frontiers or negotiated the succession in respect of existing treaties.
There remain some minor issues &ettled with the CzeclRepublic. The Slovak
minority in the Czechrepublic enjoysall fundamental rights and doot pose a
problem.

There arggoodrelations and closknks between Slovakia and Russia: ésample the
military co-operation treaty of 26 August 1993 (one of 70 treaties bet®kesakia
and Russia) lays down tllemmitment'to proceed withoutelay withconsultations if
either contracting party is concerned about a threat to its security interests".

The SlovakRepublic has a largely new and medium-sized diplomatic sewazeh
would permit it as a rmber ofthe Union to play anadequate role. Iinaintains 64
representations abroad and employs 556 diplomatic staff.

Slovakiasupportsnon-proliferation of nuclear, biological and chemis&apons and is

a signatory toall relevant international arms control agreements. It exercises strict
control concerning the dual use of technolbging a member or candidate member of
all the major existingexport controlregimes. The Slovak armed forceghich are
under democratic control, ateeing reorganised to meet modern requirements. The
defence industrial baseihich has declinegignificantly inrecent years, continues to
suffer from a number of major problems and is also in the process of re-organisation.

The Slovak government has confirmedthe Commissionthat it isready and able to
participate fully and actively in the Common Foreign and Security Policy.

The assessment of Slovak foreign and secpotigy to dateleads tothe expectation
that as a member it could fulfil its obligations in this field.



3.9. Financial Questions

Financial Control

The implementation ofCommunity policies, especialljor agriculture and the
Structural Funds, requiresfficient managemenand control systemsfor public
expenditure, with provisions to fight fraud. Approximation of legislation is moreover
needed to allovthe system of “ownresources” to be introduced, with satisfactory
provision for accounting.

The Europe Agreement contains specific provisions offinancialcontrol, however it
provides for cooperation in audit including technical assistancetfre@ommunity as
appropriate. The White Paper includes no measures in this field.

Descriptive Summary

The Highest ContraDffice (HCO) of the Slovalkepublic is an independent external
body controlling themanagement of finances tife nationalbudget, themanagement
and treatment of nationproperty, the treatment of property rights alet-claims of
the republic,etc.. The HCOsubmits an annuakport to theParliament orthe results
of its control activities and its opinion omhe national budget. The HCO can be
requested by the Parliament to perform specific investigations.

The Central Bodies of th&tate Administration are responsiblefor performing the
internal financiakcontrol of thenational budget ithe organisations fowhich they are
responsible. In particularthe Ministry of Finance performs sucbontrols on all
subjects connected to thwational budget. LocalState Administration Authorities
perform controls over that part of the budget attributed for their use.

Various Slovak Bodies are concerned with fight against fraud,ncluding the
Central Customs Agency. National custoomtrol is conducted from the Customs
Head Office, which is responsibldor the implementation of laws, international
conventionsetc.and local customeontrol is performed by théifferent local customs
offices. There is no independent customternal control body, but suchnternal
control is subordinated to the management concerned by the control action.

Specific legislation on fraud does not exist. Frauteated under thprovisions of the
Criminal Code. TheOffice of FinancialPolice ofthe Police Corps under thinistry

of the Interior is charged with the coordinatioracfivities related tehe disclosure of

tax fraud andillegal financial transactions.This office is authorisednot only to
investigate suspicious financial and taxation operations but as well to make suggestions
for amendments to existing legislation so as to better facilitate the fight against fraud.



Current and Prospective Assessment

The institutionaktructure for adequaftamancial control has beeastablished anbdasic
legislation enacted. The extent to which lgggslation is being effectively implemented

is difficult to assess. Further cooperation with the Slovak Authorities is needed to
determine whethethe HCO and theother control authoritiegnjoy the necessary
independence fronthe Government to carrgut their duties. There is a need for
improvement in existing agriculture-relatiobncial system. Furthermoréhe financial
control sector isfacing the same kind of difficultiesencountered by theublic
administration sector in general.

Conclusion

Major efforts are essential to strengthen financial control and audit functions.

Budgetary Implications

The communication entitled “Agend000” setsout the overall financial framework
which shouldaccommodate the budgehpact of anyfuture enlargements in the
mediumterm. This is to ensureh&t any enlargement is compatibl@th proposed
Community policy guidelines within reasonable budget limits.

As things stand, it would baifficult, not tosaypremature, to attempt precise country-
by-country evaluations dhe budgetarymplications of each ofhe aplicantsjoining
the Union.Exactly whatthe impact would bamay vary considerably depending on a
whole series of factors:

- the date on which the applicant country joins;

- developments in Community policibetween now and then, in particular the
decisions to beéaken on further reform of theommon agricultural policy and
new guidelines for structural measures;

- the progressnade bythe applicant countries in terms gfrowth, increasing
their competitiveness and productivity and their ability to absorbdbfais

- the transitional measures that will come out of the negotiations.

Only afew orders ofmagnitude for certain budget categories ana\arall estimate
can be given purely as a guide.

Expenditure

If the common agricultural policy were to be reformed alondities suggested by the
Commissionpnce the reforms werfglly up and running and in terms of just market
intervention measures, Slovakia’'s accession would give rigelyanarginal additional
expenditure in relation to likely expenditure on the present fifteen Member States.



As regards structural measures, the existing allocatiorieddfnion’s lessprosperous
MemberStates account for about 3% to 4%tleéir GNP. After gphasing-inperiod,

the allocations forthe new countries could approach sgemesort of level, which
would be well within the absorption capacity of the recipients.

Application of the otherinternal Community policies ithe newmembercountries
would belikely to involve additional expenditure probably in excess of their relative
proportion ofUnion GNP, sincefor certainpoliciesthe additional implementingosts
also depend on thiargetpopulation, the geographical area covered omtimaber of
MemberStatesnvolved inthe coordination andarmonisation measures. TGP of
Slovakia is currently about 0.2% of total Union GNP.

By contrast Slovakia’s accession shoutat involve significant additional expenditure
as far as Union external action is concerned.

It should not be forgotten thathen an applicant country joirtsie Communitybudget
will no longer have to bear the costs of grants the countryeligible for under the
various pre-accession programmes, such as Phare.

In light of the above, the estimatewdsts in the three areasentioned arising from
Slovakia’s accession shoufll within the range ofannually,ECU 1.0 to 1.3illion in
2005-06 (at constant 1997 prices).

Revenue

Assuming full application of the own resourcessystem, the new members’

contributions to theCommunity budget should, in terms of total GN&hd VAT

resources (taking account of tleapping rules applying t&AT), be close to the
proportion of theUnion’s GNP they account for,which in Slovakia’scase is about
0.2%. Slovakia’sportion of traditional own resources will depend on shecture of
its trade flows at the time of accession.

To ensure that the own resourcesestblished, monitored and maaailable inline
with Community regulations, Slovakia will have to overhaul atgrent customs
system. In addition, fothe purposes of accuratebalculatingthe GNP resource
considerable improvements will have to be mad¢htonational accounts to ensure
thattheyarereliable,homogeneous and complete. Improvihg statistics will also be
essentialfor drawing up the VAT own resources baséich will mean bringing
Slovakia’s VAT system fully into line with the Community directives.



4. Administrative Capacity to Apply the Acquis

The EuropearCouncil in Madrid in December 1995 concludiét theharmonious
integration into the EU of the central and eastern Europpplicantstates would, in
particular, require the adjustment of theministrativestructures. This dapter
examineghe current state of thegublic administration in Slovakia, including relevant
aspects of thgudicial system, and assesgbge current and prospectiaility to carry
out the functions required of it in a modern, democratiate,with a particular focus
on the need to administer matters related t@dugiis

4.1 Administrative Structures

A description of Slovak constitutional structures, their powers rasgonsibilities,
including those of regional and local government, is given in Chapter 1.

