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Abstract

Economic reform and restructuring in Slovakia hesulted in significant quantitative and
gualitative changes in local economies, which haressed local government to develop new
policies and measures addressing these changesorBicodevelopment has emerged as a
policy priority for many local authorities.

The paper looks at some aspects of the actual lgmatrnment economic development
policies in Slovakia. It presents some of the tssahd findings from the survey exploring
the role of local government in creating local epteneurial environment. Attention has
been also given to the legal and economic contietktese policies, defining the current roles
and responsibilities of local governments in sufipgrthe economic growth in their areas,
the limitations and constrains for local governmiaiitatives in economic development.

1. Sovakia- basic statistical data

Area: 49 035 krh
Population: 5 379 455 (2001 census)
Population density: 109/Km

GDP per capita 15 983.3726 US dollars, in curreicep and PPPs (2005)
Inflation rate: 4, 5% ( 2006)
Unemployment rate: 12% (2006)

Since the establishment of the Slovak Republiaimudry 1993 (due to dissolution of
Czechoslovakia, which split into the Czech Repulalidd Slovakia) Slovakia has
mastered much of the difficult transition from antally planned economy to a
modern market economy. The main progress in maormguic stabilization and
main structural reforms was made in 1998-2006. Majvatizations are nearly
complete; the banking sector is almost completelyprivate sector hands, the
government has helped facilitate a foreign investnmom with business friendly
policies. Slovakia's economic growth exceeded egpiens in 2001-06 despite the
general European slowdown. Headline consumer |mitaion dropped from 26%
in 1993 to an average rate of 2, 7% in 2005. l@62Glovakia reached the highest
economic growth among the members of OECD andhiihg highest behind Estonia

and Latvia). The Slovak economy has grown stroirghgcent years, driven by rapid
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productivity growth, but still has far to go to chtup to the per capita income levels

in the advanced European countries.

FDI in Slovakia has increased dramatically. Cheag skilled labour force, low

taxes, a 19% flat tax for corporations and indiaidy no dividend taxes, liberal
labour code and a favourable geographical locati@nSlovakia’s main advantages
for foreign investors. FDI has grown by 600% si2080. Foreign investment in the

automotive sector has been strong.

Despite the high rates of economic growth, the trgumas failed to address regional
imbalances in wealth and employment. The unemploynmenped to very high
levels immediately after the reforms began in 199&eaked at 19.2% in 2001.
Employment growth accelerated in following yeard,amith many Slovaks working
abroad, the unemployment rate down sharply, to ii?%te 2006. However, it still
remains among the highest rates in the EU and temg-unemployment remains
stuck at around 10% of the labour force. GDP pgita ranges from 129% of EU

average in Bratislava to only 42% in Eastern Slaak

2. Legal and fiscal framework of local gover nment

In terms of territorial administration, the Slov&epublic is divided into 8 regions
and 2,891 municipalities (as at Dec. 31, 2002). gingic administration is organised
on three levels: state — region — municipality. Thgional local government was
established as at January 1, 2002. Every leveithasvn elected officials, distributed
responsibilities and liabilities. Slovak public aidmtration is of dual nature, with
relative separate lines of local government (lo@ad regional) and state
administration (regional general state adminisirati specialised state
administration). Recent development has been ctaised by strengthening of local
government and reducing the role of state admatisti. Within the processes of
public administration reform, more powers are tfamsig to local and regional

government (higher territorial units) since 2002.

Basic task of municipalities is taking care on tlevelopment of its territory and

needs of its citizens. Main responsibilities amadctions of local government -
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administration of communal property; preparatiod adoption of local budget and
final account; local taxes administration; supging of economic activities
(including adoption of binding decisions on investrh activities and starting of
entrepreneurial activities); construction and nemance of local roads, public
spaces, cemetery, and other municipal facilitiegjanisation of public services
provision (waste disposal, public lighting, watéstdbution, sewage, public transport
etc.) housing, pre-school and school facilitiegiaofacilities, health-care facilities,
some hospitals, culture, attestation of deeds, soffences, local police,; own
investment and entrepreneurial activities; adoptbterritorial planning documents,
as well as development documents concerning péaticspheres of local life;
establishment and control of own budgetary andrimribry organisation and other

legal entities.

Basic responsibilities of regional government inleu regional roads, territorial
planning, regional development, secondary schduaspitals, some social service
facilities (retirements homes, social servicesdboildren, crises centre, orphanages,
etc.), cultural facilities (galleries, museums, dtnes, some libraries, etc.),
participation at civil defence, licences for phacmea and private physicians,

hospitals.

