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EU8 countries are catching up rapidlyEU8 countries are catching up rapidly
Real GDP per capita growth (period average, in percent)
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*ME&A – Middle East & Africa, ** WH – Western Hemisphere



Factors supporting per capita growth in the EU8Factors supporting per capita growth in the EU8
Results from a large Results from a large -- scale regression analysis scale regression analysis 

( Schadler, ( Schadler, ModyMody, , AbiadAbiad and Leigh, 2006)and Leigh, 2006)

Low initial per capita income (esp. Baltics)Low initial per capita income (esp. Baltics)
Slow population growthSlow population growth
Growth in export markets (esp. Baltics)Growth in export markets (esp. Baltics)
Good institutional development indices Good institutional development indices 
(but governments are larger and (but governments are larger and 
educational standards lower than in Asia)educational standards lower than in Asia)
European integrationEuropean integration



Increasing labor utilization and maintaining Increasing labor utilization and maintaining 
productivity growth are key to sustaining productivity growth are key to sustaining 

convergence convergence 

EMsEMs: Contributions to GDP growth: Contributions to GDP growth
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Specific challenges:Specific challenges:

1.1. Increasing employmentIncreasing employment
2.2. Providing a flexible business Providing a flexible business 

environmentenvironment
3.3. Efficient use of foreign savings, while Efficient use of foreign savings, while 

keeping vulnerabilities in checkkeeping vulnerabilities in check
4.4. Adjusting fiscal policies to support Adjusting fiscal policies to support 

growth, including efficient use of EU growth, including efficient use of EU 
fundsfunds

5.5. Euro adoptionEuro adoption



Employment rates are recovering only slowly.Employment rates are recovering only slowly.
Employment rates in EU8Employment rates in EU8

Source: Eurostat.
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Tax wedges are one of several Tax wedges are one of several 
disincentives to employmentdisincentives to employment

EU and EMs: Tax wedge*, 2004

Source: OECD
* labor cost/ take-home pay



Source: IMD World Competitiveness
* Excluding Lithuania and Latvia
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Flexibility and adaptability (0-10) Adaptability of companies (0-10)
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A flexible business environment is essential A flexible business environment is essential 
for sustaining convergencefor sustaining convergence

Hong KongHong Kong

Czech Rep.Czech Rep.

Slovak Rep.Slovak Rep.

Hong KongHong Kong

Czech Rep.Czech Rep.

Slovak Rep.Slovak Rep.



Structural policies need to focus on Structural policies need to focus on 
improving the business environmentimproving the business environment



The NMSs have increased the use of foreign 
savings

Current account deficit (period average, in percent of GDP)
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Change in net debt position  (2001-2004)

Change in net equity position (2001-2004)

Source: Milesi-Ferretti and Lane,  “External Wealth of Nations” database

Equity inflows dominate IIPs, but debt inflows 
have contributed in some countries

EU8 and EMs: International Debt and Equity Position



The size of government has some effect on growth

Source: Eurostat.
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Few countries have used the benign global Few countries have used the benign global 
environment to undertake fiscal adjustmentsenvironment to undertake fiscal adjustments

EU8: Structural Fiscal Balances (in percent of GDP)

Source: IMF staff estimates
* data for 2004

Max prudent fiscal deficit
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EU funds present a huge growth opportunity, if 
efficiently used

Average annual commitments for 2007-2013 
(in percent of GDP)
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Euro AdoptionEuro Adoption

Increased tradeIncreased trade
Greater policy discipline Greater policy discipline 
Reduction of risk Reduction of risk premiapremia, investment, investment
Elimination of currencyElimination of currency--related related 
vulnerabilitiesvulnerabilities

But: But: Conditions need to be right, Conditions need to be right, 
especially sound fiscal policies and a especially sound fiscal policies and a 
flexible economyflexible economy



ConclusionsConclusions

Huge growth opportunitiesHuge growth opportunities
EU membership (including EU funds of up EU membership (including EU funds of up 
to 4% of GDP p.a.)to 4% of GDP p.a.)
Outsourcing from Western Europe with Outsourcing from Western Europe with 
attendant capital inflows and productivity attendant capital inflows and productivity 
improvementsimprovements

But:But:
Competition from the EastCompetition from the East
Momentum for structural reform is Momentum for structural reform is 
petering outpetering out
Need to contain vulnerabilitiesNeed to contain vulnerabilities




