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Makroekonomické srovnani ekonomikCeské a Slovenské

Republiky

Macroeconomic comparison between the economies ozéth

and Slovak Republic



Souhrn:

Tato bakalfska prace obsahuje analytické porovnani ekondaieiké a Slovenské
Republiky z makroekonomického pohledu v rozmez2@34 — 2010, tedy od vstupu obou
zemi do Evropské Unie aZz po sasnot. Prvnéast prace se zabyvéa popisem a ¥jismim
ekonomiky zem.

Ve druhécasti této bakaigké prace nalezneme analytické porovnani dactzd
indikéatorti Ceské a Slovenské Republiky za vymezené obdobi.

V zawru bakaléské prace jsou zodpé&xeny hypotetické otazky, které byly nastoleny

v (vodu prace.
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Summary:

This bachelor thesis contains analytic comparisbreanomies of Czech and
Slovak Republic from macroeconomic point of vieviveen years 2004 and 2010 — since
both countries joined the European Union until toddrst part of the thesis describes and
explains most important macroeconomic indicatorsclviare used to assess productivity
of country’s economy.

Second part contains analytical comparison of &aata from these indicators
from Czech and Slovak Republic in the given peabtime.

At the end of bachelor thesis are answered hypo#ieiuestions, which were given in the
introduction of the thesis.
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1. Introduction:

Since the 1st January 1993 when the Czechoslovakiaapart, there are two
separate independent states co-existing next th etler: Czech Republic and Slovak
Republic. On the 1st may 2004 both countries joitledl European Union. It was very
important step for Czech and Slovak Republic apaé@slly for their economies.

There were (and still are) two ways how was Slovakd Czechs thinking about
joining the European Union. One part of citizensswskeptical and highlighted the
negative effects of integration to the Europeanodniwvhile the other part was optimistic
and saw integration as a positive thing and hopebétter future. Times right after the
integration showed rather the negative effects dji@vth of prices and competition from
other member countries. But few years later we s&n more and more of the positive
impacts on our countries and it's economies. Fangle the free labour market and
growth of trade between member countries.

1.1. Short introduction to the European Union

The European Union is political & economic volugtaassociation with 27

democratic member countries. It has consolidatedenand external policy and it presents
itself like a complex unit. Decisions for the Eueap Union are negotiated by the member
countries.
The European Union is a big global player thanksit'® political powers and very
developed economy. The European Union was establish 1993 and since then it
admitted new members six times. 1st may 2004 haslC& Slovak Republic and eight
other countries joined the Union.

The European Union has the second most importanérazy in the world — Euro.
»1he Euro was launched on 1 January 1999, wheedaime the currency of more than 300
million people in Europe. Today, euro banknotes emids are legal tender in 17 of the 27
Member States of the European Union, includingaverseas departments, territories and

islands which are either part of, or associatedwéuro area countries’”The eurozone

! http://lwww.ecb.int/euro/intro/html/index.en.html



(countries) contains 17 countries today — AustBalgium, Cyprus, Estonia, Finland,
France, Germany, Greece, Ireland, Italy, Luxembowglta, Netherlands, Portugal,

Slovenia, Spain and Slovakian Republic (it joinacbeone on T January 2009).

2. Objectives of thesis and methodology

In my bachelor thesis | am going analyze the diifiees between economies of
Czech and Slovak Republic from macroeconomic pointiew for the last seven years
since the integration to European Union. Basechaanalysis | am going to try to answer
these hypothetical questions:

* Did joining the European Union affect level of ng of Czech and Slovak citizens?

And if it did, how?

» Can we see differences in the development of ttwseeconomies in last seven
years and if yes, what are they?
» Can we decide, from the economical point of vidwoining the European Union
was a positive move or not?
My methodology will mainly consist of:
» Data collection
e Data analysis

» Data comparison




3. Literature overview:

In this part | am going to explain basic and maspartant macroeconomic
indicators and how to compare two economies of negrabuntries of European Union in

the given period of time.

3.1. Economic Growth

3.1.1. Gross Domestic Product

“Domestic Product is the most used economic agteedatatistics creates it,
economists analyzes & comments it and politicisamel their careers on it.”

Gross Domestic Product is the most common usedoetarnindicator to show economic
productivity of certain country. It is the most nitomed and important macroeconomic
indicator.

Definition: “Gross Domestic Product is the markelue of all final estates and
services produced in a given economy in a givee fyriod.™
Let’s have a look at the definition little bit ckrs

When we count Gross Domestic Product, we must couohly the final estates
(without counting in the intermediate product) -means estates which are designed for
total final consumption, investment or export.

Final estates & services are represented in thé&enarices — it means in the real
prices, which the customer pays. The market promggains indirect taxes (for example
value added tax and consumption taxes) in contivatbie prices which producers sells their
goodes for.

By expression all final estates we understandhaldstates, which we are able to
statistically describe. We can’t capture the antooin estates traded in the shadow
economy for example. Shadow economy is all illegalsinesses (drug-traffic,
prostitution,...)

2 HOLMAN, R.: Makroekonomie. Sdré pokraily kurz.2. edition. Prague, C. H. Beck 2010. ISBN 978-80-
7179-861-3
3 PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4



“Into GDP are counted final estates and serviceslywed by residents and non-
residents of the given country. Crucial for thersigsion into GDP is that the estate must
be produced in territory of the given staté.”

By “given time period” is usually meaned one yearentually one quarter. Into
GDP aren’t added transactions with estates, thatpmaduced in past years or quarters —
for example houses, machines, etc. But we add twm-gate GDP the cost of service of
selling the previously built house by real estajerd to customer.

We can get Gross Domestic Product using these thethods — expenditure approach,
production approach and earning (income) approach.