At the centralevel there are 15 ministries and 10 centaigencies responsible to the
GovernmentWithin the central government, ti@ffice of the Government acts as a
central coordinating authority under thesponsibility ofthe Prime Minister and two
Deputy Prime Ministers.

Article 73 ofthe labour code regulates the rightscoil servants. There is currently
no specificcivil service legislationbut that, asvell as a general code obnduct for
public officials, is under preparation.

Appointments to many positions in the civil service at national, regional anddweehl
and at various levels of seniority are at least in part politically determined.

In 1995, approximately 136,000 persons weremployed inthe Slovak public
administration. Salaries the public sector aréoroadly comparable witthose in the
private sector.

Efforts to improvethe quality of the civil service have led tthe establishment of an
Institute for Public Administrationunder theresponsibility ofthe Ministry of the
Interior.

The responsibility for European integration has been vestedhia Office of the
Government, with one Depufyrime Minister beingcharged with theoverall policy
concerning integration and tlether bearingthe responsibilityfor the Government's
legislative programme. There are 138ficials dealing specificallywith European
integration and the adoption of thequis The Government has indicatedt it will
reinforce thepart of thepublic administration dealing witBuropean integration by
recruiting and training an addition&07 officials. It intends to establish Buropean
Education Centre. (See also the section of the Introduction concewiaimpns
between the European Union and Slovakia).



4.2 Administrative and Judicial Capacity

Czechoslovakia was administered under cepteaining duringhe communist period.
The communist system rejectde primacy ofthe rule oflaw and subjugatethe law
and theadministration tdhe implementation oPartypolicy. Against this background,
both theadministration andhe rule oflaw itself increasingly came to be seen by the
public as instruments of political control.

Considerable progress has been made sincel993. The administrative
structure/frameworkvhich is in place is comparable tbat found in EU countries.
The tasks of theadministrative units and@ontrol bodies at the centrédvel are
reasonably well defined.

There are strengths in tisgstem. For example,the capacity ofindividual agencies,
such as the Slovak Nuclear Authority, the Anti-MonopGlifice and the Statistics
Office, andthe Slovak Central Bank generallyadequate. However, there aiso
weaknesses, notably in relationtte structure, the scope, tagksd competence of a
number institutions whiclthrows into question theiability to effectively execute a
legislativeprogramme fronthe drafting stage to thenplementation and enforcement
of legislation. The recent regional reorganisation hagreated an
implementation/enforcement vacuum as responsibilities previoested at both the
central and théocal levelare transferred to theegional level. This has particularly
affected environmental inspection and monitoring, but applies as well in other areas.

The legal basis othe civil service isnot yet fully adequate, but the nelaw should
represent a substantial improvement. t©a otherhand, there idittle sign at the
moment that in practice thepolitical independence othe civil service will be
developed.

There aremany humanresourceproblems confrontinghe Slovakadministration.
There isnot aproblem of under staffing.However, there is dack of sufficiently
qualified staff. Languageskills are not sufficiently well developed. As yet, a
comprehensive stratedgr the training and retraining ofivil servants hasot been
developed. Highurnover ofcivil servants aall levels is gproblem. It is particularly
critical atthe high level civil servantlevel, giventhat policy-making, legal, managerial
and planning capacities, essential ttee accession process, areshortsupply. The
problem of stafturnoverhas been exacerbatedthg level of politicisation otthe civil
service.

Public confidence ithe civil service is generalljow, particularly atthe regional and
district levelwhere people come into most direct contaith officials. In particular,
the public at large appears to perceive widespread abogicefby officials. Arecent
report fom the Supreme AudiOffice points tofrequent abuse gbublic funds by
ministries, with 105 inspections revealing 1,093 cases of violations &when public
orders and other relevant legislation. In Petty corruption is not uncommon.



For all levels ofthe civil servicethere is an urgent need to upgrga®fessional
capacities, reinforce ethical standards prmimote a corporatsense of public service
acrossall government departments. Languagidlls will have to beconsiderably
improved inorder tofacilitate contactswith European institutions asgell as to allow
for faster and more direct access to documents relating to European integration.

The coordination capacityithin the Office of Government has proved to be weak,
resulting in delays in preparing kestrategic documents, the relatéebislative
programme for the approximation ddgislation andthe implementation ofthat
programme. Planned reformstire EUpolicy area are, bgefinition, untested but in
principle should go a long way to dealing with these problems.

Key Areas for the Implementation of the Acquis

The uniform application of EC law: The effective application othe acquis
presupposes that thedicial authorities of member states aable to apply the
provisions ofthe Treatydealing with ensuringhe unity and application ofhe acquis
and areable toensure the propdunctioning ofthe Single Market andCommunity
policies in general. A high quality and well trained assburcedudiciary is necessary
for theapplication bythe courts of EQaw, includingcases of direct effect, and cases
of referral to the European Court of Justice under the terms of Article 177 EC.

The judicial system in Slovakidas important weaknesses, particularly concerning
resources, and relevant expertis&ven this situationthe Commission has significant
doubts about the ability of the system to assure the effective applicationagtjhs

Singlemarket: Theability of Slovakia to ensurthe correctpplication of Community
requirements in the Single Market, particularly concerning the free movengobds$
and services presuppodbe existence ohighly developed and effective regulatory,
standardisation, certification and supervisory authorities, able fallgah accordance
with EC rules. Aranalysis ofthese points is made in Chapg&lf (under "The Four
Freedoms").

Concerningthe administrative capacity imespect of freemovement ofgoods the
situation in Slovakia is broadigdequate. However, tloapacity ofthe PatenOffice
and the copyright authorities in tivinistry of Culture toimplement intellectual and
industrialpropertylegislation isweak. The customadministration'sbility to combat
piracy hasot beenwell demonstrated. Concernitige freemovement of services the
situation has positive aspects. The Slovak National Bank is respofusilidenking
supervision (its Banking Supervisory Authority department has 52 staff) andped
well with thetask. However, there appears to be urstigifing in certairareas (there
are, forexample, only nin@n-sitebankinginspectors). Theability of the Insurance
Supervisory Authority to monitor and control the industry is weak.



In order to meet E@equirements in this ard¢here is a need for enhandeaining in a
variety of specialisedreas. Thémplementation and enforcement of legislation would
benefit from the creation of an independent securities commission.

Competition: As explained i€hapter 3.1 (undetfCompetition™) enforcement of
competition law requireshe establishment ofanti-trust andstate aid monitoring
authorities, andhat thejudicial system,the public administration andhe relevant
economic operators have a sufficient understanding of competition law and policy.

In Slovakia the central authority is the Anti-monopoly Office, which has 40 staff; this is
adequate. Théevel of expertise isnot fully sufficient. Theability effectively to
implement EC requirements in thield will require further investment ihuman
resource developmefgspecially concerning training in H&w), thedefinition of the
competencies of theAnti-monopoly office, and improvements in transparency.
Expertise in the state-aids area needs improvement.

Telecommunications: lorder toformulate andimplementthe many liberalisation
regulations contained in tteequisin thisfield it is necessary to have a regulatory and
policy making body that is effectively separated from any operating company.

The Telecommunications Office and the Regional Telecommunications CGifegmrt
of the State administration. The administrative capacity will need to be strengthened.

Indirect taxation: The effective administration tfe indirect taxation acquis
presupposes structureapable of implementinghe EC legislation concerning the
harmonisation of Valued Added Tax and excise duties in an environmevitich
fiscal controls atinternal EU frontiers have been abolished; #mel excisesystem is
based on the tax warehouses, dutjng payable ahe local rate in thememberstate
at thetime the goods areonsumed. This requireshigghly developed andvell trained
and resourced service, with a high degree of integrity.

In Slovakiathe relevant authority is thelinistry of Finance (a central Ministry, 6
regional offices, and locahx offices additionally).The totalnumber of staff is about
5,000. Due to darge turnover of staffresulting partly from trained statbeing
recruited by the privateector, it idifficult to assess the capacitiesexisting staff. In
order to ensure theeffective administration othe acquis in this area it will be
necessary to consolidate and imprakie overall professional standards thie staff,
including training measures and improvements in pay.



