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PrefaCe

When I first arrived in 1986 in Ljubljana, Slovenia, at that time still a republic of 
the Yugoslav Federation, I was on a research sabbatical studying regional devel-
opment policy under the country’s unique system of self-management. On this 
first of what became annual visits for over two decades, I managed to tour most 
of the country and meet with economic planners and researchers in many of the 
republics of the federation. My office, however, was located in the Centre for the 
Theory and Practice of Yugoslav Self-Management, Edvard Kardelj, a research 
institution that was associated with the Faculty of Social Science of the Univer-
sity of Ljubljana. It was there that I met up with Bogomil Ferfila, a professor of 
political science at the faculty. Thus began a two-decades-long teaching, research, 
and writing collaboration from which this book originated.

At the time of this first visit, Yugoslavia was beset by economic problems 
including moderately high inflation and a stagnant economy, but we had little 
premonition that we were about to witness the disintegration of the country. In-
deed, we even published an article expressing our confidence that the Yugoslav 
Federation would prevail despite its tribulations. Looking back on it now, it is 
obvious that we overlooked the momentum building to dismember the country 
not only from outside intervention but also from within the federation itself, in-
cluding Slovenia. We tackled the national economic and political contradictions 
behind the collapse of Yugoslavia in our first monograph on the subject, The Rise 
and Fall of the Third Way: Yugoslavia 1945–1991, but, of course, this was but a 
prelude to the conflict and transformations in the various regions of the former 
Yugoslavia in the following decade and a half.

Given the wars, the political disintegration, and the abandonment of socialist 
self-management throughout the former Yugoslav Federation, further pursuit of 
my original research agenda was, of course, futile and pointless. But by this time 
I was lecturing at the faculty on an irregular basis and involved with Professor 
Ferfila in doing research and writing on the transition in the political economy of 
Slovenia from socialist self-management to a capitalist market economy within 
the context of increasing integration with Western Europe. We had the advantage 
of living through the process and recording the annual manifestations of the insti-
tutional and material changes that marked the transformation and, indeed, we had 
the further advantage of being able to monitor and to conduct ongoing research 
on the very processes of that change as it occurred. 

Slovenia, as a national unit, began the transition from a relatively advanta-
geous position. By the late 1980s it was, by most measures, a developed, industrial-
ized country with an educated labor force and a well-developed social security and 
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health care system. Poverty and unemployment were minimal and, for a large part 
of the formal economy, a functioning market system existed though not without 
considerable state regulation and intervention. It was not a “low wage” economy 
nor was it beset by widescale corruption. Though the political system retained ele-
ments of the communist one-party state structure, the Communist Party itself was 
fractured and disunified and within the self-management political and economic 
administrative structure, political power was widely decentralized and open to dem-
ocratic involvement. In any case, there were few remnants of a totalitarian state in 
evidence. All of these factors boded well for the transition Slovenia was about to 
embark on even before independence was declared in June 1991.

Nevertheless, Slovenia’s declaration of independence and the subsequent 
civil wars that roiled most of the rest of Yugoslavia had an immediate depress-
ing impact on the new country’s economy, primarily as a result of the loss of 
its preferential market in the former Yugoslavia, exacerbated by the contraction 
of its tourist and transit industries due, in large measure, to unfounded foreign 
perceptions of political instability and potential hostilities in the new republic. 
Recovery was initially inhibited by the political debate within Slovenia over the 
path and policies of economic transformation, the settlement of which debate 
was a necessary precondition of the development of a coherent body of transition 
policies. The debate was between the political “right,” which championed the 
“shock therapy” policies advocated by the American economist Jeffrey Sachs, 
the International Monetary Found, and many western-trained Slovenian econo-
mists, and consistent with the “Washington Consensus,” and the “left,” led by 
the reformed communists (by and large, social democrats), which advocated a 
“go-slow,” reformist policy. The issue was largely settled by 1992 in favor of the 
moderate, reformist, social democratic position, though the debate has continued 
to this day.

The debate has continued despite the obvious success of the Slovenian tran-
sition, successful particularly when compared with the disastrous effects of the 
shock therapy, Washington consensus approach in countries such as Russia and 
many of the other Eastern and Central European transitional economies. In his 
book Globalization and Its Discontents, economics aureate Joseph Stiglitz makes 
this point several times. He writes:

Seldom has the gap between expectations and reality been greater than in the 
case of the transition from communism to the market. The combination of priva-
tization, liberalization, and decentralizations was supposed to lead quickly, after 
perhaps a short transition recession, to a vast increase in production. . . .

These expectations for economic growth were not realized, not only in 
Russia but in most of the economies in transition. Only a few of the former 
Communist countries—such as Poland, Hungary, Slovenia, and Slovakia—
have a GDP equal to that of a decade ago. For the rest, the magnitudes of the 
decline in incomes are so large that they are hard to fathom. [151]
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Stiglitz goes on to say that Slovenia, along with Hungary and Poland, “have 
shown that gradualist policies lead to less pain in the short run, greater social and 
political stability, and faster growth in the long run.” [188] 

Stiglitz wrote this in 2002 but there are still those critics who would argue 
that his judgment was premature and that Slovenia’s refusal to implement a neo-
liberal political-economic agenda would lead, in the longer run, to a deteriorat-
ing economic performance relative to those countries that adopted the neoliberal 
shock therapy The evidence that we present in this book, which continues the 
story well into 2007, however, supports Stiglitz’s conclusion and continues to 
confound the critics. More recent statistics into 2008 are even more indicative 
of the robustness of the Slovenian economy. The real economic growth rate for 
2007 and projected through 2009 averages almost 5 percent, more than double the 
growth rates projected for the Euro area, Germany, or the United States. [Slov-
enian Economic Mirror, January 2008]

What the reformist Slovenian authorities took seriously was the adaption and 
rebuilding of economic institutions taking as their base the previously prevailing 
institutions. Nowhere was this more in evidence than in the modification of the 
worker self-management structure of the labor market and the introduction of a 
corporatist decision-making institutional apparatus at both the macro and micro 
level, thereby allowing the revivified unions to play an important role in the tran-
sition while protecting the income levels of the majority of the working people. At 
the same time, the government and the central bank adopted a “post-Keynesian” 
monetary and fiscal approach to macroeconomic policy, eschewing the simple-
minded monetarist approach of the Washington consensus and focusing on the 
primacy of macroeconomic outcomes rather than on micro markets. This is the 
case we make in the following pages.

Our approach is best described as “institutional,” or as it is sometimes de-
scribed, as “story telling.” That is, we start by describing what actually happened 
and report the policy goals and tools of the authorities as they, themselves, articu-
lated them. The story is well supported by the statistical record as compiled by 
the Slovenian statistical agency (SORS), the Bank of Slovenia, and the Institute 
of Macroeconomics Analysis and Development (IMAD) and corroborated by the 
EU and other European statistical agencies. The conclusions that we draw, as 
summarized above, are derived from the actual experience of the Slovenian tran-
sition outlined in the following narrative. 

As always in putting together a book of this complexity, we owe a great 
deal to our colleagues in Slovenia, not only those in the universities and research 
organizations, but also those in the business and financial sectors and in the sta-
tistical and government agencies who provided so much of the material used to 
tell the story of the transition. Nevertheless, we would be remiss not to recognize 
the contribution of a few whose own work was particularly influential in inform-
ing our story. Several colleagues at the Faculty of Social Science from whom we 
derived much information and insight deserve special mention. Miroslav Stano-
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jevic’s research and work on labor market institutions was invaluable in under-
standing the transformation of this sector which was critical to the successful 
transition of the economy without provoking social discord. This work was well 
supported by Ivan Svetlik’s research on the Slovenian labor market, social pro-
tection, and human resource management. The value of the assistance of our col-
league, Emil Erjavec, of the Faculty of Biotechnology, cannot be overestimated 
in understanding the changes in agriculture and the process of integration into the 
European Union’s Common Agricultural Policy. Finally, we must recognize the 
contribution of our research assistant, Uros Pinteric. These people all contributed 
to our story but, of course, bear no responsibility for any errors or omissions in 
our work. These are totally our responsibility.

Paul Phillips,
Vernon, BC, Canada

Bogomil Ferfila,
Ljubljana, Slovenia

May 2010
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Before The naTion STaTe 
(SixTh CenTury To 1991)

The Economic Development of Slovenia Before 1918

As an independent sovereign state, Slovenia’s history has been very short—only 
eleven years. This is not to deny the existence of a Slovenian cultural nationality 
in the Balkans since Slovenes first arrived in the region in the sixth century; but 
to make the point that before 1991, the Slovenian peoples had always been part 
of larger political entities. After 748, the Slovenian areas were part of the Holy 
Roman Empire. In the tenth and eleventh centuries they were organized in three 
separate counties or duchies “held by various families and ecclesiastical princes; 
their boundaries and their allegiance, changed from time to time” [Darby et. al 
(1966), 14].

The late pre-modern period began in 1278–1335 when first Styria and then 
the dominantly Slovene provinces of Carinthia and Carniola were incorporated 
into the Habsburg domain. Later in the century, Istria and Trieste were added to 
the developing German-Austrian Habsburg empire centered on Vienna. The con-
trol of the Slovene lands by Austria was to continue for six centuries, until 1918. 
The Reformation brought a Protestant-independence movement to the Slovene 
region in the sixteenth century but that was suppressed by an Austrian-Catho-
lic counterrevolution and persecution that eventually extinguished the Protestant 
movement. However, the Reformation had planted an enduring seed. It served 
“not only to revive Slovene language and literature, but also to stimulate Slovene 
self-consciousness which was to flower into a national movement some three and 
a half centuries later” [Darby et al. (1966), 16].

In the second half of the eighteenth century, during the reigns of the Habsburg 
monarchs, Maria Theresa and Joseph II, the provinces and estates lost a consider-
able degree of their medieval autonomy with the strengthening of the Austrian state 
and, as a result, a considerable “Germanizing” of the realm took place. Still, the 
Slovene language was retained and strengthened in the schools. More to the point 
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here, the beginnings of modern economic development were appearing following 
the mercantilist and physiocratic policies of Maria Theresa and Joseph. The main 
effect was to begin the reform of agriculture by the strengthening of the powers of 
the state at the expense of the feudal estates. The provinces gained taxing powers 
and the powers of the lords were gradually reduced as the transition from feudal 
land tenure to individual private ownership took place. The emancipation of the 
serfs was begun though it took three quarters of a century to be completed. Other 
developments that took place during this period were monetary reform and the 
draining of the large moor area south of Ljubljana.

Despite some limited craft (industrial) development in industries such as 
linen and silk and the decline of medieval guild regulation after 1770, agricul-
ture remained the base of the economy. An agriculture school was established in 
Carniola in 1771, agricultural societies founded, and cultivation of maize and po-
tatoes, crop rotation, and “barn farming” were begun, all with active state encour-
agement [Fischer (1999), 15–19]. A “national” market was emerging, in part due 
to the elimination of internal tolls along with strong imperial protection, but in the 
Slovene areas, restricted by limited transportation systems and a rugged terrain, 
non-agricultural production remained heavily dependent on rural crafts which ac-
counted for an estimated one-third of non-agricultural output. As Fischer notes, 
until the 1820s, “the terms trades, handicrafts, putting-out system, manufacture, 
independent workshop and even factory were highly interchangeable” [Fischer 
(1999), 25], though there was considerable iron and steel production at the time 
in Carinthia and Carniola. He estimates that around 1765 in the Slovene territories 
(including Prekmurje and Trieste) there were approximately 4,500 commercial 
craftsmen in fotry nine “professions,” but that probably does not include most 
non-commercial, local craftsmen. As the century proceeded, the putting-out sys-
tem of the rural and urban merchants expanded though actual industrial produc-
tion was quite limited to a few sectors led by textiles and glass.

The liberalization and reform of the feudal system was very partial and still 
incomplete when Napoleon invaded Austria and seized control of a good part of 
Slovene territory including Carniola and western Carinthia and Istria and other 
parts of Croatia and Dalmatia, creating the new province of Illyria with its capital 
in Ljubljana. French rule respected the linguistic and culture integrity of Sloveni-
ans and, despite the briefness of French control, furthered economic development 
through the building of roads, creation of a postal system, reorganizing the ad-
ministrative system incorporating the Napoleonic Code, and promoting trade.

French rule, however, was short-lived, from 1809 to 1813, and the Slovenian 
territories were returned to the Austrian empire. Political liberalization stopped 
and German influence again increased. Slovenians were once again united in a 
single state, but “in neither the political nor the economic sense did Slovenian 
territory project any self-awareness as a single area or community. Political and 
economic integration did not come to the Slovenes until the middle of the 19th 
Century. . . .” [Fischer (1999), 32].
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Nevertheless, it was after the defeat of Napoleon and the end of the Conti-
nental blockade that industrialization of the region really began, first in textiles, 
sugar, and iron factories followed by other industries and the expansion of the 
putting-out system. By 1847 there were twenty-five steam engines in the Slov-
enian territories [Fischer (1999), 47]. But full integration in the national economy 
did not occur until after the 1848 revolution and the complete abolition of the 
feudal land tenure system and of the controls and privileges on manufacturing 
inherited from the guild era. The conversion of land tenure and common pas-
ture and forest lands to individual ownership by former serfs and domain own-
ers, however, produced its own problems and created a fragmented agriculture 
marked by extremes of size differentiation and heavy debt obligations by many 
of the small farmers. In 1896 only 20 percent of Slovene territory was suitable 
for cultivation and a further third was grassland or pasture. The remainder was 
mainly forest. Most of the farms were small family units, with almost 60 percent 
being less than five hectares. Large farms over fifty hectares comprised only 1 
percent [Fischer (1999), 36–37] 

The small size and indebtedness of farmers and their increased dependence 
on the market led to intense problems of poverty and the resulting migration of 
population out of agriculture and out of the region “on a scale matched in Europe 
only in Ireland” [Fischer (1999), 63]. It is estimated that between 13 and 23 per-
cent of the population emigrated from the region in the decades preceding the 
first World War. Despite the rural-urban migration, however, the urban population 
within the region remained small. Using the standard of an urban center of 2,000 
or greater, the urban population increased from only 4 percent at mid-century to 
just 13 percent by the War. (Using a 1,000 population measure, the rise was from 
6 percent to 16 percent.) Though almost 70 percent of the population was classed 
as rural, agriculture generated just 60 percent of income due to the low productiv-
ity of the small and undercapitalized farms which proved unable to support farm-
ers and their families [Fischer (1999), 37–38; 63].

Though agriculture was in a continuing crisis in the second half of the nine-
teenth century, industrialism made important advances spurred on by the develop-
ment of the railway system. The mainline between Vienna, through Ljubljana to 
Trieste was built in the period 1837–1857 while the other mainlines making the 
backbone of the system and connecting the Slovene provinces and with Croatia, 
Hungary, and Austria were largely completed by 1890. In the following two dec-
ades the construction of regional and local lines added to the network. The telegraph 
system accompanied the first phase of railway building followed by the telephone 
system in the 1880s. 

Industrial development followed the two central lines of railway (Maribor-Tri-
este and Ljubljana-Jesenice), though Maribor, Celje, and Ljubljana did not emerge 
as major industrial centers at the time but rather retained their dominance by small-
scale handicraft, trades, and artisanal production [Fischer (1999), 54]. Neverthe-
less, industrialization continued apace led by resource-intensive industries, iron 
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and metal works, wood, furniture and paper, textiles, tobacco, and food industries. 
Including handicraft and small-business production (which accounted for half of 
these sectors) and construction, they accounted for four-fifths of non-agricultural 
employment in the decades before the first World War [Fischer (1999), 55].

A significant part of this new industrialism, particularly the larger-scale op-
erations, was directed not at the domestic local and provincial markets but rather 
to exports, though the domestic market was still the primary market. In a survey 
taken by the Ljubljana Chamber of Commerce in 1919 of the markets of Slov-
enian industrial firms [reported by Fischer, 56–58], over half the firms sold to 
the domestic market; but one-third of the companies in the survey exported to 
Europe while 40 percent of these firms also sold to one or other of the other six 
continents. Thirteen percent sold to Eastern Europe while, surprisingly, just 6 
percent exported to the region of which they were becoming part as a result of the 
formation of the first Yugoslavia in 1918. 

What is interesting is that, prior to the formation of Yugoslavia, Slovenia’s 
primary external economic orientation was to Western Europe, as part of Europe’s 
semi-developed economic periphery. The dependent status of the industrial devel-
opment and the lack of a Slovenian capitalist class is demonstrated by the source 
of investment funds, fully 85 percent or more of which are estimated to have come 
from foreign sources [Fischer (1999), 56]. In part this was due to the underdevel-
opment of financial markets in the Slovenian territories. Although Ljubljana was 
beginning to emerge as a financial center late in the nineteenth century, the banks 
were not allowed to invest in industrial undertakings but, in any case, there were no 
significant pools of Slovenian capital available at that time.

Summing up, Fischer characterizes the second half of the nineteenth century 
“as a time when the focus of the national economy shifted from the agricultural to 
the non-agricultural sector, towards industry, handicrafts and transport. And mining, 
especially of coal, underwent the biggest expansion” [Fischer (1999), 48-9]. But it 
would be wrong to think of the Slovenian territories as industrialized on the eve of 
the first World War. Agriculture was still the dominant employment of the bulk of 
the population. Moreover it maintained its low productivity, small scale, undercapi-
talized, essentially subsistence, peasant character, particularly in comparison with 
other agriculture within other parts of the Austro-Hungarian Empire, in Germany or 
in Northern Europe. The crisis of agriculture and rural poverty was actually inten-
sified by the construction of the railways. While the railways integrated the Slov-
enian area into a larger market, they replaced the local road and river transportation 
systems that provided supplemental labor income to farmers. At the same time, the 
towns that grew up along the railways usurped the trade intermediation formerly 
provided by the rural population which was also forced to orient production more 
and more to the urban markets in order to earn the money necessary to pay for 
land, taxes, and farm improvement investment. Furthermore, the railways opened 
up local markets to competition from imported, foreign goods undermining rural 
handicraft production in such pursuits as weaving, spinning, dyeing, and leather 
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working. Though the farmers did come together in the last quarter of the century to 
form marketing and financial co-operatives (“credit unions”) which tempered the 
crisis and contributed to rising productivity and crop yields, this was largely offset 
by the fall in prices of major agricultural products to which the improved transpor-
tation system contributed [Fischer (1999), 39].

There is no doubt that the Slovenian areas of Austria had begun an indus-
trial transformation during the previous half-century. The population in the area 
which today comprises Slovenia was 1,312,100 in 1910, an increase of around a 
quarter over the previous four decades. Employment in industry and handicrafts 
had increased by 84 percent, more than three times the rate of population growth. 
The proportion of the population earning their living in artisanal and industrial 
pursuits doubled in the period but it was still only 13 percent of the population. 
The rural population still comprised 66 percent of the population and generated 
60 percent of national income [Fischer (1999), 62–64]. The transformation had 
really only just begun. This was the situation on the eve of the “Great War.”

The war itself interrupted and set back economic development of the re-
gion. Even before the actual conflict began, the situation in the Balkans and eco-
nomic conditions around the world combined to produce a pre-war depression. It 
was only made worse when hostilities broke out. As part of Austria, the Slovene 
provinces were assigned three roles: providing men and materials for the armed 
forces, provisioning the army, and contributing to the financing of the war. All 
three contributed to the region’s woes. 

First, control of the economy was centralized in Vienna and a form of 
“planned economy” was instituted which included redirection of production to 
the war effort and rationing. Combined with labor shortages due to military re-
cruitment, the redirection of resources and industrial raw materials (coal and iron 
in particular) to industries and firms directly tied to military production, led to a 
massive retrenchment in industrial production. Almost 60 percent of the firms 
which responded to a 1917 survey (many of the smaller workshops did not) re-
ported either that they ceased operations entirely or that they reduced their output. 
Another approximately one-tenth redirected their operations entirely to military 
markets [Fischer (1999), 60–62].

Agriculture likewise suffered from lack of labor and shortages of draught 
animals, shortages which were exacerbated by drought, which resulted in a fall of 
agricultural output by one-quarter to a half in all sectors of agriculture. The whole 
population was beset by higher taxes to finance the war but this was insufficient 
and had to resort to printing money by Austria resulted, as in many other countries 
during the conflict, in high rates of inflation.

Thus, the end of the war, the breakup of the Austro-Hungarian Empire, and 
the creation of what was to become Yugoslavia, saw Slovenia as a region of the 
new pan-Slavic federation with the essential elements of industrial infrastruc-
ture—energy, transportation and communication systems, a fledgling banking 
system, and a foundation of industrial and craft industries—in some disrepair 
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and disarray because of the war, but still sufficient to provide the foundations for 
further, and more rapid, industrial expansion during the two decades of the first 
Yugoslavia.

Economic Development in Slovenia in the First Yugoslavia

The end of the war brought with it the end of Austria-Hungary and, in a wave 
of pan-Slavic feeling, the formation of the new country of Yugoslavia (original-
ly constituted as the Kingdom of Serbs, Croats, and Slovenes and not formally 
named Yugoslavia until 1929) encompassing most of the South Slavic areas of the 
former Austro-Hungarian Empire and the Serbian areas including those liberated 
from Austria-Hungary and from the Ottoman empire in the preceding century. 
The new country included just over a million Slovenes who constituted just under 
a tenth of the total population though it must be remembered that one-third of 
Slovenes were outside of the boundaries of Yugoslavia in areas claimed by Aus-
tria and Italy. Thus, Slovenes were a small minority in a country where almost 
half the population were Serbs (including Montenegrins and Macedonians) and 
another quarter Croats [Darby et al. (1966), 154–55, 165]. The issue of whether 
Yugoslavia was to be a federation or a centralized state was joined from the very 
start. The constitution of the new state, adopted in 1921 under strong Serbian 
influence, however, was highly centrist, a situation which was opposed by the 
Slovenes who favored a more federal structure and distribution of powers. 

Despite the political battles that surrounded the adoption of the constitution, 
which continued for two decades, and the problems left by the war and those 
posed by the difficulty of integrating disparate political-ethic groups from differ-
ent systems into a functioning national economy including the establishment of a 
new monetary system, the economy recovered and expanded perhaps more rap-
idly than might have been expected. Indeed, the 1920s proved to be boom years 
across the country. Nevertheless, the conflict between Serbia and the other two 
founding national groups over the issue of centralism versus federalism continued 
leading in 1929 to a proposal to split up the new state. However, any such move 
was precluded by the abolition of the 1921 constitution and the usurpation of all 
powers by Serbian King Alexander in January 1929 producing a royal dictator-
ship further reducing the influence of Slovenes in economic policy. It was at this 
time that the official name of the country became Yugoslavia.

A new constitution was proclaimed in 1931 and remained in effect until 1941. 
It included a parliament but the dictatorial powers of the crown were retained 
[Darby et al. (1966), 181]. The political discord and regional/ethnic discontents 
only intensified as the worldwide depression of the 1930s gripped Yugoslavia. 
“The economic and social problems which had their roots in the national and 
constitutional issues . . . were now being aggravated by world depression” [Darby 
et al. (1966), 184].
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The depression hit with full force in 1931. Yugoslav exports fell by a quarter 
in the first six months and continued to fall as the depression deepened. A Dinar 
crisis ensued, further exacerbated by the end of German reparation payments. Ag-
ricultural prices collapsed and attempts to shore up grain prices by government 
purchase turned into a financial and storage disaster. Nor did nature cooperate with 
cold weather and floods in the winter and spring of 1931–1932 forcing a liquidation 
of a quarter of the country’s cattle, a major export item. Businesses collapsed and 
bankruptcies soared while inept and pro-cyclical monetary and tax policies only 
made things worse. Agriculture was in dire straits.

Something had to be done for the peasant, bedeviled by the collapse of the 
whole economy, exasperated against the urban gospoda (gentry) who ruled 
and exploited them, and unable to repay the debts which, especially in the 
Serbian districts, they had contracted in the carefree years of prosperity. 

[Darby et al. (1966), 186]

The economy reached its trough in 1932 and began a slow crawl out of the 
depths of depression, in part due to increasing economic and trade relations with 
Germany, particularly after a commercial treaty was concluded between the two 
countries in 1934. This was supplemented two years later by a large increase in 
barter trade on terms favorable to Yugoslavia. This increased trade with Germany 
compensated to some extent for the temporary deterioration of trade relations with 
Italy but as the German-Italian Axis developed, Yugoslavia’s trade relations with 
Italy quickly recovered. The good relations with Germany accommodated Yugosla-
via’s acquiescence to Germany’s conquest of Austria in 1939.

The issue of federalism and regional autonomy did not go away during the 
depression and, after the 1935 election, a new proposal was put forward to create 
three Banovine (provinces) in large part to placate the Croatian separatist move-
ment. Nothing materialized out of this until after the 1938 election when the cen-
tral government was defeated. At that time three provinces were created, includ-
ing a Slovene Banovine, but only the Croatian Banovine was granted autonomous 
status and given additional legislative powers, except those relating to foreign af-
fairs, security and defense, commerce, and transport [Darby et al. (1966), 200].

Yugoslavia was caught between its growing economic relations with the im-
perialist Axis nations and its tradition ties to its Balkan allies, in particular Greece, 
and its European political supporters, France and Great Britain. Though officially 
neutral, the Serbian regent, Prince Paul, sided with German appeasement but the 
Yugoslav people became increasingly hostile to the Axis cause. On April 6, 1941, 
Germany and its Italian, Hungarian, and Bulgarian allies invaded, occupied, and 
dismembered the first Yugoslavia.

Slovenia’s economy largely followed the same pattern as the national one 
though it was required to make greater adjustments to the new economic structure 
and suffered from some of the national policies designed primarily for the benefit 
of the larger Serbian interests. In 1918, at the end of the war, the whole region was 
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gripped with inflation. At the same time Slovenia and Croatia were required to give 
up the Austrian crown as their currency and adopt the Serbian Dinar and exchange 
rate. Unfortunately for Slovenia, the exchange conversion rate of the Dinar and the 
rampant inflation was greatly disadvantagous for the Austrian Crown areas result-
ing in an expropriation of Slovenian financial wealth. It was not just the monetary 
system that had to be integrated with the rest of Yugoslavia but also the financial 
and banking system. The Slovene government “sequestered” (confiscated) the as-
sets of all companies suspected of evading Slovenian taxation or attempting to di-
vert profits abroad in order to protect against capital flight. However, the Slovenian 
legislation was overridden by legislation in Belgrade that sequestered the property 
of enemy aliens but which allowed firms to become “naturalized” by coming under 
majority Yugoslav ownership [Lazarevic (1999), 104–105]. For many Slovenian 
companies, the national law allowed firms to be taken over by non-Slovene finan-
cial intermediaries, many of which reverted to foreign or non-Slovene ownership. 
Lazarevic writes:

Even contemporary observers noted with regret that the Slovenes were un-
prepared and were unable to secure a majority share in the most important 
factories. This was partly due to the failure to concentrate Slovenian financial 
resources, which they could have used to bring foreign-owned economic orga-
nisations under Slovenian national control in a planned manner. Moreover, on 
frequent occasions a company that had already been “nationalised” was trans-
ferred a few years later back into the hands of the original owners by being 
sold off, or because the “nationalisation” itself had merely been fictitious. 

[Lazarevic (1999), 105]

These were Slovenian grievances that fed into the dispute over regional ju-
risdiction that remained unresolved through both Yugoslavias until independence 
in 1991. The fundamental issues, however, were never far from the surface. Slov-
enia entered Yugoslavia at a higher level of development than the other ethnic 
regions, particularly those in the south that had been subjugated by the Ottoman 
Empire. When Yugoslavia was formed, Slovenia’s per capita income was some 
three times the level in the southern regions [Lazarevic (1999), 106–107]. Rela-
tive to the Yugoslav average, Slovenia’s income was 60 percent higher in 1910, 
something the war did not likely change much. Furthermore, Slovenia was much 
more industrialized, in part a result of its previous incorporation within the Aus-
tro-European economic sphere. 

The incorporation of Slovenia into the lesser developed Yugoslavia offered 
both opportunities and restrictions, opportunities in that as the most developed, 
industrial region, it had comparative advantages in the Yugoslav market; restric-
tions in that the Yugoslav market was limited and national policy favored the less 
developed regions. This was manifest in the tariff and customs law. Serbian tariffs 
were extended to cover the entire country, thus providing a high level of protec-
tion for domestic industry. Slovenia had been accustomed to lower tariffs and more 
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intense international competition. The new tariff regime was a mixed blessing. It 
gave Slovene industry an advantage in the new domestic Yugoslav market, acceler-
ating its market penetration, but it made Slovene products increasingly less directed 
to, and competitive in, Western European markets. In aggregate, however, it gave 
Slovenia a major industrial boost because, as the most developed of the regions 
of Yugoslavia, it made Slovenia the industrial center of the new country and it no 
longer had to compete with more developed regions of Austria. In short, “because 
[the process] caused the disintegration of the old market and subsequently the emer-
gence of a new one, the quality of which was essentially different,” Slovenia had a 
comparative advantage [Lazarevic (1999), 106]:

For the Slovenian economy the customs tariffs and the system of low direct 
taxation was an important structural change because until that time economic 
development had taken place in a climate of much strong competition where 
companies from the industrially developed parts of Austria enjoyed an advanta-
ge. Now a broad market hungry for a wide variety of goods, consumer goods in 
particular, was opened up to Slovenian companies. The weakness of the com-
petition from the poorly developed and non-industrialized parts of Yugoslavia, 
the benefits of customs protection and the established infrastructural conditions 
provided the Slovenian economy with a better starting position in the new en-
vironment, and accelerated the development of industry (especially manufactu-
ring) and trade in Slovenia. 

[Lazarevic (1999), 107]

On the other hand, for agriculture, still the dominant sector of the Slovene 
economy employing two-thirds of the population, the crisis that predated the war 
continued and, if anything, became more intense. Slovenian agriculture was faced 
with the loss of northern markets while it had difficulty in competing with new 
supplies from the south where the amount of arable land and climate differences 
put Slovene farmers at a competitive disadvantage. Moreover, Slovenia was also 
still dominated by inefficient, technologically backward, small-scale, family units 
that simply could not make a living in a market economy. More than 60 percent 
of farms remained too small-scale to offer any hope of a sustainable subsistence 
income. Farms below five hectares were considered not viable, meaning that the 
majority of farmers had to seek income sources outside of farming. The only al-
ternative was emigration which many resorted to. This was even before the crisis 
intensified with the depression in the first half of the decade of the 1930s.

Despite the regional imbalances and the obvious feeling in Slovenia that it 
was being held back by the policies of Belgrade directed at favoring the Serbian 
and souther regions, economic growth and development in Slovenia in the decade 
following the first World War was impressive and it no doubt benefitted from 
being the industrial engine of the country. As Lazarevic characterizes the period, 
“Slovenia experienced a powerful surge of industrialisation, which we can rea-
sonably term Slovenia’s founding age” [Lazarevic (1999), 112]. In short, despite 
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any perceived or real restraints on Slovenian enterprise from Belgrade, the twen-
ties were a period of real economic advance for the region. 

Slovenian industry responded to the opening up of the new market. The 
number of manufacturing facilities in all the major industries doubled on average 
over the decade led by textile plants which increased ten-fold, though the majority 
of these were small, labor-intensive manufactories. Large-scale operations still 
remained dominated by foreign capital while Slovenian capital predominated in 
the small-scale sector. By the 1930s total Slovenian capital in the industrial sec-
tor outweighed foreign capital by a ratio of two to one [Lazarevic (1999), 113]. 
Another indication of a growing Slovenian capitalist sector was the expansion of 
Ljubljana as a banking and financial sector. The number of banks tripled to nine 
and stock and financial markets developed. However, most capital for the emerg-
ing manufacturing sector did not come from the financial sector but rather from 
individual savings and local credit co-operatives.

The depression which began in 1931 changed the economic landscape. Em-
ployment, which had peaked in 1930, fell and unemployment rose until the econ-
omy began to recover after 1935, but employment did not recover to earlier levels 
until the end of the decade. Over the whole decade, the best that can be said is that it 
was a period of “consolidation” though perhaps, more accurately, of stagnation.

Agriculture, which had remained in crisis during the twenties, was even fur-
ther depressed. The farm population continued to drop and over half of those who 
remained could not make a subsistence living out of farming but had to take work 
in manufacturing, mining, or commercial activities just to subsist. Slovenian ag-
riculture was also negatively affected by national agricultural policies. Although 
a moratorium was introduced on farm debt payments, the high grain price policy 
which preserved the prices for cereals resulted in Slovenia paying 50 million dinars 
more per year to import grains from other parts of Yugoslavia over what it could 
have paid for the same grains from other sources. At the same time, the agricultural 
sectors important to Slovenia, particularly cattle raising and fruit growing, received 
no comparable price supports [Lazarevic (1999), 125–126].

Workers in Slovenia generally also suffered during the depression though 
Lazarevic implies that the welfare of workers was never of much concern during 
the interwar period. He notes that social policy remained backward throughout 
Yugoslavia generally, largely because of the uneven development of the poor-
er areas of the country which delayed and restricted the development of social 
legislation and programs throughout the country, including Slovenia [Lazarevic 
(1999), 127]. In a very real sense, therefore, it can be said that the industrial boom 
in Slovenia in the period between the wars was based to a considerable extent on 
the exploitation of the labor force.

Slovenia’s grievances with the national government also extended to the tax 
regime. Slovenia retained the 1896 Austrian tax system after 1918 but, because of 
inflation, the income tax burden rose with the fall in the value of the Dinar. Ser-
bia opposed income taxes and relied on indirect taxes. This did not change until 
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a national system of direct taxation was introduced in 1928. Slovenes argued, 
however, that the tax system continued to transfer income out of the region. Prior 
to the formation of Yugoslavia, Slovenia had been a net recipient of tax revenues 
within the Austrian empire. Now, it claimed it was a net contributor. By the late 
1930s, national taxes levied on Slovenes were 800 Dinars while the average for 
the country was 450 Dinars. Including local and banate taxes, the comparable 
figures were 907 Dinars and 586 Dinars [Lazarevic (1999), 130].

However, these raw figures are somewhat misleading, simply because aver-
age Slovenian incomes were also much higher than the Yugoslav average. When 
standardized for income, the tax burden on Slovenia was only very slightly higher 
than over the rest of the country. This is evident in table 1.1. In short, the tax system 
appears only mildly progressive at the time.

Table 1.1
Taxes as Percent of Per Capita Income (circa 1939)
	 Slovenia		 Yugoslavia
National 20% 19%
National and Local (banate and municipal)  23% 21%
Source: Calculated from Lazarevic (1999), 130.

Certainly, Slovenia was the most highly developed region of the first Yugo-
slavia. Per capita income was 61 percent higher than the national average in 1910 
and Slovenia clearly had a strong industrial head start when the new country was 
formed. Social and living standards remained “substantially higher” than for the 
rest of the country throughout the period [Lazarevic (1999), 124]. National poli-
cies that favored the more populous Serbian and southern areas during the inter-
war period narrowed the income difference to around 43 percent though clearly 
without acting as a significant break on the development of the Slovenian terri-
tory. Summing up the whole period of the first Yugoslavia, Lazarevic concludes:

Slovenia’s 8 percent of the population [6 percent of the area of Yugoslavia] 
generated a little over one-quarter of Yugoslavia’s total production, and pro-
vided over one-fifth of all jobs. Slovenian capabilities in the metal production 
and metal working industries accounted for 51 percent of the total Yugoslav 
capacity. In textiles and leather working the figure was 37 percent; in the paper 
industry 38 percent; in the chemical, glass and wood industries it was a quar-
ter, and in electricity production a fifth. 

[Lazarevic (1999), 124]

Over the interwar period, Slovenia’s industrial capitalization doubled as did 
its industrial employment. It retained a comfortable export balance in finished 
goods. At the same time, the value of its industrial output increased two and a half 
times indicating a healthy rate of productivity increase. Slovenia had reasserted 
the leading economic position in the region that it had achieved prior to the first 
World War. But a continuation of the economic recovery and industrial develop-
ment was stopped in its tracks by the Axis invasion in 1941.
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The Second World War was a pivotal event in the history of Yugoslavia and 
Slovenia, both politically and economically. The damage to the economy and to 
the civilian population was enormous. Yugoslavia was divided up between the 
Axis powers with the aid of Yugoslav collaborators and Quislings, particularly 
in the so-called Independent State of Croatia (which included most of Bosnia-
Herzigovina) where the puppet Ustase fascist regime was installed. Slovenia was 
partitioned. Northern Slovenia was annexed by Germany which moved Austrians 
into the region to “Germanize” the area. Italy received Ljubljana and the bulk 
of Slovenia but it attempted to subject the population by conversion to fascism 
rather than by outright suppression [Darby et al. (1966), 209]. The northeast, the 
agricultural area of Prekmurje, was occupied by Hungary. 

Germany gained the most from the partitioning of Slovenia, securing almost 
three-quarters of the industrial capacity of the region. Italy got most of the rest leav-
ing Hungary with only a few percent. Inflation and the undervaluing of the Yugo-
slav Dinar did their part in undermining the economic welfare of all the Yugoslavs 
but the real damage came in the war itself, the resistance put up by the partisans 
and Tito’s fledgling National Liberation Army and the genocidal reprisals by the 
Germans to such resistance, the hostilities between the fascist Ustase and the Serbs, 
and the battles between Tito’s Liberation Army and the royalist Chetniks which in-
creasingly allied themselves with the Germans. But whatever the political and eco-
nomic damage caused by the fighting itself, it was less than that occasioned by the 
Germans when, facing defeat, they retreated destroying and looting all industrial 
capacity in their wake. Lazarevic’s conclusion is rather an understatement:

The Second World War marked a great gap in the economic development of 
Slovenia. The promising progress being made was brought to a halt as the 
value of real property and financial assets plummeted. The extent of material 
war damage was huge, not just because of the measures carried out by the 
occupying forces but also as a result of the fighting itself, especially at the end 
of the war. And added to all of this was the great toll in human lives that was 
paid by the people of Slovenia [Lazarevic (1999), 137].

Economic Development in the Second Yugoslavia: 1945–1990

The triumph of the Yugoslav National Army under the charismatic Communist 
leader Josip Broz Tito ushered in a new and very different political-economic re-
gime from the conservative, capitalist regime that had controlled the country during 
the interwar period. The changes were, as one would expect, revolutionary, not just 
because of political ideology of the new leaders, but also because of the popular 
reaction to the collaboration of so many of the old economic elite with the fascist in-
vaders. One early reform was the issuing of a new currency in 1945 which devalued 
holdings of the old Dinar. As Darby et al. note, the effect of this and rent controls 
was “to impoverish, and virtually eradicate, the small class of town bourgeoisie 
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which had played such an important part in political life in Yugoslavia between the 
two world wars” [Darby et al. (1966), 237). The former ruling classes were also 
weakened by the expropriation of the property of Germans and their collaborators, 
limitations on the amount of land individuals could hold, and nationalization of 
four-fifths of all industrial property [Darby et al. (1966), 237]. On the political front, 
the elections held in November of 1945 returned a vote of 90 percent in support of 
the “People’s Front,” dominated and controlled by the Communists, though to put 
this in perspective it should be noted that the old opposition parties had pulled out 
from the vote in the face of the popular support enjoyed by the Communists. Thus 
was ushered in four and a half decades of Communist domination, if not rule, in the 
political-economic affairs of Yugoslavia.

Initially the political structure of the new Socialist Federal Republic of Yugo-
slavia (SFRY) and the organization of the economy was patterned on the political 
and economic structure and program of the Soviet Union. This was the short-lived 
era of state socialism and central planning under a hegemonic Communist Party. The 
economy was based on stateownership and a centralized system of management in 
production, distribution, exchange, and consumption. Integral to this system was 
the subordination of enterprises and republics to national planning and budgeting 
machinery through directives and orders. At the apex of the system was the Board 
of Ministers of Economic Divisions and its leading division, that of Economic Plan-
ning. Individual enterprises were essentially administrative units of the planning di-
vision and any profits (or losses) accrued to the national body. Distribution was the 
responsibility of the Federal Ministry of Finance. In short, all individual incomes, 
state and enterprise expenditures flowed to and from the national treasury—“the 
economy of the country functioned as one big, enormous enterprise” [Bilandzic 
(1978): quoted in Phillips and Ferfila (1992), 36]. In 1947 the first fiveyear plan was 
introduced and in 1949, the collectivization of agriculture was begun.

The economic challenge that faced Yugoslavia and the new government at 
the end of the war was monumental. Eleven percent of the population had been 
killed in the war, 40 percent of manufacturing capacity was badly damaged or de-
stroyed, almost a quarter of the people were homeless, and the monetary system 
was fragmented among seven different currencies. As well, at that time almost 80 
percent of the population were peasants. The task of reconstruction, restarting the 
transition to an industrial economy, and providing subsistence for the mass of the 
population was enormous. And yet by 1947 the pre-war level of output had been 
regained [Horvat (1976), 6].

The Soviet model appeared to be a successful one in the early post-war years. 
However, a number of developments over the next few years were to radically al-
ter the political-economic system in the SFRY. First was the expulsion of Yugo-
slavia from the Cominform in 1948 resulting from a dispute between Stalin and 
Tito relating to differences in political and economic policies [Darby (1966), 246]. 
This caused a major collapse of economic relations with the Communist countries 
which, in turn, caused serious problem because trade with these countries was cen-
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tral to success of the economic plan. Second, drought and the attempted collectivi-
zation of agriculture proved disastrous for agriculture. Thirdly, there was growing 
doubt about the ideological premiss which underlay state ownership and central 
economic planning. By 1950, the chairman of the Federal Planning Commission 
and close confidant of Tito’s, the Slovene Boris Kidric, would argue that central-
ized state socialism was only the first, transition stage to socialist democracy and if 
pursued would end up producing only “state capitalism” or etatism. “The building 
of socialism categorically requires the development of socialist democracy and a 
bold transformation of state socialism into a free association of direct producers” 
[Quoted in Horvat (1976), 11].

Already by 1950, the transition to worker self-management had begun along 
with decentralization of economic planning and decision-making to the republic 
and commune level. Enterprises were now accountable for their own economic 
results and were allowed to retain and redistribute a portion (albeit a small por-
tion) of any profits earned and, increasingly over time, to establish wage rates and 
the distribution of profits between the salary fund, the accumulation fund, and the 
fund for social programs. Until 1954, however, the rate of capital accumulation 
and its distribution remained the exclusive jurisdiction of the state. In 1954 this 
also began to change as enterprises were allowed more discretion in determining 
the amount and distribution of investment.

Decentralization and the dismantling of the central state planning machin-
ery had some contradictory effects. Although the national political and economic 
institutions lost their hegemonic power, the republic institutions, including the 
single party structures in the individual republics, moved to fill the power vacu-
um. Nevertheless, the economic results of this first period of stripping the state-
ownership, centralist planning system of its power resulted in superior economic 
results. During the period from 1952 to 1964, the national product per capita was 
constantly rising at an annual rate of 8.3 percent [Horvat (1986), 14].

The third period in the post-war economic history of Yugoslavia began with 
the reforms in 1961–65 that ushered in the period of market (or self-managed) 
socialism. These were in part a response to growing conflicts between the various 
republics and a desire to increase reliance on market forces and self-management 
and to reduce political controls through further decentralization. The economic 
reforms of 1965 were significant and wide ranging. Central economic planning 
was further weakened and became, in fact, merely indicative planning. There 
was strong encouragement for economic integration with the western economies 
including devaluation of the Dinar, a reduction in customs protection, and price 
realignment in accord with prices on the world market. Federal economic author-
ity was reduced resulting in a devolution of power to the republics, the banks, and 
the individual enterprises—indeed, a significant “withering away” of the state.

This process, particularly in areas such as investment funds where the banks 
and enterprises were given greater funding authority and profitability was given 
much greater emphasis, and in mandatory contributions and taxes on enterprises 
where they were reduced with the intention of giving the enterprises more scope 
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for self-financing, further weakened the role of the state in the economy. Espe-
cially important was the removal of the national bank’s role as investment banker 
and the creation of self-managing communities of interest to provide social serv-
ices, including education and health care. State financing of investment dropped 
from around 56.4 percent in 1963 to around 15 percent by the 1970s [Phillips 
and Ferfila (1992), 43]. This transfer of the investment function from the state to 
the banks in the eyes of critics (such as Horvat) became a critical element in the 
eventual disintegration of the federal state which lost all control of the dynamics, 
structure, and allocation of investments.

These reforms, however, had negative repercussions. Economic performance 
deteriorated and bureaucratic political controls merely passed from the national 
to the republic level. Furthermore, control by the banks and a rise of technocratic 
management further removed workers from meaningful self-management while 
increased reliance on the market created greater income disparities contributing 
to political dissension, regional conflicts, and a rise in ethnic nationalism, the 
scourge of the interwar period.

Further reforms were undertaken to combat the rising dissatisfaction and re-
gional unrest beginning in 1971 and culminating in the new constitution of 1974 and 
the companion economic measure of 1976, the Law on Associated Labour. By this 
time, the federal government was reduced to minor status, its only revenues from 
customs duties, minimal federal income taxes and revenues from federal institutions, 
and contributions from the republics and autonomous provinces. The 1974 constitu-
tion and the 1976 Law on Associated Labour embodied the final, utopian vision of 
self-management designed by its chief architect, the Slovene Edvard Kardelj. Thus, 
Yugoslavia entered into the period of ‘total’ or “socialist self-management.” 

The complexity of the system of self-management through “basic organiza-
tions of associated labor,” “composite organizations of associated labor,” “work 
organizations,” at the enterprise level and of state functions through ‘self-managing 
communities of interest or interest unions,” and multi-chamber assemblies of del-
egates is too complicated to be detailed here. Suffice it to say that it was not effec-
tive in revitalizing the Yugoslav economy while the “withering away of the state” 
left a vacuum at the economic policy level thus encouraging the Communist Party 
(officially the League of Communists) to expand its role at the republic level, even 
though it was officially divorced from government. The effect was exactly opposite 
to that which was intended. Etatism was revived, though at the republic level rather 
than the national level, and real self-management atrophied. 

The result was the economic crisis of the eighties. From the introduction of 
self-management until the mid 1970s, Yugoslavia experienced strong economic and 
productivity growth. In the late 1970s growth tailed off and after the two oil shocks 
and the monetarist debacle of the early eighties, a decade of sustained economic 
crisis ensued, a period which can accurately be described as stagflation—inflation 
combined with low productivity growth, income stagnation, and rising unemploy-
ment. This is demonstrated in table 1.2. 
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Table 1.2
Growth and Prices in the Yugoslav Economy: 1948–1987 
Annual Growth Rates %
Period Per Capita Social Product Retail Prices Real Personal Income 
 1972 prices  Per worker
1948–1952 0.6 — — 
1953–1956 5.2 2.3   1.1 
1957–1960  10.2 3.0   9.1 
1961–1965 5.7 11.1   5.4 
1966–1970 5.9 10.0   7.3 
1971–1975 5.1 20.2   1.5 
1976–1980 4.3 17.4   0.9 
1981–1987 0.1 62.4 –3.3
Source: Cerne (1989), 407–415.

The “cause” of the stagnation in the Yugoslav economy cannot be attributed 
to a single factor. Problems with the institutions of self-management and the in-
terventions of the Party played a part. So did the ethnic divisions and the reliance 
on foreign debt. This was magnified by Yugoslavia’s existence on the periphery of 
the industrial core countries, particularly in an era dominated by monetarist con-
tractionary economic policy. Whatever the cause, the economic problems were 
real. They became a crisis in the late years of the decade of the 1980s.

In December of 1989, the Yugoslav Prime Minister Ante Markovic began a 
series of economic reforms that effectively dismantled the system of self-manage-
ment and in the process began the process of conversion of the economy to the 
Western European capitalist market system. Moreover, the eventual effect was to 
dismantle the Yugoslav state entirely. This culminated in the departure of Slov-
enia and Croatia from Yugoslavia in 1991 amid the growing chaos of civil war. 
The collapse of Yugoslavia and the proclamation of Slovenia as an independent 
state marked the first time that Slovenes would have a nation state. For how long 
is a question we will consider later. At the moment we should consider the devel-
opment of the Slovenian economy within the larger framework of the Yugoslav 
Republic from 1945 to 1991.

Slovenia: 1945–1990

Economic growth and development in Slovenia followed much the same pattern as 
that for Yugoslavia as a whole. This, of course, should be expected particularly in the 
early years when centralized regulation and planning of the economy was in force. 
Slovenia, as was the case in the first Yugoslavia, was the most developed, the most 
industrialized, and the most affluent republic in the new federation from the beginning 
and remained so throughout the four and a half decades of the SFRY’s existence. 

There are many who believe that Slovenia’s economic growth and develop-
ment was retarded by national officials in Belgrade as a result of resource and fi-
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nancial transfers from the richer republics, specifically Slovenia and Croatia, to 
the poorer southern republics and provinces, specifically Bosnia and Herzigovina, 
Montenegro, Makedonia, and Kosova. From the beginning, as early as 1945, Slov-
enia was critical of national economic policy and centralized control “as it became 
clear that the Slovenian republic would have to slow its rate of progress over the 
coming five years to accommodate the less developed republics in the south, and 
assume the largest burden of the so-called “federative construct” [Princic (1999), 
159]. This becomes a continuing criticism by the “Slovenian separatists” of national 
economic policy throughout the nation’s existence. The statistical evidence to sup-
port this, however, is not convincing as we will show below. Furthermore, with each 
successive stage of reforms, the economic independence of the republics increased 
until by the late 1980s, Slovenia was virtually an independent economic state. Simi-
larly, the devolution of constitutional competencies had converted Yugoslavia from 
a federation, with power flowing from the top down, to a confederation, with power 
residing with the republics and delegated to the national level.

Slovenia emerged from the war with a devastated economy. Over 85 percent of 
its railway line was damaged or destroyed, many hundreds of railway buildings were 
destroyed as were 175 bridges. Damage to industrial capacity, forests, and agricultural 
land was extensive and trade links with Western Europe were cut off. The national 
goal was to restore production to pre-war levels by 1947. Horvat, as noted above, says 
that goal was reached at the national level though Princic disputes this for Slovenia 
[Princic (1999), 156–157]. Still, Slovenia was well ahead of the country average for 
social output per capita. In 1947, social product per capita in Slovenia was 63 percent 
higher than for Yugoslavia as a whole [Federal Statistical Office (1986), 204].

Slovenia faced some particular economic problems in the aftermath of the war. 
National plans called for extensive and non-sustainable exploitation of her forest re-
sources (twice the sustainable yield in 1951) to generate exports. This required ad-
ditional transportation infrastructure that absorbed much of the little capital invest-
ment resources allocated to Slovenia. Further, the western region of the new Slovenia, 
previously under Italian occupation, had been starved of capital and its economy had 
stagnated during the Italian period, but the federal authorities were reluctant to allo-
cate capital expenditure to the region until the western boundary had been secured. In 
addition, Slovenia suffered, as did the rest of the country, during this reconstruction 
period by the cessation of UNRRA aid and Hungarian reparations, and the rupture 
of trade relations from Eastern Europe and the Soviet Union which cut off supplies 
of capital goods and forced Slovenia to redirect trade to Western Europe, Africa, the 
Middle East, and even more distant lands. Also, the second wave of nationalization 
in 1948 disrupted traditional production arrangements as did the collectivization of 
agriculture in 1949–1951 (though agricultural collectivization was never very exten-
sive in Slovenia). As a result of this combination of factors, Princic reports, Slovenian 
output actually declined by 3 percent in the 1947–1950 period [Princic (1999), 163].

The implementation in 1950 of the Kidric reforms—abolition of state property 
and central administration in favor of social property and workers’ self-management; 
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abandonment of multi-year state-administrative plans in favor of broad, “overall basic 
proportions” allocations; and the enactment of a market-directed economy—proved 
effective in increasing the rate of economic growth throughout the country and even 
faster in Slovenia. In addition, economic development priorities began to shift in 1955 
away from concentration on heavy industry in favor of a more balanced approach 
directed at increasing living standards and the provision of more consumer goods and 
also at reducing income inequalities. Economic growth responded. Social product 
in Slovenia grew at an annual rate of 5.5 percent in the 1948–1955 period, and 7.5 
percent in the 1955–1965 period, slightly faster in both periods than in Yugoslavia as 
a whole. The industry output growth figures for Slovenia for the comparable periods 
were 9.1 and 9.7 percent per annum and 9.1 and 12.0 for Yugoslavia as a whole [Fed-
eral Statistical Office (1986), 204–205]. The workers also took to self-management 
from the beginning with the establishment of over 700 workers councils in industrial 
and other companies in 1950. Agricultural yields lagged behind the national growth 
rate, particularly in the 1951–1955 period, but still grew at a respectable compound 
rate of 2–2.2 percent per year from 1951 to 1965, despite a rapidly dropping rural 
farm population which fell from 49 percent of the population in 1948 to 41 percent 
five years later. This was accompanied by a 50 percent increase in the number of 
semi-proletarian worker-farmers to 71,000 [Princic (1999), 169].

There is some evidence that investment in Slovenia lagged somewhat in the 
1953–1965 period when the average growth rate in fixed investment in Yugosla-
via was 9.4 percent while that of Slovenia was 7.3 percent. Furthermore, Slovenia 
invested only 29.4 percent of its social product compared with an average of 35.8 
percent for the nation as a whole. However, this was more than offset by two fac-
tors; one, the much larger capital base (and social product) that Slovenia had at 
the outset; and two, the much higher marginal efficiency of capital (productivity) 
in Slovenia. The return to investment in social capital per 100 Dinars of invest-
ment in the SRS was 42.4 percent compared to 35.7 percent in the nation at large 
(1952–1965 figures) [Federal Statistical Office (1986), 203].

It was not all smooth sailing in this period. A second, more realistic, five-year 
plan was introduced in 1958 directed at modernizing and reconstructing capacity 
rather than at new capital investment but inflation, a rising trade deficit, and a reces-
sion in 1959–1960 meant targets could not be reached and this led to the beginnings 
of the new round of reforms covering the period 1961–1965. The social plan of 
1961–1965 and the 1965 Constitution embodied the “Slovenian line,” and gave the 
republics much more autonomy and discretion over economic matters. Slovenia 
approved “because it granted the republic the right to direct the economic develop-
ment in its own territory independently as a sovereign state and social communi-
ty. . . ” [Princic (1999), 178–179]. However, this had its own problems by baring the 
split between the developed and under-developed republics and provinces thereby 
exacerbating ethnic tensions. But of equal or greater importance in the long run, it 
launched Slovenia on the road to seeking greater integration with Western European 
countries and less reliance on the national market.

The Slovene economic plan of 1966–1970, the first involving regulation of 
the economy by the republican government, reflected this new, “liberal” focus. 
The economy of the SRS responded. Social product expanded over the following 
eight-year period after1966 by an average of 6.8 percent, investment by 9.1 per-
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cent, industrial output by 4.9 percent, and agricultural production by 2.5 percent. 
[Federal Statistical Office (1986), 202–205]. Indeed, the “good times” were to 
last until near the end of the decade of the 1970s, despite the oil shock of 1973. 
But the storm clouds were gathering.

In 1971 a further constitution amendment transferred many more economic 
and financial powers to the republics. In 1974 the new constitution was adopted fol-
lowed, in 1976, by the Law on Associated Labour—effectively making Yugoslavia 
into a confederation and in the process losing national control of the monetary system 
and the money supply. The oil shock of 1973 had increased production costs and in-
creased the trade deficit but it also created huge pools of low-cost financial capital on 
the international market. The republics began to borrow heavily on the international 
market and investment rose spectacularly, as previously noted, by an average of over 
9 percent per year in Slovenia up to the mid-seventies.

The availability of low-cost foreign capital was a mixed blessing. While it 
spurred investment and consumption, it also spurred growing international debt 
loads, inflation, and a widening trade deficit while the productivity of the new 
investment dropped precipitously, by 56 percent in Slovenia between the 1966–
1974 and 1975–1981 periods. 

The second oil shock in 1978 followed by global monetarism initiated by the 
United States that drove up international interest rates created the debt crisis in the 
developing world (including Yugoslavia) which initiated the period of permanent 
economic crisis in Slovenia and Yugoslavia that culminated in the collapse of 
the federation. This is clear for Slovenia in Figure 1.1, which depicts real growth 
rates of social product per capita for Slovenia for most of the period after 1953. 
Only in one year during the 1980s did growth exceed 2 percent and in six of the 
ten years, the growth rate was negative. Real net personal income per worker in 
Slovenia declined from 1980 to 1984 and again in 1987 and 1988 before rising 
briefly in 1989 then dropping precipitously in 1990 by just under 40 percent. In-
flation rates began the 1980s in Slovenia in the 30–40 percent range before rising 
steadily peaking at 1,385 percent in 1989.

Repeated national stabilization plans were attempted after 1982 but to no 
avail. The reasons were several. International debt and high interest rates were per-
haps the initiating trigger to the crisis but the inability of the federal government 
to introduce effective monetary restraints or control the issuance of money due to 
the autonomy granted the republics and the enterprises—and the consequent in-
ability to introduce International Monetary Fund conditionality provisions (which 
would probably only have exacerbated the economic collapse in any case)—pre-
vented the central bank and the federal government from taking any effective 
action. In any case, rising ethnic tensions between the republics prevented any 
coordinated policy response. No doubt some of the problem can be traced back 
to the 1974 Constitution and the 1976 Law on Associated Labour which created 
a system so decentralized and autonomous that a concerted policy was impos-
sible. At the same time horizontal mergers and self-management agreements had 
greatly reduced market discipline on enterprises, banks, and governments alike. 
Princic’s conclusion is perhaps the relevant one: “By [1985–1989], Yugoslavia 
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was functioning as an entirely asymmetrical federation, no longer comprising a 
single economic area and without a common market” [Princic (1999), 195].

Slovenia, however, can take a considerable amount of responsibility for the final 
economic dismembering of the federation. In its social plan of 1986–2000, provision 
was made for reorientation of the republic’s economy, exports, imports, and industrial 
inputs away from Yugoslavia and toward Western Europe. This was a continuation 
of the trend begun in the 1960s. In 1989, Slovenia introduced a law allowing it to 
determine which federal laws it was willing to abide by; in March 1990, it declared its 
economic independence; in January 1991 it took control of customs and sales taxes 
and replaced them with “voluntary contributions” to the federal government; in April 
1991 it introduced its own monetary unit for business accounts; and in June 1991 it 
declared its political independence. The last move to complete economic independ-
ence was the adoption of the tolar as the Slovenian currency in October 1991. Slov-
enia was, for the first time, an independent nation state and national economy.

Summary

The history and development of Slovenia in the second Yugoslavia, though now 
sometimes disparaged by contemporary critics, was—with the exception perhaps 
of the last decade of the eighties—a generally positive economic experience. (The 
evidence is given in some of the statistics in Appendix 1.A.) 

Figure 1.1.
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After a decade and a half of first depression, and then war, Yugoslavia as a 
country, and Slovenia as one of its constituent republics, embarked on an ambi-
tious course of industrialization and economic development. For the first three 
and a half decades the process could be considered a considerable success. For 
Slovenia, the process of industrialization begun in the 1920s and interrupted by 
the depression and war, was largely completed. The country moved from being 
a rural agricultural economy dominated by a peasant orientation to being a mod-
ern, urban, and industrial one. The standard of living, social services, and level 
of development rose to Western European standards, albeit on the lower side. 
At the same time, political and economic decentralization permitted Slovenia 
to create effectively an economic state within a state that promoted and enabled 
the final political break with Yugoslavia, though not without considerable initial 
economic cost. 

Notes

1. For a summary of the system see Phillips and Ferfila (1992), 46–50.
2. For a more detailed discussion of the reforms and their failure and the subsequent 

dissolution of Yugoslavia, see Phillips and Ferfila (1992), Chapter 6.
3. This is the underlying theme of Joze Princic’s economic history of post-war Slovenia, 

“The Slovenian Economy in the Second Yugoslav State (1945–1991)” [Princic (1999), Part III].
4. Only 5 percent of the agricultural population and 4 percent of farm population were 

involved in 381 co-operative farms by the peak in 1951. Most of these reverted to marketing 
co-ops in subsequent years [Princic (1999), 165].
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Selected Economic Indicators: Yugoslavia and Slovenia 
1945–1985 
Annual Rates of Growth
Social Product Per Capita, din., 1972 prices
 1948–1984 1948–1955 1956–1965 1966–1975 1976–1985 
Yugoslavia  4.4  2.4  7.4  4.8  2.6 
Slovenia  5.0  4.6   6.7  6.0   2.2
 
Social Product, min. din., 1972 prices
Yugoslavia  5.5  5.1  7.4  5.8  3.4 
Slovenia  5.8  5.5  7.5  6.8  3.7
 
Industry Output Index
Yugoslavia  8.6  9.1  12.0  7.1  5.0 
Slovenia  7.7  9.1  9.7  7.8  4.2
 
Gross Fixed Investment
 1953–1983 1953–1965 1966–1975 1976–1983 
Yugoslavia  6.0  9.4  5.9   1.1 
Slovenia  5.3  7.3  9.1 –1.2
 
Percentage Share of Fixed Investment in Social Product
Yugoslavia  31.0  35.8  30.0  29.8 
Slovenia  25.4  29.4  24.6  29.7
 
Growth in Agricultural Output
1951–1984 1951–1955 1956–1965 1966–1975 1976–1984
Yugoslavia  3.6  9.6  2.9  2.9  2.2 
Slovenia  2.6  2.2  2.0  2.5  3.5
Selected Slovenia:Yugoslavia Ratios 
(Yugoslavia = 100)
Fixed Assets per Worker  1952 1983 
  122  132
Capital Equipment per Worker  111  136
Share of Social Product (%)  1947 1984 
  14.9  16.8
Social Product per Capita   163.2  201.3
Retail Sales per Capita  1952 1984 
  170.2  179.8
Net Personal Earnings per Worker  1965 1984 
  124.1  121.7
Expenditures on Social Services  1966 1983 
  180  197
Source: Federal Statistical Office, Yugoslavia 1945–1985: Statistical Review (Beograd: 1986).
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Two 
 

TranSiTion and eConomiC 
develoPmenT in Slovenia: 

The firST deCade of indePendenCe

The road to economic and political independence which, arguably, Slovenia be-
gan to take in the 1960s, reached its destination with the declaration of independ-
ence in June 1991. Though the process of reorientation of economic and trade 
relations away from its Balkan partner republics and Eastern Europe and toward 
Western Europe had been underway, and with increasing purpose, in the period 
immediately before independence, the political break and the short (though rela-
tively non-destructive) war in Slovenia that followed caused an immediate inten-
sification of the depression and economic crisis that had wracked the Federation 
in its final years. Moreover, the prolonged and bloody process of dismemberment 
of Yugoslavia that followed for over half a decade, further disrupted Slovenia’s 
economic ties with its former partners.

