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Preface

Since the early 2000s, the Slovak Republic has experienced strong economic growth that contributed to a
successful convergence towards OECD and EU average incomes. Like many other countries, the
economic impact of the COVID19 pandemic has been severe, reflecting the Slovak Republic’s large
population of micro firms with limited capacity to adapt to the stringent economic environment, as well as
its relatively high exposure to supply chain disruptions due to high integration into global value chains
(GVCs). The war in Ukraine has further complicated these dynamics by weakening economic prospects
and generating further uncertainty.

To support the economic recovery, there is considerable scope to boost the competitiveness of Slovak
small and medium-sized enterprises (SMEs), which are responsible for 72% of employment and 56% of
value added in the business sector. The Slovak economy has one of the highest start-up rates in the OECD
area but also an SME economy that is largely made of micro enterprises and individual entrepreneurs with
lower productivity compared to peers in other OECD economies. Building resilience to supply chain
disruptions and adapting to the twin transition towards a greener and more digital economy will require
domestic SMEs to improve their productivity and capacity to innovate.

Significant potential also exists to leverage the Slovak Republic’ success in attracting foreign direct
investment (FDI), which has been fundamental in boosting integration into GVCs over the past two
decades. Building on the Slovak Republic’s geographical proximity to EU markets, strong industrial base
and low labour costs, FDI has contributed to the emergence of a competitive medium- and high-technology
manufacturing industry, with a marked specialisation in the automotive sector. Foreign firms account for
almost 60% of value added and 80% of exports in manufacturing, while the motor vehicles industry is
responsible for about one third of total manufacturing investment.

Success in attracting FDI has not, however, translated into significant productivity spillovers for Slovak
SMEs, questioning the nature of linkages between foreign and domestic firms, and the business and policy
conditions that could enable greater innovation diffusion across the Slovak economy. To foster dynamic
FDI-SME ecosystems, comprehensive and coherent policy approaches are needed that will consider the
multidimensional aspects of FDI-SME linkages and the different levels where spillovers can take place.
Maintaining past productivity improvements in the face of the green and digital transitions will also require
the Slovak Repubilic to strengthen its own capacity to innovate, adopt new technologies and shift to a more
diversified and environmentally sustainable economy.

Concerted action is needed, particularly now, as the Slovak Republic considers policy options to ensure a
strong and resilient COVID19 recovery. The recently adopted Recovery and Resilience Plan, which lays
out the country’s strategic priorities and reforms for the next decade, aims to shift the economy towards
high value-added activities, strengthen the digital capabilities of SMEs and increase public investment in
research and innovation. lts successful implementation will require increased attention to policy coherence
and coordination, and a whole-of-government approach to investment and business climate reform.

This report aims to support these reform efforts. It assesses the potential for FDI-SME spillovers in the
Slovak Republic and provides policy recommendations on how to attract knowledge-intensive FDI, support
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SME upgrading and boost productivity growth through FDI-SME linkages. The report also identifies policy
reforms to reach a more even territorial development through FDI-SME ecosystems, including in
economically weaker regions, and proposes a number of areas where subnational governments can play
an active role.

The Government of the Slovak Republic and the OECD are very pleased to have joined forces in producing
this study. We also acknowledge the support and assistance of the Ministry of Investment, Regional
Development and Informatization in jointly coordinating the preparation of a regional perspective of the
study based on the examples of the KoSice and Banska Bystrica regions. Preparation of this study was
part of a multi-year project supported by the European Commission to enhance productivity and innovation
in EU countries and regions through stronger FDI-SME ecosystems.

We hope that this assessment will help lay the foundations of a more resilient and inclusive recovery.

/R/l/‘/\/w oW ~—— z:’Z/j,/Lfﬂ-‘,L_

Mgr. art. Veronika RemiSova, M.A., ArtD Yoshiki Takeuchi

Minister of Investment, Regional Development Deputy Secretary-General, OECD
and Informatization, Slovak Republic
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Foreword

The global economy has suffered several shocks in a row due to the COVID-19 crisis and Russia’s war in
Ukraine. In their wake, global value chains (GVCs) have experienced major disruptions, and business
conditions have tightened, with consequential impacts on firms, people and places. Against a backdrop of
environmental challenges, but also other megatrends, such as the digital transition and demographic
changes, there is stronger pressure than ever for more resilient, sustainable and inclusive growth.

Boosting productivity and innovation will be key, not least among SMEs, where, across OECD economies,
significant gaps exist with their larger peers, in particular foreign owned firms. However, foreign direct
investment (FDI) serves as a source of knowledge and capital, and so, there is considerable scope to
leverage on the potential to reinforce SME-FDI linkages as a driver of productivity and innovation, including
through knowledge spillovers, that benefit both SMEs and MNEs.

Seizing on that potential requires the right enabling frameworks, and, in particular, supportive business
and policy conditions, including multi-level governance, that can both leverage on existing FDI and attract
new quality FDI, whilst also improving SME performance and capabilities, and local ecosystem. The OECD
with support of the European Commission (EC) is conducting a multi-year project to advise national and
subnational governments on strengthening and developing FDI-SME ecosystems to drive resilient,
sustainable and more inclusive growth.

This report is the second country assessment produced as part of that project. It provides a comprehensive
review of the potential and conditions of productivity and innovation spillovers between FDI and SMEs in
the Slovak Republic. It presents the institutional and policy environments that support FDI-SMEs
ecosystems and identifies concrete areas of reforms at both national and regional levels to strengthen
these linkages.

Chapter 1 presents the conceptual framework developed for the project and country assessments. It is
abridged from Strengthening FDI-SME ecosystems and spillovers. A Policy Toolkit that synthesises early
findings of the pilot phase.

Chapter 2 analyses the potential for FDI spillovers in the Slovak Republic, the absorptive capacities of local
SMEs, and how broader economic and business conditions can enable FDI-SME linkages and spillovers.

Chapter 3 proposes a diagnostic of the effectiveness of FDI-SME linkages in the Slovak Republic, and
innovation diffusion through value chains, strategic partnerships, labour mobility, and competition and
imitation.

Chapter 4 looks at the Slovak institutional and public governance framework for enhancing FDI-SME
linkages, including aspects related to multi-level coordination, policy evaluation and stakeholder
engagement.

Chapter 5 analyses the Slovak policy mix for FDI-SME linkages, identifies possible blind spots and
inconsistencies, and proposes a number of areas for policy improvements.
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Chapter 6 gives a regional lens to the report by providing an additional assessment of two regions: Banska
Bystrica and Kosice.

The report was jointly developed by the OECD Committee on SMEs and Entrepreneurship and the OECD
Investment Committee and contributes to their respective Programmes of Work. The report was approved
by written procedure by the two Committees on 21 September 2022 [COM/CFE/DAF(2022)1].
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Executive summary

There is untapped potential for productivity spillovers from international investment in the
Slovak Repubilic. In the last decades, significant foreign direct investment (FDI) inflows in export-oriented
manufacturing (particularly the automotive industry) have fuelled economic growth and supported
convergence towards higher-income OECD economies. However, much of that investment has
concentrated in labour-intensive, low-wage, low-value added industrial activities (e.g. car assembly), with
limited knowledge spillovers to the wider economy. Despite, therefore, large stocks of FDI by international
standards (amounting to 58% of GDP in 2019), important productivity gaps between foreign affiliates (FAs)
and local businesses remain. The gap was on average 65% in 2018, compared to 20% in Estonia or
Slovenia, and has declined only marginally in recent years.

One factor that explains this is the high proportion of low productivity micro firms in the
Slovak business population. These micro enterprises — with less than 10 employees, which represent
97% of employer firms and account for over 40% of business sector employment — engage little in research
and development (R&D) and innovation, are less digitalised than peers in EU countries and have typically
lower capacity to establish linkages that could support knowledge transfer. They also have lower capacity
to adopt more advanced foreign technology and adapt to the higher quality standards of FAs.

Consequently, FDI-SME linkages remain too loose to enable effective spillovers. FAs in the
Slovak Republic source less extensively from domestic suppliers than in other OECD countries, limiting
the scope of spillovers through value chains. Multinationals’ efficiency-seeking strategies target low-cost
workforce for labour intensive activities, and proximity of European markets, rather than a strong supplier
base. Moreover, huge wage differentials between FAs and SMEs tend to discourage labour mobility
towards domestic firms, reducing spillovers and upskilling in strategic areas (e.g. digital skills), and
exacerbating the limited training opportunities locally. Finally, Slovak SMEs perceive market competition
as a barrier to innovation, which also reflects their scale up limitations. This points to competition by
imitation as a poor FDI-SME diffusion channel.

There are however stronger channels that offer large potential of spillovers to the local economy.
The small population of Slovak SMEs — with 10 or more employees — appear to be better integrated in
innovation networks and more often involved in innovation co-operation within their supply chain than in
other EU countries. The share of medium-sized and small innovative enterprises that co-operated with
clients or customers on innovation (24% and 14% respectively in 2018) is higher than the EU average
(16% and 12%). Local SMEs also show a high propensity to collaborate and exchange information with
competitors in the same industry. Foreign employers often engage in local training initiatives, e.g. through
dual education agreements with higher education institutions (HEls) and vocational schools, which
supports upskilling.

The Slovak FDI-SME policy system is fragmented. Many ministries and agencies are involved in
FDI-SME policies, resulting in more bureaucracy and policy complexity. Policy coordination is a major
challenge and a root cause of delayed reforms. Inter-agency collaboration is limited and takes place either
informally or centrally through line ministries. Several high-level councils bring government actors together
to identify priority areas where cross-ministerial planning is necessary, but their competences are not
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always aligned with their tasks, leading to bottlenecks in coordination, especially linked to smart
specialisation.

Policy coordination and streamlining FDI-SME governance should be a high priority. Due
consideration should be given to horizontal coordination and restructuring the governance framework, e.g.
through the merger of implementing agencies and joint programming in areas that require complementary
expertise. Vertical coordination and inter-regional collaboration should also be improved. Currently,
subnational governments have substantial responsibilities in areas affecting enterprises, but they lack
organisational capacities and thus ability to support local FDI-SME ecosystems. FDI-SME policies should
be better articulated with local development strategies and action plans. Indeed, although the main national
agencies have established offices in regions, those often remain disconnected from the policy priorities
and actions of subnational governments.

Recent reforms were directed towards diversifying the economy and FDI beyond low value-added
manufacturing and strengthening domestic innovation capacity. A comprehensive set of assistance
services support the internationalisation of Slovak SMEs and help foreign investors identify local suppliers
and partners. Investment promotion efforts focus on investments that use smart industry technologies with
higher potential for technology diffusion. However, incentives for innovation and R&D partnerships do not
always involve foreign investors and their volume is low compared to EU peers. More impact could be
obtained with systematic support for FDI-SME ecosystems in knowledge-intensive value chains, and
sectoral action plans for growing industry clusters.

In parallel, the provision of SME development services by multiple agencies has contributed to
increase the administrative burden on SMEs. There is scope to simplify procedures and raise
awareness about the availability of public support. For instance, the R&D tax incentive could be simplified
to become more attractive and accessible to smaller businesses, and the EU Structural and Investment
Funds could be leveraged to help SMEs scale up their productive capacities, especially in
knowledge-intensive value chains. Boosting SME performance will also require addressing skill gaps,
including in FDI-intensive sectors, and incentivising investments in on-the-job training and human capital.

The need for pursuing place-based efforts is exemplified with the cases of Banska Bystrica and
Kosice. Despite improvements, regions in Central and Eastern Slovakia continue to lag behind in attracting
FDI and benefit less from investment promotion policies. Banska Bystrica accounts for only 2% of the
national FDI stock, with investment concentrated in a narrow number of manufacturing industries. In
Kosice, the FDI stock is larger and more diversified, e.g. in information and communication technologies,
energy and other services, but the region concentrates almost 80% of the FDI stock of Eastern Slovakia.
The proportion of investment projects supported by the Slovak Agency for Investment and Trade (SARIO)
in Central and Eastern Slovakia has increased in recent years, but efforts should be intensified. Also,
adequate evaluation should assess policy effectiveness in supporting regional development and
convergence.

More developed local networks and clusters could enhance SME performance and
entrepreneurship. In Banska Bystrica and KoSice, most economic sectors are dominated by micro firms,
with limited absorptive capacity and very low survival rates, but the well-developed network of HEIs and
R&D institutions can drive local entrepreneurship and innovation. Local associations could also play a
stronger role, e.g. by providing business support and networking services. Promising industrial clusters are
emerging — sometimes with the support of formal cluster organisations (e.g. the KoSice IT Valley) — which
could stimulate regional SME development and entrepreneurship, and enhance attractiveness to investors.
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1 Scope of FDI spillovers on SMEs:
Conceptual framework

This introductory chapter describes the conceptual framework used in this
report to assess factors influencing FDI spillovers on domestic SMEs and to
identify opportunities for policies and institutional arrangements enhancing
such spillovers. The chapter concludes by outlining how this conceptual
framework is applied to the case of the Slovak Republic.
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1.1. Context and motivation

Foreign direct investment (FDI) is an important source of finance for developed and developing countries
and can play an important role in supporting a resilient and sustainable recovery from the COVID-19 crisis.
Harnessing FDI for sustainable development, and particularly productivity and innovation, requires strong
linkages with small and medium-sized enterprises (SMEs) in host countries. Foreign multinational
enterprises (MNEs) do not just choose countries but locations in specific sub-national regions, and hence,
FDI-SME linkages need to be considered and strengthened through place-based approaches.

SMEs contribute significantly to economic growth and social inclusion, and they can also play a key role
in building resilience and more sustainable growth during the post COVID-19 recovery. In the OECD area,
SMEs account for almost all enterprises, about two-thirds of total employment and 50-60% of value added
(OECD, 20211;). To achieve their full potential, SMEs need to increase productivity and scale up innovation
capacity. They are often less productive and innovative than larger firms where size is often identified as
a major barrier to higher performance. Yet, some SMEs can be more productive and innovative than large
firms, signalling that size is no fatality. In digital-intensive sectors, for example, smaller firms can show
higher productivity levels (OECD, 20192;). SMEs play a key role in shifting innovation models by adapting
supply to different contexts or user needs and responding to new or niche demand (OECD, 20183)).

Changes in the global trading and investment environment offer new opportunities for SME upgrading.
Participation in global value chains (GVCs) enables SMEs to enhance productivity by absorbing technology
and knowledge spillovers, upgrading workforce and managerial skills and raising innovation capacity
(OECD, 2018y3)). This can be achieved by linking their business activities with foreign affiliates of MNEs
(and domestic owned companies) and/or by directly integrating in GVCs as exporters, i.e. by supplying
companies located abroad.

In this context, beyond the contribution to capital investment and employment generation, FDI can play an
important role for knowledge and technology spillovers in host economies, resulting in increased
productivity of local firms, especially SMEs. While productivity and innovation capacity of SMEs are
influenced by a variety of market, policy and other factors (OECD, 2019;2;; OECD, 2021y1), this report
focuses on the specific role of FDI and related policies in the Slovak Republic. This introductory chapter
introduces the conceptual framework to assess FDI spillovers on domestic SMEs and outlines how this
framework is implemented for the case of the Slovak Republic (OECD, 2022, forthcomings)."

1.2. Conceptual framework to assess FDI spillovers on domestic SMEs

Spillovers from FDI on domestic SMEs depend on a set of main enabling factors:

¢ Potential for FDI spillovers: FDI spillovers are possible as foreign firms are often more productive
than domestic ones. Foreign MNEs are often larger than domestic firms, where size is found to be
associated with higher productivity and a key determinant to overcome fixed costs for investment
abroad (Helpman, Melitz and Yeaple, 2004 s)). Affiliates of foreign firms — through their links with
parent companies — have typically greater access to technology, better managerial skills and more
adequate resources for capital investment than domestic firms (Alfaro and Chen, 2012j). These
capacity differences between foreign and domestic firms make it possible for SMEs to benefit from
knowledge and technology transfers. The potential for FDI spillovers is further influenced by the
volume of FDI inflows (i.e. the economy’s relative dependence on FDI) and a number of FDI
characteristics that illustrate to what extent FDI is effectively embedded in the local economy.
These characteristics include (a) the sector in which the investment occurs and the activities that
the foreign company undertakes, (b)the main motivations behind the FDI decision (e.qg.
market-seeking, resource-seeking, asset-seeking, efficiency-seeking), (c) the type of FDI (e.g.
greenfield versus mergers and acquisitions), (d) the country of origin of the foreign investor,
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including the geographical and cultural proximity to the receiving country and the degree of foreign
ownership.?

Absorptive capacities of local SMEs: Absorptive capacity refers to the ability of a firm to
recognise valuable new knowledge and integrate it productively in its processes, i.e. to innovate
(OECD, 20211;; 2019p2)). The stronger its absorptive and innovative capacity, the higher its chances
to benefit from FDI. SME absorptive capacity depends on the firm’s prior capital endowment and
level of productivity, i.e. its level of financial, human and knowledge-based capital and its efficiency
in creating value from it. Beyond existing endowments of these resources, absorptive capacity also
depends on SMEs’ ability to access strategic assets related to finance, skills and innovation as well
as on the broader business environment. Not all SMEs are the same and their heterogeneity greatly
contributes to explain their performance. SMEs vary in terms of age, size, business model, market
orientation, sector and geographical area of operation. This means that different types of SMEs
have different growth trajectories and therefore different chances to enter into knowledge sharing
relationships with foreign multinational enterprises (MNEs) and to benefit from FDI spillovers.

Economic geography factors: This refers to geographical and cultural proximity factors, where
the latter is defined by factors such as the differences between home and host countries in terms
of language, culture, political systems, level of education, and level of industrial development
(Johanson and Vahlne, 19777)). The localised nature of FDI means that geographical and cultural
proximity between foreign and domestic firms affects the likelihood of knowledge spillovers, which
often involve tacit knowledge, and whose strength decays with distance. Thus, productivity
spillovers from FDI on local firms are often concentrated in the same region of the investment.
Agglomeration effects, notably through the presence of local industrial clusters, have also been
reported to affect FDI attraction and FDI spillovers. Clusters embed characteristics such as
industrial specialisation (through specialised skilled workers and suppliers) and geographical
proximity that make knowledge spillovers more likely to happen, including from MNE operations.

Other economic and structural characteristics of the host country: The degree to which FDI-
SME spillovers materialise also depends on other economic and structural characteristics of the
host country and its sub-national regions. These factors relate to the regional/national endowment
as well as the macro-economic context, structure of the economy, sectoral drivers of growth,
productivity and innovation as well as to the level of integration in the global economy, beyond FDI.
These factors are often necessary conditions for FDI spillover potential, SME absorptive capacity
and economic geography factors to turn into actual productivity gains for domestic SMEs.

While adequate enabling conditions are necessary, FDI spillovers only occur if domestic SMEs are
exposed to MNE activities. Such exposure may occur through a set of diffusion channels:

Value chain linkages involve knowledge spillover from foreign MNEs to suppliers (upstream) and
customers (downstream). Linkages help domestic companies extend their market for selling and
raise the quality and competitiveness of their outputs. They can also generate knowledge spillovers
when MNEs require better-quality inputs from local suppliers, particularly SMEs, and are therefore
willing to share knowledge and technology with domestic companies to encourage their adoption
of better practices.

Strategic partnerships involve knowledge and capacity transfer in formal collaborations, for
example in the area of R&D or workforce/managerial skills upgrading. These partnerships can take
many forms, including joint ventures, licensing agreements, research collaborations, globalised
business networks (i.e. membership-based business organisations, trade associations,
stakeholder networks), and R&D and technology alliances.

Labour mobility can be an important source of knowledge spillovers in the context of FDI, notably
through the move of MNE workers to local SMEs — either through temporary arrangements such
as detachments or long-term arrangements such as open-ended contracts — or through the
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creation of start-ups (i.e. corporate spin-offs) by (former) MNE workers. Firms established by MNE
managers are often more productive than other local firms. Similarly, workers who moved from
foreign-owned to domestic firms retain skills and competences, including management skills,
acquired in the foreign firms and thus contribute more to the productivity of their firm than workers

without foreign firm experience.

o Competition effects occur with the entry of foreign firms, which heightens the level of competition
on domestic companies and puts pressure on them to become more innovative and productive —
not least to retain skilled workers. The new standards set by foreign firms — in terms of product
design, quality control or speed of delivery — can stimulate technical change, the introduction of
new products, and the adoption of new management practices in local companies, all of which are
possible sources of productivity growth. This rising competitive pressure due to foreign firm entry
and related productivity spillovers may also be associated with new incentives for workers to
improve skills and SMEs to engage in skills upgrading.

o Imitation effects occur when foreign firms can also become a source of emulation for local
companies, for example by showing better management practices. Imitation, reverse engineering
and tacit learning can therefore become a channel to strengthen enterprise productivity at the local
level. Foreign firms may also participate in innovation clusters and collaborative innovation
activities where cross-fertilisation of ideas can increase productivity, both of domestic and foreign

firms.

The scope for productivity and innovation spillovers on domestic SMEs is ultimately determined by the
interaction of enabling factors and diffusion channels (Figure 1.1). Public policies aiming to enhance these
spillovers address these different aspects and cut across a range of policy domains, including investment
policy and promotion, SME development, innovation and regional development.

Figure 1.1. Understanding FDI spillovers on domestic SMEs: Conceptual framework
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Source: OECD (2022, forthcomingy)), Enabling FDI diffusion channels to boost SME productivity and innovation in EU countries and regions:

Towards a Policy Toolkit. Revised Concept Paper.
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1.3. Implementing the conceptual framework in this report

The next chapter assesses enabling conditions for FDI-SME diffusion in the Slovak Republic. It first looks
at the Slovak Republic’s economic context and integration in the global economy and then focuses on the
potential for FDI spillovers, SME absorptive capacities and economic geography factors related to FDI and
SME development. Whether or not FDI-SME diffusion channels are at play in the Slovak Republic is at the
centre of discussion in this report and examined in Chapter 3.

Building on the diagnostic assessment of enabling conditions and channels of FDI-SME diffusion, the next
two chapters focus on the institutional and governance framework (Chapter 4) and policy mix (Chapter 5)
for FDI diffusion on SME productivity and innovation in the Slovak Republic. Chapter 4 provides an
overview of the institutions that are currently in place to design and implement FDI, SME and
entrepreneurship, innovation and regional development policies, and explores the multilevel policy
coordination mechanisms to ensure coherence across policy domains, institutions and tiers of government.
The chapter also looks at the monitoring and evaluation framework for policies related to FDI-SME diffusion
in the Slovak Republic, and efforts to enhance stakeholder engagement. Chapter 5 reviews the mix of
policies in place for fostering FDI spillovers on the productivity and innovation of Slovak SMEs. Closely
following the conceptual framework, it identifies the FDI-SME diffusion channels and enabling factors that
are supported by the Slovak Republic’s policy framework, and the policy instruments used to promote
FDI-SME linkages, noting areas for further policy development or a shift in the policy mix.

The last chapter examines the geographic and regional dimension relevant for FDI investments and its
spillovers with the local and regional economy. The chapter also explores the role of subnational policies
to complement national FDI and SME policies by examining two Slovak regions, Banska Bystrica and
Kosice, as case studies.
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z Enabling conditions for FDI and
SME spillovers in the
Slovak Republic

This chapter assesses key enabling conditions for FDI spillovers on SMEs in
the Slovak Republic as described in the conceptual framework in Chapter 1.
It first examines the Slovak Republic’s economic context, structure and
geography and then moves to key factors related to the FDI spillover potential
and SME absorptive capacities. The chapter points to the Slovak Republic’s
strengths, challenges and opportunities in these enabling conditions.
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2.1. Summary of strengths, challenges and opportunities

The assessment of key enabling conditions for FDI spillovers on SMEs in the Slovak Republic reveals a
number of strengths in current conditions and points to challenges and opportunities to further improve
these fundamental conditions for spillovers to take place (Table 2.1). Chapters 4 to 6 pick up on these

challenges and opportunities, identifying policy actions to address them.

Table 2.1. Strengths and challenges/opportunities of enabling conditions for FDI spillovers in the

Slovak Republic

Strengths Challenges and opportunities
Economic Strong pre-COVID economic growth performance, o Highly level of economic specialisation, with a high
context, structure fueled by strong FDI inflows which supported industrial proportion of value added, investment, profits and
and geography development and fast economic convergence, wages concentrated in the manufacturing sector.

Potential for FDI

particularly until the 2008-09 global financial crisis.
Encouraging post-COVID economic outlook, with
growth expected to resume in the 2022-23 biennium,
supported by investment recovery and substantial
inflows of EU funds.

Competitive export-led manufacturing industry, with a
marked specialisation in the automotive sector.
Emergence of local agglomeration and clusters in
diverse regions, with the potential to enhance SMEs
ecosystems and regional attractiveness to international
investors.

Fair ratio of inward FDI stock to GDP by international

Strong reliance on a narrow range of exporting
sectors, namely motor vehicle industry and other
high-tech manufacturing.

Potential to increase the proportion of exports by
Slovak SMEs, particularly to extra-EU destinations.
Significant regional disparities in terms of
employment, output, foreign investment levels and
business conditions.

Although the automotive industry was an important
driver of the Slovak economic catch-up to higher
income countries, its contribution to value added
remains low relative to its output and employment
shares.

At the time of drafting, high uncertainty due to
Russia’s war in Ukraine and possible impact on
economic outlook and global value chains
disruptions.

The productivity gap between foreign and domestic

spillovers standards and good attractiveness to incoming firms has remained substantially stable over time,
investment, historically due to several strengths such suggesting limited spillovers to the local economy.
as geographic proximity to key EU markets and e Limited diversification in terms of country of
availability of relatively skilled and low-cost labour investment origin.
force. e  Prevalence of efficiency-seeking investment in labour
Pronounced productivity premia of foreign firms over intensive and low value-added industrial activities
domestic, leaving room for FDI-SME spillovers. (e.g. car assembly), with low spillover potential.
Extensive operation of foreign MNEs in high-tech
manufacturing through greenfield investment, which
supports spillover potential.

Absorptive Fair balance of innovation and entrepreneurship skills e Small proportion of SMEs (‘missing middle”) in the

capacities of among the adult population. Slovak business population, which is rather

SMEs SMEs access to bank credit and other traditional dominated by a large share of low-productivity micro

means of financing on par with EU standard.

firms.

Low R&D expenditure in SMEs by international
standards, despite recent improvements.

Scarce diffusion of alternative financing instruments
(namely venture capital) among SMEs.

Emerging skill shortages in different areas, including
digital skills.

Inefficiencies in market conditions and infrastructure.

Note: See Box 2.3 clarifying sectoral groupings (i.e. lower and higher technology manufacturing and lower and higher technology services) used

in this table.
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2.2. Economic, structural and geographical characteristics of the Slovak
Republic

Before assessing other key enabling conditions of FDI-SME spillovers — namely the spillover potential of
FDI and the absorptive capacities of Slovak SMEs — this section provides an overview of the economic,
structural and geographical characteristics of the Slovak Republic. It examines (1) recent macroeconomic
trends; (2) the structure of the Slovak economy and its main sectoral drivers of growth; (3) its level of
integration in the global economy through trade; and (4) the economic geography factors that might affect
the FDI-SME spillover potential.

The Slovak Republic’s economy has been performing strongly until the COVID-19 crisis

In the Slovak Republic, the macroeconomic picture was positive as the country entered into the COVID-
19 crisis, and so was the short-term economic outlook (OECD, 2019p1;). Over the last two decades before
the pandemic, the Slovak Republic had ranked continuously among the fastest growing OECD economies
(OECD, 2020j2;) and had been catching up with higher-income countries, while living standards converged
towards the OECD average. The convergence process was particularly fast until the 2008-09 global
financial crisis — which hardly hit the Slovak economy — and showed signs of moderating since then (OECD,
2022i3)). Nevertheless, GDP has grown steadily since 2008 at an average rate of over 3% per year. On the
eve of the COVID-19 crisis, the labour market performance was also strong. Wages had been rising fast,
although their level remained below the OECD average (OECD, 2020;2;). Unemployment had reached the
historically low level of 7% (OECD, 2019).

The economic impact of COVID-19 has been severe (Box 2.1). Despite the forceful policy measures
deployed to contain the spread of the virus, GDP shrunk by over 6% in 2020. The economy rebounded in
the second half of 2020, driven by the fast recovery of manufacturing output, but growth has slowed down
since then, and GDP remained below the pre-crisis level in the third quarter of 2021 (OECD, 2022(3)). As
the duration of the crisis remains uncertain, recovery is likely to be gradual (OECD, 20214;). The economy
is projected to grow by 5% in 2022 and 4.8% in 2023, spurred by investment growth and the EU recovery
and structural funds. However, a slower absorption of EU funds, or the adoption of new confinement
measures prompted by a deterioration of the health situation, might slow down the recovery pace (OECD,
2022;3)) (OECD, 20214)).

Additionally, the recovery is also dependant on the future developments and the economic impact of the
Russian invasion of Ukraine which started in the first quarter of 2022, exacerbating geopolitical tensions
and contributing to the tightening of global market conditions (Box 2.2).

Box 2.1. Exposure of the Slovak economy to COVID-19 disruptions

The Slovak Republic was more vulnerable to lockdowns and business disruptions than other OECD
countries due to: (1) the composition of its business population, characterised by a high proportion of
highly exposed micro firms; (2) its economic structure, with large shares of employment in lower
technology services, which were more hard hit by the crisis, and a marked concentration of production
and exports in a limited number of industries (namely automotive); and (3) its position in global value
chains (GVCs), as a small export-oriented economy highly exposed to shifts in foreign investment and
demand, particularly from European trading partners.

The very large share of low-productivity micro-firms (see infra — SME absorptive capacity) accentuated
the vulnerability of the Slovak business sector on the eve of the crisis. Smaller businesses were
significantly impacted by the COVID-19 pandemic, with both their contribution to value added and
employment dropping in 2020 (OECD, 2021;5). The harsh impact of the COVID-19 crisis on smaller
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firms risks to exacerbate the duality of the Slovak economy, characterised by significant productivity
differences between domestic micro, small and medium-sized firms, mostly operating in services, and
the large, highly productive, often foreign-owned firms which dominate the manufacturing industry
(OECD, 20223)).

From a regional standpoint, East Slovakia was the most exposed, with about 44% of jobs at risk (OECD,
2021;s)). This is due to the high regional concentration of lower technology services (e.g. wholesale and
retail trade, construction, real estate services), which were more severely affected by lockdowns and
business disruptions and experienced more pronounced job losses and economic downturn (OECD,
2021;5)). The manufacturing sector was less severely hit. Nonetheless, industrial production lost
momentum and the recovery is likely to be gradual (OECD, 20223;) (OECD, 20214)). In the automotive
sector, car production and exports rebounded in the second quarter of 2021 to slow down again in the
third quarter, weighed down by supply-side disruptions (e.g. delayed suppliers deliveries, out-of-stock
intermediate goods) (OECD, 20214) (Guilloux-Nefussi, 2021)). Recovery is expected to resume from
mid-2022, with the improvement of the health situation and the gradual easing of supply-side strains
(OECD, 2021}4) (Guilloux-Nefussi, 2021g)).

The COVID-19 pandemic has raised new concerns about the vulnerability of GVCs and the potential
reshoring of production near headquarters in key markets. The Slovak economy risks to be more
exposed to such disruptions, due to its strong reliance on a small number of exporting sectors and the
high share of domestic employment embodied in foreign demand (over 40% in 2015, i.e. one of the
highest rates among OECD countries) (OECD, 2022;3) (OECD, 20191)). If the limited engagement of
Slovak SMEs in extra-European international trade reduces their exposure to potential disruptions in
GVCs, their significant integration into long value chains as importers (about 37% against an OECD
average of 30%) is a potential source of vulnerability (Figure 2.1) (OECD, 20213)).

Figure 2.1. International trade and GVC exposure

% of trade value, trade value in long GVCs and foreign affiliates’ activities by firm size, 2015 or 2016
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Note: See (OECD, 20215)), SMEs and Entrepreneurship Outlook 2021, OECD Publishing, Paris, for the methodology behind this figure.
Source: (OECD, 20215), SMEs and Entrepreneurship Outlook 2021, Country Profile: Slovak Republic, OECD Publishing, Paris.
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Box 2.2. Russia’s war against Ukraine and its possible impact on the Slovak economy

On 24 February 2022, Russia launched a military offensive at Ukraine, triggering a humanitarian crisis and
massive economic and trade sanctions in response by Canada, the European Union, the United States
and East Asian allies. As a NATO and EU member country, the Slovak Republic has backed the measures
undertaken to deter the Russian offensive. As Russian forces advance to the west and fighting intensifies,
the world plunges into high insecurity.

The war is likely to have a non-negligible impact on the economic outlook of the Slovak Republic due to
the country’s geographic proximity to the conflict and its multiple geopolitical and economic linkages with
both Ukraine and Russia.

Russia is an important source of intermediate inputs for the Slovak economy, particularly the mining and
quarrying industry, energy production and the manufacturing of coke and refined petroleum products
(Figure 2.2). Exposure to Russia through international trade is high. Russia accounts for a 7.5% share of
Slovak imports in industry (including mining, manufactures and utilities). In mining support services, the
Russian share in total imports is about 35% (Figure 2.3). Russia is also an important export market for
Slovak manufacturing products, particularly the motor vehicle industry which accounts alone for about half
of total exports to Russia (OECD, 20217).

Supply chain and trade disruptions consequent to the Russia-Ukraine crisis are likely to have an
asymmetric impact across Slovak regions. Eastern regions (with a traditional industrial specialisation in
metallurgy, mining and chemical industries) risk to be more severely hit, overall putting more pressure on
regional inequality (Chapter 6) (OECD, 2022s)).

Figure 2.2. Share of Russian intermediate products in the Slovak Republic’s total gross imports of
intermediate products, 2018
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Other transport equipment

Land transport and transport via pipelines

Professional, scientific and technical activities

Source: (OECD, 2021f7)), Trade in Value Added (TiVA) database, 2021 ed.: Principal Indicators.
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Figure 2.3. Russia’s share in total gross exports and imports of the Slovak Republic, 2018
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Source: (OECD, 2021(7)), Trade in Value Added (TiVA) database, 2021 ed.: Principal Indicators.

Furthermore, as of April 2022 it is estimated that more than 5.3 million people have fled Ukraine since the
invasion started, many crossing into neighbourhood countries, including the Slovak Republic (which
borders Ukraine in the East) (UNHCR, 2022). As of 1 May 2022, the Slovak Republic was the sixth
destination as per number of arrivals, having welcomed around 6% of total Ukrainian refugees (Table 2.2).

In the first two days of the conflict, approximately 7 500 Ukrainian citizens crossed the Slovak-Ukrainian
border, against an usual average number of 1 400 persons per day (Ministry of Interior of the Slovak
Republic, 2022(107). As an immediate response to the expected massive rise in migration inflows from
Ukraine, the Slovak Government declared a state of emergency and established dedicated hotspots in
several key locations along the eastern border, to facilitate checks and security operations by the police
and military forces (Ministry of the Interior of the Slovak Republic, 2022(11)). The integration of incoming
migrants into local communities and labour markets will also require quick policy responses, to prevent
and mitigate longer-term economic and social challenges. In the presence of appropriate policy support,
substantial inflows of skilled workers from Ukraine into the Slovak less developed regions might become
a factor of development of local SMEs and entrepreneurial ecosystems and foster the emergence of new
business opportunities in the aftermath of the crisis.

Reversely, the return of male Ukrainian workers to fight is unlikely to have strong impact on the labour
market conditions and communities of the Slovak Republic, the population of Ukrainian-born immigrants
living in the country (7 140 persons) being fairly limited compared to neighbouring countries such as Poland
(308 274) or Hungary (22 212).
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Table 2.2. Refugees fleeing Ukraine since 24 February 2022, by country of destination
Number of persons as of 1 May 2022*

Country of destination Number of refugees % of total refugees
(headcount)

Poland 3056 826 51.4%
Romania 825874 13.9%
Russian Federation 681 156 11.5%
Hungary 530 157 8.9%
Republic of Moldova 447 604 7.5%
Slovak Republic 379 447 6.4%
Belarus 25002 0.4%
Total 5946 066

Note: *Figure for Romania and the Russian Federation is of 30 April. Figure for Belarus is of 28 April. Where possible, statistics reflect further
movements of refugees, to avoid double counting. The accumulated data in this table is higher than the total number of refugees fleeing Ukraine
presented above since it also takes into account people crossing the border between Romania and Moldova

Source: UNHCR (2022), Operational Data Portal, Ukraine Refugee Situation, https:/data2.unhcr.org/en/situations/ukraine (accessed 14 March
2022).

The Slovak economy is highly specialised, with a strong industrial base

The Slovak Republic shows a high level of economic specialisation (Figure 2.4). Most of the country’s
value added and employment, are concentrated in a couple of sectors, mainly in the manufacturing industry
(which accounts for over 20% of total value added) and a number of low-tech sectors, such as wholesale
and retail trade, real estate activities and construction. This distribution is consistent with the country’s
development stage. Manufacturing pays the largest share of wages (24%) followed by wholesale and retail
trade (15%). A large proportion of wages is also paid by the public administration (10%) and a number of
labour-intensive sectors, including accommodation and food services, agriculture, or administrative and
support services where the productivity gains associated with digitalisation may have not been fully
appropriated.

Profits and productive investments are even more strongly concentrated. Investment (as measured by the
gross fixed capital formation — GFCF) is particularly more intense in manufacturing, real estate and
transport and storage services, which together account for around half of the total. These sectors, together
with construction and wholesale and retail trade, also generate in relative terms more profits as measured
by gross operating surplus (roughly 10-20% each). This sectoral concentration of productive assets, i.e.
profits that remain the first source of finance for most firms (i.e. SMEs) and tangible and intangible
investments, signal limitations to the country’s capacity to diversify economic structure and activities in a
near term.
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Figure 2.4. Specialisation profile of the Slovak Republic

Krugman indices of relative concentration of value added, employment, profits (gross operating surplus), gross fixed
capital formation (GFCF), wages and salaries, selected EU countries, 2014-17
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Note: The Krugman specialisation index is a standard index among the specialisation measures. It reveals countries’ relative advantages in
relation to a reference group. The higher the index, the more the economic structure of one country deviates from the reference group, i.e. from
the average industry structure of the reference group of countries. As compared to absolute measures of specialisation, relative indices take
into account that certain industries are naturally larger than others, also a sign of a vital, advanced economy, but this does not necessarily imply
specialisation (Palan, 2010y12)). Selected EU countries are euro area countries.

Source: Based on STAN Database for Structural Analysis (ISIC Rev. 4 SNA08) 2020 ed. (accessed 05 January 2022).

The automotive industry drives the performance of Slovak manufacturing

In economies dominated by technology-intensive sectors, FDI-SME spillovers show greater potential to
spur aggregate productivity and innovation. Figure 2.5 compares the structure of the Slovak economy with
that of some selected OECD peers. Industries are grouped in four main categories (lower and higher
technology manufacturing and lower and higher technology services) based on their technological
intensity. Box 2.3 clarifies the sectoral classification that is used here, as well as in the remainder of this
report. The purpose of this sectoral classification is to show the technological intensity of the Slovak
economy, which is key to understand the potential for FDI-SME knowledge and innovation spillovers.
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Box 2.3. Classification of economic activities

The conceptual framework described in Chapter 1 explains that FDI's local embeddedness and
absorptive capacities of SMEs are key determinants for FDI spillovers on SME productivity and
innovation to take place. They depend, among other things, on the economic sectors and activities in
which investment takes place and SMEs are operating. Given the focus on productivity and innovation
spillovers, the sectoral analysis in this and the following chapters is based on technology- or
R&D-intensity. As such, most analysis based on sectors (e.g. regarding economic structure, including
of SMEs; GVC integration both through trade and FDI; and FDI-SME diffusion channels) focuses on
four main sectoral groupings based on R&D-intensity, which are adapted from Galindo-Rueda and
Verger (Galindo-Rueda and Verger, 201613)): higher technology manufacturing, lower technology
manufacturing, higher technology services and lower technology services. Table 2.3 provides an
overview of the industries covered in these groupings. R&D-intensity is measured by the ratio of
business R&D expenditure relative to gross value added in each industry covered in a given group. It
is important to note that sectoral classifications may vary across data sources covered in this report.
Table 2.3 lists industries based on ISIC Rev. 4 two-digit sectors, which is the classification applied for
most of the data used (e.g. OECD and Eurostat data). Commercial datasets like Financial Times’ fDi
Markets and Refinitiv have their own classification of sectors but for the purpose of this report they were
also classified according to the four groupings described above.

The classification has the caveat that R&D-intensity is an imperfect measure of innovation and
innovation potential across industries. Not all firms that are successful at developing or implementing
innovation are necessarily R&D performers. Many of these firms are successful adopters of technology
that they have not developed. Measuring R&D intensity or embedded R&D in their purchases may not
effectively characterise the innovative performance of firms or industries. Other OECD indicators
measure skill intensity, patenting activities and innovation by industries that facilitate a more refined
description of the overall knowledge intensity in different economic activities, although these measures
are not always widely available across a majority of OECD countries and partner economies (Westmore
and Adamczyk, 2019p141). Another caveat of this classification is related to the fact that it is not entire
sectors that involve either higher or lower technologies but it is specific activities or segments within
these sectors that involve different technology intensities. This caveat needs to be considered for any
conclusions made in this report.

Table 2.3 Sectoral grouping based on R&D-intensity

Economic grouping Industries covered based on ISIC Rev. 4
Lower technology manufacturing Food products, beverages and tobacco; Textiles, wearing apparel, leather and related products; Wood
and products of wood and cork; Paper products and printing; Rubber and plastic products; Other
non-metallic mineral products; Basic metals; Fabricated metal products
Higher technology manufacturing Chemicals and pharmaceutical products; Computer, electronic and optical products; Electrical
equipment; Machinery and equipment; Motor vehicles, trailers and semi-trailers; Other transport
equipment; Other manufacturing; repair and installation of machinery and equipment

Lower technology services Wholesale and retail trade; repair of motor vehicles; Transportation and storage; Publishing, audio-
visual and broadcasting activities; Financial and insurance activities; Real estate activities

Higher technology services IT and other information services; Professional, scientific and technical activities; Administrative and
support service activities.

Note: A number of industries are not classified into these four groupings as the analysis in this report deliberately avoids focusing on these
industries. They include: Mining and extraction (Mining and quarrying; Coke and refined petroleum products); Infrastructure (Electricity, gas,
water supply, sewerage, waste and remediation services; Telecommunications); Other services (Accommodation and food services; Public
administration and defence; Compulsory social security; Education; Human health and social work; Arts, entertainment, repair of household
goods and other service activities). These industries are either highly specialised and would require a more focused analysis, or their
role/potential for FDI-SME linkages and spillover is limited
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Medium-tech industries make a large contribution to manufacturing value added. The share of
manufacturing in the economy’s total value added is 22%, which is higher than in Poland or Portugal (19%
and 14% respectively) but lower than in the Czech Republic (26%), mostly because of a more limited
contribution of higher-tech industries (see Figure 2.5). The motor vehicles industry alone is responsible for
20% of total manufacturing value added (and half of high-tech manufacturing value added), driving the
country performance in this sectoral group. Machinery, electrical equipment and other high-tech
manufacturing industries contribute a further 2% of total value added each. Lower technology
manufacturing — mainly fabricated metal products; rubber and plastics; and wood and paper products and
printing — account for 11% of total value added, a share similar to that reported by comparators.

The Slovak services sector is dominated by, at the two extremes of the tech spectrum, low- tech and
knowledge-intensive activities. Wholesale and retail trade, real estate activities, and transport and storage
overall account for almost 32% of the economy’s total value added. This is comparable to what can be
observed in some benchmarking countries like the Czech Republic, Poland and Portugal, which report a
30-40% share of all value added in lower technology services. The value added of higher technology
services (e.g. IT and other information services) is 13% of the total, a larger share than in any of the
selected comparators. Other services activities — including public administration and defence, health and
social work and education — are responsible for an additional 18% of total value added.

Figure 2.5. Structure of the Slovak economy and selected OECD countries
% of total value added by key sectoral groups, 2018*
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Note: For a clarification of the sectoral classification based on technology intensity used in this figure, as well as throughout the rest of this
report, see Box 2.3. *Data for Portugal are of 2017.
Source: OECD STAN Database for Structural Analysis (ISIC Rev. 4 SNA08) 2020 ed. (accessed 05 January 2022).
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Box 2.4. The automotive value chain in the Slovak Republic

The development of the automotive industry played a major role in Slovak recent economic growth.
Over the past 10 years, the number of cars produced has increased steadily, making the Slovak
Republic the leading per capita car producer in the world (OECD, 2019). In 2018, the automotive
sector accounted for about 27% of exports (compared to less than 8% in the EU) and 14% of total
output, which is high for international standards and represents an increase of more than 5% since
2010 (EC, 202015)). Automotive also accounts for around 3.5% of total employment in the Slovak
Republic (OECD, 20223)).

In its current configuration, the Slovak automotive sector is characterised by the presence of a few
highly-productive and export-oriented multinationals, focussed on assembly activities (Volkswagen, Kia
Motors, PSA Peugeot Citroén and Jaguar Land Rover). These are backed up by a number of local firms
that supply car parts to foreign manufacturers and export to Germany and the other countries of the
Central and Eastern European (CEE) automotive cluster. The western part of the country, and
particularly the Zilina and Trnava regions, has received the most significant investment from the
automotive industry and host the majority of car production activity. The European Automobile
Manufacturers’ Association (ACEA) estimates 301 automobile assembly and engine production plants
operating in Europe in 2022, 194 of which are within the European Union (EU27) (ACEA, 2021}16]) (see
note below). The Slovak Republic counts four plants for passenger car production and one for engine
production. Neighbours such as Germany has 44, Poland 18, the Czech Republic 8, or Austria 5,
placing the Slovak Republic at the heart of the European car industry. In addition, the Slovak Investment
and Trade Development Agency (SARIO) estimates that a network of more than 350 automotive
suppliers operates across the country, most being established in the Western regions (SARIO, 2022(17).

Notwithstanding its significant contribution to the Slovak total output, the value added produced by the
automotive industry reached only about 5% of the gross total in 2018. Also, this ratio has been slightly
falling since 2008, in spite of the simultaneous increase in the number of cars produced. Therefore, the
position of the Slovak Republic in the automotive global value chain does not seem to have significantly
evolved, even though the size of the sector has been increasing in recent years globally, along with its
labour productivity (OECD, 20191). This situation is aligned with that of Hungary and the Czech
Republic, but contrasts for instance with the qualitative improvements that could be observed in the
German automotive industry, where productivity gains were accompanied by an increased in the ratio
of value added to gross output (OECD, 20191). In other words, over the last decade the Slovak
automotive industry experienced a more quantitative than qualitative progression (OECD, 20191)).

