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INTRODUCTION

Brettonwood institions played a significant
role in designing economic strategies in
Central and Eastern Europe after the fall of
communism. At that time, however, these institutions were completely unknown not only for
a vast majority of the population, but for politicians and political parties as well. Missions
from both these institutions worked behind
closed doors and communicated mostly with
top officials of state administration, finance
ministries and central banks. Their key documents and mission reports were confidential
and, with a few exceptions, media did not
inform the public about them. This is why
most people still do not know enough about
the International Monetary Fund and the
World Bank.

wood institutions (with the empahis on the
Fund), the context in which they operate, and
specifically, Slovak experiences with their policies. It describes several effects of such policies on economic development, the social situation and effects on the country's specific
regions. In conclusion, the publication suggests basic recommendations related to the
above mentioned institutions and encloses
supplementary literature.
The Center for Environmental Public
Advocacy/Friends of the Earth - Slovakia, during the next year, plans to focus on a more
detailed analysis of the effects of economic liberalization on Slovakia. As part of such
research they will pay close attention to the
major engines of liberalization but, most
importantly, they will propose concrete,
viable, and sustainable development alternatives which will reflect both the local context
and the local needs.

This publication is a result of the first phase
of research of the Center for Environmental
Public Advocacy/Friends of the Earth Slovakia. Along with some other issues, these
organizations deal with societal implications
of economic development. This publication
presents basic information on the Bretton-
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CONTEXT

IMF and Slovakia

and EU countries have more than 30 % of total
votes in the IMF. G-7 countries thus control all
relevant decisions of the Fund.

The Czechoslovak Republic was one of the
45 founding members of the IMF. After World
War II, when Communists held all power in the
country (1948), Czechoslovakia cancelled its
membership in the Fund for political reasons
(1954). After the fall of Communism, however,
Czechoslovakia again joined the IMF (1990).

In many member countries the IMF has its residential representative. These are paid agents of
the Fund responsible for collecting information
concerning the economic development of the
given country, monitoring its legislation and all
administrative decisions influencing the state of
its economy. Residential representatives deliver
regular reports to the IMF management and the
Board. Slovakia, in contrast to the other Central
and Eastern European countries currently does
not have an IMF residential representative.

The original membership quota of
Czechoslovakia (the country's subscription to
the IMF) represented SDR 590 mil.1 In 1992,
the quota was increased to SDR 847 mil. After
the separation of Czechoslovakia on January 1,
1993, the quota was divided between the
Czech Republic and the Slovak Republic.
Slovakia's new quota represented SDR 257.4
mil.2 The current quota of the Slovak Republic
is SDR 357.5 mil. which equals 3,825 out of
total 2,144,854 votes in the IMF. Thus,
Slovakia's power within the Fund represents a
neglectable 0.18 % of total votes.

Every year the IMF sends missions to its
member countries. The missions monitor economic data and overall economic and political
development. As a result, mission reports suggest recommendations to be followed by the
national governments. The missions are either
focussed on updating the current state of economic development (the so called Art. IV.
Consultation missions) or are specifically oriented on a certain issue (e.g. improvement of
the fiscal management). A review of all IMF
missions to Slovakia is included in Append.

Unlike the United Nations, which uses a system of one country-one vote, the IMF uses a
system of weighted voting power. The more
member countries contribute to the IMF, the
stronger their voting power is. This also
means, however, that in such a system poor
countries will never gain enough power over
decision-making in the IMF despite of the fact
that the Fund's programs significantly predetermine the economic development in these
countries and have severe environmental and
social effects. For example, the voting power
of China, representing 21% of world's population, is only 2.2% in the IMFand India's voting
power (17% of the global population) equals a
mere 1.98%. On the contrary, the voting power
of the U.S. (less than 5% of the world's population) represents more than 17% of total votes

In July 1993 the IMF provided Slovakia with
the System Transformation Facility (SDR 64
mil.) The same amount with the same purpose
was provided in 1994.
In July 1994 the IMF approved financial support in the form of a stand-by loan for Slovakia
in the amount SDR 160 mil. From this
ammount Slovakia used only SDR 30 mil. and
according to the Slovak government it has no
plans to use the remaining money in the
future. The IMF has refused to provide
detailed information about this loan to Friends
of the Earth-Slovakia.
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SLOVAK EXPERIENCES
WITH THE IMF

Regardless of how insufficiently the veterinarian understands human health, and regardless
of how limited is the range of medicine which
expired in the army stores long time ago, he
still "heals".

The IMF and democracy
In their discussion with Friends of the Earth
- Slovakia, the IMF admitted that almost 100 %
of its administration are economists and the
Fund does not have any experts on social
affairs or the environment. The IMF also admitted that their experts often do not know the
local context of the countries for which they
design their program. Despite this they believe
their programs are generally valid.

Along with the undemocratic voting structure which was outlined in the above chapter,
there are other reasons for calling the IMF
undemocratic and accusing it of enforcing its
agenda through use of its political power.
Though the IMF claims that countries
request their programs, the fact is that most of
them can hardly afford to refuse the IMF. The
IMF is seen in the international financial world
as the final judge of a country's economic and
financial health and possesser of the highest
wisdom regarding macro-economic issues.
Therefore, if a country were to reject the IMF,
it would run the risk of losing much needed
international aid and investment, because the
international community would perceive it as
being an irresponsible government pursuing
unsound economic and financial policy.
Furthermore, countries are often in such dire
need of hard currency for the purpose of servicing their debt, that they have no choice but to
accept IMF programs which are required in
order to receive many foreign loans.

We don't really monitor the environmental
impacts of our programs... Until the mid 80s
the IMF did not worry about the social issues.".
However, as 'we always say, growth and stable
inflation are the major engines of welfare.'" 3
Despite a number of missions to Slovakia,
the IMF has never invited local non-governmental organizations for consultations on the
issues they understand and actively deal with
and which will certainly be affected by the
IMF's policies. An official of the Ministry of
Environment also confirmed that he did not
know about any consultations between the
IMF and his ministry, neither currently nor at
any time in the past. Nor does the IMF engage
in discussions with representatives from other
groups of affected stake holders (e.g. other
ministries, municipalities, parliament deputies, etc.).

The IMF and externalities
Despite of the fact that the IMF's structural
adjustment programs and macro-economic
policies have drastic effects on the social, economic, and natural environment of the countries implementing them, the IMF has for years
been continuing to push for the same macroeconomic scheme. It designs its programs in
isolation of the contextual, societal, and environmental conditions of the given countries.
The IMF's policies also ignore continual feedbacks from affected populations.

It is therefore natural that its programs completely ignore any social and environmental
externalities. What is worse, such an approach
effectively prevents the IMF from correcting its
programs and its theoretical basis in the future.

The behavior of the IMF parallels the behavior of a veterinarian who suddenly becomes a
physician responsible for the health of yougn
men during their civil service. Although
almost none of the men joined voluntarily,
they have to sacrifice a part of the best years of
their lives in army service due to the law and
"national interests" which they did not define.

The IMF and Transparency
The International Monetary Fund (IMF) is
currently facing the strongest criticism against
it in its 55 year history, due to the fact that its
policies have failed to foster economic growth
or stem rising levels of poverty, but instead
have fostered greater inequality, have caused
4
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environmental harm, increased debt dependency and have led to the failure of domestic
enterprises, among other negative impacts.
Many of these problems can be attributed to
the fact that the IMF is extremely untransparent and unaccountable for its actions. This
holds true also for the IMF's activities in the
CEE region. What follows is a description of
the Center for Environmental Public
Advocacy's (CEPA) failed attempt to obtain
important documents from the IMF which
would shed light on the institution's activities
in the Slovak Republic.

result of IMF missions to Slovakia over
the last couple of years, as well as IMF
summaries/evaluations of how these recommendations have been implemented
by the Slovak government.
In mid August, however, another official
from the External Relations Department,
replying to a follow up letter from CEPA, said
that the IMF could not release some of the documents (e.g. the Letter of Intent, which CEPA
was told was available to the public) without
government approval. In regards to another
document, the Article IV, which CEPA was previously told was not available to the public, the
official stated that the IMF has begun to make
public, but that they could not release past
Article IVs. This seems to contradict the IMFs
archive policy which allows for the publishing
of non-confidential documents more than five
years old. The official continued with a promise to respond later regarding other requested
documents, but never followed through with
the promise. There was also no mention of any
documents having been lost. On September 1,
CEPA sent a reply asking for clarification of
these issues and again requesting the documents. In response, an IMF official insisted
that the IMF does not "loose" documents and
that in fact the Slovak government requested
that the documents not be released, which
contradicts our recent interactions with the
government as is described below. In addition, the official failed to address several other
questions which were raised in the letter.

Since April 2000, CEPA has been contacting
the IMF's External Relations Department asking for information regarding the IMF's activities in Slovakia (and former Czechoslovakia)
over the past ten years. In response, departmental representatives have stated that they
were not allowed to provide such contacts, but
instead referred CEPA to the IMF's web page
and then later to the Slovak authorities. The
requested information was not available on
the IMF web page, nor from the national
Government. When CEPA insisted on its
requests during an IMF sponsored NGO seminar in Vienna, a senior official of the IMF
responded saying that most of the requested
documents were available to the public, and
that the reason the IMF had not retreived many
of them for CEPA was because they were
unable to locate them. CEPA received a promise that the issued would be followed up.

In late July, CEPA representatives met with
the Slovak prime minister Mikulas Dzurinda to
discuss corruption and transparency of decision-making in Slovakia. During the meeting
Mr. Dzurinda promised to provide CEPA with
all relevant IMF documents related to Slovakia
in their entirety. For this purpose he appointed a contact person to follow the conversation
with CEPA. Indeed, a few documents were
soon forwarded to CEPA by the office of the
prime minister. When CEPA again specified
the list of requested documents, the head of
the Central Bank of Slovakia (Slovak Governor
at the IMF Board of Governors), the Minister of
Finance (deputy governor), and the Slovak
Vice Prime Minister for Economy held a meeting to discuss the request. According to a gov-

Information requested of the IMF by CEPA
includes the following documents:
-

complete Article IV Consultations4 and
their supporting documents, including
staff reports and staff appraisals;

-

Letters of Intent;5

-

Memorandum of Economic and
Financial Policies or Policy Framework
Paper;6

-

detailed summaries of Board discussions
of Slovakia's Article IV consultations,
loan reviews and loan approvals;

-

formal or informal recommendations
submitted to the Slovak government as a
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ernment official, all parties agreed on the
release of the requested documents. It was
soon learned, however, that the Slovak government does not possess the documents in its
files and moreover, that the officials at the
finance ministry wanted to review them all
before release.7 On September 3, 2000, CEPA
was informed by an official at the Ministry that
the government asked the External Relations
Department of the IMF for copies of the documents. The IMF responded by saying that part
of the requested documents are confidential.

it was clear that such assurances were false.
In the early stages of the CAS development,
CEPA sent the Bank a list of criteria that it considered essential to ensure an effective and
transparent process for the public consultations. For the most part, these criteria were
ignored by the Bank's regional office in
Budapest, and what little effort was made
toward meeting these criteria was insufficient.
Following three postponements, the first
public consultation was held in mid-February,
2000, less than two months before the CAS was
expected to be finalized and several months
after the CAS development had begun in the
fall of 1999. Notification of the meeting and
the informal note which served as the basis for
the consultation was distributed only a few
days prior to the consultation. There was no
indication of how the consultation process as
a whole would be conducted and relevant
information, such as the significant role of an
earlier World Bank country study and the fact
that only two public consultations were scheduled, was made available for the first time at
the meeting.

Thus, six months of intense attempts to get
the most relevant IMF documents which have
significantly shaped the economic policies of
the national government during the last
decade has ended with almost no results,
though efforts are continuing. This experience
has served only to strengthen CEPA's believe
that transparency and the public's right to
access to information is an absolute necessity
for effective democratic oversight. As long as
the IMF continues to deny the public the fundamental right of access to information,
attempts at public consultation and talk of
reform will ring hollow and will be viewed
skeptically by civil society in the CEE region.

The first consultation was vague and
unstructured, many participants felt unclear as
to what they could contribute. Furthermore,
Bank officials emphasized the consultations
that would occur with the implementation of
the CAS, rather than the task at hand, the consultations for the CAS framework itself.

The World Bank in
Slovakia

Shortly following the Bank's release of a
CAS informal note, CEPA submitted to the
Bank a compiled document of questions, summaries and recommendations from a variety
of non-governmental organizations working
in various sectors relevant to World Bank activities. CEPA expected the Bank to revise the
CAS informal note according to the questions
and concerns raised in the submission, and to
provide a formal explanation as to why some
questions or concerns were not addressed in
the revised draft. CEPA then expected to have
the opportunity to discuss the new draft in further consultations. With the invitation for the
second and final consultation, however, CEPA
learned that no such draft or explanation
would be made available.

With the change in the Slovak government
in 1998, the World Bank resumed activity in
Slovakia after a long hiatus. The Bank's main
activity thus far has been to develop its
Country Assistance Strategy (CAS), or its outline of assistance for Slovakia. The Center for
Environmental Public Advocacy (CEPA) began
communicating with the Bank about the CAS
and its related lending mechanisms at an early
stage in an attempt to promote public participation in their development.
In the summer of 1999, CEPA received
assurances from officials at the World Bank's
regional office in Budapest that the development of the Slovak CAS would be very open
and transparent. By the conclusion of the public consultations in mid-March 2000, however,

The second consultation was held one
month following the first one, but was also
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inadequate. A Bank official admitted, in his
opening statement, that the Bank had very little knowledge of the real situation in Slovakia.
Yet, as the session continued, it was clear that
the Bank officials only intended to focus on
the implementation of the CAS, rather than the
CAS framework itself. The second and final
consultative meeting ended with many NGO
representatives feeling extremely dissatisfied
with the whole consultative process.

gram following Slovakia's acceptance into the
Organization for Economic Cooperation and
Development (OECD).8
In addition to work on the CAS, CEPA
focused their attention on a proposed loan
from the International Finance Corporation
(IFC, member of the World Bank Group) to a
Slovak pulp and paper mill. CEPA worked with
residents living in or near the pulp and paper
mill who were concerned that the loan would
increase the foul odor being emitted from the
plant. A subsequent analysis of the IFC's
Environmental Review Summary (ERS) found
the document to contain both poor research
and falty analysis. Though the proposed loan
was eventually dropped, CEPA revealed the
IFC's incompetent analysis of the environmental issues related to the loan and highlighted
the IFC's problems with miscategorization of
projects and commitment to the disclosure of
information. 9

The World Bank's firm assurances that the
public will be fully consulted on the implementation of projects is also proving questionable. In the spring and summer of 1999, CEPA
repeatedly expressed an interest in, and
requested information about, the Bank's
Enterprise and Financial Sector Adjustment
Loan (EFSAL) for Slovakia. Despite this, CEPA
was not informed until the summer of 2000
about a couple of public consultations regarding the EFSAL, which occurred many months
earlier and included only a few labor groups.
Likewise, consultations with environmental
groups regarding lending to road projects
included only a brief meeting over coffee.
CEPA asked the Bank's Board of directors to
postpone the CAS until appropriate consultations were conducted. Responses from the
Executive Director representing Slovakia and
other Bank officials indicated that this was not
going to occur. This appeared to be the end of
the CAS development, but as civil society
organizations learned in May, the CAS was
being postponed due to a conflict between
the World Bank and some within the Slovak
government regarding the future role of the
IMF in Slovakia. The Bank had conditioned
the EFSAL on the Government accepting an
IMF designed and monitored structural adjustment program.
Some within the Slovak government feared
that such an agreement with the IMF would
hurt the country's standing on international
capital and financial markets and were thus
reluctant to accept such a proposal. Civil society organizations, on the other hand, recognized that the structural adjustment programs
of the IMF have had devastating effects on the
poor, the environment and small domestic
businesses in the countries in which such programs are applied. In the end, however,
Government officials agreed on the IMF pro7

II.

EFFECTS OF POLICIES OF THE BRETTONWOOD INSTITUTIONS IN SLOVAKIA

ECONOMIC EFFECTS

tion of the improper building. Now the new
construction is at stake and this is always more
complex and contradictory. I am confused,
that foundations are already being made,
maybe even cast with concrete yet, all without
any design. Or maybe just citizens do not
know about it? One more construction that we
did not approve with consensus? Are the
details of the building being built without any
previous consensus of its purpose, shape or
price? We do not know whether our building
will just non-creatively copy more luxurious
houses of our neighbors in western countries,
or if we shall try to find our own, more humble
construction style. Shall the building of our
state resemble a cathedral or rather a shopping
mall? We did not agree whether we miss more
consumption goods or, rather, more spiritual
ones. I believe that only a worker who feels unified with the purpose of the building can work
in a self-sacrificing way on it. We can´t save
our country through prostitution and loans. ...I
am convinced that from the global view of the
state of the biosphere or the poverty of the
Third World, the housing development called
western civilization is morally obsolete. I am
afraid that many of the designers of our future
do not realize this."

ECONOMIC DEVELOPMENT FOLLOWING
THE FALL OF COMMUNISM
By the end of the eighties, the fall of communism in Central and Eastern Europe gave
birth to a whole variety of expectations, not
only within the particular societies that after
four decades desperately needed to remove
totalitarian regimes, but in societies abroad as
well. Some of the domestic and international
public believed that the current, relatively positive political and social conditions would
spark a new quality of democratic, fair, and
environmentally sensitive development
respectful of cultural, ethnic and religious traditions and diversity.10 The type of development which is currently reffered to as sustainable.
However, people were expecting a quick
change towards 'prosperity' as well. After years
of absence of freedom and manipulated information, 'prosperity' was unconsciously identified with the Western model for development.
Beginning as early as the first weeks following
the fall of the regime, a few intellectuals and
artists, previously non-compromising critics of
the unsustainable communist regime, pointed
to the risks of copying this model.

