i tektury w rolkach), 4810923000 (niektére wielowarstwowe pro-
dukty z papieru i tektury z tylko jedng zewnetrzng warstwa bielo-
ng), 4810921000 (niektére wielowarstwowe produkty z papieru
i tektury z kazdg warstwg bielong) i 4810199000 (niektore wyroby
z papieru i tektury).

28 przypadek oleju palmowego i jego frakcji (HS 1511901902,
1511909902) oraz chtodziarek i zamrazarek typu domowego
(HS 8418102001).

29 7godnie z zasadami obowigzujacymi w WTO, zmiana rodza-
ju stawki celnej nie moze prowadzi¢ do podniesienia poziomu
pobieranego cla.

30 Chtodziarki i zamrazarki typu domowego (HS 8418108001)
oraz chtodziarki sprezarkowe o pojemnosci powyzej 340 litréw
(HS8418218000).

31 WTO, Russia - Tariff Treatment of Certain Agricultural and
Manufacturing Products. Report of the Panel, WT/DS485/R, 12 August
2016.

32 EaUG jako unia celna stosuje wspding taryfe celna. Rosyj-
skie zobowigzania wobec WTO w wigkszosci przypadkow zwigzaty
te taryfe, z kilkoma tymczasowymi (nizszymi) wyjatkami dla
Kazachstanu, Armenii i Kirgistanu, z uwagi na ich zobowigzania
wobec WTO.

33 Czwarty spér byt wszczety przeciwko Ukrainie, a dotyczyt
srodkéw antydumpingowych na azotan amonu.

34 Rozporzadzenie Rady (WE) nr 1225/2009 z 30 listopada
2009 r. w sprawie ochrony przed przywozem produktéw po
cenach dumpingowych z krajéw niebedgcych cztonkami Wspoino-
ty Europejskiej, DzUrz L 343 z 22.12.2009 r.

35 WTO, WT/DS474/1, 9 January 2014.

36 Przypadki, gdy ceny rozwazanego produktu lub wktadu
wykorzystywanego do jego produkcji sg sztucznie zanizone, zna-
czaco rézne od cen na rynku Swiatowym lub rynkach reprezenta-
tywnych, lub w inny sposéb znieksztatcone, np. na skutek urzedo-
wej regulacji cen czy stosowania cet eksportowych.

37 WTO, WT/DS474/1, 9 January 2014.
38 WTO, WT/DS494/1, 19 May 2015.

39 Zwiaszcza w $wietle stwierdzenia przez UE istnienia ograni-
czonego prawdopodobienstwa ponownego wystapienia dumpin-
gu w przypadku niektérych spawanych rur i przewodéw rurowych
z zeliwa lub stali niestopowej pochodzacych z Ukrainy i zakoncze-
nia postepowania w odniesieniu do ich przywozu w wyniku prze-
prowadzonego przegladu wygasniecia. Por. Rozporzgdzenie wyko-
nawcze Komisji (UE) 2015/110 z 26 stycznia 2015 r. naktadajgce

ostateczne cto antydumpingowe na przywo6z niektorych spawa-
nych rur i przewoddéw rurowych z Zeliwa lub stali niestopowej
pochodzacych z Biatorusi, Chiriskiej Republiki Ludowej i Rosji oraz
konhczace postepowanie w odniesieniu do przywozu niektérych
spawanych rur i przewodoéw rurowych z zeliwa lub stali niestopo-
wej pochodzgcych z Ukrainy w nastepstwie przegladu wygasniecia
zgodnie z art. 11 ust. 2 rozporzadzenia Rady (WE) nr 1225/2009,
DzUrz UE L 20, 27.1.2015 ., s. 6.

40 WTO, WT/DS476/1, 8 May 2014.

41 Celem trzeciego pakietu energetycznego, wdrazanego w UE
od marca 2011 r., jest liberalizacja i dalszy rozwéj konkurencji na
rynkach energii elektrycznej i gazu, a takze poprawa standardu
ustug i bezpieczenstwa dostaw. Ma on prowadzi¢ do zwiekszenia
przejrzystosci rynkéw detalicznych i skutecznosci nadzoru regula-
cyjnego prowadzonego przez niezalezne krajowe organy regula-
cyjne, a takze do wzmocnienia ochrony konsumentéw. Por. Urzad
Regulacji Energetyki, Trzeci pakiet energetyczny, http://www.ure.gov.pl/
pl/urzad/wspolpraca-miedzynarod/trzeci-pakiet-energety [dostep:
15.6.2016].

42 W mysl trzeciego pakietu energetycznego jest nim przesyt
gazu ziemnego poprzez sie¢, sktadajaca sie gtéwnie z gazociggodw
wysokocisnieniowych, inng niz sie¢ gazociggéw kopalnianych
i inng niz cze$¢ wysokocisnieniowych gazociggdw uzywanych gtéw-
nie w ramach dystrybucji lokalnej gazu ziemnego, w celu dostar-
czenia go odbiorcom.

43 W mys$l Dyrektywy Parlamentu Europejskiego i Rady
2009/73/WE z 13 lipca 2009 r. dotyczgcej wspdlnych zasad rynku
wewnetrznego gazu ziemnego i uchylajgcej dyrektywe 2003/55/
WE, ,rynek wschodzgcy” oznacza panstwo cztonkowskie, w ktérym
pierwsza dostawa handlowa w ramach jego pierwszej umowy dtu-
goterminowej na dostawy gazu ziemnego miata miejsce nie wcze-
$niej niz 10 lat temu.

