WEEKLY REVIEW – 12th September 2005.
Introduction
Welcome to this the first edition of the new Weekly Review. It will not be a simple selection of news items but an opportunity to look in detail at some of the events that have taken place in the United Kingdom, within the EU and elsewhere in the world. To these stories we will offer questions which could allow you to use them as Case Studies and we will also offer some interesting site to visit... Our aim is to develop an unusual but useful teaching resource.

UK News

UK's service sector growth slows  

The increased threat of terrorism has apparently not hit tourism in the United Kingdom. Though the UK's service sector grew at its slowest pace for three months in August as record oil prices pushed up fuel and energy bills. The Chartered Institute of Purchasing & Supply (CIPS) said its Services Business Activity Index slipped to 55.2 last month, down from 56.3 in July. 

The figure was below the forecast of 56 and showed that the service sector grew for the 29th month in a row. Despite what might be called a ‘slowdown’ most analysts felt that it would not increase the pressure on interest rates to fall.
The CIPS noted that growth was the most prominent in the transport, communications, hotels and restaurants sector, suggesting that the July bomb attacks in London had done little long-term damage to the tourism business. 

The survey also showed that increased overseas spending on UK services helped offset subdued demand in the domestic market. 

Though the news was at best mixed the survey contained a note of caution which was based mainly on continued worries about the health of the economy, higher wage costs and a fall in the business expectations index. 

The dip in the service sector is being offset by improvements else where, and data last week from CIPS showed that the manufacturing sector had returned to growth last month and that construction activity was growing at its fastest rate for a year. 

CIPS predicted that the UK economy as a whole was set to grow by between 0.6% and 0.7% in the third quarter - up from 0.5% in the second quarter.

.
Questions

1. Define (a) invisibles (b) the secondary sector.

2. In what ways might a slowdown in the service sector of the UK economy impact on the trade figures?

3. Why has recent pressure on interest rates been for a fall?

4. What indicators would we be looking at within the UK economy if the slowdown in the services sector continued?

European News
Romania moves towards EU membership
One of the two countries expected to join the EU in 2007 has moved to end speculation in its currency and in doing so is attempting to prepare another part of its financial sector ready for eventual membership of the Euro. Romania recently announced that it was trying to stop speculative flows of money entering the country. The recent inflows have put pressure on authorities to raise interest rates but they fear that this will attract ‘hot money’. So, they are allowing some extra liquidity to remain in the economy and so reduce the speculators taking a gamble that as membership of the EU draws nearer so returns in Romania will increase. Officials of the Central Bank fear that too much money is entering the country in search of short-term profits and that this will destabilise the financial sector. 

This deliberate strategy to keep hot money out is an attempt to stop interest rates from rising and so making eventual membership of the Euro a reality...

Questions

1. What is meant by the term ‘hot money’?

2. Why might increased flows of hot money de-stabilise the financial markets?

3. Before making an application to join the Euro Romania will have to meet certain convergence criteria – what are these?

4. How might joining the EU benefit a country such as Romania?

Some sites that might be of use in any study you may make of the economy of Romania.

http://www.aboutromania.com/economy.html
http://www.einnews.com/romania/newsfeed-RomaniaEconomy
http://www.investromania.ro/economyfocus.htm
http://tpb.traderom.ro/En/Cd/Rom_prez_ec/economy.htm
For daily news on Romania in English why not log onto www.daily-news.ro and read the Bucharest Daily News.

INFORMATION

In this section of the review we offer information and web sites that relate to countries you may wish to include in your teaching. We begin with the first of a series that will cover the ‘new’ entrants to the European Union.
. 

This week we look at the Czech Republic.

An overview of the Czech Republic
 The first attempt at creating a Czech state was unification of several Slavonic tribes in defence against the Avars. Their ruler, the Frank merchant Samo, founded the empire some time in the 7th century A.D. Later the Czech principality became part of the Greater Moravian Empire (803-907). 

The rights of the Czech state were acknowledged by the Golden Bull of Sicily in 1212. 

The Czech kingdom was part of the Holy Roman Empire. The most important Czech sovereigns included Charles IV, Holy Roman Emperor and King of Bohemia. 

In the early 16th century, the Czech Estates elected Habsburg to the Czech throne. The Czech kingdom remained a part of the Hapsburg monarchy until 1918. 

At the end of World War I, on 28 October 1918, the Czechoslovak Republic was proclaimed. Twenty years later, the Munich Agreement was signed, on the basis of which Nazi Germany occupied a part of Bohemia and Moravia. 

Czechoslovakia was restored after the defeat of Nazism in May 1945. 

In 1948, the Communist Party seized power in Czechoslovakia. With only a brief period in 1968, known as the "Prague Spring", the totalitarian period lasted until so-called "Velvet Revolution”, until November 1989. 

On 1 January 1993 Czechoslovakia was divided, and Czech Republic came into being as a separate democratic state.