Agriculture: The administrative requirements in the agricultural gaiegarily concern
veterinary and phytosanitargontrol, to protectpublic health andensure thefree
movement of agriculturajoods; and thebility to administerthe mechanisms and
requirements of the CARncluding highstandards ofinancial control andofficial
statistics. These points are dealt with in Chaptdr(under"Agriculture”); general
standards in the statistical field are examined in Chapter 3.3 (under "Statistics").

Concerningthe administrative capacity imespect ofveterinary and phytosanitary
controls, traditionally Slovakia had avell establishednfrastructure forveterinary
control and inspection, both at the borders amedrnally. Administrative changes
which havetaken place irthe veterinarystructure at theegionallevel could however

lead to difficulties in implementatioand enforcement. Numbers of stafftire food

and veterinary inspectorateare not currently available to the Commission.
Concerningthe administration of general CAP requirements, some administrative
adjustments will be required. There are 280 staff in the central Ministry of Agriculture.

In order to meet E@quirements in thiarea,improvements will be necessary, despite
some good progress.

Transport: The application of the EC Internal Market and competition requirements to
the transport sector, thdevelopment of relevant infrastructupeoducts,and other
aspects of the transpatquiswill presentadministrative challenges to nanember
states.

The responsible government authority in SlovakighesMinistry of Transport. The
number of staff is currentlgot available tothe Commission. Followinghe separation
with the CzechRepublic, Slovakia hasot beenable to establish aappropriate
administrative structure which is fully capable of carryingout all the required
functions. This is of particular concern as it relates to saityrols, aswell as the
control of standards.

Employment and socigdolicy: A central administrative requirementnespect of the
acquisin this area imdequate inspection capaciparticularly concerning health and
safety at work.

In Slovakiathe labour inspectorat@pproximatelyl80 staff) requiresonsiderable
reinforcement of staff resources and expertise.

Regional policy and cohesionThe main administrative requirements in threa are

the existence of appropriate and effective administrative bodies at regional level, and in
particular ahigh degree of competence and integrity tine administration of
Community funds.




In Slovakia the Office for the Strategy ofDevelopingthe Society,Science and
Technology is thestate body charged with ensurintpe properimplementation of
regional initiatives, although itsole is mainly consultative. The number dftaff
employed is not currently available to the Commission. The operational and
organisational arrangements for regiopalicy in Slovakiaaredeficient. The situation
concerningfinancial control is notsatisfactory (see the section, below, "&mancial
control"). Theeffective administration ahe acquisin this area vil requiresignificant
efforts to create an appropriate institutional, administrative and budgetary framework.

Environment:. Because EC environmental polieggyolves the integration of
environmental priection into EC sectorgbolicies the administrative requirement is
potentially very wide, affectingmany bodies not normally associated with
environmentalprotection. However, the maiesponsibility lieswith environment
ministries and various subsidiary bodies.

In Slovakiathe Environment Ministry employ291 staff. Monitoring is carriedut by
the Slovak Environmental Agency andectoral authorities, enforcement by the
Ministry and State InspectorateThese arrangements armt yet adequatesince
competencies anmeot clearly definedThe effective administration dlfie acquisin this
area will require greater financial and human resources.

Consumer protection: ltinis area, theeffective administration afhe acquisrequires

the allocation ofoverall responsibility to a specifi§tate body throughwhich the
formulation, implementation and enforcement of consumer policy and consumer
protection legislation can be undertaken.

In Slovakiathe governmental Department of Interifahde and Consumer Protection
has been given fulluthority to develop anidhplementconsumer protection policy. As
regards non-governmental consumer bodies in Slovakisaleady strong and
independent consumer movement has developed. Tém@ns confusiombout the
exact scope and olgjitves of consumer policy. This part explains difficulties in the
effective enforcement of consumer lavigwever, other factorsvhich need to be
addressed include a lack of expert staff, organisatabefalits, and a lack ddensitivity

to consumer questions among the judiciary.

Justice and homaffairs: Oversight of justice and home affagsestiondalls to the

justice and interior ministriesThe administrativestructures need to kable to deal

effectively with asylum and migration questionsporder management, police
cooperation angudicial cooperation. There is awverriding need fosufficient and

properly trained staff with a high degree of integrity.




In Slovakiathe justice and interior mistries are adequately staffed. T¢epacity to
handle asylunand migration questions st yet assuredsince staff inthe Migration
Office are inexperienced. Border management systeans out-datedand need
considerable reinforcindyut improvementsare planned. Specialised police units have
been established to combat organised crioog,cooperatiorwith other countries is
poor. The administration athe judiciary is beingeformed, but cooperatiomith other
countries should be improved. The effective administratioth@&cquiswill require
improvements to police accountabilitthe independence othe judciary, and the
strengthening of the institutional framework.

Customs: Applying thacquisin this area requires auequatdevel of infrastructure
and equipment,including computerisation and investigatioresources, and the
establishment of an efficientistoms organisation withsafficient number of qualified
and motivated staff showing a high degree of integrity.

In Slovakiathe customservice employsbout 5,00Gtaff. Due to aigh turnover of
staff, it isdifficult to estimate theiefficiency, and therefore the adequacy staffing
levels. The effective administration @he acquisin this areawill require the retention

of experienced and qualified staff, and computerisation of the customs administration.

Financialcontrol: The protection of th€Eommunity’s financiainterests requires the
development of anti-fraud services, training of specialised staff (investigators,
magistrates) and theeinforcement of systems of specificooperation. The
implementation of Community policies, especidity agriculture and the Structural
Funds, requiresfficient managemerand controlsystemdor public expenditure, with
provisions to fight fraud. Administratly it is essential to have a cleseparation
between external and interrantrol. Police andudicial authorities need to bable
effectively to handle completxansnationafinancial crime (includingraud, corruption

and money laundering) which could affect the Community’s financial interests.

In Slovakia the main external control body is the Highest Control Office with 250 staff.
The effective administration dhe acquisin this areawill require major efforts to
strengthen the institutional structures.

4.3 General Evaluation

Provided Slovakia undertakes comprehensivesggrdficantlyenhanced reform efforts
in this area it could benvisaged thahe necessary administratiwtructures would be
in place, in the medium term, effectively to administerabguis

Concerningthe judicial capacity effectively to apply Communitlaw, a definite
evaluation at this stage is difficult.



C. SUMMARY AND CONCLUSION

Slovakia submitted its application farembership othe Europeartnion on 27 June
1995. Its request is part of thestoric process oendingthe division of Europe and
consolidating the establishment of democracy across the continent.

In accordance with thprovisions of Article O othe Treaty, theCommissionhas, at
the request of the Council, prepared an Opinion on Slovakia’s request for membership.

Slovakia’s preparation fomembership is goingprward notably onthe basis of the

Europe Agreementwhich entered into force in Februafy¥995. Implementation of
theWhite Paper of May 1995 on the Internal Market, anotlessential element of the
pre-accession strategy, is going ahead on bkasis of a Plaragreed by the
government. The government has put in place the necessary mechanisms to coordinate
its policies for European integration.

In preparing its Opinionthe Commission has applidtie criteria established at the
Copenhagen European Councilof June 1993. The&onclusions of this Council
stated that thoseandidate countries of Central and Easteunope whowish to do
so shall become members of the Union if they meet the following conditions:

— stability of institutions guaranteeing democraitye rule of lawhuman rights and
respect for and protection of minorities;

— the existence of a functioning market economywel asthe ability to cope with
competitive pressures and market forces within the Union;

— the ability to take on the obligations of membership, including adherencedmnthe
of political, economic and monetary union.