Marian Huba, a letter to friends in Public
Against Violence,11 January 24, 1990
Every regime uses myths to legitimize its
power. Further, new myths often lack just as
much perspective and validity as their predecessors. Slovakia was not an exception.
Unpromissing mystification of the 'invisible
hand of the market' as a panacea for all social
evils, with no viable alternative, was brought
here directly after the fall of the old regime.
This myth was quickly embedded in young,

"...Since the very beginning I have had a
fear that we will not be able to fill the just
emerging freedom and democracy with a good
content. That we will waste this historical
opportunity... I know, the goal of the first phase
[of the velvet revolution] was simple - destruc-
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ambitious people and former political opponents of communism who soon took over the
initiative in the country. The entire population´s bad experiences with an anti-democratic, ineffective, and over-bureaucratic system of
a one party government remained fresh in
peoples minds and were used as evidence of
the functionability of the model advocated by
the Bretton Wood institutions. The fall of communism was generally interpreted as the victory of capitalism. A grotesque assertion in this
direction is the statement by the first post-communist Slovak government on a prime-time TV
program, prior to the 1992 elections, that said,
"if the free market had had a chance to function in this country for a longer time, trout
would have returned to our streams long ago."

ty after economic liberalization, therefore,
became an empty illusion for a majority of the
population. The affected then easily resigned
to political manipulation and demagogy
which soon opened the door for nationalist
and anti-democratic forces to move towards
power. 12
Liberal economists explain such a development simply: "The rapid onset of frustration
among the majority of the population, expecting an achievable, quick and painless prosperity is thus understandable. Such a population
is vulnerable to manipulation and demagoguery, which is skilfully employed by mainly those individuals who have the least interest
in the future prosperity of the country.
Consequently, the originally intended radical
transformation concepts are left behind, there
are obstructions placed in their route and
painful but necessary measures are put off..."13
At the same time they used the complicated
political situation to identify all oponents of
the radical economic reform with those who
disagree with democratic changes after the fall
of communism. The ideological base for this
were arguments suggesting that there is no
solid evidence of the environmental crisis and
that society faces new attempts to implement
new forms of control and regulation of human
lifes. Vaclav Klaus, a father of shock therapy in
Czechoslovakia, put it in the following way:
"Green ideology is the source of new antiliberal, antidemocratic, elitist, and etatist attempts
to excuse state control and centralization of
human activities."14 The basis of such opinion
of liberal economists has never changed. Only
now the intensity by which they present it
through mass media has changed.

Calls for a comprehensive discussion on the
character of the new social and economic
model in Slovakia were very quickly shadowed
by real policies copying the standard economic model prescribed by international financial
institutions. The speed of economic transformation, rather than the principles on which
the new system should be built upon, became
the core of the discussions. The transition period brought mass robery, unpredicted economic decline underlined by stringent monetary policy, and uncontrolled indebtness not
only of the state, but also in newly privatized
companies. The bill which had to be paid for
such development was divided very unproportionally, not only in terms of social stratification within the society, but also regionally.
Economically marginalized regions were the
most affected, along with socially marginalized groups of people and the rapidly growing
poor. Promises of growth in general prosperi-

Speed of the reform process in post-communist countries in 1996 by cumulative liberalisation index (CLI) [4]
Group
Country
Advanced stage of reform
(CLI>4)
Slovenia*, Poland*, Hungary, Croatia, Yugoslavia, Macedonia, Czech R., Slovakia
Upper-intermediate stage of reform
(2.7<CLI<4)
Bulgaria, Estonia*, Lithuania**, Latvia*, Rumania, Albania, Mongolia
Lower-intermediate stage of reform
(1.7<CLI<2.7)
Russia***, Kyrgyzstan, Moldova, Armenia, Kazakhstan, Georgia
Very slow state of the reform
(CLI<1.7)
Uzbekistan*, Belarus*, Azerbaijan, Tajikistan, Ukraine, Turkmenistan
Source: De Melo, Denizer, Gelb, the World Bank 1996
* For years1989-93
** For years 1989-92
***For years 1989-91
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The table on the previous page shows
that considerable progress has been made
in the reform process in the very countries
that have a realistic chance to accede to
the European Union in the foreseeable
future. This may be explained by the efficient pressure from this institution. In these
countries, "communists were discredited
and stripped of power, which allowed the
application of exceptional policies with a
scope for reforms ".15 It seems that abusing
the difficulties of economically weak countries in order to enforce draconian economic strategies became a part of the development philosophy of the international financial institutions.

idea that was currently being implemented in
Poland.18 Its main objective was for a fast
change in the economic conduct of companies. The concept was based on the following
priorities:
-

price liberalisation,

-

stringent monetary and fiscal policy,

-

internal convertibility of currency and
liberalisation of foreign trade,

-

rapid and extensive privatisation .

The authors of the concept of radical transformation assumed that the following three
stages of economic development would occur:

According to the IMF's own representatives,
the IMF is weakest in implementing political
economy reform. Political consensus within
the country is key for successful transformation from a centrally-planned economy to a
free market. The right political momentum
("such as a crisis after the split of the state")
must be used properly and promptly, otherwise "we loose the chance to go ahead with
reforms". The IMF also emphasizes that "with
government changes it is a good time to make
demands". In Poland (likewise in any other
CEE country after the fall of communism, or
after the fall of the Meciar government in
Slovakia in late 1998), an IMF representative
said, there were six or more months of general enthusiasm right after the revolution when it
was possible to realize most of the political
measures, "no matter how painful they were,
including macroeconomic stabilization and
structural adjustments". Then the "time for
reforms is over" and it is either impossible or
very difficult to include it into the government's agenda.16

the stage of price knock - price liberalisation and stringent monetary and fiscal policy
was to install macroeconomic equilibrium, i.e.,
an equilibrium of supply and demand. It was
assumed that the stage would be associated
with a fast price growth as a consequence of
the mobilisation of enforced savings,19 and
that it would last for 3-4 months;
the adjustment stage - during this period, an
adjustment of enterprises to the altered conditions was assumed, as well as continued
macroeconomic decline (the reduction of production due to the altered conditions was still
expected to prevail over the increase resulting
from successful adaptation). The second stage
was estimated to last for 1-2 years;
the growth stage - its onset was assumed for
the second half of 1992, and particularly from
1993.
After some preparatory steps in the second
half of 1990, (preparation and approval of the
state budget for 1991, devaluation of the currency, technical preparation of the introduction of internal convertibility, and approval of
monetary frameworks for 1991) the transformation was launched on January, 1 1991.

Shock therapy17
After the fall of communism in
Czechoslovakia in the first half of 1990, the
conceptual dispute between the proponents
of "gradual concept" and the proponents of
shock therapy (led by Vaclav Klaus, then federal Minister of Finance) about the form economic transformation should take was won by
the latter. Klaus's concept was based on an

The first stage followed the assumptions
and lasted for about four months, during
which the rate of inflation went up approximately 55 percent. Then the price growth
slowed down, and, by the end of the year, the
10
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inflation rate rose to 63 percent. From April to
May 1991, on the whole, there was a tough, criteria-based economic environment created in
the Czecho-Slovak economy. A unified tax rate
was introduced, subsidies and grants had been
substantially cut (when compared to the previous period) credits were only available under
commercial terms and, there was macroeconomic equilibrium in supply and demand.
These changes, however, were not translated
in the expected advancement of the adjustment of companies to market conditions.
According to the proponents of shock therapy,
this was mainly due to the insufficient toughness and criteria enforcement of the economic environment.

thorised channelling of the equity of a managed company to another, private entity).
Privatisation became an instrument of struggle
for the consolidation of political power. The
World Bank concluded that significant behavioural change occurred only in those companies that were sold to a foreign investor. 21
Critics say the reasons why privatisation has
failed was because of the emphasis placed on
the scope and speed of privatisation, which
was in accord with requirements conditioned
by international financial institutions. The creation of institutional protection was underestimated, which though deemed important, was
taken to be secondary. At that time, the financial institutions, together with the authors of
the reform, believed that private ownership
alone would permit sufficient motivation for
new owners to exert pressure upon their management to be more efficient in managing
their companies. Key media daily groomed the
public opinion in favour of the fast track:
"Economists in the West consider the current
privatization strategies dangerously slow." 22

Privatisation
Privatisation became a major tool to eradicate state ownership in the transformation
process. In the opinion of the authors of the
economic reform of the day, the high prevalence of state ownership represented one of the
major obstacles that hindered swifter adjustment and restructuring of the economy.20
Speed of privatization became a priority and
that was one reason why, from the beginning, a
non-standard method of voucher privatisation
had been advocated in the former
Czechoslovakia, which best satisfies the criterion of speed.

Without transparency, compliance with and
enforcement of basic rules that guarantee
social priorities, privatisation leads to stagnation and decapitalisation, rather than
improved
financial
performance
and
increased productivity. This is also seen from
the statements by Jeffrey Sachs, Professor at
Harvard University and one of the major ideologists in the background of transition
reforms, who said, "As an economic advisor
for the region, I preached: Untertake internal
reforms swiftly and seek substantial international assistance, beware of morals and
demand transparency in action from all parties. On the other hand, I was too much of an
optimist in relation to possibilities of massive
privatisation, which I deem faulty now." 23

After ten years of privatisation, when the
majority of companies have already been
placed in private hands, we will find, that in
many cases, not only was there no progress
made in the area of efficient management of
the companies, but the opposite occurred. The
case of VSZ (East-Slovakian Iron and Steel company) is a good example, for the new owners
brought one of the most lucrative companies,
the flagship of the Slovak economy, to a significant loss. In Slovakia, but also in other transition countries, assets were placed into the
hands of people who had neither the necessary experience, nor financial resources, and
often not even the will to manage them efficiently (especially during the 1997-1998 period
of Vladimir Meciarś government). On a large
scale, privatisation (in standard and non-standard methods) was accompanied by manipulation, corruption, or "asset stripping" (i.e., unau-

Sachs was not the only one who, after some
time, recognized the deadly effects of the policies which he helped to develop in the past.
Another was Joseph Stiglitz, proffesor of economy at Stanford University and senior researcher
in the prestegeous Brookings Institution. From
1993 to 1997, he worked as a member of the
Council of Economic Advisors for the U.S. president. In addition, from 1997 to 2000, he was
Chief Economist and Vice-President of the
World Bank. At the end of his career at the Bank,
11
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"...What went wrong? At the beginning there was a heated debate between two schools of thought.
One relied on simplified textbook models to argue that the key to success was rapid transition.
Popularly know as shock therapy, this approach entailed going well beyond attacking hyperinflation, which all agreed was necessay. The focus was on fast privatization, liberalization and macroeconomic stability. The other approach, know broadly as gradualism, emphasized building an institutional infrastructure: laws to enforce contracts and to ensure competition and effective corporate
governance, and regulations to rein in natural monopolies and keep the financial system sound.
Gradualists also worried about destroying the social safety net when it was likely to be needed most.
The gradualist school included specialists in the study of these countries and comparative economic systems, and those who believed there was more to a market economy than 'free markets'.
Unfortunately, the rapid reformers mostly won the day. This came partly at the urging of the international financial institutions and the U.S. government. Fortunately, not all countries followed that
course. Consider the most successful case: Poland. After quickly bringing inflation down to 20 percent, Warsaw allowed it to hover in that range. It pursued a cautious and gradualist policy of privitization. So, too, with Slovenia. By contrast, Russia´s excessively tight monetary policy (along with
tax policies) contributed to the demonetization of the economy - to the point today where it is estimated that more than 60 percent of the transactions are barter. Moscow prided itself on its rapid
privatization, but it was a process that left a small group of oligarchs controlling huge fractions of
the nation´s wealth and delivering little back in tax revenues. Liberalization also made it easier for
the rich to take their wealth out of the country. A system was put into place where incentives led to
asset stripping rather than wealth creation." 24

he published his opinion on the shock therapy
which was implemented in CEE:

The government of Mikulas Dzurinda had
been committed to implementing recommendations regarding foreign direct investments
(FDI) during the first two years after elections
in October, 1998. Further, it was strongly and
broadly supportive of multinational corporations at the expense of domestic business.
Therefore, in the second half of their election
period, it is politically wise for governing parties to start expressing stronger interest in
health care and education. Otherwise, it may
happen that in the next elections they would
not be re-elected. This simple political scheme
is typical for the whole postcommunist region.

The implementation of this style of privatization with the last remaining lucrative state
enterprises in Slovakia during the second half
of 2000, suggests that his knowledge still has
not arrived to this country.

SUPPORT FOR FOREIGN
DIRECT INVESTMENTS
Prime minister Mikulas Dzurinda visited
today the Children's Hospital in the Bratislava
district of Kramare. He said that his visit was a
result of increased interest in the health care
system during the second half of his term. It is
logical, as he said, that during the first two
years of his government he was working more
on foreign investments. Today, the time has
come to satisfy priorities of sectors like education and health care, i.e. finance consuming
sectors.

The stock of FDI, as of November 1999, was
USD 2 billion according to Slovak Central
Bank data. This relatively low figure (compared to neighbouring countries) is a consequence of the policy preferences of the Meciar
Government which tended to spurn foreign
investors seeking to participate in the privatization process in favour of his political supporters.25 The new pro FDI government
announced its "Strategy for Support of FDI
Inflow" on March 9, 1999. This strategy sets out
the measures being taken to treble the level of
FDI in Slovakia over the next three to four

Journal of the Radio Twist, Michal Dyttert,
August 17, 2000
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Double standards

years. As the government agency established
to provide assistance to foreign corporation
states, "indeed, Slovakia has commenced the
'catching up' process".

ness conditions uneven and the market environment, as a whole, becomes distorted.
Slovakia is a spectacular example of this.
Privately, IMF representatives admit that
economic incentives for foreign corporations
are not an ideal measure to deal with market
deformations in the post-communist countries: "The IMF does not support countries giving tax holidays to foreign direct investments.
This policy should be stopped. Tax holidays
are a result of a weak position of the governments in negotiations with those interested in
privatization of state enterprises." Such opinions, however, were never translated into official recommendations of the IMF. On the
request of Friends of the Earth - Slovakia, the
External Relation Department of the IMF provided the organization with an official position on this issue:
"It is not the Fund's policy to oppose the use
of all tax incentives under all circumstances. It
is the Fund's view, however, that tax incentives
are frequently not the most cost-effective
instrument for promoting FDI... Furthermore,
if not carefully designed and administered, tax
incentives could often provide a fertile ground
for abuse, corruption, and rent-seeking activities-as has been observed in many countries.
...the Fund maintains flexibility and judges the
appropriateness of employing tax incentives
in any country on a case-by-case basis. In the
case of Slovak Republic, a recent FAD technical
assistance mission did recommend, largely on
evasion concerns, the removal of tax holidays
introduced earlier this year, in view of the tax
administration's weak capacity to effectively
enforce them." 26

Together, Germany (22 %) and Austria (16.9
%) account for almost 40 % of FDI in Slovakia
with the Netherlands (15 %), the United States
(13 %), the United Kingdom (9.1 %) and the
Czech Republic (8.6 %) representing other significant sources of FDI.

Double standards
The IMF and World Bank often advocate a
free market and the removal of trade barriers
serving as protection mechanisms of domestic
markets. However, while pressure from these
institutions is focussed on the opening of
poor economies to the global market and support of cheap export from them, at the same
time they recommend poor countries to
increase volumes of foreign investments.
Central and Eastern European countries
attempt to achieve this through mass incentives for foreign companies at the expense of
tax payers and small and medium size domestic businesses. Such an approach makes busi-

The World Bank, openly encourages governments to provide certain incentives for foreign companies: "the IFC's program27 includes
... technical assistance to the Government to
create an environment that is conducive to private business development, in particular for
attracting fereign direct investment, in collaboration with MIGA28 . ...MIGA will aim to provide technical assistance (with support from
bilateral donors and in collaboration with the
IFC) to help attract foreign direct investment...
13
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MIGA has already issued seven guarantees
providing insurance coverage for political
risks in support of foreign investment in the
financial and telecommunication sectors, with
current net exposure at $66.5 million." 29

payment of real estate transfer tax, the provision of developed sites for a symbolic price,
provision of state subsidies for fostering job
creation, maintenance of existing jobs and
retraining in the regions with high rates of
unemployment, and reduction or waiver of
the obligation to pay unemployment insurance contributions granted to those entrepreneurs who do business with the use of foreign
capital. Furthermore, the government provided other advantages for big foreign investors.
For example, it simplified the building permit
procedure and legislation regulating the acquisition and purchase of land, it prepared the
legislation on the establishment of industrial
parks, special economic zones and privileged
zones, etc. Currently, plans for building a number of such zones with complete infractructure covered from public funds is being considered.

For years, the Slovak public has been frequently persuaded that one of the best ways to
revitalize its economy and thus to improve the
falling standard of living is to attract FDI, and
lots of it. Some say this overlooks the fact that
FDI can often be very damaging even to countries which, unlike Slovakia, already have
mechanisms to cope with the investment, such
as strong anti-corruption laws and regulations
to direct the foreign funds to particular sectors. The result being that FDI rarely lives up
to the expectations of the host country and
can in fact be counter-productive to development.

As early as a few months after elections, the
government managed to adopt a draft law
aimed at removing legal, administrative, and
technical barriers which slow down the entry
of strategic investors to Slovakia. This, translated into everyday language, amounts to the
softening of statutory conditions for large foreign investors, e.g. to speed up legal procedures for the settlement of property rights to
land.30 The law follows the agreements that
the Slovak government and some transnational corporations (e.g. Volkswagen AG) signed,
as early as 1991, under which the government
pledged, inter alia, to support the companies
with the settlement of land property rights
involved in their expansion in Slovakia. The
public, naturally, did not know anything about
these agreements. These are currently "just"
being realized.

When business is a breeze:
FDI incentives
As mentioned above, one of the first reactions of the new government to international
isolation was the adoption of a Strategy for
Support of FDI Inflow. This document articulates the clear commitment of the new government to support major foreign investors
whose production is designed to be exported,
and to encourage inflow of foreign investment
through a variety of financial, economic, legislative and administrative incentives.
In April, 1999, the amendment to the
Income Tax Act was applied. Under the
amended law, foreign companies were granted complete tax holidays for five years if they
invest in Slovakia in the amount corresponding to 5 million EURO. If, during such tax holidays, they invest another 5 million EURO, they
will be granted a tax reduction of 50% during
another five-year period. These exemptions
will be granted subject to the condition that
they export at least 60% of their total output.