This was not an auspicious beginning for a newly independent country which 
was also faced with the problems associated with the transformation of the econo-
my from self-managed socialism to market economy, a requirement if Slovenia was 
to be accepted into the European Union which was the stated goal of the country’s 
leadership from the beginning. In short, the economic task facing Slovenia in 1991 
was macroeconomic recovery and growth and building new economic and labor 
market institutions in the Western European capitalist market mold. While the re-
publics and provinces in much of the former federation are still attempting to put 
the pieces of their economies back together and regain a semblance of their former 
standard of living, Slovenia has been largely successful in engineering a relatively 
complete recovery and in restructuring and reorienting its economy in its pursuit of 
Western Europe integration. Slovenia has accomplished this without the extremes 
of social turmoil, crime, asset profiteering by the nomenclature, impoverishment of 
the working class, and collapse of living standards that have characterized the proc-
ess of transition to the privatized market economy in so many of the other transi-
tional economies of Central and Eastern Europe. In this chapter we will concentrate 
on the macroeconomic performance of Slovenia in its first decade.

23
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War and Transition: 1991–1993

The first few years were a rather traumatic period for the economy of one of the 
world’s newest nations. After absorbing considerable direct and indirect costs 
from the breakup of the Federation and the wars and the refugees that resulted, 
however, Slovenia recovered relatively quickly, while its economic institutions 
have evolved into a pattern more familiar with those in Western Europe. Indeed, 
the country has targeted to reach the Maastricht criteria for entry into the Eu-
ropean Union (EU) and the European Monetary Union (EMU) to which it has 
applied with accession planned for the year 2004.

Table 2.1 
Selected Macroeconomic Indicators 1988–1994
Macroeconomic	
Indicator	 1988	 1989	 1990	 1991	 1992	 1993	 1994
Real Growth in GDP –1.7  –1.8  –4.7  –9.3  –5.5  2.8  5.3 
Per Capita Income  
(PPP USD)* 7,000 7,900 11,300 9,108 8,109 8,579 9,465 
Gross Domestic  
Investment (% GDP) na na na 15.2 17.6 19.3 20.9 
Gross National Saving  
(% GDP) na na na 24.3 24.9 21.5 24.8 
Employment Growth –0.0 –0.1 –3.3 –8.3 –7.9 –3.6 –1.3 
Unemployment Rate  
(Survey Method) na na na 7.3 8.3 9.1 9.1  
Unemployment Rate  
(Registered) na na 4.6 8.0 11.1 14.1 15.0 
Registered Unemployed/Job  
Vacancies 0.31 0.28 0.85 1.43 1.44 1.26 0.82 
Inflation Rate  
(CPI Year over Year) 300 1,385 652 117.7 207.3 32.9 21.0 
Change in Exports  
(USD): Goods na na –9.3 –6.4 42.1 –5.9 10.9 
(%)  Services na na }  –40.4 20.4  14.2 29.6 
Change in Imports  
(USD): Goods na na na –14.4 29.9   5.5 13.0 
(%)  Services na na na –5.4 29.2 –2.1 10.9
Source: See Appendix 2.A. *Author’s estimates for 1988–1990. 

The economic transition from a state of a federal republic to an independent 
nation, however, has not been an easy one. The most immediate problem Slovenia 
encountered upon independence involved the loss of the internal Yugoslav mar-
ket, a problem compounded by the rapid shrinkage in the markets of the former 
Communist countries of Central and Eastern Europe and the recession in Western 
European markets. As one of Slovenia’s most prominent economists, Joze Menc-
inger, has admitted, the collapse of the Yugoslav market alone is sufficient to 
explain the depression that gripped the Slovenian economy in the years immedi-
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ately following its break with the Yugoslav Federation. According to Mencinger, 
Slovenia’s loss of exports with independence was 45.2 percent which included 
a 74.1 percent drop in exports to former Yugoslavia [Mencinger (1997), 210]. 
The depression persisted until mid-1993 when exports reached their lowest point. 
Slovenia, with an internal market of only 2 million people and heavily dependent 
on external trade, very quickly had to develop alternative markets for exports, 
particularly given her almost non-existent foreign currency reserves which were 
equivalent to just fourteen days worth of imports.

The result of the collapse of foreign and domestic markets and the loss of 
almost 300 business subsidiaries in the other republics of the former Yugoslavia 
was a sharp decline of between 15 and 20 percent in real gross domestic product 
(GDP) and a quarter or more in real manufacturing output between 1990 and 
1993, before the trough of the depression was reached in mid-year. Selected fig-
ures on macroeconomic performance are given in table 2.1.

However, the trough of the depression was reached in mid-1993 and growth 
began in the second half of the year reaching 5.3 percent in real terms in 1994 
and 4.1 percent in 1995. 

Tourism, Transportation, and Banking

Particularly badly hit by the depression and the turmoil that followed independ-
ence were the tourist and transportation industries. The fracture of the former 
Republic of Yugoslavia posed particular problems for two of Slovenia’s major 
industries, tourism and transportation. Despite the fact that since the autumn of 
1991 Slovenia has been safe and secure, many foreigners still associated it with 
the turmoil further south with devastating effects on tourism. Following disastrous 
seasons in 1991 and 1992, energetic promotion campaigns launched early in 1993 
and directed at the European market halted the downward trend and prompted a 
modest recovery in 1994 only to have the number of foreign visits stall again in 
1995. However, since 1995 there has been a moderate recovery though the level 
of foreign visits in 2000 was still only a little over 60 percent of the immediate 
pre-independence years. (see table 2.2)

Somewhat offsetting the decline in foreign tourism in the early nineties was 
the growth of domestic tourism which rose steadily in the first half of the decade 
since independence. However, the peak in domestic tourism appears to have oc-
curred in 1995 and the level since then has stabilized or declined slightly. What 
is perhaps tourism’s most important impact is as a source of foreign exchange. In 
1997 the foreign currency inflow attributed to tourism reached in excess of US$ 
1.1 billion. Its impact on overall economic activity is less clear. Employment in 
tourism in mid-1998 stood at slightly less than 2 percent of the employed labor 
force and the absolute number employed in the industry has been falling despite 
the modest recovery since 1992.
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The other industry most adversely affected was transportation as a consequence 
of the interruption of the transshipment function between Western Europe and the 
Middle East, Greece, Turkey, the former Communist countries of South-Central 
Europe, and the former republics of Yugoslavia. The loss of this traffic has been es-
timated to be worth as much as US$ 300 million per year. Despite a slight recovery 
in 1992, the industry continues to languish and in 1997 the index of freight handled 
had fallen to 16 percent below its 1992 level [Mirror (September 1998), A4].

Table 2.2
Tourism—Nights Spent

	 																																									Foreign	 	 																																		Domestic	
Year	 Number	 Growth	Rate	 Number	
Growth	Rate	
	 (000s)	 (%)		 (000s)	 (%)
1988 6,122     0.7 2,686 –9.5 
1990 5,346   –8.5 2,611 –2.2 
1991 2,177 –59.3 2,709 3.7 
1992 2,015   –7.4 3,083 13.8 
1993 2,012   –0.1 3,372 9.4 
1994 2,481   23.3 3,385 0.4 
1995 2,436   –1.8 3,448 1.9 
1996 2,551     4.8 3,282 –4.8 
1997 3,076   20.6 3,303 0.1 
1998 3,058   –0.6 3,221 –2.5 
1999 2,741 –10.4 3,315 2.9 
2000 3,403    24.2 3,313 –0.1 
2001 3,813    12.0 3,317 0.1
Source: IMAD, Slovenian Economic Mirror, various issues; Bank of Slovenia, Monthly Bulletin, June–July 2002.

On the brighter side has been the growth of the airline industry. The national 
airline Adria was badly affected in the early years of independence when its air-
craft and airport were damaged by bomb attacks and Slovenia’s air space was 
closed. This forced Adria to move its operations to Klagenfurt, Austria, some 90 
km from Ljubljana, and to cancel 60 percent of its flights. In January 1992 Adria 
resumed operating from Ljubljana but initially its load factor was still well be-
low pre-independence levels. However, in recent years there has been a marked 
pickup in air traffic.

Recovery and Growth: 1994–2000
The broad base of the recovery that followed the trough in 1993 is evident in 
table 2.3. The annual real growth rate averaged 4.3 percent from 1994 through 
2001. The recovery was initially propelled by a rapid rise in wages and salaries 
(in real terms by 11.7 percent in 1993) and the consequent increase in domestic 
demand—consumption demand increased by 10.9 percent in 1993—and by a re-
vival in investment which increased from an average of just over 17 percent of 
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GDP in the 1991–1993 period to an average of just under a quarter of GDP over 
the rest of the decade to 2001, an average increase of almost 50 percent per year 
over the depression years. In 1994 domestic and investment demand was support-
ed by a strong recovery in exports of goods and services and this was only par-
tially offset by an increase in imports. The export boom, however, lasted only for 
two years and in 1995 was offset by an even greater increase in imports of goods 
and services leaving a modest current account deficit. Similarly modest current 
account surpluses occurred in 1996 and 1997 followed by sustained significant 
deficits in the following three years, particularly 1999 when exports of both goods 
and services fell. A strong increase in exports of both goods and services in 2001 
that was not offset by increases in imports, however, brought the current account 
into surplus for the first time since 1997. 

Table 2.3 
Selected Macroeconomic Indicators: 1994–2001 
Macroeconomic	 	
Indicator	 1994	 1995	 1996	 1997	 1998	 1999	 2000	 2001
Real Growth in GDP 5.3  4.1  3.5  4.6  3.8  5.2  4.6  3.0 
Per Capita Income  
(PPP USD) 9,465 12,500 13,200 14,100 14,800 15,000 15,590 17,370  
Gross Domestic Investment  
(% GDP) 20.9 23.3 23.4 24.1 25.6 28.4 27.8 25.4 
Gross National Saving  
(% GDP) 24.8 22.8 23.5 24.1 24.9 24.5 24.6 25.4 
Employment Growth – 1.3 – 0.1 – 0.4 + 0.2 0.2 1.8 0.8 1.4 
Unemployment Rate  
(Survey Method) 9.1 7.4 7.3 7.4 7.9 7.6 7.0 6.4  
Unemployment Rate  
(Registered) 15.0 13.9 13.9 14.4 14.5 13.6 12.2 11.6  
Registered Unemployed/ 
Job Vacancies 0.82 0.82 0.79 0.96 0.89 0.77 0.67 na 
Inflation Rate  
(CPI Year over Year) 21.0 13.5 9.9 8.4   8.0   6.1  8.9  8.4 
Change in Exports (USD):  
Goods 10.9 18.2 0.2 1.2 6.9 – 5.7 12.8 6.6 
(%)  Services 29.6 12.1 5.1 – 3.8 0.0 – 4.8 11.8 4.6 
Change in Imports (USD):  
Goods  13.0 23.0 – 0.6 – 0.8 7.0 – 1.1 6.1 2.2 
(%)  Services  10.9 23.3 2.2 2.1 5.6 3.3 6.0 1.1
Source: See Appendix 2.A. *Author’s estimates for 1988–1990.

Despite this relatively impressive rate of growth since 1993, real GDP did 
not return to its pre-independence level until 1996. According to the Institute of 
Macroeconomic Analysis and Development (IMAD), the index of GDP in 1997 
stood at 103.2 compared to the base of 100.0 in 1990 [IMAD (1997)]. At this 
point GDP, measured at purchasing power parity, approximated the same level 
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as the two lower-income members of the European Union, Greece and Portugal 
[Mirror (September 1998), 3]. Since that time, real GDP has increased by around 
18 per cent giving an index in 2001 of 121.4. In 2000 the GDP per capita in pur-
chasing power parity for Slovenia was given as 15,590, for Greece 15,570, and 
for Portugal 16,520 [SURS (2002), 64–69]. Slovenia’s standard was 70 percent of 
the EU average in 2000 but, except for Cyprus, remained well above the average 
for the other countries on the EU accession list for 2004.

Table 2.4 
Employment and Labor Force
Labor Market Statistics 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 
Labor Force 
 IMAD (Formal) 943 969 930 936 952 946 978 978 959 968 996 
 Bank of Slovenia   887 885 873  867 862 869 871 877 874 881
Participation Rate  
(age 20–59) na 79.6 80.1 78.5 77.6 77.0 77.3 77.7 
Participation Rate 
(age 15–65)     69.1 68.4 70.6 70.7 69.1 69.4 70.1 
Total Employment* (000s) 851.3 791.6 768.2 751.7 751.5 744.3 743.4 745.2 758.5 768.2 779.0
Registered Unemployment  
 (000s) 75.1 102.6 129.1 127.1 121.5 119.8 125.2 126.1 119.0 106.6 101.9 
Unemployment Rate (%)  8.1  11.5  14.4  14.5 13.9 13.9 14.4 14.5 13.6 12.2 11.6  
Labor Market Statistics 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 
Un. Rate by ILO  
 Definition (%) 7.3 8.3 9.1 9.1 7.4 7.3 7.4 7.9 7.6 7.0 6.4 
Real Gross Wage Growth  
 per Employed (%) – 10.9** 0.7 11.7 4.7 5.1 5.1 3.2 1.6 3.3 1.6 3.3
Source: IMAD, Autumn Report, 1997; Spring Report, 2002; Slovenia, Economic Mirror, April 1996; Bank of 
Slovenia, Monthly Bulletin, August 2002. * Before 1997 excludes employees in firms with less than three 
employees; **Net wage growth in 1991.

However, much as in western Europe and until more recently in North Ameri-
ca, the recovery after 1993 was not marked by a commensurate reduction in unem-
ployment. Indeed, as table 2.4 shows, the reduction in the unemployment rate after 
1994 can be partly attributed to a decline in the labor force as participation rates de-
creased, though it has been suggested that much of this decline can be traced to the 
growth in the unofficial or “shadow” economy which at mid-decade was estimated 
to equal 30 percent of the total of official economic activity [Swarzberg (1995), 11]. 
There is some support for this explanation in the difference in employment numbers 
given in the “Current Statistics” and those reported by the “Labor Force Survey.” 
(Persons in employment not covered by current statistics rose from around 44 thou-
sand in 1992 to over 81 thousand in 1996–1997 [IMAD (1997), 64].

In any case, total employment, the labor force and participation rates declined 
fairly steadily in the early 1990s, until about 1996–1997 after which employment 
and the labor force began a sustained expansion while participation rates remained 
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relatively constant or rose slightly for the prime age labor force. Real wages grew 
continuously after the trough of the depression, in some years quite strongly. After 
the recovery and from 1995 through 2001, the average annual growth rate of real 
wages was 3.3 percent.

Structural Change in the Economy

The move away from a socialist self-managed system that had its roots in traditional 
communist-style industrialism with its concentration on heavy industry and goods 
production had obvious implications for the structure of the economy once the struc-
ture of regulation had been replaced by that of the capitalist market. Typically in so-
cialist systems, even market socialist systems, the service sector was underdeveloped. 
What is evident in the Slovenian economy is a fairly rapid increase in the service sec-
tor in the climb out of depression compensating for the goods-producing sector which 
only reached pre-independence levels of output by the end of the decade. Agriculture 
has never recovered and still stands at only 90 percent of its pre-independence output 
a decade later. In contrast, output of the service industries had suffered only minor 
setbacks in the post-independence depression and had more than recovered by 1995 
and by 2000 had outstripped goods production by a factor of almost eight times. The 
most rapid expansion of output in the transition period was in non-market services, 
specifically government services including education and health which showed the 
greatest gain over the period of the 1990s. It is perhaps ironical that the greatest gain 
in the period of transition to a capitalist market economy was in the state, non-market 
sector. (see table 2.5) It appears that most of the structural change occurred in the 
period of economic dislocation that followed independence. Since then, the trends 
in most industries have been consistent, with goods production following a slower 
growth rate than services. The one exception is construction which, after a dismal 
performance in the first half of the decade, has shown stellar growth between 1995 
and 2000. The resulting contribution of major sectors and industries to total economic 
(branch) output is given in table 2.6.

What this data shows is that, as the recovery took place from the post-inde-
pendence depression, the importance of the goods-producing sector declined rela-
tive to the service-producing sector and that the non-market sector (the government 
social sector) rose relative to the market (private) sector, at least until about 1997 
after which the distribution stabilized. It is perhaps somewhat ironic that the transi-
tion from a self-managed to a market economy involved a significant increase (over 
a third between 1990 and 2000) in the relative size of the non-market sector as a 
result of the takeover of social services by the state. The relative decline in goods 
production is largely accounted for by manufacturing though almost all this decline 
took place in the crisis period between 1990 and the recovery after 1993. However, 
in real terms, manufacturing only reached its pre-independence level of output in 
2000 after a generally slow recovery from the depression years.
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Table 2.5 
Distribution of Output: Selected Sectors and Industries
Indices of Real Output:1990–2000 
(1990 = 100)
 1990	 1995	 1996	 1997	 1998	 1999	 2000
Sectors 
Goods 100.0  83.5  85.9  90.6  94.2  98.0 104.1 
Services 100.0 107.4 111.9 116.2 120.1 125.9 131.1 
Market 100.0 105.9 110.1 114.5 118.6 123.8 130.3 
Non-Market 100.0 111.7 114.5 122.2 127.0 133.2 138.7
Selected Industries 
Agriculture 100.0  92.6  93.5  90.7  93.6  91.7  91.7 
Manufacturing 100.0  81.6  82.9  88.5  92.5  95.3 103.5 
Construction 100.0  84.0  95.1 102.5 107.2 124.1 127.6 
Hotel and Restaurant 100.0  89.5  93.5  96.9  97.8 100.7 110.7
Source: Statisticni letopis Republike Slovinije, 2001, table 28.12.

Table 2.6 
Sector and Industry Share of Output
Share of Total Output of Branches by Selected Sectors and Industries: 1990–2000 
(% contribution)
	 1990	 1992	 1993	 1995	 1996	 1997	 1998	 1999	 2000
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Goods 50.3  45.8  43.2  42.1  41.8  42.2  42.4  42.2  42.7 
Services 49.7  54.2  56.8  57.9  58.2  57.8  57.6  57.8  57.3 
Market 87.4  85.6  84.3  83.1  83.3  82.9  82.9  82.8  83.0 
Non-Market 12.6  14.4  15.7  16.9  16.7  17.1  17.1  17.2  17.0 
Agriculture 5.5  5.2  4.9  4.5  4.4  4.1  4.1  3.8  3.6 
Manufacturing 36.4  32.0  29.9  28.3  27.7  28.3  28.6  28.2  29.1 
Construction 4.4  3.4  4.6  5.0  5.5  5.6  5.7  6.3  6.2 
Hotel and Restaurant 2.7  2.6  2.8  3.0  3.0  3.0  2.9  3.0  3.0
Source: Authors’ calculations from Statisticni letopis Republike Slovinije, 2001, table 28.12; IMAD, Spring 

Report, 1996.

The Financial System
Slovenia’s recovery also required a new national currency to replace the unstable 
Yugoslav Dinar. The new Slovene currency, the Tolar, was introduced in October 
1991. This was the first step in establishing Slovenia’s international status. The 
second was membership in all the major international financial institutions, con-
sidered necessary to acquire credibility in trade markets and to obtain access to 
international financial markets and development credits. The status of Slovenia 
was clarified somewhat by the Badminter arbitration commission ruling in July 
1992 dissolving the Yugoslav Federation and assigning Slovenia 16.4 percent of 
its debt obligations. By mid-1993 Slovenia had become a member of all major 
international organizations—thitry four in total.
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A first move toward joining the European Union was made in May 1993 
when the country was admitted to the Council of Europe. In 1996 Slovenia’s 
application for associate status in the EU was finally approved and in June the 
country applied for full membership in the European Union. At the same time, 
in January 1996, Slovenia became a full member of the Central European Free 
Trade Area (CEFTA) joining Hungary, the Czech Republic, Slovakia, and Poland 
—countries which together with Slovenia were competing to become full mem-
bers of the European Union.

The third step in international economic integration was taken in September 
1995 when the Tolar became fully convertible. This was made possible by the re-
building of foreign reserves and the lowering of foreign debt obligations. By the 
end of 1995 external debt servicing was estimated at just 7.2 percent of the value of 
merchandise exports, up slightly from 1994 (5.6 percent) but still considered low, 
particularly relative to the servicing coefficients of other central European countries 
in the process of transition. At the same time foreign exchange reserves had risen to 
over US$ 3 billion, sufficient to finance four months of imports and 15 percent in 
excess of total foreign debt [Bank of Slovenia (November 1998), 60–61].

The reform of the banking system was begun quickly though it was still not 
complete at the end of the decade of the nineties. In 1991, the first bank legislation 
was passed changing the status of the banks from decentralized financial agencies of 
the enterprises (with a resulting substantial bad loans problem) into European-style 
independent institutions. However, most of the new banks were small and many re-
quired rehabilitation due to the bad loans, particularly given the poor performance of 
many enterprises in the economic depression following independence. Rehabilitation 
of the banks was largely achieved by 1997.

On the other hand, one bank, the Nova Ljubljanska Banka (N-LB), dominated 
the banking sector. As late as 1993 it accounted for approximately 75 percent of 
the country’s bank assets and 80 percent of its external transactions. Divestiture 
of its regional and local branches and recapitalization in July 1994 and the subse-
quent downsizing reduced its dominant position though it still remains the leading 
bank in the country and together with the Nova Kreditna Banka Maribor (NKBM), 
both still state-owned banks, they conduct around 40 percent of all Slovenian bank 
operations. In 2000 the three largest banks in Slovenia (N-LB, NKBM, and SKB 
Banka) accounted for over half of all Slovenian bank assets. The remaining assets 
were shared by the other eighteen registered commercial banks operating in the 
country, several of them Austrian or German owned.

In fact, the number of banks in so small a country as Slovenia has been a 
concern of the government and of the banks themselves. In an attempt to stop the 
proliferation and to promote bank mergers, legislation was passed raising the cap-
ital required to start a bank from DEM 5 million to DEM 60 million, first only for 
foreign banks and then in 1994 for all banks. However, rather than promoting the 
consolidation of the still shaky banking system, the measure prompted the banks 
to issue securities, flooding the market and sopping up DEM 123 million, or 90 
percent, of securities funds available [Rop, Kusar, and Mramor (1995), 403]. The 
Bank of Slovenia, the central bank, again raised the capitalization requirement in 
1997, from 4.08 bn SIT to 5.0 bn SIT, many times higher than the capitalization 
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ratio required in the EU. Since foreign banks are not allowed to establish branches 
in Slovenia without forming a fully capitalized subsidiary this has been a major 
barrier to the entry of more European banks.

Slovenia’s EU association agreement and its proposed entry into the EU is forc-
ing it to further reform its banking system. New bank legislation has been in the works 
for almost three years and a draft was introduced into the Legislature in the spring of 
1998. While it further liberalizes current bank regulations along the lines of European 
Union legislation, it stops short of meeting all the EU requirements and does not ad-
dress some of the issues raised by the EU. In particular the European Commission has 
noted a concern with the small size of so many of the banks, their subsequent high 
operating costs, the lack of competition between the banks including the interest rate 
cartel maintained by them, restrictions on portfolio capital inflows, continued public 
ownership of two of the largest commercial banks, and the requirement for capitaliza-
tion of foreign branches [European Commission (1997), 26]. 

The banks themselves began to discuss consolidation. The two largest, Nova 
Ljubljanska Banka and SKB Banka, announced merger talks were underway in 
March 1998, a merger that would have given the new bank a reported 46 percent 
share of assets [Thompson BankWatch, Internet Webpage (June 1998)]. It was 
expected that, if completed, this would force a major merger movement among 
the remaining eight or so of the largest banks in the country. It would also involve 
the privatization of N-LB since SKB is already privately owned, 49 percent by 
foreign investors. However, for political reasons this was not proceeded with. As 
a result, the structure of the Slovenian banking system as of the end of 2000 is 
described in table 2.7 with the leading seven banks holding approximately three-
quarters of all bank financial assets.

Table 2.7 
Market Shares and Growth of Assets of Major Banks
Name	 																																										Nominal	Growth	in	%																										Market	Share	of	Assets	in	%	
	 1999/1998	 2000/1999	 31	Dec	1999	 31	Dec	2000
NLB 13.9  20.3 28.0  28.5 
NKBM 12.9  14.4 12.0  11.6 
SKB 9.4  5.1 11.5  10.2 
Banka Koper 22.4  18.1 6.3  6.2 
Banke Celje 15.3  20.8 5.8  5.9 
Abanka 21.3  22.1 5.6  5.8 
Gorenjska banka  20.6  22.1 4.9  5.0 
Top seven Banks 14.7  17.2 73.9  73.2
Source: Bank of Slovenia, Annual Report, 2000.

The International Sector and Integration with Europe
The primary determinant of the longer-term future of the Slovenian economy 
will be the international sector. Given the very small size of the domestic mar-
ket, even if highly protected, exports (including tourism and transportation) 
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become the critical element in economic growth. In 2001 the dependence of the 
Slovenian economy on exports (exports of goods and services as a percentage 
of GDP) was 60 percent. The measure of total dependence on international trade 
(exports plus imports as percentage of GDP) stood at 120.7  percent [IMAD, 
Spring Report (2002), 123]. What are the prospects for increased external mar-
kets? There are three areas to explore—the republics of ex-Yugoslavia, the 
former communist countries of Central and Eastern Europe, and Western Eu-
rope, in particular the EU.

The decline in exports to the former Yugoslav republics between 1991 and 
1992–1993 is estimated at approximately 20 percent of Slovenia’s GDP, even be-
fore the full implementation of United Nations sanctions. While imports also fell, 
the net fall in aggregate demand is estimated at almost 10 percent of GDP. The fall 
in imports from the former republics also represented a burden on the Slovenian 
economy since a significant portion of these imports constituted raw materials 
and intermediate goods necessary for domestic and export production. The loss 
of the Yugoslav market was also a barrier to attracting foreign investment inter-
ested in serving the much larger market of the former Federation. Therefore, the 
re-establishment of an integrated Balkan market should have a significant part of 
any long-term Slovenian strategy. Though Slovenia has a large trade surplus with 
the republics of ex-Yugoslavia, continuing problems of sanctions, economic re-
structuring, post-war reconstruction, and the continuing crisis in Kosovo promise 
slow growth in this market for the foreseeable future. However, negotiations are 
underway to conclude a free trade agreement with neighboring Croatia though 
frictions between the two successor states have arisen over border issues and the 
future of the Krsko nuclear power plant located in Slovenia but which also sup-
plies power to Croatia.

Prospects for expanding trade with central European counties appeared more 
immediate with Slovenia’s entry into the CEFTA in 1996. Indeed, spurred by 
quite impressive labor productivity growth in the last few years averaging just un-
der 3 3/4 percent per year from 1993 through 2001, exports to the other countries 
in CEFTA accelerated in 1995 by 31 percent though this increase was more than 
matched by the growth in imports (40 percent), a trend that has continued. CEFTA 
has become the third largest trading partner for Slovenia after the EU and Croatia 
and accounts for around double the export trade with countries of the former So-
viet Union in 2001. At the same time, while free trade agreements have also been 
negotiated with the Baltic countries, these are not major markets for Slovenian 
goods and services, accounting for less than half of 1 percent of Slovenia’s ex-
ports in 2001 [Bank of Slovenia, Monthly Bulletin (August 2002)].

The key market is Western Europe where Slovenian strategy has been to 
apply for associate, and eventually full, status in the EU and to move its institu-
tions and policies into conformity with European standards. To a certain extent, 
this strategy has already paid off in the form of increased market penetration, 
particularly in Germany, Italy, France, and Austria. Taken together, the percent-
age of Slovenian foreign trade accounted for by the EU rose from 52 percent 
in 1992 to 65.5 percent in 1997 and 65.1 percent in 2001. This latter figure 
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compares with just 7–9 percent of foreign trade conducted with CEFTA. The 
following table gives the country-by-country and regional block distributions 
of exports and imports for Slovenia’s five largest trading partners and for ma-
jor trading areas for 2001. The obvious importance of Germany, Italy, Croatia, 
Austria, and France is indicated by their dominant shares.

Table 2.8 
Dominant Foreign Trade Partners: 2001
Country	 Export	Share	 Import	Share	
	 (%	of	total	exports)	 	(%	of	total	imports)
Germany 26.2 19.2 
Italy 12.5 17.7 
Croatia 8.6 4.0 
Austria 7.5 8.3 
France 6.8 10.6 
Rest of World  38.4 40.2 
EU 62.2 67.6 
Former Yugoslavia  16.9 5.3 
CEFTA 8.0 9.5 
Former Soviet Union  4.0 3.1 
Non-European Countries 7.0 12.5
Source: Bank of Slovenia, Monthly Bulletin, August 2002.

Talks for the accession of Slovenia to full EU status have progressed to the 
point that the EU projected Slovenian accession in 2004 along with nine other 
countries (Czech Republic, Hungary, Poland, Slovakia, Estonia, Latvia, Lithua-
nia, Malta and Cyprus). Slovenia likes to point out that in a number of economic 
indicators it is doing better than even the most developed EU countries, at least in 
terms of the convergence criteria set by the Maastricht Treaty for EU countries in 
order to qualify for entrance into the European Monetary Union. Table 6 shows 
four (out of five) Maastricht criteria and the fulfillment by the member EU coun-
tries and for Slovenia. The fifth criterion is a stable foreign exchange rate which 
all countries in the union except Greece fulfill. Despite the fact that the majority 
of the countries in the EU failed to meet all of the criteria, the EMU went ahead in 
January 1999 with only Greece (which failed to meet any of the criteria) exclud-
ed, though Britain, Sweden, and Denmark chose to remain outside the monetary 
union, at least initially.

Slovenia, by comparison, excels beyond any in the EU in the so-called 
“budget criteria” (budget deficit, level of public debt) but much worse in the 
“monetary criteria” (inflation rate, long-term interest rates). At the end of 2001 
the percentage of public debt in Slovenian GDP had fallen to an estimated 26.9 
percent of which a little less than half (13 percent) was foreign long-term debt 
[Calculated from Bank of Slovenia, Monthly Report (August 2002)]. This puts 
Slovenia second only to Luxembourg in Europe in terms of low level of public 
indebtedness.
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Table 2.9 
Slovenia, the EU, and the Maastrict Criteria
	 Budget	Public	 	 Inflation	 Interest		 Status**	
	 Deficit*	 Debt	 Rate	 Rate	 /EMU
Maastricht Criteria (3% GDP) (60% GDP) (3.2%) (7%) Entry 
Austria   2.5  66.1 1.1 5.6 Neg / Yes 
Belgium   2.1 122.2 1.4 5.7 Neg / Yes 
Denmark –0.7 65.1 1.9 6.2 Neg / No 
Finland   1.1 55.8 1.3 5.9 Pos / Yes 
France   3.0 58.0 1.2 5.5 Pos / Yes 
Germany   2.7 63.2 1.4 5.6 Neg / Yes 
Great Britain   1.9 53.4 1.8 7.0 Pos / No 
Greece   4.0 108.7 5.2 9.8 Neg / No 
Ireland –0.9 66.3 1.2 6.2 Neg / Yes 
Italy    2.7 121.6 1.8 6.7 Neg / Yes 
Luxembourg –1.7 6.7 1.4 5.6 Pos / Yes 
Netherlands   1.4 72.1 1.8 5.5 Neg / Yes 
Portugal   2.5 62.0 1.8 6.2 Neg / Yes 
Spain   2.6 68.8 1.9 6.3 Neg / Yes 
Sweden   0.8 76.6 1.8 7.0 Neg / No 
Slovenia (2000)   1.4 25.3 8.9 7.8
Source: European Commission quoted in Ferfila and Phillips, 1999, pp. 279–80; Bank of Slovenia, Monthly 
Bulletin, August 2002. * (-) denotes a budget surplus. **Neg means does not meet one or more of the 
Maastricht Criteria. Pos means meets all Maastricht Criteria.

Slovenia is much less favored with regard to the stability of the Tolar both on 
the domestic market and in foreign exchange. These are the two macroeconomic vari-
ables where Slovenia has failed to achieve intended goals. In 1996 Slovenia realized, 
for the first time, less than double-digit inflation at 9.9 percent and this has fallen fur-
ther to 8.4 percent in 2001. However, this still exceeds by more than double the Maas-
tricht requirement of 3.2 percent. While the rate is expected to decline slowly, it still 
averaged 7.7 percent in the first eight months of 2002, remaining well in excess of the 
European goal. Greece, Finland, Spain, and Ireland among the EU countries exceeded 
the 3 percent criteria in 2000 but, with the exception of Ireland, by well under a half a 
percent. Only Ireland with an inflation rate of 5.6 percent in 2000 came anywhere near 
the comparable Slovenian rate of 8.9 per cent. There is a similar, but less divergent 
situation with long-term interest rates. Long-term rates declined to 7.4 percent in 1999 
continuing the steady downward path since the peak of over 27 percent in 1992; but 
since 1999 the rate has risen slightly to 7.8 percent in 2001. As a result of the monetary 
situation and inflation, the nominal exchange rate of the Slovenian Tolar has not been 
stable, and by 2001 had depreciated by over a half from its 1992 benchmark.

On the other hand Slovenia is more favorably placed than most among the 
group of countries, mainly Central European, that have applied for accession to 
the EU in 2004. Some measures of relative economic performance are given in ta-
ble 2.10 indicating the generally favorable relative position of Slovenia. Further-
more, Slovenia has been ranked the highest of the transitional economies in terms 
of political freedom and liberalization [Enterprise in Transition (1997), 15]. 
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Table 2.10 
Performance Indicators: Ten Candidates for EU Entry 2000
	 GDP	Growth	Rate	 GDP	per	Capita	 Inflation	 Unemployment	
	 %	 Euros	PPS	 %	 %
Poland 4.0 8,700 10.1 16.1 
The Czech Republic 4.8 13,500 3.9 8.8 
Slovakia 2.2 10,800 12.1 18.6 
Hungary 5.2 11,700 10.0 6.4 
Estonia 6.9 8,500 3.9 13.7 
Latvia 6.6 6,600 2.6 14.6 
Lithuania 3.3 6,600 0.9 16.0 
Cyprus 2.0 18,500 4.9 3.4 
Malta 5.0 11,900 2.4 4.5 
Slovenia 4.6 16,100 8.9 7.0
Source: European Commission, Enlargement Strategy Paper 2001, 66–67.

The first judgement on Slovenia’s conformity with EU standards was that 
of the European Commission which concluded in its 1997 opinion on Slovenia’s 
application for membership that the country had the political institutions and 
competitive market economy to join but that there were still some considerable 
changes in legislation and policies, particularly in the area of international market 
liberalization, administrative reforms, the environment, employment, and energy, 
that would be required to meet the acquis, the EU obligations of membership 
[European Commission, 1997, 81–82].

Negotiations between Slovenia and the European Commission for full mem-
bership in the EU began officially on March 31, 1998, with the submission of 
the Slovenian Government’s National Programme for the Adoption of the Acquis 
Communautaire (NPAA), a document that set out the proposed policy directions 
and legislative measures that Slovenia intended to take to bring it into conform-
ity with EU requirements. The four policy areas included in the NPAA included 
monetary, fiscal, income, and international economic relations prefaced on the 
assumption that Slovenia would be accepted into the Union in 2002 [Mirror, April 
1998, 4–5]. However, entry to the EU was delayed and is set now for 2004. In 
May 2001, Slovenia presented a revised NPAA to the European Commission to 
meet the remaining obstacles to accession primarily covering areas such as infla-
tion, labor market “flexibility,” regional policy, privatization of banking, liber-
alization of capital movements, and other neoliberal, capitalist market “reforms” 
[European Commission, Regular Report 2001: Slovenia, 88–90]. These measures, 
however, may threaten the social harmony and the macroeconomic performance 
of the country, a prospect we will return to in the last chapter.
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C H A P T E R

Three  
 

The TranSformaTion 
of inSTiTuTionS: The develoPmenT 

of CorPoraTiSm in Slovenia

Beginning in the early 1950s, after its break with Stalin and the Soviet Union, the 
former Yugoslavia began a four-decade-long experiment in socialist self-man-
agement. It was to be an alternative to the state socialism of the Soviet Union 
and to the market capitalism of Western Europe and North America which we 
have called “the third way” [Phillips and Ferfila (1992)]. The key institutions in 
the system were social property (the social ownership of enterprises) and worker 
self-management (management of the enterprises by the employees working in 
them).  Economists and other social scientists have debated the merits of the self-
management system and whether, it was a major factor in the economic crisis 
that ultimately resulted not only in the abandonment of the system, but also the 
breakup of Yugoslavia itself. But, whatever the judgment of the social scientists, 
there is ample evidence that self-management was popular with the workers, at 
least in the economically more successful Slovenia.

The transition from socialist self-management to a capitalist market system 
in the 1990s took the form of “privatizing” social capital and replacing worker 
self-management with capitalist-style management. However, both the method 
of privatization and the replacement for self-management recognized, at least in 
part, the popularity of worker participation in management and the workers’ sense 
of “ownership” of productive capital. Thus, privatization included both the distri-
bution of shares to the workers and, in many cases, the opportunity for the work-
ers to increase their ownership share through internal buyout at preferential rates. 
Furthermore, some participation in management was guaranteed by the introduc-
tion of a co-determination law patterned on the longstanding German industrial 
relations system. And finally, the transformation of the unions into strong collec-
tive bargaining agents at the national, branch, and local level further injected a 
form of participation in the determination of labor-management economic rela-
tions.

41
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The first section of this chapter will describe briefly the form of the transfor-
mation of property relations; the system of co-determination adopted to replace 
the institutions of self-management; and the evolution of the formal corporatist 
institutions of the social contract and the centralized and comprehensive indus-
trial relations system.

The second, substantive section reports the results of our surveys of the ex-
tent to which the new system of co-determination and worker participation has 
been implemented and become operational, and with some evaluation of its ef-
fectiveness. This tentative evaluation is compared with Stanojević’s conclusion 
based on case studies of five major Slovene companies [Stanojević (2000)].

Finally, we provide a brief comment on the future prospects of the system with 
particular reference to the proposed entry of Slovenia into the European Union.

The Transformation of Ownership

Western economists have usually argued that sustained recovery and continued real 
economic growth in the former communist countries depended on the transforming 
of property relationships. However, there is little convincing evidence that exist-
ing property relationships in Slovenia were either a significant cause of the eco-
nomic depression of the early 1990s or were a barrier to recovery and restructuring. 
After all, with exports comprising 60 percent of Slovenia’s GDP, the collapse of 
the former Yugoslav, Soviet Union, and Eastern European markets, international 
monetarism, and the recession in Western European markets were more than suf-
ficient to explain the severity of the post-1991 depression. Further, the process of 
restructuring was well under way before any significant privatization of social capi-
tal. Furthermore, the level of unemployment that developed in the depression and 
subsequent restructuring remained below the European Union average when meas-
ured by the common ILO definition of unemployment. In the late 1990s, most of 
the major private property economies of the EU had unemployment rates 2 or more 
percent higher than Slovenia’s. Only in Austria, Sweden, Portugal, Luxembourg, 
and the Netherlands were jobless rates significantly lower than in Slovenia.

Nevertheless, the focus of much public debate was the question of owner-
ship transformation. In fact, the pace of privatization in Slovenia initially was 
quite slow. As late as the middle of 1993, three-quarters of employees and almost 
two-thirds of output was accounted for by the social property sector. In 1994, 
two-thirds of gross investment continued to be undertaken by the social sector. 
By mid-1993 only slightly more than 10 percent of the listed four hundred major 
social enterprises had passed into private hands. The private sector did have rapid 
growth, but primarily through the explosion in the number of small businesses 
in the service industries (a pattern similar to that in Western Europe and North 
America) rather than through the transformation of social property.
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The reason for the slow pace of restructuring property relations was partly 
political and partly economic. The economic crisis of the early 1990s was not the 
appropriate time to initiate a major property transformation that would reduce the 
number of jobs as a result of bankruptcy, privatization and downsizing. But this 
was no doubt much less important than the political debate that developed over the 
form and mechanism of privatization. On the one side were the proponents of rapid 
privatization advocated by American “free-market” economists and adopted by the 
governing Christian Democratic Party coalition—nationalization of socially owned 
enterprises and distribution of stocks to all residents—and those who favored the 
slow route, primarily by internal buyouts of socially owned enterprises by workers 
and managers, advocated by the vice prime minister for the economy, Joze Menc-
inger. A public opinion poll taken in early 1992 strongly supported the slow route. A 
quarter of respondents opposed all privatization while a further 40 percent believed 
that social property should be distributed to the workers and managers that operated 
the enterprises. Only 20 per cent supported sale to the highest bidder.

What in effect was a compromise route became law when Parliament passed 
the Law on the Transformation of Company Ownership, which came into effect in 
April 1993. The basic method involved a number of elements with each enterprise 
free, within certain limits, to choose the most appropriate route:

1.  Transfer of 40 percent of shares to state-controlled financial funds (Com-
pensation Fund, Pension Fund, Development Fund) for later sale to 
newly created investment funds;

2.  Free distribution of 20 percent of shares or ownership certificates to 
employees, former employees, or their relatives;

3.  Internal sale to employees of up to 40 percent of shares at a discount of 
50 percent;

4.  Public sale of shares or sale of entire companies in the case of bankrupt-
cies with proceeds paid to the funds; and

5.  Ownership transformation by the issue of new shares in value greater than 
30 percent of existing equity to retire debt or finance new investment.

Some critics argued that the law did not ensure “real privatization” because 
the process encouraged most firms to be bought out internally by employees, 
resulting in 60 percent employee control with the state funds retaining the rest. 
Given the specified time limits on resale of distributed shares, it would take years 
before a secondary market developed and concentrated private share ownership. 
Indeed, that is exactly what happened with over 90 percent of socially owned 
companies opting for privatization through internal buy-out by mid-1995, while 
most of those which did not opt for internal buy-outs were those that were making 
heavy losses and remained as state-owned firms. However, this was not the prob-
lem that these critics assumed. The relative success of self-managed enterprises, 
particularly in Slovenia, and the increasing domination of institutional ownership 
in other western capitalist economies casts serious doubt on any direct connection 
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between private ownership and economic efficiency independent on the impor-
tance of managerial responsibility and efficiency.

Other critics pointed out that the legislation failed to promote the major aim 
of privatization, the injection of new capital into Slovenian enterprises. Many of 
the transitional economies, including Slovenia, had placed much faith in attracting 
injections of foreign capital. However, direct investment raises serious problems, 
including the danger that Slovenia would lose control over its own economy in the 
process and increase its vulnerability to currency speculation. However, enthusiasm 
for foreign participation has waned considerably more recently. Of the more than 
1,500 privatization programs received by the Slovenian Agency for Reconstruction 
and Privatization by April 1995, only three involved foreign participation [ARP 
(1995), 4]. Further, in 1997 the Bank of Slovenia brought in measures to curb for-
eign capital inflows in an attempt to dampen inflationary pressures.

Indeed, the dominance of the internal buy-out, the apparent residual support 
for the old self-management system, the lack of any large pools of private capital, 
and the worker participation in management legislation (Participation of Workers 
in Management Act) have led some business interests to lament that the system 
has not really changed. As one commentator wrote:

the main reason for the attractiveness of internal subscription lies basically in 
the sense of commitment that employees have to “their” enterprises. Obviou-
sly the majority of employed Slovenian citizens consent to a property structure 
which assures the continuation of the exiting management structure without 
introducing any major change. [Petrov (1995), 21]

Though Petrov overstates the case, the combination of co-determination and 
a corporatist industrial relations structure introduced by the Slovenian govern-
ment under pressure from workers and their unions, constitutes part of the legacy 
of the previous system of socialist self-management.

Co-Determination

Co-determination (or Mitbestimmung in German) is the system pioneered in Ger-
many after the Second World War that introduces a measure of worker participation 
into enterprise management by legislation. The Slovenian version was introduced 
in 1993 through the Law Regarding the Participation of Employees and applies to 
employees in all economic enterprises regardless of type, including cooperative so-
cieties (Article 1). The law provides for the following institutions in each enterprise: 
Works (or Workers) Council and Shop Steward; a General (workers's) Assembly; 
a Supervisory Board; and, for large firms, a Work (personnel) Director on the en-
terprise” Executive Board who is nominated by the Works Council. What are the 
composition, powers and competencies of these various institutions?



45The TransformaTion of insTiTuTions

Works Council and Shop Steward: The law provides that employees in all 
enterprises with more than twenty employees have the right to elect a works coun-
cil. In smaller enterprises, the workers may elect a shop steward who has the same 
powers as a works council. The powers of the works council or shop steward are 
rather limited. They are primarily those of consultation, of making suggestions 
and of receiving information including, among other things, data on the financial, 
economic and sales situation, and notice of projected changes in output, technol-
ogy, and employment. Employers must consult with the works council about any 
change in the status of the company (including sale of all or part of the company) 
and on personnel matters. 

However, on some matters the works council does have “co-determination” 
powers; that is, power to effectively veto a management decision—worker health 
and safety provisions, rules regarding vacations, performance criteria, funds for 
housing and vacation arrangements, and criteria for promotions (Article 95). 
The works council can also block sale of all or part of a company, technological 
change or reorganization that involves a significant reduction in staff if no provi-
sion is made for solving the labor adjustments that the proposal requires, or if “the 
proposal itself is without foundation” (Article 96).

Furthermore, the works council appoints employee representatives to the Su-
pervisory Board, and may also negotiate agreements with the employer governing 
matters beyond those specifically mandated in the legislation but must not inter-
fere with the activities of unions in the same workplace.

The General Assembly: The general assembly is effectively a works council of 
all employees and has the same competencies as the works council. It may be called 
by the works council or following a request from management where management 
wants particular concerns or matters considered by the whole body of workers.

The Supervisory Board: The effective management policy body of an enter-
prise is its Supervisory Board which is distinct from the management executive 
body, the Executive Board. The supervisory board is considered to be the most 
important decision making organ of management. At least one third of superviso-
ry board members must be employee representatives elected by the works council 
in firms of up to 1,000 employers, and one half in firms with more than 1,000 
employees. Bylaws of individual enterprises may provide for a higher proportion 
of employees on the supervisory board but not less.

The Work, or Personnel, Director: The law provides (Article 81) that firms 
with more than five hundred employees must have a Work Director on the Executive 
Board who is nominated by the works council. In firms with less than five hundred 
employees such a work director may be appointed by agreement between the em-
ployer and the works council. The role of the work director on the executive board is 
to “represent the interests of employees in relation to their personal and social needs” 
(Article 84).

Thus the Law Regarding the Participation of Employees provides specific 
machinery for worker participation in management, effectively through two insti-
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tutions—at the work place level, the works council; at the management level, the 
supervisory board. However, it must be recognized that the powers of the works 
council are largely consultative only, while employees will normally not com-
mand a majority on supervisory boards. Except where firms have been bought out 
by the workers, therefore, co-determination is a long way from self-management 
as it was, at least in theory, practiced in the old system.

Social Contract and Collective Agreements

The transition process and the change in institutions of ownership and manage-
ment from one based on worker self-management to one based on management 
by, and for, capital involved a fundamental change in the functioning of the labor 
market. Under self-management open unemployment was rare as enterprises, un-
der pressure from both workers and political officials, tended to retain redundant 
(underemployed) labor, frequently with financial assistance from the state and 
local authorities. As Svetlik has noted, however, as a result of the radical reforms 
in Yugoslavia which began in 1989, “thousands of individuals, who had perhaps 
never thought about unemployment before, experienced it after the reform(s)” 
[Svetlik (1997), 218]. This was made more severe by the depression following 
independence and the loss of the Yugoslav and eastern European markets with un-
employment peaking at over 9 percent (ILO definition) in 1993. Unemployment 
was also exacerbated by the opening up of the market economy to competition 
forcing firms to reduce labor employment and to introduce labor saving techno-
logical, organizational and structural changes [Svetlik (1997), 219].

One result of the economic crisis and the consequent unemployment, wage 
declines and an uncertain economic future was labor unrest, including a threat-
ened general strike [Luksic (1996), 191]. This was compounded by disunity 
within the ranks of the unions as a result of political divisions originating in the 
transition from a uniparty to a multiparty state prior to independence. The tra-
ditional communist unions which had previously had the role of guaranteeing 
workers rights under the self-management system and of providing social and 
recreational services and facilities for the workers, faced not only a totally new 
role C representing labor not only as workers in their branches and enterprises, 
but also as a class in relations with capital and the state C but also competition 
from new unions mainly associated with the new right-wing parties which made 
up the governing coalition grouping, DEMOS, after the 1990 election. The result 
was a proliferation of union bodies that weakened labor with respect not only to 
the employers but also to the state.

The Ministry of Labor attempted to establish a tripartite (Chamber of Com-
merce, Unions, Ministry) consultative body in 1990, the Council for Employment, 
to deal with the emerging economic problems, particularly unemployment, inflation 
and rising wages, but it was largely ignored by the government. This led to demands 
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from labor for a permanent, institutionalized tripartite body that would include gov-
ernment and would deal with all aspects of economic and social policy, a model that 
was to some extent patterned on the system in neighboring Austria. The DEMOS 
government, however, was opposed and, as Luksic notes, “weak government, fee-
ble Trade Unions, and unacknowledgement of the (legitimacy of the) Chamber of 
Commerce” prevented its formation [Luksic (1996), 192–193].

However, in 1992 a much stronger Liberal government was elected, the union 
movement consolidated (though still split between four significant peak labour bod-
ies) and, in 1994, the establishment of the Employers’ Association of Slovenia, gave 
new impetus to the creation of a permanent corporatist institution. Under pressure 
from the unions, particularly the dominant Confederation of Free Trade Unions of 
Slovenia (ZSSS, the reformed former communist federation) which encompassed 
half or more of union members in Slovenia, the tripartite Economic and Social 
Council was established in 1994, though only after protracted opposition from the 
governing Liberals who were least favorable to the idea of a social partnership that 
would constrain unilateral government powers [Luksic (1996), 202]. Nevertheless, 
the following spring a first social agreement was signed by all parties covering “em-
ployment, wages social security, pensions, prices, taxes and contributions, interest 
rates and exchange rate (policies)” [Luksic (1996), 196–200; Stanojevic (1997), 1].   
During the first decade of independence, other (annual) Social agreements have 
been negotiated though only the 1995–1996 agreements were general agreements. 
The others maintained the original general agreements with the addition of income 
policies establishing new levels of wages and benefits. Stanojevic points out that 
tripartite agreements are strongly supported in Slovenia, by almost 90 percent of 
the population [Stanojevic (1997), 8];  while Luksic suggests that this support for 
social agreements is related to a positive evaluation of the social compacts and 
self-management agreements of the previous socialist system [Luksic (1996), 191]. 
In any case, the establishment of the social partnership through the agency of the 
social agreements has been credited with producing positive social, political and, in 
particular, macroeconomic results [Luksic (1996), 203].

Within the umbrella of the Social Agreements are the national, branch and 
enterprise collective agreements between the trade unions and the appropriate 
management bodies under the Law on Labor Relations, passed in 1990 and re-
vised in 1991 and 1993. The national agreement sets out contractual minimums 
of wages and working conditions applicable to all employees in the country. The 
Branch (industry) agreements, of which there were thirty-three in 1998 [ZSSS 
(1998), 80], are the most important set of agreements in that they establish mini-
mum conditions in each branch which are normally above those set out in the na-
tional agreement and also provide for conditions benefits specific to the industry. 
Enterprise agreements, where they exist, tailor the Branch agreement to suit the 
particular economic and working conditions of a specific enterprise. It should be 
noted that the enterprise collective agreement may not restrict or impose upon the 
competencies of the works councils as described above.
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Worker Participation in Practice: Empirical Studies

In the latter half of the nineties, complaints began to be heard from managers that, de-
spite the transformation of property from social ownership to private or state owner-
ship and the abolition of self-management, little had really changed in management of 
enterprises and that workers continued to cling to self-management practices. Other 
complaints were heard about the transformation process itself—that the process did 
not supply any new investment capital and that the state and investment funds were 
interested only in extracting profits and not in the future of the enterprises.

To investigate these matters a questionnaire was administered to managers 
and union officials at some 107 employers in Slovenia in the fall of 1997. The 
purpose of the questionnaire was to see to what extent participatory machinery 
was in place, whether the transformation had produced major changes in man-
agement practice and worker benefits, whether workers did experience a signifi-
cant loss in decision-making powers, and whether workers and managers thought 
the process of privatization was equitable and efficient. Further information was 
gained on individual firms relating to industry, employment by education level, 
profitability, and ownership structure.

The results of the survey would seem to give some support to the following 
conclusions. First, the co-determination machinery has been widely adopted and is 
functioning as intended. Second, workers do feel they have lost significant power 
to managers but, perhaps surprisingly, there appears to have been no great changes 
in management practice and in wage and benefit outcomes. Third, one of the prime 
factors contributing to the continuity of wages and benefits are the unions and the 
collective agreements that have emerged as the major factor in determining wages 
and working conditions. Fourth, as perhaps should be expected, worker buyouts, 
higher and more effective worker participation, and profitability appear to be as-
sociated with higher educated workforces though the exact relationship appears 
complex and the direction of causation between these variables is not clear. Let 
us review the evidence as provided by our survey. The first data, table 3.1, give 
an overall description of the enterprises, their labor force characteristics, and their 
ownership and profitability characteristics. Table 3.2 describes the extent and distri-
bution of worker participation and other measures of co-determination.

Of those firms that reported very negative results for 1997, almost all (seven) 
were in the “old” or “heavy, traditional” manufacturing sector, such as shoemak-
ing, steel and metal, chemicals and window and door manufacturing. Several of 
these were still undergoing restructuring and remained under state ownership or 
were in the process of “privatizing” at the time of the survey. 

The other heavy losers (two), as one might expect, were accounted for by 
the railway system and a tourist destination badly hit by the decline in tourism. In 
contrast, the most profitable firms were in the newer, higher technology, manufac-
turing sectors (six) such as pharmaceuticals and electrical products and paper and 
publishing; and in trade (five), particularly in the import/export segment. 
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Table 3.1
Enterprises by Average Size, and Employee, Ownership and Profitability Characteristics*
Enterprises and Employees Covered 
Number of Enterprises    107 
 Total Employees    74,040 
 Average Employees/Enterprise   692 
 
Education of Employees:  
% of employees with Elementary High School  Post Secondary 
  & Certificate  & Post Graduate 
Average  30%  52%   17% 
 
Ownership Structure of Enterprises 
% of shares held by Funds  Internal (employee)  Other 
   Ownership  (Incl. State) 
Average 27% 37%  35% 
 
Profitability of Enterprises 
% of Enterprises that were  
in the most recent year** Very Profit  Break  Very High 
 Profitable -able  Even  Losses  Losses 
 14%  59%  10% 9%  9%
*  Percentages may not add up to 100 due to rounding.
** Two enterprises did not report results; excludes 1 state enterprise which reported it was “on budget.” 

Generally speaking, the lowest rate of profitable and very profitable firms were 
found in manufacturing and transportation and communications, the highest in utili-
ties, finance and insurance, with slightly lower rates in construction and trade.

From tables 3.2 and 3.3 it is obvious that the vast majority of firms and 
departments had established the requisite institutions of co-determination. Those 
that had not were generally state enterprises or departments, were still in the proc-
ess of restructuring or undergoing privatization, or had developed other forms of 
worker participation including union representative institutions. 

Table 3.2
Institutions and Worker Participation 
Institutions 
% of Enterprises with:  Supervisory   Works  Work 
 Board* Council** Director Union*** 
 91 74 9 93
*  Of those without supervisory boards, 20% (two) were majority owned by the workers themselves and 
40% (4) were state enterprises or departments. Some were also still in the process of restructuring and 
rehabilitation. At least one was a wholly owned subsidiary of a larger enterprise with a supervisory board and 
workers council.
**  Of the twenty-three without works councils, well over half (56%) were state enterprises or departments, 
undergoing restructuring, or majority owned by workers. In at least two other cases, the council function was 
reportedly taken by the union and in one or two other cases, informal advisory councils fulfilled the role.
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*** Of the six enterprises that reported no union, four were majority owned by the employees.

Table 3.2 (Cont’d)
Worker Participation
% of Enterprises with Supervisory Boards by % of Workers on Supervisory Boards
Number of Enterprises with Supervisory Boards:  
Reporting Composition of those Boards: 88 
Not Reporting Composition of Boards:  9
 
Distribution of Reporting Enterprises by % of Employee Representation on Boards:
 <33.3% 33.3%  33.3 and <50% 50%  50% 
 6% 48% 25% 17% 5%

In 94 percent of the reporting enterprises, worker participation on Superviso-
ry Boards reached or exceeded the legislated minimum. The one major exception 
to the widespread adoption of co-determination institutions was in the provision 
of Work Directors. It does not appear that the appointment of Work Directors 
has a great deal of worker support and by the few comments reported by union 
representatives included in the survey, there was very little interest expressed in 
seeking their appointment.

Table 3.3 
Summary Statistics: Enterprise Characteristics and Participation Institutions: By Industry Group 
  Education    Ownership
 (%)     (%)
Industry Group Number Average Elementary High Post Funds Internal State 
 Employment Education School Secondary Other       & Certificate                             & Social

Primary 1 59 53 34 14 32 47 20 

Utilities 2 223  8 72 21 10 28 63 
Construction 8 153 23 48 29 31 50 19 
Trade 17 660 18 66 16 36 48 14 
Trans. and Comm. 16  1131 24 51 26 17 32 51 
 (Excl. 100 % State- 
 owned Firms) (12) (223) (24) (56) (20) (23) (43) (35) 
Fin., Insur. &  
 Real Estate 5 691 7 62 31  0  20  80 
Tourism and Rec.  4 472 16 68 17 52 25 24 
Manufacturing 51 726 43 45 12 29 37 34 
Not Specified 3 216 11 74 15 11 23 68
Total 107 692 31 53 17 27 38 36
 
Table 3.3 (Cont’d)
Industry Group  Supervisory Boards Supervisory Boards Workers Councils  Trade Unions

 % of % Worker % of % of 
 Enterprises With  Representation Enterprises With Enterprises With 
  (enterprises reporting only)

Primary 100.0 33.3 100.0  100.0 
Utilities 100.0 36.7 100.0 100.0 
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Construction 87.5 27.9 62.5 100.0
Industry Group  Supervisory Boards Supervisory Boards Workers Councils  Trade Unions

 % of % Worker % of % of 
 Enterprises With  Representation Enterprises With Enterprises With 
  (enterprises reporting only)

Trade 100.0 40.6 82.4 94.1 
Trans. and Comm. 93.8 30.1 75.0 87.5 
 (Excl. 100 % State- 
 owned Firms) (100.0) (31.7) (75.0) (83.3) 
Fin., Insur. & Real Estate 50.0 not applicable 20.0 80.0 
Tourism and Rec. 100.0 35.8 25.0 100.0 
Manufacturing 92.2 33.7 81.4 96.1 
Not Specified 33.3 11.1 66.7 66.7
Total 90.7 34.3 73.8 93.5

Participation by industry group is reported in table 3.3. With the exception 
of the Finance, Insurance and Real Estate sector, it is obvious that participatory 
institutions have been widely adopted. However, the most pervasive institution 
in all sectors is unionism, indicative of the importance unions have been in the 
transition process and in contemporary industrial relations.

Subsequent surveys of management structures conducted in 1998–1999 and 
2000–2001 indicate that, though there may be some erosion of co-determination 
institutions, particularly in recently established firms, the general pattern of par-
ticipation and ownership has been maintained (see Appendix 3). An exhaustive 
statistical analysis of the 1999 survey failed to find any statistically significant 
relationship between ownership and participation status and profitability, con-
firming the results of the original 1997 survey.

The evidence of widespread adoption of participatory institutions, however, 
does not answer the important questions of whether the transformation of property 
relations and the adoption of a corporatist industrial relations system has fundamen-
tally changed relations of power in the workplace, whether workers retain any pro-
prietary and self-management interests, and whether privatization through a high 
degree of worker ownership has contributed to the relative success of Slovenia’s 
recovery from the economic depression caused by separation from Yugoslavia, the 
collapse of export markets and the transformation to an open-market system.