“Using the expenditure approach we get the Grogsadxtic Product by adding up
all expenditures expended on the final estatesréicss.”>
These total expenditures we can divide into:

1) Expenditures of households on consumption. Thisludes short-time
expenditures (groceries, clothing, etc.), long-tieependitures (electronics,
cars, etc.) and services (transport, educatior), etc

2) Expenditures on investments. We can divide them imtestments into fixed
capital (expenditures of companies into new equigmenachinery etc.),
investments into reserves (it is the differenceveen size of reserves of final
estates designated to sell in the beginning ofgiken year and the size of
reserves at the end of the given year).

3) Expenditures of government on estates & services. difer governments
expenditures on estates & services and transfest.dnes are investments for
witch the government gets counter-value. For exanegpenditures on health
services, army, educational system, etc. Transéees investments without
counter-value. For example unemployment compensasiocial benefits, etc.
Important is, that we don’t add transfers into taéulation of Gross Domestic
Product.

4) Clear export. Clear export we get by subtractirigltionport from total export.

Formula for counting the Gross Domestic Producdheyexpenditure approach is:
GDP=C+1+ G+ NX

4 PAVELKA, T.: Makroekonomie. Zakladni kur2. edition. Melandrium 2007. ISBN 80-86175-58-4
> PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4



Where “C” stands for the Expenditures of househotits consumption, “I” for
Expenditures on investments, “G” for Expendituréggovernment on estates & services
and “NX” for Clear export.

“Using the production approach we get the Gross &xiim Product by adding up
all added values from all particular levels of protion” ® Because Gross Domestic
Product is shown in market prices we have to adadded values indirect taxes and
subtract all grants.

“Using the earning approach we get the Gross Damé&sbduct by adding up
wages (and all other expenses incurred of emplyyessdate rents, interests, profits,

"7 \When the Gross Domestic

devaluation of capital and indirect taxes witholitgaants.
Product is measured in market prices it is callBrinal Gross Domestic Product”.
When we compare Gross Domestic Product of ceramsy we need to ask if the changes
in Gross Domestic Product are caused by the chahgkysical volume of production of
estates & services or by the change of pricesexdlestates & services.
So we need to have Gross Domestic Product that slsoyust the change of physical
volume of production, it is called “Real Gross Datie Product”. It is interpreted in
constant prices (or in prices of the basic year).

“For elimination of changes in prices we use Gioemestic Product Deflator. It is
price index and we can define it this way:

GDP Deflator = Nominal GDP / Real GDP x 1§0”

“If we are interested in development of economystuaiten we use annual growth rate of

Real Gross Domestic Product.”

® PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4
"MAITAH, M.: MacroeconomicsCULS in Prague 2009. ISBN 978-80-213-1904-2

8 PAVELKA, T.: Makroekonomie. Zakladni kur@. edition. Melandrium 2007. ISBN 80-86175-58-4
® PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4



3.1.2. International comparison of Gross Domesticreduct

“Real Gross Domestic Product is also most ofterd usdicator for comparison of
economic productivity of various countries. If we such a thing, we need to convert the
Real Gross Domestic Product into the same base viduexample dollar. But there is a
problem, because exchange rates can change ahiot) would cause a big changes in
converted Real Gross Domestic Product. To prevhig tase, we need to use the
Purchasing Power Parity (PPP), while converting.”

“In the simplest version Purchasing Power Paritgr@sents rate of prices in
national currencies for the same goods in differ@intries. For example if the same
product costs 1,87 euro in France and 0,95 poui@éat Britain, than Purchasing Power
Parity for this product between France and GreaaiBris 1,97 euro to pound (1,97 =
1,87/0,95). It means, that for each pound in GBr#@ain the customer can buy the same
amount of this product as for 1,97 euro in Frante.”

In European Union are all the comparisons done bgo&fat's ECP - European
Comparison Program. It is “Eurostat’'s ComparisoogPam, which brings objectively
comparable about Gross Domestic Product and almsapa@nents of expenditures on it's
use. Another output of European Comparison Progsamrice comparison for certain
groups of goods and service¥”

For evaluation of convergence or divergence of egoa level of EU countries is
used the Purchasing Power Standard (PPS). “Punch&ower Standard is artificially
created unit of currency, which is used in inteiorel comparisons for representation of
volume of economic aggregates. We get the dataurth@sing Power Standard by
dividing the price in national currency by apprepei Purchasing Power Parity. In the
European Comparison Program the purchasing powdr BPS corresponds to average

purchasing power of 1 euro in the EU countriés.”

YPAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4
1 http://www.czso.cz/csulredakce.nsflilevropsky _semati_program_vydaju_na_hdp_
2 hitp://www.czso.cz/csulredakce.nsfli/evropsky _seoaci_program_vydaju_na_hdp_
13 http:/lwww.czso.cz/csu/redakce.nsf/ilevropsky _semati_program_vydaju_na_hdp_

10



3.1.3 Economic Growth

When we talk about Gross Domestic Product, we darget about phenomenon of
Economic Growth, which is very closely related tDRs
“Economic growth means growth of potential produtt.

Potential product is defined like a product whistproduced, when all sources are
fully used. Or we can define it like a maximum puotion capacity. However, potential
product isn’'t constant, it changes in time. Theeeseveral factors, that influence potential
product and Economic Growth itself. For example:

- Work (quantity of workers, amount of working hours,

- Physical capital (buildings, machinery, infrastruet,...)

- Natural resources (land, soil, raw materials,...)

- Productivity of production factors (al other fadprthat influence

product — for example human capital and technology)
“In the real situations Economic Growth is usuatlgntical as the growth of the actual
Real Gross Domestic Product. Economic Growth ia tiigen by following formula:
gGDP = GDPt — GDPt-1 / GDPt-1 x 100

In the formulagGDP stands for rate of growth of the actual Real Gidsmestic Product,
GDPt stands for size of the actual Real Gross Dom&stiduct in the monitored year and
GDPt-1 stands for size of the actual Real Gross Domesticlet in the year before.
Outcome of the formula is in percents”

3.2 Inner & outer stability of economy
When we follow the development of macroeconomiaagibn of certain country,

we have to take a close look on the indicatorsnéi & outer stability of the country’s

economy. They are described in the following paths bachelor thesis.

