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Abstract

In deciding about the accession to the ERM Il dreldurozone we
should be interested in the theory of optimum awoyeareas. This
theory defines a number of important charactesstiat should be
followed closely and analyzed by both the countaeseding to the
monetary union and by the existing monetary uniself. Among
these characteristics belong: the price level,rétative prices and
the rate of inflation. From the theory of optimumrrency areas it
follows that after its accession to the currencipnra country has a
better chance to form with it a well-operating miamg union the
nearer are the price levels and the relative piitésose areas. The
rates of inflation should approximately be on tlaense level, too.
Apart from the theoretic definition of this probleimis the aim of
this paper to find if the price level and the refatprices between
the Czech Republic and the eurozone are approdyrat¢he same
level. Unfortunately, we have found that the refafprices of nearly
all the commodities are dramatically lower. Thatwiky from the
point of view of this criterion the Czech Repulibcnot prepared to
accede to the eurozone. With a view to the prigeera fast
accession of the Czech Republic to the ERM Il drel éurozone
should be recommended only most cautiously. ThelCRepublic
may rather be advised not to enter the eurozort@nihe period of
five years. The Czech Republic will probably bepared to enter
after ten years period if the dynamics of harmaiozaof prices do
not change.
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1 Introduction

One of the important problems of these days isofitanum timing of the accession by the
“new” European Union members, including the Czedpudlic, to the ERM Il system and
the eurozone. In order to solve this problem withresponsibly we have to explore carefully
the individual characteristics defined by the tlyemiroptimum currency areas. On the basis of
these characteristics we should be able to deciw#har the country is prepared to accessed
to the monetary union or not.

Inflation is a very important magnitude which idldaved in the content of admission to the
monetary union (or the foundation of a new monetarypn). The economists agree on the
fact that the countries with similar rates of itifa have a better chance to form a well-
operating monetary unionThat is why a lot of them find it suitable for thetes of inflation

of the monetary union and the countries aspiringdimission to be nearly on the same level.
But there are economists who see the problem difter. According to them the similar rates
of inflation are the result of - not the entry regment for - the monetary union’s existence. It
IS a question as to which approach to this proldbould be chosen by the countries desiring
to accessed to the monetary union. As far as thezene is concerned, this dilemma has been
solved by the Maastricht criteria. In our opiniaryanonetary union will have to deal with lot
of problems after its formation and after its exgan. These problems could impair greatly
its future existence. That is why we are of thenam that the entry to the monetary union
should be prepared particularly well. It means #&th member aspiring to admission to the
monetary union should do everything to have esthbt a well-operating monetary union
with the others as early as before the foundatibthe monetary union. If we start to be
interested in the problems of prices we can inasemccupy ourselves with rates of inflation
only.

The aim of this paper is to attempt an analysiallofhe questions connected with the impact
of prices on a monetary union. We will try to foriaie what is to be fulfilled in order that we
could say that from the point of view of these eateristics the country is prepared to enter
and form a well-operating monetary union.

Further we will try to analyse concrete data on@zech Republic, and based on these data to
state whether the Czech Republic is prepared ter éne eurozone. (We will be interested
only in the price criterion.) If the conclusionnsgative (the Czech Republic is not prepared)
we will try to answer the question at what timwill really be prepared.

2 The OCA theory and the price criterion

If we consider it important for the rates of initat to be on a similar level in the countries
that want to accessed to the monetary union, alsaseh those that are already members of
the union, the new members of the European Unionldhenter the eurozone after the price
relations and the price levels have satisfact@ggroximated. Then the objective reasons for
the rise of the rates of inflation will vanish ihet future. There will not be any objective
reasons for a future high inflation. In Table 1 wen see that at present the differences
between the rates of inflation are not significgAt.bit higher rate of inflation (i.e. around 7
percent) can be found only in three counties of Eue27. These countries are: Bulgaria,

! A well-operating monetary union is defined asemgraphical area which using single currency reallang
term higher yields than it would realize if any fpairthat region used its own currency.

An optimum currency area is a geographical areahich there are flexible prices or perfectly mobiiputs, or
the area is so homogenous that all shocks hittiageisymmetric.”