A judgement on these thrgeoups of criteria political, economic, anthe ability to
take on theacquis- depends also on thmapacity of a country’s administrative and
legal systems t@ut into effect the principles of democracy arttie marketeconomy
and to apply and enforce thequisin practice.

The method followed in preparing thes®pinions has been to analytbe situation in
each candidate country, looking forward to thediumterm prospects, anthking
into account progressccomplished and reforms already under wegr thepolitical
criteria, theCommission has analyselle current situation, goingeyond a formal
account of the institutions texaminehow democracy and the rule kafv operate in
practice.



1. Political Criteria

Slovakia’s situation presents a number of problemnespect of the criteridefined by
the European Council in Copenhagen.

The operation of Slovakia’s institutions is characterised thy fact that the
government doesot sufficiently respect the powerdevolved by the constitution to
otherbodies andhat ittoo often disregards the rights of the opposition. The constant
tension between the government and the President &tdpeblic isone example of
this. Similarly, theway in whichthe governmentecently ignoredhe decisions of the
ConstitutionalCourtand the CentraReferendum Commission dhe occasion of the
vote on 23/24May 1997 directlythreatened thestability of the institutions. The
frequent refusal toinvolve the opposition in the operation of the institutions,
particularly in respect of parliamentary control, reinforces this tendency.

In this context, the usmade bythe government of thgolice andhe secreservices is
worrying. Substantial efforts need to be made to ernfsiler independence of the
judicial system, sahat it can function in satisfactory conditions. The fight against
corruption needs to be pursued with greater effectiveness.

Apart from this the treatment of the Hungarian minositizich still lacksthe benefit of

a law on use of minority languages, even though the Slovak authorities had undertaken
to adopt one, asnvisaged byhe constitution, needs to be improved. The situation of
the Roma similarly needs attention from the authorities.

In the light of these elements, althougdhe institutional framework defined by the
Slovak constitution responds to the needs opasliamentary democracy where
elections are free arfdir, neverthelesghe situation is unsatisfactory both in terms of

the stability of the institutions and of the extent wahich theyare rooted irpolitical

life. Despite recommendations made by the European Union in a number of demarches
and declarations, there has been no noticeable improvement.

2. Economic Criteria

After afall in GNP ofnearly25% between 1988nd 1993 Slovakia has seen positive
growth since 1994 which in 1995 and 1996 reached lbigis(6.8% in 1995, 6.9% in
1996), while inflation has fallen (5.4% in 1996). This has, however, been accompanied
by an increase in budget deficits and in particular by a worsening of external accounts.

Slovakia ha$.4 million inhabitants and it&DP per capita is 41% of the EU average.
The agriculturakectoremploys nearlyi0% of the working populatiorand produces
6% of grossvalueadded. Trade relationgith the EU have grownonsiderably since
1989 and now represent 36% of Slovakia’s imports and 41% of its exports.



On thebasis of this analysishe Commission’s judgement as 8ovakia’s ability to
meet the economic criteriaestablished at Copenhagen is as follows:

Slovakia has introduced most dfie reformsnecessary to establish market
economy The price system has bediberalised and allocation decisions are
decentralised by the advanced privatisation process. Nevertheless, a refnctive
Law has been introduced in 1996, and the draft EnterReséalisationAct would be

a major step back rom marketmechanisms. The financial sector needs to be
reinforced, and progress is needed in the regulation of the bankruptcy process and
capital markets.

Slovakia should be able to cope witimpetitive pressure and market forces within
the Union in themediumterm, butthis would require more transparent and market-
based policies. For anumber of yearsthe economy hagrown rapidly, with low
inflation. The country has low wageostsand askilled labour force. However,
enterprise restructuring has been slavhich is gradually undermining economic
growthand external balance. The ldswel of foreign direct investment reflects these
structural problems, which need to be tackled swiftly and in a transparent way.

3. Capacity to take on the obligations of membership

Slovakia’'sability to take on theacquishas been evaluated according to a number of
indicators:

— the obligationssetout inthe EuropeAgreement, particularlyhoserelating to the
right of establishment, nationéleatment, free circulation ojoods, intellectual
property and public procurement;

— implementation ofthe measureset out in the White Paper asessential for
establishing the single market;

— progressive transposition of the other parts ofitwis

Slovakia has fothe most parimet its obligations undehe EuropeAgreement and
mostly according tohe timetablefor implementatiorsetout init. The Agreement has
operated in asatisfactory mannerut it has not beenpossible to resolvall the
problems which have arisen in relation both the democratiéunctioning of the
institutions and commerciahatters. In particular, the introduction Bjyovakia of a
system of import deposits %ot in accordance with the AgreemenSlovakia has
achieved a satisfactorate oftransposition of the rules amiifectives identified in the
White Paper.



Significantprogresshas been achieved on transposing legislation related to key areas
of the single market such as company law, banking, free movement of capital and
taxation, even if furthework isneeded to achieviall alignment with EC rulesMore
substantial effortare needed tapplythe acquisin themediumterm on standards and
certification, industrial and intellectuptoperty, competitionpublic procurement and
insurance.

Notwithstanding the efforteshich have been madthe progressnade in transposing
legislation stillneeds to be accompanied tgncrete measures ohplementation as
well as establishment of an effective administrative underpinning. Slovakia has a
number of instruments whiabperate correctly, bigubstantial effortare still needed

in some sectorgjotably publicprocurementjndustrial and intellectugbroperty and
standardisation.

As for theother parts of the acquis provided it continues its efforts,Slovakia should
not haveparticulardifficulty in applying it inthe mediumterm in thefollowing fields:
education, training and youth; research and technological developsoelnd;visual;
small and mediumenterprises; consumer protection; internatidrederelations; and
development.

By contrastSlovakia will need to make substantial effort®ider toapplythe acquis
in the fields of telecommunications and customs.

The integration of Slovakndustry in the European market couldce difficulties to
proceedsatisfactorilyover themediumterm. This will require diversificatioraway
from heavy industries and more effective restructuring of enterprises.

For the environment, very important effortswill be needed,including massive
investment and strengthening of administrative capéortgnforcement ofegislation.
Full compliance with the acquis could only be expected in the long to very long term.

Slovakia has made effortewardsapplyingthe acquisin thefield of transport. But
further progress is needed omad freight transportand therailway sector, without
which it would be hard for Slovakia to metie obligations of accessio®nly if the
situation improves ishe transport sectamlikely to posemajor problems. Slovakia
needs to makeéhe necessary effort, in collaboration withe internationalfinancial
institutions, to integratdtself into the European transport netwakd to achieve
establishment aofhe TENswhich are importantlements irthe effective functioning of
the single market.

Slovakia still has substantimlork to do toalign its employment and social athirs
standards on those of the EU. Progresseeded in particular on labour law, health
and safety atvork and the labour inspectoratehich does notcurrently have the
autonomy necessary to fulfil its role properly.



As for regional policy and cohesiorSlovakia needs to pay maagention toexisting
regional disparities, and also to establisa necessaryinancial controls, in order to
apply Community rules and in due course utilise structural funds.

In agriculture, provided there is progress wveterinary and phytosanitary controls, on
strengthening of the structures needed to apply CAP and on re-structuring the agrifood
sector, accession in thenedium term shouldnot causesignificant problems for
Slovakia in implementing the CAP in an appropriate manner.

As for energy, work isstill needed on operation of monopolies, pfigigg, access to
networks andtateintervention in thesolid fuelsector. Slovakia has a nuclegower
station at Bohunicavhich produces nearl$0% of the country’slectricity; and is
constructing a new power station at Mochovce. It must in the medium term modernise
two of the units atBohunice to bring them up to internationally accepted safety
standards; and mutike the appropriatmeasures to close the unithich cannot be
modernised. A long-term solution needs to be found for nuclear waste.

On thebasis ofthe analysis ofits capacity to applyhe acquisit is notyet possible to

be sure when Slovakia could becorable to take and implementthe measures
necessary to remoule controls aborders between Slovakia anthiemberstates of

the Union and to replace them at the Union’s external border.