14 PAVELKA, T.: Makroekonomie. Zakladni kur. edition. Melandrium 2007. ISBN 80-86175-58-4
1S PAVELKA, T.: Makroekonomie. Zakladni kur. edition. Melandrium 2007. ISBN 80-86175-58-4
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3.2.1 Inner Stability

Inner stability of the economy of the given countnginly depends on the Price

Development, Public Budgets and Labour Market & tdpeyment.

3.2.1.1. Price Development & Inflation

Very important macroeconomic indicator in markebremmy is Price Stability.
“One of the main causes of it's importance is thet,fthat the faster the price level grows,
the bigger is the imbalance between aggregate diraad aggregate supply. So the
relative Price Stability is very closely connecteith macroeconomic stability and because
of that it is one the basic goals of economic poli¢®
“General price level can be described like a avepage level in economy.*’

Repetitive grow of the general price level is adlleflation. “The grow doesn’t mean grow
of the prices of all products and services. Sominein can stagnate or even drop, but the
average prices grow. Inflation means drop of puwsiitapower of money, if the prices
grow, than we can buy less for the same amountoofey”
“For determination of general price level are udede basic price indexes:

- Consumer price index (CPI)

- Producer price index (PPI)

- Deflator of Gross Domestic Product’
“Consumer price index is the most used price ind@x determination of inflation.
Statisticians every month collect prices of certaasket of products and services. Products
and services are placed into the basket accordingxpenses of average household in
certain year. This year is called the basic yedrThe procedure for determination of CPI
is as follows: as a first step the statisticiangddi the price of product (or service) in the
tracking period by the price of the same produdhim base period and the outcome they
multiply by the weigh of this product in the whatensumer basket. They do this for all

' TULEJA, P.:Analyza pro ekonomy™ edition. Brno, Computer Press 2007. ISBN 978-80-2801-6
Y MAITAH, M.: MacroeconomicsCULS in Prague 2009. ISBN 978-80-213-1904-2

18 PAVELKA, T.: Makroekonomie. Zakladni kurz. edition. Melandrium 2007. ISBN 80-86175-58-4
1 PAVELKA, T.: Makroekonomie. Zakladni kur. edition. Melandrium 2007. ISBN 80-86175-58-4
2 pAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4
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the products and services in the consumer baskkethey summarize the outcomes. This
how they get the average price level in the tragkieriod (year).”

Producer price index contents several more spedifalexes. For example:
agricultural production price index, industrial guetion price index, construction works
price index, etc. “Producer price index is basedr@same principle as Consumer price
index, it also contains certain fixed product baskdthough this basket has different
constitution than Consumer price index. Producécepmdex is important, because it
shows the competitiveness of producers. Changd®raducer price index also usually
influence Consumer price index?® Gross Domestic Product Deflator has been already
described in this Bachelor Thesis in the sectiooualisross Domestic Product. “In the
Gross Domestic Product Deflator are captured alipcts and services in produced in the
given economy, so it hasn’t any fixed basket obtipis.”*

“Using the above-mentioned price indexes we detgnmgeneral price level.
Inflation is most often expressed as a rate ofatidh — percent change in a given time
period. For example if we want to get inflationerdor the year 2004, first we have to
determine general price level (using CPI) for y@@03 and 2004. Than we get the
inflation rate for year 2004 by this formula:

[104/03 = CP12004 — CPI12003 / CPI2003 x 100

wherell stands for inflation rate

3.2.1.2. Public Budgets

“Public Budgets includes state budget and local getsl (budgets of
municipalities). We can also include public heafteurance. Share of Public Budgets on

Gross domestic Product in Czech Republic is oves.26

2L PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4

22 PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4

2 MAITAH, M.: MacroeconomicsCULS in Prague 2009. ISBN 978-80-213-1904-2

24 PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4

% HOLMAN, R.: Makroekonomie. Sdr¢ pokraily kurz.2. edition. Prague, C. H. Beck 2010. ISBN 978-
80-7179-861-3
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The government manage the state budget and rédigtrthe resources into local
budgets. Government’s objective is to keep macno@tic stability (stable economic
growth, low unemployment rate, stable price levdl,...

“State budget has certain receipts and certainresqse

Revenues of state budget:

- taxes: direct (income tax, property tax, road, takeritance & gift tax,
etc.) and indirect (value added tax and consuaa@s)

- duty

- social insurance (retirement insurance, heakhrance, etc.)

- receipts from earlier granted credits

- receipts from sale of state property

- grants received

- others

Expenses of state budget:

- transfers to households (retirement pensions, mpi@®yment
compensations, social benefits, etc.)
- financial assistance to companies
- common & investment expenses on transportatiducaional system,
army, police, etc.
- grants
- interests from national debt
- others™®
Another very important term is balance of statedmid“If we subtract the expenses of
state budget from it's revenues, we get the balafhséate budget. It can be:

- surplus (revenues of state budget are higheritteaexpenses)

- neutral (state budget is balanced — the reveacasrately covers the expenses)

- deficit (expenses of state budget are higher thgrevenues)®’

B pAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4
2T PAVELKA, T.: Makroekonomie. Zakladni kurd. edition. Melandrium 2007. ISBN 80-86175-58-4
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3.2.1.3. Labour Market & Unemployment

“Labour Market is very heterogeneous market. Wofkddferent professions
differentiates in needed qualification, risk andestphenomena, that implicates differences
in wages. In a long period appears tendencies talieg differences in wages, because
professions with high wages allures more people prmudessions with low wages are
abandoned. But still differences in wages persiségause professions requiring more
human capital and professions with higher risk keggher wages.

