A victim of its own success 

By Jan Cienski in Bratislava 

Slovakia’s reign as central Europe’s leading tiger economy is over, as exports plunge, unemployment increases and the deficit grows, forcing the country back into the role it thought it had left behind – one of central Europe’s laggards.

This year was supposed to be Slovakia’s coming-out year – marking the culmination of its rapid progress from a marginal Russian-leaning basket case under the reign of an autocratic government in the early 1990s, to a fully integrated member of the European Union.

The final step of that process was Slovakia joining the euro on January 1. But even as the fireworks shot into the sky, and politicians showed off the gleaming new euro coins decorated with Slovakia’s national symbol, a double cross, there were increasing indications that Slovakia’s economy was going to feel the full force of the economic crisis.

The very factors that helped Slovakia notch up a 10.4 per cent growth in gross domestic product in 2007 – its burgeoning export industries centred on electronics and three car factories that give it the highest per capita car production in Europe – are now the causes of its rapid economic deceleration.

“We are totally dependent on exports, mainly to Germany,” admits Jan Pociatek, the finance minister. “To be as strongly focused on the auto sector as we are is not good.”

Over the past few years Slovakia had outperformed the rest of the region, even putting a scare into its former compatriots in the Czech Republic, who tend to look down on Slovaks as poorer and uncultured cousins. But now the prospect of falling behind is a worrying possibility.

Initially, predictions for 2009 called for robust growth of 6.5 per cent. The finance ministry now estimates that the economy will contract by 6.2 per cent, recovering to an anaemic 0.5 per cent growth in 2010.

Joining the euro has provided some protection against the turmoil unleashed by the economic crisis; Robert Fico, the prime minister, has called it his country’s “shield”. As Poland and the Czech Republic saw their fragile currencies plunge, Slovaks with wallets full of valuable euros crossed the border to shop, stocking up on everything from Polish vegetables to cars priced in depreciating Hungarian forints.

But being a member of the common currency also has its costs. Slovakia’s workers are now more expensive than their counterparts in Poland and Hungary, which could impede the speed of an eventual recovery.

The country’s unexpected troubles are proving to be a challenge for Mr Fico, a smooth populist who was able to profit from the economic reforms of his predecessor, Mikulas Dzurinda. Taking power in 1998, Mr Dzurinda broke from Slovakia’s isolation and crony capitalism under the authoritarian prime minister Vladimir Meciar, and helped turn Slovakia into a flat-tax haven for foreign investors.

However corruption scandals and the Dzurinda government’s inability to sell the reforms politically brought Mr Fico’s left-wing Smer party to power in 2006.

Forming a coalition with Mr Meciar and with the extreme nationalists of Jan Slota and his Slovak National Party, Mr Fico has railed against the rich, and tinkered with some reforms, for example abolishing unpopular user fees for hospital visits, but overall he has left the economy alone.

“Fico didn’t ruin the substance of our reforms,” says Mr Dzurinda, now leader of the opposition.

As the crisis deepens, the pressure is growing on Mr Fico to act. The budget deficit is expected to reach 6 per cent of GDP this year, double earlier promises, but so far the government is not doing much to slash spending and bring in further necessary reforms, such as revamping the health care system. Programmes announced so far call for symbolic steps such as halting purchases of cars and copying machines for government ministries.

“We did not decrease spending significantly,” says Mr Pociatek, who has not ruled out tax increases, pointing out that by some counts Slovakia’s tax-to-GDP ratio is lower than the European average thanks to its 19 per cent flat tax.

The government faces further challenges in smoothing the disparity between the rich west of the country, which lies along the border with Austria, and the poorer east. Plans to complete an east-west highway by next year have been delayed at least two years by a lack of funds. Other issues, such as trying to integrate the large Roma minority, are also losing out thanks to the crisis.

If the government is forced to increase taxes on the wealthy, it would fit with Mr Fico’s populist rhetoric, and could also help him shore up popularity with his electoral base. Although his Smer party remains far ahead in opinion polls, with support of more than 40 per cent of voters, the government has been beset by frequent corruption scandals. “There is a great deal of cynicism,” says a foreign diplomat. “The idea is that if you don’t enrich yourself you are a fool.”

Mr Fico recently tried to cut himself off from the taint of the scandals by accusing Mr Slota of enriching himself while in government. The prime minister has also tried to steal some of Mr Slota’s nationalist rhetoric, pushing through a law enshrining the status of the Slovak language and attacking Hungarian “irredentism” (Slovakia spent centuries under Hungarian rule).

That has not helped improve relations with Hungary – arguably the most poisoned of any two EU neighbours. Hungary’s crude nationalist Jobbik movement, which won seats in the European parliament and apes wartime fascists, fans Slovak fears of Hungarian nationalism.

Bratislava’s frictions with Budapest do not get much attention in western Europe. Despite earlier worries that Slovakia under Mr Fico would prove to be hostile to the EU, the government has not caused much consternation in Brussels. Although Slovakia again had the dubious honour of the lowest turnout for elections to the European parliament, popular opinion in Slovakia is strongly in favour of the union. The country has fully ratified the Lisbon treaty reforming the functioning of the EU, unlike Poland and the Czech Republic.

What helps Mr Fico is the realisation that there is very little Slovakia can do to buck international trends and to fix the economy on its own. Often, actions cause more harm than good, such as the government’s copycat car scrapping bonus programme modelled on the successful German one, which had no discernable effect on the local car industry because about 97 per cent of production is exported.

In the end, Slovakia will revive when western Europe, and particularly Germany, starts to grow again.

