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1 Introduction

The Ministry of Finance is presenting the firstussof a new publication addressing macroeconomic
development in the Czech Republic. Until now, tha¢e has been filled only by the traditional
Macroeconomic Forecast, the content of which caveak the essential areas of macroeconomic
development. In contrast, the Fiscal Outlook iseclied to only a single sector of the national
economy, that of general government.

The Fiscal Outlook ought to fill a certain gap I tMinistry of Finance’s range of publications. Tha
portfolio includes a wide spectrum of informatistarting from the approved state budget and its
fulfilment to macroeconomic analyses and forecdst$,it has given only marginal attention to the
general government sector. One of the new public&i ambitions is to clarify and analyse
relationships between the budget variables, gemgnatrnment finances and overall macroeconomic
development.

This effort aims further to strengthen the transpay and comprehensibility of developments in
public finances and fiscal policy. Toward that etitk text sheds light on the meanings of many
indicators and interprets data on public finan@ddsthe same time, we are presenting an outlook for
general government finances that is consistent thithgovernment’s current objectives. This general
government outlook is neither an economic-politidatument (as is, for example, the Convergence
Programme) whose main target would be to presemtgtivernment’s objectives in the field of
budgetary policy nor an autonomous macroeconomiecést. The purpose is to project the
governmental objectives onto the development ofrttaén fiscal indicators. In principle, then, the
Fiscal Outlook is consistent with the governmetdigets. The benefit of the projection should csinsi
in analysis of measures that lead to the respetdngets, and perhaps to draw attention to thes risk
that may endanger achieving those targets.

The document has the following structure: The fi@tt brings together the basic points of departure
the macroeconomic framework and main fiscal polidyectives. The second part deals with the
current development of public finances. First, plablic budgets’ balances are presented based on the
cash flows used in the budgetary process, thegeheral government balance is presented using the
national accounts accrual methodology. The thind pgesents the medium-term fiscal outlook — the
budgetary outlook as an operating tool for exegutiiscal policy and the subsequently derived
outlook for the entire general government sect@companied by the long-term projection. A
substantial part of the publication should be thaepter focusing on a selected topic and containing
analyses of current problems of public finances presenting results of the Ministry of Finance'’s
analytical and research activities. This part stiadtisfy the more demanding readers with expert
contributions to the discussion of public finaneesl fiscal policy. The first topic is devoted tath
description and evaluation of fiscal rules usethim Czech Republic and within the European Union.
The final part contains an annex of tables.

To a certain extent, this first edition is atypidale to its numerous explanatory notes and boxes. W
believe that these can help readers to orientaterbe the large amount of data about public firem
and to facilitate understanding of the informatpovided.

The Fiscal Outlook will be published every six mw)tfollowing the compilation of a new medium-
term state budget outlook (April and September)aftetr publishing the statistical data for the gahe
government sector (April and October). We hopertbe publication will attract both professionals
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and the nonspecialist public. We welcome any comsnensuggestions that will help us to increase
the quality of the publication and bring it closerthe readers’ needs.

1.1 Macroeconomic development

The Czech Republic finds itself today in a favolgamacroeconomic situation. Gross domestic
product in constant prices grew in 2005 and 200&tat exceeding 6%. The Czech economy’s output
is running above the level of its potential. In th&tlook’s time horizon we expect that this postiv
output gap will gradually diminish, and therefohe treal GDP will come closer to its potential. The
expected GDP growth at the outlook’s horizon isiath5%.

Real GDP growth is driven mainly by final consuroptiexpenditure, which is likely to be crucial also

in the coming years. In addition to the gross figagital formation, which will continue to contriteu

to growth, it is worthwhile noting the growth ofiyaite consumption spending. For 2007, we expect
this to be around 5.4%, and we look for a tempostwywdown in 2008 due to an increase in indirect
taxes and reduction in social transfers. From 2Qfi8iernment consumption expenditure should
decrease by ca 0.5% year on year. When the terrtradd come into positive values, growth of the

implicit GDP deflator will increase and growth adminal GDP should be around 8%.

Since 2005, the trade balance has been in positivgbers (i.e. the Czech Republic’s exports exceed
its imports). Due to pro-export oriented investnsente expect that foreign trade will gradually
increase its contribution to GDP growth up to leboentage points in the forecast’s time horizon.

In past years, consumer inflation hovered stedddgeath the CNB’s inflation target. In 2007, we
expect only moderate growth of about 2.1% in coreuprices. For 2008, the outlook anticipates a
one-time jump in inflation due to the planned i in indirect taxes and to be followed by a
slowdown to 2%.

As a consequence of the continuing economic grotivthpnemployment rate is declining, and, in the
coming years, we anticipate that it will graduallycrease to 6%. In addition to the cyclical effettte
labour market should reflect the structural charigaswill be determined by the anticipated refain
public finances and subsequent changes in the pagroésocial benefits.

Table 1-1: Main macroeconomic indicators

2003 2004 2005 2006 2007 2008 2009 2010

Forecast | Forecast | Outlook | Outlook

Gross domestic product (CzK bn, curr.p.) 2 577 2781 2970 3204 3462 3734 4 020 4 333
Gross domestic product (growth in %, const.p.) 3.6 4.2 6.1 6.1 5.3 4.9 5.1 5.3
Private consumption (growth in %, const.p.) 6.0 2.6 2.8 4.6 5.4 3.8 4.6 4.2
Government consumption (growth in %, const.p.) 7.1 -3.2 1.0 0.3 0.3 -0.5 -0.5 -0.5
Gross fixed capital formation (growth in %, const.p.) 0.4 4.7 1.3 7.3 8.2 9.0 7.8 7.2
Contr. of net exports to GDP growth (p.p.. const.p.) -0.6 14 4.0 0.5 0.1 0.2 0.9 1.5
GDP deflator (growth in %) 0.9 3.5 0.7 1.7 2.7 2.8 2.5 2.4
Inflation (in %) 0.1 2.8 1.9 2.5 2.1 3.2 1.9 2.0
Employment (LFS) (growth in %) -0.7 -0.6 1.2 1.3 1.1 1.0 0.6 0.2
Unemployment rate (reg.) (average in %) . 9.2 9.0 8.1 7.1 6.7 6.4 6.2
Wages and salaries (growth in %, curr.p.) 6.0 6.4 6.6 7.5 7.5 7.1 7.1 7.0
Current account to GDP ratio (in %) -6.2 -6.0 -2.6 -4.2 -3.5 -2.4 -1.8 -1.2




1.2 Fiscal policy objectives

Public finances in the Czech Republic show defitligt are not sustainable in the long term. The
space for executing active fiscal policy, as wslfar the functioning of automatic fiscal stabilses
considerably limited in such circumstances. Assihecessary to reach long-term sustainability, the
fiscal policy is determined especially by the efftr reduce the government deficit. Fiscal policy’s
stabilisation function is to a large extent stifl@the expected fiscal outlook is based on the ¢bEex

of the fiscal policy and on measures in the fieldpoblic finances, as these were presented in the
government’'s program declaration and describedeiaild in the published conception for public
finances reform during 2007-2010. Both the Macroecaic Forecast and the Fiscal Outlook of the
Ministry of Finance are based on the assumptiotithill be possible successfully to push through
and implement the proposed reform measures. licpkat, this includes the following steps:

1. Adherence to the fiscal targets consisting in thare of the public budgets balance under the
fiscal targeting methodology in the gross domegtiaduct at -3.0% in 2008, -2.6% in 2009 and
-2.3% in 2010.

2. Implementation of tax reform. The reform will hagely minimal impact in 2008 on the amount
of tax revenues (in accrual terms). In 2009, taangfes will bring tax collections that are CZK
16.5 bn lower in comparison to the no policy chasgenario, and in 2010 revenues will be lower
by CZK 27.4 bn (see Table 3-6). The reform anti@paamong other things

* increase in the reduced value-added tax rate fi84mo59%o,

« implementation of personal income tax at a flag¢ 1@t 15% and broadening of the current
tax basis by the social security and health inseggraid by the employer and employee,

- implementation of an upper limit for the assessniedis for social security and health
insurance at quadruple the average wage,

- reduction in the corporate income tax rate to 289008, 20% in 2009 and 19% in 2010,
while broadening the assessment basis.

3. Savings in the social transfers area that will dbote to deficit reduction by CZK 26.2 bn in
2008, then by CzK 30.8 bn in 2009 and CZK 31.6b2010 (see Table 3-9).

4. Other savings on the expenditures side which wiluge achieving the fiscal targets.

The fiscal policy will be restrictive in 2008-201® view of the economic cycle’s phase and fiscal
impulse. The rather ambitious deficit reductior2B08 by 0.8 percentage points will bring a negative
fiscal impulse. In the medium-term horizon, we etpthat the reform’s positive impacts on the
potential growth will be seen. These impacts inel@reduced tax burden on work and business,
simplification of administrative encumbrances, amtteased motivation for economic activity.

Table 1-2: Fiscal policy stance (ESA 95, % of GDP)

2006 2007 2008 2009 2010

Preliminary Forecast Outlook Outlook Outlook
General government balance -2.9 -4.0 -3.2 -2.9 -2.5
Cyclical component 0.2 0.2 0.1 0.0 0.0
Cyclically adjusted balance -3.1 -4.2 -3.3 -2.9 -2.5
Fiscal effort -0.3 1.1 0.9 0.3 0.5

Note: Fiscal effort is defined as year-on-year ¢feaof the cyclically adjusted balance.



2 Development of public finances

2.1 Public budgets — cash flows

Public budgets in 2006

Thebalance of public budgetsnet of financial operations came to CZK -139.1which is -4.3% of
GDP. Compared to the original expectatiorke actual deficit was higher by CZK 12.2 bn ehit
previous years it was the other way round. In pnesiyears, the results always had been significantl
better than the original expectations. The defmitfiscal targeting amounted to CZK 102.2 bn (i.e.
3.2% of GDP) and was lower by 0.6 percentage poias the established fiscal target (for more, see
section 3.2).

The total deficit differs from the original objeeti due to changes on both the revenue and the
expenditure sides of public budgets. Compared ¢ootiiginal expectations, the total revenues were
lower by CZK 18.9 bn and expenditures by CZK 6.7 bn

The following graph shows a comparison of the etgmand the actually achieved results for public
budgets balances in 2001 to 2006.

Graph 2-1: Anticipated and actual balances in 2001-2006 *

/

bn. CZK

2001 2002 2003 2004 2005 2006
o Forecast m Actual

- /

Total tax revenues of public budgets (includingialosecurity and health insurance) amounted to
88.7% of total revenues of public budgets and wereerfulfiled by CZK 1.7 bn. From the actual

total tax revenues collected, 71.1% went to théesbaidget, 26.3% to the municipal government
budgets and 2.6% to the budget of the State Fuddasfsport Infrastructure and State Environmental
Fund. The biggest negative deviation from the aafexpectations occurred in the individual income
tax (CZK -8 bn) and excise taxes (CZK -6.7 bn).t®a contrary, the collection of the social security
and health insurance contributions developed verl, wonstituting 40.2% of the total tax revenues.

! Data are always compared with the budget docunuértte previous year.
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This amount was higher by CZK 7.9 bn against thgimal expectation, which was due mainly to
growth in state payments for state insurees foltin@@surance as well as by the favourable economic
development (decline in unemployment, rise in wagyed salaries, increase in the minimum wage).
Furthermore, the volume of EU subsidies received WZK 25 bn lower than expected. Non-
fulfilment of these revenues was partially compéssdaby exceeding the budget in certain other
revenues.

Actual expenditures did not meet the original exgiens for either current or capital expenditures.
Among the current expenditures, the lower itemsevespecially other non-investment purchases and
related expenditures, while, for example, expemd#won transfers to the public, including non-grofi
organisations, were significantly exceeded, paldity due to legislative changes in the social area
Likewise, the subsidies to financial institutiormse significantly in comparison to expectatione(se
State Budget below in this text). Non-fulfilment thfe capital expenditures is connected to a large
extent with the expected implementation of projectdinanced by EU funds.

The state budget deficit (see Box 1) was CZK 23 higher than expected, amounting to CZK 135.1
bn. This again reflected changes on both the reaseand especially the expenditures side.

State budget revenues missed the originally exgenteount by CZK 31.4 bn. One of the reasons was
that the total tax revenues (including social siguand health insurance contributions) were

underfulfilled by CZK 7.6 bn. That was especiallgparent for excise taxes and VAT, while the

approved budget for corporate income taxes washtligexceeded. Furthermore, subsidies from

international institutions were drawn in a loweturae than was expected. Lower collection of these
revenues was partially compensated by higher daleof non-tax revenues.

Actual expenditures of the state budget were CZXb8. higher than expected. The expected amounts
were not reached, for example, for other non-immesit expenditures (by CZK 13.4 bn) and capital
expenditures (by CZK 8.3 bn). This was caused mdgltransfers into reserve funds in the amount
of CZK 45.9 bn. These expenditure savings wereelgrgalanced by, among other things, an increase
in spending due to new legislation in the sociaaafor example, increase in expenditures for
pensions by CZK 9.3 bn). Moreover, the originalbt budgeted state guarantee in favour of CNB for
losses incurred in relation with consolidating Hanking sector (CZK 14.0 bn) was settled, as well a
the obligation of the Ministry of Finance to CNBsudting from the receivable from the National Bank
of Slovakia (CZK 1.2 bn). At the same time, theslo$ the Czech Consolidation Agency to be settled
was increased from the originally budgeted amo@i@4K 10 bn to CZK 20 bn.

Although all other subjects achieved better resthtn were expected, they did not manage to
eliminate the state budget's deviation from thegioal expectation, thus affecting the total defait
public budgets.

The high public budgets deficit was also refledtetheir growingdebt, which rose to CZK 877.7 bn

by the end of 2006 and came to 27.4% of GDP. Ttosvith was predominantly caused by the state
budget deficit. The growth of public budgets indslitess leads to an increase in the costs of debt
service — with all the negative consequences kl&iethe so-called snowball effect. Higher debt
service means, ceteris paribus, less funds avaifablother public spending.

Public budgets in 2007

Neither will 2007 bring significant changes in thevelopment of public budget finances. The
expected deficit should amount to CZK 150.4 bn 4.8% of GDP). After improving estimation of
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the total deficit, it will worsen by CZK 4.4 bn cqared to the expectations approved in the budget
documentation for 2007. The balance for fiscal ¢frgy will come to CZK -141.9 bn, or -4.1% of
GDP (for more, see section 3.2).

Deficits are expected for municipal governments artta-budgetary funds. Nevertheless, the main
factor in the public budgets deficits remains ttetesbudget. An insufficiency of their own revenues

for certain state funds (in particular, the Statadr of Transport Infrastructure and State Fund of
Housing Development) in relation to the set spempgirogrammes will be the main cause for their

expected deficit balances. The exhaustion of firms previous years (in particular, subsidies from

the Privatisation Fund) may endanger the activitiethese funds in upcoming years. Although the

health insurance companies expect operating s@plube health insurance system is not balanced
and is unable to maintain long-term stability usisgown sources.

The prevailing part of public budgets deficits ik financed by debt instruments, which will amount
to CZK 978.5 bn by the end of 2007 (i.e. 28.3% &iR}. The greatest weight in the debt of public
budgets will be borne be the state budget (90.88pwed by municipal governments and state funds
(State Agricultural Intervention Fund and State iEsrwnental Fund), which already have been forced
to finance their negative balances using debtunsants.

Box 1. Cash flow methodology

The cash flow methodology records revenues and expéitures at the time when individual
subjects of public budgets realise the related castows. It is used especially in the budgetdry

documents, and it is directly linked to the stateldet, budgets of state funds and other subjects of
public budgets that are in the approval process.

The cash principle records revenues and expendituréhe basis of payments made, not on the basis
of the origination of a receivable or a payablee Tinain analytical elements are revenue/expendifure,
deficit/surplus and financing (including loans pded and their respective repayment instalmenty).

Deficit/surplus of public budgetsis the difference between the revenues and expgaditand
shows the financing need/ability. In this sectitre deficit of public budgets is shown without the

influence of financial operations, thus represantine balance of revenues and expenditures|less
privatisation revenues and otHirancial operations.

The deficit for fiscal targeting is the public budgets deficit (without the inflwenof financial
operation$ net of subsidies for transformation institutioagd other costs of transformatipn
processes.

Financing is identical with the deficit and represents chanmereceived governmental loans gnd
bonds, changes in cash, active liquidity managerapatations, including the change in receivaell es
resulting from the provided loans and the respeadimgtalments. It is used to evaluate the budggtary
policy with focus on its impacts and effects on fihencial markets and their stability.

Financial operationgmean transactions that create or extinguish a ¢inhneceivable and therefofe
are not primary expenditures, as well as the ingpatbperations related to reserve funds. Thes¢ are
only changes within financial assets, and inclufite, example, repayable financial assistapce
provided, purchase and sale of state ownershipeisite (stock), i.e. operations where one financial
asset (e.g. money) is exchanged for another finhasset (e.g. an account receivable). Similgrly,
payment for an exercised guarantee representseh@an of a receivable of the state from the wrjtit
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that has been issued the guarantee. In case thagxiércised guarantee is not returnable, [t is
classified as a capital spending transfer.

Debt in the presented concept represents the volungelatf instruments (foreign loans, bank logns,
state bonds and bonds issued by municipal goversnen

State debt,defined in Act No. 218/2000 Coll., on budgetaryesjlconsists of the sum of financjal

liabilities. State financial liabilities are obligans arisen from the foreign loans and bank Idans
received by the state, as well as from state bossised, and other state obligations. It does|not
include any obligations of extra-budgetary fundsalth insurance and municipalities systems, dtate
guarantees or any other conditional obligationthefgeneral government sector.

Institutional coverage of public budgets

State budget, including the National Fund and Privatisation Fur{formerly National Property
Fund), settlement of losses of the Czech Consmidagency according to the bond programme,
less the net influence of transfers into reservel$u

Extra-budgetary funds — state funds, Land Fund of the Czech Republic.

Public health insurance — General Health Insurance Company (VZP), occupatidealth insurance
companies.

Municipal governments — local and regional governments, voluntary asstaies of local
governments, regional committees of cohesion region

The term “public budgets” used in this publication has, as to its institutional coverage, a narroer
meaning than the general government sedBmmpared to the institutional coverage of the
general government sectorpublic budgetsio not include: Czech Consolidation Agency and |ts
subsidiary companies, Czech Collection Company,p8umg and Guarantee Agricultural ahd
Forestry Fund, Viticultural Fund, public universii Railway Infrastructure Administration, PPP
Centre, public research institutions and a partsefi-budgetary organisations classified in fthe
governmental sector. These subjects are includetiérpublic budgets only by transfers betwgen
these subjects and the respective components 6€ fullgets.