The Impacts of the Transformation of Property Relations and the 
Adoption of Corporatism

It is difficult to quantify and evaluate the results of the survey questions on changes 
in management and the role of workers in management; and on the impact of those 
changes on employee wages, benefits, and working conditions. What is clear is that, 
while worker influence through the co-determination machinery is less than it was 
under self-management, the actual changes in practice have been relatively limited. 
It was noted frequently, for instance, that the works councils had little of the powers 
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of the preceding self-management councils, their role other than in the appointment 
of worker representatives to the supervisory board, being largely consultative and 
advisory. However, the support and muscle of the trade unions have given the works 
councils greater influence than exists on paper. In perhaps the majority of cases, the 
union officials argued that managers had too much power but in many cases also 
admitted that they (the managers) did not misuse that power. At the same time a 
number of managers reported that consultation and co-operation with the workers 
was necessary to the efficient functioning of the enterprise. 

The majority of questionnaires reported that wages and benefits had not changed 
much but this was credited to the collective agreements negotiated by the unions. A 
minority reported attempts by management to reduce benefits, as often as not unsuc-
cessful due to union resistance, and several reported that real wages had declined due 
to price increases exceeding wage increases in the collective agreement. The most 
frequent complaint from union officials were layoffs and threats of layoffs due to 
restructuring and rehabilitation of some of the bigger, money-losing enterprises.

What is clear from the responses is that the power to determine wages and 
benefits has shifted from self-management organs to collective bargaining be-
tween the unions and management. Even where the works councils and supervi-
sory boards have strong worker participation and influence on management deci-
sion making, there is evidence that the unions are closely involved in the works 
councils and in the selection of members of the supervisory boards. 

Perhaps the general view of the overall impact of the transformation can be 
summed up by this quotation from a composite summary of the views of a man-
ager and a trade union official of a large and prominent Slovenian firm:

Not much change. Management the same. Now a supervisory board inste-
ad of a decision making board. Influence of workers is through the collective 
agreement. Better salaries and work. Wages and fringe benefits based on re-
sults, profit sharing through dividends. Management says workers do not have 
too much power though they believe unions think managers have too much 
power. There is an internal newspaper which keeps all workers well informed. 
The process of privatization was too long and too costly, involving manage-
ment in the process and not attending to business. But workers ended up with a 
good share of ownership (65 percent when all the reserved stock is distributed) 
and management admitted it was good to have the workers involved.

Generally, therefore, it is suggested that where the firms were profitable and 
where workers got a good share of ownership, the predominant evaluation is that 
not much had changed.

As previously noted with respect to the debate over privatization, many Yugo-
slav economists had argued that one of the causes of the economic crisis that had 
plagued the country in the 1980s was “social ownership” of productive property 
and that a necessary precondition of recovery and sustained growth was a transfor-
mation of property rights from social to private (capitalist) ownership, As Vahcic 
has written, the purist model based on the free market private enterprise ideology 
would require that the majority ownership of corporations should be in the hands of 
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outside owners [Vahcic (1997), 235]. There is, however, no evidence in this study 
to support this purist view. Recovery and sustained growth had taken place long 
before property relations were changed and there was no statistical relationship 
found among the surveyed firms between ownership and profits after privatization. 
On the other hand there was also not much support for the alternate point of view, 
that worker ownership should motivate workers to produce higher productivity and 
profitability.  Regressions were run between worker (internal) ownership and prof-
itability and, although the coefficient was positive (which would support the alter-
native view), it was not statistically significant. Interestingly, what was statistically 
significant were the relationships between the percentage of workers with post-sec-
ondary education and both worker ownership and profitability. 

How to interpret these results is not entirely clear though they are consist-
ent with the hypotheses that more highly educated workers are more interested 
in controlling their workplaces; and that newer, higher technology industries and 
those that use more “human capital” tend to be more profitable. However, none 
of the evidence supports the contention that transforming property relations was a 
necessary condition of promoting successful economic growth, at least in the first 
half-decade of growth following the initial post-independence depression.

Case Studies

Stanojevic has also explored the transition to co-determination and the resulting 
relationship between workers and management in case studies of five Slovenian 
companies conducted through extensive in-depth interviews [Stanojevic (1999)]. 
His conclusions, by and large, are similar to ours, in particular the importance of 
unions in perpetuating the self-management legacy. Stanojevic, indeed, places 
primary responsibility for the preservation of many of the aspects of former self-
management on the unions. 

Under the pressure of the contextual changes, self-management has been 
transformed to co-determination on one hand, and trade union representation 
with the enterprises, on the other. Trade union representation was the key fac-
tor, which neutralized huge external pressures on employees and kept the power 
balance within the organizations. It is possible to say that trade union power 
has enabled employee participation in Slovenian enterprises. Without the trade 
unions, participation would have probably disappeared.

More indirect change of the external pressures has been rooted in employee 
ownership . . . the self-management tradition offers an acceptable explanation 
of the Slovenian peculiarities again. Self-management stimulated the self-in-
terest of workers collectives within the socially owned firms in market so-
cialism. In accordance with the tradition, employees understood enterprises 
as organisations “of their own.” “Company unionism” strongly supports, and 
also creates, this understanding. 

[Stanojevic (1999), 23–24]
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Thus, this suggests that the emergence of a strong unionism is key to under-
standing the continuation of both the institutions and practices of worker partici-
pation in management. The experience of self-management fostered a culture of 
participation that found its advocate and defender in the unions, particularly those 
associated with the ZSSS. This participatory culture has subsequently been incor-
porated in what the German Christian Democrats have labeled the social market, 
a regulated labor market which included the corporatist industrial relations sys-
tem and practice that has developed in Slovenia over the last decade. The question 
is, will this legacy of self-management continue or will it gradually fade away.

The Prospects

While change may have been limited over the first years following the transformation 
of ownership and the adoption of co-determination, what are the prospects for the 
longer run? There are three forces that have the potential of eroding the participation 
institutions and attitudes that we have suggested are the legacy of self-management. 
One is the dissipation of worker ownership over time as shares become tradable and as 
workers age and retire. As the economic literature on worker co-operatives suggests, 
individual worker ownership of shares leads eventually to the decay of co-operatives 
into ordinary capitalist firms. Therefore, to the extent that worker participation today 
reflects the degree of worker ownership, the decay of that ownership can be expected 
to lead to a commensurate reduction in participation.

The second threat comes from the aging and inevitable turnover of the union 
leadership, in particular those leaders who had the experience of self-manage-
ment and who had absorbed the culture of participation. A new generation of 
leaders may not have the same familiarity with, and commitment to, participation 
in management that appears to have motivated the current union leadership.

The third, and perhaps most serious, threat comes from projected member-
ship in the European Union. One of the remarkable aspects of the Slovenian trans-
formation is the degree to which it was accomplished without reliance on foreign 
capital. While some economists and managers lament the lack of foreign capital 
inflow to provide injections of capital and technology in some ailing, capital-poor 
industries, the experience in many other countries is that such capital inflows have 
proven destabilizing, driving up exchange rates, discouraging the development of 
domestic industries and, in some cases, resulting in the looting and export of the 
existing capital stock. However, Slovenia has been required to ease its restrictions 
on foreign capital inflow in order to meet EU standards. Any influx of foreign firms 
that is encouraged by this (except perhaps for German firms) will reduce the per-
centage of firms in Slovenia with an historic and political commitment to worker 
participation in management as well as reducing the proportion of worker share 
ownership. Furthermore, European Commission reports on Slovenia’s compliance 
with the acquis, the requirement for accession to the EU, have noted the “need” for 
more labor market “flexibility,” which in this context is a euphemism for reducing 
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the influence of unions and the regulatory power of the industrial relations system 
[European Commission (2001) Regular Report: Slovenia, 88].

If this is a correct analysis, should we expect to see a continuous slide toward 
more traditional, authoritarian management in Slovenia? Perhaps the answer to 
this lies with the Slovenian unions. If they are able to maintain and give teeth to 
the participatory institutions and retain their density of coverage, we may expect 
that the legacy of self-management will be felt in Slovenia for some time. How-
ever, these are issues that we will take up in more detail in chapters 5 and 6.

Appendix 3

Worker Ownership and Participation in Management 1998-2001 
1998–1999
Industry Number of firms   % Worker % Private % Foreign Supervisory % Workers on Works 
 surveyed ownership ownership** ownership Board Supervisory Bd. Council

Primary 3 0.0 0.0 0.0 66.7 33.3 33.3 
Construction  7 31.3 30.1 0.0  85.7 37.5 28.6 
Trade 33 18.0 34.3 9.3 78.1 36.1 56.3 
Trans & Comm. 9 14.4 46.0 0.0 55.6 42.7 55.6 
F.I.R.E.* 12 4.8 48.8 0.0 54.5 20.1 36.4 
Tourism & Rec. 5 25.1 36.6 0.0 80.0 23.9 40.0 
Manufacturing 63 20.0 34.7 11.5 77.6 38.3 63.8 
Services: 
 Commercial 8 14.3 42.7 14.3 42.9 20.4 28.6 
 Public 11 0.0 0.0 0.0 25.0 43.0 16.7 
 Consumer 2 13.0 50.0 0.0 50.0 40.0 50.0
Average/Total 153 14.1 32.3 3.6 61.6 33.5 40.9
 
2000–2001***
Industry Number of firms   % Worker % Private % Foreign Supervisory % Workers on Works 
 surveyed ownership ownership** ownership Board Supervisory Bd. Council
Primary 1 0.0 0.0 0.0 0.0 0.0 0.0
Construction 1 0.0  100.0  0.0 0.0 0.0 0.0
Trade 14 14.7 27.5 3.1 42.9 39.2 14.3 
Trans & Comm. 6 0.0  33.3 0.0 33.3  38.5 33.3
F.I.R.E.* 4 0.0  25.0 67.0 50.0   na 0.0 
Tourism & Rec. 1 0.0 100.0 0.0  0.0   0.0 0.0
Manufacturing 19 36.0  12.7 5.3 79.0  32.8 57.9
Services: 
 Commercial 10 27.0 44.5 1.5 30.0 13.0 40.0 
 Public 82 0.0 0.4 0.0 23.2 33.6 43.9 
 Consumer 3 33.3 33.3 0.0 0.0 0.0 0.0
Average 141 8.2*** 13.5 3.0 25.8 32.0 18.9
na = not available
*  Finance, Insurance and Real Estate
**  Excludes Investment Funds, Foreign, State and Co-operative Ownership
*** Note that the 2000–2001 survey concentrated on public services, in particular educational institutions 
(schools). This skews the averages of worker ownership downward. However, the public institutions do have a 
developed participation structure.
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Notes

1. For a fuller discussion of these institutions see Paul Phillips, “Social Property and 
Social Ownership” and “Participatory Democracy and Self-Management, in the Encyclopaedia 
of Political Economy?” (London: Routledge, 1999).

2. This discussion is based on a translation of a German version of the Slovenian law by 
the late Professor Roy Vogt of the University of Manitoba.

3. Despite the divisions within the union movement, the degree of unionization in Slovenia 
is quite high, even by European standards, at around 60 percent [Stanojevic (1997), 4].

4. The 1996 Social Agreement includes the following sections: 5.1 Implementation 
Measures for structural changes; 5.2 Employment goals; 5.3 Price goals; 5.4 Taxes and 
Contributions, Expenditure and National Budget goals; 5.5 Salary targets; 5.6 Social Security 
and Social Insurance harmonization; 6 Legal Security measures; 7–10 Dispute settlement 
machinery, Monitoring procedure and Length of agreement (one year).

5. Slovenian support for tripartism is contrasted to Croatia where 60 percent of those 
surveyed rejected social partnership [Stanojevic (1997), 8, quoting Paul Lazaarfeld Society, 
1996].

6. For instance, in the January 1, 1998 agreement for workers in the chemical and rubber 
industry, the starting wage was a minimum of 6 percent higher than the average starting wage 
established in the June 1997 general agreement.

7. It is probable that the percentage of worker delegates on the supervisory boards is actually 
higher than that reported assuming that those managers and union officials surveyed did not include 
workers elected to supervisory boards by the shareholders. As the figures indicate, internal ownership 
averages close to 40 percent of shares, and this figure includes approximately 10 percent of the 
sample made up of those state owned enterprises and departments where worker ownership is zero.

8. This conclusion coincides with that of most other studies of workplace democracy and 
economic efficiency. See Vahcic (1997), 237–238.

9. Regressions were run using both OLS and Ordered Probit methodologies, with a 
similar result.

10. Vahcic in his review of economies in transition also found “that the privatization 
of state owned enterprises obviously is not the necessary condition for successful growth in 
transition economies” [Vahcic (1997), 234–235]..
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four 
 

moneTary and exChange raTe 
PoliCy during Slovenia’S 

TranSiTion

The economic crisis in Yugoslavia at the end of the 1980s, Slovenia’s abrupt 
departure from the disintegrating Balkan federation in mid-1991, and the new 
republic’s commitment to transform its property and market institutions to 
conform to those of western European capitalism presented a formidable task 
for the new and independent Republic of Slovenia in 1991. The immediate 
tasks, as we have noted previously, was the creation of an independent nation-
al monetary system, restructuring the banking and financial institutions, con-
trolling hyperinflation which peaked at over 200 percent in 1992, drastically 
reorientating trade away from the collapsing Yugoslav market toward western 
Europe, raising investment and combatting sharply rising unemployment as 
Slovenia proceeded, albeit slowly, to dismantle its socialist self-management 
economic system—all without disrupting the somewhat fragile political sys-
tem and social harmony. The problems the new country faced, therefore were 
both macroeconomic, stabilizing and growing the economy, and microeco-
nomic, restructuring, reorienting, privatizing and downsizing the industrial 
economy.

A quick perusal of the Macroeconomic Indicators (appendix table A.2) 
suggests that, despite the odds, Slovenia has been relatively successful in turn-
ing the economy around. The sharp transitional depression ended in 1993 and 
growth since that time has be uninterrupted, averaging in excess of 4 percent 
(real) over the following eight years. Inflation has been reduced from 207 per-
cent in 1992 to 6.1 percent in 1999 though there was a significant increase to 8.9 
percent in 2000 and 8.4 percent in 2001. Unemployment, measured by the ILO 
survey method, peaked in 1993–1994 at just over 9 percent and has since fallen 
to around 6.4 percent in 2001, below the average for the European Union (EU), 
with employment growth positive since 1997. Real wages have risen strongly 
since 1993 backed by productivity gains that averaged just under 4 percent 
between 1993 and 2001. Export growth in goods and services has largely been 
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positive, particularly in the early years of the recovery, while the effective ex-
change rate, deflated by the price index, has remained stable and strong, even 
appreciating moderately. Real interest rates have fallen dramatically, from over 
20 percent in 1992–1993 to the 6–8 percent range in 2001 though they still re-
main relatively high. Throughout the period, the general government budget has 
remained roughly in balance with modest deficits in 2000–2001 of 1.4 percent 
of GDP with a total public debt, mainly debt inherited as its share of the debt of 
the former Federal Republic of Yugoslavia, of just over a quarter of GDP and 
relatively stable.

The Goal and Constraints of Monetary and Exchange Rate Policy

Prime responsibility for macroeconomic stabilization and growth was given 
to the new central bank, the Bank of Slovenia (BS), in part because of consti-
tutional limits placed on the levers of fiscal policy, in part due to the preoc-
cupation with achieving the inflation and exchange rate criteria set out by the 
Maastrict Treaty for entry into the EU and the monetary union (EMU). The 
BS’s priorities, reigning in inflation, isolating the domestic currency from 
international financial flows, and stabilizing the exchange rate, were set out 
in its first Annual Report in 1991 and have been reiterated in varying forms 
annually since.

In introducing new monetary instruments the first concern was to prevent the 
banks’ global liquidity from surpassing the level in September 1991. Banks’ 
excess liquidity then had to be neutralized to avoid inflationary pressure and 
thus pressure to devalue. The creation of foreign exchange reserves inevitably 
increased banks’ liquidity and this had consequently to be sterilized. Moreo-
ver, another objective was to reduce the level of banks’ obligatory reserves 
at the Bank of Slovenia to a level comparable to that of other countries, thus 
bringing down the banking intermediation costs. 

[BS, Annual Report 1991, 23]

The first concern was controlling inflation. As the 1993 Annual Report puts 
it, “the Bank’s clear objective has been to bring inflation down to the European 
level with a few years time” [BS, Annual Report 1993, 23]. The problem with 
bringing down the inflation rate was two fold, one external and one internal. The 
external problem was the rapid inflow of foreign exchange both as a consequence 
of a strong current account surplus, but also inflows of portfolio investment and, 
with the sale of social housing to Slovenian residents, the repatriation to pay for 
the housing of foreign exchange previously held abroad by Slovenes as a hedge 
against domestic currency inflation. If this inflow were not to be monetized, a 
mechanism had to be developed to sterilize it to prevent an uncontrolled increase 
in the money supply. Furthermore, an excessive inflow of portfolio investment or 
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borrowing abroad by Slovenian enterprises would serve to drive up the exchange 
rate which, while contributing to moderating inflation, would at the same time 
discourage exports and encourage imports thereby forcing up unemployment and 
making industrial restructuring more difficult.

The internal problem was also multi-faceted. Slovenia had no functioning 
capital or financial markets and a banking system that was subsidiary to, and 
owned by, the major industrial enterprises who were also the banks’ major debt-
ors. In the economic depression that followed independence and the insolvency 
of many of these enterprises, the banks were saddled with an enormous burden 
of bad debts. Thus it was necessary not only to separate the banks from the en-
terprises but also to rehabilitate them through a mechanism for socializing the 
enterprises’ debts.

The labor market also functioned in a manner quite dissimilar to that of a 
capitalist labor market. This was a consequence of the history of workers’ self-
management which allowed the hiring of excess labor by enterprises and provided 
insufficient checks on wage inflation financed by captive banks. Furthermore, the 
enterprises themselves were able to pass on cost increases through prices because 
of monopolization of the restricted domestic market by a few large enterprises, 
in part also a hold over of the socialist self-management system after 1976 which 
provided for non-market agreements (self-management agreements) among the 
existing enterprises and created barriers to entry of new firms which did not have 
access to social capital through the captive banking system. However, new capi-
tal investment to finance the restructuring of the economy was inhibited by the 
high real interest rates and restrictions on access to foreign capital, designed to 
restrain inflation, by the lack of functioning capital and financial markets, and by 
very limited inflows of foreign direct investment (FDI) due to a number of factors 
discussed in the next section.

Thus, Slovenian authorities, particular at the BS, were faced with a classic 
dilemma. Macroeconomic recovery required the expansion of net export and do-
mestic demand and economic restructuring and rehabilitation. At the same time, 
control of inflation called for a restrictive monetary policy and a stable exchange 
rate. Most western economists advised the standard austerity package including 
rapid and radical “coupon privatization,” reliance on FDI, liberalization of capital 
flows and financial markets, and cutbacks in social services and transfers. 

Slovenia, by and large, rejected such advice. Indeed, some leading busi-
ness officials credit the relative success of macroeconomic policy since inde-
pendence with the refusal to take foreign “expert” advice [Hribar Milic (2000)]. 
The main reasons, we suggest, were political and institutional. Slovenia has had 
a history and tradition of egalitarianism and social solidarity which rejected the 
rapid growth in inequality produced by unregulated markets. As a result there 
was strong support for a corporatist socioeconomic policy approach [Luksic 
(1996a)]. Secondly, there was majority support among workers and the general 
population for worker participation in ownership and management of enterpris-
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es. Thirdly, the unions which had played a limited role in the self-management 
system, primarily that of guarding of the rights of workers under self-manage-
ment and providing social and recreation services for workers, began to rapidly 
transform themselves into western European style industrial unions and quickly 
developed the expertise and institutions for collective bargaining in a highly 
regulated labor market.

Political developments after independence supported the growth of a moder-
ate, evolutionary economic policy regime. The center right coalition that attained 
power just before independence (1990) was relatively quickly (1992) replaced 
with a center or center-left alignment which has remained in power through most 
of the following period. In part because of the pressure from the left of the align-
ment, the Associated List which was the direct descendent of the former Com-
munist Party, the government maintained a moderate and gradualist approach to 
the reform of the economic institutions.

The Question of Foreign Investment

Economist both within and without Slovenia argued that in order to restructure, 
privatize and revitalize the economy, a major infusion of foreign investment was 
required. In fact, however, Slovenia managed that transformation, privatization and 
resumption of economic growth without any significant reliance on FDI. The rea-
sons for the minimal inflow of FDI were several. The Director of Research for the 
Bank of Slovenia, Francek Drenovec, has suggested four of the main reasons.

The first, and perhaps the most important from the supply side, is the size 
of the domestic Slovenian market. Population of the republic is just under two 
million and, despite its high per capita income relative to all the other transi-
tional economies, the total domestic market remains small. The approximate 
relative size of the domestic markets for the four leading transition economies 
can be calculated by multiplying per capita incomes (measured in purchasing 
power parities) in 1995 with the approximate mid-decade population of the four 
countries. The index of market size so calculated is given in table 4.1 (Slovenia 
equals 100).

Table 4.1
Index of Relative Size of Domestic Markets:  
Selected Transition Economies (Circa 1995)
 Country    Index

 Slovenia    100
 Hungary    320
 Czech Republic   470
 Poland    1,010
Source: Income Data, Ferfila and Phillips (1999a), 370; Population, various country web sites.
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Note that Hungary, the next smallest of the more advanced transition econ-
omies, had an internal market over three times the size of the Slovenian domes-
tic market. The Czech Republic market was almost five times that of Slovenia 
while Poland’s internal market was over ten times the size despite its relatively 
low per capita income. Thus, the small size of its domestic market, despite Slo-
venia’s rank as the highest income transitional economy, gave little incentive (at 
least relative to the other transition economies) for FDI directed at its domestic 
market.

A second reason for FDI would be to utilize low cost labor in export plat-
forms producing for markets in the EU or for third countries where Slovenia 
might have some competitive historical or political advantage. The problem is 
that Slovenia is not a low wage country, nor does it have large pools of unem-
ployed labor, though it does have a good supply of relatively skilled labor which 
is largely already employed. As a rough gauge of the potential low wage pool 
available (i.e. unemployed workers) calculated from relative unemployment 
rates, we have estimated that the unemployed pool in Hungary is around six 
times the pool in Slovenia, over four times in the Czech Republic and thirty-two 
times the Slovenian pool in Poland.

Slovenia had developed joint ventures long prior to independence, particu-
larly in the motor vehicle and related industries serving the regional and EU 
markets (e.g with Renault in cars and Goodyear in tires) but there was little in 
the way of new ventures or new partnerships directed at the European market. 
Furthermore, the civil wars and the consequent economic sanctions and dislo-
cations in the former Yugoslavia, the collapse of the Soviet Union and with it 
the economies of Russia, many of its former republics, and other east European 
states such as Romania and Bulgaria, sharply limited opportunities for develop-
ing markets in most of Slovenia’s traditional or “natural” market area.

Thus, though FDI per capita in Slovenia is of the same order of magnitude as 
that in Hungary and the Czech Republic and approximately double that in Poland 
in 1998, this was not by and large a consequence of a significant post-transition 
inflow of FDI as it was in the other advanced transforming economies. This is 
demonstrated in table 4.2.

Table 4.2
Stock of Foreign Direct Investment in Selected Transitional Economies: 1998 
(In US Dollars)
 Stock Stock per capita % Increase in Stock 
 (Million)  1992-1998
Slovenia 2,907 1,466 178.4 
Hungary 19,500 1,932 339.5 
Czech Republic 10,591 1,029 573.3 
Poland 27,280 706 1,718.7
Source: GZS (2000) calculated from data from the Vienna Institute for International Economic Studies (WIIW).
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The lack of a large domestic market and the limited attraction of Slovenia 
as an export platform only explains the lack of FDI in new ventures. It does not, 
however, explain the failure of foreign capital to participate in the privatization 
process and to invest in existing enterprises and industries through the purchase 
of all, or portions, of firms undergoing or already privatized or to invest additional 
funds in existing firms seeking to expand or acquire new technology as had oc-
curred in many of the other transitional economies. Drenovec has suggested three 
additional reasons for this, lack of government encouragement for FDI, the nature 
of the privatization process in Slovenia, and the lack of any critical need for FDI 
either for balance of payments reasons or for growth and stabilization reasons 
[Drenovec (2000)].

The Slovenian government has always professed support for FDI reflecting 
the views of the EU, IMF, OECD and most domestic economists. However, such 
support, particularly strong in the early days of independence, has been temper-
er as the economy strengthened and Slovenia witnessed the experience of other 
countries and the various currency crises. There has been considerable fear that 
Slovenian independence and sovereignty would be compromised by large inflows 
of foreign investment [Ferfila and Phillips (1999), 397]. Furthermore, there was 
the need to restrict the inflow of foreign investment in order to prevent an unwar-
ranted increase in the exchange rate and inflationary monetary and real pressures 
on the domestic economy. Furthermore, domestic investment had recovered to 
almost a quarter of GDP by 1995 and to over a quarter by 1999 (see appendix) 
demonstrating that FDI was not required for macroeconomic performance and 
growth. Nevertheless, support for increased levels of FDI is still strong among 
economists, though on the questionable grounds that such investment is necessary 
to promote technological dynamism.

The fact was that there was no need for distress selling of domestic industrial 
assets to foreign owners. Slovenia did not have a cash flow problem nor any prob-
lem servicing its debt, nor was there any need for an inflow of foreign exchange 
to stabilize the currency or prevent an exchange rate crisis. Despite pressure from 
international financial advisors to do so, Slovenia did not adopt a fixed exchange 
rate system as many other transitional economies did, but rather introduced a 
“managed float” exchange rate system. Indeed, Slovenia’s problem was just the 
opposite that faced many other countries, a too great an inflow of foreign ex-
change which necessitated measures to restrict the inflow.

However, the factor that most restricted the inflow of FDI during the transi-
tion period was the form of privatization process. We have described the proc-
ess in greater detail elsewhere [Ferfila and Phillips (1999); Phillips and Ferfila 
(1999a, 1999b, 2000)] but, in essence, privatization proceeded primarily through 
internal labor-management buyouts [ARSPP (1999)], almost none after the initial 
period of “spontaneous privatization” involving significant foreign investment. 
As Bojnec reports:
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Between 1989 and 1991, the process of privatisation was based on “spontane-
ous privatisation” and some big enterprises were partly sold to strategic inve-
stors, including foreign ones. Between 1992 and mid-1994, the privatization 
of enterprises . . . was stopped. . . . However, the privatization framework and 
institutional setting adopted after 1992 favored internal, management-labor 
buy-outs, with particular reluctance to allow external, especially foreign, par-
ticipation in the mass enterprise privatisation. Priority was given to internal 
enterprise ownership, to manages and employees. [Bojnec (1999), 73]

Furthermore, restrictions on the sale of shares distributed through coupon 
distribution and the underdeveloped state of the secondary securities market sug-
gest that significant foreign equity participation will not likely occur in the im-
mediate or near future. Drenovec argues that there will be no inflow of FDI into 
established firms until ownership of shares is consolidated allowing block sales 
to foreigners. Nevertheless, it is at least arguable that Slovenia’s macroeconomic 
stability and growth has been, at least in part, because of, not in spite of, limited 
FDI during the transition process which has allowed the country to maintain a 
greater degree of control over its economy and the macroeconomic levers, in 
particular, monetary policy.

Conduct of Monetary Policy

As noted previously, the implementation of monetary policy was constrained by a 
number of institutional and market factors, not least being the absence of a func-
tioning money market. This, and the dominant position of the banking system, 
precluded the use of open market operations or overnight and interbank loans to 
control the interest rate. Rates were established by the banks and these rates were 
inflexible and not susceptible to easy management or change. Further, given the 
small size of the economy and its openness such that the combined value of ex-
ports and imports exceeded 100 percent of GDP, the need to manage the nominal 
value of the exchange rate to retain currency stability was paramount. 

Additional structural constraints on monetary policy identified by Feyzioglu 
included a “shallow and distorted domestic interbank market, a high degree of 
currency substitution, [and] extensive indexation of wage and financial contracts” 
which contributed to limiting the “transmission belts” of monetary policy. This 
was exacerbated by the low level of consumer and government debt which pro-
vided limited depth for financial intermediation [Feyzioglu (2000), 56–57]. Most 
corporate debt was “hidden” in the banks in the form of enterprise loans [Vicic 
(2000)]. Despite the high (by international standards) investment rate in the later 
nineties, most financing was done through retained earnings rather than by the 
banks or through the issuance of equity. In any case, a primary equity market did 
not exist [Feyzioglu, 57; Vicic]. Furthermore, interest rates were effectively deter-
mined by foreign borrowing rather than by the domestic market. 
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1991–1995

For these reasons, the Bank of Slovenia in its attempt to reduce inflation targeted 
the money supply rather than the interest rate. It was able to control the money 
supply primarily because of the lack of a money market or any alternative finan-
cial institutions or credit instruments to the regulated banks other than foreign 
exchange market which the BS moved to contain. From 1991 to 1996 the target 
was M1 adjusted on a monthly basis. For instance, the Bank reported in its 1993 
Annual Report:

The basic goal of monetary policy in 1993 was to further lower inflation. As 
in 1992, the Bank of Slovenia set itself the intermediate goal of targeting base 
money, with monthly targets based on the demand for money function and the 
money multiplier. Other possible goals such as the exchange rate or the level 
of interest rates were supported with individual measures only to the extent 
permitted within the planned monetary framework, which was the primary 
goal. [19]

The initial move of the BS, once it had taken over the monetary policy func-
tion in October of 1991, was to drain liquidity from the banking system through the 
imposition of obligatory reserves. The rate on deposits of up to three months was 
raised from 6.9 to 20 percent, though this move was only temporary and was meant to 
replace obligatory deposits with the Yugoslavian central bank which were no longer 
in effect. Banks were eligible for liquidity loans only against collateral of high-quality 
paper and only to a value of 60 percent of collateral while the BS reduced access to 
the discount window by over 70 percent between October and the end of November, 
though this was also offset somewhat by the introduction of repurchase agreements 
(repos) of Republic of Slovenia bonds [Annual Report 1991, 23–24]. As a result, real 
M1 fell by around 30 percent in the last three months of 1991. Retail price inflation 
over the same period also decreased from a monthly rate of 22 percent in October to 
just over 15 percent in December. 

This period of acute restraint lasted into March of 1992 by which time M1 had 
declined a further 20 percent while retail price increases leveled out at just over 10 
percent per month. M1 remained low despite increasing real demand both because 
of falling inflation and a rise in real transactions. Nevertheless, the continued mon-
etary restraint paid off in inflation terms as monthly increases in retail prices fell 
to an average of around 2 percent during the second half of 1992 [Annual Report 
1992, 16–17]. 

The main problem that faced the BS in implementing the strict control of the 
money supply (high-powered money and M1) was the current account surplus 
and the excess supply of foreign currency. In fact, the BS moved quickly to utilize 
the foreign exchange market to carefully control the supply of money by steriliz-
ing the inflow of foreign currency and monetizing only that amount that would 
provide for expansion of M1 within it predetermined target band. 
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Thus, Belaisch models the monetary-exchange rate tightrope facing the BS 
in terms of instruments and objectives [Belaisch (2000), 46].

Instruments Objectives 

Spot foreign exchange market interventions   

Stock of foreign exchange bills Exchange Rate 

Base money Inflation

By 1992 the BS had developed its primary modus operandi in the face of 
a continued surplus of foreign exchange. The Bank did not automatically buy 
the surplus to prevent Tolar appreciation because it would thereby lose control 
of the Tolar money supply. It achieved its goal by selling foreign exchange bills 
while at the same time “intervening on the open market with lombard loans and 
the purchase of foreign exchange, meanwhile conditioning this intervention on 
the amount of foreign exchange which the banks had to purchase from exports, 
and with the exchange rate at which the transactions were made” [Annual Report 
1992, 19]. At the same time, banks were required to hold minimum foreign ex-
change accounts abroad to safeguard liquidity and, in the summer of 1992 limits 
were placed on borrowing abroad for conversion into Tolars and on short-term 
borrowing abroad. Minimum foreign exchange holdings of banks were initially 
set at 35 percent of average monthly flows over the previous three months and 
at 30 percent of household deposits, but by September the household reserves 
were raised to 90 percent for demand deposits, 75 percent for deposits of up to 
three months, 35 percent on those of three to twelve months and 5 percent on 
those over a year. Furthermore, banks were required to hold a minimum of liquid 
reserves against 75 percent of their net short-term indebtedness, a figure raised to 
100 percent the following year. These reserves, however, could be met by holding 
foreign exchange bills issued by the BS. In addition, lombard loans were made 
conditional on the banks’ obligation to purchase and sell foreign exchange at a 
stipulated rate [Annual Report 1993, 25]

Thus, by mid decade the instruments and goals of monetary and exchange 
rate policy had become established and refined. Reserve requirements remained 
quite high at the short end ranging from 12 percent for sight or short-term de-
posits to 1 percent for deposits of greater than six months maturity. On the long 
end, reserve requirements for deposits over one year were eliminated. The BS 
continued to withdraw base money from circulation by issuing foreign currency 
bills, Tolar bills and twin bills (denominated in both Tolars and foreign cur-
rency), all of which could be used as collateral for lombard or liquidity loans or 
for repos in order to maintain liquidity. Such loans were usually conditional on 
the purchase of foreign exchange. Meanwhile, BS, intervention in the foreign 
exchange market “were again the most import source of base money creation” 
[Annual Report 1994, 28].
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Bank Rehabilitation

The BS despite its primary anti-inflation posture, wanted also to develop the money 
market and to reduce interest rates to competitive European levels to lessen ap-
preciation pressure on the Tolar. In 1993 the Bank was able to leverage a marked 
decrease in the real interbank rate in addition to a substantial decline in the discount 
and lombard rates. At the same time, the Bank began the gradual attempt to intro-
duce nominal interest rates on short-term instruments to replace the indexation on 
almost all financial instruments that had prevailed since independence. The Bank 
felt that indexation reduced the effectiveness of the interest rates as a transmission 
mechanism of monetary policy and also served to perpetuate inflation. Nominal 
rates were introduced for the discount rate and the lombard rate in 1994 with other, 
longer-term instruments to follow as inflation was reduced. Previously, all rates 
were indexed to the “revaluation clause” or “basic interest rate measure” (temejana 
obrestna mera or TOM in Slovene) which initially was indexed monthly though by 
1997 was calculated on the previous twelve-month base.

Central to the development of a flexible and responsive money market, how-
ever, was the need to reform and rehabilitate the banking system. A first step 
was, effectively, to “nationalize” the banks which had previously been tied to 
enterprises, to relieve these banks of bad loans and obligations, particularly loans 
to debtors in enterprises in the former Yugoslavia and obligations in the form 
of foreign currency deposits in the old Yugoslav National Bank (YNB). An ad-
ditional goal was rationalizing the fragmented banking system in order to reduce 
the excessive operational costs.

The technique adopted in 1993 was to write-off current losses against capi-
tal, to sell bad assets to the Agency for the Rehabilitation of Banks (established in 
1991) in exchange for bonds issued by the Agency thereby eliminating the prob-
lem of bank insolvency, and thirdly, to recapitalize the banks through purchase 
by the Agency. The capital adequacy rate was established at 8 percent. Thus, 
the Agency became “the largest single creditor in Slovenia” and a key player in 
real sector restructuring [Annual Report 1993, 23]. The intent was that once the 
rehabilitation process was complete the banks would be sold to private owners. 
However, in 1999 the two largest banks, the Nova Ljubljanska Banka and the 
Nova Kreditna Banka Maribor which together controlled close to half the banking 
business in Slovenia, remained state owned.

1995—2000

By mid-decade, however, the macroeconomic climate had begun to change. In 
1995, the main source of money creation became loans to enterprises and house-
holds and to government, with increasing reliance on repos to create base money 
though these remained conditional on the purchase of foreign exchange. However, 
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continuing inflows of foreign exchange strained the system and necessitated an in-
crease in the foreign exchange reserve requirements. Reserves against household 
sight deposits were increased to 100 percent, time deposits to 75 percent. Reserves 
on non-resident deposits were 90 percent and 75 percent for one equal to three equal 
month deposits. Banks’ reserves of foreign exchange remained at 35 percent of 
average payments abroad over the previous three months. Banks were also required 
to hold liquid foreign exchange against 75 percent of their net foreign exchange 
obligations. Furthermore, as the money market developed, the Bank’s practice of 
implementing monetary policy through targeting M1 became both less feasible and 
less credible. Also in 1995, new regulations were introduced to control the inflow 
of portfolio capital and foreign currency loans. In February, the BS introduced a 
non-interest, compulsory deposit of 40 percent of foreign, non-traded related loans 
with maturities of less than five years. This was later extended to seven years and 
a further 10 percent non-interest bearing custodial deposit on loans with maturities 
greater than seven years [Annual Report 1996, 24]. 

However, the major challenge to the prevailing system came the following 
year, in 1996, with a major increase in portfolio investment inflow which neces-
sitated further changes in the conduct of monetary policy. The expressed intent 
of the central bank was to reduce inflation to European Union levels in order that 
Slovenia could begin the transition from its managed float to a fixed exchange rate 
system as a requirement for entry into the EMU. Further, the Bank was obviously 
unhappy with its monetary policy being obligated to function simultaneously as an 
income policy. Again the tension between the role of monetary policy in restrain-
ing domestic prices and incomes and in maintaining a stable effective exchange 
rate became manifest. This was exacerbated in the latter months of 1996 because 
of a growing volume and unpredictability of portfolio investment inflow and the 
consequent effects on the money supply. Reduction of interest rates to dampen 
the inflow would fuel domestic inflation which remained stubbornly high because 
of “price acceleration in non-tradable sectors” and the lack of any alternative and 
effective instrument of income policy [Annual Report 1996, 11–12].

The increased inflow also posed problems for the Bank in controlling the 
money supply as it: 

issued money through foreign exchange transactions and withdrew it by me-
ans of Tolar transactions. . . .

The increasing burden of sterilisation of foreign exchange inflow forced 
the Bank to speed up adoption of complementary legal and regulatory frame-
work. As of June, the regulation on compulsory liquidity reserves in foreign 
exchange (foreign exchange minimum) also includes increasing obligatory 
holdings of foreign exchange denominated Bank of Slovenia bills. As of Au-
gust and December respectively, obligatory non-interest bearing deposit of 40 
percent in Tolar counter-value is to be paid on any and all drawings under non-
trade related loans taken abroad with maturity up to 7 years, and 10 percent on 
those with maturity over 7 years. [Annual Report 1996, 13]
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These measures had the desired effect. While bank borrowing fell in 1997 
by 63 percent to “negligible levels” and the average maturity of loans rose to over 
seven years, foreign direct investment in the same year grew by 73 percent [IMF 
(2000), 3]. As the BS reported, unlike 1996, in 1997 the major part of foreign ex-
change inflow was in foreign equity and portfolio investment, not foreign loans. 

However, the portfolio inflow also posed a destabilizing threat that forced 
the Bank to extend custodial accounts to portfolio investment.

Low interest rates in developed countries and high interest rates in countries 
such as Slovenia encourage foreign portfolio investments. Such investments are 
very sensitive to any changes and problems in the economic environment of the 
host country. Their volatility represents a threat to less developed financial mar-
kets. Foreign portfolio investments increased sharply following the relatively 
good country risk rating assigned to Slovenia for the first time in 1996, and due 
to the relatively high level of domestic interest rates (and about 9 percent infla-
tion) and low level in prices of equity of privatized companies. Given the small 
monetary area and consequently limited possibility of the Bank to neutralize any 
big-scale adverse effects—pressures of such capital inflows on the exchange 
rate, the Bank required as of February that non-resident portfolio transaction be 
channeled through custody accounts with fully licensed domestic banks. Pursu-
ant to revision in July, the requirement exempted committed long-term portfolio 
investments of at least seven years. The measure was introduced, among others, 
additionally with the purpose to protect long-term foreign investors against any 
exogenous market turbulence. Pursuant to the stipulations of the Association 
agreement with the EU, portfolio investments are to be fully liberalized after 
four years following the coming into force of the Association Agreement [An-
nual Report 1997, 33].

Thus capital controls proved successful in insulating Slovenia from desta-
bilizing short-term capital inflows though it was recognized that such measures 
were only temporary.

The development of money and financial markets also continued with dein-
dexation, the increased use of repos, and the introduction of a number of new 
financial instruments both by the BS and the Treasury. But these developments 
and the Bank’s recognition of the increase in liquid market instruments, combined 
with the financial inflows, induced the BS to abandon M1 as the intermediate 
monetary target in favor of M3, while actual day-to-day monetary policy focused 
on, and adjusted to, market interest rates and other monetary indicators. 

Also changing the context of monetary policy was the prospect of liberaliza-
tion and deregulation of financial markets and capital flows as required for acces-
sion to the EU. In practice, real interest rates declined “in response to high bor-
rowing of the corporate sector abroad” given the expectation by the commercial 
banks of increased foreign competition with liberalization [Annual Report 1998, 
23]. Deindexation of financial instruments was further extended to 270 day bills in 
1998 despite the persistent inflation which was being fed by sharp upward moves in 
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controlled prices as they were increased toward “European levels”; and in mid 1999 
by the introduction of a European-style Value Added Tax (VAT). Partially offsetting 
these problems was the decline in foreign exchange inflows which were reduced, 
not primarily on the capital account side, but rather on the current account which 
was basically brought into balance in 1998 before turning strongly negative in 1999. 
With appreciation of the Tolar, this helped somewhat in restraining inflation. 

Changes in monetary and exchange rate policy in the second half of the dec-
ade were moderate and, with the exception of the capital controls on the inflows 
of short-term money, were directed a a gradual reduction in regulation, the devel-
opment of European-style financial markets and institutions, stabilization of the 
exchange rate, controlling the domestic money supply, and reducing inflation. In 
all of these areas, except perhaps the last, Slovenia was largely successful. Mon-
etary policy is, at best, a crude lever for the implementation of an anti-inflationary 
income policy. It works primarily through unemployment and the suppression 
of domestic demand brought on by credit rationing and high interest rates. Since 
combatting unemployment generated by restructuring and maintaining social har-
mony were also prime goals of the Slovenian government, an excessively tight 
monetary policy was politically difficult. Furthermore, it would also tend to cause 
the Tolar to appreciate and exacerbate the inflow of short-term capital causing 
further problems in controlling the money supply. In any case, because of still 
widespread indexation of financial instruments, wages, pensions and other ben-
efits, and combined with the low levels of consumer, corporate and government 
debt, interest rates remained a poor transmission mechanism between financial 
and real-economy markets. 

Indeed, recognition that monetary policy was a poor substitute for a real 
income policy came in 1994 with the establishment of the Social and Economic 
Council and the adoption of the first Social Pact [Luksic (1996a), 166]. The Pact, 
and subsequent agreements, have credited with containing inflationary cost pres-
sures during the second half of the decade despite an initial minimal, and subse-
quent declining, commitment to tripartite social contracts by the government.

Macroeconomic and Monetary Policy and the Opening to Europe

The real challenge to an effective independent monetary policy designed to stabi-
lize and promote growth and reconstruction of the economy comes not from with-
in Slovenia but rather from the very process of integrating into Europe, liberaliz-
ing its financial structures, deregulating its markets and opening up the economy 
to foreign capital, a process underway throughout the period since independence 
but which was greatly accelerated as the decade ended. The key in this accelera-
tion was the EU Association Agreement signed in February 1999 and the Foreign 
Exchange Law passed in September 1999 which followed from a European Com-
mission report in November of the previous year that was critical of Slovenia’s 
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slow progress toward liberalizing financial markets and open up the economy to 
foreign capital [IMF (2000), 8].

The EU Association Agreement removed or greatly reduced most regula-
tions restricting capital account transactions including barriers to entry of foreign 
bank branches and restrictions on FDI and foreign ownership. Restriction of for-
eign portfolio investment was to be removed after four years although Slovenia 
retained the right to introduce temporary (six months duration) capital account 
controls should capital flows threaten to destabilize monetary and exchange rate 
polices. Custody accounts were retained at a reduced percentage of foreign loans 
for a period of two years [Annual Report 1998, 80; IMF (2000), 8]. The provisions 
of the Association agreement were further accelerated by the Foreign Exchange 
Law in September 1999 which abolished the mandatory deposit requirement on 
non-trade related debt, reduced restrictions on resident foreign currency accounts 
(though not those on non-resident accounts), and reduced custodial account re-
quirements on portfolio investment to one year [IMF (2000), 8].

The new banking law went a great way in harmonizing Slovenia’s banking 
system with directives from the EU, introduced deposit insurance, and opened up 
Slovenia to foreign-branch banking (although only after full accession to the EU). 
Minimum bank capitalization was set at SIT one billion with a capital adequacy 
ratio of 8 percent. Other parts of the legislation regulated risk management and 
exposure policies. Though not in the bank legislation, the interbank agreement pro-
viding for a ceiling on deposit interest rates was canceled with rates now to be set 
by market competition [Annual Report 1998, 46–47].

In addition to these central measures were a host of other legislation opening up 
and deregulating the Slovene economy and promoting privatization and private sec-
tor development. The IMF Report lists a total of sixteen new pieces of legislation or 
other measures passed in 1999 or January 2000 to conform to the model of an open, 
neo-liberal capitalist economy. 

There is, however, a high degree of risk in adopting this open-market policy 
prescription, a risk that even the IMF recognizes.

However, the authorities and the staff agreed that these projections [of stable 
growth] were subject to substantial uncertainty. Not only would the outlook 
for growth continue to depend—as it always had—on foreign demand, but 
Slovenia’s deepening integration in the international financial market would 
increase the potential volatility of the capital account. A new episode of capital 
inflows would put pressure on competitiveness and might ultimately undermine 
growth. Conversely, turbulence in financial markets or a shift in perceptions of 
Slovenia could lead to the drying up of nondebt-creating flows. In either case, 
risks would arise for the banking system. [IMF (2000), 9]

In short, Slovenia’s use of the levers of monetary policy that it has employed 
so successfully in the decade after independence to stabilize the economy have 
now largely been precluded by recently adopted legislation while growth is con-



71Monetary and exchange rate Policy

ceded to be dependent on exogenous foreign demand beyond the control or influ-
ence of Slovenia. 

Belaisch argues that liberalization of capital flows and opening the capital 
account will allow the BS to focus on inflation control since intervention to pro-
tect the exchange rate will no longer be possible. She concludes, “although it is 
likely to result in somewhat higher exchange rate volatility than in the past, it will 
make monetary policy intervention more effective [against inflation]” [Belaisch 
(2000), 53]. This, as the IMF notes, assumes efficient and flexible markets. How-
ever, flexible markets has become the code words for labor market flexibility 
which, in turn, equates with downward pressure on wages, declining unioniza-
tion, loss of job security, higher employment volatility, an increase in contingent 
(part-time, temporary and contract) jobs, and declining welfare benefits. This can 
already be seen in cutbacks in the new pension legislation.

The neo-liberal prescription of labor market flexibility, endorsed by the 
EU, the IMF, and the OECD (as part of the so-called Washington Consensus for 
developing nations and for renewed European growth), however, has increas-
ingly come under attack by many prominent economists involved in the field of 
trade and growth. Perhaps the most damaging criticism has been that of Joseph 
Stiglitz, a former member of President Clinton’s Council of Economic Advisors, 
and former Vice-President and Chief Economist at the World Bank. Writing while 
still with the World Bank, Stiglitz notes:

It is certainly theoretically possible that greater wage and price flexibility actu-
ally leads to a lowering not just of welfare . . . but of output. Recent cross sec-
tion estimates of output variability and the likelihood of recessions suggests 
that greater wage flexibility is either unassociated with greater output stability 
or may actually contribute to an enhanced likelihood of a recession. [Stiglitz 
(2000), 8]

Furthermore, he argues that labor market flexibility can undermine industrial 
relations and worker participation in decision making thereby reducing produc-
tivity and growth [Stiglitz (2000), 9ff]. It is also likely to exacerbate social con-
flict to the detriment of the economy at both the aggregate and individual level. 
As Stiglitz points out, capital market liberalization in East Asia benefitted few and 
impoverished many through falling wages and increased unemployment. Such 
liberalization pays no heed to the welfare of workers “apart from sermons about 
the virtues of bearing pain. . . . [A]dvising countries to have more flexible labor 
markets may be tantamount to telling them to give up hard won advances in labor 
standards. And even the welfare gains may be problematic, once the social costs 
of the risks imposed and the adverse macro-economic effects . . . are taken into 
account [Stiglitz (2000), 19, 21–22]. 

Moreover, the whole strategy of free trade and capital-flow openness as a 
development strategy for small countries has been questioned by leading trade 
economists. Speaking before an IMF seminar in May 2000, Dani Rodrik of Har-
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vard University questioned the whole rationale of international economic integra-
tion as a development strategy. He noted that capital market integration can have 
perverse effects on capital flows, increase credit rationing and the volatility of 
boom-bust cycles, and promote periodic financial crises. He argues:

Thus, despite what passes for the prevailing conventional wisdom, integration 
into the world economy may not, by itself, be the best or only way for countries 
to grow, . . . The issue . . . is not “more trade versus less trade,” or “more openness 
versus less openness.” It is, rather whether globalization is a viable development 
strategy in and of itself. What policy makers should focus on . . . is the degree 
to which policies and institutional reform should be targeted on trade and ca-
pital flows, as opposed to domestic investment, technological capabilities, and 
institutions that serve purposes far beyond that of facilitating globalization. . . . 
But the choice of priorities and institutions should be home grown; tailored to 
domestic needs, aims, and objectives; and based on a consensus drawn from all 
segments of the domestic population. [Rodrik (2000),192]

The recent moves by Slovenia to surrender “the choice of priorities and 
institutions” to the EU may yet prove to be the unravelling of the highly suc-
cessful monetary and foreign exchange stabilization policies of the transition 
period that has resulted in Slovenia’s superior macroeconomic and growth per-
formance since 1993.

Notes

1. Slovenia also resorted to price controls that were quite widely used in the early nineties 
covering an estimated 50 percent of commodity sales. As late as 1998 price controls were still 
applied to around 30 percent of sales [Belaisch (2000), 41].

2. The Liberal Party-headed coalition government of Janez Drnovsek fell in the summer 
of 2000 and was replaced by a right-wing government. However, in November, parliamentary 
elections returned his Liberal led coalition to power with a stronger center-left mandate.

3. Foreign direct investment in Canada, for instance, has been associated with low 
levels of research and development in Canadian subsidiaries and with high levels of payments 
for business services and transfers of income for interest, dividends, royalties and licensing 
payments. On the other hand, the OECD economic survey of Slovenia (1997) reported that 
firms with foreign equity of at least 10 percent reported higher profits and sales, stronger 
export orientation, higher capital intensity and higher solvency when compared with domestic 
firms. However, as the report notes, “foreign investors would naturally have been attracted to 
companies which were strong to begin with” [OECD (1997), 113].

4. Feyzioglu notes that the ratio of loans to GDP in Slovenia in 1998 was 45 percent 
compared with 75 percent in the four largest EU countries and 150 percent in Germany 
[Feyzioglu (2000), 57].

5. In any case, interest rate transmission of monetary policy, according to Belaisch, 
was hampered by two factors: indexation of interest rates “since forward-looking inflation 
expectations did not affect the level of interest”; and because of the non-competitive banking 
system which determined interest rates “primarily with the view to preserving banks’ margins” 
[Belaisch (2000), 42].
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6. The origins and impact of the Social Economic Council and income policies are 
described in chapters 5 and 6.

7. In addition, a new Pension law was adopted which, in the IMF’s view, helped in 
“rationalizing the structure of public finances.” The law, passed in December 1999, “strengthened 
the financial prospects of the current pay-as-you-go system by gradually raising the retirement 
age, changing the basis of calculation of benefits, and launching a supplementary social insurance 
scheme, and introducing a voluntary, private pension pillar.” [IMF (2000), 8].

8. FDI was redefined to include stakes in companies of as little as 10 percent (formerly 50 
percent) and portfolio investment of over four years (formerly seven years).

9. “These measures enhanced Slovenia’s credibility and were recognized by the European 
Commission in its October 1999 Regular Report.” [IMF (2000), 8].

10. The most sustained and detailed attack based on case studies, including the role of 
such policies in the destruction of the former Yugoslavia, can be found in Michel Chossudovsky, 
The Globalization of Poverty: Impacts of IMF and World Bank Reforms (Penang: Third World 
Network, 1997).

11. “But long term social contracts between firms and their workers may make them more 
accepting of—and more promoting of—change and progress. Indeed, the breaking of the social 
contract and the undermining of social capital is increasingly being given ‘credit’ for the huge 
decreases in productivity in the former Soviet Union” [Stiglitz (2000), 16].

12. Stiglitz, referencing studies by himself, Rodrik, Demirguc-Kunt and Detragiache, 
and by Easterly, Islam and Stiglitz, questions any efficiency benefits from financial market 
liberalization. He further stresses that liberalization “unambiguously contribut[es] to economic 
volatility and an increased probability of financial and currency crises and recessions” [Stiglitz 
(2000), footnote 36].
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laBor and The TranSiTion 
ParT i: unionS and The evoluTion 

of a new induSTrial relaTionS

Many analysts of the transformation of the Slovenian economy, from a constituent 
republic of the Yugoslav Federation to an independent country and now an integral 
member of the European Union, have described the process as a transition from a 
socialist to a market, or more emphatically, a “full-fledged” market system. In a very 
important sense, this obfuscates the real content of the transformation, in part because 
Slovenia had many elements of a market system prior to the breakup of Yugoslavia. 
The more important point, however, is that the core transformation that took place 
during the late 1980s and the 1990s was not in the increased embrace of markets, but 
in the transformation of labor-capital relations, from a market socialist to a (capitalist) 
social market system or, as Stiblar and Volje put it, from a “socialist economy based 
on labor self-management to a capitalist market economy” [Stiblar and Voljc (2003), 
265]. This is by far a more substantive change in the economic system than the change 
from a regulated market to a “full-fledged” market system. It constitutes, in effect, a 
counter-revolution, reversing the revolution which took place in Tito’s Yugoslavia 
after the Second World War. And the center of that counter-revolution was the labor 
market. Thus, it is to the labor market we must look for the key to the transition and 
also, the key to understanding why the process took place relatively peacefully de-
spite its enormous implications for class and social relations in post-independence 
Slovenia. 

Indeed, the transition in Slovenia after the late 1980s involved more than 
just one major socioeconomic change, though the change in property relations 
was the central or key one. Slovenia also went from being a region and a sub-
sidiary political unit of a larger country to being a nation state on its own. 
However, from the point of view of the impact on labor force distribution, par-
ticipation rates, and the allocative function of the labor market, the significant 
change was a reorientation of the Slovenian economy from its inward looking 
focus on import replacement for a protected Yugoslavian economic market to 
an export centered, competitive, western European focus. Whereas the changes 
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in property relations made necessary the evolution of a significantly different 
set of labor market institutions, a new system of industrial relations, and new 
mechanisms for wage and benefit determination at both the micro and macro 
levels, the reorientation of the economy from internal to external markets with 
the ultimate goal of entry into Europe and the competitive challenges and mar-
ket reforms that were required for EU membership, presaged a major structural 
change in the labor market.

In Labor and the Transition: Part I, we will concentrate on the transition from 
socialist self-management to capitalist property relations and the consequent trans-
formation of labor market institutions, unions, and the industrial relations system 
at both macro and micro levels. In Part II we will look at structural changes in the 
labor market and the policies that have been developed to mitigate the negative 
affects of rapid structural adjustment and to improve the efficiency of the labor 
market as an allocator of human resources.

Economic Crisis and the End of Labor Self-Management

As the economic crisis in Yugoslavia deepened in the second half of the 1980s, 
it is clear that the political and economic elite had become disenchanted with the 
socialist self-management system and, in particular, with social ownership and the 
accompanying system of associated labor which was increasingly blamed for pre-
cipitating the country’s economic woes. Western trained economists were particu-
larly critical of the efficacy of the socialist self-management model, basing their 
critique in part on the theoretical models of Ward-Vanek and Furubotn-Pejovich, 
which predicted underinvestment and labor dis-employment resulting from worker 
preference functions which favored the distribution of enterprise income to workers 
over investment and employment growth [Gligorov (2004), 17–18, 21, 22; Domad-
enik and Prasnikar (2004), 248 ff.]. Not all economists agreed, noteably the well-
known Yugsoslav economist, Branko Horvat who wrote numerous articles, many in 
the Beograd economic journal, Economic Analysis and Workers' Self-Management, 
challenging both the theoretical argument and the empirical evidence for the Ward-
Vanek and Furubotn-Pejovich effects. 

Nevertheless, faith in self-management and social property among the politi-
cal elite was eroded by the failure of the system to respond to the economic crisis 
that followed from world recession, “the political vacuum after Tito’s death in 
1980, the rise in oil prices, and the tightening of world financial markets” [Menc-
inger (2004), 68]. As Gligorov notes, the crisis was not unique to Yugoslavia nor 
to the socialist system. What characterized the Yugoslav crisis, however, was the 
state’s inability to overcome the macroeconomic problems because of weak gov-
ernance at both the macro and micro economic levels [Gligorov (2004), 22–23; 
see also Mencinger (2004), 68–69]. It was this failure, and the political divisions 
created by the failure, that prompted the federal government of Branko Mikulic 
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to seek solutions in systemic change on the “premise that social ownership of 
the means of production, the so-called nonproperty concept of social property 
. . . [was at fault and needed to] be abandoned.” Consequently, self-management 
would also have to be replaced by capitalist labor-management relations [Menc-
inger (2004), 69]. As a result, in December of 1988 the Yugoslav government 
passed two radical reform pieces of legislation, the Foreign Investment Act and 
the Enterprise Act, which effectively overturned completely the socialist, self-
management system and, with it, reversed the entire relationship of labor to capi-
tal. This was followed in 1989 by the Social Capital Act that allowed workers’ 
councils to sell “their” enterprises (which, in fact, they did not own) to private 
owners [Gligorov (2004), 70].

This overthrow of the existing system is readily apparent when we compare 
the employment, labor process and wage determining institutions under self-man-
agement with those under the capitalist system mandated by the 1988–1989 legisla-
tion. Under the socialist self-management doctrine:

Associated labor is based on the social character of labor and its need to be 
pooled for the purpose of achieving social productivity of labor. It acquires 
its true meaning in conditions when workers, working with socially-owned 
means of labor, assume direct control over their own labour and over the con-
ditions and results of that labor, i.e. in the system of socialist self-manage-
ment. . . . The distinguishing feature of associated labor is seen in the relati-
onships among people who acquire equal rights on the basis of the right to 
work using socially-owned resources, and above all in the mutual links in the 
sharing of income. The sharing of income is in fact the quintessence of asso-
ciated labor in socialist self-management, in which the income of associated 
workers represents the category which they control in the basic organizations 
of associated labor. . . . Associated labor in socialist self-management, based 
on the principle of democratic, self-management decision-making by working 
people, consistently expresses the social character of labor and income. [No-
vak (1980), 135–136]

Compare this with the legislation of 1988-89 which was based on the “rec-
ognition that those who provide capital are entitled to management and profit 
sharing rights” [Gligorov (2004), 69].

Indeed, the 1988 Law of Enterprises transferred management powers from 
workers to equity owners, including the right to lay off workers, though initially 
this prerogative was made costly by mandatory notice periods and severance pay 
requirements. As Haltiwanger and Vodopivec note, the 1988 law “transferred de-
cision making rights from workers to equity owners, thus formally ending the 
era of self-management.” As a result, employment and wage policies underwent 
major changes. Of particular importance was the right obtained by employers to 
lay off workers; and, ”on the wage setting front, the self-managed mechanism 
was replaced by a system with three components: the Labor Code, collective bar-
gaining, and incomes policy” [Haltiwanger and Vodopivec (2002), 7; Vodopivec 
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(2004), 294]. This wage setting machinery replaced the previous system under 
self-management where both government and workers shared wage determina-
tion under strictly determined conditions. Enterprise wage bills were established 
by the government and were aimed at reducing wage disparities between firms, 
a procedure that involved major inter-firm income transfers. Within these limits, 
however, workers established individual wages through democratic procedures, 
a process that resulted in Yugoslav firms having exceptionally egalitarian wage 
structures in comparison to capitalist firms [Haltiwanger and Vodopivec (2002), 
10]. After the 1988–1989 Yugoslav legislation and the Slovenian Labor code of 
1991, however, direct government intervention was eliminated and wages were 
to be determined by centralized collective bargaining within the framework of a 
general income policy.

Thus, there occurred a fundamental change in the nature and character of the 
relationship between labor and capital. The democratic self-management of labor 
which had devolved power to the workers at the level of the enterprise was replaced 
by individual and collective contracts between labor and capital in which the em-
ployer, as the agent of capital, had a proprietary interest though initially, because 
of the persistence of social property, the identity of the owner-employer was not 
clear [Skledar (1999), 6]. Managers who had previously been, at least in theory, 
the agents of the workers, became “bosses” fulfilling the role of equity owners, or 
at least fulfilling that role until social capital could be privatized. They were effec-
tively, in the interregnum, the agents of unspecified equity owners.

Other, more limited, legal changes mandated after 1989, included those re-
quiring the establishment of private arbitration bodies for settling some disputes, 
though labor courts were retained to resolve other individual and collective dis-
putes. The right to strike was embodied in law, though not the right to lockout. 
However, the 1991 Law on Strikes did put limits on public sector strikes [Skledar 
(1999), 14].

It should be recognized that the abolishment of social property and self-
management did little to alleviate the economic crisis in the Yugoslav economy. 
Nor should we have expected it to do so since it was the failure of macroeco-
nomic and monetary policy and the weaknesses in governance, not social prop-
erty and self-management, that had perpetuated and deepened the crisis. In any 
case, the rather incoherent attempts at macroeconomic stabilization initiated 
by the Yugoslav government of Ante Markovic failed, the result not only of 
external pressures, but also of inter-republic disagreements on policies and the 
direction of reforms, ethnic strife and the lack of national powers to enforce 
effective monetary and fiscal policies. Stanojevic, for instance, notes that “in 
1986, the social democrats won control in the Slovenian central committee, 
whereas a year later the Stalinists took power in Serbia.” The result was that 
Slovenia favored more liberal market reforms whereas Serbia pressed for an 
increase in centralized government controls [Stanojevic (2003), 296]. These 
differences were highly instrumental in Slovenia’s growing estrangement from 
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the Yugoslav Federation which culminated in the decision that had been in the 
making for much of the previous decade, to secede from Yugoslavia in 1991.