Kaiikova, E.: Teorie optimalnich#novych oblasti a jeji uplani v praxi. Diserténi prace, VSE, Praha 20086, s.
76
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Latvia and Rumania.) This situation is given by thenetary policy of the central banks in
these countries. The central banks are concerdradimd were concentrating greatly in past,
on maintaining internal monetary stability. Accarglito a number of economists the
exclusive watching of the low rates of inflation svanacceptable and it did not take into
consideration the broader needs of the individnahemies. For instanceiRena Vintrova is
one of the economists who do not criticise the rtemyepolicies of only the countries which
want to enter the eurozone. In her opinion sheiders pushing the low rates of inflation of
the “new” European Union members particularly utehle. Vintrova as well as others
mentions the so-called own sources of inflationjciwtautomatically increase inflation in the
transforming economies. These own resources dadtiofi are the still existing deformations
of price levels and price relations. We cannot phiyp have any illusions that the optimum
harmonisation will precede the acceptance of th®.€ln our practical policy the usual
interpretation predominates: the lower the inflatappproximates to zero the better. In the last
five years of inflation targeting ...the Czech NaabBank has hit the goal only in a single
year. In all the other cases the existing inflatias been lower than the target. This result was
not interpreted as a problem: The Czech nationakBws only explained which objective
circumstances have caused this probléB&cause harmonisation of the price relations and
price levels will probably not be effected befdne &accession to the eurozone, a high rise of
the rates of inflation can be expected after theyein this situation we can be afraid of a loss
of competitiveness of domestic economy.

The probably greatest problem is the fact thatgbst-Communist countries in which the
process of transformation has not run through tygtio apply the principles and the rules
which are valid for the stabilised market economiEsese problems are connected with
following risks arising from the economic levelsdaprice levels as compared with the
average of the European Union. If the new membérthe European Union are also to
become members of the eurozone and to form wighrésent countries a monetary union, the
new members will have to reach the same economi k&s the current members of the
eurozon€. This strive will be witnessed by real appreciatifnthe native currencies in the
economies undergoing the process of adaptationl &gmeciation will be effected either
owing to the rise of the price level, or owing tonmnal appreciation. This process will take
longer, so it will not be finished in a few yearghin which the entry by the new members of
the European Union to the eurozone is expected. grioicess is linked with a lot of problems.
“Real appreciation will be linked with the task ¢astain competitiveness and, on the other
hand, the problem of optimum growth of the econ@nrea situation of such low rates of
inflation that would not endanger the monetaryess®f the European Central Bark.”

The first source of real appreciation is a higlade of inflation in the adapting economies. As
it has already been indicated, many economist tifiat this channel is very important, and
that is why they are afraid of a too restrictivdigoon the part of the monetary authorities.
Economists distinguish two types of this processe @pe is the one-off price deregulation,
which causes radical changes of prices, and thendeis a gradual rise in prices linked with
correcting the price relations and the price levels

Harmonising the price relations proceeds over g lp@riod of time. Some prices rise faster
and some rise more slowly. It is generally held tha correction of price relations leads to a
higher rate of inflation, because prices are nastet in the downward direction. Probably, it

2 Vintrova, R.: Konvergence ekonomické Gréva cenovych hladinActa oeconomica pragensi2003,&. 6,
s.131

® Presented in detail in Kiova, E. (2006a): S¢asna a budouci eurozéna z pohledu ekonomické &rovn
¢lenskych a kandidatskych zerm. Agrarian perspectives X\¥°ZU v Praze, PEF, Praha 2006

4 Jané&kova, S.: Roz$bvani eurozény: ¥ktera rizika pro dohajici zen¥. Politicka ekonomie2002, ¢. 6, s.
768
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may not be possible to guess to what extent cangegrrice relations will be projected onto
inflation.

The reason for harmonising price levels may behoagcup with the economic level of the
advanced countries of the existing eurozone. Tikesaf prices is only identifies as inflation,
but in fact it is no real inflation at all. The ei®f prices is caused by higher quality of the
products. Technical progress, and thus also the insthe quality of the products, are a
process testified in all countries. That is why Ehegopean Central Bank sees the inflation of
2 percent as price stability. This leads a numlierconomists to the conclusion that in the
economies catching up on the economic level ofetim®zone the optimum level of inflation
must be higher.