Slovakia’s participation inthe third stage oéconomic and monetary union which
implies coordination of economipolicy andthe completeliberalisation of capital
movements, could present sord#ficulties given the incompatibility of the rules
governing the centrddank withthose of the EUand also the need to restructure the
bankingsector. It is premature jadge whether Slovakia will be in a position by the
time of its accession, to participatetive Euro area. That will depend on hfaw the
success of its structural transformatemables it to achieve and sustain permanently
the convergence criteria. These are however not a condition for membership.

Slovakia should be able to appillge acquis on justice and home affairs in the
mediumterm, though particular attention needs togbeen to frontiercontrols,visa
policy andthe fight against organised crimeProgress irthis sector willalso depend
on respect for fundamental democratic rights.

Slovakia should be able falffil its obligations irrespect of theommon foreign and
security policy.

Since 1989 Slovakia has strengthened its relations with its neighbours and settled
almost all its disputes with them.



4. Administrative and legal capacity

If Slovakia undertakes substantial efforts to reform its administrat@inecessary
structures could be in place in the medium term to applgdhaiseffectively.

The capacity ofthe judicial system toensurecorrect and uniform application of
Community law isimportant, particularlyfor achievement othe single market. In
current circumstances it is difficult to judge Slovakia’s progress in this field.

CONCLUSION

In thelight of these considerations, tldmmission concludekat Slovakiadoes not
fulfil in a satisfying mannerthe political conditionssetout bythe Europeai©€ouncil in
Copenhagen, because of tlestability of Slovakia’sinstitutions, their lack of
rootedness in political life and the shortcomings in the functioning of its democracy.

This situation is so muciore regrettablsince Slovakiacould satisfy the economic
criteria in themediumterm and idirmly committed totake on theacquis particularly
concerning thenternal market even if furthgrogress istill required to ensure the
effective application of thacquis

In the light of these considerations, tl@mmission considerthat negotiations for
accession the the Europeldnion should be opened with Slovakiasmon as it has
made suficienfprogress insatisfying the conditions ofmembership defined by the
European Council in Copenhagen.

The reinforced pre-accession strategy will help Slovakia to prépalfebdter tomeet
the obligations of membership, and take action toimprove the shortcomings
identified inthe Opinions. TheCommission willpresent a report niater than the end
of 1998 on the progress Slovakia has achieved.



ANNEX

COMPOSITION OF PARLIAMENT

Political Party Seats %
Movement for a Democratic HzZDS 61 40.6
Slovakia

Association of Slovak Workers ZRS 13 8.7
Slovak National Party SNS 9 6.0
Party of the Democratic Left SDL 18 12.0
Christian Democratic Movement KDH 17 11.3
Hungarian Coalition 17 11.3
Democratic Union of Slovakia DU 15 10.0




Single Market: White Paper Measures

This table is based on information provided by the Slovak authaitgésonfirmed by them as correct as at

the end of June 1997.

It does not indicate the Commission’s agreement with their anghgsiable

includes directivesand regulationsited in the White Paper which total 899 hese have been listed in
accordance with the categorization used in the White Renqokin relation to theolicy areascovered. The
table shows the number of measui@svhich the Slovak Republic authorities have notified the existence of
adopted legislation having some degree of compatibility with the corresponding White Paper measures.

White Paper chapters Directives Regulations Total
Stage | ﬁ:/tlﬁlge Stage | Stage I/l
1.Free Movement of Capital Slovak Rep. 2 1 0 0 3
Number of White Paper measures | 3 1 0 0 4
2.FM and Safety of Industrial Products Slovak Rep. 50 100 3 1 154
Number of White Paper measures | 56 104 4 1 165
3.Competition Slovak Rep. 3 0 1 0 4
Number of White Paper measures | 3 0 1 0 4
4.Social policy and action Slovak Rep. 12 14 0 2 28
Number of White Paper measures | 12 15 0 2 29
5.Agriculture Slovak Rep. 93 44 53 2 192
Number of White Paper measures | 93 46 62 2 203
6.Transport Slovak Rep. 19 14 6 13 52
Number of White Paper measures | 19 15 8 13 55
7.Audiovisual Slovak Rep. 1 0 0 0 1
Number of White Paper measures | 1 0 0 0 1
8.Environment Slovak Rep. 16 7 6 0 29
Number of White Paper measures | 31 7 7 0 45
9.Telecommunication Slovak Rep. 9 2 0 0 11
Number of White Paper measures | 9 7 0 0 16
10.Direct Taxation Slovak Rep. 2 2 0 0 4
Number of White Paper measures | 2 2 0 0 4
11.Free movement of goods Slovak Rep. 0 0 0 0 0
Number of White Paper measures | 0 0 0 0 0
12.Public Procurement Slovak Rep. 5 1 0 0 6
Number of White Paper measures | 5 1 0 0 6
13.Financial services Slovak Rep. 12 6 0 0 18
Number of White Paper measures | 13 8 0 0 21
14.Protection of personal data Slovak Rep. 0 0 0 0 0
Number of White Paper measures | 0 2 0 0 2
15.Company Law Slovak Rep. 2 3 0 0 5
Number of White Paper measures | 2 3 0 1 6
16.Accountancy Slovak Rep. 3 2 0 0 5
Number of White Paper measures | 3 2 0 0 5
17.Civil law Slovak Rep. 1 0 0 0 1
Number of White Paper measures | 1 1 0 0 2
18.Mutual rec. of prof. Qual. Slovak Rep. 2 16 0 0 18
Number of White Paper measures | 2 16 0 0 18
19.Intellectual property Slovak Rep. 5 2 0 0 7
Number of White Paper measures | 5 3 0 3 11
20.Energy Slovak Rep. 3 2 3 0 8
Number of White Paper measures | 10 2 3 0 15
21.Customs law Slovak Rep. 0 0 14 38 52
Number of White Paper measures | 2 1 14 184 201
22.Indirect Taxation Slovak Rep. 15 34 0 6 55
Number of White Paper measures | 15 54 0 6 75
23.Consumer Protection Slovak Rep. 8 3 0 0 11
Number of White Paper measures | 8 3 0 0 11
Total Slovak Rep. 263 253 86 62 664
Number of White Paper measures | 295 293 99 212 899




Statistical Data

If not explicitly stated otherwise, data contained in this annex are collected$tatistical Office of
the Slovak Republic (STATISTICKY URAD SLOVENSKEJ REPUBLIKY)“with whom Eurostat
and Member States’ statisticalffices are co-operating sincgeveral years irthe framework of the
Phare programme. Regular datallection and dissemination are part of thio-operation process
with the aim to enable the application of EU laavsl practices in statistics. The data preseieldw
have been compiled &ar aspossibleusing EU definitionsand standardahich in some cases differ
from national practices.This may occasionally giveise to differencebetweenthe data presented
here and those shovatsewhere irthe opinion, which are generaliased orthe individual applicant
countries’ updated replies to the questionnaire sent to them in April 1996. Thecexguttibility
with EU standards on statistics and thus the comparability with EU figures can still not be guaranteed,
particularly those statisticthat have notbeen suppliedhrough Eurostatbut have been delivered
directly bythe countries concerned. Wherever available, methodological agegiven describing
content and particularities ofstatistical data presented in this annex. Detarespond to the

information available as of May 1997.