It was not, however, the secession of Slovenia in 1991 nor the multi-party 
elections of 1990 that returned, however briefly, a right-wing coalition government 
to power in Slovenia, that marked the overturn of the socialist self-management 
system and the restoration of capitalism. Rather, as we have noted, it was the radi-
cal “reform” acts of the Yugoslav government in 1988–1989 that accomplished the 
great reversal. What these acts also did was to create a major void in labor market 
institutions for managing the labor process and for determining wages and condi-
tions, employment, investment and labor mobility. Under self-management, work-
ers’ interests and their participation in management was primarily through semi-
autonomous workers’ councils, often in alliance with the state against managers 
which had gained considerable power due to the “strategic retreat of the state from 
the economy” and the deregulation of enterprises [Stanojevic (2001a), 4].

The role of trade unions under self-management, however, was ambiguous 
and marginal. The major function of protecting workers’ interests and determining 
wages and working conditions at the micro level—what Stanojevic calls “articu-
lating workers’ interests ‘from below’” [Stanojevic (2001b) pp 3, 11]—resided 
with the workers’ councils leaving the unions with the primary tasks of protecting 
workers’ self-management interests and organizing social, cultural and recrea-
tional events and facilities, normally at an enterprise level. Collective bargaining, 
to the extent it can be equated with collective re-distribution at the enterprise 
level, resided with the workers’ councils. All of that changed with the legislation 
of 1988–1989 which reduced the power and functions of workers’ councils and 
mandated centralized collective bargaining for the determination of wages and 
working conditions. Furthermore, the instigation of macroeconomic wage deter-
mination left little role for enterprise level institutions, workers’ councils or local 
trade unions, in wage negotiations. The role and function of trade unions and of 
the old workers’ councils had still to be clarified and incorporated institutionally. 
This occurred through two processes, the clarification and elaboration of labor 
law in Slovenia, and the emergence of a reinvigorated, albeit divided, labor move-
ment which increasingly represented labor, as a class, at the (Slovenian) national 
level.

Labor Legislation in Slovenia in the Initial Transition Period: 
1990–1993

As we have noted, the federal legislation of 1988–1989 abolished self-manage-
ment and introduced centralized collective bargaining within the constraints of 
government income policy. The 1989 Yugoslav Law on Basic Rights of Employ-
ment Relations set out contractual minimums for wages and conditions, the rules 
for strikes and regulations governing employment contracts, including fixed term 
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contracts, hours, vacations, sick pay and other such labor standards; but, most 
importantly, it replaced the determination of wage and employment conditions 
through the institutions of self-management with collective bargaining.

Collective bargaining was not new to Slovenia. It was introduced as far back 
as the nineteenth century and was even introduced in communist Slovenia by 
legislation in 1971 under which agreements were concluded in 1972. However, 
collective agreements fell by the wayside during the period of contractual self-
management after the later 1970s, until reintroduced by the 1989 national legisla-
tion [Skledar (1999), 10]. 

In 1990 Slovenia introduced its own Law on Employment Relationships 
governing collective agreements. As with the previous federal legislation, the in-
stitutions for collective bargaining and negotiation of collective agreements were 
not based on an individual firm, single-union basis as in North America; nor did 
they begin with industry-wide, regional or sectoral, multi-employer collective 
agreements as was common in many Western European countries. Rather it was 
based at the central economy-wide level in the form of two general collective 
agreements, one for all sectors of industry and the market sector generally which 
was negotiated between peak labor and employer organizations, and the other 
for the education, medical care, culture and the public service sectors. The first 
general market sector agreement was concluded in August 1990. Several Branch, 
or industry-wide agreements were concluded the following year.

Slovenia amended its law and consolidated its labor and collective bargain-
ing legislation the following year in the 1991 Labor Code, a comprehensive 
piece of legislation which included particularly restrictive conditions for layoffs 
for economic reasons, including six months advance notice and severance pay 
equivalent to a half-months wages for each year of service as well as onerous im-
plementation costs [Vodopivec (2004), 294]. This right to termination of employ-
ment for economic reasons, no matter how constrained, in addition to mandatory 
collective bargaining, marked a tectonic shift in labor’s position in the economy. 
As Haltiwanger and Vodopivec note, the reforms: 

removed one of the key characteristics of the socialist system—job security, as 
the state gave up its role as a guardian and provider of jobs, and workers were 
allowed to be laid off, and enterprises to fail. Moreover, the reforms changed 
its previous wage determination system that was based on administrative con-
straints and collective decision-making, and introduced a market-based sy-
stem . . . . [Haltiwanger and Vodopivec (2002), 3]

Prior to these reforms, workers could only be laid-off for disciplinary and 
not economic reasons. Furthermore, labor lost its management rights over the 
labor process and the organization of work and working conditions. As a result, 
there was a decline of the role and importance of workers’ councils and a con-
comitant rise in the role of unions, though their importance at the workplace level 
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was highly limited by the centralization of collective bargaining and the imposi-
tion of an income policy.

Nevertheless, many other constraints on the right of employers to layoff 
workers and on the level and structure of wages and individual contracts of em-
ployment remained. Although wages could vary somewhat based on the “suc-
cess” (i.e., profitability) of the firm and the productivity or effort of the indi-
vidual worker thereby providing a modicum of wage flexibility, the basic level 
and structure of wages were set by guidelines established at the national level and 
a set structure based on skill and educational qualifications. Termination of em-
ployment could be initiated by mutual consent, unilaterally by an employee, or, 
for justified economic reasons, unilaterally by the employer, though in this case 
subject to notice of from one to three months for private employers (as provided 
in their collective agreements), to six months for public sector employers. 

The Labor Code which set out these constraints remained in effect in Slov-
enia until replaced by the Employment Relationships Act passed in 2002 which 
came into effect January 2003. The new Act relaxed some of the constraints but, 
for the most part, maintained a fairly tight regulation of the labor market. 

The legislative changes which abrogated self-management and introduced col-
lective bargaining also introduced trade union pluralism, thereby ending the mo-
nopoly position of, and obligatory membership in, the official communist unions 
grouped in the peak organization, the Confederation of Free Trade Unions (Zveza 
Svobodnih Sindikatov Slovenije or ZSSS). This complicated the industrial rela-
tions scene in the early 1990s because of the growth of alternative union bodies, 
some associated with competing political and ideological parties, others that were 
breakaways from ZSSS or organized among public sector workers or specific re-
gional or industry workers. The question was, who was to represent the workers in 
negotiations with the employers at the national level, the branch level, and, indeed, 
at the enterprise level where more than one union had membership? Slovenia did 
not go the “exclusive” majority union route practiced in North America but rather 
allowed for multi-party representation under the Law on Representativeness of 
Trade Unions passed in 1993 which set out minimum conditions for recognition as 
legal representative bargaining agents for workers at the various levels of collective 
bargaining. These included such general conditions as unions must be democratic 
organizations, have continuous performance as trade unions, and proper financial 
resources. In addition, minimum membership conditions were stipulated, for na-
tional confederations, 10 percent of branch workers, and for a specific branch or 
occupation, 15 percent of workers. These conditions were initially fulfilled by 16 
branch trade union organizations and four confederations.

The abrogation of self-management and social property, of course, raised 
the contentious issue of privatization even before Slovenian independence. This 
issue became particularly divisive after the election in Slovenia of the right-wing 
Demos coalition government in the 1990 election, a coalition that favored “shock-
therapy,” the instant privatization advocated by American economists such as Jef-
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frey Sachs. This approach was incorporated in the Sachs-Perterle-Umek Act put 
forward by Demos which promised a “massive and speedy privatization adminis-
tered by the government and relying on the free distribution of enterprise shares” 
[Mencinger (2004), 77]. The social democratic opposition, however, put forward 
its alternative, the Korze-Mencinger-Simoneti Act, which advocated a govern-
ment monitored, decentralized and gradual commercial privatization. 

Labor was not happy with the Sachs approach since the government would 
end up giving away ownership of enterprise capital which the workers considered 
“theirs,” the result of accumulation taken from years of their own labor. In fact, as 
early as 1990, the Confederation of Free Trade Unions (ZSSS), the reformed peak 
organization of the former communist unions which previously had a monopoly 
on union representation of workers, had actually advocated the privatization of 
socially owned capital into institutions “collectively owned by the workers, espe-
cially in those enterprises, establishments and institutions in which the employees 
have been acting as responsible co-proprietors.” [ZSSS (1990), 6] Nor were they 
entirely happy with the alternative proposal which would force workers to buy 
back the capital that they considered they had already paid for and owned: “the 
past work of the employees who contributed to the increase of socially owned 
capital . . . should be taken into consideration” the labor confederation maintained 
[ZSSS (1990), 6]. Furthermore, the unions, while supporting the abolition of the 
existing self-management system, insisted that any new property rights regime 
must maintain worker participation in economic decision making and in manage-
ment. [ZSSS (1990), 3]

In any case, the ensuing debate resulted in a compromise, the Ownership 
Transformation Act of 1992, which “combined the decentralization, gradualism, 
and diversity of privatization methods of the [Korze-Mencinger-Simoneti] ap-
proach with the free distribution of vouchers called for under the [Sachs-Pertele-
Umek approach]” [Mencinger (2004), 77]. This was a critical decision for la-
bor because it allowed workers a significant ownership share of privatised firms 
through internal buyouts, particularly in labor intensive industries. This resulted 
in a “peculiar ownership structure with a significant portion of the former social 
property in the insiders—workers and managers—hands. ” By 1998, almost 42 
percent of privatized companies were estimated to be employee owned [Stano-
jevic (2001a), 1].

Recent critics of the gradualist approach to the transition from self-managed 
socialism to market capitalism have argued that the slow rate of privatization 
and the fact that the process effectively blocked the rapid emergence of external 
strategic owners and the consolidation of ownership by large, active capitalists, 
retarded the restructuring of the economy and consolidated the power of manag-
ers who were, in the main, the same managers who had presided over the pre-
privatized socially owned enterprises. As a result, Simoneti, Rojec and Gregoric 
complain, “Slovenian firms are often run by managers who are in effect unac-
countable, able to protect themselves against any kind of external investor (or 
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market) interference” [Simoneti, Rojec and Gregoric (2004), 234. See also Sus-
tersic (2004), 403 ff; and Rojec et al. (2004), 477]. These managers were also able 
to find allies among the ranks of the internal worker-owners who sought mutual 
protection from the restructuring efforts of outside owners. Furthermore, these 
managers were also, by law, members of the Chamber of Commerce (Gospodars-
ka Zbornica or GZS) which represented employers in negotiations with the union 
peak organizations for the national and branch collective agreements. However, 
the relatively smooth transition, the rapid economic growth and the strong and 
continuing increase in labor productivity after 1993 provide little evidence that 
the gradualist approach did, in fact, do much, if anything, to hamper restructuring 
and market reform.

Indeed, the gradualist approach was probably a necessary condition for en-
listing labor’s cooperation in the transition. This is the conclusion that Stanojevic 
arrives at as a result of a number of careful studies of the evolution of the union 
movement as it developed after the abrogation of self-management eroded the role 
and function of workers’ councils. The emergence of militant labor organizations 
and a wave of strikes led to a forceful, and ultimately successful, claim by workers 
for an integral role in the planning of transitional and post-transitional economic 
and social policy. As Stanojevic writes: “Political exchange [between labor and the 
center-left governments and political and economic elite] was transformed into an 
industrial relations system, which secured a ‘voice’ for workers in decisions on the 
nature as well as the dynamics of the transition to a market economy” [Stanojevic 
(2003), 290. See also Stanojevic (2001a), 12–15]. This was manifest in the Law 
on Ownership Transformation (1992) and in the Law on Worker Participation in 
Management (1993). It should be emphasized that the Law on Worker Participation 
in Management was, in fact, a continuum and a legacy of the previous self-manage-
ment system. As Stanojevic notes, “in Slovenia there was no radical disconnection 
from the self-management tradition: it was transformed into a codetermination sys-
tem on the German model” [Stanojevic (2003), 291]. However, the labor demand 
to be party to economic management at all levels was most notably reflected in the 
formation of the tripartite Social and Economic Council that was constituted and 
began negotiations on a national social contract in 1994. The following year, the 
first social agreement was signed.

Thus, the “gradualism” of the transformation in Slovenia reflected not only 
the prevailing Slovenian social democratic ideology with its roots in its immedi-
ate socialist past, but also reflected the demand by an aggressive labor movement 
that the transformation not take place on the backs of the working class. In short, 
“gradualism” can be considered really as a codeword for the rejection of the neo-
liberal transition trajectory imposed on workers and labor markets in most of the 
other transitional countries of central and eastern Europe—“the final ‘pay’ for 
[Slovenian workers] for calming down” and cooperating in the promotion of a 
smooth transition [Stanojevic (2001a), 14–15].
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The Strike Movement and the Rise of the Unions

The achievement of a role at the economic management table and also in pro-
tecting labor standards was not achieved without a significant struggle by work-
ers. This struggle took the form of a rising tide of strikes and industrial actions 
from the mid-1980s until the achievement of the legislation and institutions 
described above. These disputes were not initiated by the old trade unions of the 
socialist era, though these unions ultimately benefitted from the industrial mili-
tancy which contributed to the emergence of a revitalized, though pluralistic 
and divided, union movement. Again, they reflected the worker ethos inculcated 
in the socialist period.

It is important to see the re-emergence of the union movement in its histori-
cal context. Unions in Slovenia, as in most of western Europe and North America, 
first emerged during the initial stages of industrialism and initially, among craft 
workers protecting themselves from deskilling, wage reductions and job com-
petition from new industrial-capitalist production. In the Slovenian areas of the 
Austro-Hungarian empire, such labor organizations began to form after 1870 
when the laws prohibiting trade unions were abolished. In 1871, the first strike 
occurred, involving Tailors’ Assistants. However, the unions were soon floun-
dering in the long depression after the world financial collapse of 1873 and the 
Austrian unions did not revive until the 1890s under the leadership of the social 
democrats and, slightly later, under the “christian” (Catholic) umbrella [Skledar 
(1999), 4–5]. The first organizations of explicitly Slovenian unions, under both 
social democratic and liberal leadership, took place during the first decade of the 
twentieth century. 

During the interwar period, three streams of unionism—social democratic, 
christian and somewhat later, communist—persisted and made some attempts at 
regional organizational consolidation, though this was undermined somewhat by 
factional divisions and by the increased centralization of control from Belgrade 
during the Yugoslav royalist regime. In any case, with the triumph of the com-
munists after the Second World War and the progressive development of self-
management, the unions found themselves in an entirely new context and with a 
much different and diminished role. As Skledar notes: “Under self-management, 
where workers had all formal power, trade unions had less importance in repre-
senting the collective interest of employees and were more important in protect-
ing workers against the unjustified behavior and decisions of managers” [Skledar 
(1999), 6]. Furthermore, Slovenia, which maintained considerable independence 
from Belgrade, developed its own state social security system modeled on west-
ern European countries, which was not tied to union-management agreements as 
was the American system. In the last stage of contractual self-management, the 
Slovenian social security system became largely incorporated into the enterprise-
centered self-management system under the control of workers’ councils rather 
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than the unions. All of this, of course, changed when self-management and social 
property were abolished.

Change was already in the wind, however, before the system formally ended 
in 1988–1989. As early as the mid-1980s a wave of strikes began to sweep Slov-
enia. The issue of strikes has always been somewhat controversial in communist 
economies. In the etatist, centrally planned economies of the Soviet Union and 
Eastern Europe, workers’ interests were highly fragmented and the labor process 
highly atomized. Unions were integrated into the management structure as “tran-
sition belts” between management and workers. Thus strikes were construed as 
political actions directed, sometimes in concert with managers, against the (work-
ers’) state rather than as industrial protests against management. Therefore, they 
could not be, and were not, tolerated. 

In Yugoslavia, on the other hand, the position of labor organizations within 
the enterprises, both unions and the semi-autonomous workers’ councils, was 
quite different. Stanojevic argues that workers were not exposed to the pressures 
of central planners but rather to enterprise managers and directors. In successful 
firms, workers and their organizations cooperated with managers, but in unsuc-
cessful companies they coalesced with the state political elite against the manag-
ers and directors and were not reluctant to go on strike, often with the explicit 
support of the local political elite. This produced a cleavage between managers 
and workers not unlike that in capitalist systems.

Indeed, the decade long strike wave that persisted from the 1980s into the 
transition period, Stanojevic argues, provides the thread of continuity between 
Slovenian “communist” industrial relations and that which developed in the 
early years of the transition. The result, he writes, was a “kind of ‘proto-capital-
ist’ interest division (labor vs. capital) in Slovenian ‘communism’” . . . [with] 
“the main cleavage . . . between directors on one hand and workers and the state 
on the other.” Hence, the political elite was forced to guarantee job and social 
security for workers in exchange for political support. This pressure was not 
through social unrest but because “striking workers permanently reminded Yu-
goslav ‘communist’ elite on her ‘contractual’ obligations” [Stanojevic (2001a), 
2–4]. However, as the state ‘retreated’ from the economy in the late 1980s, “the 
coalition between workers and the state disintegrated, but the interest conflict 
between workers and directors, which had already been initiated in Slovenia, 
fitted quite well into the ‘post-communist’ order” [Stanojevic (2001a), 5].

In any case, the rise in the frequency and the volume (workers involved) of 
strikes began in the mid-eighties and reached a peak in the crisis years when the 
self-management system was being abandoned, with the ensuing depression and 
Slovenia’s move to independence. It only abated after the reform legislation was 
passed incorporating the process of transitional gradualism and guaranteeing la-
bor and, more explicitly, the unions, a place at the management table, both within 
the firm and at the macroeconomic level (see table 5.1).
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Table 5.1
The Strike Wave 
Slovenia: 1980–2000
Year Strike Frequency Year Strike Frequency
1980 30 1990 200
1981 62 1991 200
1982 47 1992 193
1983 18 1993 132
1984 96 1994 109
1985, 100 1995 125
1986 104 1996 129
1987 163 1997 99
1988 228 1998 42
1989 232 1999 26
  2000 30
Source: Stanojevic (2001a), 5–6.

However, it was not only the strike frequency that swelled in the closing 
years of the 1980s and into the post-communist period. Though the number of 
strikes declined slightly after 1989, the number of workers involved and the du-
ration of strikes increased. More importantly, they peaked in 1992, the year the 
transitional depression reached its trough and the year the debate over the path 
of transition was resolved in favor of a measured pace of transition that allowed 
labor and its unions a role in economic management. Stanojevic’s evidence in 
this regard is convincing.

In the year 1992, when strike frequency was still extremely high, the size of 
strikes was largest in the twenty years long period and definitely largest in the 
whole history of labor movement in Slovenia. . . .

It appears that the evidence reveals that the real peak of the strike wave 
was not reached at the end of the 80’s, when the frequency was highest, but 
in ‘post-communist’ Slovenia in year 1992 when in almost 200 strikes the 
participation was highest and working days lost absolutely highest within the 
two decades long period. . . . [After 1992] strikes in Slovenia sharply decreased 
within one year period in all dimensions approaching the earlier pattern of 
small strikes, but this time as significantly longer, more protracted actions than 
in “communist” period.” [Stanojevic (2001a), 7–8] 

In short, after 1992, strikes began to more closely resemble that of the in-
dustrial relations pattern in western European capitalist countries rather than the 
“political” strike pattern that had prevailed in Slovenia in the lead up to 1992.

The majority of strikes in the period after the strike peak could be classified 
as defensive, resulting from the failure to pay wages, or delay of wage payments, 
by firms in financial difficulty because of the economic turmoil of transition. Sta-
tistics collected by ZSSS for the period 1994–1997 indicate that almost two thirds 
were for late or non-payment of wages and a further one-fifth for other wage 
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related complaints [ZSSS (1998), 129]. The majority of these were concentrated 
in labor-intensive manufacturing industries (metals and electrical equipment, tex-
tiles and leather, wood products) and in construction which bore the brunt of the 
economic dislocations from the systemic changeover [see tables in ZSSS (1998), 
126, 127, 129].

However, as recovery proceeded and the economy began to expand, the un-
ions appeared to become more aggressive and the strikes took on a more offen-
sive character, at the same time shifting from the goods producing sector to the 
service sector and, in particular, to professional groups within the public sector 
which were actively seeking a redistribution of state income [Stanojevic (2001a), 
8]. The most high profile action initiating this new phase was the doctors’ strike 
for higher pay in March of 1996. It was followed by industrial action by school-
teachers, kindergarten workers, civil servants, judges, university and research 
institutions employees, and railway and air traffic control employees. The result-
ing wage settlements in this non-tradable service sector created problems for the 
tradable goods-producing sectors exposed to both export and import competition 
and constrained by the prevailing income policy. Thus, they became a challenge 
to the new industrial relations system.

The strike wave was both a manifestation of the tensions and dislocations re-
sulting from systemic change and the resulting economic problems; but it was also 
the agency by which the unions were revitalized and their function and importance 
transformed, in the process giving birth to a new industrial relations system. Trade 
unions were decidedly secondary players in representing workers under self-man-
agement. Direct representation of workers’ interests in wages and conditions re-
sided primarily with the workers’ councils with the unions relegated largely to a 
social and service role. Union led strikes, therefore, were not contemplated as either 
necessary or even compatible with self-management and there was no legislation 
to provide for such institutionalized industrial conflict. Indeed, unions were, for 
the most part, hostile to strikes and institutional support for strikers was rare. As a 
result, most strikes were “spontaneous, fragmented and weakly supported or even 
without any support within the companies” [Stanojevic (2001a), 9].

Yet strikes did exist, though they were mostly short-lived protests reflecting 
what may be considered legitimate grievances against directors, and, as a result, 
had at least tacit support from workers’ councils. Strikers often also sought, and 
received, support from the political elite, whose political power base was tied to 
industrial labor, in a kind of coalition against the managers. In short, strikes became 
a form of labor-management conflict in which workers, with the support of the 
political elite, were frequently successful, despite the strikes’ “smallness, defensive 
character and implicit illegality,” though, given the persistent inflation at the time, 
real gains from strike action usually proved transitory [Stanojevic (2001a), 9].

This pattern began to give way in the strike wave of the 1980s and early 
1990s. The decline in the labor-political elite connection as the state increasingly 
distanced itself from the economy and the workers, meant that the strikes be-
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came more and more directed at the state and the political elite rather than at the 
managers. At the initial stage, however, the unions continued to remain relatively 
passive in organizing or supporting industrial action, if not actually opposing 
strike action. But by the end of the 1980s the union role began to change as new, 
independent unions began to challenge the monopoly position of the official com-
munist-era unions in the ZSSS. Though the unions, both the ZSSS and the other, 
competing unions, may not have initiated or led the rising number of strikes, they 
increasingly gave them their organizational support, focusing more and more on 
everyday, economic grievances such as failure to pay wages or unauthorized re-
dundancies, rather than on ideological issues. Given the turbulence of the labor 
market transition, the rising unemployment and the number of insolvent or finan-
cially compromised enterprises, the frequency and intensity of strikes continued 
to rise until 1992.

The question is why the strike wave peaked in 1992—despite rising unem-
ployment and falling real wages—and why it began to moderate after 1992 until 
by the end of the decade the incidence of industrial disputes reached levels com-
parable to the pre-strike wave period at the end of the 1970s? As Stanojevic has 
argued, strikes prior to 1993 had in essence a defensive, political motivation; af-
ter 1993, an increasingly aggressive, economistic character [Stanojevic (2003), 
289]. The dividing line was the completion of the key legislation defining and 
regulating the emerging Slovenian capitalist system in a manner acceptable to 
labor; including the 1992 law on ownership transformation of enterprises, the 
1993 law on worker participation (co-determination), and the constitution in 
1994 of the tripartite Social and Economic Council (economic corporatism). 
What they did was incorporate in law the very interests of workers that were 
the prime issues motivating the strikers. Of these, the law on ownership was 
perhaps the most significant because it allowed workers to become majority 
owners of many, mainly labor-intensive, firms.

In short, the legislation and the labor market institutions that resulted which 
incorporated the gradualist approach and much-criticized labor market rigidities 
(centralized collective bargaining, strong position and role of trade unions, strict 
regulation of the labor market) was the price the political elite paid to bring an end 
to the rising tide of industrial strife, conflict which reflected opposition to the re-
institution of a class-based, free-market economic system. In Stanojevic’s words, 
“The final ‘pay’ for ‘calming down’ was significant deviation of the Slovenian 
industrial relations system from pure neo-liberal trajectory” [Stanojevic (2001a), 
14–15; see also Stanojevic (2002), 250–251].

The years 2002–2003 were also a turning point in another aspect of the labor 
market situation. The depression reached its deepest level and unemployment its 
highest level in 2002. In mid-2003 the economy began to recover and unemploy-
ment to fall, aided by massive social transfers and expenditures including gener-
ous early retirement programs and encouragement of employment in informal 
economic activity without loss of unemployment benefits; and by high wage and 
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salary increases. On the other hand, increased employment was slow in material-
izing. Nevertheless, the establishment of a new regime in labor-capital-state rela-
tions, a new system of corporatist industrial relations, and a revised mechanism 
of labor and union participation in economic management, all encapsulated in the 
legislation and institution building of the 1991–1994 period, provided the labor 
market framework for economic growth and relative industrial peace for the fol-
lowing decade culminating in membership in the European Union.

The New System of Industrial Relations

In the period 1988 to 2004, as we have noted, the institutional framework of the 
socialist self-management system was abolished and in its place was constructed 
a new system of industrial relations. Moreover, it was put in place under po-
litical and economic pressure from workers, initially through the spontaneous 
strike movement, but increasingly through the involvement of a re-emergent and 
strengthened union movement. This political and economic pressure ensured a 
legacy from socialist self-management. This took the form of a high degree of 
worker ownership in traditional, labor-intensive industrial firms and in worker 
participation in management at both the micro (enterprise) level and macro (econ-
omy wide) level. The formal institution at the enterprise level was co-determi-
nation; at the economy wide level, the essential institutions were an inclusive, 
centralized collective bargaining system, and, secondarily, corporatism, formally 
enshrined in the Social and Economic Council. 

Furthermore, after 1992 Slovenia was governed more or less continuously 
by center-left or centrist coalitions which were sympathetic to, and willing to 
dialogue and consult with, the unions thereby ensuring labor’s partnership in 
post-independence economic and social policy. Moreover, both the legislative 
and administrative arms of these governments were experienced and competent, 
incorporating many of the personnel that made up the socialist elite and bureauc-
racy that had guided Slovenia’s economy through the period of the Yugoslav cri-
sis. Importantly, these governments and their administrators did not indulge in 
the corruption and kleptomaniac behavior that plagued so many post-communist 
governments in other transitional economies. For all these reasons the transition 
took a course that has been described as “gradualist”—perhaps more accurately, 
“social democratic”—rather than neo-liberal.

At the center of this transition in the labor market was the new system of 
industrial relations. Its evolution can perhaps be best analysed by looking first at 
the “actors” (unions and labor organizations, employers and their organizations, 
governments and other agencies) in the system, how and under what rules and 
contexts they interact, and what are the outcomes, the “web of rules,” produced 
by the system. We have already discussed in some detail the economic, sociopo-
litical and ideological contexts in which the system developed and the legal and 
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legislative framework devised to contain and institutionalize the inherent conflict 
between the interests of labor and capital in a capitalist system. We will now turn 
to the evolution of the major actors in the system.

The Actors

The trade unions had a somewhat ambiguous role in the period of self-manage-
ment since, formally, the workers’ councils were responsible for the collective 
interests of the workers, including the determination of wages and their distribu-
tion. Unions were relegated to the roles of protecting workers and their self-man-
agement interests from arbitrary or unjust management action and in organizing 
and providing social and recreational activities and facilities for their members 
[Skledar (1999), 6]. Membership in the formally recognized, communist-based 
unions was mandatory and universal. 

All of that began to change after 1988 when the old system was abandoned, 
collective bargaining and the labor contract was charged with the determination 
of wages and benefits, while, with the acceptance of the principle of union plural-
ism, obligatory membership in the ZSSS unions was eliminated. Union plural-
ism, of course, raised other complications with the collective bargaining system 
by raising the issue of who was to speak for labor at the bargaining table since 
a number of new unions which sprang up to challenge the “old reformed” ZSSS 
were ideologically based, political opponents of the old union structure. Further, 
there were quite a large number of new unions each competing for members by 
militant action which, in part, accounts for the rapid rise in wages in the early 
nineties. As we noted earlier, the issue of who could represent workers was settled 
by the 1993 Law on Representativeness of Trade Unions. Under the provisions of 
this Act listed above, four confederations and sixteen branch organizations quali-
fied [Stanojevic (2000a), 29].

The unions have their base in the individual enterprise and more than one 
union could be represented in any enterprise. However most were also federated 
at the branch (industry) and national levels, and in one case, at a regional level. 
In some cases, particularly in the public service, professional, occupational and 
independent unions were also formed, mainly as breakaways from the ZSSS. In 
1994, the year after the union representation act was passed, total union member-
ship density was around 60 percent, though considerably higher among blue-col-
lar workers (an estimated 76 percent) than among white-collar workers (55 per-
cent) [Skledar (1999), 9]. Of these union members, almost half were members of 
ZSSS-affiliated unions, while the remainder were spread between three other con-
federations, the right-wing Independence confederation (Neodvisnost—KNSS) 
formed in 1990, Pergam, a ZSSS breakaway of pulp, paper, and printing unions 
and the Confederation of Trade Unions’90, an Adriatic regional breakaway from 
ZSSS, and the independent unions. Although these independent unions, if they 
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had sufficient members, are recognized at the firm and branch level, they have no 
representatives at the level of the Social and Economic Council.

According to Stanojevic, in the second half of the decade union density fell to 
around 43 percent of the workforce, mainly at the expense of Pergam and KNSS 
whereas ZSSS maintained and even increased its membership dominance [Stano-
jevic (2000a), 28]. However, given the centrality in the industrial relations system 
in Slovenia of the social contract and the national collective agreement, for which 
the central confederations are the representative union negotiators, the importance 
of the ZSSS in the system becomes manifest since it speaks with, by far, the loudest 
voice. Furthermore, after 1992 the unions, despite their fragmentation, have coor-
dinated the negotiating positions and their selection of representatives on the Social 
and Economic Council [Skledar (1999), 9]. In any case, as the decade wore on, 
ideological divisions softened as all the unions became increasingly “economistic”; 
that is, concentrating more and more on common economic gains rather than on 
more political goals. The split that developed within the union movement as the 
decade progressed was not one based on political ideology but rather between the 
public and the market sector unions which has resulted, de facto, in two separate 
industrial relations systems, one in the private (market) sector and another in the 
public sector with different wage setting criteria, legislation and institutions. 

Though centralized bargaining is the defining feature of the Slovenian indus-
trial relations system, it has not eliminated the role of the union at the enterprise or 
branch level. Indeed, industrial relations have developed a two sector, three tiered 
system. In the private sector, as well as the national negotiations and a single collec-
tive agreement setting out national minimums for all industries, negotiations also 
take place at the branch or industry level. Agreements reached at this level, which 
apply to all employers in the branch, must provide wages and benefits no lower 
than those provided in the national agreement but may, of course, provide for bet-
ter provisions. This provides a degree of flexibility for more successful industries 
and incentives for labor market mobility by providing such things as higher wages 
through profit sharing without running counter to the income policy contained in 
the social contract designed to control inflation. This is even more important for 
individual enterprises which can bargain firm-level contracts, again with benefits 
superior to the branch and national agreements, providing management of more 
successful firms with incentive tools to attract and motivate workers.

Moreover, in the face of escalating competitive pressures and a highly regu-
lated external labor market, local bargaining allowed for the formation of highly 
motivated surviving coalitions of workers and managers which “secured efficient 
mobilization of internal resources, substituting work intensification for techno-
logical renewal” [Stanojevic (2002), 256]. That is, local unions have also been the 
instrument for negotiating the work rules that have provided employers with the 
flexibility to reshape their labor processes and increase the intensity of work and 
per worker productivity that has allowed Slovenian firms to remain competitive 
while still granting real increases in wages [Stanojevic (2005)].
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However, this normally extends only to those firms that have been successful 
in the transition.

Slovenian trade unions do not co-operate with unsuccessful managers. The key 
condition of co-operation is company success. This stance explains the “islands” 
of co-operation and high trust relations within the industrial relations system in 
Slovenia. The “islands” are clearly limited to successful companies.

Among unsuccessful firms, that is those which are unable to offer higher 
wages or benefits, he adds, “the trade unions are more concerned with control, to 
ensure that management adheres to standards set out in sectoral and general col-
lective agreements” [Stanojevic (2000a), 30].

Furthermore, the local union situation was made more complex by the law on 
worker participation in management (co-determination) passed in 1993. The unions 
recognized that the works councils, patterned in the legislation on the German mod-
el, gave them one more instrument to consolidate their position in the workplace 
and to increase their influence on the privatization process. The legislation further 
enhanced the role of the unions by providing that the initiative to form workers 
councils was to come from the workers themselves with the result that the unions 
became key factor in the formation of the councils. In short, the councils became the 
organization of the union mediating workplace relations and rules while the larger 
union bodies were more focused on wage negotiations. The downside of the legisla-
tion, however, was that new firms that, for the most part, did not have unions, also 
did not have works councils [Stanojevic (2001b), 15].

A system of collective bargaining required not only recognized union rep-
resentatives, which was clarified by the 1993 Act, but also recognized employ-
er representatives. This remained a somewhat ambiguous issue throughout the 
transition process and, indeed, remained so as Slovenia entered the EU. Under 
self-management, all enterprises and crafts were organized into para-statal cham-
bers with obligatory membership. For major employers, they were grouped into 
the Chamber of Commerce and, for smaller enterprises and independent crafts, 
the Chamber of Crafts. However, these chambers were, in fact, the same organi-
zations, and by and large with the same membership, that had prevailed under 
the socialist self-management system. Yet under the new collective bargaining 
system, the Chamber of Commerce and of Crafts became the employer bodies 
responsible for negotiations of the new collective agreements and for negotia-
tions at the level of the national social contract, at least as long as management 
of enterprises remained under the old managers while ownership issues remained 
unresolved. Even when privatization took place, much of ownership remained 
either worker owned or under the control of the government (state) owned invest-
ment funds, in which case the earlier management system was maintained.

 Critics thus maintained that little was changed on the management side from 
the earlier self-management system and, as a result, there was no effective transi-
tion to capitalist industrial relations. Even, perhaps surprisingly, the International 
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Labor Organization agreed that the employer organizations were not independent 
and called for new, independent organizations of employers. The result of this 
criticism by the ILO was the formation of new employer organizations, the Slov-
enian Employers’ Association (ZDS) founded in 1994 and which by 1997 had 
1,618 members employing around 60 percent of market sector labor force and 
representing 49 percent of capitalist equity; and the small business and craft sector 
represented by OGISTTA, founded in 1994, which by 1997 had 2,730 members 
among smaller employers [Skledar (1999), 9–10]. Nevertheless, the Chamber of 
Commerce remained the most important representative of capital in negotiations 
throughout the transition period. The old exclusive chambers retained their domi-
nant position in the bargaining structure which provided a measure of stability to 
the new collective bargaining system, but also provided its critics with a refrain 
that nothing had changed. Still, because of the compulsory, inclusive member-
ship in the Chamber, agreements made by that body at the national level cover 
the whole of the economy without the necessity of legislation providing for the 
extension of core collective agreements to the national level or to an industry as 
is the case in a number of other European countries.

The Corporatist Institutional Context

The evolution of the industrial relations system in the recovery phase after 1993 
was profoundly influenced and shaped by the corporatist institutional context pro-
vided by the 1993 Law on Employee Participation in Management, which con-
tained German-style codetermination (see chapter 3), and which was reinforced by 
the 1994 EU Directive on the establishment of European Works Councils (EWC); 
and the creation, also in 1994, of the Social and Economic Council (SEC) which 
provided for tripartite negotiations of a social contract at the national level. This 
institutional context was founded on the understanding that workers were entitled 
to participate in the management of the economy, not only at the enterprise or 
industry level, but also at the level of the macro-economy.

Thus, in effect, there were five levels of labor participation in decision mak-
ing, or in negotiations between labor and capital: works councils at the shop floor 
level, trade union collective bargaining at the firm, branch and national level, and 
negotiations at the national level between the peak union confederations, employ-
ers organizations and government. Indeed, there were significant overlap between 
the two national level negotiations such that the major union confederation, ZSSS 
has proposed that the national level of collective bargaining be eliminated since it 
was basically a duplication of the SEC negotiations. However, this was opposed 
by the smaller and independent unions that were not represented at the SEC.

The multiple levels of negotiations also created problems for the local un-
ions. Since income policies and wages were adopted at the top levels of negotia-
tions, the local union leadership at the enterprises had little scope for affecting 
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wages or working conditions. As Stanojevic explains, local union leaders are in 
direct contact with their dissatisfied members but:

Simultaneously, they are “trapped” in a “social partnership” mechanism: the 
rate of wage growth is regulated at mezzo and macro level. It means, that room 
for negotiations at the workplace level is limited. Wages . . . are not easy to 
improve. The union leaders negotiate with managers, but real improvements 
in company wage agreements are rare. [Stanojevic (2001b), 13]

As a result, there has been considerable worker criticism of their unions for 
their inability to get better deals at the lowest levels.

The first social contract in 1994 included an income policy that, until 1997, 
was implemented by law which limited the overall wage bill growth of the enter-
prises. This was a continuation of the practice under the previous system. In 1997 
this was liberalized and no limit was placed on the overall wage bill of enterprises, 
though laws did limit the growth of managerial pay by linking its growth to that of 
workers’ pay covered by collective agreements [Haltiwanger and Vodopivec (2002), 
12]. Income policy, however, has since been implemented through the tripartite and 
national agreements negotiated by the three social partners, and has taken the form 
of limiting average wage increases to a slightly lower rate of growth than that of 
expected labor productivity. In any case, since the mid-1990s, the centralized col-
lective bargaining system based on the SEC and the national agreements, has been 
an effective and efficient instrument in forging and implementing a national income 
policy which, along with monetary and fiscal policy, was able to reduce the rate of 
inflation as Slovenia approached EU accession. This it was able to do while still 
reducing the rate of unemployment and raising real wages, despite the restructuring 
of the economy and resulting liquidation of firms, and redundancies of workers, that 
marked the transition. (See the following chapter.) 

The Structure and Functioning of the New Industrial Relations 
System

As briefly outlined above, the peak institution in the new Slovenian industrial 
relations system is the Social and Economic Council (SEC). It was formed, at 
the government’s initiative, in April 1994 after it was proposed by the unions as a 
trade-off for labor’s acceptance of, and cooperation in the implementation of, the 
government’s market-sector income policy. The SEC is composed of fifteen mem-
bers, five each from the union peak organizations, the employers’ organizations, 
and the government led by the labor and social affairs ministry. One anomaly in 
the Council’s operations is that its income policy agreements are also binding on 
the non-market sector even though the public employees and their unions are not 
party to the Council’s deliberations At the branch and occupation levels in the 
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non-market sector, however, the government and the public sector unions negoti-
ate their collective agreements directly. 

The first social agreement was signed in 1995 and dealt with a wide vari-
ety of economic and social development issues including labor legislation, wage, 
employment and income policy, industrial relations, workplace health and safety 
programs and the collective bargaining system, pensions, health insurance and the 
broad range of social policy and social security issues [Skledar (1999), 15]. Labor, 
thus, was able to secure a voice in regulating the nature and dynamics of the transi-
tion and “enable long-term social partner inclusion in the processes of pay determi-
nation and a range of other social and economic policies” [Stanojevic (2000a), 29]. 
Furthermore, parliament that year institutionalized labor’s participation in manag-
ing the economy by requiring that all legislation directly affecting the interests of 
the social partners be referred to the tripartite Council for its opinions prior to being 
introduced into the legislature [Stanojevic (2003), 290]. The following year a sec-
ond general agreement was negotiated but the third not until 2003. Between 1994 
and Slovenia’s accession to the EU there have been three broad social contracts 
negotiated and five more limited agreements on income policies adopted.

The 1995 agreement involved a number of provisions directly affecting the 
industrial relations system. Specifically it included a commitment to collective 
agreements for determining wages and salaries, including in the public sector, 
price controls in the non-tradable sector to help control inflation, a reduction in 
direct taxes, a legally enforceable, national wage indexation system to protect 
workers’ wages against inflation but that, at the same time, was aimed at gradually 
lowering the inflation rate by holding increases in real wages to a level below the 
increase in labor productivity. At the same time, employer wage flexibility was 
introduced by providing for up to 25 percent of individual company profits to be 
utilized for enterprise level collective bargaining. Management salaries became 
exempt from the collective agreement and were provided for by individual con-
tracts. The 1996 Social Agreement built and expanded on the 1995 agreement 
with a new emphasis on employment creation with fiscal restraint to dampen 
inflationary pressures [ILO (2005), a.3, c.1].

Perhaps one of the more important provisions of the 1995 and 1996 agree-
ments was the introduction of a national minimum wage, a provision that was 
subsequently incorporated in legislation. The motivation behind the introduction 
of a minimum wage was the growing inequality in labor income and the specter 
of rising rates of poverty among lowest-wage workers in the least competitive, 
mainly traditional, industries which were now exposed to European competition 
and were denied the compensating subsidies provided under the previous system. 
The fact was that, to prevent the least viable firms from bankrupcy, the minimum 
basic pay provided for in the national collective agreement had to be set so low 
that, for the lowest qualified workers, their pay fell below the poverty line. The 
minimum wage was the attempt to counter this problem.



96 CHAPTER 5

This was not, however, without it problems since the new minimum wage was 
higher than the basic wages contained in a number of the collective agreements 
pertaining to the poorest performing firms and sectors. In part, this was because 
the minimum wage was the total wage received by the worker, including various 
supplements, whereas the basic wage did not contain these supplements, though the 
basic wage was by far the largest component of the wage packet [Haltiwanger and 
Vodopivec (2002), 12]. Up to 1995, actual starting wages had little relation to basic 
wages provided for in the collective agreements due to differences in economic 
results for many enterprises. As Bole notes: “because of individual allowances and 
differences in performance of enterprises, the starting-level wage set in the Col-
lective Agreement was even less important for the actual average wages. Only the 
worst performing enterprises were constrained by the starting-level wage” [Bole 
(2002), 4]. As a result, the new minimum wage did not upset the collective bargain-
ing system as much as might be feared, and it did result in a fall in income inequal-
ity as the minimum wage rose from around an average of 36 percent of the average 
wage to around 40 percent in the years after 1995 [Vodopivec (2004), 495].

Furthermore, the minimum wage, which became incorporated in legislation 
in 1997 after the failure to reach a broader social agreement that year, also pro-
vided for automatic indexation by 85 percent of expected inflation (100 percent 
if inflation was greater than expected), a rate of indexation which mirrored that in 
the broader wage agreement. However, in the case of the minimum wage, it was 
to be raised by an additional increase equal to the rate of real GDP growth in the 
previous year. The goal was eventually for the minimum wage to reach 58 per 
cent of the average wage in manufacturing [Bole (2002), 4]. By 2000, the mini-
mum wage had, in fact, risen to 52 percent of the average manufacturing wage 
[Sicherl (2005), 149].

The broad social contracts of 1995 and 1996 were supplemented by annual 
income agreements. However, in 1997 and 1998 a new general social agreement 
and the tripartite income agreement were blocked by the employers who refused 
to agree to what they considered “non-sustainable levels of non-cash allowances.” 
Given the failure to reach a formal agreement, the government stepped in and leg-
islated wage policies based on the previous agreements and on subsequent SEC ne-
gotiations. The failure to reach agreement was also why the government introduced 
the law On Minimum Wage and the Adjustment of Wages which was subsequently 
incorporated in the broader wage policy agreement of 1999 [Bole (2002), 4]. A 
new income agreement was subsequently reached in 1999–2000 and the third, and 
broadest, general social agreement in April 2003 covering the years 2003–2005.

The 2003–2005 social agreement expanded on the earlier agreements par-
ticularly in the areas of social security, health and safety, and education and train-
ing and incorporated the narrower income policy agreement reached the previous 
year. The central focus of the new agreement was to improve economic competi-
tiveness through innovation and investment in human resources in order to form a 
knowledge-based society as a precondition for accommodation to the changes in 
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technology and to participation in the EU and world markets [Slovenia (2003), 5]. 
Indeed, the preoccupation with vocational and professional education and the cult 
of life-long learning was the central focus of the agreement. Health insurance was 
confirmed as a central and enduring responsibility of the public authority. Also 
included in the agreement was tax relief for lower income earners. Underpin-
ning the whole agreement was the recognition that social dialogue and industrial 
peace, along with the supporting policies of labor standards, industrial relations, 
inflation control, wage, housing and social welfare policies agreed between the 
social partners, were necessary ingredients in promoting a competitive economy.

Fiscal restraint was also incorporated in the social agreement, though this 
seems to reflect the increasingly neoliberal orientation of economic policy in 
Slovenia dictated by entry into the EU and the Maastrict requirements rather than 
reflecting any national economic priorities. The preoccupation with reducing the 
share of government expenditures and revenues in the GDP and with privatiza-
tions does not appear to be justified by comparisons with other EU countries or 
with levels of public debt or fiscal imbalances. Rather, it appears to be entirely 
ideological. On the other hand, the pursuit of privatization included a recognition 
of labor’s interest in participation. Furthermore, the agreement also recognized 
the need for “family-friendly” employment policies to reduce discrimination 
against women [Slovenia (2003), 33].

National Collective Agreements

General collective agreements at the national level between employers, unions 
and the government represent the second level of labor market negotiation and 
regulation in Slovenia. They are the primary instrument for the implementation 
of income policy, within the guidelines now established by the SEC, and were 
legislated as the basic level of industrial relations by the labor code in 1989. The 
general collective agreement for the market sector makes the social agreement 
more concrete by regulating the determination of pay and the structure of the ba-
sic wage, and employment and working conditions. Included in the agreement are 
such matters as hours, holidays, probationary periods, job security, trade union 
rights and activity, guaranteed allowances, shift premiums, seniority premiums, 
holiday pay, profit sharing, sickness and injury pay, and education and training, 
including apprenticeship training. The contract is binding on all employers in the 
commercial, or private, sector. The wage package is normally determined annu-
ally as an appendix to the agreement, but the majority of the contract, including 
the structure of basic wages, is in the form of a multi-year agreement. In earlier 
years of rapid inflation, wage adjustments occurred more frequently than annu-
ally and were based on past inflation. When the VAT tax was introduced in 1999, 
for instance, two wage adjustments were allowed anticipating the inflationary 
effect of the VAT on real wages amending the 1999 wage policy agreement that 



98 CHAPTER 5

otherwise provided for a once a year adjustment of up to 85 percent of past in-
flation. However, the new wage agreement reached in 2001 provided a formula 
incorporating anticipated, rather than past, inflation in order to determine annual 
adjustments. The increments are determined on a negotiated basis incorporating 
the government’s income policy stipulating that wages be adjusted upward by 
85 percent of the anticipated increase in prices as calculated by a measure in-
corporating “anticipated movements in consumer prices excluding alcohol and 
tobacco, anticipated inflation in the EU, and the anticipated exchange rate of the 
euro, as proposed by the Social Agreement” plus a real wage increase that is to be 
at least one percent below the anticipated increase in labor productivity [Mirror 
(April, 2004), 13].

The current general collective agreement came into effect in 1999 and runs un-
til 2005. The most recent market sector income agreement covers the period 2004-
2005 and introduced a new element in the adjustment mechanism, the increase of 
a fixed rather than percentage increase in the wage adjustment such that all wages 
would rise by the agreed adjustment amount as determined at the branch agreement 
level. This, to some extent, will reduce the problem of the legislated minimum wage 
rising above the basic wages in the general agreement and in the lower-paid branch 
agreements. All provisions and tariffs in the agreement are minimums that must be 
respected by collective agreements at the branch (industry) or individual employer 
level [General Collective Agreement 1999–2005].

One peculiarity of the Slovenian general collective agreement, which it in-
herited from the previous, self-management system, is its formal and rigid regula-
tion of the structure of basic wages based on the education and/or the skill level 
required for the job. The agreement establishes nine tariff classes. All positions 
or jobs within an organization are systematically defined in order to allocate each 
job to one of the nine tariff classes. These classes, defined by their education and 
skill requirements, are:

Tariff Class 1— simple work requiring no previous skills; primary school com-
pletion not required; (1.00)

Tariff Class 2— less demanding work; primary school education required plus 
some additional education/training; (1.10)

Tariff Class 3— medium demanding work; two years of secondary, vocational/
professional school required; (1.23)

Tariff Class 4— demanding work; two and a half years of secondary, lower profes-
sional, education or training is required; (1.37)

Tariff Class 5— more demanding work; three years of secondary education with 
professional certification or 4–5 years secondary schooling re-
quired; (1.55)

Tariff Class 6— very demanding work; high school graduation with undergradu-
ate university degree certification; (1.85)

Tariff Class 7— highly demanding work; a university degree is required; (2.10)
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Tariff Class 8— most demanding work; a degree of Masters of Science or of Arts 
is required; (2.50)

Tariff Class 9— most important and demanding work; a PhD or Doctorate is re-
quired (3.00).

Differentials between these bases range from, at the low end, around 10 per-
cent to the high end, of around 20 percent. This is indicated by the index (in 
brackets above) of the basic wage in each tariff class relative to the base rate in 
tariff class 1. In addition, wages under the general agreement are increased for 
years of work (seniority) with an employer by 0.5 percent per year plus bonuses 
for ten, twenty and thirty years of continuous service [General Collective Agree-
ment 1999-2005, Articles 47, 51]. Provision is also made for shift work, weekend 
work, dangerous or dirty work, though these specific premiums are negotiated 
at the branch or firm level. Included in the agreement is additional holiday pay 
which is set at a level of no less than the minimum wage.

However, the rigidity in the wage structure implied by the listed tariff classes is 
more apparent than real. Indeed, the wage structure is much more flexible because, 
within the tariff classes at the branch or sector level there are a number of wage lev-
els. That is, within each tariff class, wages can be altered by up to 30 or 40 percent. 
Thus, there is evidence of highly structured internal labor markets operating within 
the Slovenian economy. Furthermore, provisions for payments based on the success 
of the firm or of the individual worker (payment by results) can add significantly to 
wage differentials both within individual firms and between industries or branches, 
though, again these payments must be negotiated at the branch or firm level (Ar-
ticles 45, 49). The collective agreement also provides for extra payments to indi-
vidual workers for their individual contributions to innovation equal to 3 percent of 
the economic benefit accruing to the enterprise (Article 53).

General issues of job security, transfer and discipline are dealt with in Arti-
cles 14–18 while those relating to on the job education and training and proba-
tionary periods are included in Articles 10–13.

Branch and Individual Enterprise Agreements

The third level of bargaining is between the unions and employers only and 
takes place at the branch or industry level. Within the market sector, there are 
twenty-seven branches which have concluded agreements from the early 1990s. 
In 2003, these branches had negotiated thirty-two collective agreements. Basic 
wages in six of these agreements, primarily in traditional, competitive, labor 
intensive industries requiring low skilled workers, reflected the minimum level 
established in the general collective agreement but the remaining twenty-six 
had higher rates. Forestry had the highest basic rate with a 23 percent premium 
over the general agreement rate. However, at the higher tariff levels, coal min-
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ing, journalism, water utilities and real estate had the highest premiums at the 
tariff 9 level of between 50 and 60 percent over the general agreement. In-
deed, the structure of rates by tariff class varied considerably among the various 
branches reflecting the internal labor markets, skill structure and market forces 
operating in the respective industries. Specific jobs in individual enterprises are 
slotted into the tariff structure on the basis of job evaluation criteria established 
by the employer. Though the wage structure so determined is “job-based,” flex-
ibility is provided for individual wage premiums by the provision, as noted 
above, for individual bonuses based on the individual’s job performance or the 
firm’s success. As Haltiwanger and Vodopivec note, though basic wages are 
determined by job-specific qualifications and characteristics, actual wages have 
“some ‘idiosyncratic flexibility’ based on the ‘success’ of the worker and the 
firm.” [Haltiwanger and Vodopivec (2002), 4]. Branch collective agreements 
also provide for working conditions and supplements that are unique to the 
specific branch or industry. 

The fourth level of bargaining is between enterprise management and local 
unions at the individual enterprise level with over one thousand such agree-
ments in place in the early years of the new century, mainly at the largest firms. 
These agreements permit greater flexibility in incentive wages and benefits by 
allowing individual allowances, bonuses and overtime payments and profit shar-
ing, or “participation in results” such as the increasingly popular “Christmas (or 
thirteenth month) wage” [Bole (2002), 3]. However, the trend in recent years 
has been for the number of enterprise agreements to decrease in favor of reli-
ance on the branch agreements which are implemented by statute [Stanojevic 
(2005), 4]. Where local agreements do not exist, management may substitute 
unilaterally determined provisions providing, of course, they do not contravene 
or fall below the minimums provided in the branch agreement. To be success-
ful, however, any significant accommodation to employer-introduced working 
conditions would normally require the cooperation of the local union officials 
and members and, therefore, would become the subject of informal workplace 
negotiations and agreements.

The Public Sector

The industrial relations and collective bargaining systems in the non-market sector 
are quite distinct and separate from that of the market sector. At the first level, the 
negotiation of the social agreement, the public sector unions are not represented 
even though the agreement determines the general framework of income policy 
and the governments fiscal policy goals which constrain public sector wages. The 
first general collective agreement for the public sector was negotiated in 1991 be-
tween the government, represented by the minister of labor, and the public sector 
unions. It is amended annually by the addition of annexes establishing the basic 
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wage (tariff class 1) for each sector. As Bole notes, the only connection between 
the market and non-market sectors is the presence of the government at the bar-
gaining table and in the determination of the overall income policy. He describes 
the system:

The law of 1994 regulating the structure of wages in the general government 
was the formal basis of the wage determination process in the non-market 
sector for the period after 1995. The level of wages was determined (in every 
year) by starting-level wage. Curbing general government spending had a di-
rect effect on the low relative level of starting-level wage in the non-market 
sector. While indexation was similar, starting level wage were much lower 
than in the market sector. [Bole (2002), 4–5]

The 1994 act was replaced by the Public Sector Wage System Act of April 
2002, which continued the regulation of the wage structure and the rules for alter-
ing wage differentials and which more clearly defined what constituted the public 
sector covered by the provisions of the Act.

Public sector wage policy was thus made subordinate to fiscal policy goals, the 
prime objective of which was to maintain balanced budgets and reduce the size of 
public sector expenditure. However, the actual level of real bargaining over wages 
was much more decentralized, occurring at the individual sector levels where the 
unions were also organized on a more fragmented, professional and occupational 
basis. However, the lower starting wages and the curtailment of public sector wages 
in the general agreement increased the pressure from the public sector unions which 
bargained directly and separately with the government for the determination of six 
sectoral, or branch, collective agreements. The pressure from the unions increased 
with the implementation of the minimum wage which was tied not only to inflation 
but also to increases in GDP, since wage determination for a large segment of direct 
government employees was tied to the minimum wage [Bole (2002), 5].

Bole goes on to argue that, under this pressure, the government eventually 
gave in and public wages rapidly increased. He argues that “spending ministers 
usually were part of the government bargaining teams . . . [which] further eroded 
and weakened the bargaining position of the government.” However, since start-
ing-level wages, wage structures and wage adjustment mechanisms were regu-
lated under the 1994 law, the “enormous increases” in total pay came in the form 
of allowances and bonuses, particularly for some of the high skill professions, 
resulting not only in rapid increases in the average public service wage but also a 
“high skill driven” and permanent wage drift [Bole (2002), 5].

This wage drift was triggered by a strike of the doctors’ union FIDES in 
1995 which was followed by a large pay increase awarded to judges in 1996. 
Overall, in 1995-1996 public sector salaries rose by 15 percent, almost double the 
rate of productivity growth (7.7 percent) and 50 percent higher than the average 
growth in wages and salaries in both market and non-market sectors over the two 
year period (10.2 percent). The wage-drift premium in public sector wages con-
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tinued throughout most of the second half of the nineties though narrowing a little 
in 1998–1999 [see Bole (2002), Figure 1]. However, public sector remuneration 
again began to widen its lead over the market sector in 2001 when public salaries 
rose 5.1 percent compared with a national average wage increase of 3.2 per cent 
and productivity growth of 2.2 percent. 

This brought about renewed pressure from the government to reduce the 
compensation of public sector employees relative to the private sector by slow-
ing the rate of public sector increases below those in the private sector. This was 
accomplished by a series of negotiations and resulting laws and agreements with 
the public sector unions at the national and sectoral levels. As a result, the share of 
public sector salaries in GDP fell from a post-1995 high of 10.9 percent in 2001 to 
10.4 percent in 2002, at which rate it has stabilized. The impact of these latest set 
of agreements is evident in table 5.2 which shows that public sector wages rose 
a full 1.5 percent per year less than private sector wages between 2002 and 2004 
and 2.4 percent per year below the rise in labor productivity.

Table 5.2
Labor Productivity and Real Wages in the Private and Public Sectors, 2001–2004
Year Growth in Labor Growth in Growth in Private Growth in Public 
 Productivity Average Wages Sector Wages Sector Wages
2001 2.2 3.2 2.3    5.1 
2002 3.7 2.0 2.3    1.1 
2003 2.8 1.8 2.1    0.7 
2004 4.5 2.0 3.1 –0.8 
Source: IMAD, Spring Report 2005, Table 17, 69.

The particularly low (i.e. negative) increase in public sector wages in 2004 
was the result of agreement with the public sector unions to forgo the August 2004 
inflation adjustment in exchange for supplementary pension insurance. Neverthe-
less, at the end of 2004, average public sector gross wages were still almost a 
quarter higher than average market sector gross wages [Slovenian Economic Mir-
ror (February 2005), 14], though continuing restraint agreements in the public 
sector are intended to shrink the difference.

Industrial Relations in the Transition: An Appraisal

The most important change in the transformation of the Slovenian economy be-
ginning in the late 1980s was in the labor market and its institutions involving a 
revolutionary change in property relations in the productive sphere. That change 
was, of course, from self-management of productive social property within a 
managed market system to a capitalist labor market within a privatized and in-
creasingly deregulated market economy. What is perhaps unique about this trans-
formation, at least in comparison with other post-communist transitions, is how 
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smoothly it occurred. Despite the sharp, but relatively brief, post-independence 
depression that bottomed out in 1993, and the strike wave from the mid-1980s 
to the mid-1990s, the institutional and economic transition in the labor market 
took place without the awful economic and social turmoil and beggaring of the 
working class that characterized the process in so many of the other transitional 
economies. The question is, why?

The explanation suggested by the history detailed in this chapter has a 
number of salient components. First is the institutional continuity that allowed 
labor market institutions from the previous system to adapt to the new property 
relations. For instance, workers councils, the prevailing labor-based institution 
of self-management, were maintained under co-determination legislation though 
their powers were greatly reduced and restricted. Trade unions, on the other hand, 
which had limited functions under socialist self-management, emerged as the 
dominant instrument in protecting labor interests. This evolution was made pos-
sible by the introduction of strong, centralized collective bargaining legislation 
under which the unions were accorded a central role. However, it was the con-
solidation of union influence and participation in economic management with the 
establishment of the corporatist Social and Economic Council in 1994, that guar-
anteed labor’s cooperation with the government and employers in implementing 
macroeconomic policies, in particular income policies, that were instrumental 
both in promoting recovery and growth and in protecting the workers from the 
worst ravages of the transition depression. As Bole notes, “the Social Agreement 
was essential in the first years of transition, when pressures on labor costs were 
high and corporate governance was weak. . . . [It] diminished uncertainty about 
the future path of crucial economic variables (labor costs and cost of living) . . . 
[providing] a more stable economic environment” [Bole (2002), 3]. The impor-
tance of the social agreement, however, continued by maintaining the real growth 
rate in average wages below the growth in labor productivity thus contributing to 
the reduction of inflation without reducing growth [Hanzek (1998), 81].

The second component of the successful transition policy was the gradualist 
approach to the transformation of property rights that rejected “shock therapy,” 
rapid privatization and market and price deregulation, and which promoted labor 
participation in enterprise ownership.

The result was unemployment and poverty rates below those throughout 
much of Europe, a low level of economic, social and political instability and 
steady and quite impressive rates of economic growth [Sustersic (2004), 400]. 
More recently critics have argued that the gradualist approach has slowed re-
quired reforms and restricted market changes and that this does not auger well 
for future competitiveness and growth. However, productivity growth rates, even 
after entry into the EU, suggest this is not the case.

A third element in the successful transition of the labor market was the emer-
gence of a strong union movement, born in the strike wave from the late 1980s 
through the trough of the depression. It was this reformed and competitive move-
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ment which protected workers’ interests while demanding, and receiving, a cen-
tral role in the formation of transitional economic policy.