The degree of responsibility in carrying out respbitities and functions by a local
government assumed are closely related to its ¢lmahnoom for manoeuvre: a local
authority can only undertake administrative andtjal responsibility for carrying
out public functions if it has the necessary finahsesources. An access to resources
and sufficient fiscal autonomy determines how &aral authority can play its part in
economic development activities Financing of lagayernment is a crucial factor in

its economic development policies.

New system of financing of the municipalities andher territorial units (local

governments), was prepared taking effect in 20088, dubstance of which was to
strengthen revenue collections of the municipaitend to determine revenue
collections of the higher territorial units. Fisacentralization links to the transfer

of executed competences from the public administrdtodies to the municipalities
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and higher territorial units that gradually pastethe regional self-government from
1st January 2002 to 1st January 2004.

The new system of financing was to strengthen ldependence and responsibility
of local governments in deciding on the use of jputinds for provision of services
At the same time, it should contribute to the ggiernment’s revenue stabilization

for a longer period.

Decentralisation has provided local government witbre flexible forms of public
governance that can be used in undertaking econdavelopment activities using
their own resources. To implement them local autiesrneed their own independent
sources of revenue and adequate expenditure comgesteThe number of local
government expenditure competences has substgntiatbased since the beginning
of the 1990s. Subnational expenditure levels adctmr 9% of general government
expenditure in 2005 compared with 11, 5% in 2002 &nl% in 1995.

3. Local government and economic development

Economic reform and restructuring in the nationat anternational context has
resulted in significant quantitative and qualitatisthanges in local economies, which
have influenced the need for active economic deweént measures in many
municipalities and regions of Slovakia. Local auities faced with having to cope

with high unemployment and economic distress asrsequence of comprehensive
structural adjustment. At the same time, regiors @onicipalities face difficulties

which have arisen from rapid restructuring locatlustries and the increased

international competition in an open economy.

In the past decade the decentralization procesgroas substantially. The return of
competences to local and regional governments tvas d¢pcal officials much more

authority to deal with local problems. Greater mesgbility has been placed on local
government in promoting economic development anidiaes. Gradually it has been
accepted that economic development initiativesaarémportant component of local
public policy. Local authorities have had to letorprovide more than the traditional

local public services. To be successful local atties need to understand the
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demands and needs of the private sector and therveéne to create a better local
environment to support the growth of the privatet@e Local governments needed
to develop tailored activities and programmes desigto stimulate local economic
development addressing their circumstances. Engergimareness of the positive
impact of managing economic development among Igoaérnment representatives
could be also seen as a result of support to npalites, through economic and

regional development projects funded by EU stradtiumds.

There is not a consistent definition of what is ntehy the term local economic
development. In his book on economic developmeahrphg, Edward J. Blakely
(1994) defines local economic development as ,&¢88 by which local government
and / or community-based groups manage their agisgsources and enter into new
partnership arrangements with the private sectokyith each other, to create new
jobs and stimulate economic activity in a well-defi economic zone.“ Generally,
local economic development represents a broadegyran which local actors and
institutions try to make the best use of local veses to conserve and create jobs and

strengthen and promote business activity.

Within this context local authorities in Slovakimuid have become involved in

promoting economic development of their areas lscau

¢ In the course of transition, central governmentgeh@ansferred significant
properties and other assets to local governmentaA®sult of property

restitution, many local authorities are substaiptiaperty owners

e Local authorities have discretion over a numbdrsofl instruments and capital
assets, which can be used to provide direct assestto new and existing

enterprises.

e Local authorities also frequently have access fornmation and extended
networks of agencies, which can be used to assmtamd existing enterprises,

and to help attract inward investment.
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e Local authorities as local service and infrastriectproviders can frequently
support new and existing enterprises through tgansation and provision of a
range of local services to ensure that specialsvaeimet

This paper draws on a recently completed resganaect analyzing entrepreneurial
climate in Slovakia. Within the research structumatérviews were conducted on a
face-to-face basis with mayors or city managerallomunicipalities with more than
10 thousands citizens and 56 mayors representiradl snunicipalities. Interviews
were completed in 2004-2005. The interviews wergigiheed to explore a range of
issues relating to policies used by local goverrtmtenpromote local economic
development. The survey helped us to discern getmerals across municipalities but
also differences within different size categories.

4. Policiesand Instruments

Local government activities designed to stimulateal economic development are
numerous and various. They were predominantly edus

e Save the threatened jobs and help generate new ones

e Increase the productivity of enterprises througthagmeed management and
workforce skills and access to new technologies

e Enhance the image and attractiveness of the aréarn® seeking to relocate or

invest

Local economic development encompasses many logalgment functions, including
planning, infrastructure provision, real estateeligyment and finance. Subsequently,
local governments use a variety of tools in theoal economic development policies.