BASIC DATA
1990 | 1992 | 1993 | 1994 | 1995
1000 hectares
Total Area | |4904 | 4904 |
Population ( end of the period) in 1000
- Total 5314 5336 5356 5368
- Females 2737.4 2747.6 2753.8
- Males 2598.6 2608.4 2614.2
per 1 km2
Population density |108 | 108 | 109 | 109
in % of total population
Urban Population |57.2 |56.9 | 57 | 57
per 1000 of population
Deaths rate 10.1 8.9 9.6 9.8
Births rate 14.1 13.8 12.4 11.5
Income and GDP per capita European Currency Unit
-Average monthly wage and salary per employee
-GDP per capita 2467
Structure of production: share of branch GVA in % of Total Gross Value Added
-agriculture 7.4 6.3
-industry 49.9 31.9
-construction 9.2 5.1
-services 33.5 57.2
share of branch GVA in 1990 share of branch GVA in 199&
m0.0 m7.4 00 g3
b33.5 @ -agriculture @ -agriculture
O -industry 031.9 O -industry
O -construction O -construction
O -services os57.2 O -services
049.9 @ - Others m - Others
0o9.2

Os5.1



NATIONAL ACCOUNTS

1990 | 1901 | 1992 | 1993 | 1994 | 1995
in Millions of National Currency
Gross Domestic Product (Current Prices) 278020 |319689 |332257 | 369900 | 441300 | 518000
in Billions of ECU
Gross Domestic Product (Current Prices) | |10.3 | 11.6 | 13.3
in Purchasing Power Standard per capita
Gross Domestic Product | |5870.5 | 6384.3 | 7117.4
% change over the previous year
Gross Domestic Product -14.6 -6.5 -3.9 4.9 6.8
Final consumption expenditure -25.6 -1.7 -1.7 -3.4 2.9
-of households and NPISH -28.3 -6.4 -1.8 0.0 3.4
-of general government -17.8 9.9 -2.2 -10.5 1.6
Gross fixed capital formation -25.2 -4.5 -4.2 -5.1 5.8
Exports of goods and services 334 47.5 -0.2 14.1 35
Imports of goods and services -14.7 47.1 -0.7 -3.5 9.6
in % of Gross Domestic Product
Final consumption expenditure 75.8 71.8 78.0 78.2 72.3 69.2
-of households and NPISH 53.9 51.2 49.5 53.2 50.4 49.0
-of general government 21.9 20.6 25.6 25.0 21.8 20.2
Gross fixed capital formation 34.3 28.3 329 32.4 29.5 29.2
Exports of goods and services 26.5 46.3 70.3 61.7 65.2 63.2
Imports of goods and services 35.6 49.3 74.3 67.2 59.7 61.4
GDP (% Change over the previous year)
10.0
5.0 +
0.0 | ; }
1993 1994 1995
-5.0 +
-10.0 +
-15.0




MAIN ECONOMIC INDICATORS

1990 | 1991 | 1992|1993 | 1994 | 1995 | 1996
percentage change over the previous year
Inflation rate 10.4 | 61.2 | 10 |23.2 |13.4 | 9.9 | 5.8
previous year = 100
Industrial production volume indices 96.2 104.8 108.3 102.5
Gross agricultural production volume indices 92.0 102.6 100.1
Unemployment rate (ILO methodology) in % labour force
- Total 12.2 13.3 12.8 10.9
- less then 25 years 26.2 235 19.8
- 25 years and more 10.6 10.5 9.1
in Billions of USD
Gross Foreign debt 1.317 1.916
Balance of payments in millions of USD
-Exports of goods 5447 6691 8579 8830
-Imports of goods -6379 -6632 -8807 -10936
-Trade balance -932 59 -228 -2106
-Services, net 267 657 540 7
-Income, net -38 -119 -14 -45
-Current account balance -601 665 391 -1941
-Capital and fin. acc.(excl. reserves) 548 129 993 2098
-Reserve assets -55 -1290 -1579 -237

Inflation rate: Percentage change of yearly average over the previous yeiiemalindex(data arébased on national CP¥ghich
are not strictly comparable).

Industrial production volume indices: Industrial production covers mining and quarrying, manufacturing and electricity, gas and water
supply (according to the NACE Classification Sections C,D,E). The data cover total industrial production including estimates for
enterprises up to 24 employees and for tradesmen. Indices for branches, however, cover only enterprises with 25 or more employees.

Gross agricultural production volume indices: The gross agricultural output has been calculated on the basis of the gross turnover at
current prices. Agricultural output index is recalculated to constant prices of 1989.

Unemployment rate (by ILO methodology):-Percentage of the unemployed in labour force. This rate is derived from LFSS (Labor Force
Survey) observing the following ILO definitions and recommendations where:
Labor force employed and unemployed persons in the sense of the ILO definitions stated below.
The employed all persons aged 15+, who during the reference period worked at least one hour for wage or salary or other
remuneration as employees, entrepreneurs, members of cooperatives or contributing family workers. Members of armed forces and
women on child-care leave are included.
The unemployed all persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the
unemployed: (i) have no work, (i) are actively seeking a job and (jii) are ready to take up a job within a fortnight.
In the Slovak Republic, for practical reasons, the quarters do not correspond to calendar ones, but they are shifted one month ahead.
The persons on compulsory military service are excluded from the employed. On the other hand, women on additional child-care leave
are included.

Gross foreign debt: Debt is extracted form the OECD’s External Debt Statistics.

Balance of payments: Data isderived from IMFdatabase, their comparability with respective EU statistics can not be guaranteed,
but balance of payments is compiled mainly in accordance to IMF standards. Balance ingoadis 0f accordance with
balance of payments principles. Exports and imports are both in f.0.b. values. Net income includes direct, portfolio and other
investment income, compensation of employees. Current account balance by definition of Nén&éth, capitatransfers
are excluded. Reserve assetmdians changes in reserve assets during the(y¢aignifies an increase, (-) a decrease in
reserve assets.




FOREIGN TRADE

1992 1993 1994 1995 1996
Imports and exports (current prices) in millions of USD
- Imports 6337 6611 8770 10936
- Exports 5450 6691 8579 8831
- Balance of trade -887 80 -191 -2105
External trade volume indices previous year = 100
- Imports
- Exports
Structure of Import by SITC (current prices) in % of total Import
- (0+1) food and live animals, beverage and tobacco 5.2 8.8 8.2 8 7.1
- 2 crude materials, inedible 7 5.2 5.3 6 4.9
- 3 mineral fuels and lubricants 20.9 19.3 17.5 16.9
- 4 animal and vegetable oils etc. 0.1 0.2 0.3 0.2 0.2
- 5 chemicals and related products 9.8 11.3 13.2 13.6 11.5
- 6 manufactured goods classified chiefly by material 15.1 16.8 17.8 15.4
- 7 machinery and transport equipment 33 29.3 27.7 28.9 35.1
- 8 miscellaneous manufactured articles 8.3 9 9.1 8 8.9
- 9 goods not elsewhere classified 0.2
Structure of Export by SITC (current prices) in % of total Export
- (0+1) food and live animals, beverage and tobacco 7.9 6.4 5.5 5.9 4.5
- 2 crude materials, inedible 5.5 4.9 5.1 5.1 4.5
- 3 mineral fuels and lubricants 4.9 4.6 4.2 4.9
- 4 animal and vegetable oils etc. 0.1 0.1 0.1 0.1 0.1
- 5 chemicals and related products 11.2 12 12.9 13.2 12.4
- 6 manufactured goods classified chiefly by material 38.8 39.4 40.4 38.3
- 7 machinery and transport equipment 17.4 19.4 19 18.8 23.2
- 8 miscellaneous manufactured articles 15.2 13.4 13.4 12.2 12.1
- 9 goods not elsewhere classified 0.1

External trade price indices
- Imports
- Exports

previous year = 100

Imports and exports (current prices)and Structure of external trade by SITC (current prices): Trade data exclude direct re-
exports, trade in services and trade with customs free zones as well as licenses, know-how and patents. The data are based upon the
special trade systemTrade Classifications- Slovak Republic is using the commaodity classification according t@dhebined

Nomenclature Imports are recorded dROB basisand are captured with the date the commodities are released into circulation in
the country. Exportsare recorded dROB basis and are captured with the date on which the commodities cross the state border. The
customs statistics is utilized for monitoring of foreign trade data. Eurostankaged National Currencies to the US dollar by
applying the International Monetary Fund annual average exchange rates.



