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1. Intro
Two legs for country survival T macro and micro

U Two speed EU ? Different impacts of the crisis on
peripherial EU member states/PIGS vs. core&Cz&Sl|

U Long vs. short-term responses to the development

U What are key interrelated legs based upon rules?
V First leg 1 macroviability - fiscal structural
V Second leg - competitiveness

U Unique features of Czech & Slovak economies
(export oriented, low loan/deposit ratio, low share

of FX loans, low Iinflation and interest rates etc.) -
better than PIGS

U Future strategy ofthe CR & SIT APl GSO0 wo©rou
NFI ntyped /ho Ge-r ynp@uantry?
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Industry production: decent Czech
Republicmore volatile Slovakia
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Export:Both countries trade surplus
with EU2 but trade deficit with the rest

.
.

A Trade surplus with both
EU27 and the rest of the
world

A Trade deficit with EU27,
trade surplus with the
rest of the world

A Trade surplus with
EU27, trade deficit with
the rest of the world

A Trade deficit with both
EU27 and the rest of the
world ’
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High integration: 86% of Czech exports to EU, majority EU ownership of Czéch banks & firms
Source Eurostat (2009) data for 2008




CZ&SIEXxports to the rest of the world:
so farnot Important except for Russia
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Exportsas a share of the world total: not rising sin
the crisis any moremutual trade still significant
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Macroeconomic impacts of the crisis on peripheral EU member states versus
CR & Sl

Gross Government Debt - 2008 and 2010
(% GDP) 2008 M Increase 2008-2010
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U High debt/HDP ratio of PIIGS while debt of CR & Sl relatively low

Source: FITCH
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(Netlendingor) Net borrowing should
be limited due to currengmt efforts
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Government consolidated groggbt still
relativelylow butthreatened by structural deficit
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Macroeconomic impacts of the crisis on peripheral EU member states versus
CR & Sl
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Why low CDS spread in Finland and high in Belgium

Source: Thomson Reuters, quotes in bps for sovereign 5Y credit default swaps until November 15, 2010 14



Macroeconomic impacts of the crisis on peripheral EU member states
versus CR & Sl
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Macroeconomic impacts of the crisis on peripheral EU member states versus CR & Sl

Eurozone PIIGS countries credit risk reflected by the market (CDS)
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Macroeconomic impacts of the crisis on peripheral EU member states versus CR & Sl

Eurozone PIIGS countries credit risk reflected by the market (T-bonds)
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U Situation is getting more costly for Greece, Ireland and Portugal again.
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Source: Thomson Reuters, data in % for 10YT until November 15, 2010
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Macroeconomic impacts of the crisis on peripheral EU member states
versus CR & Sl

CDS in CEl
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U Currently CDS spread is relatively low in the CR (76) and Slovakia (71)
compared to some CEE countries such as Hungary (314) and Romania
(286) and all PIIGS eurozone member states (range within 1861 892)

Source: Thomson Reuters, quotes in bps for sovereign 5Y credit default swaps until November 15, 2010
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Macroeconomic impacts of the crisis on peripheral EU member states versus CR & Sl
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U ..relatively low CDS spread implies relatively low Treasury bond yields in
the CR (3.625%), Slovakia (3.922) but sustainable ?

Source: Thomson Reuters, data in % for 10YT until November 15, 2010
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Fiscal sustainability

épl anned d éscaldefeis inthg CR (% GDP)

EU27 EU10 Czech Republic

0.0

-1.0 A

-2.0 -
2009

W 2010

-3.0

-4.0 -
2011

-5.0 ~

-6.0

-7.0 A

-8.0

U Implying relatively low Treasury bond yields in the CR
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Competitiveness supported by the innovation and institutions
Two types of competitiveness

U Price/cost competitiveness

V Higher productivity growth vs. prices/salaries
(some Euroarea members 1 ESP, GRE etc.)

U Non-price competitiveness
V effective state administration
V indices of competitiveness include innovation
A World Bank/Doing Business

A World Economic Forum/The Lisbon Review
Global Competitiveness Report

A The EIU - IT industry competitiveness index
A The IMD in Lausanne etc.



Decreasing competitiveness of PIIGS ( Eur o
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direct biataral trade and third country competitivenass. Source: 8IS
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Competitiveness supported by the innovation and institutions
Price/cost (un)competitiveness 1 Spanish case

Table 1: Indicators of the competitiveness of the Spanish economy

Relative  Relative wage costs Manufacturing/total  Construction/total Current account
labour costs * in manufacturing**  employment (%) employment (%)  balance (% of GDP)
1998 100.0 100.0 18.6 9.8 1.1
1999 100.7 97.4 18.4 10.4 -2.7
2000 102.2 100.0 18.1 11.1 -4.0
2001 102.9 100.9 17.8 11.6 -4.3
2002 103.3 101.6 17.6 11.7 -3.8
2003 104.0 104.9 17.1 11.8 -4.0
2004 105.7 107.6 16.7 12.1 -5.9
2005 107.9 1119 16.1 12.5 7.5
2006 110.5 1156 15.5 12.8 -9.0
2007 113.0 118.3 14.9 13.1 -10.0

Source: Bruegel calculations based on AMECD and Price and Cost Competitiveness Databases. Note: * REER vs EU16 based on unit labour costs, total
economy. Normalised as 1998=100; ** REER vs EU1E based on unit wage costs, manufacturing. Normalised as 1998=100
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Competitiveness supported by the innovation and institutions

The EU is still lagging behind the US
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