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The motivation for the analysis is a better understanding of the
distribution of GDP growth over past 11 years

» Data: Growth rate of GDP compared to the same quarter of previous year, seasonally adjusted
» Source: http://stats.oecd.org

* Why since 19987 The banking crisis in the Czech Republic was almost over. This range allows for
capturing business cycles. Therefore, past 48 quarters and 27 countries and clubs were chosen
depending on the availability of data

* Benefit? The analysis can help to understand the relations between particular countries and their
dependence

* Drawback? Correlation does not say anything about causality. Pure description, no econometrics.
Deeper understanding needed

» Results: The development of all analysed countries shows a similar pattern, with Slovakia exhibiting
exceptional behaviour

 Slovakia is seen as by far the most volatile followed by Finland, Mexico, Hungary, and the Czech
Republic. On the other hand, Norway, Switzerland, and France are the least volatile countries in the set

* From 1999 until 2009 there was not a single period of negative quarterly GDP growth in Czech Republic

» Czech Republic is much more correlated with Eurozone than Slovakia -
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The development of all analysed countries shows a similar pattern
with Slovakia exhibiting exceptional behaviour

Development of quarterly GDP growth (48 observations, 27

countries and clubs, Data range:1Q1998-3Q2008)  Slovakia is the most volatile
country
» Other countries are much

o _|
— more correlated
7 Slovakian

quarterly GDP

growth
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' Q1-1998 ' Q1-2008 ' Q2-2006 'Q3-2004 'Q4-2002

GDP growth [Growth rate compared to the same quarter of previous year, seasonally adjusted] |
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Slovakia is by far the most volatile followed by Finland, Mexico, Hungary,
and the Czech Republic. Almost all outliers (dots) are current crisis data
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Correlation of GDP growth varies significantly among analysed
countries

Correlation of quarterly GDP growth of particular countries
(48 observations, data range:1Q1998-3Q2008)

CzechRepublic France Germany Hungary SlovakBepublic UnitedEingdom United3tates Euroarea

CeechRepublic "1,00" "0.45" "0.63" | "0.49"| "O,89" "0.56" "0.40" "0, 62"
France "0, 45" "L.oomotoLaTtoLtoLga o roLevn "0.91" "0.91" "0.96"
TELHALY "0.63" "0.87" "1,00" "O.71"  "O.48" "0.82" "0.7a" "0.30"
Hungary "0, 45" "O.ga™ o "oLTTmoorL.oomo oL aan "0.93" "O.Ed" "O.Ea"
JlovakRepublic "0, 63" "O.e7" "0.48"  "O0,33" "i.00" "O. 45" "O.a" "O. 42"
MnitedEingdom "0,56" "O0.91" "O0.g3"™  "O0.,93"  "O,43" "1.00" "0.o0" "O.93"
Mnited3tates  "0,40" "O0.91" "OLTET o "oLEEt toLETT "0.90" "1.00" "O.54"
Euroarea ".ed" "O0.96" "0.9e™ "O.gz" "O.42" "0.93" "O.54" "1.00"

» Surprisingly higher Hungarian correlation with French than with Czech or Slovak GDP growth
* Hungary much more linked with both EU and Euroarea than Czech Rep.
» Czech Rep. more correlated with Euroarea than Slovakia

» Euroarea and EuropeanUnion have very similar results (not depicted)
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From 1999 until 2009 there was not a single period of negative
quarterly GDP growth in the Czech Republic

Histogram of quarterly GDP growth in the Czech Republic

(48 observations Data range:1Q1998-3Q2008) » Czech Republic was suffering
0 _ from recession in 1998 with
decline in all quarters
» The strongest growth was
between 2003 and 2007
S » No decline until Q12009
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GDP growth [Growth rate compared to the same quarter of previous
year, seasonally adjusted]



PART A: quarterly GDP growth analysis

P

CsoB

The median Czech GDP quarterly growth was 3.5 per cent over the
last 11 years with the highest 7.7% achieving in Q1-2007

* Recent quarterly declines due

Boxplot of Czech quarterly GDP grOWth to the economic crisis are
outliers
w —
o _ » This holds for all countries
and confirms the exceptional
< impact of the crisis
N — * It is expected that the median
o of the GDP growth will
decrease in the foreseeable
AN . .
' future and we will avoid
< - 6 periods of high growth
o

