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THE FALLING SHARE OF WAGES
IN GDP, 1975-2005

Wage share in the USA, Japan and the EU-15, 1975-2005
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* bereinigt um Veranderungen der Beschaftigtenanteile

Quellen: European Economy, 6/2002 und 6/2004, Statistical Annex, jedw eils Table 32 —EU-15 #—USA Japan




GAP BETWEEN PROFITS AND INVESTMENTS
EU-15, 1975-2005

u Shares of profit and investment in the EU-15, 1975-2005
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FINANCIAL WEALTH/GDP RATIO
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Source: International Monetary Fund: Working Paper WP/06/69, S. 35



DISPERSION OF THE DEVELOPMENT
LEVEL IN EU27
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SOME RELEVANT ECONOMIC INDICATORS OF
NMS IN 2007

1) (2) (3) (4) () (6) (7) (8)

BG 38.1 6.3 7.6 6.9 -21.5  -1133 81 1.29
CZ 81.3 6.8 3.0 5.3 -3.3 -36.6 96 0.77
EE 70.6 10.4 6.7 4.7 -17.3  -75.0 99 1.62
LT 58.0 11.9 10.1 6.0 -229  -79.6 57 2.90
LV 61.0 7.8 5.8 4.3 -13.7 -499 90 1.53
HU 63.5 4.1 7.9 7.4 -4.9 -109.9 95 1.32
PL 53.8 6.2 2.6 9.6 -3.7 -459 70 1.15
RO 40.6 8.2 4.9 6.4 -141 -458 89 1.27
Si 90.9 5.9 3.8 4.9 -4.9 -21.9 35 1.60
SK 68.6 8.5 1.9 11.1 -5.7 -49.7 96 0.86

(1) development level EU27=100; (2) GDP growth; (3) inflation rate (4) unemployment rate;
(5) current account/GDP; (6) net financial position/GDP; (7) share of foreign banks in
assets; (8) loan to deposit ratio, July 2008;



ECONOMIC INDICATORS OF FMS BEFORE

THE CRISIS

1) (2) 3) (4) (5) (6) (7) (8) (9)
AL 25 6.0 2.5 -3.8 -11.3 5.7 19.1 - -
BiH 21 5.8 6.5 -1.4 -15.3 5.1 - 76 1.05
BG 38 6.3 10.3 3.5 -23.5 22.6 99.8 81 0.83
CR 56 3.0 5.1 -2.3 -10.3 8.4 89.1 91 1.15
MAK 30 4.6 2.0 0.6 -3.1 4.2 - - -
MLD 19 3.0 12.3 -0.3 -15.2 10.1 - - -
MTG 33 7.0 4.3 3.0 -36.2 37.1 - - -
RO 41 8.0 6.2 -2.5 -14.1 5.9 31.7 89 0.94
SR 33 7.0 9.5 0.5 -13.2 5.5 61.0 79 1.06
TR 42 2.7 11.0 -2.5 -5.8 3.4 41.6 24 0.72

GDP/cap, EU=100; (2) estimated GDP growth in 2008; (3) inflation; (4) budget balance/GDP%o,
(5) current account/GDP%; (6) FDI/GDP%; (7) debt/GDP %, (8) share of foreign banks %o,
(9) loan/deposit ratio;

Sources: Eurostat, EBRD, Unicredit
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THE CAUSES OF PROBLEMS IN NMS AND FMS

ternal vulnerability of NMS and FMS has been enhanced
(1) by small size of the countries,
(2) transition based on Washington consensus,
(3) FDI addiction, and
(4) too rapid convergence of standard of living enabled by foreign savings;

The global credit reduction is hitting NMS and FMS with large external
financing needs particularly hard;

Continued exposure of parent banks is critical for NMS and FMS
development to weather the storm;

The recession in EU will hit NMS and FMS most through increased
competition and resulting decrease of export demand



THE SHARE OF INCOME ACCOUNT
DEFICIT IN CURRENT ACCOUNT DEFICIT
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REACTIONS OF EU TO FINANCIAL CRISIS

A Confusion —mantras on Lisbon strategy which consists of empty words on
knowledge based society (though knowledge is at least as mobile as capital)
and which is based on irrelevant supply side economics;

A EU disregards the Stability Pact;

A EC began to ignore the competition rules; subsidies to banks are suddenly
consistent with competition;

A The privatization religion is replaced by provisional nationalizations

A ECB discovers that deflation is worse than inflation, EC proposes fiscal
package (130 billions €)



THE POLICY MEASURES OF ECB AND
GOVERNMENTS TO STOP THE SPREAD OF
* FINANCIAL CRISIS

- Various channels for liquidity provision increasing base
money MO

- State guarantee schemes for bank debt instruments, to
enhance the money multiplier;

- Increased or full coverage of deposit insurance to retain
demand deposits;

- Recapitalisation of distressed banks to increase credit
potentials and trust in the banking system;

- Flexible treatment of accounting rules



WHAT CAN A NEW EU MEMBER COUNTRY DO
TO AVOID CRISIS? NOTHING OR NOT MUCH!

*try as economic entity should be able:

to print money; to collect taxes; to control the flows of goods,
labor, and capital over its borders; to create rules of the game —
economic system.

Indeed,
1. monetary policy is shifted to ECB;
2. fiscal policy is restricted by Stability Pact;
3. countries cannot control flows of goods and capital;
4. “acquis” form economic SYy
5. countries are small, trade is linked to EU;

6. financial sector Is foreign owned and a great deal of other
sectors as well, the central bank is powerless



THE RISKS FOR OTHER COUNTRIES

| THE EFFECTS OF EUROZONE POLICIES ON

A Deposit and inter-bank guarantees put countries with weak
fiscal credibility at a disadvantage

A Spillover effects of ECB policies: discrimination between EMU
and non EMU countries (liquidity facilities, sovereign bonds as
collateral, foreign exchange risks)

A The role of a central bank if the whole banking sector is
foreign owned

A Bank recapitalization: implicit call to shrink balance sheets in
CEE subsidiaries rather than at home



COULD OTHER COUNTRIES FOLLOW
SLOVENIAN TRANSITION MODEL ?

0. TING POSITION: level of development; openess of the country; costs
and benefits of separation from Yugoslavia; heritage of selfmanagement
and social property; survival of the old economic and political elite;

*khkk

1. PRIVATISATION: specific model of decentralized, distributional, and
gradual transformation of social property;

2. MACROECONOMIC STABILIZATION: benefits of ignoring Washington
consensus, gradualism versus shock therapy, floating exchange rate;

3. MICROECONOMIC RESTRUCTURING: gradualism versus shock
therapy, slow decentralized restructuring, retiring rather than firing,
cautious approach to FDI;

4. CREATION OF ANEW ECONOMICSYSTEM:EU conver genc
and transformation from a country to a region;