FOREIGN TRADE

1992 1993 1994 1995 1996
Structure of imports by main countries (current prices) in % of total imports
1st partner RU [35 cz 359 |CZ 29.6 |Cz 27.7 |CZ 24.5
2nd partner DE 21 RU 19.5 |RU 18 RU 16.6 |RU 17.7
3rd partner AT 10.2 |DE 11.4 |DE 13.4 |DE 14.3 |DE 14.5
4th partner IT 57 |AT 6.2 |AT 58 |AT 51 |AT 4.7
5th partner PL 3.2 IT 3 IT 44 |IT 4.6 IT 5.9
others 24.9 24 28.8 31.7 32.6
Structure of exports by main countries (current prices) in % of total exports
1st partner DE 244 |CZ 42.4 |CZ 37.4 |CZ 345 |CZ 31
2nd partner RU 16.8 |DE 15.2 |DE 17.1 |DE 18.4 |DE 21.2
3rd partner AT 7.4 |AT 5 AT 53 |AT 49 |AT 6
4th partner HU (6.9 RU |47 IT 4.3 IT 4.7 IT 4.9
5th partner IT 5.5 HU |45 RU |[4.1 PL 4.3 PL 4.8
others 39 28.2 31.8 33.3 32
Structure of export by main partners Structure of import by main partners
in 1996 in 1996
cz
cz 24.5%
32.0% 31.0% 32.6%
PL T RU
4.8%0 DE 5.99%T 17T
4'9?;% 21.2% 4.7% 14?.5%
AT Austria IT Italy
cz Czech Republic PL Poland
DE Germany RU Russian Federation
HU Hungary




SOCIAL INDICATORS

1991 | 1992 | 1993 | 1994 | 1995
Population on 1 January thousand
5271.71 | 5295.88 | 5314.15 | 5336.5 | 5356
Proportion of population by age 1 January 1995 in % of total population
y0_14 22.9
y15_24 16.7
y25_44 29.9
y45_64 19.7
y65_max 10.8
total number
Live births 78570 74640 73256 66370
Deaths 54621 53423 52707 51386
Infant deaths
- Less than 1 year 1041 939 779 743
- Still birth 381 357 327 274
Marriages 32714 33880 30771 28155
Divorces 7893 8057 8143 8666
per 1000 of population
Crude marriage rate 6.2 6.4 5.8 5.3 5.1
Crude divorce rate 1.49 1.52 1.53 1.6 1.7
Natural growth rate 4.5 4 3.9 2.8
Net migration rate 0.04 -0.5 0.3 0.9
Total population growth rate 4.6 3.4 4.2 3.7
Total fertility rate 2.05 1.98 1.92 1.66
Infant mortality rate 13.25 12.58 10.63 11.19 11.0
Late foetal mortality rate 4.83 4.76 4.44 411
Life expectancy at birth
- Males 66.6 68.4 68.3 68.4
- Females 75.4 76.7 76.5 76.3
Life expectancy at 65 years
- Males 12.7
- Females 16.1

Net Migration: Including statistical discrepancies.




LABOUR MARKET

1993 | 1994 | 1995 | 1996
Economic Activity Rate (ILO methodology) in percent of population age +15
62.1 |61.7 | 61.6 | 61.4
Average employment in thousand
2012 | 1977 | 2020 | 2036
Unemployment rate by age (ILO methodology) in % of labour force
- total 12.2 13.3 12.8 10.9
- less then 25 years 26.2 23.5 19.8
- 25 years and more 10.6 10.5 9.1
Registered unemployment (end of period) in % of economically active population
14.4 |14.8 | 13.1 | 12.8
1993 | 1994 | 1995 | 1996
Average paid employment indices by NACE classes Previous year = 100
- Agriculture, hunting, forestry and fishing 85.1 87.7 93.2 91.8
- Mining and quarrying 81 88.6 95.6 103.9
- Manufacturing 94.3 101.4 98
- Production and distribution of electricity, gas and water 99.6 98.1 101.2
- Construction 87.3 95.2 97.4
- Transport, storage and communication 96.7 97.5 98.2
Monthly nominal wages and salaries indices by NACE classes
- Agriculture, hunting, forestry and fishing 109.8 113.9 112.4 112.7
- Mining and quarrying 118.8 113.9 116.8 108.8
- Manufacturing 119.8 118.3 116.2 114.4
- Production and distribution of electricity, gas and water 129.3 112.9 113 110.1
- Construction 119.8 117.5 115.2 116.5
- Transport, storage and communication 1235 121.3 116.7 113.8
Monthly wages and salaries indices
- nominal 118.4 117 114.3 113.3
- real 96.4 103 104.4 107.2

Economic activity rate (ILO Methodology): - Percentage of labor force in the total population aged 15+. This rate is derivd&Sdi Bbor Force Survey)
observing the following ILO definitions and recommendations where:
Labor force employed and unemployed persons in the sense of the ILO definitions stated below.
The employed all persons aged 15+, who during the reference period worked at least one hour for wage or salary or other remuneration as employees,
entrepreneurs, members of cooperatives or contributing family workers. Members of armed forces and women on child-care leave are included.
The unemployed all persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the unemployed: (i) have
no work, (i) are actively seeking a job and (iii) are ready to take up a job within a fortnight.
In the Slovak Republic, LFSS excludes persons on compulsory military service and persons rivmgrivate households (so-calledtitntional
population).

Unemployment rate (bylLO methodology): -Percentage of the unemployed in labour force. This rate is derivedf®8(Labor Force Survey) observing
the following ILO definitions and recommendations (see ILO definitions above).
In the Slovak Republic, for practical reasons, the quarters do not correspond to calendar ones, but they are shifted one month ahead. The persons on
compulsory military service are excluded from the employed. On the other hand, women on additional child-care leave are included.

Average employment and Average paid employment indices by NACE classe$he data for entrepreneurial sphere cover all organisations (including
organisations up to 24 employees and estimates for tradesmen and their employees). The data cover also all budgetary, subsidised organisations and persons
with secondary job are included. Armed forces, apprentices, employees on child-caritiamel ekttl-care leaves are excluded.

Registered unemployment (end of period): Registered unemployment in per cent - percentage of unemployed registered in civil economically active
population, based on Labour force sample sunegg). The unemployment rate was calculatecd@$ dbn economically active persons covered by the
balance of labour force for 1992 year. Since 1995 it is based on economically active peg®nfo(lprevious year and numbers of unemployed registered
by Labour Offices.

Monthly wages and salariesndices: Monthly real wages and salaries indices are derived fiamssnominalwages and salaries indices divided by cost of
living index. The data for entrepreneurial sphere cover organizations up to 24 employees and estimates for tradesmen, including estimation for workers
employed by tradesman (less entreprendnié@mes). The data cover also all budgetary, subsigigeisations and persons with secondary job
are included. Armed forces, apprentices, employees on child-care and additional child-care leaves are excluded.




FINANCIAL SECTOR

1990 1991 1992 1993 1994 1995 1996
Monetary aggregates Billions (10"9) of US Dollars
- Monetary aggregate M1 3.50 4.12 5.02 5.45
- Quasi money 412 5.48 7.06 7.62
Total reserves ( gold excluded, end of period) Millions (10"6) of US Dollars
416 1691 3364 3419
Average short term interest rates % per annum
- lending rate 14.41 14.56 15.64 13.22
- deposit rate 8.02 9.32 9.01 6.18
Official discount rate (end of period) 12.00 9.75 8.80
USD exchange rates 1USD =...SKK
Average of period 30.77 32.045 29.713 30.654
End of period 33.202 31.277 29.569 31.895
ECU exchange rates 1ECU=...SKK
Average of period 36.032 38.118 38.865 40.097
End of period 37.043 38.472 38.861 39.964

Public Finance (Goverment budget) Data are not available.