44 W mysl ww. dyrektywy za rynek odizolowany uznaje sie
panstwo cztonkowskie, ktére nie jest bezposrednio podigczone do
systemu wzajemnie potgczonego zadnego innego panstwa czton-
kowskiego i ma tylko jednego gtéwnego zewnetrznego dostawce.

45 O tych powigzaniach wiecej np. w: World Bank, Global Eco-
nomic Prospects - Spillovers amid Weak Growth, January 2016.

46 Warto doda¢, ze liczba unijnych $rodkéw antydumpingo-
wych obowigzujgcych w przywozie z Rosji maleje (z 10 w latach
2004-2006 do 6 w potowie 2016 r. (European Commission: Anti-
-Dumping, Anti-Subsidy and Safeguard Statistics).

GOSPODARKA |1 FINANSE

SLOVENIA BACK ON ITS FEET — WHAT
PRICE IS TO BE PAID FOR GREED?"

Miklés Somai*

Following a sixteen-year period of sustained high growth,
the Slovenian economy slumped into a deep, W-shaped
recession between 2009 and 2013. This paper is a modest
effort to understand how the country had been pushed
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into such a deep downturn, what mistakes led to the pro-
longation of the crisis, how even the legendary political
stability had been weakened for a while, and finally, how
both internal and external pressure resulted in Slovenia’s
getting back on the path of economic growth.

Organic transition

After a two-year recession in 1991/1992 caused by
the rapid disintegration of Yugoslavia, the independent

Unia Europejska.pl Nr 3 (238) 2016



Slovenia enjoyed a remarkably long era of uninterrupted
economic growth between 1993 and 2008. In spite of
having been (together with the Czech Republic) one of
the most developed countries of Central East Europe at
the beginning of the transition - and obviously, there is
a logarithmic path for any progress - Slovenia did better
than any other fast-growing country of the region in

Figure 1

catching up with the old EU member states (Figure 1). In
the period of 1988-90/2006-08, it reduced its develop-
ment gap vis-a-vis EU15 by 13.9 percentage points in terms
of real GDP per capita, more than Estonia (10.0 pp.),
Poland (7.5 pp.) or Slovakia (4.8 pp.) did, all of them
starting from much lower levels of development than
Slovenia.

Real per capita GDP in new EU member states (EU15 = 100%) based on 3-year averages
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Note: Slovenian real GDP per capita was 47.1% of that of the EU15 in 1988-1990 on average; in 2006-2008 it stood at 61.0%.
Source: Author’s calculations based on: Real per Capita GDP (2010 dollars) Historical, http://www.ers.usda.gov/data-products/international-

macroeconomic-data-set.aspx [13.3.2016].

As for the economic policy, this 16-year period splits
into two sub-periods, namely before and after 2004. The
period before 2004 was marked by a gradual transforma-
tion from the Yugoslavian-type of socialist self-manage-
ment system towards market economy, but also by the
setting up of the institutions of the independent state of
Slovenia. Undoubtedly, the most important component of
this transformation process, and also the guarantee of its
success, had been the gradual, decentralised and distribu-
tive character of the so-called first wave of privatisation
which ran from late 1980s until 1999.2 These characteris-
tics of the process constituted a compromise between the
interests of the new and old elite, and first of all enabled
the managers - as internal (managers’ and workers’) buy-
outs happened to be the most popular method for privati-
sation - to remain involved in the life of their companies.3

The Slovenian privatisation concept, apart from trans-
forming more than 1,300 self-managed enterprises into
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private companies, also included the sale of approximately
100,000 council dwellings to their occupants, the restitu-
tion of the property which had been nationalised between
1945 and 1958, and the assignment of 40 per cent of shares
in some food processing companies to farmers' coopera-
tives. It was a mixture of free distribution, internal buy-outs
with discount and the possibility of deferred payment to
employees, and commercial privatisation. Apart from the
large, unprofitable companies, to be put in the so-called
Development Fund and sold after refurbishment, and the
strategic ones (e.g. steel mills, utilities) to be maintained in
state ownership, the shares of the companies identified by
the 1992 Privatisation Law were to be distributed through
the following scheme: 10 per cent were to be transferred
to the Pension Fund (KAD), another 10 per cent to the Res-
titution Fund (SOD), a further 20 per cent to the Develop-
ment Fund; 20 per cent were sold to the employees (in
exchange for their vouchers) and the remaining 40 per
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cent was left to the companies to decide on. In profitable
small and medium-sized labour intensive firms (i.e. in
more than 60 percent of the cases), workers and managers
obtained majority ownership. The second most popular
method for privatisation (>10 per cent of the cases) was
applied in profitable large firms - in fact too large for insid-
ers to acquire a majority stake - where managers tried to
maintain their influence by combining internal distribution
of shares with public auction, thus opting for dispersed
shareholder structure rather than strategic and/or institu-
tional owners.4

At the end of the first wave of privatisation which was
followed by a non-transparent domestic consolidation of
ownership, managers, domestic companies, and state and
private funds (both two latter, however, “lacking the ability
and motivation for proper corporate governance")> were the
key economic players. This model enabled the state to
maintain significant ownership in privatised firms through
state-controlled funds (KAD, SOD)%. Foreign and/or strate-
gic investors played a much smaller (also less than desira-
ble) role.”

The period after 2004 turned out to be the time when
things started to go wrong. This turn of events, however,
did not appear to have resulted in a deterioration of macro-
economic indicators up to the outbreak of the global crisis
in 2008. As a matter of fact, the opposite happened: the
pace of growth became even stronger. This time, however,
the acceleration of the activity had nothing to do with
a gradual, organic development as earlier, but was rather
a necessary consequence of a forced and irresponsible
policy that overheated the economy.