Another significant indirect subsidy for the
FDIs is institutional support provided by the
government. For example, a specialized Slovak
Agency for Investment Development and
Trade (SARIO) is financed from public funds
and employs around 30 staff persons. Its
objectives include active identification of the
investment opportunities for foreign corporations and providing assistance to their investment projects. Along with SARIO there are
other forms of institutional support for FDIs in
place which can not be neglected to mention.
One of them is the Bureau of Governmental

Other financial advantages are to entail the
depreciation of tangible and intangible assets,
zero customs duty on machinery and equipment, VAT tax exemption, exemption from the
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Representative for Development of Car
Production. The Bureau's activities, in fact,
reflects a lobby unit for the automobile industry, mainly the Volkswagen company. It prepares the political atmosphere for adopting
governmental measures to support the strategies of foreign private companies, e.g., huge
state subsidies for infrastructure development
in industrial zones.

oritizing of FDI, or foreign companies in individual industrial sectors, are based on
unproven assertions or rather, on dreams of
liberal economists. And even more, fulfillment
as well as justification of these optimistic
expectations has never been monitored at all.
Therefore these programs lack any feedback
which inhibits the government from making
any corrections in them in the future. In reality, only the content of the programs has been
realized - and that means consumption of a
considerable amount of public resources.

Myths as tools to legitimize
government's support of FDIs

FDI support programs in the Slovak economy thus mean a new category of state subsidies. It is more than evident that the state, on
one hand, cuts public expenses for education,
environment, health care and the social system, and on the other hand, channels the
saved resources towards FDI benefits which
are quite disputable.

"The expansion of production at
Volkswagen, not only in its Bratislava plant
but also in other plants throughout Slovakia, is
a matter of public interest,"31 said Ivan Miklos
just a few weeks after he became deputy
prime minister for the economy in January
,1999. His words deserve attention. The concept of public interest is not clearly defined by
any law or other generally binding legal provision in Slovakia and, for this very reason, it has
always been a favorite adage used by industrial lobbyists and state bureaucrats when they
were defending projects lacking economic justification.

Myth about job opportunities and
regional development
Besides tax holidays, industrial zones are
another important way of subsidizing FDI. The
main official purpose of such zones is to
decrease unemployment in the most stricken
regions.32 The first proposals for such parks
are, however, all concentrated around the capital of Bratislava which represents the region
with markedly lower unemployment than anywhere else. For example, the Zahorie industrial zone project is to attract foreign suppliers of
components for a nearby Volkswagen plant,
which will enable Volkswagon to increase its
production by 90,000 cars every year (95% of
them will be exported). The industrial zone is
to create some 1,200 new jobs. The project is
based on an assumption that the government
will cover the costs of the infrastructure for the
zone amounting to a total of $6,4 mil.33 This
means that the creation of one new job will
cost approximately $5,300.

According to the government, FDI will
bring a number of particularly positive effects
for the economy of Slovakia in terms of job
creation, opportunities for small and mediumsized enterprises in the region, reduction of
trade balance deficit, transfer of modern technologies, improving export efficiency,
improved competitiveness, inflow of financial
capital, and revitalization of the economy connected with spillover effects of FDI (increased
purchasing power of the population, emergence of new entrepreneurial activities, revenues from corporate taxes, etc.).
According to the statements of governmental experts, however, the government does not
analyse the real economic gains of its FDI support policy. No complex and updated
overview of all incentives to attract foreign corporations has even been prepared. And there
exists absolutely no cost assessment for the
implementation of these measures. One may
therefore expect that official justifications
legitimizing proposals of governmental programs and strategies aimed at the overall pri-

In Slovakia, special micro-credit programs
managed by non-for-profit organizations are
already in place. These programs can create or
stabilize one job through a small loan of up to
some $440, provided to individuals under regular commercial conditions.34 The programs
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are very flexible and thus may support creating jobs in the least developed rural regions.
Moreover, their rate of return markedly
exceeds 90%. If such a program would be
given $6,4 mil. from the state budget (which is
to be frozen into the infrastructure development in the above mentioned industrial zone),
in theory the state would help to create 14,500
new job, i.e. around 12 times more compared
to the industrial zone. This is not to mention
the fact that micro-credits are quickly recovered and these resources, increased by interests, can be made available for the creation of
new jobs or for the sustainability of already
created ones. This is not possible in the case of
industrial zones since the resources remain
mortified for ever in an infrastructure without
any perspectives of generation of new jobs.

"sanitation". This process includes the transfer
of debts and bad loans of the above mentioned banks to the state owned Slovak
Consolidation Bank (the estimated total of
$2.01 billion),36 where they will be paid-off
through public sources. Sanitized (i.e. heavily
subsidized) banks will then be ready for sale.
In this process, the state is selling its last profitable companies which have the potential to
cover the growing needs of the so called nonproductive sectors, e.g. public transport or
health care, the operations of which are impossible without subsidies. A similar privatization
process is under way in the case of the last
lucrative state companies (e.g. Slovak
Telecommunications). A main reason for such
a state of privatization is the government's
need for 'fast money' to cover the short-term
foreign loans. Since, according to law, income
from privatization is a direct income of the
state budget, it is expected that the raised
funds will never be used for development programs which could in the future replace the
potential income of the privatized banks and
companies that the governments sold.

Legal and economic conditions currently
represent an effective barrier for the development of small, local businesses. Yet, liberal
economist endorse the idea that the more serious the economic problems, the more intense
are calls for people to take initiative into their
own hands and to start their own businesses.
Average small entrepreneurs, however, currently have no chance to acquire a loan from
commercial banks in Slovakia, since they give
only big loans for big companies and require a
mountain of bureaucracy. Credit from commercial banks are, therefore, for the vast majority of the population unaccessible. The banks
are thus not able to solve the problem of high
unemployment, nor the problem of increasing
regional disparities and rural unemployment.
Government has no available resources for
these purposes as well, since resources saved
from cutting of the public expenses are uneffectively being relocated to subsidies for FDIs.

Moreover, FDI certainly creates jobs,37 but it
does not necessarily create more jobs. FDI can
actually destroy jobs. For example, if a foreign
supermarket chains (such as TESCO or BILLA)
were to establish a number of stores in
Slovakia, the number of people hired may not
offset the number of people who lose their
jobs as a result of their smaller grocery stores
not being able to compete with the foreign
supermarket and being forced out of business.
Along with local store owners there are numerous local suppliers who are run out of business as well.

Further, data on the high return of the
above mentioned micro-loan program is very
interesting. It is in sharp contrast with the fact
that almost 30% of loans from state controlled
big commercial banks in Slovakia are classified
loans (i.e. loans which are not likely to be paidback). 35

Myth about reducing trade deficit
The trade deficit indicates the ratio between
exports and imports during a certain period
(e.g. a year) of a given country. A stable and
high trade deficit is not desirable from the
country's point of view, because it means that
its imports exceed exports and that the state
has to earn foreign currency to cover the balance. The major source of foreign currency for
poor countries is the export of raw materials
and natural resources (i.e. commodities with

At the moment, the government, pushed by
the World Bank and the IMF, is preparing privatization of the four largest financial institutions in Slovakia. Since nobody will buy banks
which are indebted due to a huge volume of
bad loans, the government is preparing their
16
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no or a low value added such as raw timber,
aluminium or steel in the case of Slovakia).

analysts, there is no evidence that transnational corporations and FDI promote technology
and development in host countries. On the
contrary, in their attempts to attract FDIs poor
countries themselves subsidize the research of
FDIs and provide the companies with their
software, databases, personal and technical
resources and facilities.

Although FDI may be used to set up plants
to serve export markets, the components and
raw materials they use are often imported.
Thus, if a significant proportion of their output is sold in the host country, their activities
can make the trade deficit worse rather than
better. But even if the private company represents an important exporter and imports are a
significant portion of the production components, its role in the reduction of the trade
deficit is still questionable. Finally, the country
may not see any benefit from the income of
hard currency of the foreign corporations, in
particular if the company applies for tax holidays and other incentives provided by the government.

The program for the Development of the
Automobile Industry in the Slovak Republic
adopted by the government in July, 1998,
includes various projects to support car manufacturers. One of them is the Program of
Research and Development for Car
Production aimed at support of specific
research at universities, Academy of Sciences,
and businesses. The program assumes development of a car production research center.

If, on the other hand, FDI is used to provide
finance for a business serving the local market,
such as telephone services, after the initial capital inflow it will lead to a permanent annual
flow of profits out of the country and thus
worsen the trade deficit. In fact, foreign corporations often repatriate their profits abroad
thus removing hard currency from the domestic market.

Developing countries often believe that
FDIs in their country will finance research and
development and through this introduce technology. In fact, however, there is very little
research and development conducted by FDIs
in developing countries, and that which does
exist mostly goes toward activities related to
adaptation of processes to local conditions or
to technical support and trouble shooting.39
FDI may actually reduce research and development within the host country. In Brazil, for
example, a few major car manufacturers
acquired large domestic auto part producers.
As a result, the research and development
activities of the local firms were downgraded
and their frontier research was relocated to the
parent firms' research and development centers in the home countries. 40

Moreover, during periods in which FDI is
flowing strongly into a country, the exchange
rate of its national currency with the rest of the
world strengthens. This makes imports cheaper, thus exposing indigenous manufacturers to
increased foreign competition and cutting
their profits. Exporters will suffer too, as their
products become more expensive on the
international market. Permanent damage may
be done to both types of business with the
result that when the FDI flow ceases, the country will be in a worse position than previously
to generate export sales and to compete in the
home market. The balance of payments position could be permanently damaged.

There is currently little debate about alternative ways in which technology can be introduced, such as employing individual foreigners who know and understand them.41
Moreover, the debate over the need for introducing technology ignores consideration of
whether these new technologies, which suit
the interests of transnational corporations, are
in fact in the best interests of Slovakia. For
example, new technologies may wind up
replacing more jobs than FDI creates.
Furthermore, some technology may increase
environmental degradation (e.g. increased use

Myth about gaining new technologies
Sylvia Ostry, Canadian academic and former trade negotiator, has stated that, although
there is technology transfer between parent
and subsidiary of a transnational corporation,
there is no evidence of technology diffusion
within the host country.38 According to some
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of fossil fuels, faster extraction rates in logging
or mining practices, etc.). The pursuit of technology is absent of any considerations for a
process of selecting which technologies are to
be introduced, so as to best benefit the host
country.

Department of Agriculture standards. These
factories have a great deal of power over the
domestic market with the result that only 20%
of the price the customer pays gets back to the
farm."42 Small and medium-sized firms are usually highly flexible and competitive: FDI often
threatens their survival. Such a situation arose
in Slovakia regarding the market with dairy
products.

Myth about the increase of a country's
export performance
According to oponents of export-led development, FDI helps a country to become
dependent on new, highly competitive and
highly unstable foreign markets. Both exports
and imports can be expected to increase and
the country will lose the ability to run its own
affairs.

Volkswagen: Since 1991 we have been
trying to help the poor 43
Penetration of transnational corporations
to poor countries follows its own rules of the
game. For example, instead of Volkswagen
first asking the Slovak government to be given
a possibility to operate in Slovakia, it is, in fact,
Dzurinda's cabinet that seeks the favor of the
company. The government offers the company a number of incentives that would put it at
an advantage over other companies. Along
with incentives that are general for any large
foreign corporation, Volkswagen enjoys a
number of special incentives which it successfully lobbied for with active assistance from
special public agencies. This approach is
absurd if we look at it from the perspective of
the so often mentioned sustainable development model. But, judged on purely economic
grounds, it does have its perverted logic: the
economic strength of Volkswagen significantly surpasses the overal economic potential of
the entire Slovak economy. While total 1998
state budget revenues of the Slovak Republic
fell below USD 5 billion, the revenues of
Volkswagen for the same year amounted to
USD 75 billion,44 more than 15 times.45 Free
market advocates argue that the above mentioned economic behavior of the Slovak government simply copies the laws of the nature,
that is, the stronger side defines the conditions. They think this is normal. But there are
others who believe that, first of all, there are no
such laws within nature and, second, that this
is neither natural nor just, and not even economically justified.

The Asian financial crisis illustrates this
point well. The crisis began with the devaluing
of the Baht, the Thai national currency. This
led to regional panic as Thailand was a very
open economy with which many countries in
the region were strongly integrated. Foreign
investors left the region in mass and fast manner leaving behind decapitalized economies
which were extremely dependent on external
funds. As Asia's crisis worsened, countries
dependent on exports to Asia also began
experiencing economic decline. The result
was that the world nearly witnessed the collapse of the global financial system on a scale
not seen since the 1930's. Although the ability
of the United States to absorb the worlds
exports saved such a collapse, there is no such
guarantee for the future.

Myth of increased competitiveness in
the country
The truth is that FDI could well lead to a loss
of competitiveness if it increases the barriers
to entry in the sectors in which it operates and
thus makes it more difficult for new competitors to become established. The Irish economist Richard Douthwaite explains the experience in Ireland, "in 1973, when there was a
bacon factory in almost every Irish town, half
of the price the consumer paid for pork and
bacon got back to the farmer. Today, in order
to be able to export world-wide, only six pig
processing plants are left, all built to US

According to the Slovak government, other
states also "are striving to attract foreign
investors by granting them financial incentives
(tax concessions and holidays, zero customs
duties on imports, state grants for research and
18
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asts who tried to revive them after the revolution. The problem for the producers is that they
must sell electric power to the state at low
prices and, as a result, the return on the costs
of the project is much too slow; while at the
same time, the banks would not extend them
anything other than short-term investment
credits. Instead of financial incentives and
institutional support for a foreign car manufacturer, the country could derive incomparably greater strategic, social and environmental
benefits from introducing measures to stimulate the use of renewable sources of energy.

development, assistance in infrastructure
development, etc.) and non-financial incentives (retraining workers at the cost of the host
country, agencies for foreign investment promotion)."46 This is also due to the fact that countries are pushed by the World Bank to attract
FDIs. If Slovakia did not actively seek FDIs, the
investments may pass on. The question still is
whether investments of such type bring benefits which exceed the losses. To answer this
question one would need to know what the
company will receive, in a direct or indirect
and financial and non-financial form, from the
government in total and what the overall societal benefits are from the company. At the
same time the cost-benefit analysis concerning
such subsidies should be made for cases that
they would be used for alternative purposes.

Another question which remains to be
answered is why the very extensive incentives
described above have been granted to a foreign car manufacturer rather than to other subjects, even including those operating in the
same sector, whose need for them is incomparably greater? For instance, they could have
been granted to the manufacturers of buses of
which there is an acute shortage in Slovakia.
They could be used to improve the quality of
public transportation which is falling every
day, although it daily serves hundreds of thousands of people. They could help preserve
thousands of jobs, not only for the producers
or drivers of buses, but also for a large number
of people from rural areas whose job opportunities are threatened because of deteriorating transport connections. It is strange when
the government, in the effort to reduce the
trade balance deficit decides to grant extensive advantages to a foreign car-manufacturer
and at the same time it defends giving priority
to foreign bus manufacturers over domestic
ones. 49

There are many areas which, if there were
government incentives stimulating their development, would bring significant benefits to
society. One of them is use of renewable energy, e.g. through the small hydroelectric plants
(SHEP). A total of 3,097operational SHEPs
were in existence in Slovakia in 1930. Their
total installed capacity was more than 37 MW.
During the fifties and the sixties, an overwhelming majority of them fell victim to the
socialist generation of electric power.
According to the estimates of specialists, SHEP
could use hydro-energy potential of smaller
rivers and streams to generate around 1,220
GWh/year, while the current use is only 11% of
this figure47 (the Gabcikovo hydro-electric system, one of the most controversial dam projects
in Europe, generates just over 800 GWh/year).48
In addition to the fact that the SHEPs produce
electricity in an incomparably more friendly
manner than large hydroelectric plants or
nuclear power plants, they could also contribute to a strategically important decentralization and diversification of electricity production, a number of people could be involved
in their construction and operation (and in
the production of individual components)
and, in particular, they would be more costeffective and would cover the needs of their
immediate surroundings. Current legislative
and economic conditions constitute a perfect
barrier to a more intensive use of SHEPs and
have already discouraged most of the enthusi-

Similarly one could address the government's approach towards the railways, which
are about to lay off twenty thousand employees (Volkswagen Slovakia employed approximately 6,500 workers in July, 2000).50 What
objective reasons are there for meeting the
needs of a private car-making plant by building one thousand new flats, a railroad station,
a highway approach road leading directly to
the entrance gate of the plant, by adjusting
labor market policy and by adapting the curricula of state schools, by reducing the harshness of important legislation, etc.?
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Similarly, one could think about energy savings, development of combined transport, use
of natural gas for the city transport, small
enterprises, and so on.

behavior they will likely be boycotted by most
transnational institutions and financial groups
and would receive heavy pressure from the
powerful rich countries to reverse their policy.
The net result is that no country has the
courage to break from the destructive game
because they are unconvinced of alternative
economic development strategies that do not
require a great deal of external economic participation.

Race to the bottom in postcommunist
Europe
The Race to the Bottom theory states that
countries compete fiercely with one another
to attract the most FDIs in order to obtain the
somewhat mythical benefits mentioned above.
In this competition, nations offer ever growing
financial and other incentives in the hope to
attract the FDIs at the expense of the taxpayers
and local businesses. The result is an overall
loss for the competing countries while the
transnational corporations win even greater
benefits. Poor countries which desperately
need assistance thus subside to uncomparably
stronger economies.

What is needed then is to push for more
democracy and transparency in the economic
decision-making of government and support
economic development based on domestic
production and greater local self-reliance
rather than the export led development strategies currently in vogue. However, if such
strategies are to successfully change the policy
of the national government they must follow
the substantial change of the policies of the
Brettonwood institutions.

Unfortunately, however, it is difficult for
one country to opt out of the game. If a country decides not to engage in such destructive
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EFFECTS OF SELECTED
SECTORS

their coverage, downsize their staff and
increase their rates to make up for the lost subsidies. This, in turn, reduces the number of
passengers, many of whom resort to using passenger cars, causing the situation to deteriorate even further.

PUBLIC TRANSPORT
It is worth noting that the international
financial institutions generate pressure to
eliminate subsidies from public transport systems and, at the same time, turn a blind eye to
the incredible waste of public funds spent on
highway construction.

