
Abstract
The less de ve lo ped Slo vak eco no my was con ver ging quick ly to the Czech eco no mic le vel af ter the
World War II, thanks to the mas si ve re al lo cati on of re sour ces. The inflow amoun ted to 11% of the
Slo vak GDP, the outflow from the Czech Lands re pre sen ted 4% of their GDP. The Slo vak GDP per
ca pi ta re a ched around three quar ters of the Czech one in 1992. Af ter the split of Cze cho slo va kia,
the eco no mic po li cy ad jus ted to the chan ged con di ti ons by sin king real wages and de pre ci ati on of
Slo vak ko ru na, so that the Slo vak ULC are the lowest among the Cen t ral Eu ro pean coun tries now.
The cost com pe ti ti ve ness, ac com pa nied by an abun dant inflow of FDI and eco no mic re forms af ter
the EU ac ces si on hel ped to spe ed the real con ver gen ce. As a re sult, the Slo vak GDP per ca pi ta
re a ched 84% of the Czech one in 2007. The ba lan ce of costs and be ne fits of the euro adop ti on
va ries due to dif fe rent con di ti ons in the succes si on sta tes and to a cer ta in ex tent jus ti fies the more
ra pid advan ce ment to the sin g le cur ren cy in Slo va kia. The com mon chal len ge for both economies is 
to overcome the one-sided orientation on cost/price competitiveness based on low wages.

Keywords: regional reallocation of resources, real and nominal convergence, real gross domestic
income, price and wage level convergence, costs and benefits of euro adoption.

JEL Clas si fi cati on: E31, F15, F43, O11

In tro ducti on

Sin ce the foun ding of a se pa ra te Cze cho slo vak sta te in the year 1918, Czech and Slo vak
eco no mies were be ing for med as one in te gra ted who le. In the pe ri od be tween the wars,
their de ve lo p ment took place in mar ket con di ti ons of small open eco no mies, strong ly
de pen dent on uphea vals in the out side en vi ron ment. Un til the end of the 1920s, im pres -
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si ve eco no mic growth set in, in vol ving ma in ly the in dustri al ly de ve lo ped Czech Lands.
The great cri sis in the 1930s, which bro ke for th with a de lay in Cze cho slo va kia, was par -
ticu lar ly de va sta ting and len gthy here. It had the most di srup ti ve ef fect on the poor re gi -
ons, which inclu ded Slo va kia and as well as a lar ge part of the Czech bor der land terri to -
ry, inha bi ted by the Su det ten Ger mans. Du ring the World War II, the two eco no mies
were tem po ra ri ly se pa ra ted. The im pe rial Ger man pro tec to ra te was decla red over the
ene my-held Czech Lands, with their borderland curtailed, and Slovakia became a
formally independent satellite state of Hitler’s Germany. 

Af ter the re newal of Cze cho slo va kia wi thin its pre-war bor ders (wi thout Sub car -
pa ti an Rus sia) its inclu si on into the au tar chic Eas tern Block led to a ge ne ral eco no mic
bac k ward ness. Mo der ni sati on slowed down, and a con si de ra ble descent in the world
chart of eco no mic le vel took place. The more fa vou ra ble aspects of this pe ri od inclu de 
fast pro gress in ba lan cing the eco no mic le vels of the two parts of the coun t ry. Cen t ral
plan ning and all-so ci e ty ow ner ship ena bled ex tensi ve transfer of re sour ces from the
Czech Lands to Slo va kia, fi nan cing ma jor in vest ments in in dustry and in frastructu re.
The pro gress in eco no mic le vel ling was be ing achi e ved, whi le si mul ta ne ous ly de for -
ming the structu re of pro ducti on, fo cu sing on the hea vy in dustry, which found mar kets 
in coun tries behind the Iron Cur ta in. For this re a son, the structu ral pro blems in both
succes sor sta tes of the for mer Cze cho slo va kia du ring the transfer to mar ket eco no my
af ter the dis so lu ti on of the eas tern mar kets were grea ter than in the other post-com mu -
nist Cen t ral Eu ro pean coun tries. Slo va kia was af fec ted par ticu lar ly hea vi ly. The di vi -
si on of the com mon sta te in the ear ly trans for mati on pe ri od at the be gin ning of the year 
1993 re pre sen ted an ad di ti o nal eco no mic shock. It de man ded a one-shot lowering of
the li ving stan dard of ci ti zens in Slo va kia in re lati on to the Czech Re pub lic and a ge -
ne ral ly more flexible adjustment to new economic conditions. The different initial
economic levels called for different economic policies in the two successor member
states. 

Stu dy ing practi cal ex pe ri en ce at lon ger tem po ral distan ce pro vi des em pi ri cal ma te -
rial for testing the fin dings of eco no mic the o ry, re la ting to in te grati on and di sin te grati on 
pro ces ses in re gi ons with dif fe rent eco no mic le vels. A re ver se exam ple can be seen in
the reu ni fi cati on of eco no mi cal ly less de ve lo ped Eas tern Ger ma ny with the more de ve -
lo ped Wes tern Fe de ral Lands. Com pa ring the fin dings from the se two ex tre me ly dif fe rent
exam ples of post-com mu nist de ve lo p ment ena bles us to exa mi ne the ef fi ci ency of di ver se
ap pro a ches to eco no mic po li cy and their ef fects on com pe ti ti ve abi li ty. In wi der in ter nati o -
nal con text, all of the se pro ces ses were be ing in fluen ced by an inclu si on of the trans for ming
coun tries into Eu ro pean integration, both prior to and after their accession to the European
Union.

This pa per fol lows the de ve lo p ment pri or to the dis so lu ti on of Cze cho slo va kia and
the con ver gen ce of the eco no mic le vel of the two succes sor coun tries in the past 15
years. The in di vi du al fac tors, in fluen cing eco no mic de ve lo p ment in the post-com mu -
nist coun tries, un derwent tur bu lent de ve lo p ment in the pe ri ods of swee ping in sti tu ti o -
nal chan ges. It is dif ficult to ren der a pre ci se descrip ti on and se pa rati on of their im por -
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tan ce. The fol lowing at tempt starts from an ana ly sis of the ma cro eco no mic con text,
based ma in ly on the sta tis tics of nati o nal ac counts.1

1. The Con ver gen ce of the Slo vak Eco no my in the Com mon State

The fast narrowing of the Slo vak eco no mic gap af ter the World War II

The rate of eco no mic growth in Slo va kia in the first post-war de ca de re a ched two-di git
le vels and far ex ce e ded the growth both in Czech Lands and in the most of other re gi ons
in Eu ro pe and worldwide. Net nati o nal in co me (NNI) in the years 1949 to 1989 po sted
a real 11 fold in cre a se in Slo va kia, whi le in the Czech Lands it was a 6fold in cre a se.2

With the time flow, the an nu al ra tes of in cre a se slowed down from 10% in Slo va kia and
less than 8% in the Czech Lands in the years 1948–1960 to a rate of ap pro xi ma te ly 5.5%
and 4.0%, re specti ve ly, in the fol lowing two de ca des. In the 1980s, the re was a dive to
a mere 2.6% in Slo va kia and 1.5% in the Czech Lands (see Table 1).

