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Every economy develops against a certain macro-
economic background, with its indicators determi-
ning its structural evolution at the same time. In the
financial corporations sector, insurance companies
play a major role. Offering financial services, they
accumulate and allocate money in the economy and
take part in its credit system. They pool spare funds
of largely medium- and long-term nature by selling
a variety of insurance products, which they may later
invest in compliance with the legal framework in
financial markets in the form of credits to borrowers
in the economy.

From the point of view of national accounts, output
is an important indicator of the sector production. The
production of insurance companies comprises! total
underwritten premiums and
total supplementary premi-

’'s GDP reached the level of 1990 (96.2%) in 1995.
The uptrend seen in 1995 (6.7%) went on in 1996
(the growth of 6.1%). In terms of macroeconomic
performance, this period can be rated as success-
ful.2 It was marked by robust GDP growth, decline of
inflation, and positive net exports. In comparison with
following period there was a relatively low unemplo-
yment rate. However, Slovakia failed to take advan-
tage of the recovery spell to implement vital structu-
ral and institutional reforms. Efficiency growth
continued without interrupting economic stability
since there was possible to implement capacities for-
merly freed up during the transformation slump
(1991 — 1993). The GDP development in constant
prices is shown in Table 1.

Table 1 Development of gross domestic product

ums (consisting of yield of | |ndicator 1995

1996

1997 | 1998 | 1999 | 2000 | 2001 | 2002 |2003 | 2004

technical reserves) invest- | GDP in SKKbill. | 576.5

611.9

640.1 | 667.9 | 676.9 | 690.6 | 716.8 | 749.9 | 783.4 | 826.4

ments. This amount is redu-

Growth (%) | 67 | 6.1

4.6 42 14 2.0 3.7 46 4.5 5.5

ced by the sum of insurance
claims from insured events
and by changes in technical
reserves and in reserves for profit-sharing insurance
policies.

In the first part of this paper, we will discuss selec-
ted macroeconomic aggregates which have a cruci-
al impact on developments in the insurance industry.
In the second part, we will look at the development
of main indicators in the insurance industry, explain
correlations between individual indicators and outli-
ne future trends in the sector in terms of underwrit-
ten premiums and insurance patterns.

1. Macroeconomic environment

After transition decline in early 1990s Slovakia-

1 as defined by National Accounts of the Statistical Office of the
Slovak Republic

Source: Statistical Office of the Slovak Republic, National Accounts, note: GDP at constant prices of 1995

Rapid economic growth, in excess of 6%, was
accompanied by growing internal and external imba-
lances which later turned out to be intolerable. This
period comes down as a time of an overheated eco-
nomy. “An expansive fiscal policy in 1995 and 1996
and an expansive monetary policy resulted in exces-
sive economic growth, supported by foreign loans,
because of the lack of domestic funds”3 Emphasis
was given to social motives and to the role of the
state, preferring strong economic growth supported

2 ssee e.g. Marcincin, A. — Morvay, K.: Macroeconomic lllusion
and Microeconomic Reality — Slovakia’s Example, in: Finance
and Credit 2001, No. 3, ISSN 0015-1920, p. 130 — 146.

3 A Ministry of Finance of the Slovak Republic document — part
“Problem Areas of the Slovak Economy in 1998 and 1999” in “Spe-
cification of Government Objectives and Actions in Financial Poli-
cy”, Bratislava 1999.
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by instruments more fit for a demand-oriented eco-
nomic policy (boosting demand by heavier public
spending, infrastructure investments, and running
budget deficits in the name
of support for so-called
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The development of inflation (based on the Con-
sumer Price Index, period average, annual change in
%) is shown in Table 2.

Table 2 Development of inflation in the Slovak Republic

development incentives, Indicator 199 11996

1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004

etc.). At the same time, the Inflation 99 |58

6.1 6.7 106 | 120 |73 3.3 8.5 75

most important segments Core inflation 4.4 50

6.2 5.2 7.0 5.7 44 1.9 2.2 1.1

of economic policy lacked
proper coordination.

The problems faced in
the previous period peaked in the last quarter of
1998, when GDP growth was down to 0.1% and
annual growth reached 4.2%.

The end of 1998 brought a revision of the transfor-
mation concept. Balance was to be restored at the
price of a temporary economic slowdown. Growth
was expected to recover on the back of the comple-
tion of the institutional framework, restructuring and
increasing corporate competitiveness. For the 1999-
2000 period the government said it would pursue
a stabilisation policy aimed at cutting the public
finance deficit down to 2% of GDP and reducing the
current account deficit to 5 —
6% of GDP4, even at the

Source: NBS annual reports

In 1995 CPI inflation reached 9.9%, dropping to
single digits for the first time since the outset of
transformation. This favourable trend went on in
1996 — 1998, when inflation stayed below 7% and
the switch to a new exchange rate regime in October
1998 affected inflation less than expected.

Inflation remained at single digits in 2001 — 2004,
despite ongoing impacts of rising regulated prices
and fluctuating prices of food and market services.
As a result of the SKK exchange rate development,
the 2004 surge in world fuel prices had no major
impact on inflation.