The system of public transport, inherited
from the notorious Communist past, represented (until quite recently) one of the few
comparative advantages available to Slovak citizens. The system worked relatively efficiently,
was affordable, and people were accustomed
to using it often. After the fall of Communism,
the system began to disintegrate. Reasons for
this decline include, both the government's
massive highway construction program that
consumes enormous amounts of public funds
and a lack of interest of the government in creating an environment that would stimulate the
development of public transport.

In 1995, the cabinet of VladimiIr Meciar initiated an ambitious highway construction program, unprecedented in terms of investment
costs. According to the plan, Slovakia was to
build 450 km of highways in 10 years. Cost estimates grew progressively, from $1.73 billion
in 1993 to $6.9 billion in 1998. The program
was to devour (some 10% of funds available in
the state budget) at the expense of other sectors. Since the government was unable to provide sufficient funding from local sources, it
turned to foreign lenders, who are now financing most of the project. As a consequence, the
highway construction program became one of
the main reasons behind Slovakia's mounting
foreign debt (from US$ 3.6 billion in 1993 to
US$ 10.5 in 199951 ). There is no document
available to substantiate the economic viability
of these investments. No analysis has been
made justifying the need to develop the highway network at such a pace. The decisions
behind the program were not made in a transparent and democratic fashion (e.g. bending
of laws, manipulation of EIA processes); moreover, the process of economic planning took
no account of externalities. The overall environmental impacts of the program have not
been considered, nor has it been analyzed
from the cost-benefit perspective. The authors
did not even bother to explore and compare
systemic alternatives to the program.

The Slovak transportation policy is constrained, more than any other sector, by the
interests of international financial institutions.
This is due to the fact that public transport systems are generally dependent on public subsidies. Therefore, any across-the-board cuts in
public spending have the imminent consequence of reducing their scope and quality.
Railway companies, regular bus operators and
city transport companies are forced to reduce

State subsidies for highwyas
and public transport

The second driving (and complementary)
factor behind the demise of Slovakia's public
transport system is EU transport policy. The
EU pursues its interests through political
means (pressure to harmonize Slovakia's trans-

Note: no more data available
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port policy with that of the EU through the
pre-accession process) and financial means
(lending and other financial support policies
made available to countries aspiring to EU
membership). 52

their standard cures are generally beneficial
regardless of local conditions.
There are a few areas where the failure of
IMF recipies becomes more apparent than in
the area of public transport. Indeed, the
sphere of public transport consumes considerable
amounts
of
public
funds.
Notwithstanding the unquestionable environmental benefits of public transport in comparison with passenger cars, the development of
many Slovak regions and the employment of a
considerable portion of the Slovak rural population are depended on public transport. The
collapse of the public transport system has
tough social consequences, contributes to the
spread of poverty and deepens the unhealthy
economic disparities among regions, all of
which is at gross variance with the declared
priorities of the Bretton Woods institutions.

As a result, Slovakia's transport policy has
remained consistent over time despite frequent changes of governments with conflicting political interests. This transport policy:
-

places emphasis on individual transport
as opposed to public transport,

-

places emphasis on road transport as
opposed to railway transport,

-

places emphasis on the construction of
international corridors as opposed to
developing local networks.

At the same time expensive construction of
international highway corridors is one of the
major factors of deepening the regional disparities. According to the civic organizations
transport policy of the government sentence
"the citizens of half of Slovakia into a position
of citizens of the lower category. This is
absolutely unacceptabe and it also contradicts
all of its [government's] declarations on the
support of the development in economically
weaker regions. On the contrary, the state
offers a strategy, according to which it will be
taking from the poorer regions suffering from
extreme unemployement and give to the richer ones: during 2001 and 2006... the regions of
part of North-West Slovakia would receive
$1 billion while the development of the
trasport infrastructure of the Kosice, Banska
Bystrica, and Nitra counties would get only
$0.1 billion in total." 53

Railway transport
The Slovak Railway Company (Zeleznice
Slovenskej Republiky, ZSR) is in a catastrophic
condition. There are several reasons for this.
ZSR does its business under much less favorable conditions than road transport operators.
Unlike road transport operators, ZSR must
finance the development and maintenance of
its infrastructure from its own resources,
whereas the road infrastructure is developed
and maintained by the state. This principle is
also applied in the credit policy of international financial institutions. 54

Transport of goods
(thous. ton)

General cuts in public expenditures have
traditionally been a part of macroeconomic
recepies of the IMF. At the same time, the IMF
does not conceal the fact that its expert teams
lack expertise in the area of environment and
sectoral development. The IMF even admits to
having little knowledge of local conditions in
the territories for which it suggests macroeconomic recipies. According to IMF officials,
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Railway transport

The transit transport in Slovakia started to
shift from the railway to roads in 1991.
Compared with 1989, the total volume of
goods transported on the railways shrank to a
half, while the business of trucking companies
boomed. ZSR lost one of its few profitable
lines of its business, through which it was able
to cross-subsidize passenger transport fares.

the government unexpectedly reduced the
originally pledged subsidy to ZSR by $5.9 million. As a reaction, ZSR decided to offset this
relatively low amount by putting more than
400 rail connections out of service. Given the
total estimated loss of ZSR ($98 million), this
decision indeed seemed absurd, although it
was a true reflection of the government's transport policy. These 400 abolished rail connections represented 7% of all connections; some
regions, however, lost up to 20% of their rail
connections. ZSR communicated its abrupt
decision to the public only two weeks before it
took effect. A similar situation occurred at the
end of 1997. The last wave of abolishments (so
far) came in May 2000. In addition, the government increased public transport fares
twice (by 20-30%) only in the course of 1999.

Between 1992-1998, the management of
ZSR stripped the company of a large portion
of its assets, e.g. by providing unreasonably
generous discounts to, or concluding obviously disadvantageous agreements with companies that supported the ruling coalition. For
example, ZSR purchased railway cars from the
Slovak firm of Tatravagonka Poprad through
an unknown British company. While
Tatravagonka sold one car to the British company at SKK 3 million, ZSR paid double that
price to the British company.55 Instead of
bringing appropriate criminal charges against
the ZSR top managers, the new government
only used this fact to enforce further restrictions on ZSR.

With approximately 50,000 staff, ZSR is the
biggest employer in Slovakia. In April 1998, the
then Slovak Deputy Prime Minister, Sergej
Kozlik, announced preparations to lay of
25,000 ZRS employees. Slovakia took the first
important step towards performing this plan
by signing a loan agreement with the
European Investment Bank (EIB) .56

For many years, the government did not fulfill its contractual obligations towards ZSR by
failing to cover the loss incurred by ZSR in providing its services in the public interest as
ordered by the government. This is the main
reason for the company's cathastrophic financial situation which forced it to ask for new
loans, especially short-term loans. The debt of
the government toward ZSR is estimated at
$0.21 billion from the total debt of ZSR of
$0.8 billion in July 2000. ZSR is thus sinking
into deep financial difficulties resulting in it
having to pay old loans with new ones. As a
result, ZSR infrastructure is in an appalling
condition: only 8.4% of tracks are fit for a
speed of 120 km/h and 17.9% of tracks for 100
km/hour. Many tracks (mainly local ones) are
on the verge of inoperability. Railroad cars are
in a similar condition.

Expenses and state
subsidies of railways
SKK bln

The government attempted to solve the
problems of ZSR (for which it is largely
responsible) by applying the typical methods
prescribed by international financial institutions - subsidy restrictions. At the end of 1995,

expenses
state subsidies

23

EFFECTS OF POLICIES OF THE BRETTON-WOOD INSTITUTIONS IN SLOVAKIA

The IMF and EIB in tandem

There was no discussion about these conditions. In the middle of July 1999, the media
reported that "the government and the ZSR
were given two weeks to reply to the conditions, and if they agree to meet them, the EIB
is ready to immediately provide the loan."59
Jet-speed. The reaction of EIB representatives
to the protest letter from the Center for
Environmental Public Advocacy dated June
2000, to the president of EIB, Brian Unwin,
was simple: "The proposed restructuring measures in this case mirror those agreed over
recent years between the Bank and virtually all
railway companies in the ten Central and
Eastern Europe countries which have applied
for EU membership." 60

In early July 1999, the EIB utilized the
cathastrophic economy of the ZSR and provided the company with a loan worth EUR 200
million (SKK 9.8 billion) for its 'upgrading'.57
The initial tranche of EUR 120 million was disbursed in September 1999 for financial
restructuring, i.e. extending the maturity of
short-term credits into the longer term. The
remaining EUR 80 million is to be be used to
upgrade selected tracks so that they can gradually be integrated into international corridors
of interest to the EU.
The loan was celebrated as Slovakia's breakthrough from international isolation after the
fall of the anti-democratic government of
Vladimir Meciar. However, the peculiar loan
conditions of EIB, which Slovakia undertook,
stayed out of the limelight. These are:
-

To increase the prices for personal transport by an additional 30 per cent within
a year;

-

To cut state subsidies to ZSR (which compensate the losses of ZSR due to obligatory performance in the public interest
requested by the government) until 2007
to a level of less than 31% of that of 1999;

-

To cut payroll by 30 per cent by 2007 (i.e.
fire approximately 18 thousand employees in total, which means some 3 thousand a year);

-

To shut down 20-25% of freight railway
stations;

-

To sell unused freight wagons;

-

To reduce the ratio between operational
costs and revenues from 130-140% to
under 100% by 2003;

-

To reduce in the length of the railway
network by closing or privatization of 32
lines by 2002. 58

In June 1999, the loan conditions were
translated
into
the
"ZSR
Economic
Stabilization and Transformation Plan", which
is the basic strategy development paper of the
ZSR and will have to be implemented. By the
end of May 2000, the ZSR published their railroad schedule. Citizens of Slovakia have
received a 3.3% cut in railway lines, i.e. a reduction of 700 thousands of train kilometers for
public transport.
According to the Trade Unions of the
Railway Workers, the contry's interests are seriously damaged by the beginning decline of
ZSR under the pressure of the EIB. "The result
of this policy will be a continued spiral of
incresing prices and losses as well, which will
have to be covered by subsidies and loans."
The trade union concludes such a policy is not
acceptable.61 The loans like this for the Slovak
railways will be paradoxically enjoyed most by
the highway construction companies and car
industry and not by the Slovak public dependent on public transport.

Slovak Bus Transport (SAD) and City
Public Transport (MHD)
From about 5,400 buses operated by SAD,
as much as 85% are past their useful life span
and 1,000 are older than 10 years, which is critical in technical terms. Given the lack of funds,
both SAD and MHD are forced to extend the
useful life of buses beyond critical limits.

The conditions of the EIB which have been
imposed on ZSR are nothing less than the
implementation of a classical structural adjustment program in railway transport: cuts of
subsidies, layoffs, cancellation of lines, selling
off of the parts of important infrastructure.
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Slovak Bus Transport (SAD) and City Public Transport (MHD)

various SAD companies to cancel hundreds of
regional connections all over Slovakia, and
threatened municipalities with the cancellation of regional connections unless they
agreed to pay contributions toward their operation. The cancellation of bus connections has
had a dramatic impact on the life of people in
rural areas, for whom the bus is often the only
means of transportation. Many find it extremely difficult (and sometimes impossible) to
commute to and from work. Many bus connections were re-routed. In many cases, the
new routes are much longer than the original
ones, which extends travel time, forces passengers to change buses, and increases the fare
(often by as much as 100%). Poor bus connections impair the quality of life in many municipalities, particularly in villages at the end of
the route.

Expenses and state
subsidies of city transport
and bus transport

For example, SAD company conditioned
keeping the important bus connection for the
isolated village of Dubakovo, Central Slovakia,
by the payment of annual contributions worth
SKK 120,000. At that time, this amount of
money represented almost half of the total
budget of the village. Some villagers from
Turecka lost their jobs due to absent bus con nections, and some schools in the region had to
move the beginning of classes to a later hour
due to the late arrival of buses. From April to
November 1997, 24 young people moved out
of the village of Mociar in the district of Banska
Stiavnica because there were only 4 bus connections to the village per day and none dur ing weekends.

On the one hand, the government requires
that SAD and MHD provide passengers with
various social discounts (for children, students, pensioners, conscripts, the physically
challenged, and so on). On the other hand, the
government reimbursed only 55% of losses
incurred by public transport operators in connection with the provision of these discounts.
At the same time, similar to the case of railways, the government for years refused to
compensate these operators for losses arising
from the provision of services in the public
interest (services required by the government). The government is thus the largest nonpayer, and the direct reason behind the financial difficulties of public transport operators.

Significant and repeated increases in prices
of city transport affected predominantly the
poorer inhabitants of all Slovak cities as well.
In August 2000, a new system of tranport
pricing was introduced in the city of Banska
Bystrica, former capital of central Slovakia.
Although the official statement of the transport
operator declared a decline in the price for a
single drive in the city from SKK 10 to SKK 8, in
fact the price of city transport significantly
increased. "Hidden" changes included e.g. cancellation of the so called free tickets for a fixed
price for a certain period of time. Such tickets

The massive cuts in subsidies led to the cancellation of many bus connections between
metropolitan and rural areas. At the end of
1998, the government abruptly decided (in
order to save several dozens of million
crowns) to reduce subsides pledged to public
transport operators. The government forced
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were replaced by chip cards with credit from
which each individual drive will have to be
paid. In the case of one bus drive to work and
back daily, each adult person will now pay
SKK 480 a month compared to SKK 380 of the
monthly free ticket before the changes (i.e. a 26
% increase). If he/she will have to make two
drives to and from work every day, the monthly transport expenses will increase by another
SKK 340 (i.e. by more than 90 % in total). The
same comparison of the new system with the
quarterly free ticket represents the price
increase from 47 % to 120 %. A family with two
kids attending school by bus will now pay at
least one third of the minimum wage just for
city transport. In the case all members of the
family will use two drives to and from a
work/school, the total monthly transport
expenses will exceed half of the minimum
wage.

We can expect that public transport companies will be partially privatized. Considering
the overall culture of privatization in Slovakia,
the privatization of SAD and MHD will likely
strip these operators of the few remaining
lucrative assets they still have. One can hardly
expect private operators to thrive in a business
where subsidized public operators report
long-term losses.
The government intends to expurgate the
indebted public operators especially by turning them over to municipalities within the
process of public administration decentralization. However, the municipal authorities are in
a critical financial situation and will not be
able to finance something that the central government has neglected for such a long time.

ENVIRONMENTAL
PROTECTION

Perspectives of public transport

62

Assuming that the integration of IMF general recommendations into the Slovak transport
policy will continue, Slovaks will have to face
additional cancellations of bus services (especially "ineffective" regional ones), higher fares
and fewer social discounts. This kind of policy
has so far led to a reduction in the number of
passengers, which reduced revenues and
impaired the economic and development
potential of public transport operators.

Similar to the political dissent in the Czech
Republic, the framework of the active citizenry
in pre-revolution Slovakia was the advanced
and mixed environmental movement. In the
second half of the eighties, this movement
became one of a few groups with an established structure, communication system, professional background, influential leadership
and strong membership base ready for active
involvement in the cast of the communist
regime. Practically all the leaders of the prerevolution environmental movement in
Slovakia were therefore at the birth of the revolution in Slovakia. Many of them soon came
to important jobs in the government, parliament and local state administration. They
became carriers of major changes in the field
of environmental protection, especially in the
environment
at
both
the
federal
(Czechoslovak) and republic (Slovak) levels.
Special parliament committees were established, and preparation of environmental legislation was started. However, it was very soon
shown that these changes were insufficient
and soon eliminated by the quick progress of
economic liberalisation.

Transport of passengers
by public operators
('000 persons)
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Inheritance of Communism

Following a phase of steady support for the
competence of institutions oriented towards
environmental protection (the budget maximum in 1992), there was a quick limitation of
support from 1993 to 1998. In this period, the
funds for the whole sector were gradually
reduced, e.g., subsidies to the State Fund for
the Environment were slashed (from $32 mil.
in 1992 to some $4.1million in 1997 and 1998).
In a situation where the subsidies to this fund
were reduced to a historical minimum and its
debts were breaking records, all line-items
with a direct or indirect influence on the environment were significantly reduced.

(Regional environmental offices were subordinated to the Ministry of Interior, 121 county
environmental offices were cancelled). The
support of non-governmental organisations
that in many areas supplied or obviously
improved the quality of work of the state institutions was also reduced to a historical minimum. The Ministry of Environment became
more or less an appendix in the governmental
cabinet with poor influence on real economic
development. On the other hand, the position
of economic sectors was significantly reinforced.

Inheritance of Communism
E.g., investment in the recovery of Žiarska
kotlina (the Žiar basin) was reduced from $1.5
(1996) to less than $0.3 mil. (1998)63, investment for the program of support of energy savings was reduced in 1998 to a third of the balance in 1996, investment in the modernisation of railway tracks was reduced from
$17.2 mil (1997) to $6.8 mil. (1998), the support of the development of combined transportation was reduced from $3.9 mil. (1997)
to $1.6 mil. (1998), etc.

From the environmental point of view, the
basic position of the Slovak economy after the
fall of communism was extraordinary adverse.
It was formed by obsolete, inefficient, energy
intensive and environmentally destructive
industry (mainly metallurgy, chemistry and
armament) whose structure did not correspond to the requirements of the country64.
Agriculture was characterised by high external
inputs and high levels of use of chemicals. The
economically exhausted society not only
inherited from the old regime megalomaniac
projects in progress that absorbed billions of
crowns and which were the germ of environmental problems in the future (e.g., major
water dams, nuclear power plant, industrial
business), but also inherited a deteriorated
and ineffective infrastructure. To this we need
to add the decay of Eastern markets, the nonconversion of the armament industry and the
active policy of Brettonwood institutions in
Central and Eastern Europe oriented towards
the opening of weak economies to international competition and their liberalisation.
These factors soon resulted in new emerging
problems that until then had not been known
by the post-communist region - abrupt increases in unemployment and loss of some social
security.

The Ministry of Environment belongs to
one of the sectors most affected by restrictions. It gradually lost some important competencies and released a major part of qualified
staff (from 1996 through 1997, the number of
employees in the sector was reduced by 32 %).
The insufficient quality of the personnel apparatus and the reduction of its working capacity
resulted in the inability of offices to implement legislation or in the direct breach of legislation by the staff of the sector (e.g., in events
of the benevolent approach of environmental
offices against businesses privatised by their
party colleagues or a leak of funds for the
elimination of environmental debts of privatised companies). The volume of penalties
imposed by environmental offices for the
breach of laws on water, air, waste and nature
protection was gradually reduced, not to mention that imposed and unpaid penalties were
enforced to a steadily lesser degree.