Another very important cause of the price rise, ahin its final effect will lead to
revalorization is the Balass-Samuelson effect. €ffisct is connected with the rise of the part
of capital in production and with the introductiof new technologies into the process of
production. This leads to a rise in the productiwat labour in the sector of tradable goods
and to the pressure on the growth of wage costhdansector of non-tradable goods. The
impact of the Balass-Samuelsidece on the rate of inflation depends on the
shares of non-tradable and tradable sectors iedbromy as well as on the part of the wage
costs in the total costs in the nowldfde sector.

Another source of real appreciation of the curresdfe inflow of foreign capital. The arrival
of foreign capital can lead to excessive homingirapiation of this domestic currency under
which the domestic products will lose competitiveneThat is why there are fears by the
Czech National Bank of the impact of foreign cdpitathe domestic rate of exchange. In the
part the Czech National Bank tried to slow dowrt thgpact of real appreciation whenever it
was considered too fast. On the other hand howsweln behaviour may be problematic,
because the excessive restriction of real appresiatan slow down the growth of the
productivity.

A number of economists perceive as very interestitgy question as to what fastest real
appreciation should the individual countries bewéd without their competitiveness being
endangered. If real appreciation does not cause dbentry any problems with
competitiveness, then this process is clearly pasitin this case the approximation of the
price levels and the price relations means onigeaf the GDP per capita. Real appreciation
happens owing to structural changes, the riseeoptbhductivity and quality of the products.

Summarization:
The discussion concerning the rate of inflatiomggrelations and price levels can be summed
up by saying that a lower economic level corresgaiada lower price level. A low rate of
inflation (equal in all the regions of the futur@netary union) is clearly positive, only if both
the monetary union and the country that is prepaéoceénter the union are on the same
economic level. In the case of the eurozone anddhdidates of admission this does not hold
at all. That is why correction of the price levets)d the relative prices in particular, is
necessary. Prices can be adjusted in the followiag

1. with the help of a higher rate of inflation in ttransforming economies

2. by nominally appreciating currency

3. by a combination of a higher rate of inflation araminal appreciation of currency.

A non-negligible problem of many candidates for rbenship in the eurozone is also the
surviving heritage of the centrally planned ecoresniln these countries this fact is felt
(among other effects) in a high deformation of @sias compared with market economies. In
this content we should not forget that nominal apm@tion can lead to closer relations
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between the price levels only, not the price ref&i That is why the countries that want to
enter the eurozone cannot avoid higher inflation.

3 Preparation of the Czech Republic for the accesm to the eurozone from

the point of view of the price criterion

In the introduction to this paper it is claimedtthi@ aim of the empirical part is to judge the
coordination of the relative prices and the prieeels between the Czech Republic and the
eurozone. In working on the empirical part we hdneen using accessible data. In the
(Kankovd, 2006a) paper we reminded the reader thgtribldem of the current data was the
fact that the values calculated for the whole preBgiropean Union — it means EU-25 or EU-
27, have been taken at their 100 percent heigl. dpproach can be considered problematic,
because in case of the entry of some less premanaatries plus the Czech Republic, our
country would immediately stand at 100 percentrdality, if the European Union is to
function well, the economic level of the new mensbsill have to rise so as to be the same as
the economic level of the center of the Europeaitlnlrhat is why it would be much more
serious if EU-15 is taken as the value of 100 pdrddeither this situation would be ideal.
There are countries, as Portugal or Greece, foclwkU-15 is a hardly attainable goal. The
time inconsistency of these data is another vergontant problem. For instance, if the
relative prices between the years 1999 and 2008acelated at 100 percent for EU-15, and
between the years 2004 and 2005 and at 100 peareBtJ-25, comparison of these data is
problematic. Because there is no possibility ofaobng relative prices for the years 1999-
2005 converted to the same base (e.g. EU-15 fowtiwde period), we have to tolerate that
inaccuracy. Fortunately in 2003, relative prices EdJ-25 were in most cases on a higher
level than 90 percent and we can suppose thatithatisn improving. That is why the
inaccuracy that must be tolerated is in no wayl.fata

In the previous chapter we explained that the cgneloser of relative prices should proceed
primarily via higher inflation. Nominal appreciatiatself cannot solve all the problems. That
iIs why the main question is what the relative mitetween the Czech Republic and the
eurozone look like. Unfortunately, the Czech Statd Institute did not calculate relative
prices between the Czech Republic and EU-15, ntwdsn the Czech Republic and the
eurozone, and only until 2003. Since 2003 the ikadgirices have been calculated for EU-25.
Now we will try to sum up development of the relatiprices between the Czech Republic
and EU-15 for the years 1999-2003.