Table 1
Net Nati o nal In co me of the Czech Lands and Slo va kia 1949–1989 (in %, con stant pri ces)

1960/1948 1970/1960 1980/1970 1989/1980 1989/1948

Czech Lands

NNI total - index per period 245 148 148 115 614

– annual average 7.7 4.0 4.0 1.5 4.5

NNI per capita – index per period 225 146 140 114 527

– annual average 7.0 3.2 2.8 1.1 4.1

Slovakia

NNI total – index per period 311 172 166 126 1,120

– annual average 9.9 5.6 5.2 2.6 6.1

NNI per capita – index per period 269 152 150 119 732

 – annual average 8.6 3.5 3.5 1.5 5.0

Source: Own calculations on the basis of FSU (1985) and FSU, CSU and SSU (1992).
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1 The numerical data drew on the statistics of the national accounting of the Czech Statistical Office
(CSU), the Slovak Statistical Office (SSU), Eurostat and the OECD. The period before November 1989
is documented according to the available data from the balances of national economy, compiled in the
period of central planning, which were originally kept top secret. The basic data from them were partially 
published in the Historical Statistical Yearbook of Czechoslovakia (Historická statistická roèenka ÈSSR,
FSU, 1985) and the consequential yearbooks of CSU and SSU from the years 1986 to 1990. After the
year 1989, the detailed balance arrangements from the FSU database were declassified, too. A compari-
son of various types of indicators from the balances of national economy and national accounts (accor-
ding to the systems SNA and ESA respectively) can only be carried out by using complex transition
bridges. The conversions used the methodical comparative studies of the Conference of European
Statisticians at the UN in Geneva, which focused on comparing the systems of national economic
balances and national accounts intensively at the end of the 1950s and in the course of the 1960s.

2 The NNI indicator, used in the period of central planning, differed from the currently used gross
domestic product (GDP) in that it only included the so-called production fields (that is without the
so-called non-productive services), and also in the fact that amortisation of fixed capital was
excluded from it.
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The economic advancement of Slovakia was connected with a dynamic population
development. The number of citizens increased from 3.4 million in the year 1948 to as
many as 5.3 million people in the year 1989, i.e. by 53%. In the Czech Lands, the growth
in the number of citizens was much slower – there was an increase from 8.9 million
people to 10.4 million, i.e. by 16%. For that reason, the growth of national income per

capita differed less in the two parts than the growth of the summary economic
performance. In the monitored period, this indicator increased by 7.3times in Slovakia
and 5.3 times in the Czech Lands.

In the second half of the 20th century, one could hardly find a parallel of such
fast-progressing equalisation of the economic level of a weaker region with the more
developed within one common state. In relation to the Czech Lands, the posted national
income of Slovakia per capita increased from 60% in the year 1948 to 88% in the year
1989 (see Figure 1).3

Figure 1 
Net National Income of Slovakia in Relation to the Czech Lands 1948–1989 (in %, current
prices)1)

1) Without the foreign trade margin.
Source: Statistical Yearbooks of the FSU, CSU and SSU, various years, own calculations.

In an international chart of economic level, GDP per capita in purchasing power
parity in Slovakia was higher than in Hungary at the turn of the 1980s and 1990s, and
considerably higher than in Poland (see Figure 2).
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3 GDP shows a lower proportion of Slovakia in the all-nation total than NNI, which results from
a higher proportion of non-production services and fixed capital stocks in the Czech Lands.
The difference in GDP per capita between Slovakia and the Czech Lands would have been
approximately 3 to 4 percentage points higher at the end of the 1980s than according to NNI.
Another distorting factor was the planned prices, which were of the cost type and thus did not
reflect the lower productivity of labour in Slovakia at that time. Unlike the hypothetical market
prices, they exaggerated the proportion of SR to CR. For these reasons, the NNI indicator is rather
comparable in a time series, while it is better to use the now common GDP indicator for
a characteristic of the achieved level.
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Figure 2
GDP per capita of Slovakia in Relation to the Czech Republic, Hungary and Poland (= 100) in
1990 (current purchasing power parities)

Source: ECP´90, Auer, Müller (1993).

The harder effects of the transformation crisis when transferring to market economy led
to a widening of the gap in economic level in Slovakia. Just before the division of
Czechoslovakia, the economic level dropped to approximately three quarters of the Czech
economic level there. By combining data from statistical yearbooks, GDP per capita in
the year 1992 in the Slovak Republic can be estimated as 58,000 Czechoslovak korunas
compared to 77,000 Czechoslovak korunas in the Czech Republic. In the indicator of
the labour productivity, measured as the GDP per person employed, the difference was
smaller, representing only approximately 11 percentage points (see Table 2).

Table 2
The Eco nomic Level and Its Fac tors in the Czech Lands and in Slovakia, 1992

Czech Lands Slovakia CL = 100

GDP per capita in thousands CSK
1)

 76.7 58.1 75.8

GDP per person employed in thousands CSK
1) 160.5 142.6 88.8

Participation rate in %
2) 47.7 40.7 85.4

Average monthly wages in CSK 4,667 4 519 96.8

1) Current prices;  2) The number of employed persons (annual average) to the total population (annual average). 

Source: FSU, CSU, SSU (1992); CSU (1993); SSU (1993); OECD (1994); own calculations.

Transfer of re sour ces from the Czech Lands

The transfer of resources from Czech Lands, used for massive greenfield construction,
was the main source for the economic level’s fast growth in Slovakia. A common state
with integrated economy is able to concentrate and make purposeful redistribution of
resources for building transport and other infrastructure and for support of the
educational system and research. It has a number of tools available to support a removal
of the gap in economic level in the stagnant regions. In centrally planned economy,
moreover, direct command tools also existed for dividing investment in industry and
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other fields of production, which were being used when building new and recons-
truction the existing state-run plants.

The private and public consumption fund in relation to the national income produced 
reached 86% to 88% in Slovakia (with an exception of the decade in the 1970s, when it
reached 79%). The own resources for investment in development were very limited, so
that extensive new construction had to be financed centrally for the most part. With the
use of transfer, the accumulation fund4 had considerably higher proportion in national
income used than in the Czech Lands. In the years 1949–1989, it reached an average of
25% in relation to 18% (see Table 3).

Table 3
The Share of the Accumulation Fund to the Net National Income Used in the Czech Lands and 
in Slovakia 1948–1989 (in % of current prices)

1948-1960 1961-1970 1971-1980 1981-1989 1948-1989

Czech Lands 17.6 17.4 24.6 13.9 18.4

Slovakia 22.0 25.6 29.9 20.5 24.6

Source: FSU (1985); FSU, CSU a SSU (1992); own calculations.

Between the years 1948 and 1989, the outflow of resources from the Czech Lands to
Slovakia reached 5% of Czech NNI, while the inflow to Slovakia represented 14% of the
local NNI (see Table 4). 