2.2 General government — national accounts (ESA 95)

General government finances came to a deficit dK©Z bn as of the end of 2006, which represents
2.9% of GDP. As traditionally, the majority share deficit belonged to the central government
subsector, which brought its finances for 2006 tleficit of CZK 99.7 bn (i.e. 3.1% of GDP).

In 2007, the deficit of the general government aed expected to grow to CZK 138.1 bn, which
represents 4.0% GDP. The deficit in the centralegoment subsector is expected to rise to CZK
142.7 bn (4.1% of GDP).

General government revenues

Revenues of the general government sector in 2686hed CZK 1 267.1 bn (i.e. 39.5% of GDP).
Relative to 2005, they grew by 5.5% and, in congmariwith the previous four years, the increase in
revenues can be regarded as slower. This develdpmgenparticularly caused by changes in the tax
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legislation. This influence is most apparent inome tax revenues, which grew only moderately in
2005 and 2006 after a period of quite high gairf®e $lower revenues dynamics in 2006 were also
caused by the taxes on production and importscesdfyedue to the value added tax, which marked a
moderate decline year on year (particularly infeesh by reclassification of certain items that are
subject to the tax at the reduced rate). Theretbe growth of these taxes was one of the lowest in
recent years. On the other hand, these taxes lmaghsh record-breaking growth in 2004. The main
reasons for this development were the legislathanges adopted as a result of harmonising tax laws
with the EU law, which were most evident in the VA&velopment and partially that of excise taxes.
By contrast, social contributions show a quite Iet@powth rate over time, as no significant legiska
changes were made in this area.

As can be seen from Table 2-1, total revenues efgdneral government sector show a moderate
decrease as a percentage of GDP in a recent pafribigh economic growth. Such development is
mainly attributable to tax revenues, which fellhy percentage points since 2004 and reached 19.8%
of GDP in 2006. They are expected to decline agai®007. This indicator, along with the social
contributions, comprises the so-called tax quotickyhsince 2004, fell by 1.8 percentage points to
34.8% of GDP in 2006. In 2007, a further significdecline of 1.0 percentage point is expected. The
fall of the tax quota is mostly caused by the inedax, but also by VAT and the quite high dynamics
of GDP growth. Although the denominator of the tpiota is growing, GDP’s increasing dynamics
have positively impact on the tax revenues (in &sttto expenditures). Due to an elasticity ofltota
tax revenues relative to GDP that is lower tharth®, autonomous decrease of the tax quota is
reflected, as are the active measures taken tceddnes.

Table 2-1: Structure of general government revenue

2002 2003 2004 2005 2006 2007

General government revenue (in % GDP) 39.5 40.7 41.5 40.4 39.5 38.1
-tax revenue (in % GDP) 19.9 20.7 21.5 20.9 19.8 19.3
-social contributions (in % GDP) 14.9 15.1 15.1 15.1 15.0 14.5
-sales (in % GDP) 2.7 2.9 2.7 2.6 2.5 2.4
-other revenues (in % GDP) 2.0 2.0 2.2 1.9 2.2 1.9

Table 2-2: Tax revenue and social contributions

2002 2003 2004 2005 2006 2007

Social contributions and tax revenue (in % GDP) 34.8 35.8 36.6 36.0 34.8 33.8
-individual income tax (in % GDP) 4.7 4.9 4.8 4.6 4.3 4.2
-corporate income tax (in % GDP) 4.3 4.6 4.7 4.5 4.3 4.3
VAT (in % GDP) 6.3 6.4 7.3 7.1 6.5 6.2
-excise taxes (in % GDP) 3.2 3.4 3.6 3.7 3.7 3.8
-social contributions (in % GDP) 14.9 15.1 15.1 15.1 15.0 14.5
-other taxes and contributions (in % GDP) 1.5 15 1.1 1.0 0.9 0.8

In 2007, we expect general government revenuesdw ¢py 4.2%. Revenues should reach CZK
1 320.3 bn, which represents 38.1% of GDP. Thetgseaontribution to this growth should be made
by current taxes on income, wealth and other (sspred especially by the individual and corporate
income tax) and social contributions.

Contributions to the growth shown in the followitable express the percentage increase or decrease
of total revenues in case that only the respedtre would be changed.
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Table 2-3: Decomposition of revenue growth in 2007

Current taxes on income, wealth etc. (p-p.) 1.3
Social contributions (p-p.) 1.7
VAT (p.p.) 0.5
Excise taxes (p-p.) 0.9
Other taxes (p-p.) -0.1
Sales (p-p) 0.4
Other revenue (p-p) -0.5
Total (growth in %) 4.2

Box 2: Output of the general government sector

The general government sector contributes quitestanbally to the growth of gross domegt
product. Although this sector's main task is toisgtbute national wealth, it also creates the aded
greatest added value, after the sector of non-fiahenterprises, to be included into the calcatali
of GDP. In 2006, this sector's output came to CZ86.3 bn, which represents 18.6% of GI)P.

Obviously, the dominant part consists of non-madkgput which, in the long term, represents more
than 90% of this sector’s output. A smaller parbofput is included in revenues as sales. The bidge
part of output is created in the local governmantisgctor, very closely followed by the central

government subsector. The social security fundsggzate in this output to an utterly minor exteht,

which is caused particularly by the fact that thétes to which the health insurance companies|pay
for health services provided to the household seat® not part of this subsector, and the Outplllt is
therefore created elsewhere. In 2006, the interatedionsumption of the general government sgctor
reached CZK 213.5 bn and the gross added valudisfsector totalled CZK 382.6 bn. As tphe

majority of this sector’s output is non-marketjsitnot possible reliably to determine its valueaip
market. The valuation is made on the basis of matierosts (fixed capital consumption, compens}'on

c

of employees, intermediate consumption, other avetd on output), among which the biggest it¢ms
are compensation of employees and fixed capitafwoiption. The majority of this sector’'s added

value is assigned to the employees. In 2006, tisevtotalled CZK 250.6 bn and represented 65.5%
of gross added value; total fixed capital consuarptwvas CZK 138.9 bn, representing 36.3% of gjoss
added value. The net operating surplus of thisosesached moderately negative values, wihich
means that the output of this sector alone canwowercthe costs related to the fixed capjtal

amortisation and employees’ salaries. These coat e consequently paid from other revenues
available to this sector (in particular, taxes aadial contributions). This confirms the functiointioe
general government sector which, as was alreadyiomenl, consists particularly in redistribution jof
wealth.

The sum of the added values of the individual seadbthe national economy can be described ag the
economy’s total production, usually representedtmgs domestic product.

General government expenditures

In 2006, general government expenditures totall&d €,361.1 bn, representing 42.5% of GDP. The
expenditures grew by 4.2% year on year against.200mpared to the development for the period
from 2002, this was below-average growth. By caitta the previous year, total expenditures rose
more slowly than revenues, by 1.3 percentage polits government final consumption expenditure
grew by 4% against the previous year, thus deargabie total expenditures growth dynamics. Final
consumption was therefore influenced especiallytH®y government collective consumption, which

slowed in its growth to 3.4% against 2005. Otheddmi items that contributed quite significantly to
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the lower spending dynamics were investment subsiaind other capital transfers. Total expenditures
showed the record-smallest contribution in 2004emvthey grew by only 1.3%. The major role in this

development was played by modestly declining ctilleacconsumption and intermediate consumption,
and by a more significant decrease in subsidieproduction, investment subsidies and other capital

transfers.

Total expenditures of the general government sene@asured against GDP have tended to decrease in
recent years. Since 2003, it has dropped by 4.8eptage points to 42.5% of GDP, and for 2007
another decrease of 0.4 percentage points is eghe€he major role in this decrease is played by
government final consumption expenditure, which faken by 1.9 percentage points to 21.5% of
GDP since 2003. A moderately decreased share ini&bB#orded also for social benefits (other than
social transfers in kind). By contrast, gross fixeapital formation is growing moderately. The
numerator of the fraction for the share of expamdi in GDP is influenced less by the GDP dynamics
than are revenues, and therefore the decreasing shaotal expenditure in GDP can be largely
credited to rapidly growing GDP. In the light ofpenditures on social transfers, however, such
development is not flattering. Greater GDP dynarsitsuld lead, in addition to sharp growth in the
denominator, to a decrease in unemployment angenii reduced dependence on social benefits.
Nevertheless, the share of social transfers in @DBnly slightly, and it will increase again i0Q7.

Table 2-4: Structure of general government expenditure

2002 2003 2004 2005 2006 2007

General government expenditure (in % GDP) 46.3 47.3 44.4 44.0 42.5 42.1
-government consumption (in % GDP) 22.3 23.4 22.4 22.3 215 20.6
-social benefits other than social transfe (in % GDP) 12.4 12.2 11.8 11.5 11.4 11.8
-gross fixed capital formation (in % GDP) 3.9 4.5 4.9 4.9 5.1 5.1
-other expenditure (in % GDP) 7.8 7.1 5.2 5.2 4.6 4.6

Table 2-5: Decomposition of growth of expenditure in 2007

Individual consumption (p-p.) 1.4
Collective consumption (p-p.) 0.5
Social benefits other than social transfers  (p-p.) 3.2
Interest (p-p.) 0.3
Subsidies on production (p-p.) -0.3
Gross fixed capital formation (p-p.) 1.0
Other (p-p.) 1.0
Total (growth in %) 7.1

In 2007, the general government expenditures gpeaad to rise to CZK 1,458.4 bn, which should
represent 42.1% of GDP. Their growth pace will ngey sharply against 2006 to 7.2%. This is
clearly caused by the dominant contributor to tialtexpenditure growth, which is social benefits
other than social transfers in kind and reflectanges in laws adopted in the election year 2006.
Should we fix all items at their 2006 levels andicgipate only growth of individual consumption and
social benefits, it would result in a growth ofabéxpenditures even higher than was the total trow
in 2006. Rather high dynamics is also seen in gfo®sl capital formation (which has a similar
growth rate in the long term) and in individual samption.

Box 3: Expenditures on general government final consumption

Besides summing up the added values, it is posdiblealculate the general governmerjt's
contribution to GDP growth using the expendituréshdividual entities. Government spending njay
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be presented within the national accounts as iddali transactions in their sequence of natignal
accounts. This sequence may also be shown in theepb of government final consumptipn
expenditure that is directly linked to gross donwegiroduct. Government final consumptipn
expenditures make up some 50% of total governmepéraliture in the long term. Their mgin
components are collective consumption expenditufies goods and services of coIIeca/e

consumption, such as defence) and individual copsiom (i.e. payments for goods and services fhat
are provided to households and have the charattedividual consumption, such as education or
public health). The subsector of social securitydifinances that part of individual consumpticat fh
corresponds to the payments to health care instisifor providing services to households, and this
item regularly constitutes about one-quarter ofegoment final consumption spending. Collectjve

consumption expenditures are paid especially bycdmral government subsector and, to a sméller
extent, by the local government subsector. Theiggaation of social security funds in collectiye
consumption expenditures is absolutely insignificdheir final consumption expenditures congist
mainly of individual consumption. A relatively lagart of individual consumption is financed ajso
by local governments, while the central governnpamticipates only very little in this financing.

Government final consumption expenditure forms apionately one-fifth of nominal GDP. Ih
addition to government consumption, the GDP catmnausing the consumption method involjes
also the formation of general government grosstahpi

General government deficit

The general government deficit preliminarily reati@&ZK 94 bn for 2006, which represents 2.9% of
GDP and stands slightly below the reference valuengby the Maastricht criterion (for the second
time since 2002). However, it must be mentioned this value was achieved in periods of rapid
economic growth which are likely to fade away ie toming years. The general government deficit
in 2007 is expected to be CZK 138.1 bn, which regnés 4.0% of GDP, in particular because of a
significant acceleration in spending due to groimtocial benefits. That would represent a sigaiftc
worsening in comparison to 2006.

The crucial influence on government’'s deficit opieras has the central government subsector.
Similarly, though, the local governments subsetias regularly recorded deficits since 2000, thus
contributing negatively to the balance of the wheéetor. The deficit of the social security funds

subsector stands nearly in balance over the lang t#& notable value was reached in 2006, when this
subsector’s balance came to a surplus of CZK 18,%bd a relative high surplus is also expected in
2007. This outstanding result occurred especialiy th lower costs of health care paid using health
insurance and by increased payments for stateeasuhowever in this case it is not an increase in
revenues of the general government sector, be¢hasasurance for state insurees is settled fran th

state budget, i.e. the central government subgector

15



Table 2-6: Net lending/net borrowing

2002 2003 2004 2005 2006 2007

General government net lending (+)
/net borrowing (-)

Central govgrnment net lending (+) (in % GDP) 6.1 6.0 28 36 31 a1
/net borrowing (-)

Local government net lending (+)

(in % GDP) -6.8 -6.6 -2.9 -3.5 -2.9 -4.0

) (in % GDP) -0.5 -0.5 -0.1 0.0 -0.3 -0.1
/net borrowing (-)
Social secgnty funds net lending (+) (in % GDP) 0.2 0.1 0.0 01 05 0.2
/net borrowing (-)
Primary balance (in % GDP) -5.5 -5.5 -1.7 -2.4 -1.8 -2.8

Note: Primary balance is the general governmerititigfith the exclusion of expenditure interest peants.
Debt of the general government sector

In 2006, the debt of the general government seet@mched CZK 973.0 bn, which represented 30.4%
of GDP. After a slowdown in 2005, the debt’s growtigan accelerating, and in 2006 the debt grew
by 7.7%. The greatest part of the debt is generhyethe central government institutions, and far
behind them is the local government subsector.sbo@l security funds contribute only slightly et
total debt, recording low indebtedness rates irldhg term.

Table 2-7: Debt

2002 2003 2004 2005 2006 2007
Central government debt (in % GDP) 26.8 28.2 28.4 28.0 27.8 28.6
Local government debt (in % GDP) 2.0 2.3 2.6 2.7 2.7 2.7
Social security funds debt (in % GDP) 0.0 0.0 0.0 0.0 0.0 0.0

Government debt is defined by the following finadnstruments: currency and deposits, along with
securities issued other than shares with the ewciust financial derivatives and loans. Government
debt is recorded at its nominal value which is rdgd as equivalent to the face value and is
consolidated (i.e. debt instruments held by otmities in the subsector or in the general govemtme
sector are excluded).

Graph 2-2: Debt by instruments
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The structure of government debt by individual imstents is shown in Graph 2-2. The greatest part
of the government debt is in the form of debt siies: Their share in the debt is dominant and
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continues to grow. The second most frequent ingnins loans, whose share in the debt has been

decreasing in recent years. A part of the debtawaated by deposits in previous years. Currency
deposits on the liabilities side of the balanceethare hold mainly by commercial banks and
central bank. They are included in the financiatitntions sector. In this case the deposits weoed

and
the

received by Consolidation Bank and assumed by theclC Consolidation Agency as the legal

successor to the bank. Currently, they have zdueva

Table 2-8: Stock-flow adjustment

2002 2003 2004 2005 2006
Gross debt (in % GDP) 28.5 30.1 30.7 30.4 30.4
Change in gross debt (p-p.) 3.4 1.6 0.7 -0.3 0.0
Decomposition of change in gross debt
Nominal GDP growth (p-p.) -1.1 -1.2 -2.2 -2.0 -2.2
General gowerment net ending (1) o) 6.8 66 29 35 2
Other factors (P-p) -2.3 -3.8 0.0 -1.9 -0.8
- Difference between cash and accrual (®-p) -1.4 0.4 -0.2 -1.5 0.0
- Net accumulation of financial assets (®-p) -1.5 -3.6 0.1 -0.4 -0.7
of which: privatisation revenue 5.1 -1.0 -0.6 -3.6 -0.1
- Revaluation and other factors (®-p) 0.7 0.2 0.0 0.0 0.0
Box 4: Relation between the deficit and debt (so-called stock -flow adjustment)

The relationship between the change in debt andethiesed deficit/surplus is recorded in Table 2
The government deficit (so-called “net borrowingthe terminology of national accounts) or surg

8.
us

(so-called “net lending”) is not the only factor @ge amount determines the increase or decregse of
debt during the period under review. Let's begionirthe fact that net lending/borrowing is the

balance of the financial account that records afiginges in financial assets and liabilities dug

to

transactions (i.e. not due to revaluation and otlodrme changes ), and moreover does so at mprket

value. The relation between this balance and theg in debt liabilities due to transactions inesly

also net change in financial assets and other thebit* liabilities due to transactions. These inelud

among others, net change in volume of receivaliesliabilities due to transactions which expre

SS

the difference in profit/loss values calculatedngsthe so-called cash basis and accrual pringple,
which represent the main pillar of the ESA 95 -national accounts — methodology. Then the debt
liabilities must be adjusted by the influence ofal@ation and other changes that were not accoynted

for in the financial account, and, due to the fiett government debt is presented at its nonfi

nal

value, any differences between its market and nalmialues must be taken into account. If the data

are presented as a percentage of GDP, it is negessaccount for the influence of growth |in

nominal GDP on the indicator as to the share @i bt in GDP. Last but not least, as to the it

between the amount of the government deficit aedctiange of government debt, an important fole

is played by revenues from privatisation. The prsadion itself does not lead to a net change
financial assets because one financial asset {meeds in privatised companies) is exchanged

in
for

another (currency). However, the funds received bmysed to finance the deficit without the n¢ed

to issue bonds or take new loans, i.e. withouteasing the debt.