Given the current situation the principal appedreo
1. strategic planning
2. financial tools,

3. property-related tools,
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4. place marketing,
5. infrastructure development.
Strategic planning

Local governments tend to adopt strategic plan@agm@n alternative to manage the
devolved policy areas including economic developmewolicies. The linkage of
economic development policy implementation andtstyia planning appears to be
significant. Strategic planning helps municipa$tiadjust to a major economic and
social transformation.

The emphasis on regional planning generated a whs#ategic development plans
both at municipal and regional level. The surve lradicated that most local
governments (60%) prepared a development strategizh is a critical component
of municipality planning process. In general, thstdrical practice when planning
was conducted by central level and planning divestiwere transferred to lower
administration levels for execution has been carsioly changed. The focus of
planning has altered from top-down, central govesntrdriven and strongly planning
oriented to more local-based and participatory epghmes. As smaller local
government do not have personal that is adequatélled, the strategy documents
are often prepared by contracted consultancy odeamg expert groups with
different level of citizen (and local authority) rieipation. The results of surveys
show that there is a correlation between the sizeumicipality and local businesses
participation in strategy preparation process. fiimne horizon for local development
strategy is typically four to ten years, frequenthe planning period has been
adjusted to EU programming period.

Just a quarter of municipalities prepares a foreeahomic development plans (SME
promotion strategy, business support strategy, . e#&gtivities focused on
strengthening the local economy form a componerd bfoader strategic plan for

development in most local government.

Local development plans are based on a territ@groach to development. The
method of developing SWOT analysis to outline wisigoals and objectives, identify

strategies and actions for socio-economic developrpegrams has been used by
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most local government. Effective strategic planniaguires a sound analysis of an
area’s strengths, weaknesses, opportunities, anehtth based on the careful
interpretation of relevant data, both quantitaawel qualitative. Unfortunately, one of
the most important obstacles constitutes genec&ldéreliable planning information
at local level. Especially socio-economic profilgtal dynamics and trends are either
unavailable or invalid or outdated. As a resuldiny local governments have a
tendency to focus on the collection of data anchddess effort than is needed in
analyzing and applying the data to form strategiésyities, and actions.

Preparing development strategy document is fretyuemised by expectation to
acquire financial support from European Union oheot external source, which
strongly emphasise programming principle. Thegatesgies give usually also
direction and focus for local economic developnaativities. Anyway, the main role
of such strategies is often to produce a docunwietable to bid for funds. Thus

having strategy may be more important than itsemamnt

The planning of local development leads to closgpblvement of all local actors in
decisions. Strategic development plans have peavgpace for co-ordinating local
policies with economic and social development messas well as adapting EU,
national and regional policies to local conditions.

With respect to planning framework it should benped out, that on one hand some
local government try to approach economic develaoypnmea strategic manner, on the
other hand local economic development activities aften limited to particular
project that should contribute to development chleeconomy, but it is not a part of
any overall strategy or plan. Many local authoiititiatives aimed to economic
development are inadequately co-ordinated. Adeqoaterdination does not occur

with other local authorities or/and with the iniiiees of other agencies.

Utilizing fiscal and financial toolsto incite economic devel opment

Local authorities may take actions to enhance ttractiveness of their area to new
eligible firms and to protect existing enterpri§gsusingfiscal initiatives, principally

throughthe use of discretionary local taxes, especially property tax.
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Taxing powers (the discretion in deciding local takes) are inevitable to use tax
incentives in order to promote local economy. Thaeequite a variety of local taxes
imposed to local businesses. The current legmlatprovides Slovak local

governments with eight separate local taxes whiehemployed to generate local
revenue. Municipalities administer seven local sageroperty tax and six specific

local taxes), rates of which and whether they mwgosed, are discretionary.

Local authorities have the power to offer concessar waivers on rates of local taxes,
which they consider using as a way of supporting aed existing enterprises, and the
attraction of new investment projecBy reducing the tax bill to local businessesaloc

authorities may try to protect existing jobs, fundw recruitment or free up cash

reserves, enabling enterprises to fund expansimvest in new equipment.

The possibilities of stimulating economic developin&ia tax incentives were
relatively limited until 2004. The new situationshappeared in 2005 when further
steps of fiscal decentralization provided local govnents with enhanced taxing

powers.

Besides fiscal initiatives there are other mechasigshat have been used such as
grants, loans, loan guarantees, but the scope of using them is usually constchine
tight local budgetsLoan guarantees are according to legislation used in favour of
own companies, or companies with local self-govemnintapital participation. Local
government can provide subsidies and soft loansn flocal budget to local
businesses to support entrepreneurship and emphdyfieese financial tools must
follow rules defined by local by-law and cannotde® increase local government
debt.

