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. IHy/jpothesis

= 2 droups' off countries?

o [ arge government (46-52% of GDP)
Cyprus, Czech Republic, Hungary,
Malta, Poland, Slovenia

o Small(ish) government (36-38% of GDP)
Estonia, Latvia, Lithuania,
Slovakia (since 2003)
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Large gevermment
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Small(ish) gevermment
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General government expenditure in % of GDP
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. IHy/jpothesis

= 2 droups' off countries?

o [N the breach off SGP —
Excessive deficit procedure (EDP)
Cyprus, Czech Republic, Hungary, Malta,
Poland, Slovakia

o compliant with SGP (non EDP)
Estonia, Latvia, Lithuania, Slovenia
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General government budget deficit in % of GDP
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nen EDEP
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IHYPoIRESIS

= Grouping Very: robust:

o [[he ,bad™ always are: Cyprus, €zech
Republic, Hungary, Malta, Poland

o [he ,good" always are: Estonia, Latvia,
Lithuania

o Only Slovenia manages big government
and low debt

e Only Slovakia managed to cut government
expenditures massively (but runs deficit)

Ondrej Schneider and Jan Zapal, May 2005 0]
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Basic facts

s Indirect taxes s Direct taxes

12
1994 1996 1998 2000 2002 2004 2006 2008 1996 1998 2000 2002 2004 2006 2008
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1994

Basic facts

s Social contributions

1996 1998 2000 2002 2004 2006 2008

@==Qm==EDP countries —X —non EDP countries EUR-15

% of GDP
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Basic facts

= Employees” = Collective
CoOmpensation consumption
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Basic facts

s Social transfiers s [nvestment
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Evidence from PEPS & CoPrs

s Pre-Accession Econemic Programime
(PEP)
e 2001
e 2002
e 2003
= Convergence Programme
(CoPr)
e Spring 2004
e Autumn 2004
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- Evidence from PEPS & CoPrS

2001 2002 2003 2004 2005 2006 2007
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Malta, General government budget deficit in % of GDP
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Evidence from PEPS & CoPrs

2001 2002 2003 2004 2005 2006 2007

INnCcrease
speed

— /////
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Malta, General government budget deficit in % of GDP
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Sustalinapility
s Benchmark primary: deficit
(r=y)ro

o r ... real interest rate
o v ... real growth of output

e b ... debt to GDP ratio
= Actual primary deficit based on 2000-2004

Sustainability gap as a difference
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cecounting

A effect

Observed reduction of deficit Composition of reduction
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Growiih accounting
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Consolidations

s Dennition ofr consolidation
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General government primary budget deficit in % of GDP
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Consolidations

Ondrej Schneider and Jan Zapal, May 2005
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Consolidations
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Consolidations
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Consolidations

reduction
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Consolidations
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Not
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Consolidations
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RPlanned consolidations

Deficit Jiotal Jiotal Employees’
reduction | revenue |expenditure|lcompensation
Consolidations
pre EU 4,86 -0,53 5,41 -0,84
accession -
realized
Consolidations
pust EL 5,28 1,75 -3,53 1,27
accession -
planned

Ondrej Schneider and Jan Zapal, May 2005
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Planned consolidations

Deficit
reduction
Post EU accession
Conzogd;j‘o”s consolidations aim
r » u
accession - 4,86 <—1 for dee_per deficic
realized reduction
Consolidations
post EU
accession - 5,28 j:
planned
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Planned consolidations

Deficit Total
reduction revenue
Post EU
dCCESSIoN
Consolidations consolidations
pre EU . !
accession - 4,86 0,53 1 rely heavily on
realized revenue
Consolidations INCrEases
post EU
accession - 5,28 1,75 @
planned
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Planned consolidations

Consolidations
pre EU
accession -
realized

Consolidations
post EU
accession -
planned

Post EU
dCCESSIoN

consoelidations

rely’ less on

expenditure

cuUts

Jjotal Employees’
expenditurelcompensation
—>-5,41 -0,84
[CT5)-3,53 -1,27
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Planned consolidations

Consolidations
pre EU
accession -
realized

Consolidations
post EU
accession -
planned

|COmpensation

Employees’

. DUt Bureaucrats will
net be happy:

—>-0,84

i >-1,27
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Reform efforts
NMS differ in theilr reforn efforts

Main refierms: pensions, health care, tax,
fiscal decentralisation, budgetary: rules and
procedures

Most reform minded: Estonia, Slovakia

Almost no reforms: Hungary, Czech Republic

Ondrej Schneider and Jan Zapal, May 2005 35



Reform efforts

= Pension system reforms

2. pillar introduction

Cyprus -

Czech Republic -

Estonia 2002
Latvia 2001
Lithuania 2004
Hungary 1998
Malta =

Poland 1999
Slovenia pA0]0]0)
Slovakia 2005

Ondrej Schneider and Jan Zapal, May 2005
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Ranking fiscaill policies

s 14 criteria
o Reform efforts
o Consolidation; SUCCESS
o Sustainability gap
e Dependency ratios
o EDP
e Revisions
e ... etc.

Ondrej Schneider and Jan Zapal, May 2005
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Ranking fiscaill policies

. Rank
Sub-index no.1  [Siovakia 0
Estonia )
Reform efforts Slovenia 8
= Pension reform =LaE /
Malta 6
» Health care Lithuania =
reform Poland 4
s Fiscal stance Cyprus 3
= Consolidation y EiEERy 2
Czech Republic 1

Ondrej Schneider and Jan Zapal, May 2005 39



Ranking fiscaill policies

: Ramk
SUb'IndEX n0.2 Estonia 10
Cyprus 9
Ageing Impact Slovakia 8
Latvi v/
= Dependency. AtVial
: Lithuania 6
ratio
1 Hungary 5
= Room to rise tax [Slovenia 3
= Discretion eI 2
Czech Republic 1
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Ranking fiscaill policies

. Rank

Sub-index no.3 Malta 5
Estonia )

Fiscal functions Slovakia g
= Stabilization 2kl /
: Lithuania 6

s FIscal stance Chprus A
s Consolidation Latvia 4
Poland 3

Czech Republic 2

Hungary 1
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Ranking fiscaill policies

: Rank
Sub-index no.4 Estonia 10
Latvia /
Past behavior Lithuania 4
. EDP SIoven_la v/
— Slovakia 6
m Revisions Cyprus 5
s Speed Hungary 4
= Sustainability ez .
= st o] lale 2
= FISCal Stance Czech Republic 1

| Stab i I i Zati O H1S.‘j Schneider and Jan Zapal, May 2005 42



Ranking fiscal poliCIES

OVERALL INDEX Rank
Estonia 10
Slevakia 9
|_atvia 8
Lithuania V/
Cyprus 6
Slovenia 5
Poland 4
Hungary 3
Malta 2
Czech Republic 1

Ondrej Schneider and Jan Zapal, May 2005




Thank You for Your
attention

~ Wewelcome any comment
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