In recent years, the development of the debt as@option of GDP has shown a moderate decrease or
stagnation. In 2006, it reached 30.4% of GDP amdatue changed only modestly compared to 2005.
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A significant part in such development was playgdhe rapid growth in nominal GDP, which itself

caused a decrease in debt as a proportion of GDRZogercentage points in 2006. By contrast
most significant contribution to the growth of defstiative to GDP was made by the gen

, the

eral

government balance (in our case a deficit). A $igant influence preventing the rise in debt may be

caused also by privatisation revenues involvedxjpeaditures. They reached their highs in 2002
2005. However, the period for obtaining these fumdy be different from the period of their use,
they may therefore slow the development of delthényears to come.

and
and

Box 5: The ESA 95 national accounts methodology

Data under the national accounts methodology covees entire general government and
operations are recorded on the accrual principée {iansactions are recorded at the time whet
economic value is created, transformed or ceasegisb or when receivables and liabilities incre
or decrease regardless of the moment when theedatiansaction will be settled in money terms)

Generally speaking, the general government in thgomal accounting system represents
institutional units that are controlled by the gowaent and are non-market producers, i.e. more
half of their output is financed by the governmantl less than a half is financed from recei
General government in the Czech Republic is dividéa three subsectors: central government, |
government and social security funds (for detaiée below). From the perspective of institutig

ts
the
hse

all
than
Dts.
bcal
nal

coverage, the rules for defining the general gavemt sector are harmonised internationally angl its

composition is updated regularly.

The conventional sector accounts in the nationabwaating system show various stages of

the

economic process: production, formation, distrimiti redistribution and use of income, gnd

accumulation. Nevertheless, for the purposes ofiguslata for the general government sed
particularly in evaluating the fiscal discipline cafiormulating fiscal policy, data for the gene
government sector are presented in a classificasaevenues and expenditures.

General government revenues consist of the follgWiansactions: current taxes on income, we
and others, taxes on production and imports, dafzit@es, social contributions, sales, subsidieg
production, property income, other current andtehgubsidies and transfers.

General government expenditures can be regarded $everal points of view. In this publicatio
they are presented according to final consumpti@msictions. Government final consumpt
expenditures are then directly linked to GDP pregen using the expenditure method.

Considered as government final consumption, gengoaernment expenditures consist of
following items: government final consumption exgeare, social benefits other than social trans
in kind, interest, subsidies, gross fixed capitafrfation and other expenditures.

General government expenditures by transactionsistoof the following items: intermedia
consumption, gross fixed capital formation, compgins of employees, other taxes paid
production, subsidies paid, property income, curt@axes on income, wealth and others, so
benefits other than social transfers in kind, dogensfers in kind related to the expenditures

tor,
ral

alth
on

on

he
ers

e

on

cial
on

products provided to households through marketywers, other current transfers, capital transfers,

and net acquisition of non-financial, non-produasdets.

The general government deficit is the differencevieen total revenues and total expenditures.

ear

General government debt means total gross deld mominal value at the end of the respective )
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defined as the following financial instruments: resmcy and deposits, securities issued other

(i.e. consolidated after excluding debt held byimas government institutions). Government detI is

han

shares, exclusive of financial derivatives and $oaficcording to the current European standrds

other receivables (for example, commercial loans)wt included in the government debt.

Moreover, the ESA 95 methodology is used to deteentine so-called Maastricht criteria in relat
to the deficit (reference value 3% of GDP) and @fernment debt (reference value 60% of GDP)

Institutional coverage of the general governmewtaein the Czech Republic:

Central government subsector: state budget, including operations of the Natiofalnd and

on

Privatisation Fund, state funds, semi-budgetaryamigations controlled and predominantly finanded

by the central government, public research indtng, Land Fund, Supporting and Guaran

ee

Agricultural and Forestry Fund, Viticultural Fund;zech Collection Company, Czech Consolidation
Agency (since the last quarter of 2001), includiteg subsidiary companies (since 2002), pulblic

universities, Railway Infrastructure Administratiggince 2003), PPP Centre (since 2004).

Local government subsector: local governments, voluntary associations of lagavernments, sem
budgetary organisations controlled and predominarithanced by local government, and regio
committees of cohesion regions.

Social security funds subsector: health insurance companies, Association of Heatthutance
Companies (since 2005) and Centre for InternatidRaimbursements (since 2005).

hal
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3 Medium-term fiscal outlook

3.1 Medium-term outlook of the state budget and exp  enditure
frameworks

Since 2004, the Czech Republic's budgetary poliy been carried out within a regime of so-called
fiscal targeting (for more, see Chapter 4). Thaeantrfiscal targets (see Table 3-1), upon which the
fiscal outlook is based, as well as the curreratsgy for decreasing the public budgets deficit tha
expressed by these fiscal targets, are substgntiake ambitious compared to the previous fiscal
outlook from September 2006. This fiscal outlookiis upon a rapid decrease of the deficit in 2008
and anticipates that the deficit will continue t&reasing gradually in 2009 and 2010.

Comparison of set fiscal targets with the no polit\ange indicates that reaching these targets will
require fiscal consolidation in the approximate amtoof 1 percentage point of GDP. Consolidation
effort will be concentrated nearly to the full exteas early as by 2008. Therefore, the presented
scenario may only be fulfiled on condition thatserity measures are pushed through, and in
particular those on the expenditures side of puhlidgets.

Table 3-1: Fiscal targets — balance of public budgets (national fiscal targeting methodology, %
of GDP)
2007 2008 2009 2010

Forecast Outlook Outlook Outlook
Actual fiscal targets (April 2007) [ 1] - -3.0 -2.6 -2.3
Previous fiscal targets (September 2006) [ 2 ] -4.0 -3.5 -3.2
No policy change scenario [ 3] 4.1 -4.0 -3.7 -3.0
Consolidation effort [4=31] X 1.0 1.1 0.7

Fiscal targets and the public revenues forecadr@te spending limits. The binding expenditure
frameworks are derived as follows:

Establishment of fiscal targets for total publicbeats (PB) as proportions of GDP.

2. Acceptance of assumption regarding the balancéiseo€omponents of public budgets excluding
the state budget (SB) and state funds{&E)proportions of GDP.

3. Derivation of the target for SB and SF as the diffice between the target for total PB and the
anticipated balance of other PB components.

4. Derivation of an expenditure framework for SB arfel & the difference between the SB and SF
revenues forecast and the absolute value of tgeted balance for SB and SF.

The deficit of components excluding SB and SF witlrease moderately in the coming years. We
expect that, as in past years, the regional andiamah governments budget balances will show a
deficit of ca 0.2% of GDP and the health insuranoepanies' finances will be in balance. The
increase in the deficit will be brought about esalyc by the operations of the Privatisation Fund,

2 For the purposes of fiscal targeting, the publiddets consist of the following components (besttiesstate
budget and state funds): Privatisation Fund (forNetional Property Fund), Land Fund, municipal aegional
governments, and health insurance companies.
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which will bear higher costs resulting from thetlesbent of liabilities relating to the removal dfio
environmental burdens. The Privatisation Fund'ariites will record a deficit of around 0.5% of
GDP.

Expenditure frameworks thus established will engorecondition that assumptions about the deficit
for components of public budgets other than theedtadget and state funds are met, and so are the
assumptions regarding revenues) that the fiscgetarset for public budgets will be achieved. The
principle of fiscal targeting consists thereforedigtermining the amount of public expenditures that
are under the government’s direct control so thehsmount is consistent with the given targets.

Table 3-2: Calculation of expenditure frameworks from fiscal targets (fiscal targeting
methodology)
2006 2007 2008 2009 2010
Forecast Outlook Outlook Outlook
Target for public budgets %of GDP [ 1 ] -3.2 -4.1 -3.0 -2.6 -2.3
Balance of public budgets other %ofGDP [ 2 ] 0.2 0.4 07 0.7 0.7
than state budget and state funds
% of GDP [ 3=1-2] -3.0 -3.7 -2.2 -2.0 -1.6
Target for state budget and state funds
(CzKbn) [ 4 ] -95.5 -128.8 -83.1 -78.6 -70.4
Revenue foracast of SB and SF (CzKbn) [ 5 ] 915.7 1005.2 972.4 999.1 1032.8
State budget (CzKbn) [ 5a ] 856.1 943.1 928.7 955.4 984.7
State funds (CzKbn) [ 5b ] 59.6 62.1 43.8 43.7 48.1
New expenditure frameworks (CZK bn) [6=5-4] 1011.1 1134.0 1055.5 1077.7 1103.2
State budget (CzKbn) [ 6a ] 928.4 1031.8 1004.9 1028.3 1053.7
State funds (CZK bn) [ 6b ] 82.7 102.1 50.6 49.4 49.5

According to the law on budgetary rules, the alyeagproved expenditure frameworks may be
modified only in expressly specified cases. In addito the state budget for 2007, expenditure
frameworks were approved in 2006 for 2008 and 2@0&r taking into account the changes in the
mutual subsidy relations between the state budgdtthe state funds, the approved expenditure
framework would amount to CZK 1 094.4 bn for 2008l £ZK 1 136.5 bn for 2009.

Table 3-3: Adjustments of approved expenditure frameworks accordi ng to the budgetary rules
(fiscal targeting methodology, bn CZK)

2008 2009
Approved frameworks (2006) (1] 1088.7 1130.7
- unconsolidated
Consolidation (2006) [ 21 18.0 18.1
Approveq frameworks (2006) [ 312 ] 1070.7 1112.6
- consolidated
Consolidation (2007) [ 4] 23.7 23.9
Approved frameworks adjusted [ 52344 | 1094.4 1136.5
- unconsolidated

Newly derived expenditure frameworks come to smadimounts than did the originally approved
expenditure frameworks, which represent the maxinimit for expenditures of the state budget and
state funds in 2008 and 2009. The reason for idatnhainly in the fact that the new frameworks are
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based on more ambitious fiscal targets. Therefafter two years of exceeding expenditure
frameworks, the spending discipline for the budgepmlicy is to be tightened substantially.

Table 3-4: Assessment of the fulfilment of expenditure framew orks (fiscal targeting
methodology, bn CZK)

2008 2009
Approved frameworks adjusted [ 1] 1094.4 1136.5
New expenditure frameworks [ 2] 1055.5 1077.7
Tightening (+) / breach (-) of frameworks [ 3=12 ] 38.9 58.8

3.2 General government medium-term outlook

General government balance

The medium-term fiscal outlook presented in thevimes section represents the most important
component of the general government balance. Asdmee time, it is the government’s main tool for
implementing the macroeconomic policy and executtiger public finance functions. However, the
economic development and results of the entire rgéngovernment may deviate from the
government’s objectives for many reasons. A comalnle part of government institutions is not under
the government's direct control — in particular,muipal and regional governments, health insurance
companies, and others. Moreover, the statisticaroeof the general government is different from th
budgeting method. While the budgeting process dedlsplanning cash transactions, in the national
accounts system the general government sectocasded on an accrual basis.

Table 3-5: Balance according to national fiscal targeting methodolog y and national accounts
2006 2007 2008 2009 2010
Preliminary Forecast Outlook Outlook Outlook
Balance of public budgets (CZK bn) -102.2 -141.9 -110.7 -105.0 -99.4
fiscal i
(fiscal targeting) (% of GOP) 3.2 4.1 3.0 2.6 2.3
Dlﬁer}ences betV\{een ESA 95 (2K by 77 35 85 133 107
and fiscal targeting
f which: diff h
of which: differences between cash and (c2K by 42 35 15.0 18.0 6.0
accrual tax revenues
(CzK bn) -94.5 -138.4 -119.1 -118.3 -110.1
General government balance (ESA 95)
(% of GDP) -2.9 -4.0 -3.2 -2.9 -2.5

For purposes of budgetary policy, the general gowent balance is approximated by the public
budgets balance in the so-called fiscal targetireghodology (see Box 6). Table 3-5 shows the
relationship between the targeted balance for ocagknues and expenditures of public budgets in the
fiscal targeting methodology and the balance of geeeral government sector according to the
national accounts (ESA 95). The differences betwhegre two concepts are not great, but neither are
they negligible. Above all, they fluctuate signémly through time and are difficult to predict.i$h
complicates forecasting the balance of the gergaérnment sector consistently with the targeted
balance of public budgets.

One of the important factors that will influenceethlifferences between the balances in both
methodologies in the fiscal outlook’s horizon is thifferent cash and accrual impacts of tax reform
tax revenues (see Table 3-8). While the accruamees (tax liability) will decrease immediately in
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case of a tax rate reduction, the cash impactl&aydd in time due to the advance payment method. In
a period of decreasing taxes, the accrual revecoese to a smaller amount than do the cash

collections, and we can expect that this factot mibderately deepen the deficit according to
national accounts relative to the fiscal targets.

the

Box 6: Differences between the fiscal targeting methodology (sta te budget’s outlook,
expenditure frameworks) and the ESA 95 national accounts methodolog y (Maastricht criteria,
Convergence Programme)

The national fiscal targeting methodology beginenfrrecording the balances of selected pu
budgets on a cash basis (for more, see Box 1)theogpurpose dfiscal targeting, these balances a

blic
e

adjusted for operations of a financial nature (legdand repayments), and for revenues fljom

privatisation and subsidies to transformation tottins (for example, settlement of losses of
Czech Consolidation Agency). The goal is to nettbatbalance by financial operations that are ¢
revenues or expenditures but that nevertheless) fhe economic point of view, do not repres

changes in assets of public finances (e.g. priatitis), and then to exclude one-off transactiong. (e

settlement of past transformation costs) and, lfinab bring the results closer to the ESA
international methodology.

The internationaESA 95 methodologyis based on the accrual recording of the entireeige
government as defined by the national accountsnffne, see Box 5). The balance does not reprg
the difference between the cash revenues and eitpessd It is a profit/loss that in fact represeat
change in financial assets and liabilities of tketsr due to revenue and expenditure transact
Along with other factors representing changes setsand liabilities (revaluation, etc.), it conggs

the
ash
ent

05

I
sent
S
ons.

the change in net wealth of the general governnfedieficit under the ESA 95 methodology, in the

case of zero revaluation and other volume chardjestly expresses the decrease of the sector’
wealth. A deficit under the cash methodology expess(only) the increase or decrease of (
sources.

5 net
ash

The main differences between the fiscal targethi fiscal targeting methodology and the balahce

under ESA 95 are the following:
= differences between the cash and accrual princifil®e shift between the origin of the paya
or receivable and the corresponding cash flow),

= (differences from unlike coverage (national fis@abet includes only balances of selected par
general government),

= other differences in classification (e.g. remissainhuncollectible receivables that represent
accrual expenditure but not a cash expenditure).

This raises the question as to why the fiscal targee established as a specifically defined balaf¢

public budgets if the most frequently used indicéto evaluating the general government balang
the balance under the ESA 95 methodology. The me@igon is to ensure the direct relation betw
the fiscal targeting methodology and the methodpltay compiling the state budget, first in t
phase when the state budget parameters and itokutle derived (expenditure limits of the bud
and state funds) from the fiscal target and thethénphase of evaluating the fulfilment of the &isy
In setting a target using the fiscal targeting radtiogy, it is possible unambiguously to evaluats
what extent the government policy contributes tillimg or not fulfilling targets (as a result dhe
state budget and state funds that are under itdoontrol) and to what extent the fulfilment
non-fulfilment was caused by inaccurate estimatiestber components of public budgets or
non-fulfilment of the revenue forecast.
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During 2008-2010, the general government deficlt giadually decrease in accordance with the
proposed consolidation strategy. The general govent revenues will grow at a rate far below the
nominal growth of GDP. This will lead to a decrea$¢heir share in GDP, which will be partly due to
the autonomous decrease of the tax quota and plamtlyo the active measures taken to reduce the tax
burden. The deficit decrease will thus be providgdhe austerity measures on the spending side. The
share of government expenditures in GDP shouldfatearly 4.0 percentage points by 2010.

Table 3-6: General government developments (ESA 95)

2006 2007 2008 2009 2010
Preliminary Forecast Outlook Outlook Outlook
General government balance (% of GDP) -2.9 -4.0 -3.2 -2.9 -2.5
(% of GDP) 39.5 38.1 38.0 37.1 36.2

Total revenue -
(growth in %) 5.5 4.2 7.3 5.3 5.1
. (% of GDP) 42.5 42.1 41.1 40.1 38.7

Total expenditure

(growth in %) 4.2 7.1 5.3 4.8 4.2

General government revenues

In 2008, restructuring from direct taxes towarddir@ct taxes is noticeable in tax revenues, as the
reduction of income taxes (taxes on income andties offset by an increase in collection of value
added tax (taxes production). Overall, the tax meres in real terms will almost stagnate in 2009 and
2010, and the tax quota will decrease by 4.7 peéagenpoints of GDP against 2006.

Revenues from social contributions will be negadyivefluenced by, among other things, adjustments
in the sickness insurance system and by introdutieg maximum assessment base for social
contributions. Their dynamics will therefore rangpeich farther below the expected growth rate in
wage volumes.

The most dynamic item on the revenues side willraesfers received (part of the “Other” item), due
to the inflow from the EU funds.

Table 3-7: General government revenue

2006 2007 2008 2009 2010
Preliminary Forecast Outlook Outlook Outlook
(bn CZK) 1267.1 1320.3 1417.3 1492.3 1568.4
Total revenue -
(growth in %) 5.5 4.2 7.3 5.3 5.1
(bn CZK) 633.8 667.0 718.3 735.3 757.7
Tax revenue
(growth in %) 2.3 5.2 7.7 2.4 3.0
) . (bn CZK) 352.2 368.3 431.0 446.7 460.7
Taxes on production and imports -
(growth in %) 2.4 4.6 17.0 3.6 3.1
. (bn CZK) 280.9 297.9 286.8 288.1 296.5
Current taxes on income, wealth, etc.
(growth in %) 2.2 6.1 -3.7 0.4 2.9
) (bn CZK) 0.7 0.7 0.5 0.5 0.5
Capital taxes -
(growth in %) 14 2.1 -38.4 0.8 0.8
) L (bn CZK) 481.8 503.3 528.4 554.9 588.2
Social contributions -
(growth in %) 7.4 4.5 5.0 5.0 6.0
) (bn CZK) 25.8 16.0 17.8 19.4 21.1
Property income -
(growth in %) 21.6 -37.8 11.1 8.8 8.9
Other (bn CZK) 125.7 134.0 152.7 182.7 201.5
(growth in %) 12.0 6.6 13.9 19.7 10.3
Tax burden (% of GDP) 34.8 33.8 33.4 32.1 31.1
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Table 3-8: Impact of tax reform on tax revenues (bn CZK)

Cash terms Accrual terms
2008 2009 2010 2008 2009 2010
Value added tax 25.6 27.0 27.9 25.6 27.0 27.9
Personal income tax -16.2 -24.3 -27.5 -21.3 -24.3 -27.4
Corporate income tax 0.0 -6.1 -28.2 -4.1 -18.8 -27.5
Inheritance and gift taxes -0.4 -0.4 -0.4 -0.4 -0.4 -0.4
Total impact 9.0 -3.8 -28.2 -0.2 -16.5 -27.4

General government expenditures

Due to the gradual decrease in revenues as a pageenof GDP, the expenditure side needs to
undergo a relatively significant consolidation tsere the deficit will decrease.