Monetary Aggregates: Money (M1) Includes demand deposits and currency outside ba@kssi money (QM) Include time,
savings and foreign currency deposits. Eurostat has converted National Currencies to the US dollar by applying the International
Monetary Fund annual end of period exchange rates.

Total reserves (goldexcluded, end of period): The statistics on official foreign reserves are extracted from the IMF's monthly
International Financial Statistics (IFS). Total reserves (gold excluded) are defined as the sum of central bank holdings of foreign
currencies and other (gross) claims on non-residents; this definition excludes claims on residents denominated in foreign currency.
According to the definition; official foreign reserves are calculated at market exchange rates and prices in force at the end of the period
under consideration. Total reserves (gold excluded) published in IFS may differ from the figures published by the national authorities.
Some factors contributing to possible differences are the valuation of the reserve position in the Fund, and a different treatment of
claims in non-convertible currencies.

Average short term interest rates: Data are extracted from the IMF's monthly International Financial Statistics (IFS). Average short-term
lending and deposit rates relate to period averagesling ratesgenerally consist of the average interest rate charged on loans
granted by reporting bank3eposit rateselate to average demand and time deposit rates or average time deposit rates. These rates
may not be strictly comparable across countries to the extent the representative value of the reporting banks and the weighting schemes
vary.

USD exchange rates: International Monetary Fund exchange rates as present in the publication: “Statistiques Financieres
Internationales”.



INFLATION (12 months changes)

Percentage change of the CPlIs with the current month compared with the corresponding month of the previous year (t/t-12)

Jan |Feb | Mar |Apr |May Pun Pul |Aug |Sep | Oct | Nov | Dec
1993 17.6 19.4 20.3 21.6 22.0 23.6 23.9 26.0 27.1 26.3 25.6 25.0
1994 16.4 15.2 14.7 13.9 13.9 13.9 13.6 12.3 12.2 12.1 11.7 11.6
1995 11.7 11.5 11.3 11.3 11.0 10.6 10.9 9.8 8.8 7.9 7.5 7.2
1996 6.5 6.1 6.1 6.0 6.2 6.3 55 5.6 51 5.3 5.3 5.4

Inflation (% change of CPI)

30.0
25.01
20.01
15.01
10.01
5.0 1
0.0

Jan-93
Mar —4
May +

Jul +
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Nov +

Jan-94—:
Mar —4

Jan-95+
Mar —4
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Jul +

Jan-96 +
Mar —4
May

Jul +
Sep+
Nov +

nflation (12 months changes): Inflation rates(12 months changesyre percentage changestioé CPIs with the currerhonth
compared with the corresponding month of the previous year. Inflationa@esased on national CPRAich are not
strictly comparable between candidate countries or with those based on EU HICPs (different methods, concepts, practices in
the calculation of CPIs). Data are calculated from CPIs supplied by national statistical institutes.



INDUSTRY

1993 1994 1995 1996

Structure of GDP by economic activities (NACE, current prices) in % of Gross Domestic Product

- Mining and quarrying 1 0.9 1 1

- Manufacturing 24.6 24.3 23.3 21.3

- Production and distribution of electricity, gas and water 3.6 3.5 4.2 4
Industrial production volume indices by NACE classes previous year = 100

- Total 96.2 104.9 108.3 102.5

- Mining and quarrying 79.9 96.7 98.5 106.4

- Manufacturing 88 101.5 108.7 102.9

- Production and distribution of electricity, gas and water 121 115.9 97.5 105.1

1993Q1| 1993Q2 1993Q3 1993QK 1994Q1 199402 1994Q3 1994Q4

Industrial production volume indices by NACE classes
- Total
- Mining and quarrying
- Manufacturing
- Production and distribution of electricity, gas and water

corresponding period of the previous year = 100

91 89 90 102

97 92 91 99

81 82 86 99
102 90 90 11

105.7
93.4
102.7
$110.1

107.8
106.9
102.3
120

107
99.5
101.8
117

1995Q1| 1995Q2 1995Q3 1995Q4 1996Q1 1996Q2 1996Q3 1996Q4

corresponding period of the previous year = 100

105.7 109.4 109.5 108.5 107.1
78.8 103.2 102.2 111.6 112

106.7 107.7 109 111.4 106.4
95.7 95.9 100.3 98.3 115.9

99.8
105.8
100.7
99.9

101.9
106.9
103.1
105.8

101.
102.1
101.
98.3

O—+—06>

Structure of GDP by economic activities (NACE, current prices):The structure of GDP bgconomic activitiegNACE) is
calculatedat factor costs. Datafor selected kind of activityare expressed by added value indicator. In ,C* and ,E* for

enterprises with 25 and more employees only.

Industrial production volume indices by NACE classes: Industrial production covers mining and quarrying, manufacturing and
electricity, gas and water supply (according to the NACE Classification Sections C,D,E). The data cover total industrial production
including estimates for enterprises up to 24 employees and for tradesmen. Indices for branches, however, cover only enterprises with

25 or more employees.

INFRASTRUCTURE
1991 1992 | 1993 | 1994 | 1995
in Km per 1000 Km2
Railway network 75 | 75 | 75 | 75 | 75
Railway transport in million ton or passenger -km
- freight transport 14304 | 12236 | 13674
- passengers transport 4569 4548 4110
in 1000 of population
Number of telephone subscribers 247  |256.6 | 2675 | 284 | 301
inhabitants
Number of inhabitants per passenger car _ |5.8 |56 |53 |54 |53




AGRICULTURE

1992 1993 1994 1995 1996

Land area by land-use categories in 1000 Hectares

- total 4904 4904 4904 4904 4904

- agricultural land 2447 2446 2446 2446

- forest 1990 1991 1992 1992

- arable land 1509 1486 1483 1483 1479

- permanent meadows and pastures 810|831 835 835 839
Agricultural land by legal status in % of agricultural land

- state enterprise 22.5 22.3

- Cooperatives 69.5 69.2

- others 8 8.5

1992 |1993 |1994 |1995 |1996

Share of GDP in % of Gross Domestic Product
- Agriculture. hunting. forestry and fishing (Nace A+B) |6.6 |6.6 | 5.6 | 5.2
Previous year = 100
Gross agricultural production volume indices |92 |102.6 | 100.1 | 102
Main crops by area in 1000 Hectares
- Cereals 808.6 |844.9 |873.8 856.8 813.6
- of which: wheat 354.4 398 442.9 437.8 417.5
- Potatoes 51 47 41 41 41
- Sugar beet 45 33 34 35 43
- Fodder beet 7 7 7 7 7
Main crops by yield in 100 kg/Hectares
- Cereals 44.2 37.3 42.3 40.7 41.6
- of which: wheat 47.9 384 48.4 44.3 425
- Potatoes 128 182 96.3 106.7
- Sugar beet 294.7 338.7 331.9 336.9
- Fodder beet 379.7 |436.2 |382.1 409.1

1992 |1993 1994 1995 1996

Sales or procurement of animal for slaughter in 1000 tons of live weight
- pigs 235.1 212.2 205.4 202.2 210.2
- cattle 172 170.4 122.1 108.3 110.6
- poultry 54 59.2 67.8 67.9
Livestock breeding intensity (end of period) Heads per 1000 Ha of agricultural land
- cattle 411 379 384 369
- of which: cows 160 149 147 139
- sheep 170 164 177 173
Heads per 1000 Ha of arable land
- pigs 1475  [1380 1400 1350
- of which: sows 112 107 109

Structure of GDP by economic activities (NACE. current prices): The structure of GDP bgconomic activitiefNACE) is
calculatedat factor costs. Data for selected kind of activity are expressed by added value indicator.

Gross agricultural production volume indices: The gross agricultural output has been calculated on the basis of the gross turnover at
current prices. Agricultural output index is recalculated to constant prices of 1989.

Sales or procurement of animals for slaughter:The data refer to ttealesof principal products of agriculture.
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