“Labour market is imperfect market mainly becausekl|of information. People
don’'t know about all free work positions and compandon’t know about all people
looking for employment. On the labour market comesrand possible employees that
“fits together” are looking for each other. But bef they find each other some people
stays unemployed and some work positions stays Treis friction on labour market is
called unemployment.

This unemployment is also escalated by unemployneemipensations. When
people gets the unemployment compensations, theyaffard to look for employment
longer, they don't have to take first employmeniahtthey find.”*°
“Rate of unemployment is share of unemployed peapl¢he total number of people
willing to work. It can be described by this forraul

u=U/L+U
Where “U” is the number of unemployed, “L” is thember of employed and “u” is rate of
unemployment.

If we watch labour market for certain amount of éime find out, that certain
number of people leaves during this time their waokition. This number is called the job
separation rate. If we mark job separation ratd viaf’, than a x L is number of people,
that in the given period of time lose or leave itherk positions and become unemployed.
We can also watch what number of unemployed dutiegsame amount of time finds a
work position. This number is called job findingealf we mark job finding rate with “b”,
than b x U is number of people, that in the givenga found employment.

8 HOLMAN, R.: Makroekonomie. $dre pokraily kurz.2. edition. Prague, C. H. Beck 2010. ISBN 978-
80-7179-861-3
? HOLMAN, R.: Makroekonomie. Sdr¢ pokraily kurz.2. edition. Prague, C. H. Beck 2010. ISBN 978-
80-7179-861-3
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source: HOLMAN, R. Makroekonomie. Stfednd pokrodily kurz. 2. edition. Prague: C. H. Beck, 2010, ISEN 978-80-7179-861-3
This picture schematically shows us movement ofpfgedetween employment L and
unemployment U.
If a x L >b x U unemployment grows, if a x L < ik unemployment drops down and if

a x L = b x U, than unemployment doesn’t chang®.”

3.2.2. Outer stability

“In the term of macroeconomic analysis is the o@eonomical stability usually
defined as stability of foreign-economic relatioipsh i.e. stability of all autonomous cash
flows, which happens between the home economy @meigh economy, which means that
home economy subjects don’t have to execute opestiwhich leads to changes in
exchange reserves® To keep outer economical stability are the mostietufactors

stable exchange rate and balance of payments.

% HOLMAN, R.: Makroekonomie. Sdre pokraily kurz.2. edition. Prague, C. H. Beck 2010. ISBN 978-
80-7179-861-3
$1 TULEJA, P.:Analyza pro ekonomy® edition. Brno, Computer Press 2007. ISBN 978-80-2801-6
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3.2.2.1. Balance of payments

“Balance of payments is systematic statistic recatiich summarize all economic
transactions, which happens between resident amgl@sident economical subjects during
certain time period.*? The expression economical transactions compriséleafinancial
transactions and all the real transactions (exahahg@roducts and services).

“Resident means subject, which has the main cefteterest in the given state. In
more simply way we can say, that resident of tivemicountry are the inhabitants of the
given state, which lives in it for the long-termr{ger than one year), government, business
companies and non-profit organizations which hathéngiven state registered office. On
the other hand, diplomatists, tourists, studeritplame crews are considered as residents
of their home countries. Business companies arndeamis of the state, where they have
their registered office, but their branch offica® @onsidered as residents of the state
where are they placed®®
“Balance of payments is divided into these parts:

- Current account
o Balance of trade — export and import of products
o Balance of services — export and import of serv{tesexample
transportation, insurance, expenditures of toyris}s
o Balance of earnings — wages, dividends, interests,...
o Usual transfers — for example contributions to rimiional
organizations
- Capital account — capital transfers, for examplausing the debts
- Financial account
o Direct foreign investments (this means, that thestment is at
least 10% share of the basic capital)
o Portfolio investments — low investments (less th&%o of the
basic capital), obligations.
o Other investments — for example bank deposits, daaks,

business credit,...

2 TULEJA, P.:Analyza pro ekonomy® edition. Brno, Computer Press 2007. ISBN 978-80-2801-6
%3 PAVELKA, T.: Makroekonomie. Zakladni kur2. edition. Melandrium 2007. ISBN 80-86175-58-4
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- Errors and Omissions — it appears as a result dhode and statistic
imperfections

- Reserve assets — Foreign currency, gold etc. obbpeentral bank.®*
“As we said, the balance of payments capturegalsactions between residents and non-
residents. However, all of these transactionsratbe balance of payments captured twice.
First as a credit element with the plus sign armbisé as a debit element with the minus
sign. It is called double records and it assutes, from the account aspect the balance of
payments will be balanced. Sum of all credit eletmdras to be equal to sum of all debit

elements.”®

3.2.2.2. External Debt

“External Debt is very closely connected with bamf payments. External Debt
means, that home subjects (residents) lends monieydign countries. Most often are the
loans made by companies, but in some countriesoygrgments too. Creditors are the
foreign subjects. If we take look at the balanc@a@yments, the External Debt would be
recorded in financial account mainly in other inwesnts and partly in portfolio
investments.®®

We distinguish between Gross External Debt and AdsdExternal Debt. “Gross
External Debt is defined as total value of finahoialigations of home economic subjects
with previously stated term of expiration, for whithe non-residents (creditors) get the
interests. ... Investments into property stocks &dmaren’t counted into the External
Debt.”%’

Absolute External Debt can be determined by subtitrqdhe value of exchange
reserves and financial debts of home economic stsbhfjeom the value of Gross External
Debt.

** PAVELKA, T.: Makroekonomie. Zakladni kurg. edition. Melandrium 2007. ISBN 80-86175-58-4
** PAVELKA, T.: Makroekonomie. Zakladni kurg. edition. Melandrium 2007. ISBN 80-86175-58-4
% MAITAH, M.: MacroeconomicsCULS in Prague 2009. ISBN 978-80-213-1904-2

$" TULEJA, P.:Analyza pro ekonomy® edition. Brno, Computer Press 2007. ISBN 978-80-2801-6
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“Because the absolute value of Gross External Osbtuite wide, we use these

comparative indicators when we need to analyzeotner economical stability more

closely:

The value of Gross External Debt counted at onabitant of the given
country.