Root of troubles

Despite apparent shortcomings in both the process of
transition in general and more concretely the first wave of
privatisation - i.e. underdevelopment of capital market,8
information asymmetry and insider trading becoming per-
manent features of the Slovenian equity market, as well as
a sizable portion of the economy remaining in direct state
ownership - the period between 1992 and 2004 appears to
have been a prosperous time for the country. Also, success
and recognition at international level were soon to come:
Slovenia was granted membership to NATO and the EU in
2004, to OECD in 2010 and was the first former communist
state to adopt the euro on 1 January 2007. But, as the
country became more and more deeply integrated into the
European Union, pressure from abroad was growing to
bring it closer to the Western standards concerning the
(preferably limited) role of the state in the economy, par-
ticularly as an equity holder.?

Gradualism was put to a halt by the new centre-right
government which came back to power in 2004 after 12 years
spent in opposition.

To understand what follows, it is important to know
that under the old (communist) regime, people had to
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belong to the elite if they wanted to take part in lucrative
economic projects. At the end of the 1980s, those never
having had a chance to get involved in big business
organised political parties, formed a colourful coalition
(DEMOS) and won the first free election in 1990. Due to
political inexperience and internal division, however, they
lost the 1992 election and the old elite governed the coun-
try for the following 12 years. Twelve years are enough
time for revenge to be nurtured in the heart of those who
are frustrated believing that power has unfairly been
denied to them historically.10

So, when they came back into power in 2004, the cen-
tre-right forces left nothing to chance: in addition to having
obtained political power, they also tried to take control of
the economy and even large parts of the national media.!"
In less than a year, they managed to put their faithful men
into the managerial and supervisory boards of partially
public companies and used the state-owned banks (also
peopled with their loyal party supporters) to finance manage-
ment buy-outs (MBOs) in the course of the second wave of
privatisation.

The second wave of privatisation was a direct conse-
quence of the so-called Reform Strategy of the new centre-
right government, formulated in the spirit of achieving the
renewed Lisbon Strategy goals, the latter having been
announced by the European Council in March 2005.12 The
Reform Strategy proposed 67 specific measures in a view
to boost the efficiency of the state and hereby the com-
petitiveness of the Slovenian economy, covering practically
every single aspect of life where the state had a say (i.e.
such diverse topics as health care, education, tax and pen-
sion system, labour market, social transfers, public utilities,
infrastructure, R&D, the use of EU funds etc.). Measures
numbers 19 to 23 were designed to deal with privatisation
and the development of the financial system.13

As for the assessment of this second wave of privatisa-
tion (lasting from 2005 to 2007), opinions diverged. On the
one hand, the government thought it to be a transparent
process, opened to foreign investors while reconciling both
big and small shareholders interests, a process of gradual
withdrawal of the state (represented by KAD and SOD)
from the economy, a process providing good opportunity
for the domestic financial market to develop further.14 On
the other hand, the opposition thought it to be a non-
transparent process in which those in power embraced the
strategy of Spanish conquistadors;'> namely, by appoint-
ing their friends to board positions in both government-
related companies and state-owned banks, and by forcing
the latter to finance MBOs in the former, they exposed
both banks and companies to extreme risks, while, not
incidentally, also overheated the economy, especially in
cyclically sensitive sectors like construction, real estate and
financial mediation.1® Neutral experts called the process
insider privatisation!” and even the OECD drew attention
on that “a weak framework for the governance of state-owned
banks"...was "“likely to have contributed to poor credit standards,
excessive risk taking”..."and misallocation of credit’.18
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In fact, apart from a handful of widely publicized
success stories - of which the sale of 55.3 percent of SlJ
(Slovenian steel group) to Russian KOKS Group'? and that
of 48.1 percent of the second largest bank (NKBM) via an
IPO (initial public offering) - counterbalanced by some
notable failures (like the aborted privatisation of Triglav or
Telekom Slovenije), the second wave of privatisation, initi-
ated to consolidate ownership interests and increase the
share of strategic investors, did not meet its main objec-
tives. Although between 2004 and 2007, the number of
companies owned by the state through KAD and SOD
declined from 492 to 198,20 in reality the risk of potential
political interference in the economy did not diminish. By
2007, the two funds, which had initially been designed to
become portfolio investors, managed to concentrate, by
way of exchange of shares, their control over the Slovenian
blue chips; they acquired at least blocking minority (25%+1
voting share) in 10 out of the 28 most important compa-
nies listed in Ljubljana Stock Exchange.2! As a conclusion,
given the predominance of internal owners and state-con-
trolled funds in the process, just as the first also the second
wave of privatisation failed to attract enough strategic or
foreign investors, a scenario which could have led to some
restructuring in the inevitably under-capitalised Slovenian
companies.22

The original sin and other circumstances

Businessmen of the old elite, when they realised they
were being systematically squeezed out of leading posi-
tions in the companies, took up the struggle and started to
buy state assets in the stock market. In increasingly divided
Slovenia, the banks financed both sides, i.e. both the new
and the old elite.23 The growing demand pushed up prices,
but, with the country being at the threshold of becoming
a Eurozone member, gradually decreasing real interest
rates created good conditions for privatisation to go on.24

As the Slovenian crisis primarily manifested as a bank-
ing crisis, it is worthwhile to look into the details and get
familiar with the peculiarities of the Slovenian financial
sector.