During the period mentioned some harmonizationhef relative prices between the Czech
Republic and EU-15 can be observed. From this pafiview the future entry of the Czech
Republic to the eurozone can be valued positiidgvertheless, the harmonization is still
considered insufficient. From Table 2 it can benstbat in a number of items the 2003 prices
in the Czech Republic were below the 60 percergllefthe EU-15 prices. The items were
for instance bread and cereals, fish, milk, chess eggs etc. These items stood even at
approximately 50 percent. As for the non-tradalitans the situation was even more
dramatic. E.g. the year 2003 health service wagl gtercent of EU-15 and education even at
27 percent of EU-15. In a number of items a fallalative prices could be witnessed between
years 2002 and 2003.

If we go on assessing the years 2004 and 2005 awesay that between these two years the
relative prices of a number of items were risirRelétive prices in the years 2004 and 2005
are summarised in Table 3.) This development capdséively assessed in the majority of
items, because the prices in the Czech Republimastly on a lower level than the prices in
the eurozone. That is why this process represemeess of harmonization of the price
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relations. Unfortunately, we have always to remeantbat in these years (the years 2004 and
2005) relative prices are related to EU-25, i.ethed values calculated for EU-15 would be a
bit lower. Even in this situation the major itenfgelative prices in the Czech Republic are at
a lower level than 80 percent of EU-25. (A numbgpiaces are still approximately at a 60
percent level.)

Table 4 is a summarization of the view. This takleords the development of the price levels
of the individual countries of the European Unianthe years 1999-2006. On the one hand
these values are problematic, because they prosiddth only an aggregate view and do not
inform us about how the price relations are beirgntonised. On the other hand, the
advantage of these data is their time consistgnoyes for the period of the years 1999-2006
are related to the same base, i.e. EU-27). FronteTalve can discover at first sight that the
price level in the Czech Republic is at prese@apercent of the EU-27 prices.

Even though the situation is examined in detaihgselative prices or only the price levels,
in both cases the conclusion is that at presentpties in the Czech Republic are not
harmonised enough with the prices in the euroztirtbe dynamics of the harmonization of
the price levels and the price relations did naange, the Czech Republic would not be
prepared to enter the eurozone in the following fjears. In these years the entry of the
Czech Republic to the eurozone was originally ptahrFrom the point of view of these
criteria the Czech Republic would be prepared asljate as in ten years.

If we are interested in the problems of harmonisadf price levels and the price relations the
development of the nominal effective exchange aatkthe real effective exchange rate of the
Czech crown are also worth our attention. Theyaimlbof the process of convergence of the
Czech Republic will show us that the harmonizabbthe Czech Republic with the eurozone
proceeds at first through the channel of inflaton then through the exchange rate channel.
From Table 5 it is evident that the process of engence proceeded through the exchange
rate channel starting with the year 1999. Bothrbminal and the real effective exchange
rates were appreciating during the years 1999-2Bé8veen the years 2002 and 2003 there
was moderate depreciation (again of both the ndnaind the real exchange rates) and since
2003 the nominal and the real exchange rates hawvénally been appreciating again. In this
context in might be objected that we do not haverdok with the effective exchange rate of
the Czech crown and that it would be more advamagéo make use of the rate of exchange
of the crown to the euro. On the other hand theeldgwnent of the real effective exchange
rate informs us about the changes of the competiéss of the Czech economy as related to
the foreign countries that we carry on trade witfom this point of view the real effective
course is rather interesting. (Apart from this, st®uld not forget that the major exports go
to the European Union and the same holds for thmoits.) If we take a look at Table 6 we
find that the development of the nominal exchange iof the Czech crown to the euro
corresponds with the development of the nominaatife exchange rate, i.e. from 1999 till
2002 we see clear appreciation of the Czech crow2003 we can see depreciation, but from
2003 till 2006 there is appreciation again.