Share of Gross External Debt on the Gross Domé&stduct (This is
the most important indicator for foreign investond)en deciding if to
invest in the given country. The limit value is 4@¥#this share.).

Share of Gross External Debt on the export of pctsland services
(This indicator shows us the needed volume of regsrfrom export to
cover the Gross External Debt of the home econdmidgects.).

Share of the Short-term Gross External Debt ormttal Gross External
Debt (According to most economists, value of tmdi¢ator shouldn’t
cross 40%.).%8

4. Macroeconomic comparison between the economies@zech

and Slovak Republic

In the practical part of my bachelor thesis | anngdo analyze the macroeconomic

indicators | have described before in the partitérature overview. | am going to analyze

them for the time period from 2004 (the year where& Republic and Slovakia joined

European Union) to 2010. | am going to analyze wemwnomic indicators for Czech

Republic and Slovakia and compare them. The restlltbe summarized in Conclusion.

4.1. Development of Gross Domestic Product

In this part | am going to follow the developmeifit@ross Domestic Product of

Czech and Slovak Republics from the year 2004 @@il0. 2004 was the year, when

¥ TULEJA, P.:Analyza pro ekonomy® edition. Brno, Computer Press 2007. ISBN 978-80-2801-6
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Czech & Slovak Republics and other eight counfoesd the European Union and | have
also selected this year as a initial point of mghedor thesis analysis.
In the following graph we can see average growthreall Gross Domestic Product of

selected European Union member countries betwesns 904 and 2010.

Graph 1 — average growth of Real GDP in selectecc&lhtries between years 2004 and
2010in %
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Source of data: EUROSTAT, own calculations

As we can see in the graph, Slovakia’s average tyr@iv GDP has reached the
value of 5,1%, which on of the highest growths urdpean Union between years 2004
and 2010. Average growth of Czech GDP is 3,5%, whg relatively high number,
because only three of our selected countries hagsed the line of 3% growth. Growth of
Czech and Slovakian GDP is also far higher tharraamee growth of GDP in all 27
European Union countries, which is 1,25%.
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Graph 2 — GDP in Purchasing Power Standards (FR&ech Republic and Slovakia
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Source of data: Eurostat

Note: Data for year 2010 weren't available at timaé of writing this thesis.

Graph 3 — percentual growth of GDP in PPS betweansy

Percentual growth of GDP in PP3 between years
g T4
7
& 56
5
5
4
3 25
i 13 i
1
a
D T T T T
2004/2005 2005/2006 2006/2007 200772008 2008/2009
|E: Czech Republic B Slovakia |

Source of data: Eurostat

Note: Data for year 2010 weren't available at tivae of writing this thesis.
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In the graph 2 is described development of GDP esgad in Purchasing Power
Standards (PPS). PPS is described in theoreticalopahis Bachelor Thesis - it is most
usual method in international comparison, it shaw/sthe real development of GDP.

As we can see, Czech GDP was growing slower thamaian, but it reached higher
overall numbers. On the other hand Slovakian GDPB gate lower, but it was growing
faster than Czech.

Graph 3 is extension of graph 4 and it shows usgmtual change of GDP in PPS
between years. We can see, that the most signifgpanw of both GDPs was between
years 2006 and 2007. However the year after CzedP @oted no growth and the
Slovakian was 1,8% lower. The only case when CZBEW was growing faster than

Slovakian was between years 2008 and 2009.

Table 1 — Real growth of Gross Domestic Produ€@zech Republic in %

Source: Czech Statistical Office
Note — table fields marked as “-“ means, that déda this year weren’t available at the

time of writing this thesis

Table 2 — Real growth of Gross Domestic Produ&lovakia in %

Source: Slovakian Statistical Office

Note — table fields marked as “-“ means, that déda this year weren’t available at the

time of writing this thesis
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Tables 1 and 2 capture real growth of GDP in CZeepublic and Slovakia in %.
We can see data for overall GDP and its compon&hts.overall GDP in Czech Republic
was slowly growing from 2004 to 2006, but from 2@662009 we can see strong decrease
(by 10,2%). Last two data shows us significant gfbw 6,5% between years) of overall
GDP.

The situation in Slovakia was quite similar, bt @DP was growing a bit faster
and we can see the growing tendencies between 26arks and 2007. Decrease appears
between years 2007 and 2008 and it was much strahge in Czech Republic (by
14,9%). The last two data (between years 2009 &i@)2shows us growing tendencies
again (by 8,6%).

Partial data more or less copy the developmenvefadl GDP in both countries.

We can state, that the development tendenciestimdomntries considering GDP are alike,

but the changes in Slovakia are stronger.

4.2 Development of Inflation

Inflation means grow of the price level in econoduwying certain time period and it
is one of the most important indicator of econotaie! of certain country. Graph 4 shows
us annual average inflation rate (HICP) in Czecpu®éc, Slovakia and European Union.
HICP means Harmonised Indices of Consumer Pridesy Tare designed for international
comparisons of consumer price inflation. HICP igdidor example by the European
Central Bank for monitoring of inflation in the Hwamic and Monetary Union and for the

assessment of inflation convergence®.”

% http://epp.eurostat.ec.europa.eu/tgm/web/tablefgemon.jsp
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Graph 4 — Annual average inflation rate (HICP) re€h Republic, Slovakia & EU27
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Since year 2005 was Inflation in Czech Republiadilg growing. From 2005’s
1,6% to 6,3% in 2008. It is quite high increasey-4i¥%. But in between years 2008 and
2009 appeared strong decrease — by 5,7%. Betweea 8609 and 2010 Inflation rate in
Czech Republic stayed almost the same.