Table 4 
The Transfer of Resources from the Czech Lands to Slovakia 1948–1989 (current prices)

1948-50 1951-60 1961-70 1971-80 1981-89 1948-89

Bill. CSK 6.3 43.9 83.7 152.2 175.8 461.9

In % to the

Czech NNI
3.6 4.1 5.3 5.4 5.5 5.2

In % to the

Slovak NNI
14.9 15.6 15.9 13.9 12.8 13.9

Source: FSU, CSU a SSU (1992); own calculations (according the methodology described in Box 1).

In conversion to GDP, this analogically represented 4% and 11%, respectively.5 It
reached the maximum value in the first half of the 1950s, when the fast rates of
economic growth enabled such spread. In the 1980s, the extent of outflow of resources
from Czech economy began to exceed the GDP increases, which led to stagnating
consumption and investments. This fact, among others, explains the stronger frustration 
of inhabitants in the Czech Lands compared to Slovakia in the pre-November period. It
also sheds light on the willingness of a part of the Czech political elites to dissolve the
common state in the critical period at the beginning of the 1990s.

4 The content of the accumulation fund consisted of new investments in basic funds after deduction of 
the amortization of existing funds plus the increase in stock, circulating funds and reserves.

5 The conversion in relation to GDP was based on the years 1985 to 1991, when the Czechoslovak
statistics monitored both indicators simultaneously.
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The method of calculation of the transfer and the used statistical records are stated in
Box 1. The national income produced and the national income used on the territory of
the Czech Lands and Slovakia served as the starting indicators. The term “national“ is
somewhat misleading in this case, because the recorded indicators were monitored
based on territorial principle and the transfers of income (losses or profits and wages)
within the state were not recorded. Based on national principle, the national income
produced would have been higher in the Slovak Republic, because more Slovak
employees worked in the Czech Lands than vice versa.

Box 1 
The Meth od ol ogy of the Trans fer Cal cu la tion 

The bal ance of na tional econ omy (BNE) was the main sta tis ti cal re source for the
trans fer be tween the two parts of the com mon state cal cu la tions. The bal ance of the
gross social prod uct and that of the net na tional in come were con structed sev er ally for
each of the two parts of the com mon state. How ever, the to tal fi nan cial bal ance, which
char ac ter ises the pri mary in come di vi sion and the sec ond ary re dis tri bu tion of the fi -
nan cial re sources, was con structed only at the com mon state level. Some of the key
BNE data were un clas si fied in the His tor i cal Sta tis ti cal Year book of the Czecho slo -
vak So cial ist Re pub lic (Historická statistická roèenka ÈSSR) in 1985 at first. This
year book con tained the time se ries of the ba sic bal ance of gross social prod uct and net
na tional in come in di ca tors from 1948 to 1983, ac cord ing to the main pro duc tion and
use com po nents. Be gin ning from 1984, an a log i cal data were pub lished in the cur rent
sta tis ti cal year books. (The for eign trade bal ance and mar gin were reg is tered only at
the com mon state level.)
On the bal ance iden ti ties ba sis, it was pos si ble to find out the sur plus of the Czech net
na tional in come pro duced over the net na tional in come used, which cov ered the def i -
cit of re sources in Slovakia. The net na tional in come pro duced (NNIP) on the com -
mon state level equals the net na tional in come used (NNIU), which con tains the con -
sump tion fund (pri vate and pub lic), ac cu mu la tion (i.e. gross cap i tal for ma tion with out 
am or ti sa tion), for eign trade bal ance (FTB), re ferred to as re la tions to abroad bal ance6

and losses (L). These re la tions are ex pressed by the fol low ing equation:

NNIP = NNIU + FTB + L (1) 

The sum of the NNIU for the two parts of the state, similarly to the sum of losses, was
identical with the common state total. However, the summation of NNIP for the two parts
of the state was not identical with the common state total with regard to undistributed
foreign trade items.7 The undistributed FTB and the foreign trade margin as part of
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6 The FTB calculation changed over time. Until the year 1965, the so-called balance of credit
relations to abroad was being included into BNE. As of the year 1966, it was the balance of foreign
trade in foreign prices, used in mutual payments. The so-called internal reproductive price
adjustment (vnitøní reprodukèní cenové vyrovnání, VRCV) was being calculated, which was kept
top secret. The foreign trade margin, based on the difference between sales prices and purchase
prices, was included in the production of national income in the foreign trade branch.

7 Converted data about NNIP are available in the 1993 Statistical Yearbook of the Czech Republic,
including the sector of foreign trade, the net production of which reached CSK 30bn to CSK 40bn
per year in the Czech Republic in the period from 1985 to 1991.
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production make it impossible to use the equation (1) in the single republics. To disco-
ver the difference given by the internal (intrastate) transfer, it is necessary to complete
the two republics’ NNIU, adding their hypothetical share on the FTB. This calculation 
was based on the conventional presumption of the FTB and foreign trade margin divi-
sion according to the share of the individual republics on the NNIPpt (partly total), i. e.

on the NNIP constructed as the sum of NNIP in the two republics. The calculation was
based on the following formulas:

                    FTB = NNIP – NNIU – L (2)

             NNIPpt = å  NNIPCZ + NNIPSK (3) 

             FTBCZ = FTB * NNIPCZ / NNIPpt (4) 

             FTBSK = FTB * NNIPSK/ NNIPpt (5) 

The transfer (T) was enu me ra ted as the dif fe ren ce be tween the NNIP in the in di vi du al
re pub lic and the sum of its NNIU (i.e. con sumpti on and accu mu lati on), los ses and the
sha re on the com mon sta te FTB.

                                                    TSK = NNIPSK - NNIUSK -LSK - FTBSK (6) 
                                                     TCZ = NNIPCZ - NNIUCZ -LCZ - FTBCZ (7)

The resulting transfer was always positive in the Czech Republic and negative in
Slovakia.

 
There is also a technical problem, which burdens the method of calculation. This is

because only the statewide balance was being equilibrated. Statistical discrepancies
may be concealed within the differences between the national income produced and its
use in the individual republics. For this reason, the calculations for the individual years
need to be seen as merely rough orientation.8 Balance deviations can be expected to
equilibrate partially in a longer time series, so that the informative value of this indicator 
for a longer period gradually increases.

The extent of transfer in international scope represented wide redistribution of
sources. For comparison it can be said that the existing transfers from the structural and
other funds within the European Union reach an inflow of only approximately 2% of
GDP in long-term average in the countries, which are catching up. The burden on Czech
economy ensuing from redistribution was approximately the same that the old federal
states of Germany now feel, contributing 4% of GDP, too, towards the development of
the new Federal Lands.9 Given the difference in economic strength between the two
parts of Germany, this inflow represents from one fifth to one quarter of the new Federal
Lands’ GDP.

The ne ga ti ve side of ex tensi ve re dis tri bu ti on ty pi cal for cen t ral ly plan ned eco no my
of the for mer Cze cho slo va kia were the de for mati ons of pro ducti on structu re, re sul ting
from the aut ar kic de ve lo p ment wi thin coun tries of the Coun cil for Mu tu al Eco no mic

8 Another form of estimate, based on an analysis of financial flow in public budgets and other
redistribution channels, which was carried out by government economists before the dissolution of
the common state, provided not very different results.