The slow nominal growth rate of final consumptioqpenditures will reflect low growth of wages and
salaries in the government sector, made possiblea eduction of employment in the public
administration, as well as by savings in purchademods and services. Wages and salaries in denera
government will apparently grow faster than is tigective set by the government for the public
administration (annual growth 1.5%), because theleyment in general government considerably
exceeds that of the regulated sphere, and theofggtneral government may not follow closely the
government’s objectives.

Nevertheless, the decisive factor for achievingfibeal targets will be savings in the social bésef
area (social transfers other than in kind). Thetpesimpact of measures in the social field on the
government balance should come to 0.7-0.8% of GI®08-2010.

Gross fixed capital formation will achieve high dynics due to implementing investment projects
financed using the EU funds. A gradual onset oivilig from the EU funds should be reflected in the
growth rate of government investments, which walligh at first and then decreasing gradually.
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Table 3-9: General government expenditure

2006 2007 2008 2009 2010
Preliminary Forecast Outlook Outlook Outlook
) (bn CZK) 1360.4 1457.7 1535.4 1609.5 1677.4
Total expenditure -
(growth in %) 4.2 7.2 5.3 4.8 4.2
Final consumption expenditure On 29 687.7 133 7345 7637 1941
P P (growth in %) 4.0 3.7 3.0 4.0 4.0
) ) (bn CZK) 345.0 351.6 357.5 3715 386.5
Collective consumption -
(growth in %) 3.4 1.9 1.7 3.9 4.0
-, . (bn CZK) 342.7 361.6 377.0 392.3 407.6
Individual consumption -
(growth in %) 4.6 5.5 4.3 4.1 3.9
. L (bn CZK) 171.2 182.0 192.6 200.0 208.1
Social transfers in kind -
(growth in %) 2.3 6.3 5.8 3.9 4.0
Transfers of individual non-market (bn CZK) 171.5 179.6 184.4 192.2 199.5
goods and services (growth in %) 7.0 4.8 2.7 4.2 3.8
. o (bn CZK) 364.4 408.4 413.1 429.3 446.7
Social transfers other than in kind -
(growth in %) 6.4 12.1 1.2 3.9 4.0
(bn CZK) 35.4 39.7 49.5 54.9 59.6
Interest -
(growth in %) 2.9 12.1 24.9 10.7 8.7
Subsidies (bn CZK) 62.0 57.6 63.7 64.8 66.1
(growth in %) 12.3 -7.0 10.5 1.9 2.0
Gross fixed capital formation On 29 162.0 176.3 203.0 224.7 238.1
P (growth in %) 10.6 8.8 15.2 10.7 6.0
(bn CZK) 48.8 62.5 71.5 72.1 72.8
Other
(growth in %) -25.2 28.0 14.4 0.8 1.0
. (bn CZK) 250.6 262.3 268.7 279.1 290.4
Compensation of employees -
(growth in %) 5.9 4.6 2.5 3.9 4.0
) (bn CZK) 535.7 590.4 605.7 629.4 654.8
Total social transfers
(growth in %) 5.0 10.2 2.6 3.9 4.0

The outlook also indicates that in 2008 savingd bél concentrated on the social benefits area. In
2009 and 2010, the majority of savings will be agkd in other components of government
expenditures.
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Table 3-10: Impact of the public finance reform in the socia

| area (bn CZK)

2008 [ 2009 2010
Impact on revenue
Introduf;tlon of .ma>§. assesment base 46 47 48
for social contributions
Postponement of the act on casualty insurance -5.9 5.1 1.0
Postponement of the act on sickness insurance 11.3 10.1 0.0
Total impact on social revenue 0.9 0.3 -3.8
Impact on expenditure
Sickness insurance benefits -6.8 -2.6 -6.5
Government welfare benefits -8.5 -9.8 -13.1
Postponement of the act on casualty insurance -3.4 -3.5 0.0
State s. payment into the public 3.4 6.4 20
health insurance system
Other changes to the health insurance system 0.0 0.0 71
from 2010
Pension insurance benefits -1.6 1.1 0.0
Other changes in the social area -1.6 7.1 -6.7
Total impact on social expenditure -25.3 -30.5 -35.4
Impact on balance

Total impact on balance 26.2 30.8 31.6
Total impact on balance (in % of GDP) 0.7 0.8 0.7

General government debt

The absolute level of gross government debt wilitewe to grow each year of the outlook due to the
debt financing for a part of the expected defiditewever, the significant decrease of the deficihg
with the dynamic growth of nominal GDP will lead stabilisation and in 2010 even to a decrease of
the debt as a percentage of GDP. Moreover, thinisndicator that is more suitable for use in
assessing the indebtedness rate of the generalngoeet than is the absolute amount of the debt.
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Table 3-11: Gross consolidated government debt

2005 2006 2007 2008 2009 2010

Preliminary Forecast Outlook Outlook Outlook
General government (bn CZK) 903.5 973.0 1074.2 1183.8 1284.4 1375.6
Central government (bn CZK) 830.9 891.7 991.7 1084.2 1177.0 1259.2
Local government (bn CZK) 72.3 81.1 82.5 99.2 107.4 116.4
Social security funds (bn CZK) 0.3 0.2 0.0 0.4 0.0 0.0
Government debt to GDP ratio (% of GDP) 30.4 30.4 31.0 31.7 32.0 31.7

Contribution to change in debt

Change in debt (p-p.) -0.3 0.0 0.7 0.7 0.3 -0.2
Primary balance (p-p.) 2.4 1.8 2.8 1.9 1.6 1.2
Interest (e-p) 1.2 1.1 1.1 1.3 1.4 1.4
Nominal GDP growth (p-p.) -2.0 -2.2 -2.3 -2.3 -2.3 -2.3
Stock-flow adjustment (p-p.) -1.9 -0.8 -1.1 -0.2 -0.4 -0.4

Difference between cash and accruals (P-p) -1.5 0.0 0.4 0.3 0.1 0.1
Net acquisition of financial assets (p-p.) -0.4 -0.7 -1.5 -0.5 -0.5 -0.5

of which: privatisation (p-p.) -3.6 -0.1 -1.0 0.0 0.0 0.0
Revaluation effects and other (-p) 0.0 0.0 0.0 0.0 0.0 0.0

Government debt will grow more slowly than wouldrespond to the simple summing up of the full
amount of the deficit. The reason for that is thet that only a part of deficits is financed throudgebt
instruments. The significant source of financingttslows the debt growth are privatisation revenues
Thay are not general government revenues (privatisaepresents only a change in financial assets
from shares into cash) and do not decrease thadmldhey do, however, limit the necessity for debt
financing.

We expect that until 2010 the privatisation revenaecumulated in the previous period will be
gradually involved in financing the deficits (seegative acquisition of financial assets). This ookl
does not count on other, as yet unapproved pratais projects. In view of the fact that these are
likely to be realised, the debt projection includassk that the share of debt in GDP will be lower

Cyclical development

The Czech economy is in a cyclical upswing. Estasaif the output gap indicate that GDP stands
approximately at 0.7 percentage points above itential, which is reflected in a positive cyclical
component of the government balance. Thus, thaoajigl adjusted deficit currently attains greater
values of some 0.2 percentage points than thededarominal deficit.

The macroeconomic forecast looks for GDP to grovdenately below its potential until 2010, which
will lead to gradually filling the positive outpugap. The cyclical component of the general
government balance will therefore lose its sigaifice, coming close to zero in 2009 and 2010.

Fiscal effort defined as the change of the cydlcatljusted balance will be close to the changidén
nominal deficit. After a significant deficit decimain 2008, the fiscal effort in 2009 and 2010 will
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weaken and it is probable that the rule of the iByland Growth Pact that requires making fiscal
effort at the minimum level of 0.5 percentage powit GDP annually will not be met.

Table 3-12: Cyclically adjusted government balance (% of GDP)

2006 2007 2008 2009 2010
Preliminary Forecast Outlook Outlook Outlook
Real GDP growth (in %) 6.1 5.3 4.9 5.1 5.3
General government balance -2.9 -4.0 -3.2 -2.9 -2.5
Interest 1.1 1.1 1.3 1.4 1.4
Potential GDP growth (in %) 5.1 5.1 5.4 5.4 5.5
Output gap 0.7 0.8 0.3 0.0 -0.2
Cyclical budgetary component 0.2 0.2 0.1 0.0 0.0
Cyclically adjusted balance -3.1 -4.2 -3.3 -2.9 -2.5
Cyclically adjusted primary balance -2.0 -3.1 -1.9 -1.6 -1.1
Fiscal effort -0.3 -1.1 0.9 0.3 0.5

3.3 General government long-term projection

Long-term analyses look at the general governmenéreditures and their dynamics by means of the
long-term trends connected with population develepm Therefore they primarily focus on those
components of public expenditures that are semesttivchanges in the population structure, such as
pensions, health and long-term care, and education.

Long-term projections do not aim at quantifyingtb@ most reliable extent the volumes of future
expenditures or specific values for certain indicaitwith the possibility of subsequent verification
with the actual situation. They only should helpdiscover the direction, dynamics and relations of
the projected data in the currently establishedzbarto 2050. More accurate estimations may not be
made due to the large extent of uncertainty andiéségn of the model apparatus. The projections are
not made in the same level of detail as are the-¢éion forecasts that allow certain verification.

The long-term projections methodology is based ipaom international experience gained from
cooperation with the European Commission, whichaw actively involved in making projections,
with the contributions from all member states. Té¢ogperation allows using the results of analyses f
the purposes of international comparisons.

Population trends and their impacts on macroeconomi c indicators

In the present European context, the Czech populairelatively among the youngest. In the coming
decades, however, very dynamic changes in itstetei@are expected. Within the next 50 years, the
Czech population will rank among the oldest in FeoThe reason behind these changes is the
rapidly increasing life expectancy accompanied byloa aggregate fertility rate. Population
projectiond assume that life expectancy at birth will increhsawveen 2005 and 2050 by 7.1 years for
men (from 72.6 to 79.7 years) and by 5.1 yearsvimmen (from 79.0 to 84.1 years). The aggregate
fertility rate will remain far below the level thahsures simple reproduction (an increase from th.15

% This is primarily based on the demographic projecthat is produced by Eurostat in cooperation it
national statistical offices and is the basis falcalating the long-term projections. Use of thigjpction ensures
comparability with the projections of demographéwelopments in other EU countries.
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1.5). Even significant growth in net immigratiomgiin 4,300 to 20,000 annually) will not prevent an
overall decline in the population (from 10.2 to &8lion people).

These trends can be seen in the following grapdisdticument the changes in the age structure of the
population towards a decreased proportion of pargothe active age and an increasing proportion of
those of retirement age. The dependency ratio atelicthat the proportion between these two groups
will nearly double in favour of the oldest persoiifis development is perceptible in the whole of
Europe. That is why this topic is currently morel amore emphasised in order to draw attention ® thi
situation in time and to solve it through adequaferms of social systems and the labour market.

Graph 3-1: Changes in age structure of the Graph 3-2: Dependency ratio (in %)
population
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Note: The dependency ratio is defined as the ptipor
of people aged 65 and older to the population dge®4
in the central demographic scenario.

The present analyses do not, however, anticipagepassible legislative changes and embody the
assumption that the policies will not change. Theglicate which tendencies will occur if no
institutional and legislation changes will be implented.

The changes in population do not project only thi public expenditures, but they also influenae th
economy’s overall output as measured by real GORvilr. That growth is expected to gradually
attenuate to the limit value of 0.8%. This is caubg, among other things, a decrease of available
labour. Table 3-13 shows an overview of the seteatecroeconomic assumptions used in the long-
term projections.

Table 3-13: Macroeconomic assumptions (in %)

2005 2010 2020 2030 2040 2050
Real GDP growth 6.1 5.3 2.5 1.9 0.4 0.8
Labour productivity growth 4.8 3.4 3.0 2.7 1.9 1.7
Participation rate males (aged 20-64) 83.5 84.6 87.4 87.1 84.4 85.6
Participation rates females (aged 20-64) 68.2 70.6 76.4 76.1 72.9 74.0
Total participation rates (aged 20-64) 75.8 77.6 81.9 81.6 78.7 79.8
Unemloyment rate 7.9 5.6 6.5 6.5 6.5 6.5

Public expenditure development

Expenditures related to the ageing of the populatidll accelerate in the coming decades. This
growth will be reflected most significantly in tipension system, which will be most demanding as to
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the expenditures, due to the increased numberrebps in retirement age and the lengthening period
for drawing pensions. These expenditures, alonf thié spending on health care, represent the main
sources of public expenditures growth.

As regards the revenues of the social system, &xating share in GDP is expected to be maintained
because their sole source is the contributiontteteis constant over time.

Table 3-14: Long-term sustainability of public finances (in % of GDP)

2005 2010 2020 2030 2040 2050

Total expenditure 44.0 42.5 43.3 46.2 52.0 59.2
of which: Age-related expenditure 19.9 18.5 18.9 20.9 24.5 27.7
Pension expenditures 8.4 7.7 8.3 9.5 12.1 14.2
Health care 6.5 6.4 6.7 7.3 8.1 8.9
Long-term care 0.3 0.3 0.3 0.4 0.5 0.6
Education expenditures 3.6 3.1 2.7 2.8 2.9 3.0
Other age-related expenditures 1.2 1.0 1.0 0.9 1.0 1.1
Interest expenditures 1.2 0.9 1.3 2.2 4.3 8.4
Total revenue 40.4 40.3 40.3 40.3 40.3 40.3
of which: property income 0.7 0.7 0.7 0.7 0.7 0.7
of which: pension contributions 8.7 8.7 8.7 8.7 8.7 8.7

These facts will cause further widening of the gapween revenues and expenditures, and therefore
to the gradual rise in the primary deficits anaiest payments that will cause the government tbebt
accumulate. Without implementing reforms, the depalent of public finances cannot be sustained in
the long term.

Graph 3-3: Primary deficit and debt
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The seriousness of the impacts from these trendssisribed in the sustainability analysis thathfert
determines the scope of fiscal imbalance usingafledt sustainability indicators. These can take two
forms:

= The S1 indicator indicates, as a percentage of Gb¥’need to decrease expenditures’ share in
GDP or to increase revenues’ share in GDP fronmdhpective year in order to ensure maintaining
the debt below the limit of 60% of GDP until thedesf the projection horizon (2050).
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= The S2 indicator expresses, as a percentage of Gid’,need to permanently decrease
expenditures or increase taxes in order to keemémeral government solvent in an indefinite
time horizon (i.e. so that the debt would not gemhinfinitum).

The following table contains a brief overview ofele indicators that represent the quantitative
evaluation of the imbalance rate.

Table 3-15: Long-term requirements for public finances (in % of G DP)

2009 2010 2011
Revenues [1] 40.3 40.3 40.3
Primary expenditures [ 2] 41.7 41.6 41.5
Primary balance [ 3=12 ] -1.4 -1.3 -1.3
Sustainability gap S1 [ 4] 3.9 4.0 4.1
Required primary balance [ 5=3+4 ] 2.5 2.7 2.9
Required total balance [ 6] 1.0 1.8 1.9
Sustainability gap S2 [ 71 7.9 8.1 8.2

The sustainable primary balance transforms theswligiation requirement” given by the S1 indicator
into the figures of the primary difference betwettie revenues and primary expenditures. The
sustainable total balance indicates that, for exenipr 2009, it is necessary that the surplushef t
general government balance will amount to 1% of GDP

The conclusions of the sustainability analysisresefavourable. The overall evaluation that cordain
both the quantitative and qualitative evaluatfonkssifies the Czech Republic in the European
context among those countries for which the futdeselopment is the most risky as regards the
demographic changes.

* The qualitative evaluation focuses on the amoumagbtedness, age-related expenditure dynamicgged
revenue development, the so-called stock-flow anjast (see Box 4) and the total tax burden.
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4 Topic: Fiscal rules

4.1 Introduction

History of fiscal policy

Fiscal policy is one of the main instruments of gmynent macroeconomic policy. One of the targets
IS to stabilise economic growth and to counteraetfluctuations of the economic cycle. Fiscal polic
has been recognised and used as an economic pmicgince the economic crisis in the 1930s. The
most famous theoretical groundwork for fiscal pplis described in the work of John Maynard
Keynes. Fiscal policy was then used in practicehim US and especially in Swedefterwards,
fiscal policy became a common tool of economic@oli

In the second half of the 20th century, howevemprindent fiscal policy induced the problem of
excessive deficits (continually in the US from #860s until 1997 when the American budget was in
surplus for the first time after 30 years) and anréase of government debt which, in certain
countries, reached enormous levels (in Belgium Haly around 140% of GDP). This situation
increased interest in fiscal rules which could helfring fiscal policy under control and to make t
development of public finances sustainable. In B¢ this process culminated in the Maastricht
Agreement and the so-called Stability and Growtbt,Rahich define a fiscal framework that should
be stabilising on the one hand and sustainablé@nther.

Automatic stabilisers and discretionary measures

An automatic stabiliser is a mechanism that “smegththe economic cycle without the active
participation of other subjects. It is a systemnadat that, from its nature, works independently,
automatically. The most frequently mentioned exanpi an automatic (built-in) stabiliser is the
progressive income tax (i.e. the tax rate incre@sesorrespondence with growing income and the
average tax rate decreases with decreasing incohidg. should lead to lower volatility of the

disposable income and consumption depending upamges in GDP.

Discretionary measures are mechanisms of the atlsodirect interference in the system, ad hoc
measures whose objective is to have a stabilisnpgct.

Compared to discretionary measures, the benefiutdmatic stabilisers is that they are embedded in
the system and do not involve a delay from the trinielentifying the problem until implementing the
measure.

® There was a so-called Stockholm School in Swedmhsame of its representatives, in particular thardees
of the Nobel Prize for Economics Gunnar Myrdal aretti8 Ohlin, were engaged in fiscal policy on a g
theoretical level at the same time as was Keynes.

® See the sub-chapter Fiscal Rules below in the text
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Fiscal rules

Fiscal policy is executed by the government, or istig of Finance, using public budgets, and in
particular the state budget. Compared to monetaligyp fiscal policy is burdened by direct politica
influence. Over the years, a generally acceptedi@pihas developed that the central bank should be
independent in order to prevent high inflation. @® contrary, the Ministry of Finance is not
independent and, of course, it cannot be. Therefinere may be situations (in particular before
elections) where public finances have not only rtreionomic function but also serve political
purposes. As a result, fiscal discipline may bedirggl.

