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I. HypothesisI. Hypothesis

2 groups of countries?2 groups of countries?
•• Large government (46Large government (46--52% of GDP)52% of GDP)

Cyprus, Czech Republic, Hungary,Cyprus, Czech Republic, Hungary,
Malta, Poland, SloveniaMalta, Poland, Slovenia

•• Small(Small(ishish) government (36) government (36--38% of GDP)38% of GDP)
Estonia, Latvia, Lithuania,Estonia, Latvia, Lithuania,
Slovakia (since 2003)Slovakia (since 2003)



Ondřej Schneider and Jan Zápal, May 2005Ondřej Schneider and Jan Zápal, May 2005 55

Large governmentLarge government

35

40

45

50

55

1999 2000 2001 2002 2003 2004 2005 2006

EUR-15 CY CZ HU MT PL SI

General government expenditure in % of GDP



Ondřej Schneider and Jan Zápal, May 2005Ondřej Schneider and Jan Zápal, May 2005 66

Small(Small(ishish) government) government

30

35

40

45

50

55

60

1999 2000 2001 2002 2003 2004 2005 2006

EUR-15 EE LV LT SK

General government expenditure in % of GDP



Ondřej Schneider and Jan Zápal, May 2005Ondřej Schneider and Jan Zápal, May 2005 77

I. HypothesisI. Hypothesis

2 groups of countries?2 groups of countries?
•• in the breach of SGP in the breach of SGP ––

Excessive deficit procedure (EDP)Excessive deficit procedure (EDP)
Cyprus, Czech Republic, Hungary, Malta, Cyprus, Czech Republic, Hungary, Malta, 
Poland, SlovakiaPoland, Slovakia

•• compliant with SGP (non EDP)compliant with SGP (non EDP)
Estonia, Latvia, Lithuania, SloveniaEstonia, Latvia, Lithuania, Slovenia
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HypothesisHypothesis

Grouping very robust:Grouping very robust:
•• The „bad“ always are: Cyprus, Czech The „bad“ always are: Cyprus, Czech 

Republic, Hungary, Malta, PolandRepublic, Hungary, Malta, Poland
•• The „good“ always are: Estonia, Latvia, The „good“ always are: Estonia, Latvia, 

LithuaniaLithuania
•• Only Slovenia manages big government Only Slovenia manages big government 

and low debtand low debt
•• Only Slovakia manageOnly Slovakia managedd to cut government to cut government 

expenditures massively (but runs deficit)expenditures massively (but runs deficit)
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Basic factsBasic facts
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Basic factsBasic facts

Social contributionsSocial contributions
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Basic factsBasic facts

Employees’ Employees’ 
compensationcompensation

Collective Collective 
consumptionconsumption
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Basic factsBasic facts

Social transfersSocial transfers InvestmentInvestment
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Evidence from Evidence from PEPsPEPs & & CoPrsCoPrs

PrePre--Accession Economic Programme Accession Economic Programme 
(PEP)(PEP)
•• 20012001
•• 20022002
•• 20032003

Convergence ProgrammeConvergence Programme
((CoPrCoPr))
•• Spring Spring 20042004
•• Autumn Autumn 20042004
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SustainabilitySustainability

Benchmark primary deficitBenchmark primary deficit

((rr--yy))..bb
•• rr ... real interest rate... real interest rate
•• yy ... real growth of output... real growth of output
•• bb ... debt to GDP ratio... debt to GDP ratio

Actual primary deficit based on 2000Actual primary deficit based on 2000--20042004

Sustainability gapSustainability gap as a differenceas a difference
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SustainabilitySustainability
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Growth accountingGrowth accounting

Growth 
effect

Monetary 
policy
effect

Net fiscal 
effort

Observed reduction of deficit Composition of reduction
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ConsolidationsConsolidations

Definition of consolidationDefinition of consolidation

Successful

Not 
successful

t t + 1 t + 2 t + 3 t + 4

1 % of GDP 
in initial year

General government primary budget deficit in % of GDP



Ondřej Schneider and Jan Zápal, May 2005Ondřej Schneider and Jan Zápal, May 2005 2424