In this situation, none of the post-communist governments in Slovakia were able to construct a strict environmental policy toward
industry.65 Governmental policy was characterised by the lack of courage to implement
principal changes in the business sphere,
although it had enough information and proof

The legislation activity of the sector was significantly reduced. The special state administration for environment was liquidated
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Devaluation of Legislation

of its necessity. The bankruptcy of some
important industrial pollutants66, or the temporary reduction in use of chemicals in the
agriculture is the result of economic crisis, not
of meaningful environmental policy.

Marginalisation of the importance of environmental protection in Slovakia was also
reflected in the devaluation of legislation. Two
examples:

Thus, during the last ten years there were
almost no structural shifts towards an
increased level of finalisation of the production and preference of environmentally sound
branches, nor to the reduction of material,
resource and energy demand. No legislation
framework was created which would sufficiently stimulate prudent business, trade, production and consumption. No effective economic tools were adopted for the benefit of
environmental protection (tax, subsidies, etc.)
thus steadily disrupting the basic principle of
environmental policy - the polluter pays. There
was no required internalisation of externalities, i.e., economic consideration of the
adverse impact of production and products on
the environment. Therefore, no sufficient
sources for the compensation of environmental damages were created. The privatisation
process hardly considered environmental
aspects.

In December 1998, the Slovak parliament
approved at a shortened legislation proceeding the amendment of laws regulating air protection. According to the original law, state
bodies were obliged to suspend or limit the
operation of such polluting sources that, since
1991, had not achieved the prescribed emission limits by December 31, 1998. The new legislation postponed this deadline by another
eight years, thus legitimating the non-performance of legal obligations. According to surveys
at that time, the limit was not complied with by
approximately a third of large and medium
polluters. According to the government, their
eventual removal from the operation, "could
cause major economic and social damages."68
Until 1993, the water law allowed state bodies to approve exceptions for emission limits
of pollutants into water flows for a period of
one year. The state regularly utilised this competence in a very generous way and thus the
strict legislation for water protection almost
lost its meaning. Almost no municipal waste
water treatment plants (WWTP) met emission
standards. Their reconstruction and modernisation were postponed every year and thus the
parliament adjusted the legislation in 1993 to
allow for one-time prolongation of exceptions
for WWTP for up to 10 years. However, the
state hardly invested any funds into the modernisation of WWTPs. In addition, emission
limits became even more restrictive. If WWTP
did not comply with limits in 1993, in the year
2000 they comply even less and the reconciliation of their operation with standards require
even more funds (the actual estimates are
approx. $634 mil.). However, the funds are
missing, because the state has steadily reduced
the subsidies, e.g., to the State Environmental
Fund, from which WWTP were until now funded. After the expiration of exceptions, we can
anticipate strong pressure from WWTP operators on either the renewed prolongation of
exceptions or for the moderation of limits.

On the other hand, internal policy frequently domesticated the myth that environmental
protection is a burden that cannot be carried
by the given status of the economy and is an
obstacle
to
economic
development.
Neoliberals called environmental protection
as just icing on the economic cake which need
is disputable since there is no evidence that
the environmental degradation exists.67 Thus,
the actual objective of economic restructuring
became the increase of economic productivity, privatisation and growth of export without
consideration for social and environmental
consequences, massive support of foreign
multinational companies and provision for
comparative disadvantages of the state for
their benefit. The result was the gradual limitation of the legal possibilities of the state to
influence the behaviour of private business, a
tremendous boom of corruption along with
the growth of environmental and social problems.
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Forestry

Although the approximation of the Slovak legislation to the EU directives should provide for
a tightening of standards, the Slovak government has already prepared the soil for the
acquisition of an exception from the EU in this
field.

governmental programs is characterised by
the contradiction between the proclamation
for the benefit of the sustainable development
and the real practice promoting unsustainable
trends in individual sectors.
Thus, phrases on sustainable development
have become almost a protocol part of every
official development program, although they
lost their original meaning long ago. This was
completely substituted by the philosophy of
"icing on the cake", humorously expressing the
neo-liberal approach to the environment and
to externalities overall.

And it is also preparing another elegant
step to get rid of this burdensome problem.
The administration of municipal WWTPs is
presently a state business. The governmental
program for the decentralisation of the administration anticipates a shift of the major part of
the competence (including the administration
of WWTPs, but also of schools, water mains,
part of public transportation) on municipalities and cities. Until the term of conciliation of
the operation of WWTP with standards, the
local governments will be responsible for the
WWTPs. In addition, many observers of this
process warn that the transfer of the competence from the state to local governments will
not be parallel with the delimitation of financial funds required for the exercise. But if the
state would shift all funds to municipalities
which it presently has available for that purpose, the municipalities would not be able to
do more than the government has already
done. The economic problems of cities and
municipalities can thus even be increased.

Forestry
The major factors for the poor state of the
Slovak forests are unsustainable forestry practices, especially during the last three decades.
Traditionally, the forests' ability to produce
wood has been the only or at least the most
preferred function of the forest ecosystems.
This approach has been for a long time the
basis of forest management in Slovakia and
presumes nothing has substantially changed
since the fall of communism. Moreover, new
factors endangering the country's forests have
emerged, namely, pressures of international
institutions focussed on implementation of
the classical neoliberal scheme. Such pressures
do not allow for change of forestry practices,
but rather focus on the implementation of a
classical neoliberal scheme in the sector which
policies include:

The decentralisation of state power to local
governments is generally a positive process.
However, under present conditions it can
force municipalities and cities to an even more
intensive hunt for quick resources of income
without consideration for its long-term social
and environmental impacts. It is also quite
probable that the weakness of local governments drowning in economic difficulties
against corruption and lobbyist pressures will
not be less than in the case of state bodies.
There is a critical situation in the field of
application, compliance and enforcement of
environmental law,69 which reflects the governmental priorities that are marginalising the
environment and insufficient sources. This is
also valid for the implementation of positive
plans embedded in the state environmental
policy and other sectoral environmental policies. The majority of development concepts or

-

cuts of state subsidies for the protection
and restoration of forests,

-

liberalization of the trade in timber,

-

export oriented timber industry.

Statistically, the total area of Slovak forests is
gradually growing. Since 1920 it grew from
15.500 km2 by almost 29 % to the current
19.900 km2 (this means 40,6% of the Slovak
territory). The area of protected forests is 8.300
km2 , e.i. 41.7% of the total forest area. This statistical data became a mantra for forest own29
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ers as well as the forest industry, both of which
are trying to increase logging. The data, however, does not say anything about the quality
of the forests, their functionality nor their stability. Statistically high level of forestation in
Slovakia does not take into account differences
between plain area as a result of clear- cut and
a forest. This statistic also does not differentiate
between three-hundred year old primary
forests rich in humus and biodiversity, and
unstable monoculture stands which have only
been growing for a few years. The statistical
trends showing a constant increase of forest
areas since 1920 are an illusion as well. This
increase was mainly the result of administrative changes when land was exchanged
between the category of agricultural land and
the category of forestland. Similarly, the high
percentage of protected regions does not say
anything about the real quality and level of
their protection. In fact, logging activities and
practically any other forest management activities in forests may be executed in all protected
regions of Slovakia. In practice, the level of protection in a given region merely means the
level of administrative barriers to be overcome
in order to obtain a license for forest management harvesting activities in these regions. In
the largest and the most important protected
area, the High Tatras National Park, forest harvesting activities are carried out in the entire
region, including all reserves. 70

tive and enforceable mechanism to enable not
only the distribution of subsidies based on
real priorities, but the monitoring of their use
and sanctions on their abuse. The real state of
the Slovak forest only underlined this urgent
need.
The IMF and the World Bank proposed
other solutions, which resulted in radical cuts
of state subsidies for forest management in the
90's, which is in sharp contradiction with the
continuously increasing costs of forest management due to the growing degradation of
the forests. In 1999, legitimate needs for funds
from the State Fund for Forest Development
(SFFD) were $32.5 mil., yet the Fund only paid
$10.3 mil. In 2000, forestry activities officially
identified as public interests have been limited
to a minimum level.71 The Fund is intended to
provide financial help in cases when forests
are not capable of reproduction under common commercial activities and its finances
should serve mainly for reforestation, planting, damming forest creeks, etc. For example,
in 1990 the state spent more than $35 mil. just
for tree planting, while in 1998 it spent
only$14.4 mil. for the same purpose.72
Shortage of resources also prevents qualified supervision of forest management and
maintenance. Most importantly, though, with
the cut of state subsidies, there was no significant review of subsidy priorities and monitoring of how the remaining funds were actually
used.

The real state of Slovak forests is alarming.
More than 40 % of logging in 1999 was
accomplished by unsustainable clear-cut methods. The density of forest roads is growing,
calamities and diseases are on the rise, closed
forest complexes become clear-cut areas, and
the water-retention capacity of the forest is
decreasing, which is subsequently multiplying
the impacts of floods.

"Environmental" therapy according to
the World Bank
In early 1993, the World Bank started negotiations with the Slovak government on the
project entitled "Ecological Management of
Forests in Slovakia". Its goal was to stop further
forest degradation and to promote a transfer
of ownership in the forestry sector (e.g. privatization of extraction/logging and transportation of timber, the only potentially profitable
forest management activities). 73

Cuts in state subsidies
State subsidies were traditionally abused in
Slovakia. The original purpose of state subsidies was often ignored and state funds were
used to finance activities which directly contradicted their original purpose (e.g. to build
roads into forests, to purchase heavy logging
equipment, etc.). Therefore, after the fall of
communism it was necessary to find an effec-

The total expenses for the project were estimated at 190 mil. USD. The Bank was to provide the 90 mil. USD as a loan. The loan was
designed for the purchase of logging equipment, pesticides, artificial fertilizers for forest
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application, the building of new roads into the
forests, broadening of existing forest roads,
providing the forestry authorities with new
cars and computers, planting faster growing
trees for the energy sector, etc. These articles
had nothing in common with "ecological
improvement" of forest management at all.

In its September 1993 aide memoire, the
World Bank mission expressed its concerns
about Slovak export quotas and licensing system dealing with the export of timber and saw
woods. According to the Bank, "this system has
a cumbersome administration and the potential to damage the timber market. It can be
manipulated and does not increase the national income. We recommend to change export
limits for timber to an export surcharge, and to
withdraw limits for saw wood. The surcharge
would be successively suppressed during the
next five years."

Since the forestry sector has not been financially profitable in Slovakia for a long period of
time, the World Bank calculated a huge increase
in logging, from 4.4 mil. m3 in 1991, to 11 mil.
m3 in 2030, and even further increase in later
years.74 According to its experts "the potential
of biological extraction is substantially higher
than current logging and [this potential - comment of the author] will be growing further
from current 8 mil. m3 to more than 10 mil. m3.
It seems therefore, that extraction volume could
increase without threatening the principle of
sustainable yields." The Bank presumed that
part of the loan would be paid off directly by
timber trade and export. 75

All negotiations regarding the project were
conducted without any participation of the
concerned citizens and their organizations.
The Bank officials (as well as their Slovak partners in both the government and the forestry
sector) during the preparatory process
refused to provide relevant information on the
project. They blamed protesting civic organizations requesting transparency and demo-

Presumed volumes of wood extraction in Slovakia
according to the World Bank.

real wood extraction

recommended wood extraction by the WB

Sources: Green Report, Ministry of Agriculture, 1990-1993.
Staff Appraisal Report, Forestry Development Project - Slovakia, World Bank, 1993.
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cratic participation in the project development
for a lack of fairness and for publishing incorrect information. Moreover, in conflict with its
own guidelines, the Bank identified the project in category B, which excluded it from the
full EIA procedure.

ously exceeded the planned quotas during the
past twenty years (with the exception of the
extraction of wood from desidiues trees in a
few of the years)78 and therefore the real
extraction exceeds the natural annual growth.
Otherwise, except in the years 1991-1993,
unexpected extraction alone exceeded the
volume of wood that was able to grow.

Strong civic opposition, both within and
outside Slovakia, led to gradual budget adjustments and to changes of the project structure
and finally, in 1995, the project was cancelled.
However, secret discussions between Bank
and Slovak authorities have continued,76
although by the completion of this publication
official works on the preparation of the project have not yet been renewed. Strict recommendations of the Bank concerning elimination of the export quotas and increase of timber extraction, however, were soon filled by
Slovakia. In this case, the pressure of the World
Bank was accompanied by the uncompromising requirements of the EU.

The export of logs was restricted by licenses prior to 1996. Beginning in 1997, due to
agreements between the EU and Slovakia, timber volume quotas were relaxed and, subsequently, export of wood substantially
increased. In 1998, Slovakia managed to
decrease the export of raw wood by introducing export quotas. However, these quotas
were, due to the pressure from the EU, cancelled by the end of the same year. Since 1999,
export of unprocessed wood is subjected to
the so called automatic licenses, which, de
facto register rather than restrict the exports.
The goal of the new governmental program
entitled, "Wood as a raw material of the 21st
Century", is to increase the level of finalized
wood products and substantially increase their
annual export - from $182 mil. to $683 mil.79

Integration into the EU as a tool for
trade liberalization
In 1999, Slovakia exported the largest
amount of timber within the last ten years. Out
of the total extraction of 5.7 mil. m3 of timber,
1.19 mil. m3 of logs and fiber wood and 1.03
mil. m3 of simple unprocessed timber were
exported. Due to a stagnation of the domestic
market, forest management companies have
found themselves in a situation which forces
them to increase forest extraction and to prefer fast profits from the sale of raw material
with a minimum of added value, i.e. to export.
Otherwise, they would not have survived
under the conditions of decreasing state subsidies for the forest renewal. According to
experts, however, forest management requires
$24 mil. more in spending annually than it is
possible to receive from revenues.77

Export-led development in the case of
the paper industry
The cellulose and paper industry is a significant polluter of the environment. It processes
1.6 mil. m3 of wood (around 30 % of the total
extraction in Slovakia) annually and according
to forecasts, the industry will increase the processing of wood by an additional 0.5 mil. m3
by 2010. The industry is one of the most important export sectors. Export rates of the industry since 1994 have continually grown and the
ratio of export to production is currently 65 %
(most of the export goes to EU countries).
Government and industry plan to increase
exports to 70 % of production.80 They justify
the growing export rate by using the argument
that the industry is characterized by low
import demands and thus improves the overall
balance of trade of the country. Such an
assumption completely ignores environmental and social externalities of the industry.81 At
the same time, the industry does not cover the
whole domestic consumption of pulp and
paper products. Imports for pulp and paper

Currently, ten years since the fall of communism, a substantial part of timber is already
exported by private companies. There are
some 800 saw mills in operation and their
capacity far exceeds the logging potential of
the Slovak forestry program. Logging quotas
are based on estimates of natural annual wood
growth, though timber extraction has continu-
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increased by almost three times between 1993
and 1998 in Slovakia.

83

The problem of paper recycling in Slovakia
is one of the characteristic examples of consequences of senseless forced liberalization programs. Existing capacities of the industry for
the processing of waste paper are significantly
underutilized and since prices of the primary
raw materials are low, and legislation does not
encourage recycling, the rate of paper recycling in Slovakia is very low (approximately 35
%). Another important factor is the import of
cheap waste paper from countries with significantly higher paper consumption per capita.
One of those is Germany, where legislation
requires the recycling of more paper than it is
possible to process (recycling rate in Germany
is more than 70 %). Import of cheap - though
low quality - waste paper from abroad pushes
prices of waste paper down on the Slovak market. The current legislation of the EU and the
OECD classifies waste paper as a freely tradable raw material and does not allow for
Slovakia to implement any restrictions to
decrease its import.

POVERTY
The transition from a centrally-planned to a
market-driven economy in the whole of
Central and Eastern Europe has been accompanied by soaring unemployment, sinking levels of real income, growing poverty, significant
regional economic disparities and income differentiation. The burden of the development
policies pursued by individual governments including the policies of international financial institutions that largely determine the conduct of governments - is carried by ordinary
citizens who will ultimately foot the bill.
With this said, the notion of 'poverty' is not
defined in Slovak legislation and official statistics do not recognize poverty as a category. It
seems as though poverty does not exist, at
least officially. This is why Slovakia has no programs designed to support the poor and vulnerable sections of the population. The existing social support programs fail to address the
issue of standard poverty in low-income families, or in families affected by long-term unemployment.

Thus, Slovakia cuts its forests and imports
waste paper from abroad for recycling.
Subsequently, two thirds of the produced
paper is exported again back to the countries
where the waste paper originated. At the same
time this cycle significantly pollutes Slovakia's
environment. In addition, the same cycle,
under the given legislation and economic system, prevents Slovakia from increasing the rate
of paper recycling within Slovakia.

In spite of this, poverty in Slovakia can be
studied and quantified.84 The first open manifestations of poverty occurred after 1989. Since
then, poverty has become a fact of life in a growing number of households and the magnitude
of its social consequences continues to expand.

The incredible over-consumption of paper in
countries with much stricter laws on recycling,
which is by itself the cause of the vast surplus of
cheap waste paper, becomes a criterion for the
level of their development. Average consumption
of paper in Germany exceeds 200 kg per capita,
in U.S. and Canada it is 323 kg. In Slovakia, it used
to be only 68 kg prior to 1997. However, paper
consumption is scheduled to grow to 81 kg by
2000, to 102 kg by 2005, and even to 122 kg by
2010 by the government.82 One will never stop
the "progress".