The growth of deficits and debts due to too-genefiacal policy has increased interest in so-called
fiscal rules. The fixed rules and limits are sethtmthe aim of bringing public finances under cohtro
and reducing the influence of the political cycle.

Fiscal rules may concern revenues, expenditurésidget balance or debt. In principle, these rules
may be substituted with one another. Generallyy amle rule is binding, while other targets are
indicative. This applies also to the Czech Republic

4.2 Fiscal rules in the Czech Republic

Fiscal rules that regulate the regime for carryongfiscal policy were incorporated into the budggt
rules as part of the 2003 reform of public financese institution of fiscal targeting and derived
medium-term expenditure frameworks was introduégstal targeting and medium-term expenditure
frameworks are prepared for the next three yeays.s&ting the fiscal target, the government
determines the trajectory of the future developnierthe balance of public finances and, at the same
time, declares its responsibility for public finas¢ their health and sustainability. In deriving
medium-term expenditure frameworks, the governnustermines such expenditure limits as will
allow it to achieve its fiscal target.

Principle of fiscal targeting and medium-term expen diture frameworks

The government sets its targets in the form oflarz@ of public budgets as percentages of GDP for
the next three years on a rolling basis (i.e. gaeir the three-year horizon moves ahead by ong.year

Nevertheless, the government may influence onlgragf the public budget balances. For that reason,
the planned balance will be broken down into thenped balances for the individual parts of the
public budgets and the balances of the state budgetstate funds (i.e. those budgets directly
controlled by the government) are determined.

To define the needed active government measuresutonomous scenario is prepared (by its nature
it is prepared to be conservative) and is basetherexisting legal and institutional framework. Jhi
scenario determines the balance of the governrirarides in the absence of any new active steps.

On the basis of a GDP forecast, the absolute amoiutite central government planned balance is
calculated and compared to the autonomous scend@he. difference between the planned and
autonomous balances determines the amount of #eedemeasures on the revenues side (increase in
revenues) or on the expenditures side (decreamepehditures).

After taking into account the active measures @nrdvenues side, the central government revenues
forecast is calculated from which the planned alisolbalance of the central government is
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substracted. Based on the difference between thenues and balances, while accounting for the
expected inflation, the medium-term expenditurenieavorks (“ceilings”) are set in current prices for
the entire planning period (hereinafter referredsdahe “MTEF").

In accordance with the fiscal targeting princif\TEFs are prepared for the next three years on a
rolling basis and are binding upon the governmBased on the total MTEF, and according to the
government’s priorities, the MTEF will be dividedtd binding expenditure limits for the various
chapters of the state budget and state funds éaretkpective years.

The government may change the MTEF for the origyrecond and third years when a state budget
bill is introduced. Nevertheless, this is possibidy in defined cases, such as a change in budgetar
tax rating, change in expenditures financed by Huhd$, significant deviations from the
macroeconomic forecast and exceptional circumstar{eeg. natural disasters). These cases are
stipulated by Act No. 218/2000 Coll. on budgetaries.

Fiscal policy has a stabilising function — the magonomic reason for the expenditure frameworks is
that they counteract the economic cycles. If GDBwgin is lower than expected, one of the
consequences will be lower tax collections and,eurgiven expenditure limits, a higher deficit. By
contrast, if GDP growth is higher than expected,tdx collection will be higher, which, under given
expenditures, will result in a lower deficit. Thefidit amount thus adapts to the economic cycle and
counteracts it. At the same time, to ensure thafittal targeting and MTEF work as stabiliserss it
obvious that the rule for the expenditure volumestrae binding while the target in the form of the
balance must play only an indicative role.

Along with the state budget bill, the governmerttdduces the proposal of the total MTEF, both of
which are based on the fiscal targets for the @speperiod, and it is then responsible only foe t
total MTEF. MTEFs are approved by a resolutiontef Chamber of Deputies of the Parliament. On
the contrary, due to the reasons mentioned abbeefidcal target is approved as a source parameter
only by the government. The government is obligedgive reasons regarding any extraordinary
deviations from the approved MTEF to the Chambeddgpbuties and to have these approved.

4.3 Functioning of medium-term expenditure framewor ks to date

To evaluate the functioning of the institute ot&stargeting and MTEFs to date, it is crucial dhere
to the MTEF, because these frameworks are bindimtevhe budget balances are not. An evaluation
of the MTEFs is given in the following table.
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Table 4-1: Expenditure frameworks in 2003-2007 (national fis  cal targeting methodology,
bn CZK)

2005 2006 2007 2008 2009
2003 Approved Expenditure Framework 937.7 966.3 -
Approved Expenditure Framework 938.4 963.9 1001.3
2004 Adjustments Permitted by Law 0.0 0.0
Overrun 0.7 -2.4 X X X
Approved Expenditure Framework - 994.0 975.0 1011.9
2005 Adjustments Permitted by Law - 5.7 -46.7
Overrun X 24.4 20.4 X X
Approved Expenditure Framework - - 1095.2 1070.7 1112.6
2006 Adjustments Permitted by Law - - 63.6 2.0
Overrun X X 56.6 56.8 X
Approved Expenditure Framework - - - 1031.8 1053.8
2007 Adjustments Permitted by Law . .
Overrun X X X -38.9 -58.8

Table 4-1 shows that MTEFs were not really adhé&ved the past. An overrun here actually means an
increase (if the figure is positive) of expenditinemeworks over allowed adjustments.

MTEFs are prepared for the current fiscal year thwedtwo following years. Each following year, the
MTEF projection will shift one year ahead and atipents permitted by law will be considered for
the two years already projected. If an expendiftamework is increased more than the adjustments
permitted by law, this means violation of the an@iMTEF’

In 2004, fulfilment of the approved expenditure niworks was still relatively successful. In

September 2004, a budget was prepared exceedirappineved expenditure framework by only CZK

0.7 bn. The fiscal outlook for 2006 even ended wittesult CZK 2.4 bn better than was the original
plan.

On the contrary, in 2005 the expenditure frameworthe draft budget was increased in total by CZK
30.1 bn, of which only CZK 5.7 bn was an approvectéase, and thus CZK 24.4 bn represents the
overrun of the previously determined limit. In tB807 fiscal outlook, an approved adjustment was
made, i.e. the expenditure framework was reduce@ By 46.7 bn, however the actually projected
expenditures fell by only CZK 26.3 bn. The overanirihe expenditure framework was then CZK 20.4
bn.

With respect to adherence to the expenditure fraoriesy the year 2006 was the poorest so far. The
approved increase of the expenditure frameworR@@7 was CZK 63.6 bn, and the actual increase in
the draft national budget for 2007 is CZK 120.2 Dhe expenditure limits overrun is CZK 56.6 bn. In
the fiscal outlook for 2008, the projected expeamdis anticipate an additional increase by another
CZK 56.8 bn.

" Specifically, frameworks for the 2005 fiscal yeand the two following years, 2006 and 2007, wengrayped

in 2004. In 2005, the approved adjustment for 280®unted to CZK 5.7 bn, so that adhering to theipus
expenditure framework would mean that the 2006 edjbgre framework should be approved as CZK 969.6 bn
(i.e. 963.9 + 5.7). The newly approved MTEF was C24.9 bn, which caused the framework to be oversun b
CZK 24.4 bn.

36



In 2007, new expenditure frameworks were approveddcordance with the government’s policy
declaration and a different fiscal target basedthm declaration. The expenditure framework was
reduced by CZK 38.9 bn for 2008 and by 58.8 br2fa9.

4.4 Evaluating the concept and its problems

Introducing the institution of fiscal targeting amiTEF is undoubtedly an advance in a positive
direction. This modern regime of executing fiscaliqgy contributes to reducing political influenca o
public finances. It is appropriate to recogniseftitd that the government deficits fell after irtoeing

the fiscal targeting regime. Nevertheless, thisetisment must be evaluated cautiously for the time
being, because reduction of the deficits was giparticularly by the impacts of other favourable
factors. Moreover, the established frameworks wareadhered to successfully in the previous two
years.

At present, we can identify three main problemswiite institution of fiscal targeting and MTEF and
to which we must draw attention:

= Fiscal targets and the MTEF concern only a narrmea af public budgets — the state budget and
the state funds. A similar mechanism should bethtced for other public budgets as well, such
as for municipal government budgets.

= No sanction mechanism. The government is respan$il MTEF fulfilment to the Chamber of
Deputies of the Parliament, but no sanction medmaiis defined for when these are violated.

= So far, little political, media or public attentidras been paid to evaluating fiscal rules. Theestat
budget balance remains the most observed parawfepeiblic finances, and this balance has, for
many reasons, a limited ability to inform on themamic status of public finances.

4.5 EU fiscal rules

By its accession to the European Union in 2004 Ghech Republic also entered into the EU system
of fiscal rules. We are not a full member of thenoaon economic and currency union so far (and thus
do not have the euro). Nevertheless, regardindatttethat upon accession we undertook to adopt the
euro, at present we only have a temporary exempdioth thus we are subject to the majority of duties
resulting from the fiscal rules stated below. A¢ game time, the EU rules do not replace the reltion
fiscal rules, but they should complement one anmothe

The basic and clearly best known EU fiscal rulethia country are included in the Maastricht Treaty
signed in 1993, which determines the referencddirfioir the government deficit amounting to 3% of
GDP and the government debt amounting to 60% of GAyicle 104). However, these limits do not
by any means represent all the EU fiscal rulesstaged below, it is not sufficient only to meetgbe
two criteria.

For smooth launching and subsequent functioninp@feurozone, the member states agreed in 1997,
in addition to the Maastricht Treaty, that ensuringiget discipline was of essential importance and
thus they concluded the so-called Stability andw@noPact. In this Pact, they undertook to achieve
budget surpluses or at least a balanced or nealynted budget in the medium-term horizon (about
3-5 years). The Pact did not change the basic rergants for adoption of the euro, nevertheless it
specified preventive and sanction mechanisms fordioation of the economic and fiscal policies so
that neither potential high national budgets deficior high public debts may threaten the euro’s
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stability or increase inflation in the eurozoneeTPact thus covered the so-called “free-rider’a@ssu
Adhering to these rules is monitored by multilatstgoervision, i.e. by the European Commission and
the other member states through the Council of $fémns of Finances and Economy (ECOFIN).

Reform of the Stability and Growth Pact

At the time of signing the Pact, its main princgphleere the limits for general government deficits o
3% of GDP, and for government debts of 60% of G&lBng with the requirement for public budget
finances that are balanced or in surplus on a teng- basis. Such established rules were fairly
criticised for several reasons. First of all, tgetem lacked any institutions for conducting pretiven
operations. A member state could be exposed tataffepressure only at the time of an excessive
deficit's occurrence, by which time its quick cartien would usually be already very costly.
Moreover, the original rules did not take suffidiertcount of the cyclical character of economies’
development or the influence of the economic cysiethe public budgets balance. If the countries
reported a deficit approaching the 3% limit in ai@e of economic growth, they fell into an excessiv
deficit in the period of economic slowdown, whergwever, the fiscal consolidation aimed at
correcting such a deficit was economically inappiaip. Finally, let us mention the criticism of the
unnecessarily strict requirement for a balancedswplus government balance, which, moreover,
ignored very different parameters of public finasmgevarious countries.

The failure of the Pact in its original form led discussions by numerous member states in the first
half of this decade regarding its effectivenesshiat form. In 2005, the intensive debate led to the
Pact’s reform, which aims to eliminate the aforetimered defects. The aims of the changes were to
strengthen the preventive power of the rules, e taccount of the cyclic character of fiscal
development, and to consider the different inp@tameters of individual countries.

At present, the Pact includes the resolution of@eincil of Europe from Amsterdam in 1997, the
ECOFIN Council’s report on “Improving the Implematibn of the Stability and Growth Pact” dated
2005, and two resolutions specifying the basicqgiedi and measures (one on the budget discipline
control and coordination of economic policies ame dther on application of a procedure for reducing
an excessive deficit — the so-called Excessiveddfrocedure).

In addition, the Pact enables the Council to sandtiose eurozone countries that are not abledptad
appropriate policies to reduce excessive defigitdirst, the punishment is in the form of an irdst-
free deposit with EU institutions, but if the exs®g deficit is not corrected in the course of tyaars
such deposit may be transformed into a non-refuedadmalty.

Stabilisation and Convergence programmes

The supervision over the member states’ succedailare in adhering to the Pact’'s principles is
carried out each year through detailed evaluationpdated Stabilisation Programmes. States which
have not yet introduced the euro submit the seddllonvergence Programmes.

The basic target of the rules is certainly heafthplic finances — i.e. a balanced or nearly baldnce
budget and keeping the country’s indebtednessisabla on a long-term basis. To achieve this status
the member states have laid down the following laaryi objectives.
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Medium-term objective (MTO)

Within its Pact review, each country has laid dadtgrindividual medium-term fiscal target reflecting
both the growth potential of the country and itdehtedness level. For the Czech Republic, thigtarg
for the government balance comes to -1.0% of GDi¢hvshould be achieved in 2013 according to
the latest update of the Czech Convergence Progeartrpresent, there is a discussion in the EU on
how to include in this target the so-called implikabilities, i.e. long-term obligations of public
finances, and especially in the form of the futaldage pensions and other expenditures depending
on the age structure of the population. This wikkam even stricter targets particularly for those
countries — such as the Czech Republic — which hgweblem with the population’s ageing and the
long-term non-sustainability of public finances.

Minimum fiscal effort

The Pact also determines that until the membeestathieve their medium-term targets, they must
consolidate their public budgets and improve tfisgal positions at least by a half percent of GDP
each year (less the economic cycle influence amtudixig one-off and extraordinary measures). In
economically good times, the member states, thawe ho try to consolidate more and so create a
reserve for worse times. Any revenues beyond xipeaations should be used to reduce the deficit.
Deviation from this path to the medium-term fistaiget is only possible if the principal structural
reforms (e.g. pension reform) are carried out, ding immediate negative impacts but, from
a long-term point of view, improving the state abjic finances.

The countries that have achieved their medium-tangets already should let automatic stabilisets ac
and avoid pro-cyclical policies (i.e. in particylareducing taxes and increasing government
expenditures at a time of cyclical growth).

Safety margin

For cases of unfavourable economic developmentntimber states have determined a so-called
safety margin from the reference 3% limit. It regmets a certain margin, respecting which will easur
that no deficits over 3% of GI3Rnay occur even in a period of economic decling. the Czech
Republic, this margin is calculated as 1.4% of GDIFls means that the minimum limit of the budget
balance (the minimum benchmark) is -1.6% of GDRueng that the Czech Republic will not fall
beneath 3% of GDP again (i.e. into the ExcessivicD®rocedure).

If any of the member states does not meet thess il if a significant deviation from the medium-
term target or from the path to its achievement Ie@sn identified, the Council may, in its annual
evaluation, recommend upon what the concerned poshould focus (a so-called early warning).

The parts of the Pact described thus far are edfetw as the preventive portion. The other branch
includes the so-called sanctions parts and dedlsthve progress of the Excessive Deficit Procedure
(i.e. for the situation in which the concerned doyimas exceeded or will exceed the reference 3%
limit of the government deficit or the 60% limit tife government debt).

® In determining the safety margin, no extraordinaiscumstances are considered that would lead to a
significant decline in the economic output.
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Excessive Deficit Procedure

This Procedure was launched with the Czech Republig soon after its accession to the EU in 2004,
and, regarding its special circumstances (as afwaning country), it was given a four-year term to
correct the excessive deficits. However, the stahgeocedure is different. An excessive deficit imus
usually be corrected within one year after it isritified.

Upon the Procedure’s initiation, the Council issaescommendation first, and the member state has a
six-month period for submitting measures that Veild to correcting of this deficit. If such measure
are ineffective or implemented insufficiently, t@®uncil may issue another call in which specific
measures are established for the concerned cotan&igopt to correct the situation. At the same time
so-called intensified budget supervision can ocedrerein the member state is obliged to provide
regular information according to a schedule agieextivance. If even then the member state does not
meet the recommendation, the Council may imposetisas that may become stricter after two years.

The final stage is different for those member statetside the eurozone, because they are not subjec
to the intensified budget supervision. “Only” a d#&n on suspending drawing funds from the
Cohesion Fund may be imposed as a sanction.

To complete the Procedure successfully, it is ingmirto remove the excessive deficit in a credible
and sustainable manner. Therefore the measurestcéenone-off or non-systematic ones. The
expected future development and the fiscal strateg\evaluated as well.

Operation of the rules

Two rounds of evaluating the member states’ programhave taken place since the reform of the
Pact, and the general feeling on EU soil is thétjerthe sanctions part of the Pact more or lesksvo
(however against a background of thus far good @min times), the preventive mechanisms are
rather lagging behind.

This year’'s evaluation showed that the member state only rather little taking advantage of the
current favourable economic times for the necessamysolidation and that the average deficits
reduction is under the required minimum. Moreowkose countries that have not yet achieved their
medium-term targets and which are not in the ExeesBeficit Procedure allowed their fiscal
positions to deteriorate last year.

That is to say that, in the future, we may expedisaussion at the EU level on how to strengthen th
preventive part of the Stability and Growth Pact.
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5 Annex of tables — general government in the ESA 9 5
methodology

Data for government revenues and expenditures ansotidated at the appropriate level. The
consolidation represents the exclusion of mutuai/$l of interest, and of current and capital trarssfe
within one subsector as well as among the individubsectors of the general government.