“...Up to the year 1998 (included) the convergencepeded via the inflation channel. The
inflation differential between the Czech Republiicidhe European Union amounted to about
7 to 9 percentage points, while the nominal exchatage of the Czech crown ... remained
stable. Since this year the Czech Republic has brpeariencing a low rate of inflation, and
the inflation differential to the EMU has gradualbgen falling. The exchange rate of the
Czech crown to the euro started simultaneouslypfwexiate considerably in the year 2000.
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All that means a change of the character of theqe® of convergence. Nor the process of
convergence is running through the exchange ratens.®

Table 1: Rates of inflation in the European Union ad some other countries.

1995199¢ 1997 199¢ 199¢ 200(| 2001 200z 2007 2002005 200¢
European Unio|| :[ [ 1.7® 1.3®1.2®) 1,99 2.20 2.10] 2.0V 2.09[2.20] 2.2
Euro area L 16® 11 11 221 23 22 21 21 27 22
Belgium [ 18 o¢d 11 27 24 1€ 15 1.9 2.5 2.3
Bulgaria E | 187 2.6 104 74 5¢ 23 6.1 6.0 7.4
Czech Republic : : 8C 97 1§ 3¢ 45 14 -0.1 2¢€ 1€ 2.1
Denmark 2.0 1.3 21 27 23 24 2.0 09 17 1
Germany : : 15 0.€ 0€ 14 1¢ 14 1.C 1.8 1.¢ 1.8
Estonia [ 93 8¢ 31 3¢ 56 3¢ 14 3.0 4.1 44
Ireland 1 13® 21 25 53 40 47 40 23 2.2 2.7
Greece | 54 48 21 29 37 39 34 3. 35 3.2
Spain o[ 19 1§ 22 35 2. 3¢ 3.1 31 34 3.€
France [ 13 07 o€ 1 1 19 227 23 19 1.¢
Iltaly 1.9 204 17 2€¢ 23 26 28 23 27 2.2
Cyprus 1 323 23 11 49 20 28 40 19 2.4 2.2
Latvia o[ 81 43 21 2€ 25 20 2 6.2 6.9 6.6
Lithuania [ o[ 104 54 15 11 1.6 03 -1.1 1.2 2.7 3.8
Luxembourg : : 14 1¢ 1C 3.§ 24 21 25 3.2 3.& 3.C
Hungary i 18,59 14.2Y10.0Y10.0Y 9.1Y 52 4.7 6.8 3.5 4.
Malta o[ 3¢ 337 2.3 3¢ 25 2€6 1.9 27 25 2.€
Netherland : : 1.€ 1. 2C 2.3 5.1 39 2.2 1.4 1.5 1.7
Austria | 1.2 o0.f o0f 20 23 17 13 20 21 1.7
Poland | :15.0%11.8®7.2®) 10.1 53 19 0.7 3.6 2.2 1.2
Portugal o 19 22 22 26 44 37 33 25 21 3.
Romania | :154.8"/59.1V145.8V145.79134.5922.59/15.3" 11.9"9.1Y| 6.6
Slovenia | 823 7¢ 61 8¢ 8€ 75 57 37 25 25
Slovakia | 6.0 6.7 104 122l 72 35 84 7.5 2.8 4.
Finland [ 12 13 13 29 27 20 1.3 0.1 0. 1.3
Sweden o[ 18 1 og 13 27 19 23 1.0 0. 15
United Kingdon| : ] 1. 1. 1.3 0. 12 13 14 13 21 2.7
Croatia . . . . . . . . . . . .
Turkey 1 :85.6" 82.1Y61.4"53.2"56.8"47.0"25.3" 10.1"8.1"|9.3"
Iceland o[ 18 1.3 21 44 6. 53 14 23 14 4.€
Norway 1 2.6 20 21 3¢ 27 08 2. 0.6 15 25
United States || 2. 3. 2.3 16 22 34 28 16 23 27 34
Japan 0.1 0.1 1. o€ -0d -07 -07 -0¢ -0 0. -0.3

5 Mandel, M. — Tomsik, V.Monetarni ekonomie v malé otemné ekonomiceManagement Press, Praha 2003, s.
258
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(:) Not available

(e) Estimated value
(i) See explanatory text
Source: Eurostat

http://epp.eurostat.cec.eu.int/portal/page? pad®ige,39140985& dad=portal& schema=P

ORTAL&screen=detailref&language=en&product=STRINCCEBBAC&root=STRIND EC

OBAC/ecobac/eb040

Table 2: The development of relative prices in Czech Relic during years 1999- 2003.