Note: Boxplot depicts data through their five-number summaries: the smallest observation, lower
quartile (Q1), median (Q2), upper quartile (Q3), and largest observation. Outliers are considered
to be in outside the distance of 1.5*Interquartile range [Q3 - Q1] | 7
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There is a significant correlation between German and Czech GDP

development

Correlation between German and Czech quarterly GDP
growth (48 observations Data range:1Q1998-3Q2008)
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CzechRepublic

GDP growth [Growth rate compared to the same quarter of previous
year, seasonally adjusted]

» The Czech correlation
coefficient with Germany is
0.65, which is higher that with
Austria (0.58), or US (0.4)
but lower than with Slovakia
(0.69)

 Surprisingly high Czech
correlation with Japan (0.84)
and very low correlation with
Portugal (0.16)

» The overall Czech correlation
with EU is (0.64) and with
Euroarea (0.62) is higher
than the Slovak correlation
but lower than Hungarian
correlation with these clubs
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The motivation for the analysis of GDP growth and debt/GDP is to
emphasize the role of debt in GDP development

» Data: Gross domestic product, constant prices. Annual percentages of constant price GDP are year-on-
year changes. General government balance (Percent of GDP)

» Source: http://www.imf.org

* Methodology? Annual GDP growth is adjusted for government balance. l.e. government deficit
decreases GDP growth and vice versa.

« Simplification? Very simplified model (Fiscal multiplicator = 1, no fiscal effects spillovers, all
government effects take place immediately)

» Benefit? The analysis can help to understand why GDP growth statistics is not reliable on its own. It
should always be at least analysed together with debt/GDP ratio

* Drawback? No causality

* Results: In our simple model (no government deficit), the picture gives only static snapshot for each
year, no trend analysis possible

» The second model captures for the difference in fiscal expenditures. Here, the trend for adjusted
development of GDP growth is possible

9
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In our simple model (no government deficit), the picture gives only
static snapshot for each year, no trend analysis possible

Real GDP growth vs. {GDP growth — (general government deficit [% of GDP])}

Not adjusted GDP growth pattern but rather a description of static adjustments for each year

Czech Republic Finland
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* Clearly years 2004-2007 were the » Finland achieving fiscal
best to achieve fiscal reform in the surpluses

Czech Republic. It would not
harm the growth much

» Being prepared for recent
fiscal expansion

Data source: www.imf.org, World Economic Outlook Database, October 2009
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This model captures for the difference in fiscal expenditures. Here,
the trend for adjusted development of GDP growth is possible

Real GDP growth vs. {GDP growth — (change in general government deficit [% of GDP])}

Czech Republic Finland
8 o
7NN
6 / \ = Czech Republic GDP 10 e Finland GDP
4 - growth s growth
2 ——A/ \ \-/\ﬁ
O+ Czech Republic GDP R R Finland GDP
R g g3 v g w8y g h adiusted f XRS82933883 3\3 :
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» Average yearly government » Average yearly surplus of
deficit of 4% GDP since 1998 5.6% since 1998
» Volatile fiscal policy * Much smoother fiscal policy

Data source: www.imf.org, World Economic Outlook Database, October 2009
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In our model (no government deficit), the average decline across
countries would be -10 %, instead of estimated -3.5 % in 2009

GDP growth — (general government deficit [% of GDP]), 2009 est

7 « Without government the
economic crisis would
have been much worse

* However, fiscal
consolidation across
almost all European
countries must follow
immediately after the crisis

SlovaK Republic
UnitediKingdom

/f
T~

\' V

-18

General government balance emm?(009 GDP growth e=mw Adjusted 2009 GDP growth

Data source: www.imf.org, World Economic Outlook Database, October 2009 | 12
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Jiz pred krizi byly evropské rozpocty dlouhodobé neudrzitelné.