5.1 Revenues

Table 5-1: General government revenue

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
bill. czk | 660.8 | 713.6 | 761.7 | 802.3 | 833.9 | 911.4 | 974.4 | 1049.4| 1154.7|1201.4|1267.1
prev.year=100| 109.8 | 108.0 | 106.7 | 105.3 | 103.9 | 109.3 | 106.9 | 107.7 | 110.0 | 104.0 | 105.5

Current taxes on income, bil. K | 140.5 | 160.1 | 165.6 | 176.1 | 181.4 | 206.8 | 223.8 | 247.4 | 271.0 | 274.8 | 280.9

wealth, etc. prev.year=100] 100.1 | 114.0 | 103.4 | 106.3 | 103.1 | 114.0 | 108.3 | 110.5 | 109.5 | 101.4 | 102.2
bil.cz< | 239.8 | 264.8 | 281.7 | 292.7 | 312.0 | 335.0 | 367.4 | 388.9 | 410.4 | 448.4 | 481.8
prev.year=100] 113.5 | 110.4 | 106.4 | 103.9 | 106.6 | 107.4 | 109.7 | 105.8 | 107.8 | 106.9 | 107.4
bil.cz< | 203.6 | 208.8 | 218.9 | 240.3 | 247.9 | 258.0 | 266.7 | 285.4 | 326.8 | 344.0 | 352.2
prev.year=100, 113.3 | 102.5 | 104.8 | 109.8 | 103.2 | 104.1 | 103.4 | 107.0 | 114.5 | 105.3 | 102.4
biLcz« | 05 | 06 | 06 | 05 | 06 | 0.7 | 07 | 09 | 06 | 07 | 0.7
prev.year=100, 118.6 | 123.0 | 96.5 96.7 | 109.7 | 117.0 | 108.9 | 115.6 | 71.9 | 118.5 | 101.4
bil.cz« | 13.8 | 15.6 | 15.7 | 12.8 | 18.3 | 26.2 | 29.8 | 245 | 232 | 21.2 | 25.8
prev.year=100| 87.2 | 113.0 | 100.8 | 81.2 | 143.4 | 142.8 | 113.9 | 823 | 945 | 916 | 1216
bilcz« | 113 | 12.3 | 131 | 9.9 | 150 | 15.4 | 22.0 | 17.2 | 142 | 12.6 | 12.8
prev.year=100 107.1 | 109.4 | 106.1 | 76.1 | 151.0 | 102.5 | 143.1 | 78.1 | 82.5 | 88.5 | 101.6
biLczk | 26 | 33 | 27 | 2.8 | 33 | 108 | 7.8 | 7.3 | 9.0 | 87 | 13.0
prev.year=100| 47.8 | 128.9 | 81.0 | 106.6 | 116.7 | 325.2 | 72.4 | 93.9 | 122.7 | 96.4 | 150.6
bill. CZK 47.1 47.2 58.2 56.4 58.3 63.0 66.4 75.4 75.2 77.6 79.7

Total revenue

Social contributions®

Taxes on production and imports?

Capital taxes?

Property income

Interest

Other property income

Sales®
prev.year=100| 112.3 | 100.2 | 123.2 | 96.9 | 103.5 | 108.0 | 105.5 | 113.4 | 99.8 | 103.1 | 102.7
Other current transfers bill. CzK 12.7 15.9 19.5 22.1 12.4 15.8 16.5 21.3 28.6 26.3 28.0
and subsidies prev.year=100| 269.0 | 124.9 | 122.6 | 113.5 | 56.2 | 126.8 | 104.2 | 129.7 | 134.2 | 91.8 | 106.3
bill. CZK - 0.0 0.0 0.0 0.1 0.5 0.9 2.8 3.1 4.7 14.0
Investment grants
prev.year=100] X X 314.3 | 145.5 | 225.0 | 754.2 | 171.8 | 301.5 | 110.1 | 151.6 | 298.1

bill. €zK 2.8 0.7 1.5 1.4 2.9 5.5 2.1 2.8 6.8 3.6 4.1
prev.year=100, 36.7 | 24.4 | 227.0 | 92.5 | 206.2 | 186.2 | 37.8 | 134.8 | 243.3 | 53.8 | 112.6

D Compulsory and voluntary payments of employers” ehalf of employees’), employees’, self-employetl reon-
employed persons to social security funds and arse enterprises.

2 Compulsory, unrequited payments, in cash or in kiviich are levied by general government, in respétte production
and importation of goods and services, the employrotlabour, the ownership or use of land, buildirgy other assets
used in production.(for example VAT, excises etc.)

% Taxes levied at irregular and very infrequent imds on the values of the assets or net worth ovinyeidstitutional units
or on the values of assets transferred betweeitlitishal units as a result of legacies, gifts dher transfers.

4 Consists of market output, output produced for dnai fise and payments for other non-market output.

Other capital transfers
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Table 5-2: General government revenue - ratios to GDP
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

Total revenue (n%wGoP)| 39.3 | 39.4 | 38.2 | 386 | 38.1 | 38.7 | 39.5 | 40.7 | 415 | 40.4 | 395
Current taxes on income, wealth, etc. (in% GDP)| 8.3 8.8 8.3 8.5 8.3 8.8 9.1 9.6 9.7 9.3 8.8
Social contributions (n%GDP)| 142 | 14.6 | 14.1 | 141 | 142 | 142 | 149 | 151 | 151 | 15.1 | 15.0
Taxes on production and imports (inwcop)| 12,1 | 11.5 | 11.0 | 115 | 11.3 | 11.0 | 10.8 | 11.1 | 11.7 | 11.6 | 11.0
Capital taxes (in%coP)| 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Property income (in% GoP)| 0.8 0.9 0.8 0.6 0.8 1.1 1.2 1.0 0.8 0.7 0.8

Interest (in% coP)| 0.7 0.7 0.7 0.5 0.7 0.7 0.9 0.7 0.5 0.4 0.4

Other property income (in% GoP)| 0.2 0.2 0.1 0.1 0.2 0.5 0.3 0.3 0.3 0.3 0.4
Sales (in% GDP)| 2.8 2.6 2.9 2.7 2.7 2.7 2.7 2.9 2.7 2.6 25
Other current transfers and subsidies (n%GoP)| 0.8 0.9 1.0 11 0.6 0.7 0.7 0.8 1.0 0.9 0.9
Investment grants (in % GDP) - 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.2 0.4
Other capital transfers (in% GoP)| 0.2 0.0 0.1 0.1 0.1 0.2 0.1 0.1 0.2 0.1 0.1

Table 5-3: General government tax revenue and social contributions
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
bil.cz< | 584.3 | 634.2 | 666.7 | 709.6 | 741.8 | 800.5 | 858.7 | 922.6 |1017.8]1068.0| 1115.6
prev.year=100] 109.9 | 108.5 | 105.1 | 106.4 | 104.6 | 107.9 | 107.3 | 107.4 | 110.3 | 104.9 | 104.5

Taxes and social contributions

Current taxes on income, bil. czK | 140.5 | 160.1 | 165.6 | 176.1 | 181.4 | 206.8 | 223.8 | 247.4 | 271.0 | 274.8 | 280.9
wealth, etc. prev.year=100, 100.1 | 114.0 | 103.4 | 106.3 | 103.1 | 114.0 | 108.3 | 110.5 | 109.5 | 101.4 | 102.2
Tax on individual or household bil.czk | 80.2 | 87.4 | 94.0 | 93.0 | 99.7 | 106.2 | 114.9 | 125.3 | 134.8 | 136.1 | 137.5
income incl. holding gains prev.year=100, 114.0 | 108.9 | 107.6 | 98.9 | 107.2 | 106.5 | 108.2 | 109.0 | 107.5 | 101.0 | 101.0

Taxes on the income or profits of bill. CzK 56.5 69.4 67.5 79.5 76.2 96.3 | 105.7 | 118.0 | 132.0 | 133.8 | 138.3
corporations incl. holding gains  prev.year=100| 84.0 | 122.7 | 97.3 | 117.8 | 95.9 | 126.4 | 109.8 | 111.6 | 111.9 | 101.3 | 103.4
bill. CzK - - - - - - - 0.5 0.6 0.6 0.7
prev.year=100| X X X X X X X X 117.4 | 112.5 | 110.0
pi.czk | 3.8 | 34 | 42 | 36 | 56 | 43 | 3.2 | 36 | 3.7 | 43 | 45
prev.year=100| 141.6 | 91.0 | 122.2 | 87.0 | 153.6 | 77.6 | 74.0 | 112.6 | 101.6 | 117.8 | 104.2
bil. CzK | 239.8 | 264.8 | 281.7 | 292.7 | 312.0 | 335.0 | 367.4 | 388.9 | 419.4 | 448.4 | 481.8
prev.year=100| 113.5 | 110.4 | 106.4 | 103.9 | 106.6 | 107.4 | 109.7 | 105.8 | 107.8 | 106.9 | 107.4
bill. Czk | 239.7 | 264.7 | 281.5 | 292.5 | 311.5 | 334.8 | 367.2 | 388.6 | 419.0 | 448.0 | 481.3
prev.year=100| 113.6 | 110.4 | 106.4 | 103.9 | 106.5 | 107.5 | 109.7 | 105.8 | 107.8 | 106.9 | 107.4
Employers' actual social bil. czk | 167.6 | 185.0 | 197.0 | 204.6 | 216.9 | 233.2 | 255.9 | 270.7 | 289.8 | 308.7 | 332.3
contributions prev.year=100| 115.6 | 110.4 | 106.5 | 103.8 | 106.0 | 107.5 | 109.7 | 105.8 | 107.0 | 106.5 | 107.7
bil.cz | 59.9 | 65.9 | 70.2 | 73.0 | 77.3 | 82.7 | 89.6 | 94.9 | 101.3 | 108.3 | 116.6
prev.year=100| 109.9 | 110.0 | 106.4 | 104.0 | 105.9 | 107.0 | 108.4 | 105.9 | 106.8 | 106.9 | 107.6
Social contributions by self-and ~ bil.czk | 12.2 | 13.7 | 143 | 149 | 17.3 | 189 | 21.7 | 23.0 | 27.9 | 31.0 | 324
non-employed persons prev.year=100| 105.1 | 112.5 | 104.4 | 104.3 | 115.9 | 109.1 | 114.9 | 106.1 | 121.2 | 111.1 | 104.6
pi.czk | 01 | 01 | 02 | 02 | 04 | 02 | 03 | 03 | 04 | 04 | 04
prev.year=100, 69.9 | 95.3 | 197.6 | 124.7 | 209.4 | 57.9 | 102.4 | 117.5 | 136.6 | 98.5 | 106.5
bil. czk | 203.6 | 208.8 | 218.9 | 240.3 | 247.9 | 258.0 | 266.7 | 285.4 | 326.8 | 344.0 | 352.2
prev.year=100| 113.3 | 102.5 | 104.8 | 109.8 | 103.2 | 104.1 | 103.4 | 107.0 | 114.5 | 105.3 | 102.4
bil. Czk | 190.4 | 197.0 | 206.8 | 227.0 | 234.2 | 244.9 | 253.6 | 271.7 | 313.1 | 330.4 | 338.1
prev.year=100| 114.0 | 103.5 | 105.0 | 109.8 | 103.1 | 104.6 | 103.5 | 107.2 | 115.2 | 105.5 | 102.3
bil. czk | 107.6 | 114.5 | 121.1 | 136.5 | 141.3 | 149.3 | 155.1 | 164.3 | 202.1 | 210.6 | 208.8
prev.year=100 117.3 | 106.4 | 105.8 | 112.8 | 103.5 | 105.6 | 103.9 | 105.9 | 123.0 | 104.2 | 99.2
bil.cz | 58.0 | 60.9 | 64.4 | 71.4 | 714 | 768 | 79.5 | 87.5 | 99.2 | 110.5 | 119.5
prev.year=100| 108.0 | 104.9 | 105.7 | 110.9 | 100.0 | 107.6 | 103.6 | 110.0 | 113.4 | 111.4 | 108.1
bil.czk | 24.8 | 21.6 | 21.3 | 19.2 | 21.5 | 189 | 189 | 20.0 | 11.8 | 92 | 9.8
prev.year=100| 114.9 | 87.2 | 98.8 | 89.8 | 111.9 | 88.0 | 100.2 | 105.7 | 59.1 | 78.2 | 106.5
bil.czk | 13.2 | 11.8 | 12.1 | 13.2 | 13.7 | 13.1 | 13.1 | 13.7 | 13.7 | 13.7 | 14.0
prev.year=100| 103.6 | 89.2 | 102.7 | 109.1 | 103.8 | 95.1 | 100.6 | 104.2 | 100.0 | 99.8 | 102.7
bi.czx | 05 | 06 | 06 | 05 | 06 | 07 | 07 | 09 | 0.6 | 07 | 0.7
prev.year=100| 118.6 | 123.0 | 96.5 | 96.7 | 109.7 | 117.0 | 108.9 | 115.6 | 71.9 | 118.5 | 101.4
D Taxes that are payable per unit of some good o produced or transacted.
2 This item contains for example customs duty, téxes financial and capital transaction, paymentsnf entertainment,
lottery taxes and other.
% All taxes that enterprises incur as a result of@ging in production, independently of the quantityalue of the goods
and services produced or sold (real estate taxgnz, etc.).

Lew on lottery revenue

Other current taxes

Social contributions

Actual social contributions

Employees' social contributions

Imputed social contributions

Taxes on production and imports

Taxes on products®

VAT

Excises

Other taxes on products?

Other taxes on production®)

Capital taxes
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Table 5-4: General government tax revenue and social contributions -

ratios to GDP

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Taxes and social contributions in%GDP | 34,7 | 350 | 334 | 341 | 339 | 340 | 348 | 358 | 36.6 36.0 | 34.8
;Zgi;tz’ées on income, mweop | 83 | 88 | 83 | 85 | 83 | 88 | 91 | 96 | 97 | 93 | 88
;ixor?]”e':‘n‘ﬂ:"dhli)el‘:‘;rgh;;iihc"d mweoP | 4.8 | 48 | 47 | 45 | 46 | 45 | 47 | 49 | 48 | 46 | 4.3
Iz;(;osr:tri]o:;ei:z:clohmoﬁdci)rr]gp;ozilitr;ssc}f mweoP | 3.4 | 38 | 3.4 | 3.8 | 35 | 41 | 43 | 46 | 47 | 45 | 4.3
Lew on lottery revenue in % GDP - - - - - - - 0.0 0.0 0.0 0.0
Other current taxes in % GDP 0.2 0.2 0.2 0.2 0.3 0.2 0.1 0.1 0.1 0.1 0.1
Social contributions in % GDP 14.2 14.6 14.1 14.1 14.2 14.2 14.9 15.1 15.1 15.1 15.0
Actual social contributions in%GbP | 142 | 14.6 | 14.1 | 141 | 142 | 142 | 149 | 1511 | 15.1 | 151 | 15.0
ngr'i‘l’)ﬁirosn:“”a' social m%eoP | 100 | 102 | 9.9 | 9.8 | 9.9 | 9.9 | 104 | 105 | 104 | 10.4 | 10.4
Employees' social contributions  in % GbpP 3.6 3.6 3.5 3.5 3.5 3.5 3.6 3.7 3.6 3.6 3.6
::g':Lﬁ‘;”é’;’;‘;‘;’gsng’szsg m%eop | 07 | 08 | 0.7 | 07 | 08 | 0.8 | 0.9 | 09 | 1.0 | 1.0 | 1.0
Imputed social contributions in % GDP 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Taxes on production and imports inwGDP | 12,1 | 11.5 | 11.0 | 115 | 11.3 | 11.0 | 10.8 | 111 11.7 | 11.6 | 11.0
Taxes on products in % GDP 11.3 10.9 10.4 10.9 10.7 10.4 10.3 10.5 11.3 11.1 10.6
VAT in % GDP 6.4 6.3 6.1 6.6 6.5 6.3 6.3 6.4 7.3 7.1 6.5
Excise taxes in % GDP 3.4 3.4 3.2 3.4 3.3 3.3 3.2 3.4 3.6 3.7 3.7
Other taxes on products in % GDP 15 1.2 1.1 0.9 1.0 0.8 0.8 0.8 0.4 0.3 0.3
Other taxes on production in % GDP 0.8 0.7 0.6 0.6 0.6 0.6 0.5 0.5 0.5 0.5 0.4
Capital taxes in % GDP 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Table 5-5: Central government revenue
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Total revenue bill. CzK | 486.3 | 519.5 | 547.2 | 581.7 | 605.3 | 675.1 | 702.2 | 750.0 | 830.7 | 839.9 | 884.9
prev.year=100] 108.6 | 106.8 | 105.3 | 106.3 | 104.1 | 111.5 | 104.0 | 106.8 | 110.8 | 101.1 | 105.3
Current taxes on income. wealth. etc bill. CzK 77.1 88.6 91.3 93.8 98.5 | 154.1 | 160.1 | 176.9 | 194.3 | 183.1 | 187.3
! ’ ‘prev.year=100| 95.6 | 115.0 | 103.0 | 102.8 | 105.0 | 156.4 | 103.9 | 110.5 | 109.8 | 94.2 | 102.3
Social contributions bill. czk | 170.7 | 189.3 | 201.5 | 208.9 | 221.8 | 241.1 | 262.9 | 277.2 | 300.1 | 318.7 | 342.6
prev.year=100, 112.9 | 110.9 | 106.4 | 103.7 | 106.2 | 108.7 | 109.0 | 105.5 | 108.3 | 106.2 | 107.5
Taxes on production and imports bill. Czk | 198.7 | 203.7 | 213.5 | 234.9 | 242.0 | 221.5 | 224.2 | 240.3 | 271.8 | 274.0 | 282.4
P P prev.year=100, 113.5 | 102.5 | 104.8 | 110.0 | 103.0 | 91.5 | 101.2 | 107.2 | 113.1 | 100.8 | 103.1
Capital taxes bill. CzK 0.5 0.6 0.6 0.5 0.6 0.7 0.7 0.9 0.6 0.7 0.7
P prev.year=100| 118.6 | 123.0 | 96.3 96.9 | 109.7 | 117.0 | 108.9 | 115.0 | 71.3 | 118.8 | 102.1
Property income bill. CzK 10.7 11.7 10.7 7.9 135 22.0 22.6 17.4 15.0 14.5 18.4
perty prev.year=100 78.2 | 108.8 | 92.1 73.2 | 171.3 | 163.0 | 102.9 | 77.2 86.1 96.4 | 126.9
Sales bill. CZK 17.4 14.6 14.6 17.6 18.1 21.2 22.2 25.7 25.0 26.5 27.6
prev.year=100 111.2 | 83.9 99.5 | 121.1 | 102.8 | 117.2 | 104.6 | 115.5 | 97.4 | 105.9 | 104.4
Other revenue bill. CZK 11.3 11.0 15.1 18.1 10.9 14.6 9.5 11.6 23.8 22.5 25.9
prev.year=100] 101.3 | 97.4 | 137.3 | 120.2 | 60.1 | 134.2 | 65.2 | 122.0 | 205.2 | 94.5 | 114.9
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Table 5-6: Local government revenue