However, there is another side of the growth of the union function that has 
begun to worry those concerned with the development of human resource manage-
ment within Slovenian enterprises. Research based on the international CRANET 
network questionnaire studies completed in Slovenia in 2001 indicate that direct 
participation of individual workers, particularly manual and clerical workers, in 
the decision-making process in Slovenian firms is very low, well below that in oth-
er European or transitional countries. At the shopfloor level there is little worker 
participation with regard to decisions about the organization of work. “Slovenian 
workers are barely included in that type of decision making [and] compared to their 
counterparts in other transitional countries, almost totally excluded from decision 
making about strategy and financial issues,” despite the high and “dual” level of 
worker representation in unions and works council [Stanojevic (2002), 255. See 
also Stanojevic (2006), 162-165; Nadoh and Podnar (2006), 23]. On the other hand, 
communication and participation through indirect, collective organizations, in par-
ticular trade unions, is much greater in Slovenia than in the rest of Europe or in oth-
er transitional countries [Makarovic (2006), 198–202]. Makarovic cites Stanojevic 
for the argument that continued Slovenian reliance on indirect, trade union chan-
nels is a holdover from the self-management period where workers councils were 
the dominant indirect (i.e. representative) form of participation [Makarovic (2006), 
207–208)]. This lack of direct, individual participation is considered detrimental in 
HRM models to internal labor flexibility and innovation.

Stanojevic, however, also highlights another aspect of the industrial relations 
system as it developed in the post-independence period. Given the centralization 
of collective bargaining, the basic determination of wages, benefits and work-
ing conditions was made at the national or the branch level. This meant that lo-
cal unions at the firm level, except for those unions in large and generally more 
successful companies which were able to negotiate firm level agreements, were 
relatively powerless in pressing for the improvements in wages and working con-
ditions at their individual places of employment, particularly since in the weak-
er, labor-intensive industries, the employers faced increasingly demanding and 
competitive markets. The evidence that Stanojevic marshals is that this challenge 
was successfully met in many cases by the intensification of work—shift work, 
overtime, weekend work, fixed term employment—such that these organizations 
“have shown a surprising survival capability in the highly competitive interna-
tional environment. In spite of the said internal and external rigidity combination 
they were sufficiently competitive” [Stanojevic (2006), 174].

However, here Stanojevic points out a seeming contradiction. Under the new 
property relations, managerial and organizational issues at the workplace have 
come under the exclusive jurisdiction of management. Hence, intensification of 
work by management could only have come with the acquiescence of the local 
unions which would, in the normal course be expected to oppose such intensifica-
tion. Rather, they participated in it. Stanojevic concludes:
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This type of activation of collective representation was based on two key 
conditions in the 1990s: the first was the preserved high job security level 
and the second was the regularity of payments in accordance with the col-
lective agreement standards. In organisations where these two conditions 
were fulfilled, management enjoyed full union and employee support. . . . 
Not only did [the unions] support the work intensification regimes but they 
included their own mechanism in those regimes: the mobilisation capacity of 
trade unions was transformed into an entrepreneurial resource. [Stanojevic 
(2006), 177]

However, for long term job and union survival, this strategy raises two 
problems. The first is that incorporation of the local union’s mobilization ca-
pacity into the management structure can only serve to weaken the oppositional 
powers and legitimacy of local unions over the long run, while the practice of 
work intensification, though effective in the transition, reached its limits by 
the end of the 1990s. Thus, he concludes, the union-management coalition is 
only temporary and will become unstable. What does that mean for industrial 
relations at the workplace? Two alternatives are presented, deregulation of the 
external labor market (external flexibilization) and a consequent increase in a 
contingent labor force, or increased internal flexibilization based on technologi-
cal change and direct (individual) participation in the labor process [Stanojevic 
(2006), 179]. Either case will involve a significant change in industrial relations 
and union preference functions, though at different levels in the industrial rela-
tions system.

Notes

1. See, for example, many of the chapter contributions in Mrak et al. (2004).
2. Many other economists have also disputed the theory behind the Ward-Vanek and 

Furubotn-Pejovich effects and have written extensive refutations. Perhaps one of the most 
comprehensive and convincing is Bruno Jossa and Gaetano Cuomo, The Economic Theory of 
Socialism and the Labour-managed Firm (Cheltenham, UK: Edward Elgar, 1997).

3. Though originally, the division among the unions was based primarily on ideological 
politics, as the industrial relations scene became more divorced from party politics by the late 
1990s, the political divisions decreased but were replaced by splits between manufacturing and 
industrial (private) sector workers and public sector workers who participated in separate and 
distinct collective bargaining systems.

4. “We understand it as a right that is guaranteed to people to participate in management 
and decision making about economic and social questions. . . . especially development in view 
of structural changes and creation of new jobs, profit sharing, finding new jobs and additional 
training, working prospects and safety. Work and working results serve as a firm basis for 
participation of the employees in management” [ZSSS (1990), 3].

5. More detail on the 1992 legislation and the subsequent history of the transformation of 
property rights and their post-privatization distribution is provided in Chapter 3.

6. For details, see chapter 3.
7. As Stanojevic notes, however, the unions did a bureaucratic service in systematically 

recording strike statistics [Stanojevic (2003), 292].
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8. This is the traditional North American analytic approach based on the original model 
advanced by John Dunlop in 1958 [Industrial Relations Systems (New York: Holt)] to which 
many subsequent elaborations and modifications have since been made.

9. A somewhat different picture which does not show declining union density or rising 
ZSSS dominance, however, is provided by Luksic (2001), 55:
Union Membership by Confederation

Year Total Membership ZSSS  Independence-KNSS PERGAM  Confederation’90 
  (%) (%)  (%) (%)
1992 657,662 66.3 24.6 2.8 6.3 
1994 683,648 64.3 23.8 4.6 7.2 
1997 732,443 59.5 23.1 12.0 5.5

However, the overall dominance of ZSSS, the only confederation affiliated to the European 
Trade Union Confederation, is readily apparent.

10. Larger European multinational companies were required to establish a European 
Works Council (EWC) for informing and consulting employees though, in Slovenia at that time, 
this affected only Renault [Skledar (1999), 13].

11. Employers shall encourage and support worker education and training; in wage policy 
to “look for new forms of rewarding employees in order to insure better satisfaction . . . and 
closer ties between employees and the company” to increase competitiveness.

Unions shall “strive to ensure better informing and more intensive participation of workers 
in decision-making, aimed at contributing to improved worker awareness and understanding 
regarding the needs of the company, increasing the possibilities for efficient adaptation to 
changes in the organisation and technology in the working environment. . . . [Unions are to 
participate] in regional development programmes . . . [ and] encourage education and training of 
employees” with respect to these regional development programmes [Slovenia (2003), 14].

12. For a discussion of this problem, see IMAD, Autumn Report 2004, 59-61.
13. English Translation by Uros Pinteric.
14. The branches with collective agreements were: 1. Agriculture and Food; 2. Forestry 

(2 agreements); 3. Coal mining; 4. Textiles, Clothing and Leather; 5. Wood manufacturing; 6. 
Paper manufacturing; 7. Graphics; 8. Journalism; 9. Chemicals and Rubber (3 agreements); 10. 
Nonmetallic minerals; 11. Metals, Foundries and Electronics; 12. Electricity; 13. Construction; 
14. Sales; 15. Hotels, Restaurants and Tourism; 16. Railway Transport; 17. Roads and Highways; 
18. Road Passenger Transport; 19. Road Goods Transport; 20. Warehousing, Storage and 
Maritime; 21. General Post Office; 22. Banking; 23. Insurance; 24. Water utilities; 25. Real 
Estate (3 agreements); 26. Craft Employers; 27. Private employers.

15. The six agreements are: Research Activities; Doctors and Dentists; Health Care and 
Social Security; Health Care Employees; Cultural Workers; and Education Workers.

16. Information on the 1995–1996 and the 2001 increases was supplied to the authors 
by Miroslav Stanojevic and are derived from Igor Klinar, Placni sistem v javnem sektorju in 
dolectivno dodatno pokojninsko zavarovanje za javne usluzbnece, Unpublished Master’s Thesis, 
FDV, Ljubljana, 2006, 54-56.

17. For a description and methodology of these studies, see Svetlik (2006), 17, and 
Ignjatovic and Svetlik (2006), 29.
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Systemic Change and the Restructuring of the Labor Market

The previous chapter described in some detail the institutional changes that the 
Slovenian labor market underwent in the process of the transition from a socialist 
self-managed to a capitalist labor market. The major conclusion of that discus-
sion was that, despite the magnitude of the systemic change, there was a strong 
thread of continuity tying the self-management institutions of the socialist era to 
the elements of workers’ ownership, co-determination, and corporatism that were 
integral to the social market capitalist system that emerged, under union pressure, 
during the 1990s.

This institutional continuity, however, does not necessarily imply that an 
analogous continuity can be concluded to have occurred in the actual operations 
of the labor market: in the behavior of individual workers or employers, in the 
structure of employment, unemployment, and wages, in inter-industry, inter-oc-
cupation or regional mobility, or in the composition of the labor force and the 
participation of the potential eligible population in the work force. The point is 
that under the socialist system, certain economic and social policies prevailed that 
moulded the labor market to specific patterns that were distinct from those that 
would normally prevail in a capitalist labor market. 

Two specific constraints on the operation of the labor market under social-
ist self-management come immediately to mind. The first relates to the general 
Yugoslav policy of autonomous development. As a result, Yugoslavia main-
tained a moderately strong protectionist policy aimed at directing production 
inward, toward the domestic market. Combined with a policy of industrial de-
centralization and integration with agriculture, this resulted in a geographically 
dispersed, in many cases highly localized, labor market. This was especially 
true of Slovenia where industry was spread out over a countryside that was 
itself naturally divided by mountains and valleys. The historic rationale for this 
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policy lay in the war and cold war conditions. After a successful war effort 
based on highly decentralized and clandestine military production, and caught 
in the post war between the two major ideological, military blocks, Yugoslavia 
opted for a decentralized and autonomous industrialization that avoided, as far 
as was possible, dependence on, or vulnerability to, either side. Slovenia, with 
its historic and cultural ties to western Europe, however, was much less autono-
mous and independent in its economic orientation with respect to its reliance 
on export markets in western Europe, than most other parts of the Yugoslav 
federation.

The second major constraint on the labor market was imbedded in the social-
ist value system. There were two particularly important manifestations of this for 
the labor market, the preoccupation with equality of opportunity and of result, 
and the valuation of goods production over that of services. The former led to 
interventions both in and outside of the labor market that provided both greater 
equality of opportunity, particularly for women, and a leveling of incomes across 
the economy and among enterprises. It also contributed to a strong commitment 
to work across the labor force given the socialist distribution principle of “to each 
according to his work.” The latter, the preoccupation with goods production, con-
tributed to the underdevelopment of the service sector though it is quite possible 
that this underdevelopment was more apparent than real due to the incorpora-
tion of many business services within the autonomous enterprise structures and 
the widespread availability of personal services within the unofficial or “grey” 
economy.

Furthermore, as we pointed out in the previous chapter, as Slovenia entered 
the transition phase, the nature of the self-management system and the political 
alliances between workers and the state had ensured a level of job and social secu-
rity that was at least as high as that pertaining in the more highly regulated labor 
markets of western Europe, such as Germany.

The Labor Market Entering Transition

The state of the Slovenian labor market, its similarities and differences with 
capitalist labor markets in western Europe, were surveyed by Svetlik just as 
the major changes in the labor market were beginning [Svetlik (1992)]. This 
provides us with a fairly complete description of both the similarities and the 
differences in the Slovenian market and its adjustment processes from those in 
the European Community, characteristics that had resulted from Slovenia’s so-
cialist self-management policies. As he notes, it provides a guide to the changes 
required as the Slovenian economy shifts “from a cooperative model character-
ized by . . . [a] combination of state, self-management and hidden labor market 
regulation to a regulation labor market combined with state intervention by 
means of labor market policy. This means a shift from absolute job security to 
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the involuntary labor market mobility, from full employment to minimal unem-
ployment, from sub-employment to maximal economizing of labor etc” [Svet-
lik (1992), 2].

There were certain unique characteristics of the Slovenian labor force and la-
bor market. There were very high participation (activity) rates, the highest in Eu-
rope, particularly for women, one aspect of Slovenia’s communist heritage with 
its egalitarian values. The age distribution was also favorable with a high propor-
tion of the population under fourteen years and a low proportion over sixty-five. 
“Guest workers,” mainly from other republics of the former Yugoslavia, were just 
under 7 percent of the population, a ratio comparable to Germany or France. The 
population was somewhat younger than the rest of Europe though formal educa-
tion lagged well behind neighboring countries such as Austria and Italy [Svetlik 
(1992), 3–4].

With respect to structural distribution, Slovenia had a high proportion of its 
labor force in agriculture, around 15 percent, placing it in the same peripheral, 
lesser-developed, group of countries with Portugal, Greece and Ireland. This 
concentration of farmers was also reflected in the statistics on the relatively 
high proportion of the labor force listed as employers or self-employed, more 
than half of whom were farmers. However, it was evident that rising unemploy-
ment, the rapid increase in the number of small businesses, and the beginning of 
a major expansion in services was already contributing to a significant expan-
sion in the number of self-employed and small employers by the early nineties. 
On the other hand, 45 percent of the labor force was employed in manufac-
turing, significantly higher even than Germany; while employment in services 
accounted for only 40 percent, significantly lower even than Portugal. Only in 
transport and communications was Slovenia comparable to the rest of Europe 
in services. This heavy concentration of employment in manufacturing and the 
paucity in services led Svetlik to predict a fairly massive forced mobility from 
industrial employment to services; but since one-third of those industrial work-
ers were unskilled or semi-skilled, this would require a major effort in occupa-
tional retraining [Svetlik (1992), 4].

As suggested above, the industrial structure of the labor force was influ-
enced by the stress in the communist production model on industry which, com-
bined with the persistence of traditional agriculture and small, independent land 
holders, contributed to the stunting of the service sector. However, this began to 
change in the 1980s as “the communist model entered its final phase . . . [and] self-
employment in industry and in services started to grow” [Svetlik (1992), 5]. The 
transformation of the economic system could, therefore, be expected to prompt 
a major structural shift from industry and agriculture to services with attendant 
labor market turbulence and adjustment problems. The extent of such turbulence 
and problems would depend on the rate of growth of the economy and of new 
employment opportunities and on the ability of the labor force to adapt and to 
acquire the skills to match the requirements of the new service jobs. 
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High participation in the labor force was reinforced by long working 
hours with Slovenia counting among the top group of European countries 
measured by average working hours per week. This was accentuated by rela-
tively little paid time-off and a low percentage of part-time workers. Relative 
to other parts of Europe, the low incidence of part-time work was particu-
larly noticeable for women workers of whom only just over 3 percent worked 
part-time. Further, while unemployment was rising from the very low rates 
characteristic of the socialist period, it was still relatively low (7.3 percent in 
November 1991) by European and transitional economies standards, though 
sharp increases in unemployment were still to come. The brunt of the unem-
ployment was felt by youth whose unemployment rate exceeded 20 percent 
as young people entered a labor market where job destruction exceeded job 
creation. Long term unemployment, however, up to this point remained mod-
est reflecting, in part, the recentness of the unemployment phenomenum and 
the strictness of redundancy regulations.

Thus on the eve of the transition and independence depression, human 
resources in Slovenia were “extensively utilized, meaning that a high percent-
age of the population work[ed] full-time and long hours” [Svetlik (1992), 7]. 
However, despite high formal utilization of labor, the high degree of job secu-
rity under the previous system, minimal levels of labor market mobility, and the 
low incidence of part-time work meant that there was a considerable buildup 
of underemployment and significant labor market rigidity which were exposed 
when the labor market was transformed by capitalist institutions and independ-
ence. Svetlik concludes:

the Slovenian labor market [was] small, less developed and peripheral. Howe-
ver, it can well be compared with the labor markets of less developed, small 
and peripheral EC countries, of which some deviate more from the European 
pattern than the Slovenian. [Svetlik (1992), 12]

Depression and Labor Market Turbulence

The opening up of the Slovenian economy to European competition, the loss 
of preferential markets in the former Yugoslavian co-republics and in eastern 
and central Europe, the world recession in the early nineties, and the with-
drawal of state support for floundering enterprises in Slovenia, combined to 
bring on the sharp depression that only began to recede in mid-1993. With that 
downward spiral, the labor market underwent its period of greatest turbulence 
and restructuring. With job security and wages and conditions threatened by 
growing levels of insolvency, firm closures and economically mandated re-
dundancies, a large number of workers began the process of both formal and 
informal job search. This job search was entered either involuntarily, after 



111Labor and the transition: Part ii

becoming unemployed, or voluntarily, by those seeking more promising and 
permanent alternatives to what they increasingly considered transitory em-
ployment. As of 1991, Svetlik reported that one-third of the Slovenian labor 
force was seeking new jobs due either to loss of their exiting work or to gain 
more secure or rewarding work. Less than one-fifth of the unemployed were 
seeking a first job, though to what extent this low figure was due to existing 
government wage subsidy programs for new permanent or temporary employ-
ment, introduced to ease the transition, is not known [Svetlik (1992), 8]. First-
time job seekers were particularly vulnerable to the privations of unemploy-
ment because they were not covered by existing Unemployment Benefit (UB) 
or Unemployment Assistance (UA) plans. 

However, conditions in the labor market were to get worse before they 
got better as unemployment soared despite a large drop in the active labor 
force as participation rates fell significantly along with employment rates (see 
table 6.1). At the same time, there was little expansion, at least initially, in 
new forms of work such as temporary or part-time work. On the other hand, 
the decline in formal jobs was somewhat conditioned by the expansion of the 
informal sector and self-employment, an expansion encouraged by govern-
ment policy, while the decline in the participation rates largely reflected gov-
ernment support for early retirement of displaced workers. The most utilized 
program in the early years of the transition was early retirement. In 1990, 
for instance, 15,000 older workers took early retirement rather than enter the 
ranks of the unemployed. This was in addition to regular retirements that 
peaked in Slovenia in the 1987–1992 period. After 1993 the early retirement 
program was reduced and as employment stabilized and the economy began to 
grow again, early retirement became only a marginal element in labor market 
adjustment [Ignjatovic et al. (2000), 8]. While reducing the number of unem-
ployed, however, the high number of retirements did place a strain on another 
major social welfare program, the pension system, by not only increasing the 
number of pension recipients but also by reducing the number of those con-
tributing to the pension funds.

Without the decline in participation, however, the unemployment situation 
would have been much worse. As it was, between 1988, which we can consider 
the beginning of the transition, and 1993 when the depression bottomed out, 
the labor force declined by 5 percent while employment declined almost twice 
as much, by 9.1 percent. The rise in unemployment, however, was much more 
dramatic. The registered unemployed rose by over 400 percent, while the sur-
vey unemployed more than doubled. This constituted a particular problem for 
the employment service which, given the previous low levels of unemployment, 
was understaffed to meet the wave of redundancies and the swelling ranks of 
unemployed.
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Table 6.1
Labor Market Indicators: 1988–1995
Year Labor Force Employment               Unemployment Rate  Participation
 (000s) Rate Registered LFS* Rate
1988 980 60.0** 2.2 2.6** 62.7*** 
1990 954 57.3 4.7 4.9 61.1*** 
1991 946 56.1 8.2 7.3 60.6 
1992 938 54.4 11.5 8.3 59.2 
1993 931 52.6 14.4 9.1 57.8 
1994 934 52.7 14.5 9.1 57.4 
1995 951 54.4 13.9 7.4 58.7
*  Labor Force Survey (ILO method)
**  1989
*** Authors’ estimate
Source: Ignjatovic et al. (2000) Table 1, 3; Vodopivec (2004) Table 18.1, 298-99; Bank of Slovenia, Monthly 
Bulletin, Table 3.5, 50, October 1993, SORS-Data Portal, Population by Age and Sex.

In addition, the composition of the unemployed changed. Before the transi-
tion began, unemployment was basically a problem of absorbing new entrants to 
the labor market given the strong job security protecting employed workers. With 
the weakening of that protection and the wave of bankruptcies, redundancies and 
layoffs that followed, the newly unemployed were more likely to be older, dis-
placed workers. 

Thus, the rising unemployment revealed another dimension of the tur-
bulence in the labor market. This was the mismatch between the skills of the 
newly unemployed, in particular those of the older workers made redundant 
by the decline and downsizing in traditional industry, and the skills required 
to adapt to the structural change in labor demand, in particular the growth 
in service employment. Thus, by 1998, Ignjatovic et al. reported that lower 
educated workers (first and second levels of education) accounted for almost 
of third of all the unemployed but only a fifth of the employed. At the same 
time, the top two levels of educated workers comprised less than 7 percent of 
the unemployed but almost 17 percent of the employed. Furthermore, long-
term unemployment increased because, they argued, older, less skilled work-
ers were more inflexible, less mobile and harder to retrain than younger, more 
educated workers. “Opportunities are significantly better for those who have 
attained secondary school or university education, as the proportion of va-
cancies available to these groups remains high throughout these years. Dis-
crepancies between supply and demand are territorially based, as unemployed 
people are not prepared to move out of the towns” [Ignjatovic et al. (2000), 
3–4]. Still, it must be noted that after 2000 the share of the unemployed with-
out vocational qualifications and of long term unemployment both began to 
decline significantly. This was offset by a relative increase in unemployment 
among first time job seekers and women.
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However, we should avoid the temptation to draw the simple conclusion, 
as did the Slovenian Employment Service (ESS), “that the problem of relatively 
high unemployment rates in Slovenia is rather on the supply side of the labour 
market (the skill mix) than on the demand side” [ESS, quoted by Ignjatovic 
et al. (2000), 5], particularly in the earlier years of the 1990s. The fact that 
almost 7 percent of the unemployed were in the top educated or skilled levels 
still in 1998 and that youth unemployment remained a problem throughout the 
decade—the number of youth among the registered unemployed was around 
eleven thousand in 1988 and around thirty thousand in 1999—attests to the 
opposite conclusion, that there remained a problem of a relative “jobless re-
covery.” Indeed, as table 6.2 shows, the percentage of the unemployed who 
were least skilled or educated (without qualifications or unqualified) actually 
fell quite significantly as unemployment rose. Net employment growth only 
began in 1995, recovering to its 1991 level first in 1998, only to fall again in the 
following two years before again expanding. In any event, total employment in 
Slovenia in 2004, when the country entered the EU, was still below the level 
of employment in 1988, before the transformation of the labor market and the 
economic system began.

This is not to suggest that education and training programs are not required 
to achieve full employment, but rather that they are only effective in promoting 
employment, without labor-bottleneck-induced inflation, in an economic cli-
mate of adequate effective demand. The education and age structure of the un-
employed is only an indicator of supply side constraints if the economy is push-
ing at its capacity limits; that is, if it is at full-employment of its least plentiful 
resource, in this case its most skilled and educated workers. Rather, given the 
deficient aggregate demand, the structure of unemployment that resulted from 
the transitional depression and the conversion of under-employment to unem-
ployment is easily explained by the queuing of the unemployed in a less-than-
full-employment capitalist economy. Simply, employers choose to hire from 
the queue of jobless the most desirable workers which, for most good jobs, are 
those workers that are the best educated, particularly if they have proven work 
skills and are mobile. These workers are the most easily and cheaply trained 
and educated by the employer for particular jobs and are thus the first hired. 
Employers will only hire down the queue—the less educated, older or in some 
cases, very young workers—if and when all those ahead of them in the queue, 
the more educated and skilled, are employed. This is generally true of all capi-
talist labor markets at less than full-employment. Slovenia, having abandoned 
its full-employment commitment with the end of socialist self-management, is 
no exception.

Furthermore, the rapid and sustained rise in labor productivity, which aver-
aged almost 4 percent per year between 1993 and Slovenia’s accession to the EU, 
not only curbed the rise in demand for additional workers, it was also indicative 
that a shortage of educated and skilled workers was not a structural impediment 
to growth.
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Table 6.2
Composition of Registered Unemployed (percentage)

Year Under New Entrants Over 40 years Unqualified Long-term 

 26 years    unemployed

1988 51.9 28.7 14.5 57.1 36.9 

1990 51.4 26.5 16.1 49.8 37.4 

1991 47.8 22.2 19.0 46.1 41.8 

1993 37.4 19.0 28.2 45.3 54.8 

1995 32.2 19.7 34.0 46.6 59.0 

1997 29.1 18.3 40.8 47.1 59.6 

1999 25.8 18.7 48.5 47.5 62.9 

2000 23.4 17.9 51.7 47.2 62.9 

2001 24.1 18.8 50.5 47.0 58.9 

2002 24.0 19.6 49.4 47.0 54.4 

2003 26.1 23.2 44.1 44.2 48.6 

2004 26.2 25.2 42.8 41.6 46.2

Source: Ignjatovic et al. (2000) Table 2, 6; National Employment Service (www.ess.gov.si).

Despite the rise in unemployment and shortage of new jobs, wage growth in 
the first half of the nineties was even faster than that of labor productivity, there-
by increasing unit labor costs. This wage growth, Stanojevic argues, occurred in 
spite of government income policy “under the pressure of competing trade unions, 
with the government afraid of social unrest and with a background of unresolved 
ownership relations which caused weakness on the employers’ side” [Stanojevic 
(2000a), 29]. And yet, in spite of these wage gains, the pace of inflation was such 
that real wages declined after 1989 (see table 6.3). Though the actual values are 
not comparable in the two series due to different sources and different measures, 
the trends are more or less comparable indicating a drastic fall in real incomes 
until the transition depression bottomed out in 1993. After that real wages rose 
steadily though reaching their 1990 level only in 1998 [Vodopivec (2004), 298].

Table 6.3
Real Wages 1988–1993

Year Index of Net Real Wages1 Index of Gross Real Wages2 

 (1990 = 100) (1990 = 100)

1988 116.8 ... 

1989 135.0 ... 

1990 100.0 100.0 

1991 89.1 77.0 

1992 81.1 76.0 

1993 94.4 84.5

Source: 1. Bank of Slovenia, Monthly Bulletin, October 1993, September 1998. Social Sector only to 1991.  

2. Vodopivec (2004), 298.
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Structural Change

The pace of structural change in the labor market was fastest in the period of 
the transitional depression, before slowing down during the recovery period. 
Indeed, it was virtually complete by the end of the decade [Vodopevic (2004), 
311]. Evidence on the industrial structure of the labor force (table 6.4) sup-
ports the argument that the major period of restructuring occurred during the 
1990 to 1994 period as a product of the collapse of non-viable firms, the shift 
in markets, the downsizing of both firms and industries, and the resulting re-
dundancies and exits from the labor force. In the beginning of the recovery, 
the strongest employment growth was in public sector, in particular public 
administration.

Table 6.4
Paid Employment by Industry: 1985-1995 

I: Distribution of Total Paid Workers 
Industry/Sector

 1985 1990 1991 1992 1993 1994 1995 

    (% of paid workers)

Primary Industries 4.6 4.6 4.4 4.3 4.2 3.9 3.7 

Manufacturing 42.3 42.8 42.2 40.8 38.8 38.5 37.8 

Utilities  1.2 1.2 1.3 1.4 1.4 1.4 1.4 

Construction 7.9 6.5 6.0 5.2 4.8 5.0 5.0 

Goods Production 56.0 55.1 53.9 51.6 49.0 48.8 47.8 

Transportation &  

Communications 5.9 5.9 6.0 5.9 5.8 5.2 5.0 

Trade 9.1 9.3 9.5 9.6 9.6 9.4 9.4 

Hotels, Restaurants,  

& Tourism 3.2 3.2 3.0 2.8 2.7 2.7 2.6 

Crafts, Personal  

Services 3.6 2.9 2.6 2.6 2.6 2.5 2.5 

Community Services 1.8 1.6 1.6 1.6 1.6 1.7 1.8 

Business & Financial 

Services 4.5 4.7 5.1 6.0 6.2 5.9 6.1 

Education & Culture 6.0 6.6 7.0 7.4 8.0 8.4 8.6 

  

Health and  

Social Work 6.4 7.1 7.7 8.1 8.4 8.9 9.2 

Public Administration 3.4 3.4 3.5 4.2 5.8 6.3 6.8 

 

All Services 43.9 44.7 46.0 48.2 50.8 51.1 52.0 

Total 100 100 100 100 100 100 100
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II: Index of Employment by Industry (1985 = 100) 
Industry/Sector

 1985 1990 1991 1992 1993 1994 1995

Primary Industries 100.0 97.5 83.5 74.6 68.3 63.0 56.6 
Manufacturing 100.0 97.7 87.3 78.1 70.9 67.6 65.1 
Utilities  100.0  95.7 97.1 93.1 90.7 87.4 87.6 
Construction 100.0 79.1 66.5 53.4 46.6 47.0 46.1 
Goods Production 100.0 95.0 84.2 74.6 67.6 64.8 62.2 
Transportation &  
Communications 100.0 96.8 89.9 81.2 75.6 65.7 62.3 
Trade 100.0 97.8 90.8 84.7 80.7 76.2 75.0 
Hotels, Restaurants,  
& Tourism 100.0 97.1 81.7 72.5 66.4 63.8 59.0 
Crafts, Personal  
Services 100.0 78.7 63.2 58.3 57.5 52.9 50.8 
Community Services 100.0 89.6 80.6 74.1 71.8 72.8 75.6 
  
Business & Financial 
Services 100.0 100.8 99.5 108.2 107.0 97.7 99.6 
Education & Culture 100.0 106.6 102.5 100.5 103.1 104.8 105.3 
Health and  
Social Work 100.0 106.9 104.6 101.8 101.4 102.8 104.3 
Public Administration 100.0 95.8 89.5 98.9 131.0 136.1 143.6 
All Services 100.0 98.4 91.8 88.9 89.5 86.5 86.5 
Total Paid Workers 100.0 96.5 87.6 80.9 77.2 74.3 72.9
Source: Calculated from Statistical Yearbook of Slovenia, 1996, Table 12.3.

The nature of the structural change in the labor market is readily apparent 
in the figures. First, the mechanism of structural change was rapid dis-employ-
ment in most of the goods producing sector, most importantly in manufacturing 
where the number of workers fell by a third in the first half of the nineties. This 
decline was particularly significant largely because of the very high percentage 
of Slovenian workers engaged in manufacturing, a percentage that was high 
even by comparison with the other most industrialized countries of western 
Europe. That meant that, of the drop in the actual number of employed in Slov-
enia between 1990 and 1994, almost three-fifths (57.4 percent) were shed by 
the manufacturing sector alone. Most badly affected were the more traditional 
groups of manufacturing workers, those with the lowest education, machine 
operators and unskilled workers, and those with two or three years of voca-
tional training. High-school educated workers were also under pressure from 
unemployment up until the recovery began to take hold in 1995 while the most 
educated employees seemed to have been little affected [Stanojevic (2000a), 
27]. However, by 1994, unemployment peaked at around 9 percent as measured 
by the labor force survey and for the rest of the decade fluctuated in the low-to 
-mid 7 percent range. Thus, the rate of structural change slowed markedly as the 
propelling force of unemployment waned. 

Second, as with manufacturing, there was a similar, if not quite so severe, 
movement of labor out of market-based services industries, such as transporta-
tion, hotels, restaurants and tourism, crafts and personal services and, to a lesser 
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extent, trade. The only sectors that remained relatively untouched in the transi-
tional depression were business and financial services, and the public sector which 
actually grew by 6 percent between 1990 and 1994. This was entirely accounted 
for by the surprisingly rapid increase in public administration employment after 
1992. However, the relatively stable employment in health and education contrib-
uted to the increased proportion of the total labor force employed in the public 
sector, from 17.1 percent in 1990 to 23.6 percent in 1994, during this period of 
crisis and intensive structural change.

There are reasons, however, that we should be somewhat cautious about in-
terpreting these labor market statistics too rigorously. It is not clear, for instance, 
how many workers displaced in the formal manufacturing sector went into self-
employment or into the informal sector, or how many employed in business, fi-
nance or other services in manufacturing firms were reclassified as service work-
ers when these firms downsized and shed their ancillary and support services. 
Nevertheless, the direction of change is clear and accords with what one would 
expect in a transformation from a socialist to capitalist market economy and from 
a import replacement to an export orientation.

Recovery, Growth, and Labor Market Adjustment

The recovery that became evident after 1993 stabilized unemployment in the 7 
plus percent range for the remainder of the decade. A further reduction to the mid 
6 percent range occurred in the three years preceding accession to the European 
Union. This was accompanied by a greatly reduced pace of structural change in 
the labor market. However, while the pace of change slackened, it did not com-
pletely stop. Led by manufacturing, employment in goods production continued 
to shrink relative to the steadily expanding service and trade sectors and in 1999, 
for the first time, goods production accounted for less than half of the employed 
labor force, while services comprised more than half, a situation that has persisted 
since (see table 6.5). Nevertheless, just as Vodopivec concluded, the figures indi-
cate that the process of structural change had more or less petered out in the last 
few years before Slovenia’s entry into the EU.

What remained of the trend out of goods production can largely be explained 
by the higher income elasticity for services, particularly social services, as in-
come rises and the differential in labor productivity growth which typically favors 
goods production. However, there remains strong pressure favoring a continua-
tion of the downward trend in industrial employment and the expansion of service 
and trade employment. This pressure emanates from the EU’s neo-liberal policy 
agenda calling for increased labor market flexibility, a policy agenda that has been 
adopted by Slovenia.
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Table 6.5
Employment by Sector and Selected Industries, 1995–2004 (Second Quarter)* 
I. Distribution of Employment by Sector and Selected Industries
      (%)
  1995 1996 1997 1998 1999 2000  2001 2002 2003 2004
Agriculture 10.4 10.1 12.0 12.0 10.8 9.5 9.8 9.7 8.4 9.6 
Manufacturing 35.6 34.3 32.3 32.0 31.2 30.1 30.3 31.1 29.5 na 
Construction 5.1 5.4 6.1 5.6 5.0 5.4 6.0 5.9 5.8 na 
Goods Production 53.5 52.3 52.7 51.5 48.5 46.9 47.9 48.3 45.3 45.6 
Trade 11.9 11.7  11.9 12.2 12.2 13.3 12.4 13.0 13.2 na 
Hotel and  
Restaurants  3.5 3.9 4.2 4.2 3.8 3.8 3.7 3.9 4.0 na 
Trans and Comm 5.9 5.8 5.7 5.6 6.1 6.7 6.2 6.0 6.6 na 
F.I.R.E.** 6.1 6.5 6.8 7.2 7.9 7.3 7.5 7.3 8.4 na  
Public Admin 4.4 4.7 4.0 4.5 5.5 5.9 5.3 5.4 5.6 na 
Education and Health 11.3 11.3 10.6 11.1 11.7 11.5 11.9 12.1 12.1 na 
All Services 46.1 47.5 47.2 48.1 51.2 52.3 50.7 51.3 54.0 53.0 

II. Indexes of Employment by Sector and Selected Industries (Second Quarter) 
(1995 (Second Quarter) = 100)
 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Agriculture 100.0 96.7 117.4 118.5 104.3 92.4 98.8 96.7 81.5 98.9
Manufacturing 100.0 95.9 92.4 92.4 88.5 85.7 88.2 91.4 84.1  na
Construction 100.0 104.4 122.2 113.3 100.0 106.7 122.2 120.0 115.6 na
Goods Production 100.0 97.2 100.2 98.9 91.7 88.8 92.8 94.3 86.0 91.3
Trade 100.0 98.1 101.9 105.7 103.8 113.3 107.6 114.3 112.4 na
Hotel and  
Restaurants  100.0 109.7 122.6 122.6 109.7 103.8 115.4 109.6 105.8 na
Trans and Comm 100.0 98.1 98.1 98.1 103.8 115.4 109.6 105.8 113.5 na
F.I.R.E.** 100.0 105.6 113.0 120.4 129.6 120.4 127.8 124.1 138.9 na
Public Admin 100.0 105.1 92.3 105.1 125.6 135.9 123.1 128.2 128.2 na
Education and Health 100.0 99.0 95.0 101.0 105.0 103.0 109.0 112.0 109.0 na
All Services 100.0 102.5 104.2 107.1 112.3 115.0 113.8 116.2 118.9 123.8
Total 100.0 99.5 101.8 102.8 101.1 101.4 103.6 104.5 101.6 107.3
na = not available 
*These figures are not comparable with those in table xx.4 as they are based on different definitions and are for 
second quarter employment only. However, the trends in employment structure that they reveal are considered 
comparable.
**Finance, Insurance and Real Estate
Source: Calculated from Statistical Yearbook of Slovenia, 2004, Table 12.3; Monthly Statistical Review of 
Slovenia, vol. 15, no. 4, April 2005, 23.

Critics of the gradualist transition path have argued that this approach has re-
sulted in incomplete structural adjustment, a “low intensity of structural changes 
in the economy as a whole, owning to a gradualist economic policy” [Rojec et 
al. (2004), 470]. They point, in particular, to the low level of restructuring within 
manufacturing industries (intra-industry restructuring) and in the failure to shift 
employment from labor-intensive, low technology manufacturing to medium and 
high technology industries. At the same time, they argue that restructuring has 
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been even slower and more incomplete in the non-tradable sectors (services) with 
resulting low productivity growth [Rojec et al. (2004), 473–474]. One of the ma-
jor underlying causes of the low intensity of restructuring and persisting inflation 
was, they claim, existing labor market rigidities, part of the institutional struc-
ture inherited from the previous system with the gradualist approach. Included 
in the “rigidities” are the unions and state-wide collective bargaining, in short, 
the whole industrial relations system as it evolved. Indeed, Slovenian economists 
seem to have joined the neo-liberal labor market “flexibility” bandwagon.

However, what evidence is there that the Slovenian labor market is as inflex-
ible as its critics allege or that such rigidities significantly contributed to inflation 
or continuing unemployment? One argument is that the regulation of the employ-
ment relation by social and collective agreements, the rigid structuring of wage 
levels within the agreements, legislated provisions for job security and generous 
social programs were a major barrier to labor market adjustment, wage flexibil-
ity, and productivity growth and, thus, contributed to inflation and unemploy-
ment. Unfortunately for these critics, evidence from other countries with similar 
centralized systems and labor-sanctioned incomes policies and with similar so-
cial protection programs points to the opposite conclusion, in particular to better 
unemployment-inflation outcomes [Phillips (1995), 525–539]. Indeed, as Palley 
concludes from his study of unemployment rates within the OECD, the numbers 
“provide no evidence that lowering employment protection, replacement rates 
or benefit durations will reduce unemployment. Nor will lowering union den-
sity. . . . Finally, . . . coordination of wage bargaining and union wage coverage can 
actually lower unemployment” [Palley (2001), 3]. In short, his evidence is that 
the unemployment and generally poor economic performance of many European 
countries is the result of “self-inflicted, dysfunctional macroeconomic policy,” 
[Palley (2001), 1]. which is a consequence of adopting the macroeconomic goals 
and tools of the Maastricht agreement.

Other critics of Slovenian labor market policies and institutions point to the 
slow growth of “flexible forms of employment” in the post-independence period. 
This “flexibility” is associated in North America with labor market segmentation 
(the so-called dual labour market) and the growth of a contingent, lesser rewarded 
and more insecure, labor force. Ignjatovic et al. have reported figures for four 
types of “flexible” employment in the 1991–1999 period; self-employment, con-
tract and cash-in-hand work, temporary employment and part-time employment. 
These are reported in table 6.6 for 1991, the year of independence, 1994, the first 
full year of sustained recovery, and 1999, the end of the decade. What these fig-
ures show is that the only significant increase in contingent labor is in temporary 
employment. Self-employment actually fell slightly from the expanded levels of 
the late 1980s and early 1990s giving support to those who argue that workers 
prefer employment and will return from “involuntary self-employment” as jobs 
become available.
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Table 6.6
Flexible Employment as percentage of total Employment 
Slovenia: Selected Years, 1991–1999
Year Self-employment Contract and Temporary Part-time 
  cash-in-hand work employment employment
1991 14.1 1.9* 4.8 5.8 
1994 12.2 2.9 7.1 5.5 
1999 11.7 2.4 10.9 6.6
* 1992
Source: Adapted from Ignjatovic et al. (2000) Table 3.8)

Much has been made of the slow, almost negligible, growth in part-time em-
ployment as a major contributor to labor market rigidity. Part-time work is much 
less prevalent in Slovenia than elsewhere in the EU. Sicherl’s figures for 2000 
give a rate of just 6.5 percent compared to the EU15 average of 17.7. Moreover, 
there is very little difference between male and female rates of participation: 5.3 
percent for men and 7.8 percent for women. This compares to EU15 rates of 6.3 
percent for men and 33.7 percent for women [Sicherl (2005), 145]. In short, it 
is the resistance of women to being relegated to the contingent labor force, as 
well as a lack of demand by employers for part time workers, that has restricted 
the growth of a part-time work force. In fact, part-time work has primarily been 
utilized as a transition to retirement or to give employment to disabled workers 
[Ignjatovic et al. (2000), 8].

The ability and willingness of women to resist being relegated to the contin-
gent labor force have been attributed to strict labor market regulations regarding 
part-time work and retirement rights that discourage employers and workers from 
creating or seeking part-time jobs, combined with “favorable child care arrange-
ments and social legislation [that have] enabled Slovenia to maintain the equal 
opportunity situation with regard to gender employment that prevailed in the ear-
lier system” [Sicherl (2005), 145–146]. In other words, though the lack of growth 
of part-time work may be considered a contributor to labor market rigidity by 
employers and economists, it is a major contributor to the equality of women in 
the labor market that has been a hallmark of Slovenia’s transition, unlike the labor 
market outcomes in other market economies. 

On the other hand, as the table suggests, temporary jobs have expanded sig-
nificantly, to a level comparable to the EU15. In 2000, the percentage of temporary 
jobs was 11.5 in Slovenia and 11.4 percent in the EU15. This is almost double the 
rate in the UK which is usually considered the more “flexible” labor market [Sicherl 
(2005), 144]. Indeed, temporary work has been the primary instrument for avoiding 
the restrictions and cost of redundancy and was thus favored by employers. Short 
term contracts, usually of six to seven months, accounted for over 70 percent of new 
jobs after 1997. 

However, temporary contracts are not without their drawbacks. They com-
promise workers’ social security for the benefit of employers. At the same time, 
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they account for 30 percent of flows into the ranks of the unemployed, a higher 
proportion than those who lost the jobs due to redundancy or who had just entered 
the labor market for the first time [Sicherl (2005), 143]. Temporary work has not 
only been a major contributor to flows into unemployment, but also, by 1999, the 
second most important reason for exit from the labor market [Ignjatovic et al. 
(2000), 9]. Furthermore, temporary work also served to segment the labor mar-
ket into a dual structure which disadvantaged young workers, thereby creating a 
generational divide. There is also evidence that those disadvantaged by temporary 
work included those with lower qualifications, women, and workers in seasonal 
industries [Sicherl (2005), 144].

Nevertheless, Slovenian government policy has been fairly liberal toward 
fixed-term employment. Though restricted to “objective” cases defined by law, 
in practice there has not been a limit on the number of successive fixed-term 
contracts nor on the maximum period of successive contracts [Haltiwanger and 
Vodopivec (2002), 8-9]. One particular institution, that by providing less onerous 
regulation and more favorable tax provisions for employers, has encouraged the 
growth of temporary jobs is Student Services, employment agencies for second-
ary school and university students. These agencies, operating since 1998, have 
prompted young people to take “temporary” jobs while retaining student sta-
tus, often tenuously, through part-time registration with educational institutions. 
However, this has only contributed to the segmenting of the labor market on a 
generational basis.

Though the percentage of workers employed in temporary work in Slov-
enia is very close to the EU15 average, it surpasses the average in the expanded 
EU25. Temporary work is utilized by most Slovenian companies, though ac-
cording to Stanojevic’s investigations, for less than 5 per cent of their employ-
ees. Still, it is considered an important source of flexibility for 40 per cent of 
companies and ‘very important’ for10 per cent. A disproportionate number of 
those in temporary positions are women, particularly in retail and public serv-
ices [Stanojevic (2005), 6].

The channeling of women and youth into a temporary employment labor 
force, while providing employers with flexibility, has a negative side. Where there 
are weakly organized, or no unions the “temporary employed young workers are 
put in the role of the bad working condition spreader . . . which foster the transition 
of the fully employed into other, more flexible forms of employment. . . . The result 
is a deterioration of working and employment conditions for all categories of work-
ers.” Further, it contributes to a generational divide in social ideology where “mass 
youth individualism . . . spontaneously corrodes the world of co-ordinated market 
economy and welfare state of the middle-aged and older generations” [Stanojevic 
(2005), 11]. The prolonged retention of the younger workers in temporary low qual-
ity employment has the additional affect of lowering fertility rates which fell sig-
nificantly after the transition and by 1997 the rate of natural increase had become 
negative [Stanojevic (2005), 11–12].
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Critics of Slovenia’s regulated labor market have also ignored the substantial 
flexibility provided at the workplace in the form of flexible work hours, long work 
hours, overtime, shift work and weekend work that has been employed by firms 
with the active cooperation and support of the unions. The CRANET survey in 
2001 revealed widespread intensification of work in the form of longer working 
time which now exceeds the EU25 average. The biggest increase occurred among 
export-oriented, manufacturing firms with a poorly educated labor force [Stano-
jevic (2005), 5]. In unionized companies selective flexibility in the form of longer 
hours is “collectivized” in union demands for higher pay and job security and is 
supplemented by the use of temporary workers for the less attractive, poor and 
entry-level jobs. In weakly unionized firms, more use is made of overtime and 
weekend work. In non-unionized companies, by contrast, greater use is made of 
temporary workers who are integrated with fully employed workers throughout 
the operations rather than being assigned primarily to the less attractive jobs. In 
any case the combination of longer and more flexible hours and widespread use 
of temporary employment contracts has made the labor market far more flexible 
than would appear at first glance.

 Despite the growth of temporary work, however, 70 percent of the workforce 
are permanent workers with open-ended contracts which provides a strong element 
of employment security in exchange for work intensification [Stanojevic (2001a), 
2]. There is a dark side, of course, to this intensification. The intensity and extensive 
hours of work of the regularly employed and the decline in the quality of work, 
however, “trap” those with open-ended contracts in a working environment that 
instead of producing a higher quality of life, “literally destroys it” with mounting 
problems of alcohol consumption, continuing high industrial disease rates and can-
cer, and increased respiratory system disease [Stanojevic (2005),12–13].

Stanojevic supplemented the results of the CRANET survey with his own in-
vestigation of labur adjustment in five selected firms. What he found was a variety 
of flexibility practices, from contract and student workers, overtime and weekend 
work, and “functional” flexibility (internal mobility) to putting-out systems to ac-
commodate seasonal demands. Three particularly Slovenian labor market charac-
teristics stood out as having important effects on the firms adjustment to the new 
economic environment. One was the loyalty to companies and the compression 
of wage structures, a legacy of socialist self-management. Second, was the will-
ingness and ability of the unions to work with management to overcome inherent 
rigidities in their particular situations, and, thirdly, the lack of “place mobility,” a 
legacy of the decentralized location in small towns of much of Slovenian industry, 
compounded by the lack of availability and cost of housing in urban areas where 
employment opportunities were growing [Stanojevic (2005), 21–31].

Furthermore, the apparent rigidity in wages and wage structures determined 
by a strict classification of workers based on education, has been found by other 
researchers to be much overestimated. What was new and is key to the new wage 
system is firm- and worker-specific deviations from contract minimums and wage 
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guidelines related to the success of the firm and/or of the worker. The Slovenian 
system is highly formalized and structured but is evolving. 

Basic wage, minimum wages, and indexation clauses all provide constraints 
on the wage determination process. However, allowance for idiosyncratic de-
viations on a firm-specific and even worker-specific basis offer the opportunity 
for the system (for at least some firms) to be responsive to market forces. 
[Haltiwanger and Vodopivec (2002), 12]

One conclusion that comes from these surveys and studies is that the inflex-
ibility attributed to the Slovenian labor market in the transition appears to be 
more apparent than real. The fact is that work is central to the social ethos and, 
motivated by a growing materialism, workers have been prepared to intensify 
their work effort and to be flexible in their working hours to ensure job security 
and a better income. The charge that the Slovenian labor market is over-regulated 
and inflexible, as the critics of the Slovenian “gradualist” transition process claim, 
Stojanovic claims, is “totally inconsistent” with Slovenian results.

Slovenian “rigidity” is part of the system that generated the successful tran-
sition and was, in fact, not inflexible and “the “rigid” institutional environment, 
mediated international pressures to the companies” with quite specific flexibiliza-
tion: “selective flexibility of the fully-employed, well unionized, workforce on 
the one hand, and massive temporary employment of the young population on 
the other, and combined them.” Trade unions had a significant role in negotiating 
flexibility. “When labor market enables massive use of temporary work, compa-
nies include it in the production process, and when it is not possible (which is the 
case in relatively closed, isolated small town areas), they substitute it with more 
intensive internal functional flexibilisation.” Unions did not oppose this but medi-
ated and adapted through forms of agreed work intensification to “improve their 
relatively low wages” [Stojanovic (2005), 31–32].

The issue of flexibility in the Slovenian labor market in the transitional pe-
riod is also addressed in the study by Haltiwanger and Vodopivec of worker and 
job flows and firm wage policies [Haltiwanger and Vodopivec (2002)]. What they 
looked at were job flows (the destruction and creation of jobs within and between 
firms and industries); worker flows (accession and separation of workers from 
firms and industries); and the relationships between these flows and wage policies 
within industries and firms. That is, they were looking at the “flexibility” of the 
labor market with regard to job creation and destruction and worker mobility and, 
in this connection, the role of inter- and intra-firm wage differentials in promoting 
job and worker mobility. 

Their data covering the period 1997–1999 offers little support for the con-
tention that the strong regulation of the labor market inhibited labor adjustment. 
During that period, nearing the end of the transition decade, job creation and 
destruction rates (job turnover rates) of 10 percent and worker turnover rates of 
15 percent were “comparable to rates observed in Western economy countries” 
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[Haltiwanger and Vodopivec (2002), 19]. However, job reallocation rates, prima-
rily between firms rather than within firms, accounted for a higher proportion of 
worker mobility than in other comparable western economies, which is consistent 
with the fact that the Slovenian labor market was still in the process of structural 
change in the direction of a more service intensive economy, and yet the labor 
market was sufficiently flexible to accommodate this adjustment.

Further, despite the highly regulated wage levels and structures, the pro-
visions for industry-level collective agreements and for individual firms to pay 
wage premiums based on the “success” of an individual worker or a firm provided 
the scope for sufficient wage differentials between and within firms and industries 
to promote worker mobility in “market efficient” ways (e.g. “Firms with high 
residual wage dispersion are able to induce separations for its low wage workers 
and retain its higher wage workers”); or to reduce turnover (“Firms with higher 
average wages . . . have lower job turnover, worker turnover and excess worker 
turn over. . . .”) [Haltiwanger and Vodopivec (2002), 30].

Perhaps the most comprehensive examination of the flexibility issue in the 
Slovenian transition is provided in the collection of studies edited by Ivan Svetlik 
and Branko Ilic based on analysis of the CRANET survey of 2001 which involved 
the study of human resource management in 22 European countries, including 
Slovenia [Svetlik (2006), 17]. Basically, all the individual studies, which covered 
the whole gamut of human resource management policies and practices, support-
ed Stanojevic’s analysis and conclusions. The transitional economic development 
strategy was “based on increasing the intensity of work and unfriendly forms of 
employment flexibility” [Svetlik and Ilic (2006), 7]. “Unfriendly forms” in this 
regard referred to weekend work, shift work, overtime, temporary (fixed term) 
and casual work. This was in the context of a rigid labor market regulation, high 
wages and low numerical flexibility institutionalized, under worker pressure, in 
the labor, job security, privatization, and industrial relations legislation that was 
introduced in the 1988 to 1994 period to dampen rising labor militancy and the 
strike wave [Stanojevic (2006), 159–161].

But as Svetlik notes, Slovenia can not continue to rely on work intensification 
under traditional “autocratic and non-participative methods of management” to re-
main competitive with the evolving European knowledge-based economy [Svetlik 
(2006), 22; Stanojevic (2006), 171 ff.]. Thus, the call for more internal flexibility 
related to such practices as functional flexibility, career paths, education and re-
training and individual-and family-friendly forms of employment flexibility such as 
flex-time, job-sharing, home-based work, tele-work, and, in particular, an increase 
in part-time work that would allow women to better combine paid work with care-
work. Part-time work is, of course, problematic if it leads, as in North America, 
to income insecurity, low wages and lack of access to benefits. It is only “family-
friendly” if it is backed up by strong social welfare programs that guarantee income 
security and benefits, a fact the authors recognize in their concept of “flexicurity.”
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On the basis of all the cumulative evidence, therefore, we must reject the 
argument that Slovenia’s gradualist transition, its modest adaptation of labor mar-
ket institutions from the previous system, and its adoption of a strong measure of 
institutional and legislative regulation, have created inflexibility in the labor mar-
ket detrimental to its economic growth by the time of EU entry in 2004. Strong 
labor productivity growth throughout the transition period is evidence that inter-
nal flexibility, even if it was primarily of the “unfriendly” type, compensated for 
institutional rigidity in the labor market. Even in the aftermath of the CRANET 
survey, from 2001 to 2005, labor productivity grew at an average annual rate of 
over 3 percent (3.14 percent) which is high by any standard of comparison [Mir-
ror (March 2006), A 13].

This is not to say that there were no impediments to labur market adjustment 
and worker mobility inherent in the Slovenian labor market in the period. One 
was the age structure of the Slovenian population and labor force, the second, 
barriers to spatial/regional mobility. However, these were embodied in Slovenian 
culture and history, not in labor market regulation.

The aging of the population will, almost certainly, increasingly hinder labour 
mobility and slow the pace of labor adjustment. For the past three decades, a falling 
birth rate, now among the lowest in the EU, has meant a gradual decrease in the 
population. Sicherl credits the low birth rate to the difficulty young families have in 
finding accommodation and the barriers young mothers, or potential mothers, face 
in finding good jobs in the labor market [Sicherl (2005), 141]. Whatever the case, 
the result was that the potential labor force, the population aged fifteen to sixty-four, 
stopped growing from 1992–1995 and, though it resumed slow growth after the mid 
1990s, is expected to again cease growth in 2004. The consequence, of course, is 
low rates of new entry into the labor market, entry that would otherwise provide the 
most favorable candidates for occupational, industrial and spatial mobility. 

Despite the slow and potentially negative growth in the working age popula-
tion, the proportion of the aged in the overall population was initially relatively low 
due to the low birth rate and high death rate in the wartime period, 1939–1947. This 
age structure, of course, facilitated labor market adjustment in the early years of 
the transition with early retirement of the war and immediate post-war generation 
of workers and the hiring of a smaller cohort of new, young entrants into the labor 
market on fixed-term contracts. However, the longer life expectancy and declining 
birth rates now is raising the proportion of the elderly in the population which puts 
increasing strain on the pension plan and on health and social services.

The aging of the labor force that results from the low birth rate, and the 
tendency of younger workers to enter the labor market at a later age as a result of 
prolongation of their education required to upgrade the quality and qualifications 
of new entrants into the labor market, directly restricts the pace of labor mobility 
and market adjustment. The reason is that older workers are much less mobile 
both spatially and occupationally than younger workers since the rate of return 
to such mobility, both to employers and to workers, declines with age. Even if 
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the costs of uprooting, moving, training and retraining an older worker were not 
higher, as indeed the evidence would suggest, the older the worker is, the fewer 
the years of productive labor the worker and the employer can expect to have to 
cover the cost and make a return to the investment. 

In any case, spatial mobility is already restricted in Slovenia by the shortage 
of accessible rental housing in major centers and the high level of home owner-
ship as a result of the privatization of socially-owned housing in the early nine-
ties. As Sicherl concludes: “A large share of flats occupied by their owners [90 
percent] combined with a modest supply of private, social and non-profit flats 
limits the mobility of the labor force” [Sicherl (2005), 141]. This is a significant 
impediment to migration out of the higher unemployment regions but this is also 
complicated by the dispersed pattern of industrial employment that is characteris-
tic of Slovenia and the culture that values local identification. Only the Ljubljana 
area appears to be able to attract the more mobile youth.

Labor Market Policy

The abandonment of socialist self-management with its virtually guaranteed job 
security and the adoption of a regulated capitalist labor market, the collapse of 
the Yugoslav and central and eastern European markets and the resulting restruc-
turing of trade and of the internal economy, created a crisis in the labor market 
as jobs disappeared and unemployment soared. The rise in social tensions that 
resulted, which found expression in the strike movement, prompted, as we have 
previously noted, a conciliatory response from government in the form of the 
gradualist privatization process and the creation of the tripartite Social and Eco-
nomic Council. However, the rising tide of unemployment also brought a labor 
market policy response to combat or offset the perception that there would not be 
enough new jobs forthcoming to absorb the displaced labor force. 

The government’s initial labor market adjustment policies were designed to 
reduce the size of the labor force and to ease the burden of unemployment for those 
who remained in the labor force but became unemployed. The primary method 
of reducing the labor force was encouraging mass early retirement through easy 
access to the pension system, though expanding and prolonging education for 
young people about to enter the labor market was also promoted and became an 
increasingly important element in labor market policy as the decade progressed. 
Secondly, generous social and unemployment benefits were paid while the defi-
nition of unemployment was sufficiently broad to allow unemployed workers to 
receive benefits even when earning income outside of formal employment. These 
policies were adopted to appease labor and garner their political support for the 
government.

These policies were highly successful in as much as the participation rate fell 
by 1.5 percent between 1991 and 1993, as 14,000 people left the labor force, pri-
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marily due to retirement [Ignjatovic et al. (2000), 10]. Between 1987 and 1993 
the participation rate for men fell by 8 percentage points, for women by 11 points 
[Sicherl et al. (2005), 141]. The biggest declines were in the oldest age group, over 
fifty years, and the younger age group, those under thirty years [Vodopivec (2004) 
table 18.1, 298–299]. Furthermore, the labor force continued to decline, though at 
a much lower rate, until 1996–1997 when it reached its trough. However, this de-
cline in participation was insufficient to totally offset the decrease in the number of 
jobs. Registered employment reached its lowest level in 1997 after falling by over 
200,000 from its pre-transition peak before employment began increasing, albeit 
rather slowly. As a result registered unemployment continued at very high levels 
until it reached a second peak in 1998 [Sicherl et al. (2005), 142].

Although these policies and programs that encouraged a decline in the labor 
force eased the unemployment and job destruction problem, they came at a cost, 
in the form of a large increase in the number of pensioners and, thus, a resulting 
burden on the pension fund even as fewer workers were paying into the fund; and, 
secondly, in heavy payments in unemployment benefit, unemployment assistance 
and social welfare. Indeed, as Sicherl et al. noted, “the main burden of reduction 
and restructuring employment in Slovenia was borne by pension and disability 
insurance” as around 150,000, or 15 percent of all insurance payers, took early 
or disability retirement between 1988 and 1992. Over that period the proportion 
of pensioners in the population rose from just under 17 percent to 22 percent, a 
32 percent increase [Sicherl et al. (2005), 143]. Many of these were premature 
with the result that an increased number of pensioners were also younger and, 
therefore, a potential burden on the pension system for a longer time. This was 
exacerbated, of course, by the fact that the decline in the number of employed 
workers meant that there was an even greater increase in the ratio of pensioners 
to insurance payers. 

Changes to the pension legislation in 1993 that extended the normal retire-
ment age, however, brought an end to early retirement incentive as a labor market 
adjustment policy to deal with the decline in jobs and the rise in unemployment. 
Consequently, the numbers entering retirement fell back to normal or below nor-
mal levels. Still, workers tended to retire as soon as they became eligible while 
the social security contributions from employed workers required to fund the pen-
sion scheme were deemed excessive and frequently the fund deficit had to be paid 
for from general government funds. As a result further restrictions on the pension 
plan were legislated in 1999 which tightened eligibility restrictions, reduced the 
value of pensions, raised the retirement age and encouraged late retirement (con-
tinued employment after the normal retirement age) through enhanced late retire-
ment pensions. The problem for these policies, as it became evident, is that they 
appear to work only for higher income earners who are generally the most quali-
fied while the unemployed and job losers are disproportionately the low skilled 
and unqualified. Furthermore, after 1997, the leading cause of the flow of workers 
into unemployment was the termination of fixed term (temporary and contract) 
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employment which exceeded the flows into unemployment from job loss and new 
entrants to the labor force. Fixed term employment had become the dominant 
form of new employment during the transition as firms utilized the fixed term 
employment contract to avoid the high job security (redundancy) costs associated 
with permanent employment status and, thus, to provide “flexibility” to the labor 
market [Sicherl (2005), 143]. By the end of the decade, temporary employment 
comprised around 12 percent of all jobs.

In the earlier stages of the transition, reliance was also placed on the unemploy-
ment insurance system, a passive labor market policy, to ease the pain or restructur-
ing and unemployment. Unemployment insurance, initially introduced in 1974 and 
revised by new legislation in 1991 (the Employment and Unemployment Insurance 
Act) was comprised of two major social insurance tiers, the unemployment benefit and 
unemployment assistance supplemented by additional benefits such as transportation 
and relocation payments and health, retirement and disability insurance provisions. It 
is compulsory and covers all full-time employees, and part-time employees who work 
at least half of full-time hours, who are on open-ended and fixed term employment 
contracts. The self-employed could voluntarily enroll in the scheme.

Initially, the maximum benefit period was two years, depending on length of 
previous employment, and had an income replacement ratio of 70 percent falling 
to 60 percent after three months. Eligibility to receive benefits required a qualify-
ing period of insurable work. Originally the period of employment required was 
twelve months of insurable work over the previous eighteen months. Older work-
ers nearing retirement age could extend the period of benefits until they retired. 
New entry workers who had not yet accumulated the requisite months of insur-
able work but who had completed an apprenticeship or training program of less 
than twelve months and remained unemployed, and those unemployed workers 
whose benefits had expired, were eligible for unemployment assistance at a set 
rate which was not income related. Workers who exhausted both unemployment 
benefits and assistance were eligible for means-tested, family based social as-
sistance. Reliance on social assistance has been rising along with long term un-
employment, whether measured in terms of expenditures on social assistance (a 
four-fold increase in cash allowances between 1993 and 1998) or as a percentage 
of social security payments (from 12.4 percent in 1993 to 29.8 percent in 1998).