Demograficky vyvoj neni priznivy Je treba uc€init razantni kroky

pro zajisteni fiskalni udrzitelnosti

V navrzich reforem prevazuji pravidla, ale nové institucionalni usporadani poskytuje také inspiraci
Evropska fiskalni pravidla jsou pfiliS uniformni: bez motivace, slabé vynutitelna, obétujici
budouci stabilitu kvuli dnesnimu riastu, 3 % verejnych deficitti a 60 % zadluzenosti jsou arbitrarni
Cisla

Debata o fiskalni udrzitelnosti je a bude zasadni téma pro vétSinu svétovych ekonomik. Ceska republika
neni vyjimkou

Jiz pfed vypuknutim hospodarske krize byly Ceské rozpocCty dlouhodobe neudrzitelné

Vypadek danovych pfijmi a zvySené socialni vydaje tento negativni trend jesté prohlubuiji
Demograficky vyvoj neni pro rozpocéty priznivy. Je proto tfeba ucinit razantni kroky pro

zajisténi minimalni fiskalni udrzitelnosti. P¥i pfijimani opatfeni se |Ize poucit z historie.

Minimalné 140 prikladl rozpoctové konsolidace ve svété v poslednich 30 letech. Nicméné témér

dveé tretiny téchto pokusu byly neuspésné (!) a puvodni zlepSeni rozpoctové bilance bylo do tfi let od
pocCatku pokusu vymazano

Doporuc¢eni MMF: pomalé, ale trvalé snizovani viadnich vydaju (spiSe nez navySovani pfijmu).
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There are several alternatives to fiscal reforms. Arrangements
based on rules are common

Arrangements based on rules

n Rule

n Description

n Drawbacks

Buiter and Grafe
(2004)

*Fundamental solvency
constraint of the
government:

Permanent Balance Rule

*Strong form of tax smoothing: inflation-and-real-
growth-adjusted permanent government budget is in
balance or in surplus.

*Permanent budget balance: constant value of the
share of taxes in GDP whose present discounted value
(over an infinite time horizon) equals the outstanding
stock of public debt plus the present discounted value of
actual government spending minus government capital
income (as shares of GDP)

*Necessary estimates of
the future expenditure, tax,
interest rate, growth rate
and government income
*Applicability of their rule
seems doubtful

Buti et al. (2002) -<Revision of the SGP
without the ambition to
propose a general
framework for a monetary

union

*Reforming based on internal adjustment

1) a diversification of the medium term targets among
countries

2) an improvement in transparency by considering one-
off measures

3) rainy-day funds tackling misbehaviour in good
times

4) a non-partisan implementation and enforcement of
the rules (Commission and the Council of the EU)

*Closer-to-reality approach
but changes are too broad
and general
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Institutional arrangements moves fiscal policy towards modern
monetary policy arrangement

Institutional arrangements

n Rule

n Description

n Drawbacks

Hedbavny,
Schneider and
Zapal (2005)

sInstitutional “anchoring” of
fiscal policies by creating
a Fiscal Sustainability
Council

«Institution would take into account unfunded future
liabilities (future pension payments)

*Financial markets differentiate between countries by
offering different interest rates on their public debt. But
they need to be informed enough to credit-constrain
irresponsible governments

*Objective of FSC is to estimate the amount of implicit
debt and add it to the explicit one

*Arbitrariness on the
FSC to decide on both
the targeted total debt
level and the time in which
it is to be attained

Wyplosz (2005)

*Transposing directly the
central banking practice
of adopting a clear
target (the debt-to-GDP
ratio) at a given horizon
and of forecasting the
evolution of the debt
*Fiscal Policy
Committees

+ldentification of government time inconsistency in
fiscal matters and the resulting deficit bias

*FPC would decide on the budget balance on the basis
of explicit GDP growth forecasts.

*Establish FPCs on
national levels only
*Each country would
retain the right to
choose its preferred
public debt level




PART C: Fiscal rules analysis

CsoB

Pro uspésnou konsolidaci verejnych rozpoctu jsou
nutna jasné definovana a transparentni pravidla. Musi byt
motivujici, udrzitelna a musi obsahovat sankci za jejich poruseni.

Efektivni planovani rozpoctu (nikoliv kratkodobé plany, které jsou nekoordinované ménény).
Pravdépodobnost rozpoc¢tové konsolidace se zvySuje, pokud je propojena se strukturalnimi reformami
Zasadnim se tu jevi reforma trhu prace, konsolidace zdravotnich a socialnich vydajt

Nejvétsi hrozbu rozpoctové konsolidace vidi je neplanované zvysovani vydajt z rliznych pficin.