Inflation rate in Slovakia was changing rapidlyveeén years and it was following
certain trend — one year it was very high (for egbn¥,5% in 2004) and the next year it
fell down dramatically (for example 2,8% in 200But the overall trend is decreasing, we
can see, that the data are lowering. The differéetereen inflation rates in 2004 (7,5%)
and 2010 (0,7%) is very wide.

In 2009 and 2010 the trends of development as agethe inflation rate in Czech

Republic and Slovakia was quite similar as in EesspUnion.
4.3 Development of Unemployment
Another very important indicator is unemploymenteraUnemployment rate

represents the total number of unemployed peoplieleti by total number of workforce

(people able to work — employed and unemployed).
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Graph 5 — Unemployment rate in Czech Republic &/&kea in %
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As we can see in Graph 5, Unemployment rates irclC&epublic and Slovakia
was following the same trend. In both countries wasmployment rate decreasing since
year 2004 until 2008. But in 2008 the unemploymaté in both countries began to grow.
The main difference between unemployment ratesziecl Republic and Slovakia is, that
Czech unemployment rate is almost two times lowntSlovakian every year. For
example:

2004 (highest data in tracked period):

- Czech Republic: 8,3%
- Slovakia: 18,1%
- Difference: 9,8%

2008 (lowest data in tracked period):

- Czech Republic: 4,4%
- Slovakia: 9,6%
- Difference: 5,2%
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4.4. Public Budgets

In this part of this bachelor thesis is analyzedettfgpment of components of public
budgets of Slovakia and Czech Republic.

4.4.1. State Budget

State budget is a plan of state’s financial manageror one year. It operates with
revenues (from taxes, duties, etc.) and expensgeiises on running the state). In the
following tables 3 and 4 we can see the revenuetanfirst row, expenditures in the
second row and the balance of state budget inhihe tow. Balance of the state budget is

the difference between revenues and expenditures.

Table 3 — Development of State Budget in Czech Blep(in milliards of CZK)

Source: Czech Statistical Office

Table 4 — Development of State Budget in Slovaikiar(lliards of SKK)

2004] 2005 2006 2007 2008 2009 2010
242 258 291 322 342 10 540{ 10 900
312 292 323 345 363 13 332| 15 337

—?ﬂ -’3’3 -‘3’1 -.23 -21 -2 75?1 -4435

Source: Slovakian Statistical Office
Note: Data for years 2009 & 2010 are in thousantlewos, because Slovakia is member
of eurozone since™January of 2009.
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Graph 6 — Comparison of development of Balanceseuftral state budgets in Czech
Republic and Slovakia
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Source: Czech Statistical Office & Slovakian Statié Office
Note: Years 2009 & 2010 aren't included, because&lia is member of eurozone since
1% January of 20009.

As we can see in the Graph 6, which compares tlentes of state budgets of
Czech Republic a Slovakia, all the data are negalivmeans, that both countries had
higher expenditures than revenues in all yearshenttacked period of time. This fact
means, that both countries had deficit state bsdget

The worst years for Czech state budget were 20@4 2806 (balance almost
reached -100 in these years). In 2008 the balahdezech state budget reached -19,4
milliards CZK, but year later it fell down to -192(as we can see in table 3).

The Slovakian balance of state budget was growinges2004 (- 70 milliards
SKK) until 2008 (- 21 milliards SKK). But since 200when Slovakia joined Eurozone,
balance of it's state budget started to sink.

Both countries followed the same trend again. Bxitite budget balances were
growing since 2004 until 2008 (with one exceptiobetween years 2005 and 2006 the
balance of Czech state budget fell down) and s29€9 both of them started to sink.
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4.4.2. Public Debt

Public debt of the given country contains total tdebthe government and local

government units (towns, etc.).

Table 5 — Development of Public Debt in Czech Répym milliards of CZK)

104 915

| 847 729] 885 381] 948 276] 1 023 724
' ' ' 30.0

30.1 29.7 294 23.0

Source: Czech National Bank
Note: Data for year 2010 weren’t available at tihme of writing this thesis

Table 6 — Development of Public Debt in Slovakrarilliards of EUR)

296 278

342

18 726]
45

Source: Slovakian Ministry Of Finance
Note: Data for year 2010 weren’t available at tihmé of writing this thesis

In the tables 5 and 6 we can see (in the first ydies total public debt of the given

country and (in the second rows) the debt countédearate of GDP in the given country.
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Graph 7 — Comparison of Public Debt at the rat€ P in %
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Source: Czech National Bank & Slovakian MinistryFfance
Note: Data for year 2010 weren’t available at timaé of writing this thesis

In the graph 7 we can see comparison of public sdebtCzech Republic and
Slovakia counted at the rate of GDP in %.

At this case situation of both countries was dewelg differently. In the Czech
Republic was the public debt quite stable indicdtetween years 2004 and 2008. It did
change, but no dramatically, it was never more that%. Until 2009, when it grew from
30% to 35%.

At the beginning of tracked period of time (2004 sathe public debt in Slovakia
41,5% and it started do decrease annually. It veasedsing until 2008 — to the value of
27,8%. Than it started to grow to the final numakd5,4% in 2009.

In 2004 was Slovakian public debt much higher ttienCzech one. Czech public debt was
lower by 11,4%. But in 2006 and 2007 the publictdebboth countries were almost
identical (with differences less than 1%). In 2@I8vakian debt got lower by 2,2% than
Czech public debt. In the final year of our trackedtiod of time, both debts were almost

identical again.
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4.4 .3. External Debt

This indicator is very closely connected with deyshent of balance of payments.

External debt describes debt of residents (homjesis) of the given state.