Though the system of unemployment insurance was considered generous in 
comparison with other transitional societies [Vodopivec (2004), 296], it was, in 
fact, generally parsimonious relative to west European standards even before the 
tightening of the system in 1998 which increased eligibility requirements and re-
duced the benefit period for most categories of workers. As early as 1993 Svetlik 
pointed out that labor market programs, including unemployment insurance, were 
inadequate since in 1992, only 38.5 percent of the unemployed were eligible for 
benefits or assistance while the newly introduced public works program provided 
employment for a mere 2,800 or 5 percent, of the 55,000 registered unemployed 
in 1991 [Svetlik (1993), 198]. Stanovnik is even more explicit:
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The unemployment insurance system is probably the weakest within the 
overall social protection system of Slovenia. In accordance with the “work-
fare” doctrine, greater emphasis in recent years has been placed on various 
active labor policy measures. Even before the 1998 reform, entitlements for 
unemployment benefits could hardly be described as generous, as the Organi-
sation for Economic Co-operation and Development (1997) has noted. Chan-
ges introduced in 1998 further tightened eligibility conditions for the receipt 
of unemployment compensation, which is an income-related unemployment 
benefit. [Stanovnik (2004), 329]

The result of the tightening of eligibility in 1998 was a progressive fall in 
the percentage of the registered unemployed receiving unemployment benefits. 
While the number receiving benefits declined by half between 1998 and 2002, 
from 36,000 to 17,600, the number receiving assistance doubled, from 2.8 to 5.6 
thousand, no doubt reflecting the relative growth in long-term unemployment. 

Other measures also challenge both the generosity and, indeed, the adequa-
cy of the unemployment insurance system during the Slovenian transition. One 
measure, of course, is the percentage of the unemployed who received benefits 
which was a minority throughout the period and, by 2001, had fallen to only one 
in four. The most direct indicator, however, is the very small role that unemploy-
ment insurance payments played in the overall social security system and, indeed, 
in the Slovenian economy generally. This is indicated in table 6.8.

Given this low level of expenditure on unemployment benefit and assistance, 
what explains the determination of the Slovenian authorities to tighten what was 
already a relatively parsimonious system in 1998? It must be remembered that 
the system inherited by Slovenia on independence was first implemented in the 
socialist self-management period of virtual iron-clad job security such that the 
need for unemployment insurance payments tied to previous work history and 
wages were minor.

Table 6.7
Recipients of Unemployment Payments: 1992–2002
Year Unemployment Unemployment Recipients as % of 
 Benefits Assistance Registered Unemployed 
 (Thousands) (Thousands) (%)
1992 32.5 18.2 45.0 
1993 42.5 20.0 43.1 
1994 31.4 11.0 42.1 
1995 28.3 5.9 30.3 
1996 33.7 4.1 30.3 
1997 37.1 3.7 32.6 
1998 36.0 2.8 32.6 
1999 31.2 3.2 31.0 
2000 23.0 3.7 29.1 
2001 19.4 4.5 25.3 
2002 17.6 5.6 23.6
Source: Stanovnik (2004), Table 19.6, 330.
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This is reflected in the excessively low premiums paid by workers and employers, 
workers 0.14 percent of gross wages, employers only 0.06, which in 1997 cov-
ered only 9.2 percent of cash benefits [Ignjatovic et al. (2000), 15]. Thus, the cost 
to the public treasury with the abandonment of the commitment to job security 
appeared excessive.

Table 6.8
Social Payments as % of GDP: Slovenia and EU  
Selected Years 1996–2000  
 1996 (passive) 1998 (passive) 2000 (passive) EU-15 
  %  %  %
Sickness, Health Care  
and Disability 10.1  10.2  10.2  9.7 
Old Age and Survivors Pensions 11.8  11.9  11.7  12.7  
Family and Children 2.2  2.1  2.4  2.2 
Unemployment (Stanovnik) 1.1  1.4  1.1  1.7 
Unemployment (Sickert) 1.2 (60%) 1.3 (69%) 1.0 (58%) na 
Other 0.5  0.4  0.4  1.0 
Total 25.5  26.0  25.9  27.3
Source: Stanovnik (2004), 318, Table 19.1. Unemployment data broken down by active and passive, from 
Sickert ( 2005), 154, Table 6.

These calls upon the treasury coincided with a strong neoliberal campaign 
within the EU and the OECD to reduce social entitlements which were deemed 
an impediment to labor market flexibility and, thus, a cause of unemployment. In 
short, European and Slovenian unemployment was considered to be structural, 
though there is little convincing evidence to support this contention. This cam-
paign reflects the supply side, microeconomic bias of neoclassical economics and 
ignores the demand side of the market, the macroeconomic effects of reducing 
transfers to the unemployed on consumption and thus on aggregate demand. In 
any event, to the extent that workers who lose their eligibility for UB and UA 
move on to social assistance, the negative macroeconomic effects will be tem-
pered, though the negative effects on the employability of the affected workers of 
replacing an earned entitlement with a means tested dole will be increased.

Much emphasis in recent Slovenian government reports, in social agreements 
and in the EU programs and directives, such as the European Employment Strategy 
(EES) [Slovenia (2004), 21], has been given to the transition from passive public 
transfer programs to help the unemployed (unemployment insurance payments) to 
active employment policies though there does not seem to have been much move-
ment in that direction in the second half of the 1990s. Table 6.8 indicates that in the 
second half of that transition decade, the percentage of expenditures on passive pro-
grams has remained at around 60 percent though it did peak briefly in 1997–1998 at 
around 70 percent. The 2004 National Action Plan on Social Inclusion also gives a 
rate of 60 percent for 2002 [Slovenia (2004), 21].
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Active programs can be divided into two types: demand augmentation such as 
public works programs, and supply enhancement programs directed at improving the 
quality of workers seeking employment, and hence increasing their employability, 
through education, training, work experience, and encouragement and incentives for 
self-employment. In fact, of course, the line dividing the two is blurred by the fact 
that many of the education and training programs are combined with work experience 
or on-the-job-training (OJT), though the majority of these programs are short term. 
In the early years of the transition emphasis was placed on demand generation in the 
form of public works. Introduced in 1991, public works employment was designed 
to provide work experience and on-the-job-training, especially for those difficult to 
employ. This type of job creation peaked early in the transition, in 1991 and 1992, 
when 0.83 and 1.17 percent of the GDP respectively was spent on this form of active 
employment policy [Vodopivec (2004), 296]. Since then it has declined to less than 
half of 1 percent of GDP. By 1999, some 10,296 unemployed, or about 9 percent of 
registered unemployed, were employed in public works programs which are gener-
ally limited to a maximum of one year. However, of those so employed some 18 
percent found regular employment through their public workers jobs as “many of the 
public works programmes have, in terms of content and organization, grown from be-
ing simply an active employment policy measure into a regular activity” [Ignjatovic et 
al. (2000), 20]. By 2003, public works accounted for almost a third of all spending on 
active employment policy measures making it the most important of the measures in 
this category. It also has a secondary benefit in that it lowers the measured unemploy-
ment rate since those engaged in public works are considered employed.

Second place in public expenditures in 2003 were wage subsidies in the form 
of government subventions for contributions to social insurance which accounted 
for just over a quarter of all government expenditures on social programs. Trailing 
in importance was education and training programs though they are “considered 
to be the most important in the framework of the employment policy” [Ignjatovic 
et al. (2000), 18]. and feature prominently in the tripartite social contract of 2004–
2006 and all government plans for the future [Slovenia (2004), 21].

The numbers enrolled in the various training programs appear quite impres-
sive, rising from 10,768 in 1994 to 29,227 in 1998, but this is somewhat mislead-
ing since most of the programs are short term and many individuals enroll in more 
than one. Furthermore, the majority during the second half of the 1990s were 
enrolled in “functional training” which is primarily oriented to job search and 
career counselling which does little to qualify workers for skilled jobs or create 
new employment opportunities. The training program with the highest success 
rate for providing more permanent employment, on-the-job-training, expanded 
at a rate comparable to the total growth rate in education and training programs 
but without increasing its proportional share. Furthermore, financial support for 
active programs has not kept pace with the total economy. APZ (Active Employ-
ment Policy) spending in 2003 represented just 0.3 percent of GDP, significantly 
below the levels of the late 1990s.
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The other major active labor market program supported by the Employment 
Service of Slovenia (ESS) was support for self-employment, though resort to 
self-employment has generally been recognized as largely “involuntary” because 
“there was no regular job available for [the unemployed] and they had to make 
the ends meet,” particularly in the earlier years of the transition [Ignjatovic et al. 
(2000), 19]. If North American experience is any indication, many self-employed 
will return to regular employment as soon as jobs become available. Neverthe-
less, the program did have some modest, though marginal and diminishing, suc-
cess in the second half of the transition decade [Ignjatovic et al. (2000), 20].

In general, therefore, labor market adjustment policies can be said to have played 
only a minor role in the transition period. Passive unemployment insurance payments 
dominated, despite the emphasis in government policy documents on active programs 
which played a generally very minor role over the whole decade, though public works 
was probably more important in the very early years of the transition. Perhaps more 
important in the longer run was the National Programme for the Construction of Mo-
torways (NPIA), the commitment of very large financial resources, both Slovenian 
and other European, to the construction of the national motorway system beginning 
in 1994 under the independent authority of the Slovenian Motorways Corporation 
(DARS). The impact of this massive program had both macroeconomic and micro-
economic effects on the labor market. On the aggregate demand side, motorway con-
struction augmented the growth rate of the economy by almost one per cent per year 
between 1994 and 2002, growth which was estimated to increase employment by 
about 4,000 jobs per year (Slovenia, Government Public Relations and Media Office 
[accessed December 28, 2005, http://www.uvi.si/eng/slovenia/background-informa-
tion/motorway-construction/]). On the labor market structure side, motorway con-
struction provided many jobs for unskilled or unqualified workers, a large number of 
them “guest” or foreign workers, the vast majority of whom were from the southern 
republics of the former Yugoslavia. 

Wages

Wages and employment are the two primary outcomes of the operation of the labor 
market, though they are the product not only of market forces but also institutions, 
regulations and legislative provisions as discussed in some detail in the previous 
chapter. The capitalist labor market quite obviously offers a significantly different 
incentive and distribution system from that of the previous socialist self-manage-
ment system. As well, it introduced unemployment as a major factor in both wage 
determination and in the distribution of income, a role for unemployment of com-
paratively minor influence previously. Here we will be concerned only with the 
overall trends in wages and changes in their relative sectoral levels with specific 
reference to human capital, age and gender influences, with the impact of the intro-
duction of minimum wages in 1995 and the welfare system, and the consequences 
for the distribution of income and implications for social exclusion.
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The overall trends in wages over the transition period are given in table 6.9. 
The pattern revealed in the series indicate a plateau of relatively high real wages 
through the late 1980s followed by a collapse during the turbulent early years of 
the transition from 1990 to 1992 when wages troughed, and then a fairly steady 
increase, averaging between around 4 percent per annum until 2004 when Slov-
enia entered the EU. The series also indicate that manufacturing wages lagged 
slightly behind the economy average for most of the recovery period as did mar-
ket sector wages relative to public sector wages.

These observations are supported by Bole’s more intensive analysis of real 
wages in the second half of the 1990s, though his estimates of real wage growth 
since 1995 are somewhat lower (1.8 percent per year) than those calculated from 
the Bank of Slovenia’s figures where the figure is closer to 3 percent for the dec-
ade 1995–2004 [Bole (2002), 1]. These wage increases, however, were commen-
surate with the strong labor productivity growth during the recovery decade.

Table 6.9
Real Wage Indexes, Slovenia 1986–2004, 1992=100
Year Bank of Slovenia Bank of Slovenia Bank of Slovenia Vodopivec 
 Real Net Wages Real Gross Wages Real Gross Wages Real Gross Wages 
  Total Manufacturing Incorporated Sector
1986 164.4    
1987 161.2    
1988 144.0    
1989 166.5    
1990 123.3   128.9 
1991 109.9   99.2 
1992 100.0 100.0 100.0 100.0 
1993  113.3 110.2 108.9 
1994  117.2 115.5 112.9 
1995  122.4 119.2 117.9 
1996  128.5 124.0 123.6 
1997  132.4 128.1 127.4 
1998  134.6 131.9 129.4 
1999  138.8 135.5 133.6 
2000  141.0 139.3 135.8 
2001  145.7 142.3 139.7 
2002  148.7 145.4  
2003  151.5 146.2  
2004  154.4 153.1 
Source: Calculated from Bank of Slovenia, Monthly Bulletin, October 1993, September 2005; Vodopivec (2004), Table 
18.1, 298.

Other wage-trend patterns have been identified in the transition process. As ex-
pected, differentials did increase in the early years of the transition after the socialist 
self-management system, explicitly designed to promote wage compression, was 
abandoned [Vodopivec (2004), 311]. In aggregate, this is indicated by the sharp rise 
in the Gini Coefficient (before transfers) between 1983 and 1993 (table 6.10).
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Table 6.10
Household Income by Source and Distribution, 1983–1993
 1983  1993 
Income by Source  (percent)
Wages and Salaries 73.0  60.3 
Self-Employment 6.6  9.5 
Pensions 14.6  20.7 
Other Social Benefits  
(incl. Unemployment Insurance) 2.3  4.1 
All other sources 3.5  5.5 
 
Income Distribution  Gini Coefficients 
Gini Coefficient before transfers  0.3048 
Gini Coefficient after transfers   0.2483
Source: Hanzek (1998), 67.

However, it should be noted that the increase in income inequality was ac-
companied by a reduced reliance on the market as a source of household income, 
but the increase in inequality in market income was largely offset by an increase 
in non-market transfer payments from the government such that the Gini Coef-
ficient after transfers increased only marginally.

Differentials also increased for other reasons. Though male-female differen-
tials did not appear to widen in the early years of the transition, indeed perhaps fell 
due to the fact that female occupations were less affected by unemployment than 
male occupations, they did widen, albeit very moderately, between 1991 and 1995 
before being reversed, presumably perhaps by the introduction of minimum wag-
es in 1995 [Vodopivec (2004), 306–307]. Relative wages did, however, increase 
somewhat for manufacturing and construction reflecting the relative performance 
of these sectors in raising productivity [Bole (2002), 2]. On the other hand, as one 
might expect given the compression effects of self-management, returns to educa-
tion were quite dramatically increased in the early transition period.

The most dramatic changes associated with the transition occurred in the re-
turns to education; most of the change in these returns was over by 1993. The 
returns to more educated workers increased monotocnically for all groups, 
with the highest increases belonging to graduates of two-year colleges (visja 
sola) and, especially, four year colleges (visoka sola). . . . [For this latter group] 
the wage premium over unskilled workers . . . doubled over the six-year peri-
od rom 1987 to 1993: from 104 percent to 208 percent. [Vodopivec (2004), 
306–307. See graph, 307]

After 1995, wage differentials by education remained remarkably stable.
The other major variable usually quoted as a measure of “human capi-

tal,” work experience, for which the usual proxy is years of service, diminished 
throughout the latter1990s as long service employees saw a reduction in return 
while shorter service employees saw an increase in return, though seniority still 
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continued to contribute a significant return to workers (1 percent increase a year) 
by the end of the transition period [Vodopivec (2004), 307, 309]. This “seniority 
dividend” was incorporated in the social contract and collective agreements.

Most of these relative wage adjustments occurred in the early transition pe-
riod and began petering out by the mid-1990s. Not all of that was due to the 
working out of market forces. Alarmed by the rise in inequality, poverty and low 
income in the transition process, the social partners in 1995 agreed to the intro-
duction of a legislated mandatory minimum wage. Though, as noted previously, 
this caused some difficulties in the collective bargaining system, it did seem to 
halt the rise in inequality. The Gini Coefficient of wage differentials did fall sig-
nificantly [Sickert (2005), 149], though it rose again slowly by the end of the 
decade to its pre-minimum wage level. [Vodopivec (2004), 311]

One shift in relative wages that did occur was between the market sector 
and the public sector. Though there were similar wage dynamics in both the 
market and public sectors, public sector wages gained a significant advantage 
in 1996, an advantage which peaked at around 7 to 8 percent between 1996 
and 1998 before declining to 5 to 6 percent by 2001 [Bole (2002) Figure 1, 8]. 
As noted earlier, the public sector wage policy introduced in the late transition 
period and continued after entry into the EU was expected to further reduce 
the public sector premium. On the other hand, while public sector wages were 
relatively high in comparison with other transition and developed economies 
and with private sector wages, wage dispersion within the public sector were 
comparable with the private sector, contrary to the feature common to the public 
sectors in other developed countries where highly educated public sector em-
ployers received pay below that of comparable market sector employees while 
less qualified public sector workers were better paid than comparable market 
sector workers [Bole (2002), 2, fig. 3, 10]. This is revealed by the dispersion 
ratios in table 6.11 for the years 1997 and 2000.

Table 6.11
Wage Dispersion Ratios by Industry, 1997–2000
Industry  Dispersion Ratios  
  (in GDP/capita wage equivalents) 1997 
 Median/ Ninth Decile/  Ninth Decile/  
 First Decile Median First Decile
Manufacturing 1.505 1.897 2.855 
Utilities 1.459 1.819 2.654 
Construction 1.524 1.874 2.855 
Wholesale/Retail 1.490 2.202 3.280 
Hotels and Restaurants 1.474 2.581 3.804 
Transport  1.522 1.608 2.447 
Financial Intermediation 1.473 2.067 3.046 
Public Sector 1.752 1.905 3.337 
Average, all industries 1.525 1.994 3.035
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  2000
 Median/ Ninth Decile/  Ninth Decile/  
 First Decile Median First Decile
Manufacturing 1.552 1.890 2.933 
Utilities 1.427 1.706 2.434 
Construction 1.571 1.915 3.010 
Wholesale/Retail 1.315 2.405 3.164 
Hotels and Restaurants 1.478 1.887 2.789 
Transport  1.541 1.602 2.468 
Financial Intermediation 1.448 2.258 3.270 
Public Sector 1.805 1.826 3.296 
Average, all industries 1.517 1.936 2.920 
Median Wage by Industry as Percentage of the Median Wage of the Lowest Wage Industry
 
 1997                                                  2000
 (Manufacturing  (Manufacturing (Wholesale/Retail 
 =100) = 100) =100)
Manufacturing 100.0 100.0 110.7
Utilities 145.2 138.4 153.2
Construction 101.3 96.5 106.9
Wholesale/Retail 110.5 90.3 100.0
Hotels and Restaurants 103.5 94.0 104.1
Transport  141.0 131.6 145.7
Financial Intermediation 171.0 153.9 170.5
Public Sector 153.9 146.3 162.0
Source: Calculated from Bole (2002), Table 1, 7.

What this table indicates is that, with the exception of manufacturing and 
construction, there was a slight narrowing of most intra-industry differentials, 
particularly at the upper end of the wage scale [see also Bole (2002) fig. 5, 12]. 
Differentials between industries, indicated in the second half of the table, again 
appear to have narrowed slightly although the relative wages in personal services 
and trade deteriorated significantly relative to manufacturing. Bole concludes,

Neither wage dispersion nor the median wage changed significantly across sec-
tors during the period studied. In comparison with other economic sectors, only 
manufacturing and construction made considerable progress by both criteria of 
wage incentive structure . . . value added in manufacturing and construction inc-
reased substantially more (respectively by 17.2 percent and 24.5 percent) than 
GDP (14.2 percent) in the period 1997-2000. [Bole (2002), 1–2]

The one major increase in differentials was due to increased returns to edu-
cation and skills where two groups, those with university, non-university, and 
lower professional degrees, and highly skilled workers increased their relative 
wages significantly. In short, by the second half of the transition decade, settled 
wage patterns and income distributions indicate that the major transformation of 
the labor market was more or less complete while the increased differentials asso-
ciated with a market economy were being offset by a combination of an indexed 
minimum wage and increased social transfers.
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A Summing Up

The abrupt move from a socialist self-management economy to a capitalist mar-
ket economy, the separation of Slovenia from Yugoslavia and the consequent loss 
of a significant internal market, the collapse of markets in eastern Europe, and the 
transitional depression that followed from these events created an abrupt change 
and a period of turmoil in the Slovenian labor market. The key change was the 
abolition of job security and its replacement by involuntary labor market mobil-
ity; that is, the move from virtually guaranteed full employment, albeit frequently 
involving underemployment, to employer-initiated unemployment, job search, 
and involuntary self-employment. In making this change, “Slovenia removed one 
of the key characteristics of the socialist system—job security, as the state gave 
up its role as a guardian and provider of jobs, and workers were allowed to be laid 
off, and enterprises to fail” [Haltiwanger and Vodopivec (2002), 3].

The result, as expected, was a sharp rise in unemployment exacerbated by the 
depression and the loss of export markets. The labor market adjustment process 
in reaction to this unemployment was strongly conditioned by policy, institutions 
and values inherited from the previous system. In particular, enforced retirement 
and induced early retirement took the largest role in reducing the size of the active 
labor force and thus the participation rate. Unemployment benefits augmented by 
a wide definition of unemployment played some part in softening the impact on 
the unemployed while the labor market was adjusting, though, as we have noted, 
these benefits were never a major player in the adjustment process. An undeter-
mined number of jobless also turned to the informal sector for income while oth-
ers became officially self-employed, at least until new jobs began to be created. 
On the demand side, public works programs initiated in 1991 provided work and 
work experience for a significant number of unemployed and for new entrants 
into the labor market while expanded education and training programs not only 
delayed the entry of many young workers into the labor market but also facilita-
tied structural change by providing potential workers with the skills required by a 
changing labor market. In the longer run, the potential supply of new entrants to 
the labor market was also declining because of a low and falling birthrate.

Labor market adjustment was, however, facilitated by the larger macroeco-
nomic policies and social partnership institutions that permitted an early turna-
round in the economy and a gradual, and rather smooth, transition in property 
relations without imposing unacceptable costs on the working class as happened 
in many other eastern European countries. Of particular importance was the de-
velopment of a comprehensive collective bargaining system within the frame-
work of mutually acceptable macroeconomic policies developed and coordinated 
by the Social and Economic Council formed in 1994. The strength of the local 
unions in dealing with their newly constituted employers allowed for the devis-
ing of numerous strategic agreements to provide the flexibility firms required to 
adjust internally to the new market conditions and to raise labor productivity. Not 
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least of these flexibility instruments was the increased use of fixed term (tempo-
rary) contracts for new hires, contracts that did not impose upon employers the 
considerable costs of laying-off permanent employees. Furthermore, a relatively 
expansionary fiscal and monetary policy, particularly with the construction of the 
national motorway system begun in 1994, provided the macroeconomic stimulus 
for fairly rapid economic growth.

Within a decade, the restructuring of the labor market was largely complet-
ed without significant conflict and without the large social costs that plagued so 
many of the other transitional economies. Employment growth had resumed and 
unemployment levels had declined to levels below those in most other countries 
in the EU. Major shifts have taken place in the distribution of the labor force with 
a decline in agriculture and industry and a strong increase in services, particularly 
in public services. Manufacturing employment, though still declining slowly re-
mained strong relative to the rest of Europe. This was the result of the continuing 
strength of the metal processing, electrical appliances, chemical/pharmaceutical, 
food, wood processing and textile industries, of which the first three, plus rubber, 
were most successful in terms of revenue, employment and export figures [Stano-
jevic (2005), 14]. Real wages had risen steadily across the board since the depres-
sion trough and the initial increase in wage and income dispersion that had occurred 
with the deregulation of the labor market had been stabilized at relatively low lev-
els, at least in part because of the implementation of an indexed minimum wage 
in 1995. Returns to education, however, rose substantially while returns to work 
experience (seniority), though still quite significant, had declined. At the same time 
labor market mobility rates had also stabilized at rates comparable with those in 
western developed economies.

This does not mean that there were no significant problems remaining facing 
the labor market by the time of Slovenia’s accession to the European Union in 
2004. The education level of the labor force still lags behind the European aver-
age. Though unemployment had been reduced to relatively low levels, at least 
in comparison with other European countries, of the remaining unemployment, 
“about 60 percent of people are long-term unemployed of whom 47 percent with-
out education and 50 percent elderly people.” Further, this figure had not changed 
much in recent years [Sicherl (2005), 152]. Though these figures are not out of 
line with those in other European countries, they do reflect the legacy of the sub-
stantial restructuring of the labor market in the transition, in particular the down-
sizing and closure of many traditional industries which previously had employed 
many “work-skilled” but low-qualified workers. These redundant workers were 
generally older and thus more difficult, more reluctant and more expensive to 
retrain or re-skill. This does not mean that they can’t be retrained, only that it is 
not deemed “economical” to do so since the cost of retraining would exceed the 
benefit gained, particularly since the actual resources devoted to retraining were 
really very limited.
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Most Slovene authorities now view this residual unemployment as struc-
tural even though the number of the unemployed considerably exceeds the job 
vacancies in virtually all skill and education categories. As a result more and 
more attention has been paid to active labor market programs in the form educa-
tion and training [see Slovenia (2004), 21–22]. However, education and train-
ing alone, in the absence of demand side, job creation programs where the most 
effective and efficient re-skilling and training is done on-the-job, merely con-
verts unemployed, uneducated, low income persons into unemployed, educated, 
low income persons. Furthermore, simply providing educational, vocational and 
training programs will undoubtedly have minimal impact in dealing with the most 
intractable and poorest strata of the unemployed and underemployed in Slovenia, 
the Roma, who are now more or less restricted to irregular forms of work due to 
lack of qualifications, functional illiteracy and employer discrimination [Slovenia 
(2004), 2]. Nor will such programs have much effect in reducing regional dispari-
ties in employment opportunities in the absence of accessible housing to accom-
modate migrating workers in regions where jobs are being created.

Also in keeping with European perceptions of the causes of persistent unem-
ployment, Slovenian policy has also become directed at promoting greater “flexibil-
ity,” which is really not much more than a euphemism for increasing the proportion 
of the labor market employed as contingent labor, thereby reducing job security and 
the proportion of workers in full-time, full-year work on open-ended contracts. This 
was one motivation behind the introduction of the Employment Relationships Act 
in 2002 which was intended to promote more contingent employment. However, 
under pressure from the unions, as passed the regulatory framework of employment 
was only moderately loosened [Sicherl (2005), 148-49].

In fact, what has characterized the labor market transformation in Slovenia has 
been a general resistence to the creation of a contingent labor force, except in the 
growth of fixed-term contracts which has created a form of market dualism based 
primarily on age. The construction industry has been the one sector where continent 
labor, primarily fixed-term contract and foreign casual workers, have dominated. 
Women, and apparently employers as well, have been particularly resistant to the 
growth of part-time employment which would serve to lower women’s position of 
relative equality in the labor market inherited from the previous socialist system. 
Nevertheless, there was also a growing recognition labor markets tend to discrimi-
nate on the basis of sex where women’s wages were lower than men’s because of 
both wage and job discrimination. That is, women were being paid less and for 
the same work and were being shunted into lower wage, “women’s” occupations 
[Slovenia (2004), 9]. This was an issue taken up in the 2004–2005 social contract 
which included the recommendation for flat-rate wage increases and profit sharing 
to reduce differentials.

This resistance to the expansion of contingent labor, however, was not with-
out its cost to the workers. Slovenia is one of the few countries now in the EU 
where weekly hours significantly exceed the EU average. In other words, Slove-
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nian labor market flexibility was achieved, not by expanding the contingent labor 
force, but by utilizing long hours, overtime, shift work, and weekend work. This 
form of “work flexibility” was particularly prevalent in export-oriented, manufac-
turing firms with a less educated and qualified labor force [Stanojevic (2005), 5]. 

The move to a capitalist, albeit regulated, labor market did involve some 
increase in inequality of income, an increase that conflicted with the values of 
the old system. To counter the tendency of capitalist labor markets to exacerbate 
inequality, the indexed minimum wage was introduced in 1995 though this led 
to a new problem, a minimum wage that exceeded the lowest wage categories 
in the lower branch collective agreements, thereby distorting the strict schedule 
of qualification-based wage differentials. At the same time, minimum wages can 
only help those who are employed. At the end of th transition period, 85 percent 
of those eligible for social assistance were unemployed [Slovenia (2004), 5]. For 
the unemployed and those unable to work for whatever reason, low income can 
only be addressed by social transfers. 

 It is a somewhat ironic twist of fate that the move to a strict market economy 
resulted in a falling portion of household income coming from the market and a 
higher proportion coming from state transfers. As the 2004 Slovenian Plan on 
Social Inclusion reports, “there is a growing proportion of people whose predomi-
nant source of income is social transfers.” However, this raises an issue similar 
to that raised by the minimum wage, the fact that transfers that guarantee only a 
minimum level of subsistence may be higher than the wage for working. “Since 
the difference between the level of income from social transfers and the lowest 
wages in not such that in itself it would stimulate work (and with a lower level 
of social rights the actual prospect of subsistence would be questionable), it is 
exceptionally important to provide these rights only to those that are not with-
out any other income through their own fault” [Slovenia (2004), 7]. The Report 
recognized that the only real answer to solve this problem and to provide work 
incentives and reduce dependence on social transfers is to create more job op-
portunities at wages above the poverty level and by increasing net wages for low 
income workers by reducing payroll taxes and providing tax relief for children.

In general, however, these are problems that all developed capitalist econo-
mies with well developed welfare state protections face. In that sense, they are 
indications that Slovenia’s labor market transformation, as others have also con-
cluded, was, by and large, complete by the early years of the new millennium. 
The labor market remains highly regulated both by legislation and by the col-
lective and social agreements. Job security, though not as iron clad as during 
the self-management era, remains high, at least for the 70 percent of the labor 
force in open-ended contracts. Wages have risen steadily since 1992 and remain 
well above those in other transition economies. Poverty levels remained moderate 
(10.6 percent in 2000) at a level below the EU-15 average of 15 percent [Slovenia 
(2004), 5]. Outside of the unemployed, however, those most at risk of poverty, 
the disabled, children suffering from poverty or social exclusion, adolescents 
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with development problems, homeless people, Roma, single parent families, and 
mental health cases, require specific, targeted social programs, not general labor 
market programs or policies. 

The gradualist approach to property rights transformation contributed to 
the “soft” transition in labor-capital relations and, indeed, even a decade after 
the process began, workers retain a fairly large stake in enterprise ownership 
while participative legislation and institutions allow workers and unions to have 
a strong input in labor market adjustment policies and processes. Despite recent 
criticism of the slow pace of privatization and labor market deregulation, and of 
the high level of wages that marked the Slovenian transition, there appears to be 
little evidence that this somehow weakened the country’s growth and develop-
ment. Stojanovic’s conclusion as to the contribution of the gradualist approach to 
the labor market appears well founded: “The relatively slow speed of change has 
arguably enabled a soft transition to a market economy. The result has been the 
preservation of a comparatively high level of social benefits for the population 
that have reinforced trust between the social partners and a high level of mo-
tivation among employees and their identification with companies” [Stanojevic 
(2000a), 32]. Progress in the last decade and a half in lowering the unemployment 
rate, rising labor productivity and real wages, with a consequent rapid rate of 
economic growth, would appear to bear this out.

Notes

1. Identifying these differences, however, says nothing about the relative efficiency or 
efficacy of the two types of markets, economically or socially. Ultimately, any judgement as to 
the relative merit of the two types of labor market rests on political values and evaluations of the 
relative social and economic outcomes.

2. There is a significant discrepancy between the registered and the labor market survey 
unemployment rates. Ignjatovic et al. explain that it arises because registration allows some 
workers to obtain certain benefits and access to employment programs even though they are 
employed in the informal sector. “Moreover, some persons benefitted from the legislation which 
allowed them to register with the NEO without being active on the labor market, and employers 
benefited from the subsidies they received if they hired registered unemployed persons (tax 
deductions, subsidized work places and training). Many workers, who are registered with the 
NEO work informally and thus have two sources of income.” Thus the discrepancy represents 
the difference “between the real job seekers and those who are registered . . . only in order to 
attain the status of the unemployed and to be eligible to cash and other benefits” [Ignjatovic et 
al. (2000), 2–3]. According to their figures for 1998 (3), 55 percent of the registered unemployed 
were not unemployed according to the labor survey methodology. However, on the contrary side, 
almost a quarter of the surveyed unemployed had not registered as unemployed, presumably 
because they were not eligible for benefits.

3. For a full elaboration of the job queue model, see Lester Thurow, “A Job Competition 
Model,” in Michael Piore (ed.), Unemployment and Inflation (White Plains, NY: M. E. Sharpe, 
1979).

4. Sicherl et al. (2005) give a higher figure of 23 thousand and an additional 50 thousand 
between 1988 and 1991. See table 1.c, 142.
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5. “The amount of the unemployment assistance is standardised and is the same for all 
beneficiaries. It amounts to 80 percent of the guaranteed minimum income and can be paid for 
a maximum of 15 months. The possibility of prolongation is offered to an unemployed person 
who lacks a maximum of 3 years to reach the retirement age. Such an unemployed may receive 
the unemployment assistance until the retirement” [Ignjatovic et al. (2000), 13].

6. For a fuller discussion and evidence relating to these issues in a Canadian context see 
“Equality of Opportunity, Reducing Disparities and Essential Services of Reasonable Quality: 
The Evolution of (Un)Employment Insurance,” Affidavit of Professor Paul Phillips In the Matter 
of the Employment Insurance Act and In the Matter of a claim by Kelly Lesiuk, Public Interest 
Law Centre, Winnipeg, August, 1999, 72–83.

7. From 1994 through 1998, on average, over one half of all participants were in short-
term “training in job-seeking methods, planning of a professional career, motivation programs, 
programmes of psycho-social rehabilitation and personal development, and similar” [Ignjatovic, 
et al. (2000), 18].

8. The series in the table are from various sources and utilize different definitions and 
base years hence are not exactly comparable. However, all have been recalculated on a 1992 = 
100 base and, as is evident, there are no major differences in the trends in these series.

9. Over the 2000–2004 period, only eight of the twenty-five countries in the expanded EU 
had survey unemployment rates that averaged less than Slovenia of which only one, Hungary, 
was a transitional economy. Of those eight, two had unemployment rates as high or higher than 
Slovenia by 2004 [IMAD, Slovenian Economic Mirror, vol. 11, no. 11, November 2005, A 15].

10. The 1996 Labour Force survey revealed that: “Taking tegether the traditional manual 
worker group of plant and machine operators and [non-skilled labour] . . . is strong, at 27.5 
percent. In addition, the proportion of the two largest groups (plant and machine operators and 
technicians) is higher than the European average. The proportion of technicians is comparable 
to the proportion of employees in Germany, but nowhere in Europe are there so many machine 
operators (the average is 9.9 percent)” [Stanojevic (2000a), 27].
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Seven 
 

The PoliTiCal eConomy of The 
Slovenian TranSiTion: 1945–2004

Introduction

In Slovenia, the economic change that accompanied the disintegration of Yugo-
slavia was paralleled by a comparable transformation in the ideology and institu-
tions of the political system. Socialist self-management was replaced by Capital-
ist market economy and the liberal state. The initial transformation took place 
over a fairly short period around the years in which Slovenia declared its political 
independence and adopted its own constitution and political system. However, 
political change did not end with the adoption of the Constitution of 2001. The 
driving force propelling change was Slovenia’s goal of joining the European Un-
ion. As a result, constant adaptations to the Slovenian political system took place 
as part of the process of accession to the EU. One of the less acknowledged side 
effects of this evolution has been the diminution of Slovenian sovereignty since 
independence and the decline in the scope for democratic decision making in the 
country. Slovenia opted out of subservience to federal political decisions made in 
Belgrade and opted in to subjection to bureaucratic decision making in Brussels. 
This, of course, was the price of EU membership, the ultimate goal of Slovenian 
politics since the 1980s.

Any account of the transition in the Slovenian political system must begin 
with the Communist system that was adopted following the triumph of Marshal 
Josip Broz-Tito and the Yugoslav National Army aided by the Slovenian National 
Liberation Front (the Partisans) at the end of the second World War.

Slovenian Political System: 1945–1991

The 1946 constitution of Yugoslavia was patterned on that of the Soviet Union 
based on the concepts of “democratic centralism” (centralization of power in 
Belgrade) and a one-party state. As Luksic has noted, “Power was concentrated 
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and centralized in federal executive organs and organs of the Communist Party 
of Yugoslavia which directed the development of the entire country” [Luksic 
(2001), 3]. The Slovenian constitution, adopted in 1947, reflected the very lim-
ited jurisdiction that the federal constitution provided the republics. Control 
of the People’s Assembly and of government organs was in the hands of the 
“Collective Presidency” but given Slovenia’s subordinate status in the Yugo-
slav Constitution, the Collective Presidency and the Assembly exercised little 
legislative sovereignty.

However, the Soviet style political and economic model prevailed only brief-
ly, until the break with Moscow in 1948 and, after 1950, the move to the self-man-
agement economic system and a pluralist, corporatist political system—or as its 
architect, Edvard Kardelj designated it, “pluralism of self-management interests” 
[Luksic (2003), 511 ff.]. The evolution of the political system began with the 
transformation of the Communist Party from a political party that governed on 
behalf of the working class into the League of Communists that was to represent 
only an avant-garde of the working class. The political platform that contained the 
separation of the League of Communists from the state and the transformation of 
the Party into an ideological and political avant-garde was released in 1952, at the 
Sixth congress of the Communist Party of Yugoslavia.

The reasons for this radical economic and political project—the dismantling of 
the state and ending single party control—lay in the failure of central, bureaucratic 
control in a federation that was overwhelmingly peasant and with a highly diverse 
economy and ethnic population. Central political control had also contributed to the 
alienation of the population from Party officials centered in Belgrade. Thus began 
the process of de-etatization (reduction of state control) in the sphere of production 
and in the communal (local) government system, decentralization of political power 
in territorial terms along with the disestablishment of the Communist Party.

This very much accorded with traditional Slovenian social values. Indeed, the 
theoretical and ideological leader of this project, Kardelj, was from Slovenia where, 
historically, there had been a weak attachment to liberal political values based on 
the abstract individual. Rather a political tradition of collective interests existed, 
represented by Catholic and Christian Socialist corporatist organizations and con-
ceptions. Indeed, there was a strong, anti-party culture in Yugoslavia and in Slov-
enia particularly and this was reflected in Kardelj’s thinking. Luksic writes,

In Kardelj’s estimation, political parties, regardless of how democratic they 
may be, are unable to express the will of heterogeneous interest and therefore 
are also unable to express the will of real human beings which are the embo-
diment of a range of personal and social interests. . . . [He] proceeded from the 
central belief that a citizen is not abstract but concrete and therefore is imbued 
with his or her own specific interests. [Luksic (2001), 45–46]

These specific interests were best represented, not by political parties, 
but a pluralistic network of self-managing institutions. Such a network 
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based on corporatist lines was, in his view, much more an embodiment of 
democracy that was a political party system. In any case, his views guided 
the evolution of the Yugoslav political system which developed its most 
pluralistic and effective form in Slovenia.

The culmination of this evolution was the constitution of 1974 and the Law 
on Associated Labor of 1976. At the political level this involved the repudia-
tion of institutions of representative democracy and their replacement by the very 
complex delegational system, a form of direct democracy. At the commune and 
republic level there were three legislative chambers, one each representing lo-
cal communities, workplace organizations, and sociopolitical organizations. At 
the federal level there were two chambers, the federal chamber composed of 
delegates elected by corporate organizations and the Chamber of Republics and 
Provinces elected by the republic and provincial assemblies. Each republic also 
obtained a veto on federal legislation. The complexity of the system may be un-
derstood when it is pointed out that in 1978 there were 544,000 elected delegates 
to sociopolitical communities in Yugoslavia (all administrative territorial units 
of state authority) plus almost 600,000 delegates elected to manage the affairs of 
economic organizations. In short, in excess of one million people were directly 
involved through the elected delegation system in political and economic man-
agement of Yugoslavian affairs.

Economic organization and governance was equally complex as was the po-
litical structure. Workplaces were organized as “basic organizations of associated 
labor” (BOALs) and combined with other BOALs and Work Communities (of-
fice operations) comprised the Work Organization or the basic enterprise, which 
could combine with other related organizations to form Composite Organizations 
of Associated Labour (COALs). COALs were defined as “association(s) of work 
organizations which are mutually linked by the production of raw materials and 
the supply of energy, raw materials and intermediate goods, semi-manufactures 
and/or parts for finished products, and through the sale of goods and services ” 
[Yugoslavia (1977), 255].

At the social service and commune levels, there were also Interest Commu-
nities or Interest Unions governing education, health, research, and community 
and social services. Each of these organizations, communities and unions had 
elected workers, or worker-consumer, councils. Social compacts, self-manage-
ment agreements and similar contractual agreements could be made between the 
economic and political organizations thereby replacing the market and the state 
in an attempt to replace both the market and the state as the determinants of eco-
nomic and political values. Economic and social planning was to be “from the 
bottom up.” The design of the political system, therefore, was for the power of 
the political establishment to stem from associated labor, from the position of the 
worker and individual within the sphere of labor, and not like in liberal capital-
ism, from the abstract citizen lost in an anonymous election mechanism.
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On paper, this appeared the epitome of political and economic democracy 
as, indeed, in theory it was. In fact, it did work albeit imperfectly, particularly in 
Slovenia which had the highest level of political and economic development in 
the country. But the political transaction costs and the growth of monopoly ar-
rangements enacted a high cost in lost efficiency which, no doubt, contributed to 
the economic problems of the 1980s when a host of other problems, both domes-
tic and foreign, beset the Yugoslav economy.

The Crisis of the 1980s

There is no dispute that Yugoslavia faced an economic and political crisis in the 
decade of the 1980s though its impact may not have been felt as acutely in some 
parts of the country, such as Slovenia, as in other parts. The major issue in dispute, 
however, remains the cause of the crisis. Was the cause inherent in the political-
economic system as many orthodox economists and political scientists argue? 
Did the cause lie in the ethnic divisions and the particular policies the politicians 
advocated and carried out with respect to both the economy and the ethnic divi-
sions in the country? Or was the cause external to the country, originating in the 
policies, intrigues and economic fluctuations of Europe, the United States and the 
Soviet Union? That is, was the crisis precipitated by systemic failure, political 
failure, or outside intervention?

A case can be made for all three, though a distinction must be made be-
tween what constitutes the primary cause and which constitutes secondary or 
contributing causes; or indeed, what is a result that has the appearance of cause. 
For instance, much has been made of ethnic divisions, in particular the rivalries 
between the Serbs, Croats, and Albanians (in Kosovo) which had precipitated 
political crises at various times in the past and which Tito and the constitutional 
institutions (e.g. rotating presidency, autonomous provinces, republican borders) 
had managed to contain prior to Tito’s death in 1980. But these previous ethnic 
uprisings had occurred in periods of economic stress and were overcome with the 
resumption of economic growth. Ethnic strife, therefore, can be seen as the result 
of the economic crisis rather than the cause of it. It was the continuing crises and 
the inability of the Yugoslav authorities to develop policies to overcome the eco-
nomic problems and “buy-off” ethnic conflict that ultimately led to the disintegra-
tion of Yugoslavia and the civil wars that followed, a disintegration from which 
perhaps only Slovenia can be said to have emerged a longer-term winner.

To what extent can the crisis be said to have originated in systemic failure? 
The more orthodox, neoclassical economists argue that the problem was inherent in 
social property. Given that social property was “owned by everybody and owned by 
nobody” they alleged that everyone expected to benefit from public property with-
out taking any responsibility for it. The result was that self-managed enterprises 
paid out their total incomes in the form of wages leaving nothing for depreciation 
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and investment. Enterprises, therefore, were required to borrow funds for invest-
ment and depreciation from their own, captive banks which increased the effective 
money supply. This monetary expansion in turn fed inflation which was running in 
the 40 to 60 percent per year range through much of the 1980s only to accelerate 
into hyperinflation by the end of the decade. Given the decentralization of monetary 
and fiscal authority, the federal government and the Yugoslav central bank was po-
litically unable to control the process.

Furthermore, the market mechanism that had proved to be so successful in 
the market socialist period of the sixties and seventies had been partly superceded 
by the self-management agreements and social contracts entered into by enter-
prises and interest unions as provided for in the Constitution of 1974 and the Law 
on Associated Labour in 1976. The result was a progressive increase in monopoly 
power and an increase in protectionism between republics which also served to 
drive up prices and inflation while allowing, at the enterprise level, a high degree 
of over-manning with the resulting fall in labor productivity.

Complicating the picture further, the “withering away” of the official central 
role of the Communist Party left a policy, management and co-ordination vacuum 
at all levels of government and the economy. This vacuum was filled by the unof-
ficial role of the League of Communists in controlling the election of delegates to 
enterprise management and local government positions creating a form of ‘shadow’ 
government. Legitimacy for the local political-economic elite was maintained by 
funnelling public monies to subsidize failing and inefficient enterprises creating 
soft budget constraints that further weakened market forces that would have en-
couraged efficient operation, innovation, productivity growth, and labor saving. 

There is a certain legitimacy to this critique of the system though it did not, 
in fact, emanate from the logic of social property or of self-management but rather 
from the suppression of market forces and the failure to provide for coherent fis-
cal and monetary policies or any effective mechanism for managing the economy. 
That is, it followed from the “withering away” of the national state but, at the 
same time, the augmentation of the powers of the republics, enterprises and local 
elites. The most egregious failure was that of making the expansion of credit a 
subsidiary function of the enterprises themselves. This would produce economic 
failure regardless of the form of property ownership. In the case of Yugoslavia, 
the subsidization of social enterprises and wages came in the form of inflation, an 
inflation that was the most prominent and debilitating manifestation of the crisis.

It is arguable that the systemic failures enumerated above were not the initiat-
ing cause of the economic and political crises of the 1980s but rather contributed to 
the failure of Yugoslavia as a nation to deal effectively with the destabilizing forces 
originating outside the country. In the last couple of years of the Tito era, particu-
larly 1978-1980 when Tito was obviously dying, there was considerable anxiety 
that the country would succumb to regional infighting based on very high regional 
income disparities. (The ratio of per capita income between developed Slovenia and 
underdeveloped Kosova was at least five to one.) To quell regional unrest, money 
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from western financial markets was borrowed and spent, but with little lasting ac-
cumulation of productive capital. In short, the debt contracted, which tripled in the 
last few years of the decade to around U.S.$ 20 billion, was largely consumed.

To this debt problem were added other unfavorable international developments, 
particularly after Europe slid into recession in the early 1980s and began erecting 
protectionist barriers to trade and reducing employment of Yugoslav guest workers. 
Although Yugoslavia had special “developing country” trade arrangements with the 
EEC, its exports were subject to frequent harassment by recourse to anti-dumping 
laws by European competitors. In 1989, there were around two hundred such cases. 
While Yugoslavia won appeals in 90 percent of these cases, they were largely pyr-
rhic victories since, by the time the appeals were heard, the markets had been lost. 
Guest-worker remittances which in the 1970s were more than enough to pay the 
entire foreign interest payments, by the early 1980s had decreased by around 85 per 
cent. After 1982, interest payments exceeded remittances.

However, the most important international development that undermined the 
Yugoslav economy and exacerbated the internal ethnic tensions was the interna-
tional debt crisis initiated by the United States with the adoption of monetarism 
and the jacking up of interest rates. Thus the interest on foreign debt tended to ac-
cumulate, increasing net foreign indebtedness without any infusion of offsetting 
capital or capital goods. This meant a shortage of new investment particularly in 
imported capital goods which embody new, productivity-increasing technology, 
thereby contributing to continued economic stagnation which, in turn, added to 
the burden of the foreign debt. 

Yugoslavia turned to the International Monetary Fund (IMF) for help. This 
only made the problem much worse as IMF conditions demanding austerity deep-
ened the economic crisis which fed and expanded the political crisis. Michael 
Parenti writes:

[Yugoslavia] decided to borrow heavily from the West in order to simultaneo-
usly expand the country’s industrial base, its export production, and its output 
of domestic consumer goods. But when Western economies entered a recessi-
on and blocked Yugoslav exports, thereby diminishing its export earnings, this 
created a huge debt for Belgrade. And the massive debt began to develop its 
own interest-fed momentum. In short order, as in so many other debtor nations, 
the creditors, including the World Bank and the International Monetary Fund 
demanded a “restructuring.” Restructuring consists of a draconian austerity 
program of neoliberal “reforms”; wage freezes, the abolition of state subsidi-
zed prices, increased unemployment, the elimination of most worker-managed 
enterprises, and massive cuts to social spending. . . . Restructuring wreaked its 
neoliberal havoc. [Parenti (2000), 19–21; see also Johnstone (2002), 21–23; 
Chossudovsky (1997), 243 ff.; and Woodward (1995), 45–67]

The neoliberal havoc that followed the debt crisis had direct political con-
sequences, the ramping up of regional nationalism. As Johnstone notes, “a chain 
of causality led from the ‘debt trap’ to the IMF reforms to the economic crisis of 
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the 1980s to the nationalist explosion of the 1990s” [Johnstone (2002), 23]. The 
initial macro-economic reform program was implemented in 1980 with resulting 
slower growth, rising foreign debt, and falling living standards. A second IMF-
mandated ‘stabilisation program’ was instituted in 1983. Combined with import 
liberalization, a credit freeze and devaluation, industrial investment and growth 
plummeted and inflation took off. An ‘anti-inflation program’ introduced in 1988 
served only to speed up the rise in prices and, with wages frozen, falling real 
wages. One result was uprisings in Vojvodina and Montenegro [Chossudovsky 
(1997), 245].

In December of 1989, when Yugoslav Prime Minister Ante Markovic an-
nounced his latest economic reform package to combat hyperinflation and economic 
decline, he also began the dismemberment of Yugoslavia’s system of socialist self-
management and the creation of capitalist labor and capital markets. The austerity 
program, launched in January of 1990 in conformance with an IMF Stand-by Ar-
rangement and a World Bank Structural Adjustment Loan had all the characteristics 
of what has now become known as the “Washington Consensus” expenditure cuts, 
wage freezes, convertibility of the dinar (at an overvalued rate), liberalization of 
interest rates, deregulation of prices, reduction of import quotas, bank reforms and a 
freeze on payments to the republics—produced economic collapse, and hyperinfla-
tion, on an unprecedented scale. As Chossudovsky concludes:

The IMF-induced budgetary crisis had engineered the collapse of the federal 
fiscal structure. This situation acted in a sense as a fait accompli prior to the 
formal declaration of secession by Croatia and Slovenia in June 1991. Poli-
tical pressures on Belgrade by the European Community combined with the 
aspirations of Germany to draw the Balkans into its geo-political orbit had also 
encouraged the process of secession. Yet the economic and social conditions 
for the break-up of the federation resulting form ten years of “structural adjust-
ment” had already been firmly implanted. [Chossudovsky (1997), 247] 

It must also be recognized that the international impetus for the “nationalist 
explosion” was not restricted to the actions of the IMF and the WB in exacerbat-
ing the economic crisis. The United States was directly involved in the economic 
and political destabilization of Yugoslavia from the early 1980s. Germany was 
also involved in supporting Croatian and Slovenian independence and in funnel-
ling arms and military equipment in support of the independence of Croatia and 
Slovenia while the US blocked attempts by federal authorities to prevent the arm-
ing of the breakaway republics.

What, then, can we make of these various explanations for the disintegration 
of Yugoslavia in the early 1990s? And what were the political forces operative 
in Slovenia that contributed to the implosion? To the first question it is clear that 
the economic crisis that had its origins in the “debt trap” played perhaps the most 
important initiating role but a role that was made much more serious by the “with-
ering away” of any central state authority that could introduce policies that would 
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counter the crisis. Furthermore, by allowing the neoliberal international agencies, 
the IMF and WB, to dictate the terms of economic policy, failure to solve the eco-
nomic problems was virtually assured. Attempts by Belgrade to reassert federal 
authority and introduce economic policies mandated by the IMF aroused further 
estrangement from the dissident republics and provinces, not least in Slovenia 
which objected to paying for transfers to the lesser developed regions where they 
appeared to be absorbed in unproductive, nationalist expenditures. The interven-
tion of foreign governments, in particular Germany and the United States, merely 
assured that a domestic Yugoslav solution was not possible. The subsequent dis-
memberment of the country had minimal direct affects on Slovenia though, as 
we have pointed out in previous chapters, it did have a serious, though transitory 
economic effect on the new Republic.

The Slovenian Political System and the Crisis

While these geopolitical forces were acting on Yugoslavia, what of the political 
forces acting within Slovenia? While accepting that “the insensitive interventions 
of the world” was a key factor in the disintegration of Yugoslavia, Slovenian 
political scientists Fink-Hafner and Lajh place more emphasis, at least as far as 
Slovenia is concerned, on the growing diversity in structure, culture and ideology 
among the republics and autonomous provinces such that “they were unable to 
define any single system of regulation to satisfy all the units” [Fink-Hafner and 
Lajh (2003), 38, 40].

Slovenia was considerably both more “European” and more developed than 
other parts of the Federation. From the very beginnings of post-war Yugoslavia, 
Slovenia had maintained its maximum independence from Belgrade, as much 
as the constitution allowed. Increasingly by the 1980s, the level of economic, 
political and cultural development and the growth of a pluralistic, civil society 
led Slovenes to identify culturally and politically with western Europe and in par-
ticular with Austria and Germany rather than with their Balkan partners. This was 
one factor in the declining legitimacy of the socialist political hegemony which 
was also being challenged by the fall of the Berlin wall and the emerging disinte-
gration of the Soviet Union. Slovenia had also developed political-economic ties 
with Austria and Italy, in particular in the form of the Alpen-Adria association that 
promoted commercial, cultural and political exchanges between the contiguous 
regions of these countries.

Increasingly, then, the cultural attraction of western Europe and the Europe-
an Economic Community, as it was known then, became a Slovenian fixation. It 
has been suggested that if the EEC would have accepted the whole of Yugoslavia 
as a potential member at that time, Slovenia might not have felt the necessity of 
political independence to “join Europe.” However, entry into the European Com-
munity required both a certain level of economic and social development and also 
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political “reform” (abandonment?) of its socialist system. The rest of Yugoslavia 
was considered neither to have that level of development nor the willingness to 
introduce the political reforms necessary to be acceptable as a candidate for EEC 
membership. Slovenia began to accept the necessity of a greater independence as 
a precondition of European membership, though at least initially, it was willing to 
entertain the idea of a more asymmetric federation—what the Quebec separatists 
in Canada had called “sovereignty-association,” as an alternative to a complete 
break with the other Yugoslav republics. 

It is hard to believe that it was possible for the Yugoslav republics to have 
more independence than they already had by the late 1980s and still be considered a 
single country. In any case, the need to re-establish central controls on the national 
economy in order to implement the economic “reform” demands of the IMF, WB 
and European financial institutions was forcing Belgrade in the opposite direction, 
a direction that Slovenia completely rejected. The accession of centralist Slobodan 
Milosevic to the leadership of the Yugoslav League of Communists in 1986 and 
changes to the federal constitution in 1988 giving the federal government more 
power were strongly opposed by Slovenia. Relations with Serbia subsequently de-
teriorated as Serbia declared an economic embargo on Slovenian goods and under-
mined the national financial system by printing money to finance the Serb state. As 
Fink-Hafner and Lajh have concluded, “when the (re)centralising federal system 
became clearly dysfunction for the most economically developed parts (especially 
Slovenia), this type of federal system became problematic” [Fink-Hafner and Lajh 
(2003), 46].

Politically, Slovenia began moving in the direction of disassociating itself 
from the Federation. The most important step was the adoption of constitutional 
changes providing for a multi-party electoral system for the 1990 election, a new 
basis for elections to the assemblies and the presidency, and dropping “Socialist” 
from the name of the republic. In the following election contested by fitteen of 
thirty-four registered parties, nine parties were successful in electing members 
to the parliament. A number of these parties were in fact directly tied to factions 
within the previous socialist-communist organizations. The strongest party that 
has emerged from the earlier socialist system was the Liberal Democrats which 
was previously the League of Socialist Youth of Slovenia. The United List of 
Social Democrats was formed in 1993 out of the remnants of the old League of 
Communists and other socialist parties. The Slovenian People’s Party was es-
tablished in 1988 out of the existing Association of Slovenian Farmers while the 
Democratic Party of Pensioners of Slovenia emerged from older pensioners’ or-
ganizations. The Social Democratic Party was founded in 1989 out of a union dis-
pute between the new “independent” unions and the older, established communist 
unions. Also, the first president of Slovenia, elected in 1990, was Milan Kucan, 
the former President of the League of Communists of Slovenia. He was re-elected 
as an independent candidate twice, in 1992 and 1997.
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However, there also emerged parties from the pre-socialist political culture, 
in particular the Christian Democratic Party which represented the older Catholic 
block. It was one member of the anti-communist, center-right DEMOS coali-
tion that gained a narrow majority in the 1990 election, 126 of the 240 seats in 
the three houses of the assembly. However, this coalition proved unstable and 
inexperienced in government and was replaced by a left-cenetr coalition led by 
the Liberal Democrats headed by Janez Drnovsek, former President of the Yugo-
slav Presidency, before the 1992 election. Nevertheless, the DEMOS coalition 
remained in power long enough to hold a referendum on secession from Yugo-
slavia (December 1990, 89 percent in favor) and preside over the declaration 
of independence (June 25, 1991) and the adoption of a constitution for the new 
country (December 1991).

According to Luksic, the 1991 constitution embodied “liberal, socialist, demo-
cratic and corporative principles” [Luksic (2001), 9–10]. It was liberal, he notes, in 
that it incorporated protection of human rights, the rule of law, division of powers, 
the separation of church and state and the protection of competition. It was socialist 
in that it provides for a welfare state, the right of workers to form unions, to strike 
and to take part in decision making, and the right of all to suitable housing and a 
clean and healthy environment; and it was democratic in that it provided for free 
elections putting power in the hands of the people. But, he adds, it was also corpo-
rative in that it created a second house of parliament, the National Council, which 
is elected from interest constituencies and in addition provides for self-managing 
units for particular functions and public administration. Further, it provides special 
protection for the Italian, Hungarian and Roma ethnic minorities.

Indeed, the pluralistic-corporatist heritage of the previous socialist system is 
evident in the structure of the National Council. It is composed of forty council-
lors, twenty-two representing local territories, eighteen representing functional 
economic groups such as unions, employers, farmers, and professionals, and the 
education, social security and health sectors. However, it has very limited pow-
ers. It can make policy proposals and give advice to the main legislative body, 
the National Assembly; it can conduct inquiries and initiate referendums; and it 
can return legislation passed by the National Assembly back to the Assembly for 
reconsideration but the Assembly can re-enact the legislation with a two-thirds 
majority. Thus its “veto” power is essentially only the power to delay and force a 
second look at legislation [Fink-Hafner and Lajh (2004), 58]. Election to the Na-
tional Council is indirect, from electoral bodies of representatives of local com-
munity councils and representatives of interest group organizations.

The Constitution also provides for a directly elected President who must 
gain a clear majority of votes cast, either in the initial election or in a subsequent 
run-off election if there were not a majority winner in the initial vote. However, 
the Presidency is a very weak position with largely ceremonial, “head of state” 
functions. The one significant function is the President’s power “to nominate the 
Prime Minister and even to dissolve the National Assembly and call new elections 
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when no candidate for Prime Minister obtains the requisite majority of votes” 
[Fink-Hafner and Lajh (2004), 59].

The National Assembly is the real seat of legislative power and is presided 
over by a president elected from among the deputies. Executive power, however, 
is wielded by the government administration which is headed by ministers nomi-
nated by the Prime Minister. These ministers can not be members of the Assem-
bly thereby ensuring the separation of the legislative and executive branches of 
government. 

The electoral system used for the 1990 election was a decidedly mixed com-
bination of systems, proportional balloting for the sociopolitical chamber, “first-
past-the-post” for the associated labor chamber, and absolute majority for the local 
communities chamber. Indeed, the 1991 Constitution contained no provision for 
a voting system because of a dispute between the right which favored a majority 
system and the left which favored proportional representation. However, before 
the 1992 vote, an electoral law was adopted which provided for a variation of the 
proportional system based on eight electoral divisions with eleven deputies each 
but also incorporating national lists with a 3.3 percent threshold. This system was 
revised by a constitutional amendment in July 2000 which retained the eight elec-
toral divisions of eleven members each but established a 4 percent threshold and 
eliminated the national lists. Two deputies are elected on a first-past-the-post system 
from special ethnic constituencies of the Italian and Hungarian minorities.

Despite the number of parties contesting the elections and electing depu-
ties since independence, governments, with a couple of exceptions, have been 
remarkably stable. This is despite the fact that no party has ever achieved a ma-
jority in the Assembly. However, the coalitions formed, all but the two short-
lived right-wing blocks, have generally been sufficiently consensual that frequent 
government or administration changes have been avoided. There are a number of 
reasons that can be advanced for this stability. The first has been the consistent 
and growing strength of the Liberal Democrats (LDS). In the 1990 election the 
LDS received 14.5 percent of the vote, second only to the United List (Reformed 
Communists) but ended up with slightly more seats. In any case, the resulting 
government was formed by the right block coalition which had forty-seven of 
eighty seats in the sociopolitical chamber with 45 percent of the vote. The Lib-
eral Democrats headed the short-lived center-left coalition after the fall of the 
DEMOS government and then in the 1992 election the LDS support rose to 23.4 
percent. It continued to rise in subsequent elections, in 1996 to 27 percent and in 
2000 to 36.3 percent when it won thirty-four out of ninety seats (39 percent of the 
eighty eight party contested seats). 