9 The data taken over from a report of the government commission of 13 experts, led by Klaus von
Dohnanyi from the year 2004, see Berg., S. et al. (2004), p. 26.
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As sistan ce. Ex tensi ve new “green field” con structi on led to the de ve lo p ment of gi gan tic
plants of the pro fi ling sec tors (me tal lur gy, ar ma ment in dustry, etc.), the de ve lo p ment of
small and me di um com pa nies lag ging behind and the mo der ni sati on of pro ducti on in
other fields be ing de layed. The transfer to mar ket eco no my in the 1990s fully revealed
the risks of one-sided development of production structure. 

2. The Development of the Czech and Slovak Republics after the Split

The trans for mati on cri sis, ad just ment of eco no mic po li cies and re structu ring
of pro ducti on 

The transformation crisis, which was brought about by the transfer to market economy,
had an especially strong effect on the Czechoslovak economy with its overrated heavy
industry tied to markets in countries of the Eastern Block. In order to achieve
competitive ability on Western markets, it was necessary to considerably reduce prices
and wages in relation to foreign countries. For this purpose, a fierce depreciation of the
Czechoslovak koruna took place in the course of the year 1990, carried out in three
steps. 

In Slovakia, where gigantic heavy industry plants and strong armament production
had been established, the collapse of the Eastern markets had even more profound
after-effects. In the market conditions, the redistribution of financial resources within
the state changed its form and abated considerably. The directive tools for redistribution
seceded completely. Slovak banks had to borrow relatively more from the central funds,
because the savings were much lower in Slovakia than in the Czech Lands.10 

There was an in crease of ten sion and re vived dis putes in the po lit i cal life, known as
“who is the worse for whom“. In the com mon state, la bour as well as the cap i tal fac tor
moved freely, which was be ing used for pur pose-ori ented ar gu ments. On the Czech
side, great trans fer of pub lic re sources to Slovakia was be ing pointed out, while on the
Slo vak part, greater par tic i pa tion of Slo vak work ers in the cre ation of GDP on Czech
ter ri tory was pointed out, etc. The dis putes and tug-of-war re lat ing to com mon re -
sources drew at ten tion away from the more im por tant com mon prob lems, such as the
stim uli and mo ti va tion to wards rais ing eco nomic per for mance dur ing the trans fer from
cen tral plan ning to mar ket econ omy. The di vi sion of the com mon state in ten si fied the
re spon si bil ity for the own de vel op ment of in di vid ual re pub lics. From this perspective, it 
can be retrospectively seen as beneficial. 

The differing conditions enforced an adjustment of economic policies. The weaker
Slovak economy demanded greater restriction in wages and greater currency
depreciation than Czech economy did. Only with a relative reduction of costs compared
to foreign countries was it possible to ensure competitive prices in export and to stand
the test of international exchange. In the initial transformation period, GDP generation
in Slovakia was considerably lower than consumption and investments in relation to

PRA GUE ECO NO MIC PA PERS, 1, 2009            11

10 The “soft“ loans provided by banks began to cause problems with pay off. During the dissolution of 
the common state, the relatively high borrowings of commercial banks operating in Slovakia
represented a claim of the Czech side, which the Slovak side considered disputable.
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other countries. In the year 1990, Slovak GDP per capita reached 84% of the level in the
Czech Republic, while the use of resources (the sum of households and public
consumption and of the gross capital formation) was considerably higher due to the
transfer, reaching 91% per capita (see Vintrová 2006, p. 41).

 The cost competitiveness of the Slovak economy increased, when a 10% one-off

depreciation of the Slovak koruna against the Czech koruna took place at the end of the
currency union at the beginning of the year 1993. In the following years, SKK was
depreciated down to CZK 72 to 80 per SKK 100.

As a re sult of the dif fer ent pol i cies, the level of wages, which had been prac ti cally
iden ti cal in the com mon state, grew wide apart. The av er age monthly nom i nal wages
reached CSK 4,667 in the Czech Re pub lic and CSK 4,519 in the Slo vak Re pub lic in the
year 1992 (see FSU 1992 and CSU 1993). In the year 2007, the nom i nal wages in the
Czech Re pub lic reached EUR 781 and in Slovakia it was EUR 597 (ex change rate ad -
justed), so the dif fer ence in creased from 3% to 30% (see Podkaminer, Pöschl et al.
2008, pp. 144-145). Czech econ omy achieved the fast est growth of real wages among
all trans form ing coun tries. In the year 2005, wages in creased by 38% here com pared to
the level be fore trans for ma tion, while in Hun gary they grew by 19% and in Po land only
by 2%. In Slovakia, real wages did not reach the pre-trans for ma tion level un til the year
2005, their de crease reach ing ap prox i mately 3%. Real wages in the Bal tic coun tries,
Bul garia, Ro ma nia, Ukraine and Rus sia were also be low pre-trans for ma tion level (see
Klaus, Tomšík 2007, p. 43).

The adjustment of wages to the lower economic performance of Slovak economy
following the dissolution of Czechoslovakia and the related division of economic
policies led to a considerable increase in competitive ability. 

An opposite example can be seen in the new Federal Lands of Germany, which
obtained a major inflow of resources from the western Federal Lands after the
reunification. From the fall of the Berlin wall until the year 2004, more than 1,25 trillion
euro was transferred to the new Federal Lands, but their economic level did not
equilibrate. GDP per capita stagnates at approximately 63% of the level in the more
developed western part of Germany. Compared to the situation prior to the
reunification, the economic level grew only slightly in Eastern Germany, and that was
only due to a decrease in population (according to the report Berg et al., 2004). 

Due to the con ver sion from east ern to west ern marks us ing the un re al is tic 1:1 ex -
change rate, the cit i zens of the new Fed eral Lands “be came rich“ un com monly fast, the
price for this be ing the loss of com pet i tive abil ity of the en tire econ omy. With un -
changed un der ly ing pro duc tiv ity of la bour and a sharp in crease in wages, the unit la bour 
costs (ULC) in creased abruptly. In this sit u a tion, West ern com pet i tors eas ily dis abled
East-Ger man com pa nies. Mass un em ploy ment de vel oped, along with brain drain and
flight of qual i fied la bour. The west ward rush of pop u la tion thereby con tin ued even af ter
the re uni fi ca tion, reach ing hun dreds of thou sands again (in to tal this in volves more than 
a mil lion peo ple al ready). In the case of the pre vi ously di vided Ger many, the fun da men -
tal so cial changes fol low ing the fall of the Berlin wall brought about po lit i cal in ter est in
a fast equalisation of conditions, which became superordinated to economic rationality.