The proportion of the poor in Slovakia
continues to grow
Although Slovakia is not a country where
the poor live in absolute poverty (the
Subsistence Minimum Law provides a safety
net), the nature of economic reform has put
the social status of many Slovaks at significant
risk. The number of individuals/households
who find it difficult to provide for and satisfy
their basic needs (such as food, clothing, or
housing) continues to grow. A large portion of
the typical household budget in Slovakia is
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spent on food, despite the fact that most
households have downsized their food expenditures to a minimum. The 'self-restraint strategy' is one of the most frequently used ways of
handling a momentary shortage of income.
With this strategy, households often resort to
consuming cheap food of insufficient nutritional value, which, quite naturally, puts the
health of the young generation at risk and signifies potential problems in the health-care
sector. In terms of the portion of the household budget spent on food, such families can
be considered poor.

and/or lack the necessary skills.
The current system of social benefits, particularly if combined with other sources of
income, provides no incentives to seek
employment. Many unemployed people generally expect little (if any) benefits from getting a job. This poverty trap, which comes
hand in hand with the unemployment trap
(mainly long-term unemployment), is largely
attributable to the low cost of labor.
Generally speaking, the income situation of
a household deteriorates as the number of its
members increases. This is why households
with more children become particularly vulnerable to the threat of poverty. Households
with more children are usually at the low end
of the income spectrum. The statistics on
household income and expenditures show
that the average sum of net monthly income
per person in a one-child family falls to 75.3%,
in a two-child family to 65.2% and in families
with more than two children to 51.0% of the
income average for families with no children.
Families with children or one-parent families
oscillating around the subsistence minimum
are thus particularly vulnerable.

Although the per capita index of nominal
net monthly income has been growing constantly since 1989, the real value of net monthly income has been decreasing steadily from
1995. In real terms, the current household
income is 22.4% lower compared with 1989.
The consistent post-1989 increase in the level
of consumer prices of goods and services has
pushed the average cost of living up.
Compared with 1989, the cost of living for
households has increased more than 2.5 times.

The Poverty Trap
Since the income level of most households
with long-term unemployed members falls
below the subsistence minimum, social benefits provide the basic and/or complementary
source of income. Various surveys, whose
respondents include the recipients of social
support, indicate that social benefits are low
and are barely sufficient to live on given the
constant growth in prices. Yet, many of the
long-term jobless are not interested in working

Poverty increases
If we take the 'subsistence minimum' as a
consensual indicator of poverty, then the
number of people living in material indigence
(poverty) increases.85 It reached almost
585,000 at the end of 1999, which represents
10.8% of the total population.
The growing number of people without
jobs or whose income falls under the subsis-

Indices of growth of prices
of consumer goods and services
(January 1989 = 100 %)

Indices of living costs growth
in Slovakia (January 1989 = 100 %)
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tence minimum has impaired the availability
of public funds allocated to the needy in the
form of unemployment benefits and social
support. The sum of public funds thus spent in
1999 reached almost $237 mil., which was 40%
more than in the year before.

Unemployment is a phenomenon inherent
to any economy based on market principles
and represents the potential value lost in the
entire economy. If it takes on a massive dimension and becomes a secondary reason for the
permanent marginalization of a portion of the
population, unemployment becomes a serious
economic or social problem.

The deteriorating economic situation of
Slovak citizens (households) is also confirmed
by the surveys focusing on poverty in Slovakia.
These surveys conclude almost unanimously
that the proportion of the population living in
poverty continues to increase. Based on international methodology86, according to which
the poor are those low-income persons
(households) whose income is lower than half
of the median of the equivalent income in the
society, approximately 10% of persons (and
8% of households) in Slovakia can be categorized as being poor, which is four times more
than in 1992.

Nevertheless, the alarming growth of unemployment and the recent occurences of longterm unemployment show that Slovakia does
have a serious economic problem. At the
beginning of 2000, Slovakia ranked first in
Europe as the country with the highest rate of
unemployment. Given the ongoing process of
globalization and technological development
in the global economy, the chances for
improvement are rather slim. The high rate of
unemployment brings Slovakia into various
financial, organizational and political difficulties and has a negative impact on the social
and economic situation of a large portion of
its population.

The rate of poverty is the indicator of both
the economic health of a nation and its social
solidarity. Poverty has negative consequences
for the whole of society. These consequences
include higher allocations of public funds for
social benefits, social services and other forms
of support. Moreover, poverty brings about
secondary problems that require substantial
resources, such as health problems, crises of
values, declining respect for authorities, the
decomposition of civil society, crises in the
family and social institutions, and other sociopathological processes.

Reasons
The complex process of social transformation and economic liberalization created a
new system of social and labor relationships
and induced a dramatic change in the focus of
economic activities. Post-1989 unemployment
was influenced by several factors.87 In the initial phase, unemployment grew mainly as a
consequence of the defense industry conversion program and the rapid increase in the

Slovaks living in poverty (%)
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cost of raw materials imported by the industrial sector, whose structure failed to respect
domestic demand and the break-up of Eastern
markets. Shrinking demand, soaring inflation,
inflexible corporate structures, domestic products unable to compete on foreign markets,
and subsidies paid to support foreign investments exacerbated the situation even further.88
However, opening the non-competitive economy to the global market, liberalizing its trade
(including the removal of measures that protected the vulnerable domestic sector) and
supporting direct foreign investments were
among the basic recommendations issued by
the International Monetary Fund and the
World Bank from the very beginning of their
operation in Slovakia.89 The still undeveloped
sector of small and medium-sized enterprises,
which continues to be mistreated by the
Slovak government, has been unable to absorb
the workforce laid off from large industries.

physically and otherwise challenged, the insufficiently qualified, the non-qualified and last
but not least, members of the Roma minority.
The long-term unemployed (for more than 12
months) represent a specific category: most of
them do not have incentives to work and most
employers are not interested in hiring someone who has been on the jobless list for so
long (another factor is racial discrimination of
the Roma minority). There are significant
social groups and distinct regions in Slovakia
with an unusually high incidence of long-term
unemployment. The average length of registered unemployment in Slovakia exceeded 12
months for the first time in 1999. This unfavorable trend continued into the year and, at the
end of December 1999, the average length
exceeded 14.4 months. The long-term unemployed accounted for 43% of the total unemployment rate in December 1999, which translated into some 230,000 people without jobs.
Compared with 1998, the number of the longterm unemployed increased by more than
40%. More importantly, the proportion of
young job seekers (below 29 years of age) continues to grow. Young people aged 15-24 make
up the largest group among the unemployed.

As a consequence of demographic development, the number of people of productive age
(those born in the 1970's) increased in the
1990's and, at the same time, the weaker
groups of the population (born at the end of
the 1930's) reached the age of retirement. The
number of women on maternity leave
decreased due to the significant drop in the
number of newborn children; the reduced
length of compulsory military service has also
increased the supply of workers to the market.
In a situation like this, the IMF recommends
that Slovakia gradually increase the age threshold for retirement of both men and women.90

Towards the end of 1999, some 273,000
unemployed received support (on the
grounds of being socially indigent) worth
$324 mil. in aggregate, of which $208 mil. was
paid in unemployment benefits and $116 mil.
as social support in unemployment.91 The rising rate of unemployment has become very
costly and has destabilized the system of public funds through increased budgetary outlays.
The International Monetary Fund - whose policies and pressure towards the further liberalization of the unstable and weak Slovak economy have had abundant negative impacts,
including impacts on employment - recommends that the government curb the growth of
wages in the public sector, reduce the rate of
housing allowances and adopt more stringent
criteria of eligibility for social support and
other types of benefits and allowances. 92

Changes on the labor market
The transformation of the Slovak economy
into one based on market-driven principles
has fundamentally changed the labor market
situation. The first registers of job seekers in
Slovakia opened in February 1990. In those
days, labor offices across Slovakia registered a
total of 1,949 jobless and the rate of unemployment was 0.07% (it has been rising ever
since). In just under two years (February 1990
- December 1991), labor offices registered
301,961 job seekers, which brought the unemployment rate to 11%. Gradually, the 'vulnerable groups' shaped up on the labor market,
such as school graduates and juveniles, the
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Regional disparities continue

Regional disparities continue
to deepen

Villages where unemployment reaches
100% are no longer rare in Slovakia (and their
number is growing). Local inhabitants call the
areas with such villages 'Hunger Valleys'. In the
recent period, however, unemployment has
also grown in the regions perceived as consolidated (e.g. Bratislava).

Unemployment in Slovakia shows significant regional differences. The foundations of
huge disparities in the economic potential of
individual regions were laid long before 1989.
The differences in the economic performance
of individual regions, which became particularly apparent as the process of transformation
unfolded, are also reflected in the rate and
structure of unemployment (the long-term
unemployed). If this trend continues without
appropriate measures being taken to stimulate

The development of unemployment after
1989 shows that the high rate of unemployment is a long-term and chronic problem in
Slovakia. When in early 2000 the unemployment rate exceeded 20%, the government convened an extraordinary cabinet meeting and
announced its determination to address the
problem by pursing an active labor market
policy, involving all the relevant institutions
and applying all the tools and measures available. However, if the structure and rate of
unemployment are to change and similar government declarations are to become something more than just a formal decoration of
today's liberal economic policy, which - along
with the notorious legacy of the Communist
past - is one of the main reasons behind the
alarming unemployment, the government will
have to revise its economic priorities in a fundamental way. Yet, the government is effectively prevented from doing so by the
irrefutable recommendations of the Bretton
Woods institutions.

Unemployement rate
(1990-2000)

employment in the hardest hit regions, these
regions will be marginalized even further and
their problems will continue to grow (mainly
in the southern and eastern parts of Slovakia).
In 1999, as many as 39 out of 79 districts in
Slovakia (i.e. nearly half) reported unemployment rates of over 20%. In 10 districts, the
unemployment rate exceeded 30%. Since
these districts are mainly located in underdeveloped regions, the prospects for their further economic and social development are
indeed faint. Apart from the border regions,
some of these districts are located in areas
affected by the conversion of military production or in areas with obsolete production
structures and/or the prevalence of agricultural production.
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Unemployement rate in districts of Slovakia

Source: National Labor Office

INCOME DIFFERENTIATION

For inhabitants and families that have lost a
part of their resources due to unemployment,
their financial situation substantially deteriorated and their income (mostly from social
benefits) often could not cover the increased
prices of basic life necessities. The number of
inhabitants earning minimum wage was
increased mainly due to the increased number
of pensioners and a substantial increase of
social benefits recipients. The increase in the
socially dependent population (in 1999, it
exceeded 10 %), the high ratio of inhabitants
with income around the minimum level, and
the financially weak middle income level are
in sharp contrast with the increased volume of
income of excessively rich people, who
became rich mainly due to corrupt privatisation. These revenues remain mostly in the
hands of people who acquired them in a dubious way and without social contribution.94

There were significant changes in the development and structure of income over the last
few years, such changes being popularly
described as an "opening of scissors" in the
income of the population. The largest dynamic in income growth was recorded in the business sphere. On the contrary, though, there
was a disproportional development of
employee wages which remained stagnant or
were only moderately increased due to the
adverse development of labour productivity.
The real value of the average net monthly
income of employees started to grow moderately only after 1995. In individual sectors, the
difference in the levels of average nominal
wage significantly increased, with the lowest
level achieved by employees in the public sector. Several regulatory measures of the state in
1991, 1994, 1997 and 1999, limiting the growth
of wages in the non-private sector, and were
pushed for by the IMF,93 further deepened
income differentiation among the population.

The process of significant income differentiation is still continuing.95 It is described by
the last three microcensusses96 in 1988, 1992,
1996, as well as the regular statistical data on
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income and expenses of households. The
average annual growth of income since 1989,
was almost 12%. But the number of recipients
of social care increased more than 10 times.
The long-term dependency of families on state
subsidies was reflected in the increased share
of repeated financial assistance. At the same
time, the number of households in high
income brackets was increased and the number in the lowest brackets decreased. (This
reduction was caused by a legislative regulation which adjusted the minimum income
level and increased the limit of social dependency payments and thus the number of inhabitants in material indigence). During the whole
period, the income from labour activities was
growing faster, especially in the high-income
groups of households. Income from foreign
resources played a major role in this case. In
low-income groups there is still a persistently
high ratio of income from social transfers,
mainly from child benefits, state compensation contributions and contributions from
social dependence.

provider to a specific social group97 is starting
to play an important role, as well as his/her
educational level, job, economic level of the
region, ratio of economically active and supported persons in the household, etc. Another
important factor is the number of members in
the family. Obviously the best situation is
enjoyed by childless households. Households
with more than two children are often in the
lowest income brackets. There are obvious differences in the incomes of complete and separated households. (See also chapter on
Divorce Rate.)
The above mentioned facts show that during the last decade, the income differentiation
in Slovak society has further deepened. By further fast and uncontrolled growth, this trend
can disrupt social conciliation.

In terms of household income structure,
the correlation of the main household
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Demographic
Development

reduction in intensity of migration rate, and
wedding and divorce rates, which are all currently relatively stabilised but at a level different than in the past. Positive trends (relatively
significant decrease) were found only in the
abortion rate, and in the infant and new-born
mortality rate.

The deterioration of the socio-economic situation and the increases in unemployment
and poverty in the last decade which have
affected significant parts of the Slovak population are also causing changes in demographic
characteristics. This shows that economic
weaknesses within families heavily influence
existing demographic development, namely
quick and significant changes in pregnancy,
natality, wedding and divorce rates. Over a
short time, the rate of phenomenons and the
processes which could be influenced by
immediate changes in the individual behaviour of the population (i.e. by decisions of
individuals) have been significantly changed.
We studied the abrupt decrease of natality and
pregnancy rates, the increased rate of children
born outside of marriage, the significant

It is doubtless that the limitation of state
loans for marriage, financial inaccessibility to
housing and substantially increased costs for
children has resulted in changes in thinking
and in the decisions made about each step of
life. In the last decade, the most significant
change of all the above mentioned demographic characteristics occured in the rate of
natural reproduction. Following the fall of
communism in 1989, the sharp decrease in
child birth is the most distinctive feature of
population changes in Slovakia. Low income
and/or its distribution among a higher number of family members significantly influences
the decsion on how many children to have. In
addition, the age at which women are begining to have children is rising.
A very important factor is the reproduction
behaviour of the Romany ethic group that
forms around 7% of the population in
Slovakia. There has been a reduction in reproduction rate for the Romany population over
the last few years, but so far, not to such a
degree as in the rest of the population.
Through the nineties, in districts with a high
representation of Romany, the birth rate
deacreased the least. Although the unemployment rate of the Romany ethic group is
extremely high (much higher in ratio of the

Net monthly income
(households)
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population), this is not reflected in reproductive behaviour.

Net reproduction rate

In the last years, the number of weddings
has been reduced. An increasing number of
single people do not create their own households but instead, stay with their parents due
to the fact that independent living following
marriage is, for most of them, financially unaffordable. Economic pressure results in a more
pragmatic assessment of the impacts of marriage, leading frequently to postponement and
significantly influences the decreased intensity of the wedding rate. There is no visible practical state support for young marriages and the
opportunities for support from parents are as
well limited. This situation is further influenced by the more active lifestyle developing
in society which is consequential of the fall of
the totalitarian regime. Unlike before, young
people are pursuing their professional careers
and are living in more free forms of cohabitation such as is common in the West.

(1980-1998)

Sources:
Štatistické ročenky ČSSR, ČSFR a SR v rokoch 1976 - 1992.
Bratislava (ŠÚ SR).
Bilancia pohybu obyvateľstva SR v roku 1993. Bratislava (ŠÚ SR).
Štatistická ročenka SR 1998 Bratislava (ŠÚ SR).
Vývoj obyvateľstva v SR Bratislava (ŠÚ SR).

The major decrease in natality gradually
results in a narrowed reproduction base and
accelerated ageing in the population. The ageing of the population has become one of the
most serious symptoms of Slovak society.
Despite the changes in the age requirement
for claiming an elderly pension, it will still
require a higher tax load on the ever smaller

The structure of households is also changing. During the nineties, there was a reduction
in the average size of Slovak households. The
largest growth was reported in single-person
households and single-parent households, and
the number of households with five or more
members decreased significantly.
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SOCIO-PATHOLOGICAL
PHENOMENA

amount of the economically active population.
The ageing population living in smaller and
therefore steadily more costly households,
along with a high rate of single-person households that are the most essentially expensive,
also increases the financial load on the state.
With the reduction of the amount of children
in the overall structure in the population and
the increase in the number of post-productive
inhabitants, Slovakia lost its attribute as a
young nation and relatively quickly acquired
the features of a Western European population, with all the consequences on the economy and the social situation related to an ageing
population. The costs of care for a highly overaged population will gradually increase. The
absence of direct state population policy and
its rather depopulating influences (tax, price,
housing, etc.) are adversely influencing the
demographic behaviour of the population. It
is likely that in the near future there will be no
distinct changes in the situation and the mentioned trends will continue.

Divorce Rate
The divorce rate contributes to many sociopathological phenomena, such as an increase
in drug dependency, observed mainly in children and youth from split families, and an
increase in violence and property crime. But,
divorce has further effects such as increasing
the poverty level in affected families. From
1989 to 1996, the divorce rate increased. Then,
it decreased moderately and in 1999, it
achieved a record high. Marriage today is more
problematic compared to the past and
exposed to more demanding tests (personal
ambitions of partners, workload, problems of
an economically unsuccessful family, etc.).
Following divorce, the separated family unit
with dependant children and raised by a
woman are often in material need and easily
fall below the poverty line. The reasons for this
include the single income for the family (lower
in average for women), as well as the frequent
default on the obligation to pay child support
on the men's side. The average monthly
income per capita in single-parent families is
74.4 % lower than in families with two parents.98 Most two-parent families make up
households which are in an income bracket
with more than 3,000 SKK per capita, but for
single-parent households, more than 40% earn
an income only around 2,000 SKK per capita.
Divorce and death of a parent are the primary reasons for the existence of single-parent
families. In the lowest income bracket, especially, there are more divorced families. But,
the income for single-parent families (households) differs according to the circumstances
in which the family was separated. Widowed
families end up in a better financial situation
due to the broader social benefits to which the
survivors are entitled following the death of a
spouse.
Divorce causing material need is often the
reason for impoverishment of children and is
especially dangerous to the healthy psycho-
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logical and physical development of children.
In general, we can say that there is a high level
of dependency between the ratio of children
from single-parent families and petty criminality (theft, robberies, drug crimes and various
delinquent behaviour). In addition to this,
divorce increases the demands on society
(e.g., increased demand for social benefits,
etc.)

Criminality in Slovakia
(1989-1999)

Source: Head of Police Department.