The research indicates that almost half of Slovakinipalities enforce their taxing
powers to promote local economies (Figure 1). Tbewsider deferment of local
taxes and tax concessions for proper way of busisepport. Those, who have not
used these instruments, highlighted no requessidoh form of support from local
businesses and the need to fill local budget. &% $e figure 1 grants and loans to
local businesses are provided considerably less. ifterview evidence suggests

limited local budget funds as a main reasoning.
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Property-related policies

Positive influence has also a possibility for loggvernments to manage own
property towards economic development and avaitglaf public money especially
from the structural funds. As mentioned above, mdmgal governments are
significant property owners. Besides new propeftgy were involved in transfer of
property of communal enterprises located on theiritory at the beginning of
transformation period, restitution of historicalnmmunal property, participated in
privatisation processes during transition proces3é&e legislation provides local
governments with autonomy in utilising their prdagerfor local economic

development activitids .

In cases where an enterprise has a particular pyopeed which a local authority is
able to satisfy from its own portfolio of propertycal government may agreess| the
property to the enterprise below market prices. A furthgiiam is to rent the property.
In order to support enterprises, local authoritiey set rents at lower than market rates,
or devise payments packages, which results in saghgs for enterprises. Another
alternative is to provide rent holidays or "stagglrrental agreements to enterprises.
Such agreements usually consist of an initial peobmonths or years in which rent is
charged at lower than market rates, but the rantisased in a series of timed stages to
reach parity. These agreements are in effect a farment-subsidy and are most

commonly undertaken as a means for supporting nésvggises.

The evidence from research shows that properttecktaols are used to promote local
business most frequently (Figure 2). Local goveminiredicated property-related tools
as proved way in SMEs support. However, the extenthich property can be used to
promote local businesses clearly depends on their@nas property owned. Several

municipalities complained of the lack of land andable premises for the purpose.

Distinct subcategories of incentives are activitiesntred specifically on the

development of land and /or property. These includaly

¢ Jland development such as land acquisition and dosalidation to create large

sites
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¢ land support activities such as infrastructure tgaent.
¢ industrial parks

Despite often highlighted financial insufficiencg emany as 38% of municipalities
invest in acquisition and infrastructure developt@iand with intention to sell it to
businesses/investors. (67% municipalities intendus® this form of business

promotion in the near future.)

Many municipalities invest in industrial parks aotther infrastructure in the hope of
luring firms to their community. If large companiase to be attracted to come and
set up factories and offices, then they need aitesites with good communication
links. This is closely connected with the consitieraof 70% of interviewed local
government to build an industrial park.

Small business incubators both high-tech and lmh-teave become a popular way
for local authorities in large municipalities toster business development through
the provision of facilities, technology transfersiggance, and management training
and marketing assistance. The critical issue fatustrial parks and business

incubators are high capital costs.

I nfrastructure devel opment

Economic development also includes support for, poovision of, economic
infrastructure. Infrastructure investments are roftensidered to be a stimulant for
promoting local economic growth. Improvement of th&astructure is critical to
economic development in Slovak municipalities aegions. The lack of basic
facilities is an obstacle to increasing producyiwf local businesses and attracting

inward investment.

Many local governments are making great effortsaoy out capital improvements
in their regions. With the help of national ancermational funds they concentrate on
improving the functioning and capacity of infragtiwre controlled by municipalities
(water, sewage, heat supply, garbage collectiobliparansportation, etc) and on

extending infrastructure services to new areasiéoelopment.
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There is a significant weight of local capital ergliture in total expenditure in local
budgets. The infrastructure needs in municipalaieshigh and their financing in part
falls to local governments. Local capital expendituin Slovak municipalities

represented 28-32 % of total local expenditure 994:2002, and 20% 18-21% in
2003 -2006, compared with 9, 7 % of capital expemdiin total general government
expenditure in 2005. Weight of local public capitakpenditure in general
government capital expenditure has been 34, 9% i(npatities 29, 1%, regional

government 4, 8%) in 2005. Results of surveys ggicthat prevailing ratio of local
government expenditure is related to local econoaeieelopment activities (Pisar,
2006).

5. Someemerging issues

The study findings point to significant differencestween the large and small
municipalities. Large municipalities are obviousiyich more engaged in economic
development as they have greater professional dapas well as greater capacity
for financial and non-financial interventions. lontrast the hundreds of small
municipalities lack not just the financial but alfme technical and professional
resources to undertake any discretionary activithe other fundamental fiscal
problem of small municipalities is finding the meawo invest in basic infrastructure

at an acceptable level.