Redukce primarnich vladnich vydaju (statni spravy) je pfinosnéjsi nez spoléhani se na vyssi prijmy Ci
shizovani investi¢nich vydajd. Pfevazuji reformy, které se vénovaly vydajové strance radéji nez pfijmoveé

Ceska republika musi uéinit podstatné kroky k dlouhodobé udrzitelnosti vefejnych vydaja

PFi vyhledech je tfeba brat v potaz z hlediska vefejnych nakladd nepfiznivy demograficky vyvoj a s nim
spojené vydaje na socialni, zdravotni, Skolsky systém

Mnoho zemi éelilo podobné vychozi situaci jako Ceska republika, ale jen nékteré dokazaly nastavit sva
pravidla tak, aby verejné finance zlstaly udrzitelné

16
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Spanélsky fiskalni aspéch byl podlozen jasnymi rozpoétovymi
pravidly, zavaznymi dohodami mezi riznymi stupni vlad, stejné
jako efektivni rozpoc¢tovou procedurou

Popis Spanélské fiskalni konsolidace

Pilire Spanélské reformy z roku 1992

oo mon

Posilena role ministerstva
financi

Vytvoreni Statni komise pro

vefejné rozpocty

Mésiéni kontrola verejnych
vydajli véetné socialniho
zabezpeceni Sborem
auditoru

Vydajové limity

Koordinace raznych urovni
vlady pomoci Narodni
komise pro mistni
samospravu

« ZvySeni danove zatéze a boj proti dafiovym

unikiim pomoci reformovaného danového
zakoniku

Strukturalni reformy socialniho systému
(zpfisnéni vyplaty socialnich davek, presunuti
ur€itych povinnosti na firmy)

« Snizeni investi¢nich vydaju

Zasadni snizeni vydajl na statni spravu
(zmrazeni platd statnim zaméstnancum, snizeni
poctu statnich ufednik()

Zavedeni spoluprace se soukromym sektorem
pfi vystavbé infrastruktury

Zvyseni nepfimych dani

» VySSi prijmy z dividend statnich podnikt

VysSi pFijmy z pfimych dani pomoci

vew s
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Italie a Nizozemi prosly behém poslednich desetileti nékolika

uspésnymi fiskalnimi konsolidacemi

Pilire italské reformy z devadesatych let

—

Pilire italské reformy z devadesatych let

Italie prosla jiz sedmi konsolidacemi od 1970,
vétSina uspésnych

V 90. letech pfijmova konsolidace a strukturalnimi
reformami

Opusténi systému automatické valorizace mezd
Zpruznéni trhu prace a platovych kontrakta

Parametricka zména ddchodového systému snizila
zavazky statu v systému o Ctvrtinu

Liberalizace trhu zbozi a kapitalového trhu

Regionalni decentralizace (zvySena danova
autonomie regionl a nasledné snizené transfery)

Vytvofeni Vnitiniho paktu stability
Zvyseni DPH a dané z nemovitosti

Zavedeni jednorazové dané vedouci ke konsolidaci
rozpod¢ta pred vstupem do eurozony

Nizozemsko provedlo nékolik rozpoétovych

konsolidaci béhem poslednich triceti let, pfiCemzZ ta

v devadesatych letech vedla k zasadni upraveé
verejnych rozpocétu

Ufad pro analyzu hospodarské politiky hraje
vyznamnou roli. Prvky nizozemské reformy

v devadesatych letech:

Reforma socialni politiky (Caste¢na privatizace,
zpfisnéni kritérii)

Aktivni trh prace (snizeni dlouhodobé
nezameéstnanosti,dohody o flexibilnich mzdach mezi
socialnimi partnery)

Snizeni podpory v bydleni, zvySeni odvodi na
socialni pojisténi

Reorganizace statni spravy

Ekologicka dan (elektfina, plyn), zmrazeni platu
statnich zaméstnancu
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Mad'arské pokusy o rozpoctovou konsolidaci v letech 1999 a 2003
byly neuspésné a jejich rozpoctova politika byla v poslednich
letech silné volatilni

p

Pilife mad'arské reformy z let 1999 a 2003

*Statni auditorni urad je nejvysSi monitorovaci instituci, nicméné se aktivné nepodili na tvorbé rozpoctu.

*V roce 2003 doslo ke zpfFisnéni rozpocétovych pravidel, které vSak nelze hodnotit uspésné.