By the time the country became an EU member, the
Slovenian banks had already experienced several waves of
the privatisation/nationalisation roller coaster. At the
beginning of the transformation period, the originally
regionally organized banks, traditionally linked to their
clients and automatically privatised when their clients-
companies had been25, remained with 30 to 40 per cent of
non-performing loans (NLP) after the disintegration of
Yugoslavia and as such had to be rehabilitated at mid-
1990s.26

Later on, but still before the second wave of privatisa-
tion, there were rather unsuccessful attempts to privatise
the two largest state-owned banks. While the sale of NKBM
was unsuccessful, that of NLB resulted in a temporary
success; in 2002 the Belgian KBC acquired 34 per cent of
the shares, with the European Bank for Reconstruction and

Unia Europejska.pl Nr 3 (238) 2016

Development (EBRD) also entering the bank’s capital for
a 5 per cent stake. The Belgians bought themselves into
NLB with a view of using it as a springboard to enter the
ex-Yugoslav markets. But, as neither for their plan about
NLB or their role in it were they able to reach agreement
with the main owner of the bank, i.e. the Slovenian govern-
ment, they divested their share ownership in two steps; in
2006, reducing it to 22% and in 2012 to 0%.27

With the country entering the European Exchange Rate
Mechanism (ERM-II) at the end of June 2004, restrictions on
movements of capital were lifted and a process of reducing
the interest rates began whereby the Bank of Slovenia
practically lost control of the amount of money in circula-
tion.28 Although the country was only in the anteroom of
the Eurozone, “in the financial field, barriers between the
Eurozone economy and Slovenian economy had practically
disappeared”.29

Another component of the mosaic of factors behind the
Slovenian banking crisis was the introduction of the Inter-
national Financial Reporting Standards (IFRS) in early-2005
which, by replacing the previous conservative regulations
with much more permissive ones, had an impact on banks'
business behaviour and encouraged them to further
expanding their lending activity.30

Credit expansion was further bolstered by growing
competition among the banks in Slovenia, reflected in
a reduction of both effective interest rates and loan
standards (e.g. through lower requirements of collateral).
Especially, the majority foreign-owned banks proved to be
very aggressive in their efforts to expand their market
share; on the solid basis of their financially strong parent
banks, they offered much favourable terms and had been
raising their loan to deposit (LTD) ratio to much riskier
heights than the domestic banks did.31

Among factors on the supply side, i.e. those that
allowed high growth in lending, undoubtedly the most
important was the large supply of assets on the interna-
tional financial markets. In the period of 2004 to 2008,
Slovenian banks borrowed massively from the interbank
markets, and provided domestic companies with cheap
loans. And it is just here, at the intersection of supply side
(more financing) and demand side (more investment) that
circumstances referred to in the title of this chapter as
“original sin” come into picture:
= Slovenian banks faced increasing exposure to risks

arising from a maturity mismatch (i.e. short-term liabili-

ties outweighing short-term assets), as interbank cred-
it had historically been, and with the crisis looming
becoming even more increasingly short-term, whereas
loans issued to the private sector were typically “gener-
ous”32 and long-term;33

w 3 substantial part of the above-mentioned loans
financed the corrupt insider privatisations (i.e. consisted
of soft funding for buy-outs by politically connected
managers)34 and the often irresponsible expansion
policy of the new owners, the banks thus complying
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with the latter's desire to “obtain ownership influence
over as much of the economy as possible”;35

= probably the most dangerous aspect of the credit
expansion was the very way in which the banks pro-
vided loans for this “conquest” (i.e. totally inconsi-
stently with the principle of risk minimization). As
companies actively invested beyond their core busi-
ness, whereby creating a real estate boom, the banks,
letting an exceptionally high proportion of loans be
tied to the value of properties pledged as collateral,
exposed themselves to excessive risks. Also, they com-
mitted similar errors by financing companies carrying
out leveraged buy-outs (LBOs36).

In the period of 2004-2008, Slovenian banks’ exposure
to international financial markets (i.e. liabilities to foreign
banks) increased by almost four times, from EUR 4.25 bil-
lion to EUR 16.1 billion. At the same time, loans to corpo-
rates grew twice as fast as non-banking sector deposits
did, at a rate of around 20 versus 10 percent a year, which
raised the LTD ratio for banks from less than 100 percent
(in 2004) to more than 160 percent (cp. 122% for Euro-
pean Economic and Monetary Union (EMU) banks) by the
onset of the financial crisis. The fast growing indebted-
ness based on foreign borrowing increased vulnerability
of the Slovenian economy to financial shocks abroad,
which became apparent after the fall of Lehman Brothers
in 2008.37

Crisis and growing pressure

Slovenian banks, which got used to obtaining cheap
and easy credit from wholesale financial markets, sud-
denly, with the global crisis starting in September 2008,
found themselves in an entirely new situation. They were
obliged to tighten credit standards towards the corporate
sector (i.e. to increase interest costs and shorten maturity
structures of loans) in two waves:
= first when, because of lack of trust, the interbank

markets dried up (credit crunch) and the loans which,

borrowed by them from the wholesale market, came
due were not being renewed;

= second when, with the crisis gaining momentum in the
corporate sector, the loans they had granted to their
clients were not being serviced.38

In Slovenia, two big bubbles burst in tandem with the
global financial crisis: a real estate price bubble and a stock
market bubble.39 With an ever-growing number of enter-
prises going bankrupt (Figure 2a), the fundamental prob-
lem for banks - especially for those state-owned ones,
having largely been involved in the finances of the MBOs of
the new elite - came from the rapidly rising proportion of
non-performing loans (NPLs, Figure 2b), which did not only
imply a deterioration of their asset quality but also a limita-
tion of the volume of credit they could extend to new cli-
ents.