In large number of areas local government finanecedources for economic
development are scarce and do not extend to exmensterventions such as
provision of soft loans, grants, major infrastruetalevelopment. The small size of
many local governments precludes the possibilityiraplementing meaningful
economic development initiatives. In many casewities will not be feasible either
because of resource constrains, or because actoaty be only effectively
implemented over a larger geographic area. Mafiiculties associated with small
size and limited resources can be overcome if Igoalernments join forces and

undertake collaborative initiatives. With the Eueap Union accession local
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government have become increasingly adept at fgargi sources of European
funding.

The common approach adopted by local authoritidgca economic development has
been primarily concerned with promotion of inwamgeéstment. Rather than providing
a favourable entrepreneurial environment and goecdtions for businesses already
established in the region, local authorities cossidquestions of regional
competitiveness in the context of inward investm&ttategies are based on creating
better conditions to attract private sector resesinn new productive investments.
The purpose is to attract private, predominantlyeifyn, investment to the
community/region on the assumption that such imaest has a salutary effect on the
community with the result that all residents widinefit. The arguments in favour of
foreign investment attraction are based on advastafforeign investments - access
to capital not otherwise available, access to modechnologies and know-how,
much greater access to export market and exististghaition and sales channels
provided by foreign partners. Frequently used itigen (e.g. tax abatements, grants,
infrastructure improvements and industrial parks) key development tools to spark

new investment in the municipality or region.

The potential for job creation from existing firmed from new businesses that may be
started within the local area has not been sufffilsigecognised until recently. But the
rise of new entrepreneurial activities can be mionportant than attracting large
investors. In addition to the recognition that S8vtan play in the local economy and
job creation, some local authorities have begumdopt strategies to foster local
enterprise development. With the help of naticaadl international funds, local
government have gradually started to provide teethrassistance, loans, interest
rate subsidies, low-cost premises, tax concesdmeissed on small and medium-
sized businesses.

The benefits of many activities (such as tax ineest subsidies) are uncertain. There
is a possibility that many local authorities” geaor provision of sites and premises
are leading to subsidies to firms which do not n#esim or which replace in the

market firms serving the same demand but withobsislies. Firms end up with more
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benefit than necessary to locate, to expand oumave. This is just one of general
emerging issues local government need to tackkendsearly priority. Further, there
is the issue of equity or fairness. There is a tjiesf granting tax concessions,
loans, loan guarantees, etc. to local firms areedam a consistent and open basis.
Frequently written policies, outlining principleghich will be invoked as a basis for
decision making, are missing. Seldom are local econ activities evaluated. Most
municipalities have not developed any systematiasuees to evaluate the results
and impact of undertaken policies. Evaluation b@sn confined to local economic
development agencies, which have to justify the ofs&U or other international

assistance funds.
Conclusion

Local economic development policies in Slovakia loth a reaction to economic
transformation and response to decentralizatiortga® providing more discretion
and option in addressing local problems. The lagalernments have started to
undertake new activities, some of which are cleddgigned to stimulate economic
activity in their areas. There is no doubt, tha sitope for bringing about economic
development through local policy is limited by fescoperating in the national and
international economies over which local governméas little or no control.

However, there is increasing recognition that locammunities must use there
current human, social, institutional and physieaaurces to build self sustaining
local economies. There is no illusion that econodaeelopment can arise only from
local actions. But there is general agreement |t governments have incentives
to pursue economic development policies and econalevelopment initiatives are

an important component of local public policy.
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Fig. 1 Fiscal and financial tools

Fiscal and financial instruments

deferment of property tax |57%

deferment of specific local taxes | 48%

concessions or waivers on specific | ‘ ‘ ‘ ‘ 0
local taxes | 42%

concessions on property tax 419%

loans to local businesses 10%

grants to local businesses | | 13%

Note: Local governments utilising specific finandiaol in percentage of total local
governments interviewed

Fig. 2 Property-related tools
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Property-related tools

building sales at lower prices | 26%

land sales at lower prices | 48%

land leases | 66%

building leases ‘I 81%

Note: Local governments utilising specific propeeiated tool in percentage of total
local governments interviewed

"1t should be mentioned that some studies concltit&tcstate and local tax differentials seemed to
have little effect on business location. This wasduse businesses are influenced by more important
factors than differences in taxes.

" Certain limits in exploiting property are relatespecially to property transferred to local self-
governments within processes of decentralisatianiliies such as schools, hospitals must remain to
serve original purpose, or change of their functiarst be negotiated with relevant central state
institution
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