1999 2000 2001 2002 2003
Cz Cz Ccz cCcz «cz
Final consumption by private

h/holds 44 45 49 53 53
Food and non-alcoholic beverages 50 51 54 57 57
Food 49 50 53 56 56
Bread and cereals 39 39 42 42 47
Meat 4 46 49 50 49
Fish 60 58 64 68 61
Milk, cheese and eggs 52 56 58 63 61
Oils and fats 60 61 68 74 75
Fruits, vegetables, potatoes 56 54 56 60 58
Other food 57 59 61 68 66
Non-alcoholic beverages 61 62 63 68 75

Alcoholic beverages, tobacco,
narcotics 47 48 52 57 58
Alcoholic beverages 55 56 62 69 76
Tobacco 42 43 46 50 46
Clothing and footwear 67 70 73 80 102
Gross rents, fuel and power 29 31 34 39 38
Furnishings, equipment, maintenance 65 66 69 67 64
Health 33 35 37 43 44
Transport 56 58 61 66 64
Communication 63 71 77 88 85
Recreation and culture 48 49 52 58 57
Education 19 19 22 25 27
Restaurants and hotels 42 45 48 49 48
Miscellaneous goods and services 46 47 51 53 55
Net purchases abroad 100 100 100 100 100
Final consumption by NPISH 22 22 24 28 28
Final consumption by government 28 29 32 36 37
Individual services 24 25 28 32 33
Collective services 33 34 37 42 42
Gross fixed capital formation 58 60 64 67 64
Equipment 79 75 86 93 92
Construction 41 47 47 48 a7
Other products 77 86 74 91 72
Changes in inventories and valuables 61 64 107 66 79
Balance of exports and imports 100 100 100 100 100
Gross Domestic Product 42 44 47 52 51

Source: Czech Statistical Institute
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Table 3: The development of relative prices in the CzecRepublic during the yeas 2004- 2005.

2004 2005
NAME OF ANALYTICAL CATEGORY Ccz Ccz
Gross Domestic Product 52,2 56,4
Actual individual consumption 49,5 53,1
Food and non-alcoholic beverages 61,4 65,2
Food 59,9 63,5
Bread and cereals 52,7 55,1
Meat 54,1 57,8
Fish 60,4 63,3
Milk, cheese and eggs 66,4 711
Qils and fats 79,7 84,2
Fruits, vegetables, potatoes 61,4 64,4
Other food 68,7 74,9
Non-alcoholic beverages 78,8 83,3
Alcoholic beverages, tobacco and narcotics 61,1 64,2
Alcoholic beverages 78,3 83,8
Tobacco 48,6 50,3
Clothing and footwear 99,2 101,2
Housing, water, electricity, gas and other fuels 41,5 43,8
Household furnishings, equipment and
maintenance 71,3 75,6
Health 36,2 40,5
Transport 65,6 68,8
Personal transport equipment 91,0 93,6
Communication 90,0 104,5
Recreation and culture 49,4 53,4
Education 35,0 38,8
Restaurants and hotels 44,5 47,9
Miscellaneous goods and services 46,1 49,1
Actual collective consumption 43,4 47,8
Gross fixed capital formation 64,3 70,1
Machinery and equipment 87,7 93,5
Construction 50,2 55,6
Final consumption expenditure 48,7 52,4
Household final consumption expenditure 54,5 57,8
Government final consumption expenditure 38,0 42,1
Collective consumption expenditure 43,4 47,8
Individual consumption expenditure 34,1 38,0
Total goods 68,7 73,5
Consumer goods 72,1 76,1
Non-durable goods 65,9 70,0
Semi-durable goods 90,4 93,7
Durable goods 85,8 89,0
Capital goods 64,3 70,1
Total services 38,8 42,3
Consumer services 39,9 42,8
Government services 38,0 42,1
Collective services 43,4 47,8
Individual services 34,1 38,0

Source: Czech Statistical Institute
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Table 4: The development of price levels in the E@pean Union and some other

countries.