Table 7 — Units of External Debt of Czech Repubhcrnll USD)

448 sm 260.7
a&m;-i a’ﬁ&ﬂ 11832.7 ma#. 7 19560.6|
419 :«:43 865 683  923] 2041
31 FE FE 0.5 0 0
11306.3] 10901,1] 130751 _ 21133] 249365 22341
B4282| 82405 94141 15167 17336.7| 14563.F
2877.1] 26606 3661 5966 7598.8| T7777.5)
20040.8] 191395]  24059]  29170] 30437.3]  34030|
5519] 51027 56678 7810,2] B7657| 91483
145218 14036.8| 18391.3| 21359.8] 21671.7| 248817
70983 71361 81095 104938 123523 101524
452407 46452 8| 57179.7| 76043.4| B3088.3] 86548.9]

Source: Czech National Bank (ARAD data series Byste

Note: Data for year 2010 weren’t available at tihmé of writing this thesis

Table 8 — Units of External Debt of Slovakia (inI.thSD)

Source: Slovakian National Bank

Note: Data for year 2010 weren’t available at tihmé of writing this thesis
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Table 7 and 8 describes external debt of Czech Iitiepand Slovakia. First three
rows describes the government debt and it's comgsnaext three rows describes the
debt of monetary authorities of the given countrgxt three rows describes the debt of
banks of the given country, next three rows costaisita about the debt of other sectors of
the given country, next row describes intercomplmding in the given country and
finally, the last row shows us the total externglbidof the given country.

In table 7 we can see, that external debt of Czpmlernment was constantly
growing between years 2004 and 2009. We can alep that the main part of the
government’s external debt were long-term debtsthadhort-term debts represented very
small part of the overall government’s externaltd&xternal debt of Czech National Bank
has risen dramatically between years 2004 and 2008 41,9 to 243 mil. USD), than
between 2005 and 2006 it fell down again (from 2436,5 mil. USD). After that it
remained more or less constant until 2009, whegratv up to 204,1 mil. USD. We can
see, that the main part of Czech National Bankereal debt are the long-term debts.
Overall external debt of Czech banks was almosstemily growing between years 2004
and 2008 — from 11305,3 in 2004 to 24935,5 mil. UBR008. Between 2008 and 2009 it
fell down a bit from 24935,5 to 22341 mil. USD. Beg part Czech bank’s external debt
were the short-term debts. Total external debttioéiosectors in Czech Republic was also
constantly growing — from 20040,8 in 2004 to 34080. USD in 2009. Main part of
Czech’s other sectors external debt were the leng-tdebts. Intercompany lending was
growing steadily between years 2004 and 2008 — ff@98,3 to 12352 mil. USD. But
between 2008 and 2009 it fell down from 12352 t&304 mil. USD.

Slovakian government’'s overall external debt waswgng almost constantly
between years 2004 and 2009 (with one exceptiondset years 2004 and 2005) — from
6767,1 to 11211,4 mil. USD. Main part of Slovak@avgrnment’'s external debt were the
long-term debts, in fact since year 2006 Slovalkigegnment had no short term external
debt. National Bank of Slovakia's external debwesy interesting. The overall external
debt was developing relatively normally — from 2042008 it has grown from 133,6 to
220,4 mil. USD, but between years 2008 and 200@awvenote very significant increase —
from 220,4 to 21702,5 mil. USD. It was caused bgrerous short-term debt in 2009.
Between 2004 and 2008 the short-term external oeBtational Bank of Slovakia was 0

and the whole external debt was created by long-teabts. Total external debt of banks in
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Slovakia was increasing almost constantly betwe@842and 2008 (again, with one
exception between 2004 and 2005) from 5876,5 t&@26mil. USD. Between years 2008
and 2009 the external debt of Slovakia’s banks delvn from 18656,2 to 7765,4 mil.
USD. Main part of overall external debt of banksSiovakia was created by short-term
debts until 2009, when the short-term and long-texternal debts was almost in balance.
Overall external debt of other sectors in Slovakia very small changes between 2004
and 2009 - the difference between overall extedeht in 2004 and in 2009 is 2756,3 mil.
USD. Also the short-term and long-term debts wémngoat balanced between years 2004
and 2009. Intercompany lending in Slovakia has lewing constantly between years
2004 and 2009 — from 3762,4 to 14654,5 mil. USD.

Graph 8 — Comparison of total External Debts of dbz&epublic & Slovakia (in mil.
USD)
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Source: Czech National Bank (ARAD data series sys€eSlovakian National Bank

Note: Data for year 2010 weren’t available at timaé of writing this thesis

Graph 8 graphically illustrates the developmenttaifl external debt of Czech
Republic and Slovakia. We can see that both of thvare constantly growing between
2004 and 2009 and that the Czech total external \@ab always higher than Slovakian
total external debt. Czech total external debtdrasvn from 45240,7 in 2004 to 86548,9
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in 2009 and Slovakian total external debt has grénom 23763 in 2004 to 65314,1 in

2009.

4.5. Balance of Payments

In this part we can find collected data concerridadance of Payments of Czech

Republic and Slovakia. In the following tables a&agptured the developments of both

countries Balance of payments, divided into Curesount and it's components, Capital

account, Financial account and it's componentxrEr& Omissions and Reserve assets.