Table 3 Unemployment in Slovakia according to labour force surveys

expense of slower economic [ Indicator 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
growth. As a result of the |Number of
government's restrictive fiscal |Unemployed* 333 | 330 | 348 | 428 | 535 |506 |508 | 487 | 459 | 480
PR Unemployment
g‘l’g;ywsn;giiya:if:g% Otf;e rate** 131 128 | 125 | 146 |182 (192 |192 |185 | 174 |18
4% .0%,

respectively.

Critics of the stabilisation
package had different views on
the necessity and acceptable severity of restrictive
measures required to delaying of domestic demand.
Early experience from the stabilisation quest sug-
gested one of the government’s missions — to redu-
ce the external imbalance — was a success. Howe-
ver, the restoration of balance brought about an
extraordinarily high unemployment rate and a falling
standard of living shown by a drop of real wage and
delaying of final household consumption.

The GDP began to accelerate within 2000 and the
trend continued in 2001, when average year-on-year
growth reached 3.7%. In 2002 and 2003, annual
GDP growth surpassed 4% to soar to 5.5% in 2005,
making Slovakia one of the fastest growing econo-
mies in Central Europe. The stabilisation effort did
not lead to negative GDP gains and paved the way
to a steady growth of the Slovak economy lasting to
present.

4 same source
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Source: Statistical Office of the Slovak Republic,
note: *number of unemployed in thousands, ** official in %

The unemployment problem in Slovakia comes
down to the following arguments.

Unemployment has a strongly structural nature with
seasonal effects, with a persistently low job offer,
a high percentage of jobless with low qualification,
a large share of the workforce being long-time unem-
ployed, a substantial share of young people and scho-
ol graduates in the total number of unemployed, and
lingering sharp disproportions in regional job offers.

At the same time, falling employment in most sec-
tors coinciding with a growing GDP signals an ongo-
ing restructuring with rising pressure on productivity
growth. All in all, this particular indicator is conside-
red problematic in Slovakia which, along with
Poland, reports the highest unemployment rates
among European Union countries.

Although wage regulation in Slovakia was practi-
ced irregularly and only for brief periods of time,
nominal wage growth has been modest. Since real
wages grew at a fairly low rate during transition, they
still fall short of the 1989 level.
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Table 4 Development of nominal wages in Slovakia
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ged by commercial banks

Indicator _|1995 |1996 [1997 | 1998 |1999 |2000 | 2001 | 2002 [2003 [2004 |Index 04/95 | @Cross the period reviewed
Nominal were sensitive to macroeco-
; 7195|8154 {9226 | 10003 | 10728 | 11430 12365 | 13511| 14365|15825| 219.94 .

wage in SKK nomic imbalances.

The initially  adverse
Table 5 Development of interest rates
Indicator Unit 1995 | 1996 1997 | 1998 1999 | 2000 | 2001 2002 2003
Average
interest rates
—on loans % 1334 | 11.89 | 1253 | 1348 | 11.07 9.79 8.36 993 | 7.75
— on deposits % 8.29 6.70 8.00 10.16 10.45 7.23 5.15 5.70 3.76
margin % 5.05 5.19 4.53 3.32 0.62 2.56 3.21 4.23 3.99

Source: NBS annual reports

The development of nominal and real wages was
determined by the cost of living and a changing
labour market. Real wages posted a sharp slump in
1990-1991 when soaring costs of living sent real
wages plummeting all the way down to 67.3% of the
1989 level. Later on, both the cost of living and nomi-
nal wages grew at a relative high pace. The average
growth in the cost of living in 1989-2000 worked out
to 27.1%, while nominal wage growth averaged 22%
in the same period.

In the 1992-2002 period, both key indicators follo-
wed a steady path, with larger turbulences only seen
in the cost of living. In particular, there were the
effects of repeated price deregulation which disrup-
ted the natural tendency of the economy to stabilise.
Consequently, real wage growth slowed down consi-
derably in 1999 — 2000, even recording a drop. Anot-
her tendency observed since 1998 is an overall
slowdown of nominal wage growth due to restrictive
stabilisation measures implemented by the govern-
ment. Wage development is also affected by linge-
ring problems with the (non)functioning of the tripar-
tite system.

Overall, wage development in Slovakia can be said
to have no proinflation effect, as wages trail produc-
tivity of labour in the long run.

The insurance economy is also influenced by the
interest rate, developing as shown in Table 5.

As regards interest rates, both the average interest
rates on loans and deposits and the margins char-

impacts of transformation (1993, 1994) combined
with a shortage of available funds and, consequent-
ly, high interest rates, were later dampened by
a positive inflation record and discount rate cuts, trig-
gering a general interest rate decline in 1995 and
1996.

The year 1997 spelled a turnaround into a rise due
to a growing macroeconomic imbalance.

The stabilising measures set in motion in 1999
paved the way to a more sustained interest rate dec-
line in the Slovak economy together with banking
sector consolidation resulted in better availability of
spare funds for borrowers.

As far as the functioning of the entire financial sec-
tor is concerned, 2004 saw a general strengthening
and rising stability. This was partly the result of
a sound economic development and improving inter-
nal management mechanisms. Furthermore, the
sector has become more resilient to external shocks.
Despite some of the problems related to economic
development mentioned above, economic growth
should remain strong in 2005, benefiting the sector
and its credit exposure alike. The current economic
boom should also generate funds to cover future
risks, which might appear in case of an economic
recession. These conclusions apply fully to the insu-
rance industry as well.

To be continued in issue 9/2005.
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