This trend may be related to the prevalence of low value-added activities (fabrication and assembly of
imported input) in Slovak automotive. Although foreign affiliates account for the largest share of R&D
spending in the automotive sector, their investment tends to generate scarce local technology diffusion,
which hampers the sector’s potential to upgrade to more knowledge-intensive activities. In the long
term, further obstacles to the sector’'s development and technological upgrade may stem from skilled
labour shortages and difficulties to adjust to technological changes in the industry, including the
increasing automation and the development of electric or hydrogen-powered cars (OECD, 2019;
OECD, 2022;3).

Note: These numbers do not include automotive suppliers, smaller-sized vehicle and engine manufacturers, as well as custom bodybuilders.
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Half of total exports are high-tech manufactured products, especially motor vehicles

Foreign direct investment (FDI) was an important driver of Slovak growth in past decades (see infra — FDI
spillover potential). Large FDI inflows contributed to the country’s rapid integration into global value chains
(GVCs), which in turn led to an increase of imports and exports. As a result, the country’s openness to
trade has increased steadily over the last twenty years. Slovak exports in relation to GDP stood at 92% in
2019, well above the EU average in the same year (49%) and higher than in peer economies like Hungary
(81%), Lithuania (77%) or the Czech Republic (73%) (OECD, 20211g)).

Exports are concentrated in high-tech manufacturing and the automotive industry drives the
Slovak Republic’s export performance. High technology manufacturing accounts for half of all exports in
the Slovak Republic — a similar share as the Czech Republic, but much larger than in Portugal (23%). The
motor vehicles industry alone is responsible for over one-quarter of total exports (OECD, 2021(7), followed
at a distance by machinery and equipment (6%), computer and electronic products (5%), and electrical
equipment (4%). Lower technology manufacturing is responsible for over 20% of total exports, once again
at par with the Czech Republic, but below the almost 30% share reported by Portugal. In line with the
country’s value added structure, exports of services are smaller and dominated by lower technology
activities (15%). Services account for 24% of total exports, which is as much as in the Czech Republic but
much less than in Portugal (44%) or Poland (37%).

Figure 2.6. Structure of Slovak exports and selected OECD countries

Key sectoral groups, % of total gross exports, 2018
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Note: See Box 2.3clarifying sectoral groupings used in this figure.
Source: (OECD, 2021f7;) OECD Trade in Value Added Database (TiVA), 2021 ed. (accessed 05 January 2022).

Slovak SMEs contribute more to the country’s international trade as indirect exporters. Available data from
2014 show that the direct contribution of SMEs to Slovak exports is limited by international standard. SMEs
only account for 34% of gross exports in the Slovak Republic, below the average share in OECD countries
(40%) and less than in comparator economies like Poland (38%) or Portugal (60%) (OECD, 201919)). The
picture changes, however, when taking into account SMEs indirect exporting activities (e.g. provision of
input to larger direct exporters): SMEs are indeed responsible for 56% of the total value added in Slovak
exports — one of the highest shares in the OECD, more than in Poland (50%) or the Czech Republic (47%).
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In other words, as it is commonly observed in OECD countries, looking only at direct exports by SMEs
under-represents their actual engagement in the country’s gross exports. The Slovak Republic has one of
the most significant gaps between SMEs share in gross and value added exports in the OECD - 22%,
against a 10% average difference in OECD countries for which data are available (OECD, 2019y1q)). This
indirect channel of GVC integration allows SMEs to access foreign markets without incurring trade related
costs.

Slovak SMEs show a high propensity to export within the European single market, while they seem to face
constraints in exporting to extra-EU destinations. In 2019, almost half of Slovak small firms exported within
the EU, the highest share among OECD countries (OECD, 2022120) (OECD, 202121;)). The share of
medium-sized intra-EU exporters is also comparatively high across the OECD (almost 70% in 2019,
compared to 46% in Portugal and 43% in the Czech Republic). However, Slovak SMEs rank lower across
OECD countries in terms of extra-EU exports. In 2019, only 9% of small firms and 30% of medium-sized
firms exported outside the EU compared to an OECD average of 15% and 38% respectively (OECD,
2022201)) (OECD, 2021p217). Exporting to farther destinations may imply higher costs and risks, but could
also be an opportunity to diversify trading partners and increase resilience. Slovak SMEs might build on
their pre-existing intra-EU export experience to reach more distant markets and increase profitability
(OECD, 20215)).

A number of promising regional industry clusters have emerged...

Recent years witnessed the successful rise of diverse regional clusters in the Slovak Republic (OECD,
20211211). These often emerged spontaneously from the bottom up, triggered by FDI and the regional
entrepreneurial ecosystems. Some industry clusters are certified and supported by formal organisations,
as in the case of the IT Valley in KoSice; the Automotive Cluster West Slovakia in Trnava; the
Electrotechnical Cluster in Galanta; and the Slovak Plastic Cluster in Nitra (see Table 2.4). In other cases,
such as the emerging aluminium processing cluster in the Banska Bystrica region, the cluster network is
not yet formalised (OECD, 202121). Industry agglomeration and clustering is currently one of the most
promising areas for regional entrepreneurship and SMEs development in the Slovak Republic, and may
contribute to reinforce tacit knowledge transfer and spillovers from foreign MNEs and local SMEs by
facilitating their geographic proximity (OECD, 202121;) (OECD, 2022, forthcomingiz2).

Table 2.4. Selected certified cluster initiatives in the Slovak Republic

Cluster NUTS Il Region NUTS Il Region Sector

Kosice IT Valley Kosice Eastern Slovakia ICT
Electrotechnical Cluster Trnava Western Slovakia ICT
Cyber Security Cluster Zilina Central Slovakia ICT
Automotive Cluster West Slovakia Trnava Western Slovakia Automotive
Slovak Plastic Cluster Nitra Western Slovakia New materials and chemistry
Bioeconomy Cluster Nitra Western Slovakia Biotechnology
Energy Cluster of PreSov Region PreSov Eastern Slovakia Energy
NEK - National energy cluster Bratislava Bratislava Region Energy
Slovak Association of Photovoltaic Industry (SAPI) Bratislava Bratislava Region Energy
Energy Environmental Cluster from Ipel region Banska Bystrica Central Slovakia Energy
Regional Innovation Industrial Cluster Rimavska Banska Bystrica Central Slovakia Circular economy
Kotlina (REPRIK)

House of Events Innovation (HEI) Bratislava Bratislava Region Creative industries
Slovak Smart City Cluster PreSov Eastern Slovakia Smart cities
KRR - Cluster of regional development Trnava Western Slovakia Sports, leisure and tourism
Industry Innovation Cluster Zilina Central Slovakia Production and engineering

Notes: The table refers to the current EU NUTS classification (Nomenclature of territorial units for statistics) 2021.
Source: Union of Slovak Clusters (http://uksk.sk); European Secretariat for Cluster Analysis (ESCA) (www.cluster-analysis.org/).
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... that could help reduce regional economic disparities

As it is discussed in more details in Chapter 6 of this report, economic imbalances between Slovak regions
are among the sharpest observed in OECD countries (Figure 2.7). There are particularly important
disparities in terms of employment and income between the Bratislava region, and to some extent the
whole of the west of the Slovak Republic, and the centre and east of the country. These disparities have
deepened in the last two decades, in spite of the favourable national macroeconomic development (OECD,
20211213). Factors underlying regional economic disparities include the industrial decline and shift in regional
production experienced by some regions (e.g. Kosice and Banska Bystrica, both affected by the downturn
of production and employment in heavy industries like mining and chemicals — see also Chapter 6 on the
industrial profile of these regions). Skill shortages in the eastern regions, jointly with poor labour mobility
between regions, also contribute to economic disparities. Furthermore, the uneven quality of transport
infrastructure affects regional development, exacerbating the difficulties of the east (OECD, 202121)).

Figure 2.7. Gini index of inequality of GDP per capita across regions?, 2013
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Note: 1. The Gini coefficient is calculated for GDP per capita across regions with equal weight to each region regardless of its size, and it has a
range from zero (no disparity) to one. Increasing values of the Gini coefficient thus indicate higher inequality in regions. 2. Unweighted average.
Source: (OECD, 2021p21) based on OECD (2017), OECD Economic Surveys: Slovak Republic 2017, OECD Publishing, Paris.

Slovak regions also differ in their attractiveness to foreign investors. Traditionally, FDI has been
concentrated in the west, and particularly in the Bratislava region (which roughly accounts for 60-70% of
total FDI), reinforcing economic disparities with the centre and east of the country (OECD, 202121;). Since
2017, there has been some increase in FDI in Central and Eastern Slovakia, but the performance gap with
the west remains significant. The recent development of local clusters in the automotive and electronics
sectors further increased the attractiveness of Western Slovakia as an FDI destination relative to the rest
of the country. Key factors behind the stronger performance of western regions in terms of FDI attraction
are their better entrepreneurial environment, skills endowment and infrastructure, including the proximity
of the Vienna airport (OECD, 202121;) (OECD, 2022g)).

SMEs and entrepreneurial activity also varies significantly across Slovak regions and local districts,
reflecting local disparities in employment, output and foreign investment levels. There are important gaps
in business conditions among Slovak regions, including entrepreneurial attitude, the quality of local
regulation, and the availability of R&D and innovation infrastructure (OECD, 202121;). Western and
northern regions have higher SMEs density compared to eastern and southern-central regions (OECD,
2021p217). Some regions (e.g. KoSice) also have important internal differences across local districts, with
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areas of high entrepreneurial activity (OECD, 202121)). In the stronger economic areas of the country,
SMEs and entrepreneurship development face specific constraints, which are mostly related to skill
shortages. The Bratislava region, for instance, has a far better entrepreneurial ecosystem than any of the
other regions and has developed into a key national technology hub: however, the region struggles to
enhance the local skills endowment and to retain the most talented workers from looking for better
opportunities abroad (OECD, 2021;21). The city of KoSice is also starting to emerge as a national
entrepreneurial hub, and is likely to face some of the same issues as Bratislava (OECD, 202121)).

2.3. Potential for FDI productivity spillovers

This section assesses the spillover potential of FDI in the Slovak Republic. First, it evaluates the volume
of FDI inflows and the main inward FDI trends. Then it looks at the productivity gap between foreign
affiliates and domestic SMEs, which is a key determinant of the FDI-SME spillover potential. Subsequently,
this section assesses the level of embeddedness of FDI in the Slovak economy by looking at relevant
characteristics such as the FDI prevalent type, motives, country of origin, and regional and sectoral
distribution.

FDI inflows were a key driver of the Slovak Republic’s economic catch-up to higher
income countries

Despite some signs of a recent inflection, the Slovak Republic remained successful in attracting FDI. FDI
was an important driver of the Slovak growth in past decades. In the 2000s, large FDI inflows contributed
to the Slovak Republic’s rapid integration into GVCs and international trade, helping to transform the
country into a key European exporting platform, with benefits to the whole economy (OECD, 20191;). FDI
inflows became more subdued in the years following the 2008 global financial crisis. Nevertheless, the FDI
stock represented 58% of GDP in 2019 (Figure 2.8, Panel A) — a share comparable to that of the EU 27
(58%), as well as to other OECD economies like Sweden (59%), Hungary (57%) and Spain (52%) (OECD,
2021123;; OECD, 2021p241). Key factors of the Slovak Republic’'s success in attracting FDI include its
geographic proximity to the most developed European markets and the availability of a relatively skilled
but low cost labour force. Euro membership since 2009, and a cautious budgetary, financial and tax policy
also contributed to improve the investment climate and boost inward FDI (OECD, 20191)).
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Figure 2.8. Inward FDI patterns in the Slovak Republic

Panel A. Inward FDI stock, 2019 Panel B. Inward FDI stock by partner country, 2019
as % of GDP As a % of total inward FDI stock in the Slovak Republic
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Source: Panel A and C: OECD, FDI in Figures, 15 October 2021, www.oecd.org/investment/statistics.htm (accessed 20 January 2022). Panel
B: OECD International Direct Investment Statistics (19 May 2021 update) (accessed 17 December 2021).

The COVID-19 crisis severely affected FDI inflows into the Slovak Republic. Year 2020 witnessed massive
disinvestment with FDI inflows falling by almost 180% relative to 2019 (Figure 2.8, Panel C). This decline
was significantly higher than in other OECD-EU economies, like for instance the Czech Republic, where
the year-to-year decline of FDI inflows in 2020 remained below 40%. FDI inflows rebounded in the last
quarter of 2020 as the Slovak economy showed signs of recovery (see supra — Economic, structural and
geographical characteristics of the Slovak Republic), but slowed down again with the new year. Future
trends in foreign investment inflows to the Slovak Republic will also depend on the gradual recovery of
European neighbouring economies, including key source markets of Slovak FDI like Germany and the
Czech Republic. The Russia-Ukraine crisis started in the first quarter of 2022 is also likely to weigh on
inward investment trends, as well as on the broader economic Outlook of the Slovak Republic (Box 2.2).
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There is an important productivity gap between foreign and domestic firms

Foreign firms are on average more productive than domestic firms, because they tend to be larger, more
export-oriented, and better equipped with finance, skills and innovation assets: all features that are
associated with higher labour productivity levels (OECD, 2022, forthcomingpzz;). FDI-SME spillovers are
made possible by the existence of such productivity gap between foreign MNEs and domestic SMEs
(OECD, 201925)) (OECD, 2022, forthcomingizz)). If the productivity gap is too large, however, this may
hamper the capacity of local firms to benefit from spillovers. Assessing the productivity premia of foreign
firms over domestic firms is thereby important to estimate the existing FDI-SME spillover potential.

Significant productivity premia of foreign firms over average firms in the economy (including domestic and
foreign firms) are a common feature in EU economies, ranging from 98% in Bulgaria to approximately 20%
in economies in Estonia, France or Slovenia (Figure 2.9, Panel A). In the Slovak Republic, the gap in the
productivity performance of foreign and domestic firms is quite pronounced, with affiliates of foreign
multinationals being on average 65% more productive than Slovak firms. The gap has declined only
marginally in recent years, if compared with other economies. Since 2014, the productivity premium of
foreign firms fell by only 5% in the Slovak Republic, which is fairly limited relative to the approximately 25%
decrease observed in France or Croatia. The very high capacity gap between foreign and domestic firms
and its relative stability over time points to scarce spillover effects on local firms.

There is also a pronounced divergence in the productivity performance between large companies (which
are often foreign owned) and the sector of micro, small and medium-sized firms (MSMEs). The productivity
of Slovak smaller firms indeed remains comparatively low across OECD countries and has been stable
across all sectors of the economy in recent years (see infra — SMEs absorptive capacity). The disparity in
labour productivity levels between MSMEs and large firms has been increasing across almost all industrial
sectors since 2014, and especially in high-tech manufacturing and low-tech services (OECD, 202121)
(Figure 2.9, Panel B). This widening gap suggests that spillovers from larger foreign companies and
domestic SMEs have been limited.
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Figure 2.9. Labour productivity performance, by firm ownership and size

Panel A. Labour productivity premium of foreign firms, in % of average productivity of domestic and foreign firms,
total business economy, 2014-18
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Note: See Box 2.3 clarifying sectoral groupings used in this figure. MSMEs: firms with 1 to 249 employees
Source: Panel A: OECD based on Eurostat's FATS data, 2020. Panel B: OECD Structural and Demographic Business Statistics Database, 2021
(http://dx.doi.org/10.1787/sdbs-data-en) (accessed: 21 January 2022).

Further diversification in FDI’s geographic origin could help foster spillovers

The largest foreign investors in the Slovak Republic are from EU countries (Figure 2.8, Panel B). The
Netherlands alone accounts for almost one-quarter of total inward FDI stock in the Slovak Republic
(although this share may partly reflect the activity of Special Purpose Entities (SPEs) rather than genuine
investment activities of the reporting country itself). The Czech Republic, Austria and Germany are other
leading countries of origin of FDI. Extra-European FDI account for a lower share, mostly coming from
Korea (5%) and the United States (1%). It should be noted, however, that official FDI statistics based on
the ultimate investor ownership could underestimate the actual presence and weight of non-EU foreign
investors (particularly US MNEs) in the Slovak Republic, as they do not capture investment channelled
through existing European affiliates.
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With almost all the inward FDI stock having its origin within Europe, and more than 50% of it coming from
4 countries (Netherlands, Czech Republic, Austria and Germany), diversification in terms of investment
origins is limited and could be improved. Indeed, if there is evidence in literature that the cultural and
geographic proximity of foreign investors can help enhance FDI benefits to the local economy (OECD,
2022, forthcomingjzz)), research has also shown that heterogeneity in the country of origin of FDI increases
their overall positive effect on the productivity of domestic SMEs (Zhang, 2010j2¢)).

Inward FDI is concentrated in higher technology manufacturing

The significant share of foreign firms in the country’s value added and export corroborates the pivotal role
of FDI in the Slovak economy (Figure 2.10). This is true across all sectors. FDI operations, however, are
concentrated in manufacturing, where they accounted for almost 60% of value added and 80% of exports
in 2016. In higher technology manufacturing (including the key electronic equipment and motor vehicle
industries), they were responsible for 65% of value added and 82% of exports in 2016 — and these shares
had remained stable over the previous ten years (Figure 2.10).

Foreign firms are less active in the services sector. In 2016, foreign MNEs accounted for 24% of total value
added and almost 60% of exports in services. Their contribution in terms of exports and value added is
more significant in lower technology services — namely wholesale and retail trade and real estate activities
— than in higher-technology services (e.g. IT services) (Figure 2.10).

Since FDI spillovers tend to be stronger in high-tech than low-tech and labour intensive industries (see for
instance (Nicolini, 2010p271) (Keller, 200925))), the concentration of Slovak FDI in high-tech manufacturing
may be regarded as favourable to their spillover potential. Even in high-tech sectors however, knowledge
and technology spillovers ultimately depend on the FDI linkages with the rest of the economy, and remains
limited if the latter are not sufficiently developed (OECD, 2022, forthcoming2z)). The scarce representation
of SMEs in Slovak high-tech manufacturing (where employment is dominated by large firms — see infra,
SMEs absorptive capacity), could be a hampering factor of FDI spillover potential in such sector.

Figure 2.10. Foreign firms’ value added and exports in the Slovak Republic, 2006 and 2016
As % of total value added and export, by sectoral groups*
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Note: Total value added and export in this figure refers to the total of the four industrial groupings covered. See Box 2.3 clarifying sectoral
groupings used in this figure.
Source: OECD Analytical AMNE database 2021, www.oecd.org/sti/ind/analytical-AMNE-database.htm (accessed 17 December 2021).
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Non-automotive manufacturing industries are responsible for a significant share of the total FDI stock in
the Slovak republic. Manufacturing accounts alone for 33% of the total FDI stock in the Slovak Republic
(National Bank of Slovakia (NBS), 202229]). The motor vehicles industry is responsible for about one third
of total manufacturing investment (Figure 2.11, Panel B). Other high-tech manufacturing industries such
as machinery and equipment; computer, electronic and optical products; chemicals; and pharmaceuticals
overall account for an additional third. The remaining manufacturing FDI stock is distributed across a range
of lower technology industries such as basic metals and fabricated metal products (14% of total
manufacturing investment), rubber and plastics (7%) or wood and paper products (5%). The overall
significant share of FDI attracted by manufacturing industries beyond automotive may be conducive to the
development of FDI-SMEs ecosystems in a larger and more diversified range of industrial sectors, with
benefits to aggregate growth and productivity.

There are signs of FDI dynamism in low-tech services and non-manufacturing industries. Outside
manufacturing, financial and insurance activities account for the second largest share in total FDI stock in
the Slovak Republic (23%) (Figure 2.11, Panel A). Other lower technology services such as real estate
and wholesale and retail trade and repair of motorvehicles also account for 8-9% of total FDI each. Real
estate is also one of the services sectors that registered the largest absolute increase in FDI stock between
2015 and 2019 (56%). Over the same period, important increases in FDI stock were also observed in
non-manufacturing sectors such as electricity, gas, steam and air conditioning supply (+103%) and
construction (+40%). The FDI presence and activity in low-tech services and non-manufacturing activities
signals some dynamism and potential of these sectors in terms of FDI attraction, and may be conducive
to productivity spillovers, given the larger SMEs employment share in these sectors (see infra — SMEs
absorptive capacities).

Figure 2.11. Sectoral distribution of the FDI stock in the Slovak Republic, 2015-2019

Panel A. Total FDI stock by sector (%), 2015-2019 Panel B. FDI stock by manufacturing industry, as % of total FDI stock in
) ! manufacturing, 2015-2019
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Note: The figure does not include sectors accounting for a less than 1% share of FDI stock.
Source: (National Bank of Slovakia (NBS), 2022(29]) (accessed on 5 May 2022).

The predominance of greenfield FDI in higher technology manufacturing is likely to
facilitate productivity spillovers

Greenfield investment is more likely to generate knowledge and technology transfer to the local economy.
Greenfield investment, i.e. establishment of subsidiaries of foreign MNEs, is indeed more likely to involve
the implementation of foreign technology in the host country and thereby drive tacit and formal knowledge
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and technology transfer (OECD, 2022, forthcomingpzz;). Mergers and acquisitions, by contrast, tend to be
associated with a more gradual implementation of foreign technology in the host economy, making
knowledge spillovers less likely in the short-term (although they may still occur in the longer term) (OECD,
2022, forthcomingyzz;). Observing the distribution of different types of FDI (e.g. greenfield investment versus
mergers and acquisitions) across sectors of the host economy can provide interesting insights on the
spillover potential of foreign MNEs to local SMEs.

In the Slovak manufacturing sector, greenfield investment is more common than mergers and acquisitions.
This is particularly true in higher technology manufacturing, which attracted 70% of all greenfield
investment made between 2003 and 2021, while accounting for only 10% of all acquisitions made over the
same period (see Figure 2.12). Mergers and acquisitions, by contrast, are more prevalent in lower
technology services, where more than 80% of all deals have occurred since 2003.

Figure 2.12. Sectoral distribution of greenfield FDI and cross-border M&A stocks
% total capital investment (greenfield FDI) and total M&A deal values over 2003-2021 [potentially add benchmark]
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Note: See Box 2.3 clarifying sectoral groupings used in this figure. Detailed sector/activity classifications from Financial Times’ fDi Markets and
Refinitiv data underlying the analysis in this figure differ marginally from standard classifications based on ISIC Rev. 4 used in other figures in
this report.

Source: OECD based on (Financial Times, 2021;30)) Financial Times fDi Markets database and Refinitiv (accessed: 12 July 2021).

Efficiency-seeking FDI in low value-added GVC activities remains prevalent

The Slovak Republic is an attractive destination for efficiency-seeking FDI. Over the past decades, the
availability of relatively skilled and low-wage labour was a country’s comparative advantage for attracting
FDI targeting assembly and fabrication activities within GVCs (Pellény, 2020;31]). Recent evidence on FDI
concentration in terms of sectoral productivity and wages seems to confirm the dominance of efficiency-
seeking investment attracted by the balance between labour force skills and cost. FDI indeed tend to
concentrate in sectors with higher average labour productivity (Figure 2.13, Panel A) and lower wage levels
(Figure 2.13, Panel B) relative to the rest of the economy.
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Foreign investors in the Slovak Republic tend to target labour-intensive activities, particularly the assembly
of intermediate goods (OECD, 20191). These activities typically require limited interaction with local
suppliers and do not necessarily imply the development of strong supply relationships with domestic
companies. Therefore, in such a configuration, the potential for knowledge and technology spillovers to
local firms appears to be limited. In the automotive sector, for instance, the specialisation of the Slovak
economy in low value-added GVC activities has not significantly changed over recent years (OECD,
20191)) (Box 2.4).

Figure 2.13. FDI concentration in terms of sectoral labour productivity and wages

Panel A. Is FDI concentrated in sectors with higher labour productivity?
(yes if value > 0; no if value < 0)
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Note: See (OECD, 2019y25)) for a description of the methodology and data. Labour productivity = value added per employee; wages = wage per
employee.

Source: (OECD, 2019p251) OECD FDI Qualities Indicators based on Financial Times' fDi Markets database, 2020, OECD National Accounts and
OECD MSTI database, 2020.
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2.4. SMEs absorptive capacities

This section assesses the absorptive capacity of Slovak SMEs. Absorptive capacity is defined as the ability
of a firm to recognise valuable knowledge and use it productively to innovate (OECD, 2022,
forthcomingpzz)). The stronger a firm’s absorptive capacity, the higher its chances to benefit from FDI
knowledge and technology spillovers. The absorptive capacity of SMEs is related to firm-specific
characteristics such as their level of productivity, sector of operation, age, size, and geographic location.
It also depends on SMEs’ ability to access the strategic resources that are needed to innovate, namely
finance, skills and innovation assets.

This section first provides an overview of the Slovak SMEs sector and its contribution to the Slovak
economy, focussing on (1) the structure of the Slovak business population and its productivity
performance; (2) relevant business demography trends; and (3) SMEs sectoral distribution across the
economy. Subsequently, this section evaluates the endowment of Slovak SMEs in R&D and innovation
assets, skills and financial resources, which in turn affect their chances of participating and benefitting from
FDI knowledge and technology spillovers (OECD, 2022, forthcomingz2;).

The Slovak business population is dominated by myriad low-productivity micro firms

The Slovak business population is relatively polarised between a large number of micro firms of less than
10 employees, on the one hand, and a few large firms, including affiliates of multinationals, on the other
hand (OECD, 2021(s1). The micro, small and medium-sized enterprises (MSMESs) sector accounts for more
than 99% of enterprises in the Slovak Republic and is responsible for 72% of employment and 56% of
value added (against an OECD average of 68% and 59%) (OECD, 2021(s)). The share of micro firms in
the total business population is higher than in any other OECD economies (OECD, 202121;). In 2019, 97%
of employer firms had fewer than 10 employees (OECD, 202121;) (see Table 2.5). Micro firms also account
for the largest share of employment and value added within the broader population of micro, small and
medium-sized firms. In turn, employment in larger SMEs is low relative to other OECD countries (Figure
2.14). On the opposite side of the business spectrum, large firms represent only 0.1% of the business
population, but contribute around 28% of employment and 44% of value-added (in line with the OECD
average of 31% and 40% respectively) (Figure 2.14) (OECD, 2021s)).

Such evidence suggests the existence of a “missing middle” of SMEs (i.e. firms between 10 and 249
employees) in the Slovak business population (OECD, 202121;). This phenomenon is not recent. The
relative shares of micro, small and medium-sized firms remained substantially stable between 2015 and
2019, even slightly increasing for micro firms (see Table 2.5). In terms of employment, the gap has even
been widening: employment in micro firms grew by 21% between 2010 and 2017, compared to a growth
of only 7% in mid-sized firms (OECD, 202121;). The low proportion of SMEs relative to micro firms in the
Slovak business population impedes the local embeddedness of foreign MNEs: larger firms are more likely
than micro firms to establish linkages with foreign MNEs and eventually capture knowledge and technology
from them.
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Table 2.5. Number of firms by size
Business economy, except financial and insurance activities

2015 % 2016 % 2017 % 2018 % 2019 %
Micro (1-9 persons

employed) 411,765 96.7% 429,999 97.1% 454,450 97.0% 475,956 97.1% 494,750 97.3%
Small (10-49 persons

employed) 11,203 2.6% 10,011 2.3% 11,112 2.4% 11,193 2.3% 10,927 2.1%
Medium (50-249 persons

employed) 2,264 0.5% 2,396 0.5% 2,460 0.5% 2,490 0.5% 2,459 0.5%
Total MSMEs (1-249

persons employed) 425,232 99.9% 442,406 99.9% 468,022 99.9% 489,639 99.9% 508,136 99.9%
Large (250+ persons

employed) 531 0.1% 555 0.1% 581 0.1% 599 0.1% 594 0.1%
Total 425,763 442,961 468,603 490,238 508,730

Source: SDBS Structural Business Statistics ISIC Rev 4 (accessed 21 December 2021).

Figure 2.14. Size of the micro, small and medium-sized business sector

% of total employment and value added, by firm size, 2018
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Note: See methodology in (OECD, 2021(s)), OECD SME and Entrepreneurship Outlook 2021.
Source: (OECD, 2021;5)), OECD SME and Entrepreneurship Outlook 2021.

The labour productivity of smaller businesses is low compared to most other OECD countries (OECD,
2021p21)). Against an employment share of 42%, micro firms produce only 23% of value added (OECD,
20215))(Figure 2.14). Given their high share in the total business fabric, low-productive micro firms weigh
down the aggregate productivity of the economy, pointing to the need of a policy focus on scaling up the
innovation potential of smaller businesses (OECD, 202121)). The productivity of larger small and medium-
sized businesses, albeit higher, still remains comparatively low among OECD countries (OECD, 202121)).
Additionally, except for some increase in lower technology manufacturing, the productivity of Slovak
MSMEs stagnated or declined across all sectors between 2014 and 2018 (OECD, 202220)).
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The very high business dynamism may reflect a lack of scale up capacity in smaller
firms

Business dynamism is very high in the Slovak Republic, with high business birth and death rates. Business
creation is one of the highest in the OECD area (Figure 2.15). By the end of 2017, almost 14% of all firms
were created in that year, a rate above the OECD average (10.6%) (OECD, 2021, p. 20p21). High business
creation is combined with a high share of enterprise death. In 2017, 11% of enterprises exited the market,
against an OECD average of around 8%. Also, only about 27% of Slovak start-ups were still operating in
their fifth year, one of the lowest new enterprises survival rate in OECD countries (OECD, 202220)). As a
result, the Slovak Republic is among the OECD countries with the highest enterprise churn rate (24% in
2017).

However a high churn rate can also signal the existence of barriers preventing SMEs to scale up their
innovation and productivity capacity. Churn rates, calculated as the sum of birth and death rates of all
enterprise firms, may be associated with an efficient reallocation of resources from less productive to more
productive firms, with positive effects on aggregate productivity. In other cases, however, it can rather
reflect firms’ difficulties in innovating and scaling up — for instance, when economies of scale cannot be
materialised through firm growth, or a lack of scale limits investment in employee skills development and
knowledge that are yet critical to innovate (OECD, 2017;32) (OECD, 2021p1) (OECD, 2022,
forthcomingpzz)). The very high share of low productive micro firms in the Slovak business population
suggests limited efficiency of resources reallocation across firms. In a similar scenario, a high churn rate
can be a symptom of difficulties in business growth, for instance in hiring the first employee.

Figure 2.15. Churn rate of employer enterprises in selected OECD countries (%), 2017
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Notes: Birth and death rates are given for all employers enterprises. The churn rate is calculated as the sum of birth and death rates. Death rate
data for Korea and Canada are of 2016. Death rate data for Israel and Switzerland are of 2015.

Sources: OECD Structural and Demographic Business Statistics Database (http://dx.doi.org/10.1787/sdbs-data-en) (accessed 19 September
2021).
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SMEs are more present in the less technology-intensive sectors

In terms of employment, Slovak SMEs tend to be more present in the less technology- and knowledge-
intensive sectors, characterised by lower productivity and value added and higher labour intensity (Figure
2.16). Lower technology services have the highest number of SME employees — around 134 000,
representing 28% of the total sector employment. The services sector also accounts for larger employment
shares in micro enterprises, while the manufacturing sector has a higher concentration of larger SMEs
(SBA, 2020i33). In manufacturing, the SME employment share is larger in lower technology industries
(where 38% of the persons employed work in SMEs, i.e. 105 000 workers) while employment in higher
technology manufacturing is dominated by large firms. Overall, the underrepresentation of SMEs in higher
technology industries, characterised by stronger FDI activity (see supra — FDI spillover potential) may
hamper their access to foreign firms input and technology, thereby partly explaining their slow productivity
growth.

Figure 2.16. Employment by sectoral group and firm size, 2019
Number of persons employed, 2019
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Note: See Box 2.3 clarifying sectoral groupings used in this figure. Micro = 1 to 9 employees. Small = 10 to 49 employees. Medium = 50 to 249
employees. Large = 250+ employees.

Source: OECD Structural and Demographic Business Statistics Database (http:/dx.doi.org/10.1787/sdbs-data-en) (accessed 23 December
2021).

The SME sector still underperforms in R&D and innovation

The Slovak innovation system is not conducive to innovation in SMEs (OECD, 202121;).The European
Innovation Scoreboard 2021 classifies the Slovak Republic as an “emerging innovator” (i.e. performing
well below the EU average) and reports a slight decline in the country’s innovation performance relative to
the EU between 2020 and 2021 (-0.6% points) (EC, 2021;341). The Slovak Republic also ranks low across
OECD countries on innovation system measures (OECD, 2021p1). In terms of innovative
entrepreneurship, the share of small businesses (10 to 49 employees) in the total population of innovative
enterprises is one of the lowest across EU countries (Figure 2.17).
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Figure 2.17. Innovative enterprises

% of small, medium and large businesses in total innovative enterprises, 2018
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Notes: The enterprise is considered as innovative (INN) if during the reference period it introduced successfully a product or process innovation,
had ongoing innovation activities, abandoned innovation activities, completed but yet introduced the innovation or was engaged in in-house
R&D or R&D contracted out. Non-innovative (NINN) enterprises had no innovation activity mentioned above whatsoever during the reference
period.

Sources: Eurostat, Community innovation survey 2018 (accessed 20 September 2021).

Digitalisation in the Slovak Republic is also relatively low. In 2020, the European Commission’s Digital
Economy and Society Index (DESI) (EC, 202035) ranked the country 22" among the 28 EU member states
(OECD, 202121)). The digital uptake of Slovak SMEs remains below the OECD average in different areas,
including the use of social media and e-commerce, that could nonetheless be entry points to their digital
transition (Figure 2.18) (OECD, 20215) (OECD, 202133¢). Indeed SMEs tend to digitalise general
administration or marketing functions first. Business surveys on ICT use show that the digital gap is smaller
between SMEs and large firms in their online interactions with the government, in electronic invoicing or in
using social media or selling online. SME gaps in adoption increase when technologies become more
sophisticated (e.g. data analytics) or scale matters for implementation (e.g. enterprise resource planning
for process integration). Likewise, the Slovak SMEs lag behind in using cloud computing solutions, despite
the potential of “pay-as-you-go” these services could bring them to raise IT capacity.
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Figure 2.18. Digital readiness of small firms in the Slovak Republic

Adoption rate, selected technologies, 2020 or latest year available
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Note: Distribution of country adoption rates along a stylised curve of adoption. Percentage of small businesses [10-49 employees] with a
broadband download speed at least 100 Mbit/s (%), using social media (%), receiving orders over computer networks (%), or purchasing cloud
computing services (%). All activities in manufacturing and non-financial market services. See (OECD, 20213¢) for methodology.

Source: (OECD, 2021(s)), SMEs and Entrepreneurship Outlook 2021, OECD Publishing, Paris, based on OECD ICT Use by Businesses data;
(OECD, 202136)), The Digital Transformation of SMEs, OECD Publishing, Paris.

R&D spending levels of SMEs in the Slovak Republic are low by international standards (OECD, 202121)).
The gap in R&D investment is a constant feature of Slovak SMEs, across all size classes, especially among
the medium-sized ones. At 0.14% of GDP in 2018, SMEs expenditure on R&D is less than half the EU
average of 0.3% (EC, 2020y15)). In 2019, Slovak small and medium-sized firms spent respectively EUR 5
and EUR 13.5 per inhabitant in R&D, which is very low compared to more R&D-intensive economies like
Finland (where in 2019 small and medium-sized firms spent in R&D EUR 67 and EUR 100 per inhabitant
respectively), but also Portugal (EUR 19 and EUR 33) and the Czech Republic (EUR 11 and EUR 26) (EC,
202137). In the same year, Slovak micro firms only spent EUR 1.5 per inhabitant in R&D, one of the lowest
amounts among EU countries for which comparable data is available (EC, 2021;37;). There is also a
particular gap in R&D spending among medium-sized enterprises. The Slovak Republic is one of the few
EU countries where medium-sized enterprises invest in R&D less frequently than their smaller
counterparts: in 2016, 17% of small businesses reported engaging in R&D spending on a continuous basis
(EU average: 20% approximately) against 16% of medium-sized firms (EU average: 33%) (OECD,
202121)).
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R&D expenditure by large firms is also comparatively low. In 2019, firms with 500 employees or more spent
only 0.24% of GDP in R&D compared to 0.42% in the Czech Republic and 0.49% in Hungary (EC, 202137).
The configuration of the Slovak business sector — with few high-productivity affiliates of foreign MNEs and
numerous small domestic low-productivity companies — has favoured technology imports rather than
domestic R&D investment (OECD, 20191q) (OECD, 2016(3s)). Even MNEs operating in the country
undertake little R&D compared to other OECD and neighbouring countries, reflecting the role of the Slovak
Republic as an assembly hub of intermediate imported inputs (OECD, 202121)). In addition to the R&D
departments of MNEs, domestic business R&D (BERD) is concentrated in the few large
domestically-owned companies operating in the automotive and ICT sectors, while domestic SMEs
continue to compete based on low production costs (OECD, 202121;). Also, domestic business R&D is
driven by medium- to low-tech manufacturing industries which make a larger contribution to total BERD
than firms in high-tech manufacturing and knowledge intensive services (OECD, 2019p19)).

Recent trends show some improvements: Slovak SMEs have been catching up on R&D spending. R&D
expenditure in Slovak SMEs has doubled over the past decade. By 2020, Slovak small firms spent 4 times
the 2011 amount, while medium-sized firms increased their spending by more than 2-fold over the same
period (EC, 202137;) (OECD, 202121)).

These results are consistent with the existence of a missing middle of businesses in the country, and the
greater difficulties micro firms face to scale up.

Difficult access to strategic resources and inefficient business conditions weigh down
on SME innovation capacity

Further diversifying SME sources of finance could help address the financing gap for
innovation

High costs and high risks when associated with difficult access to external sources of finance may typically
prevent productive investments. High costs are one of the main barriers to innovation in Slovak small firms,
combined with a reported lack of internal finance and difficulties in obtaining public grants and subsidies
(Figure 2.19). 29% of innovative small firms in the Slovak Republic report high costs to be a major
hampering factor to their innovation activities. Difficulties in obtaining public funding (grants or subsidies)
are perceived as an important barrier to innovation by over 28% of small firms. Lack of internal finance is
reported to be a challenge by 26% of innovative small firms (Eurostat, 20189). Likewise, factors
hampering the adoption of digital technologies by SMEs include scarce availability of financing for digital
investment (OECD, 2021(21;) (Figure 2.20).
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Figure 2.19. Barriers to innovation among Slovak small, medium-sized and large firms

Percentage of innovative firms by type of barriers hampering innovation activities (reported as of high importance),
2018

Small Medium Large EU

Difficulties in obtaining public grants

or subsidies
30
. . Different priorities within the “ High costs
Skills and business enterprise e 9 Financing issues
culture issues
15
Lack of qualified employees within 10 Lack of external finance
enterprise (credit or private equity)

NN NG
>

Lack of collaboration partners Lack of internal finance

Network issues

Lack of access to external knowledge High competition

Market issues
Uncertain market demand

Note: Large, medium and small: % of innovative firms in innovation core activities (Com.Reg. 995/2012) rating the importance of a barrier as
“high”, by size class. Small firms = from 10 to 49 employees. Medium-sized = from 50 to 249 employees. Large = 250 employees or more. Micro
firms with less than 10 employees are not included. EU: average % of innovative firms of all sizes in innovation core activities (Com.Reg.
995/2012) rating the importance of a barrier as *high”. The following EU countries are included: Austria, Bulgaria, Croatia, Cyprus*, Czech
Republic, Denmark, Estonia, Finland, France, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Poland, Portugal, Romania,
Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Republic of Tirkiye.

* Note by the Republic of Turkiye: The information in this document with reference to “Cyprus” relates to the southern part of the Island. There
is no single authority representing both Turkish and Greek Cypriot people on the Island. Tirkiye recognises the Turkish Republic of Northern
Cyprus (TRNC). Until a lasting and equitable solution is found within the context of the United Nations, Turkiye shall preserve its position
concerning the “Cyprus issue”.

Note by all the European Union Member States of the OECD and the European Union: The Republic of Cyprus is recognised by all members of
the United Nations with the exception of Tirkiye. The information in this document relates to the area under the effective control of the
Government of the Republic of Cyprus.

Source: Eurostat Community Innovation Survey (CIS) 2018 (accessed 8 November 2021).
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Figure 2.20. Obstacles to digitalisation by SMEs

[ Very severe obstacle [ Major obstacle
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Sources: (OECD, 2021, p. 201211), SME and Entrepreneurship Policy in the Slovak Republic, OECD Publishing, Paris, from (Abel-Koch et al.,
2019u07), “Going Digital: The Challenges Facing European SMEs’, European SME Survey 2019, www.kfw.de/PDF/Download-
Center/Konzernthemen/Research/PDF-Dokumente-Studien-und-Materialien/PDF-Dateien-Paper-and-Proceedings-(EN)/European-
SMESurvey-2019.pdf.

The lack of external finance (credit or private equity) seems to be less of an issue, as the share of firms
reporting it as an obstacle to undertaking innovative activities is lower (10%) (Figure 2.19). Overall, the
Slovak Republic performs in line with the EU average for SMEs access to finance (EC, 20211;). Total
SME lending has been increasing since 2012 and credit conditions for SMEs have been gradually
improving (OECD, 2019y19)). As in other countries, however, Slovak SMEs tend to rely on traditional means
of financing, such as bank loans, savings or family funds, while alternative forms of financing are less
diffused. This may be an issue as traditional debt is often less appropriate to finance innovative, risk and
uncertain endeavours, requiring a broader range of finance solutions to be developed in order to help
SMEs scaling up (OECD, 2022, forthcomingjszy).

Slovak SMEs make little use of alternative financing instruments. The equity market is poorly developed
(EC/EIB, 2019u31) and the share of venture capital investment in GDP is among the lowest in the OECD
area (0.0046% of GDP in 2018, against an OECD average of 0.06%) (OECD, 2021j21)). After a sharp
decline in 2017, following the closure of funding support under the EU and European Investment Bank
Group’s initiative “Joint European Resources for Micro to Medium Enterprises” (JEREMIE) for the 2007-
13 programming period, the volume of venture and growth capital recovered up to EUR 5.4 million in 2018.
The majority of investments targeted established SMEs and focussed on the expansion of production
capacities and market potential or product and service development. However, the amount of venture
capital invested in 2018 remains negligible if compared to bank financing (OECD, 202044)).

In addition to supply-side barriers in the finance market, financial literacy among the Slovak population is
generally low and there are signs that it has been declining in recent years (OECD, 2021 21).

Competition conditions and infrastructure deficiencies raise obstacles to SME innovation

For 22% of innovative small firms in the Slovak Republic, the high level of market competition is a highly
important factor hindering their innovation activities — which compounds with a perception of uncertain
market demand (Figure 2.19). The situation differs significantly for medium-sized firms which face
competition conditions to the same extent as larger firms or average EU firms do. The diffused perception
of high market competition as a barrier to (rather than a trigger of) innovation among smaller Slovak firms
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is probably related to the particular challenges they face in scaling up and coping with evolving product
standards and market demand.

SMEs also report challenges in the adoption of digital technologies, i.e. the management of IT security
issues, low Internet connection speed and insufficient digital infrastructure development (OECD, 202121)
(Figure 2.20). High-speed broadband is key for SMEs digital transformation, as it allows to fully exploit
existing Internet services and to foster the diffusion of new ones (OECD, 2017, p. 23us)) (OECD, 2021 36)).
Differences in speed levels are important for customers but also for businesses, for instance for the
exchange of data within value chains and for just-in-time production. The Slovak Republic has one of the
lowest rate of adoption of high-speed broadband in the OECD area (Figure 2.18). 36% of all firms with at
least 10 employees had a download speed connection at least 100 Mbit/s (i.e. fibre) in 2021, 35% of small
firms and 38% of medium-sized firms — i.e., about half the share observed in Portugal or Sweden (71-
72%). IT security is also a relatively common challenge for Slovak firms. 14% of all firms with at least 10
employees experienced ICT incidents (security breaches) in 2018, which is less than in the Czech Republic
(21%) but much more than in Portugal (8%). While Slovak investment in transport infrastructure has been
relatively high in recent years, ICT investment has remained low by OECD standards (OECD, 20191g)).

Emerging skill shortages hamper the innovation performance of Slovak SMEs

The lack of qualified staff is reported as another major barrier to innovation, pointed out by 22% of
innovative small firms (Figure 2.19). A lack of workforce skills and IT specialists is also perceived as
hampering the digital uptake by SMEs (OECD, 202121;) (Figure 2.20).

In spite of a fairly educated labour force, emerging shortages of high-level skills in specific areas may affect
the performance of Slovak SMEs, which like in other countries face difficulties in attracting and retaining
talent (OECD, 20215)). Overall, there is a fair balance of innovation skills on the Slovak labour market and
a fair perception of entrepreneurial capabilities among adults (OECD, 20215). If the share of the adult
population with a university degree is very low (only 25% of adults compared to an OECD average of 37%)
(OECD, 2016381) (OECD, 202121)), the country does score high in terms of doctoral graduates in science
and engineering (OECD, 20163s)). Nonetheless, emerging shortages can be observed in relation to
electronics skills, science-based knowledge, administrative and management skills, and soft skills such as
oral expression (OECD, 2021211). Also, according to the EC DESI, only 27% of Slovaks have “above basic”
digital skills (Figure 2.21), which points to a shortage of qualified workers to support the digital catch-up of
Slovak businesses (EC, 20205)) (EC, 2021141). Developing and upgrading the domestic talent pool is a
key challenge in the context of technological change — particularly job automation, given the very high
share of jobs potentially concerned in automobile and electronics manufacturing (OECD, 2020ue]) (OECD,
202217)).

There is room to improve staff training efforts in the Slovak SMEs sector. In 2019, only 8.5% of Slovak
small firms had provided any type of ICT training for employees not ICT specialists in the course of the
previous year — much less than in comparators like the Czech Republic (17.7%), Portugal (16.8%) or
Poland (11.5%) (OECD, 2022.s)). ICT training for non-specialist staff is more common in medium-sized
firms (28.6%), at par with Poland (28.7%) but still less than in the Czech Republic (43.9%). Outsourcing of
ICT activities is also quite common among Slovak SMEs by international comparison. The share of SMEs
where ICT functions are mainly performed by external suppliers (as opposite to own staff, or parent or
affiliates enterprises staff) was over 57% in 2018, above the EU average of 53.5% (EC, 2022y4g)).
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Figure 2.21. Above basic digital skills

% of all individuals aged 16-74 having carried out activities requiring “above basic” digital skills in the previous three
months, 2020

60

50 |

40

30

Notes: People with “above basic” digital skills in each of the following four dimensions: information, communication, problem solving and software
for content creation (as measured by the number of activities carried out during the previous 3 months). Selected activities are related to internet
or software use. It is assumed that individuals having performed certain activities have the corresponding skills. Therefore, the indicator can be
considered as proxy of the digital skills of individuals. According to the variety or complexity of activities performed, two levels of skills (*basic”
and “above basic”) are computed for each of the four dimensions. Further information available at: https:/ec.europa.eu/eurostat/
cache/metadata/en/tepsr_sp410_esmsip2.htm.