The economy- an overview
The Czech Republic’s economy is mainly based on industry. The most important export products are machinery, vehicles and semi-manufactured goods. Key growth sectors are the chemical and pharmaceutical industry and tourism. The agricultural sector is small but efficient, employing about 3.4% of the work force.

 

Raw materials
There are limited deposits of various raw materials. Sand, stone and limestone are mined in large amounts. Mining of uranium stopped after 1989. 

Hard coal is mined in Northern Moravia, while brown coal and lignite mines are in Northern Bohemia. These deposits cover the country's own consumption. Mining areas are also major centres of heavy industry (machinery, steelworks, manufacturing and chemistry). Northern Bohemia and Northern Moravia are parts of the so called Black Triangle (together with Saxonia in Germany and Polish Silesia) which is considered to be the most polluted area in Europe.

Power generation
Most electricity is produced in thermal power plants (about three quarters of the total electricity production). 

Nuclear power provides about 20% of the electricity and is produced at Dukovany (Southern Moravia). A new nuclear power plant is being built at Temelín (Southern Bohemia). The environmentalists both from the Czech Republic and from Austria protest against the launching of this plant.

About 3% of the total electricity is produced in hydroelectric power plants.

Crude oil and natural gas
Oil and gas are imported mostly from Russia. In December 1995 a new crude oil pipeline from Germany was launched (Middle European Crude Oil Pipeline from Vohburg to Nelahozeves). Another pipeline transports crude oil from Ingolstadt (Germany) to Kralupy and Vltavou. Gas from Norway started to be transported to the Czech Republic in May 1997. 

Agriculture
The principal crops are wheat, barley, sugar beet, potatoes and hops. Forests provide enough wood for both Czech and foreign manufacturers. 

The most important companies in the Czech Republic
Companies with the biggest numbers of employees 
1) OKD, a.s. (mining) 28,919
2) Škoda, a.s. (machinery) 23,801
3) SPT Telecom, a.s.(communications) 22,938
4) Škoda auto, a.s. (cars) 22,205
5) Vítkovice, a.s. (metallurgy) 18,630

The top five enterprises with the largest exports (+ revenues, bn)
1) Škoda auto, a.s. (machinery, cars) 56.6 (90.1)
2) Škoda, a.s. (machinery) 17.7 (23.4)
3) Nová hu, a.s. (steelworks) 10.9 (30.3)
4) Vítkovice, a.s. (production of iron) 10.4 (10.4)
5) OKD, a.s. (coal mining) 9.8 (24.0) 
Some producers of the traditional Czech goods:
glass: 

Crystalex, a.s. Nový Bor
Moser, a.s. Karlovy Vary 

beer and liquors: 

Plzeòský Prazdroj, a.s. Plzeò (Pilsner Urquell) 
Budìjovický Budvar, n.p. Èeské Budìjovice (Budweiser Budvar) 
Jan Becher, Karlovy Vary (Becherovka - a herbal liquor) 

machinery:
Škoda auto, a.s. Mladá Boleslav (cars)
Škoda Plzeò, a.s. (heavy machinery, factory equipments, nuclear reactors) 
ÈKD Praha Holding, a.s. Praha (trams, motors) 

metallurgy:
Nová Hu, a.s. Ostrava (steel, rolled products, tubes) 

chemistry
Synthesia, a.s. Pardubice (chemicals)

 

	At A Glance
	2001
	2000

	Population
	10.3 million
	10.3 million

	 

	 
	 

	Population Growth
	-0.1
	0.0

	 

	 
	 

	Personal Computers (per 1000 people
	145.7
	122.0

	 

	 
	 

	Internet users
	1.4 million
	1.0 million

	 

	 
	 

	Fixed lines and mobile phones (per 1000 people)
	1050.0
	802.1


	 


Websites worth visiting
http://news.bbc.co.uk/1/hi/world/europe/country_profiles/1108489.stm
This is the excellent BBC country profile that includes links to the main national news papers and radio stations in the Czech Republic and other relevant sources.

http://www.vlada.cz/1250/eng/aktuality.htm
The official site of the Czech government site.

http://www.praguepost.com/
An English language newspaper published in Prague.

http://www.investni.com/czech_republic.pdf#search='economy%20of%20czech%20republic'

A PDF presentation on why invest in Czech Republic.

http://www.indexmundi.com/czech_republic/economy_overview.html
A site that will allow you to have considerable access to economic data