The common objective of the transformation process in Czech as well as Slovak
economy was a fundamental change of production structure, which was only
enforced with the abundant help of foreign investors. They financed the restructuring of
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production, corresponding to changes in demand abroad as well as at home, and helped
find new markets. In both economies, a somewhat one-sided focus on the
manufacturing has developed especially the automotive industry and the electrical

industry. In Slovakia, where three foreign car manufacturers has already operated
(Volkswagen in Bratislava, Kia in Žilina and SPA Peugeot in Trnava), the total capacity
of production reaches 850,000 cars per year, so that there is one car per six inhabitants.
In the Czech Republic, the total capacity is only slightly higher. 900,000 cars are being
produced here, so that there is one car per eleven inhabitants (moreover a new plant of
the car manufacturer Hyunday being built in Nošovice). A characteristic common trait
of the production structure in both countries remains the ratio of services still lagging
behind developed countries as well as the neighbouring new EU member states. 

In both countries, agriculture has been considerably limited, its ratio in the gross value 
added having dropped to the current 2.6% (2006, current prices) and some significant
elements of livestock production have even posted absolute decrease. Between the years
1989 and 2006, for example, meat production (in thousands of tonnes of live weight)
decreased from 1,289 to 620 in the Czech Republic and from 593 to 544 in Slovakia. Milk
production (in millions of litres) dropped from 4,893 to 2,694 in the Czech Republic and
from 1,995 to 1,062 in Slovakia.11 

The decrease in housing construction was fierce. In the middle of the 1980s, more
than 100,000 apartments were being finished in Czechoslovakia every year
(approximately 77,000 in the Czech Republic and around 38,000 in Slovakia) and in the
year 1989, as the construction boom faded, 55,000 apartments were built in the Czech
Republic and 33,000 in Slovakia. In the middle of the 1990s, only 13,000 apartments
were being finished in the Czech Republic and 6,000 in Slovakia. From the year 2006, a
certain increase occurred to 30,000 apartments in the Czech Republic and 14,000 in
Slovakia. But even this favourable development represents only a fraction of the
supreme housing construction in the 1980s.12 

Cost com pe ti ti ve ness

A low wage level is the basis of cost/ price competitiveness of all new EU member
states. Slovakia stands out especially, having the lowest nominal wages as well as
labour costs per capita among all new member states. The Czech Republic has wages as
well as the total labour costs per person nearly one third higher than Slovakia does, and
the situation is similar in Hungary. Due to the not very big difference in labour
productivity, ULC differ in a similar way, slightly exceeding one half of the EU-27
average in the Czech Republic, while in Slovakia they only reach 40% in this
comparison (see Table 5).
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11 See FSU (Federal Statistical Office), CSU (Czech Statistical Office) and SSU (Slovak Statistical
Office), (1992), pp. 54 and 70, CSU (2007) and SSU (2007).

12 See FSU, CSU and SSU (1992), p. 226, CSU (2007) and SSU (2007).
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Table 5
Labour Productivity and Nominal Unit Labour Costs in EU-5, 2007 (EU-27=100)

GDP per employed

person (PPS)
1)

Nominal labour costs

per employee (EUR)
2) Aggregate ULC

Czech Republic 71.9 37.9 52.7

Slovakia 75.2 30.3 40.3

Hungary 73.0 40.0 54.8

Poland 66.9 28.1 42.0

Slovenia 84.7 63.6 75.1

Source: 1) Eurostat (2009b), 7. 1. 2009; 2) Podkaminer, Pöschl et al. (2008), p. VI; own calculations.

Low ULC in Slovakia rep re sents the ba sis of its high price com pet i tive ness within
Eu rope. This fac tor is more im por tant than oth ers, on which more at ten tion of ten fo -
cuses in anal y ses (for ex am ple the level of cor po rate taxes, etc.). The la bour pro duc tiv -
ity, mea sured by GDP per em ployed per son, slightly ex ceeded the level in the Czech Re -
pub lic in the year 2007. The per sist ing con sid er able dif fer ence in the eco nomic level
en sues from higher un em ploy ment and is to some ex tent also in flu enced by de mo -
graphic fac tors (lower percentage of citizens in non-productive age).

Within the Union, only Latvia, Lithuania, Romania and Bulgaria have lower
nominal wages and total labour costs per employed person. Compared to all the above
countries, Slovakia has a higher labour productivity, so that the unit labour costs are the
lowest here within the entire EU-27 (with the exception of Bulgaria). Thanks to low unit 
labour costs, Slovakia has achieved the necessary competitiveness and dynamics and
has become exceedingly attractive for the inflow of foreign capital.

The prevailing sources of competitive advantage in the Czech Republic and Slovakia
are based on low wage and total costs and on taking over foreign technologies. These
factors encourage an inflow of capital in search for cheap labour. This kind of prevalent
focus does not offer good prospects, however. Compared to Asian low-cost economies,
especially China (but also compared to the newly acceded Bulgaria), costs are relatively
high here,13 while the fast developing Asian countries also progress to higher levels of
technological intensity.

13 Compared to Austria, nominal wages in China reached approximately 7%, in the Ukraine and
Bulgaria 7% to 8% and in Romania 15% (in exchange rate conversion). In relation to Chinese
wages, Czech wages as up to four times higher and Slovak wages are three times higher (the
relation to Austrian wages reaches 28% in the Czech Republic and 21% in the Slovak Republic).
The unit labour costs, calculated as nominal labour costs in rate conversion, related to GDP per

employed person in PPS, can be estimated in relation to Austria at 24% in Bulgaria and 49% in
Romania, while in Slovakia they reach 37% and in the Czech Republic it is 44%. While Romania
has lower labour cost per employee than the EU-5 countries, it is lagging behind in productivity of
labour far more, as a result of which the ULC are higher here than in the compared countries (see
Podkaminer, Pöschl et al. 2008). 
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Ac ce le rati on of eco no mic growth af ter EU ac ces si on 

The accession to the EU, accompanied by a cultivation of the institutional environment,
has made Czech as well as Slovak economy more attractive for foreign capital and
accelerated economic growth considerably. The average annual GDP growth per capita

accelerated from 3.1% in the years 2000–2003 to 5.6% in the years 2004–2007 in the
Czech Republic, and from 3.6% to 7.5% (in the year 2007 up to 10%) in the Slovak
Republic. Within the Visegrad Four (VS-4), GDP growth in Slovakia was the fastest in
the past 15 years. Thanks to its dynamic growth, the fastest in the EU, Slovakia is being
referred to as Europe’s economic tiger. Due to a recession in the second half of 1990s,
economic growth in the Czech Republic slowed down and acceleration only came in the
current decade (see Figure 3).

Figure 3
GDP Rate of Growth in VS-4 Countries and in EU-15, 1993–2007 (in % of constant prices,
1992 = 100)

Source: Eurostat (2009b),  10. 2. 2009; own calculations.