Table 9 - Balance of payments of Czech Republienfiions of CZK)

-147455.7] -39826.1| -77 1938 -113077.2 -22891.8)] -114 7958 -139 1921
-13384.00] 5936550| 65094.00{ 12061680 102 722 40 81 130,20 53 954 40
1656440 36837.10] 4508840 48 70710 65 858.70 85 181,20 66 069,00
-166 637.90( 143 427,60|-166 942.80| -255 B52.70 174 275,50| -251 736,10  -257 704,40
6 001,80 723490) -2043340] -27 748,50 -17 19740 -9431.10 -1511.10
-14 186.50 468930 845460 18 568,80 30 378.80 4184620 34 024 90
177 312,00) 154 767.40) 92 417.90] 125 803.90 59049.70] 154 186,70) 182 129.30
101 776.30) 279 630,50] 90 261.70] 173 064.00 36 326.80 37 693.90 97 006.20
53 032.50) -81243.80| -26 88250 -57 23210 -9145.40] 158 BEE.00[ 157 40210
2571120 40 820,70 35 276,60 267570 45 868.90)  -34 461,00 -68 174 .60
-8 887,60] -26779.00] -21604.30| -16629.00 -26 42540  -25 590,60 -35 537.00
6 78220] 892851600 -207440| 1566650 -40111.30] -60 646.50 41 425 10

Source: Czech National Bank

Table 9 illustrates Balance of payments of CzecpuRkc between years 2004 and

2009. Balance of payments of Czech Republic haplssiin all monitored years. This

situation appears, when surpluses on Capital andnEial accounts together are higher
than deficit of Current account. The higher surplias in year 2005 (92,8 milliards CZK)
and the lower surplus was in year 2006 (2 millig®d¥).

Shortly after year 2004 we can very big grow ofptus, which was according to me

caused by joining the European Union.
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Table 10 - Balance of payments of Slovakia (inion$ of SKK)

2004 2005 2006 2007 2008 2003 2010

-106 358,1)] -126 1028 -130 031.2 97 6111 -132 2384 -2 2642 -1878.3

49 550.00) -7399200) -77184,30) -21840.90 -21 506.00 946,10 402,20

8 631.20 993990 22454 50 13 111.60 -14 676,00 -1 246,20 -755.60

-70 897 .40] 62 525.90) -73 685.80) -77792.00 -69 138,20 -1287.90 -1134.70

545810 475200 -1615.70( -11089.80 -26.916.20 -676.20 -391.00
tal 4 412,00 -557.401 121610 11 345,90 24 267,20 463,90 742,50
Financial account 154 853,90 187 504,60 44 300,80 176 757,00 154 852,70 2 958.40 -259.30
investm 96 435.30( 70 6393.30) 124 173.10 73 614.60 &7 365.70 -346.70 -473.60
28 885.10) -30214.80] 4823540 17 634,60 50 332.90 -928.00 -1 38710

26 987.40) 148 094.90)-122 689,90] 119 336.50 40 732,90 3 967.20 1659.40

2297300 10598.00f &8 250,60 543920 -50 297 10 -1724.70 139550

-55 205.10)  -71442.40| 7809590) -95971.00 3 395.60 566.60 0.60

2009| 2010
-66211.3 -56615.8
285022 12116.7
-37543 -22769,2
-38799.3 -34183.9
-20371.2 -11778.3
13975.5 22368.6
891248 8117
-10444 .7 -14267.7
-275956 41767 .8
119515.9 499911
-51958.3 420408
170694 18.1

Source: Slovakian National Bank
Note: The blue part of table for years 2009 & 204.@ millions of EURO, because off 1

January of 2009 Slovakia became part of eurozohe.drey part of table for years 2009

& 2010 is in SKK, converted using the exchange fatm T of January of 2009, which
was 1 € = 30,1260 SKK.

Table 9 illustrates Balance of payments of Slovdigaveen years 2004 and 20009.

Based on this table we can see, that Slovakiambalaf payments had surplus in years
2004, 2005 and 2007. In years 2006, 2008, 20092840 it had deficit. In this table we
can also see significant grow of surplus betweemsy2004 and 2005.
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5. Conclusion

The aim of this bachelor thesis was to analyze @rdpare the development of
economies of Czech and Slovak Republic from maacma@nic point of view after both
countries joined the European Union. Based on dhtay analysis | would like to try to
answer the hypothetical questions, which | statedhe part “Objectives of thesis and
methodology”.

First question concerned level of living of Czecid &lovak citizens. My answer to this
question will be based on my analysis of develogmai gross domestic product,

unemployment and inflation. | believe these arettitee most important macroeconomic
indicators used to assess the level of living tzens of certain country.

Gross domestic product in both countries was grgwaonstantly after year 2004,
with the exception of years 2008 and 2009, but deisline was mainly caused by global
economic crisis. After these two years it startedrow again.

Unemployment rate shows us steady decline betwears Y004 and 2008. Between years
2008 and 2010 it was slowly growing, but this isrig opinion also caused by the outbreak
of global economic crisis.

Inflation rate in Czech Republic was more or leskaibced between years 2004 and
2007. In 2008, with coming of global economic igi grew up rapidly, but right next
year, in 2009 it fell down significantly. Inflationate in Slovakia was declining with
noticeable ups and downs during the tracked tim@sgeBut the values of inflation rate
from years 2004 (7,5%) and 2010 (0,7%) speakddelfi
Based on these facts can be said, that joiningtinepean Union influenced level of living
of Czech and Slovak citizens. And that it was pesiinfluence.

Second question was considering the differencegshen development of the
analyzed countries. In most macroeconomic indisabmth economies followed similar
trends. They both reacted in similar way to jointhg European Union and to the arrival
of global economic crisis. After years 2008 and200hen the strongest impacts of crisis
started to fade away, both economies started o ggain slowly. The biggest difference
is, according to my opinion, in the starting pasitiof Slovakia. And by starting position |
mean the economic level in 2004, which was lowantim Czech Republic. This fact was

mainly given by historical evolution and severdlatfactors, like less industry in Slovakia
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than in Czech Republic, Slovakia is smaller counttith less inhabitants than Czech
Republic etc. In addition to these facts Slovakmaast in the middle of economic crisis
joined Eurozone, which I think also unbalanced Skian economy.

The last question was aimed at the problem, whgtueing the European Union
was a positive move or not. Based on the analysi® dh the practical part of this thesis |
think it can be said that it was a positive movelfoth countries concerned. The fact that
in all the most important macroeconomic indicafarboth countries we can see increasing
tendencies since 2004 (again, with the exceptiogeafrs 2008 and 2009, when global

economic crisis appeared) until today, supportstbinclusion.
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