*Mimo jiné i kvuli navySovani plati statnim zaméstnancum, socialnim benefitdim a vyjmuti starobnich
dichodl z danitelnych prijmi nedoslo k rozpoctové konsolidaci. DalSim dualezitym faktorem byly volby a
Stédra vladni politika. Pilife madarského pokusu o konsolidaci vefejnych rozpoctu:

* Snizeni statnich zaméstnancu (proti tomu vSak silny narust jejich mezd)

» Snizeni poé¢tu danovych pasem z Sesti na tfi

+ ZvysSeni odpogcitatelné polozky na dité

+ Presunuti €asti socialniho pojisténi ze zaméstnavatele na zaméstnance
* Snizeni podpory na bydleni

* Podpora novym technologiim

» ZvysSeni nepfimych dani

*Madarsko i pres urcitou snahu nedokazalo udrzet vefejné finance v pofadku. NejsilnéjSim problémem byl politicky
populismus a nizka shoda parlamentnich stran.
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Poté, co Finsko proslo recesi a bankovni krizi v zacatku
devadesatych let, se stav verejnych financi velmi zhorsil. Tato
situace donutila finskou viadu jednat.

-+

Pilifre finské reformy z let 1999 a 2003

*Podil verejnych vydaja na HDP se dostal na 60% hlavné diky podpofe bankam a vydajim na socialni zabezpeceni. Deficit
dosahl vrcholu 7% v roce 1993, pfi€éemz verejny dluh se v letech 1990-93 zétyrnasobil z 14% na 56% HDP -> Reformy

*Fiskalni pravidlo je schvaleno pouze vladou a ne parlamentem, takze ve vysledku je pouze prvni rok ze étyrletého
obdobi pravné zavazuijici, jelikoZ je soucasti rozpoctového zakona.

«Zakladni fiskalni pravidlo je vicelety vydajovy strop na celkové vydaje centralni viady méfeno v konstantnich cenach rozpoc¢tového
roku s Gtyfletym horizontem vydajli. Soucasti tohoto pravidla je také pravidlo vyrovnaného rozpoétu pro autonomni mistni autority
a silna regulace soukromé spravovanych fondul socialniho zabezpeceni.

*Realné vydajové stropy jsou uréeny nejen pro centralni viadu jako takovou, ale i pro jednotliva ministerstva, a jsou realné zavazna

*Neexistuji podminéné rezervy pro rozdil mezi ex-ante projekcemi a ex-post vysledky. Vydajové stropy musi byt splnény ex-post,
ale projekce pro zbyvajici roky mohou byt upraveny o neoCekavané zmény v ekonomickém scénafi

+. Aby se zamezilo neefektivnimu utraceni v poslednich dnech ucéetniho roku, bylo umoznéno prevést neutracené penize do roku
nasledujiciho.

*Ex-post kontroly rozpoctu byly také zprisnény.

| 20
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Nové fiskalni pravidlo musi byt flexibilni a vymahatelné . Mél by byt
zaveden motivujici systém odmeén, ktery pocita se snizenim platu
odpovédnych uredniku a politikl v pripadé nedodrzeni

=

Navrh na zavedeni nového interniho rozpocétového pravidla

*Nové rozpoctové pravidlo:
*musi byt flexibilnéjsi
*musi vyzadovat tvorbu prebytkil v dobach ekonomického ristu
*musi obsahovat musi vést k zasadnosobni odpovédnost a sankéni mechanismus
*musi vést k dynamické vyrovnanosti verejnych financi
*musi vést k zasadnimu snizovani vefejného zadluzeni

*musi byt jednoduché a srozumitelné

*Navrh pravidla:

Ruast HDP - rozpoctova bilance (v %HDP) musi byt mensSi nebo rovno 4 %

*Pfiklad: Hospodarsky rust 3% dovoluje viadé maximalné 1% rozpoctovy deficit. 6% rlst HDP vyzaduje rozpoltovy prebytek
nejméné 2% HDP.

*3% hospodarsky pokles dovoluje viadé 7% deficit v daném roce

«Cislo ,4“ je k debaté&. Idealné konstanta by byla niz$i nez 4, nejlépe 0, coz by bylo velmi pfisné véi vefejnym rozpo&tdm.
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