Sources: EC Digital Economy and Society Index (DESI), https:/digital-agenda-data.eu/datasets/desi/visualizations (accessed 28 September
2021).
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3 FDI diffusion at play for Slovak
SMEs

This chapter studies the extent of FDI-SME diffusion in the Slovak Republic
based on the conceptual framework introduced in Chapter 1. It examines
where the Slovak Republic stands in the core channels of FDI
diffusion — value chain relationships; strategic partnerships; labour mobility
and skills effects; and competition and imitation effects — also relative to
peers in the OECD and the European Union and across economic activities.
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3.1. Summary of strengths, challenges and opportunities

The diagnostic assessment of key channels through which FDI diffusion and spillovers on Slovak SMEs
can take place reveals a number of strengths and points to challenges and opportunities (Table 3.1).
Subsequent chapters (Chapters 4 to 6) notice these challenges and opportunities, identifying policy actions

to address them.

Table 3.1. Strengths and challenges/opportunities across FDI-SME diffusion channels in the

Slovak Republic

Strengths

Challenges and opportunities

Value chain linkages

Strategic partnerships

Labour mobility and skills effects

Competition and imitation effects

o Local suppliers in high-tech manufacturing
benefit most from the demand of foreign MNEs
(in USD volume), increasing the chances for
spillovers.

« Relatively high sourcing of foreign affiliates from
other foreign firms operating locally, signaling
local clustering of foreign MNEs.

o Broad diffusion of R&D and innovation
collaboration with buyer and supplier firms
among Slovak SMEs, pointing to some spillover
potential in this area.

o In manufacturing, technology licensing from
foreign firms is more common than in other
OECD economies.

o Direct engagement of foreign MNEs in workforce
training initiatives, e.g. dual education
programmes implemented jointly with domestic
vocational institutions.

o Rising competition for talent with foreign MNEs
may put pressure on domestic SMEs to improve
their attractiveness to skilled labour.

o Collaboration and exchange of information with
competitors operating in the same industry may
increase opportunities for imitation and tacit
knowledge in the FDI-SME sector.

o Limited sourcing of foreign affiliates from
domestic supplier firms compared to OECD
peers.

o Strong export-orientation of foreign MNEs,
limiting opportunities for spillovers from forward
linkages with domestic buyers.

o Recent firm-level evidence points to limited
intensity of FDI-SME partnerships and
difficulties of domestic SMEs in complying with
FDI demand for higher quality standards.

o Scarce diffusion of IP purchase or licensing
among firms of all size.

o Job-to-job mobility of Slovak S&T workers is
low by international standards, pointing to
limited potential for spillovers through skilled
labour mobility between foreign MNEs and
domestic SMEs.

o High wage gap between foreign and domestic
manufacturers, which is likely to discourage
mobility towards domestic SMEs.

o The lack of training and learning opportunities
in the Slovak SMEs sector may reduce its
attractiveness to foreign MNEs staff.

o Strong perception that market competition
prevents innovation (rather than triggering it)
among Slovak SMEs.

Note: See Chapter 2, Box 2.3 clarifying sectoral groupings (i.e. lower and higher technology manufacturing and lower and higher technology
services) used in this table. This report primarily uses the Czech Republic, Portugal and Poland as comparators/peers.
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3.2. Value chain linkages between foreign MNEs and domestic SMEs

Value chain linkages between foreign MNEs and domestic SMEs have the potential to generate knowledge
and technology spillovers to domestic SMEs, with positive effects on their productivity and innovation
performance. Value chain linkages can be backward, i.e. between foreign MNEs and their domestic
suppliers, or forward to domestic buyers. This section attempts to analyse the quality and strength of these
vertical buyer/supplier relationships in the Slovak Republic, to gain some insights on their spillover
potential.

Foreign MNEs source less domestically than their peers in other OECD economies

FDI-SME spillover diffusion may happen through backward linkages of foreign MNEs with their domestic
suppliers of intermediate inputs. The more foreign MNEs source inputs for their production from
domestically-owned firms —as opposed to sourcing from other foreign affiliates operating locally, or
importing inputs from abroad - the higher the potential for vertical spillovers to domestic SMEs. Box 3.1
clarifies the relationship between foreign firms’ sourcing, value added and output, underlying the analysis
in this section.

Box 3.1. Foreign affiliates’ output, value added and sourcing: some concepts and definitions

To understand buyer/supplier linkages between foreign affiliates (FAs) and local firms, it is important to
clarify how firm output, value added and sourcing relate to each other. Foreign firms’ output can be split
into value added and sourcing of intermediate inputs (Figure 3.1).

This section focuses on the extent to which foreign firms source intermediates directly from firms
established in the Slovak Republic as opposed to sourcing of inputs from abroad through imports. In
particular, the section looks at the extent of sourcing from domestic firms, i.e. Slovak
domestically-owned firms. The domestic sourcing structure is therefore further split into sourcing from
other foreign affiliates established in the Slovak Republic, domestic MNEs (i.e. Slovak firms with
establishments abroad) and domestic non-MNEs (i.e. Slovak firms with no establishments abroad).

The section does not specifically focus on better understanding to what extent value added generated
by foreign affiliates stays in the Slovak Republic or may be repatriated to home economies, which is
also of key interest in the context of direct contributions of foreign firms have to host economy growth
and development. Part of foreign affiliates’ value added is used to pay salaries of their (mostly local)
employees and therefore “stays” in the domestic economy. The remaining part, including earnings, may
or may not leave the host economy. The latter is particularly important in the context of tax policy.

Figure 3.1. Foreign firms’ output composition
Labour costs

Profits

Other foreign MNEs

Domestic MNEs

Domestic non-MNEs

Source: OECD based on (Cadestin et al., 20191
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Foreign affiliates in the Slovak Republic tend to rely less on local suppliers to source inputs compared to
their peers in other OECD economies. In 2016, about half of foreign MNEs total sourcing was imported
from abroad, against an OECD average of less than 40%. Similar shares are reported for foreign MNEs in
other small open economies like Denmark or Slovenia (Figure 3.2). By contrast, foreign affiliates in larger
economies like the United Kingdom or France tend to purchase more from local suppliers, also reflecting
the size of domestic markets and the availability of a larger variety of intermediate goods and services
locally.

A large share of FA input is sourced from abroad, pointing to potentially weak supply chain linkages with
the local economy. Domestic non-MNEs (e.g. Slovak firms with no establishment abroad) account for less
than 30% of total sourcing of foreign affiliates operating in the Slovak Republic, which is one of the lowest
shares across OECD economies. The share of domestic MNEs (5%) is also only half the average OECD
share (11%). Data do not allow to distinguish between domestic large firms and SMEs. However, the
scarce propensity of foreign affiliates to source from domestic firms, either or not multinationals, can be
interpreted as a sign of weak supplier linkages between foreign affiliates and domestic businesses,
particularly SMEs. In this context, opportunities for smaller domestic suppliers to benefit from knowledge
and technology spillovers via backward value chain linkages with foreign MNEs appear to be limited. A
closer observation of the supplier chain in the Slovak automotive industry (Box 3.2) provides further
evidence to back up this assumption (on the automotive GVC in the Slovak Republic, see also Chapter 2,
Box 2.4).

By contrast, sourcing from other foreign affiliates established in the Slovak Republic seems to be relatively
common and similar to that of foreign firms established in Canada, Spain and the United Kingdom. Slovak
foreign affiliates purchase almost 20% of their total input from other foreign multinational firms operating in
the country, which is higher than the OECD average of 13%, suggesting some clustering of foreign affiliates
which tend to buy from and supply to each other.
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Figure 3.2. Sourcing structure of foreign affiliates, by type of suppliers and country of origin, 2016
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Source: OECD Analytical Activity of Multinational Enterprises (AMNE) database, 2016, www.oecd.org/sti/ind/analytical-AMNE-database.htm
(accessed 8 October 2021).
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Box 3.2. The Slovak automotive supplier network

Apart from the lead foreign car manufacturers (Volkswagen, Kia Motors, PSA Peugeot Citroén and
Jaguar Land Rover — see Chapter 2, Box 2.4), a network of more than 350 automotive suppliers
operates in the Slovak Republic, most of which is established in the Western regions (although further
development of the supplier network is expected in the Central and Eastern parts of the country in the
medium term) (SARIO, 2021p2;). Foreign-owned companies represent the majority of Tier 1 and 2
suppliers — i.e., the closest partners to the lead foreign producers in the supply chain. Of the 40 largest
automotive suppliers in the automotive sector in 2014, only 2 were domestically owned companies
(Zeleziarne Podbrezova (3 229 employees) and Matador Automotive Vrable (685 employees)) (SARIO,
2017;3)). Both are domestically-owned multinational enterprises with affiliates abroad.

The automotive supply chain in the Slovak Republic seems to be organised according to a hierarchical
model which is typical of this industry. In such a configuration, lead car manufacturers (mostly MNEs)
are responsible for design, branding and final assembly and Tier 1 suppliers support them by producing
complete subsystems in co-operation with a large network of lower-tier suppliers (OECD, 2022,
forthcomingis;). Sometimes Tier 1 suppliers may have a larger role in the production process (e.g. being
involved in design activities) and hold IP for car components (OECD, 2022, forthcominggs)). In this
context, the potential for knowledge diffusion mainly resides in value chain linkages between the lead
car producer and its Tier 1 suppliers, while spillovers to lower-tier firms can vary depending on their
function in the value chain (OECD, 2022, forthcoming). Given the very high share of foreign firms
among Tier 1-2 suppliers and the lower position of domestic firms in the Slovak automotive GVC, the
spillover potential to domestic supplier firms appears to be limited.

An empirical study on the quantity and quality of supplier linkages in the Slovak automotive industry
which was conducted between 2010 and 2015 among 183 automotive firms (both foreign-owned and
domestic) corroborates such conclusion (Pavlinek, 2017(s)). The study points to weak backward and
forward linkages between foreign subsidiaries and domestic firms, and high dependence of both on
imports of parts and components, which undermines the potential for technology and knowledge
transfer from foreign MNEs to the domestic economy.

The weak supplier linkages of foreign affiliates in the Slovak automotive sector are likely to be related
to the prevalence of investment motivated by cost-cutting reasons, particularly the low cost of the labour
force relative to its skills endowment (“efficiency-seeking” investment). As pointed out in Chapter 2
indeed, in the Slovak Republic the prevalence of efficiency-seeking FDI in labour intensive and low
value added industrial activities (e.g. car assembly), with low spillover potential, undermines the
opportunities for knowledge and technology transfer to the domestic economy.

A more granular analysis by sector shows that Slovak foreign affiliates operating in the services sector
source more locally compared to those operating in manufacturing (Figure 3.3, Panel A). In high- and low-
tech services respectively, around 70% of FA input is sourced from local providers against 40-50% in
high- or low-tech manufacturing.

The proportion of FA affiliates local sourcing in the services sector remained substantially unchanged
between 2006 and 2016, while it increased by 9 percentage point in high tech manufacturing over the
same period. Furthermore, in absolute values, domestic suppliers in manufacturing benefit more from the
demand of FA compared to those in other sectors. In the sole high tech manufacturing, the value of FA
local sourcing was USD 13 billion in 2018 — against USD 8 billion in the whole services sector (including
low and high-tech activities) (Figure 3.3, Panel C).

Domestic firms have a different sourcing pattern, with larger shares of local inputs (Figure 3.3, Panel B).
Domestic firms purchased almost 90% of their inputs in high- and low-tech services and 60-70% in high-
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and low-tech manufacturing locally in 2016, i.e. a larger share than FA across all sectors. Also, their
proportion of local sourcing increased between 2006 and 2016 across all sectors, especially in low and
high-tech manufacturing.

Figure 3.3. Sourcing of domestic and foreign firms by sectoral groups in the Slovak Republic, 2016
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Source: OECD Analytical Activity of Multinational Enterprises (AMNE) database, 2016, www.oecd.org/sti/ind/analytical-AMNE-database.htm
(accessed 29 October 2021).

Foreign MNEs export most of their output, with only a limited share used by domestic
SMEs

FDI-SME knowledge and technology spillovers may also occur via forward linkages between foreign MNEs
and their local suppliers. The extent to which the output of foreign firms is used for the production of
domestically owned SMEs — as opposed to being exported, or feed private consumption — determines the
spillover potential of this particular diffusion channel.

In the Slovak Republic, almost 60% of FA output is destined to international markets (through direct
exports), meaning that only a limited share feeds back into domestic value chains. At less than 30%, the
share of foreign MNEs’ total output that is used in the production of firms operating in the
Slovak Republic — either domestic multinational, domestic non-multinational or foreign-owned — is one of
the lowest across OECD countries (Figure 3.4). This situation reduces the chances of local firms (especially
the smaller ones) to benefit from knowledge and technology spillovers through forward value chain
linkages with foreign MNEs.
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Figure 3.4. Use of outputs of foreign affiliates, by buyer type/origin, 2016
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Source: OECD Analytical Activity of Multinational Enterprises (AMNE) database, 2016, www.oecd.org/sti/ind/analytical-AMNE-database.htm
(accessed 29 October 2021).
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3.3. Strategic partnerships between foreign firms and SMEs in the Slovak
Republic

Foreign MNEs and domestic SMEs can establish strategic partnerships around the development of joint
R&D and innovation projects, which can create opportunities for technology transfer, especially in high-
technology and knowledge-intensive industries. These partnerships can take many forms, including joint
ventures, licensing agreements, research collaborations, globalised business networks (i.e. membership-
based business organisations, trade associations, stakeholder networks), and R&D and technology
alliances. Strategic partnerships between affiliates of foreign MNEs and domestic SMEs have the potential
to contribute extensively to knowledge and technology spillovers. This section provides some insights on
strengths and opportunities related to strategic partnerships in the Slovak Republic.

R&D and innovation collaboration is relatively common among Slovak SMEs, especially
with buyer and supplier firms

Slovak innovative SMEs collaborate for innovation as much as their European peers. In the
Slovak Republic, 25% of small and 38% of medium-sized innovative businesses report being engaged in
co-operation on R&D and innovation activities with other enterprises or organisations, in line with the EU-27
average of 26% and 36% respectively (Figure 3.5).

Slovak small and medium-sized innovative businesses mostly undertake co-operation with private
business partners outside their own enterprise group. Most interestingly, R&D and innovation co-operation
with buyer or supplier firms appears to be more common than in other European countries. The share of
Slovak innovative small and medium-sized firms co-operating with private sector clients or customers
exceeds the EU-27 average, and so does the share of innovative SMEs reporting to co-operate with
suppliers. Although data do not allow distinguishing among foreign-owned and domestically-owned partner
firms, the fact that R&D collaboration is a relatively common practice among Slovak innovative SMEs,
especially within their network of buyers and suppliers, may suggest some potential for spillovers in this
area.
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Figure 3.5. Enterprises that co-operated on R&D and innovation with other enterprises or
organisations, 2018
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Source: Eurostat Community Innovation Survey (CIS) 2018 (accessed 4 November 2021).

Box 3.3. Slovak Innovation and Energy Agency (SIEA) survey on FDI and SMEs cooperation in
the Slovak Republic, 2021

As part of the ongoing EC-OECD project on boosting productivity and innovation in EU countries and
regions through stronger FDI-SME linkages and ecosystems, in 2021 the Slovak Innovation and Energy
Agency (SIEA) conducted a survey among 36 Slovak SMEs about their co-operation activities with FAs.
The survey provides some interesting insights on the spillover potential of FDI-SME strategic
partnerships in the Slovak Republic (SIAE, 2021).

The results show that FDI-SME collaboration on innovation is relatively common, but its quality and
intensity could be improved. Over 80% of the interviewed companies report being engaged in
co-operation activities with foreign affiliates. Almost 70% of these collaborations are
technology-intensive, involving high-tech products or services. FDI is also reported to request strong
innovation capacity or proof of innovation from their domestic partners in more than half of the cases.
Over 60% of the respondents, however, rate the intensity of their collaboration experience as modest
or moderate, and report a lack of information from the foreign partner about its future innovation needs.
Also, almost 80% of the respondent SMEs declare not having participated in any international trade fair
as part of their collaboration with a foreign-owned company.

Maijor identified advantages of co-operation are an increase of revenue, improved access to innovation,
enhanced export potential and reliability of the business partner. FA’s demand for higher quality input
and faster delivery, by contrast, tend to be reported as a negative aspect of co-operation by the sampled
firms, jointly with the bureaucracy of large corporations. Although SMEs tend to report the push for
quality from FDI as a negative aspect of their co-operation experience, it may be observed that the latter
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is likely to have a positive impact on the overall competitiveness and productivity of those SMEs that
are able to comply with the requested quality standards.

Sources: SIEA (2021), SIEA survey on SMEs cooperation with FDI in the Slovak Republic, 2021.

Technology licensing agreements with MNEs are diffused in the manufacturing sector

Technology licensing is a less common practice among Slovak firms than in other European countries. In
2018, less than 3% of small firms in the Slovak Republic purchased or licensed intellectual property (IP)
rights from other firms, a share that is comparatively low across the EU (Figure 3.6). As in most other
countries, IP licensing is more common among medium-sized firms (5%) but these still rank lower than
their peers in Poland or the Czech Republic (10%). Slovak large firms are also among the less inclined to
license or purchase IP rights from other firms across European countries. Overall, the comparatively low
diffusion of technology licensing agreements among private business enterprises of all sizes in the Slovak
Republic could suggest a scarce potential for spillovers through this particular type of channel. In this
respect, however, Eurostat CIS data is not fully conclusive as it does not allow distinguishing whether IP
issuing firms are foreign-owned or domestically-owned.

Figure 3.6. Enterprises that purchased or licensed IP rights from other private business
enterprises, by size class, 2018
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Notes: Small firms= 10 to 49 employees. Medium-sized firms= 50 to 249 employees. Large firms= more than 250 employees.
Sources: Eurostat Community Innovation Survey (CIS) 2018 (accessed 25 October 2021).

Focusing on the manufacturing sector, data from the World Bank Enterprise Surveys (WB, 2020;7) suggest
a higher propensity of Slovak businesses to establish technology licensing agreements with foreign
affiliates than in a selection of benchmarking countries (i.e. Estonia, Hungary, Latvia, Lithuania, Poland,
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Portugal and Slovenia) (Figure 3.7). This, by contrast with the former results, would suggest that
technology transfers through this channel are likely to materialise mostly within the manufacturing sector.

The licensing of foreign technology in manufacturing is indeed significantly more frequent across all types
of actors in the country, to the exclusion of other foreign firms. As compared to the patterns that could be
observed in the benchmarking countries, licensing is particularly widespread among larger manufacturing
firms (78%), but SMEs and domestic firms also make use of foreign technology. Indeed 24% of small and
40% of medium-sized firms in manufacturing use technology licensed from foreign companies against an
average of 4% and 24% in selected OECD countries. The share of domestic firms licensing technology
from FA is 33% -- more than in any of the selected comparator countries. Conversely, about half of
foreign-owned manufacturers in the Slovak Republic licensed technology from (other) foreign firms — more
than in Slovenia (26%) but a much lower share than in Portugal (90%) or Poland (70%). There is also less
difference between exporters and non-exporters in terms of licensing. The opportunity of technology
spillovers are therefore highly uneven, with a possible bias towards large domestic manufacturers.

Figure 3.7. Foreign technology licensing in the Slovak manufacturing sector, 2019
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Source: Adapted from (OECD, 2022;)). OECD based on World Bank Enterprise Surveys, www.enterprisesurveys.org/en/enterprisesurveys
(accessed in 2021).

Joint ventures played an important role in the Slovak transition to a market economy
and might still hold potential for productivity spillovers

Joint ventures between domestic and foreign partners played an important role in the Slovak transition to
a market economy in the 1990s (Ferencikova, 2016(9). However, these forms of co-operation received
limited research attention in subsequent decades, and up-to-date evidence on the operation of
international joint ventures in the Slovak Republic is currently in short supply. A rough estimation of the
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total number of Slovak-foreign joint ventures operating in the country is provided by Hluskova (2016¢10)).
According to the author’s calculation, approximately 8 500 joint ventures were operating in the
Slovak Republic in 2016, 3 503 of which were headquartered in the Bratislava region, with the Trnava
region ranking second (889 joint ventures) and the other regions lagging far behind. Ferencikova (2016y9))
calculates that international joint ventures accounted for 20% of all foreign-invested companies in 2015.

Another way to assess the diffusion of joint venture agreements in the Slovak Republic is to look at existing
restrictions on foreign ownership, namely any foreign equity limitations in target sectors or ventures
(OECD, forthcomingp11)). According to the OECD Foreign Direct Investment Regulatory Restrictiveness
Index (FDI RRI) (OECD, 2020p12), the Slovak Republic’s score on foreign equity restrictions is above the
OECD average and significantly higher than in peer economies like the Czech Republic or Portugal.
Restrictions on foreign ownership, however, are most prevalent in the services sector, real estate
investment, air and transport. Since the operation of foreign MNEs in the Slovak Republic is rather
concentrated in the manufacturing industry (as discussed supra in Chapter 2), then there is no strong
evidence of international joint ventures taking place in the Slovak Republic as a result of foreign ownership
restrictions. Such restrictions should be avoided as a means to achieve FDI-SME spillovers in the first
place, as they are found to have the side effect of deterring FDI (OECD, forthcomingi1)).

Regarding the performance and spillover potential of international joint ventures in the Slovak Republic, a
case study conducted in 2001 on six joint ventures between Slovak companies and foreign partners
(Ferencikova, 200113)) pointed out the positive effects on the performance of the domestic partners
involved, among other things in terms of technology improvement, workforce training, management
practices and knowledge of foreign markets. The results of a 2013 survey conducted on 44 joint ventures
involving Slovak firms (Sasikova, 201314)) highlighted that the principal motive of Slovak partners for
entering an international joint venture is gaining access to foreign markets, new technologies and the
distribution channels of the foreign partner. The majority of the survey respondents were satisfied with the
performance of the joint venture and willing to pursue the cooperation experience in the future.

3.4. Labour mobility between FDI and domestic firms

This section assesses spillover potential through labour mobility and associated skills effects in the
Slovak Republic. Labour mobility between FDI and local SMEs can be an important source of knowledge
spillovers. Foreign MNEs workers can move to domestically-owned firms based on temporary
arrangements such as detachments, long-term arrangements such as open-ended contracts, or through
the creation of start-ups (i.e. corporate spin-offs). Mobility can also occur in the opposite direction (from
domestic SMEs to foreign MNESs), also involving potential for spillovers.

Overall, job-to-job mobility of science and technology (S&T) workers is low by
international comparison

No recent evidence on labour mobility practices between foreign-owned and domestically-owned firms is
available for the Slovak Republic. However, looking at broader workforce mobility trends may provide some
initial insights on the likelihood of knowledge spillovers to take place through this channel. In this respect,
Eurostat data on human resources in science and technology (HRST) flows show that Slovak S&T workers
are less mobile than their peers in other European countries. In 2019, only about 3% of total S&T workers
in the Slovak Republic had moved to another job within the previous year. This share is comparatively low,
with only two countries ranking lower among EU 27 members (i.e. Bulgaria and Romania, both at 2-3%)
(Figure 3.8). At the opposite end of the spectrum, S&T workers in the United Kingdom, Denmark or
Lithuania were more mobile, with at least 10% of them having changed job in the previous year. Data
suggests that job-to-job mobility generally increased between 2010 and 2019 across European countries;
however, such increase was much more significant in Estonia (+5%) or France (+3%) than in the Slovak
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Republic (+0.2%). The overall scarce propensity for job mobility of Slovak S&T workers points in the
direction of a weak potential for FDI-SME spillovers through skilled labour mobility.

Figure 3.8. Job-to-job mobility of human resources in science and technology (HRST), 25-t0-64-
year-olds, 2010 and 2019
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Notes: Human resources in science and technology (HRST) describes individuals in science and technology occupations, such as professionals,
technicians and associate professionals, as well as those in other occupations who successfully completed a tertiary-level education in science
and technology. Job-to-job mobility is the movement of an employee from one job to another from one year to the next. It excludes inflows into
the labour market from a situation of unemployment or inactivity. The figure refers to HRST in total NACE (Statistical classification of economic
activities in the European Community) Rev 2 activities.

Source: Eurostat, Job-to-job mobility of HRST by NACE Rev. 2 activity dataset (hrst_fl_mobsect2), 2021 (accessed 21 October 2021).

The high wage premia of foreign affiliates are likely to discourage labour mobility
towards domestic SMEs

In the Slovak Republic, manufacturing workers employed by foreign-owned firms earn almost 80% higher
wages compared to those employed by the average domestic firms. Similar wage premia are observed in
Portugal (86%) and, to a slightly lesser extent, in Hungary and the Czech Republic (50-60%) (Figure 3.9).
Such a high wage gap is likely to discourage mobility of workers from large foreign MNEs to smaller firms
in the domestic sector, suggesting that this may not be a major source of productivity spillovers for Slovak
SMEs.

Foreign MNEs’ wage premia in the Slovak Republic are likely to be related to their larger size and higher
productivity (OECD, 2019p15)). As discussed in Chapter 2, the productivity gap between small and large
firms in the country is bigger than in most other OECD economies, and the business population is polarised
between a few large very productive firms, which are often foreign-owned, and numerous local low-efficient
SMEs (OECD, 20196)). This productivity gap is reflected in wage trends. The difference between the
average salary of workers in large firms (more than 250 employees) and micro firms (up to 9 employees)
increased by 40% between 2009 and 2016, a much more significant rate than in other OECD countries
(OECD, 2019y16))-
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Figure 3.9. Foreign firms’ wage premia relative to domestic firms in the Slovak manufacturing
sector, 2019

Wage of average foreign firms in % of wages of average domestic firms, manufacturing

1 I 1 I 1 I 1 l 1 l 1 | s —

Portugal Slovak Czech Hungary Latvia Slovenia Estonia Poland
Republic Republic

100%

90% r

80% r

70%

60% r

50%

40% r

30%

20% r

10%

Note: See methodology in (OECD, 201915)).
Source: (OECD, 201915) FDI Qualities indicators 2019 based on World Bank Enterprise Surveys.

Some firm-level evidence point to limited labour mobility spillovers and high competition for talent between
foreign affiliates and domestic firms. The interviews conducted by (Pavlinek, 2017s)) with 50 Slovak firms
(22 domestic and 28 foreign) in the automotive sector suggest a limited transfer of knowledge and skills to
domestic firms through workers trained by foreign subsidiaries. Indeed only 14% of the local firms
interviewed reported having hired staff who previously worked for foreign subsidiaries, and only one firm
agreed that those workers brought with them useful knowledge. The interviews also point to an increasing
competition for skilled labour between foreign subsidiaries and domestic firms on the Slovak labour market,
with more than half of the respondents declaring a loss of workers to foreign subsidiaries, and increasing
difficulties to recruit skilled workers following the market entry of foreign investors.

Lack of training and learning opportunities in the SME sector may also hinder workers
mobility

The availability of in-work training and learning opportunities contributes to determine the quality of a
working environment and can therefore be expected to weigh on workers’ job mobility decisions (Cazes,
Hijzen and Saint-Martin, 201517;). Available evidence shows that the performance of Slovak SMEs in terms
of staff training could be improved. In 2019, only 12% of small and 34% of medium-sized firms had offered
any type of ICT training to their employees over the previous year — which is less than in most European
countries and also below the reported share for the EU 27 as a whole (Figure 3.10, Panel A). Slovak
innovative SMEs also invest less than their European peers in staff training (Figure 3.10, Panel B). The
lack of opportunities for on-the-job training and skills upgrading in the SME sector may contribute to
discourage the mobility of MNEs workers toward smaller local firms and thereby further reduce the potential
for knowledge spillovers through this particular diffusion channel.
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Figure 3.10. Employees training in Slovak SMEs

Panel A. % of enterprises providing ICT training to their employees, by size, 2019
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Panel B. Expenditure of innovative enterprises on staff training in selected EU countries,by firm size, 2018
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Notes: Panel A: Businesses which provided any type of training to develop ICT related skills of the persons employed, within the last 12 months
(%). Small = 10 to 49 employees. Medium = 50 to 249 employees. Large = 250 employees or more. Data for Portugal medium-sized firms are
not available. Panel B: Expenditure on staff training include all in-house costs including wages and salaries of staff while being trained, and
costs of purchased services from others. Small = 10 to 49 employees. Medium = 50 to 249 employees. Large = 250 employees or more. Data
refers to innovative enterprises in innovation core activities (Com.Reg. 995/2012). The enterprise is considered as innovative if during the
reference period it introduced successfully a product or process innovation, had ongoing innovation activities, abandoned innovation activities,
completed but yet introduced the innovation or was engaged in in-house R&D or R&D contracted out. Innovative enterprises represented 30.5%
of total enterprises in innovation core activities (Com.Reg. 995/2012) in 2018 (source: Eurostat [inn_cis11_bas] 2018).

Sources: Panel A: OECD ICT use by Businesses Database, 2020 (accessed 26 October 2021); Panel B: Eurostat Community Innovation Survey
(CIS) 2018 (accessed 26 October 2021).
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The direct engagement of foreign MNEs in local training initiatives, e.g. through their participation in dual
education agreements with local vocation schools (Box 3.4), is likely to further accentuate a brain drain
towards foreign employers, widening the skill gap with domestic SMEs. In the longer term, however, such
initiatives may also result in an increase of the domestic talent pool, with benefits to local entrepreneurship
development.

Box 3.4. Dual education initiatives by foreign affiliates in the Slovak Republic

Collaboration between foreign MNEs and local educational institutions (e.g. HEls or vocational schools)
has the potential to improve outcomes for local communities at different levels — e.g. by helping to
enhance the quality of domestic entrepreneurship education, or stimulating a higher involvement of
local firms with the local education system through competition/imitation effects (OECD, 2022,
forthcomingps). The OECD/EC HEInnovate Country Reviews highlight a number of examples of MNEs
that have helped build teaching and innovation capacity in higher education institutions (HEISs)
(EC/OECD, 2022;1g)).

In the Slovak Republic, participation in dual education programmes, combining theoretical education in
a vocational school with practical training at a company, is a way for MNEs’ affiliates to address skill
shortages on the local labour market and attract qualified workers immediately upon completing their
studies. Dual education also lowers recruitment and requalification costs for foreign employers as they
can prepare employees according to the needs of a particular industry. Data from the Ministry of
Education relative to the school term 2016/17 shows that the largest number of students involved in
dual education (with both domestic and foreign owned companies) is in the Zilina Region, followed by
Trendin, Bratislava, Nitra and PreSov (Rédli, 201719]). The highest number of dual education contracts
were signed in machinery and metal processing, electro technologies, and economics and organisation,
trade and services. An increasing number of foreign companies in the Slovak Republic offer dual
education options based on agreements with domestic vocational institutions. Such initiatives have the
potential to foster knowledge transfer from foreign employers to the local workforce, with potential
positive effects on the latter’s overall skills endowment.

In the automotive sector, Volkswagen Slovakia established the Dual Academy in Bratislava in 2015. A
total of 60 students enrolled in the 2020/2021 school year (WS, 2020;20;). The education programme
lasts for four years, with a heavy emphasis on practical skills in six specialisations: machinery and
equipment mechanic, tool-setting mechanic, information technology specialist, and passenger car
autotronics specialist. Practical training includes concrete work experience in a Volkswagen
manufacturing plant. Upon graduation, students receive a graduation certificate, an apprenticeship
certificate and an internationally valid certificate of professional competence issued by the German-
Slovak Chamber of Commerce and Industry. The course is free and the company contributes to the
students’ accommodation, transport and food costs. Partners in the initiative include Siemens, Newport
Group, Faurecia, Skoda Auto Slovensko and the Bratislava self-governing region
(https://dualnaakademia.sk).

Kia Motors Slovakia has also been actively cooperating with secondary vocational schools in the Zilina
region since 2007. In the school year 2020/21, a total of 90 students from the Secondary Vocational
School of Mechanical Engineering in Kysucké Nové Mesto, the Joint School in Martin and the
Secondary Vocational School of Electrical Engineering in Zilina completed dual training in different
specialisations, (mechanical engineering specialist, programmer of cutting and welding machines, and
mechatronics engineer) (KMS, 202021;). Students have the opportunity to get targeted practical training
from their future employer and are guaranteed a job with the company after graduation. Most recently,
collaboration in dual education programmes has been expanded, namely via the establishment of new
agreements with the Velka okruzna Business Academy and the Secondary Vocational School of
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Transport in Zilina. “Autotronik”, a new dual education course focussed on e-mobility and the production
of hybrid cars, is expected to be established starting from the school year 2021/22 in cooperation with
the Secondary Vocational School of Mechanical Engineering in Kysucké Nové Mesto. The course will
enable future workers to gain skills and knowledge associated with the production of these expanding
technologies.

As a pioneer in the ICT field, T-Systems Slovakia, a German company located in Kosice (3 891
employees in 2019), has implemented since the academic year 2013/2014 ICT dual education initiative
where students receive 70% of practical education (https://sario.sk/sites/default/files/sario-ict-2021-02-

05.pdf).

U.S. Steel KoSice, a large steel producer and key employer in the KoSice region (Chapter 6), has a
long history of co-operation with local technical universities and secondary schools. Since 2004, the
company runs the U.S. Steel KoSice Scholarship Programme, focussed on supporting talented
university students in technical branches that match the company’s production policy (U.S. Steel
Kosice, 2022221). The programme targets students resident in the KoSice region and issued from
disadvantaged backgrounds, as well as (since 2007) talented children of U.S. Steel KoSice full-time
employees. Since its establishment, the programme provided 406 scholarships, including 25
scholarships for the academic year 2020/2021. U.S. Steel KoSice also runs a summer internship
programme targeting college or university students in metallurgy, mechanical engineering, electronic
engineering, information technology, economics or other technical areas.

3.5. Competition and imitation effects of FDI

Other FDI-SME diffusion channels include market mechanisms related to competition and imitation effects.
Competition effects may take place when an above-average efficient MNE enters the market, putting
pressure on domestic companies to become more innovative and productive. The new standards set by
the foreign company (for instance in terms of product design, quality control or speed of delivery) can
stimulate innovation and thereby productivity growth in local companies. Imitation and tacit learning can
also become a channel of productivity spillovers to local firms (OECD, 2022, forthcomingis;). Building on
the discussion above and in Chapter 2, this section discusses how and to what extent such effects might
be at play in the Slovak Republic FDI and SME sectors.

Co-operation with, and information gathering from, competitors are relatively common
practices for Slovak SMEs

Imitation effects are more likely to happen to local companies which operate in the same sector or value
chain function of the foreign-owned company (OECD, 2022, forthcomingu). Frequent collaboration with
foreign-owned competitor firms is likely to increase the opportunities for imitation and tacit learning by
domestic firms.

In the Slovak Republic, collaboration on R&D and innovation with competitors or other enterprises of the
same sector, albeit still rare, is slightly above the EU average, particularly among small firms. Overall, 8%
of total firms across all sizes collaborate with competitors, against an average of 6% in the EU 27 countries
(Figure 3.11). Disaggregated data by firm size show that Slovak small firms are largely responsible for this
performance. Results are close to the European average for medium and large firms, while they are
comparatively higher for small firms (over 8% report horizontal collaboration, relative to an EU average of
5%). Data do not distinguish between foreign-owned and domestically-owned competitors. However,
collaboration among competitors suggests some potential for FDI-SME spillovers through imitation or tacit
learning.
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Figure 3.11. Enterprises that co-operated on R&D and innovation with competitors or other
enterprises of the same sector

% of innovative enterprises* by size class.
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Notes: *The enterprise is considered as innovative if during the reference period it introduced successfully a product or process innovation, had
ongoing innovation activities, abandoned innovation activities, completed but yet introduced the innovation or was engaged in in-house R&D or
R&D contracted out. Innovative enterprises represented 30.5% of total enterprises in innovation core activities (Com.Reg. 995/2012) in 2018
(source: Eurostat [inn_cis11_bas] 2018). Small firms = from 10 to 49 employees. Medium-sized = from 50 to 249 employees. Large = 250
employees or more. Micro firms with less than 10 employees are not included. EU 27 = average % by firm size in EU 27 countries.

Source: Eurostat Community Innovation Survey (CIS) 2018 (accessed 8 November 2021).

Competitors could also be a relevant source of information for Slovak innovative firms. Beyond their own
business group and their network of buyers and suppliers (see also supra — Strategic partnerships), Slovak
small firms appear to turn relatively often to competitors or other enterprises of the same sector to source
knowledge. 15% of small innovative firms in the Slovak Republic consider competitors as a source of
knowledge of high importance for their innovation activities (Figure 3.12), which is more than the OECD
average of 11%. This share is even larger for medium-sized and large firms (17% and 20%) and in both
cases remains above the OECD average (which is 12% for medium-sized and 16% for large firms).
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Figure 3.12. Relative importance of competitors as a source of information for Slovak small firms’
innovation activities

% of small innovative firms which use and consider different sources of information of high importance for their
innovative activities
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Source: Eurostat Community Innovation Survey (CIS) 2016 (accessed 4 November 2021). Based on (OECD, 2022, forthcomingjsy).

Most Slovak SMEs consider however competition as a major barrier to their innovation
activities

The analysis conducted in Chapter 2 (Figure 2.19) highlighted that, if high costs, lack of internal finance
and difficulties in obtaining public funding are the main perceived barriers to innovation in Slovak SMEs,
high competition is also reported to be a significant hindering factor, particularly by smaller firms. Almost
65% of small and 60% of medium-sized and large innovative firms in the Slovak Republic see high
competition as a medium to highly important barrier to their innovation performance (against 44% and 41%
respectively in the EU) (Figure 3.13). The strong perception of market competition as a barrier to innovation
could be related to the difficulties Slovak SMEs face in catching up with higher quality standards (e.g. in
terms of product design, management practices, or speed of delivery). It could also be seen as
symptomatic of the more limited absorptive capacities of local business population. Perceiving competition
as a barrier to innovation could therefore be rather a signal of the poor efficiency of competition/imitation
effects for knowledge spillovers in the Slovak economy.

If market competition can stimulate innovation and thereby become a source of productivity growth, it may
also result in the exit of firms that are not able -or quick enough- to adapt. High business dynamism, as
measured by firm entries and exists, may therefore signal a well-functioning innovative and competitive
market, where new entrants challenge incumbent firms and eventually force the exit of the less productive
among them. This reallocation of productive resources to more efficient firms is a key driver of economic
performance. However, firm exits in a context of high competition could also signal the existence of market
distortions that prevent SMEs from scaling up capacity or competing. This might be the case, for instance,
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when exiting firms are actually not the less productive incumbents, but rather recent entrants which failed
to grow (OECD, 202123)).

Figure 3.13. Importance of high competition as a barrier to innovation by Slovak firms, 2018

% of innovative enterprises* rating the importance of high competition as a “high”, “medium”, “low” or “not important”
barrier to innovation, by size class.
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Note: *The enterprise is considered as innovative if during the reference period it introduced successfully a product or process innovation, had
ongoing innovation activities, abandoned innovation activities, completed but yet introduced the innovation or was engaged in in-house R&D or
R&D contracted out. Non-innovative enterprises had no innovation activity mentioned above whatsoever during the reference period. Innovative
enterprises represented 30.5% of total enterprises in innovation core activities (Com.Reg. 995/2012) in 2018. Small firms = from 10 to 49
employees. Medium-sized = from 50 to 249 employees. Large = 250 employees or more. Micro firms with less than 10 employees are not
included. Panel B: EU = average of the following 26 countries: Austria, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland,
France, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Poland, Portugal, Romania, Slovak Republic, Slovenia, Spain,
Sweden, Switzerland, Republic of Ttirkiye.

Source: Eurostat Community Innovation Survey (CIS) 2018 (accessed on 8 November 2021).

Business demography indicators (e.g. market entry and exit rates, churn rate, business survival rate) are
commonly used to measure competition and, in combination with other indicators, can help assess the
status of market conditions in the Slovak economy (OECD, 202123)). The Slovak business sector is very
dynamic, with high firms birth and death rates and one of the highest churn rates in the OECD area (24.1%
in 2017) (Chapter 2, Figure 2.15). For the manufacturing sector from 2013-2017, the Slovak churn rate
average was about 22%, which was much higher than the OECD average of 15% in that period. The
Slovak Republic additionally had a higher churn rate in manufacturing compared to similar OECD countries
like the Czech Republic (16%) or Portugal (18%). However, the low survival rate of new businesses in the
country points in the direction of inefficient scaling up drivers. In 2017 indeed, only about 27% of Slovak
start-ups were still operating in their 5th year. The very high share of low-productive micro firms in the
business population also suggests less than optimal efficiency of market competition selection effects.
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4 The institutional and governance
framework for FDI-SME diffusion

This chapter focuses on factors that underpin the governance framework for
foreign direct investment (FDI) promotion and small and medium-sized
enterprises (SMEs) development in the Slovak Republic. It provides an
overview of the institutions that are currently in place to design and
implement FDI, SME, innovation and regional development policies, and
explores the policy coordination mechanisms to ensure coherence across
policy domains, institutions and tiers of government. This chapter also gives
special attention to the monitoring and evaluation framework of the Slovak
policy delivery system, and efforts to enhance stakeholder engagement.
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4.1. Summary of findings

Strengthening FDI spillovers on Slovak SMEs requires public action in different policy domains related to
investment promotion, SME internationalisation, innovation and regional development. The institutional
framework that governs these policy areas differs from country to country. Different governance structures
are feasible as long as appropriate coordination mechanisms are in place to ensure policy alignment across
Ministries, implementing agencies and advisory bodies. This chapter aims to assess the quality of the
Slovak institutional setting and identify potential governance challenges (Table 4.1). It provides an
overview of the main institutions operating at the intersection of FDI, SME, innovation and regional
development policy and explores their organisational structures, mandates and scope of activities. It also
sheds light on their internal capacities for policy coordination, evaluation and stakeholder engagement,

which are all important elements of a conducive institutional environment.

Table 4.1. Findings and recommendations on the Slovak governance framework

Findings

Recommendations

Creating a conducive institutional environment

A large number of line ministries and implementing agencies is
involved in the implementation of policies that enable FDI spillovers
on domestic SMEs, resulting in higher levels of bureaucracy, policy
complexity and administrative inefficiencies.

Government agencies have recently expanded their business
advisory services to the subnational level through the establishment
of regional branches, one-stop-shops and business consultation
centres. However, their regional footprint is still nascent and largely
depends on decisions made in a centralised manner in Bratislava.

Regional and municipal authorities have been given substantial
responsibilites in several policy areas affecting business
enterprises. However, the increased fragmentation of subnational
governments and their lack of organisational capacities often limit
their ability to support local FDI-SME ecosystems.

Consider how coordination mechanisms could be improved or the current
governance framework restructured, e.g. by merging business support
agencies —in particular those dealing with innovation policy— and through the
implementation of joint programming procedures in areas that require
complementary expertise.

Subnational branches should be given the necessary autonomy and
resources to tailor their services to local needs, build their own contacts and
brands, and lead partnerships with regional and local authorities that may
lack the capacity to support local entrepreneurial ecosystems.

Consider strengthening the financial and organisational capacities of
subnational authorities to enable them to support FDI-SME partnerships.

Encourage cooperation and coordination among municipalities on
investment promotion, innovation and SME support issues, for example
through the establishment of a forum to share best practices.

Ensuring coordination across different institutions, policy areas and tiers of government

The Slovak Republic has a well-developed network of high-level
government councils to ensure cross-ministerial coordination.
However, the lack of human resources and ambiguity on their role
and responsibilities often lead to coordination crises.

There are currently no comprehensive strategic documents laying
out policy priorities, programme actions and institutional roles on
innovation and SME policy. The Slovak national strategy on
investment and trade promotion expired in 2020 and has not yet
been renewed.

Inter-agency collaboration for the implementation of FDI-SME
diffusion policies is limited while coordination takes place either
informally or in a centralised manner through line Ministries.

Consider broadening the membership of existing Councils to ensure that
implementing agencies from across the FDI-SME diffusion policy areas are
involved in strategic policy discussions. Alternatively, a consolidation of the
current setting could be envisaged through the merger of certain Councils.
Develop national strategies on innovation and SME policy to ensure that
policy action is guided by a set of overarching policy priorities, clear targets
and effective governance arrangements. Mainstream the issue of FDI-SME
spillovers into these national strategies and ensure that the role of each
institution is clearly articulated.

Encourage collaboration and the exchange of information among
implementing agencies by introducing joint programming procedures and
establishing  official ~ coordination ~ mechanisms  (e.g. inter-agency
committees).

Promoting impact evaluations and policy dialogue with stakeholders

The adoption of the Better Regulation Strategy has led to the
development of a comprehensive and solid methodology for
assessing economic, social and environmental impacts, including an
SME Test and policy impacts on innovation.

The use of M&E tools by government institutions remains limited and
evaluation processes still lack proper implementation due to the
administrative and analytical capacities of key ministries.

Consider appointing one body close to the centre of government - for
instance, the Government Office of the Slovak Republic — responsible for
coordinating evaluations of integrated impacts, rather than spreading the
responsibility across several ministries.

Strengthen the analytical and monitoring capacities of key Ministries and
implementing agencies through the provision of specialised training to raise
education and awareness of public servants on evaluation methods.
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The Slovak Republic has recently made significant progress in = Provide stakeholders with sufficient time to submit their feedback on new
stakeholder engagement through the introduction of a standardised  regulations and policies. Strengthen the inclusiveness of public consultations
public consultation procedure and the organisation of several public = by raising awareness of participatory processes among under-represented
consultations for the update of national strategies. segments of the business population (e.g. innovative startups, small firms).

4.2. Overview of the Slovak governance framework for FDI-SME diffusion

Multiple ministries and government agencies are involved in implementing policies that
act upon FDI-SME diffusion channels and enabling conditions

The Slovak policy delivery system is characterised by fragmentation. A large number of line ministries and
implementing agencies is involved in the implementation of policies that enable FDI spillovers on domestic
SMEs (Figure 4.1), resulting in higher levels of bureaucracy and policy complexity and, in many instances,
limiting the uptake of public support programmes among potential beneficiaries (see Chapter 5 for an
assessment of the Slovak policy mix).

