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... stable non-oil commodity prices, yet high 
oil prices.
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Financial market conditions remain benign.
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Source: IMF staff estimates.
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EU8: Growth will continue to 
outpace the euro area
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Baltics and Slovakia will continue 
to grow faster than central Europe
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EU8: Euro area activity matters but 
effect varies
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And euro-area exports matter 
even more for EU8 exports
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EU8 and Emerging Market Growth: Raising EU8 and Emerging Market Growth: Raising 
labor utilization key to growth in the regionlabor utilization key to growth in the region
(Contribution to GDP growth, in percent)(Contribution to GDP growth, in percent)

-4

-2

0

2

4

6

8

90-
94

95-
99

00-
04

90-
94

95-
99

00-
04

90-
94

95-
99

00-
04

90-
94

95-
99

00-
04

90-
94

95-
99

00-
04

CEE-5 Baltics East Asia Latin America OECD

-4

-2

0

2

4

6

8

Employment Capital
TFP Overall GDP Growth



EU8:Large Current Account deficits come 
with high growth 

EU8: Higher Current Account Deficit Countries
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Fortunately, emerging market financing is 
plentiful…
(Billions of U.S. dollars)
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while smaller deficits are almost fully 
FDI-financed
(In percent of GDP)

Source: IMF staff calculations.

Lower deficit countries

0

5

10

2000 2001 2002 2003 2004 2005
proj.

2006
proj. 

0

5

10

2000 2001 2002 2003 2004 2005
proj.

2006
proj. 

Current account deficit FDI

-4

1

6

11

2000 2001 2002 2003 2004 2005
proj.

2006
proj. 

Czech 
Republic

Poland

Slovak Republic Slovenia



80

90

100

110

120

130

140

2002 2003 2004 2005

Estonia Latvia
Lithuania Slovenia

EU8: exchange rates have edged up
(Nominal effective exchange rates, Jan. 2002 = 100)

Source: IMF staff calculations.

IT countriesERM2 countries

80

90

100

110

120

130

140

2002 2003 2004 2005

Czech Republic Hungary
Poland Slovak Republic



-2

0

2

4

6

8

10

12

14

2000 2001 2002 2003 2004 2005 2006
proj.

Euro area Estonia
Latvia Lithuania
Slovenia

EU8: inflation subdued in most countries 
but oil prices a risk
(Annul percent change)

Source: IMF staff calculations.

IT countriesERM2 countries

0

2

4

6
8

10

12

14

2000 2001 2002 2003 2004 2005 2006
proj.

Euro area Czech Rep.
Hungary Poland
Slovak Rep.



Major risks to the projectionsMajor risks to the projections::

Oil price increasesOil price increases

Unwinding global imbalancesUnwinding global imbalances



EU8: Oil Price increases will hurt Inflation 
& Growth but not by much
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Growing global imbalances are a risk
(In percent of world GDP)
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Sources: OECD Analytic Database; World Bank, World Development Indicators; IMF staff 
estimates.
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Positioning EU8 to reduce Positioning EU8 to reduce 
vulnerabilities to global risksvulnerabilities to global risks——

Special IssuesSpecial Issues

Understanding fast credit Understanding fast credit 
growth growth 

Keeping debt at prudent levelsKeeping debt at prudent levels



BanksBanks’’ lending to the private sector is growing lending to the private sector is growing 
fast in some countries.fast in some countries.

*Greece 1997-2000

**Czech Republic 2002-2004

Source: IFS, national authorities, IMF staff calculations

-4
-2
0
2
4
6
8

10
12

L
at

vi
a

Es
to

ni
a

L
ith

ua
ni

a
H

un
ga

ry
Sl

ov
en

ia
Po

la
nd

C
ze

ch
Sl

ov
ak

ia
Ir

el
an

d
Po

rt
ug

al
G

re
ec

e
Sp

ai
n

Fi
nl

an
d 

Sw
ed

en
 

Th
ai

la
nd

In
do

ne
si

a
K

or
ea

EU8: 
2001-04

Asia:
1993-97

Non-core EMU: 
     1995-98*

Scandinavia: 
1984-89

Average growth of credit to the private sector (in percentage points  of GDP) 



Indebtedness corresponds to income levels.Indebtedness corresponds to income levels.
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Private sector debt has still some way to grow.Private sector debt has still some way to grow.

*Greece (Q1.1999)

Source: National authorities, calculations based on Schadler et al. (2005)
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Households increasingly borrow in foreign currency. Households increasingly borrow in foreign currency. 

EU8: Credit denominated in foreign currency 2001-2004

(calculated at constant 2000 exchange rates)

Source: National authorities, IMF staff estimates
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Banks that lend in foreign currency rely increasingly on Banks that lend in foreign currency rely increasingly on 
foreign funding.foreign funding.

Source: National authorities, IMF staff estimates

*Residents only, except for CZ and EE.
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Credit growth raises concern about overheating in Credit growth raises concern about overheating in 
some countries .some countries .
EU8: Current account balance 2001-2004 and asset prices 2003-2004
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Debt ratios are high in some countries in Central Europe.Debt ratios are high in some countries in Central Europe.
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Few countries have used the benign global environment Few countries have used the benign global environment 
to undertake fiscal adjustments.to undertake fiscal adjustments.
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Primary spending in Central Europe is high, suggesting Primary spending in Central Europe is high, suggesting 
that fiscal adjustments should start at expenditure side.that fiscal adjustments should start at expenditure side.

Source: Eurostat

EU8: Primary expenditure, 2000-04 average
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The Baltics and Slovakia have reduced spending.The Baltics and Slovakia have reduced spending.

Source: Eurostat
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Flat taxes are popular in the region.Flat taxes are popular in the region.

PIT rates CIT
 before the reform rate

Estonia 1994   241/ 16,24,33   242/

Lithuania 1994 33 Rates 18-33 15
Latvia 1995 25 Five rates 15-35 15

Slovakia 2004 19 Five rates 10-383/ 19
Russia 2001 13 12-30 37

Ukraine 2004 13 10-40 25
Georgia 2005 12 12-20 20

Romania 2005 16 18-40 16
Poland   20084/ 18 19,30,40 18

Slovenia 20075/ 20 Five rates 17-50 25
Czech Rep. after 20066/ 15 Four rates 15-32 15

5/ Proposed by Council of advisors to the government.
6/ Proposed by opposition party ODS

1/ The rate was introduced at 26 percent, with a phased reduction to 20 percent by 2007.
2/ Estonia subsequently reduced the CIT on retained profits to zero, with dividends taxed at the PIT
3/ On average production earnings, the average PIT rate was about 20 percent.
4/ Proposed by  the outgoing government. 

Flat tax rates, implemented and under discussion

Year PIT rate
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17. EU15 Per Capita GDP Stuck at about 70 
Percent of US
(ratio of per capita GDP in 2000 PPP dollars in Europe to that in the United 
States)
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Source: IMF staff estimates.
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19. Employment Rates Still Far from 
Lisbon Targets
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