In 2009, Slovenian real GDP fell by 7.8 percent,
aresult 14.7 percent lower than the one in 2007 (+6.9%).
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While such economic slowdown was commonplace
among the EU new member states (see e.g. Slovakia and
the Baltics with even worse results, on Figure 2¢), within
the Eurozone, however, in its composition of 2007 - so
the last year before Lehman's failure - Slovenia was the
country most severely hit by the first wave of the global
crisis.

It is not easy to estimate the importance of the role
insider privatisation had played in Slovenian banking crisis,
or more generally in Slovenian financial and economic cri-
sis, but as a matter of fact, out of the four most infamous
managers of the privatisation process, having been con-
victed, sentenced and jailed for high-profile corruption and
other crimes (forgery, abuse of office etc.) in 2013, three
(Ivan Zidar, Dusan Crnigoj and Hilda Tovsak) happened to
be former CEOs of the three biggest, now liquidated, con-
struction companies of the country (SCT, Primorje and
Vegrad),40 i.e. representatives of a sector among the worst
performers of the economy#! (Figure 2d).

The coincidence of the effects of the insider privatisa-
tion, the denial of the severity of the crisis for a while42 by
the centre-left government, back in power from end-2008
to early-2012 - e.g. by not retaining themselves in 2008
and even in 2009, i.e. the worst year of the crisis, from
increasing public sector wages43 (see Figure 3a) as well as
the statutory minimum wage (+22.9%) in March 201044 -
and some other factors, like the W-shaped growth-path of
the country’s main export markets (Figure 3b), made the
crisis in Slovenia one of the deepest and the most long-
lasting in both the region and the Eurozone.4>

Indeed, some time had to pass for the centre-left
government to realise the magnitude and the long-lasting
nature of the crisis and take effective measures to over-
come it.46 And when finally they tried to, important struc-
tural reforms in various fields like pensions and the labour
market (e.g. preventing illegal working) were, in a series of
referenda in 2011, unequivocally (i.e. with a majority of
between 72 to 80 percent) rejected by the citizens,47 fuelled
by both trade unions and opposition,48 and accustomed
to welfare state benefits, as well as to combine official
and unofficial activities in order to sustain their living
standards.49

To summarize; the centre-left government were caught
unprepared to face the global crisis, did too little and too
late,50 allowed themselves to be urged by international
organisations (by the EU and OECD) to propose unpopular
reforms,51 and when a number of strategic mistakes led to
the collapse of social dialogue by mid-2010, decided upon
to proceed with the legislative agenda without the support
of the social - and even some of their political - partners.52
So, as reforms were being rejected in the above-mentioned
referenda and the centre-left coalition fell apart, a centre-
right coalition - formed by almost the same parties as
between 2004-2008 - returned to power in February 2012,
pursuing preliminary general elections held in December
2011.53
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Figure 2a
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Figure 2b
NPL ratio of biggest state-owned banks
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Figure 2c
Slowdown in real GDP growth rate from 2007 to 2009 (%)
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Figure 2d
Final domestic demand and its components in Slovenia (2008=100)
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Figure 3a

Real growth of gross wage per employee in 2008-2015 (%) (2007=100)
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Figure 3b

Yearly real GDP growth rates (%) in Slovenia and its main export markets (share in Slovenian exports in brackets)
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Figure 3c

Unemployment rate (% of active population)
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Source: Eurostat, Unemployment by sex and age - annual average, http://appsso.eurostat.ec.europa.eu/nui/show.do [26.7.2016].

Figure 3d

General government deficit in new member states (% of GDP)
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Figure 3e

Debt to GDP ratio between 2008 and 2015 in new member states (%)
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Figure 3f

Percentage point change in debt to GDP ratio between 2008 and 2015 in new member states (%)
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Partly having learned from the negative experiences of
the outgoing government, partly due to growing external
pressure (from international financial markets and institu-
tions) to implement real structural reforms for restoring
the sustainability of public finances, the new centre-right
government, by following almost step by step the six direc-
tions set forth by the Commission in its 2011 recommenda-
tions,54 took a much more holistic approach than their
predecessor and began radical austerity measures. The
year 2012 was entirely devoted to fiscal consolidation.
Already in March, the government adopted a package of
austerity measures related to internal savings in the public
sector which included rationalisation (e.g. in the field of
transport costs, transfers to municipalities and farmers,
allowances to MPs, size of consular offices),>> and restruc-
turation of the administration (e.g. mergers and abolition
of certain bodies, reallocation of tasks among institutions,
overhaul of the diplomatic network).56

The main measures to be taken in order to ensure sus-
tainable public finances and macroeconomic stability were
introduced in an omnibus act (named Balancing of Public
Finances Act) in May 2012. As a general idea, the reduction
in public expenditure had to be applied to all areas, but
first of all to:
= remuneration of civil servants: cuts and freezes (for

details see footnote 42);

= welfare benefits: shortening of the period of entitle-
ment to unemployment benefit (over a certain age
and/or insurance period), and selective austerity meas-
ures depending on income level (for child, child birth
and large family allowances);>”

w pension system: gradual increase of normal retire-
ment age (to 65 by 2020, from 58/57 for men/women);
minimum age set to 60 (after 40 years’ work); end of
indexation; incentives for prolonged employment and
disincentives for early retirement;>8