Even with the extraordinarily high GDP growth rates, high unemployment persists
in Slovakia. Although the rate of unemployment decreased to 11.1% in the year 2007
(from 18 to 19% in the years 2001–2004, according to the Labour Force Sample
Survey), its level remains the highest among the EU-27 countries. Strong regional
differences in the rate of unemployment are also a negative phenomenon. The rate is low 
in the West-Slovakian districts, while it remains high in Central and Eastern Slovakia.14

In the Czech Republic, unemployment has dropped to 5.3% in the year 2007, which is
considerably below the EU-27 average (7.1%) and is among the lowest among the new

PRA GUE ECO NO MIC PA PERS, 1, 2009            15

70

90

110

130

150

170

190

210

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

EU-15 Czech Rep. Slovakia
Hungary Poland

14 In the year 2006, with nationwide unemployment of 13.4%, its rate reached from 4.3% to 8.8% in
the western Slovak regions of Bratislava, Trenèín and Trnava, while in the regions of Prešov,
Košice and Bánská Bystrica it reached from 18.1% to 21.1% (according to the Labour Force
Sample Survey). 
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member states.15 High unemployment in Slovakia encourages strong labour migration
to the Czech Republic, which reaches tens of thousands of people. The migration
involves both low-qualified labour and specialists in highly qualified professions. The
current robust economic growth in Slovakia can be expected to narrow down the gap
between wages and reduce the pressure on outflow of labour in future.

The boom of foreign direct investment (FDI) was somewhat delayed in Slovakia,
as a result of the political development. In the Czech Republic, net inflow of foreign
direct investment reached 10% of GDP at the end of the 1990s already, while in Slovakia 
such high values were not achieved until the beginning of the current decade. In the
years 2000 to 2006, net FDI inflow represented less than 7% of GDP here. The effects of
the accelerated inflow currently co-operate to the positive effects of integration
processes after accession to the EU and the adopted radical economic reforms. Due to
Slovakia coming from a lower economic level, the intensity of taking over technologies
from the more developed countries implies faster pace of catching up.

Real convergence and its factors

The con sid er able lead in the rates of eco nomic growth on the av er age rates in EU
coun tries, which set tled in at the turn of the mil len nium in both mon i tored econ o mies,
was re flected in the ap prox i ma tion of their eco nomic lev els to the de vel oped coun tries.
In the cur rent de cade, Slovakia as well as the Czech Re pub lic be longs among the fast est
con verg ing coun tries within the Cen tral-Eu ro pean five (EU-5).16 The gap com pared to
the EU av er age nar rowed down by 13 per cent age points in the Czech Re pub lic and by
18 per cent age points in Slovakia be tween the years 2000 and 2007. The Czech Re pub lic 
over took the level in Por tu gal and Malta, ad vanc ing to 17th place among the EU-27 in
terms of GDP per ca pita in pur chas ing power stan dards (PPS),17 Slovakia finds it self in
the 21st place be fore Hun gary, Lith u a nia, Lat via, Po land, Ro ma nia and Bul garia (see
Fig ure 4).18

15 In the Czech Republic, too, regional differences exist. The highest rate of unemployment involves
areas with previous concentration of heavy industry. In the year 2006, with a nationwide average of
7.1%, the rate of unemployment reached 12.0% in the Moravia-Silesia and 13.7% in the Ústí region 
(according to the Labour Force Sample Survey). 

16 The new Central European member states referred to as the EU-5 include the Czech Republic,
Hungary, Poland, Slovakia and Slovenia.

17 The purchasing power standards (PPS) are artificial units of the common currency on the basis of
the euro, based on the average prices in a group of member states (in the given case the EU-27).

18 As the volume indices based on purchasing power parities are not sufficiently accurate to establish a 
precise ranking of countries, the OECD classifications divide countries into several groups according
to their GDP per capita (see OECD, 2008): high income (with GDP p.c. 125% and more in relation to
the average), high middle (100–124%), middle (75–99%), low middle (50–74%), low (25–49%) and
very low (less than 25%). Economies with very low GDP per capita do not occur among EU countries 
(in Europe, they include Albania, Bosnia and Herzegovina, Moldavia and Ukraine).
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Figure 4
GDP per ca pita in PPS, 2007 (EU-27=100)1)

1) Lux em bourg = 267. 
Source: Eurostat (2009b), 10. 2. 2009.

In mu tual re la tion, in the first half of the 1990s, the eco nomic level of Slovakia
re ceded from that in the Czech Re pub lic, and then re turned to the start ing po si tion,
and in the cur rent de cade, ex pe di tious catch-up takes place. In the year 2007,
Slovakia al ready achieved 84% of the level of the Czech Re pub lic in terms of GDP
per ca pita in PPS (see Fig ure 5 and Ta ble 6).

Figure 5
Relation of GDP per capita in Slovakia to the Czech Republic, 1992–2007(in PPS, CZ = 100)1)

1) Current prices and current parities. 1992 in Czechoslovak korunas, other years in purchasing parity standards
(PPS). 
Source: CSU (1993, 1996); Eurostat (2009b), 10. 2. 2009; own cal cu la tions.
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Table 6 
GDP per ca pi ta in the Czech Re pub lic and in Slo va kia, 1992–2007

1992
1) 1995 2000 2006 2007 

Thousands PPS (CSK)
 2)

Czech Republic 76.7 10.8 13.0 18.3 20.0

Slovakia 58.1 7.0 9.5 15.0 16.7

SK in % to CZ 76 65 73 82 84

In % to EU-27

Czech Republic .. 74.0 68.5 77.4 80.2

Slovakia .. 47.9 50.1 63.5 67.0

1) 1992 in Czechoslovak korunas, other years in PPS. 2) Current prices and current parities. 
Source: Auer, Müller (1993); CSU (1993, 1996); Eurostat (2009a), 10. 2. 2009; own calculations.

Upon the whole, in the past 15 years since the dissolution of the common state, GDP
per capita in constant prices grew 1.6 times in the Czech Republic and doubled in
Slovakia. In addition to this key indicator, characterising the growth of the volume of
products in domestic constant prices, the economic level in international comparison
also reflects the success in trade with the outside world.

It is the development of terms of trade (T/T, that is the relation between prices
achieved in export and import), which reflect the change of the quality parameters of the
economy. In the Czech Republic, T/T improved by 25% over the past 15 years thereby
contributing to the convergence of economic level to advanced EU countries. In
Slovakia, on the contrary, they deteriorated by 6%, which impeded the catching of
economic level. This phenomenon is related to a different development of the nominal
exchange rate of CZK and SKK, especially in the 1990s. In the current decade, the rates
of both currencies appreciate, though with different intensity. The real gross domestic
income (RGDI), which reflects the development of terms of trade, developed faster than 
the GDP in the Czech Republic, while in Slovakia it was vice versa (see Table 7).

Table 7
GDP and RGDI per capita Rates of Growth, 2001–2007 (in %, annual averages)

GDP RGDI Difference in p.p.

Czech Republic 4.4 4.9 0.5

Slovakia 6.2 5.6 –0.6

EU-27 1.7 1.8 0.1

Source: Eurostat (2008a, 2008b), ECFIN (2008), pp. 30-31, 80-83; own calculations.