LDS based coalitions have only once in the post-independence period lost 
power, in the short period of June to November of 2000 when Prime Minister Dr-
novsek lost a vote of confidence in the Assembly and one of his coalition partners, 
the Social Democrats switched sides and voted with the merged Christian Demo-
crats and Slovenian People’s Party. However, in the subsequent election, the right 
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block coalition lost badly and the LDS again led the governing coalition. For most 
of the period of independence, elections have favored, albeit weakly, center-left 
parties, perhaps reflecting the increasingly urban population that tends to vote left 
rather than right as, disproportionately, the rural population does.

What is perhaps somewhat unique is that most of the coalitions put together 
by the LDS have been “grand coalitions,” that is involving parties from both the 
left (socialist) and right (conservative, catholic) as well as the liberal, centrist 
(perhaps slightly left of center) LDS. For instance, the 1993–1996 grand coali-
tions included both the Christian Democrats and the United List among other par-
ties as did the 2000-2002 coalitions. Luksic credits the anti-party bias of Slovenes 
for this ability to compromise and seek consensus though it could also be a mani-
festation of the slow, one could say “conservative,” pace of changes in the system 
and the rejection of rapid privatization and “shock therapy” of the economy after 
the fall of the first right-block government in 1992, a consequence in part of op-
position to its inept radical “reform” program. 

However, it probably equally reflects the continued adherence to corporatist 
values and institutions that Luksic also identifies. The National Council is one 
such corporatist institution. He writes:

the corporative tradition has always played an important role in the political 
life of Slovenia. With few exceptions, interest groups and professional asso-
ciations enjoyed precedence over parties, the community enjoyed precedence 
over the market and authentic man enjoyed precedence over the notion of an 
abstract citizen. The National Council embodies this uniquely Slovenian inter-
pretation of political life. The National Council, and its deputies made up of 
members of various associations, chambers and unions, represents the central 
tenet of political corporatism. In this sense, although the National Council has 
limited powers, it plays an important stabilizing role. [Luksic (2001), 25–26]

Perhaps even more indicative of the corporatist tradition in Slovenia is the 
Economic-Social and Ecomocic Council, established in 1994. The Council in-
cludes five government representatives, five from the trade unions and five repre-
senting employers. It meets regularly to discuss and develop positions on social 
and economic matters including fiscal, budget, and labor market policies, and 
social programs. While the Council itself does not have legislative powers, it has 
had growing informal power and every year or so since 1995 has concluded a se-
ries of social contracts establishing agreed and binding measures regarding most 
economic and social issues that relate to the welfare of workers and the general 
population, including minimum wages and income policies. Detailed wages at 
various levels and industries are determined through direct collective bargaining 
between delegates from the unions and those from the employers. The system of 
co-determination at the workplace, borrowed from Germany, is another mani-
festation of economic corporatism which also incorporates some aspects of the 
previous self-management system.
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“Europe Mania”

Despite the corporatist and anti-party traditions in Slovenia, it was the “Euro-
pean ideology” that guided the political approach of almost all the political par-
ties, left, right and center, since the eighties and that has provided the stability to 
the political system that we have observed in Slovenia over the past decade or 
so. Except during the brief periods of right-block government and despite some 
domestic disputes over implementing policies dictated by the EU as conditions 
of accession, the desire to become part of the European Union triumphed over 
domestic concerns and political differences among the parties. Even the League 
of Communists adopted European entry as its campaign slogan for the 1990 elec-
tion. The consensus on Europe was made explicit in 1997 when all the parties in 
the National Assembly endorsed a special agreement pledging cooperation in the 
period leading up to EU accession. Slovenes, particularly the elites, concluded 
that “joining the club” was the only alternative as a survival strategy in the post-
Yugoslavia world. However, this was not a conclusion based on analysis of the 
economic pros and cons of membership in the EU but rather on what Fink-Hafner 
and Lajh have labeled, “Euro-euphoria” [Fink-Hafner and Lajh (2003), 78], an 
nquestioned belief that EU membership would “consolidate the democratic po-
litical system and strengthen the free-market economy” [Fink-Hafner and Lajh 
(2003), 74].

 That belief was never rationally challenged despite the rise of a number of 
ideological conflicts and the future loss of economic and political sovereignty 
that will result from the adaptation of the Slovenian Constitution and legisla-
tion to conform to Europe’s dictates. The first major political issue that arose 
came soon after Slovenia applied for EU membership in June, 1996 though the 
matter was first raised by Italy during the negotiations that led up to the Europe 
Agreement between the EU and Slovenia. The Europe Agreement provided for 
political dialogue, the promotion of trade, technical and financial assistance 
from the EU to assist in moving Slovenia into conformance with European law 
and practices, and the institutional framework for the integration of Slovenia. 
The agreement was signed the same day that Slovenia applied formally for 
membership though it was some time before it actually took effect. The is-
sue was Italy’s opposition to a constitutional prohibition of land ownership in 
Slovenia by foreign citizens which clearly violated European legislation. A year 
later, after a strong and prolonged debate, Slovenia acceded to Italy’s position 
and the Constitution was amended in accord with European law. Subsequently 
the Europe Agreement was ratified by the Slovenian parliament.

However, the land ownership law was not by any means the only constitu-
tional or legislative provision that had to be amended in order to conform to the 
acquis communautaire, the obligations of EU membership established in the trea-
ties, policies, decrees and legislation of the Union. Over the following six years, 
the Slovenian government, and a negotiating team directed by the Prime Minister 
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and his Council of Ministers, conducted negotiations for the country’s accession 
which were successfully concluded in 2003. Though the word used is “negotia-
tions,” in reality Slovenia’s politicians were restricted in negotiating only how 
Slovenian law and practice would be adapted to Europe’s. This is clearly pointed 
out by Fink-Hafner and Lahj:

There is strong awareness that Slovenia decided to join the EU and not visa 
versa, and hence it is necessary to speak about the synchronisation (i.e. chan-
ging) of the Slovenian system in line with the EU’s system. The key part of the 
negotiations therefore has taken place at home, which has also triggered some 
serous domestic conflict. [Fink-Hafner and Lajh (2003), 141] 

While conflict may have been triggered, the consensus “that there was no 
alternative” meant that there was little room for ultimate disagreement. Fink-Haf-
ner and Lajh go on to make it clear that this was a case of “policy taking” and not 
of “policy making.”

The acquis communautaire is the result of 50 years of agreements and com-
promises made by the leading European countries concerning economic and 
political power. Therefore it is hard, or better practically impossible, to expect 
that the acquis could be changed. As a result, the most that candidate-coun-
tries can get in the “negotiations” is perhaps a few additions to the acquis or 
delays (i.e. transitional periods) in its implementation. . . . In the negotiating 
(accession) process, candidate-countries have therefore very little space for 
negotiations, while the EU is always one step ahead of them with its “take it or 
leave it” approach. The story of candidate-countries’ legislative alignment and 
fulfilling of the conditions for EU accession is thus above all an internal story 
about reforms that will contribute to candidate-countries’ EU membership. 
Fink-Hafner and Lajh (2003), 149] 

Thus, the scope for policy making was exceedingly narrow which virtually 
ruled out serious ideological differences. Once all parties accepted that the only 
option was entry into the European Union, major debate in parliament was virtu-
ally precluded. The political and economic agendas in the legislature of Slovenia 
were largely determined by the overarching neoliberal agenda of Brussels. 

The Future of Politics

The constitution of Slovenia has been amended so that the executive wing of 
government has more power to adapt to EU strictures [Fink-Hafner and Lajh 
(2003), 169]. In other words, the “democratic deficit” that exists in the EU 
structure where the bureaucracy lacks effective democratic controls, now also 
constrains Slovenian decision making. Slovenia, knowingly though perhaps 
somewhat grudgingly, has surrendered a great deal of its political and economic 
sovereignty to a supranational organization. In 2007 when the country joins the 
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European Currency Union (ECU) it gives up another major field of economic 
sovereignty when it loses control of monetary policy. In fact, it is at least argu-
able that the political options facing Slovenia in the future will be more con-
strained than they were in the old Yugoslavia. Whether the expected economic 
gains will be worth the loss of sovereignty, democratic powers and many of the 
trappings of statehood, however, only the future can tell. 

Notes

1. These included all self-managing organizations and commune assemblies and 
candidates nominated by a conference of the sociopolitical organizations, the League of 
Communists, Socialist Alliance of Working People, Socialist Youth, Trade Unions, and the 
Veterans’ Organization.

2. Diana Johnstone argues that, in the primary instance, it was Slovenian nationalism and 
manipulation that, exploiting the economic crisis, led to the breakup of Yugoslavia. She writes: 

Slovenian nationalism grew up as such a civilized, modern, continental European variety 
that it was never even perceived as nationalism. It was indeed a new sort of nationalism: the 
exaltation of EU membership over national sovereignty, expressed in terms of self-glorification 
as anti-nationalist, devoted to human rights, ecologically sensitive, industrious, deservedly 
prosperous, and suitable to join “the club.” Joining the club was indeed the overriding motive 
of Slovenian separatism: leaving Yugoslavia was the way to join the rich man’s club ahead of 
the others. But putting this separatism in terms of escaping from Serbian “oppression” gave 
it a more appealing political dimension. Because it was simply a variant of EU chauvinism, 
Slovenian nationalism was invisible in Europe. (Fool’s Crusade: Yugoslavia, NATO and 
Western Delusions [Monthly Review Press: New York, (2002)], 137.)

Johnstone echoes the U.S. ambassador to Yugoslavia at the time, Warren Zimmerman, 
who wrote “In their drive to separate from Yugoslavia [Slovenes] simply ignored the 22 million 
Yugoslavs who were not Slovenes. They bear considerable responsibility for the bloodbath that 
followed their secession” (quoted in Johnstone, 137).

3. Arguably, this was the case of the massive failures of the giant private multinationals 
in the United States with the crash of the technology bubbles and the exposure of the corporate 
frauds in the late 1990s and the first few years of the new millennium. Companies could fund 
investment either through stock issuance or through fraudulent accounting practices which made 
available borrowed funds, providing soft budget constraints, subsidizing corporations and inflating 
stock values. These values were monetized until the bubble burst bringing a crash in asset values, 
bankruptcies and a loss of individual savings held in stocks, pensions and investment funds.

4. For a devastating attack on the “Washington Consensus” as a solution to the economic 
and debt problems of developing nations, see Stiglitz (2003).

5. “The objectives of economic and “strategic restructuring” were carried out concurrently. 
The former was to reinforce the latter. Washington’s intervention in this regard had been 
formalized in 1984 in a US National Security Decision Directive (NSDD 133) entitled “United 
States Policy towards Yugoslavia” labeled “SECRET SENSITIVE.” A censored version of 
this document was declassified in 1990; it largely conformed to a previous National Security 
Decision Directive (NSDD 54) issued in 1982 pertaining to Eastern Europe. The objectives 
contained in the latter document included expanded efforts to promote a “quiet revolution” to 
overthrow Communist governments and parties, while reintegrating the countries of Eastern 
Europe into a market-oriented economy [Chossudovsky (1997), 244].
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6. “Arms shipments and military advisers poured into the secessionist republics of Slovenia 
and Croatia, particularly from Germany and Austria. German instructors even engaged in combat 
against the Yugoslav People’s Army” [Parenti (2000), 26–27]. “On 17 January 1991, the United 
States made a decisive intervention on behalf of Croatian secession. The U.S. ambassador to 
Belgrade, Warren Zimmermann, informed [Yugoslav President] Jovic that the United States would 
not accept any use of force to disarm the [Croatian] paramilitaries. . . . The Yugoslav army was 
prohibited by the United States from using force to preserve the Federation, which meant that it 
could not prevent the Federation from being dismembered by force” [Johnstone (2002) p. 24].

7. The composition of the DEMOS coalition was the Social Democratic Party, the 
Christian Democrats, the Slovenian People’s Party, the Green Party, the Liberal Party and 
the Democratic Party. Since then, the Green Party and the Democratic Party have joined with 
the Liberal Democrats and in 2000 the Slovenian People’s Party and the Christian Democrats 
merged to form a heavily rural, right of center-oriented party.

8. These are the same powers that the Canadian head of state, the Governor General, has 
with respect to the Canadian parliament.

9. In this respect, the Slovenian system is similar to the American. However, the Prime 
Minister is not, as is the case in the United States, directly elected but rather is nominated by the 
President and voted on by the Assembly and is normally the leader of the party with the largest 
number of seats in the legislature.

10. Calculated from Luksic (2001), 21, Table 2; and Fink-Hafner and Lajh (2004), 57, 
Table 5.
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PoliTiCal Change and fiSCal 
PoliCy: The role of The BudgeT 

in The Slovenian TranSiTion

The move from self-managing socialism to capitalist market economy involved a 
major transformation in the role of the state. The attempt in the 1974 constitution 
to reduce the state’s role by decentralizing power and establishing self-managing 
interest unions and enterprises linked by social contracts to provide not only com-
mercial goods and services but also social or public services was only partially 
successful. The reason was that the state at the federal and republic levels withdrew 
from its managing and coordinating role leaving the local party elites to fill the void 
in the form of an unofficial shadow management structure. Indeed, before 1992 
there were over 6000 separate public sector budgets in Slovenia. Thus when the 
self-management system was abandoned at the end of the 1980s, the state had to 
reassert its management and coordinating role by assuming responsibility for the 
public sector, social and economic infrastructure, social programs and social serv-
ices. With independence in 1991, Slovenia had also to provide for defence, border 
services and security, and international relations.

In other words, independence and the switch to parliamentary governance 
necessitated a new economic and social role for the state, a role that is largely 
implemented through the fiscal and budgetary policies of the government. The 
budget becomes the most crucial reference point for assessing the long-term eco-
nomic and social policies of the government, laying out the direction, composi-
tion and objectives of policy and the methods to achieve these goals. In doing 
so, it also establishes the criteria of success—the extent to which the country as 
a whole achieves these goals. The budget and the fiscal policy that it contains, 
therefore, is a profoundly political document and reflects the revised political 
orientation of the newly independent state.

However, the budget is not only a political document. It is also an admin-
istrative or management instrument which sets out, not only the objectives, but 
also the means by which they are to be obtained while simultaneously limiting the 
state’s expenditures and accounting for how such expenditures are to be funded. 
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Finally, the budget is an economic document, a tool for managing and en-
couraging the growth of the economy. In this regard, the budget operates at two 
levels, “micro budgeting” and “macro budgeting.”

Macrobudgetary decisions include choices on broad-based aggregates, the size 
of the public sector, deficits and debt, all of which are influenced by economic 
trends and external constraints. They represent more centralized, top-down 
processes and decisions made by high level officials. Microbudgetary deci-
sions include lower level choices on programs, ministry budgets, influenced 
by specialized interests and constituencies. Decision-making tends to be more 
fragmented and decentralized, more bottom-up, focusing on middle- and lo-
wer-level officials and legislators. [LeLoup, Ferfila, and Herzog (1999), 216] 

There may, of course, be conflict between the two levels such as the need to 
constrain government expenditures to reduce inflationary pressures and while at the 
same time respond to the demand for more expenditures on education to increase 
the supply of skilled labor. Such conflicts are inherent in the budgetary process 
but how they are played out will reflect not only the political orientation and man-
agement strategy of the government but also the pressures from external actors 
such as the European Union, the International Monetary Fund, the World Bank, the 
World Trade Organization and other international financial and trade institutions 
and agreements. Furthermore, macroeconomic budgeting is made more complex 
because the other major macroeconomic lever, monetary policy, is controlled by the 
central bank and not the government. Central bankers are notoriously conservative 
and prone to focus on one primary goal, that of price stability, to the exclusion of 
other macroeconomic objectives such as has been the case with the European Cen-
tral Bank’s defence of high interest rates at the expense of unemployment.

Fiscal Policy and Budget Priorities in the Transition

As we have pointed out previously, the political imperative driving Slovene politics 
since the eighties has been entry into the European Union. This has meant pressure 
to tailor the size and composition of state expenditures to conform to the Maastricht 
criteria and to the other acquis laid out by the EU as conditions of entry into the 
union. Two of the Maastricht criteria bear directly on the budgetary process—the 
limit on the public debt to GDP ratio, and the limit on the size of government defi-
cits to a maximum of 3 percent of GDP. However, Slovenia has had little difficulty 
in meeting these criteria. The public debt has remained at around a quarter of the 
GDP, well below the Maastricht limit, and government deficits have generally been 
minimal although in 2002, the deficit did approach the 3 percent ceiling. Indeed, 
preoccupation with balancing the budget has been a feature of the Slovenian budg-
etary process since independence such that, if after presenting the first draft of a 
balanced budget, any increased allocations to one program or another must be offset 
by reduced allocations to other departments or programs. 
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This insistence on a balanced budget created a serious fiscal problem in 
1998 when, despite government opposition, Parliament used its legislative 
power to increase spending on children’s and family benefits with profound 
budgetary implications. The government was forced to make severe cutbacks in 
allocations to other departments and programs to maintain the macroeconomic 
budgetary balance. This preoccupation with budgetary balance and a reduced 
role of the state reflects the neoliberal thrust in European macroeconomic reg-
ulation which has largely eliminated Keynesian economics from the region’s 
economic policy agenda.

Neoliberal ideology has also been the dominant influence in the acquis and 
other EU diktats that have been more problematic in the harmonization of Slov-
enia’s fiscal and budgetary policy with that of the EU. These include everything 
from the reduction in the size of government, more privatization, a more restric-
tive pension system, regulation of support to agriculture, and the structure and 
level of taxation. Perhaps the taxation issue is the best, and most direct, example. 
In 1999 a Value Added Tax (VAT) was introduced to conform to EU practice and 
new excise taxes on alcohol required by the EU were introduced while duty free 
shops on Slovenia’s borders were eliminated by 2001. As a 2002 report issued 
by Europe’s right-of-center parties notes, for instance, “the excise duty on ethyl 
alcohol was increased by 24 percent in February 2001 and it thus reached the 
EC minimum excise duty rate” [Group of the European People’s Party and Euro-
pean Democrats (2002), 58 (emphasis added)]. This reflects the general neoliberal 
agenda to shift the burden of taxation from direct (income and payroll taxes) to 
indirect (sales and excise) taxes. The magnitude of the move has been consider-
able. In 1992, sales taxes accounted for 45.6 percent of government revenues. 
By 1999 this had risen to 61.5 percent. This shift to taxes on consumption is, of 
course, regressive and serves to exacerbate income differentials rather than nar-
row them with the heaviest burden of taxes falling on the middle and lower strata 
of Slovenian society.

This neoliberal direction of Slovenian budgetary policy is to some extent in con-
flict with the socialist and egalitarian sentiments which not only were manifest in 
the post-Second World War period, but also dating back to the Christian Socialist 
doctrines of the earlier period. As LeLoup, Ferfila and Herzog note, “the movement 
toward a free market economy has not removed the traditional leftwing tendencies of 
much of the population. Citizens expect services from government, particularly social 
services, pensions, health care, and family services” [LeLoup, Ferfila and Herzog 
(1999), 220]. The legacy of four decades of socialist government, thus, was a well 
developed welfare system though, as we have pointed out, one that operated through 
self-management agreements and interest unions rather than formally by the state.

This, in itself, did not pose a problem for Slovenia’s entry into Europe. Most 
of continental Europe had fairly comprehensive welfare states, particularly the 
Scandinavian members of the EU and also Germany and Austria which have been 
the models for Slovenia’s “social market economy.” Government expenditures as 
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a percentage of Gross Domestic Product in Slovenia by 2000 was below the EU 
average and well below those of its major European trading partners Germany, 
France, Italy and Austria (see table 8.1). It is only marginally higher than the 
OECD average which is held down by the weak welfare states in the US, Japan, 
Britain, Canada and Australia. The Slovenian level is also significantly lower than 
many of the other central European transition states such as Hungary, Poland and 
the Czech and Slovak Republics [LeLoup, Ferfila and Herzog (1999), 217].

In short, it was not the size of the state that represented an impediment to EU 
entry but rather the composition of expenditures and the revenue sources to fund this 
level of expenditure. A particular problem was the size of pension payments which 
accounted for over 12 percent of GDP in 1995. This was also perceived as a growing 
problem as the population aged and more and more people retired from the labor force, 
a problem that is being faced by most countries with “pay-as-you-go” social security 
schemes including the United States. The problem was partially addressed in Janu-
ary 2000 with the implementation of the Law on Pension and Disability Insurance 

Table 8.1
Government Expenditures as Percentage of GDP (OECD projections, 2000)

Country Government Expenditure as % of GDP 
 2000
Slovenia* 42.2 
Austria 49.0 
France 53.6 
Germany 46.8 
Italy 48.5 
EU 47.2 
OECD 39.5 
US 32.3 
Great Britain 41.1 
Canada 41.5 
Japan 39.8

Source: OECD, Economic Outlook, Sept. 2003;  
*for Slovenia, Bank of Slovenia, Monthly Bulletin, September 1993.

which increased the age at which people became eligible for retirement pensions 
and introduced partial funding and voluntary individual savings plans. Public ex-
penditures on pensions have shown a slight downward trend since the new law 
came into effect (see table 8.2). The other major problem related to the revenue 
side of the social security system which was funded primarily through payroll 
taxes or contributions. Writing about 1997 revenues, Ferfila notes:

The contributions to pension and disability insurance represented 24.35 per-
cent of the average gross wage per employee in Slovenia. Together with 
contributions for health insurance, unemployment and maternity leave, they 
accounted for 38 percent of the gross wage in 1997, of which 22.1 percent 
were covered by employees and 15.9 percent by employers. . . . [The] high 
share of social security contributions should be mentioned, accounting for 
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15.6 percent of GDP. This is one of the greatest deviations from the world 
trends. It can be described as a kind of obstacle to economic development 
and in particular the competitive position of Slovenian enterprises on do-
mestic and foreign markets. On the other hand, its positive contribution to 
a high level of social security should not be ignored, meaning also higher 
standard of living, less criminal and more pleasant rhythm of life of Slove-
nes compared to the developed countries. [Ferfila (2000), 41, 44]

However, as Table 8.2 shows, the shift in taxation to sales taxes and reforms 
to the pension system has significantly reduced the share of GDP going directly 
to social security contributions.

Table 8.2
Pension Payments and Social Security Contributions as a Percent of GDP
Year Pension Payments as % of GDP Social Security Contributions as % of GDP

1995 12.3 16.3 
1999 12.1 13.6 
2000 11.6 13.1 
2002 11.4 12.9
Source: Authors' calculations based on data from the Bank of Slovenia, Monthly Bulletin, various issues.

Constraints on Budgetary Control
A major constraint on budgetary control of expenditures is the fact that Slovenia 
does not have a unified budget. The budget excludes the pension system, health 
insurance, local government expenditures, and some smaller special funds 
which are provided for by legislation which establishes their own dedicated 
sources of income and expenditure entitlements. In the case of pensions, the 
central government budget only provides for any expected deficits when the 
contributions fall short of pension payments in any year. However, the pension 
system expends two thirds as much as the main government budget. Expendi-
tures by the health insurance system are a third as large as the central budget 
(see table 8.3). However, capital expenditures for the health care system are 
provided for in the central budget.

What Table 8.3 shows is how little structural change has taken in the dis-
tribution of government expenditures during the transition period. What it also 
indicates is how little discretionary room the central government has in its 
budget allocations, particularly after subtracting the largely non-discretionary 
expenditures on education. Indeed, the largest allocation of the budget is for 
wages and salaries of public sector workers which has absorbed an increased 
share of government spending, around a third in the late 1990s. One estimate 
puts almost 85 percent of government spending beyond discretionary control as 
either legally mandated or as earned entitlements [European Commission (April 
2002b), 123].



164 CHAPTER 8

Table 8.3
The Structure of Government Expenditures: 
Percentages of Total Government Expenditures
Year Total Gov't Central Gov't Local Gov't Pension & Obligatory  
 Expenditure Expenditure Expenditure Disability Health 
    Fund Insurance Fund

1992 100.0 45.4 10.8 27.4 15.6 
1995 100.0 45.1 10.1 29.8 15.1 
1998* 100.0 45.1 10.3 30.0 14.7
* 11 Months, January–November
Source: LaLoupe, Ferfila and Herzog, “Budgeting in Slovenia During the Democratic Transition,”226–227. 

To the extent that the government can only directly control less than half of 
budgetary spending, its leverage in using fiscal policy to achieve macroeconomic and 
microeconomic goals is highly constrained. However, political forces within post-
independence Slovenia have also served to constrain change in the structure and size 
of budgets. This is the result of two circumstances: the first, the tradition of consensus 
building which promotes negotiations between those departments and interests who 
would wish to claim more state resources or reduce the role of the state, and the con-
servers who would maintain the status quo; and the second, the persistence of coali-
tion governments, often made up of very diverse parties. The challenge to successive 
finance ministers has been to reach a consensus acceptable to all the coalition parties, 
a challenge that largely precluded any extensive cutbacks in government spending. 

The External Climate

Given Slovenia’s political preoccupation with entry into Europe, it has felt the pres-
sures to conform to budgetary norms set out by the EU acquis and IMF and OECD 
guidelines. That being said, however, because Slovenia did not have significant 
external debts, balance of payments problems, public debts or government deficits, 
the country had much greater latitude to be selective in the pace and composition 
of fiscal change. Fortunately, it escaped the need to conform to the contraction-
ary fiscal policies and programs of the IMF. Still, IMF and OECD guidelines, and 
more particularly, European Union accession guidelines, have been instrumental in 
reforms in the budgetary system and process [LaLoup, Ferfila and Herzog (1999), 
235]. One major change adopted in 2001-2002 was the move to multi-year budget-
ing. Changes in budget procedures would also prohibit legislative changes in gov-
ernment expenditures within any given budget year requiring such changes to be 
incorporated in the following year’s budget. Another change involved legislation 
and a social agreement on public sector wages in 2003 which separated and limited 
public sector wage increases relative to the market sector.

Despite the relative independence Slovenian MPs have claimed from the dic-
tates of external bodies, these same legislators feel that the EU influence is rapidly 
increasing and will further escalate [LaLoup, Ferfila and Herzog (1999), 235]. This 
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is almost inevitably so once Slovenia enters the EU and, after 2007, the European 
Currency Union at which time it will also lose its ability to run an independent 
monetary and exchange rate policy at a time when its fiscal policy will be tightly 
constrained by European Union policies and agreements. Macroeconomic budget-
ing will be almost completely constrained and, given entitlements and legislatively 
fixed expenditures, microeconomic budgeting will be limited to marginal adjust-
ments unless the legislature is willing to conduct a wholesale attack on the welfare 
state. Such an attack would almost inevitably result in political and class conflict 
given the history of Slovenia over the past century. Perhaps the greatest immediate 
threat to Slovenia’s sovereignty in microbudgeting, however, is her recent mem-
bership in NATO which has brought enormous pressure by the military alliance 
to increase the country’s military expenditures. Any significant increase, given the 
commitment to balancing the budget and limiting the growth in the size of the state, 
would entail a major reallocation within budget allocations. As such, it would force 
a realignment of political priorities and a shift in social values.

Fiscal Policy and Budgeting since Independence

The dominant ideology directing all policy in Slovenia since 1991 has been con-
vergence with Europe. Given the relatively advanced stage of the market econo-
my and the sound basis of public finance that marked the republic at the time of 
independence, Slovenia’s fiscal and budgetary adjustments to western European 
norms were much less than those, not only in the etatist states of eastern Europe, 
but also in the less economically developed republics of the former Yugoslavia. 
This provided a more stable base for the transition from a welfare system based 
on social agreements and dispersed self-management to a state-based system and 
for a major change in the sources of government revenues. In fact, the transition 
from diversified budgeting to a central system occurred without major disruption 
even though a fully unified budget is still not in effect and the central budget con-
trols less than half of state expenditure in Slovenia to this day. 

Pressures from international economic agencies and guidelines from the EU 
itself have led to changes in budgeting including the shift from direct to indirect 
(VAT) taxation, adopting functional budget categories, multi-year budgets and 
other adjustments to the budgeting model, but these have not encompassed signif-
icant structural change in state expenditures or major shifts in fiscal policy. In part 
this reflects the political system which has resulted in the domination of broad 
based coalition governments where compromise and consensus have favored the 
guardians of the status quo over those who would change the role and size of the 
state apparatus. In part, it also reflects the continuance of a socialist political cul-
ture which deems the welfare of the common people to be the responsibility of the 
state. As a result, protection of social welfare and the provision of social programs 
has remained a central element in the role of the state. It is these expectations that 
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drive government expenditures almost half of which are mandated by law or leg-
islated entitlements and are determined independent of the budget process.

Perhaps of greatest significant, the most important aspect of the budget in Slove-
nia’s quest for European Union membership is the macroeconomic impact. From this 
viewpoint, the budget is seen more as a technical rather than a political document. The 
prime objective, supported by a strong political consensus, therefore, has become bal-
ancing the budget and avoiding deficits as required by the Maastricht criteria. Within 
this constraint, the potential for microbudgeting was still considerable and when nec-
essary, as when the legislature increased expenditures on family and child welfare, 
government expenditure reallocation has proved quite flexible. However, given the 
level of entitlements and legislated expenditures, there does not appear to be great 
scope for a major functional change in budget priorities unless there were a profound 
shift in the ideological foundation of Slovenian political culture.

In the longer run, it would seem that Slovenia may not have much control 
over its fiscal and monetary policies in the future, particularly once the country 
enters the ECU in 2007. As one of the smallest countries in the whole of Europe, 
monetary and fiscal policy will be dictated essentially by Brussels and the Euro-
pean Central Bank. As some senior Slovenian government officials have noted, 

the EU and European Commission are very bureaucratic and complicated, 
used to dealing with countries much larger than Slovenia. As a result, on seve-
ral matters, officials report lobbying for more flexible and innovative approa-
ches to EU rules and “negotiating and educating” EU officials about their situ-
ation. In noting his nation’s reluctance to deal with a set of externally imposed 
bureaucratic rules, the Finance Minister noted, “we already went through it 
once as part of Yugoslavia, we do not want to go through it again with the EU.” 
[LaLoup, Ferfila and Herzog (1999), 235]

The Finance Minister’s desires, however, are unlikely to be fulfilled given 
the peripheral size and importance of Slovenia in a “greater Europe.”

Notes

1. It is interesting to note that several existing (2003) members of the EU, in particular 
Germany and France, have recently been unable, or unwilling, to conform to the Maastricht 
standards limiting the size of budget deficits because of recessionary economies and 
unemployment. In the case of some other members, the criterion on debt/GDP ratio was ignored 
or creative accounting was used to bring the countries into compliance at the time of entry into 
the European Currency Union.

2. An example, though it affects fiscal policy only indirectly, is the requirement that the 
Bank of Slovenia be prohibited from direct lending to the public sector and that the Bank be 
given legislative independence from the government, thus limiting the ability of the government 
to facilitate coordination of fiscal with monetary policy. See also Palley (2004).

3. For a fuller discussion of all of the constraints imposed by the EU on Slovenian fiscal and 
budgetary policies, see Group of the European People’s Party and European Democrats (2002) 
Slovenia’s Accession to the EU, part II: 2001 Regular Report.
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Slovenia and The eu: 
The aCCeSSion

In the long run, a universal association of free peoples was the ultimate aim 
of all free men. But before they could become members of this great associ-
ation it was essential that they should each have a separate existence. Every 
people was therefore bound to constitute itself a nation before it could concern 
itself with the great questions of humanity as a whole. [Guiseppe Mazzini, 
paraphrased by Fred G. Stambrook, European Nationalism in the Nineteenth 
Century (Melbourne: Cheshire, 1969, 29)]

The announcement of the admission of ten applicants to the European Union, 
including Slovenia, in May 2004 completed a rather interesting circle. The Slovenes, 
a part of larger European entities for most of their history, finally achieved the status 
of nation state in 1991. Yet now, just over a decade later, Slovenia was to enter a 
new economic organization of states that once again reduced its economic status to 
that of a province within a larger political-economic federation. In short, Slovenia 
had come full circle, trading its status of a republic of the Socialist federation of 
Yugoslavia, first for independence, then for becoming a republic in the Capitalist 
federation of European States, formally known as the European Union. When fur-
ther accession to the European Monetary Union (EMU) occurs in 2007, Slovenia 
will effectively lose control over its monetary policy in addition to its fiscal policy 
which is tightly constrained by the EU’s growth and stabilization pact. The purpose 
of this chapter is to assess both the process of accession and the costs and benefits 
of EMU membership.

Slovenia and the Process of EU Accession

The desire for Slovenian EU membership B or at least incorporation into the 
western European economy B goes back to the early years of the second Yugosla-
via, if the economic historians are to be believed. As we have pointed out previ-
ously, however, the drive for membership really took off in the 1980s as a result 
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of the economic and political crisis that had engulfed Yugoslavia. The conditions 
for entry, however, were perhaps more severe and more ideologically and policy 
restrictive than most Slovenians are aware though there is little indication that any 
serious evaluation of the costs and benefits of membership was undertaken before 
or during the campaign for entry in the Union. Membership in the EU and the 
EMU will, economically, reduce Slovenia’s sovereignty, in effect making it a small 
province of a very much larger European economic unit committed to neoliberal 
economic values and institutions. The Bank of Slovenia will become at best an ad-
ministrative unit of the European Central Bank (ECB) and the Government of Slov-
enia will become effectively an administrative, “provincial” govern ment within the 
larger European context. Before discussing the impact of EU and EMU member-
ship, however, we should be familiar with the history and process involved in the 
EU expansion in 2004. 

The enlargement of the EU, which culminated in the accession of the ten ap-
plicant countries in 2004, marked the end process of events that began with the 
fall of the Berlin Wall in 1989. The European Economic Community at the time 
moved quickly to incorporate central and eastern European countries into the west-
ern European sphere of economic influence by extending diplomatic and trade and 
cooperation agreements to ten central European countries, including Slovenia after 
1991. The Community also established funds under a number of programs to assist 
in the transition of these countries to capitalist market economies. Moreover, the 
explicit conditionality for any political or economic rapprochement was harmoniza-
tion of their economic policies and institutions with those of the EC.

Slovenia’s first step in establishing institutional and enhanced trade relation-
ships with the EC came in April 1993 when the Co-operative Agreement between 
the European Community and the Republic of Slovenia was concluded. This 
agreement replaced the trade and cooperative agreements negotiated with Yugo-
slavia in the 1980s. In addition to the Co-operative Agreement, other agreements 
on political dialogue, financial protocols and transportation were also implement-
ed. This set the stage for further negotiations towards integration. 

The next major step in the process was the conclusion of Europe (Accession) 
Agreements during the 1990s which, according to the European Commission, 
were designed to gradually establish free trade between the EU and the associated 
countries and to monitor and direct the process by which the associated countries 
would adapt their political and economic institutions to the norms required for 
accession to the European Union (as the European Community was renamed in 
1993) [European Commission, Enlargement (nd), 33]. Slovenia entered into ne-
gotiations for such an agreement in March 1995 and these were concluded two 
months later. However, it was another year, June 1996, before the Europe Agree-
ment was signed and almost four years, February 1999, before it came into effect 
[Fink-Hafner and Lajh (2003), 76]. However, immediately upon the signing of 
the Agreement, Slovenia applied for EU membership.
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The real start of the movement toward accession for all of the ten countries 
scheduled for membership beginning May 2004 began with the Copenhagen Eu-
ropean Council meeting in June 1993 which formally agreed to the enlargement 
of the European Union (EU) for those central and eastern European countries that 
applied and met certain criteria. In other words, the issue of enlargement became 
an question of “when,” not “if.” The three overriding criteria of accession adopted 
at Copenhagen were:

• stability of institutions guaranteeing democracy, the rule of law, human 
rights and respect for and protection of minorities;

• the existence of a functioning market economy as well as the capacity to 
cope with competitive pressure and market forces within the Union;

• the ability to take on the obligations of membership including ad herence 
to the aims of political, economic and monetary union [European Com-
mission, Enlargement (nd), 7].

In December of the following year at Essen, the European Council further 
developed the process when it agreed to a pre-accession strategy that involved 
establishing partnerships with applicant countries and supplying material and 
technical assistance to help them on an individual, country by country basis in ad-
justing to the rules and institutions of the EU. At this point one of the roadblocks 
to accession of the CEEC countries arose with the entry of Austria, Finland and 
Sweden to the EU. The issue of concern was amendments to the governing struc-
ture of the EU which was becoming too unwieldy and politically unbalanced. 
This would become critical with the accession of a significant number of new, 
and mostly small, countries. The issue was joined at the Madrid meetings of the 
European Council in December, 1995 when the Council established the Inter-
Governmental Council (IGC) which began work in March, 1996 to develop a new 
structure for governing the EU. Accession negotiations for applicant countries 
were to begin six months after the end of the IGC. However, resolution of the is-
sues involved in changes to the governing structure of the EU did not come easily. 
Nevertheless, the Madrid meetings did provide for the harmonization of national 
legislation and administrative and judicial structures with those of the EU and 
established harmonization as a prerequisite of accession.

Despite the failure to conclude agreement on major changes in the governing 
structure of the EU, the ICG did report in 1997 and some changes were adopted 
in the Amsterdam Treaty to come into effect May, 1999. The Amsterdam Treaty 
also involved the incorporation of a common social charter and the harmonization 
of fiscal and employment policy which also became a condition of entry into the 
EU for the applicant countries. In any case, the European Council, meeting in Lux-
embourg in December, 1997, agreed to begin negotiations, initially with six of the 
applicant countries, including Slovenia, on entry into the EU involving an enhanced 
accession strategy (Agenda 2000) utilizing both individual and broadly collective 
mechanisms. Though each individual country was required to develop and imple-
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ment a pre-accession strategy which was individually monitored, a multilateral 
structure was also employed with the establishment of annual European Confer-
ences involving all the applicant countries, the ten central European countries plus 
Cyprus, Malta and Turkey. The Conference first met in London in March of 1998 
and met annually thereafter. In February, 1999 at Helsinki the European Council 
also added a further requirement for those countries seeking entry, that they “must 
share the values and objectives of the European Union as set out in [all] the treaties” 
[European Commission, Enlargement (nd), 10] including settling all outstanding 
border disputes and increasing provisions for nuclear safety.

The final stage in the enlargement process began with the opening up of 
formal accession negotiations with the initial six countries (Czech Republic, Es-
tonia, Hungary, Poland, Cyprus and Slovenia) in March, 1998, though this was 
expanded in 2000 to also include Bulgaria, Latvia, Lithuania, Malta, Romania 
and the Slovakia. Beginning in November 1998, annual reports were prepared 
assessing the progress that each country had made toward meeting the accession 
criteria. Finally, in October 2002, the provisional list of the ten countries expected 
to enter the EU was released. These included Czech Republic, Estonia, Hungary, 
Poland, Cyprus, Latvia, Lithuania, Malta, Slovakia and, of course, Slovenia the 
most economically developed of the applicant countries.

Slovenia and the Accession Criteria

The accession criteria, outlined originally in the 1993 Copenhagen agreement and 
subsequently enhanced and redefined by various agreements can be summarized 
as follows. The basic requirement requires adherence to all the basic principles 
of the original Treaty of Rome creating the European Economic Community as 
expanded by the Maastricht and Amsterdam treaties’ provisions providing a com-
mon macroeconomic policy framework. At the microeconomic level, the EU 
provisions for sector by sector acquiescence to common (capitalist) standards, 
known as the Acquis communautaire, were also mandatory. The European Com-
mission defines these Acquis as:

the entire body of European Community legislation that has accumulated, and 
been revised, over the last 40 years. It includes the founding Treaty of Rome as 
revised by the Single Act and the Maastricht and Amsterdam Treaties; all the 
regulations and directives passed by the Council of Ministers; and the judge-
ments of the European Court of Justice. [European Commission, Enlargement 
(nd), 32] 

Thus, being accepted into the EU involved an equivalent acceptance of the 
rules and procedures of the larger EU entity without any commensurate influence 
on economic power, particularly on monetary policy where the European Central 
Bank has, since the introduction of the Euro in 2002, operated in a manner totally 
independent of advice from national governments within the union.
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For Slovenia, the ideal of accession, as we have noted, had been a central 
feature of economic policy for many years. Right from the beginning, the new 
state modeled its institutions on those of western Europe. Even its adoption of the 
Austrian-German institution of co-determination in labor relations can be seen as 
an attempt to adapt Slovenian institutions of worker self-management to the capi-
talist market model. In any case, as we have noted, Slovenia early on B long be-
fore its application for EU membership B began preparation for EU acceptance. 
Of course, Slovenian entry into the EU was considered the most probable of the 
CEEC nations if simply because the Slovenian economy and its market institu-
tions were most easily adaptable to the western European model. Nevertheless, it 
was not until 1996 that Slovenia negotiated an Accession Agreement with the EU 
and officially applied for inclusion in the economic union. The agreement, signed 
in June, 1996, came into force in February, 1998. 

Slovenia had, of course, been long preparing for entry into the EU. In 
1996, the same year it applied for EU membership, it released its strategy for 
incorporation in the larger economic organization under the title Strategy of 
International Economic Relations. The strategy document explicitly set out the 
measures to adjust the Slovenian economy and its institutions to those mandated 
by the EU. The document supporting its application for EU membership laid out 
the history of legislative amendments involving trade, currency regulation and 
exchange rates, constitutional and trade laws, customs and tariff laws, competi-
tion policy and the protection of intellectual property, that predated Slovenia’s 
application. Subsequently, of course, many further amendments were made to 
bring Slovenia’s legislation increasingly into conformity with the standards es-
tablished by the EU.

After Slovenia’s initial application for EU membership, the European 
Commission conducted its first review of the country’s ability to meet the “po-
litical,” “economic,” and “ability to assume the obligations of membership” 
accession criteria requirements established at the Copenhagen European Com-
mission meeting in May of 1994. Although the 1997 Commission’s report was 
generally favorable given that Slovenia had been consciously harmonizing its 
legislation with European norms, a number of problems remained with regard 
to the adoption of the acquis, and with Slovenia’s administrative and regulatory 
institutions to implement the measures [Commission of the European Commu-
nities (October 2002), 18, 29, 43]. With respect to the latter, the 1997 Opinion 
concluded:

Slovenia has to make considerable efforts to take on the acquis, particularly as 
regards the effective application in the area of the internal market. In addition, 
important progress will be necessary in the sector of environment, employ-
ment and social affairs and energy. More generally, further administrative re-
form will be indispensable if Slovenia is to have the structures to apply and 
enforce the acquis effectively. [Commission of the European Communities 
(October 2002), 43] 
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Slovene authorities who proposed the 1996 agreement were well aware that 
entry into the EU would greatly constrain the use of monetary policy. “When 
Slovenia becomes part of the EU, the ability to pursue an independent monetary 
policy will disappear and the domestic currency will be fixed in relation to the 
Euro” [Slovenia (1996), 23]. Slovenia was planning to tie the tolar to the Euro 
(i.e. join the ERM2) in late 2004 or in 2005 as soon as inflation was reduced 
sufficiently to do so. The implications of EU membership for the welfare of 
the average Slovenian worker, however, were not assessed. Nevertheless, their 
implications were clear and recognized by the authorities. “The international 
competitiveness of exporters is primarily determined by their unit costs of pro-
duction; which are high [in Slovenia] mostly due to wages” [Slovenia (1996), 
24]. The only obvious solution was, and remains, a reduction of relative wages 
or an equivalent improvement in labor productivity relative to wages and to 
labor productivity in other countries..

Nevertheless, Slovenia proceeded for a number of years to introduce meas-
ures to tailor its legislation to conform to EU standards B trade law, administra-
tive law, constitutional law, competition law, the law on the protection of (mo-
nopoly) intellectual property B all those laws designed to integrate Slovenia into 
the European capitalist economy.

The political criteria for entry into the EU were considered to have been 
achieved by 1997.

In its 1997 Opinion, the [European] Commission concluded that Slovenia ful-
filled the political criteria. Since that time, the country has made considerable 
progress in further consolidating and deepening the stability of its institutions 
guaranteeing democracy, the rule of law, human rights and respect for and 
protection of minorities. Over the past year, further efforts have been made in 
this direction. Slovenia continues to fulfil the Copenhagen political criteria. 
[European Commission (2001), 60] 

Nevertheless, there still remained a few outstanding, if generally minor, is-
sues that Slovenia was called upon to address before it fully complied with all the 
accession conditions and the acquis. 

The economic criteria established for entry into the European Union, how-
ever, proved somewhat more difficult to achieve. The 2001 Commission Report, 
repeating its 1997 Opinion, noted that Slovenia was a functioning market econ-
omy and was close to completing reforms increasing domestic competition and 
removing all restrictions on capital movements. Furthermore, its macroeconomic 
performance had been favorable with steady growth in GDP, low unemployment 
and a manageable and declining current account deficit. The main macroeconom-
ic and structural indicators for 2000 included in the Commission’s Slovenia Re-
port 2001, support its conclusion that Slovenia was on path to “a relatively rapid 
and steady catching up with the EU average” [European Commission, Slovenia 
Report 2001 (2001), 24].
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Table 9.1
Main Macroeconomic and Structural Indicators for 2000–2003
  2000 2001 2002 2003 2004
Real GDP growth rate 4.8 % 3.0 2.9 2.7 4.2 
Inflation rate 8.9 % 8.6 7.5 5.6 3.6 
Unemployment rate 6.9 % 5.7 6.4 6.7 6.3 
General government budget balance  
 (% of GDP) –3.5 % –2.8  -2.7 -2.8 –2.3 
Current account balance  
 (% of GDP) –3.3 % –1.7 1.5  -0.3 –2.0 
Foreign debt to export ratio 74.8 % 85.7 99.5 98.9 92.8 
Foreign direct investment  
 (% of GDP) 1.0 % 1.9 0.7 0.9 0.9 
Population (000s) 1,900 1,992 1,996 1,997 1,997 
GDP per head (PPS Euros) 16,100 16,000 16,500 17,900 18,900 
 Percent of EU Average 73.7 % 74.2 74.9 76.3 79.5 
Share of Agriculture  
 Gross value added* 3.2 % 3.1 3.1 2.5 2.7 
 Employment** 9.8 % 10.2 9.1 8.3 9.9 
Investment/GDP ratio 26.7 % 23.9 23.8 25.3 26.6 
Foreign debt/GDP ratio 48.2 % 49.4 57.2 55.9 55.6 
Exports/GDP ratio 56.1 % 57.6 57.6 56.5 59.9 
Foreign direct investment  
 Total Stock (million Euros) 2,676 3,041 3,923 5,131 5,557 
 Per capita (Euros per capita) 1,348 1,527 1,965 2,569 2,783
*Agricultural, Hunting and Fishing
** By Labor Force Survey
Source: 2000–2001, European Commission, Slovenia Report 2001 (2001), 23–24; 2002 (2002), 30, 32; 
2002–2003; IMAD, Spring Report 2005; IMAD, Slovenian Economic Mirror, selected issues; Bank of Slovenia, 
Monthly Bulletin, selected issues; author’s calculations. Note that there are some significant differences 
between the European Commission figures and for comparable IMAD and BofS figures for 2000–2001. 

Furthermore, the 2001 Commission reports:

Since the last Regular Report, Slovenia has made good overall progress in 
transposition and implementation of the acquis. It has made significant pro-
gress in the area of company law, agriculture, transport, energy, culture and 
audio visual and telecommunications. However, only limited progress has 
been made in other areas, notably on regional policy, free movement of per-
sons, social policy and employment and consumer and health protection. It has 
continued to strengthen the administrative capacity, especially in the areas of 
free movement of goods, telecommunications, culture and audio-visual, and 
internal financial control. [European Commission, Enlargement Strategy Pa-
per 2001 (2001), 61]

However, there are other aspects of the economic performance that the 
Commission found unacceptable. The most prominent was the level of inflation 
where the current rate was more than double the Maastricht requirement (within 
1.5 percent of the average of the three lowest EU members). As a result of the 
high inflation rate, at least high with respect to Maastricht, Slovenia’s long term 
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interest rates (nominal rates of around 16–17 percent in 2001) were also well 
above acceptable rates though nominal rates fell by about 1 percent in 2002 and 
more rapidly to 12.6 percent in 2003 [Bank of Slovenia (December 2003–January 
2004), 22]. At the same time the Bank of Slovenia after November 2001, though 
still utilizing monetary growth targets, began explicitly targeting inflation with a 
medium-term inflation target of 3–4 percent.

The exchange rate, while stable in real terms, had been falling steadily in 
nominal terms in the last half decade by between 6 and 10 percent. The Commis-
sion linked the persistence of inflation “to widespread indexation in the Slovene 
economy and to the monetary and exchange rate policy framework . . .” and to 
labor markets that, in the Commission’s opinion “are not sufficiently flexible” 
[European Commission, Slovenia Report 2001 (2001), 32]. Furthermore, the 
Commission report called for more privatization, particularly in the banking and 
insurance sectors, and less state involvement in the economy which, it argued 
(with no supporting evidence), “would help to attract more foreign investors and 
provide a better microeconomic basis for a sustained growth performance in the 
medium term” which, in turn, would “free up monetary and exchange policy to 
focus on price stability instead of maintaining external competitiveness” [Euro-
pean Commission, Slovenia Report 2001 (2001), 32].

Many of these critiques also found their way into the 2002 annual report of 
the Commission. Inflation led the list which the report blamed on “public sector 
wage pressures . . . sustained by still prevalent although weakening indexation 
and a largely accommodating monetary and exchange-rate policy“ [Commission 
of the European Communities (October 2002), 29]. In November 2003, the Bank 
of Slovenia and the government did release a comprehensive program designed 
to reduce the rate of inflation in order to allow the country to enter the Euro-
pean monetary system and ultimately adopt the Euro. The program called for 
tax policies, controls on administrated prices, a policy of lowering interest rates 
and further de-indexing prices and payments, and structural changes that would 
reduce the structural budget deficit and increase competition in markets. The ef-
fectiveness of this package of measures has yet to be seen. At the same time, the 
social partners did agree in the 2004-2005 Social Agreement to wage increases 
that in real terms would be 1 percent below the average growth in productivity 
and would maintain public sector wage growth rates below those in the private 
sector. The agreement of July 2003 also provided for a wage adjustment formula 
based on domestic consumer price inflation (excluding tobacco and alcohol), the 
projected rate of inflation in the EU, and the rise in the value of the Euro. The 
expected real wage growth in 2004 was projected at 2.2 percent for the private 
sector, 0.8 percent for public employees. For 2005, the projections are 2.2 per-
cent and 1.2 percent respectively. These measures were intended to reduce both 
cost-push inflation (wages below productivity growth) and demand-pull inflation 
(public employee wages below private sector wages).
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The Commission’s report also censored Slovenia for its slowness in com-
pleting the privatization process, in particular of the insurance and banking sector 
to which the report attributes the weak inflow of foreign direct investment (FDI).

Slovenia has received only relatively marginal inflows of foreign direct invest-
ment at about 1 percent of GDP annually, but encouragingly, in 2001 inflows 
more than doubled with 2.3 percent of GDP, mainly as a result of foreign acqui-
sitions in the banking and telecommunication sectors. [Commission of the Eu-
ropean Communities (October 2002), 31] 

In fact, however, it had been the very policies that the Commission criti-
cizes that allowed Slovenia to recover so quickly from the depression of the 
early 1990s and pursue its successful macroeconomic expansion without so-
cial discord, exploding income differentials, widespread unemployment and the 
economic collapse that bedeviled so many of the other transitional economies 
which implemented rapid and radical neoliberal “Washington consensus” poli-
cies espoused by the European Commission. These are also the same policies 
that have recently come under attack even from mainstream economists such 
as Nobel laureate, Joseph Stiglitz. This, then, was the dilemma facing Slovenia 
B give up its unique, and successful, transitional economic policies in order to 
conform to the accession criteria of the EU and risk economic stagnation and in-
creased inequality; or risk not being allowed entry into the EU and, ultimately, 
the EMU as a full member.

The preoccupation of the Commission and the OECD with promoting FDI 
reflects the increasingly neoliberal orientation of the EU and international eco-
nomic institutions, an orientation not entirely shared by the Slovenian govern-
ment, business or the general public. As we have demonstrated, Slovenia did not 
need foreign investment to make a satisfactory and rapid transition to a growing, 
capitalist market economy. Economic, wage and productivity growth rates have 
generally been above the European average while unemployment had fallen be-
low the European average. Nevertheless, the socially cohesive path taken for pri-
vatization, the adoption of a solidaristic income policy through involvement with 
labor and a social partnership (a policy that the OECD claimed inhibited labor 
market flexibility), and a slow and partial deregulation of markets was cited by 
the OECD as inhibiting the inflow of FDI [OECD (2002), 25–26].

The OECD report did, however, point to the real determinants governing the 
inflow of foreign investment into Slovenia in the period since independence. The 
main attraction, it concluded:

indicate that most FDI in Slovenia is of the factor cost advantage seeking type. 
As far as the role of labor is concerned, it is clear that it is not the low cost 
but rather the quality of labor that motivates foreign investors in the case of 
Slovenia. [OECD (2002), 13]

Nevertheless, much of the inflow of FDI that did occur came from neighbor-
ing Austria (66.3 percent between 1994 and 2000) and/or involved expansion 
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and reinvestment of profits from existing investments, or co-ventures with Slov-
enian partners, in enterprises designed to serve European markets. Foreign firms 
in Slovenia export a much higher proportion of their production than do domestic 
firms. This is particularly marked in manufacturing where exports comprised al-
most 70 percent of sales of FDI firms in 1999 compared with just 48 percent for 
domestic enterprises [OECD (2002), 18].

The small size of the Slovenian market and the limited potential of the former 
Yugoslavian market acts as a deterrent to investment in firms serving domestic 
or regional markets. However, as the report notes, “with accession into the EU 
the problem of Slovenia’s small local market as the most important constraint for 
more FDI inflows will also cease to exist” [OECD (2002), 27]. Targets for foreign 
takeovers will be utilities and the financial sector, a major goal of international 
financial capital in this era of imperial economic integration.

Agriculture and the EU

Adapting the agricultural sector to meet minimum European standards was one 
of the more onerous tasks facing Slovenia in its decade-long campaign to gain 
membership in the Union. This was the case not only because the structure of 
Slovenian agriculture was deemed non-competitive with European agriculture 
and was maintained viable only through high levels of protection but also be-
cause European agriculture itself was highly regulated and subsidized. It was 
also the most complicated sector to harmonize with EU legislation since fully 
40 percent of the total number of the acquis applied to agriculture [Slovenian 
Economic Mirror (January 2003)] and one-third of the EU budget was devoted 
to expenditures under the Common Agricultural Program (CAP). This figure 
was expected to rise with the accession of the applicant countries including 
Slovenia given their relatively higher dependence on small scale agriculture. 
Furthermore, the EU policy of Social Cohesion called for the transfer of re-
sources to the poorer regions of the EU, primarily agricultural regions, in pro-
grams of rural development.

The structure of Slovenian agriculture was deemed unfavorable because it 
was dominated by small private farms with a high proportion of part-time farm-
ers, many of which were farming on relatively poor land. Sixty percent of the 
farmland by 2003 was not suitable for growing crops but and was restricted to 
permanent grasslands. While the importance of agriculture was declining slowly 
during the 1990s as the government implemented domestic programs to restruc-
ture the sector, in the later years with financial support from the EU, agriculture 
still represented around 3 percent of GDP at the end of the decade, down a third 
since independence. More importantly, agriculture represented almost 10 percent 
of employment while almost half the population of the country lived in rural com-
munities or areas. 
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A survey in June of 2003 reported the total number of holdings at 77, 145, a 
10.8 percent drop since 2000, though land use fell only by 1.1 percent indicating a 
rise in average farm size by almost 10 percent to 6.2 hectares [Slovenian Economic 
Mirror (October 2003)]. However, this compared unfavorably with the average size 
of European Union farm which stood at almost 19 hectares in 2000 (thirty-one hec-
tares if Greece, Portugal and Italy are excluded) or to neighboring Austria which has 
terrain similar to Slovenia’s where the average was seventeen hectares. The main 
reason for the low average in Slovenia was the number of very small farms of less 
than five hectares though this number began dropping rapidly, particularly in the 
less than two hectare category, in the years leading up to accession.

Though the average size of farms and the number of large holdings greater 
than thirty hectares (just 0.6 percent of all Slovenian farms in 2003) were increas-
ing, albeit slowly, over the last decade, the structure of output remained relatively 
stable. In 2000, livestock production, led by cattle, poultry, dairy products, pork 
and sheep meat, accounted for a little under half of agricultural output; while 
crops, led by cereals, maize, potatoes, fruit and sugar beets, accounted for the 
other 53 percent [WTO Secretariat (2002) Section 4, 1]. As an industry, agricul-
ture was badly hurt by the disintegration of Yugoslavia with the loss of its major 
export markets in 1992–1993 but with a partial reorientation toward Western Eu-
rope and the recovery of exports to former Yugoslav republics, agricultural pro-
duction recovered. By 2000, 61 percent of Slovenia’s agricultural exports were to 
the republics of the former Yugoslavia, 21 percent to the EU. In terms of imports, 
however, the situation was reversed with the EU accounting for 54 percent, the 
former Yugoslav republics just 10 percent.

A more formidable challenge to Slovenia’s accession aspirations was harmo-
nizing its agricultural support policies with those of the EU’s Common Agricul-
tural Policy which, to make matters somewhat more complicated, were themselves 
changing in response to criticism from the WTO, the Cairnes group of grain export-
ing countries, and, in particular, developing countries, all of whom opposed the 
export subsidies offered to EU producers which undercut world agricultural prices. 
CAP reforms, though somewhat marginal in impact, were put forward in 2003 de-
signed to reduce the export-orientation of agricultural support policies, increase the 
market orientation of production, convert financial support from production related 
to direct payments, and limit direct payments to large producers. Monies saved 
with these measures were directed at rural development primarily for environmen-
tal, animal welfare and quality improvements [Slovenian Economic Mirror (June 
2003)]. The overall system was designed to maintain the rural population and the 
“rural way of life” through guaranteeing a basic level of stable agricultural income 
through direct payments and market regulation while increasing agriculture’s re-
sponsiveness to market signals and reducing its reliance on subsidized exports.

Slovenia’s agricultural policies since independence had been directed toward 
harmonizing its system with that of the EU in order to pursue its European quest. 
Its stated goals included a move to a less intensive, more environmentally friendly 
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agriculture and improving productivity and competitiveness while retaining rural 
population and moving away from its protectionist and market-price support and 
intervention system for maintaining farm income [WTO Secretariat (2002) Sec-
tion 4, 2–3]. It began by progressively adopting the EU system of direct financial 
support at approximately the same level as provided by the CAP and when formal 
accession negotiations began, it was already well on the way to compliance with the 
EU system. The WTO Secretariat reported in 2002:

The instruments used for domestic support are being harmonized with those of 
the EU, in preparation for accession. In the period 1991–1999, Slovenia relied 
mainly on administered prices and per-hectare payments to farmers. In 1998-
99, administered prices applying to three food chains [wheat, milk, sugar] . . . 
were phased out. Related monopoly arrangements . . . were also terminated. 
Slovenia moved towards the establishment of EU-like common market orga-
nizations, in which intervention prices, generally set at lower levels, replaced 
fixed state-determined prices. To date, common market organizations have 
been established for cereals, sugar, seeds of agricultural plants, hops, fresh 
fruit, vegetables, olive oil, wine grapes, beef, sheep and goat meat, and milk 
and dairy products.

To offset the impact of lower guarantee prices on farmers’ incomes, Slo-
venia has introduced less distorting modes of support since 1995, such as di-
rect payments and set-aside schemes, in line with the first and second reform 
of the CAP. This was achieved by gradually reducing external protection and 
putting downward pressure on domestic prices. [WTO Secretariat (2002) 
Section 4, 3] 

Slovenia still had to negotiate the reference levels of production and quotas 
and the level of financial support that agriculture would receive on accession. 
Slovenian negotiators first presented its reference quantity and quota requests 
to the EU negotiators at the end of 1999. The EU’s first offer in most product 
classes was only about two-thirds of Slovenia’s request. Subsequent negotiations 
in 2003 improved the EU offer such that it came very close to the existing level 
of production in Slovenia and in a couple of cases exceeded significantly existing 
production levels (e.g. sugar, olive oil) and some exemptions (derogations) were 
granted [Slovenian Economic Mirror (February 2003; June 2003)]. By mid-2003 
the negotiations on production quantities and quotas were closed. 

This left the level of direct payments and rural development funding to be re-
solved. The problem for the EU was the anticipated cost of funding CAP for the ten 
new applicant countries. Particularly problematic were Poland and the poorer agri-
cultural regions of Slovakia, Hungary and the Baltics. Applying the same level of 
direct payments to these new member countries as applied to the existing members 
would eat up more than half of the total EU budget. The existing members, there-
fore, were unwilling to extend equal funding to new members immediately but to 
phase it in over a period of ten years [Cowell (2004)]. The level of financial support 
was to begin at 25 percent of direct payments in 2004 rising to 100 percent in 2013. 
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Slovenia, however, negotiated a provision that allows it to pay supplemental direct 
payments to its farmers raising the support level to 85 percent of the EU level in 
2004 and rising to 100 percent by 2007. As the Slovenian Economic Monitor notes, 
“this is a major success of the negotiations, but a significant burden on the national 
budget” [Slovenian Economic Mirror (June 2003); this is outlined in more detail in 
the following chapter.].