The primary responsibility for investment, SME and innovation policy lies with the Slovak Ministry of
Economy, which is in charge of executing economic growth policies that aim to strengthen industrial
production and improve the overall business environment (Government of the Slovak Republic, 20011).
The Ministry does not have an SME policy department or unit; SME issues are mainstreamed into the work
of the Competitiveness Directorate, which deals with industrial policy, innovation and general business
support measures. In contrast, investment policy is coordinated through a dedicated department, which
focuses mainly on the provision of state aid and the implementation of Operational Programmes funded
by the European Structural and Investment Funds (ESIF).

The majority of Slovak policies that enable FDI spillovers on domestic SMEs are implemented by three
government agencies under the supervision of the Ministry of Economy (MHSR) (Table 4.2):

The Slovak Agency for Investment and Trade (SARIO) is the main government body that helps foreign
investors set up their business operations in the Slovak Republic, while also supporting domestic firms, in
particular SMEs, to develop their export capacities and become internationally competitive. Central to
SARIO’s mission is the provision of business consulting, information and facilitation services that promote
FDI-driven knowledge and technology transfers and contribute to the diversification of the Slovak economy.
In recent years, the agency has placed particular emphasis on promoting knowledge-intensive activities in
FDI-intensive sectors, targeting in particular the space and aviation industries, smart and green mobility
and medical technologies.

The Slovak Business Agency (SBA) is a public-private agency that was established in 1993 by the Slovak
Ministry of Economy, the Association of Slovak Entrepreneurs and the Slovak Trade Association to support
the development and growth of domestic SMEs. SBA serves as the main delivery point for a full range of
financial and non-financial support services to entrepreneurs and SMEs at the national, regional and local
levels. It manages several microloan and risk capital schemes, undertakes analyses of the Slovak business
environment and provides training, mentorship, and business consultation services to support individual
entrepreneurs, new start-ups and established SMEs in different stages of their life cycles.

The Slovak Innovation and Energy Agency (SIEA) offers technical and financial support to enhance the
innovation performance of domestic business enterprises. SIEA serves as an implementing agency for the
Operational Programme Integrated Infrastructure (OPII), which finances most programmes supporting
innovation in SMEs. Over the past decade, the agency’s role in the delivery of innovation-focused policies
has been strengthened and further expanded to also cover the promotion of business clustering initiatives,
the support of industrial parks, and the implementation of national projects targeting the services sector
and certain creative industries. Since 2015, SIEA also fulfils the role of a Technology Agency for the
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implementation of the Slovak Research and Innovation Strategy for Smart Specialisation (RIS3), which
lays out national priorities for the diversification of the Slovak economy.

Figure 4.1. The institutional environment for FDI-SME diffusion in the Slovak Republic
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Source: OECD elaboration based on EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

Table 4.2. Key implementing institutions acting upon the FDI-SME diffusion policy areas

Innovation policy

SME policy

FDI promotion and

Regional development

internationalisation policy policy
Implementing Slovak Innovation and Slovak Business Agency Slovak Investment and Trade Regional Development
agency Energy Agency Development Agency Section
Date of creation 2007 1993 2001 2020
Ministry in charge Ministry of Economy Ministry of Economy Ministry of Economy Ministry of Investments,
Regional Development
and Informatisation
Legal form Autonomous agency Public-private agency Autonomous agency Ministry department
Mandate Encourage domestic Support the growth and Attract and facilitate FDI and Implement regional
entrepreneurs to innovate upgrading of Slovak support the internationalisation = development policies and
and promote renewable SMEs of domestic companies, in coordinate the EU Funds
energy policies particular SMEs
Target population All firms with emphasis on SMEs Al firms for FDI promotion Regional/local authorities

Priority sectors

SMEs, research
institutions
Services sectors, creative
industries

All sectors except tourism
and agriculture

policies and SMEs for
internationalisation policies

Space and aviation industries,
mobility and medical
technologies

and agencies

None

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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Although the investment, SME and innovation policy domains are primarily in the hands of the Ministry of
Economy and its implementing agencies, several other public institutions are involved in the execution of
programmes that contribute to FDI-SME diffusion (Figure 4.1, Table 4.3).

The Ministry of Education, Science, Research and Sport (MESRS) plays an important role on innovation
promotion, focusing on science and technology, higher education and lifelong learning (Government of the
Slovak Republic, 20012). Two implementing agencies, the Slovak R&D Agency (SRDA) and the Research
Agency (RA), work under the supervision of the MESRS to offer financial support for innovative activities
undertaken by research and scientific institutions in collaboration with industry, thereby playing a crucial
role in promoting knowledge and technology transfers. Slovak SMEs can benefit from their collaborative
funding schemes, which are financed either through the state budget (for SRDA) or through the EU funds
(for RA). In recent years, the strategic focus of Slovak economic diplomacy has also shifted towards the
internationalisation of the Slovak research and innovation ecosystem and the support of technology
transfers to Slovak SMEs through international cooperation. The economic and development cooperation
service of the Ministry of Foreign and European Affairs (MZV) operates a Business Centre that helps
Slovak SMEs find new business partners and expand their operations abroad through an online portal.

Finally, important prerogatives are in the hands of the Ministry of Investments, Regional Development and
Informatisation (MIRRI), which was established in 2020 to monitor and evaluate the socio-economic trends
in Slovak regions and coordinate the implementation of regional development policies. Although MIRRI
does not target business enterprises directly, it plays a crucial role in addressing regional disparities in the
quality of the business environment through financial and capacity-building programmes for subnational
authorities and action plans for the development of least developed districts. It also serves as a focal point
for coordinating, managing and supervising the use of EU funds for the new programming period 2021-
2027. In the past, the use of EU funds by Slovak institutions was stalled by administrative inefficiencies
and lack of coordination, which led to their underutilisation. Improving coordination with other parts of
government and ensuring that EU funding is channelled to investment, SME and innovation support
programmes are key priorities of the new ministry.

Compared to peer EU countries, the Slovak Republic’s governance framework for FDI-SME diffusion is
relatively fragmented, due to the number of government agencies involved in the implementation of
investment, SME, innovation and regional development policies. The Slovak Ministry of Economy can
serve as a central focal point to ensure synergies and prevent overlaps among SARIO, SBA and SIEA.
However, this study shows that coordination mechanisms and communication channels among the three
agencies and the extent of information exchange are limited (see next section). There is also increased
dispersion of innovation and SME policy across many government bodies that fall outside of the
supervision of the Ministry of Economy (Table 4.3). The fragmentation of the research and development
and innovation (R&D&I) policy landscape (e.g. SIEA, SRDA, RA) and SME support services (e.g. SBA,
SARIO, POCE Business Centre) increases the likelihood of duplication of policy efforts and trade-offs
across different agencies and Ministries.

The Slovak government is currently finalising a National Strategy on R&D and Innovation, which aims to
address the fragmentation of the institutional landscape and adopt a whole-of-government approach to the
delivery of knowledge and technology transfer initiatives. Due consideration should be given to how
coordination mechanisms could be improved or the current governance framework could be restructured,
e.g. through the merger of business support agencies — in particular those dealing with innovation policy
(SIEA, SRDA, RA) — and the implementation of joint programming procedures in areas that require
complementary expertise (e.g. FDI-SME linkages, SME growth and internationalisation, innovation
partnerships). A simpler and more integrated system of public support that targets the entire FDI-SME
ecosystem at every step of its growth trajectory could help the Slovak government optimise efficiency. For
instance, many EU Member States (e.g. Croatia, Finland, Lithuania, Luxembourg, Slovenia) target the
entire FDI-SME ecosystem through a single government entity to facilitate coordination among the different
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policy domains and make available comprehensive packages of support that are easily accessible to
potential beneficiaries (Box 4.1).

Table 4.3. Mandates and strategic policy objectives pursued by key Slovak institutions

Ministries Implementing agencies
Ministry of Ministry of POCE
v Investments, Regional Business SARIO SBA SIEA SRDA RA
Economy

Dev. & Informatisation Centre
Innovation promotion v v v v
SME development
FDI promotion v v
Regional development v 4
Trade promotion v v
Applied research v
Industrial parks 4
Energy policy 4

Strategic policy objectives relevant to FDI-SME diffusion

Strengthep SME inn.c?v.ation and v v v v v v
technological capabilities

Promote strategic partnerships 4 v
Promote value chain linkages v 4
v

Promote fair competition and
knowledge exchange

Promote agglomeration and
industrial clustering

Attract FDI that fosters linkages
with the local economy

Encourage labour mobility v

<\

ANEN NN

AN

<
AN
AN
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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Box 4.1. Institutional arrangements for FDI-SME diffusion policy areas in other EU Member States

Governance systems within the EU vary, ranging from deeply centralised settings where FDI-SME diffusion
policies are the responsibility of a single line Ministry; to balanced institutional set-ups where policy
formulation in the areas of FDI, SMEs, innovation and regional development is shared among a small
number of institutions; and to fragmented governance systems where several line ministries and
implementing agencies are involved in policy formulation and implementation. In Belgium and Portugal, for
instance, several implementing agencies operate across the three policy areas under the supervision of
different ministries. In Ireland, FDI diffusion policy areas are split across three Ministries, with the
Department of Enterprise, Trade and Employment bearing responsibility for FDI and SME policy, while
innovation policy sits with the newly established Department of Further and Higher Education, Research,
Innovation and Science. Such institutional settings may induce more complex governance systems — i.e.
higher risks of information asymmetry, transaction costs and trade-offs — and require strong inter-
institutional coordination mechanisms to overcome potential policy silos.

In contrast, other EU governments (e.g. Croatia, Finland, Lithuania, Luxembourg, Slovenia) target the
entire FDI-SME-innovation ecosystem through a single government entity to facilitate coordination among
the policy domains and make available packages of support that combine various policy instruments and
target all the aspects of their entrepreneurial activity (e.g. innovation, internationalisation, business growth,
skills, financial capacity, etc.). For instance, Slovenia’s Ministry of Economic Development and Technology
is responsible for all FDI-SME diffusion policy areas. Policy implementation is entrusted to one single
implementing agency, SPIRIT Slovenia, which is responsible for FDI, SMEs, innovation and tourism
promotion, while regional development policy is coordinated through the Ministry’s Regional Development
Directorate. By design, the need for inter-institutional coordination in such governance frameworks is
limited, as coherence across policy domains needs to be achieved within a single supervising body.

Figure 4.2. Institutions enabling FDI-SME diffusion in Slovenia, Ireland and Portugal

A. Institutions enabling FDI-SME diffusion in Slovenia
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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The regional footprint of government agencies has been strengthened but policy
coherence between national and subnational levels could be further improved

The presence or active engagement of government institutions at the regional and local levels are often
necessary to ensure that policy is tailored to the socio-economic characteristics and needs of each region.
Recent findings from EU countries show that closer proximity to foreign investors’ operations makes
investment promotion agencies (IPAs) more effective in pursuing their functions and better addressing
investors’ needs, in particular in less developed regions where information asymmetries and institutional
failures are more widespread (Crescenzi, Di Cataldo and Giua, 20193)). The availability of appropriate
business development services is also a local issue because SMEs and entrepreneurs generally access
the services within a narrow local area (e.g. approximately 50 kilometres) and are therefore dependent on
the quality of local supply (OECD, 2019)).

Over the past decade, Slovak implementing agencies have placed particular emphasis on expanding their
business advisory services to the subnational level through the establishment of fully-fledged regional
branches, one-stop-shops and business consultation centres (Figure 4.3). Outside of Bratislava, the
KosSice and Banska Bystrica regions host the largest number of subnational offices, reflecting their
population size and their position in the centre of the Central and Western Slovakia regions. This expansion
was driven by the lack of effective political engagement and coordination in economically weaker regions
and the need to ensure that public support is evenly provided across the country (OECD, 2021s)).

With support from the European Regional Development Fund (ERDF), the SBA has developed a
comprehensive network of National Business Centres (NBCs) to extend the agency’s national programmes
to the eight NUTS3 regions. The NBCs serve as one-stop-shops for the delivery of business development
services through the organisation of seminars, creative workshops, mentorship and business incubation
programmes. Similarly, the SIEA has expanded its local presence across the Slovak regions through two
EU-funded national projects aimed at improving the innovation performance of the Slovak economy and
supporting creative industries. Seven regional consultation centres have been added to the three
subnational SIEA branches since the launch of the projects in 2017. SARIO’s subnational activities are
coordinated through two regional offices, which focus primarily on providing FDI facilitation and aftercare
services and raising awareness among domestic firms about the availability of national support
programmes. In contrast, the SRDA and RA do not have any subnational operations as the scope of their
activities is limited to providing financial support rather than technical assistance, which would naturally
require closer proximity to beneficiaries.

Efforts to strengthen the local presence of national public institutions is a step in the right direction given
regional disparities and the challenges that weaker regions face with regard to mobilising public and private
actors in support of local business ecosystems. However, their regional footprint is still nascent and largely
depends on decisions made in a centralised manner in Bratislava. Moving forward, policy consideration
should be given to the interconnection between national, regional and local delivery of FDI, SME and
innovation services, and how to balance national and local priorities. It is recommended that these
subnational branches are given the necessary autonomy and resources to tailor their services to the
particular needs of their local area, build their own contacts and brands, and lead partnerships with regional
and local authorities that may lack the capacity to support local entrepreneurial ecosystems (see next
section).

Greater autonomy and tailoring of national policies at the subnational level should however be combined
with greater coordination between the SARIO, SBA and SIEA to avoid an inconsistent quality of support
or the provision of overlapping services in the regions. As discussed in the previous section, a
rationalisation of the Slovak institutional setting at the national level (e.g. through the merger of agencies
or joint programming procedures) could help avoid the fragmentation of business development services at
the regional and local levels too.
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Figure 4.3. Number of agency offices across Slovak regions in relation to their business
population, innovation (R&D) intensity and EU funding support
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021), and OECD regional statistics database (accessed on
3 November 2021), http://dx.doi.org/10.1787/region-data-en.

Subnational governments have been given substantial responsibilities, but often lack
the capacity and own resources to support local FDI-SME ecosystems

The Slovak Republic has two subnational tiers of government consisting of 8 self-governing regions and
2927 municipalities (OECD/UCLG, 2019s)). Decentralisation reforms introduced since the early 2000s
have given regional and municipal authorities substantial powers and responsibilities in several policy
areas affecting business enterprises, such as regulatory procedures for starting a new business,
compliance and enforcement of subnational taxes, building permissions, zoning plans and other permit
and licensing decisions.

Overall, municipalities have responsibilities for urban planning, social welfare, environment, primary
education and healthcare, public order, supervision of economic activities and tourism (including
subnational taxes). Municipalities also play an important role in infrastructure development, particularly in
the construction and management of industrial parks, which have been used by the Slovak government to
attract FDI and improve the quality of local business environments. Regional authorities, on the other hand,
focus on trans-regional cooperation, secondary, professional and vocational education, roads and
transport, territorial planning and regional economic development. Regions also actively participate in the
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design and implementation of regional investment strategies in collaboration with the central government
and local authorities. Each region is required to produce a regional integrated territorial strategy (RIUs) to
access EU funds provided through the Integrated Regional Operational Programme (OECD, 2019).
Regions act as the lead authorities for RIUS preparation and implementation while partnership councils
consisting of representatives of municipalities, civil society, government actors and businesses play an
oversight role.

Although the decentralisation of responsibilities and competences has been rapid and strong, it has not
been always matched with the necessary financial resources, resulting in significant financing gaps in the
implementation of local development strategies. The Slovak Republic remains one of the most centralised
OECD countries in terms of subnational expenditure and tax revenue (OECD, 2020jg)). In 2019, 17.5% of
total public investment was carried out by subnational governments compared to an OECD average of
40% (Figure 4.4). Over the past decade, efforts have been made to strengthen the capacities of local
governments to raise own-source revenue. The 2005 Act on Local Financing and 2014 ESO Programme
aimed to make local governments financially autonomous and more efficient by raising subnational taxes,
reducing central government transfers and improving public service delivery to citizens at the local level.

Despite these reforms, nearly 70% of regional and municipal budgets still come from national transfers or
grants. EU funds constitute another source of revenue as many operational programmes include activities
related to municipal life. However, the absorption rate of EU funds varies with smaller municipalities not
having the necessary resources to apply for and benefit from EU funding. In fact, the revenue-raising
power, spending efficiency and overall capacity of subnational authorities to effectively design and
implement tailored policy approaches are limited by their small size. The Slovak Republic has the second
smallest municipalities in the OECD area, with an average of just over 1800 inhabitants per local
government area (OECD, 2021g)).

The high level of decentralisation and the fragmentation of local territorial units in terms of mandates and
responsibilities have created different operating environments for businesses across the country (OECD,
20201s)). The Slovak government has tried to address these issues by promoting the establishment of joint
municipal offices (JMOs), which serve as administrative offices for municipalities to ensure transferred
competencies. More than 230 JMOs currently operate across the country while several inter-municipal
legal entities have been established to take advantage of the economies of scale in delivering public
services (Klimovsky and Nemec, 202110)). However, such cooperation is voluntary and focuses primarily
on administrative matters rather than broader business support services, investment attraction and
innovation promotion activities. Moreover, recent evidence on the effectiveness of inter-municipal
cooperation on the management of construction and territorial planning issues (including industrial parks)
in the Nitra region found that joint municipal offices are less efficient than offices serving a single
municipality (Fandel et al., 201911]) — pointing towards potential organisational capacity gaps even when
resources are pulled together.

In order to improve the implementation of decentralisation reforms, the Slovak Republic could focus on
further strengthening the financial and organisational capacities of subnational authorities. As highlighted
in the previous section, the regional branches of the main national government agencies could partner with
local authorities to help them participate in EU-funded policy initiatives, diversify their sources of revenue
(e.g. EU funding), and provide complementary services to local FDI-SME ecosystems that fall under their
responsibility. Although such collaboration already exists in large cities and towns, more efficiencies could
likely be found through enhanced cooperation and overall coordination mechanisms among municipalities
at the local level. The OECD 2020 Regulatory Review of the Slovak Republic suggests the establishment
of a forum to share best practices among subnational authorities and promote the involvement of small
municipalities in the development of territorially-specific policies on investment promotion, innovation and
SME development (OECD, 2020g). The recently established Ministry of Investments, Regional
Development and Informatisation could play a leading role in the establishment of such a forum and
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encourage synergies among subnational actors. Funding the responsibilities that are transferred to
subnational authorities adequately will be also fundamental to improve multilevel governance.

Incentives for inter-municipal co-operation could be also provided to encourage synergies beyond
administrative and licensing procedures. For instance, Slovenia, introduced a set of financial incentives in
2005 to encourage inter-municipal cooperation by reimbursing 50% of staff costs of joint management
bodies — leading to a notable rise in the number of such entities (OECD, 202112). In the Autonomous
Community of Galicia in Spain, projects that involve several municipalities get priority for regional funds
while in Italy the government established financial incentives for municipal mergers and unions of
municipalities. Recent decentralisation efforts in Portugal have led to the transfer of new powers to Inter-
municipal Communities (CIMs), including on investment attraction (OECD, 202213)), while in France an
experimental scheme called “city-countryside reciprocity contracts” has led to territorial partnerships for
the implementation of joint initiatives for economic development (e.g. joint promotion of the territory,
development of territorial strategies, land use policies and support for business) (OECD, 2021141). The
Slovak Republic could leverage the existing horizontal cooperation means such as the JMOs to provide
incentives for inter-municipal cooperation on investment promotion and SME development.

Figure 4.4. The Slovak subnational government expenditure is among the lowest in the OECD
Subnational government expenditure as a percentage of GDP and total public expenditure, 2019
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Source: OECD regional statistics database (accessed on 3 November 2021), http://dx.doi.org/10.1787/region-data-en.

4.3. Policy coordination across institutions and tiers of government

Actions to improve the impact of FDI on the productivity and innovation of domestic SMEs need to be
aligned with the objectives and priorities set by the government across different policy areas. This often
entails cooperating with a number of government institutions dealing with FDI attraction, promotion and
facilitation as well as SME development, innovation and internationalisation, and maintaining very strong
ties with institutions operating at national and subnational levels (Box 4.2).

Policy coordination has been a major challenge for the Slovak public administration and a root cause of
many delayed or postponed policy reforms. According to the 2020 Sustainable Governance Indicators
(SGI), the Slovak Republic has a weak performance with regard to inter-ministerial coordination, ranking
38t out of 41 countries behind most OECD and EU economies (Kneuer, Malova and Bonker, 202015).
The fragmentation of the policy delivery system, overly bureaucratic governance arrangements, the lack
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of sufficient financial and human resources, and rigid administrative and programme rules are considered
to be the key factors undermining the government’s strategic planning capacity and coordination across
levels of government. Overall, informal coordination plays a significant role, but also undermines efforts to
establish formal communication channels between ministries and other bodies of the central government,
leading to several coordination crises. The role of the centre of government — the Government Office of
the Slovak Republic, which is headed by the Prime Minister — has been strengthened in recent years in an
effort to improve collaboration among line ministries. However, given the large number of public actors
involved in policy design and implementation, collaboration remains challenging.

High-level government councils are generally proactive about bringing together different
line Ministries, but fulfilling their coordinating role remains challenging

The Slovak Republic has a well-developed network of high-level government bodies to ensure horizontal
policy coordination. Several advisory councils are in place bringing together the Prime Minister’s office,
line ministries, implementing agencies, and regional and local governments to identify priority areas where
cross-ministerial policy planning and decision-making is necessary. Some of these councils are also
responsible for the overall coordination, monitoring and evaluation of national strategies while others have
been given broader mandates to foster policy dialogue, convene stakeholders and issue opinions on policy
and legislative initiatives (Figure 4.1).

The Council for Science, Technology and Innovation (CSTI) plays an advisory and coordinating role
on innovation and smart specialisation policies. Chaired by the Minister of Investments, Regional
Development and Informatisation, it brings together the Ministry of Education, Science, Research and
Sports, the Ministry of Economy, the Ministry of Foreign and European Affairs, and implementing agencies
(i.e. SIEA, SRDA, RA) with representatives from the Slovak Academy of Sciences, business associations,
employers’ organisations and academic institutions. Since 2017, the Council oversees the implementation
of the National Strategy for Smart Specialisation through a standing committee, which coordinates
government decisions on research and innovation alongside monitoring and evaluating policy actions that
fall under the smart specialisation domains.

The Council for Export and Investment Promotion (CEIP) advises the Slovak government on
international investment and trade and ensures coordination between the Prime Minister’'s office, the
Council of Ministers and other parts of government that focus on issues affecting the internationalisation
of the Slovak economy. The Council is chaired by the Minister of Foreign and European Affairs and the
Minister of Economy, and includes representatives from government agencies (i.e. SARIO, SBA), public
development banks, the Slovak Chamber of Commerce and Industry, employers’ organisations, trade
unions and SME associations.

High-level policy coordination on regional and territorial development issues is ensured primarily through
the Council for the 2030 Agenda for Sustainable Development. Alongside monitoring progress in
achieving the Sustainable Development Goals (SDGs), the Council is tasked with monitoring and
evaluating the National Strategy for Regional and Territorial Development. Since 2019, the Council for
Cohesion Policy 2021-2027 has also been established to coordinate the implementation of the
Partnership Agreement between the European Commission and the Slovak Republic, which sets the
strategic objectives and policy priorities that will guide the allocation of the EU Structural and Investment
Funds for the period 2021-2027. The Council gathers representatives from all the Slovak ministries,
regional and local governments as well as the private sector. Central to the coordinating role of the Council
is its mandate to promote multilevel governance and ensure policy coherence at the national, regional and
local levels.

The National Productivity Council (NPC) is responsible for monitoring, analysing and assessing the
productivity and competitiveness of the Slovak Republic, covering issues related to innovation, FDI
promotion, business environment, education and the effectiveness of the public sector. The council brings
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together representatives from several Ministry departments (e.g. Ministry of Finance, Ministry of Education,
Ministry of Economy, Ministry of Labour) and is chaired by the Director of the Government Office (i.e. the
Slovak Republic’s centre-of-government institution). Despite the number of Ministries involved, the council
focuses primarily on providing analytical and advisory services — such as conducting independent analyses
and preparing an annual report — and less so on coordinating the formulation and implementation of
government policies.

The councils meet regularly and have been generally effective in mobilising different parts of the public
administration to discuss policy issues deemed as a priority for the Slovak government. The agendas,
minutes, conclusions and monitoring reports of their meetings are also made public to ensure
transparency. Since its establishment in 2012, the CEIP has met 24 times with members approving 133
documents and adopting more than 150 conclusions on issues affecting the internationalisation of the
Slovak economy (Government of the Slovak Republic, 2020y16]). Similarly, more than 20 meetings have
taken place among CSTI members, with recent discussions focusing on the update of the national smart
specialisation strategy, and proposals on key measures to enhance the innovation performance and
competitiveness of the Slovak economy.

The institutional framework appears, however, to lack an overarching body to coordinate cross-ministerial
efforts horizontally across the investment, SME, innovation and regional development policy areas. This is
illustrated by the membership of the councils, which do not foster horizontal links among implementing
agencies. For instance, government agencies responsible for investment promotion and SME
development, namely the SBA and SARIO, are not members of the CSTI. Similarly, innovation-focused
agencies such as the SIEA, SRDA and RA do not participate in the CEIP meetings. The Slovak government
could consider broadening the membership of existing Councils to ensure that implementing agencies from
across the FDI-SME diffusion policy areas are involved in strategic policy discussions at the highest level.
Alternatively, a consolidation of the current setting could be envisaged through the merger of certain
Councils. The Slovak government has recently put forward a legislative proposal for the creation of a
Council on Competitiveness and Productivity with a broader remit (i.e. namely covering investment,
exports, innovation, business environment, productivity and competitiveness issues), which would merge
and replace certain councils, including the CEIP and the NPC. However, no decision has been taken on
its establishment yet. If composed of all relevant government institutions and entrusted with sufficient
financial and human resources, such a Council could facilitate inter-institutional coordination and
strengthen synergies and momentum behind the FDI-SME diffusion policy agenda.

The competences of the councils are also not always aligned with the tasks entrusted to them, leading to
bottlenecks in coordination and weak enforcement of collective decisions. Although the CSTI has been the
main government body responsible for the management of the R&D&l system in general, and the smart
specialisation strategy in particular, it does not have legislatively defined powers to enforce its decisions
on individual ministries. The lack of clarity on the role and responsibilities of CSTI members has caused
tension and disagreements between line ministries, leading to delays in decision-making and approval
processes, and the cancelation of many innovation funding schemes (OECD, 2021j7). These
administrative inefficiencies are reflected in the rather limited use of EU funds to finance research and
innovation activities; in fact, the Slovak Republic ranks amongst the EU Member States with the lowest
absorption rate (approximately 46%) for the period 2014-2020 (European Commission, 2021(1g)).
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Box 4.2. Policy coordination: principles, instruments and benchmarking

Coordination occurs when decisions made in one programme or organisation consider those made in
others and attempt to avoid conflict (negative coordination) or seek to cooperate on solutions that can
benefit all the organisations and their clients (positive coordination) (Scharpf, 19949)). Strategic
coordination involves the coordination of programmes around broad strategic goals of government,
such as the SDGs (Peters, 2018207). Co-ordination relies upon a mix of interactions, with both vertical
and horizontal aspects, the former referring to co-ordination between a ministry and its delivery
agencies, and the latter covering for instance inter-ministry relations (OECD, 201221;). Co-ordination
can be fostered at different points in the policy cycle, from policy design to implementation to evaluation.

Metcalfe (1994122;) proposes a policy coordination scale as a method for comparing coordination
capacities in governments. The components of policy coordination capacity are cumulative in the sense
that higher-level coordination functions depend on the existence and reliability of the lower ones. From
almost total independence of programmes (1) to very close policy integration (9): (1) Independent
Decision-Making by Ministers; (2) Communication with other Ministers (Information Exchange); (3)
Consultation with other Ministers (Feedback); (4) Avoiding Divergences Among Ministers; (5) Search
for Agreement Among Ministers; (6) Arbitration of Policy Differences; (7) Setting Limits on Ministerial
Action; (8) Establishing Central Priorities; and (9) Government Strategy.

Instruments of co-ordination can be based on regulation, incentives, norms and information sharing.
They can be top-down and rely upon the authority of a lead actor or bottom-up and emergent (Peters,
2018y201). They include (OECD, 2012p21)):

e National strategies and action plans typically involve wide consultation and deliberation, provide
diagnostic overviews of what the strengths-weaknesses-opportunities-threats of an
SME/innovation/local ecosystem could be, and set a shared vision of the goals pursued.

o Closely related, policy evaluations and reviews are a source of strategic intelligence, and a
means for promoting greater co-ordination.

e Dedicated agencies or ministries assume the leadership of the national policy agenda in some
policy domains (e.g. FDI/SME/innovation/regional) and often have responsibility of coordination.
At the same time, inter-agency joint programming can facilitate co-ordination and other aspects
of governance as agencies share agenda and action.

e The Centre of government (CoG), e.g. the President's or Prime Minister's Office, can bridge
interests and bureaucratic boundaries. High-level policy councils, can also deal with aspects of
policy coordination although they often have variable roles and composition across countries.

o Finally, informal channels of communication between officials or job circulation (of civil servants,
but also experts and stakeholders) can play a role and suggest a relatively well-developed
culture of inter-agency trust and communication.

Although coordination is a fundamental and longstanding problem for public administration and policy,
there is still no standardised method for approaching related issues, and much of the success or failure
of attempts to coordinate appears to depend upon context (Peters, 2018j20;). Coordination approaches
and instruments need to be matched to circumstances, so does the need to coordinate across countries
and policy areas. Some policy domains may work well with minimal attempts to coordinate with others,
but others may require substantial policy integration and coordination. Likewise, some political systems
may emphasise coordination and governance more strongly than others (Hayward and Wright, 200223)).

The Slovak government could consider clarifying the role and responsibilities of the CSTI and equip it with
the necessary human and financial resources to ensure efficient cross-ministerial coordination. The
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establishment of an executive secretariat could strengthen its capacity to coordinate whole-of-government
policy-setting exercises, such as those required for the EU’s smart specialisation framework. Involving the
centre of government (CoG), e.g. the Government Office of the Slovak Republic, in the management of
the executive secretariat could also help bridge bureaucratic boundaries across ministries and improve the
enforcement of policy decisions. In recent years, due to the rise of multi-dimensional issues, many OECD
governments have strengthened the role that the CoG plays in aligning cross-ministerial workplans
throughout the policy cycle, including across the FDI-SME diffusion policy areas (OECD, 201824)).
Improving the efficiency of the CSTI is a key objective outlined in the Slovak Republic’s 2020-2030
Recovery and Resilience Plan, which lays out the country’s national priorities for the use of the Next
Generation EU fund, the EU’s landmark financial instrument for recovery from the COVID19 pandemic. As
the country enters a new policy cycle, the implementation of these reforms will require increased attention
on resolving bottlenecks in the implementation of innovation policies across ministries and tiers of
government.

Synergies for implementing the FDI-SME diffusion policy agenda could be strengthened
through dedicated national strategies on innovation and SME policy

National strategies and action plans can be important instruments for policy coordination as they are
crosscutting in nature and often require whole-of-government responses to ensure their effective
implementation. In the Slovak Republic, several strategic documents have been adopted in recent years
to articulate priorities in FDI-SME diffusion policy areas (Table 4.4). The Strategy of Foreign Economic
Relations 2014-2020 has been the main strategic document guiding policy action on investment promotion
and the internationalisation of the Slovak economy (Government of the Slovak Republic, 2019p25)). The
Ministry of Economy and the Ministry of Foreign Affairs have been jointly coordinating its implementation
together with other members of the Council for Export and Investment Promotion, mainly SARIO and the
Slovak Export-Import Bank (Eximbanka). However, following its expiration in 2020, the strategy has not
yet been renewed, potentially undermining policy continuity and the alignment of resources and strategic
priorities with regard to investment promotion.

The Smart Specialisation Strategy (RIS3 SK) has served as the country’s national strategy for innovation
policy, under the aegis of the CSTI and with the SIEA and RA serving as managing authorities
(Government of the Slovak Republic, 201326]). Although the strategy provides a comprehensive needs
assessment of the Slovak innovation ecosystem and a list of priorities for public action, its scope focuses
primarily on economic specialisation domains, and is therefore rather narrow in terms of serving as a
comprehensive innovation strategy. The bureaucratic RIS3 governance framework described in the
previous section, coupled with burdensome administrative procedures and public procurement rules, have
made the formulation and implementation of innovation policies complex and difficult. Consequently, many
strategic reforms envisaged in the strategy such as the merge of R&D&I government agencies and the
increase of financial support for applied research, have been cancelled or postponed.

As the Slovak Republic enters a new policy cycle, challenges relating to the governance framework for
innovation policy need to be addressed. Beyond the establishment of an executive secretariat within the
CSTI to streamline cross-ministerial procedures relating to the smart specialisation framework, the Slovak
Republic could benefit from a dedicated national strategy for innovation policy. As part of the reforms
outlined in its Recovery and Resilience Plan, the Slovak government is currently developing a national
strategy, which is expected to be finalised at the end of 2022. Such a strategic document would allow to
create an integrated vision across government that goes beyond the EU’s programming and funding
conditionalities, and includes quantifiable targets, policy pillars (e.g. innovation-oriented FDI, SME
innovation, access to skills, HEls reform), related programme actions, and clearly defined roles for all the
institutions involved in its implementation. A dedicated national strategy would also allow to pool together
additional own resources for SME innovation activities and complement EU funds with contributions from
the state budget, which have been historically low compared to other peer countries.
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A similar approach could be pursued on SME and entrepreneurship policy, which is currently not guided
by a clear, overarching and comprehensive strategic framework. The RIS3 strategy includes a brief SME
diagnostic section, outlining policy objectives to improve the innovation performance and absorptive
capacities of SMEs, including through linkages with large multinational enterprises in key sectors; but it
falls short of setting long-term strategic objectives for the development of the SME&E ecosystem and
defining the role and responsibilities of the various policy delivery actors. SME considerations are also
mainstreamed in other national strategic frameworks, including the Digital Transformation Strategy and the
Regional Development Strategy. Although the mainstreaming of SME issues is a common practice in EU
and OECD countries (OECD, 2019271), having a dedicated national strategy will help the Slovak Republic
pull resources from different parts of the government and facilitate coordination within the currently
fragmented system.

Identifying policy priorities, clear-cut targets and effective governance arrangements for the innovation and
SME policy areas would be a pre-condition for more targeted action on strengthening FDI-SME linkages
and spillovers. The Slovak government should consider mainstreaming the issue of FDI-SME spillovers
into these national strategies (e.g. by including a dedicated chapter on this topic, specific objectives,
indicators and a short-term action plan) and ensure that the role of each government institution is clearly
articulated.

Table 4.4. National strategic frameworks in the Slovak Republic

Strategic frameworks Timeframe Description Responsible
institutions
Research and Innovation 2014-2020  The strategy, which is currently in the process of renewal for 2021-2027, CSTI, Ministry of
Strategy for Smart focused on four key areas of economic specialisation: (1) Automotive and =~ Economy, Ministry
Specialisation mechanical engineering industries; (2) Consumer electronics and of Education,
electrical equipment; (3) Information and communication technologiesand = Science, Research
services, and (4) Production and processing of iron and steel. & Sport, SIEA, RA
Strategy and action plan for 2019-2030 It defines the policy and particular priorities of the Slovak Republic for the Ministry of
the digital transformation of digital transformation of economy and society, focusing on three pillars: 1) =~ Investments, Reg.
the Slovak Republic human resources (digitally skilled labour); 2) infrastructure (technologies, Development &
digital solutions and systems); 3) regulatory framework (legislative rules) Informatisation
Strategy of labour mobility of 2018-2030 ltis the first Slovak strategic document setting out priorities to improve the =~ Ministry of Labour,
foreigners regulated mobility of foreigners within the Slovak labour market, focusing Social Affairs and
on new technologies and changes on the labour market, demographic Family
developments, sustainable economic growth, and the integration of
foreigners at the local level.
Strategy of foreign economic 2014-2020 It sets out policy priorities and measures to improve the CEIP, Ministry of
relations of the internationalisation of Slovak firms and the attraction of foreign direct ~ Economy, Ministry
Slovak Republic investment, focusing on four main areas: 1) export promotion instruments; of Foreign and
2) investment promotion tools; 3) measures to support cooperation with European Affairs
foreign countries on innovation issues; 4) and measures to improve the
Slovak Republic’s brand abroad.
Vision and Development 2020-2030 = The document directs the Slovak Republic’s regional and territorial Ministry of
Strategy of the development policy to 2030 and enable the co-ordination and Investments, Reg.
Slovak Republic implementation of relevant policies at regional and sub-regional levels. Development &
Informatisation

Source: OECD elaboration based on national strategic documents.

Policy coordination among implementing agencies is not frequent and takes place either
informally or in a centralised manner through line ministries

Beyond high-level strategic coordination, inter-institutional collaboration for the implementation of policy
initiatives is limited and takes place either informally or in a centralised manner through line Ministries.
Interaction among the SBA, SARIO and SIEA is not frequent and usually takes place through the Ministry
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of Economy. The latter has established a Working Group to monitor the implementation of the EU’s Small
Business Act for Europe (SBA) Principles, with the participation of SBA and several other ministries. Ad
hoc working groups for new legislative initiatives are also often established within ministries bringing
together implementing agencies and ministry departments to provide inputs and ensure policy alignment
(Table 4.6). However, interviews conducted among agency staff show that coordination through the
Ministry of Economy (and the Ministry of Education, Science, Research and Sport in the case of the SRDA
and RA) takes place mostly on an ad hoc basis through informal meetings and at the top management
level, thereby not involving a regular exchange of information on supported clients and new workstreams.

The limited degree of inter-agency interaction is also reflected in the relatively modest number of jointly
implemented policy initiatives and the absence of joint programming procedures. Although the majority of
Slovak policies involve some type of collaboration with other government entities, this is more common for
national strategies and policies administered directly by Ministries rather than implementing agencies
(Figure 4.5). In most cases, inter-agency collaboration is limited to the implementation of a few
programmes financed by the EU Structural and Investment Funds. For instance, SARIO and SBA have
partnered for the implementation of the National Project “Support for the internationalisation of SMEs”.
SBA has been also collaborating with the Slovak Centre of Scientific and Technical Information (SCSTI),
a public national information centre involved in innovation and R&D support schemes, to establish National
Business Centres in Slovak regions with the support of the EU-funded Operational Programme for
Integrated Infrastructure.

Figure 4.5. Collaborative policy design and implementation in the Slovak Republic

B. Number of policy initiatives implemented
by multiple institutions

A. Most cited institutions for jointly implemented
policy initiatives (in number of references)

OMinistries ORA OSRDA OSIEA OSBA ESARIO

MHSR

SARIO

SBA

MESRS

Mmzv

MIRRI

MoF

EximBanka

SIEA

Regional authorities

0
0 2 4 6 8 10 12 Jointly implemented policies Policiqs imp_Iemen_ted by a
single institution

Note: MHSR: Ministry of Economy; SARIO: Slovak Investment and Trade Agency; SBA: Slovak Business Agency; MESRS: Ministry of
Education, Science, Research and Sport; MZV: Ministry of Foreign and European Affairs; MIRRI: Ministry of Investments, Regional Development
and Informatisation; MoF: Ministry of Finance; SIEA: Slovak Investment and Energy Agency

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

Regional and local governments are also involved in the coordination efforts of Slovak implementing
agencies given the latter's extensive subnational presence (Table 4.5). In recent years, contractual
partnership agreements and cooperation protocols have been signed between the SBA’s regional centres
and some subnational authorities, often focusing on the operationalisation of national strategies at the local
level, the targeting of specific sectors that are most prevalent in regions, or the provision of tailored SME
support services. Investment promotion and facilitation services also heavily rely on the coordination efforts
of SARIO with local municipalities, which are often responsible for the set-up and operation of industrial
parks, the approval of construction permits and the development of local infrastructure. Regular meetings
between SARIO and local authorities are organised throughout the year to resolve administrative matters
for foreign investors and update SARIO’s database of available locations for investment projects.
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Table 4.5. Policy coordination in the Slovak Republic by institution and policy domain

Implementing L . .
agencies Other public institutions Across the following policy areas
coordinate with... Centre of L Regional and local Investment ' Innovation Regional
Ministries ) SME policy )
government governments policy policy development

SARIO 4 v v v
SBA 4 v v
SIEA 4 v v v v
SRDA v v
RA v v

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

Table 4.6. Most common coordination instruments used by Slovak institutions

Coordination instruments used by: Ministries Implementing agencies
Ministry of POCE
Y Business SARIO SBA SIEA SRDA RA
Economy
Centre

Contracts and protocols of cooperation - -- -

Specific programme rules
Inter-institutional coordination bodies
Informal channels of communication
Joint programming procedures

Secondment of experts and civil servants
across public institutions

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

4.4. Evaluation of policy impact and engagement with stakeholders

The Slovak Republic has a well-developed framework for undertaking policy evaluations
but ministries and implementing agencies should improve their analytical capacities

Evaluating the impact of public policy interventions on the domestic economy can help governments
identify potential policy gaps and take corrective action to enhance their effectiveness. The adoption and
use of monitoring and evaluation (M&E) frameworks by government institutions is particularly important for
policy initiatives targeting FDI-SME diffusion, which often requires public action from across different policy
areas and therefore enhanced scrutiny to ensure that policy action achieves the expected results. In the
Slovak Republic, the use of M&E tools by government institutions is limited. This is reflected in the very
small share (18%) of FDI-SME diffusion policy initiatives that have been evaluated (Figure 4.6).
Evaluations are undertaken only for policies implemented in the framework of the national smart
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specialisation strategy (e.g. RA’s financial support scheme for RIS3 projects) and for those funded by the
EU Structural and Investment Funds (e.g. SARIO’s National Project for the Internationalisation of SMEs).
A notable exception is the Regional Investment Aid Scheme, which is administered by the Ministry of
Economy and has been the government’s main state-funded policy instrument to attract FDI in knowledge-
intensive and high-tech activities (see Chapter 5 for a discussion on the policy mix).

Figure 4.6. FDI-SME diffusion policies that have been evaluated in the Slovak Republic

B Evaluated policy initiatives
O Unevaluated policy initiatives
O Information not available

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

A similar picture emerges when looking at the frequency and quality of ex post evaluations of existing
regulations, where the Slovak Republic ranks far below the OECD and EU averages for 2021 according to
the OECD Indicators for Regulatory Policy and Governance (Figure 4.7). Proper assessment of outcomes
of regulations affecting domestic and foreign firms as well as other economic actors could help
policymakers understand their impact over time and ensure that regulations do not stifle their potential to
engage in productive and innovative activities. In 2019, the Slovak government pilot-tested a draft
methodology introducing a requirement for more comprehensive reviews of existing regulations (OECD,
2021281). The publication and operationalisation of the final methodology planned for 2021 could eventually
help create a “culture of evaluation” within the Slovak government.

In contrast, regarding regulatory impact assessments (RIA), the country’s performance is significantly
better than the OECD average (Figure 4.7). The obligation to conduct RIAs has been in place since 2008
while the recently adopted RIA 2020 Better Regulation Strategy has led to the development of a
comprehensive and solid methodology for assessing economic, social and environmental impacts,
including a SME Test and impacts on innovation (OECD, 2020gs)). Adopted in 2018, the strategy introduced
the obligation to monitor and evaluate progress in the implementation of regulatory reform programmes
primarily carried out by the Ministry of Economy, which has been the main national coordinator of better
regulation efforts. A RIA Committee has been also established within the ministry to oversee the quality of
evaluations and coordinate their implementation across several ministries, the Government Office and the
Slovak Business Agency.

Despite these improvements, evaluation processes still lack proper implementation in practice as Slovak
ministries struggle with the quantification of wider impacts, focusing mainly on budgetary, procedural and
programme implementation issues (OECD, 2021;5)). This is often illustrated in the monitoring frameworks
of national strategies and EU funded operational programmes. The indicators included in the Operational
Programme Research and Innovation (OP R&l) are primarily output-related (e.g. number of SMEs
supported, number of SMEs receiving grants and participating in training programmes), and do not provide
for a comprehensive reporting on the impact of the various policy interventions. The systematic use of
quantifiable outcome-based indicators and the establishment of robust data tracking tools and feedback
processes can ensure that reliable data on impacts are available. In some instances, policymakers may
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need to develop new indicators or databases to monitor the implementation and impact of a proposed
policy or regulation (OECD, 2020;s)). Although the Ministry of Economy and the RIA Committee provide
help to ministries to find relevant data and use them for monitoring purposes, ministries often do not have
the incentives and resources to undertake data mapping exercises.

Beyond monitoring practices, the implementation of policy evaluations crucially hinges on the
administrative and analytical capacities of key ministries and government bodies. Many ministries have
established analytical units with responsibility to conduct policy analysis, undertake impact assessments
and provide their input for the development of new laws. These specialised units could theoretically play
an active role in ex ante and ex post evaluations; in practice, however, their professional make-up and
capacities vary across ministries. For instance, although the Ministry of Economy is responsible for FDI,
SME and innovation policy, the recent evaluation of the Regional Investment Aid Scheme was conducted
by the Ministry of Labour, which is one of the providers of the regional investment aid, while the Ministry of
Economy was consulted on the analysis and its outcomes. Similarly, the analytical unit of the Ministry of
Finance — the Institute for Financial Policy — has been particularly prominent, acting as an “initiator” of key
economic and fiscal topics within the Slovak government.

Given existing disparities in capacity, the Slovak Republic could consider appointing one body close to the
centre of government — for instance, the Government Office of the Slovak Republic — responsible for
coordinating evaluations of integrated impacts, rather than spreading the responsibility across several
ministries (OECD, 20212g)). Outsourcing evaluations to a body close to the centre of government would
also ensure that the evaluation process is impartial and independent from the process concerned with
policymaking. Such an approach would also benefit from further strengthening the organisational and
human resources of the analytical unit of the Ministry of Economy given its crucial role in the
implementation of policies fostering FDI spillovers on domestic SMEs. Capacities for analysis could be
supported through the provision of specialised training to raise education and awareness of public servants
on the process of monitoring and evaluating policy impacts. Continuous training for policymakers in
evaluation methods should be also ensured of within the framework of the Better Regulation Strategy and
be coupled with clear guidelines and methodologies for different types of ex ante and ex post evaluations.

Figure 4.7. Policy evaluations and stakeholder engagement in the Slovak Republic

OECD Indicators of Regulatory Policy and Governance, 2021
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Note: The more regulatory practices as advocated in the OECD Recommendation on Regulatory Policy and Governance a country has
implemented, the higher its iREG score. The indicators on stakeholder engagement and RIA for primary laws only cover those initiated by the
executive (98% of all primary laws in the Slovak Republic).