ConsolidationsConsolidations
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ConsolidationsConsolidations
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Planned consolidationsPlanned consolidations

--11,,2727--33,,535311,,75755,285,28

Consolidations Consolidations 
post EU post EU 

accession accession --
plannedplanned

--00,8,844--55,,4141--00,,535344,,8686

Consolidations Consolidations 
pre EU pre EU 

accession accession --
realizedrealized

Employees’ Employees’ 
compensationcompensation

Total Total 
expenditureexpenditure

Total Total 
revenuerevenue

Deficit Deficit 
reductionreduction

% of GDP
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Planned consolidationsPlanned consolidations

--11,,2727--33,,535311,,75755,285,28

Consolidations Consolidations 
post EU post EU 

accession accession --
plannedplanned

--00,8,844--55,,4141--00,,535344,,8686

Consolidations Consolidations 
pre EU pre EU 

accession accession --
realizedrealized

Employees’ Employees’ 
compensationcompensation

Total Total 
expenditureexpenditure

Total Total 
revenuerevenue

Deficit Deficit 
reductionreduction

Post EU accession Post EU accession 
consolidations aim consolidations aim 
for deeper deficit for deeper deficit 
reductionreduction

% of GDP



Ondřej Schneider and Jan Zápal, May 2005Ondřej Schneider and Jan Zápal, May 2005 3232

Planned consolidationsPlanned consolidations

--11,,2727--33,,535311,,75755,285,28

Consolidations Consolidations 
post EU post EU 
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plannedplanned

--00,8,844--55,,4141--00,,535344,,8686
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accession accession --
realizedrealized

Employees’ Employees’ 
compensationcompensation

Total Total 
expenditureexpenditure

Total Total 
revenuerevenue

Deficit Deficit 
reductionreduction

Post EU Post EU 
accession accession 
consolidations consolidations 
rely heavily on rely heavily on 
revenue revenue 
increasesincreases

% of GDP



Ondřej Schneider and Jan Zápal, May 2005Ondřej Schneider and Jan Zápal, May 2005 3333

--11,,2727--33,,535311,,75755,285,28

Consolidations Consolidations 
post EU post EU 

accession accession --
plannedplanned

--00,8,844--55,,4141--00,,535344,,8686

Consolidations Consolidations 
pre EU pre EU 

accession accession --
realizedrealized

Employees’ Employees’ 
compensationcompensation

Total Total 
expenditureexpenditure

Total Total 
revenuerevenue

Deficit Deficit 
reductionreduction

Post EU Post EU 
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Reform effortsReform efforts
NMS differ in their reform effortsNMS differ in their reform efforts
Main reforms: pensions, health care, tax, Main reforms: pensions, health care, tax, 
fiscal fiscal decentralisationdecentralisation, budgetary rules and , budgetary rules and 
proceduresprocedures

Most reform minded: Estonia, SlovakiaMost reform minded: Estonia, Slovakia

Almost no reforms: Hungary, Czech RepublicAlmost no reforms: Hungary, Czech Republic
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Reform effortsReform efforts
Pension system reformsPension system reforms

19991999PolandPoland

20052005SlovakiaSlovakia

20002000SloveniaSlovenia

--MaltaMalta

19981998HungaryHungary

20042004LithuaniaLithuania

20012001LatviaLatvia

20022002EstoniaEstonia

--Czech RepublicCzech Republic

--CyprusCyprus

2. pillar introduction 2. pillar introduction 



III. ConclusionIII. Conclusion
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Ranking fiscal policiesRanking fiscal policies

14 criteria14 criteria
•• Reform effortsReform efforts
•• Consolidation successConsolidation success
•• Sustainability gapSustainability gap
•• Dependency ratiosDependency ratios
•• EDPEDP
•• RevisionsRevisions
•• ... etc.... etc.
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Ranking fiscal policiesRanking fiscal policies
RankRank

SlovakiaSlovakia 1010

EstoniaEstonia 99
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We welcome any commentWe welcome any comment
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