Rural development funding negotiations were also successful allowing Slov-
enia to pursue its existing environmental and rural and village rehabilitation poli-
cy directions with funding supplied by the EU. Of the 402 million Euros awarded 
Slovenia for agricultural support for 2004-2006, two-thirds was allocated to rural 
development, the remainder for market support and direct payments [Slovenian 
Economic Mirror (June 2003)].

In the accession reports in 2001 and 2002, the European Commission ex-
pressed some concern, not with the pace and extent of the adoption of the agri-
cultural acquis, but rather with the progress Slovenia was making in developing 
the administrative capability and in implementing effective market institutions, 
though progress was noted helped by SAPARD funding and “twinning” programs 
with existing EU members. The last report of the Commission prior to the finali-
zation of the accession agreement at the end of 2002 concluded:

In order to complete preparations for membership, Slovenia’s efforts now need 
to focus on finalising alignment, and further reinforcing the administrative ca-
pacity to implement and enforce the acquis. Especially the staff of the Ministry 
of Agriculture, Forestry and Food and the Agency for Agricultural Markets 
and Rural Development needs to be reinforced, in particular in order to apply 
the Common Market Organisations in the agricultural sector effectively and 
smoothly. Further efforts are to be made as regards the coherent systematisati-
on of procedures and drafting of manuals. Furthermore, timely establishment 
of the veterinary and phytosanitary controls at the future external borders sho-
uld be ensured. [Commission of the European Communities (2002), 67] 

In short, policy and legislation was in place. All that remained was the final 
development of the bureaucratic superstructure necessary to implement and po-
lice the Common Agricultural Policy and to integrate Slovenia’s regulatory and 
support system into that of the European Union, a subject we take up in the fol-
lowing chapter. 

For the most part and for most sectors, by the 2002 review, negotiations be-
tween Slovenia and the EU had been satisfactorily concluded. Twenty-six chap-
ters had been closed though there were still some concerns with weakness in the 
administrative capacity to implement some of the acquis and dissatisfaction with 
the failure to reduce inflation and to complete the privatization of the banking 
and insurance sectors. Nevertheless, Slovenia was deemed to have met the acces-
sion requirements and negotiations with the EU were formally concluded on 13 
December 2002 in Copenhagen with entry along with the other nine successful 
applicants set for May 1, 2004. 
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One hurdle remained. The government had promised to put the agreement to 
a referendum vote to quiet fears by some that the negotiations would unaccept-
ably compromise Slovenia’s sovereignty, national identity and language rights. 
That referendum was held March 23, 2003 and the results, published March 25 in 
the newspaper Delo, showed that almost 90 percent of those who voted, voted in 
favor of membership. However, only just over 60 percent of those eligible to vote 
did so. That is, only 54 percent of eligible voters cast ballots favoring member-
ship in the EU though whether the low turnout reflected expectations by many 
that the outcome was a foregone conclusion or whether it reflected reservations 
about the threat of membership to Slovenian independence and cultural identity 
is not known.

Slovenia, the EU, the EMU and Economic Sovereignty

The issues involved in Slovenian membership in the EU and the EMU are encap-
sulized in the opening quotation to this chapter. To become a citizen of the wider 
European world, Slovenians must be prepared to give up (economic) citizen-
ship in the nation state of Slovenia. This is the “trilemma” proposed by Harvard 
economist Dani Rodrik and implicit in the trilemma posed by trade theorists in 
the Mundell-Fleming model. In the Mundell-Fleming model countries have the 
choice of two of three policy variables: free international capital flows, a fixed 
exchange rate, or a discretionary monetary policy. Two of the three, but two only. 
The EU/EMU decrees free capital flows and a fixed exchange rate. This means 
that Slovenia would be denied any independent monetary policy which, in the 
context of recent trade, inflation and exchange rate moves could require such a 
restrictive monetary policy on the part of the Bank of Slovenia that unemploy-
ment rates would skyrocket and incomes fall significantly. This was explicitly 
recognezed by the Slovenian authorities in their quest to join the EMU and they 
began implementing monetary, exchange rate, and fiscal policies in the “landing 
period” leading up to accession to mitigate that threat. These policies are analysed 
in the context of the program to enter the EMU in the following chapter.

The Rodrik trilemma paints an even less attractive scenario. This is not the 
place for a detailed outline of Rodrik’s argument, but its essence is that institutions, 
particularly economic institutions, are the manifestation of a society’s (country’s) 
values. Harmonizing such institutions can be quite disruptive if not detrimental 
to economic development. What he calls “deep economic integration” implied in 
the accession conditions of the EU requires an institutional change that seriously 
threatens the future existence of the Slovenian nation state in functional, if not in 
nominal, terms. As Rodrik writes:

In sum, national borders stand in the way of deep economic integration beca-
use they demarcate institutional boundaries. One conclusion, and the one that 
many economists have drawn, is that the way forward is to offset these cen-
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trifugal forces through international agreements, harmonization and standard 
setting. That, after all, is how the economic gains form further integration can 
be reaped. But, as I have argued earlier, diversity in national institutions serves 
a real and useful purpose. It is rooted in national preferences, sustains soci-
al compacts, and allows developing nations to find their way out of poverty. 
There is no easy choice here. [Rodrik (2002), 12] 

The dilemma (trilemma) that Rodrik proposes is that countries have a choice 
between three options: the nation-state, deep economic integration, and democ-
racy. All three are mutually incompatible. “If we want to maintain and deepen de-
mocracy, we have to choose between the nation state and international economic 
integration. And if we want to keep the nation state, we have to choose between 
democracy and international economic integration” [Rodrik (2002), 13]. This was 
the dilemma facing Slovenia as it entered into full membership in the EU and the 
Euro Area.

Notes

1. Selected indicators are given in table 9.1 taken from the 2001 and 2002 European 
Commission Reports and more recent data from the Bank of Slovenia and the Institute of 
Macroeconomic Analysis and Development (IMAD).

2. The preoccupation of the OECD with promoting its version of “labour market 
flexibility” is well known despite the fact that numerous economic studies have shown that the 
main source of slow economic and productivity growth in Europe has been restrictive neoliberal 
monetary and fiscal policies and not labor market regulation. See chapter 6.  In any case, more 
recently the OECD has backed off its assertion of a close relationship between labor market 
regulation and unemployment.

3. The agricultural region of Pomurska has an average income just over half of that of the 
central region of Slovenia which includes the capital, Ljubljana. Average incomes in the central 
region, in fact, reached slightly above the EU average income in 2002 while the average in 
Pomurska were just half. Despite this, regional disparities within Slovenia, though significant, 
are generally less than other EU and accession countries.

4. Referendum data from Fink-Hafner and Lajh (2003), 76. A companion referendum 
on membership in NATO was also passed although with a lower support rate of 66.8 percent. 
This means than less than a majority of eligible voters, just 40.3 percent, supported NATO 
membership. Slovenia was formally enrolled in the military alliance on April 2, 2004 in 
Brussels.
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A F T E RW O R D :

Slovenia in The eu

Slovenia’s accession to the European Union in May of 2004 was not the end of her 
quest to become a full-fledged member of the European community. There were 
two further steps to be made, entry in the Eurozone, the European Economic and 
Monetary Union (EMU) and full integration into the Common Agricultural Policy 
(CAP). Full membership in the eurozone was to be achieved in two steps; the first, 
entry into the Exchange Rate Mechanism 2 (ERM2) which required Slovenia to 
maintain for a minimum of two years a stable exchange rate between the tolar and 
the Euro while, at the same time, maintaining deficit and debt levels within the 
Maastricht limits and converging inflation and interest rates with those required un-
der the Maastricht treaty. The second step was entry into the EMU which involved 
replacing the tolar, Slovenia’s currency since independence, with the euro as the 
country’s currency. Slovenia entered the ERM2 in June 2004, a month after enter-
ing the EU, and joined the EMU and adopted the euro in January 2007.

The process leading up to entry into the ERM2, and of maintaining a stable 
exchange rate, while simultaneously lowering inflation and interest rates with-
out seriously depressing economic growth or raising unemployment, was not an 
easy one particularly given the constraints on monetary, fiscal and exchange rate 
policy established in the convergence requirements set out by the EU and the 
Maastricht Treaty.

Acquiring full benefits and coverage of the CAP was also a staged affair, in 
this case begun unilaterally by Slovenia prior to EU accession, though in accord 
with a process negotiated with the EU prior to entry into the union. Full benefits 
were also not to be received until 2007. 

Slovenia and the EMU

Generally speaking, by 2000 Slovenia was compliant with the Maastritch criteria 
specifying fiscal and economic limits except for Slovenia’s continuing level of 
inflation and consequent elevated long term interest rates and depreciation of the 
tolar exchange rate with the euro. Slovenian authorities were keenly aware of the 
difficulty of reducing the level of inflation without depressing the economy and 
inciting domestic social unrest. Moreover, the problem was bound to become 
more difficult as the country adopted the EU acquis and convergence require-
ments limiting monetary policies and restrictions on capital mobility, particularly 
after 1999 when Slovenia was obligated to abandon its capital controls provisions 
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which had been a pivotal element in its anti-inflation and exchange rate stabiliza-
tion program. This was further complicated by convergence obligations to imple-
ment significant structural changes including the introduction of a value added tax 
(VAT) system in 1999.

In November 2001 the central bank, the Bank of Slovenia (BS), announced 
its new monetary policy designed to ready the country for entry into the ERM2 
immediately upon accession to the EU with the goal of entering the EMU at the 
earliest date possible, which was two years with a stable exchange rate after joining 
the ERM2. Central to the bank’s policy was lowering the rate of inflation which 
in 2000 topped out at 8.9 percent, well above the Maastritch requirement. It was 
considered urgent that Slovenia reduce its inflation rate since, once within the EU 
and the ERM2 it would effectively lose its ability to use monetary and exchange 
rate policies to control the macro economy. This was further constrained by fiscal 
pressures induced in part by domestic wage pressures and transfer policies and by 
the fiscal implications of EU convergence policies including declining customs rev-
enues and rising accession commitments. As Bole and Mramor conclude: 

To shorten the highly risky intermediate phase of ERM2 participation, the va-
lues of Maastricht’s criteria variables had to converge as fast as possible to the 
required values while still in the landing phase [2000-2004]. If the convergen-
ce of these variables had occurred inside the EU and ERM2, long term macro-
economic opportunity costs would have been much larger. Namely, being in 
the EU and ERM2 policy makers would have even much tighter constraints, 
and enforcing nominal convergence with still present market distortions would 
seriously jeopardize long term performance of the economy.

In the landing period, inflation, fiscal stance, nominal interest rates, and 
exchange rate variability had to become main objectives in the goal function 
of policy makers. [Bole and Mramor (2006), 106]

The problem was that, to control domestic demand pressures, high real in-
terest rates were required. But high interest rates relative to the prevailing rate 
in the Eurozone would entice an inflow of foreign exchange which would not 
only result in the appreciation of the tolar exchange rate but also inflate the do-
mestic money supply, further feeding inflation. Moreover, high real interest rates 
would depress economic growth and reduce investment required to promote the 
structural changes and developmental programs mandated by the EU accession 
commitments such as those for agricultural and rural development and for eco-
nomic and social cohesion. The problem of rising prices was exacerbated by a 
series of economic shocks in the landing period including the removal of capital 
controls, the introduction of the VAT in 1999, wage pressures in the non-market 
sector, increases in regulated prices, particularly in energy and oil, and the market 
and political power of strategic enterprises in the non-tradable sector [Bole and 
Mramor (2006), 102].

The bank’s monetary policy to constrain inflation announced in the November 
2001 program was to restrict the growth in the money supply (M3) and to target 
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interest rates, but given the supply side nature of the price shocks, monetary policy 
was ill-suited to constraining prices without, at the same time, reducing economic 
growth. However, other fiscal and financial tools were available, in particular the 
de-indexation of equity and financial claims with the application of nominal interest 
rates rather than real interest rates to such claims. The relatively high nominal rates, 
because of the underlying rate of inflation, would have translated into higher real 
rates if sterilization required to restrict the monetization of foreign exchange inflows 
had not been carried out. The government, to contain these pressures, switched 
its fiscal borrowing to domestic financial markets from foreign markets reducing 
the net inflow of foreign funds and also reducing foreign government debt. The 
government induced the banks and financial institutions to take up the nominally-
denominated domestic government debt by offering longer term instruments better 
suited to the Slovenian market. By 2003, the majority of new government bonds 
were issued at fixed nominal rates while indexing the rest to the euro exchange rate 
which was expected to converge and stabilize with entry into the ERM2 [Bole and 
Mramor (2006), 112]. It further intensified its use of foreign exchange swaps and 
outright purchase of foreign exchange to prevent the tolar exchange rate from ap-
preciating, though in the landing period the tolar was allowed to slowly depreciate 
to offset Slovenia’s higher rate of inflation.

According to Bole and Mramor, the most serious obstacles to lowering the 
inflation rate and bringing nominal interest rates into convergence with those in the 
euro area were fiscal pressures and structural imbalances between the tradable and 
non-tradable sectors [Bole and Mramor (2006), 115]. Correcting these imbalances, 
they argued, was necessary before entry into the EU and the ERM2, while Slovenia 
was still able to utilize relatively independent monetary and exchange rate policies. 
“At the end of the landing period when the central parity for ERM2 is determined, 
the room for possible adjustments to the exchange rate would disappear and econo-
my would be stuck with a much too high relative price level of non-tradables for a 
long period” [Bole and Mramor (2006), 106].

The fiscal imbalance was evidenced by the government deficit which, un-
der the new EU methodology, reached 3.5 percent of GDP in 2000, in excess of 
the Maastricht limit of 3 percent [BS, Monetary Policy Report (2004), 43-44]. 
Moreover, the deficit was subject to further projected shocks resulting from EU 
convergence measures, including the decline in customs revenues and the copay-
ments required for EU budget funds [Bole and Mramor (2006), 103]. One particu-
lar budget shock was the agricultural support funds which Slovenia committed 
to beginning in 1997 for market subsidies resembling those of the EU budget 
under the Common Agricultural Policy and which rose substantially after 2001 
[Volk, Rednak, and Erjavec (2007), 7]. Although initially financed entirely from 
the domestic budget, and hence a substantial shock to the Slovenian fiscal system, 
the expenditure was “justified in public finance terms as they may be considered 
a kind of investment in long-term inflows from the EU budget [Erjavec, Rednak, 
Volk, and Turk (ERVT) (2003), 565]. The structural imbalance featured by Bole 
and Mramor involved that between the tradable sector, more or less coterminous 
with manufacturing, and the non-tradable, market sector, basically the rest of the 



186 Afterword

market economy. With the transition to a market economy and increasing expo-
sure to foreign competition, tradable goods were forced to moderate costs and 
prices and increase productivity to remain competitive. The same pressures did 
not exist for the non-tradable sector. As Bole and Mramor conclude:

Because of larger markup coefficients, even random increases in costs (supply 
side shocks) resulted in much higher increases in the prices of non-tradables 
than in the prices of tradables. Relative prices of non-tradables have therefore 
advanced predominantly because of the flow of supply side shocks amplified 
by market structure differences. The most important supply shocks were gene-
rated by changes in regulated prices, tax policy, and the prices of enterprises 
with strong market and “lobbying” power. [Bole and Mramor (2006), 100]

This, of course, raises the issue of how to confront the disparities between 
the tradable and non-tradable sectors. A tight monetary policy was not feasible, 
nor was exchange rate policy, to stabilize prices given the supply sources of price 
stocks and the potential for a restrictive monetary policy to stifle economic growth 
and thus prevent structural adjustment.

What made possible the adjustment was the centralized, consensual income 
policies (discussed in chapter 5). The social and collective agreements beginning 
in 2001 ceased to index wages to past inflation but rather introduced forward 
looking indexation based on expected inflation pegged to a basket of measures 
including expected domestic inflation, EU inflation and the euro exchange rate 
depreciation. Some social transfers, excluding pensions, were also re-indexed to 
expected rather than past inflation.

The wage agreements with the private sector were negotiated to increase at 
one percentage point below the expected rate of productivity increase thus lower-
ing labor cost pressure on prices and reducing excess consumer demand pressure, 
while still maintaining or increasing real wages. In the public sector, however, the 
agreement was designed to actually reduce real wages. This was important be-
cause public sector wages represented around a third of the total wage bill in the 
economy. “The wage agreement with public sector labor unions meant a reduc-
tion in public sector real wages. Furthermore, it allowed the amount of the already 
agreed indexation of wages to be converted to individual contributions to a newly 
created second pillar public sector pension fund.” These agreements had a sec-
ondary effect of reducing indexation of pensions “. . . as pension increases were 
tied to the approximate average increase of wages and CPI” [Bole and Mramor, 
2006, 110]. Indeed, in the landing period, 2000-2004 pension expenditures as a 
percentage of GDP did drop slightly [Bole and Mramor (2006), 113]. In addition, 
the impact of the social and collective agreements with the unions was more im-
portant than just the lowering of supply side costs. They also reduced inflationary 
expectations despite the other increased supply side price increases such as oil 
prices and taxes.
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The combination of a restrictive monetary policy, cutbacks in fiscal expen-
ditures, de-indexation of the domestic economy, a social agreement and income 
policy reducing public sector salaries and restricting market sector wage increas-
es to less than productivity growth proved very effective in controlling inflation. 
During the landing period the rate fell to a level that not only eased Slovenia’s en-
try into the EU but allowed it to almost immediately enter into the ERM2 system 
leading up to full entry in the EMU after the mandatory two year demonstration 
period of macro and exchange rate stability.

Table A.1
Inflation: 2000–2006
Year 2000 2001 2002 2003 2004 2005 2006
Inflation Rate (CPI)  8.9  8.4  7.5  5.6  3.6  2.5  2.5
Source: Slovenian Economic Mirror, July 2007.

Macroeconomic Progress in the Conversion-Landing Period

The challenge of economic policy in the landing period was to reduce inflation to 
within the Maastritch limits and, in the process, converge real and nominal interest 
rates with prevailing Eurozone rates and maintain a stable exchange rate between 
the tolar and euro, without significantly retarding economic growth or increasing 
unemployment. The reduction in inflation and interest rates and the stabilization of 
the exchange rate had to be achieved by the time of entry into the EU when adher-
ence to the Growth and Stability pact and EU directives sharply constrained fiscal, 
monetary, and foreign trade policy. Once in the EU, entry into the ERM2 further 
constrained monetary policy while maintenance of a stable exchange rate for a min-
imum period of two years was a mandatory condition for entry into the EMU.

In fact, except for minor but perceptible slowing of growth rates in 2001 
and 2003 that were, at least in some part, due to unfavorable weather conditions 
for agriculture, the Slovenian economy performed surprisingly well during the 
landing period while achieving its goals of lowering inflation, converging inter-
est rates, structural rebalancing, and a stable exchange rate. The macroeconomic 
record for the convergence period is set out in table A.2.

Table A.2
Macroeconomic Indicators for Slovenia: 2000–2004
  2000 2001 2002 2003 2004
GDP real growth rate 4.1 2.4  3.5 2.7 4.4 
Current account balance (%GDP) –2.8 0.2 1.0 –0.8 –2.6 
Unemployment (ILO defn) 7.0 6.4 6.4 6.7 6.3  
Gross real wage growth rate 1.8 3.2 2.0 1.8 2.0 
 Private Sector 1.3 2.3 2.3 2.1 3.1 
 Public Sector 2.1  6.1 1.1 1.0 –0.8 
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Labor Productivity 3.3 2.2 3.9 3.1 3.9 
Exchange rate (tolars/euro) 205.0 217.2 226.2 233.7 238.9 
Inflation (annual average) 8.9 8.4 7.5 5.6 3.6 
BofS Interest rates 
 120 days 4.29 4.00  3.15  2.18  2.03 
 270 days 9.35  11.16 9.72 7.44 4.70
Source: IMAD, Spring Report, 2006; BS, Monthly Bulletin, June 2005.

According to the Bank of Slovenia and Bole and Mramor, long-term in-
terest rates fell below the Maastritch criterion in early 2003 and by 2004 were 
significantly, by between 1 and 2 percent, below the interest rate criteria by the 
time Slovenia entered into the EU in 2004. [BS, Monetary Policy Report (2006), 
53–54; Bole and Mramor (2006), 114]. Writing in 2006, the Bank notes:

Slovenia has long met the long-term interest rates criterion. This requires 
long-term interest rates in a country aiming to join the euro to be no more than 
2 percentage points higher than the unweighted average of long-term interest 
rates in the three EU countries with the best price stability results, with the 
yield on long-term government securities taken as the reference. The spread 
between the reference rate and Slovenia’s long-term interest rates recorded a 
sharp, sustainable fall in the period to the beginning of 2005, and since then 
have remained relatively low. [BS, Monetary Policy Report (2006), 53–54]

Structural Change

A central argument in Bole and Mramor was that the key to reducing inflation was 
structural change, more specifically in promoting a more productive and com-
petitive structure in the non-tradable sector, essentially the non-manufacturing 
domestic economy excluding public administration. Manufactured goods pric-
es were controlled by exposure to competition from EU countries and from the 
emerging giants such as China under the global liberalization of trade promoted 
by the World Trade Organization.

What is perhaps somewhat surprising is how resilient Slovenian manufacturing 
really was to this new competitive environment, both before and after entry into the 
EU. This is demonstrated in table A.3 which traces the structure of GDP in the period. 
This resilience to global competition is indicated by foreign trade statistics (table A.4) 
which, except for the recession-induced relative decline in the European market from 
2001 to 2003, have shown consistently high rates of growth in exports of capital and 
industrial goods, generally as high or higher than growth rates of comparable imports. 
However, this is also largely true of services which would indicate that the service 
sector has become more competitive than suggested by Bole and Mramor.

The destination of exports and the source of imports has also shown a fairly 
consistent orientation over the period of convergence and EU membership. Non-
European trade is relatively unimportant as both a market and as a source of 
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goods and services. Entry into the EU seems to have had little effect on the pat-
tern of foreign trade except, perhaps, a slight displacement effect with respect to 
imports from non-European countries, both developed and developing.

The other strong piece of evidence of the resilience of the manufacturing sec-
tor is that its share of GDP declined only marginally in the period of convergence 
after 2000 and, after a slight drop on EU accession, appears to have stabilized at 
around 21 to 22 percent of GDP. This compares favorably to the primary (natural 
resource) sector which has seen its share decline by around a third, largely due to 
the relative decline in agriculture, hunting and forestry. The construction indus-
try, on the other hand, has fluctuated reaching a minimum in the late landing or 
convergence period before expanding robustly after entry into Europe. Utilities, 
in contrast, have been quite stable.

Table A.3
Share of GDP by Selected Industry: Slovenia 2000–2007 (% of Total GDP)
  2000 2001 2002  2003 2004 2005 2006* 2007**
Agriculture, forestry,     
 hunting and fishing 2.8 2.6 2.7 2.2 2.3 2.2 2.0 2.0 
Mining 0.6 0.5 0.4 0.5 0.4 0.4 0.4 0.4  
 Total Primary 3.4 3.1 3.1 2.7 2.7 2.4 2.4 2.4 
Manufacturing 23.0 23.2 22.6 22.9 22.4 21.4 21.8 21.5 
Industry and construction 31.4 31.3 30.6 30.9 30.4 29.7 30.2 30.0 
 Total Secondary 30.8 30.8 30.2 30.4 30.0 29.3 29.8 29.6 
Non-tradable services 34.7 35.2 35.5 35.8 37.0 37.3 37.4 37.8 
Public sector services 17.8 18.2 17.8 17.9 17.3 17.9 17.5 17.4 
 Total Tertiary (services) 52.5 53.2 53.3 53.7 54.3 55.2 54.9 55.2 
Indirect taxes net 
of subsidies  13.3 12.9 13.3 13.2 13.0 12.9 12.8 12.8
* Estimate 
** Forecast 
Source: IMAD, Spring Report, 2007, Statistical Appendix.

Table A.4
Foreign Trade Growth Rates: Slovenia 2000–2007 (Nominal Growth Rates in %)
  2000 2001 2002 2003 2004 2005 2006* 2007**
Exports of goods 18.2 9.2 6.0 3.0 13.3 19.9 16.4 14.0 
 Capital goods 20.2 16.4 8.9 6.1 14.6 10.1 21.3 13.2 
 Intermediate goods 23.0 8.7 4.1 4.2 16.1 10.5 20.6 14.4 
 Consumption goods 11.9 7.4 7.4 0.4 9.1 17.4 9.0 13.6 
Exports of Services 16.3 6.1 12.0 1.0 12.9 15.4 9.3 10.4 
Imports of goods 16.6 3.1 1.9 5.4 16.6 12.1 15.9 12.2 
 Capital goods 8.9 1.3 3.0 11.7 8.4 5.5 17.2 10.2 
 Intermediate goods 26.3 2.1 1.6 3.5 19.0 14.5 16.0 12.5 
 Consumption goods 1.3 7.3 1.8 5.3 17.3 10.8 14.5 12.7 
Imports of services 9.0 5.1 10.8 5.7 8.9 12.3 12.6 10.6
* Estimate 
** Forecast 
Source: IMAD, Spring Report, 2007, Statistical Appendix.
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Table A.5
Distribution of Foreign Trade by Source or Destination: Slovenia 2000–2006 
(% of total trade by country of source or destination)
   2000 2001 2002  2003 2004 2005 2006
Exports to: 
 Developed  
 industrial countries*  70.7 58.1 66.1 65.9 73.6 74.2 74.5 
 EU 15  63.8 62.2 59.4 58.4 58.2 59.3 58.9 
 Developing countries**  29.3 31.9 33.9 34.1 26.4 25.8 25.5 
  Former Yugoslavia  15.7 16.9 17.8 17.4 17.6 17.2 16.3 
  Non-European developing 
  countries  2.4 2.4 2.6 2.4 2.4 2.1 2.1
Imports from: 
 Developed industrial countries* 78.2 77.2 77.3 76.5 87.8 86.5 85.6 
 EU 15   67.8 67.6 68.0 67.3 73.5 71.8 71.2 
 Developing countries**  21.7 22.8 22.7 23.5 12.2 13.5 14.4 
  Former Yugoslavia  5.4 5.3 5.0 5.0 5.7 6.5 7.4 
  Non-European developing  
  countries  4.1 4.8 5.3 6.1  3.2 3.4 3.7
* Includes the new entrants to the EU 2004–2006 
** Excludes the new entrants to the EU 2000–2006. Including the new entrants into the developing countries 
would give comparable figures for 2004–2006 as follows: 
     2004 2005 2006
Exports to developing countries   34.7 34.4 35.1 
Imports from developing countries   21.0 22.6 23.4
Source: IMAD, Spring Report, 2007, Statistical Appendix.

In general, the convergence and post-EU accession periods have been char-
acterized by a gradual structural shift in GDP in favor of the tertiary, or service, 
sector, almost all accounted for by the growth of market, non-tradable services 
(wholesale and retail trade, hotels and restaurants, transport, storage and commu-
nications, financial intermediation, real estate, renting and business activities). Of 
these industries, only hotels and restaurants and financial intermediation showed 
no secular trend to an increased share over the entire period. On the other hand, 
the public sector (including community, social and personal services) showed 
a remarkable stability over the entire period fluctuating between a high of 18.2 
percent of GDP in 2001 and a low of 17.3 percent in 2004. On entry into the Eu-
rozone in 2007 the public sector was estimated to be 17.4 percent of GDP.

The relative structural stability GDP shares, however, has not extended to 
the labor market where employment in goods production, particularly in the pri-
mary sector, has fallen quite rapidly over the convergence and EU periods. In-
deed, mining was the fasted declining employer with an average drop in employ-
men in excess of 7 percent per year. This contraction was particularly rapid in the 
convergence period. The relatively slow decline in employment in manufacturing 
can be explained by the growth in production in a number of major manufacturing 
industries in Slovenia, in particular chemicals, man-made fibers, rubber and plas-
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Table A.6
Average Annual Employment Growth by Selected Industries and Sectors: Slovenia, 2000–2007* 
(average annual percentage growth)
  2000–2004 2004–2007 2000–2007
All industries 0.4  0.7 0.6
Agriculture, hunting and forestry –3.0 –2.4 –2.8 
Mining –8.5 –6.0 –7.2 
Manufacturing –0.9 –1.3 –1.1 
Utilities –1.2 –0.3 –0.6 
Construction 1.0 3.5 2.4 
Goods production –1.1 –0.6 –1.0 
Market services 2.2 2.0 2.1 
Public and personal services 1.7 1.9 1.7
*2007 figures are IMAD for casts. 
Source: IMAD, Spring Report, 2007, Statistical Appendix.

tic; basic metals and fabrication; machinery and equipment; electrical and optical 
equipment; and transportation equipment. The growth in these industries offset to a 
considerable (but incomplete) extent the rapid decline in the traditional labor inten-
sive, low technology, industries, particularly the textile, leather, non-metal mineral 
and food industries (see table A.7).

Table A.7
Indices of Production and Employment: Selected Industries: Slovenia 2000–2006 (2000 = 100)
Production 2000 2004 2005 2006
Industry, total 100 112.8 116.5 123.6 
Mining 100 97.6 104.2 114.9 
Manufacturing 100 111.6 115.6 123.1 
Food, beverages & tobacco 100 89.4 88.0 86.8 
Textiles & textile products 100 61.7 54.1 52.2 
Leather & leather products 100 68.2 72.7 76.5 
Wood & wood products 100 94.7 100.7 104.1 
Paper, publishing & printing 100 101.2 104.8 103.8 
Chemical products & and  
Man-made fibers 100 147.5 158.7 179.4 
Rubber and plastics 100 116.5 122.2 130.0 
Non-metal mineral products 100 84.5 78.7 83.6 
Basic metals & fabricated products 100 107.8 116.3 129.8 
Machinery & equipment 100 138.5 140.9 149.5 
Electrical & optical equipment 100 153.0 157.7 181.9 
Transportation equipment 100 152.7 184.7 177.4 
Utilities 100 132.9 130.9 129.6 
Construction 100 108.4 111.7 128.8
Employment 
Industry, total 100 100.2 98.5 96.9 
Mining 100 77.2 73.2 70.2
Manufacturing 100 100.9 99.1 97.4 
Utilities 100 99.1 100.0 100.0 
Construction 100 97.5 102.0 109.6
Source: Slovenian Economic Mirror, July 2007 and selected earlier issues.
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The rise of almost a quarter in industrial production despite a decline in ag-
gregate employment of just over 3 percent between 2000 and 2006 is one obvious 
explanation of the rapid labor productivity growth rate recorded in table A.3. Com-
pounded over the 2000–2006 period, labor productivity increased by around 27 
percent. In manufacturing as a whole, production rose 23.1 percent while employ-
ment declined by 2.6 percent indicating a productivity gain of around 26 percent. 
The comparable increases in mining, utilities and construction are approximate-
ly 21 percent, 30 percent and 12 percent respectively. Part of the explanation of 
manufacturing’s productivity performance is undoubtedly the decline in the low 
productivity, labor intensive industries (food, textiles, leather, and wood) relative to 
the higher productivity and capital intensive industries such as transport equipment, 
chemicals, machinery and electrical and optical equipment. 

In any case, the low levels of unemployment combined with the strong pro-
ductivity growth and export performance contradicts the often heard criticism of 
Slovenia’s recent economic record, that the country’s labor market is too inflexible 
for efficient and competitive economic performance. Domadenik, Kase, and Zupan 
(2006, 148), for instance, have argued that “[b]ecause the social security system 
for the unemployed is already relatively generous, [Slovenia] needs more flexible 
firing process regulations” [see also Pransikar (2006), 11]. However, as Stanojevic 
has demonstrated, increased intensity of work combined with strong union support 
and enhanced flexibility and contract employment proved to offset external labor 
market and numerical rigidity even with relatively high and rising real wages in 
the transition period [Stanojevic (2006), 157–181]. The record in the convergence 
and EU periods indicates that inflexible labor markets have not been the obstacle to 
economic growth that free market economists had postulated. 

This issue of market deregulation and de-institutionalization has been at the 
forefront of the debate over economic policy in Europe for the better part of the 
last decade. This is summarized by Prasnikar in his introduction to the 2006 col-
lection Competitiveness, Social Responsibility and Economic Growth. “Is is pre-
cisely the exaggerated institutionalization in all areas, which is a consequence of 
the tendency towards predictability and people’s preference for low risk taking, is 
a weak point of Continental Europe. In times of globalization it has no choice. . . . 
Free entry in all areas will lead to greater competitiveness and hence to increased 
productivity” [Prasnikar (2006), 7]. This neoliberal diagnosis has been central 
to the internal Slovenian criticism of economic policy during the period since 
independence; that, despite the economic success in the transition process, the 
country has failed to de-institutionalize and deregulate economic markets, in par-
ticular the labor market. This, according to the neoliberal consensus, will restrict 
productivity and income growth in the future. Prasnikar goes as far as noting that 
Slovenia “has a high level of social protection, but this burdens its competitive-
ness and slows economic growth” [Prasnikar (2006), 11].

The context of the Slovenian critique is the Lisbon Strategy, the EU’s stra-
tegic program adopted in 2000 to make Europe “the most competitive economy 
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[in the world] by 2010.” It is most explicitly expressed by Boot in his contribu-
tion to the Prasnikar collection, “The EU and Economic Growth.” Boot argues 
that current institutions and practices in Europe act as a drag on competition and 
productivity resulting in its poor performance relative to the market-driven USA 
[Boot (2006), 20, 23–24]. The basic assumption behind the Lisbon Strategy is that 
“competition is at the core of increasing productivity,” and that increasing market 
based high-tech and entrepreneurial firms are the secret to increasing both [Boot 
(2006), 26-27; see also Prasnikar (2006), 7].

The Lisbon Strategy was conceived around the EU program to abolish all 
obstacles to the free movement of goods, services, people (labor) and capital, in 
order to promote economic growth. This further required the expansion of R&D, 
education and infrastructure within a stable and non-inflationary macroeconomic 
environment (the Stability and Growth Pact) while promoting inter-and intra-na-
tional cohesion (convergence of living standards). As the Kok (2004) and Sapir 
(2003) reports to the EU concluded, however, the results of the Lisbon Strategy 
were “not very encouraging” [Boot (2006), 19]. As a result, in 2005 a “Revised 
Lisbon Strategy” was developed which attempted to address the problem of the 
failure to achieve the original Lisbon goals by focusing on policies of realization, 
in particular of increases in R&D and “the development of innovative climate in 
the field of entrepreneurship” [Prasnikar (2006), 4].

In response to the criticism in the Sapir and Kok reports that the EU-wide 
Lisbon Strategy was too broad to be effectively implemented and that the failure 
of individual countries to reform their institutions, structures and practices Pras-
nikar is lead to the conclusion that each country, including Slovenia, “needs its own 
‘Lisbon’ that will perform against the inertia of the existing institutions” [Prasnikar 
(2006), 7]. Just how effective a national “Lisbon strategy” would be, however, may 
be questioned. First, the relatively poor performance of the EU economies rela-
tive to the US has been associated with the more restrictive monetary and fiscal 
policies embedded in the Stability and Growth Pact, in particular the restrictive 
monetary policy implemented to contain inflationary pressures [see, for instance, 
Palley (2001)]. The US, by contrast, has been exercising an extraordinarily loose 
monetary policy with extremely low interest rates and the flooding of US financial 
markets with liquidity while inflationary pressures have been constrained by an 
elastic supply of low cost goods and services provided in particular by China (with 
its fixed exchange rate relative to the US) and India, though at the expense of an 
unsustainably high and rising current account deficit.

In addition, the US economy has been fueled by excessive government expen-
ditures and deficits for most of the Twenty-first century, particularly with the rising 
expenditures for the wars in Iran and Afghanistan. A very significant part of these 
deficits are for the military-industrial complex which is the leading R&D sector 
and which is guided by government priorities and policies, not by markets. Further-
more, a significant element in reported US productivity and economic growth can 
be accredited to the intensification of labor through longer hours which now exceed 
European levels by multiple weeks of work per year.



194 Afterword

Also, the reported productivity performance in the US has been called into 
question because of the proliferation of outsourcing and offshoring by American 
manufacturers and there effect on the measurement of productivity. “Whether, 
for instance, productivity growth derives from a better-educated, more efficient 
U.S. workforce, from investment in capital equipment in U.S. establishments, 
or from the use of cheap foreign labor affects how productivity gains are dis-
tributed among workers and firms in the short term and undoubtedly matters for 
U.S. industrial competitiveness and living standards in the long term” [Houseman 
(2007), 1]. Given the stagnation of real wages in the United States in the Twen-
ty-first century and the loss of manufacturing jobs, particularly higher paying 
jobs, leads one to question the meaning of US productivity figures. Furthermore, 
how much of apparent average productivity gain has resulted from outsourcing 
of low productivity jobs or relegating them to the informal, or grey, economy is 
not known.

In any case, the assessment of the relative health of the European econo-
mies, including that of Slovenia, was completed before the recent problems in the 
American economy with the collapse of the sub-prime, low-interest and lending-
induced housing bubble and the rapid decline in the value of the American dollar. 
The rise of the euro and the success of Europe in curbing its usage of fossil fuels, 
in contrast to the US’s surging demand for oil, augers well for an acceleration in 
European productivity, competitiveness and economic growth relative to the USA 
even if the American economy avoids falling into a prolonged recession as many 
economists fear.

Slovenia, on the other hand, is not well positioned to avoid the dislocations 
of rising energy costs nor of curbing the emission of greenhouse gases (GHG) as 
required by the Kyoto Protocol. With respect to the latter, Slovenia is committed 
to lowering GWG emissions by 8 percent relative to the 1986 base year by 2012. 
However, her record is not favorable, with an increase of GWGs in the conver-
gence period 2000-2004 of 6 percent, the 8th highest growth rate of the EU25 
[Mirror (June 2007), 22]. As of 2005, GWG emissions were 0.5 percent above 
the 1986 reference level.

Part of the reason for Slovenia’s relatively poor record in increasing emissions 
has been the country’s more rapid rate of economic growth relative to the EU average 
since there is a strong correlation between economic growth and GWG emissions. On 
the other hand, the growth in the economy over that period was more than twice the 
growth of emissions indicating some progress in reducing emission intensity.

The main reason for Slovenia’s poor emission record is that the country as 
a whole is highly energy intensive, primarily because of its industrial structure. 
In the 2000-2004 period, while energy intensity improved in the household and 
commercial sectors and remained the same in transport, it deteriorated in manu-
facturing and construction, in large measure due to the increase in energy inten-
sity in non-metal mineral and metal production, pulp and paper production and 
chemical manufacture. As the Mirror [May 2007, 17] notes:
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Slovenia’s share of energy-intensive industries in manufacturing is one of the 
highest in the EU. The share of value added generated in manufacturing in-
dustries is among the highest in Slovenia. In 2005, it was the highest in the 
Czech Republic (25.9 percent), followed by Slovenia (24.6 percent) and Ire-
land. However, this does not necessarily indicate a high energy intensity of the 
economy, which also depends on the structure of manufacturing industries. 
The Slovenian structure has above-average shares of all energy intensive bran-
ches: non-metal, metal, and paper industries. The share of the metal industry is 
particularly high, almost double the EU average.

The significant increase in transportation emissions can be attributed to the 
growth in road transport, including transhipment after joining the EU, and the 
investment in the motorway network with a parallel neglect of the rail system and 
public transport [Mirror (May 2007), 17].

In any case, the projected rise in the price of energy, in particular of oil, as 
world demand increases faster than world supply and as non-Opec sources of 
crude oil peak and decline, does not auger well for Slovenia’s longer run growth 
and prosperity given its energy intensive industrial structure. What it does is 
give more urgency to Slovenia’s 2005 (“revised Lisbon”) Development Strate-
gy and its National Program of Research and Development. The latter sets Slov-
enia on course to attain the Lisbon goals of public R&D of 1 percent of GDP 
by 2008 and private sector R&D of 2 percent by 2010 [Prasnikar and Kotnik 
(2006), 77]. Such a research and development effort is a necessary, though not 
sufficient, condition for diversification in the countries industrial structure away 
from energy intensive industries. Also required is a culture of innovation and an 
absorption capacity of industry to introduce new technology and innovation. A 
prerequisite of that capacity is a qualified labor force which implies a expanded 
post secondary education system. As Prasnikar and Kotnik note, Slovenia faces 
“a problem of availability of highly skilled individuals with technical educa-
tion” [2006, 90]. Furthermore, with an aging population and work force, this 
will also require more intensive training and retraining of the already employed 
labor force. As they conclude, “if a company will not develop its absorption 
capacity and an adequate innovative climate and therefore not improve its com-
petitive capabilities through such R&D activity, the increased R&D expendi-
ture will be wasted” [Prasnikar and Kotnik (2006), 91]. This conclusion applies 
equally to Slovenia as a nation and not just to individual companies.

Agriculture Special Case

Quite in contrast to the neoliberal thrust of most EU economic policy stands 
Europe’s agricultural strategy which is governed by the Common Agricultural 
Policy (CAP). Indeed, agriculture is tightly controlled with a complete system 
of subsidies and production quotas. The philosophy behind the CAP has always 
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been the preservation of a viable rural way of life based on a family farm struc-
ture. In short, the purpose was as much, or more, cultural and political as it was 
economic. This is in sharp contrast to North American agriculture which, despite 
the huge subsidies provided to US agriculture, has been largely transformed into 
industrial agriculture dominated by a few large agribusiness conglomerates and 
by large scale, capital intensive farming units with the resulting depopulation of 
rural areas and the atrophying of small town America.

For Slovenia’s bid to join the EU, the orientation and goals of the CAP posed 
a lesser challenge to the country’s agriculture sector than did entry into the com-
mon market by other traditional industries. As a part of Yugoslavia, Slovenia had 
maintained a policy of small, private, family-based farms (99 percent of agricul-
tural holdings) and regulated markets which not only maintained a viable, if not 
always prosperous, rural and small town and village population, but also provided 
a “semi-proletarianized” labor force for a deliberately spatially dispersed indus-
trial sector. During the Yugoslav period, the primary goal of agriculture was food 
security which was promoted by federally set prices supported by input and in-
vestment subsidies and protection of the food processing industry [Erjavec, Red-
nak, Volk, and Turk (hereafter ERVT) (2003), 559].

Change to agricultural policy came only slowly after independence. Modifi-
cation of the pre-transition system only began with new policy guidelines in 1993 
with the following goals:

(i) stable production of cheap and good quality food and food security in Slo-
venia; (ii) preservation of population density, cultural landscapes and agricul-
tural land . . . [and] protection of agricultural land and water from pollution 
and misuse; (iii) permanent increase of competitiveness; (iv) guaranteed parity 
income for above-average producers. [ERVT (2003), 559]

However, administered prices were maintained for many basic food prod-
ucts, the state monopoly was retained for wheat and sugar, and inputs continued 
to be subsidized as were the wheat, sugar and dairy processing sectors. Although 
restrictions on land ownership and use were eliminated, policy remained concen-
trated on the continuation and consolidation of the family farm with programs 
promoting land consolidation, investment and rural development, which were 
oriented particularly to the less-favored agricultural regions. On the other hand, 
pressure from membership in the WTO and other regional and bilateral trade 
agreements inevitably invited a reduction in border protection and more import 
competition. At the same time, Slovenia was bringing its agricultural policies 
more in line with the CAP and the acquis as part of its pursuit of EU membership. 
This led to the adoption of a new agricultural policy program in the late 1990s 
with goals not materially different from those of the previous policy B an “eco-
social orientation,” sustainable development and environmental protection B but 
through different measures and forms of support. The reforms, launched in 2000 
“switched the burden of agricultural support from the consumer to the taxpayer, 



197Slovenia in the eU

which means also a changeover from a market price support policy to a policy 
of budgetary support (direct payments, compensatory allowances, development 
support)” [ERVT (2003), 560]. As Erjavec has shown, Slovenia had begun the 
process of replicating CAP structures and policies long before its entry to the 
union was approved.

In the preparations for EU membership the agricultural policy in Slovenia had 
to undergo a comprehensive transformation. Whilst preserving the level of su-
pports, their nature had to change. Gradually, Slovenian agricultural policy tran-
sposed the goals and mechanisms of CAP and has to a large extent put in place 
a comparable agricultural policy well before the accession. Simulating CAP was 
a clearly defined goal of Slovenian agricultural policy, as it wanted to assure a 
“soft landing” of agriculture on the common market and the timely establis-
hment of comparable institutions as the necessary change in mentality. In line 
with the [CAP (1992)] MacSharry’s reform, the agricultural policy in Slovenia 
lowered the level of price supports and compensated for the loss of incomes by 
direct payments. During this transformation process, it was, however, less effici-
ent in restructuring and the development of agriculture and rural areas. [Erjavec 
(2004b), 118]

Indeed, by 2003, direct payments from the Slovenian treasury to producers 
had reached a level of 75 percent of the EU-15 level [Volk, Rednak and Erjavec 
(hereafter VRE), 2007, 243].

One result of this policy shift was a rapid increase in budget expenditures on 
agriculture in the 1997–2001 period, in large measure due to an increase in direct 
payments to producers. This, of course, was one of the elements of fiscal shock 
that bedeviled macroeconomic policy makers in lowering inflation and meeting the 
Maastritch requirements in the 2000–2003 period discussed previously. However, 
it should also be noted that border protection of around 10 percent ad valorum on 
agricultural products also remained throughout the convergence period providing a 
measure of support to agricultural producers. 

EU Accession

Slovenia’s convergence to the rules and institutions of the EU and its subsequent 
integration into the CAP shares, with macroeconomic policy and integration into 
the EMU, the characterization of a “soft landing.” The process began with consul-
tations and negotiations with the European Commission on implementation of the 
acquis relating to agriculture and subsequently on the financial issues related to 
the CAP, including quotas, direct payments, and resources for rural development, 
which were spread over the period from 1998 to 2002 [Erjavec (2004b), 118].

The initial position of the European Commission was that direct payments would 
begin at 25 percent in 2004 on entry to the EU rising to 100 percent by 2013. Citing 
the negative effects that would have on its producers’ incomes, Slovenia proposed 
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that it be permitted to top up the EU payments from the national treasury and, in the 
compromise reached, was allowed to make direct payments beginning at 75 percent 
of the existing EU level in 2003, 85 percent in 2004 and rising by 5 percent a year 
until reaching 100 percent by 2007. This was the highest level of national support per-
mitted by the Commission for the ten candidate countries. This meant that Slovenia’s 
fiscal commitment, initially very large, would begin to be taken over by the EU on 
accession but would only begin to decline significantly after 2007 when Slovenia’s 
share of direct payments would begin to fall [VRE (2007), 249; see also figure 1, 
250]. Despite this fiscal shock, however, the expenditures were justified

in public finance terms as they may be considered a kind of investment in 
long-term inflows from the EU budget. This is because it is expected that ac-
cording to the Commission proposals, sooner or later, the CAP will undergo 
a reform under which new farmers’ rights will be based on their past rights. 
[ERVT (2003), 565–566]

Slovenia was also able, using negotiations at the technical level, to greatly 
improve on the initial Commission position with respect to quotas and reference 
quantities, initially set well below Slovenia’s expectations and negotiating posi-
tion. As a result, the final agreement provided for production levels in no case 
below existing production levels and in some areas provided for expansion. This 
was doubly important since, with projected CAP reform that would decouple di-
rect payments from production levels, the national entitlement envelope would be 
calculated on the basis of existing agreed production levels [VRE (2007), 249].

Perhaps even more favorable was Slovenia’s negotiations with respect to 
rural development funds “promoting environmentally friendly agriculture, pres-
ervation of cultural landscape and rural settlement” which totaled around 250 
million euros, more than its entitlement under other structural and regional poli-
cies and programs. Though also involving a fiscal commitment from the national 
budget, they are considered “less distorted forms of protection and involve the 
kind of income supports for agriculture which are expected to last longer than the 
present market price policy” [EVRT (2003), p. 566]. If transport and energy costs 
continue to rise as many forecasters expect, thus favoring local production over 
industrial, export-import oriented agriculture, the negotiated result may prove 
even more important than it presently appears.

Thus, Slovenia’s transition policies and the negotiated conditions regulat-
ing entry into the CAP meant that entry into the EU did not bring any major 
disruption to agriculture despite the opening up of the industry to increased com-
petition from within Europe, falling producer prices and its unfavorable natural 
conditions, farm size and capitalization. The same can not be said for the food 
processing industry, however, particularly the dairy sector and fruit and vegetable 
processing. The dairy sector, highly protected in the pre-accession period through 
export subsidies, contracted substantially when these subsidies were withdrawn 
on EU entry. The fruit and vegetable sector, on the other hand, suffered from 
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the loss of “previously favorable conditions” in its export markets in the former 
Yugoslavian republics [VRE (2007), 259]. Subsidies for exports virtually disap-
peared after accession [VRE (2007), 251].

The soft-landing for agriculture is supported by data since EU entry. Budget-
ary expenditures rose by around 40 percent between 2000 and 2004, the biggest 
increase being in market price supports and, secondarily, in regional development 
expenditures. In the year following entry, budgetary expenditures increased a fur-
ther 40 percent financed by transfers from the EU budget. The Slovenian budget 
accounted for around 90 percent of agricultural support payments in 2003 but just 
over half in 2005 and was scheduled to fall steadily until 2007 when EU support 
reaches the 100 percent European support level for direct payments. (Values are 
authors’ estimates based on the graphical data presented in Rednak, 2006.) Agri-
cultural income has also shown no major negative trends.

After the accession the factor income stabilised at the relatively high level 
compared to previous years. The trends from the past have continued B a sli-
ghtly upward trend in agricultural output volume, a downward trend in pro-
ducer prices and a substantial increase in subsidies for farmers. The situation 
after the accession thus changed little for producers, and it has remained rela-
tively favourable for agriculture in general. However, the structure of income 
changed significantly B the share of all forms of subsidies to producers has 
increased gradually to the level of about 50 percent. [VRE (2007), 255]

Not all sectors of agriculture, however, have fared equally since accession. 
Some sectors, such as beef producers, have benefitted considerably from EU 
membership while others, such as cereals and sugar beet producers, have been 
negatively affected [VRE (2007), 255–256].

Despite the “soft landing” of agriculture in the EU, the fact remains that 
Slovenian agriculture still faces many of the same challenges it has faced over its 
history. Generally speaking, the geography of the country is not very hospitable 
to agriculture. Although agricultural land constitute 34 percent of Slovenian terri-
tory, three quarters is classified as less-favored agricultural areas (LFA), primarily 
in alpine and hilly regions where agricultural land is limited to valley bottoms and 
land holdings are highly fragmented. Only just over one third of agricultural land 
is arable, almost two thirds is permanent grasslands, while an additional 6 percent 
is util, ized as vineyards and orchards [VRE (2003), 761–762, Markes (2000), 1]. 
Not only are Slovenian farms generally very small even by European standards, 
they are highly fragmented with an average of 7.2 parcels of agricultural land 
per land holding each averaging 1.4 ha in size [Ravnikar and Tanko (2006), 1]. 
Furthermore, though there was an upward trend in farm size and a downward 
trend in the number of farms after independence, particularly in the early 1990s 
and in the convergence period, since accession the number and average size has 
stabilized (see table A.8). Moreover, the majority, almost 60 percent, are five ha 
or less in size.
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Table A.8
Number and Size of Farms Slovenia: 1991–2005
 1991 1997 2000 2003 2005
Number of farms 111,951 90,830 86,467 77,150 77,174 
Farm land in use (000 ha) 469.2 466.6 485.9 486.5 485.4  
Average size (ha) 4.2 5.1 5.6 6.3 6.3
Source: Rednak, 2006, “Kmetijska Gospodarstva Ob Popisih.”

The large number, dispersion and small size of farms, however, supports in part 
one of the agricultural policy goals of the government, the “preservation of population 
density, cultural landscapes and agricultural land” [VRE (2007), 247]. Despite the 
decreasing importance of agriculture both in terms of employment and as a share of 
employment (see table A.9): 

agriculture remains an important factor of development and social stability 
in the rural areas. Slovenia is a country where rural areas cover 89 percent of 
total territory (according to OECD criteria) and 57 percent of total population 
live in these areas. [ERV (2003), 762]

Thus, maintaining rural population density conflicts to a considerable extent 
with major increases in the size of land holdings and the goals of increased com-
petitiveness and parity incomes for efficient farmers. Indeed, as the initial figures 
indicate, the application of the CAP in its current form appears to have stabilized 
farm size. In addition, no money is allocated from the EU budget for financing 
land consolidation (at least before 2007) while the construction of the motorway 
system has tended to exacerbate the problem of farm fragmentation [Ravnikar 
and Tanko (2006), 2, 5].

Table A.9
Agriculture and Food Processing Industries Share of GDP and Employment: Slovenia 2000–2006 
  2000 2003 2004 2005 2006 
Share in GDP (%) 
 Agric, hunt, forestry 2.8 2.2 2.3 2.2 2.0 
 Food processing 2.4 2.3 2.0 1.7 na
Share of employment (%) 
 Agric, hunt, forestry 11.9 10.8 10.3 10.0 9.6  
 Food processing 2.6 2.4 2.4 2.2  na
Share of trade in goods (%) 
 Agro-food exports  3.8  3.6  2.8  2.9  3.1
 Agro-food imports 6.4 6.3 6.3 6.5 6.4
na = not available
Source: Volk, Rednak, and Erjavec, 2007, 3.

Although exports to Europe did increase after joining the common market, 
they were not sufficient to offset the drop in exports to the former Yugoslav re-
publics. Exports to the western Balkan republics, which accounted for around 



201Slovenia in the eU

half of Slovenia’s agricultural exports, fell by a third in the first eight months of 
EU membership from the comparable period in 2003 [But (2005), 6]. As a result, 
agriculture’s share of Slovenia’s total exports fell significantly though they recov-
ered marginally in the following two years. On the other hand, the import share 
has remained remarkably stable indicating that Slovenian agriculture, despite its 
inherent disadvantages and despite the increase in the net agricultural products 
trade deficit, has remained relatively competitive under the CAP regulatory sys-
tem. Whether this will continue to be the case when the EU implements proposed 
reforms to the support system remains to be seen.

Conclusion: Completing the Union

Slovenia’s entry into the EU in 2004 did not mark the end of the process of its in-
tegration into Europe. Two further moves were required, entry into the Eurozone 
(adopting the euro as Slovenia’s currency) and integration into the Common Ag-
ricultural Policy. Both these goals were achieved by 2007. Moreover, they were 
both achieved with minimal disruption to the macro economy or to the agricul-
tural industry, a tribute both to Slovene macroeconomic policy makers and to the 
negotiating skill of those who piloted the integration of the country’s agricultural 
industry into the complex and highly regulated and protective CAP.

Slovenia was able to reduce its inflation and interest rates and stabilize its ex-
change rate to meet the euro entry conditions in the “soft landing period” (2000–
2004) without significantly reducing macroeconomic performance, or economic 
or productivity growth. Furthermore, it was able to maintain these conditions for 
the two year minimum period required as a condition for entry into the Eurozone 
which was achieved, with little difficulty, at the beginning of 2007. While much 
credit has been to Slovenian fiscal, monetary, financial and exchange rate policy 
makers, much more credit should accrue to the unions, the government and the 
employers who devised and implemented an income policy that was critical to 
reducing inflation and restructuring wages without impairing real wage growth or 
restricting employment. Without such a consensual policy the “soft landing” and 
seamless entry into the Eurozone would have been much less likely. In short, the 
decision to eschew neoliberal labor market policies in favor of a negotiated social 
contract was critical to Slovenia’s successful accession to the Eurozone.

The success of Slovenia’s transition to the European agricultural system, 
on the other hand, can be attributed to several factors. First was the legacy of the 
Yugoslav system that had maintained private land holdings and the family farm 
structure of agriculture that remains the basis of the European system. At the same 
time, farm income was bolstered by administrative pricing and input subsidies. 
Second, on independence, Slovenia began modelling her own agricultural policy 
on the CAP and, in anticipation of falling producer prices after EU entry, began 
shifting support for agricultural incomes from market (consumer) prices to sup-
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port payments from the national budget during the convergence period. This was 
a fiscal shock that made macroeconomic policy somewhat more difficult but it 
allowed Slovenia to come into the EU and the CAP with support payments at 
75 percent of the pre-accession European level rising to 100 percent by 2007, 
increasingly financed by the EU. Thirdly, the reliance on technical negotiations at 
the individual product sector proved successful in procuring quotas and reference 
levels equal to, or exceeding, existing production levels thereby allowing produc-
ers to maintain output and income levels.

The success of Slovenian accession to the EU and the smooth transition to 
the Eurozone and the CAP, however, has raised some concerns about the coun-
try’s economic future. Its industrial structure has changed relatively little and its 
industrial success has relied upon the intensification of labor and the expansion 
of energy intensive industrial sectors. In view of the global warming crisis and 
the potential of rising energy prices with the prospect of peak oil, the current 
industrial structure may well prove problematic. At the same time, there is little 
evidence of progress in implementing the Lisbon strategy of a shift to high-tech-
nology industries, though it must be acknowledged that such a shift is, for the EU 
as a whole, virtually a zero-sum game.

The smooth transition to the CAP is also problematic in the long run. The 
country has not seriously engaged its inherent problem of lack of arable land 
and small and dispersed holdings. As Volk, Rednak and Erjavec have observed, 
“the problem of a relatively poor competitiveness of the sector has not yet been 
solved” [VRE (2007), 265]. This may not be an immediate issue but if reforms to 
the CAP are made reducing direct payments coupled to production, farm incomes 
and competitiveness will become a serious problem and increased pressure will 
be placed on agriculture and the food industry for faster and more comprehensive 
structural adjustments. How this can be achieved and at the same time retain the 
goal of maintaining rural values and institutions and population density remains 
a daunting challenge.

Notes

1. The first ERM refers to the exchange rate stability requirement of the original members of 
the EU leading up to the adoption of the common Euro currency and the formation of the EMU.

2. The government called outstanding indexed bonds “offering new bonds with 
significantly lower interest rates or cash.  Banks were not prepared to shorten their longer term 
assets position that would happen after redeeming (called) government bonds due to an already 
existing oversupply of funds (caused by capital inflows), sterilized by short term central bank 
bills (with fixed and lower interest rates).  Therefore, they were prepared to invest in new long 
term bonds with lower interest rates offered by the government. Especially, knowing that the 
government could use its deposit with the central bank to repay the old bonds as an alternative to 
selling new bonds with inappropriate (too high) interest rates” [Bole and Mramor (2006), 112].

3. Under the IMF methodology, utilized by Slovenia up until it began the process of 
convergence with the EU standards and laws, the government deficit was 1.3 percent of GDP. 
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The difference between the two rates is largely the result of the inclusion of losses and payments 
from the public funds, the Restitution and Capital Growth (Kapitaliska druzba–KAD) funds, 
and payments for the restoration of private property nationalized after the war [BS, Monetary 
Policy Review (2004), 43–44]. The differences are given in the following table.
Government Deficits as Percentage of GDP: Slovenia

 2000 2001 2002 2003 2004 2005 2006

GFS-IMF 
methodology –1.3 –1.3 –2.9 –1.4 –1.3 –1.1 –0.8 (est.)
EU methodology –3.9 –4.3 –2.7 –2.8 –2.3 –1.8 na

Source: IMAD, Spring Report, 2007, Table 12b (GFS-IMF); ECB, Convergence Report, May 
2006 (EU).

4. Bole and Mramor define the tradable sector as comprised of those industries competing 
with foreign producers and, hence, whose market power to raise prices is tightly constrained 
by competition under the EU common market. That is, the tradable sector is comprised of 
manufacturing, the non-tradable all the other industries excluding public administration, health 
and education [Bole and Mramor (2006), 99].

5. Kok et al., 2004, “Facing the Challenge: The Lisbon Strategy for Growth and 
Employment.” Report from the High Level Group chaired by Wim Kok; Sapir et al., 2003, 
“An Agenda for a Growing Europe: Making the EU Economic System Deliver.” Report of an 
Independent High Level Group to the President of the European Commission.

6. It is described in two documents of the European Commission: “Integrated Guidelines 
for Growth and Jobs (2005–2008),” April 4, 2005, and “Working Together for Growth and Jobs. 
Next Steps in Implementing the Revised Lisbon Strategy.” April 29, 2005 [Prasnikar (2006), 4, 
footnote 4].

7. “First, outsourcing and offshoring are poorly measured in U.S. statistics, and poor 
measurement may impart a significant bias to manufacturing and, where offshoring is involved, 
aggregate productivity statistics.  Second, companies often outsource or offshore work to 
take advantage of cheap (relative to their output) labor, and such cost savings are counted 
as productivity gains, even in multifactor productivity calculations” [Houseman (2007), 1 
(abstract)].

8. The term semi-proletarianized labor force was coined to refer to farmers in rural 
areas of the Canadian Maritimes who supplemented a subsistence living from agriculture and 
harvesting timber plots with wages earned by working in the pulp and paper and lumber mills in 
the region which were owned and operated by major forest corporations.

9. The Commission had argued that agriculture in the candidate countries except for 
Cyprus and Slovenia would benefit from accession even without any direct payments.  See 
Erjavec (2004a), 746.

10. Sixty percent is forest.
11. In comparison to the most of the EU countries, farms in Slovenia are extremely small 

(average about 5 ha).  In 1931 the average Slovene farm was almost the same size as the average 
central European farm: however, it is five times smaller than in the EU in terms of agricultural 
land today [Markes (2000), 2]. Other sources using 2005 data state the average size as three 
times smaller than Europe [VRE (2007), 256; Ravnikar and Tanko (2006), 1].

12. The EU share rose from around 70 percent to over 80 percent after accession but this 
was largely accounted for by the inclusion of the other applicant countries from central Europe 
in the EU. The decline in imports from the western Balkans was small, at least in the eight 
months after accession, by about 7 percent [But (2005), 6]..
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