Source: OECD Indicators of Regulatory Policy and Governance (iIREG) 2021, http://oe.cdlireg.
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Similar capacity building efforts should be made at the agency level to strengthen the monitoring
capabilities of implementing agencies. Right now, most agencies have specialised units where some basic
monitoring information on programme participation is collected. None of SBA’s business advisory
programmes have been evaluated yet, while the collection of information on the impact of services provided
on the growth and upgrading of domestic firms (e.g. growth of exports, turnover or jobs in supported firms,
number of MNE-SME partnerships) is very limited (OECD, 20215)). Similarly, SARIO relies on qualitative
tools (e.g. client feedback surveys, stakeholder consultations, and benchmark comparisons) to collect
information on the effectiveness of their activities, which does not always allow to gather granular data for
more quantitative evaluations such as cost-benefit analyses of assisted investment projects. Qualitative
evaluations often provide partial information and incomplete or ambiguous results, and should ideally be
complemented by more quantitative and systematic approaches, whenever possible (OECD, 201829).
SIEA’s analytical capacities have improved, on the other hand, since the implementation of the Inovujme.sk
national project, which includes a foresight component focusing on evaluating the innovation performance
of the Slovak economy and collecting data on the impact of project activities. SIEA’s analytical unit and
SBA’s Better Regulation Centre also carry out periodic surveys of SMEs for evidence-based input on their
operating challenges and the use of government support programmes. Further strengthening internal
monitoring competences at the agency level will be crucial for ex ante and ex post evaluations to take
place by relevant ministries.

The Slovak Republic has a well-established practice of consulting with business and
other stakeholders on legislative proposals and national policy frameworks

Good practice in the design and implementation of policies enabling FDI-SME spillovers includes effective
mechanisms for stakeholder consultations, such as with foreign investors, local SMEs and other actors of
the national innovation system. Through formal and informal deliberative processes, government bodies
can understand the challenges and expectations of foreign and domestic firms, receive feedback on the
relevance of their policy programmes and enrich policymaking processes with insights from various
stakeholders. The Slovak Republic has recently made significant progress in the use of deliberative
processes to receive feedback on prospective laws, regulatory proposals and other national strategic
documents. In 2021, it had the fourth best performance out of 34 OECD countries on engaging
stakeholders in the development of primary laws and subordinate regulations according to the OECD
Indicators for Regulatory Policy and Governance (Figure 4.7).

Rules for stakeholder engagement were first enacted in 2014 as a non-binding recommendation of the
government, and their implementation was subsequently strengthened through the introduction of
additional provisions and guidance in the framework of the RIA 2020 — Better Regulation Strategy (OECD,
2020gs)). The good performance of the Slovak Republic in the area of stakeholder engagement comes from
the introduction of a standardised public consultation procedure, which involves a requirement to undertake
early-stage consultations of all legislative proposals and their impact assessments through the
governmental portal www.slov-lex.sk. The portal serves as a single access point for comments on
legislative and non-legislative drafts, including concept notes, white papers, and other strategic documents.
When a new legislative initiative is posted, the general public has four weeks to submit their comments,
and ministries are obliged to provide written feedback, including indicating whether comments have been
accepted, rejected or partly addressed with the corresponding reasoning for the decision (OECD, 20212s)).
Beyond the portal, the Ministry of Economy also manages a list of business entities who have expressed
interest in participating in consultations for policy initiatives that directly affect the business environment.
When a proposal touches upon a relevant policy area, the Ministry of Economy forwards the information
to the businesses included in the list, who can then engage in the process of drafting the regulation,
including through meetings with regulators.

In recent years, several public consultations have also been organised for the update or renewal of national
strategies. Several online workshops were organised in 2019-2020 for the update of the National Smart
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Specialisation Strategy and the formulation of the Recovery and Resilience Strategy, which lays out the
country’s national priorities for the use of the Next Generation EU fund, the EU’s landmark financial
instrument for recovery from the Covid-19 pandemic. Most of these public dialogue events were organised
by high-level government councils (such as the Council for Science, Technology and Innovation, the
Council for Export and Investment Promotion and the Council for Cohesion Policy). As mentioned in the
previous section, representatives from academia, employer organisations and business associations make
up their membership alongside line ministries and other government bodies, allowing for regular input to
legislative and policy initiatives. Beyond participation in high-level councils, business stakeholders and
other industry experts are often invited to participate in working groups established by ministries
responsible for drafting a new law or regulation.

At the agency level, engagement with local SMEs and foreign investors takes place either informally
through interactions when businesses participate in government support programmes, or in a more
structured way through the organisation of stakeholder events and the launch of online surveys. SBA’s
Better Regulation Centre, which was established in 2015 to monitor and explore ways to address the
disproportionate regulatory burden on Slovak SMEs, has played a crucial role in organising and
undertaking consultations on legislative and non-legislative initiatives involving SMEs. SBA’s role in
stakeholder engagement is also facilitated by its dual public-private governance model, with various
business associations (i.e. Slovak Entrepreneurs Association, Slovak Craft Industry Federation)
participating in the agency’s management board and having an active role in shaping the scope of its
activities. Similarly, SIEA’s innovation support programmes increasingly include deliberative processes
involving business enterprises and other actors of the national innovation system. For instance, in 2020, a
working group consisting of representatives of industrial cluster organisations participated in the
preparation of a new financial support scheme together with representatives from SIEA and the Ministry of
Economy. SARIO, on the other hand, relies on direct contact with foreign investors to receive feedback on
their investment facilitation and aftercare services, including through the organisation of meetings, events
and surveys.

Despite the Slovak Republic’s good performance, there is still room for improvement in certain aspects of
the regulatory process (OECD, 2020jg)). Interviews with Ministry and agency staff showed that stakeholders
participating in high-level councils and committees often complain about the lack of time available to submit
their feedback. This has been particularly the case for business associations, which often have to
communicate and discuss with their members, and the usual 4 weeks given by the Ministry of Economy is
not sufficient. The Slovak government could therefore consider providing more time for the various
stakeholders to participate in deliberative processes when a new regulation or policy is developed. Due
consideration should be also given to the inclusiveness of public consultation processes. The list of
business entities managed by the Ministry of Economy may not represent the whole spectrum of interests
as smaller businesses have less resources to engage in discussions with public administration bodies.
Ministries could be encouraged to look for potential consultees, which are not included in the list, and raise
awareness of participatory processes among segments of the business population which are under-
represented, such as small firms and innovative start-ups.
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5 The policy mix for FDI-SME
diffusion

This chapter reviews the mix of policies in place for fostering FDI spillovers
on the productivity and innovation of Slovak SMEs. It identifies the FDI-SME
diffusion channels and enabling factors that are supported by the Slovak
Republic’'s policy framework, and the policy instruments used to promote
FDI-SME linkages, noting areas for further policy development or a shift in
the policy mix. It also assesses various aspects of regulation affecting the
diffusion of knowledge from foreign to domestic firms, focusing on investment
and trade openness, competition policy and labour market regulations.
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5.1. Summary of findings and recommendations

FDI-SME linkages and spillovers may not take place automatically. Besides economic, market and firm-
specific factors, public policy can play an important role. The quality of the regulatory environment and
targeted measures at the intersection of investment, SME, innovation and regional development policy
areas can determine whether a country can attract productivity-enhancing FDI, and whether spillovers on
local SMEs can occur. These policy initiatives cannot be considered in silos but in the framework of an
adequate and coherent policy mix (Box 5.1). The main challenge for governments is ensuring that the
policy mix is aligned with the country’s economic structure, policy priorities, and economic geography.

This chapter reviews the policy mix for FDI spillovers on Slovak SMEs and identifies areas for policy reform
(Table 5.1). It identifies the main FDI-SME diffusion channels and enabling factors that are supported by
the Slovak policy framework, and draws comparisons with and examples from other EU countries, in
particular Portugal, Ireland and Lithuania, which offer significant opportunities for mutual learning. These
comparisons are complemented with a discussion on how the Slovak Republic can support the
internationalisation and upgrading of SMEs and use FDI to hasten its transition towards a knowledge-

based economy.

Table 5.1. Findings and recommendations on the Slovak Republic’s policy mix

Findings

Recommendations

Enabling conditions for FDI-SME diffusion

The Slovak Republic has an open economy; FDI restrictions are limited
to only a handful of sectors.

FDI promotion policies exhibit a strong focus on investments that use
smart industry technologies and involve knowledge-intensive services.
Financial incentives (e.g. grants, CIT relief, wage subsidies) are the main
instruments used to attract FDI in high-tech activities.

Regulatory incentives (e.g. Significant Investment Certificates) are only
used to target investments that create a certain number of jobs in less
developed regions.

SME absorptive capacities are supported by a comprehensive set of
business  development services (e.g. technical assistance,
capacity-building, information services) and several funding schemes for
business R&D and innovation.

Despite the large number of innovation funding schemes, the amount of
financial support and the number of SMEs benefiting from it remain
limited.

Although business advisory services are comprehensive and target all
aspects of SME performance, their provision is fragmented, resulting in
limited uptake by SMEs.

Investment promotion and SME internationalisation policies increasingly
incorporate place-based approaches, but are not always sufficiently
linked to regional and local development strategies.

The availability and quality of R&D infrastructure (e.g. science parks,
research centres, etc.) has improved over the past decade, but the lack
of funding and weak links to the real economy have hindered knowledge
transfer to SMEs.

Financial support to industrial clusters has significantly increased in
recent years. There has been also greater involvement of cluster
associations in the design of public support programmes.

Undertake an evaluation of the Regional Investment Aid scheme to
ensure that its design, in particular with regard to tax relief, remains
effective in promoting productivity-enhancing FDI.

Promote knowledge-intensive FDI by addressing issues that go beyond
reducing investment costs such as facilitating administrative procedures
for technology-intensive investments, as well as investments conducted
in partnership with Slovak R&D institutions.

Consider expanding the scope of the Significant Investment Certificates
beyond employment generation to also target knowledge and
technology-intensive investments.

Simplify the R&D tax incentive scheme to make it more attractive and
easily accessible to smaller businesses.

Address governance challenges that may limit access to finance for
Slovak SMEs, and leverage the EU Structural and Investment Funds to
strengthen their productive capacities.

Strengthen inter-agency collaboration for the development of easily
accessible support packages that combine business development,
internationalisation and innovation-funding services for SMEs.

Ensure that policy priorities and measures relating to the attraction of
knowledge-intensive investment and the upgrading of Slovak SMEs are
part of regional and local development strategies.

Provide performance-based funding to higher education institutions to
promote science-to-business collaboration. Revise current rules on the
use of R&D infrastructures by business enterprises to ensure genuine
collaboration with industry.

Collaborate with cluster associations on the development of multi-year
sectoral action plans that set out public and private sector interventions
to address bottlenecks in their growth.

FDI-SME diffusion channels

The Slovak Republic implements a comprehensive set of policies to
promote supplier linkages and partnerships between foreign MNEs and
Slovak SMEs (e.g. Business Link events, Matchmaking Fairs).

Expand the scope and activites of the SARIO Supply Chain
Development Programme to pro-actively and comprehensively support
FDI-SME linkages in knowledge-intensive value chains.
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Investment facilitation and aftercare services have increasingly focused
on encouraging R&D and technology-based partnerships.

The Slovak government has placed particular emphasis on facilitating
labour mobility to address labour shortages in FDI-intensive sectors.

The legal framework for employment protection attaches equal
importance to firm adaptability and job security, thereby facilitating labour
mobility and the productivity spillovers it could generate.

Regulatory barriers to competition are on par with the OECD average and
the legal framework for intellectual property rights protection generally
complies with international standards.

Ensure that the financial incentives offered by grant-making agencies
(e.g. SRDA and RA) target collaborative projects that involve foreign
MNEs and local SMEs.

Establish employee exchange programmes and other labour mobility
incentives for foreign MNEs and their Slovak suppliers.

Streamline the labour legislation and introducing targeted measures that
allow micro and small firms to be exempted from certain procedural
requirements or other hiring restrictions.

Streamline the licensing regime and ease market conduct restrictions in
professional services, the energy and retail trade sectors to improve the
quality of competition.

5.2. Overall balance of the policy mix for FDI-SME diffusion

SME absorptive capacities, strategic partnerships and value chain linkages are the main
objectives pursued by the Slovak policy mix

The Slovak policy mix seeks to promote knowledge and technology transfers from foreign to domestic
firms through measures that strengthen the absorptive capacities of local SMEs and facilitate strategic
partnerships and value chain linkages (Figure 5.1). Close to 63% of Slovak policies implemented by
Ministries and implementing agencies aim to upgrade entrepreneurial skills and encourage SMEs to adopt
new technologies and engage in innovative activities. Strategic partnerships (41%) and value chain
linkages (27%) are substantially supported through financial incentives for R&D collaborations, supplier
development programmes as well as matchmaking services that reduce information barriers and allow
foreign firms to identify local suppliers. A few policies are also available to attract FDI into productivity-
enhancing activities (22%) and promote agglomeration economies (25%).

By contrast, a small number of targeted measures is in place to strengthen the labour mobility and
competition channels (each accounting for 12% of policy initiatives). This does not necessarily mean that
less policy attention goes into these FDI-SME diffusion channels. The mobility of workers and the quality
of competition in domestic markets largely depend on the broader regulatory environment, i.e. laws and
regulations affecting the labour and product markets respectively, and less so on targeted policies and
programmes (see Figure 5.4 for an assessment of regulatory conditions in the Slovak Republic).

When compared to peer EU countries with similar socio-economic and market conditions, the Slovak policy
mix does not substantially diverge. It does, however, reflect differences in policy priorities. For instance,
the labour mobility channel is supported by almost three times more policy initiatives than in Portugal,
Ireland and Lithuania. Shortages of skilled workers and skill mismatches in FDI-intensive sectors have
forced the Slovak government to take policy action to simplify employment procedures and facilitate the
attraction of foreign talent. Similarly, the share of policies supporting strategic partnerships is higher than
in Ireland and Lithuania, reflecting the strategic choice of the Slovak government to boost the country’s
transition to a knowledge-based economy by promoting R&D and technology collaborations between
business enterprises, universities and research institutions. Knowledge co-creation, i.e. the joint production
of innovation between industry, research and other stakeholders of entrepreneurial ecosystems, is
increasingly acknowledged as an important mechanism to bring together complementary expertise and
facilitate the transfer of tacit knowledge (Kreiling and Paunov, 20211).

One of the major factors influencing the policy mix is the desire and necessity of the Slovak Republic to
maintain productivity growth by diversifying its production structure and hastening its transition towards a
knowledge-based economy. The fast growth in productivity that took place in the last two decades was
largely based on the country’s integration into global value chains (see Chapter 2). Low investment in R&D
and business innovation could, however, limit productivity growth going forward. As mentioned in Chapter
2, sustaining past productivity improvements requires the Slovak Republic to strengthen its own capacity
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to innovate and adopt new technologies. Recent policy efforts have, therefore, focused on diversifying the
economy beyond low value added manufacturing and strengthening the innovation capabilities of domestic
firms. Despite the policy prioritisation of knowledge-intensive value chain linkages and partnerships,
innovation policies could be further improved to integrate national priorities and ensure industry
engagement. Similarly, the Slovak economy would stand to benefit from a more diverse set of measures
to increase the knowledge-intensity of investments. The share of policies targeting productivity-enhancing
and R&D-intensive FDI is considerably lower than in peer EU countries.

Considering the number of policy initiatives that target these policy objectives is only a partial measure of
policy focus in a given area. One policy could rely on more resources (e.g. higher budget) for its
implementation, and therefore have greater impact, while several policies in another case could be
underfunded and not sufficiently effective to achieve the pursued outcomes. For this reason, the policy mix
analysis conducted in the following sections takes into account other aspects relating to policy design and
implementation, including the sectoral and value chain targeting of implemented measures, the uptake of
public support schemes, the number of beneficiaries, the quality of the regulatory environment, and the
type of policy instruments used to achieve specific policy objectives, amongst others.

Figure 5.1. Slovak policies and the FDI-SME diffusion channels and enabling factors they act upon

Panel A. Diffusion channels and enabling factors supported by the policy mix
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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Box 5.1. The policy mix for FDI-driven productivity and innovation diffusion on domestic SMEs:
a typology of policy instruments

The policy mix concept refers to the set of policy rationales, arrangements and instruments implemented
to deliver one or several policy goals, as well as the interactions that can possibly take place between
these elements (Meissner and Kergroach, 20192;). Many of the policies that strengthen knowledge and
technology diffusion from FDI to domestic SMEs are implemented by multiple institutions and belong to
different policy domains (e.g. innovation, investment, entrepreneurship, science and technology,
regional development). These “policy systems” can support the channels through which FDI spillovers
occur (i.e. value chain relationships, labour mobility, competition and imitation) or the enabling factors
that affect their magnitude (i.e. FDI characteristics, SME absorptive capacity, economic geography). A
policy initiative can, however, act upon several channels and enabling factors and make use of various
policy instruments, reflecting the plethora of policy goals it may seek to achieve as well as the many
pathways to achieving productivity and innovation diffusion from foreign firms to local SMEs.

An analysis of the policy mix for FDI-SME diffusion goes beyond the characteristics of policy formulation
and implementation, and focuses more on the areas where the different policy mix components are
used in complementary and mutually reinforcing ways to achieve desired outcomes. It places emphasis
on questions of completeness, balance and interaction among strategic objectives, policy goals,
instruments, sectors and populations targeted, and institutions involved. Ideally, the policy mix will take
into account interactions among these elements and ensure balanced support to promote FDI-SME
linkages and spillovers. Based on the type of instrument used, such policies can be classified into:

e Governance frameworks, such as national strategies and action plans that lay out policy
priorities and define the framework within which policy action on FDI, SMEs and innovation is
organised;

e Regulatory standards and incentives, which define the framework within which foreign and
domestic firms operate and often use legal rules to encourage or discourage different types of
business activities (e.g. lighter administrative and licensing regimes for certain types of
investments, local content requirements for foreign firms and labour mobility incentives);

e Financial support schemes in direct (e.g. grants, loans) or indirect form (e.g. tax relief) to
encourage or discourage certain types of business activities (e.g. investment tax incentives,
R&D vouchers, wage subsidies for skilled workers).

e Technical assistance, information and facilitation services, which aim to encourage the uptake
of knowledge (e.g. skill and supplier development programmes) and facilitate interactions
between foreign and domestic firms (e.g. matchmaking services and networking events);

e Network and collaboration platforms and infrastructure, which refers to platforms, facilities and
infrastructures that enable spatial and network-related knowledge diffusion.

Source: Authors based on (Meissner and Kergroach, 20192)

FDI-SME diffusion channels and their enabling conditions are supported mainly through
financial incentives and technical assistance

Policy initiatives that aim to strengthen FDI spillovers on SMEs can make use of several instruments (e.g.
technical support, financial support, regulatory easing), reflecting the plethora of strategic objectives they
may seek to fulfil as well as the many pathways to achieving policy outcomes (Box 5.1). The type of
instrument used often varies depending on the institution and the policy objectives pursued (Panel B,
Figure 5.1). Overall, the Slovak policy mix is not substantially different from peer EU countries, where
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financial and technical support as well as information and facilitation services are offered to strengthen FDI
spillovers on domestic SMEs (Figure 5.2 and Figure 5.3). Although the number of financial support
schemes for business innovation is large — and on par with peer EU countries — their volume is relatively
low. This is mainly due to the limited resources allocated through the state budget and challenges in the
absorption of EU funds. A comprehensive set of technical assistance, information and facilitation services
is, however, available to support the innovation and internationalisation of Slovak SMEs and help foreign
investors create linkages with the local economy. The delivery of these business advisory services is,
however, fragmented. As described in Chapter 4, many public institutions are involved in their
implementation, raising questions about their effectiveness in the development of FDI-SME ecosystems.

An important factor reflected in the chosen mix of policy instruments lies in the Slovak Republic’'s smart
specialisation priorities, which have led to the targeting of specific types of firms (e.g. SMEs), priority
sectors and geographic areas. A high degree of selectivity is consistent with industrial and innovation policy
frameworks aimed at smart specialisation, and with current development thought about the role of targeted
policy interventions in designing industrial policies for sustainable growth. In the Slovak Republic, the
targeting of SMEs is widespread among government agencies. Sectoral targeting focuses mostly on FDI-
intensive manufacturing sectors such as the automotive, electronics, chemicals and ICT industries;
however many policy initiatives introduced in recent years have shifted their focus to the services sector,
which provides opportunities for significant productivity gains (see Chapter 2). Regarding the targeting of
less developed regions, there is room to further integrate place-based approaches into policymaking, in
particular for programmes financed by the state budget.

Figure 5.2. Policy instruments used in the Slovak Republic and peer EU Member States

[ Slovak Republic [ Portugal 3 Ireland [ Lithuania
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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Figure 5.3. Main policy initiatives implemented in the Slovak Republic and peer EU Member States
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Market openness and a balanced labour market policy regime may facilitate FDI
spillovers on Slovak SMEs, but the regulatory burden on business could be reduced

In addition to targeted measures that can enhance the impact of FDI on the productivity and innovation of
domestic SMEs, the quality of the broader regulatory environment also shapes the potential for FDI
spillovers. Host country factors such as openness to foreign investment, fair competition rules, the
protection of intellectual property rights, and a labour market policy regime that facilitates the mobility of
skilled workers need to be in place for economies to reap the benefits of FDI spillovers.

The Slovak Republic has one of the most open economies in the OECD area (Figure 5.4). Restrictions to
investment and barriers to trade are limited while the Slovak government’s overall attitude towards FDI
attraction and facilitation is positive, not limiting or discriminating against foreign investors. A range of
Slovak laws and regulations has been introduced in recent years to improve the business climate with
emphasis being placed on simplifying regulations and reducing the complexity of regulatory procedures.
However, according to several OECD indicators, the long-term predictability of regulation affecting the
business environment is still weak, legislative processes often lack transparency, and the administrative
burden on business is disproportionate. Bureaucracy, lengthy administrative procedures and frequent
changes to laws and programme rules are often cited as obstacles for domestic and foreign firms that want
to conduct business in the Slovak Republic.

Figure 5.4. The Slovak Republic’s performance in key regulatory framework areas

Variation from the OECD average
(measured in standard deviations, OECD average=0)

Restrictions to FDI (FDIRR index)

Restrictions to services trade (STRI index)
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Competition
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Simplification and evaluation of regulations (PMR index)

Regulatory coherence
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Note: Data bars pointing left show lower regulatory restrictions than the OECD average, and data bars pointing right show higher restrictions.
Source: OECD elaboration based on the FDIRR, STRI, PMR and EPL indices.

Regulatory barriers to competition are only slightly above the OECD average, reflecting the adoption of
good practices in areas related to public procurement rules, the corporate governance of state-owned
enterprises and the state’s involvement in business operations. More could be done, however, to
streamline the licensing regime for certain economic activities and ease restrictions in professional
services, the energy sector and retail trade, which are faced with considerable barriers to entry and conduct
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restraints. Unnecessary competition-distorting rules in sectors of strategic importance for the Slovak
economy could hinder productivity growth, investment and innovation. Finally, the Slovak Republic has a
relatively balanced labour market regime that does not impose excessive restrictions to labour mobility,
which is an important channel through which productivity spillovers from foreign to domestic firms occur.

5.3. Policies acting upon the enabling environment

Attracting and facilitating productivity-enhancing FDI

Investment promotion and facilitation policies can play an important role in enhancing FDI impacts on SME
productivity and innovation by focusing on the attraction of FDI in more productive and innovative activities
and in sectors with high absorptive capacities and, therefore, greater potential for spillovers. The quality of
the broader regulatory environment can also determine the extent to which foreign affiliates gain access
to specific sectors and create linkages with domestic firms.

The Slovak Republic has a relatively open economy for foreign investment

According to the OECD FDI Regulatory Restrictiveness (FDIRR) Index, which catalogues statutory
restrictions on FDI such as limits to foreign equity, screening and approval procedures, restrictions on key
personnel, and other operational measures, the Slovak Republic has a relatively open economy — on par
with peer EU and OECD countries (Figure 5.5). Foreign firms have the right to establish a business
enterprise and engage in all economic activities under the same terms and conditions as domestic firms.
At the sectoral level, transport, real estate and financial services are the sectors where most restrictions
are found. For instance, acquisitions of financial services providers are subject to prior approval by the
National Bank of the Slovak Republic, while the Act on Civil Air Transport (143/1998 Coll.) sets out specific
rules for foreign entities seeking to provide air transport services. Access to the real estate sector for foreign
entities also depends on several business registration requirements, including a mandatory academic
recognition procedure for foreign diploma holders before being able to exercise real estate activities
(European Commission, 20163)).

In 2021, the Slovak government introduced a screening framework for investments undertaken by non-
EU/EEA companies, which seek to acquire direct or indirect control over strategic assets in sectors of
critical importance (UNCTAD, 2021p)). The amended Ciritical Infrastructure Act introduced a requirement
to notify changes in the ownership structure as well as any acquisitions exceeding 10% of voting rights or
shares for companies operating in the transport, electronic communications, energy, postal services, ICTs,
water management, healthcare, pharmaceutical, finance and agricultural sectors. A new screening
procedure has been also introduced for ownership changes in the mining, energy, pharmaceuticals,
metallurgical and chemical sectors. The Ministry of Economy is responsible for assessing whether the
proposed acquisitions disrupt the public order or threaten national security, and submit a proposal to the
Council of Ministers on whether certain investment projects in these sectors should be blocked or
approved.
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Figure 5.5. FDI restrictions in the Slovak Republic are low compared to other OECD economies

OECD FDI Regulatory Restrictiveness Index, 2020 (open=0; closed=1)
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Note: The OECD FDI Regulatory Restrictiveness Index only covers statutory measures discriminating against foreign investors. Source: OECD
FDI Regulatory Restrictiveness Index (database).

Beyond these FDI restrictions, there are also several ‘behind-the-border’ regulations, including restrictions
in trade, barriers to competition and other discriminatory measures that influence market access conditions
not only in industries where FDI gains access but also in downstream sectors. These regulations can affect
the degree of local embeddedness of foreign affiliates and the potential for supply chain linkages with
domestic enterprises. In the case of the Slovak Republic, potential behind-the-border restrictions in the
services sector could undermine recent policy efforts to diversify the economy beyond low value added
manufacturing and towards knowledge-intensive services. According to the OECD Services Trade
Restrictiveness Index (STRI), the Slovak Republic’s 2020 score is lower than most other OECD countries,
reflecting the country’s relatively open and stable regulatory environment for trade in services (Figure 5.6).

Accounting and auditing services, logistics, telecommunications and courier services are the most open
sectors while construction, air transport, architecture and engineering services are the most restricted.
Overall, conditions on the entry of natural persons seeking to provide services in the country on a
temporary basis remain more cumbersome than international best practice, while rights of access to public
procurement are limited to regional trade agreement partners and members of the WTO’s Government
Procurement Agreement. Other business requirements also apply in certain sectors, such as depositing a
minimum amount of capital in a bank or with a notary in order to register a business, and appointing a
company manager who is resident in the European Economic area (OECD, 2020;s5)). Despite these sectoral
restrictions, the Slovak Republic’s overall regulatory framework for market access remains rather lenient
compared to other OECD and EU countries.
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Figure 5.6. Restrictions to services trade are in line with those in other OECD economies

OECD Services Trade Restrictiveness Index, 2020 (open=0; close=1)
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Source: OECD STRI database, 2020.

Financial incentives are the main policy instrument used to attract foreign investment into
productivity-enhancing and R&D-intensive activities

Regarding the attraction of productivity-enhancing FDI, the policy mix in the Slovak Republic appears to
be less diverse — in terms of number of policy initiatives and type of instruments used — than in peer EU
countries. It focuses on financial incentives compared to peer countries such as Portugal, Ireland and
Lithuania where regulatory measures and technical assistance are also part of investment promotion
strategies (Figure 5.7). However, the Slovak policy mix does exhibit a strong focus on investments that
use smart industry technologies with higher potential for knowledge and technology diffusion.

The Regional Investment Aid Scheme is the main instrument used by the Slovak government to support
investments that enhance the competitiveness and productivity of the economy (

Table 5.2). The scheme provides aid in the form of grants for tangible and intangible fixed assets, corporate
income tax relief, wage subsidies for newly created jobs and discounts in the renting or selling of real
estate. Although, the majority of investment projects receive a package of support combining two or more
different types of incentives, tax relief has been the preferred type of incentive provided to investors in the
period 2008-2019. A recent evaluation undertaken by the Ministry of Labour, Social Affairs and Family
Policy found that the scheme has been effective in reducing unemployment rates in economically lagging
regions of the Slovak Republic (Box 5.2). However, evidence from an evaluation of the direct and indirect
effects of the scheme on FDI suggests that FDI inflows to the Slovak Republic have been significantly and
positively influenced more by the grants and wage subsidies rather than the tax relief, which was found to
have a negative impact on inward FDI (Bobeni¢ HintoSova, Sudzina and BarlaSova, 2021g).

These findings deserve further and more thorough study to understand the drivers behind the different
impacts of investment incentives on the Slovak Republic’s capacity to attract productivity-enhancing and
knowledge-intensive foreign investment. When looking at the design of the tax relief component of the
scheme, it becomes clear that the value of the tax allowance is in part determined by a firm’s taxable
income, in addition to their expenditure in specific types of investment costs relating to new buildings,
machinery and jobs created. This has implications for the type of investors that could benefit from the tax
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relief; if a loss-making firm makes an investment, their taxable income will be zero, and so will the value of
the tax allowance. Excluding loss-making firms may help ensure that only financially robust and profitable
firms can benefit from investment aid, but it could also exclude new businesses that are loss-making in
their initial years of operation and businesses making innovative investments with a longer investment
recovery period. Furthermore, it could have an anti-cyclical effect for investment, i.e. if during a recession
profits are lower, the tax allowance granted would be lower too.

The Slovak government could consider undertaking an independent impact evaluation of the scheme’s
different aid components to ensure that their targeting and design remain effective in the attraction of
productivity-enhancing and knowledge-intensive FDI. Systematic ex-post evaluations could help ensure
that the costs of tax incentives, in terms of revenue forgone and potential economic distortions, outweigh
their benefits. The complexity of the scheme could be also revisited to increase its transparency for
investors. Currently, the tax allowance targets both capital and current expenditure; requires minimum
project value; requires a minimum number of new jobs created and only applies to wages of newly created
jobs; and varies depending on the type and location of the investment project. All these factors may
increase the complexity for investors to understand the amount of tax benefit that they could receive for a
project and consider it when making their investment decision, potentially reducing policy efficiency.
Publishing detailed information on eligibility conditions and the aid calculation methodology could create
more certainty for potential investors.

The sectoral scope of the Regional Investment Aid Scheme illustrates, however, the government’s
strategic choice to support FDI-intensive sectors (see Chapter 2) to move higher up the value chain and
engage in technologically sophisticated activities with more local content in their products. To benefit from
the aid, investment projects should fall under one of the defined investment categories, namely industrial
production, technological centres and business services centres, each one of which is linked to priority
sectors (e.g. chemicals, electronics, automotive, business services etc.) and relevant smart industry
technologies (e.g. robotics, artificial intelligence, big data, cloud, etc.).

Figure 5.7. Policy instruments for productivity-enhancing FDI

In % of policy instruments
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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Box 5.2. Findings from an empirical evaluation of the Regional Investment Aid scheme

In 2022, the Slovak Ministry of Labour, Social Affairs and Family Policy concluded an empirical
evaluation of the Regional Investment Aid scheme, which explored the impact of investment incentives
on the unemployment rates in districts to which these incentives were targeted as well as potential
spatial spillover effects into other districts. The study relies on the assumption that, while the incentives
target only a single firm, the extra spending on wages or contractors will be absorbed into the district
economy and, subject to multiplier effects, will contribute to district-wide economic performance, in
particular in economically lagging regions. The assumption invites a hypothesis that if there are fewer
possibilities to affect growth and employment in economically lagging regions directly, the next best
option might be to invest in districts with which these have the strongest ties and stimulate the local
economies and employment rates by leveraging spatial spillover effects and inter-regional
interdependencies.

By comparing districts, in which a firm has successfully applied for investment incentives to those which
had no successful applicants, the study found that the effect of these incentives on regional
unemployment varies by the level of development of the recipient district. While no significant effects
have been found in most Slovak districts, investment incentives directed into one of the twelve “least
developed districts” (LLDs) shows significant improvements in unemployment within the treated LDDs
compared to the treated non-LDDs. Investing in non-LDDs has not been shown to be effective in
reducing unemployment in those districts and there do not seem to be spillover effects into other linked
(non-treated) districts. These findings are consistent with the economic intuition of diminishing marginal
returns, which would indicate that investing into districts that had enjoyed more investment and
development in the past will not be as impactful as investing into districts with less investment in the
past.

Source: (ISP, 2022;7)

A similar pattern in terms of sectoral targeting is observed in the overall policy mix; more than 25% of
policies enabling FDI diffusion on domestic SMEs target specific industries (Panel A, Figure 5.8), most of
which correspond to the sectors where FDI is concentrated (Panel B, Figure 5.8). R&D-intensive activities
such as pre-production services and high-technology manufacturing are also strongly prioritised in the
delivery of public support. It is recommended that the current focus on attracting investments in the services
sector, such as business services centres, design, marketing, advertising and tourism, is maintained and
combined with measures to help domestic firms diversify their operations to match the demand of foreign
investors (see section on SME absorptive capacities). Ultimately, the attraction of productivity-enhancing
FDI will have to be aligned with the policy imperative to diversify the production structure of the Slovak
economy away from low value added manufacturing and towards services.

Serious policy consideration should be also given to helping foreign investors address issues that go
beyond reducing investment costs such as facilitating licensing procedures for productivity-enhancing
projects. Besides standard grant schemes and tax incentives, many EU Member States offer
comprehensive support packages to encourage innovation-oriented investments. Hungary provides
special VIP subsidies for R&D investments and strategic agreements individually negotiated with the
Hungarian government. Portugal has also introduced several special regulatory regimes allowing investors
to benefit from simplified and expedited licensing and administrative procedures, conditional to introducing
innovative and technology-based production processes in cooperation with domestic R&D institutions.

In the Slovak Republic, a similar regulatory regime, the Significant Investment Certificates, has been in
place since 2002 to enable faster land acquisition processes as well as licensing and administrative
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procedures for foreign and domestic investors. However, the granting of the certificates is possible only for
large investments and investments that create a certain number of jobs. The Slovak government could
consider broadening the scope of the scheme beyond employment generation to also target investments
of smaller value that contribute to the innovation and internationalisation of the Slovak economy. To this
end, complementary conditions for the granting of the special regime could be added, including investing
in R&D and applied innovation, producing tradable goods and services in export-oriented sectors, and
collaborating with Slovak R&D institutions and/or SMEs. Such an approach would complement ongoing
policy efforts to support investments involving smart industry technologies, particularly given that these
may require special licensing procedures depending on the type of activity involved (e.g. ICT sector, data
centres, connectivity infrastructure).

Figure 5.8. Sectoral and value chain targeting of the Slovak Republic’s overall policy mix

Panel A. Sectoral targeting (% of policy initiatives) Panel B. Value chain targeting (% of policy
initiatives)
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Note: The following value chain activities are considered: i) Pre-production services: R&D, concept development, design, patents; ii) Low and
medium-technology manufacturing: production of simple, relatively unsophisticated goods such as basic metals, plastic products, food, textiles,
etc.; i) High-technology manufacturing: production of highly specialised, technologically sophisticated goods such as computer and electronic
products, pharmaceuticals, chemicals, medical products, etc.; iv) Post-production services: marketing, sales, logistics, brand management,
distribution and customer services.

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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Table 5.2. Main policies for productivity-enhancing FDI

Main policies Description Implementing
institution

Regional Investment Aid Investment incentives for a) industrial production, b) technology centres, c) combined = Ministry of Economy
projects of industrial production and technology centres, and d) shared services centres.

Significant Investment Expedite territorial and construction licence proceedings for large investments fulfillingthe ~ Ministry of Economy

Certificates following conditions: a) amount to at least EUR 100 million of investment costs, b) are
deemed of national importance and create at least 300 new jobs, and c) are in the public
interest.

Super deduction for R&D Special tax regime enabling additional deduction of 200% of costs related to all phases Slovak Financial
and all types of R&D. Administration

Patent Box Up to a 50% corporate income tax exemption for revenue generated by the provision of Slovak Financial
intangible assets (e.g., revenue from license fees) and revenues generated by the sale of Administration
products made with the use of a patent or a utility model.

Startup Visa Temporary residence permit for entrepreneurs from outside the EU’s Schengen Zone to Slovak Police
implement an innovative business project. Department

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021)

Strengthening the absorptive capacities of Slovak SMEs

Policies targeting the absorptive capacity of local SMEs can take many forms (e.g. subsidies, grants, loans,
tax relief, infrastructures, training programmes) and target various aspects of SME performance (e.g.
access to innovation assets, access to skills, access to finance). In the Slovak Republic, SME absorptive
capacities are supported primarily through business consulting services and technical assistance, while a
few financial support schemes are in place to support R&D and innovation activities undertaken by SMEs
(Figure 5.9). Considerable targeting of SMEs is also observed in the overall policy mix (Figure 5.10). More
than 63% of the policy initiatives assessed for the purpose of this study target SMEs only or provide
preferential treatment to them in the form of lax requirements and conditionalities and prioritisation in their
selection as recipients of public support. Non-corporate entities such as universities, research institutes
and technology transfer offices are also significantly involved in policies implemented by innovation-
focused government agencies such as the SIEA, SRDA and RA.

Figure 5.9. Policy instruments for SME absorptive capacities
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).
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Figure 5.10. Policies targeted to SMEs versus generic policies (% of policy initiatives)

Panel A. Targeting of SMEs vs all firms Panel B. Targeting of foreign vs domestic firms
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

Financial support for business R&D and innovation is among the lowest in the OECD area

According to OECD data, in 2018, the Slovak Republic was among the countries with the lowest level of
direct government funding and tax relief for R&D, at a rate equivalent to 0.04% of GDP (OECD, 2021g)).
The Slovak support to business R&D ranks far from top innovators such as the US, Canada, France and
Portugal, and has also declined during the period 2006-18, while in the OECD as a whole it increased
(Figure 5.11). Difficulties in obtaining public funding (grants or subsidies) are perceived as one of the most
important barriers to innovation by SMEs, together with the lack of internal finance and the high costs of
performing innovation (Eurostat, 2018i9)) (chapter 2) (Box 5.3).

The largest share of public support to business R&D is indirect (Figure 5.11). The Slovak R&D tax incentive
scheme was first introduced in 2015 in the form of a hybrid tax allowance with a volume-based and
incremental component; until then, a tax allowance was only available to R&D grant recipients. The
allowance increased from 25% to 100% of qualifying expenditure in 2018, and to 200% in 2020. In a recent
OECD assessment of the generosity of preferential tax treatment provided to R&D versus non-R&D
investments across 48 countries, the Slovak Republic was found to offer the most generous treatment for
current R&D expenditure and the greatest incentives to increase its volume, followed by Thailand, France,
Lithuania and Portugal (Gonzalez Cabral, Appelt and Hanappi, 202110;). Cross-country differences in the
generosity of R&D tax allowances can lead to differences in the cost of capital faced by firms — and
subsequently encourage or discourage them from increasing their R&D investment or locating their R&D
functions in a given location.

The magnitude of tax support, while small by international standards (in absolute and relative terms) has
also increased markedly since the introduction of the hybrid tax allowance scheme, going from EUR 2
million of tax relief in 2015 to EUR 24 million in 2018 (OECD, 2021g)). This was also reflected in the number
of recipients, which nearly tripled during the same period, reaching around 250 recipients. This increase is
primarily due to SMEs, whose number increased from around 70 to 202 between 2015 and 2018,
accounting for more than 70% of all recipients.

The uptake of R&D tax relief by SMEs is a sign that recent government efforts to support smaller
businesses to undertake knowledge-intensive activities have started to bear fruit. However, the share of
tax support accounted for by SMEs amounted to 28% in 2018 as compared to 72% for large firms, reflecting
the larger volume of R&D investments undertaken by larger — often foreign — firms. This could be due to
potential reporting and other compliance constraints that small Slovak firms may face with regard to
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claiming the tax allowance. For instance, as part of the application process, firms must prove that they
perform R&D, publish their R&D projects and separate the R&D costs for each project into individual
analytical accounts (OECD, 202111;). These requirements may be burdensome for small firms that do not
have internal capacities to comply with the necessary procedures. To address these challenges, certain
countries offer R&D tax incentives with preferential provisions for SMEs and loss-making firms. The Slovak
Republic could consider further adjusting the current framework to make it more attractive to smaller
businesses by ensuring that they have access to information and support for the application process.

Figure 5.11. Direct government funding and tax support for business R&D

As a percentage of GDP
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Source: OECD R&D Tax Incentive Database, , December 2020

Direct government funding in the form of grants and loans could be also increased and become better
targeted in order to help local SMEs conduct R&D or acquire new technologies that improve their
productivity. Direct funding often represents a more discretionary and selective form of public support as it
allows governments to target specific areas of research that are considered to offer high social returns —
as opposed to tax incentives which are in principle available to all firms carrying out R&D. In the Slovak
Repubilic, direct funding is offered by multiple public bodies but represents only a limited share of the total
government expenditure for business R&D (29% compared to 71% for R&D tax relief) (OECD, 2021g)).
The Slovak Ministry of Economy operates an Innovation Fund and an Innovation Vouchers Scheme to
support SME innovation projects with a focus on manufacturing industries, and emphasis on creating
linkages with higher education institutions and research centres. The SRDA and RA, the two implementing
agencies under the Ministry of Education, Science, Research and Sport, also offer R&D grants for scientific
research projects, in which SMEs are often involved in cooperation with universities and research centres.

In addition, as a response to the poor development of alternative finance for SMEs, the government has
deployed initiatives aimed at stimulating the supply of equity capital. In 2022, the number of these initiatives
exceeds the number of those promoting traditional funding sources, such as bank loans (OECD, 2022
(forthcoming)i2;). Recent examples include the Venture to Future Fund (VFF) that aims particularly at
premium SMEs at the stage of growth in order to help them fully materialise their potential on international
markets (more information available at: ), and the Risk Capital Programme that provides equity or quasi
equity investment to start-ups and SMEs wishing to extend their business through development projects
or acquisitions. Venture capital investment are made through a specialized subsidiary company, the
National Holding Fund (more information available at: ).
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Box 5.3. Insights on SMEs scale up finance in the Slovak Republic

Scale-up finance, in the absence of a broadly used definition, can be understood as embedding all
finance instruments that support mechanisms through which a firm can increase capacity and
performance durably (OECD, 2022 (forthcoming)iiz)). Those mechanisms include innovation,
technology acquisition, market and network expansion (e.g. through internationalisation or cooperation
on R&D), standardisation, or the use of intellectual property rights etc. Through network expansion for
instance, SMEs can access the knowledge, technology, data and skills, and benefit from the innovation
spillovers, that could help them transform processes and business models and scale up performance
(OECD, 201913)).

Evidence from the recent OECD project on “Unleashing SME potential to scale up” (OECD, 2022
(forthcoming)121) shows that, in the Slovak Republic, policy initiatives to improve SME access to scale
up finance mainly focus on enabling network expansion (more specifically, through the domestic market
and international trade) rather than directly supporting innovation or growth investment. This may
contribute to explain the large share of Slovak SMEs reporting difficulties in obtaining public funding as
hampering factor to their innovation activities (chapter 2).

Source: (OECD, 2022 (forthcoming)(12)).

Financing support for SME innovation in the Slovak Republic is mainly driven by European funds, for
instance the EUR 211 million European Investment Bank Group (EIB Group) support for business, energy
efficiency, innovation and digitalisation in 2020 (European Investment Bank (EIB), 26 February 202114)).
Interestingly, while the Slovak Republic benefits from one of the largest shares of the European Structural
and Investment Funds (ESIF) oriented towards promoting Research and Innovation (R&l), the country
ranks among the EU member states with the lowest absorption of R&l ESIF.

Despite the number of entities that offer direct funding, the amount of support and the number of SMEs
benefiting from it are generally limited. For instance, in 2018-2020, on average 24 SMEs per year benefited
from the SRDA’s State Aid Scheme, while the Innovation Fund under the Ministry of Economy signed a
funding agreement with only one Slovak SME during the same period (SRDA, 202115;; Innovation Fund,
2021p16). In 2018, 25 innovation vouchers were granted through SIEA’s programmes, although in previous
years the number was higher (40-50 per year) (European Commission, 2019 17)). Interviews conducted
among agency staff showed that overly bureaucratic procedures and the lack of coordination on the
management of EU funds have been major impediments for the effective channelling of financial support
to SMEs (see Chapter 4).

To address the challenge of the low absorption of ESIF for R&Il, the government and the European
Commission recently called upon the OECD to assist in developing an action plan and avoid further
decommitments of EU funds, for the programming period 2021-27 (OECD, 20211g)).

In addition, administrative irregularities linked to the limited human resources of Slovak Ministries and the
merger of the Operational Programme Research and Innovation (OP R&D) with the Operational
Programme Integrated Infrastructure (OP II) in the middle of the EU programming period have resulted in
the cancellation of many funding calls. The institutional and governance reforms proposed in Chapter 4
could increase the efficiency of the Slovak innovation policy system and help channel additional direct
funding into policies and programmes that strengthen the productivity and technological capabilities of
SMEs.

These financial support schemes could help address current challenges with the absorptive capacities of
Slovak SMEs; but they must be also transparent, time-limited and subject to regular reviews in order to
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ensure that they remain relevant and reflect the latest market developments. Financial incentives are not
always cost-effective in inducing firms to engage in innovation and can distort competition (OECD,
2021p19). The Slovak government should ensure that these schemes address well-identified market failures
and are evaluated periodically to ensure that benefits materialise and outweigh the costs. The conditions
and criteria for granting financial support should be also clearly defined and rules-based to avoid
discretionary and distortive granting decisions.

SME growth and upgrading is supported by a comprehensive set of technical assistance
services; however policy coherence could be further improved

Policy efforts to improve the innovation performance of Slovak SMEs through technical assistance,
information and facilitation services have been more systematic than the provision of financial support for
business R&D. Programmes aimed at SME growth and upgrading are administered through the three
implementing agencies of the Ministry of Economy (i.e. SBA, SIEA, SARIO), and financed either through
the state budget or the EU-funded Operational Programme Integrated Infrastructure (OP II).