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Total revenue bil. czk | 245.0 | 166.1 | 203.0 | 192.1 | 200.1 | 228.3 | 260.0 | 328.7 | 350.3 | 351.9 | 365.6
prev.year=100| 145.8 | 67.8 | 122.2 | 94.6 | 104.2 | 114.1 | 113.9 | 126.4 | 106.6 | 100.4 | 103.9
. bill. CZK 63.4 | 715 | 744 | 822 | 829 | 527 | 63.8 | 70.5 | 76.6 | 91.7 | 93.6
Current taxes on income, wealth, etc
prev.year=100, 106.3 | 112.8 | 104.0 | 110.6 | 100.9 | 63.5 | 121.1 | 110.5 | 108.8 | 119.6 | 102.1
. Lo bill. CZK 0.0 0.0 0.1 0.1 0.0 0.1 0.0 0.1 0.1 0.1 0.1
Social contributions
prev.year=100, 95.8 73.9 197.1 | 100.0 62.7 190.5 60.0 104.2 | 120.0 | 121.7 86.3
. ) bill. CzK 4.9 5.0 5.3 5.3 5.9 36.5 | 425 | 45.1 | 55.0 | 70.0 | 69.8
Taxes on production and imports
prev.year=100, 105.6 | 102.5 | 105.9 | 100.0 | 110.1 | 620.0 | 116.3 | 106.2 | 121.8 | 127.4 | 99.7
. bill. CZK - - 0.0 - - - - 0.0 0.0 0.0 0.0
Capital taxes
prev.year=100, X X X 0.0 X X X X 180.0 | 100.0 | 44.4
) bill. CZK 2.8 3.6 4.5 4.7 4.5 3.7 6.9 6.8 8.0 6.5 7.0
Property income
prev.year=100, 148.5 | 126.7 | 125.9 | 102.8 | 95.9 82.0 | 187.2 | 99.7 | 116.6 | 82.2 | 107.5
Sales bill. CZK 29.6 | 324 | 435 | 38.7 | 40.1 | 413 | 441 | 49.6 | 50.1 | 50.9 | 51.8
prev.year=100, 113.7 | 109.5 | 134.0 | 88.9 | 103.8 | 103.0 | 106.6 | 112.5 | 101.0 | 101.7 | 101.8
bil.czk | 144.2 | 53.5 | 75.2 | 61.1 | 66.7 | 94.0 | 102.8 | 156.6 | 160.6 | 132.6 | 143.2
Other revenue
prev.year=100, 190.5 | 37.1 | 140.7 | 81.2 | 109.1 | 141.0 | 109.4 | 152.3 | 102.5 | 82.6 | 108.0
Table 5-7: Social security funds revenue
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Total revenue bill. CZK 85.8 | 95.1 | 104.9 | 112.5| 119.4 | 127.4 | 138.4 | 149.1 | 161.6 | 171.8 | 188.4
prev.year=100, 116.3 | 110.8 | 110.3 | 107.3 | 106.1 | 106.7 | 108.6 | 107.8 | 108.3 | 106.4 | 109.7
bill. CZK - - - - R j B B R f R
Current taxes on income, wealth, etc
prev.year=100| X X X X X X X X X X X
. __— bill. CzK 69.0 | 754 | 80.1 | 83.8 | 90.1 | 93.9 | 104.5 | 111.7 | 119.2 | 129.7 | 139.1
Social contributions
prev.year=100, 115.1 | 109.2 | 106.3 | 104.5 | 107.6 | 104.2 | 111.3 | 106.8 | 106.8 | 108.7 | 107.3
. ] bill. CZK R R - - R f B - R B R
Taxes on production and imports
prev.year=100| X X X X X X X X X X X
) bill. CZK R R - - R f B - R B R
Capital taxes
prev.year=100| X X X X X X X X X X X
) bill. CZK 0.3 0.4 0.5 0.3 0.4 0.6 0.4 0.3 0.3 0.3 0.5
Property income
prev.year=100| 113.2 | 135.8 | 147.8 | 54.9 | 147.9 | 128.2 | 74.9 | 73.7 | 95.1 | 106.5 | 157.1
Sales bill. CZK 0.0 0.1 0.1 0.1 0.1 0.4 0.1 0.1 0.2 0.2 0.2
prev.year=100| 20.1 | 245.2 | 108.7 | 58.9 | 100.0 | 609.1 | 34.8 | 75.7 | 145.3 | 110.4 | 101.2
bill. CzK 16.5 19.2 24.1 28.4 28.7 32.5 33.3 37.1 41.9 41.7 48.7
Other revenue
prev.year=100| 123.6 | 116.7 | 125.4 | 117.9 | 101.2 | 113.2 | 102.3 | 111.3 | 113.0 | 99.5 | 116.9
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5.2 Expenditures

Table 5-8: General government expenditure

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
bill. czK | 716.6 | 782.5 | 861.7 | 879.6 | 915.4 | 1046.5|1141.2|1219.5|1235.1|1306.0| 1361.1
prev.year=100, 89.7 | 109.2 | 110.1 | 102.1 | 104.1 | 114.3 | 109.1 | 106.9 | 101.3 | 105.7 | 104.2
bil.cz< | 340.4 | 379.3 | 399.7 | 440.6 | 460.9 | 496.7 | 549.5 | 603.2 | 624.2 | 661.3 | 687.7
prev.year=100] 111.1 | 111.4 | 105.4 | 110.2 | 104.6 | 107.8 | 110.6 | 109.8 | 103.5 | 105.9 | 104.0
bil.cz< | 157.0 | 181.4 | 187.4 | 217.3 [ 232.1 | 241.7 [ 271.2 | 305.6 | 299.1 | 333.7 | 345.0
prev.year=100] 107.2 | 115.5 | 103.3 | 116.0 | 106.8 | 104.2 | 112.2 | 112.7 | 97.9 | 1115 | 103.4
bil.cz< | 183.4 | 198.0 | 212.3 | 223.3 | 228.9 | 254.9 | 278.3 | 297.6 | 325.1 | 327.6 | 342.7
prev.year=100, 114.7 | 107.9 | 107.3 | 105.2 | 102.5 | 111.4 | 109.2 | 106.9 | 109.2 | 100.8 | 104.6
bil.cz< | 88.4 | 952 | 104.8 | 111.1 | 115.4 | 127.5 | 142.1 | 150.2 | 160.7 | 167.4 | 171.2
prev.year=100, 118.0 | 107.7 | 110.1 | 106.0 | 103.9 | 110.4 | 111.5 | 105.7 | 107.0 | 104.2 | 102.3

Total expenditure

Final consumption expenditure

Collective consumption®

Individual consumption

Social transfers in kind?

Transfers of individual bil.czk | 95.1 | 102.8 | 107.6 | 112.2 | 113.5 | 127.5 | 136.2 | 147.3 | 164.3 | 160.2 | 171.5
non-market goods or senices® prevyear=100| 111.8 | 108.1 | 104.7 | 104.3 | 101.1 | 112.3 | 106.9 | 108.2 | 111.5 | 97.5 | 107.0
Social benefits other than bil.cz | 183.3 | 208.1 | 225.6 | 243.8 | 263.9 | 280.5 | 305.1 | 315.6 | 328.5 | 342.7 | 364.4
social transfers in kind prev.year=100 116.3 | 113.5 | 108.4 | 108.0 | 108.3 | 106.3 | 108.8 | 103.4 | 104.1 | 104.3 | 106.4

bil.czk | 20.4 | 20.3 | 232 | 21.2 | 18.4 | 23.8 | 30.5 | 29.3 | 32.6 | 34.4 | 354
prev.year=100| 134.4 | 99.7 | 114.1 | 91.6 | 86.7 | 129.5 | 128.2 | 95.9 | 111.2 | 105.6 | 102.9
bil.cz | 40.6 | 49.3 | 57.9 | 61.1 | 61.0 | 654 | 56.6 | 68.2 | 59.0 | 55.2 | 62.0
prev.year=100, 96.7 | 121.5 | 117.5 | 105.5 | 99.8 | 107.3 | 86.5 | 120.6 | 86.5 | 93.6 | 112.3
bil.czk | 76.7 | 77.3 | 83.8 | 67.7 | 79.1 | 83.4 | 952 | 117.2 | 136.4 | 146.5 | 162.0
prev.year=100, 99.5 | 100.8 | 108.4 | 80.8 | 116.9 | 105.4 | 114.2 | 123.1 | 116.4 | 107.4 | 110.6
bil.czk | 553 | 48.2 | 71.6 | 452 | 32.1 | 96.7 | 104.3 | 86.0 | 54.4 | 66.0 | 49.6
prev.year=100, 27.6 | 87.2 | 148.5| 63.2 | 71.0 | 301.0 | 107.8 | 82.4 | 63.3 | 121.2 | 75.2
D value of all services provided to all membersasfigty or to specific groups, i.e. expendituregablic services, defence,
security, justice, health protection, environmemtection, research and development, infrastructlegelopment.
2 social benefits in kind are social transfers indkintended to relieve the households from thenfif@ burden of social
risks or needs, i.e. payments from insurance erisgpto health care institution for services paed to households.
® Goods or services provided to individual housesdige or at prices which are not economically digant, by non-
market producers (education, health service, haysinlture, sport, etc.).

Interest

Subsidies

Gross fixed capital formation

Other expenditures

Table 5-9: General government expenditure - ratios to GDP
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

Total expenditure (in% GDP) | 42.6 43.2 | 43.2 | 423 41.8 445 | 46.3 | 47.3 44.4 | 440 42.5
Final consumption expenditure (inweoP) | 20.2 | 20.9 | 20.0 | 21.2 | 21.1 | 21.1 | 223 | 234 | 224 | 223 | 215
Collective consumption (in% GDP) | 9.3 10.0 9.4 10.4 | 10.6 | 10.3 | 11.0 | 11.9 | 10.8 | 11.2 | 10.8
Individual consumption (inwcop) | 109 | 10.9 | 10.6 | 10.7 | 105 | 10.8 | 11.3 | 11.5 | 11.7 | 11.0 | 10.7
Social transfers in kind (in%GDP) | 5.2 5.3 5.2 5.3 5.3 5.4 5.8 5.8 5.8 5.6 5.3

Transfers of individual non-

market goods or services
Social benefits other than social
transfers in kind

(in% GDP) | 5.6 5.7 5.4 5.4 5.2 5.4 5.5 5.7 5.9 5.4 5.4

(nwcop) | 109 | 11.5 | 11.3 | 11.7 | 12.1 | 119 | 124 | 122 | 11.8 | 115 | 11.4

Interest (in% GDP) | 1.2 1.1 1.2 1.0 0.8 1.0 1.2 11 1.2 1.2 1.1
Subsidies (in% GDP) | 2.4 2.7 2.9 2.9 2.8 2.8 2.3 2.6 2.1 1.9 1.9
Gross fixed capital formation (in% GDP) | 4.6 4.3 4.2 3.3 3.6 3.5 3.9 4.5 4.9 4.9 5.1
Other expenditures (in% GDP) | 3.3 2.7 3.6 2.2 15 4.1 4.2 3.3 2.0 2.2 15
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Table 5-10: General government expenditure

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
bil. CzK | 716.6 | 782.5 | 861.7 | 879.6 | 915.4 | 1046.5| 1141.2| 1219.5|1235.1|1306.0| 1361.1
prevyear=i00| 89.7 | 109.2 | 110.1 | 102.1 | 104.1 | 114.3 | 109.1 | 106.9 | 101.3 | 105.7 | 104.2
bill. czk | 126.7 | 133.9 | 135.0 | 151.4 | 154.7 | 172.9 | 191.6 | 214.2 | 222.1 | 236.7 | 250.6
prev.year=100| 117.6 | 105.6 | 100.9 | 112.1 | 102.2 | 111.8 | 110.8 | 111.8 | 103.7 | 106.6 | 105.9
bill. CzK 95.8 | 113.1 | 115.1 | 132.7 | 144.0 | 152.9 | 173.6 | 196.0 | 193.5 | 208.2 | 213.5
prevyear=i00| 98.9 | 118.1 | 101.8 | 115.3 | 108.5 | 106.2 | 113.5 | 112.9 | 98.7 | 107.6 | 102.5

Social benefits other than social bil.czk | 183.3 | 208.1 | 225.6 | 243.8 | 263.9 | 280.5 | 305.1 | 315.6 | 328.5 | 342.7 | 364.4

transfers in kind? prevyear=100| 116.3 | 113.5 | 108.4 | 108.0 | 108.3 | 106.3 | 108.8 | 103.4 | 104.1 | 104.3 | 106.4
bil.czK | 88.4 | 95.2 | 104.8 | 111.1 | 115.4 | 127.5 | 142.1 | 150.2 | 160.7 | 167.4 | 171.2
prev.year=100| 118.0 | 107.7 | 110.1 | 106.0 | 103.9 | 110.4 | 111.5 | 105.7 | 107.0 | 104.2 | 102.3
bil.czk | 204 | 203 | 232 | 21.2 | 184 | 23.9 | 30.6 | 29.3 | 326 | 344 | 355
prev.year=100| 134.4 | 99.8 | 114.1 | 91.6 86.8 | 129.3 | 128.2 | 95.9 | 111.2 | 105.6 | 103.0
bil.czk | 204 | 203 | 232 | 21.2 | 184 | 23.8 | 30.5 | 29.3 | 326 | 34.4 | 35.4

Total expenditure

Compensation of employees

Intermediate consumption

Social benefits in kind

Property income

Interest
prev.year=100| 134.4 | 99.7 | 114.1 | 91.6 | 86.7 | 129.5 | 128.2 | 95.9 | 111.2 | 105.6 | 102.9
. bill. CZK - 0.0 0.0 0.0 0.1 0.0 0.1 0.0 0.1 0.1 0.1
Other property income
prev.year=100 - - - - - 80.8 - 74.6 - 100.0 | 100.0

bil.cz | 40.6 | 49.3 | 57.9 | 61.1 | 61.0 | 654 | 56.6 | 68.2 | 59.0 | 55.2 | 62.0

prev.year=100, 96.7 | 121.5 | 117.5 | 105.5 | 99.8 | 107.3 | 86.5 | 120.6 | 86.5 | 93.6 | 112.3
bil.czk | 76.7 | 77.3 | 83.8 | 67.7 | 79.1 | 83.4 | 952 | 117.2 | 136.4 | 146.5 | 162.0

prev.year=100, 99.5 | 100.8 | 108.4 | 80.8 | 116.9 | 105.4 | 114.2 | 123.1 | 116.4 | 107.4 | 110.6
bil.czk | 50.1 | 72.4 | 92.8 | 77.7 | 57.6 | 127.5|120.2 | 98.4 | 70.5 | 71.1 | 56.9

prev.year=100| 23.2 | 144.6 | 128.2 | 83.7 | 74.2 | 221.3 | 943 | 81.8 | 71.6 | 100.9 | 80.1
bil.czk | 18.9 | 18.7 | 19.1 | 22.4 | 259 | 275 | 36.9 | 352 | 351 | 33.8 | 36.8

prev.year=100, 76.2 | 98.7 | 102.1 | 117.8 | 115.6 | 105.8 | 1345 | 95.2 | 99.9 | 96.3 | 108.7
bil.cz | 31.2 | 53.8 | 73.8 | 55.2 | 31.7 | 100.0 | 83.3 | 63.2 | 353 | 37.2 | 20.2

prev.year=100| 16.3 | 172.5 | 137.3 | 74.8 | 57.4 | 3158 | 83.2 | 75.9 | 55.9 | 105.4 | 54.1
bil.czk | 34.8 | 13.0 | 23.5 | 13.0 | 21.3 | 125 | 26.3 | 30.3 | 31.8 | 43.8 | 44.9

prev.year=100| 301.1 | 37.3 | 181.5 | 55.1 | 164.3 | 58.9 | 209.5 | 115.4 | 104.8 | 137.9 | 102.6

Y Transfers to households, in cash or in kind, idehto relieve them from the financial burden afuanber of risks or
needs (for example sickness, disability, old agemployment, family etc.).

2 Transactions of capital distribution, both in caahd in kind, which have no influence either on fiefary’s ordinary
income or these transaction’s payer but amourti@f inet property.

% Capital transfers in cash or in kind made by goveznts to other institutional units to finance all part of the costs of
their acquiring fixed assets.

Subsidies

Gross fixed capital formation

Capital transfers?