Criminality
In 1999, the National Property Fund (NPF)
started the process of investigating privatization decisions. Out of 900 investigated privatization agreements, 186 cases were found in
violation of law. According to a former president of the NPF, Ludovit Kanik, the government is afraid of investigating these cases
because, "concerning remedy in privatization,
there exist no good solutions, just bad and less
bad ones." 101 Besides violation of law, there
has been a massive robbery of public property
in legal way due to uncontrolled and untransparent privatization (especially between 1997
and 1998).

Criminality currently represents the most
serious social-pathological phenomena of the
country. According to an opinion poll conducted in 1998, 66 % of respondents consider
criminality a dominant problem in Slovakia. At
the same time, according to experts the range
of unregistered crimes exceeds the registered
ones by at least ten times99, especially those
concerning economic criminality, e.g. corruption.
After the fall of communism criminality in
Slovakia significantly increased, with the quantitative maximum of registered criminality
between 1988 and 1999, reached in 1993.100
One of the main reasons of such an increase is
due to a social differentiation of the society, i.e.
marginalization and expelling of certain social
groups.

Economic, social, demographic and other
conditions significantly determine the evolution, rate and character of criminality. Even
though criminality exists in all regions of
Slovakia, it is interesting that there exist significant differences in criminal offenses between
separate districts. Rural areas and less urbanized districts with smaller district towns are
generally more secure. The population of
cities counts for less than one half of the population of Slovakia. However, its share of the
total criminality in Slovakia exceeds 98%.
Further, cities account for 94.4% of violent
crimes, 97.6% of robberies, 98.6% of property
crimes, and 98.6% of common robberies. Big
cities are the most risky places in Slovakia. Out
of crimes committed per 1,000 inhabitants,
43.1 offenses occur in Bratislava and 27.8 in
Banska Bystrica (whereas the average crime
rate per 1000 inhabitants in Slovakia as a
whole is 17.4).

The structure of criminality and methods
and structure of criminal offenders has also
changed. Since 1994, damages due to criminality have been quickly increasing, i.e. the level
of severity of criminal offenses has been rising. Violent crimes and organized crime (such
as murders, robberies, blackmailing, economic
and drug criminality, illegal crossborder transfers of persons, etc.) have, as well, significantly
increased. Following political changes leading
to the opening of borders, the Slovak territory
has become a crossroad of drug transfers from
East to West and a marketplace for drugs as
well. The rate of corruption, abuses in privatization, financial frauds and tax releases, etc.,
has become unbearable.
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Within the above described context , it is
worth noting that while the real economic situation and concrete sector policies of the government force people to leave rural regions
and to migrate to cities (this is mostly due to
the lack of jobs, education, services, deteriorating transportation, etc.), at the same time
the government lacks a consistent policy supporting development of rural regions.

use of their respective potential quite substantially differs from region to region; moreover,
the ongoing process of transformation within
the society has deepened these differences
even further. The regions with favorable production structures and good social potential
are active, whereas the backward regions
(backward in terms of economic and social
potential) with insufficient economic
resources and low social potential have
become passive and less flexible as the
process of transformation continues. Various
analyses taken to measure regional disparities
in Slovakia confirm the exceptional position of
the Bratislava region. The economic strength
of this region (thanks to the economic
strength of the capital city) is so great that it
outweighs the remaining seven regions of
Slovakia in many respects. In 1999, for example, GDP per capita in the Bratislava region
was 4.7 times higher than the GDP in the weakest Slovakian region (Prešov).

REGIONAL DISPARITIES

102

Regional disparities, which increased after
1989, were caused by a number of factors.
Apart from the continuing effects of industrialization, urbanization and collectivization of
agricultural production during Communism,
the factors behind these disparities include a
number of economic transformation processes connected with privatization, industrial
restructuring, emergence of small and medium-sized enterprises, subsidy policy, unemployment growth, poverty, etc. The growth in
regional disparities can also be attributed to
the changing weight of the primary, secondary
and tertiary sectors103 in the economy, the
nature and intensity of capital inputs, growing
market share of foreign corporations, regional
differences in workforce quality, unemployment, the growing contribution of the private
sector to GDP, transformation of state-owned
companies, increasing economic importance
of the tertiary sphere, as well as the development of financial, consulting and other services. Regional disparities continue to grow as a
consequence of the differences in basic and
add-on infrastructures (transport, telecommunications, energy, water, ecological technologies, etc.), uneven distribution of research and
development establishments, quality and availability of local services, and the location of the
region. These (and many other) factors stand
behind the growing socio-demographic, economic, infrastructure, and other differences
among regions and the increasing number of
less-favored areas, whose development potential is low.

Investments in general, and foreign capital
in particular, are concentrated in the areas
with already developed infrastructure and an
industry-oriented economic base. The government supports this trend. As the government's
policy stimulates inflow of foreign investments into the most developed regions, at the
same time, it puts the large and export-oriented foreign investors in advantage vis-a-vis
small domestic entrepreneurs who supply the
local market. Foreign investors are reluctant to
enter rural regions with a predominant agricultural orientation, with low social potential,
underdeveloped infrastructure and low workforce quality. Foreign companies use the comparative advantages of the most developed
regions, particularly their sufficient supply of a
qualified and relatively cheap workforce and
the availability of infrastructure, which increases the regional disparities even further. Most
foreign investments end up in Bratislava and
surrounding areas, fewer are located in the
regions of Považie and Ponitrie, and only a
negligible volume of FDI is present in other
regions. This has further exasperated economic depression in those regions whose ability to
adapt themselves to the process and consequences of economic transformation is largely
impaired (in 23 from 79 districts of Slovakia).

The ability of individual regions to adapt
themselves to new trends and make the best
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regions

Investments in regions (in SKK million)

Investments express the value of funds invested in procuring tangible fixed assets (e.g. preparation of a construction project, project drawings, mandatory charges paid for the withdrawal of land from agricultural use, purchase of technologies and equipment, etc.) and intangible fixed assets (e.g. the cost of establishing an institution, research unit, purchase of patent and other rights, software, etc.). The procurement of tangible assets is understood to include their purchase, creation through own activities, gratuitous acquisition and transfer
under specific regulations.
Sources: Slovak Statistical Office

Economic liberalization, particularly in the
agriculture market, is causing severe problems
to the traditionally rural areas. Local markets
have been flooded by cheaper products (e. g.
dairy products) imported from the EU, where
farmers enjoy generous support through subsidies. Prices of agricultural inputs raised dramatically while at the same time prices of
products stagnated or decreased. Many
domestic producers went bankrupt or were
acquired by large multinational companies or
reset the focus on their production on export.

entire set of financial and administrative incentives devised to attract large foreign investments into Slovakia accelerates the liquidation
process. Since the commercial policy of multinational supermarket chains is driven purely
by their own interests and the government sets
no conditions for their operation in Slovakia
that would reflect the needs of domestic producers, these chains import a large portion of
the products on their shelves. Economic liberalization thus contributes to the liquidation of
local and regional cycles of production and
consumption and to the draining of resources
from regions, which further impairs their
potential for sustainable development.

However, not only rural areas are facing
problems. Small retailers and producers in
metropolitan areas have been put under
tremendous pressure by the entry of foreign
supermarket and hypermarket chains, whose
marketing strategies and pricing policies effectively liquidate domestic competition. The

This regional economic polarization has
had critical negative impacts on the formation
of social potential. Good social potential is
concentrated in larger cities in the western
part of Slovakia, which impedes the start-up of
development trends in rural areas and other
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regions of Slovakia. The economically weak
regions with low social potential are located in
the southern and eastern part of Slovakia and
in some border territories neighboring on the
relatively poor regions in the surrounding
post-Communist countries (Hungary, Ukraine,
Poland). The numerous problems that have
cumulated in these areas are reflected in low
quality of life. The worst situation is in the
regions located along the southern border,
where the occurrence of socially undesirable
phenomena is remarkably higher than the
national average (increased divorce rate, miscarriages, suicides, crime, unemployment,
poverty, low population quality, lower education, significant ethnic and religious diver-

gence, and the like).
Even though the government adopted a
number of strategic documents aimed at
removing the existing regional disparities104,
these disparities continue to grow. The gap
between the developed and underdeveloped
regions can only be narrowed if the country
adopts and pursues a comprehensive and systemic regional policy and changes its current
economic policy (through financial and tax
incentives for the less favored regions, information and consulting, infrastructure development and administrative measures such as
those currently provided for large foreign corporations).

Average monthly salary in regions of Slovakia (SKK)
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This part is based on the materials written by Dr.
Anton Michálek entitled, 2000.
Poverty in Slovakia is usually studied from two perspectives: the ‘social’ and ‘subsistence’ minimums.
While the ‘social minimum’ expresses the minimum
level of living standard in social terms, i.e. minimum
expenditures necessary to satisfy the needs of life,
the ‘subsistence minimum’ expresses the line of
absolute poverty or destitution. Even though, according to some observers, absolute poverty was eradicated with the introduction of the system of subsistence
allowances, many surveys show that the economic situation of certain segments of population continues
to deteriorate.
‘Material indigence’ is a state when a person’s income
is insufficient to provide for the basic necessities of
life. In other words, it is a situation where someone’s
income falls short of reaching the minimum established by the law (federal Act No. 463/19991, which
determined the minimum income level). The level of
minimum income is adjusted from time to time to
reflect inflation and the cost of living.
The term ‘social dependence’ was used before 1991.
In 1998, for example, 9.02% of Slovaks were socially
dependent (Source: (Zdroj: J. Filipova, A.
Tonhauserova: Population Living under Poverty Line
in 1988. Vyskumny ustav prace a socialnych veci,
Bratislava, 1991.). Currently, the term ‘social indigence’ expresses a situation where a citizen is unable
to provide on his own for his own care and care for
his household, for the protection or exercising of his
rights, or for contacts with society due to his age, lack
of social adaptability or loss of job. Persons living in
material (social) indigence are entitled to social benefits or social support provided by the state (from July
1, 1998).
This methodology does not determine poverty by
surveying the persons in the state of material indigence; it is based on comparing the low-income persons (households) with the average income during a
given period.
The zero or close-to-zero rate of unemployment
before 1989 (during the Communist regime in
Slovakia) should not be viewed in isolation from the
then political and social context. The notion of previous “full employment” was relative. Every citizen who
attained the age of 18 had the legal duty of being
employed (which is different from “working”). In
those days, work was not remunerated on the basis
of performance or social usefulness, but rather on
the basis of administrative decisions controlled by
the Communist Party. The system was unjust and led
to a lack of motivation. Apart from Communist officials, wages were pretty much equal across professions and the wage paid was generally not dependent on the quality of work or performance. Everyone
– except for the officials – received equally low wages
under all circumstances. In addition, the “right to
work” in practice meant the duty to take up employment regardless of one’s interests, skills and qualifications. The “full employment” in the Communist era
cannot, therefore, be mistaken with the ideal state of
zero-unemployment in a market-driven environment.
E.g. during 1990-1997 agricultural production
declined by 30 % due to decline of consumption and
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increase of imports. In the same period a number of
employees in the sector declined from 294,000 to
283,000. The EU food markets are usually full and do
not allow to the Slovak farmers to enter them.
Until 1st January 1993, Slovakia was a part of
Czechoslovakia.
Slovak Republic – Mission of Art. IV. Consultations,
International Monetary Fund, Preliminary Report of
May 11, 2000.
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Slovak Republic – Mission of Art. IV. Consultations,
International Monetary Fund, Preliminary Report of
May 11, 2000.
Such a recommendation was included in the May 11,
2000 preliminary report of the IMF’s Mission of Art.
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E.g., by privatisation, stripping assets of state enterprises, limitless remuneration disbursed to top management of often bankrupt businesses and financial
institutions, various financial manipulations, etc.
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the income received by each percent of the population. The maximum level is equal to zero if each percent of the population receives 1 % of income. The
value of 100 means that 1 % of population disposes
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Microcensus is a classic statistical inquiry which is
supplementing the full inquiry. It is based on data
identified by the selection sample.
Above the overall average for all social groups were
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Dr. Lubica Azudova: State of the Slovak Families in the
Period of Transformation Process, Their Income and
Expenses, Praca a socialna politika, No. 1-2, 1999.
Depending on the type of criminal offense.
Decrease of criminality in the following years was significantly influenced by the change of statistical
methods, which since October 1994 does not include
misdemeanor, i.e. harm up to 5,000 SKK (currently
harm not exceeding value of two minimal wages).
Ivan Miklos: Risk of corruption in a privatization
process. Windsor Group Slovakia, Bratislava, 1999.
This part is based on a material by Anton Michálek
entitled “Regional Disparities”, August 2000.
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branches.
For example the “Concept of State Regional Policy”,
“Concept of Regional Development”, “Strategy of
Regional Development”, and others.
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RECOMMENDATION
FOR IMF

Financial Committee and Development
Committee, timely
disclosure of the
minutes and votes of Executive Board
meetings, meeting dates and agenda of
Board of Director meetings, all PRSP
documents (including interim documents) and a full list of who has been
consulted on the PRSPs and on what
segments of the IMF's program they have
been consulted, as well as formal and
informal recommendations submitted to
governments as a result of IMF missions
in respective countries.

The IMF has been responsible for working
with the World Bank to force the Slovak government to implement its standard neo-liberal
structural adjustment programs. These programs have failed to foster economic growth
which would respect the local context or stem
rising levels of poverty (with young families,
elders, women, and other marginalized groups
particularly hurt), while these programs have
fostered greater inequality and caused environmental harm. Non-transparent and unaccountable nature of the IMF has ensured that
there is no democratic oversight of its policies
and activities. Current practices and reform
efforts within the IMF will continue to be
unsatisfactory until the IMF submits to greater
transparency and democratic oversight that
involves the full participation of civil society.
Center for Environmental Public Advocacy/Friends of the Earth-Slovakia together
with the CEE Bankwatch Network urge for the
following steps to be taken by the IMF:
-

Make publicly available all of the (past
and future) following documents
through various outlets and in local languages: Article IV Consultations and
their supporting documents, all evaluation and audit documents, past Policy
Framework Papers, the Memorandum of
Economic and Financial Policies, Letter
of
Intent,
Memorandum
of
Understanding, reports by IMF management to the International Monetary and
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-

Make public, legally binding and
enforceable the above information disclosure policy.

-

Commission extensive independent
studies on the past impacts of IMF loans
on social and environmental sectors, and
commission such assessments prior to
any new program.

-

Establish an independent appeal mechanism to receive and investigate complaints filed by the public.

-

Initiate, prior to any program or policy
implementation, effective participation
of all potential stakeholders in the whole
process of development of such a program or policy, including in the planning, implementation and evaluation
phases. Such a policy on public participation should be made public, legally
binding and enforceable.

-

Amend its Articles of Agreement to allow
more government officials and parliamentarians to sit at the negotiating table.

-

Develop and make public clearly defined
operational policies that its staff must follow in carrying out various operations.

RECOMMENDATIONS

Recommendations
for the World Bank

The above mentioned ogranizations support the other requests of the international
civic community as well. These call the IMF to:
-

withdraw from all IMF structural adjustment lending and other longer-term
loans and refocus on its original mandate of economic surveillance and shortterm lending for countries with immediate balance-of-payments problems.

-

exclude conditionality associated with
conventional structural adjustment programs from the Fund's short-term lending
and include measures dealing only with
the immediate redress of the balance-ofpayments crisis. Measures should be
taken to avoid the "moral hazard" of "bailing-out" foreign investors, such as a review
by an independent arbiter with the power
to call a debt standstill.

-

not oppose the implementation of national capital controls and some form of
Tobin taxes, which would tend to significantly reduce the volatility of large and
destabilizing short-term capital flows.

-

pursue a policy of debt cancellation that
benefits the impoverished, other marginalized groups and the environment in the
short and long-term and does not require
"SAP-style" reforms to applicant countries.
Such debt cancellation should be paid for
by the IMF's positive net capital and
assets, such as its large gold stocks.

-

Reform the IMF's voting structure and
composition so that the allocation of voting shares is more fairly balanced and
borrowing countries have greater representation and voice on the Board of
Executive Directors.

-

Decentralize its structure by reallocating
considerably more of its resources to its
Resident Representative program.

For detailed list of recommendations of the
Center for Environmental Public Advocacy,
Friends of the Earth - Slovakia and other nongovernmental organizations to the World
Bank on its opperations in Slovakia, please,
refer to, "Comments, Suggestions And
Requirements Of Slovak NGOs Regarding The
Country Assistance Strategy Of The World
Bank."

The above mentioned reforms must be
implemented by the IMF with the full participation and oversight of civil society.
Otherwise, the above mentioned organizations recommend the elimination of the IMF
and the transfer of its non-contested tasks to a
more transparent and democratically controlled institution.
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World Bank "consultations" criticized
by NGO representatives

ed to address these recommendations, but
Bank officials warned that administration
funds are limited and expectations of them
comprehensively addressing each of our concerns should not be too high. NGO representatives worry that such comments are a signal
of further weak Bank participation in the consultations and wonder if the Bank will meet it's
global objectives in it's activities in Slovakia.

Press release, February 17, 2000
On Thursday, February 17th, the World
Bank Group held it's first public consultation
in relation to the development of it's Country
Assistance Strategy (CAS) for Slovakia. The
meeting was held in Bratislava and was attended by more than sixty representatives from
non-governmental organizations (NGOs).

The primary global objective of the World
Bank is to reduce poverty. However, an internal Bank review, which reviewed structural
adjustment and sectoral loans made between
July 1997 and December 1998, found that the
Bank wasn't meeting it's objectives in practice.
The report stated that, "the majority of loans
do not address poverty directly, the likely economic impact of proposed operations on the
poor or ways to mitigate negative effects of
reform." The report continued to suggest that
the Bank make a greater effort to keep poverty as a central focus of the Bank's mission and
that the Bank do better job of consulting civil
society on adjustment lending so as to
improve the analysis of the potential negative
impacts of reform. "It would be nice to know
how the findings in this report are incorporated into the process of the CAS development,"
suggested Zamkovsky.