In addition to policy efforts aimed at increasing the knowledge intensity of FDI (see section on productivity-
enhancing FDI), similar initiatives have been recently introduced to help Slovak SMEs diversify their
activities towards high-tech sectors. In 2019, SARIO started providing diversification services to Slovak
SMEs that want to expand their operations into the space, aviation, smart mobility and medical
technologies industries. The support includes business-consulting services, seminars, matchmaking
events and workshops for B2B collaboration. The Slovak economy would stand to gain from aligning SME
diversification policies with those seeking to diversify the sectoral composition of FDI towards more
productive and knowledge-intensive activities. Given the strong concentration of the Slovak production
structure on very few manufacturing industries, SARIO’s diversification programme could place particular
emphasis on the services sector, which has greater potential for FDI-driven productivity gains (see Chapter
2).

Furthermore, the SIEA implements two innovation-focused programmes, the national project “Increasing
the Innovation Performance of the Slovak Economy” (Inovujme.sk) and the national project “Support for
the Development of the Creative Industry in the Slovak Republic’. The two programmes have been
successful in providing a variety of business development services (e.g. business consulting, skills
development workshops, knowledge exchange and networking events, innovation vouchers) to domestic
SMEs and mobilising stakeholders from across the Slovak research and innovation ecosystem. The SBA
also operates several business consulting and mentoring programmes that each target different business
functions, activities and types of entrepreneurial skills (e.g. start-up support scheme, incubation and
acceleration programmes, internship programme). The number of beneficiaries, however, varies and can
be limited for programmes that provide technical assistance as opposed to networking events and
workshops that generally attract more SMEs. For instance, an average of only 43 SMEs per year benefitted
from the SBA’s Start-up Support Scheme in the period 2018-2020 (OECD, 202120)).

Overall, the Slovak Republic has put in place a comprehensive set of technical support programmes to
improve the absorptive capacities of Slovak SMEs. However, the provision of SME development services
by multiple government agencies has contributed to an increased administrative burden on SMEs that
have to go through multiple lengthy application procedures to benefit from the various schemes. In a 2018
survey of 1000 Slovak SMEs undertaken by the SBA, the lack of information on the availability of support
programmes was described as the most important issue for almost half of survey respondents, while an
equal share (45%) assessed the possibilities of SMEs to benefit from public support negatively (SBA,
2019p21)). Increased administrative burden (64%), strict compliance criteria (38%) and lengthy application
procedures (37%) were cited as the main barriers to SME access to public support. The same barriers are
identified in a more recent survey of 36 Slovak SMEs undertaken by SIEA in 2021, with the majority of
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respondents suggesting that SME support programmes could reflect market needs better and be less
bureaucratic and administratively burdensome (SIEA, 202122).

These findings suggest that there is scope to increase the uptake of business development services among
Slovak SMEs by simplifying application procedures and raising awareness about the availability of support.
As suggested in Chapter 4, joint programming procedures and the establishment of formal communication
channels at the agency level (e.g. shared customer relationship management system) to track the number
of unique SMEs that benefit from public support could facilitate coordination and measurement of the actual
impact of these policies. The three agencies could collaborate on the development of “thematic”
programmes through which they would combine and offer their business development, internationalisation
and innovation-funding services as packages, structured around specific factors of SME growth and
upgrading (e.g. exports, innovation, technological upgrading, skills development, financial capacity, etc.).
Such an approach would also help increase the number of SMEs that receive technical support as they
would have to go through a single application procedure to benefit from a range of different services.

Table 5.3. Main policies for SME absorptive capacities

Main policies Description Implementing
institution

National Business Centres A network of one-stop-shops providing technical assistance, information and facilitation SBA
services to Slovak SMEs.

Inovujme.sk project Business consulting services as well as financial support to help entrepreneurs find SIEA
innovative solutions and raise awareness of the importance of innovation.

Support for the creative Business consulting services as well as financial support to improve the performance and SIEA

industry competitiveness of SMEs operating in creative industries (e.g. computer programming,
architectural activities, advertising, specialised design activities.)

Innovation Vouchers Financial support to SME innovation projects implemented in collaboration with research Ministry of
institutions and universities in the following areas: mechanical engineering, food and Economy

biochemistry, social innovation, construction and transport, chemistry, electronics, energy,
innovative technologies.

Creative Vouchers Financial support for SMEs that want to solicit the services of architects, designers, SIEA
marketers and programmers.
Micro-loan programme Financial support to micro and small entrepreneurs through microcredits with preferential SBA

terms in order to make small businesses financially sustainable and help create new job
opportunities in Slovak regions.
Acceleration programme Professional counselling (up to 10 hours of individual consultations), skills upgrading SBA
seminars, and activities aimed at increasing awareness about entrepreneurship and
presenting business success stories and good business practices.

Growth programme Consulting services provided to SMEs with a potential to grow, innovate, strengthen their SBA
competitiveness, conclude business partnerships and gain access to foreign markets.

National Holding Fund Equity or quasi-equity investments to high-potential start-ups and SMEs involved in SBA
industrial production, tourism, innovative entrepreneurship, and business services.

R&D grants Financial support to SMEs, higher education institution and research centres for individual SRDA

or collaborative R&D activities.

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

There is room to improve the regulatory environment for SMEs, especially for start-ups

Administrative and regulatory burden can also weight on the performance of SMEs, influencing their overall
innovation and absorptive capacity. In the Slovak Republic, regulatory reform efforts and initiatives
undertaken in the recent years (e.g. lessening restrictions related to product market regulation, namely in
areas where health, well-being, or safety could not be jeopardised) have led to some improvements to the
business environment (OECD, 2020y23)). The country also compares very well with other OECD countries
in terms of stakeholders engagement and especially consultations with businesses.
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Nevertheless, some regulatory obstacles still harm business performance in the Slovak Republic,
especially for SMEs. The World Bank’s “Ease of Doing Business” index 2020 (World Bank, 202024))
highlighted challenges stemming from an inefficient administration, like burdensome procedures for
starting a business or granting building permits, areas that are essential for the proper functioning of
businesses. For instance, completing the procedures to legally build a warehouse takes 300 days in the
Slovak Republic, which is about twice the average time in OECD high income countries (152 days) (World
Bank, 2020ps)). Also, the Slovak Republic requires 7 procedures for new businesses as compared to an
average of 4.9 in OECD high income countries, while the process lasts over 21 days, as compared to 9
days across the OECD (World Bank, 2020p25;; OECD, 202111)). The country’s performance remains weak
in this area despite some recent reforms, such as abolishment of the requirement to obtain and submit
information on tax arrears in 2019, which speeds up the business registration process (OECD, 2021(11)).

The Ease of Doing Business 2020 also highlighted some strengths. The Slovak Republic ranked 45th
among 190 economies in 2020, with an overall score of 75.6 (a 4 points improvement since 2015). Among
individual indicators making up the overall score, the country ranked among the top ten countries for ease
of administration on trading across borders (1st) and registering property (8t place) (World Bank, 2020;24)).

The knowledge transfer infrastructure could be further supported with the necessary
financial and technical resources to promote science-to-business collaboration

The potential for FDI-SME linkages can be influenced by the quality of the knowledge transfer
infrastructure, which may include technology transfer offices, applied research centres, collaborative
laboratories, universities and other facilities that contribute to the creation and diffusion of knowledge
through synergies. These facilities provide a physical environment for foreign firms to collaborate with
domestic actors, and for local SMEs to access technological premises, equipment, manpower and
activities provided by universities and public research institutions that they could not afford independently.

In recent years, the Slovak government has made significant public investments in developing the R&D
infrastructure across the country. Over 2007-2013, more than EUR 400 million from the EU Structural and
Investment Funds were invested in the construction of science parks and research centres within or around
higher education institutions (HEIs) with the aim to promote the commercialisation of R&D results and
foster stronger linkages between applied research and business innovation (Balog, 20192¢)). Several parks
and universities have also established technology transfer offices, brokerage centres and business
incubators to assist local enterprises in innovation activities and intellectual property protection.

Despite these policy efforts, the engagement of HEls with external actors, in particular the private sector,
remains weak. In 2016, Slovak universities derived only 1.9% of their total resources from business
research (OECD, 2021117). A recent OECD country review of the Slovak higher education system found
that the limited autonomy and inward focus of HEIs and the lack of incentives and established
communication channels have hampered collaboration with off-campus stakeholders (OECD, 202127).
Significant regional disparities are also observed in the availability of R&D infrastructure. Most science
parks have been established in and around the Bratislava region, leaving the central and eastern regions
of the country without the necessary facilities to support science-to-business collaboration. Similarly, a
dysfunctional funding system has affected the use, maintenance and staffing of these infrastructures. In
many occasions, universities and the Slovak Academy of Sciences reportedly have had to allocate funding
from their own resources to ensure the continuity of the services provided by the science parks and
research centres (Balog, 20192¢]). Access of business enterprises to science parks has been also hindered
by the state aid rules governing funding calls for collaborative R&D. These regulatory constraints include
restrictions to revenue generation from R&D activities supported by public funds, which in effect meant
that innovative SMEs and start-ups could not use these infrastructures for R&D projects involving
commercial applications or links to the real economy.
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Policy efforts should focus on providing incentives to HEIs to engage with external stakeholders, in
particular the private sector, and strengthen their role as regional entrepreneurial ecosystem anchors. As
part of the Slovak Republic’s national Recovery and Resilience Plan, the government has stated its
intention to establish institutional contracts that tie a portion of higher education funding to specific
performance criteria contributing to national policy objectives (OECD, 2021p7). The proposed
performance-based funding system is a step in the right direction as it could significantly help universities
develop third-mission activities related to innovation promotion and entrepreneurship development. The
example of the UK’s Knowledge Exchange Framework presented in Box 5.4 illustrates how competitive
funding allocated to HEIs can be an important stimulus for enhancing knowledge transfer to SMEs, in
particular if it is combined with a robust monitoring and evaluation framework, quantitative and qualitative
metrics and extensive consultation processes with HEIs and business stakeholders. In the case of the
Slovak Repubilic, it will be important to explicitly define the objectives of innovation and knowledge transfer
within the strategic documents of HEIs and collect information on their performance to ensure that the
impact of their knowledge exchange activities can be evaluated.

The quality of the services provided by science parks and applied research centres could be also improved
by ensuring adequate financial and human resources to maintain and expand their operations in the
regions in which they are located. Existing rules on the use of these infrastructures by business enterprises
should be altered to accommodate R&D activities involving commercial applications and promote genuine
collaboration with industry, including foreign MNEs and Slovak SMEs. In addition to providing high value-
added business development services, more impact could be obtained by anchoring these infrastructures
into regional entrepreneurial ecosystems. Subnational governments, together with universities, cluster
associations, the private sector and national implementing agencies, should be involved in formulating the
strategic priorities and scope of activities undertaken by science parks and ensure that these are aligned
with local market needs and the smart specialisation framework of their regions.
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Box 5.4. The role of Higher Education Institutions (HEIs) in fostering innovation diffusion
through science-to-business collaboration

In recent decades, higher education institutions (HEIs) have expanded their missions to become drivers
of innovation and entrepreneurship, and connect proactively with their ecosystems and networks. In the
same vein, national and subnational governments have leveraged HEls to strengthen regional
innovation ecosystems, reflecting local market needs and opportunities for local economic
development. In many OECD countries, HEIs play a critical role in stimulating knowledge and
technology diffusion by offering education, facilities and incentives for innovation collaborations
involving foreign and domestic firms, public and private research organisations, cluster associations,
technology and science parks, and business incubators. The HEInnovate, an initiative developed by
the European Commission in collaboration with the OECD, supports HEIs to promote entrepreneurship
and innovation with a view to creating societal impacts and sustaining economic growth at local and
national levels. The HEInnovate country reviews have identified good policy practices to strengthen the
role of HEIls in promoting knowledge exchange with off-campus businesses.

Slovenia: Integrating innovation and entrepreneurship commitments into HEIs’ strategic plans

In a HEInnovate survey of 15 Slovenian HEls, 13 indicated that they had a written strategy while half of
them include some form of third mission activity in their HEI strategy, including providing support for the
creation and growth of small businesses, developing an entrepreneurial mindset in students, and
commercialising research results through technology transfer and spin-offs. In addition, 13 HEls
reported having non-academic stakeholders in their governing bodies, including businesses and
regional and local authorities. Many of the smaller Slovenian HEIs and individual faculties work with
foreign and domestic companies through associations and chambers of commerce. Many HEls also
work with local companies to assess the HEIs’ programme delivery. They conduct focus groups,
interviews and a graduate survey. Moreover, their incubators offer an opportunity for local companies
to gain practical assistance for growing their enterprises.

For all HEIs, articulating a strategic mission and vision that includes goals related to entrepreneurship,
knowledge transfer and engagement can provide focus to faculty, staff and students and help them see
how their activities contribute to the enterpreneurial and innovation ecosystem of the regions in which
they are located. In addition, it can generate positive political support for the university when
stakeholders see the important contributions the university is making to the local economy. This
alignment of goals between universities and their regional networks provides a signal to potential
partners that the HEI is prepared to engage proactively in partnership-building activities.

United Kingdom: The role of competitive funding in supporting science-to-business partnerships

The United Kingdom is reportedly the first country to have introduced performance-based funding,
through the Higher Education Innovation Fund (HEIF), to reward universities’ success in knowledge
exchange (Rosli and Rossi, 20162s;; Kitagawa and Lightowler, 201229)). The effective allocation of
funding was ensured based on priorities and criteria set out in the “Knowledge Exchange Framework”
(KEF), which was developed by Research England to evaluate universities’ contribution to the
exploitation of knowledge and to support HEIs’ knowledge interaction with business, public
organisations and the wider public. The KEF is evaluating HEIs based on quantitative metrics and
qualitative metrics (narrative statements). These knowledge exchange metrics are grouped into seven
different categories:

e research partnerships with non-academic stakeholders

STRENGTHENING FDI AND SME LINKAGES IN THE SLOVAK REPUBLIC © OECD 2022



134 |

e “working with business”: incomes from contracts for research and consultancy with business,
as well as grants

e “working with the public and third sector”: research, consultancy, facilities and equipment
income with the third sector

e “skills, enterprise and entrepreneurship”. Higher Education Business and Community
Interaction, income from professional development course and graduate start-up rates

e “IP and commercialisation”: licensing, IP as a proportion of research income

e “public and community engagement”: score based on a self-assessment and additional
information, including a narrative statement

e ‘“local growth and regeneration”, including a narrative statement.

To measure comparability between HEIls, the institutions were grouped in clusters by capability
(research institutions versus teaching-oriented institutions), by size and discipline (STEM, non-STEM,
arts). To ensure the effectiveness of the framework and refine the metrics, Research England organised
a consultation process with the higher education sector as well as a pilot exercise consisting of a series
of workshops held in 2019. After the consultation and pilot exercise, the first knowledge exchange
framework iteration took place in the academic year 2019/2020. Research England recently published
the outcomes of the KEF exercise, as an interactive dashboard that aims to provide more accessible
information and data for institutions and their partners to understand and improve their own
performance.

Sweden: Strengthening HEIs’ impact on local economic development and innovation

In Sweden, the connection between HEIls and local and regional authorities has turned out to be a
particularly important driver for the exchange of knowledge. Local authorities have helped link education
and research activities to regional needs and profiles. These efforts reflect the multilevel governance of
the country, and the importance of local governments in fields such as innovation, healthcare, energy
and education.

All Swedish regions embed universities in their development strategies, funded by the research grants
from the HEI, the region and the private sector. In the regional development strategy for Region
Norrbotten, Luled University of Technology is described as the county’s knowledge engine for both
public and private sector but also for attracting young people to the county and to secure the
competence for the municipalities. The university operates in an industrial ecosystem, home to a mix
of capital-intensive large companies and SMEs operating in major Swedish industries. Research is
conducted in co-operation with companies such as Bosch, Ericsson, Scania, LKAB, SKF and other
international universities. In the past decade, the university has developed industrial PhD programmes
specifically designed to promote innovation in SMEs. These group SMEs together based on their
innovation needs, to facilitate interactions with the HEI.

The University of Gavle has also developed its own Knowledge Transfer Partnership (KTP) office in
collaboration with UK HEIs, The KTP office is a one-stop shop that businesses can use to benefit from
the research capacity of the HEls. Through KTP, small businesses can host a young researcher (a
newly graduated academic) for a fixed-term contract. The HEI contributes to the salary of the
researcher, who can work on product development, market development, process development and
energy efficiency.

Source: (OECD/European Union, 202130; OECD/European Union, 202131;; OECD/European Union, 202132)
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Mainstreaming economic geography considerations into FDI-SME diffusion policies

Clusters embed characteristics such as industrial specialisation and geographical proximity that make
knowledge spillovers more likely to happen. From a policy perspective, this means that FDI attraction
policies, SME policies and cluster development policies could go hand in hand to increase the potential of
FDI for SME productivity. Moreover, informing investors about the investment potential of regions and
improving the local business climate by adapting policies to the economic and market characteristics of
local economies could prove effective.

Place-based approaches could be leveraged to strengthen the impact of FDI-SME diffusion
policies on least developed regions

Several Slovak policies and programmes (25%) involve a place-based approach to the eligibility conditions
or the amount of support provided to business enterprises (Figure 5.12). This is particularly the case for
investment incentives available to domestic and foreign investors, and certain SME internationalisation
programmes supported by the EU Structural and Investment Funds. However, the majority of FDI-SME
diffusion policies (75%) apply to all Slovak regions on equal terms, while economic geography factors are
not always taken into consideration in the delivery of innovation and R&D support services. For instance,
the national smart specialisation strategy does not fully reflect disparities between Slovak regions in terms
of specialisation, economic performance and innovation potential (European Commission, 202033)).

Figure 5.12. Place-based policy implementation in the Slovak Republic
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Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

In terms of regional access to innovation and R&D support programmes, the presence of several SBA and
SIEA consultation centres in each of the regions provides some consistency in the availability of innovation
support services and reduces potential information asymmetries and gaps in the delivery of state support
programmes in the regions. However, these satellite offices are not generally involved in the
implementation of regionally-tailored programmes and are often disconnected from regional development
actions and strategies implemented by local and regional authorities. A similar picture emerges when
looking at the various financial incentive schemes aimed at supporting business R&D. The RA is the only
innovation-focused implementing agency that follows a place-based approach by providing R&D grants for
enterprises headquartered outside of the Bratislava region. This is due to the role of the RA as the
managing authority of the OP Il and the EU funding conditionalities that place emphasis on the support of
less developed regions. In contrast, state-funded programmes such as the R&D grants provided by the
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SRDA, the Innovation Fund and innovation vouchers programme of the Ministry of Economy pursue a
rather space-blind approach.

Investment promotion and internationalisation policies generally exhibit a higher degree of spatial
differentiation than SME innovation programmes. The Regional Investment Aid Scheme applies to all
Slovak regions except for the Bratislava area and offers preferential conditions for investment projects
implemented in the central and eastern parts of the country with a particular focus on least developed
districts (LDDs). Similarly, the EU-funded national project “Support of the internationalisation of SMEs
2017-2023”, which is jointly implemented by the SARIO and the SBA, seeks to attenuate regional
disparities by providing support to firms headquartered outside of the Bratislava region. In 2019, 209 SMEs
from Western, Central and Eastern Slovakia were supported through supplier development workshops,
seminars and business networking events (see section on value chain linkages) (SBA, 202034)).

Efforts to address regional inequalities have intensified over the past decade. In 2015, the Slovak
government passed the Law on the Support of Lagging Regions (Act No. 336/2015), which has led to the
recognition of 18 least developed districts (LDD) in Central and Western Slovakia, where the
unemployment rate is 1.4 times above the national average (Government of the Slovak Republic, 202135).
Regional Councils consisting of local government representatives, businesses, non-governmental
organisations (NGOs) and other stakeholders have been established in each LDD, and tasked with
preparing Action Plans on the basis of which financial support is provided for the implementation of
measures at the district, regional and national level. However, the primary objective of these plans is to
reduce unemployment in districts with the weakest economies, and their focus tends to be more on
infrastructure, welfare and educational issues rather than directly on investment promotion and SME
development (OECD, 2021113). It is also unclear whether the main national implementing agencies
responsible for investment, SME and innovation matters are involved in the implementation of these plans
through their satellite offices.

Overall, in the Slovak Republic, the policy thinking around regional development appears to focus more on
employment generation and the support of areas with high unemployment rate, and less so on innovation
and technology diffusion. Linkages between regional development action plans and the needs of local FDI-
SME ecosystems could be strengthened to ensure that measures relating to the attraction of knowledge-
intensive investment, SME innovation and internationalisation are part of broader local economic
development strategies. The satellite offices of the main implementing agencies could be more involved in
the deliberations of Regional Councils and play a greater role in tailoring national policies and programmes
to the economic and market conditions of each region. The role of Regional Councils as platforms of
coordination and engagement of various stakeholders could be also further strengthened to foster greater
commitment and synergies across the public and private sectors.

Support to industrial clusters has increased, but a more comprehensive approach will be
needed to strengthen the internationalisation of local FDI-SME ecosystems

The number of industry cluster initiatives has gradually increased over the past decade, reflecting the
importance that the Slovak government ascribes to the role of networks in creating, accessing and sharing
new knowledge. There are currently 16 certified cluster organisations, spanning several industries (e.qg. IT,
automotive, engineering, plastic products, and tourism). Until recently, there was a lack of systematic public
support for the integration of clusters into broader regional and local entrepreneurial ecosystems. However,
in recent years, the SIEA and the Ministry of Economy have increased the resources dedicated to the
support of business networks. There has been also greater involvement of cluster organisations and their
representatives — such as the Union of Slovak Clusters — in the design of public support programmes. In
2020, a working group consisting of the SIEA and representatives of industrial clusters was involved in the
preparation of a Business Networking Support Scheme.
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The increased policy attention that business networks receive is also demonstrated by their international
recognition. In 2018-2020, more than 23 Slovak clusters were awarded a certificate of excellence by the
European Secretariat for Cluster Analysis (ESCA). This was possible through a SIEA certification
programme that helps clusters improve their organisational capacities and join international networks. The
SIEA also operates a monitoring platform, which includes presentations of cluster organisations, data on
their contribution to the socio-economic development of Slovak regions as well as information on national
and international support programmes.

These policy initiatives provide a solid basis for the development and integration of existing and new Slovak
clusters into international business networks; however, more impact could be obtained through a more
comprehensive approach built around support platforms that integrate regional and sectoral priorities, keep
regional and local actors involved, and take into account the diversity of local business environments. The
Portuguese case study summarised in Box 5.5. represents a good example of how public support to cluster
development can be provided in a systematic and comprehensive manner by integrating clear-cut targets,
a diverse range of support instruments — including reforms to the regulatory environment — and a robust
monitoring and evaluation framework to ensure the alignment of policy initiatives with regional and sectoral
needs. In particular, in the Slovak Republic, there is need to further involve regional and local governments
as well as universities and research institutions in cluster initiatives with local businesses, and provide
them with the necessary resources to ensure their operational autonomy. The SIEA could leverage the
existing working group for the development of dedicated multi-year action plans for each certified cluster
organisation.
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Box 5.5. Strengthening the competitiveness and internationalisation of industrial clusters: The
automotive cluster in Portugal

Since 2017, the Portuguese SME Competitiveness and Innovation Agency, IAPMEI, has recognised 18
industrial clusters (clusters de competitividade) in Portugal with the aim to foster greater collaboration
between domestic and foreign companies, business associations, universities and other non-corporate
entities of the Portuguese research and innovation ecosystem. Since their establishment, the clusters
have played a crucial role in supporting Portuguese SMEs to implement smart specialisation strategies,
identify bottlenecks in their performance, and provide feedback to government agencies on the
implementation of effective SME policies. Financial support to recognised clusters is provided through
the Portugal 2020 Incentives Scheme, which includes a dedicated set of financial instruments for
collective actions, networks and other forms of business-to-business and science-to-business
partnerships.

In 2019, “Sectoral Pacts for Competitiveness and Internationalisation” were signed between the Ministry
of Economy and Digital Transition and some of the recognised clusters. The Pacts provide a framework
to strengthen the innovation and internationalisation of industrial clusters, including: measures that
promote industry 4.0 practices; training and skills development programmes; innovation activities;
actions to promote the brand and strengthen the attractiveness of Portuguese clusters; and targeted
reforms in the regulatory environment to address barriers to innovation and internationalisation in
specific sectors and value chains. A Monitoring Committee was also set up to ensure the
implementation of the agreements.

The Automotive Cluster (MOBINOV)

The Portuguese Automotive Cluster (MOBINOV) was founded in 2016 by the Automobile Association
of Portugal and the Association of Manufacturers for the Automotive Industry. It gathers companies
involved in the manufacturing of automobiles and their components, business associations of the
automotive industry as well as non-corporate entities of the national research and innovation ecosystem
such as technical universities and vocational education and training institutions. The cluster’s main
objective is to serve as a platform of knowledge and technological development within the Portuguese
automotive sector, promote partnerships, further consolidate the value chain of automobile
manufacturers and their suppliers, and develop global sourcing strategies for the automobile
components industry and its customers.

In 2019, MOBINQV was among the clusters that signed a Sectoral Pact with the Ministry of Economy
and Digital Transition, setting out several objectives for the internationalisation of the automotive sector
and specific measures to achieve them. These include:

e Prepare the automotive industry for the industry 4.0 transformation — Measures: i) Study the
impact of the industry 4.0 transformation on electrical and autonomous vehicles; ii) Support the
production capacities of less innovative companies; iii) Support companies to identify funding
sources and technological opportunities; iv) Improve the functioning of the Portugal 2020
Incentives Schemes for the automotive sector

e Increase the availability of skilled labour for the Portuguese automotive industry — Measures: i)
Implement measures that promote job creation in the automotive sector; ii) Adapt training
programmes and higher education courses to business needs; iii) Support on-the-job training
within companies operating in the automotive sector; iv) Improve the availability of human
capital.

e Improve the competitiveness of the automotive industry through technological collaboration —
Measures: i) Promote science-to-business and business-to-business linkages; ii) Encourage
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the exchange of knowledge and expertise; iii) Promote start-ups and spin-offs of automotive
companies.

e Promote the competitive advantages and technological capabilities of the automotive industry
at the national and international level — Measures: i) Foster internal demand; ii) Promote
Portugal’s brand as a technology producing economy; iii) Facilitate access to major international
manufacturers, technology developers and potential partners; iv) Strengthen domestic and
foreign investment.

e Reform the legal and regulatory environment to increase the attractiveness of Portugal as a
destination for innovative companies operating in the automotive sector — Measures: i) Promote
integrated solutions tests in specific locations within Portugal to allow domestic and foreign
companies to test the implementation of autonomous vehicles; ii) Introduce legislation on the
circulation of mega-trucks; iii) Introduce legislation on alternative fuel vehicles.

e Reduce red tape and other contextual costs for business — Measures: i) Enable companies to
respond to economic and production fluctuations; ii) Create conditions to reduce logistical costs
and overcome existing barriers; iii) Identify areas for improvement for the competitiveness of
the automotive industry.

Source: (IAPMEI, 20213¢7)

5.4. Policies acting upon the FDI-SME diffusion channels

Promoting FDI-SME linkages and strategic partnerships

Matchmaking services are available to foreign and domestic firms, but more could be done
to support supply chain development and promote R&D and technology partnerships

FDI facilitation and aftercare services as well as supply chain development programmes can be
instrumental in encouraging greater embedding of foreign affiliates in local economies and building
relationships that contribute to greater use of local SME suppliers. The Slovak Republic has a
comprehensive set of policies and programmes to promote supply chain linkages and partnerships
between foreign firms and Slovak SMEs. Most of these programmes rely mainly on the provision of
information and facilitation services rather than financial support (Figure 5.13). SARIO provides
matchmaking services through several programmes that target foreign firms and their affiliates, including
the flagship Business Link events and Slovak Matchmaking Fairs, which are implemented under the
auspices of the Ministry of Economy. Several sourcing and cooperation events are also organised
throughout the year as part of the National project “Support of the internationalisation of SMEs 2017-2023”,
geared to strengthen the internationalisation capacities of SMEs and help them access global value chains
(GVCs). Many of these matchmaking services target FDI-intensive sectors, focusing in particular on
manufacturing (e.g. engineering, automotive, transport, chemicals, and energy).

In recent years, investment facilitation and aftercare services have focused on encouraging foreign and
domestic firms to collaborate on the implementation of R&D and technology-based projects. SARIO has
established an Innovation Services Platform, which connects some of its most technologically advanced
foreign clients with innovative Slovak firms to undertake R&D. These information and facilitation services
are not coupled with financial support. In the Slovak Republic, financial incentives for R&D collaborations
remain limited in terms of volume and do not always involve foreign affiliates. This is linked to the overall
weak performance of the Slovak innovation policy system as well as inefficiencies arising from the poor
management of EU funds. Although both the SRDA and RA offer R&D grants for projects implemented by
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multiple entities, their scope can be limited to collaborations between research institutions and Slovak-
owned firms only, while in some cases the actual number of beneficiaries from business — as compared to
research institutions and universities — is small.

Figure 5.13. Policy instruments for value chain linkages and strategic partnerships

In % of policy instruments

Panel A. Value chain linkages Panel B. Strategic partnerships
[ Slovak Republic [ Portugal [ Lithuania [ Ireland [ Slovak Republic [ Portugal [ Lithuania [ Ireland
90% 90%
80% [ 80% [
70% | 70% |
60% [ 60% [
50% | 50% |
40% 40%
30% 30% |
20% | 20% |
10% | |_| 10% | |_| ’_I_I_‘
Governance  Financial support Technical Agglomeration Governance  Financial support Technical Agglomeration
frameworks schemes assistance, and collaboration frameworks schemes assistance,  and collaboration
information and networks information and networks
facilitation facilitation
services services

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

The Slovak Republic could benefit from re-balancing its policy mix beyond information and facilitation
services and towards policies that allow foreign and domestic firms to access the necessary technical
support and finance for the development of products and services through science-to-business (S2B) and
business-to-business (B2B) collaboration. The SRDA and RA should ensure that foreign affiliates are
aware of and have access to the grant schemes made available from the state budget and the EU funds
for collaborative business R&D activities. The establishment of the SARIO Innovation Services Platform is
a step in the right direction but it could be further leveraged to strengthen coordination between the various
actors involved in FDI promotion and innovation policy (e.g. SARIO, SIEA, SRDA and RA) and ensure that
SARIO clients are offered access to public support schemes provided by other government agencies. The
platform could move beyond matchmaking services and also serve as an “one-stop-shop”, connecting
foreign affiliates and innovative Slovak firms with advisors in other parts of the Slovak government,
subnational authorities, clusters, industrial parks as well as R&D and technology-focused universities.

Regarding supply chain development, policy efforts are fragmented across multiple institutions and lack a
comprehensive approach. As part of the national project for the internationalisation of SMEs, SARIO
implements the Supply Chain Development Programme, aimed at increasing the involvement of Slovak
SMEs in domestic supply networks. However, the programme has so far focused only on collecting
information and building a database on the needs of original equipment manufacturers (OEMs) and the
capacities of Slovak SMEs. An Exports Academy also operates within SARIO, organising seminars,
practical trainings and knowledge exchange workshops to help Slovak entrepreneurs improve their sales
strategies. Other important actors in the delivery of SME internationalisation services include the SBA,
which provides advisory services through their Growth Programme to help SMEs penetrate foreign
markets; and the POCE Business Centre in the Ministry of Foreign Affairs, which operates the “Let’s do
business abroad” portal with information about tenders, fairs, exhibitions and new business opportunities
involving foreign firms.

A more comprehensive approach to supply chain development will be necessary for Slovak SMEs to reap
the benefits of FDI spillovers. SARIO’s Supply Chain Development Programme could be expanded to
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provide a package of support for clusters and networks of foreign and domestic firms operating in specific
value chains. The Supplier Clubs programme implemented by the Portuguese investment promotion
agency (AICEP) is a good example of how public policy can mobilise actors across the business ecosystem
to help local SMEs collaborate with foreign affiliates. The programme combines matchmaking services to
help foreign and domestic firms identify collaboration opportunities and agree on jointly implemented
projects; business consulting services and training programmes provided by foreign affiliates to their
suppliers based on an assessment of the latter's performance; and financial support through EU-funded
incentive schemes to help SMEs upgrade their technological capabilities for the implementation of the
agreed joint projects. Such a systematic approach to value chain building in the Slovak Republic will require
the use of a more diverse range of policy instruments and greater coordination among the agencies
involved in investment promotion and SME growth policies.

Table 5.4. Policies for value chain linkages and strategic partnerships

Main policies Description Implementing
institution

Business Link events Matchmaking fairs aimed at promoting business networking and connecting domestic and SARIO
foreign firms to explore opportunities for collaboration.

Sourcing and cooperation Events, conferences, panel discussions and presentations aimed at involving Slovak SMEs SARIO

events into subcontractor networks of foreign companies and promoting joint ventures and business
partnerships.

Business partner search Matchmaking services provided by SARIO to help foreign affiliates identify Slovak suppliers SARIO
and partners for joint ventures, R&D collaborations and exchange of expertise.

SARIO Innovation Services A matchmaking platform connecting large foreign investors established in the Slovak SARIO
Republic with Slovak technology companies.

Exports Academy Business consulting, training and skills upgrading services to improve the supplier SARIO
capacities of Slovak SMEs.

Supply chain development Collecting information and building a database on the needs of original equipment SARIO

programme manufacturers (OEMs) and the capacities of Slovak SMEs

Grants for collaborative R&D Grants to support R&D projects undertaken by consortia of businesses, universities and SRDA & RA

projects research centres.

Let's do business abroad Information on tenders, matchmaking and networking fairs, exhibitions and business POCE Business

portal collaboration opportunities. Centre

Source: EC/OECD Survey on Policies enabling FDI spillovers to domestic SMEs (2021).

Facilitating the mobility of workers from foreign MNEs to local firms

Productivity spillovers from labour mobility depend on the quality of labour market regulations and the
availability of policies and programmes that encourage the movement of workers from foreign MNEs to
local firms. Striking the right balance between employment protection and adaptable labour markets, while
incentivising the mobility of skilled workers in sectors with considerable FDI presence through targeted
measures can contribute to greater spillovers on local economies.

The Slovak Republic has a rather balanced legal framework for employment protection

In the Slovak Republic, labour market policy has primarily focused on removing domestic barriers to labour
market participation and addressing labour shortages particularly in the IT and manufacturing sectors
where most FDI — and therefore demand for skilled workers — is concentrated. In 2018, the government
adopted a Strategy on Labour Mobility of Foreigners, outlining various short- and long-term measures
including: a quarterly update of the list of sectors with labour shortages; a review of the conditions for
granting temporary residence permits; a simplified procedure for filling designated scarce jobs in districts
with unemployment levels below 5%; and measures to reduce red tape in the recognition of foreign
education credentials (Government of the Slovak Republic, 201837)). Various ministries have been
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responsible for the creation of more flexible regulations that would enable employers to hire foreign workers
more efficiently.

The Slovak regulatory framework seems to attach equal importance to firm adaptability and job security.

According to the OECD indicators of Employment Protection Legislation (EPL), in the Slovak Republic,
restrictions to individual and collective dismissals of regular workers are on par with the OECD average
(Figure 5.14). In contrast, the regulatory setting for hiring temporary workers is stricter than the rules for
regular workers, and above the OECD average. Stricter rules for hiring temporary workers are usually used
by governments to encourage the uptake of permanent employment and counteract potential overuse of
temporary contracts by firms (OECD, 20203g)). In the aftermath of the 2008 global financial crisis, a number
of OECD countries, including the Slovak Republic, introduced a legal limit for the cumulated duration of
temporary work assignments.

Figure 5.14. Strictness of employment protection legislation in the Slovak Republic

OECD Employment Protection Legislation Indicators, 2019 (most strict = 6, least strict = 0)

B Slovak Republic A OECD average

Overall strictness of dismissal | Strictness of individual dismissals | Strictness of collective dismissals | Strictness of hiring regulation for
regulation for regular contracts | regulation (regular contracts) regulation (regular contracts) | workers on temporary contracts

Regular contracts Temporary contracts

Note: The OECD indicators of employment protection are synthetic indicators of the strictness of regulation on dismissals and the use of
temporary contracts. For each year, indicators refer to regulation in force on the 1st of January. Range of indicator scores: from 0 (low regulatory
protection) to 6 (high regulatory protection).

Source: OECD Employment Protection Legislation Database, 2019

The overall balance of the Slovak regulatory framework points towards potential benefits from the presence
of FDI through labour mobility; however, these are more likely to occur in regions and sectors with high
SME absorptive capacities. Recent evidence from EU countries shows that labour markets with strong
absorptive capacities are better positioned to moderate any adverse labour market effects of FDI, in
particular the crowding out of employees in domestic firms, which occurs either directly when foreign and
domestic firms compete for the same scarce labour resources or indirectly when foreign firms offer higher
wages to attract highly skilled workers (Becker et al., 202039)). These findings highlight the need to
examine labour market regulations and their role in FDI-SME diffusion by looking at how they relate to
other drivers of labour mobility, namely the absorptive capacity of domestic firms and the availability (or
lack) of skills in the local labour force. Despite the conduciveness of the regulatory framework and the
inflow of foreign workers following the simplification of employment procedures, labour mobility from foreign
to domestic firms will not be fully leveraged in the Slovak Republic unless structural challenges linked to
the absorptive capacities of local SMEs are addressed (see section on SME absorptive capacities).
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Linked to the capacity of domestic firms to retain and attract highly skilled workers is the complexity of
hiring regulations and the disproportionate impact they may have on SMEs. Findings from an analysis of
labour legislation undertaken by the SBA indicate that employment laws have changed on average 36
times per calendar year between 2016-2020 (SBA, 201921)). Interviews conducted as part of the 2021
OECD review of SME and Entrepreneurship Policy in the Slovak Republic also revealed that hiring the first
employee is especially costly for Slovak micro firms, who often opt for subcontracting to a self-employed
contractor instead of hiring a new employee (OECD, 2021}11})). The Slovak government could consider
streamlining the labour legislation and introducing targeted measures that allow micro and small firms to
be exempted from certain procedural requirements or other hiring restrictions of the labour code.

Targeted employee exchange/secondment programmes and other incentives could be also used to foster
productivity spillovers from labour mobility. In Portugal, the Portuguese investment promotion agency
(AICEP) implements the INOV Contacto programme, which allows highly skilled young graduates to
conduct a short-term internship in a Portuguese company, followed by a long-term internship in a foreign
multinational. Although these programmes do not affect the overall labour market conditions, they can
provide a more targeted approach to facilitating the transfer of knowledge and skills from foreign firms to
local labour markets. SARIO, in collaboration with SBA, could consider developing an employee exchange
programme involving foreign affiliates and Slovak SMEs. Additional measures such as incentives for
corporate spinouts could also allow employees of domestic MNEs, including foreign affiliates, to create
their own start-up. Payroll tax incentives for highly skilled or R&D workers could also encourage domestic
SMEs to hire qualified employees with prior experience in multinational firms.

Addressing workforce skills gaps and mismatches has been a key priority for the Slovak
economy

Encouraging the uptake of permanent employment, as done by the Slovak government, can have a positive
impact on Slovak firms’ willingness to invest in job training of their employees, which is an important
component of a firm’s absorptive capacity. Evidence on the role of employment protection regulations in
shaping the incentives of firms to invest in formal training shows that enforcing stricter hiring regulations
for temporary contracts and less rigid regulations for dismissals of permanent workers (as is the case in
the Slovak Republic) is associated with higher investment by firms in the human capital of their employees
(Almeida and Aterido, 2011p0)). In contrast, overly restrictive dismissal regulations combined with low
regulation of temporary contracts (e.g. Portugal) may lead to reduced investment in job training.

As described in Chapter 2, domestic SMEs still face considerable challenges to invest in job training
despite the emphasis that the Slovak government has placed on skills development. A major overhaul of
the national vocational education and training (VET) framework took place in 2015 with the introduction of
a dual education system that aimed to foster greater collaboration between employers and vocational
schools (European Commission, 20191]). The reform included simplified registration requirements for
SMEs participating in the dual system, tax and other financial incentives for employers that provide
practical training, and additional funding to VET schools. VET programmes targeting eligible job-seekers
(e.g. REPAs+, KOMPAS+) were also introduced to boost the participation of the unemployed in (re-
)training activities, with recent evaluations showing positive outcomes on participants’ employment
situation (Stefanik, 2018u2;; OECD, 2020u3)). Since the introduction of these measures, participation of
Slovak SME employees in vocational training programmes has increased, accounting for roughly 32% of
students entering vocational learning programmes in 2019 (as opposed to a 15-20% share in 2015-2017)
(European Commission, 2021441). New enrolments of apprentices have also quadrupled from 422 in 2015
to 1615 in 2019 (European Commission, 202033)).

The 2030 Digital Transformation Strategy and the related Action Plan for the period 2019-2022 are the
most recent strategic documents that seek to define policy priorities as well as specific actions to reform
the education system, introduce lifelong learning and VET programmes, and improve digital skills in the
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labour market (Government of the Slovak Republic, 2019us5)). A National Coalition for Digital Skills and
Jobs was also set up to mobilise representatives of the public and private sectors, academic institutions
and civil society to improve the digital skills of students, employees and IT specialists. However, in the
Slovak Republic, strategies, policies and reforms tend to be well developed and comprehensive, but their
implementation is often comparatively weak.

To address skill shortages a whole-of-government approach is required given the cross-cutting nature of
the skills agenda (OECD, 202119)). Linkages with other policy areas should be strengthened to ensure that
educational, vocational and training programmes are not implemented in silos but are aligned with the
Slovak strategies for smart specialisation, innovation and entrepreneurship. The programming of the EU
funds for the period 2021-2027 offers the opportunity for a better alignment of policy priorities across these
areas. Moving forward, active labour market policies could be further aligned with skills upgrading
programmes, and be coupled with investments in human capital development within SMEs and in the
general workforce.

Creating market conditions for fair competition and knowledge exchange between
foreign MNEs and Slovak SMEs

Competition rules that ensure a level playing field for foreign and domestic firms can facilitate the entry of
foreign investors and, at the same time, incentivise domestic firms to become more productive and improve
the quality of their products (Lembcke and Wildnerova, 2020ue¢)). Policies that ensure intellectual property
(IP) rights protection are also important as they guarantee the appropriability of knowledge and innovation
benefits, and determine the qualities of FDI that can be attracted.

Regulatory barriers to competition are limited, but there is room for improving product
market regulation in some sectors and domains

According to the OECD Product Market Regulation (PMR) indicators, which measure the degree to which
laws and policies promote or inhibit competition, regulatory barriers to competition are slightly above the
OECD average in the Slovak Republic (Figure 5.15). Public procurement rules, the regulatory procedures,
use of command and control regulation, the corporate governance of state-owned enterprises, and the
assessment of the impact of new regulations on competition are all relatively close to international best
practices. In contrast, public ownership of the largest operators in network sectors is higher than in many
other OECD countries, the licensing regime is burdensome and there is scope to improve the rules
regulating the interaction between interest groups and public officials. For instance, policymakers are not
required to make their agenda available to the public, nor to disclose the identity of the interest groups they
meet. However, there is a compulsory cooling-off period for public officials when they leave their post, as
well as regulation dealing with potential conflicts of interest. Moreover, a Code of Conduct for civil servants,
including rules for accepting gifts and other benefits, entered into force in January 2020.

The Slovak Republic’s PMR score indicates that there is scope to further improve its performance in the
area of administrative and regulatory burden on start-ups. Several reforms have been introduced in recent
years aimed at the simplification of business processes. This included the abolishment of the requirement
to obtain and submit information on tax arrears, which aimed to speed up the business registration process;
the creation of a new corporate structure, the simplified joint stock company, which allows new corporations
to be registered with a minimum capital share of 1 EUR; and a draft amendment to the Income Tax Act to
make it easier for Slovak SMEs to comply with tax obligations (OECD, 202111;). A Better Regulation
Strategy (RIA 2020) was also adopted by the Slovak government in 2018 in order to improve the quality of
laws, eliminate redundant regulation and reduce bureaucratic complexity. Although the RIA 2020 Strategy
is a comprehensive better regulation policy effort in accordance with international best practices
considerable delays have been observed in the implementation of specific commitments so far (OECD,
2020p71). Implementation challenges could be addressed by targeting the most urgent areas of reforms,
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choosing priority areas for action and complementing the strategy with an action plan with a realistic
timeline.

At the sectoral level, the regulatory framework in the e-communications sector is more competition-friendly
than in most other OECD countries, but less so in the energy and some of the transport sectors (Figure
5.16). This is due to the presence of state-owned enterprises, for example in the electricity, gas and retail
sectors, and regulation that is not in line with international best practices. Professional services are among
the most regulated in the OECD area, in particular notaries, architects, and civil engineers. Regulatory
barriers to competition in retail distribution are also above the OECD average, though less so in the retail
sale of medicines. For example, special administrative requirements apply for the establishment of large-
scale outlets and shop-opening hours are more regulated than in many other OECD countries. When firms
are subject to overly restrictive entry restrictions and onerous rules for conducting their business, a lack of
competitive pressure may induce them to charge above-market prices, provide sub-optimal services and
fail to adapt to market changes and innovation.

Figure 5.15. More pro-competitive regulation is needed in certain areas

OECD Product Market Regulation, 2018 (most competitive=0; least competitive=6)

B Slovak Republic A OECD average
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business evaluation of start-ups & network sectors  and investment
operations regulations

Note: The indicators refer to economy-wide regulation and are composed of the simple average of the sub-indicators on State involvement and
Barriers to entry. The indicators range between 0 (most competitive) and 6 (least competitive environment). Source:
OECD PMR database, 2018.
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Figure 5.16. Professional services are strictly regulated

OECD Product Market Regulation, by sector, 2018
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Note: Index scale 0 to 6 from most to least competition-friendly regulation.
Source: OECD 2018 PMR database

The intellectual property protection framework is well-developed; however enforcement
procedures can be further improved

The Slovak legal framework for intellectual property (IP) rights protection generally complies with European
and international standards. The Slovak Republic ranks 60t out of 141 countries in terms of IP protection
in the World Economic Forum’s 2019 Competitiveness Report, and 39t out of 131 economies in the Global
Innovation Index 2020 prepared by the World Intellectual Property Organisation (WIPQO), INSEAD and
Cornell University (World Economic Forum, 2019pg); Cornell University, INSEAD, and WIPO, 202049)).