World News 
Cell phones in Africa
For the first twenty years of their marriage if Skhanhane wanted to contact her husband it meant a potential walk of over 300 miles. Today she pulls out her cell phone and calls him. People like Skhanhane have made Africa the fast growing market for cell phones in the world. From 1999 to 2004 the number of mobile phone subscribers in Africa jumped from 7.5 million to 76.8 million an annual average increase of 58%. The next fastest growing market was Asia, which recorded an annual increase of 34% during the same period. Buying her air time is now part of her grocery budget, even though she still washes the clothes of her three children in a bucket. This huge increase comes against the historical fact that Africans have never been big phones users (Mongolians until recently used the phone more) and the simple truth that the majority of Africans live on less than $2 a day. They are supposed to be too poor to generate the business necessary for companies to invest in the infrastructure needed for a cell phone network.  But when African nations began to privatise their telephone monopolies in the mid-1990’s it led to an influx of operators selling air time in smaller units and the ‘lift-off’ took place. Hand set are not cheap and average $50 per set but even the poorest members of the continent’s population are beginning to buy phones. One in eleven Africans now won a cell phone. Some Africa watchers see cell phones have as big an impact on the continent as television did in the US in the 1940’s. Suddenly remote villages can contact one another and receive news from around the country and across the world. With one land line per thirty three people the cell phone in jumping over both conventional telephone usage and the art of writing a letter – which again offers opportunity to those who did not attend school and never saw themselves owning a ‘conventional’ phone. 

Healthcare workers are seeing mothers present themselves for assistance before their unborn child experiences difficulties, elderly relatives are being communicated with and are allowed to feel part of their children’s lives and commercial information is being transmitted around countries. The latter means that products can be shifted to areas where supply is low and even perishable items can now experience a slightly scaled down version of ‘just in time’ delivery. So, as masts appear in some very remote areas of such countries as the Congo trade, education, health and simple ‘family affairs’ are feeling the positive impact of something that many thought would take decades to reach developing countries. 

Questions 
1. Why have Africans taken so quickly to the cell phone and its uses?

2. In what ways does the cell phone explosion in Africa illustrate producers tailoring a product to consumers needs?

3. How might the apparent advantages of the cell phone improve the quality of life for many Africans?

4. What other information and communication ‘revolutions’ could benefit ordinary Africans?

What do you think?
The concluding part of the Weekly Review will look at a topical issue and comment on it. You may then like to discuss further the implications of the chosen topic. We begin with some of the economics that are forming part of the debate in the forthcoming German General Election.
The German Election

The forthcoming election in Germany places before the electorate a choice of two alternative economic policies and this distinct difference in running an economy may soon be the decision facing other European electorates. Ms Merkel, the current leader of the opposition is putting forward both labour market and tax reforms.  She would raise value added tax to 18% from 16% and with the extra revenue raised she would reduce wage surcharges. She considers this to be one of the main problems associated with the generous unemployment insurance system that operates within Germany. This is a form of swap, which takes the burden off hiring people and places it more on spending. She may also replace a somewhat ‘tired’ looking tax system with a ‘flat’ tax, which maybe 25% for both income and corporation taxes – though to be fair to her she does not see this as being introduced for several years yet... The ‘flat’ tax has been successful in raising revenue in a number of the former Eastern Europe economies and some reports suggest that the Tories in Britain are also looking at this fiscal change

The Social Democrats of Gerhard Schroder (the current Chancellor) fear that such tax changes will merely put money into the pockets of the high-earners, who will not simply use it to hire more workers and expand their businesses. The ‘left’ predict an increase in inequality, leading to poverty and social problems. Recent evidence in the US does not point to tax reductions amongst the richer members of society causing either investment or employment to suddenly increase. So, will a ‘supply-side’ revolution be the obvious way forward for what remains Europe’s richest economy?

How this and other perceived rigidities might be addressed by the German people that will be of interest to the electorates of France and Italy. The present hiring and firing regulations in Germany means that unlike 10 other EU member states the largest economy within the EU cannot break into the World Bank top 20 for the easiest countries within which to do business. Germany scores well below the OECD average in the categories of:

* hiring

· rigidity of hours

· difficulty in firing

· firing costs

Across these categories 94 of the 144 countries included in OECD data rank above Germany.

To be fair to Schroder he has pushed through some labour market reforms and these include:

· long-term unemployment benefits have been reduced

· conditions on which work can be rejected have been tightened

· pension freeze

Yet the introduction of such policies made the current Chancellor unpopular and though he claims that the country is in the middle of a painful adjustment period his chances of re-election look rather slim. It seems that the electorate has lost patience with him and his party and this may be the result of a zero growth economy. But would the Merkel tax cuts really boost growth and employment? Experience shows that if they are to work then it has to be quickly – meaning that people and firms waiting for these reductions in their fixed outgoings will suddenly decide to buy consumer goods or hire more labour. Once again evidence of such policies when tried in other economies points to a slower reaction to increases in disposable income by both the fortunate consumers and business.

So, as the election draws nearer be prepared to see both sides and their junior coalition partner’s battle for public opinion along the following lines:

(a) Vote for us and we will gradually change our old fashioned tax system but protect most of your social welfare programme – a possible vote winner in the former ‘eastern’ Germany

(b) Vote for us and we will remove the unpopular tax system and hopefully release a spring that has been coiled for too long

Put in more simple terms the German electorate (and others in the coming years) face a stark choice. It is to live with double digit unemployment and its related problems but have a very solid social protection system or stop postponing the inevitable and get on with some painful market reforms. 