199 199€ 1997 199¢ 199¢ 2000 2001 2007 2002 2004 200¢| 200
EU (27 countries) || 10c 10C 10C 10C 10c 10C 10C 10c 10C 10¢ 10C 10C
EU (25 countries)  |101.4101.101.4101.9101.1 101101.7101.1101.1101.4101.1101.1
EU (15 countries) | 105.6105.9105.7105.4105.£104.¢104.7104.105.2105.4104.€104 ¢
Euro area (13 107.5107.7 104102.6102.2100.5 1011101.1103.5103.7102.7102.¢
countries)
Euro area (12 107.4107.4104.1102.¢102.5100.€101.5101.2103.€103.6102.6102.
countries)
Belgium 113.6109.9105.6107.5106.§ 102103.2101.5106.5105.7105.1105
Bulgaria 32.C 274 34 375 37.C 387 41 40.6 40.1 41.1 42.4 44.1
Czech Republic A1E 436 44.4 474 46.4 481 50 57.1 54.5 54. 58.1 60.7
Denmark 138.1135.6131.€129.4131.6130.9135.2133.6141.1139.€140.1139 <
Germany 118.5 114109.€108.7107.9106.6 107106.6106.1104.7103.6103.:
Estonia 41.6 49.6 50.6 54.1 56.¢ 57.4 61.1 60.6 62 62.6 642 67
Ireland 100.7103.7 112108.1111.€114.9119.9125.2126.125 €124 <125 2
Greece 82.6 85.6 87.6 85.7 88.5 84.6 82.9 80.7 85 87.4 88.9 89.
Spain 88.C 90.7 86.C 855 86 85 854 84.¢ 88.5 90.( 92 93.
France 118.2117.1 112110.7109.9105.9104.7103.F 11C110.5107.€107."
Italy 89.¢ 99.Z 99.7 97.¢ 98.2 97.5 99.7102.7103.6105.4104.4104 2
Cyprus 86.1 86.Z 86.6 87.1 87.4 88.1 88.< 89.1 90.¢ 90.¢ 89.1 89.5
Latvia 38.6 42.6 47.6 49.7 52.2 58. 59 57 54.4 55 56.4 58.¢
Lithuania 30.C 36.4 43.2 45.¢ 46.6 52.1 54.1 54.7 52.2 53.1 54.6 56.4
Luxembourg 113.4108.9106.€104.2102.€101.5103.£102.1103.5105.1104.€105
Hungary 43.6 44.7 46.4 457 47.1 49.7 52.9 57.4 58.2 61.6 63.2 6C
Malta 61.1 67 68.7 69.4 70E 73.4 74.6 74.6 72 72.6 72.6 73
Netherland 111.1107.2103.4102.1102.7 100 102102.9107.6 10€104.€104.;
Austria 115.4111.7107.1105.2104.€101.9104.€103.4103.2103.1101.¢101.-
Poland 475 50.6 51.6 53.5 51.¢ 57. 64.6 61.2 54.4 53.7 61.1 62.
Portugal 82.€ 83 82 84 834 83 844 867 86 86.1 85 855
Romania 314 30 34.7 437 37.C 42.F 41.1 43 43. 44.7 55 585
Slovenia 75 72.5 72.4 74.1 74.1 72. 73.9 74.4 76.2 754 75.6 75.6
Slovakia 39.7 40.7 41.6 41.9 40. 44.4 43.4 44.€ 50.1 54.9 55.€ 58.2
Finland 132.127.4 128 122122.9120.4124.6123.9126.6123.6123 H122.¢
Sweden 125.6134.7131.6 127126.4127.6119.121.7123.5121.6118.E117 ¢
United Kingdom 92.7 92.6107.6112.2115.6 1201116.6117.1107.6107.9109.2110.2
Croatia : : : : : : : | 64.€ 65.€ 68.5 71.4
Macedonia, the
former Yugoslav ) 43.€ 44.1 43.¢ 43.¢
Republic of
Turkey [ [ 56 62f 4771 51.€ 572 59 68.1 68
iceland 116.4117.9120.6124.7126.1 144127.<134.€138. 13€153.4141.¢
Norway 135.] 137136.¢ 131134.9137.1141.6151.2142.1134 140 €140 ¢
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Switzerland 155146.5135.£136.4139.71142.€146.5146.7143.§139.¢ 137]133.3
United States 89.5 90.€100.5101.7101.5118.7123.54119.€¢102.5 ; X X
Japan 188.§162.4160.5147.¢166.2194.1172.€155.5138.7