Investment grants®

Other capital transfers

Other expenditure
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Table 5-11: General government expenditure - ratios to GDP

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Total expenditure (in%GDP) | 42,6 | 43.2 | 43.2 | 423 | 41.8 | 445 | 46.3 | 47.3 | 444 | 440 | 425
Compensation of employees (in% GDP) | 7.5 7.4 6.8 7.3 7.1 7.4 7.8 8.3 8.0 8.0 7.8
Intermediate consumption (in% GDP) | 5.7 6.2 5.8 6.4 6.6 6.5 7.0 7.6 7.0 7.0 6.7
Social beneiits other than social o opp) | 109 | 115 | 113 | 117 | 121 | 1.9 | 124 | 12.2 | 11.8 | 11.5 | 11.4
transfers in kind
Social benefits in kind (in%GDP) | 5.2 5.3 5.2 5.3 5.3 5.4 5.8 5.8 5.8 5.6 5.3
Property income (in % GDP) 1.2 1.1 1.2 1.0 0.8 1.0 1.2 1.1 1.2 1.2 1.1
Interest (in%GoP) | 1.2 1.1 1.2 1.0 0.8 1.0 1.2 1.1 1.2 1.2 1.1
Other property income (in % GDP) - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Subsidies (in%GDP) | 2.4 2.7 2.9 2.9 2.8 2.8 2.3 2.6 2.1 1.9 1.9
Gross fixed capital formation (in% GDP) | 4.6 4.3 4.2 3.3 3.6 3.5 3.9 4.5 4.9 4.9 5.1
Capital transfers (in%coP) | 3.0 4.0 4.7 3.7 2.6 5.4 4.9 3.8 2.5 2.4 1.8
Investment grants (in%GoP) | 1.1 1.0 1.0 11 1.2 1.2 1.5 1.4 1.3 1.1 1.1
Other capital transfers (in%GoP) | 1.9 3.0 3.7 2.7 1.4 4.3 3.4 2.5 1.3 1.3 0.6
Other expenditure (in%coP) | 2.1 0.7 1.2 0.6 1.0 0.5 1.1 1.2 11 1.5 1.4
Table 5-12: Central government expenditure
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
) bil. czK | 577.9 | 574.7 | 652.9 | 660.5 | 681.5 | 799.8 | 853.1 | 904.3 | 908.3 | 946.3 | 984.6
Total expenditure
prev.year=100, 86.1 | 99.4 | 113.6 | 101.2 | 103.2 | 117.4 | 106.7 | 106.0 | 100.4 | 104.2 | 104.0
. bill. CzK 92.3 95.4 94.8 | 106.0 | 107.2 | 106.4 | 117.0 | 108.8 | 110.8 | 120.6 | 127.5
Compensation of employees
prev.year=100, 114.0 | 103.4 | 99.4 | 111.8 | 101.1 | 99.3 | 109.9 | 93.0 | 101.9 | 108.8 | 105.7
) ) bill. CZK 459 | 58.1 | 53.9 | 65.3 | 748 | 74.2 | 86.7 | 96.9 | 93.5 | 105.3 | 102.0
Intermediate consumption
prev.year=100, 88.6 | 126.7 | 92.7 | 121.3 | 114.4 | 99.3 | 116.8 | 111.8 | 96.5 | 112.6 | 96.9
Social benefits other than social bil. czk | 153.4 | 204.3 | 220.5 | 236.2 | 254.6 | 271.5 | 294.9 | 303.8 | 316.7 | 331.0 | 352.5
transfers in kind prev.year=100, 100.4 | 133.2 | 107.9 | 107.1 | 107.8 | 106.6 | 108.6 | 103.0 | 104.2 | 104.5 | 106.5
. o bill. CZK 1.3 1.4 1.6 1.8 1.9 3.1 3.3 2.2 1.9 0.9 0.9
Social benefits in kind
prev.year=100 793.8 | 108.8 | 116.4 | 110.0 | 105.3 | 164.8 | 107.1 | 67.2 84.0 50.5 92.4
Interest bill. CZK 18.4 | 18.6 | 20.4 | 186 | 16.7 | 21.9 | 285 | 26.9 | 29.6 | 323 | 33.1
prev.year=100, 131.1 | 100.9 | 110.0 | 90.9 | 89.7 | 131.3 | 130.5 | 94.4 | 109.9 | 109.0 | 102.5
Subsidies bill. CZK 33.4 | 36.6 | 44.0 | 456 | 43.7 | 48.8 | 383 | 38.9 | 32.7 | 259 | 30.8
prev.year=100] 97.9 | 109.6 | 120.2 | 103.7 | 95.9 | 111.5 | 78.6 | 101.5 | 84.0 79.2 | 119.0
. . bill. CzK 18.0 | 24.7 | 26.3 | 31.7 | 36.8 | 345 | 33.7 | 469 | 62.0 | 76.9 | 86.8
Gross fixed capital formation
prev.year=100] 43.3 | 136.9 | 106.8 | 120.2 | 116.4 | 93.7 97.6 | 139.1 | 132.2 | 124.1 | 112.9
. bil.czk | 119.8 | 85.3 | 119.4 | 79.7 | 64.8 | 133.2 | 129.3 | 109.0 | 87.1 | 83.4 | 63.1
Capital transfers
prev.year=100, 46.2 | 71.2 | 140.1 | 66.7 | 81.4 | 205.6 | 97.1 | 84.3 | 79.9 | 95.8 | 75.6
. bill. CzK 95.5 50.5 71.9 75.7 81.0 | 106.2 | 121.4 | 170.8 | 174.1 | 170.0 | 187.9
Other expenditure
prev.year=100, 258.9 | 52.8 | 142.4 | 105.3 | 107.1 | 131.0 | 114.3 | 140.7 | 101.9 | 97.6 | 110.5
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Table 5-13: Local government expenditure

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

bil. czk | 204.8 | 178.6 | 196.2 | 191.2 | 209.3 | 238.4 | 271.7 | 342.8 | 352.9 | 352.1 | 375.0

Total expenditure
prev.year=100, 149.6 | 87.2 | 109.9 | 97.4 | 109.5 | 113.9 | 114.0 | 126.1 | 103.0 | 99.8 | 106.5

) bill. CZK 32.8 | 36.7 | 384 | 43.4 | 455 | 64.2 | 72.1 | 102.8 | 108.6 | 113.2 | 120.1
Compensation of employees

prev.year=100| 129.8 | 111.9 | 104.5 | 113.0 | 104.7 | 141.3 | 112.2 | 142.6 | 105.7 | 104.3 | 106.1

. . bill. CzK 48.3 53.8 60.0 66.2 68.1 77.3 85.5 97.3 98.1 | 100.9 | 109.7
Intermediate consumption

prev.year=100| 110.4 | 111.3 | 111.5 | 110.4 | 102.9 | 113.5 | 110.6 | 113.9 | 100.8 | 102.9 | 108.7

Social benefits other than social bill. CzK 29.9 3.8 5.1 7.5 9.3 9.0 10.2 11.8 11.9 11.7 11.9

transfers in kind prev.year=100, 629.7 | 12.6 | 135.0 | 146.9 | 124.2 | 96.6 | 113.4 | 115.6 | 100.6 | 98.6 | 102.1

) N bill. CzK 1.0 1.4 1.6 1.8 2.0 1.2 1.4 2.4 2.5 2.6 2.8
Social benefits in kind

prev.year=100| 164.5 | 145.4 | 111.1 | 114.3 | 109.1 | 61.1 | 115.6 | 169.9 | 104.5 | 102.4 | 108.9

bill. CzK 1.9 1.6 2.6 2.6 1.7 1.9 2.0 2.4 3.0 2.2 2.4
Interest

prev.year=100| 180.3 | 85.3 | 160.6 | 99.4 | 67.6 | 110.3 | 104.5 | 118.9 | 126.8 | 72.9 | 108.1

bill. CZK 7.2 12,7 | 139 | 155 | 17.2 | 16.6 | 18.2 | 29.3 | 26.3 | 29.3 | 31.2

Subsidies
prev.year=100 91.8 | 176.8 | 109.7 | 111.4 | 111.3 | 96.6 | 109.6 | 160.7 | 89.8 | 111.6 | 106.3

. ) bill. CzK 58.1 | 519 | 56.5 | 35.2 | 41.6 | 483 | 60.7 | 69.7 | 73.8 | 68.9 | 74.7
Gross fixed capital formation

prev.year=100, 168.9 | 89.3 | 108.8 | 62.3 | 118.0 | 116.2 | 125.6 | 114.9 | 105.9 | 93.3 | 108.5

bill. €zK 12.3 | 11.5 8.5 149 | 133 | 142 | 119 | 16.4 | 19.2 | 124 | 12.8

Capital transfers
prev.year=100] 121.1 | 93.6 | 73.9 | 176.0 | 89.4 | 106.7 | 83.4 | 138.2 | 117.3 | 64.4 | 103.6

. bill. CzK 13.3 5.2 9.7 4.0 10.5 5.5 9.8 10.7 9.5 10.9 9.4
Other expenditure

prev.year=100, 146.4 | 39.0 | 186.7 | 41.6 | 262.3 | 52.3 | 178.5| 108.9 | 88.7 | 115.0 | 85.8

Table 5-14: Social security fund expenditure

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

. bill. CZK 90.2 | 96.2 | 106.0 | 112.0 | 115.5 | 127.7 | 142.6 | 150.8 | 161.7 | 169.9 | 173.3
Total expenditure

prev.year=100| 115.5 | 106.6 | 110.2 | 105.7 | 103.1 | 110.6 | 111.6 | 105.8 | 107.2 | 105.0 | 102.0

. bill. CzK 1.6 1.8 1.8 2.0 2.1 2.3 2.5 2.7 2.7 2.9 3.0
Compensation of employees

prev.year=100| 107.2 | 108.8 | 104.1 | 111.0 | 101.9 | 109.5 | 111.1 | 105.4 | 102.7 | 106.2 | 105.0

bill. CZK 1.6 1.2 1.3 1.2 1.1 1.4 1.5 1.9 1.9 2.0 1.8

Intermediate consumption
prev.year=100, 118.6 | 76.1 | 105.5 | 92.9 94.8 | 127.3 | 105.3 | 123.4 | 102.1 | 105.7 | 90.4

Social benefits other than social bill. CzK - - - 0.0 - - - - - 0.0 -

transfers in kind prev.year=100] X X X X 0.0 X X X X X 0.0

. L bill. CzK 86.1 92.4 | 101.5| 107.5 | 111.5 | 123.2 | 137.4 | 145.6 | 156.3 | 163.9 | 167.5
Social benefits in kind

prev.year=100, 116.1 | 107.3 | 109.9 | 105.8 | 103.8 | 110.4 | 111.6 | 106.0 | 107.4 | 104.8 | 102.2

bill. CZK 0.1 0.1 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Interest
prev.year=100| 89.5 | 215.7 | 168.2 | 42.2 | 23.1 | 77.8 | 50.0 | 85.7 | 100.0 | 16.7 | 100.0
bill. CZK - - - - - R R R - R R
Subsidies
prev.year=100| X X X X X X X X X X X

bill. CZK 0.5 0.7 0.9 0.8 0.7 0.6 0.9 0.6 0.7 0.8 0.5

Gross fixed capital formation
prev.year=100, 50.7 | 140.7 | 129.4 | 85.8 | 84.0 | 84.0 | 154.6 | 69.5 | 111.1 | 119.1 | 64.0

] bill. CZK - - - 0.1 0.0 - 0.0 0.0 0.1 - -
Capital transfers

prev.year=100, X X X X 6.6 0.0 X 81.4 | 174.3 0.0 X

. bill. CZK 0.4 0.1 0.2 0.3 0.1 0.3 0.2 0.1 0.0 0.3 0.4
Other expenditure

prev.year=100| 427.0 | 13.7 | 455.8 | 108.4 | 31.5 | 332.1 | 82.2 | 29.4 | 64.6 | 661.9 | 146.0

5.3 Balance

Table 5-15: General government net lending/net borrowing by subsectors

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

General government net lending

} bil.czk | -55.8 | -68.8 |-100.1| -77.3 | -81.5 |-135.0 | -166.8 | -170.0 | -80.4 | -104.6 | -94.0
(+)/net borrowing (-)

Central government net lending (+)

. bill. CzK -91.6 | -55.2 | -105.7 | -78.7 | -76.2 | -124.6 | -150.9 | -154.3 | -77.6 | -106.3 | -99.7
/net borrowing (-)

Local government net lending (+)

. bill. CZK 40.2 | -125 | 6.8 0.9 -9.2 | -10.1 | -11.7 | -141 | -2.6 -0.3 -9.4
/net borrowing (-)

Social security funds net lending (+)

) bill. CzK -4.4 -1.2 -1.1 0.5 3.9 -0.3 -4.2 -1.7 -0.2 2.0 15.1
/net borrowing (-)
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Table 5-16: General government net lending/net borrowing by subsectors - ratios to GDP
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

General government net lending
(+)/net borrowing (-)

Central government net lending (+)
/net borrowing (-)

Local government net lending (+)
/net borrowing (-)

Social security funds net lending (+)
/net borrowing (-)

(in% GDP) | -3.3 -3.8 -5.0 -3.7 -3.7 5.7 -6.8 -6.6 -2.9 -3.5 -2.9

(in% GDP) | -5.4 -3.0 -5.3 -3.8 -3.5 -5.3 -6.1 -6.0 -2.8 -3.6 -3.1

(in%GDP) | 2.4 -0.7 0.3 0.0 -0.4 -0.4 -0.5 -0.5 -0.1 0.0 -0.3

(in% GOP) | -0.3 -0.1 -0.1 0.0 0.2 0.0 -0.2 -0.1 0.0 0.1 0.5

5.4 Debt

Table 5-17: General government debt by subsectors and instruments
1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

General government debt bil. czk 1 209.9 | 236.7 | 299.8 | 340.5 | 405.4 | 591.5 | 702.3 | 775.0 | 855.1 | 903.5 | 973.0
by instruments prev.year=100| 97.9 | 112.8 | 126.7 | 113.6 | 119.1 | 145.9 | 118.7 | 110.3 | 110.3 | 105.7 | 107.7
bill. €zK - - - - - 72 | 244 | 40 2.8 0.6 0.0

Currency and deposits
prev.year=100, X X X X X X 340.9 | 16.2 71.4 21.7 3.7

bil. czK | 147.7 | 160.3 | 196.4 | 232.1 | 275.6 | 354.8 | 427.4 | 528.4 | 633.8 | 704.6 | 801.3
prev.year=100| 111.2 | 108.6 | 122.5 | 118.2 | 118.7 | 128.7 | 120.5 | 123.6 | 119.9 | 111.2 | 113.7
bill. CZK 62.2 | 76.4 | 103.4 | 108.4 | 129.8 | 229.5 | 250.5 | 242.6 | 218.5 | 198.3 | 171.7
prev.year=100| 76.2 | 122.8 | 135.3 | 104.8 | 119.7 | 176.9 | 109.2 | 96.8 | 90.0 | 90.8 | 86.6
bil. czk | 187.5 | 211.2 | 271.7 | 314.6 | 378.3 | 559.8 | 660.6 | 725.6 | 790.4 | 830.9 | 891.7
prev.year=100] 94.8 | 112.7 | 128.7 | 115.8 | 120.2 | 148.0 | 118.0 | 109.8 | 108.9 | 105.1 | 107.3
bill. CZK - - - - - 7.2 24.4 4.0 2.8 0.6 0.0
prev.year=100] X X X X X X 340.9 | 16.2 71.4 21.7 3.7
bil. czk | 135.9 | 145.7 | 185.0 | 222.4 | 267.9 | 347.8 | 415.4 | 517.4 | 611.5 | 681.1 | 778.5
prev.year=100| 109.4 | 107.2 | 126.9 | 120.2 | 120.5 | 129.8 | 119.4 | 124.6 | 118.2 | 111.4 | 114.3
bill. CZK 51.6 | 65.4 | 86.7 | 92.2 | 110.4 | 204.8 | 220.8 | 204.2 | 176.0 | 149.2 | 113.2
prev.year=100| 70.1 | 126.9 | 132.5 | 106.4 | 119.7 | 185.5 | 107.8 | 92.5 | 86.2 | 84.7 | 75.9
bill. CZK 27.2 | 319 | 36.0 | 345 | 358 | 40.3 | 50.0 | 59.0 | 72.0 | 79.1 | 86.7
prev.year=100 136.8 | 117.3 | 112.7 | 95.7 | 103.9 | 112.7 | 124.0 | 118.0 | 122.1 | 109.8 | 109.6
bill. CZK - - - - - R R R - R R

Securities other than shares

Loans

Central government debt

Currency and deposits

Securities other than shares

Loans

Local government debt

Currency and deposits
prev.year=100 X X X X X X X X X X X

bill. CZK 11.8 | 147 | 12.0 | 10.1 8.2 7.1 123 | 119 | 226 | 240 | 233
prev.year=100, 138.0 | 124.1 | 81.9 | 83.9 | 81.5 | 86.8 | 172.4 | 96.6 | 190.7 | 105.8 | 97.3
bill. CZK 154 | 173 | 240 | 244 | 276 | 33.2 | 37.7 | 47.1 | 49.4 | 551 | 63.4
prev.year=100, 135.9 | 112.1 | 138.9 | 101.6 | 113.1 | 120.4 | 113.6 | 125.0 | 104.8 | 111.6 | 115.0
bill. CZK 1.9 2.4 1.7 1.2 0.7 0.5 0.4 0.3 0.2 0.3 0.2
prev.year=100, 323.9 | 127.7 | 71.8 | 67.8 | 61.9 | 649 | 84.6 | 79.5 | 745 | 1175 | 68.0

Securities other than shares

Loans

Social security funds debt

) bill. CZK - - - - - R B R - B R
Currency and deposits
prev.year=100f X X X X X X X X X X X
" bill. CZK - - - - R f R R R f R
Securities other than shares
prev.year=100| X X X X X X X X X X X

bill. €zK 1.9 2.4 1.7 1.2 0.7 0.5 0.4 0.3 0.2 0.3 0.2
prev.year=100, 323.9 | 127.7 | 71.8 | 67.8 | 61.9 | 649 | 84.6 | 79.5 | 745 | 117.5 | 68.0

Note: Government debt consists of following finanitiatruments: currency and deposits, securitiegsgdsother than shares
excluding financial derivatives and loans. Governiregebt means total gross debt at nominal valustantling at the end
of the year and consolidated between and within #woss of general government. The nominal valueoissidered
equivalent to the face value of liabilities. Ittleerefore equal to the amount that the governmehthaie to refund to
creditors at maturity.

Loans
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Table 5-18: General government debt by subsectors and instruments

- ratios to GDP

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
oG:?nes;?Jn%Z\rﬁsmmem debtbased o cop | 125 | 131 | 15.0 | 16.4 | 185 | 251 | 28.5 | 30.1 | 30.7 | 30.4 | 30.4
Currency and deposits (in % GDP) - - - - - 0.3 1.0 0.2 0.1 0.0 0.0
Securities other than shares (in% GDP) | 8.8 8.9 9.8 11.2 | 126 | 151 | 173 | 20.5 | 22.8 | 23.7 | 25.0
Loans (in % GDP) 3.7 4.2 5.2 5.2 5.9 9.8 10.2 9.4 7.9 6.7 5.4
Central government debt (nwcop) | 11.1 | 11.7 | 13.6 | 15.1 | 17.3 | 23.8 | 26.8 | 28.2 | 284 | 28.0 | 27.8
Currency and deposits (in % GDP) - - - - - 0.3 1.0 0.2 0.1 0.0 0.0
Sf;ﬂrs"liso‘f":f;;:;? j::\::jves (neor) | 81 | 80 | 93 | 107 | 122 | 148 | 169 | 201 | 22.0 | 229 | 243
Loans (in%GoP) | 3.1 3.6 4.3 4.4 5.0 8.7 9.0 7.9 6.3 5.0 3.5
Local government debt (in% GDP) | 1.6 1.8 1.8 1.7 1.6 1.7 2.0 2.3 2.6 2.7 2.7
Currency and deposits (in % GDP) - - - - - - - - - - -
Securities other than shares (in%Gop) | 0.7 0.8 0.6 0.5 0.4 0.3 0.5 0.5 0.8 0.8 0.7
Loans (in % GDP) 0.9 1.0 1.2 1.2 1.3 1.4 1.5 1.8 1.8 1.9 2.0
Social security funds debt (in%GoP) | 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Currency and deposits (in % GDP) - - - - - - - - - - -
Securities other than shares (in % GDP) - - - - - - - - - - -
Loans (in%GoP) | 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
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