= |abour market: development of the concept of flexicu-
rity (giving companies the opportunity to adapt to
market demands), and active employment policy;

w tax system: tax reliefs to promote formation and
investment; introduction and/or increase of taxes hav-
ing no direct negative impact on competitiveness (i.e.
anti-crisis tax and tax hikes on real estate over EUR
1,000,000, luxurious goods, capital income, personal
income over EUR 70,000 a year, etc.).>9

The main aim of the omnibus act was to cut public
spending by EUR 500 million in 2012, EUR 800 million in
2013 and EUR 1 billion in 2014, representing 1.39, 2.22 and
2.78 per cent of the Slovenian GDP, respectively. Before
asking for such an effort from the population, also success-
fully avoiding potential referendum initiatives against the
omnibus act, the centre-right government first prioritized
the consolidation of public finances in the coalition agree-
ment (i.e. secured themselves against the desertion of
their political allies), and then insisted upon that the social
partners be involved to the fullest extent possible and play
an active role in delivering proposals.60 There is no better
testimony to the success of the above strategy than the
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enormous improvement that could be observed in general
deficit, down from 6.6 in 2011 to 4.1 in 2012, that is by
2.5 percentage points of GDP in just one year's time
(Figure 3d).

But there are limits to any government strategy, as well
as to people’s patience and understanding. Things started
to go wrong in the last quarter of 2012. The centre-right
government failed to forge national unity behind two
important issues: the stabilization of the banking sector by
way of the establishment of a bad bank, named Bank
Assets Management Company (BAMC) - to be designed to
help banks in their efforts to clean up their balance sheets
and start lending to businesses again®! - and the stabiliza-
tion of public finances through a centralised system for
managing state-owned assets under the auspices of the
renewed Slovenia Sovereign Holding (SSH).62 Acts related
to BAMC and SSH were, immediately after having been
adopted by the Parliament, vetoed by the upper house (the
National Council) and attacked by several trade unions
initiating referenda on them.

What made the situation worse was the coincidence of
two factors; first, the negative impact of the austerity on
the economy had been fully felt by the end of 2012, with
the worst year-on-year GDP data (-3.5%) for the 4th quarter
(Figure 4a); second, as the government was heading
towards announcing further cuts in public sector wages
and introduction of additional austerity measures for 2013
and 201463 - which eventually came to be adopted by the
Parliament in early December 201264 - speculations about
the extent of the would-be measures started in the media.
In this situation the tiniest spark could provoke a storm of
protest. And it did. This spark bore the name of corruption.

In October 2012, in Maribor, the second largest city of
Slovenia with circa 100,000 inhabitants, the municipality
introduced a system employing a multitude of radars and
cameras in order to identify speed limit violators. More
than 20,000 fines were issued in only two weeks' time and
the conviction was gaining ground among residents that
their households’ budgets were being targeted. When it
was revealed that the radar program, which had been initi-
ated as a PPP (Public private partnership) project, benefit-
ed the mayor and his entourage, people became furious.
Street protests began in Maribor on 2 November 2012 and
spread over the whole country in just a few weeks, calling
everywhere for the resignation and/or prosecution of poli-
ticians, other functionaries and businessmen accused of
corruption. Although, started peacefully, the movement
soon turned violent and came to clashes between police
and protesters. There was a wide coverage of the ‘Slove-
nian uprising’ in the world media, so everyone could
understand that the country ceased to be what it used to
be: a relatively stable democracy of the Balkans.6>

In a country where society is truly egalitarian, showing
little tolerance for income inequalities and high support for
state's redistributive role, also firmly believing poverty to
be the result of social injustice,b it is in very bad taste (also
a political gamble) to introduce harsh austerity measures
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Figure 4a

Real GDP growth rate compared to the same quarter of previous year (%)
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Figure 4c

Slovenia Government Bond 10 year
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Source: Slovenia Government Bond 10y, http://www.tradingeconomics.com/slovenia/government-bond-yield [6.8.2016].

Figure 4d
Cumulative real GDP growth since 2008 (in volume) (2008=100)
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resulting in a rise in unemployment (especially among
young people)é? and a shrinkage of consumption®8 on the
one hand, and make sure that one own family, friends and
associates be on the winners’ side, on the other. Protests
received a new impetus in January 2013 from an announce-
ment of the Commission for the Prevention of Corruption
(CPQ), a public body set up in 2004, with investigative and
sanctioning powers broadened in two steps in 2010 and
2011.89 CPC's inquiry revealed that both Prime Minister
(head of the largest coalition party) and Ljubljana mayor
(leader of the largest opposition party) could be accused of
having systematically and repeatedly failed to properly
report their incomes and assets.”0

By the time the ‘Slovenian uprising’ came to a definite
halt in March 2013, it had already succeeded in destabiliz-
ing and decomposing the ruling coalition, as well as oust-
ing several prominent figures of the elite - including the
Prime Minister and the mayors of both Ljubljana and
Maribor - from their leadership position. What first seemed
to be a historic victory, however, soon proved to be a rath-
er pyrrhic one.”’ The newly erected (once again centre-left)
government - headed by Alenka Bratusek, who following
a constructive vote of no confidence replaced Janez Jan3a
as the Prime Minister - was exclusively made up of old par-
ties. So, austerity remained in the front line of economic

policy.