Source: Eurostat

http://epp.eurostat.cec.eu.int/portal/page? pad€é&,39140985& dad=portal& schema=P

ORTAL&screen=detailref&language=en&product=Yearlisew_economy&root=Yearlies

new economy/B/B2/B21/er011

Table 5: The development of nominal and real effectivexehange rates of the Czech crown.
1998 1999 2000 2001 2002 2003 2004 2005 2006

Real effective exchange rate
%

(year 2000=100)

a) producer prices

Weight — turnover ZO 99,5 100,6 100 104 115,2 111,3 114

Weight - turnover ZO

SITC 5-8 99,9 99,5 100 104,6 115,9 112 1154

b) consumer prices

Weight — turnover ZO 99 98,8 100 105,5 116,7 1129 113

Weight - turnover

ZO SITC 5-8 99,4 98,2 100 106,2 117,5 113,7 114,1
1998 1999 2000 2001 2002 2003 2004

Nominal effective exchange

rate %

(year 2000=100)

Weight — turnover ZO 96 98,5 100 104,3 116,5 116 116,3

Weight — turnover ZO

SITC 5-8 98,9 98,6 100 104,4 116,1 115,6 115,5

Source: Czech National Bank

118,9

121,12

118,9

120,7

2005

123,5

122,8

121,3

123,9

124,2

126,7

2006

129,3

128,7

Table 6: The development of nominal exchange ratd the Czech crown to the euro

during the years 1999-2006.

Indicator

1999

2000

2001

2002

2003

2004

2005

2006

CZK/EUR

average

36,882

35,610

34,083

30,812

31,844

31,904

29,784

28,343

Source: Czech Statistical Institute

4 Conclusion
In conclusion we can repeat that a low rate ofairdh is a benefit only if the individual
regions of a future monetary union were on nedméydame economic level. But the European
countries which would like to enter the eurozone lamwever not on the economic level the
eurozone has reached. That is why the price larelshe relative prices will have to undergo
adjustment. The coordination of the relative priaes the price levels itself proceeds via a
higher rate of inflation and via nominal appre@atiof the currency. In view of the fact that
nominal appreciation cannot harmonize all the rnetaprices, the candidates for the entry to
the eurozone cannot avoid higher inflation.
If we compare the coordination of the relative @sicand the price levels of the Czech
Republic and the eurozone in the year 2005 wittctmedination of the prices of any country
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of the present eurozone at the time of its admigsiee can discover that as far as this
criterion is concerned, the Czech Republic is preghanuch worse. In the introduction to this
paper we said that we thought it very risky to ra@hythe influence of uniform currency after

the entry to the eurozone. Now we believe thatréhetive prices are deformed in such a way
that the Czech Republic does not form together thigheurozone a potentially well-operating

monetary union. It will still take a long time uinti starts to form it. At the present prices are
rising slowly, which can be assessed positivelyth&é dynamics of the rising prices do not
change, the Czech Republic could be prepared mretitry to the eurozone in ten years
provided the price criterion is taken into consadem. We do however not consider it

advisable for the Czech Republic to enter the ERBy$tem and the eurozone in the future
five years. (Do not let us forget that we are ieséed only in price criteria. In order to get full

information we will have to investigate all the caeteristics that are defined by the theory of
the optimum currency areas.)

If we analysed the other candidates for the eure4tor instance the Slovak Republic) in a
similar way, we would arrive at the same conclusenn the case of the Czech Republic.
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