The frequently accentuated lead in the rates of GDP growth in Slovakia compared to
the Czech Republic fades to a large extent in the RGDI indicator. The GDP per capita of
Slovakia grew 1.8 percentage point faster in the most recent decade than was the case in
the Czech Republic, whereas in the rates of RGDI per capita growth, the difference
reached only 0.7 percentage points. The difference between GDP and RGDI is significant
in small open economies. In the European Union as a whole, the development of the two
indicators is identical and making a distinction between them is not as necessary.
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Price convergence 

Compared to the EU average, the comparative price level (CPL) in Slovakia, similarly
to Hungary and Poland, approaches the relation in economic level (measured by GDP
per capita). A characteristic feature of the Czech economy is the persisting relatively
great downwards deviation of the price level from the economic level. In the period
from the year 1995, there has been a fast increase in CPL, while it is still below the levels 
corresponding to a country with the given economic level. In relation to the EU-15, GDP 
per capita in PPS reached 72% in the year 2007, while the comparative price level of the
total GDP reached only 59%. Slovenia differs in that the price level there does not grow
in relation to the EU-15, but stagnates or decreases slightly, as it was relatively high in the
starting period (see Figure 6).

Figure 6
Comparative Price Level and Economic Level in EU-5 countries, 1995–2007 (EU-15 = 1)

Source: Vintrová, Žïárek (2007, p. 16); Eurostat (2008a), 7. 8. 2008; own calculations.

The situation is different when comparing with the U.S., where the comparative price
level has decreased sharply after the depreciation of USD. Compared to the U.S., the
relation of price level is much above the relation in the economic level in all EU-5
countries. In the Czech Republic there was lower only in the starting period (see Table 8).
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Ta ble 8
CPL and Economic Level in EU-5 in Relation to USA, 1995 and 2007 (USA = 100)

Czech Rep. Hungary Poland Slovenia Slovakia

GDP p.c.
1995 46.4 31.8 27.0 46.8 30.0

2007 52.5 41.1 35.0 58.4 43.9

CPL
1995 41.7 48.9 48.5 80.6 43.9

2007 70.3 73.5 69.4 87.5 69.4

Source: Eurostat (2008a), (2008b), 31. 12. 2008, own calculations.

The fast price level convergence in the Czech Republic to countries of the EU was
taking place entirely by CZK nominal exchange rate appreciation in the current decade.
In the years 2001 to 2007, the average annual appreciation of CZK against EUR reached
3.6%.19 The inflation differential had been negative in the same period. The average
annual rate of inflation reached 2.2% in the euro area, while in the Czech Republic it was 
only 2.1%. In Slovakia inflation was considerably higher; it reached 5.1% in annual
average. The positive inflation differential on the euro area reached 2.9 p.p. (see Table
9). The price convergence of Slovakia took place both via the inflation channel and an
appreciation of the nominal exchange rate. The exchange rate channel prevailed a little,
as the average annual appreciation of SKK on EUR reached 3.4% in 2001–2007.

Ta ble 9 
Inflation Rate and Differentials to the Euro Area in the Czech Republic and Slovakia,
1997–2007 (HICP)1)

1997–2007 1997–2000 2001–2007 2007

Inflation rate (in %)

Czech Republic 3.5 5.8 2.1 3.0

Slovakia 6.4 8.8 5.1 1.9

Euro area 1.9 1.5 2.2 2.1

Inflation differentials (in p.p.)

Czech Republic 1.6 4.3 -0.1 0.9

Slovakia 4.5 7.5 2.9 -0.2

1) HICP = har mo ni zed in dex of con su mer pri ces.

Sour ce: Eu rostat (2008b), 31. 12. 2008.

 
The performance changed considerably in the Czech Republic in 2008. Due to the

government reforms (changes in VAT and excises rates and in regulated prices of energy
and housing) the inflation rate reached 6.3% in the annual average and far exceeded the
3.3% rate in the euro area (HICP). The appreciation of CZK continued in the same time

19 At the same time, the foreign trade balance did not deteriorate and passed into the active from the
year 2005.
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and reached enormous highs.20 The CZK became the fastest appreciating currency in the 
world up to July 2008, when the tendency changed to depreciation again. The gap
between the CPL and economic level underwent a flat decrease and so the economic
foundation of a fast currency appreciation was exhausted. The cost competitiveness of
the Czech economy descended. In Slovakia, the appreciation of SKK was also relatively 
high in the first half of 2008, what was connected with the rising interest of investors to
the stabilised Central European region in this time.21 However, the rate of inflation
(3.9%) was nearer to the euro area average and the Slovak CPL does not increase so
quickly as in the Czech Republic. 

The different balance of costs and benefits of the euro adoption

The persisting tendency towards currency appreciation needs to be taken into account
during the transfer to the common currency, after the exchange rate channel is dropped
and the price level convergence takes place via the inflation channel.

The question of the euro adoption cannot be narrowed down to the fulfilment of the
Maastricht criteria alone, the fulfilment of which is necessary to ensure stability of the
common currency. In addition to this, it is also necessary to consider one’s own interests
and criteria, especially the benefits for economic growth and for the economic level
convergence to advanced countries. Early adoption of the common currency in the in
the catching-up economies has its advantages as well as disadvantages.

In the Czech Republic, the disadvantages are being accentuated with respect to the
loss of the country’s own exchange rate adjustment mechanisms in the stage of
incomplete real convergence and non-harmonised economic cycles. According to all
signs, the long-term tendency towards appreciation of the CZK has not yet been fully
exhausted. (However, the development in 2008 has strongly eroded these arguments, as
the great deviation of the exchange rate from the purchasing power parity within the EU
has fallen substantially.)

The exchange rate channel has a number of advantages, which vary according to the
different interest groups. In addition to the pressure on lower inflation and stabilisation of
inflation expectations, it is for example the appreciation of financial assets (denominated in
the local currency) in relation to abroad over time. If, in case of an absence of the exchange
rate channel and the inability to appreciate the currency, price convergence is only ensured
by a higher inflation, monetary reserves denominated in CZK will be depreciated fast. If the
koruna were undervalued against the euro, a devaluation of financial savings, pensions and
other koruna claims would occur in case of premature adoption of the euro.

The Slovak Republic is currently extending its integration into the EU to the realm of 
the currency. As the only one among the Visegrad countries, it has been part of the
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20 The average annual exchange rate was 24.94 CZK/EUR in 2008, while in 2007 it was 27.76
CZK/EUR. The annual appreciation reached 11 % and far exceeded the trend highs.