What made both the financial markets and the interna-
tional institutions suspicious about the new regime was:
= first, the difference between the old and the new gov-
ernment in the assumption about whether or not the
country could keep its social model in spite of the cri-
sis; while the answer of the Jan3a-cabinet to this ques-
tion was negative, the BratuSek-cabinet thought the
Slovenian welfare model, although in need of reform,
could survive and a more inclusive policy would even
help mitigate the crisis;”2

= second, the delay and slowness characterizing the pri-
vatisation process. Although the bad bank (BAMC) was
formally set up on 19 March 201373 - which was a step
towards helping banks address the NPL issue, hence
getting ready for privatisation - the act establishing
Slovenian Sovereign Holding, albeit drafted as of
December 2012, was not yet implemented in practice,
for political parties could not agree on asset qualifica-
tion.”4 Moreover, the new coalition agreement, signed
on 13 March 2013, was “silent on bank privatisation”,
afactwhich did not escape the attention of Commission’s
rapporteurs.’s

In short, both financial markets and international insti-
tutions surely had some reasons to think they could start
worrying about whether reforms (i.e. austerity policy) and
privatisation in Slovenia would properly continue. Conse-
quently, they decided to turn up the pressure. As since
autumn 2011, general weakness of the Slovenian economy
had been coupled with and worsened by growing fluctua-
tions in political instability (governments’ falls, early elec-
tions and street protests), the three biggest credit rating
agencies downgraded, in several waves, all main state-
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owned banks (NLB, NKBM, Abanka, SID Banka) as well as
the Slovenian sovereign debt (Figure 4b). These downgrad-
ings were then followed by fluctuations in the yield of
10-year bonds, pushing long-term borrowing costs for
Slovenia above 6 per cent for months (Figure 4c). The
period starting in early spring 2013 was exceptionally
tough when successive and, from the Slovenian govern-
ment's point of view, awfully mistimed downgradings
(especially those of Moody’s) significantly contributed to
keeping interest rates high.76

As for the international institutions, none of them were
the type to refrain from exerting more and more pressure
on the Slovenian government. Among the key conclusions
of IMF 2012 country report on Slovenia, one could find the
following: “The financial restructuring should be followed by
bank privatisation”.”7 In its economic survey, of April 2013,
the OECD went further, stating that the Slovenian authori-
ties’ decision to retain a blocking minority shareholding in
the two largest state-owned banks “should be dropped”, as
it might open the door “to potential political interference,
which could deter foreign investors".78

The harshest criticism, however, came from Brussels. In
its 2014 in-depth review?9, the Commission - in addition to
having cast a critical eye on the then-dominance of the
state in key sectors (like finance, energy or transport) and
in all 10 companies forming the SBI Top80 - asserted that
state ownership and influence in SOEs (State-owned enter-
prises) and capital funds (KAD, SOD) “are used to reshuffle
assets and indirectly recapitalise other SOEs [e.g. banks] in
economic difficulties”, a practice dissuading investment and
thwarting the privatisation process.8! Slovenia, already
under excessive deficit procedure since 2009 - a deficit to
be corrected by the end of 2013, but with no real chance
for it to be met - found itself, in April 2013, in a situation
where also its macroeconomic imbalances were consid-
ered excessive.82

Change of course

In the spring of 2013, open speculation that Slovenia
would request international financial assistance - i.e. be
the next EU country to be bailed out - became ever stronger.
Both European and international institutions pushed Slo-
venia towards going on with structural reforms, privatisa-
tion and further opening its domestic market to foreign
investors. Finally, in the early days of May 2013, the Slove-
nian government, unable to withstand the growing pres-
sure, relented and fulfilled the requirements of both mar-
kets and institutions.

On 9 May 2013, a new austerity program (named Sta-
bility Program) of circa EUR 1.4 billion was announced,
consisting of tax hikes and several new taxes worth EUR
650 million a year on the revenue side, and spending cuts
amounting to a yearly EUR 716.5 million on the expendi-
ture side.83 On the very same day, Slovenia pledged to sell
15 SOEs - of which the second largest bank (NKBM), the
largest telecom operator and the national airlines compa-
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ny - and submitted to the Commission its National Reform
Program and its Stability Program. In the latter, the govern-
ment reported on the strengthening of the institutional
and regulatory framework of the bad bank (BAMC) and
presented a detailed plan for the transfer of the non-per-
forming claims of the three largest banks to it.84

Most of the austerity program was pushed in a hurry
through both Government and Parliament, and even an
agreement with public sector unions was successfully
signed.85 Moreover, in order not to let unpopular mea-
sures be, as in the past, jeopardised and defeated by suc-
cessive plebiscites, a constitutional amendment, adopted
by the legislature with an overwhelming majority in May
2013, rendered the calling of referenda more difficult and
reduced the scope of the eligible issues significantly.86

In exchange for all these concessions, Slovenia was
granted a two-year extension of deadline (i.e. until the end
of 2015) to bring its general deficit under 3 per cent of GDP
and back the fiscal consolidation with comprehensive
structural reforms.87 Although 2013 June Council Recom-
mendation (granting the extension) was silent on the mat-
ter, the Commission stuck to the view that the entire Slove-
nian banking system - at least the systemically relevant
banks - should be reassessed through a new third-party
system-wide asset quality review (AQR) and new compre-
hensive stress tests.88