During the meeting, NGO representatives
expressed concern over the poor process
guiding the consultation preparation and
implementation. NGO representatives cited a
lack of access to timely information and a generally closed and untransparent process as reasons for concern. Juraj Zamkovsky, director of
Friends of the Earth Slovakia, commented after
the meeting that, "the invitation and informal
note, which served as the basis for the consultation, was distributed only a few days in
advance of the meeting. Also, it was only during this meeting that we learned that there are
only two public consultations currently scheduled prior to the CAS being finalized in early
April. This is an unacceptable approach reducing the public participation to a limited opportunity for civil society to express it's opinions."

World Bank officials stated that, following
the expected finalization of the CAS, NGOs
will be informed of it's implementation and
will be consulted on individual projects. Many
NGO representatives, however, say that this is
not what was requested by civil society. They
wanted the CAS development itself to be open
and transparent, since the CAS serves as the
basis for all other Bank activity. But this, as the
consultation on Thursday demonstrated,
seems to be out of reach for the Bank.

Friends of the Earth Slovakia, in coordination with many other NGOs, plan to submit
recommendations for the Bank in the coming
weeks with the hope of influencing the CAS
content so that it will better reflect the interests of civil society. "These recommendations
cover a broad range of issues and address key
areas in which the Bank has made mistakes in
the past in other countries, as well as in
Slovakia," Zamkovsky said. The second consultation, scheduled for next month, is expect53
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Public Participation in the evelopment
of the World Bank's Country Assistance
Strategy for the Slovak Republic

CAS, the purpose of the consultations, a
list of projects funded by the Bank and
studies undertaken in preparation for
the CAS, and a brief description of the
principle themes of the current CAS.

Press release, November 17, 1999
This past June, CEE Bankwatch
Network Slovakia (BWN-SK) sat down in a
meeting with representatives of the World
Bank. During this meeting we expressed our
interest and enthusiasm in participating in and
assisting the World Bank in organizing it's
Country Assistance Strategy (CAS) for the
Slovak Republic. The Bank responded positively, saying that the Slovak government had
expressed a desire for the CAS process be as
open as possible. However, early signs indicate that the Bank's assurances will not be
matched by it's actions.
On June 28th, as a follow-up to the meeting,
BWN-SK sent a fax-letter to the World Bank
representative requesting a copy of the strategy for the consultation process in the development of the CAS, as well as a copy of a draft
CAS or any other documentation that would
assist NGO's in their preparation for the consultation process. However, we received no
reply. Subsequently, we contacted a colleague
in Washington D.C. who in turn contacted
Bank officials there. Through our D.C. colleague we learned that the Board consideration of the CAS would occur in May, 2000 and
that an "upstream review package" would
begin in January. She also stated that the D.C.
Bank official would contact our regional Bank
representative, who would then contact us.
After a short time we still had not been contacted by the representative, thus we sent him
another fax-letter.

There be adequate advance notification
for the process.

-

There be sufficient documentation publicly available so that civil society organizations can adequately prepare for the
meetings. This should include the draft

There be a clear framework for the consultation process publicly announced.
This should include indication of how
the consultation will take place, who will
be participating and what are the expectations of the coveners.

-

There be clear and transparent criteria
for the selection of civil society organization representatives, and that

-

There be means to ensure that civil society organization views and interests will
be taken into account in the final document, even in the case that such views
are rejected (i.e. in the text, or a box, or in
an annex).

In response, the Bank sent a fax-letter
(05.11.1999) stating that there would tentatively be consultations during January--March of
2000 and a presentation and discussion meeting at the end of November of this year, to be
jointly organized with umbrella NGOs and/or
research institutes in Bratislava. Furthermore,
the Bank stated that there would be a brief
document on the evolving CAS distributed in
advance of the meeting to serve as a basis for
the discussion. The Bank in addition ensured
us that we would be invited to the meeting.
The fax-letter made no mention, however,
of how the meeting participants would be
selected, how far in advance the document on
the evolving CAS would be distributed, or
what information it would include, and it did
not address several of the criteria which we
laid out in our previous fax-letter. Moreover, at
the time of writing, a week and a half before
the proposed meeting, we still have not yet
received the document which is to serve as a
basis for the discussion.

In our second fax-letter regarding the CAS
(3.11.1999), BWN-SK outlined several criteria to
be met by the Bank so that the consultation
process would be most effective. These criteria are as follows:
-

-

In our reply, BWN-SK raised the above concerns and requested that the Bank provide
more timely access to information and allow
us greater input in the development of the
consultation process. It remains to be seen if
the Bank will turn this weak start into participation which is clear, transparent and effective.
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World Bank and IMF Forcing its Hand

involvement on the acceptance of a formalized relationship with the IMF, then financing
the implementation of the IMF adjustment
measures. Joseph Stiglitz, former chief economist at the World Bank and former economic
adviser to U.S. President Clinton, is also highly
critical of the two institutions. "In practice,
(the IMF) undermines the democratic process
by imposing policies. Officially, of course, the
IMF doesn't ´impose´ anything. It ´negotiates´ the conditions for receiving aid. But all
the power in the negotiations is on one side the IMF's- and the fund rarely allows sufficient
time for broad consensus-building or even
widespread consultations with either parliaments or civil society," Stiglitz recently wrote in
an article published in The New Republic
(April 17-24, 2000).

Press Release, June 6, 2000
In recent communications with the World
Bank and the Slovak government, CEE
Bankwatch member group Friends of the
Earth Slovakia has confirmed that the finalization of the Bank's Country Assistance Strategy
(CAS) for Slovakia, which outlines the Bank's
plan for future assistance, has been postponed
due to disagreements about the role that the
International Monetary Fund (IMF) should
play in Slovakia. The postponement of the
CAS, originally scheduled to be finalized in
April, stems from the World Bank preconditioning the implementation of the CAS on the
Government accepting an IMF designed and
monitored adjustment program, a move which
some within the Slovak government believe
would hurt the country's standing on the international capital markets. Civil society organizations, such as Friends of the Earth Slovakia,
believe that this situation only highlights some
of the criticisms, recently publicized during
the protests in Washington, against the two
international institutions.

A representative from the Slovak government, who is in regular communication with
the World Bank, confirmed that the Slovak
government has decided to establish a formalized relationship with the IMF. The arrangement is likely to entail the implementation of
an adjustment program which would be monitored by IMF staff.
"The decision of the Government to enter
into a formal relationship with the IMF is likely the result of the pressure of the potential
withdrawal of World Bank support, as well as
the fear of spooking international investors
and creditors, which may occur after rejecting
the IMF, rather than the actual full desire of the
government and the public for such a formal
relationship," Zamkovsky concluded.

"The World Bank and the IMF say that they
work as partners with client governments, but
this situation illustrates how the two institutions work as a team to push their own agenda,
regardless of whether or not the government
and the public wants it," commented Juraj
Zamkovsky from Friends of the Earth Slovakia.
Such criticism takes added significance
given recent comments made by the IMF's
new managing director, Horst Koehler, who
stated last week that the IMF must "listen to the
people" rather than "lecture" countries and
"impose" its will.
Mr. Koehler's comments stem from the
mounting criticism of the IMF and World Bank
in recent years. Critics claim that the economic adjustment measures which the IMF
requires its client countries to implement, such
as government spending cuts, deregulation or
re-orientating the economy towards exports,
lead to an increased and disproportionate burden on the poor, women, domestic businesses
and the environment. The World Bank works
in tandem with the IMF by conditioning its
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At Vienna Seminar, Signs of IMF
Feeling The Pressure

NGOs reported further disapointment,
however, in the way the IMF used the seminar
to shift blame away from the institution's management and staff. Throughout the seminar,
IMF representatives made frequent references
to the lack of desire for reform among IMF
member governments and Board members, as
well as to the implementing government's
responsibility for failed IMF programs.

Press Release, July 13, 2000
The International Monetary Fund (IMF)
recently concluded a NGO Seminar in Vienna
to which it had invited for the first time nongovernmental organizations (NGOs) from former Soviet bloc countries. The IMF hinted at
the seminar of coming reforms while also
attempting to shift blame away from the institution, but NGOs present kept up the pressure
and used the opportunity to highlight some of
their key demands for significant reform of
both the IMF's policies and governance structure.

According to NGOs present at the seminar,
however, IMF policies in the region have made
it more difficult for countries to overcome the
negative herritage left behind by the previous
communist dictatorships. With this in mind,
they call on the IMF to conduct independent
and comprehensive social and environmental
impact evaluations, with civil society participation, of its programs and policies in the CEE
and CIS region over the last ten years.

In speaking to NGO participants, a senior
IMF representative stated that in the coming
days there will be a high level meeting within
the IMF to discuss possible reforms which
would then be announced shortly prior to the
Annual General Meeting (AGM) in Prague this
September. NGOs were dismayed by the fact
that such discussions, which follow the recent
G-7 meeting in Japan where leaders also discussed IMF reform, were being held behind
closed doors and without broader discussion
with civil society and affected stakeholders. In
addition, the AGM is expected to be joined by
thousands of people protesting the activities
and policies of the institution, thus the proposed timing of the announcement leads
some NGOs to be skeptical, though they hope
that legitimate reform is on its way.

"We expect to see a lot of gestures by the
IMF signalling outreach to civil society in
advance of the Prague AGM and protests, but
we are particularly interested to see the IMF
implement, in a significant and legitimate way,
our demands for reform," commented Juraj
Zamkovsky of the Friends of the Earth member group, Center for Environmental Public
Advocacy in Slovakia.

During the seminar, the major debate centered around the possible method the IMF
would employ to involve civil society in the
planning, implementation and evaluation of
its programs. While the IMF emphasized voluntary efforts toward involving the public
based on the good will of its staff, NGOs
demanded an operational policy on public
participation that would be legally binding,
enforcable and made publicly available.
NGOs also highlighted their demands to make
publicly available a list of key documents and
that the IMF make public and develop an information disclosure policy that is also legally
binding and enforcable.
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NGO Angered by IMF's Stonewalling

documents related to Slovakia in a complete
form and indeed, a few documents were soon
forwarded to FoE-S by the office of the prime
minister. Upon further search, however, the
Slovak government discovered that they, themselves, do not possess the requested documents in their files and moreover, that officials
at the finance ministry wanted to review them
all before release . On September 3, 2000, FoES was informed by the government that the
IMF had stated to the finance ministry that
some of the requested documents were considered confidential and, therefore, it seems
that they will not be released as the ministry
and government had agreed to do.

Press release September 8, 2000

Friends of the Earth Slovakia, (FoE-S) in the
past six months, has expierencedexperienced
first hand the lack of transparency embedded
in the operations of the International
Monetary Fund (IMF). The denial of access to
information and their apparantapparent contradictions on policy undermines the IMF's
credibility as a democratically accountable
institution.

"During the past year the IMF has been making a lot of statements about its improved
transparency and desire to reform, but the perspective from Slovakia is that the IMF is only
taking cosmetic steps in an attempt to appease
protesters who will be coming to Prague" said
Juraj Zamkovsky, chairman of Friends of the
Earth Slovakia.

Since ApriApril 25l, 2000, Friends of the
Earth Slovakia (FoE-S) has been contacting the
IMF's External Relations Department asking
for information regarding the IMF's activities
in Slovakia (and former Czechoslovakia) over
the past ten years. Yet, to date, they have not
received any of the requested documents from
the institution.
While pursuing this matter with IMF officials at an IMF Seminar for NGOs in Vienna in
mid-July, FoE-S was told that the requested
documents were lost by the IMF, but that
attempts to locate them would continue.
During the seminar, CEE non-governmental
organizations (NGOs) from Central and
Eastern Europe also insisted that the IMF
develop a policy on access to information that
would be legally binding and enforceable.
This became the most contentious issue of the
seminar as IMF officials instead pushed for a
voluntary system based on the IMF's good-will.
The IMF's good-will has been called into
question, however, with its apparent contradictions when dealing with the request of FoES. During the nearly six months of communication regarding the requested documents,
IMF officials have given contradictory information about which documents are publicly
available and which are not. Despite the IMF's
insistanceinsistence that many of the documents are, in fact, available to the public, FoE-S
has yet to receive any of them from the IMF.
In July, FoE-S recievedreceived direct assurance from prime minister Mikulas Dzurinda
that his office would provide all relevant IMF
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The World Bank´s World Development
Report an instrument for
developoment, slightly modified

address institutional change, social protection
and inequality. A number of contributors from
the electronic conference, however, urged the
WDR to be bolder in its conclusions, particularly on the political obstacles to implementing pro-poor policies, and the need for a
rights-based approach to press Northern countries to do more on trade and environomental
degradation. In his May 19th response to the
conference, Kanbur said that his team was
looking to strengthen thier lines on some of
these issues, including revising concluding
recommendations to bring global actions to
center stage.

Press release, September 13, 2000
In late May, Ravi Kanbur, professor at Cornell
University and lead author of the World Bank´s
forthcoming World Development Report
(WDR) on Poverty, tendered his resignation. Mr.
Kanbur sent a letter to senior Bank management expressing his concerns about what he
saw as unreasonable pressure, reportedly from
the U.S. Treasury Department, to tone down
WDR sections on globalization.

Some in the Bank and donor governments
were concerned about the order of the WDR's
main "pillars", in particular they wanted to see
more importance placed on opportunity (the
role of markets and economic growth) and
less on empowerment (responsiveness of state
institutions to citizens, and the role of organisations of the poor). Senior Bank members
and shareholder government officials tried to
force these changes on Kanbur, but he had
made it clear that he was committed to garnering and including a range of views.

According to Alex Wilks, Coordinator of the
Bretton Woods Project, "It [the resignation of
Kanbur] raises questions of who really calls the
shots at the Bank and what evidence or opinions about the impacts of globalization they are
tying to suppress." This is the criticism surrounding today´s Forum in Bratislava, organized by the World Bank´s Regional Office to discuss the WDR along with other Bank issues.
"The World Bank will be portraying the
World Development Report today as a justification for its current activities, but the original
findings in the report have been manipulated
so as to not contradict the Bank's appraoch to
development and to not give support to critics
of economic globalization," commented Juraj
Zamkovsky, chairman of Friends of the Earth
Slovakia, an organization monitoring the World
Bank's policies and activities in Slovakia.

Bridging the gap between those who
approved of much of his first draft while calling for certain aspects to be taken further, and
those who wanted to reorder and dilute the
WDR was difficult. Finally, it became impossible when pressure, instead of reasonable
arguement, became too much to bear.
*This press release is adapted from literature from the Bretton Woods Project, London,
UK.

The WDR is the World Bank´s leading
annual publication, which has a major influence on development thinking and operations
worldwide. Many people had hoped the
Bank´s report for this year might break new
ground compared to its predecessors and
open up debates on issues such as free trade
and political disempowerment. This sentiment
was further supported when, at Kanbur´s
request, the Bretton Woods Project and New
Policy Institute ran an electronic conference to
discuss the WDR first draft which was disseminated in January this year.
The January draft suggested that developing countries need to approach market liberalisation cautiously, taking active measures to
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CENTER FOR ENVIRONMENTAL PUBLIC ADVOCACY/FRIENDS OF THE EARTH-SLOVAKIA
Ponická Huta 65, 976 33 Poniky
tel/fax: 088-4193324
email: foe@changenet.sk
web: http://www.changenet.sk/foe/

Center for Environmental Public Advocacy
(CEPA) is a civic association based in Ponická
Huta, Central Slovakia. It focusses on the societal
and environmental consequences of economic
development, the culture of decision-making,
human rights protection and reform of the water
management system in Slovakia. CEPA is one of
the founding members of the Central and
Eastern European Bankwatch Network which
monitors the policies of international financial
institutions (IFIs) in post-communist countries
and fights for democratic participation of citizens in IFIs decision-making related to the
region. Since 1997, CEPA has become a part of
the Environmental Law Alliance Worldwide, a
global network of public interest lawyers. CEPA
initiated the establishment of Friends of the
Earth - Slovakia, an association of civic NGOs
which was, in late 1997, adopted into Friends of
the Earth International, a federation of NGOs
active in 63 countries world wide. Along with
CEPA, members of Friends of the Earth - Slovakia
include: Wolf Forest Protection Movement
focussing on forests and biodiversity, Slatinka
Association dealing with water management
issues, and Society of Friends of the Earth working on waste issues.

also includes the monitoring of the quality,
democracy, and transparency of EU pre-accession aid and developing a complex analyses of
the societal impacts of economic liberalization in
Slovakia.
Public Interest Law Program
The objective of the Public Interest Law
Program is to promote real participation of citizens in decision making, to assist them in the
protection of their rights in conflict with those
with power and to improve their capacity to
independently defend and enforce their rights.
Within this program, the Center provides legal
assistance, counseling and legal representation,
publishes brochures, manuals and other materials and - if needed - organizes meetings and seminars. The objectives of this program also include
enhancing the standard of citizens' rights by giving priority to the "precedent-making" cases
which, when successfully resolved, represent a
turning point in the decisions about similar cases
all over Slovakia.
Program on Water Management
The goal of this program is to change the state
water management policy in order to prevent
unfair decision-making practices concerning
projects of large dams, destruction of the environment, ineffective use of public funds, and the
forcible relocation and undermining of local
communities. In order to meet the goal, CEPA
uses a variety of methods which include
research, providing assistance for NGOs and
affected communities (e.g. consultations, workshops, legal assistance and networking), media
work, lobbying, and public education campaigning (e.g. public presentations, documentary film
projects, and art exhibitions). CEPA actively participates in the international process of conducting a comprehensive assessment of large dam
projects under the World Commission on Dams
(WCD) and coordinates Slovak NGO's inputs for
the final WCD report.

Program on Global Economy
CEPA monitors and evaluates the policies of
IFIs and selected transnational corporations in
Slovakia and the effects of economic globalization processes on Slovakia's natural, economic,
and social environment. The goal of this program is to reduce negative impacts of globalization through increasing of the quality of public
participation in decision making in global institutions, government, and corporations and making the decision-making transparent. The program includes research, public education (e.g.
publishing activities, organizing workshops, discussion events, and lecture tours), networking
people interested in the issue on the national
level, and cooperating internationally, especially
within CEE Bankwatch Network and Friends of
the Earth International. Since 2000, the program
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For more information, please contact:

Economic Globalization Program
Center for Environmental Public Advocacy/Friends of the Earth Slovakia
Tel/Fax: ++421 88 419 3324
E-mail: foe@changenet.sk
hhtp://www.changenet.sk/foe/ge, www.bankwatch.org