The registration of IP rights is done through the Industrial Property Office (IPO), which is the official
government agency responsible for industrial property protection, including inventions, industrial designs,
trademarks and geographical indications of origin. The IPO operates several Patent Information Centres
and Contact and Information Points, which offer information and advisory services on IPR issues, raise
awareness among business enterprises and research institutions about the benefits of IPR protection, and
make available relevant documentation. An online portal has been also in place since 2008 to streamline
information on all matters regarding intellectual property in the Slovak Republic and abroad. Recently, the
IPO established a network of Information and Advisory Points for Innovation (INNOINFO), which are
established in business incubators, regional advisory and information centres, technical universities and
the regional departments of the Slovak Chamber of Commerce and Industry (SCCI). The INNOINFO
network specifically targets SMEs and entrepreneurs and delivers business diagnostic services.

The protection of IP rights is enshrined in several legal instruments such as the Patent Act, and the
Copyright Law, as well as in general pieces of legislation including the civil and criminal codes.
Coordination is ensured by the Inter-ministerial Commission for the Fight against Counterfeiting and Piracy,
which gathers representatives of several line ministries, the General Prosecutor’'s Office, the IPO and the
Slovak Trade Inspection Authority. Established in 2011, the Commission coordinates policy issues relating
to infringements of IP rights, monitors the implementation of the national anti-counterfeiting strategy,
organises information campaigns, and provides training to relevant public and private sector entities.

The Slovak Republic does not have a specialised intellectual property court as is the case in other EU
countries; general courts have jurisdiction to rule on all matters relating to infringements to IP rights.
Alternative dispute resolution (ADR) procedures are not mandatory, and therefore not commonly used in
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relation to IP rights disputes. The general lack of awareness and weak ADR culture, coupled with the
insufficient degree of specialisation of judges could put pressure on civil courts and increase the backlogs
of cases piled up on their calendars (SBA, 202034)). Some countries, like Italy, have taken initiatives to
support the development of ADR systems and introduced a requirement to undertake ADR sessions before
any court proceedings as a way to unburden court systems. In Portugal, a specialised IP court has been
established to address the considerable delays in the procedural stages and decision of cases involving
the enforcement of IP rights, while a state-supported Arbitration Tribunal has jurisdiction to resolve solely
IP rights disputes. In the Slovak Republic, efforts to improve the efficiency of the judicial system have
picked up over the past decade with the introduction of hosting judges to address temporary workload
challenges, legislative measures to de-register old inactive cases, and efforts to increase the use of IT
tools in courts (European Commission, 20203)). The Slovak government could consider taking additional
steps to raise awareness of ADR procedures to improve the settlement of IPR-related disputes.
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Q Regional focus: Banska Bystrica
and Kosice

This chapter focuses on regional factors determining investment decisions
and FDI-SME spillovers in the Slovak Republic, focussing in particular on
the two regions of Banska Bystrica and KoSice. The chapter firstly presents
some key economic geography characteristics of the two regions. It then
examines the FDI spillover potential and the absorptive capacity of SMEs in
Banska Bystrica and KoSice, trying to identify the competitive advantages of
FDI-SME ecosystems in the two regions. The chapter also provides some
insights on regional policies and institutional frameworks to support
FDI-SME spillovers.
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6.1. Summary of findings

Regions can differ greatly within a country, whether because of fixed factors (such as the availability of
natural resources) or policies (that affect for instance the quality of the transport network, the education
system, or local governments and institutions) that in turn determine population and the density and nature
of business activities (OECD, 2009;1;) (OECD, 2012;2). As such, firms within regions also differ, as do trade
and investment opportunities. Multinational enterprises (MNEs) consider regional rather than country-
specific factors when choosing where to invest. Policies to improve spillovers from FDI to domestic SMEs
are therefore more likely to be effective when these regional factors are taken into account.

This chapter focuses on regional factors determining investment decisions and FDI-SME spillovers, using
the two examples of Bansk& Bystrica and KoSice. A more granular, regional perspective highlights the
relevance of a place-based approach to the promotion of FDI-SME linkages in the Slovak Republic. The
regions of Banska Bystrica and KoSice have similarities in their economic structure and geography but
differ importantly as to their paths of growth and industrial development. This chapter explores the
characteristics of the two regions, including an analysis of SMEs and MNEs operating there. It also looks
into how local policy and institutions support and harm an enabling environment for FDI-SME linkages.
Box 6.1 provides some clarifications on the territorial level classification underlying the analysis in this
report and the occasional regional data limitations addressed.

Box 6.1. Territorial level classification and data limitations

Based on the OECD classification of territorial levels of Member countries (OECD, August 20213)), the
Slovak Republic has four large regions (territorial level 2 or TL2) and eight small regions (territorial level
3 or TL3). The two regions under study in this report — KoSice and Banska Bystrica — are TL3 regions
situated in less developed areas within respectively the Eastern and Central regions of the country
(TL2), with significant influence on regional innovation structures and capacities.

As for European countries in general, this classification is largely consistent with the Eurostat
Nomenclature of Territorial Units for Statistics (NUTS) 2021. For the European Union’s 2021-27
programming period, the Slovak Republic has four regions at level Il of the NUTS and eight regions at
level Ill. Only one of the broader Slovak NUTS Il regions is classified as a “more developed region”
(European Commission, 20214)).

The regional analysis in this report includes both data at territorial levels 2 and 3 of the OECD
classification (OECD, August 20213)). For some areas of investigation, only (or mainly) TL2 information
was available. Consequently, some of the evidence used in this Chapter refers to a higher geographical
level and might not fully reflect the situation at the TL3 level. In addition, these units of review should
not be confused with the (smaller) main cities in each of these TL3 regions, with the same name but
operating at the city level (Figure 6.1).

The limited availability and sophistication of regional level data makes targeted, geospatial analysis
difficult, and limits the evidence base for policy making. It may also (by default) perpetuate a
concentration of policy and investment efforts in the capital region.
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Banska Bystrica

Kosice

Economic
geography and
specialisation

Demographic
trends, skills and
infrastructure

FDI spillover
potential

Regional economic development historically driven by
mining and heavy industries concentrated in the
North.  Export-oriented manufacturing (e.g. car
components, machines) and construction also account
for an important proportion of regional value added and
employment.

The region experienced a deindustrialisation process,
shifting from the traditional specialisation in heavy
industries (mining, metallurgy, chemical) to a more
services-oriented economy.

South remained peripheral to the regional economy,
with lower industrial density and important shares of
value added coming from agriculture, forestry and
fishing — making Banska Bystrica the first agricultural
region in the Slovak Republic.

Building upon its rich natural and cultural heritage,
Banska Bystrica has invested in tourism as a driver of
local development. Distributive trade, repairs, transport,
accommodation and food services overall represent the
second sector of employment in Banska Bystrica
(following public administration)

Banska Bystrica has a older population than most other
Slovak regions. Out-migration towards other Slovak
regions (mostly Bratislava) further limits the local
talent pool.

Central Slovakia experienced a dramatic drop in the
percentage of young people not in education,
employment or training (NEET) (-10 percentage points
over 2015 and 2019), while their share remained
essentially stable in Eastern Slovakia. There seems to
be a fair diffusion of ICT and digital skills among the
regional population, especially the youngest, by
international standards.

The regional transport network has gaps that limit
connectivity, especially in lagging districts. It mainly
relies on road transport, including passenger buses,
while the railway network is poorly developed. The level
of digital infrastructure development, as measured by
the share of households with Internet access, is one of
the lowest among NUTS Ill regions.

Banska Bystrica is a comparatively weak performer in
terms of FDI attraction, accounting for only 2% of the
Slovak Republic total FDI stock — the second lowest
share across NUTS Ill regions.

Foreign investors mostly target the more
industrialised central and northern districts
neighbouring the regional capital city of Banska Bystrica,
while the south lags behind in terms of FDI attraction.

The construction and automotive components
industries, together with a few other manufacturing
activities (e.g. chemicals, electronics) account for the
bulk of greenfield FDI and the related job creation in
Banska Bystrica. The services sector's performance in
terms of greenfield investment attraction is much
weaker.

Similarly to Banska Bystrica, also KoSice experienced a
transition towards a more service-oriented economy. This
process was even stronger in KoSice, where the share of
services in value added raised above the national average.

Metallurgy remains a core sector of the regional economy.
The region hosts US Steel KoSice, the largest integrated steel
producer in Central Europe.

However, KoSice has also achieved economic diversification
through a fast-developing ICT services sector and is
becoming the most important innovation hub outside
Bratislava. The KoSice ICT industry remains extremely
concentrated and clustered, with most ICT firms in the region
located in the regional capital city of KoSice.

Tourism  (distributive ~ trade,  repairs,  transport,
accommodation and food services) is the first sector of
employment in KoSice.

Kosice has less elderly population than the Slovak
average. Thanks to the dynamism of its capital city and
emerging services economy, KoSice is also the best
performer in Central and Eastern Slovakia in terms of
attractiveness to new young residents from other Slovak
regions.

In line to what is observed in other regions outside Bratislava,
tertiary education attainment in Eastern Slovakia is low
in terms of international standards. The share of NEET
18-24-year-olds is higher than in any other NUTS Il
regions and has remained stable since 2015.

The region is accessible through a well-developed
transport network, including an international airport. The
digital infrastructure is well developed by national
standards, with 83% of households having access to the
Internet, in par with Bratislava.

Kosice is the strongest FDI performer in Eastern Slovakia,
accounting for almost 80% of the total FDI stock of the broader
NUTS Il region. Its share in the national FDI stock is also
in line with that of Western regions outside Bratislava. The
city district of KoSice Il ranks 7th across Slovak districts in terms
of inward FDI stock and is the only Eastern district among the
top-10 FDI performers.

FDI is very concentrated in the regional capital city of
Kosice, which accounts for over 75% of the regional stock.

Like in Banska Bystrica, greenfield capital investment and
investment-driven job creation concentrates in a narrow
number of industries, namely the metal, construction and
automotive components industries. However, a
non-negligible share of inward greenfield FDI is also present
in the chemicals, R&D, communication and ICT & Internet
infrastructure industries, as well as in a broad range of
services activities.
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SME and e Banska Bystrica has a limited stock of SMEs, the e Like in Banska Bystrica, the KoSice business sector is
entrepreneurship average employer firm having less than 10 employees. dominated by micro firms. Regional SMEs mostly operate
economy SMEs and large firms are concentrated in industry and in industry, but they are also present in the information and
transportation and storage, while the rest of the communication sector, where the average number of firms’
economy is dominated by micro firms. employees tend to be higher than in total economy.
o Larger firms tend to cluster together in metropolitan and =~ e Also in KoSice, SMEs and entrepreneurship activity is
most developed areas, driving sharp sub-regional very clustered around the capital city and the more
imbalances in entrepreneurial activity. developed metropolitan areas within the region.

e SMEs tend to have low survival rates and weak scale Another common characteristic with Banské Bystrica is that
up capacity, which can prevent the formation of business demography indicators signal a low survival and
linkages with MNEs. scale up capacity of local SMEs. This can be a barrier to

o Banska Bystrica has limited R&D capacity, accounting FDI embeddedness and linkages with the domestic business
for a minor share of total R&D expenditure and staff in sector.
the Slovak Republic. Central Slovakia is the second Kosice drives the R&D performance of Eastern Slovakia. It
worst performing NUTS |l region in terms of business is the second Slovak region after Bratislava in terms of
R&D expenditure and staff. government R&D expenditure and R&D staff. In the

broader NUTS Il region, however, the business sector
continues to spend less in R&D and employ less R&D staff
than in the rest of the country.

6.2. Economic geography in KosSice and Banska Bystrica

Two regions at the crossroads of Central Europe

The Slovak Republic is a landlocked country in Central Europe, bordered by Poland to the north, Ukraine
to the east, Hungary to the south, Austria to the southwest, and the Czech Republic to the northwest. The
map below illustrates the relative size and geography of the two regions (Figure 6.1). KoSice and Banska
Bystrica, albeit different, share more similarities than with the capital region of Bratislava. For purposes of
comparison, data (TL3) are presented below in order to illustrate their different characteristics (Table 6.2).

Kosice (Kosicky kraj) is the most south-eastern part of the country, geographically furthest from the capital
region of Bratislava than other TL3 regions, bordering with Hungary and Ukraine. The region stands at the
intersection of West-East European roads from the Czech Republic and Austria to Ukraine and the Russian
Federation, and North-South European roads from Poland and the Baltic States towards Hungary and the
Balkans (KoSice Region Brussels Office, 2022(5). With an area of almost 7 thousand square kilometres,
the region constitutes 14% of the country’s total area (OECD, 2022j)).

Situated centrally in the country, Banska Bystrica (Banskobystricky kraj) is the largest region by land size,
bordering with Hungary. With an area of almost ten thousand square kilometres, the region constitutes
almost 20% of the total area of the Slovak Republic (OECD, 2022).

The two regions of KoSice and Banska Bystrica have in the north the Slovak Ore mountains, an extensive
mountain range within the Carpathian mountains, that supported the industrial development of the country
into one of the most important mining centres in the world. Much of the two regions’ land is made of massive
and hard-to-access hills covered by large forests, and high reliefs. The southern part of the Banska Bystrica
region is characterised by lowland hillsides, stretching east-west and creating a corridor for transiting
between Bratislava and the city of KoSice, e.g. for the location of pipeline transport (Gregorova, 20187).
The city of Banska Bystrica, smaller by its inhabitant population, stands at approximately halfway between
the two largest cities in the country, Bratislava and the city of KoSice.
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Table 6.2. Characteristics of TL3 regions, 2020 (or latest year available)

T etezno Kosicky kraj +Kotice

vvvvvv

Ukraine

TL2 Bratislava Western Slovakia Central Slovakia

Eastern Slovakia

TL3 Bratislava = Trnava Trencin Nitra Zilina Banska
Bystrica

Geography / Demography
Population (number 669 592 564 917 584 569 674 306 691509 645 276
inhabitant, 2020)
Elderly dependency 26.19 25.19 27.03 26.77 23.03 25.77
ratio (% 65+, 2020)
Economy
GDP per capita 75149 34082 26 164 25 868 27047 23159
(million USD, current
prices, 2018)
GVA total economy 44129 17 196.2 13755.4 15711.3 16 754.9 13 467
(million USD, current
prices, 2018)
Employment
Unemployment rate 24 47 29 4.7 45 7.9
(% unemployed over
labour force 15-64)
(2019)
Innovation
R&D personnel (2019) 16 802 1986 2437 2535 4014 2 356
Total R&D expenditure 374 848 51326 94105 36 578 77 944 43725
(EUR thousand, 2019)
Government R&D 173 950 14 512 3909 28276 29639 18 982
expenditure (EUR
thousand, 2019)

PreSov

826 244

21.26

19960

14 747.7

10.2

1439
26 705

8618

KoSice

801460

22.72

25512

18 287.4

4740
71359

36 273

Slovak
Republic

5457 870

24.54

31558

154 049

5.8

36 309
776 590

314 157

Note: R&D personnel = Researchers (including PhD students), technicians and equivalent staff and supporting staff (headcount).

Source: OECD Regional Statistics database, 2022 (accessed on 21 February 2022); (Statistical office of the Slovak Republic, 2020)), Regional
statistical yearbook of the Slovak Republic 2020. Data from the Statistical Office of the Slovak Republic refer to the eight Slovak self-governing
regions, whose territory correspond to the eight TL3 regions of Slovakia in the OECD territorial classification.
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The Banska Bystrica region has a population of almost 650 000. The regional population declined by 1.2%
between 2015 and 2019, while at same time the national population increased by 0.6%. Banska Bystrica
also has the lowest population density in the country — 68.8 inhabitant per km2 (OECD, 2022j). The largest
regional city in terms of inhabitants is Banska Bystrica (city). The region consists of 13 districts, 516
municipalities, of which 24 have the status of “city”’ (Statistical Office of the Slovak Republic, 2019).
About half of the population lives in a urban setting (Statistical Office of the Slovak Republic, 2019jg)).

The KoSice region has a population of over 800 000 inhabitants (which represents about a 0.6% increase
since 2015), with a density almost twice as large as the Banska Bystrica region (119.3 inhabitants/km?)
and over 54% of its population living in urban settings (OECD, 2022;) (Statistical Office of the Slovak
Republic, 20191q)). The region has 11 districts, 17 towns and 440 municipalities (Statistical Office of the
Slovak Republic, 2019p10)). lts capital KoSice is the second biggest city in the Slovak Republic and the
industrial anchor of the east of the country (KoSice Region Brussels Office, 20225)).

Two regions in a process of deindustrialisation, with shifting specialisation

Going through a deindustrialisation process, the regions of Banska Bystrica and KoSice have experienced
a shift from a traditional industry structure — mainly in mining, metallurgy and chemical industries — to
services, that account in 2019 for 60.9% and 66.1% of regional gross value added respectively (OECD,
2022(11)) (Figure 6.2). These numbers denote a strong shift to services in KoSice compared to all other
regions (except Bratislava). 77.3% of gross value added in the capital region is indeed done in services,
as compared to a country average of 65.1%.
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Figure 6.2. Sectoral specialisation of Banska Bystrica and KoSice

Panel A. Sectoral gross value added, as a % of total regional value added, 2019
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Panel B. Sectoral employment, as a % of total employment (2019)
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The economic development of Banska Bystrica was driven by extensive mining activities and heavy
industries (e.g. ironworks, paper, cement, aluminium and chemicals manufacturing), especially in the
northern part. The southern part of the region has experienced less dynamic growth, holding a more
peripheral role in the regional economic system. In particular, the proximity to the Hungarian border, in a
context of post-World War geopolitical tensions, has deterred the settlement of industrial centres and the
processing or deposits of metallic material in the area (Gregorova, 2018;7), constraining local activities to
agriculture. In 2019, 6.4% of the regional gross value added still comes from the agriculture, forestry and
fishing sector, as compared to 2.8% on average in the country, making Banska Bystrica the first Slovak
region in terms of value added and employment in agriculture (OECD, 202211;)(Figure 6.2).

However, the metallurgy sector remains vibrant in the region and there are still niche enterprises in
historical sectors such as glass and ceramics. After 1989 and the transition of the Slovak Republic to a
market economy, many former enterprises have been able to transform to face new global conditions. The
industrial structure of Banska Bystrica has a strong export-orientation and relies on the manufacture of car
components, machines, steel pipes, and pulp, aluminium and paper. The manufacturing and construction
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sectors accounted respectively for 20.7% and 10% of regional gross value added in 2019, above national
averages (20.3% and 7.6%) (Figure 6.2).

Another important sector of employment is the distributive trade, repairs, transport, accommodation and
food services which employ 23.8% of total persons employed in the region (2019), i.e. the second largest
sector of employment after the public administration (Figure 6.2). The Banska Bystrica region has
succeeded to build upon its natural and cultural heritage. With mountains in the north and valleys in the
south, the region has high levels of natural conservation (e.g. four national parks and protected landscape
areas) and the most varied and diversified surface among all Slovak regions (Gregorova, 20187). The
region has turned into a popular winter and summer destination, developing new forms of tourism (Box
6.2).

Box 6.2. Mining tourism

Mining of raw materials leaves irreversible changes both underground and on the surface. There are
relief changes in the form of caves, heaps, and tailing ponds. There is also environmental contamination
with heavy metals (Cech et al., 202012;). Some mining brownfields — i.e. abandoned or devastated
mining sites — have been transformed for tourism purposes in the Slovak Republic as in other Eastern
European countries with similar mining tradition (Gregorova et al., 2020;13)).

Mining tourism represents a relatively new form of tourism combining adventure and adrenaline
experiences with a new visual perception of the mining landscape, especially underground (Gregorova
et al., 2020p13)). Tourists can visit mining cities or regions, mining museum, or sites that are not
necessarily out of operation, and get exposure to historical (but also contemporary) technology, material
and objects, such as facilities, buildings, tools etc., as well as mining tradition.

In addition, rural settlements that originated in mining or metallurgy industry have allowed to develop
cottages, while topography proved to be suitable for outdoor leisure (e.g. hiking, cycling, skiing, and
climbing) or water sports (Gregorova, 20187).

Source: (Cech et al., 2020121), (Gregorova, 2018(7;) and (Gregorova et al., 2020p13)).

The KoSice Region is one of the most important economic areas in the country (KoSice Region Brussels
Office, 20225)) and shares a number of similarities with the Banska Bystrica region in terms of
specialisation. Core sectors include heavy industries from the early stages of industrialisation
(metallurgical, mechanical engineering and chemical industries), manufacturing of electricals and textile,
but also a fast-developing sector of information and communication technologies (ICT) services.

Metallurgy remains a dominant sector in KoSice, accounting for 60% of industrial production and 50% of
its exports (KoSice Region Brussels Office, 20225)). US Steel KoSice — the largest integrated steel producer
in Central Europe — is a key employer in the region, with almost 9 000 people in its payroll (US Steel
Kosice, 202214)%. It also actively collaborates with selected high schools, universities and vocational
institutions in the region, whose graduates are the main source for hiring (Chapter 3) (US Steel KoSice,
2022[147). The manufacturing and construction sectors still represent in 2019 24.6% and 23.6% of regional
gross value added (as compared to 24.5% and 20.3% for national averages) (Figure 6.2).

The south of the region is characterised by its agricultural production, with important wine-growing areas
(although agriculture contributes to a much lesser extent to regional value added than in Banska Bystrica
—i.e. 2.9% against the 6.4% mentioned above — Figure 6.2) (KoSice Region Brussels Office, 2022(5)).

The two regions have invested in tourism as a driver of local development. The distributive trade, repairs,
transport, accommodation and food services employ 27.8% of total persons working in the KoSice region
(2019), which constitutes this time the largest employment sector before the public administration (24.7%).
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Figure 6.3. Shifting specialisation of Banska Bystrica and KoSice regions

Changes in sectoral share in regional gross value added, 2001-19
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However, the KoSice region has also achieved economic diversification towards a number of knowledge-
intensive, creative, and ICT-oriented sectors (Box 6.5). ICT services contribute to 7.1% of regional value
added in 2019, as compared to 4.9% on average in the Slovak Republic and 4.0% in the Banska Bystrica
region (Figure 6.2). This share is significantly above that of all other Slovak regions, including Bratislava
(5.6%). The supply of IT services has increased significantly faster in the region over the past two decades
than in the rest of the country (Figure 6.3). In addition, 9.7% of regional value added come from
professional, scientific and technical activities, and administrative and support services, which compares
slightly higher than the national average (9.5%).

The regional socio-economic performance in KoSice and Banska Bystrica is still lower

Despite significant improvements in recent years, GDP levels remain low in the two regions examined as
compared to the capital region. GDP per capita increased by over 45% in both KoSice and Banska Bystrica
over 2009-2019 — about twice the increase observed in the capital region (26%). However, overall levels
(in USD per capita) remain low compared to the national average. The two regions are at the bottom of
the national ranking in terms of GDP per capita level, followed only by PreSov.
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The comparatively low economic performance of KoSice and Banska Bystrica compounds with the high
regional income inequalities that are observed in the Slovak Republic (Chapter 2, Figure 2.7). The Gini
index that measures income inequality across regions is larger in the Slovak Republic than in the OECD,
and larger than in many other Eastern European countries (OECD, 2021}15)).

Current global uncertainties risk to slow down post-COVID-19 recovery in Slovak regions, especially in
Eastern Sovakia. The COVID-19 pandemic had a severe impact across the country, with GDP shrinking
by over 6% in 2020 (Chapter 2, Box 2.1). Recovery is anticipated in 2022 and 2023. The recovery path
however remains subject to relevant uncertainties as the Russia-Ukraine crisis, which started in the first
quarter of 2022, weights on the country’s economic outlook (Chapter 2, Box 2.2). Eastern regions risk to
be particularly exposed to the socio-economic impact of the crisis, due to their geographical location in
close proximity to the Ukrainian border. The KoSice region is at the forefront of welcoming and registering
refugees fleeing the conflict. Two of the three currently functioning Slovak-Ukrainian border crossing points
are located in KoSice, while Michalovce — the second-largest city in the KoSice Region — hosts one of the
large-capacity refugee welcome centres set up in the country (Pwc Slovakia, 202216)) (Human Rights
League and Mareena, 20221171) (OECD, 2022}1g)).

Cross-region divides in income and growth performance are linked to cross-regional gaps in
competitiveness. The Slovak Republic is ranked 42 among 141 economies in the 2019 Global
Competitiveness Index, with a score of 66.8 out of 100. Although being in the upper third of the covered
countries, the country’s position is below that of peer economies like the Czech Republic (which ranks 32),
Portugal (34) or Poland (37) (World Economic Forum, 20191191)) (NBPSR and ISA, 201920;). The relative
weakness of Slovak Republic’s competitiveness performance finds roots in the significant imbalances
across regions (Figure 6.4). The competitiveness of the Central and Eastern Slovakia is approximately half
of that achieved by the capital region (OECD, 202115)).

Figure 6.4. Competitiveness performance across Slovak regions, 2019
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Source: (EC, 2019p1)), European Regional Competitiveness Index 2019 and (Annoni, 2019227), EU Regional Competitiveness Index 2019. Based
on (OECD, 2021y151), SMEs and Entrepreneurship Policy in the Slovak Republic.

Central and Eastern Slovakia perform rather poorly in basic and innovation factors of competitiveness.
Figure 6.5 compares the competitiveness performance of Eastern and Central Slovakia with the capital
region based on the EU 2019 Regional Competitiveness Index (Annoni, 2019p22). The two regions have a
very similar profile. With the exception of two areas - i.e., macroeconomic stability and basic education —
Central and Eastern Slovakia rank lower than the capital on all competitiveness indicators. Their
performance is particularly weak in the areas of infrastructure, business sophistication and innovation.
Such weaknesses are rooted into several factors, including in particular their recent industrial decline and
shift in regional production; weaknesses in human capital and labour market operations; infrastructure
deficiencies; and the poor state of the environment (OECD, 202115)).

Figure 6.5. Drivers of competitiveness in Central and Eastern Slovakia, 2019
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Notes: The 2019 edition of the EU Regional Competitiveness Index includes more than 70 indicators at the NUTS-2 level across the EU, most
spanning the period 2015-2017, with some as recent as 2018 while a few others go back to 2014. The indicators are grouped into 11 pillars
which, in turn, are organised into three sub-indexes: basic, efficiency and innovation factors of competitiveness (Annoni, 201922)).

Sources: (Annoni, 201922), EU Regional Competitiveness Index 2019.

Ageing population, brain drain toward the west and a general skills challenge weigh on
regional imbalances

The Slovak Republic has in relative terms a larger active population base than other countries in the EU
or the OECD. The dependency ratio, i.e. the share of less than 15-year-olds and more than 65-year-olds
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over the working-age population (15-64), was 47.9% in 2020, which compares low to the totals observed
in the EU28 (55.8%) and OECD (54.1%) areas (OECD, 2022).

However, the Slovak population is ageing rapidly. The country is subject to one of the fastest increases in
the EU in the old-age dependency ratio, which is projected to surpass the EU average by 2050 (OECD,
2022y23)). This ageing trend weighs on the country’s economic outlook, exacerbating fiscal challenges from
the COVID-19 crisis and putting long-term fiscal sustainability at risk (OECD, 202223)).

At regional level, Banska Bystrica has a slightly older population than most other regions in the country,
including KoSice, which makes it is comparatively more exposed to the adverse impacts of ageing. The
share of elderly in total population (17.5%) is higher than at national level (16.6%) (OECD, 2022)). KoSice,
by contrast, has the second lowest elderly population ratio (15.3% of 65+ and 3.1% of 80+) among NUTS
Il regions, as well as a younger population.

Figure 6.6. Ageing in Slovak regions
% of elderly (+65) and very elderly (+80) population over total population, 2020*
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Notes: Regions are defined at TL3 level. * EU-28 very elderly population share is of 2019.
Source: OECD (2022), OECD Regional Database (accessed 16 February 2022).

Eastern and central regions are affected by significant out-migration towards the west, especially the
capital city. The out-migration population tends to be characterised by young people who are highly
qualified (GRNCOH, 2014p24). The Bratislava region is by far the most attractive destination for
inter-regional migrants in the Slovak Republic, especially the younger. The share of population coming
from another region in Bratislava (1.42%) is about 5-fold than in KoSice (0.25%) and Bansk& Bystrica
(0.29%) (Figure 6.7, Panel A). Together with Trnava, Bratislava is also the only region having positive net
regional mobility rate: in all the other Slovak regions, the share of population leaving to reside in another
region exceeds that of incoming inter-regional migrants (Figure 6.7, Panel B). KoSice scores relatively well
as per the number of new residents aged 15 to 19 coming from other Slovak regions, ranking fourth across
the eight Slovak NUTS lll regions in 2019 (straight after the capital and its surrounding regions Trnava and
Nitra), thanks to the attractiveness of its capital city and its emerging services economy (Figure 6.7,
Panel C). The situation is different in Banska Bystrica, which had the lowest number of new residents aged
15 to 19 coming from other regions in 2019.
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Figure 6.7. Inter-regional migrations in the Slovak Republic

A. Inter-regional mobility rate, 2018 B. Net inter-regional mobility rate, 2018
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Tertiary education attainment in the Slovak Republic is very low, achieved by only 26% of 25-64 year-olds
compared to an OECD average of around 39% (Chapter 2) (OECD, 202225) (OECD, 202126}). The
national percentage is boosted by the performance of Bratislava, where the share of 25-64 year olds with
tertiary education (46%) is almost double than at national level. In both Central, Eastern and Western
Slovakia, the proportion of 25-64 year olds with tertiary education (22-23%) is closer to that observed in
the Slovak Republic as a whole (Figure 6.8, Panel A). It is a low share by international standards, below
the average 33% share observed in EU-28 regions.

The proportion of 18-24 year-olds not in education, employment or training (NEET) has been shrinking at
national level, but the contribution of Slovak regions to this positive outcome is uneven. In the Slovak
Republic, the share of 18-24 year-olds NEET dropped significantly from over 17% to about 12% between
2015 and 2019, falling below the EU-19 value (13%) (Figure 6.8, Panel B). At regional level, the stronger
decrease (about ten percentage points) was observed in Central Slovakia. In Eastern Slovakia, by contrast,
the share of NEET 18-24 year-olds — which in 2015 was around 20%, at par with Central Slovakia — has
remained substantially stable over the years and stood at 19% in 2019, i.e. significantly higher than in any
other Slovak TL2 region.
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Figure 6.8. Education and skills in Slovak TL2 regions

Panel A. % of 25 to 64 year-olds by educational attainment, 2019 Panel B. % of 18-24 year-olds not in education and unemployed or inactive (NEET),
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Source: OECD (2022), OECD Regional Database (accessed 16 February 2022)

Evidence on digital awareness in Banska Bystrica is limited, but recent survey outputs are encouraging. A
2019 World Bank survey on the digital literacy of public transport users and not users in the Banska
Bystrica region (World Bank, 2020p7) revealed a widespread diffusion of smartphones among 16-26 year-
old interviewees, which suggests a high level of digital awareness amongst this age group. Also, almost
70% of the transport users surveyed across all age groups used the Internet to obtain public transport
information and nearly 50% used electronic transport payment systems. The relative diffusion of such
digital services and solution suggests a good provision of basic digital skills among the Banska Bystrica
population.

In all Slovak TL2 regions, ICT and digital skills seems to be in reasonably good supply by international
standards. The average share of individuals using the Internet on a weekly basis in Slovak NUTS Il regions
(88%) is the same as in the Czech Republic and higher than in Poland (84%) and Portugal (80%). If
Bratislava has the highest percentage of regular internet users among the peer European regions observed
in Figure 6.9, Panel A (94%), the other Slovak TL2 regions also perform reasonably well by international
standards (85-87%). The private use of e-commerce solutions also seems more common than in most
peer regions abroad. The share of individuals who purchased goods and services online for private use
over the previous year in Eastern Slovakia (73%) or Central Slovakia (75%) is higher than in any Polish or
Portuguese comparator regions.
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Figure 6.9. Internet use by individuals in Slovak NUTS Il regions, 2021
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Notes: Regions are defined at NUTS Il level (see Box 6.1 for more information on current data limitations and the territorial classifications used
in this report).
Source: Eurostat (2022), Regional statistics, Regional digital economy and society (accessed 31 March 2022)

There are deficiencies in transport and digital infrastructure, especially in Central and
Eastern regions

In the Slovak Republic, the quality of transport infrastructure varies across regions. Despite the central
position of the Slovak Republic and good access to large European markets, the country’s transport
networks are unbalanced, with uneven coverage across regions and rather poor inter-regional connectivity.
The low quality of the infrastructure in the south and east of the country has affected FDI prospects in
these regions (OECD, 202115)) with the costs of access from the east of the country to the rest of the EU
estimated to be among the highest in the EU (Szczurek, 20172)). This has also an impact on inter-region
access, trade and labour mobility.

The KoSice region is accessible through a well-developed transport network that converges towards the
regional city of KoSice. The international airport connects the city and the region to the capitals or business
centres of European neighbours, such as Prague, Vienna, Warsaw, London, Munich and Dusseldorf
(KoSice Region Brussels Office, 2022;s)).

The transport network in Banska Bystrica has gaps that limit connectivity, especially in lagging districts.
The Banska Bystrica region has a reasonably good road network, despite poor road surfaces in some
remote areas (World Bank, 202027;). The main Slovak Republic’s west-east motorway (D1) does not cross
the region. However, the city of Banska Bystrica has a good highway connection to Bratislava. The regional
international airport Sliac is used for chartered and private flights. The railway network quality is variable
with speed restrictions and unreliability in some places. The region is not integrated in any trans-European
rail corridor. Train service in mountainous areas is comparatively slow due to the tortuous curves in place
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to traverse mountain ranges (SARIO, 2014pg). By contrast, the bus network has a much higher
geographical penetration, with currently 319 bus lines in the region, which are connected to interregional
and international bus services (World Bank, 202027)).

Digital infrastructure development is also uneven across regions, with Banska Bystrica lagging behind. The
intensity of broadband Internet access, together with the associated skills and capacities base, matter for
a region’s overall FDI attractiveness. Fixed internet subscription is significantly higher in the capital region
than in any other region: 2019 figures indicate this is over 300 000 in Bratislava compared to approximately
210 000 in Kosice and about 160 000 in Banska Bystrica (Statistical office of the Slovak Republic, 2020s)).
In Banska Bystrica, the share of household with Internet access (79%) is lower than in any other Slovak
region and also significantly below the national average (82%). KoSice, by contrast, performs in par with
the capital region, with around 83% of households having access to the Internet (Statistical office of the
Slovak Republic, 2020s)).

Figure 6.10. Digital infrastructure in Slovak regions, 2019
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Source: (Statistical office of the Slovak Republic, 2020)), Indicators T 17-1 and T 17-2.

6.3. FDI spillover potential

Inward FDI is concentrated in Bratislava while KoSice drives the FDI performance of the
East

The east-west divide in economic performance and competitiveness which characterises the Slovak
Republic also affects regional FDI stocks (Fabus, 20180) (OECD, 2021}15)). The places with the highest
FDI stocks are almost exclusively situated in Western Slovakia. Similarly, the regions with the lowest level
of FDI stocks are situated in Central and Eastern Slovakia (Dudas, 201931).

The performance of Bratislava in terms of FDI attraction surpasses all other regions. In 2019, the Bratislava
region accounted for 69% of the total FDI stock in the Slovak Republic — that is, almost five times the
cumulative share of the next two best performing regions (Zilina and Trnava, 14% in total) (Figure 6.11).
Statistics on the Bratislava FDI stock could however be influenced by methodological issues, e.g.
concentration of company’s headquarters in the capital city (Dudas, 201931)). But even looking beyond
Bratislava, the FDI stock of western regions (Trnava, Trencin and Nitra, 14%) is higher than that of eastern
regions (KoSice and Pre3ov, 6%).
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Figure 6.11. Slovak Republic FDI inward stock by region, 2019
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Source: National Bank of Slovakia (NBS), “Foreign Direct Investment”, www.nbs.sk/sk/statisticke-udaje/statistika-platobnej-bilancie/priame-
zahranicne-investicie (accessed 18 March 2022).

The east-west divide in the FDI stock is also visible at the district level (Table 6.3). The top-10 sub-regional
districts with the highest FDI stocks are almost exclusively located in Western Slovakia, with the five
Bratislava city districts leading the ranking. All of the ten lowest ranking districts, by contrast, are located
in central and eastern regions, with half of them in the sole PreSov.

Table 6.3. FDI inward stock in Slovak regions: top- and bottom-10 districts, 2019

Top-10 districts Bottom-10 districts
District name Inward FDI stock L3 region District name Inward FDI stock L3 region
(EUR) (EUR)
Bratislava | 13936 643.43 Bratislava Vranov nad Toplou 18 760.01 PreSov
Bratislava Il 13824 478.53 Bratislava Rimavska Sobota 14 971.40 Banské Bystrica
Bratislava Il 4297 903.87 Bratislava TrebiSov 8 630.47 Kosice
Zilina 2753 274.94 Zilina TurCianske Teplice 0.00 Zilina
Bratislava IV 1748 044.64 Bratislava Poltar 0.00 Banska Bystrica
Bratislava V 1556 157.15 Bratislava Levoca 0.00 PreSov
Kosice Il 1161 323.19 Kosice Medzilaborce 0.00 PreSov
Senec 854 566.71 Bratislava Stropkov 0.00 PreSov
Trnava 812 533.85 Trnava Svidnik 0.00 PreSov
Malacky 779124.35 Bratislava Sobrance 0.00 KoSice

Note: The Slovak Republic is divided into 8 regions and 79 districts. With the exception of Bratislava and KoSice, each district consists of a
district capital and its surroundings. Bratislava and KoSice are the largest cities in the country and they consist of five and four districts
respectively. The ranking excludes the following nine districts, for which data is confidential: Banska Stiavnica, Bardejov, Detva, Gelnica,
Kosice Il, Krupina, Sabinov, Snina, Stara Luboviia.

Source: National Bank of Slovakia (NBS), “Foreign Direct Investment”, www.nbs.sk/sk/statisticke-udaje/statistika-platobnej-bilancie/priame-
zahranicne-investicie.

The dominant share of the Bratislava region in total FDI stocks has remained substantially stable since
2012 (Gress, 201932)). Bratislava’'s comparative advantage in attracting FDI is likely to be rooted in its
more favourable geographical location, infrastructure endowment and entrepreneurial environment (Gress,
201932)) (Dudas, 201931)). Furthermore, the country’s key institutions are based in the capital region. The
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regions to the west of the Slovak Republic — in very close proximity to the capital region — are, most likely,
benefiting from agglomeration effects which are strongly associated with concentrated FDI efforts in
Bratislava.

If the west benefits from its proximity to the capital region, the center and the east lag behind. KosSice is
rather isolated in Eastern Slovakia as a reasonably strong FDI performer. The region accounts for 5% of
the Slovak Republic total FDI stock — in par to the contribution of Trnava, Trenéin and Nitra in the west —
and is responsible for almost 80% of Eastern Slovakia total FDI stock, far outstripping the performance of
PreSov (Figure 6.11). The four KoSice city districts drive the regional performance, attracting more than
75% of total regional FDI stock (National Bank of Slovakia (NBS), 202233)). Despite its central geography,
the very different economic structure in Banska Bystrica has led to a very limited share of inward FDI (only
about 2% of the national stock). FDI is concentrated in the central-northern part of the region (Banska
Bystrica and Zvolen districts), while southern districts — less industrialised and more peripherical to the
regional economy — fail to secure significant investment inflows.

Announced new greenfield investment projects based on fDi Markets data (Financial Times, 2021(34;) show
the primacy of Western Slovakia as target region for such types of investment. Bratislava attracted almost
one third of total greenfield capital investment in the Slovak Republic between 2010 and 2020 and roughly
a further third went to the other western regions (Nitra, Trnava and Trencin). The KoSice region secured
around 5% of total inward greenfield investment over the same period, while Banska Bystrica attracted
less than 3%, ranking last among Slovak regions. The distribution of new jobs created from greenfield FDI
across regions reflects the geography of investment. Greenfield investment generated 4 935 new jobs in
the Banska Bystrica region between 2010 and 2020 (4% of the total), that is, less than one seventh of the
37 107 new jobs created in the Bratislava region over the same period. The KoSice region performed
better, securing 8% of all the new jobs created at national level in 2010-20 (although also remaining far
below the Bratislava region).

Productivity premia of foreign firms are low across all Slovak regions

Productivity spillovers from FDI are more likely to occur if foreign firms perform better than domestic firms
(OECD, forthcomingss)) (Chapter 2). A productivity premium of foreign firms is observed across Slovak
NUTS Il regions, but it tends to be lower than in EU comparator countries such as Portugal, Latvia or
Greece (Figure 6.12). In line to what is observed in the selected benchmarking economies, productivity
gaps tend to be smaller in metropolitan regions, namely Bratislava. Central Slovakia, where Banska
Bystrica is located, exhibits the lowest productivity differences between foreign and domestic firms.

The existence of a productivity advantage of foreign firms over domestic firms suggests some potential for
spillovers. However, if the productivity difference is too large SMEs may face difficulties in closing the gap.
Relatively lower differences in productivity, by contrast, could suggest narrower performance gaps and
better absorptive capacities of domestic SMEs, which could facilitate knowledge exchange with foreign
partners.
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Figure 6.12. Performance differences between foreign and domestic firms across regions, selected
EU countries, 2019

Are foreign firms more productive than their domestic peers? (yes if value > 0; no if value < 0)
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Note: See methodology in OECD (OECD, 2019;3¢)).
Source: (OECD, 2019gs)), FDI Qualities Indicators using data from the World Bank Enterprise Surveys.

Greenfield investors in KoSice and Banska Bystrica target a limited number of industries

Both in terms of capital investment and jobs created, greenfield investment in the KoSice region is
concentrated in a narrow number of industries, reflecting regional economic specialisation (Figure 6.13,
Panel A). The metal industry (steel, aluminium and other fabricated metal products as well as machine
shops, turned products, screws, nuts and bolts) is the main target of foreign greenfield investors in KosSice,
accounting alone for almost 30% of total inward capital investment and 20% of the related jobs generated
in the region between 2010 and 2020. The construction and automotive components industries overall
attracted a further 40% of total greenfield investment (and over half of all new jobs generated) over the
same period. The remaining regional stock of greenfield investment is distributed across a broad range of
industries, including chemicals; communication; ICTs and Internet infrastructure; energy; and a number of
services of higher value added (e.g. R&D, sales, marketing and support).

Greenfield investment in Banska Bystrica is even less diversified. The construction and automotive
components industries also account for the bulk of inward greenfield investment in Banska Bystrica
(Figure 6.13, Panel B). Each of these industries attracted around one quarter of total investment received
between 2010 and 2020 and one third of the jobs it generated. Other manufacturing industries — including
chemicals, ceramics and glass, metals or plastics — account for the rest of the regional inward greenfield
investment stock, while the services sector (mainly business services, logistics, distribution and
transportation) attracted a much smaller share of investment in the period observed. The high sectoral
concentration of greenfield FDI in the two regions presents vulnerabilities in these territories to any
downturn in the related sectors.
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Figure 6.13. Sectoral distribution of total inward greenfield investment in the Kosice and Banska
Bystrica regions in 2010-2020

In % of total capital investment and new jobs generated

Panel A. KoSice Panel B. Banska Bystrica
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Source: (Financial Times, 202134)), Financial Times fDi Markets database (accessed July 2021).

6.4. SMEs absorptive capacity

Both regions count mostly micro firms and SMEs are unevenly distributed across
economic sectors and regional districts

Micro firms account for the bulk of the business population in both Banska Bystrica and KoSice. The Slovak
business population is strongly characterised by micro and single person businesses (Chapter 2) (OECD,
2021p15)). The situation does not differ at regional level in both Banské Bystrica and KoSice, where micro
firms represent 90% of the total business population (OECD, 202237;). As observed at the national level,
the prevalence of micro firms in the business population is a hampering factor for the aggregate productivity
of these regional economies and can also deter foreign investment, reducing opportunities for FDI
spillovers. Common challenges for micro businesses indeed include poor scale-up capacity and difficulties
in absorbing knowledge and technology which can constraint the type of investments multinationals make
in the regions.

SMEs density — i.e. the number of SMEs per 10 000 inhabitants — in Bratislava outstrips that of the other
regions form the Slovak Republic (Table 6.4) (OECD, 2021115)). Differences in SMEs density across regions
outside the capital are also sharp. Banska Bystrica and KoSice have the lowest SMEs density among
Slovak regions.

Both in KoSice and Banska Bystrica, SMEs operate in a limited number of sectors. In Banska Bystrica,
firms above 10 employees are concentrated in the transportation and storage and industry sectors, while
the rest of the economy appears to be dominated by micro firms (OECD, 202237) (Figure 6.14). In sectors
where SMEs are underrepresented, the likelihood of knowledge transfer from FDI to the domestic business
centre is limited. In KoSice, in addition to industry, some SMEs operate in information and communication,
where firms register an above-average size of 14.7 employees each (the average in total economy being
of 8 employees). This (most likely) reflects the dynamism of this fast-developing sector of the regional
economy (Box 6.5) and increases the potential for FDI spillovers to materialise. In both regions, overall,
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SMEs and large firms are less broadly represented across the economy than in Bratislava, where the
average size of firms exceeds the threshold of ten employees in a larger number of economic activities,
including wholesale and retail, financial and insurance activities and real estate activities.

Figure 6.14. Average size of employer firms, by sector, 2017
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Notes: * Industry: excluding construction. ** Financial and insurance activities; real estate activities: except activities of holding companies.
“** Total economy: industry, construction and services excluding insurance activities of holding companies.
Source: (OECD, 2022;37), OECD Regional Statistics database: Business demography.

Both in KoSice and Banska Bystrica, firms are unevenly distributed across sub-regional districts. SMEs
and larger firms tend to cluster together in metropolitan and most developed areas, driving sharp sub-
regional imbalances in entrepreneurial activity. This limits the potential for FDI spillovers to the local
economy in the less developed districts, as foreign investors also tend to target the more industrialised
and urbanised areas within the two regions. In the KoSice region, the regional firm stock is concentrated
around the capital (districts of KoSice I-IV, Gelnica and KoSice Okolie) — where almost all the large firms in
the region also operate — while peripheric districts report less active firms (Statistical office of the Slovak
Republic, 2020ig) (OECD, 202115). In Banska Bystrica, district-level differences in entrepreneurial activity
are also sharp. Large firms above 50 employees appear to be concentrated in a few central and northern
districts (e.g. Banska Bystrica (capital district), Banska Stiavnica, Brezno, Detva, Krupina). The number of
active businesses in the capital district of Banska Bystrica is around 22 times higher than in the
neighbouring districts of Ziar nad Hronom or Zarnovica.

Lower business survival and scale up capacity can prevent the formation of linkages
with MNEs...