The AQRs were performed in the second half of 2013,
and their results, as well as those of the stress tests, were
published on 12 December 2013. The tests identified,
under the adverse scenario, a potential shortfall of EUR 4.8
billion in the capital of the Slovenian banking system, but
also proved the country’'s ability - by swiftly recapitalising
distressed but viable banks (e.g. NLB, NKBM and Abanka)
and orderly winding down (i.e. liquidating) insolvent ones
(Probanka and Factor Banka) - to recover without having to
be bailed out by European funds. The government decided
on extraordinary measures for 5 domestic banks, espe-
cially on their recapitalisation amounting to EUR 3.2 billion,
and the transfer of the majority of their lowest quality
claims to BAMC.89 Also, banks were allowed to write off
EUR 505 million of subordinated debt.90 Still on that day of
12 December 2013, commitments were made to the Euro-
pean Commission that banks recipients of state aid were
to be privatised.®! Finally, it is important to mention that
a couple days earlier (on 7 December 2013), the coalition
partners came to an agreement on the guiding principles
of the Slovenian Sovereign Holding which, by the related
act entering into force in April 2014, opened the way for
both concentrated management of state-owned assets
and their regulated, gradual privatisation.92

The bank recovery measures of late 2013 (some of
which continued in 2014) has contributed to higher capital
adequacy ratios, an improvement in capital structure,
hence a significant reduction in risk in the entire Slovenian
banking system, also to a restoration of confidence in the
international financial markets, reflected in the costs of
government borrowing which started falling spectacularly
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(Figure 4c). Unsurprisingly, the measures, worth over 10
percent of GDP, caused in 2013 a landslide-like deteriora-
tion of both budget balance (Figure 3d) and public debt, by
pushing the latter up from 53.9 to 71 percent of GDP
(Figure 3e).93

It is, however, true that all the above mentioned dete-
riorations seem to have been one-time events, as either for
general deficit (which has just fallen under 3 percent of
GDP in 2015), or for the pace of economic growth (3.0 per-
cent in 2014 and 2.9 in 2015) Slovenia has, in the last few
years, begun to rejoin the group of its fellow new EU mem-
bers (Figures 3d and 4d).

Final remarks

Once the transition-related recession of the early 1990s
was over, Slovenian economy went through a period of
more than a decade of relatively stable and high growth,
based on gradualism in transformation, a gradual and
organic first wave of privatisation - allowing most of the
old elite to remain involved in the life of corporations,
favouring domestic capital accumulation against FDI, and
maintaining high level of state ownership in business - but
also based on social cohesion, consensus-seeking and
cooperation, largely inherited from Yugoslav socialism.

This “tradition” has been severely damaged between
2004-2008 by the coincidence of EU accession - also acces-
sion to ERM Il, meaning loss of control over monetary
policy and end of competitive devaluation in view of boost-
ing exports - and the predatory second wave of privatisa-
tion. Undeniably, the new elite, by acquiring leading posi-
tions in SOEs, and by stuffing them with high-risk credits,
borrowed (cheaply) from abroad and lent by State-owned
banks (also peopled with loyal party supporters) in order to
gain ownership in these SOEs, played a crucial role in over-
heating the Slovenian economy and making it, since the
outbreak of the global crisis, to suffer one of the deepest
slumps in the Eurozone.

Finally, after years of hesitation over the seriousness of
the crisis and what economic policy to adopt in order to
overcome it, also after several changes in governing
power, it was thanks to the combined effects of austerity
policy, engaged since the end of 2011, and the comprehen-
sive bank recovery measures, implemented as of the end
of 2013 under the pressure coming from both financial
markets, in the form of encouraging speculation over
a possible bailout, and international (of which European)
institutions, that the Slovenian economy could come back
from the brink.

Here two more remarks need to be made. First,
although the economy has been put back on track in terms
of growth, the recovery is still fragile, mostly driven by
exports which in turn are fuelled by internal devaluation.
This means that important strata of the population are far
from enjoying any of the blessings of this recovery. Second,
although the country could avoid a direct intervention of

Unia Europejska.pl Nr 3 (238) 2016



the Troika, the price to be paid was huge: the Slovenes
were forced to give up their traditionally cautious attitude
about privatisation and agree to start a new program
involving the sale of several of their nationally important
entities. Even if state ownership in business remains
significant, the international capital is gradually gaining
ground on the Slovenian market.
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POLITYKA ENERGETYCZNA

RYNEK MOCY. KOLEJNY ETAP
TWORZENIA ZLIBERALIZOWANEGO
RYNKU ENERGII ELEKTRYCZNEJ
W UNII EUROPEJSKIEJ

Dariusz Michalski, Maciej Softtysik*

W Europie rosnie ryzyko wystgpienia deficytu mocy,
koniecznych do zaspokojenia w kazdym czasie popytu na
energie elektryczna. Brak mocy moze powodowac przerwy
w dostawach energii elektrycznej lub ogranicza¢ poziom
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zasilania. Przyczyna tego ryzyka jest gtéwnie niedopasowa-
nie elastycznosci blokéw produkcyjnych w elektrowniach
konwencjonalnych do nowych wymogoéw, ktére pojawity
sie w rezultacie gwattownego wzrostu wytwarzania energii
ze zrodet odnawialnych (OZE), w szczegolnosci w elektrow-
niach wiatrowych i stonecznych, ktérych produkcja zalezy
od warunkéw pogodowych. Rozwigzania pozwalajace eli-
minowac to ryzyko stajg sie w ostatnim okresie coraz cze-
Sciej przedmiotem intensywnych dyskusji w kregach bran-
zy elektroenergetycznej i zainteresowania ustawodawcow.
Jest to spowodowane uzasadniong obawg o przysztos¢
krajowych systemow elektroenergetycznych (KSE). Jednym
z proponowanych rozwigzan jest utworzenie w miejsce
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