21 In the first 6 months of 2008 the CZK appreciated about 15%, SKK about 11%, PZL about 12% and 
HUF about 10%. All the central European currencies depreciated very quickly in the second half of
2008 and on the beginning of 2009, on the contrary.
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European Exchange Rate Mechanism (ERM II) since the end of the year 2005 already22

and has been preparing for adoption of the euro as of 2009. After having joined the ERM 
II, it was necessary to reduce inflation, so that the Maastricht criteria for adoption to the
euro area would be fulfilled. In the year 2006, inflation reached 4.3% and in the year
2007 it decreased further to 1.9% (annual average according to HICP).23 

The Slovak koruna continued to appreciate further while being part of ERM II. In
order not to exceed the upper band above the permitted 15%, two preventive
revaluations of the central parity had to be undertaken.24 Some economists had seen the
original central parity as undervalued from the beginning (see for example Iša, Okáli,
2008, p. 318).25 

Dur ing the po lit i cal de ci sion-mak ing in Slovakia, the views in clined to fast adop tion
of the euro, with out any more se ri ous dis cus sion on this sub ject have pre ceded. Ac cord -
ing to a doc u ment of the Czech gov ern ment en ti tled The Czech Re pub lic’s Up dated
Euro-area Ac ces sion Strat egy, on the other hand, the orig i nal date has been post poned
in def i nitely (see Min is try of Fi nance of the Czech Re pub lic, 2007). A more in formed
eco nomic dis cus sion did not stir up un til af ter this de ci sion (see for ex am ple the col lec -
tive vol ume by Peèínková, ed., 2007).

If we compare the prerequisites for adoption of the common currency from the
perspective of real convergence, Czech economy is closer to countries of the euro area
in terms of being economically advanced. The GDP per capita in PPS reaches 73% here
already compared to the euro area, while in Slovakia it is only 61% (data for the year
2007, see Eurostat 2008b). A greater gap between economic levels implies higher
priority and greater urgency of catching up with the economic level of developed
countries. The criteria for accession to the euro area, which are based on the conditions
of economically advanced countries, do not create the prerequisites for this. A country’s
own monetary policy can react more flexibly to asymmetrical shocks and support the
maintenance of fast economic growth.

Convergence of comparative price level progresses simultaneously with the
economic level convergence. These relations are more balanced in the Slovak economy. 
In the Czech Republic, the price level departs significantly downwards from the
economic level, so that longer suspension is necessary for their balancing (see Figure 6,
higher up).26

The costs and benefits balance of the euro adoption finds itself in a somewhat
different position in Slovakia than in the Czech Republic. In addition to the general

22 Slovakia joined ERM II as of November 26, 2005 with central parity of SKK 38.455 per one euro
within a fluctuation band of SKK 30.1260 to SKK 40.7587 /EUR. 

23 For the year 2008, the Slovak National Bank estimated a 2.8% rate of inflation. However, the
development of world prices (oil and foodstuff) made the achievement of this goal not realizable.
The result was 3.9% according to HICP.

24 After the first shift of the central parity in the year 2007, new vehement appreciation of the Slovak
koruna took place in the year 2008, prior to the approval of the accession of Slovakia to the
Euro-area by European institutions.

25 In the year 2007, the central parity was revaluated to SKK 35.4424 per one euro with a fluctuation
band from SKK 30.1260 to SKK 40.7587/EUR. At the time of setting the convergence rate (SKK
30.1260/EUR) the central parity was revaluated again.

26 During the year 2008 these relations changed significantly, but the quantification is not yet finished.
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benefit of the removal of exchange rate risks on the main trade partners and reduction of
the transaction costs, an important thing for Slovakia is the transfer to an environment
with low interest level, which makes loans cheaper and supports investment and
growth. This advantage does not apply to the Czech Republic, because interest rates are
lower here than in the euro area and after the adoption of the euro, loans would become
more expensive, on the contrary. The “euro umbrella“, ensuring currency stability, also
has greater importance for Slovakia. There are relatively high deficits of the current
account of the balance of payments, which reached as much as 8% of GDP in the years
2005 and 2006. The risk of speculative attacks on the currency is therefore higher, not to
mention the smaller scope of the economy. In the Czech Republic, the current account
deficit reached between 1% and 2.5% of GDP in the same years. 

Other benefits of fast adoption of the euro also come into question, such as acquiring
the status of a stabilised economy and the disciplining influence on public budgets.
(Some politicians look on the adoption of the euro as a matter of raising the political
prestige and rating of the country.) Nevertheless, in the case of Finland, a member, and
Sweden, a non-member, it has turned out that the adoption of the common currency did
not have any principal effect on trustworthiness and good reputation of the economy.
The by-passing of rules and use of “creative accounting“ in Greece also showed that
rules imposed from the outside do not contribute much towards budget discipline.27 For
all the reasons mentioned, the particular balance of benefits and risks in the Czech
Republic and Slovakia is not the same. It is therefore not only a matter of a different
political approach, although that, too, certainly plays its role.

Conclusions

The fast drive of the economic level in Slovakia during the existence of a common state
after the World War II represents a historically unique example at the given time. It was
enabled by a corresponding economic policy focus and facilitated by the existence of
central planning. The dissolution of Czechoslovakia did not interrupt the convergence
of the economic levels of the two successor states. Even after the divorce, Czech and
Slovak economies are close, and due to their historical links they find abundant
opportunities for cooperation on the free EU market. Although Slovak economy lost a
considerable inflow of resources from the economically more advanced part of the
common state, it has been able to adjust to new market conditions by having
significantly lowered the relative price level and depreciated the exchange rate of
Slovak koruna more profoundly. It has thus attained high cost competitiveness within
the EU. Thanks to a flexible adjustment to its own economic conditions, it has gained
greater dynamics. After the initial sway, it began to quickly reduce the gap to the
average EU economic level, and has been successfully catching up with the level of
Czech economy. 

The two countries are important mutual trade partners, with the highest proportion of 
import as well as export after Germany. Intensive movement of labour force continues
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27 The Stability and Growth Pact holds even for non-members of the euro area, though in their case
offence is accompanied by more lenient sanctions.
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to take place, which is nearly unilateral, from Slovakia to the Czech Republic, due to the
differing rates of unemployment. Different economic policies and a different course of
reforms provide the possibility for benefiting from mutual exchange of experience.

A temporary functioning of its own currency in the Czech Republic and the euro in
Slovakia need not harm the development of mutual economic relations. Long-term
duration of such a situation is not desirable, however. With a longer postponement of
adoption of the euro, the risks of shocks from outside increase which cannot be faced up
with a country’s own monetary policy, and in case of transmission of a financial crisis,
not even by a favourable development of the domestic fundamentals. This aspect, which 
the Optimum Currency Area Theory II refers to as waiting costs, has been neglected by
discussion in the Czech Republic so far.

A common fundamental challenge awaits both countries in the future. With
successful convergence of their economic level to the EU average, unavoidable
exhaustion of the currently prevailing sources of competitive advantage takes place,
which is based on low costs and taking over foreign technologies. A shift to qualitative
sources of competitiveness becomes essential, which should focus on development of
innovative abilities and on offering specific products and services of higher quality. It is
otherwise not possible to stand ground in competition with low-cost countries,
especially China. 

Long-term prerequisites for such shift exist in the industrial traditions and
qualifications, technical capability and relatively high level of learning in the
population. These prerequisites need to be adjusted to new demands, though, emerging
in knowledge-based economy. The transfer from prevailing cost competitiveness based
on low wages to qualitative competitiveness applied in technologically more
demanding and sophisticated products and services cannot get along without increasing 
the motivation towards further education and adjustment of qualifications, and without
greater use of the country’s own innovations.
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