The Slovak Republic has one of the highest business start-up rates across OECD countries, but it also has
among the lowest new enterprise survival rates — which most probably reflects the scale-up difficulties of
its very large population of micro firms (Chapter 2). The rate of firm creation in Bratislava is lower than in
the other Slovak regions (Table 6.4), but this suggests a more resilient SME and entrepreneurship
ecosystem, with less firm deaths and higher survival rates (OECD, 2021;15)). In both Banska Bystrica and
Kosice, the rate of firms’ death is about twice than in Bratislava, and only about 63% of new firms survive
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three years after creation, against 67% in the Slovak Republic as a whole and about 80% in Bratislava
(Table 6.4).

Low business survival rates in the two regions under review can deter FDI in these territories, not least
because of an unpredictable supply chain. Targeted support and reforms to boost the survival rates of
SMEs and micro businesses can generate a more attractive investment environment. Strategic
collaboration efforts, which serve to benefit both MNEs and local businesses, can best be achieved in a
more stable business environment (OECD, 20211s)).

Table 6.4. SME and entrepreneurship activity by region, 2018

Region Stock of active Rate of firm Rate of firm Survival rate -one  Survival rate - three
registered SMEs per creation deaths year after creation"  years after creation
10 000 people

Bratislava 1664 8.30% 4.40% 89.40% 79.70%
Zilina 955 10.70% 7.10% 81.00% 65.80%
Nitra 861 11.80% 7.70% 78.40% 63.70%
Trnava 832 10.10% 6.10% 82.40% 65.20%
Trencin 765 10.50% 7.70% 78.70% 64.00%
PreSov 730 13.50% 8.40% 72.60% 61.50%
Banska Bystrica 681 11.40% 7.60% 77.40% 63.50%
Kosice 583 11.00% 7.40% 77.00% 62.60%
Slovak Republic 874 10.60% 6.70% 80.40% 66.90%

Notes: Calculated on the basis of the date of establishment and disestablishment of the entity. Number of newly born firms and number of firms
deaths divided by the number of enterprise population (active and inactive).

Sources: (OECD, 2021y15), SME and Entrepreneurship Policy in the Slovak Republic, p. 52, based on 2018 data from the Slovak Business
Agency (SBA).

R&D capacity concentrates in the capital region

At the regional level, R&D capacity is concentrated in Bratislava. The capital region accounts for about half
of total gross domestic spending on R&D in the Slovak Republic (Chapter 2) (Figure 6.15, Panel A).
Bratislava also concentrates 55% of government R&D expenditure. Furthermore, Bratislava has 3.5 times
as many R&D workers as KoSice and over 7 times as many as Banskéa Bystrica (Statistical office of the
Slovak Republic, 2020)). This indicates that skills, capacity and infrastructure related to R&D are mainly
concentrated in the capital region, that contributes disproportionally to the national STI system.

KoSice drives the R&D performance of Eastern Slovakia. It is the second Slovak region in terms of
government R&D expenditure (accounting for 12% of the total) and R&D staff endowment (13%). It also
accounts for 9% of total R&D expenditure in the Slovak Republic, ranking fourth across the eight NUTS I
regions.
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Figure 6.15. R&D capacity in Slovak regions, 2019

Panel A. % of R&D expenditure and staff in the Slovak Republic, by NUTS Ill Panel B. Structure of R&D expenditure in Slovak NUTS lil regions,
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Notes: R&D personnel includes persons employed directly in the field of R&D as well as persons providing direct services to R&D (headcount).
Other sources of expenditure: higher education institutions, private non-profit organisations and funding from abroad. Data refers to the eight
Slovak self-governing regions. These correspond to the 8 OECD LT3 regions (OECD, August 2021;3)) and to the eight EU NUTS Il regions of
the Slovak Republic

Source: Statistical office of the Slovak Republic (2020), Yearbook of science and technology in the Slovak Republic 2020,
https://slovak.statistics.sk.

R&D expenditure in Slovak SMEs increased significantly in recent decades, but remains below the OECD
average (Chapter 2). This is a constant feature across businesses of all sizes (e.g. even MNEs invest little
in R&D by international standards), with a high concentration of business R&D in a few large companies
in automotive and electronics sectors. This, in turn, reinforces and perpetuates the Slovak Republic’ status
as an assembly hub of intermediate, imported inputs, whose competitiveness is still derived from low
production costs.

In absolute terms, business enterprises in KoSice and Banska Bystrica spend almost the same amount in
R&D - that is, about one sixth than in the Bratislava region. In Banska Bystrica, however, business R&D
represents about half of total R&D spending, while in KoSice business enterprises account for only 32% of
total R&D — a figure that is more similar to that observed in Bratislava (37%) (Figure 6.15, Panel B). Like
the capital region indeed, KosSice attracts a higher share of R&D funding from government, HEls, private
non-profit organisations and foreign sources, resulting in a more diversified R&D expenditure structure. In
western and northern regions outside the capital, the business sector accounts for a significantly higher
proportion of total R&D expenditure — up to 70% in Trnava and 90% in Trencin, which probably reflects the
activity of larger firms (including multinationals) operating in the local manufacturing clusters.

In both KoSice and Banska Bystrica, business R&D expenditure as a share of the regional GDP stands
between 0.2 and 0.3%, which is lower than in the Slovak Republic as a whole (0.4%), and also ranks low
across the eight NUTS Il regions (Figure 6.16). The TL2 region of Eastern Slovakia, where KoSice is
located, also lags far behind the other NUTS Il regions in terms of R&D staff employed by the business
sector —i.e. 0.18% of total employment in 2018, which is about half than in Central and Western Slovakia
(around 0.30%), as well as in the Slovak Republic as a whole (0.36%) (OECD, 20223g)).
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Figure 6.16. Business sector R&D in Slovak regions
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Source: Statistical office of the Slovak Republic (2020), Yearbook of science and technology in the Slovak Republic 2020,
https://slovak.statistics.sk (accessed 23 May 2022); (OECD, 20223s)), OECD Regional Statistics database: Regional Innovation (accessed
23 May 2022).

Firms in Eastern and Central Slovakia are relatively well integrated in international
patent co-operation networks

The degree to which patenting results from collaboration (either within the same region or country or with
foreign regions) may shed some light on the level of R&D co-operation and knowledge exchange in national
or local economies. Co-patenting implies the ability to establish external contacts and collaboration to
access knowledge, technology, competences and skills that are needed to innovate. Co-patenting
involving foreign investors also provides some insights on the degree of research internationalisation and
firms’ integration in international knowledge networks (OECD, 2017 39)).

Overall, co-patenting is less diffused in Slovak regions compared to peer EU regions. In 2015, the number
of co-patent applications filed under the Patent Co-operation Treaty (PCT) in Slovak regions compared
low with peer regions in Portugal, Poland and the Czech Republic (Figure 6.17, Panel A).

International co-invention, however, seems relatively common among Slovak firms. In 2015, the share of
co-patents involving partners from abroad was 90% in Central Slovakia, which ranks very high across
comparator regions (Figure 6.17, Panel B). In Eastern Slovakia, almost 70% of co-patents resulted from
collaboration with foreign regions, which is close to the average share of peer regions included in
Figure 6.17.
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Figure 6.17. Co-patenting in Slovak regions, 2015
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Source: (OECD, 2022;33), OECD Regional Statistics database: Regional Innovation (accessed 23 May 2022).

6.5. Regional governance and policy mix for FDI-SME spillovers

Promoting and facilitating productivity-enhancing FDI

SARIQ'’s subnational offices in KoSice and Banska Bystrica hold primary responsibility for

FDI promotion in the two regions

Government agencies acting upon FDI-SME ecosystems have a larger footprint in KoSice and Banska
Bystrica than in any other regions outside the capital. Slovak government agencies have recently
expanded their presence and services at subnational level through the establishment of regional offices

and branches (Chapter 4). Outside Bratislava, KoSice and Banska Bystrica host the majority of

these

subnational offices, reflecting their key relevance to the economy of Eastern and Central Slovakia

(Figure 4.2). All the three main government agencies acting upon FDI-SME ecosystems under the M

inistry

of the Economy — namely the Slovak Business Agency (SBA), the Slovak Innovation and Energy Agency
(SIEA) and the Investment and Trade Development Agency (SARIO) — operate regional centres in both
Kosice and Banska Bystrica. The presence and operation of these regional centres can be a factor in local
FDI attraction and embeddedness, provided that effective linkages and collaborations are established with
local investment promotion stakeholders (self-governing bodies, business networks and associations,
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etc.). Adequate policy attention should be paid to providing these subnational offices with the necessary
autonomy and resources to tailor their services to the particular needs of their local area, build their own
contacts and brands, and lead partnerships with regional and local authorities (Chapter 4).

The Slovak Agency for Investment and Trade (SARIO) holds primary responsibility for FDI promotion in
Banska Bystrica and KoSice. In addition to its headquarters in Bratislava, SARIO operates two regional
offices in KoSice and Banska Bystrica, which ensure its presence and activity not only in the two regions
in question but also in the wider TL2 regions of Eastern and Central Slovakia. Through its regional offices,
SARIO is the main public agency for investment promotion and attraction in KoSice and Banska Bystrica.
Indeed, since the former East Slovakian Investment Agency ceased its operation in 2019, no autonomous
subnational investment promotion agency seems to operate in KoSice, Banska Bystrica or the
neighbouring TL2 regions.

Governments can adopt a wide range of institutional arrangements for FDI promotion and facilitation at
subnational level, depending among others on the country size, the overall level of centralisation of the
economic policy and the related multilevel governance mechanisms (OECD, 2021u0;). Similarly to the
Slovak Republic, many other OECD economies have a centralised system of national IPAs that interact
with subnational branches, including Ireland or the Czech Republic (OECD, 2021p0)). Other IPAs do not
have subnational branches and rather rely on autonomous subnational bodies and institutions for local
investment promotion and facilitation — this is the case for almost half of OECD IPAs (OECD, 20181)).

There is room to enhance the level of collaboration and engagement of the local network of
FDI promotion and facilitation stakeholders

As part of its pivotal role in regional investment promotion, SARIO’s office in KoSice interacts and maintains
relationships with a wide network of regional stakeholders, mostly as information providers and reference
suppliers. These include regional and municipal authorities, although poor organisation and co-ordination
often limit the scope of self-governing bodies’ contribution and engagement in investment promotion and
facilitation activities (Capik, 2019u42;). The adoption of tailored co-ordination mechanisms could help
overcome these challenges. For instance in Sweden, a code of conduct agreement among the national
IPA and the regions was established to better communicate opportunities and encourage exchange of
information. As another example, the French IPA (Business France) has designed a formal
information-sharing process to increase the efficiency of the collaboration with France’s 13 regions (OECD,
20211401) (OECD, 201841)).

The overall involvement of private capital in FDI promotion and facilitation activities in Banska Bystrica and
Kosice remains limited. The activities of the US Steel Economic Development Centre (EDC) in KosSice
between 2001 and 2007 represented a notable exception to the otherwise scarce engagement of private
enterprises (Capik, 2019u2;)(Box 6.3). Local chambers of commerce (such as the American ones — see
also infra) also support SARIO’s investment promotion activities in both Banska Bystrica and KoSice by
acting as information sources and networking platforms amongst their members. Collaborations with
SARIO’s regional offices are often project-specific and their intensity can vary on an ad hoc basis (Capik,
2019pu2)).
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Box 6.3. US Steel Economic Development Centre (EDC) in KoSice

The US Steel Economic Development Centre (EDC) in KoSice represented an interesting example of
private capital participation in the investment attraction process, and a unique one in Central-Eastern
Europe.

The EDC was founded in 2001 with the primary objective of contributing to regional promotion and
investment attraction to Eastern Slovakia. The EDC was initially planned to operate for a two-year
period, but US Steel KoSice ended up running it for six years, unit it was moved under the umbrella of
the Kosice Self-governing region as of 1st January 2008.

The EDC developed an extensive network of partners including public institutions such as SARIQO, local
and regional authorities, and universities. Being a part of US Steel, the EDC could leverage the
company’s far-reaching international contacts in preparing and performing a variety of promotional
activities, ranging from the publication of promotional materials to the organisation of road-shows. The
Centre’s promotional activities mostly targeted the United States and Canada and aimed to attract
manufacturing investors with potential to have a positive impact on the regional labour market.

During its six years of operation, the Centre drew 26 foreign investors to Slovakia, corresponding to an
aggregate investments of USD 250 million, creating over 4 000 new workplaces.

The model developed by the EDC has subsequently been emulated in other parts of Europe. Upon the
purchase of the Serbian steelmaker, Sartid, US Steel opened a comparable Economic Development
Centre in Belgrade.

Source: (Capik, 2019u2); (The Slovak Spectator, 200843

Kosice is one of the largest beneficiary regions of SARIO’s investment promotion and
attraction activities, while Banska Bystrica has taken less advantage from them

Investment promotion agencies operating at subnational level play an essential role in reducing the
information asymmetries that firms face when searching for a location and simultaneously use this
knowledge of firm preferences to promote their regions (OECD, 2022441). In Banska Bystrica and KoSice,
SARIO’s regional offices offer a variety of services aimed to promote and facilitate investment, support
matchmaking between FDI and local firms and embedding FDI in the local economy. These services
include the provision of information to foreign investors, including tailored analysis on the regional labour
pool, the biggest local employers and potential sourcing partners. They also include consultancy services
to foreign companies and support to networking between self-governing bodies; the local business sectors;
regional universities and research institutions; and foreign investors. SARIQO’s regional offices also monitor
and map available real estate in the regions and formulate tailored offers to local and foreign investors
interested in starting or expanding their business in Central and Eastern Slovakia (SARIO, 202245)).

KoSice is one of the largest beneficiary regions of SARIO’s investment promotion and attraction activities,
while Banska Bystrica seems to take less advantage from them. Since 2002, SARIO supported more than
600 investment projects at national level, whose regional distribution (also in terms of job creation) is shown
in Figure 6.18. After Nitra, KoSice appears to be the second largest beneficiary from SARIO’s investment
support activity, gathering 14% of all investment projects supported. The region also secured 14% of the
jobs generated by the supported investment, ranking fourth across the eight Slovak NUTS Il regions.
Banksa Bystrica benefitted less from SARIO’s FDI promotion activity. Only 11% of total investment projects
supported by SARIO indeed, and 10% of the jobs generated, were located in the Banské& Bystrica region
— only the PreSov region in Eastern Slovakia ranks lower.
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Overall, the proportion of investment projects supported by SARIO in central and eastern Slovak regions
increased over the period 2002-21 (SARIO, 2022u6]). Moving ahead, due policy attention should be paid
to boost this trend and at same time strengthening SARIO’s focus on promoting and facilitating investment
in lagging regions and districts, including Banska Bystrica and the less developed areas of Eastern
Slovakia.

Figure 6.18. Regional distribution of successful investment projects supported by SARIO over
2002-21

Panel A. % of investment projects supported by region Panel B. % of jobs created as result of investment by region

PreSov PreSov
9% 6%

Trnava
Nitra Banské Bystrica 18%
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Trnava
1%
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o
Banska Bystrica 14% Nitra
9 15%

Bratislava
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Trengin
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Kosice 15%
Bratislava 14%

12%

Source: SARIO (2022), Overview of successful SARIO projects, www.sario.sk/sites/default/files/sario-success-stories-2022-03-01-sk.pdf

The recent adoption of a place-based approach in the design of investment incentives has
not yet shown significant impact on the investment performance of the lagging regions

In the Slovak Republic, the majority of FDI-SME diffusion policies applies to all regions in equal terms
(Chapter 5) (EC/OECD, 2021u7;). However, FDI promotion policies have a stronger regional focus
compared to other policy areas, as for instance SME innovation support programmes, and seek to enhance
investment attraction in lagging regions.

The adoption of a place-based approach in Slovak FDI policy is relatively recent. Some increased attention
to regional convergence in the design of FDI promotion policies was observed since the early 2000s, mainly
spurred by the EU enlargement process and an adaptation to the European state aid rules. Before then,
FDI promotion policy in the Slovak Republic had no regional development focus (Sipikal, 2011us)). As other
central European economies in the same years, the Slovak Republic concentrated its policy efforts on
attracting FDI within its borders, without prioritising less developed regions over the others (Fabus,
2018301).

The current Regional Investment Aid Scheme, adopted in 2018 — i.e. the main instrument to support and
facilitate productivity-enhancing investment in the Slovak Republic — applies to all regions outside the
capital and offers preferential conditions for investment in Central and Eastern Slovakia with a particular
focus on the least developed districts (LDDs). Investment in Eastern Slovakia, including KoSice, can benefit
from an aid up to 50% of the eligible costs. For investment targeting Central Slovakia, where Banska
Bystrica is located, the maximum investment aid is 40% of eligible costs. Eligible costs include the
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purchase or rent of land and buildings, new technology and machinery, intangible assets (e.g. patents), or
the wage costs of new employees for a 2-year period (SARIO, 20219)).

In spite of the strong regional imbalances, investment incentives in the Slovak Republic historically
targeted the more developed regions (Fabus, 20183q). Over the period 2002-21, the Slovak Ministry of
Economy awarded 235 investment incentives, about 85% of which targeted foreign investors (MH SR,
2022;s501). Table 6.5 details the results across regions. They show that the bulk of incentives was spent in
the more developed areas of the country (Kristaly, 201751;). In the east, KoSice secured the fourth highest
amount on incentives and the highest number of investment-driven jobs over 2002-21. The less developed
central and eastern regions of Banska Bystrica and PreSov lag behind in terms of total amount of incentives
received, volume of investment attracted and jobs generated. So far, the adoption of a more place-based
approach in the design of investment incentives since 2018 seems to have had limited success in reversing
these trends and raising the incentive shares of the lagging regions.

Investment incentives are a relatively common tool to address market failures, e.g. in the Slovak case
lagging investment in the less developed regions, and narrow disparities in regional FDI attractiveness.
Their implementation, however, requires regular monitoring to assess their effectiveness, evaluate the
costs and benefits and ensure their transparency. In the Slovak Republic, the limitations recently
introduced to state support in the most developed regions seem to have had limited impact as yet on
regional disparities in incentives distribution, and therefore in investment attraction, across Slovak regions.
Moving ahead, adequate evaluation and monitoring mechanisms should be put in place in order to carefully
and regularly assess the efficiency of the existing financial incentive measures in supporting regional
development and convergence in the Slovak Republic and allow for potential adjustments, in order to
optimise the use of the public funding involved.

Table 6.5. Regional distribution of investment incentives in 2002-2021

Investment volume

(eligible costs) Planned number of jobs Total incentive amount
Region Number of incentives (EUR million) created (headcount) (EUR million)
Zilina 29 2286 7168 427
Nitra 32 2572 11937 390
Trnava 17 2011 8 580 386
Kosice 54 1207 12 091 315
Tren¢in 34 1396 11809 215
Banské Bystrica 37 577 7834 153
PreSov 25 272 3126 87
Bratislava 7 472 3007 53
Slovak Republic 235 10 794 65 552 2028

Sources: Ministry of Economy of the Slovak Republic (MH SR) (2022), List of entities receiving regional investment aid,
www.economy.gov.sk/podpora-investicii/podpora-investicii/investicna-pomoc/zoznamy (accessed 11 April 2022); based on (Fabus, 20183) .

Supporting entrepreneurship and innovation

Government innovation and entrepreneurship agencies have a fair footprint in KoSice and
Banska Bystrica

In both Banska Bystrica and KoSice, government innovation and entrepreneurship agencies have a fair
regional footprint. The Slovak Business Agency (SBA) and the Slovak Innovation and Energy Agency
(SIEA), i.e. the main government agencies acting in the field of entrepreneurship and innovation support
under the Ministry of the Economy, operate regional offices respectively in KoSice and Banska Bystrica
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(Chapter 4). The SBA’s National Business Centres (NBCs) set up in the capital cities of both regions serve
as one-stop-shops for the delivery of business development services through the organisation of seminars,
creative workshops, mentorship and business incubation programmes.

Kos8ice and Banska Bystrica also respectively host two of the five European Commission’s Business
Innovation Centres (BICs) established in the Slovak Republic, offering business counselling and
consulting, investment consulting, information on (and linkages to) financing, technology transfer, advice
on EU programmes, and networking opportunities (OECD, 202115)).

In spite of their legislative and financial constraints, self-governing bodies have a role to
play in supporting regional entrepreneurship and innovation

Subnational tiers of government (i.e. regions and municipalities) in Slovak regions play an important role
in supporting local entrepreneurial ecosystems through their wide range of responsibilities in the related
areas of business development, education, infrastructure (including the construction and management of
industrial parks) and supervision of economic activities (Chapter 4). For instance, the KoSice regional and
municipal governments support innovative entrepreneurship by facilitating networking, linkages and
co-ordination between the different actors of the regional innovation and entrepreneurship ecosystem,
including universities, research organisation, cluster organisations and other innovation stakeholders
operating locally (Lav¢ak, 2015(s2).

The Banska Bystrica Self-Governing Region also supports innovation and entrepreneurship, either directly
or through its agencies. In Banska Bystrica, regional government’s initiatives for entrepreneurship and
innovation include a publicly-available online directory of the companies operating in the region, which is
searchable by economic sector and company size (Banska Bystrica Self-governing Region, 2022(53]). The
Banska Bystrica Development Agency, which is established and financed by the Banska Bystrica
Self-Governing Region with an annual budget of EUR 1.5 million in 2020, implements diverse policies in
the area of entrepreneurship and innovation support, both autonomously and in co-operation with other
institutions, including regional branches of government agencies such as SIEA or SBA. Box 6.4 provides
some examples of these policy initiatives.

Limited powers and financial resources currently restrict the scope of action of regional governments in
the areas of innovation and entrepreneurship (Balaz, 2011s4)). In the Slovak Republic, innovation policy is
not devolved to subnational self-governing authorities. The lack of funding at the local level limits the
effectiveness of self-governing bodies in implementing local and regional strategies, including in the area
of entrepreneurship and innovation (OECD, 2021s5). More financial and legislative autonomy could
increase the scope for regional governments’ action in support of regional innovation and entrepreneurship
ecosystems (Horehajova, 2018s6)).

Box 6.4. Policy initiatives to support entrepreneurship and innovation in Banska Bystrica

Innolab

The pilot phase of this policy initiative was launched by the Banska Bystrica Development Agency at
the beginning of 2021. Innolab is a physical space dedicated to stimulate regional creativity and
innovation. It supports entrepreneurship development in the Banska Bystrica region through workshops,
networking initiatives and support to the implementation of innovative business initiatives. Innolab aims
to strengthen the capacity of regional firms and entrepreneurs to innovate and use new technologies,
as well as develop skills in the local labour force in line with the needs of foreign firms.
(www.innolabb.sk/)
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Innovation Vouchers

The Innovation Vouchers initiative was launched in June 2021. The programme is implemented by the
Banska Bystrica Development Agency in collaboration with the Slovak Innovation and Energy Agency
(SIEA). Innovation Vouchers aim to promote and facilitate R&D and technology partnerships, as well
as other types of collaborative projects (e.g. open innovation networks, joint bid for public procurement,
etc.), among local businesses in the Banska Bystrica region. The programme targets all firms equally,
irrespectively of their size or ownership (domestic vs. foreign). Beneficiaries include firms from all
sectors, except fishery and aquaculture, as well as primary production, processing and marketing of
agricultural products. (www.webnoviny.sk/vtechnologiach/siea-podpori-podnikatelov-v-banskobystrick
om-kraji-dostanu-inovacne-poukazky-video/)

Source: (EC/OECD, 2021u7]), EC/OECD Survey on FDI-SMEs Palicies in EU Member Countries.

Both regions have a fairly developed network of regional higher education and R&D
institutions which may support local entrepreneurship and innovation ecosystems

Both KoSice and Banska Bystrica host universities and R&D institutions of national relevance, which may
contribute to enhance the regional entrepreneurial and innovation ecosystems. Universities have a role to
play in fostering the business and innovation environment in the regions where they are located, for
instance by providing more opportunities for entrepreneurship education or developing research and
innovation partnerships with the business sector. The KoSice region, which hosts 13% of the country’s
university students, has three public universities: the Technical University of KoSice (TUKE), the Pavol
Jozef Safarik University (UPJS), and the University of Veterinary Medicine and Pharmacy (UFVL) — all
featuring research centres of national relevance in diverse fields, including natural science, energy,
informatics, mechanical engineering and manufacturing technologies. The Slovak Academy of Science
(SAS) — the main research performing institution in the Slovak Republic (OECD, 2016s7;) — also has a
number of regional workplaces in KoSice (7 specialised institutions including materials research,
experimental physics, geotechnics, neurobiology, parasitology, livestock physiology and social sciences).

The Banska Bystrica region also has a fairly developed university network, featuring three public
universities and the Faculty of Health of the Slovak Medical University based in Bratislava. The Matej Bel
University (MBU) is the largest regional university based in the region’s capital, Banska Bystrica. It was
established in 1992 and is rather humanities-oriented, with 6 700 students in six faculties: economics,
political sciences and international relations, natural sciences, arts, education and law (World Bank,
2020;s81). The Technical University in Zvolen (TUZVO), with 2 350 students, has a unique national
specialization in wood and forestry sciences — which reflects the region’s high levels of natural conservation
(Lesakova, 201159) and is also pertinent to the regional economy, offering opportunities for R&D
collaboration with the private sector (e.g. wood processing companies and furniture producers) that could
be further strengthened. The Academy of Arts (AoA) has approximately 600 students in dramatic,
performing and fine arts. The Faculty of Health of the Slovak Medical University in Bratislava is also based
in Banska Bystrica. It provides education in nursing, physiotherapy, and urgent medical care.

Several institutes of the Slovak Academy of Science (SAS) are also located in the Banksa Bystrica region.
Among others, Inoval, a SAS research centre, specializes in aluminium research and is highly active in
collaborating with industry. The centre was founded in the heart of the Slovak aluminium industry in the
town of Ziar nad Hronom, where a cluster of aluminium companies is located. Inoval established five joint
laboratories with industry, and supports PhD theses and diploma works. One of these joint research efforts
resulted in a technology to produce car engine parts made of composites created from aluminium powders.
The centre has other research lines pending and prototypes with potential for commercialization (World
Bank, 2020sg)).
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Universities can also support regional innovation and entrepreneurial ecosystems by providing
entrepreneurship support infrastructure, particularly business incubators. The start-up and incubator centre
at the Technical University of KoSice (TUKE) focuses on innovative business projects from the KosSice
region. It supports the development of high-tech SMEs — both start-ups and spin-offs — mainly based on
the outputs of research conducted under the aegis of the Slovak Academy of Sciences (SAS). The services
provided include professional counselling, coaching and mentoring, and business models evaluation. The
centre is a key component of the TUKE University Science Park (USP) TECHNICOM, a collaborative
project conducted with the co-operation of the other universites in the region
(https://startupcentrum.tuke.sk/).

Figure 6.19. Innovation and entrepreneurship ecosystem in the KoSice region

Corporations Startups

Network Support

U.S Steel Kosice, Evolveum, STEMI Global, USP Technicom

T-Systems, Embraco, East UNIMUS, Saftra :
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Academia Innovation
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Technical University of KoSice (TUKE)
Pavol Jozef Safarik University (UPIS)
University of Veterinary Medicine and
Pharmacy (UFVL)

Source: OECD based on American Chamber of Commerce (https://amcham.sk/policy-advocacy/regional-capital) and Interreg Europe (2020),
Interreg Europe Policy Learning Platform - Peer review: KoSice Self-governing Region 2020, https://www.interregeurope.eu/filead
min/user_upload/plp_uploads/Peer_reviews/Peer review Kosice self governing region final follow up.pdf.

The overall lack of innovation capacity and culture in regional firms is a barrier to private
sector engagement

Both KoSice and Banska Bystrica witness examples of business associations’ involvement in regional
SMEs and entrepreneurship support. For instance, local chambers of commerce in both regions play a
role in furthering the interests of SMEs and strengthening regional business and innovation networks. In
KoSice, among others, the American Chamber of Commerce (AmCham)'s has been supporting
entrepreneurship and innovation networks in the region through its office in the capital since 2004.
AmCham'’s activities focus on connecting companies, academia, startups and other actors involved in the
development and creation of new jobs with high added value. AmCham has more than 70 member
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companies operating in the east of the Slovak Republic. Every year, AmCham organizes in KoSice the
East Innovation Conference, attended by member companies, students, politics and the general public.
The conference wants to point out positive examples of start-ups and established companies and their
R&D centres and highlight the potential of the region of Eastern Slovakia in the field of innovation
(https://amcham.sk/). In Banska Bystrica, the regional office of the Slovak Chamber of Commerce and
Industry (SOPK) (www.sopk.sk/bb) provides a broad range of business support services such as legal and
financial consultancy for entrepreneurs, trade information services, development of foreign trade relations,
organization of trade missions, educational activities, or the organization of professional workshops,
meetings and seminars.

The overall lack of innovation capacity and culture in regional firms currently represents a barrier to the
direct engagement of the private sector in the development of the regional entrepreneurial ecosystem. In
Central and Eastern Slovakia, the R&D and innovation capacity of the business sector is relatively weak
by international standards and there is a high proportion of micro firms with limited scaling up and
innovation potential in the total business population (see infra — SMEs absorptive capacity). This situation
also appears to limit the capacity of the business sector to get involved in regional innovation and
entrepreneurship policy making and implementation processes. The lack of innovation culture in smaller
businesses is another factor that limits the private sector’'s engagement in regional entrepreneurship and
innovation policy (Klimovsky, 2011e0)).

There is a need to improve the monitoring and evaluation of regional innovation strategies

Even in the absence of a formal devolution of innovation policy, regions may tend to adopt governance
frameworks such as innovation and entrepreneurship strategies to improve co-ordination among local
innovation stakeholders and enhance the overall coherence of their policy action (OECD, 20111]). The
adoption of regional innovation strategies in the Slovak Republic is relatively recent. The first two regional
innovation strategies were developed for Bratislava and Nitra in the early 2000s. In the subsequent decade,
innovation strategies were also adopted by the other six regions (Horehajova, 2018se)). There is a lack of
evidence and information on the outcomes of these first experiences and their overall impact on regional
entrepreneurship and investment performance.

Since 2021, the KoSice region has a new Regional Innovation Strategy 2021-2030, which aims to develop
a modern and creative environment for the emergence of innovative companies with cutting-edge
technology (KoSice Self-Governing Region, 20212). The strategy was established by the Kosice
Self-Governing Region, which is also responsible for its implementation. The strategy was defined via a
participatory process involving representatives from the public, business, academic and non-profit sectors.

The strategy aligns to Smart Specialisation Strategy (S3) principles and builds on the national Smart
Specialization Strategy (RIS3) 2021+, as well as the Economic and Social Development Programme and
the Integrated Territorial Strategy (IUS) of the Kosice Self-Governing Region (Kosice Self-Governing
Region, 2022;63)). The Strategy’s focus on managing innovation and innovation processes is underpinned
by strong coordination ambitions with national and regional innovation-oriented agencies or institutions.
The strategy puts the accent on improving networking and connectivity among regional innovation actors
and strengthening co-operation at regional level between research institutions and industry, thereby
enhancing the commercial exploitation of R&D. It is unclear to what extent the strategy focusses specifically
on FDI attraction or strengthening FDI-SMEs linkages for innovation, but its overall focus on supporting
networking and collaboration among regional innovation actors could be conducive to raising the
attractiveness of the regional innovation system to foreign investors. Appropriate monitoring and evaluation
mechanisms will need to be adopted in order to assess the strategy’s implementation and its impact on
the regional investment performance.

With funding support from the 6t EU Framework Programme for Research, Technology Development and
Demonstration, the Banska Bystrica region adopted a regional innovation strategy in 2008 (BabyRIS,
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2008i641). The Regional Innovation Strategy of Banska Bystrica Region (BabyRIS) was developed since
2005 with the assistance of two foreign and one national partners — the Abruzzo Region in ltaly, the
Southern Estonia Region and the Nitra Self-governing Region — which contributed their experience in the
preparation and implementation of the innovation strategies in their respective territories. Based on a
SWOT analysis, the strategy identified five priorities for the regional innovation policy: innovation policy
and culture; human resources for innovation; cooperation in innovation development; support of innovative
companies; regional infrastructure for innovation. It is unclear whether a specific timeframe was
established for the implementation of this strategy or if any evaluation exercise has ever been undertaken
to assess its progress.

KosSice city offers one of the best business environment across the country

In the Slovak Republic, regulatory hurdles on Slovak entrepreneurs may vary significantly across regions
and cities. The high level of decentralisation for providing administrative services such as construction
permits and the small size of municipalities has led to important differences in business operating
environments across the country. According to the WB Subnational Doing Business 2018 — which
assessed the business regulatory environment in the five cities of Zilina, PreSov, Kosice, Trnava and
Bratislava (World Bank, 2018es)) — the largest spatial variations in regulatory performance are in the areas
of getting electricity, dealing with construction permits and enforcing contracts (Table 6.6).

KoSice city offers the second best business regulation environment across the five benchmarked cities and
ranks at the top in the area of enforcing contracts. Trial time at the court in KoSice (about 15 months) is
two months faster than in Bratislava (World Bank, 2018ss]) (although this is perhaps partially explained by
the different caseload of the two cities).

Table 6.6. Ease of doing business in Slovak cities, 2018

Starting a Dealing with Getting Registering Enforcing
business construction electricity property contracts
permits

City Aggregate  Average Rank Average Rank Average Rank Average Rank Average Rank Average
Rank DTF (1-5) DTF (1-5) DTF (1-5) DTF (1-5) DTF (1-5) DTF

(1-5) score score score score score score

(0-100) (0-100) (0-100) (0-100) (0-100) (0-100)

Pesov [N 7s7s B a7 B 6291 | 2 8627 4 9017 2 69.81
Kosice 2 7819 4 8372 3 60.74 3 8529 | 2 9124 I 6995
Zilina 3 7782 [ o473 N 570 B ss41 3 91.00 4 67.08
Trnava 4 769 3 8398 = 2 6139 S soor B 9148 3 67.90

Bratislava - 76.16 - 8197 4 5933 4 8319 4 90.17 - 66.12

Notes: The distance to frontier (DTF) score shows how far a location is from the best performance achieved by any economy on each Doing
Business indicator. The score is normalized to range from 0 to 100, with 100 representing the frontier of best practices (the higher the score, the
better). For more details, see the chapter “About Doing Business and Doing Business in the European Union 2018: Croatia, the Czech Republic,
Portugal and Slovakia” in (World Bank, 2018s)). The data for Bratislava have been revised since the publication of Doing Business 2018. The
complete data set can be found on the Doing Business website at http://www.doingbusiness.org. a. Based on the DTF scores for the five
regulatory areas included in the table.

Source (World Bank, 2018;ss)), Doing Business in the European Union 2018: Croatia, the Czech Republic, Portugal and Slovakia.

Overall, Slovak cities offer a good regulatory environment by international standards, except in some areas
where challenges remain. All the benchmarked Slovak cities outperform the EU average in property
registration, contract enforcement and (except Trnava) getting electricity. Processes related to starting a
business, by contrast, tend to be more complex and lengthier than the EU average across all cities.
Construction permits also remain one of the most challenging areas for cities of the Slovak Republic,
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suggesting that the administrative burden reduction efforts at the national level have not trickled down to
cities.

Small cities appear to be more business-friendly than the capital. Surprisingly enough, Bratislava — the
economic centre and capital of the Slovak Republic — scores the worst by ease of doing business compared
to the five other municipalities (Table 6.6). It is also the only benchmarked city not to rank at the top in at
least one area. Improvements in the capital city performance would not only close the gap with the other
cities but also be reflected in the country’s global ranking.

Strengthening industrial clusters

A number of industrial clusters have started emerging which might enhance the development and
convergence of entrepreneurial ecosystems in Slovak regions (Chapter 2). The Slovak Republic currently
lacks a holistic regulatory framework on cluster support and development. At the institutional level,
competence for implementation of cluster policy is fragmented across diverse ministries. In this context,
clusters tended to emerge from the bottom-up, in the absence of specific policy support. To encourage the
growth and flourishing of these emerging cluster initiatives, careful policy attention should be paid to
improve their organisation, increase local autonomy and strengthen the support capacity of local authorities
(OECD, 202155)).

The KoSice region has invested in industrial clustering and developed rather extensive cluster experience
in areas such as IT, robotics and automation. The region counts with two certified clusters:

e The KoSice IT Valley is a formal cluster organisation founded in 2007 to create an IT ecosystem in
the east of the country (Box 6.5). It was established as a joint initiative of educational institutions,
regional public entities (namely the KoSice Self-governing Region and the City of KoSice) and
leading IT companies. The cluster association contributes to strengthen the regional innovation
ecosystem and provides a platform for co-ordination and information exchange between public
entities, the business sector and the regional education and research institutions, also fostering
the development of the ICT industry in the region (Agency for Support of Regional Development
KoSice, 2015p7). The cluster counts over 55 members, combining education and public
administration institutions, IT companies and a section of businesses beyond the IT sector,
including US Steel KoSice. From the outset, the cluster adopted a strong collaboration ethos across
the region, as a response to industrial restructuring (OECD, 2016(es)). The cluster is involved in a
number of EU projects including Interreg Europe and Urban Innovative Actions.

e The Automation and Robotics Cluster (AT+R) was established in 2010 with a strong
internationalisation ambition and has been improving engagement in domestic and foreign
markets. It supports diversification through combined innovation efforts in areas such as sensors
and automated production systems and has been involved in EU Framework Programme projects.
It offers a wide range of services, including testing, diagnostics and training.

Both the Kosice IT Valley and the AT+R cluster also have received an ECEI Bronze Label in 2013 (OECD,
2021s5)). The KoSice IT Valley was also the first Central European Cluster to receive a ECEI Gold Label
for cluster excellence management in 2015 (European Secretariat for Cluster Analysis (ESCA), 2022s9)).
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Box 6.5. Kosice IT valley and creative industry

The emergence of KoSice IT valley has been driven by the Slovak integration into the European Union
and the arrival of big global players and FDI in the early 2000s.

Small and micro IT firms of regional origin, sometimes spin-offs of the European Framework Programme
projects, were born, supported by a new generation of graduates — or self-made men trained on
computer games — surfing the wave of new programming languages, the growth of computer games,
internet and mobile technologies. The process of e-government and orders passed through the Internet
by the public administration also contributed to stimulate the IT business.

After the accession of the Slovak Republic to the EU (2004), key global players entered into the regional
IT market, establishing subsidiaries. In particular, the arrival of the German T-Systems service centre
changed the local ICT sector. T-Systems initiated the dialogue between the actors of the “knowledge
triangle” — or “Triple Helix” (universities, public administration and firms) — and supported the
establishment of the regional association “KoSice IT Valley”, which marked the first IT clustering initiative
in the region.

In fact, the formation of the KosSice ICT industry has been heavily supported by a reconfiguration of the
local knowledge infrastructure. The orientation of regional research and educational organisations,
earlier designed towards industrial applications, engineering and automation, was shifted towards
informatics, business information systems, software/game/multimedia developments and web design,
in order to support a fast-growing demand for ICT and creative skills on the regional labour market. In
that sense, the establishment of the KoSice IT Valley cluster was an important step towards
strengthening cooperation between the creative and ICT sectors, the city of KoSice becoming a hotspot
for media arts (UNESCO, 202270)).

Source: Abridged from (Hudec and Sebova, 2012p71)), otherwise stated.

The Banska Bystrica region counts with two certified clusters:

e The Ipel Energy Enviromental Cluster (IPEEK) is a formal cluster organisation in the area of
ecological waste management and renewable energy solutions established in the region since
2020. It counts with 16 members including firms, research organisations, universities and
technology centres, 13 of which are SMEs (European Cluster Collaboration Platform (ECCP),
2022721). According to a recent survey, the clusters’ activities over the period 2020-22 focussed on
networking and human resources development. New R&D and innovation-related activities are
expected to be undertaken in the next three years. A cluster development strategy up to 2023 has
been developed, which stresses the importance of developing co-operation with universities and
research institutions (Haviernikova, 2022;73)).

e The REPRIK (Regional Innovation Industrial Cluster Rimavska Kotlina) cluster association was
also established in 2020. It operates in the field of circular economy and innovative recycled
material solutions. The cluster has 14 members, 9 of which are SMEs (European Cluster
Collaboration Platform (ECCP), 2022(74)). The cluster membership features firms, universities and
research organisations and other ecosystem actors. REPRIK also holds a ECEI Bronze Label from
the European Cluster Excellence Initiative (ECEI), issued by the European Secretariat for Cluster
Analysis (ESCA) (European Secretariat for Cluster Analysis (ESCA), 2022s9)) (REPRIK, 202275)).

An aluminium processing cluster is developing from the bottom-up in the Banska Bystrica region,
particularly in the city area of Ziar nad Hronom (OECD, 202115). The aluminium cluster is one former
industrial sector supported by an injection of foreign direct investments, combining cutting-edge research
and savvy producers linked to various value chains (World Bank, 2020;ss)). The cluster was also triggered
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by the Slovak Academy of Sciences founding a research and development (R&D) centre in the region (see
infra — regional governance and policy mix). This has enabled R&D cooperation with local firms and the
commercial application of innovative solutions. As a result, the cluster now involves a number of innovative,
export-oriented companies.

Some policy efforts are being conducted in Banska Bystrica to support the emergence of new industrial
clusters in the sectors of ICTs and heavy industry engineering. There are signs of increasing policy
attention to industrial clusters at regional level. In 2021, the Banska Bystrica Development Agency
launched a policy initiative aimed to support the creation of industrial clusters in the region. The initiative
involves different regional stakeholders, with the Regional Development Agency of Banska Bystrica playing
the role of coordinator and facilitator. The first supported clusters are in ICTs and heavy industry
engineering. In 2021, both clusters held kick-off meetings, where several project proposals for clusters
development were formulated. In addition to the two pilot clusters, there are plans to support more industrial
sectors in the future. The programme targets all firms equally, irrespectively of their size or ownership
(domestic vs. foreign) (EC/OECD, 20217)).

Conclusions

Table 6.7 summarises the main findings of the current section regarding the regional governance and
policy mix for FDI-SME spillovers in Banskd Bystrica and KoSice and derives some policy

recommendations from them.

Table 6.7. Regional governance and policy mix for FDI-SME spillovers: main findings and

recommendations

Main findings

Recommendations

Promoting and facilitating productivity enhancing FDI

Government agencies acting upon FDI-SME ecosystems have a
larger footprint in Banska Bystrica and Ko3ice than in most regions
outside the capital, which may be a factor in local FDI attraction and
embeddedness. Subnational branches of all the three main
government agencies acting upon FDI-SME ecosystems under the
Ministry of the Economy — namely the Slovak Business Agency
(SBA), the Slovak Innovation and Energy Agency (SIEA) and the
Investment and Trade Development Agency (SARIO) — operate in
the regional capital cities.

The regional offices of SARIO hold primary responsibility for FDI
promotion in Banska Bystrica and KoSice. Partnerships and
co-operation with local FDI promotion and facilitation stakeholders
(regional and municipal authorities, business associations, civil
society) are rather informal and their intensity may vary on an ad hoc
basis.

SARIO’s activity in Central and Eastern Slovakia has been
increasing over the last decades, but the lagging regions and districts
continue to benefit proportionally less— only 11% of all the
investment projects supported by SARIO between 2002 and 2021
were located in Banska Bystrica, against 14% in Kosice.

The recent adoption of a place-based approach in the design of
investment incentives (Regional Investment Aid Scheme) has not yet
shown significant impact on regional imbalances in investment
attraction or on the traditional orientation of foreign investors towards
the most developed regions, particularly in the West.

Enhance the local embeddedness of subnational government offices
by strengthening their linkages and collaborations with local
investment promotion stakeholders (self-governing bodies, business
networks and associations, etc.).

Ensure that subnational government offices have sufficient
autonomy and financial resources to tailor their services to the
particular needs of their local area, build their own contacts and
brands, and lead partnerships with regional and local authorities.

Support the adoption of formal mechanisms for more systematic
co-ordination and information exchange with regional and municipal
self-governing bodies in the area of investment promotion.

Involve the private sector in FDI-SME promotion and facilitation
activities by establishing local partnerships with strategically
important enterprises and business associations.

Further strengthen SARIO’s focus on promoting and facilitating
investment in the lagging regions and districts of Central and Eastern
Slovakia, including Banska Bystrica and eastern districts outside
KoSice, by supporting tailored activities and partnerships with local
actors and leveraging local potential.

Ensure careful and systematic monitoring of the ongoing investment
incentive scheme, to evaluate its costs and benefits, transparency
and efficiency in addressing regional disparities in investment
attraction.

Fostering entrepreneurship and SME innovation
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Although they have no direct competence in the area of innovation
policy, self-governing regions in KoSice and Banska Bystrica hold
numerous responsibilities related to promoting innovation and
entrepreneurship (e.g. in the areas of education, infrastructure and
local development) and act in support of regional entrepreneurial
ecosystems either directly or through their local agencies.

Both KoSice and Banska Bystrica have a well-developed network of
higher education and R&D institutions, which may contribute to
enhance the regional entrepreneurial and innovation ecosystems.

Regional universities also provide entrepreneurship support
infrastructure, like the start-up and incubator centre at the Technical
University of KoSice (TUKE).

Business and entrepreneurship associations contribute to the
development of the regional entrepreneurial ecosystem by providing
diverse business support services and acting as networking
platforms for their respective communities of members.

Enable the intervention of regional governments in the design and
implementation of innovation and entrepreneurship policy and
address the financial constraints that currently limit the scope and
effectiveness of their action in such fields.

Provide incentives for subnational authorities to develop
competences and know-how and become more efficient in their
efforts to promote local SMEs and entrepreneurship activity.

Strengthen the role of universities as key regional actors in
entrepreneurial ~ ecosystems by  promoting  academic
entrepreneurship; entrepreneurship  education; entrepreneurial
spaces and start-up support for graduates; and encouraging them to
provide innovation consultancy and support to regional SMEs.

Support the joint commitment across the public and private sectors
for the development of regional entrepreneurial ecosystems.

Create incentives for SMEs and larger firms to engage in business
networks and association, to develop partnerships with regional
authorities and to get involved in participatory policymaking
processes at regional level.

Strengthen cluster organisations

Kosice has consolidated cluster experiences such as the Kosice IT
Valley, a certified cluster association founded in 2007. Emerging
industrial clusters also exist in Banska Bystrica, namely in the field of
environmental and energy solutions, the circular economy and
aluminium processing. Both regions are engaged in the support of
emerging clusters, with promising outlook for regional
entrepreneurship and SME development.

Support cluster management organisations via the provision of
adequate resources, including targeted technical assistance for the
development of strategies and operational activities.

Support networking within and across clusters through targeted
events, meet-ups and knowledge sharing platforms.

Source: Author’s elaboration; (OECD, 2021ss)).
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likely to generate job losses.
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